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3. GLOSSARY 

 Asset An asset is anything of value that is owned by 

a person or business 

 Available for Sale The securities available for sale are those 

securities where the intention of the bank is 

neither to trade nor to hold till maturity. These 

securities are valued at the fair value which is 

determined by reference to the best available 

source of current market quotations or other 

data relative to current value. 

 Balance Sheet A balance sheet is a financial statement of the 

assets and liabilities of a trading concern, 

recorded at a particular point in time.  

 Banking Book The banking book comprises assets and 

liabilities, which are contracted basically on 

account of relationship or for steady income 

and statutory obligations and are generally 

held till maturity.  

 Basel Capital Accord  
 

The Basel Capital Accord is an Agreement 

concluded among country representatives in 

1988 to develop standardised risk-based 

capital requirements for banks across 

countries. The Accord was replaced with a 

new capital adequacy framework (Basel II), 

published in June 2004.   

Basel II is based on three mutually reinforcing 

pillars that allow banks and supervisors to 

evaluate properly the various risks that banks 

face. These three pillars are:  

minimum capital requirements, which seek 

to refine the present measurement 
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framework 

supervisory review of an institution's capital 

adequacy and internal assessment 

process;  

market discipline through effective 

disclosure to encourage safe and sound 

banking practices 
 

 Basel Committee on 
Banking Supervision  
 

The Basel Committee is a committee of bank 

supervisors consisting of members from each 

of the G10 countries. The Committee is a 

forum for discussion on the handling of 

specific supervisory problems. It coordinates 

the sharing of supervisory responsibilities 

among national authorities in respect of banks' 

foreign establishments with the aim of 

ensuring effective supervision of banks' 

activities worldwide.  

 Basic Indicator Approach An operational risk measurement technique 

permitted under Basel II. The approach sets a 

charge for operational risk as a fixed 

percentage ("alpha factor") of a single 

indicator. The indicator serves as a proxy for 

the bank's risk exposure. 

 Basis Risk The risk that the interest rate of different 

assets, liabilities and off-balance sheet items 

may change in different magnitude is termed 

as basis risk. 

 Capital  
 
 

Capital refers to the funds (e.g., money, loans, 

equity) which are available to carry on a 

business, make an investment, and generate 

future revenue. Capital also refers to physical 

assets which can be used to generate future 

returns. 
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 Capital adequacy A measure of the adequacy of an entity's 

capital resources in relation to its current 

liabilities and also in relation to the risks 

associated with its assets.   

An appropriate level of capital adequacy 

ensures that the entity has sufficient capital to 

support its activities and that its net worth is 

sufficient to absorb adverse changes in the 

value of its assets without becoming insolvent. 

For example, under BIS (Bank for International 

Settlements) rules, banks are required to 

maintain a certain level of capital against their 

risk-adjusted assets. 

 Capital reserves That portion of a company's profits not paid 

out as dividends to shareholders. They are 

also known as undistributable reserves. 

 Convertible Bond A bond giving the investor the option to 

convert the bond into equity at a fixed 

conversion price or as per a pre-determined 

pricing formula. 

 Core Capital Tier 1 capital is generally referred to as Core 

Capital 

 Credit risk Risk that a party to a contractual agreement or 

transaction will be unable to meet their 

obligations or will default on commitments. 

Credit risk can be associated with almost any 

transaction or instrument such as swaps, 

repos, CDs, foreign exchange transactions, 

etc.  

Specific types of credit risk include sovereign 

risk, country risk, legal or force majeure risk, 

marginal risk and settlement risk. 

 Debentures Bonds issued by a company bearing a fixed 
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rate of interest usually payable half yearly on 

specific dates and principal amount repayable 

on a particular date on redemption of the 

debentures. 

 

 Deferred Tax Assets Unabsorbed depreciation and carry forward of 

losses which can be set-off against future 

taxable income which is considered as timing 

differences result in deferred tax assets. The 

deferred Tax Assets are accounted as per the 

Accounting Standard 22. 

Deferred Tax Assets have an effect of 

decreasing future income tax payments, which 

indicates that they are prepaid income taxes 

and meet definition of assets. Whereas 

deferred tax liabilities have an effect of 

increasing future year's income tax payments, 

which indicates that they are accrued income 

taxes and meet definition of liabilities 

 Derivative A derivative instrument derives much of its 

value from an underlying product. Examples of 

derivatives include futures, options, forwards 

and swaps. For example, a forward contract 

can be derived from the spot currency market 

and the spot markets for borrowing and 

lending. In the past, derivative instruments 

tended to be restricted only to those products 

which could be derived from spot markets. 

However, today the term seems to be used for 

any product that can be derived from any 

other. 
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 Duration  
 

Duration (Macaulay duration) measures the 

price volatility of fixed income securities. It is 

often used in the comparison of the interest 

rate risk between securities with different 

coupons and different maturities. It is the 

weighted average of the present value of all 

the cash flows associated with a fixed income 

security. It is expressed in years. The duration 

of a fixed income security is always shorter 

than its term to maturity, except in the case of 

zero coupon securities where they are the 

same. 

 Foreign Institutional 
Investor 
 

An institution established or incorporated 

outside India which proposes to make 

investment in India insecurities; provided that 

a domestic asset management company or 

domestic portfolio manager who manages 

funds raised or collected or brought from 

outside India for investment in India on behalf 

of a sub-account, shall be deemed to be a 

Foreign Institutional Investor.  

 Forward Contract A forward contract is an agreement between 

two parties to buy or sell an agreed amount of 

a commodity or financial instrument at an 

agreed price, for delivery on an agreed future 

date. In contrast to a futures contract, a 

forward contract is not transferable or 

exchange tradable, its terms are not 

standardized and no margin is exchanged. 

The buyer of the forward contract is said to be 

long the contract and the seller is said to be 

short the contract. 

 General provisions and loss 
reserves 

Such reserves, if they are not attributable to 

the actual diminution in value or identifiable 
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 potential loss in any specific asset and are 

available to meet unexpected losses, can be 

included in Tier II capital 

 General risk Risk that relates to overall market conditions 

while specific risk is risk that relates to the 

issuer of a particular security 

 Hedging Taking action to eliminate or reduce exposure 

to risk 

 Held for Trading Securities where the intention is to trade by 

taking advantage of short-term price / interest 

rate movements.  

 Horizontal Disallowance A disallowance of offsets to required capital 

used the BIS Method for assessing market risk 

for regulatory capital.   In order to calculate the 

capital required for  interest rate risk of a 

trading portfolio, the BIS Method allows offsets 

of long and short positions.  Yet interest rate 

risk of instruments at different horizontal points 

of the yield curve are not perfectly correlated.  

Hence, the BIS Method requires that a portion 

of these offsets be disallowed. 

 Hybrid debt capital 
instruments 

In this category, fall a number of capital 

instruments, which combine certain 

characteristics of equity and certain 

characteristics of debt. Each has a particular 

feature, which can be considered to affect its 

quality as capital. Where these instruments 

have close similarities to equity, in particular 

when they are able to support losses on an 

ongoing basis without triggering liquidation, 

they may be included in Tier II capital. 

 Interest rate risk Risk that the financial value of assets or 

liabilities (or inflows/outflows) will be altered 

http://ihome.cuhk.edu.hk/~b100534/glossary/glossary.htm#offsets#offsets
http://ihome.cuhk.edu.hk/~b100534/glossary/glossary.htm#regulatory capital#regulatory capital
http://ihome.cuhk.edu.hk/~b100534/glossary/glossary.htm#interest rate risk#interest rate risk
http://ihome.cuhk.edu.hk/~b100534/glossary/glossary.htm#long#long
http://ihome.cuhk.edu.hk/~b100534/glossary/glossary.htm#short#short
http://ihome.cuhk.edu.hk/~b100534/glossary/glossary.htm#yield curve#yield curve
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because of fluctuations in interest rates. For 

example, the risk that future investment may 

have to be made at lower rates and future 

borrowings at higher rates. 

 Long Position A long position refers to a position where gains 

arise from a rise in the value of the underlying. 

 Market risk Risk of loss arising from movements in market 

prices or rates away from the rates or prices 

set out in a transaction or agreement. 

 Modified Duration  
 

The modified duration or volatility of an interest 

bearing security is its Macaulay duration 

divided by one plus the coupon rate of the 

security. It represents the percentage change 

in a securities' price for a 100 basis points 

change in yield. It is generally accurate for 

only small changes in the yield. 

 
where:   

MD = Modified duration. 

P = Gross price (i.e. clean price plus accrued 

interest).  

dP = Corresponding small change in price. 

dY = Small change in yield compounded with 

the frequency of the coupon payment. 

 Mortgage-backed security A bond-type security in which the collateral is 

provided by a pool of mortgages. Income from 

the underlying mortgages is used to meet 

interest and principal repayments. 

 Mutual Fund Mutual Fund is a mechanism for pooling the 

resources by issuing units to the investors and 

investing funds in securities in accordance 

with objectives as disclosed in offer document. 
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A fund established in the form of a trust to 

raise monies through the sale of units to the 

public or a section of the public under one or 

more schemes for investing in securities, 

including money market instruments.  

 Net Interest Margin Net interest margin is the net interest income 

divided by average interest earning assets 

 Net NPA Net NPA = Gross NPA – (Balance in Interest 

Suspense account + DICGC/ECGC claims 

received and held pending adjustment + Part 

payment received and kept in suspense 

account + Total provisions held)‘ 

 Nostro accounts Foreign currency settlement accounts that a 

bank maintains with its overseas 

correspondent banks.  These accounts are 

assets of the domestic bank. 

 Off-Balance Sheet 
exposures 

Off-Balance Sheet exposures refer to the 

business activities of a bank that generally do 

not involve booking assets (loans) and taking 

deposits. Off-balance sheet activities normally 

generate fees, but produce liabilities or assets 

that are deferred or contingent and thus, do 

not appear on the institution's balance sheet 

until or unless they become actual assets or 

liabilities. 

 Open position It is the net difference between the amounts 

payable and amounts receivable in a particular 

instrument or commodity. It results from the 

existence of a net long or net short position in 

the particular instrument or commodity. 

 Option An option is a contract which grants the buyer 

the right, but not the obligation, to buy (call 

option) or sell (put option) an asset, 
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commodity, currency or financial instrument at 

an agreed rate (exercise price) on or before an 

agreed date (expiry or settlement date). The 

buyer pays the seller an amount called the 

premium in exchange for this right. This 

premium is the price of the option. 

 Risk The possibility of an outcome not occurring as 

expected. It can be measured and is not the 

same as uncertainty, which is not measurable. 

In financial terms, risk refers to the possibility 

of financial loss. It can be classified as 

credit risk, market risk and operational risk. 

 Risk Asset Ratio A bank's risk asset ratio is the ratio of a bank's 

risk assets to its capital funds. Risk assets 

include assets other than highly rated 

government and government agency 

obligations and cash, for example, corporate 

bonds and loans. The capital funds include 

capital and undistributed reserves. The lower 

the risk asset ratio the better the bank's 'capital 

cushion' 

 Risk Weights Basel II sets out a risk-weighting schedule for 

measuring the credit risk of obligors. The risk 

weights are linked to ratings given to 

sovereigns, financial institutions and 

corporations by external credit rating agencies.

 Securitisation The process whereby similar debt 

instruments/assets are pooled together and 

repackaged into marketable securities which 

can be sold to investors. The process of loan 

securitisation is used by banks to move their 

assets off the balance sheet in order to 

improve their capital asset ratios.  
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 Short position A short position refers to a position where 

gains arise from a decline in the value of the 

underlying. It also refers to the sale of a 

security in which the seller does not have a 

long position. 

 Specific risk Within the framework of the BIS proposals on 

market risk, specific risk refers to the risk 

associated with a specific security, issuer or 

company, as opposed to the risk associated 

with a market or market sector (general risk). 

 Subordinated debt Refers to the status of the debt. In the event of 

the bankruptcy or liquidation of the debtor, 

subordinated debt only has a secondary claim 

on repayments, after other debt has been 

repaid. 

 Tier one (or Tier I) capital A term used to refer to one of the components 

of regulatory capital. It consists mainly of 

share capital and disclosed reserves (minus 

goodwill, if any). Tier I items are deemed to be 

of the highest quality because they are fully 

available to cover losses. The other categories 

of capital defined in Basel II are Tier II (or 

supplementary) capital and Tier III (or 

additional supplementary) capital. 

 Tier two (or Tier II) capital Refers to one of components of regulatory 

capital. Also known as supplementary capital, 

it consists of certain reserves and certain 

types of subordinated debt. Tier II items qualify 

as regulatory capital to the extent that they can 

be used to absorb losses arising from a bank's 

activities. Tier II's capital loss absorption 

capacity is lower than that of Tier I capital.  

 Trading Book A trading book or portfolio refers to the book of 
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financial instruments held for the purpose of 

short-term trading, as opposed to securities 

that would be held as a long-term investment. 

The trading book refers to the assets that are 

held primarily for generating profit on short-

term differences in prices/yields. The price risk 

is the prime concern of banks in trading book. 

 Underwrite Generally, to underwrite means to assume a 

risk for a fee. Its two most common contexts 

are:  

a) Securities: a dealer or investment bank 

agrees to purchase a new issue of securities 

from the issuer and distribute these securities 

to investors. The underwriter may be one 

person or part of an underwriting syndicate. 

Thus the issuer faces no risk of being left with 

unsold securities.   

b) Insurance: a person or company agrees to 

provide financial compensation against the risk 

of fire, theft, death, disability, etc., for a fee 

called a premium. 

 Undisclosed Reserves These reserves often serve as a cushion 

against unexpected losses, but they are less 

permanent in nature and cannot be considered 

as ‘Core Capital’. Revaluation reserves arise 

from revaluation of assets that are 

undervalued on the bank’s books, typically 

bank premises and marketable securities. The 

extent to which the revaluation reserves can 

be relied upon as a cushion for unexpected 

losses depends mainly upon the level of 

certainty that can be placed on estimates of 

the market values of the relevant assets, the 

subsequent deterioration in values under 
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difficult market conditions or in a forced sale, 

potential for actual liquidation at those values, 

tax consequences of revaluation, etc 

 Value at risk (VAR) It is a method for calculating and controlling 

exposure to market risk. VAR is a single 

number (currency amount) which estimates 

the maximum expected loss of a portfolio over 

a given time horizon (the holding period) and 

at a given confidence level. 

 Venture capital Fund A fund with the purpose of  investing in start-

up businesses that is perceived to have 

excellent growth prospects but does not have 

access to capital markets. 

 Vertical Disallowance In the BIS Method for determining regulatory 

capital necessary to cushion market risk, a 

reversal of the offsets of a general risk charge 

of a long position by a short position in two or 

more securities in the same time band in the 

yield curve where the securities have differing 

credit risks.  
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	1.1. Capital
	1.2. Credit Risk
	1.3. Market Risk
	Capital funds: The capital funds for the banks are being discussed under two heads i.e. the capital funds of Indian banks and the capital funds of foreign banks operating in India.
	2.1.1 Capital funds of Indian banks: For Indian banks, 'capital funds' would include the components Tier I capital and Tier II capital. 
	2.1.1.1  Elements of Tier I capital: The elements of Tier I capital include
	2.1.1.2 Elements of Tier II capital: The elements of Tier II capital include undisclosed reserves, revaluation reserves, general provisions and loss reserves, hybrid capital instruments, subordinated debt and investment reserve account.
	2.1.2 Capital funds of foreign banks operating in India  
	For the foreign banks operating in India, 'capital funds' would include the two components i.e. Tier I capital and Tier II capital. 

	2.1.2.1  Elements of Tier I capital: The elements of Tier I capital include
	2.1.2.2  Elements of Tier II capital: The elements of Tier II capital include the following elements.
	Note: 
	Banks are advised not to enter into swap transactions involving conversion of fixed rate rupee liabilities in respect of Innovative Tier I/Tier II bonds into floating rate foreign currency liabilities.
	Residual Maturity
	Conversion Factor
	One year or less
	2%
	 
	Residual Maturity
	Conversion Factor
	One year or less
	0.5%
	1.0%
	Capital charge
	 ANNEX 1


	Terms and Conditions Applicable to Innovative Perpetual Debt Instruments (IPDI) to Qualify for Inclusion as Tier I Capital

	1. Amount of borrowing
	2. Maturity period
	3. Features 
	4. Rate of discount
	5. Rate of interest
	6. Withholding tax
	7. Repayment
	8. Documentation
	Such borrowings done in compliance with the guidelines set out above would not require prior approval of RBI. However, information regarding the total amount of borrowing raised from Head Office under this circular, along with a certification to the effect that the borrowing is as per the guidelines, should be advised to the Chief General Managers-in-Charge of the Department of Banking Operations & Development (International Banking Section), Department of External Investments & Operations and Foreign Exchange Department (Forex Markets Division), RBI, Mumbai.
	 ANNEX 10 
	Risk Weights for Calculation of Capital charge for Credit Risk
	I. Domestic Operations  
	A. Funded Risk Assets
	Sr. No.
	Item of asset or liability
	Risk Weight %
	I
	Balances
	1.
	Cash, balances with RBI
	0
	2.
	i. Balances in current account with other banks
	20
	ii. Claims on Bank 
	20
	II
	Investments (Applicable to securities held in HTM)
	1.
	Investments in Government Securities.
	0
	2.
	Investments in other approved securities guaranteed by Central/ State Government.
	Note:
	If the repayment of principal / interest in respect of State Government Guaranteed securities included in item 2, 4 and 6 has remained in default, for a period of more than 90 days  banks should assign 100% risk weight. However the banks need to assign 100% risk weight only on those State Government guaranteed securities issued by the defaulting entities and not on all the securities issued or guaranteed by that State Government.
	0
	3.
	Investments in other securities where payment of interest and repayment of principal are guaranteed by Central Govt. (This will include investments in Indira/Kisan Vikas Patra (IVP/KVP) and investments in Bonds and Debentures where payment of interest and principal is guaranteed by Central Govt.)
	0
	4.
	Investments in other securities where payment of interest and repayment of principal are guaranteed by State Governments.
	0
	5.
	Investments in other approved securities where payment of interest and repayment of principal are not guaranteed by Central/State Govt.
	20
	6.
	Investments in Government guaranteed securities of Government Undertakings which do not form part of the approved market borrowing programme. 
	20
	7.
	Claims on commercial banks. 
	Note:
	The exposure of Indian branches of foreign banks, guaranteed/counter-guaranteed by overseas Head Offices or the bank’s branch in other country, would amount to a claim on the parent foreign bank and the risk weight of such exposure would depend upon the rating (assigned by the international rating agencies) of the overseas parent of the Indian branch.    
	20
	8.
	Investments in bonds issued by other banks 
	20
	9.
	Investments in securities which are guaranteed by banks  as to payment of interest and repayment of principal.
	20
	10.
	Investments in subordinated debt instruments and bonds issued by other banks or Public Financial Institutions for their Tier II capital.
	100
	11.
	Deposits placed with SIDBI/NABARD in lieu of shortfall in lending to priority sector.
	100
	12.
	Investment in Mortgage Backed Securities (MBS) of residential assets of Housing Finance Companies (HFCs) which are recognised and supervised by National Housing Bank (subject to satisfying terms & conditions furnished in Annex 10.2).
	50
	13
	Investment in Mortgage Backed Securities (MBS) which are backed by housing loan qualifying for 50% risk weight.
	50
	14.
	Investment in securitised paper pertaining to an infrastructure facility. (subject to satisfying terms & conditions given in Annex 10.3).
	50
	15
	100
	16.
	All other investments including investments in securities issued by PFIs.
	100
	Note: Equity investments in subsidiaries, intangible assets and losses deducted from Tier I capital should be assigned zero weight
	17
	Direct investment in equity shares, convertible bonds, debentures and units of equity oriented mutual funds
	125
	18
	Investment in Mortgaged Backed Securities and other securitised exposures to Commercial Real Estate
	150
	19
	Investments in Venture Capital Funds
	150
	20
	Investments in Securities issued by SPVs (in respect of securitisation of standard assets)  underwritten and devolved on originator banks during the stipulated period of three months 
	100
	21
	Investments in Securities issued by SPVs in respect of securitisation of standard asset underwritten and devolved on bank as third party service provider during the stipulated period of three months
	100
	22
	NPA Investment purchased from other banks
	100
	23
	Investments in instruments issued by NBFC-ND-SI
	100
	III
	Loans & Advances including bills purchased and discounted and other credit facilities 
	1.
	Loans guaranteed by Govt. of India
	Note: 
	0
	2.
	Loans guaranteed by State Govts.
	Note: 
	If the loans guaranteed by State Govts. have remained in default for a period of more than 90 days  a risk weight of 100 percent should be assigned.
	0
	3.
	Loans granted to public sector undertakings of Govt. of India
	100
	4.
	Loans granted to public sector undertakings of State Govts.
	100
	5. (i)
	(ii)

	For the purpose of credit exposure, bills purchased/discounted /negotiated under LC (where payment to the beneficiary is not under reserve) is treated as an exposure on the LC issuing bank and assigned risk weight as is normally applicable to inter-bank exposures.
	Bills negotiated under LCs 'under reserve', bills purchased/discounted/negotiated without LCs, will be reckoned as exposure on the borrower constituent. Accordingly, the exposure will attract a risk weight appropriate to the borrower.
	(i) Govt
	(ii) Banks
	(iii) Others
	20  
	0
	20
	100
	6.
	Others including PFIs
	100
	7.
	Leased assets
	100
	8.
	Advances covered by DICGC/ECGC
	Note: The risk weight of 50% should be limited to the amount guaranteed and not the entire outstanding balance in the accounts. In other words, the outstandings in excess of the amount guaranteed, will carry 100% risk weight.
	50
	9.
	SSI Advances Guaranteed by Credit Guarantee Fund Trust for Small Industries (CGTSI) up to the guaranteed portion.
	Note: Banks may assign zero risk weight for the guaranteed portion. The balance outstanding in excess of the guaranteed portion would attract a risk-weight as appropriate to the counter-party. Two illustrative examples are given in Annex 10.1.
	0
	10.
	Note: The risk weight of 50% should be limited to the amount guaranteed and not the entire outstanding balance in the accounts. In other words, the outstandings in excess of the amount guaranteed, will carry 100% risk weight.
	50
	11
	Advances against term deposits, Life policies, NSCs, IVPs and KVPs where adequate margin is available.
	0
	12.
	Loans and Advances granted to staff of banks which are fully covered by superannuation benefits and mortgage of flat/house.
	20
	13.
	Housing loans above Rs 30 lakh sanctioned to individuals against the mortgage of residential housing properties having LTV ratio equal to or less than 75% 
	75
	14
	Housing loans upto Rs 30 lakhs sanctioned to individuals against the mortgage of residential housing properties having LTV ratio equal to or less than 75%. 
	50
	75
	15
	Consumer credit including personal loans and credit cards
	125
	15A
	Educational Loans
	100
	16
	Loans up to Rs.1 lakh against gold and silver ornaments
	50
	17.
	Takeout Finance
	  (i)  Unconditional takeover  (in the books  
	        of lending institution)
	(a) Where full credit risk is assumed by the taking over institution
	(b) Where only partial credit risk is assumed by taking over institution
	i) the amount to be taken over
	ii) the amount not to be taken over
	20
	20
	100
	(ii)  Conditional take-over (in the books of lending and Taking over institution) 
	100
	18
	Advances against shares to individuals for investment in equity shares (including IPOs/ESOPs), bonds and debentures, units of equity oriented mutual funds, etc.
	125
	19
	Secured and unsecured advances to stock brokers
	125
	20
	Fund based exposures commercial real estate* 
	21
	Funded liquidity facility for securitisation of standard asset transactions
	100
	22
	NPA purchased from other banks
	100
	23
	Loans & Advances NBFC-ND-SI (other than Asset Finance Companies (AFCs)) &
	24
	All unrated claims on corporate, long term as well as short term, regardless of the amount of the claim
	100
	IV
	Other Assets
	1.
	Premises, furniture and fixtures
	100
	2.
	Income tax deducted at source (net of provision)
	0
	Advance tax paid (net of provision)
	0
	Interest due on Government securities
	0
	Accrued interest on CRR balances and claims on RBI on account of Government transactions (net of claims of Government/RBI on banks on account of such transactions)
	0
	All other assets #
	100
	I.B.   Off-Balance Sheet Items
	The credit risk exposure attached to off-Balance Sheet items has to be first calculated by multiplying the face value of each of the off-Balance Sheet items by ‘credit conversion factor’ as indicated in the table below. This will then have to be again multiplied by the weights attributable to the relevant counter-party as specified above.
	Sr. No.
	Instruments
	 credit conversion factor
	1.
	Direct credit substitutes e.g. general guarantees of indebtedness (including standby L/Cs serving as financial guarantees for loans and securities) and acceptances (including endorsements with the character of acceptance).
	100
	2.
	Certain transaction-related contingent items (e.g. performance bonds, bid bonds, warranties and standby L/Cs related to particular transactions).
	50
	3.
	Short-term self-liquidating trade-related contingencies (such as documentary credits collateralized by the underlying shipments).
	20
	4.
	Sale and repurchase agreement and asset sales with recourse, where the credit risk remains with the bank.
	100
	5.
	Forward asset purchases, forward deposits and partly paid shares and securities, which represent commitments with certain drawdown.
	100
	6.
	Note issuance facilities and revolving underwriting facilities.
	50
	7.
	Other commitments (e.g., formal standby facilities and credit lines) with an original maturity of over one year.
	50
	8.
	Similar commitments with an original maturity upto one year, or which can be unconditionally cancelled at any time.
	0
	9.
	Aggregate outstanding foreign exchange contracts of original maturity -
	 less than one year
	2
	 for each additional year or part thereof
	3
	10.
	Take-out Finance in the books of taking-over institution
	(i)  Unconditional take-out finance
	100
	(ii)  Conditional take-out finance
	50
	Note: As the counter-party exposure will determine the risk weight, it will be 100 percent in respect of all borrowers or zero percent if covered by Government guarantee.
	11
	Non-Funded exposures to commercial real estate
	150
	12
	Guarantees issued on behalf of stock brokers and market makers
	125
	13
	Commitment to provide liquidity facility for secuitisation of standard asset transactions
	100
	14
	Second loss credit enhancement for securitisation of standard asset transactions provided by third party
	100
	15
	Non-funded exposure to NBFC-ND-SI
	125
	NOTE: In regard to off-balance sheet items, the following transactions with non-bank counterparties will be treated as claims on banks and carry a risk-weight of 20%
	 Guarantees issued by banks against the counter guarantees of other banks.
	 Rediscounting of documentary bills accepted by banks. Bills discounted by banks which have been accepted by another bank will be treated as a funded claim on a bank.
	 In all the above cases banks should be fully satisfied that the risk exposure   is in fact on the other bank.
	I.C. Risk weights for Open positions
	Sr.No.
	Item
	Risk weight (%)
	1.
	Foreign exchange open position.
	100
	2.
	Open position in gold 
	Note: The risk weighted position both in respect of foreign exchange and gold open position limits should be added to the other risk weighted assets for calculation of CRAR
	100
	I.D. Risk weights for Forward Rate Agreement (FRA) /Interest Rate Swap (IRS)
	For reckoning the minimum capital ratio, the computation of risk weighted assets on account of FRAs / IRS should be done as per the two steps procedure set out below: 
	Step 1
	The notional principal amount of each instrument is to be multiplied by the conversion factor given below:
	Original Maturity
	Conversion Factor
	Less than one year
	0.5 per cent
	One year and less than two years
	1.0 per cent
	For each additional year
	1.0 per cent
	Step 2  
	The adjusted value thus obtained shall be multiplied by the risk weightage allotted to the relevant counter-party as specified below:
	Counter party
	Risk weight
	Banks 
	20 per cent
	Central & State Govt.  
	        0 percent
	All others
	100 per cent
	II. Overseas operations (applicable only to Indian banks having branches abroad)
	A. Funded Risk Assets
	Sr. No.
	Item of asset or liability
	Risk Weight %
	i)
	Cash
	0
	ii)
	Balances with Monetary Authority
	0
	iii)
	Investments in Government securities
	0
	iv)
	Balances in current account with other banks
	20
	v)
	All other claims on banks including but not limited to funds loaned in money markets, deposit placements, investments in CDs/FRNs. Etc. 
	20
	vi)
	Investment in non-bank sectors
	100
	vii)
	Loans and advances, bills purchased and discounted and other credit facilities
	a) Claims guaranteed by Government of India.
	0
	b) Claims guaranteed by State Governments
	0
	c) Claims on public sector undertakings of   Government of   India.
	100
	d) Claims on public sector undertakings of State Governments
	100
	e) Others
	100
	viii)
	All other banking and infrastructural assets
	100
	B. Non-funded risk assets
	Sr. No.
	Instruments
	 Credit Conversion Factor (%)
	i)
	Direct credit substitutes, e.g. general  guarantees   of indebtedness  (including standby letters of credit serving as financial guarantees for loans and securities) and acceptances (including endorsements with the character of acceptances)
	100
	ii)
	Certain transaction-related contingent items (e.g. performance  bonds, bid bonds, warranties and standby letters of credit related to particular transactions)
	50
	iii)
	Short-term self-liquidating trade related contingencies- such as documentary credits collateralised by the underlying shipments
	20
	iv)
	Sale and repurchase agreement and asset sales with recourse, where the credit risk remains with the bank. 
	100
	v)
	Forward asset     purchases, forward deposits and partly paid shares and securities, which represent commitments with certain draw down
	100
	vi)
	Note issuance facilities and revolving underwriting facilities 
	50
	vii)
	Other   commitments (e.g. formal standby facilities and credit lines) with an original maturity of over one year.
	50
	viii)
	Similar commitments with an original maturity up to one year, or which can be unconditionally cancelled at any time.
	0
	 ANNEX 10.1
	SSI Advances Guaranteed by Credit Guarantee Fund Trust for Small Industries (CGTSI) – Risk weights and Provisioning norms (paragraph I (A)(III)(9) of Annex 10)
	Risk-Weight
	Example I     
	CGTSI Cover : 75% of the amount outstanding or   75% of the unsecured  amount  or  Rs.18.75 lakh , whichever is less
	Realisable value of Security
	: Rs.1.50 lakh
	a) Balance outstanding
	: Rs. 10.00 lakh
	b) Realisable value of security 
	: Rs.   1.50 lakh
	c)  Unsecured amount  (a) - (b)
	:  Rs    8.50 lakh
	d) Guaranteed portion (75% of  (c)  ) 
	: Rs.   6.38 lakh
	e)  Uncovered portion (8.50 lakh – 6.38 lakh)
	: Rs.   2.12 lakh
	Risk-weight on (b) and (e) 
	– Linked to the counter party 
	Risk-weight on (d) 
	– Zero
	Example II
	CGTSI cover : 75% of the amount outstanding or  75% of the unsecured amount or Rs.18.75 lakh whichever is  less
	Realisable value of Security
	: Rs. 10.00 lakh.
	a) Balance outstanding
	: Rs. 40.00 lakh
	b) Realisable value of security
	: Rs. 10.00 lakh
	c) Unsecured amount    (a) - (b)
	: Rs. 30.00 lakh
	d) Guaranteed portion (max.)
	: Rs. 18.75 lakh
	e) Uncovered portion (Rs.30 lakh-18.75 lakh)
	: Rs. 11.25 lakh
	Risk-weight  (b) and (e) 
	- Linked to the counter party
	Risk-weight  on (d) 
	- Zero
	******
	 ANNEX 10.2
	 ANNEX 10.3
	      The securitised paper should be a performing asset on the books of the investing/ lending institution.
	 ANNEX 10.4
	Coupon
	Type


	Coupon
	Coupon
	 Between Zones 1 and Zone 3   = Nil
	For horizontal disallowance in Zone 3
	Zone 1
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	Part – A 
	List of Circulars 
	No.
	Circular No.
	Date
	Subject
	1
	January 25, 2006
	Enhancement of banks’ capital raising options for capital adequacy purposes
	2.
	29.8.2002
	Capital Adequacy and Provisioning Requirements for Export Credit Covered by Insurance/Guarantee. 
	3.
	14.02.2002
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	4.
	DBOD No. BP. BC. 106/21. 01.002/2001- 02 
	24.05 2002
	Risk Weight on Housing Finance and Mortgage Backed Securities
	5.
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	7.06.2001
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	6.
	DBOD.BP.BC.110/21.01.002/00-01
	20.04.2001
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	7.
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	28.02.2001
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	Capital Adequacy Ratio - Risk Weight on Banks' Investments in Bonds/Securities Issued by Financial Institutions
	9.
	DBOD.No.BP.BC.5/21.01.002/98-99
	08.02.99
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	08.02.96
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	DBOD.No.BP.BC.9/21.01.002/94
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	DBOD.No.BP.BC.23/21.01.002/2006-2007
	July 21, 2006
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	 Part – B
	List of Other Circulars containing Instructions/ Guidelines /Directives related to Prudential Norms
	No.
	Circular No.
	Date
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	1
	7.05.2003 
	Monetary And Credit Policy 2003-04 - Investment Fluctuation Reserve
	2
	23.4.2003
	Guidelines on  Sale  Of  Financial Assets  to  Securitisation  Company  (SC)/Reconstruction Company (RC) (Created Under The Securitisation and  Reconstruction  of  Financial  Assets  And  Enforcement  of   Security  Interest Act, 2002) and Related Issues.
	3
	29.3.2003
	Guidelines on compliance with Accounting Standards (AS) by banks
	4
	25.2.2003
	Guidelines for   Consolidated Accounting And Other Quantitative Methods to Facilitate Consolidated Supervision.
	5
	19.2.2003
	Risk Management system in Banks Guidelines in Country Risk Managements
	6
	4.2.2003
	 Guidelines on Infrastructure Financing. 
	7
	24.1.2003
	Discounting/ Rediscounting of Bills by Banks.
	8
	21.12.2002
	Risk Management and Inter Bank Dealings
	9
	20.11.2002
	Hedging of Tier I Capital
	10
	10.01.2002
	Valuation of investments by banks
	11
	DBOD.No.BC.34/12.01.001/2001-02
	22.10.2001
	Section 42(1) Of The Reserve Bank Of India Act, 1934 - Maintenance of Cash Reserve Ratio (CRR).
	12
	DBOD.BP.BC. 73/21.04.018/2000-01
	30.01.2001
	Voluntary Retirement Scheme (VRS) Expenditure – Accounting and Prudential Regulatory Treatment.
	13
	DBOD.No.BP.BC.31/21.04.048/ 2000
	10.10.2000
	Monetary & Credit Policy Measures – Mid term review for the year 2000-01
	14
	DBOD.No.BP.BC.169/21.01.002/ 2000
	03.05.2000
	Monetary & Credit Policy Measures
	15
	DBOD.No.BP.BC.144/21.04.048/ 2000
	29.02.2000
	Income Recognition, Asset Classification and Provisioning and Other Related Matters and Adequacy Standards - Takeout Finance
	16
	DBOD.No.BP.BC.121/21.04.124/ 99
	03.11.99
	Monetary & Credit Policy Measures
	17
	DBOD.No.BP.BC.101/21.04.048/ 99
	18.10.99
	Income Recognition, Asset Classification and Provisioning – Valuation of Investments by Banks in Subsidiaries.
	18
	DBOD.No.BP.BC.82/ 21.01.002/99
	18.08.99
	Monetary & Credit Policy Measures
	19
	FSC.BC.70/24.01.001 /99
	17.7.1999
	Equipment Leasing Activity  - Accounting / Provisioning Norms
	20
	MPD.BC.187/07.01.279/1999-2001
	7.7.1999
	Forward Rate Agreements / Interest Rate Swaps
	21
	DBOD.No.BP.BC.24/ 21.04.048/99
	30.03.99
	Prudential Norms - Capital Adequacy - Income Recognition, Asset Classification and Provisioning
	22
	DBOD.No.BP.BC.35/ 21.01.002/99
	24.04.99
	Monetary & Credit Policy Measures
	23
	DBOD.No.BP.BC.103/21.01.002/ 98
	31.10.98
	Monetary & Credit Policy Measures
	24
	DBOD.No.BP.BC.32/ 21.04.018/98
	29.04.98
	Monetary and Credit Policy Measures
	25
	DBOD.No.BP.BC.9/21.04.018/98
	27.01.1998
	Balance Sheet  of Bank - Disclosures
	26
	DBOD.No.BP.BC.9/21.04.048/97
	29.01.97
	Prudential Norms - Capital Adequacy, Income Recognition, Asset Classification and Provisioning
	27
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	banks/ financial institutions                              
	28
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	Guidelines on Capital Charge for Market risks
	29
	DBOD.No.BP.BC. 92 / 21.04.048/ 2003-04
	June 16, 2004
	Annual Policy Statement for the year 2004-05 – Guidelines on infrastructure financing
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	DBOD.No.BP.BC. 91/21.01.002/ 2003-04
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	Annual Policy Statement for the year 2004-05 – Risk Weight for Exposure to Public Financial Institutions (PFIs)
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	13th August 2004
	Prudential Norms-State Govt. guaranteed exposures
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	36
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	37
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	Risk weight on Capital market Exposure
	38
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	39
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	40
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	41
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	APS for 2006-07-Risk Weight on Exposures to Commercial Real estate and Venture Capital Funds 
	42
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	Innovative Tier I/Tier II Bonds - Hedging by banks through Derivative Structures
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