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All Commercial Banks

Dear Sir,

Prudential norms on capital adequacy – Risk weight on commercial real
estate exposures

Please refer to our circular No. DBDO.BP.BC.61/21.01.002/2004-05
dated December 23, 2004 in terms of which the risk weights for banks’ exposure
on (i) housing loans, which are fully secured by mortgage of residential properties,
extended to individuals by banks and (ii) investments in Mortgage Backed
Securities (MBS) of Housing Finance Companies (HFCs), recognized and
supervised by NHB were increased from 50 per cent to 75 per cent for capital
adequacy purposes.  The risk weights for commercial real estate exposure were
kept unchanged at 100 percent.

2. It has now been decided to increase the risk weight on banks’ exposure to the
commercial real estate. Commercial real estate exposure is defined as under, as
indicated in our circular RBI/2004-05/ 503 (DBS.CO.PP.BC.21/ 11.01.005/ 2004-
05) dated June 29, 2005:

Commercial Real Estate Exposure – Definition

a) Fund based and non-fund based exposures secured by mortgages on
commercial real estates (office buildings, retail space, multi-purpose
commercial premises, multi-family residential buildings, multi-tenanted
commercial premises, industrial or warehouse space, hotels, land
acquisition, development and construction, etc.).

b) Investments in Mortgage Backed Securities (MBS) and other securitised
exposures backed by exposures as at (a) above.

3.  Accordingly, the risk weight on banks’ exposure to the commercial real estate
is increased from 100 per cent to 125 per cent with immediate effect and would be
applicable on an on-going basis.

Yours faithfully,

(Anand Sinha)
Chief General Manager-in-Charge


