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Appendix 1 

Determination of equity exposure 

1. Equity exposures are defined on the basis of the economic substance of the 
instrument. They include both direct and indirect ownership interests50, whether voting 
or non-voting, in the assets and income of a commercial enterprise or of a financial 
institution that is not consolidated or deducted. An instrument is considered to be 
an equity exposure if it meets all of the following requirements: 

i) It is irredeemable in the sense that the return of invested funds can be achieved 
only by the sale of the investment or sale of the rights to the investment or by 
the liquidation of the issuer; 

ii) It does not embody an obligation on the part of the issuer; and 
iii) It conveys a residual claim on the assets or income of the issuer. 

 
2. Additionally any of the following instruments must be categorised as an equity 
exposure: 

i) An instrument with the same structure as those permitted as Tier 1 capital for 
banking organisations. 

ii) An instrument that embodies an obligation on the part of the issuer and meets 
any of the following conditions: 
a) The issuer may defer indefinitely the settlement of the obligation; 
b) The obligation requires (or permits at the issuer’s discretion) settlement 

by issuance of a fixed number of the issuer’s equity shares; 
c) The obligation requires (or permits at the issuer’s discretion) settlement by 

issuance of a variable number of the issuer’s equity shares and (ceteris 
paribus) any change in the value of the obligation is attributable to, 
comparable to, and in the same direction as, the change in the value of a 
fixed number of the issuer’s equity shares51; or, 

d) The holder has the option to require that the obligation be settled in 
equity shares, unless either (i) in the case of a traded instrument, the 
supervisor is content that the bank has demonstrated that the instrument 
trades more like the debt of the issuer than like its equity, or (ii) in the case 
of non-traded instruments, the supervisor is content that the bank has 
demonstrated that the instrument should be treated as a debt position. 

 
50 Indirect equity interests include holdings of derivative instruments tied to equity interests, and holdings in 
corporations, partnerships, limited liability companies or other types of enterprises that issue ownership interests 
and are engaged principally in the business of investing in equity instruments. 
51 For certain obligations that require or permit settlement by issuance of a variable number of the issuer’s equity 
shares, the change in the monetary value of the obligation is equal to the change in the fair value of a fixed number 
of equity shares multiplied by a specified factor. Those obligations meet the conditions of item 3 if both the factor 
and the referenced number of shares are fixed. For example, an issuer may be required to settle an obligation by 
issuing shares with a value equal to three times the appreciation in the fair value of 1,000 equity shares. That 
obligation is considered to be the same as an obligation that requires settlement by issuance of shares equal to 
the appreciation in the fair value of 3,000 equity shares. 
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In cases (i) and (ii), the bank may decompose the risks for regulatory 
purposes, with the consent of the supervisor. 
 

3. Debt obligations and other securities, partnerships, derivatives or other vehicles 
structured with the intent of conveying the economic substance of equity ownership 
are considered an equity holding.52 This includes liabilities from which the return is 
linked to that of equities.53 Conversely, equity investments that are structured with the 
intent of conveying the economic substance of debt holdings or securitisation 
exposures shall not be considered an equity holding.54 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
52 Equities that are recorded as a loan but arise from a debt/equity swap made as part of the orderly realisation or 
restructuring of the debt are included in the definition of equity holdings. However, these instruments may not attract 
a lower capital charge than would apply if the holdings remained in the debt portfolio. 
53 Supervisors may decide not to require that such liabilities be included where they are directly hedged by an 
equity holding, such that the net position does not involve material risk. 
54 The national supervisor has the discretion to re-characterise debt holdings as equites for regulatory purposes 
and to otherwise ensure the proper treatment of holdings under Pillar 2. 
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	i) “Loan to Value (LTV)” ratio means the ratio of the outstanding loan amount, including any accrued and unrealised interest, to the value of the collateral security calculated in terms of paragraphs 16.1.2 and 16.1.3 of these guidelines.
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	o) “Object finance” means the method of funding the acquisition of equipment (eg ships, aircraft, satellites, railcars, and fleets) where the repayment of the loan is dependent on the cash flows generated by the specific assets that have been financed...
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	7.2 Direct loan / credit / overdraft exposure, if any, of banks to the State Governments and investments in State Government securities shall attract zero per cent (0%) risk weight. However, claims guaranteed by the State Governments shall attract 20 ...
	7.3 The risk weight applicable to claims on central government exposures shall also apply to the claims on the Reserve Bank of India and DICGC.
	7.4 For credit facilities extended under schemes guaranteed by Credit Guarantee Fund Trust for Micro and Small Enterprises (CGTMSE), Credit Risk Guarantee Fund Trust for Low Income Housing (CRGFTLIH) and individual schemes under National Credit Guaran...
	7.5 Further, subject to the aforementioned prescriptions at paragraph 7.4 (i) to (iii) above, any future scheme launched under any of the aforementioned Trust Funds, in order to be eligible for zero percent (0%) risk weight, shall provide for settleme...
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	8 Exposures to Foreign Sovereigns and Foreign Central Banks
	8.1 Exposures to foreign sovereigns and foreign central banks shall attract risk weights as per the ratings assigned3F  to those sovereigns / sovereign claims and Central Bank/ Central Bank claims by international rating agencies as follows:
	8.2 If a foreign jurisdiction has exercised its national discretion to allow its banks to risk weight their domestic currency exposures to their sovereign and central bank lower than what is accorded as per the external ratings in Table 1, provided th...

	9 Exposures to Public Sector Entities (PSEs)
	9.1  Exposures to domestic public sector entities and local government bodies shall be risk weighted in a manner similar to claims on Corporates as per section 12. Such exposure shall, however, be subject to the restrictions on bank lending to Governm...
	9.2 Exposures to foreign PSEs shall be risk weighted as per the rating assigned by the international rating agencies as under:

	10 Exposures to MDBs, BIS and IMF
	10.1 Exposures to the Bank for International Settlements (BIS), the International Monetary Fund (IMF) and the following eligible Multilateral Development Banks (MDBs) evaluated by the Basel Committee on Banking Supervision (BCBS) shall be assigned a u...
	10.2 The BCBS shall continue to evaluate the eligibility of the above listed MDBs on a case-by-case basis. The list of eligible MDBs is given in paragraph 10.1 above. RBI shall update the list of eligible MDBs, as and when required. MDBs not covered i...
	10.3 Exposures to all other MDBs shall be risk weighted as per the rating assigned by the international rating agencies as under:

	11 Exposures to Banks
	11.1 External Credit Risk Assessment Approach (ECRA)
	11.1.1 Banks shall assign to their rated bank exposures, the “base” risk weights based on the external ratings according to Table 4. Banks must apply Standardised Credit Risk Assessment Approach (SCRA) for their unrated bank exposures, in accordance w...
	11.1.2 Banks must perform due diligence to ensure that the external ratings appropriately and conservatively reflect the creditworthiness of the counterparty banks. If due diligence analysis carried out by the bank reflects higher risk characteristics...
	11.1.3 Exposures to banks with an original maturity of three months or less, as well as exposures to banks that arise from the movement of goods across national borders with an original maturity of six months or less5F , can be assigned a risk weight ...

	11.2 Standardised Credit Risk Assessment Approach (SCRA)
	11.2.1 Under SCRA, a bank is required to classify unrated exposures, other than those deducted from its capital, to banks incorporated in India or outside and the branches of foreign banks in India, into one of the three risk weight buckets viz., Grad...
	11.2.2 The bucketing criteria for Regional Rural Banks, Local Area Banks and Co-operative Banks (UCBs and RCBs) shall be based on the level of CRAR, as CCB and leverage ratio are not applicable for such banks. If the minimum CRAR level is met, the ban...
	11.2.3 The bucketing criteria for AIFIs shall be based on level of CRAR, leverage ratio and audit opinion as CCB is not applicable for such entities. If the minimum CRAR level and leverage ratio are met and the AIFI does not have adverse audit opinion...
	11.2.4 The risk weights for claims on unrated banks as per SCRA are as under:
	11.2.5 Exposures to banks with an original maturity of three months or less, as well as exposures to banks that arise from the movement of goods across national borders with an original maturity of six months or less7F , can be assigned a risk weight ...
	11.2.6 In the case of banks where no capital adequacy norms have been prescribed, the lending / investing bank may calculate the CRAR of the bank concerned, notionally, by obtaining necessary information from the investee bank, using the capital adequ...
	11.2.7 The exposures of the Indian branches of foreign banks, guaranteed / counter-guaranteed by the overseas Head Offices or the bank’s branch in another country, shall amount to a claim on the parent foreign bank, and shall also attract the risk wei...
	11.2.8 To reflect transfer and convertibility risk under the SCRA, a risk-weight floor based on the risk weight applicable to exposures to the sovereign of the country where the bank counterparty is incorporated shall be applied to the risk weight ass...


	12 Exposures to Corporates
	12.1   Scope:
	12.1.1 Exposures to corporates9F  include exposures (loans, bonds, receivables, etc.) to incorporated entities, associations, partnerships, Limited Liability Partnerships (LLPs), proprietorships, trusts, funds and other entities with similar character...
	12.1.2 The corporate exposure class includes exposures to securities firms, primary dealers, NBFCs, insurance companies and other financial institutions not covered under section 11. The corporate exposure class shall not include exposures to individu...

	12.2 The corporate exposure class differentiates between the following subcategories:
	12.3 General Corporate Exposures
	12.3.1 Exposures to corporates shall be assigned risk weights as per the “base” risk weights in Tables 6-7 below, adjusted for the one-year probability of default for each rating category published by the respective ECRAs, as specified in Chapter IV o...
	12.3.2 If due diligence analysis carried out by the bank reflects higher risk characteristics than that implied by the external rating bucket, the bank may assign a risk weight at least one bucket higher than the risk weight determined by the external...
	12.3.3 Exposures to Corporates secured by real estate shall be risk weighted as prescribed for real estate exposure class in section 16.

	12.4 Specialised Lending Exposures
	12.4.2 Specialised lending exposures for which an issue-specific external rating is not available shall be risk weighted as per the Table below:
	12.4.3 Project Finance: For the purpose of risk-weighting, projects shall be classified under: (i) Pre-operational phase, or (ii) Operational phase. During the operational phase, a project that is able to meet its financial commitments in a timely man...


	13 Exposures to Subordinated debt, equity and other capital instruments
	13.1 Scope: Exposures for this section shall include subordinate debt, equity and other regulatory capital instrument issued by counterparty banks and corporates. Corporates for this purpose are as defined in section 12. Exposures shall exclude instru...
	13.2 The following risk weights shall be applicable for such exposures:

	14 Retail Exposures
	14.1 Claims (including both fund-based and non-fund based) that meet all the four criteria listed below in paragraph 14.2 shall be considered as retail claims for regulatory capital purposes and included in a regulatory retail portfolio. Claims includ...
	14.2 Qualifying Criteria for regulatory retail portfolio
	14.3 The following claims, both fund-based and non-fund-based, shall be excluded from the regulatory retail portfolio:
	14.4 For the purpose of ascertaining compliance with the absolute threshold, exposure shall mean sanctioned limit or the actual outstanding, whichever is higher, for all fund based and non-fund based facilities, including all forms of off-balance shee...
	14.5 The risk weight assigned to the retail portfolio would be evaluated with reference to the default experience for these exposures. As part of the supervisory review process, an assessment would be made on whether the credit quality of regulatory r...
	14.6 “Other retail” exposures not meeting the criteria of regulatory retail portfolio in paragraph 14.2 shall be risk-weighted as prescribed in section 19 under Specified Categories.

	15 Exposure to Micro, Small and Medium Enterprises (MSMEs)
	15.1 For the purpose of these guidelines, exposures to corporate that are classified as MSME shall be risk weighted as per paragraph 15.2. If the MSME is part of a group and if the reported annual sales for the consolidated group of which the MSME is ...
	15.2 Risk weight for exposures to MSMEs shall be as follows:
	15.3 The Reserve Bank may increase the standard risk weight for unrated MSME claims where a higher risk weight is warranted by the overall default experience. As part of the supervisory review process, the Reserve Bank would also consider whether the ...

	16 Real Estate Exposures
	16.1 General Conditions: Real estate exposures of a bank shall be subject to the following general conditions:
	16.1.1 Underwriting Policies: For exposures that qualify for real estate exposure asset class, banks shall put in place underwriting policies with respect to the granting of mortgage loans that include the assessment of the ability of the borrower to ...
	16.1.2 LTV ratio: LTV ratio shall be computed as a percentage of ‘total loan outstanding’ in the numerator and the ‘realisable value’ of the residential property mortgaged to the bank in the denominator. For this purpose, the ‘total loan outstanding’ ...
	16.1.3 For computing loan to value (LTV) ratio, the value of the property shall be reckoned at the value measured at origination unless the value of the property has been revised downwards (as per the bank’s policy on periodic valuation of the propert...
	16.1.4 Value of the property: Banks shall put in place a policy for valuation of properties accepted as security for their exposures. The valuation shall be appraised independently12F  using prudently conservative valuation criteria. To ensure that th...
	16.1.5 The bank is expected to monitor the value of the collateral at least once in three years as per its policy. More frequent monitoring is suggested where the market is subject to significant changes in conditions. Statistical methods of evaluatio...
	16.1.6 Application of credit risk mitigation: A guarantee or financial collateral may be recognised as a credit risk mitigant in relation to exposures secured by real estate if it qualifies as eligible collateral under the credit risk mitigation frame...

	16.2 The real estate exposure asset class shall consist of:
	16.3 Housing loans to individuals shall be for construction or acquisition of housing units and shall consist of the following exposures:
	a) loans to individuals for purchase of land for construction of residential property;
	b) loans to individuals secured by under-construction residential property on their existing plot of land;
	c) loans to the individual members of registered associations or co-operative housing societies for construction of residential houses for the members as per the bye-laws of the society under the relevant Act;
	d) loans to individuals for purchase of under-construction dwelling units in: (i) projects registered with a relevant Real Estate Regulatory Authority (RERA) under the Real Estate (Regulation and Development) Act 2016, or (ii) other projects where reg...
	e) loans to individuals for acquisition of ready-built dwelling units.
	16.3.1 Real estate exposure shall also meet the following criteria:
	16.3.2 Risk weights

	Commercial Real Estate Exposures – Acquisition, Development and Construction – CRE (ADC)
	16.4 Loans to commercial entities (including proprietorship firms and HUFs) for acquisition (wherever permitted) and development of land, and/or construction of commercial or residential real estate projects where the repayment is dependent on the und...
	16.4.1 Such loans for construction of residential complexes or integrated projects (residential plus commercial) having at least 90 per cent Floor Space Index for residential real estate, and which meet the following criteria, shall be sub-classified ...
	16.4.2 Risk Weights: The following RWs shall be applicable on CRE(ADC) exposures:

	16.5 All other loans not categories as either housing loans to individuals or CRE-ADC shall be classified under this category, including loans to commercial entities (including proprietorship firms and HUFs) against the security of existing real estat...
	16.5.1 Apart from qualifying for General Conditions for real estate exposures, such loans shall also be underwritten for the purposes for which they are granted.
	16.5.2 Risk weights: The following RWs shall be applicable on such loans:

	16.6 Investments in mortgage backed securities (MBS) backed by exposures secured by residential property or commercial real estate shall be governed by ‘Master Direction– Reserve Bank of India (Securitisation of Standard Assets) Directions, 2021’ date...

	17 Non-Performing Assets (NPAs)
	17.1 The unsecured portion of NPA (other than qualifying residential real estate exposure which is addressed in paragraph 17.4), net of specific provisions (including partial write-offs), shall be risk-weighted as follows:
	17.2 For the purpose of computing the level of specific provisions in NPAs for deciding the risk-weighting, all funded NPA exposures of a single counterparty (without netting the value of the eligible collateral) should be reckoned in the denominator.
	17.3 For the purpose of defining the secured portion of the NPA, eligible collateral shall be the same as recognised for credit risk mitigation purposes (paragraph 36.6). Hence, other forms of collateral like land, buildings, plant, machinery, current...
	17.4 Residential real estate exposures where repayments do not materially depend on cash flows generated by the property securing the loan which are NPA shall be risk weighted at 100 per cent net of specific provisions and partial write-offs.

	18 Equity Investments in Funds
	18.1 This section prescribes computation of risk weighted assets (RWAs) for a bank’s investments in pooled funds such as Alternative Equity Fund (AIF), Hedge Fund, Fund of Funds, Real Estate Investment Trusts (REITs), Infrastructure Investment Trusts ...
	18.2 The look-through approach (LTA)
	18.2.1 This is the most granular and risk-sensitive approach. It requires a bank to identify the underlying exposures of the investee fund and risk weight those exposures by notionally treating them in its own books. This approach must be used when th...
	18.2.2 To satisfy condition (ii) above, the investee fund must report its financials and make necessary disclosures about its underlying assets at equal or higher periodicity than the investing bank, and such disclosures must be granular enough to ena...
	18.2.3 Under the LTA, investing banks must risk weight all underlying exposures of the investee fund as if those exposures were directly held by it in its own books. This prescription shall be applicable, inter alia, on any underlying exposure of the ...
	18.2.4 Banks may rely on third-party calculations for determining the risk weights associated with their equity investments in funds (ie. the underlying risk weights of the exposures of the fund) if they do not have adequate data or information to per...

	18.3 The mandate-based approach (MBA)
	18.3.1 The second approach, the MBA, provides a method for calculating regulatory capital that can be used when the conditions (ii) and (iii) of paragraph 18.2.1 for applying the LTA are not met.
	18.3.2 Under the MBA, investing banks may use the information contained in a investee fund's mandate or in the regulations issued by the concerned financial sector regulator governing such investment funds.21F  To ensure that all underlying risks are ...

	18.4 The fall-back approach (FBA)
	Where neither the LTA nor the MBA is feasible, banks shall apply the FBA. Under FBA the bank’s equity investment in the investee fund shall be subject to full capital deduction from CET1 capital.

	18.5 Equity exposure to funds that invest in other funds (Fund of Funds)
	When a bank has equity exposure to Fund of Funds (FoF), then it shall first identify the underlying exposures of its own investee fund to different other funds, either using the LTA or the MBA. In the second step, it can determine the risk weights for...

	18.6 Computation of RWA for Equity Exposures in Fund
	18.6.1 For determining the capital requirement for its equity exposures in funds under the LTA and MBA, a bank shall apply a leverage adjustment to the average risk weight of the fund (Avg RWfund). In this context, Leverage (Lvg) is defined as the rat...
	18.6.2 The leverage adjustment, i.e., the product of Lvg and Avg RWfund, is subject to a cap of risk weight equivalent to full capital deduction.
	18.6.3 Using Avg RWfund and taking into account the leverage of a fund (Lvg), the risk-weighted assets for a bank’s equity investment in a fund can be represented as follows:

	18.7 Partial use of an approach

	19 Specified Categories
	19.1 Personal loans (excluding education loans meeting the regulatory retail criteria and transactor credit card receivables, housing loans, vehicle loans, microfinance loans), shall attract a risk weight of 125 per cent.  Credit card receivables othe...
	19.2 As gold and gold jewellery are eligible financial collateral, the exposure in respect of personal loans secured by gold and gold jewellery shall be worked out under the comprehensive approach as per chapter V. The ‘exposure value after risk mitig...
	19.3 Advances classified as ‘Capital market exposures’ other than direct equity exposures as specified under section 13 above, shall attract a 125 per cent risk weight or risk weight warranted by external rating (or lack of it) of the counterparty, wh...

	20 Unhedged Foreign Currency Exposure
	20.1 Unhedged foreign currency exposures of entities27F   shall attract incremental capital requirements for bank exposures to entities with unhedged foreign currency exposures (i.e. over and above the present capital requirements) as per the instruct...
	20.2 For unhedged ‘retail and residential real estate exposures’ to individuals where the lending currency differs from the currency of the borrower’s source of income, banks shall apply a 1.5 times multiplier to the applicable risk weight, subject to...

	21 Other Assets
	21.1 Loans and advances to bank’s own staff which are fully covered by superannuation benefits and/or mortgage of flat/ house shall attract a 20 per cent risk weight. Since flat / house is not an eligible collateral and since banks normally recover th...
	21.2 Other loans and advances to bank’s own staff shall be eligible for inclusion under regulatory retail portfolio and shall therefore attract a 75 per cent risk weight.
	21.3 A 20 per cent risk weight shall apply to cash items in the process of collection.
	21.4 A zero per cent risk weight shall apply to
	21.5 All other assets shall attract a uniform risk weight of 100 per cent.

	22 Off-Balance Sheet Items
	22.1 General
	22.2 The credit conversion factors for non-market related off-balance sheet transactions are as under:
	22.3 In cases of non-market related off-balance sheet items, the following transactions with non-bank counterparties shall be treated as claims on banks:
	22.4 In all the above cases banks should be fully satisfied that the risk exposure is in fact on the other bank. If they are satisfied that the exposure is on the other bank they may assign these exposures the risk weight applicable to banks as detail...
	22.5 Issue of Irrevocable Payment Commitment by banks to various Stock Exchanges on behalf of Mutual Funds and FPIs is a financial guarantee with a Credit Conversion Factor (CCF) of 100 per cent. However, under T+236F  settlement cycle (T being the tr...
	22.6 For classification of bank guarantees viz. direct credit substitutes and transaction-related contingent items etc. (sl. no. 1 and 7 of Table 12 above), the following principles should be kept in view for the application of CCFs:

	23 Capital Adequacy Requirement for Securitisation Exposures
	23.1  The treatment of securitisation exposures for capital adequacy has been specified in the ‘Master Direction– Reserve Bank of India (Securitisation of Standard Assets) Directions, 2021’ dated September 24, 2021. As specified under clause 4 of Mast...
	23.2 For transactions undertaken before issuance of the afore mentioned directions, i.e., prior to September 24, 2021, the treatment of securitisation exposures for capital adequacy would be as per the guidelines issued vide circular ‘Guidelines on Se...

	CHAPTER IV – EXTERNAL CREDIT ASSESSMENTS
	24 Eligible Credit Rating Agencies (ECRA)
	24.1 Reserve Bank undertakes annual accreditation for identifying the eligible credit rating agencies, whose ratings shall be used by banks for assigning risk weights for credit risk. Wherever the facility provided by the bank possesses rating assigne...
	24.2 Banks are permitted to use the ratings of the following domestic credit rating agencies (arranged in alphabetical order), subject to periodic review by the Reserve Bank, for the purposes of risk weighting their claims for capital adequacy purposes:
	24.3 The banks shall use the ratings of the following international credit rating agencies (arranged in alphabetical order) for the purposes of risk weighting their claims on non-resident entities for capital adequacy purposes:

	25 Scope of Application of External Ratings
	25.1 Banks should use the chosen credit rating agencies and their ratings consistently for each type of claim, for both risk weighting and risk management purposes. Banks will not be allowed to “cherry pick” the assessments provided by different credi...
	25.2 Banks must disclose the names of the credit rating agencies that they use for the risk weighting of their assets, the risk weights associated with the particular rating grades as determined by Reserve Bank through the mapping process for each eli...
	25.3 To be eligible for risk-weighting purposes, the external credit assessment must take into account and reflect the entire amount of credit risk exposure the bank has with regard to all payments owed to it. For example, if a bank is owed both princ...
	25.4 To be eligible for risk weighting purposes, the rating should be in force and confirmed from the monthly bulletin of the concerned rating agency. The rating agency should have reviewed the rating at least once during the previous 15 months.
	25.5 An eligible credit assessment must be publicly available. In other words, a rating must be published in an accessible form and included in the external credit rating agency’s transition matrix. Consequently, ratings that are made available only t...
	25.6 For assets in the bank’s portfolio that have contractual maturity of less than or equal to one year, short term ratings accorded by the chosen credit rating agencies would be relevant. For other assets which have a contractual maturity of more th...
	25.7 Cash credit exposures tend to be generally rolled over and also tend to be drawn on an average for a major portion of the sanctioned limits. Hence, even though a cash credit exposure may be sanctioned for a period of one year or less, these expos...
	25.8 External ratings for one entity within a corporate group cannot be used to risk-weight other entities within the same group.

	26 Mapping Process
	27 Long Term Ratings
	27.1 On the basis of the above factors as well as the data made available by the rating agencies, the ratings issued by the chosen domestic credit rating agencies have been mapped to the appropriate risk weights applicable as per the Standardised appr...
	27.2 Where “+” or “-” notation is attached to the rating, the corresponding main rating category risk weight should be used. For example, A+ or A- shall be considered to be in the A rating category and assigned 50 per cent risk weight
	27.3 If an issuer has a long-term exposure with an external long term rating that warrants a risk weight of 150 per cent, all unrated claims on the same counter-party, whether short-term or long-term, should also receive a 150 per cent risk weight, un...
	27.4 Domestic CRAs shall publish a one-year PD for each rating category. If the reported PD by the CRA for a rating category is within or below the range specified in Table 14 below, the rating category may be assigned the Base RW provided in Table 13...

	28 Short Term Ratings
	28.1 For risk-weighting purposes, short-term ratings are deemed to be issue- specific. They can only be used to derive risk weights for exposures arising from the rated facility. They cannot be generalised to other short-term exposures, except under t...
	28.2 Notwithstanding the above restriction on using an issue specific short term rating for other short term exposures, the following broad principles shall apply:
	28.2.1 If a short-term rated facility to counterparty attracts a 20 per cent or a 50 per cent risk-weight, unrated short-term claims to the same counter-party cannot attract a risk weight lower than 30 per cent or 100 per cent respectively.
	28.2.2 Similarly, if an issuer has a short-term exposure with an external short term rating that warrants a risk weight of 150 per cent, all unrated claims on the same counter-party, whether long-term or short-term, should also receive a 150 per cent ...

	28.3 In respect of the issue specific short term ratings the following risk weight mapping shall be adopted by banks:
	28.4 Where “+” or “-” notation is attached to the rating, the corresponding main rating category risk weight should be used for A2 and below, unless specified otherwise. For example, A2+ or A2- shall be considered to be in the A2 rating category and a...
	28.5 In cases where short-term ratings are available, the following interaction with the general preferential treatment for short-term exposures to banks as described in paragraph 11.1.3 shall apply:
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	31 Applicability of ‘Issue Rating’ to issuer/ other claims
	31.1 Where a bank invests in a particular issue that has an issue specific rating by a chosen credit rating agency the risk weight of the exposure shall be based on this assessment. Where the bank’s exposure is not an investment in a specific rated is...
	31.2 If the conditions indicated in paragraph 31.1 above are not satisfied, the rating applicable to the specific debt cannot be used. This also applies to the claims on NABARD/SIDBI/NHB/MUDRA on account of deposits placed in lieu of shortfall in achi...
	31.3 Where unrated exposures are risk weighted based on the rating of an equivalent exposure to that borrower, the general rule is that foreign currency ratings shall be used only for exposures in foreign currency. Domestic currency ratings, if separa...

	CHAPTER V - CREDIT RISK MITIGATION
	32 General Principles
	32.1 Banks use a number of techniques to mitigate the credit risks to which they are exposed. For example, exposures may be collateralised in whole or in part by cash or securities, deposits from the same counterparty, guarantee of a third party, etc....
	32.2 The general principles applicable to use of credit risk mitigation techniques are as under:

	33 Legal Certainty
	34 Maturity Mismatch
	34.1 For the purpose of calculating risk-weighted assets, a maturity mismatch occurs when the residual maturity of collateral is less than that of the underlying exposure. Where there is a maturity mismatch and the CRM has an original maturity of less...
	34.2 In case of loans collateralised by the bank’s own deposits, even if the tenor of such deposits is less than three months or deposits have maturity mismatch vis-à-vis the tenor of the loan, the provisions of paragraph 34.1 regarding derecognition ...
	34.3 Definition of Maturity
	34.4 Risk Weights for Maturity Mismatches
	34.5 When there is a maturity mismatch with recognised credit risk mitigants (collateral, on-balance sheet netting and guarantees) the following adjustment will be applied:

	35 Currency Mismatches
	35.1 Where the credit protection is denominated in a currency different from that in which the exposure is denominated – i.e., there is a currency mismatch – the amount of the exposure deemed to be protected will be reduced by the application of a hai...
	35.2 Banks using the supervisory haircuts will apply a haircut for a 10-business day holding period (assuming daily marking to market) of eight per cent for currency mismatch. This haircut must be scaled up using the square root of time formula, depen...

	36 Collateralised Transactions
	36.1 A Collateralised Transaction is one in which:
	i) banks have a credit exposure and that credit exposure is hedged in whole or in part by collateral posted by a counterparty or by a third party on behalf of the counterparty. Here, “counterparty” is used to denote a party to whom a bank has an on- o...
	ii) banks have a specific lien on the collateral and the requirements of legal certainty are met.
	36.2 Overall framework and minimum conditions
	36.2.1 The framework allows banks to adopt either the simple approach, which substitutes the risk weighting of the collateral for the risk weighting of the counterparty for the collateralised portion of the exposure (generally subject to a 20 per cent...

	36.3 A capital requirement shall be applied to a bank on either side of the collateralised transaction: for example, both repos and reverse repos shall be subject to capital requirements. Likewise, both sides of securities lending and borrowing transa...
	36.4 Where a bank, acting as an agent, arranges, a SFT (ie., repurchase/ reverse repurchase and securities lending/ borrowing transactions) between a customer and a third party and provides a guarantee to the customer that the third party shall perfor...
	36.5 The Comprehensive Approach
	36.5.1 In the comprehensive approach, when taking collateral, banks will need to calculate their adjusted exposure to a counterparty for capital adequacy purposes in order to take account of the risk mitigating effects of that collateral. Banks are re...
	36.5.2 Additionally, where the exposure and collateral are held in different currencies an additional downwards adjustment must be made to the volatility adjusted collateral amount to take account of possible future fluctuations in exchange rates.
	36.5.3 Where the volatility-adjusted exposure amount is greater than the volatility-adjusted collateral amount (including any further adjustment for foreign exchange risk), banks shall calculate their risk-weighted assets as the difference between the...

	36.6 Eligible Financial Collateral
	36.7 Calculation of capital requirement:
	36.7.1 For a collateralised transaction, the exposure amount after risk mitigation is calculated as follows:
	36.7.2 In the case of maturity mismatches, the value of the collateral received (collateral amount) must be adjusted in accordance with section 34.
	36.7.3 The exposure amount after risk mitigation (i.e., E*) will be multiplied by the risk weight of the counterparty to obtain the risk-weighted asset amount for the collateralised transaction. Illustrative examples calculating the effect of Credit R...
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	38 Credit Risk Mitigation Techniques – Guarantees
	38.1 Where guarantees are direct, explicit, irrevocable and unconditional banks may take account of such credit protection in calculating capital requirements.
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	38.4.4 All exposures will be risk weighted after taking into account risk mitigation available in the form of guarantees. When a guaranteed exposure is classified as non-performing, the guarantee will cease to be a credit risk mitigant and no adjustme...
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