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ANNEX 11 
 Worked out examples for computing capital charge for credit and market risks 
 
Example I- Case where the trading book does not contain equities and interest rate 

related derivative instruments  

 
1. Assumptions: 

1.1. A bank may have the following position: 

 

Sl. 
No 

Details Amount 
Rs. Crore 

1 Cash & Balances with RBI 200.00 

2 Bank balances 200.00 

3. Investments 2000.00 

 3.1 Held for Trading (Market Value) 

3.2 Available for Sale (Market 

Value) 

3.3 Held to Maturity 

 

500.00 

1000.00 

 

500.00 

4 Advances (net) 2000.00 

5 Other Assets 300.00 

6 Total Assets 4700.00 

  

  
1.2. In terms of counter party, the investments are assumed to be as under: 

 
 Government  - Rs.1000 crore 

 Banks   - Rs. 500 crore 

 Others   - Rs. 500 crore 

 
1.3. For simplicity sake the details of investments  are assumed to be as 

under: 
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i)     Government securities   

Date of 
Issue 

Date of 
reporting 

Maturity 
Date 

Amount 
Rs.in 
crore 

Coupon 
(%) 

Type 

01/03/1992 31/03/2003 01/03/2004 100 12.50 AFS 

01/05/1993 31/03/2003 01/05/2003 100 12.00 AFS 

01/03/1994 31/03/2003 31/05/2003 100 12.00 AFS 

01/03/1995 31/03/2003 01/03/2015 100 12.00 AFS 

01/03/1998 31/03/2003 01/03/2010 100 11.50 AFS 

01/03/1999 31/03/2003 01/03/2009 100 11.00 AFS 

01/03/2000 31/03/2003 01/03/2005 100 10.50 HFT 

01/03/2001 31/03/2003 01/03/2006 100 10.00 HTM 

01/03/2002 31/03/2003 01/03/2012 100 8.00 HTM 

01/03/2003 31/03/2003 01/03/2023 100 6.50 HTM 

Total   1000   

ii) Bank Bonds 
 

Date of 
Issue 

Date of 
reporting 

Maturity 
Date 

Amount 
Rs. in 
crore 

Coupon 
(%) Type 

01/03/1992 31/03/2003 01/03/2004 100 12.50 AFS 

01/05/1993 31/03/2003 01/05/2003 100 12.00 AFS 

01/03/1994 31/03/2003 31/05/2003 100 12.00 AFS 

01/03/1995 31/03/2003 01/03/2006 100 12.50 AFS 

01/03/1998 31/03/2003 01/03/2007 100 11.50 HFT 

Total   500   
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iii) Other securities 
 

Date of 
Issue 

Date of 
reporting 

Maturity 
Date 

Amount 
Rs. in 
crore 

Coupon 
(%) 

Type 

01/03/1992 31/03/2003 01/03/2004 100 12.50 HFT 

01/05/1993 31/03/2003 01/05/2003 100 12.00 HFT 

01/03/1994 31/03/2003 31/05/2003 100 12.00 HFT 

01/03/1995 31/03/2003 01/03/2006 100 12.50 HTM 

01/03/1998 31/03/2003 01/03/2017 100 11.50 HTM 

Total   500   

 
iv)  Overall position 

 

 Break-up of total investments        ( Rs. in crore) 

 Government 
Securities 

Bank bonds Other 
securities 

Total 

HFT 100 100 300 500 

AFS 600 400 0 1000 

Trading 
Book 

700 500 300 1500 

HTM 300 0 200 500 

Total 1000 500 500 2000 

 

2. Computation of risk weighted assets  
 

2.1.  Risk weighted assets for credit risk  
As per the guidelines, Held for Trading and Available for Sale securities would qualify to 

be categorized as Trading Book. Thus, trading book in the instant case would be 

Rs.1500 crore as indicated above. While computing the credit risk, the securities held 

under trading book would be excluded and hence the risk-weighted assets for credit 

risks would be as under: 
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  (Rs. in crore)  

Sl.No. Details of Assets Market  
Value* 
 

Risk Weight 
(%) 

Risk weighted 
Assets 

1 Cash & balances 

with RBI 

200 0  0 

2 Bank balances 200 20  40 

3 Investments: 

Government 
Banks 
Others 

 
300 
0 
200 

 
0  
20  
100  

 
0 
0 
200 

4 Advances (net) 2000 100  2000 

5 Other Assets 300 100  300 

6 Total Assets 3200  2540 

*Assumed as Market Value for illustration 

2.2. Risk weighted assets for market risk ( Trading Book)  
(Please refer to table in para 1.3(iv)  

 
a. Specific Risk 

 
(i) Government securities: Rs.700 crore – Nil 

      
      (ii) Bank bonds:   

                                                              (Amount in Crores of Rupees)                                                

Details Capital 
charge 

Amount Capital  
charge 

For residual term to final maturity 6 

months or less 

0.30% 200 0.60 

For residual term to final maturity 

between 6 and 24 months 

1.125% 100 1.125 

For residual term to final maturity 

exceeding 24 months 

1.80% 200 3.60 

Total  500 5.325 
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(iii) Other securities : Rs.300 crore @ 9% =Rs. 27 crore 

Total charge for specifc risk (i)+(ii)+(iii) 

 = Rs.0 crore+Rs.5.325 crore + Rs.27 crore = Rs. 32.325 crore 

 

Therefore, capital charge for specific risk in trading book is Rs.32.33 crore. 

b. General Market Risk 

Modified duration is used to arrive at the price sensitivity of an interest rate related 

instrument. For all the securities listed below, date of reporting is taken as 31/3/2003. 

 

                                                        (Amount in Crores of Rupees)                                 

Counter 
Party 

Maturity 
Date 

Amount 
(market 
value) 

Coupon 
(%) 

Capital Charge 
for general 
market risk 

Govt. 01/03/2004 100 12.50 0.84 

Govt. 01/05/2003 100 12.00 0.08 

Govt. 31/05/2003 100 12.00 0.16 

Govt. 01/03/2015 100 12.50 3.63 

Govt. 01/03/2010 100 11.50 2.79 

Govt. 01/03/2009 100 11.00 2.75 

Govt. 01/03/2005 100 10.50 1.35 

Banks 01/03/2004 100 12.50 0.84 

Banks 01/05/2003 100 12.00 0.08 

Banks 31/05/2003 100 12.00 0.16 

Banks 01/03/2006 100 12.50 1.77 

Banks 01/03/2007 100 11.50 2.29 

Others 01/03/2004 100 12.50 0.84 

Others 01/05/2003 100 12.00 0.08 

Others 31/05/2003 100 12.00 0.16 

 Total 1500  17.82 

 

c. Total charge for market risk 
Adding the capital charges for specific risk as well as general market risk would give the 

total capital charge for the trading book of interest rate related instruments. Therefore, 

capital charge for Market Risks = Rs.32.33 crore + Rs.17.82 crore, i.e., Rs.50.15 crore. 
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d. To facilitate computation of CRAR for the whole book, this capital charge needs to be 

converted into equivalent risk weighted assets. In India, the minimum CRAR is 9%. 

Hence, the capital charge could be converted to risk weighted assets by multiplying the 

capital charge by (100 ÷ 9), Thus risk weighted assets for market risk is 50.15*(100 ÷ 9) 

= Rs.557.23 crore. 

 
2.3 Computing the capital ratio                              
                                                                      (Amount in Crores of Rupees)                                           

1 Total Capital  400  

2 Risk weighted assets for Credit Risk 2540.00 

3 Risk weighted assets for Market Risk 557.23 

4 Total Risk weighted assets (2+3) 3097.23 

5 CRAR [(1÷4)*100] 12.91 % 

 

Example 2- indicating computation of capital charge for credit and market risks – with 

equities and interest rate related derivative instruments. Foreign exchange and gold 

open positions also have been assumed. 
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Assumptions 

 A bank may have the following position: 

 
Sl. 
No 

Details Rs. in Crore 

1 Cash & Balances with  200.00 

2 Bank balances 200.00 

3 Investments  

 3.1 Interest Rate related 

Securities 

Held for Trading 

Available for Sale 

Held to Maturity 

 

3.2 Equities 

 

 

500.00 

1000.00 

500.00 

 

300.00 

4 Advances (net) 2000.00 

5 Other Assets 300.00 

6 Total Assets 5000.00 

 

     foreign exchange open position limit is assumed as Rs.60 crore and  

Gold open position is assumed at Rs.40 crore. 

Let us also assume that the bank is having the following positions in interest rate 

related derivatives: 

(i) Interest Rate Swaps (IRS), Rs.100 crore – bank received floating rate 

interest and pays fixed, next interest fixing after 6 months, residual life of 

swap 8 years, and 

(ii) Long position in interest rate future (IRF), Rs.50 crore, delivery after 6 

months, life of underlying government security 3.5 years. 
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In terms of counter party the investments are assumed to be as under: 

 

a) Interest rate related securities  

             Government   Rs.1000 crore 

             Banks  Rs. 500 crore 

             Corporate Bonds Rs. 500 crore 

b) Equities  

                        Others Rs.300 crore 

 

For interest rate swaps and interest rate futures the counterparties are assumed to 

be corporates.  

For simplicity sake let us assume the details of investments in interest rate related 

securities as under: 

i) Government securities 

Date of 
Issue 

Date of 
reporting 

Maturity 
Date 

Amount 
Rs.crore 

Coupo
n 
(%) 

Type 

01/03/1992 31/03/2003 01/03/2004 100 12.50 AFS 

01/05/1993 31/03/2003 01/05/2003 100 12.00 AFS 

01/03/1994 31/03/2003 31/05/2003 100 12.00 AFS 

01/03/1995 31/03/2003 01/03/2015 100 12.50 AFS 

01/03/1998 31/03/2003 01/03/2010 100 11.50 AFS 

01/03/1999 31/03/2003 01/03/2009 100 11.00 AFS 

01/03/2000 31/03/2003 01/03/2005 100 10.50 HFT 

01/03/2001 31/03/2003 01/03/2006 100 10.00 HTM 

01/03/2002 31/03/2003 01/03/2012 100 8.00 HTM 

01/03/2003 31/03/2003 01/03/2023 100 6.50 HTM 

Total   1000   
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ii) Bank Bonds 

Date of 
Issue 

Date of 
reporting 

Maturity 
Date 

Amount 
Rs.crore Coupon 

(%) 

Type 

01/03/1992 31/03/2003 01/03/2004 100 12.50 AFS 

01/05/1993 31/03/2003 01/05/2003 100 12.00 AFS 

01/03/1994 31/03/2003 31/05/2003 100 12.00 AFS 

01/03/1995 31/03/2003 01/03/2006 100 12.50 AFS 

01/03/1998 31/03/2003 01/03/2007 100 11.50 HFT 

Total   500   

 

iii) Other securities  

Date of 
Issue 

Date of 
reporting 

Maturity 
Date 

Amount 
Rs.crore 

Coupon 
(%) 

Type 

01/03/1992 31/03/2003 01/03/2004 100 12.50 HFT 

01/05/1993 31/03/2003 01/05/2003 100 12.00 HFT 

01/03/1994 31/03/2003 31/05/2003 100 12.00 HFT 

01/03/1995 31/03/2003 01/03/2006 100 12.50 HTM 

01/03/1998 31/03/2003 01/03/2017 100 11.50 HTM 

Total   500   

 

(c) Overall Position 

 Break-up of total investments 

 Interest rate related instruments Equity  

 Govt. 
Securi
ties 

Bank 
bonds 

Other 
securiti
es 

Total  Grand 
Total 

HFT 100 100 300 500 300 800 

AFS 600 400 0 1000 0 1000 

Trading 
Book 

700 500 300 1500 300 1800 

HTM 300 0 200 500 0 500 

Grand 
Total 

1000 500 500 2000 300 2300 
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 2.  Computation of risk weighted assets  
        2.1. Risk weighted assets for credit risk  

As per the guidelines, held for trading and available for sale securities would 

qualify to be categorized as Trading Book. Thus trading book in respect of interest 

rate related investments in the instant case would be Rs.1500 crore. In addition, 

equities position of Rs.300 crore would be in the trading book, as indicated above. 

The derivative products held by banks are to be considered as part of trading book. 

Open position on foreign exchange and gold also would be considered for market 

risk. While computing the capital charge for credit risk, the securities held under 

trading book would be excluded and hence the credit risk based risk-weights would 

be as under: 

                                                               (Amount in Crores of Rupees)                                           
Details of Assets Book Value Risk Weight Risk 

weighted 
Assets 

Cash& RBI 200 0% 0 

Bank balances 200 20% 40 

Investments in (HTM 

category) 

Government 
Banks 
Corporate Bonds  

 
 
300 
0 
200 

 
 
0% 
20% 
100% 

 
 
0 
0 
200 

Advances (net) 2000 100% 2000 

Other Assets 300 100% 300 

Total  3200  2540 

Credit Risk for OTC 

Derivatives: 
   

IRS 100 

(Credit conversion factor 

- 1% + 1% per year) 

100%  8.00 

IRF 50 

(Credit conversion factor 

for maturities less than 

one year – 0.5% 

100%  0.25 

Total 3350  2548.25 
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2.2 Risk weighted assets for market risk (Trading Book)  
(Please refer to table in para 1.7(iv) ) 

a. Specific Risk 
1. Investments in interest rate related instruments: 

(i) Government securities – Rs.700 crore – Nil 

  
           (ii) Bank bonds  

                                                                (Amount in Crores of Rupees)                                        
   

Details Capital 
charge 

Amount 
 

Capital 
Charge 
 

For residual term to final maturity 6 

months or less 

0.30% 200 0.600 

For residual term to final maturity 

between 6 and 24 months 

1.125% 100 1.125 

For residual term to final maturity 

exceeding 24 months 

1.80% 200 3.600 

Total  500 5.325 

 

(iii) Others Rs.300 crore @ 9% = Rs.27 crore 

 
Total: (i) + (ii) + (iii)  

= Rs.0 crore+Rs.5.325 crore+Rs.27 crore = Rs.32.325 crore 

 
2. Equities – capital charge of 9% = Rs.27 crore 

 
Total specific charge (1+2) 

Therefore, capital charge for specific risk in the trading book is Rs. 59.33 crore (Rs. 

32.33 crore + Rs. 27 crore). 

 
b. General Market Risk 

 
(1). Investments in interest rate related instruments: 

Modified duration is used to arrive at the price sensitivity of an interest rate related 

instrument. For all the securities listed below, date of reporting is taken as 31/3/2003. 
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   (Amount in Crores of Rupees)                       

Counter Party Maturity Date Amount 
market 
value 
 

Coupon 
(%) 

Capital 
charge for 
general  
market risk 

Govt. 01/03/2004 100 12.50 0.84 

Govt. 01/05/2003 100 12.00 0.08 

Govt. 31/05/2003 100 12.00 0.16 

Govt. 01/03/2015 100 12.50 3.63 

Govt. 01/03/2010 100 11.50 2.79 

Govt. 01/03/2009 100 11.00 2.75 

Govt. 01/03/2005 100 10.50 1.35 

Banks 01/03/2004 100 12.50 0.84 

Banks 01/05/2003 100 12.00 0.08 

Banks 31/05/2003 100 12.00 0.16 

Banks 01/03/2006 100 12.50 1.77 

Banks 01/03/2007 100 11.50 2.29 

Others 01/03/2004 100 12.50 0.84 

Others 01/05/2003 100 12.00 0.08 

Others 31/05/2003 100 12.00 0.16 

 Total 1500  17.82 

 

(2) Positions in interest rate related derivatives 

Interest rate swap 

Counter 
Party 

Maturity 
Date 

Notional 
Amount 
(i.e.,market 
value) 

Modified 
duration or 
price 
sensitivity  

Assumed 
change in 
yield 
(ACI) 

Capital 
charge* 

GOI 30/09/2003 100 0.47 1.00 0.47 

GOI 31/03/2011 100 5.14 0.60 (-) 3.08 

     (-) 2.61 
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Interest rate future 

Counter 
Party 

Maturity 
Date 

Notional 
Amount (i.e., 
market 
value) 

Modified 
duration or 
price 
sensitivity  

Assumed 
change in 
yield 

Capital 
charge 

GOI 30/09/2003 50 0.45 1.00 (-) 0.225 

GOI 31/03/2007 50 2.84 0.75 1.070 

     0.840 

 
(3) Disallowances 

 
The price sensitivities calculated as above have been slotted into a duration-based 

ladder with fifteen time-bands as shown in table at the end of the Anenxure. Long and 

short positions within a time band have been subjected to vertical disallowance of 5%. In 

the instant case, vertical disallowance is applicable under 3-6 month time band and 7.3-

9.3 year time band. Then, net positions in each time band have been computed for 

horizontal offsetting subject to the disallowances mentioned in the table. In the instant 

case, horizontal disallowance is applicable only in respect of Zone 3. Horizontal 

disallowances in respect of adjacent zones are not applicable in the instant case. 

 

3.1 Calculation of Vertical Disallowance 

 
While calculating capital charge for general market risk on interest rate related 

instruments, banks should recognize the basis risk (different types of instruments whose 

price responds differently for movement in general rates) and gap risk (different 

maturities within timebands). This is addressed by a small capital charge (5%) on 

matched (off-setting) positions in each time band (“Vertical Disallowance”) 

An off-setting position, for vertical disallowance, will be the either the sum of long 

positions and or the short positions within a time band, whichever is lower. In the table at 

the end of the annex, except for the time band 3-6 months in Zone 1 and the time band 

of 7.3-9.3 years, where there are off-setting positions of (-) 0.22 and 2.79, there is no off-

setting position in any other time band. The sum of long positions in  the 3-6 months time 

band is + 0.47 and the sum of short positions in this time band is  (-) 0.22.  This off-

setting position of 0.22 is subjected to a capital charge of 5% i.e.  0.01. The sum of long 

positions in  the 7.3-9.3 years time band is + 2.79 and the sum of short positions in this 
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time band is (-) 3.08.  This off-setting position of 2.79 is subjected to a capital charge of 

5% i.e.  0.1395. It may be mentioned here that if a bank does not have both long and 

short positions in the same time band, there is no need for any vertical disallowance. 

Banks in India are not allowed to take any short position in their books, except in 

derivatives. Therefore, banks in India will generally not be subject to vertical 

disallowance unless they have a short position in derivatives. 

 

3.2. Calculation of Horizontal Disallowance 

 
While calculating capital charge for general market risk on interest rate related 

instruments, banks must subject their positions to a second round of off-setting across 

time bands with a view to give recognition to the fact that interest rate movements are 

not perfectly correlated across maturity bands (yield curve risk and spread risk) i.e 

matched long and short positions in different time bands may not perfectly off-set. This is 

achieved by a “Horizontal Disallowance”.  

 

An off-setting position, for horizontal disallowance, will be the either the sum of long 

positions and or the short positions within a Zone, whichever is lower. In the above 

example, except in Zone 3 (7.3 to 9.3 years) where there is an off-setting (matched) 

position of (-) 0.29, there is no off-setting position in any other Zone. The sum of long 

positions in this Zone is 9.74 and the sum of short positions in this Zone is (-) 0.29. This 

off-setting position of 0.29 is subject to horizontal disallowance as under: 

 

 With in the same Zone (Zone 3) 30% of 0.29   = 0.09  

 Between adjacent Zones (Zone 2 & 3)  = Nil 

 Between Zones 1 and Zone 3   = Nil 

 

It may be mentioned here that if a bank does not have both long and short positions in 

different time zones, there is no need for any horizontal disallowance. Banks in India are 

not allowed to take any short position in their books except in derivatives. Therefore, 

banks in India will generally not be subject to horizontal disallowance unless they have 

short positions in derivatives. 
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 Total capital charge for interest rate related instruments is shown below 

For overall net position 16.06 

For vertical disallowance 0.15 

For horizontal disallowance in Zone 3 0.09 

For horizontal disallowance in adjacent zones nil  

For horizontal disallowance between Zone 1 & 3 Nil 

Total capital charge for interest rate related 
instruments 

16.30 

 

(4) The total capital charge in this example for general market risk for interest rate 

related instruments is computed as under: 

Sl.No Capital charge  Amount  (Rs.) 

1 For the vertical disallowance (under 3-6 month time band)  

1,12,500 

2 For the vertical disallowance (under 7.3-9.3 year time band)  

13,95,000 

3 For the horizontal disallowance (under Zone 3)  

9,00,000 

4 For the horizontal disallowances between adjacent zones 0 

5 For the overall net open position 

(17.82 – 2.61 + 0.84) 

 

16,06,00,000 

6 Total capital charge for general market risk on interest 
rate related instruments 
(1 + 2 + 3 + 4 + 5) 

 
16,30,07,500 

 

    (5) Equities 

Capital charge for General Market Risk for equities is 9%. Thus, general market 

risk capital charge on equities would work out to Rs.27 crore. 

 
(6) Forex / Gold Open Position 

Capital charge on forex/gold position would be computed at 9%. Thus the same 

works out to Rs.9 crore 

 
(7) Capital charge for market risks in this example is computed as under: 
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                                                                                          (Amount in Crores of Rupees) 
  

Details Capital charge for 
Specific Risk 

Capital charge for 
General Market Risk 

Total 

Interest Rate Related 

instruments 

32.33 16.30 48.63 

Equities 27.00 27.00 54.00 

Forex/Gold - 9.00 9.00 

Total 59.33 52.30 111.63 

 

2.3 Computing Capital Ratio 

To facilitate computation of CRAR for the whole book, this capital charge for market risks 

in the Trading Book needs to be converted into equivalent risk weighted assets. As in 

India, a CRAR of 9% is required, the capital charge could be converted to risk weighted 

assets by multiplying the capital charge by (100 ÷ 9), i.e. Rs. 111.63*(100 ÷ 9) = Rs.  

1240.33 crore. Therefore, risk weighted assets for market risk is : Rs.  1240.33 crore.  

                                                                   
 
                                                                       (Amount in Crores of Rupees)  
   

1 Total Capital  400.00  

2 Risk weighted assets for Credit Risk 2548.25 

3 Risk weighted assets for Market Risk 1240.33 

4 Total Risk weighted assets (2+3)  
3788.58 

5 CRAR [(1÷4)*100] 10.56 % 

 

 
The reporting format for the purpose of monitoring the capital ratio is given in Annex 12



               Example for computing the capital charge including the vertical and horizontal  disallowances on interest rate 
related instruments 

( Para No 2.2. (b) (3) of Example 2 above) 

** 0.22 x 5%=0.01  @ 2.79 x 5%=0.14  # 0.29 x 30%=0.09 

 Zone 1 Zone 2 Zone 3  

Time-band 
0-1 

month 
1-3 

month 
3-6 

month
6m 
- 1y 

1– 
1.9y

1.9– 
2.8y

2.8– 
3.6y

3.6-
4.3y

4.3– 
5.7y 

5.7- 
7.3y

7.3-
9.3y 

9.3-
10.6y

10.6- 
12y 

12- 
20y

Over 
20y 

Capital 
Charge

                 

Position  0.72 2.51 1.35 1.77 2.29  2.75 2.79 3.63 17.82

Derivatives 
(long)   0.47 1.07  1.54

Derivatives 
(short)   (-)0.22  

(-

)3.08 (-)3.30

Net Position  0.72 0.25 2.51 1.35 1.77 3.36  2.75

(-

)0.29 3.63 16.06

Vertical 
Disallowance 
(5%)   0.01**  

0.14 

@ 0.15

    

Horizontal 
Disallowance 
1 (under Zone    

0.09 

# 0.09
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3)  

    

Horizontal 
disallowance 
2     

 

           

                 

Horizontal 
Disallowance3      
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	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


	ANNEX-13
	List of instructions and circulars consolidated
	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
	Subordinated debt for inclusion in Tier II capital – Head Office borrowings in foreign currency by Foreign Banks operating in India
	4.
	DBOD No. BP. BC. 106/21. 01.002/2001- 02 
	24.05 2002
	Risk Weight on Housing Finance and Mortgage Backed Securities
	5.
	DBOD.No.BP.BC.128/21.04.048/00-01
	7.06.2001
	SSI Advances Guaranteed by Credit Guarantee Fund Trust for Small Industries (CGTSI)
	6.
	DBOD.BP.BC.110/21.01.002/00-01
	20.04.2001
	Risk Weight on Deposits placed with SIDBI /NABARD in lieu of shortfall in lending to Priority Sectors
	7.
	DBOD.BP.BC.83/21.01.002/00-01
	28.02.2001
	Loans and advances to  staff – assignment of risk weight and treatment in the balance sheet.
	8.
	DBOD.No.BP.BC.87/21.01.002/99
	08.09.99
	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
	Issue of Subordinated Debt for Raising Tier II Capital
	10.
	DBOD.No.BP.BC.119/21.01.002/ 98
	28.12.98
	Monetary & Credit Policy Measures - Capital Adequacy Ratio - Risk Weight on Banks' Investments in Bonds/Securities Issued by Financial Institutions
	11.
	DBOD.No.BP.BC.152/21.01.002/ 96
	27.11.96
	Capital Adequacy Measures
	12.
	DBOD.No.IBS.BC.64/23.61.001/ 96
	24.05.96
	Capital Adequacy Measures
	13.
	DBOD.No.BP.BC.13/21.01.002/96
	08.02.96
	Capital Adequacy Measures
	14.
	DBOD.No.BP.BC.99/21.01.002/94
	24.08.94
	Capital Adequacy Measures
	15.
	DBOD.No.BP.BC.9/21.01.002/94
	08.02.94
	Capital Adequacy Measures
	16.
	DBOD.No.IBS.BC.98/23-50-001-92/93
	06.04.93
	Capital Adequacy Measures - Treatment of Foreign Currency Loans to Indian Parties (DFF)
	17.
	DBOD.No.BP.BC.117/21.01.002-92
	22.04.92
	Capital Adequacy Measures
	18
	DBOD.No.BP.BC.23/21.01.002/2006-2007
	July 21, 2006
	Enhancement of banks’ capital raising options for capital adequacy purposes
	 Part – B
	List of Other Circulars containing Instructions/ Guidelines /Directives related to Prudential Norms
	No.
	Circular No.
	Date
	Subject
	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
	DBOD. BP. BC. No. 3/21.01.002/2004-05
	06.07.04
	Prudential norms on Capital Adequacy –Cross holding of capital among 
	banks/ financial institutions                              
	28
	June 24, 2004
	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
	30
	DBOD.No.BP.BC. 91/21.01.002/ 2003-04
	June 15, 2004
	Annual Policy Statement for the year 2004-05 – Risk Weight for Exposure to Public Financial Institutions (PFIs)
	31
	F.No.11/7/2003-BOA 
	6th May 2004
	Permission to nationalised banks to issue subordinated debt for augmenting Tier II capital
	32
	DBS.FID.No.C-15/01.02.00/2003-04
	15th June 2004
	Risk Weight for Exposures to PFIs
	33
	DBOD.BP.BC.29/21.01.048/2004-05
	13th August 2004
	Prudential Norms-State Govt. guaranteed exposures
	34
	DBOD. BP.BC. 61  / 21.01.002/ 2004-05  
	23rd December 2004

	Mid-Term Review of the Annual Policy Statement for the year 2004-05.  Risk weight on housing loans and consumer credit
	35
	DBOD.No.BP.BC.85/21.04.141/2004-05
	30th April 2005

	Capital Adequacy- IFR
	36
	DBOD.No.BP.BC.16/21.04.048/2005-06
	July 13,2005

	Guidelines on purchase of Non-Performing Assets
	37
	DBOD.No.BP.BC.21/21.01.002/2005-06
	July 26, 2005

	Risk weight on Capital market Exposure
	38
	DBOD.No.BP.BC.38/21.04.141/2005-06
	Oct 10, 2005

	Capital Adequacy-IFR
	39
	DBOD.No.BP.BC.60/21.04.048/2005-06
	February 1, 2006

	Guidelines on Securitisation of Standard Assts
	40
	DBOD.No.BP.BC.73/21.04.048/2005-06
	March 24, 2006

	Bills Discounted under LC-Risk Weight and Exposure Norms 
	41
	DBOD.No.BP.BC.84/21.01.002/2005-06
	May 25, 2006

	APS for 2006-07-Risk Weight on Exposures to Commercial Real estate and Venture Capital Funds 
	42
	DBOD.BP.BC.  87  /21.01.002/2005-06                                   
	June 8, 2006

	Innovative Tier I/Tier II Bonds - Hedging by banks through Derivative Structures
	43

	DBOD.NO.BP. BC. 89 / 21.04.048/ 2005-06 
	June 22,2006
	44

	DBOD.NO.BP. BC. 53 / 21.04.048/ 2006-07 
	January 31, 2007
	45

	IDMD.NO. /11.01.01(B)/2006-07
	January 31,2007
	46

	DBOD.NO.BP. BC. 92/ 21.01.002/ 2006-07 
	May 3, 2007
	47

	October 29, 2007
	48

	DBOD.BP.BC.No.59/21.06.001/2007-08 
	January 17, 2008
	49
	50
	51
	52
	53
	54
	55
	56
	57
	58
	59
	60
	61
	62
	63
	64




