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1. Introduction  
 
Capital of the Bank, serves as the foundation that enables to navigate through 

economic cycles, absorb shocks, and pursue growth opportunities. The Capital 

Management Policy is born out of this necessity, demonstrating our strong 

commitment to ensuring sufficient capital, adhering to regulations, and 

protecting the interests of our stakeholders. The Capital to Risk weighted Assets 

Ratio (CRAR) framework was introduced for Rural Cooperative Banks in the year 

2007. The fundamental objective of RBI, behind introducing Capital to Risk 

Weighted Asset Ratio (CRAR) framework was to strengthen the soundness and 

stability of the rural co-operative banks 

2. Definition of Capital Fund 

The Capital Funds can be segregated into two broad groups/tiers - Tier I and 

Tier II. While Tier I Capital, otherwise known as core capital, provides the most 

permanent and readily available support to a bank against unexpected losses, 

the Tier ll capital consists elements that are less readily available. StCBs are 

advised to maintain a mandated minimum CRAR of 9% with effect from 

March 31, 2017. 

2.1. Tier I Capital/Core Capital 

Tier I Capital would include the following items: 

a) Paid up share capital collected from regular members of a bank 

having voting powers. 

b) Free Reserves 

c) Capital Reserve representing surplus arising out of sale proceeds of 

assets. 

d) Any surplus (net) in profit and loss account i.e. balance after 

appropriation towards dividend payable, education fund, other funds whose 

utilisation is defined and asset loss, if any, etc. 

Note: Amount of intangible assets, losses in current year and those brought 

forward from previous periods, deficit in NPA provisions, income wrongly 

recognized on non-performing assets, provision required for liability devolved on 

bank etc., will be deducted from Tier I Capital. 
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2.2. Tier II Capital 

2.2.1 Undisclosed Reserves 

These often have characteristics similar to equity and disclosed reserves. They 

have the capacity to absorb unexpected losses and can be included in capital, if 

they represent accumulation of profits and not encumbered by any known 

liability and should not be routinely used for absorbing normal loss or operating 

losses. 

2.2.2. Revaluation 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. The typical examples in this regard are 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 difficult market conditions or in a 

forced sale, potential for actual liquidation of those values, tax consequences of 

revaluation, etc. Therefore, it would be prudent to consider revaluation reserves 

at a discount of 55 percent when determining their value for inclusion in Tier II 

capital i.e. only 45% of revaluation reserve is available for inclusion in Tier II 

capital. Such reserves will have to be reflected on the face of the Balance Sheet 

as revaluation reserves. 

2.2.3. General Provisions and Loss Reserves 

These will include such provisions of general nature appearing in the books of 

the bank which are not attributed to any identified potential loss or a diminution 

in value of an asset or a known liability. Adequate care must be taken to ensure 

that sufficient provisions have been made to meet all known losses and 

foreseeable potential losses before considering any amount of general provision 

as part of Tier II capital as indicated above. To illustrate, excess provision in 

respect of Bad and Doubtful Debt, general provision for Standard Assets etc. 

could be considered for inclusion under this category. Such provisions which are 

considered for inclusion in Tier II capital will be admitted up to 1.25% of total 

weighted risk assets. 
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2.2.4 Investment Fluctuation Reserve 

Balance, if any, in Investment Fluctuation Reserve of bank. 

Note: It may be noted that the total of Tier II elements will be limited to a 

maximum of 100 percent of total Tier I elements for the purpose of compliance 

with the norms. 

3.  Risk Adjusted Assets and Off-Balance Sheet Items 

Risk adjusted assets would mean weighted aggregate of funded and non-funded 

items. Degrees of credit risk expressed as percentage weightings have been 

assigned to Balance Sheet assets and conversion factors to off-Balance Sheet 

items. The value of each asset/item shall be multiplied by the relevant weights to 

produce risk-adjusted values of assets and of off-Balance Sheet items. The 

aggregate will be taken into account for reckoning the minimum capital ratio. 

The weights allotted to each of the items of assets and off-Balance Sheet items 

are furnished in the Annexure “I” as per RBI Circular No. 

RPCD.RCB.BC.No.37/07.51.012/2014-15, Dated October 29, 2014. 

 

4. Capital to Risk-weighted Assets Ratio (CRAR) or Capital Adequacy 
Ratio (CAR) is the ratio of a bank’s capital in relation to its risk weighted 
assets. StCBs are advised to maintain a mandated minimum CRAR of 9% 
with effect from March 31, 2017.  
 

5. Leverage Ratio 
 

The leverage ratio was introduced into the Basel III framework as a non-risk-
based backstop limit, to supplement risk based capital requirements. It aims to 
constrain the build-up of excess leverage in the banking sector, introducing 
additional safeguards against model risk and measurement errors. The ratio is a 
volume-based measure calculated as Tier 1 capital divided by Total Assets. 
Leverage Ratio of 4.5% or higher is considered good. 

 
6. Authorized Capital of the Bank 
 

The authorised capital of the Bank is Rs.30,00,00,000/- (Rupees Thirty crores)  

made up of 6,00,000/- (Rupees Six lakhs) shares of Rs. 500/- (Rs. Five hundred) 

each of which 5,00,000/- (Five lakhs) shares worth Rs. 25,00,00,000/- (Rupees 

Twenty five crores ) shall be issued in first instance and more when necessary 

with the permission of the Registrar, Co-operative Societies, H.P. Shimla. 
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 The Bank may, from time to time, increase the authorized share capital by an 
amendment in Bank’s Bye-laws in accordance with the H.P. State Cooperative 
Societies Act and Rules. 

7. Paid-up Capital of the Bank  

Paid up Capital of the Bank is the issued capital which meets the criteria for   
classification as common shares for regulatory purposes as per Bank’s Bye Laws. 
The membership of the Bank is open to:- 

a) Co-operative Societies 
b) Central Co-operative Banks  
c) Government of Himachal Pradesh/Govt. of India as represented by the 

Finance Secretary of the State or his nominee not below the rank of a 
Deputy Secretary. 

Every member Co-operative society shall purchase at least one fully paid up 
share of the bank and such additional shares as the Bank may permit it to 
purchase. 

The Bank may receive from the Govt. of Himachal Pradesh share capital to any 
extent.  This capital shall receive the same dividend as may be paid to other 
shareholders unless otherwise agreed between the Bank and the State Govt. 

The Bank will not issue shares to individual entities. However, in case of 
individual borrower, B-class nominal Membership is charged at the time of the 
sanction of the loan. The amount of B class membership fee obtained by the 
Individual borrowers will be transferred to Statutory Reserve at the end of each 
financial year which ultimately becomes the part of Tier 1 Capital. 
  
In order to augment the Share Capital, the Bank has linked its loans to member 

cooperative societies with their shareholding as per the directions of Registrar 

Cooperative Societies H.P. vide Memo No.5-77/74-Coop(C&M) dated 02.04.1980. 

The ratio for linking of shareholding to borrowings by Cooperative societies is as 

under: 

a) For Short-term and medium-term agricultural loans                   1:20 
b) For Un-secured loans                                                             1:20 
c) For Medium-term non-agricultural loans                                   1:10  
d) Cash credit limits against pledge/hypothecation including  
          (Fertilizer and Public distribution system)                           1:75 

 
 

8. Augmentation of capital funds 
(As per RBI circular RBI/2022-23/31 DOR.CAP.REC.22/09.18.201/2022-
23 dated April 19, 2022) 
 
8.1. The Banking Regulation (Amendment) Act, 2020 (No. 39 of 2020), notified in 

the Gazette of India on September 29, 2020 (vide Notification No. 64 of that 
date), has come into force with effect from April 01, 2021 for Rural Co-
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operative Banks (RCBs), i.e. State Co-operative Banks (StCBs) and District 
Central Co-operative Banks (DCCBs). 
The extant instructions for RCBs on issue and regulation of capital funds have 
been reviewed keeping in view, inter alia, the provisions of Section 12 read 
with Section 56 of the amended Banking Regulation Act, 1949 (BR Act).  

 
8.2 RCBs are permitted to raise share capital, as hitherto, by way of   (i) 

issue of shares to persons within their area of operation, in accordance with 
the provisions of their bye-laws, and (ii) issue of additional shares to the 
existing members.  

 
RCBs are also permitted to issue the following instruments to augment their 
capital: 

 
I. Preference Shares  
a. Perpetual Non-Cumulative Preference Shares (PNCPS) eligible for inclusion 

in Tier I capital  
b. Perpetual Cumulative Preference Shares (PCPS) eligible for inclusion in Tier 

II capital  
c. Redeemable Non-Cumulative Preference Shares (RNCPS) eligible for 

inclusion in Tier II capital  
d. Redeemable Cumulative Preference Shares (RCPS) eligible for inclusion in 

Tier II capital. 
 

II. Debt instruments  
 

a. Perpetual Debt Instruments (PDI) eligible for inclusion in Tier I capital  
b. Long Term Subordinated Bonds (LTSB) eligible for inclusion in Tier II 

capital  
 

The guidelines governing the instruments specified above, indicating the 
regulatory requirements, have been defined in RBI circular RBI/2022-23/31 
DOR.CAP.REC.22/09.18.201/2022-23 dated April 19, 2022. 

 
8.3 For the purpose of enhancing investor education on the risk characteristics of 

regulatory capital requirements, RCBs shall adhere to the following conditions:  
 

a. For floating rate instruments, banks should not use their Fixed Deposit rate 
as benchmark.  

b. A specific sign-off as quoted below, from the investors, for having 
understood the features and risks of the instruments, may be incorporated in 
the common application form of the proposed issue: "By making this 
application, I / we acknowledge that I / we have understood the terms and 
conditions of the issue of [Name of the share/security] being issued by 
[Name of the bank] as disclosed in the Prospectus and Offer Document".  
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c. RCBs shall ensure that all the publicity material / offer document, application 
form and other communication with the investor should clearly state in bold 
letters (Arial font, size 14, equivalent size in English / Vernacular version) 
how a PNCPS / PCPS / RNCPS / RCPS / PDI / LTSB, as the case may be, is 
different from a fixed deposit, and that these instruments are not covered by 
deposit insurance.  

d. The procedure for transfer to legal heirs in the event of death of the 
subscriber of the instrument should also be specified.  

 
9. Admission of members or Share holders 

Members shall be admitted by the Board of Directors/Executive Committee of the 
Bank on payment of full value of shares/shares as prescribed in the bye-laws or 
Bank’s Policy on Capital Management. 

10. Admission Fee 

Every application for membership shall be accompanied with an admission fee of 
Rs. 100.00 only which shall be non-refundable. 

No admission fee shall be charged from the State or Central Government. 

11.  Acceptance of Shares 

An application for membership shall be deemed to have become a member as 
soon as on allotment of share has been made to him on the basis of his 
application for membership. 

 

12. When right of membership to be exercised 

A. Every applicant before admitted to the membership of the Bank shall sign a 
declaration that he will be bound by the existing Bye-laws of the Bank and 
by any modification, addition to such Bye-laws that may be legally affected 
during the period of this membership. 

    A member, who is already a member by reason of having submitted the 
application for registration, shall be required to sign such declaration within 
one month of the registration with the Bank. 

 B. No applicant shall exercise any rights of membership until he has signed the  
declaration referred to above and has paid the application money i.e. the 
Admission Fee plus the full value of share/shares. 
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12.   Maximum and Minimum shares to be held by member 

A. Every member other than Central/State Govt. shall hold at least one fully 
paid up share of the Bank to exercise the right of membership and such 
additional shares as the Bank may permit it to purchase. 

B.    In case of merger of other banks, where the value of a share is less than Rs. 
500/- (Five hundred only now) the members holding one share thereof shall 
from the date of merger of the Banks, be considered full-fledged members 
of this bank if they make up the value of at least one share of this bank 
within 6 months.  On failure of the same such shares may be transferred to 
a member society of this bank or to a member society having legal 
jurisdiction. 

The number of individual members and their shareholding shall not exceed 
the existing level of shares held by them.  

C. The Bank may receive from the Govt. of Himachal Pradesh share capital to 
any extent.  This capital shall receive the same dividend as may be paid to 
other shareholders unless otherwise agreed between the Bank and the State 
Govt. 

 

13.   Bank’s lien on shares and other interests 

The Bank shall have the first and paramount lien upon all the shares and 
dividends of any member for all moneys due or payable to the Bank from him 
from time to time. The shares of any member who may be indebted to the Bank 
may by order of the Board be sold to satisfy the Bank’s lien thereon and 
transferred in the name of the purchase without any consent and not 
withstanding any oppositions on the part of the indebted member. Such transfer 
shall be signed on behalf of the Bank by the Managing Director/General Manager 
or any other officer authorized by him in this behalf. 

 

14. Mode of payment of share money 

The full value of share/shares shall be deposited with the application in share 
suspense account maintained with Head Office (ABS). 

 

15.     Transfer of Shares 

 

15.1 Transfer of shares register 

 The Bank shall keep a register “Register of transfer of shares” and enter 
therein all particular of every transfer of the share in the Bank. 
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15.2. Transfer and withdrawal of shares held by individuals/institutions 
etc. 

 Shares held by members except State/Central Govt. and cases covered by 
Section 23 (2) of the Cooperative Societies Act, shall not be withdrawn and 
shall be transferable only within the sanction of the Board. 

15.3. Transfer and withdrawal of shares held by Co-operative Societies 

a. Share held by a Co-operative Society in the Bank shall not be 
transferable unless directed by the Registrar, Cooperative Societies as 
per the Bye Laws of the Bank. 

b. Shares held by the Co-operative Societies are not withdrawable 
except when the society is dissolved unless otherwise directed by the 
Registrar, Co-operative Societies. 

15.4. Instrument of transfer of shares 

 Every instrument of transfer of shares shall be executed jointly by the 
transferor and the transferee and the transferor shall be deemed to remain 
the holder of such shares until the name of transferee is approved by the 
Board of Directors and the name of transferee is entered in the Register of 
share transfers. 

15.5. Refusal to register transfer of shares by the Board 

 The Board may decline/refuse to register any transfer of shares without 
giving any reason and in particular if the transferor is indebted to the Bank. 

 

15.6. Evidence of such transfers 

 The entry in the share transfer register shall be conclusive evidence of the 
approval by the Board of the transferee being admitted as a member of the 
Bank. 

16. Members’ right to nominate his successor 

 A member of the Bank may nominate any person to whom in the event of 
his death his share or interest shall be paid or transferred. In the event no 
nomination have been made, his share or interest therein shall be paid to or 
transferred to such person/persons as may appear to the Board to be the 
legal heir/heirs or the legal representative of such member. 

 Every nomination made by the member shall be in writing and attested by 
two witnesses and must be deposited with the Bank during the life time of 
the member. The nomination on made by a member may be revoked or 
changed by him by another nomination similarly made. 
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17. Bank not liable for discharge of any notice prohibiting transfer 

 The Bank shall incur no liability or responsibility whatever in consequence of 
their registering or giving effect to any transfer of shares made or purporting 
to be made, by an apparent legal owner thereof to the prejudice of persons 
having or claiming any equitable right, title or interest therein 
notwithstanding that the Bank may have had notice of such equitable right, 
title or interest or notice prohibiting such registration of such transfer and 
may be given to them by any equitable right, title or interest or be under any 
liability what so ever for refusing or neglecting so to do through it may have 
been entered or endorsed or referred to in some Books of the Bank But the 
bank shall nevertheless be at liberty regard and attend to any such notice 
and give effect thereto it the Board shall think so. 

18. Period of closing of share transfer books and share register 

 The Board shall have the power to close the share transfer books and share 
register of the Bank for such period of time in every year as to them may 
deem fit, not exceeding 30 days in the whole year. 

 Provided that the share transfer books and the share registers shall 
inevitably be closed by the Managing Director for 10 days immediately 
preceding the date of meeting of the General Body fixed by the Board and 
such closure shall be counter signed by the Chairman/Vice-Chairman. 

 

19.        Forfeiture of Shares 

19.1. Notice about the forfeiture and renewal of forfeited shares 

 If any member fails to pay any money due from him in respect of any share 
on the last day fixed for payment, the Board may, at any time thereafter 
give a notice to such member requiring payment thereof with interest from 
the specify, the day and place on and at which the same is to be paid and 
also that in the event of non-payment thereof at the appointed time or place 
the share or shares in respect of which the same is would be liable to be 
forfeited, with all payment made thereon and the rights of membership 
attaching to these shares shall be extinct.  The shares so forfeited may 
within three months from the date of the notice of forfeiture shares so 
forfeited may within three months from the date of the notice of forfeiture 
be renewed on payment of all arrears and a renewal fee of Re. 1/- per 
share.  The amount so forfeited after the expiry of the renewal period of 3 
months specified above shall be credited to the Reserve fund. 
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19.2. Certificate of forfeiture 

 A certificate signed by the General Manager and a member of the Board to 
the effect that the forfeiture of shares was made by a resolution of the 
Board shall be conclusive evidence of the fact stated therein. 

19.3. Forfeited Share be sold, re-allotted or otherwise disposed 

 Every share which is declared forfeited by the Board shall thereupon be the 
property of the Bank and may, at any time, thereafter be sold, re-allotted or 
otherwise disposed of up on such terms and in such manner as the Board 
shall think fit. 

19.4. Liability of members of forfeiture of shares 

 Any member whose share has been forfeited shall, notwithstanding the 
forfeiture, be liable to pay the Bank all money owing upon the shares at the 
time of forfeiture and all expenses incurred by the Bank relating to the 
forfeiture of the shares. 

19.5. Forfeiture to be remitted 

Forfeiture may at the discretion of the Board be remitted before the forfeited 
share is re-sold, re-allotted or otherwise dealt with as aforesaid on payment 
of monies owned thereon to the Bank within the prescribed time. 

20.  Dividend policy  

 

The Bank’s dividend objective is to maintain steady dividends in light of 
profitability, regulatory requirements, growth opportunities and the operating 
environment. The declaration of dividends is made with the approval of the 
Board by appropriation of Net profit, which will take into account the following: 

 

i. The statutory and regulatory restrictions on dividend payment if any.  
ii. Dividend should not exceed @25% per annum on the paid up value of 

each share. 
iii. No unpaid dividend shall bear interest. 
iv. A member who is in default in respect of any share installment due from 

him, shall not be entitled to Dividend on the paid up amount of his 
shares. 

v. All dividend that may remain unclaimed for three years having been 
declared, may be treated as forfeited by the Board for benefit of the 
Bank and shall be carried to the Reserve Fund Account. 

vi. The Board may require the members when applying for payment of 
dividend to produce their share certificates for inspection by such person 
as they may appoint. 
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21.     Supervisory Action Framework - Self-Initiatives for Turn Around 
(SAF-   SITA) for Rural Cooperative Banks (RCBs) 

 
With the introduction of supervisory rating model for Cooperative Banks on 
CAMELSC pattern, at present supervisory action is initiated based on the findings 
of Statutory Inspections conducted by NABARD and periodic monitoring through 
returns submitted by RCBs. As the Bank is on CBS platform and the information 
about the working of the bank are available on real time basis, the bank can take 
corrective steps without waiting for supervisor to point out. 
 
 When the SAF-SITA triggers, viz., the CRAR falls below 9% or there is 
deterioration in asset quality or decline in profit or liquidity constraints, the 
management of the bank shall identify causes for such deterioration and take 
necessary corrective measures, on their own, with a view to improving the 
financial position of the bank. Such self-corrective action should be prompt as 
any delay could be detrimental to the interest of depositors and other 
stakeholders of the Bank. The corrective action should include measures for 
augmenting capital, close monitoring of NPAs and their recovery, mobilization of 
low cost deposits, curtailing of expenditure, etc., depending upon the nature of 
the deficiency. The bank should prepare a time bound action plan for 
improvement in its functioning and removing the identified deficiencies with the 
approval of the Board, which shall also monitor the progress in implementation 
of the said action plan in every Board meeting.  

 
Accordingly, a framework focusing on the need to prevent deterioration in the 
financial position by adopting timely self-corrective action by Rural Cooperative 
Banks has been developed. To initiate such self-corrective action, NABARD has 
prepared trigger points on four parameters, as mentioned hereunder: 
 
 
 

 

Parameter Capital 
Adequacy 

Suggested Corrective Action for Bank 

Trigger 
Points   
(TP-I) 

(i)CRAR less 
than 9% but 
equal to or 
more than 
6% 

a) Submit Board approved monitorable Action Plan for 
capital restoration to NABARD, Regional Office concerned 
including the following:                   
1.Restriction on expansion of risk weighted assets;      
2.Not to declare or pay dividend without prior approval 
of NABARD, Regional office concerned; 
3.Not to make donations without prior approval of 
NABARD, Regional Office concerned. 
 
b)Bank to submit Quarterly Progress Reports (QPRs) on 
the action plan, duly approved by Board, to NABARD, 
Regional Office concerned. 
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Trigger 
Points 
(TP-II) 

(ii)CRAR less 
than6%But 
equal to or 
more than 
3% 

a. In addition to the self- corrective actions indicated at I 
(i),                                                
 1. To review Asset Portfolio (Risk Weight) and revise its 
credit / investment strategy and controls; 
2. Restrict the operating expenses to the maximum of 
75% of operating expenditure as on 31 March of the 
previous year;                  
3. Discussion in High Level Committee (HLC) meetings 
for improvement in the working 

Trigger 
Points    
(TP-III) 

(iii) CRAR 
less than3% 

a)  In addition to the self- corrective actions indicated at 
I (ii),     
 1. Not to incur, without prior approval of NABARD, 
capital expenditure in excess of 0.5% of Fixed Assets of 
the bank as on 31 March of the previous financial year. 

 

 

Sl. 
No
. 

Parameters Trigger Points(TP-I) Trigger Points(TP-II) 

II Asset 
Quality 
(NNPA) 

(i) Net NPAs of 12% or above 
but less than17% 

(ii)Net NPAs of17% and 
above 

 Suggested 
Corrective Action 
for RCBs 

a) Submit Board approved Monitor 
able Action Plan for reduction 
of net NPAs to less than 5%, to 
NABARD, Regional Office 
concerned including the 
following: 
1. Not to declare or pay 

dividend without prior 

approval of NABARD, 

Regional office concerned; 

2. Not to make donations 

without prior approval of 

NABARD, Regional Office 

concerned; 

3. Review loan and recovery 

policies, strengthen follow- 

up mechanism including 

loan review mechanism for 

large loans; 

4. Upgrade credit due 

a) In addition to the self- 

corrective actions 

indicated at II (i), 

1. Contain 

sanction/fresh 

disbursal of credit 

facilities to sectors / 

segments having 

high proportion of 

NPAs / defaults; 

2. Explore 

implementing board 

approved non- 

discriminatory and 

non -discretionary 

OTS/write off with 

due approvals; 

3. Restrict the 

Operating expenses 

to the maximum of 



HPSCB Capital Management policy 

 

Page 13 of 21 
 

diligence process and 

systems; 

5. Identify sector and area / 

branches having high 

percentage of NPA / 

overdue with steps for 

time-bound recovery; 

6. Initiate/expedite legal 
action on recovery of NPAs; 

7. Expedite action for recovery 

of dues from Societies

 under 

liquidation; 

75% of operating 

expenditure as on 

31 March of the 

previous year; 

4. Not to incur, without 

prior approval of 

NABARD,

 capi

tal expenditure in 

excess 

of0.5%ofFixedAsset

s of the bank as on 

31 March of the 

previous financial 

year; 

Sl. 
No
. 

Parameters Trigger Points(TP-I) Trigger Points(TP-II) 

  8. Expedite action for disposal of non-

banking assets; 

9. Review prudent credit risk 

management framework / policies / 

process / procedures / prudential 

limit 

b)Bank to submit Quarterly Progress 
Reports (QPRs) on the action plan, 
duly approved by Board, to NABARD, 
Regional Office concerned 

Discretionary Action: Bank will not enter 
in to newlines of business 

 

5. Discussion in High 

Level Committee (HLC) meetings for improvement in the recovery 

Sl. 
No. 

Parameters Trigger Point 

III Asset 
Quality       
(GNPA) 

(i)Gross NPAs of more than 25% 

  Submit Board approved Monitorable Action Plan for reduction of 
gross NPAs to less than 25%, to NABARD, Regional Office 
concerned including the following: 

1.Reviewloanandrecovery policies, strengthen follow- up 
mechanism; 

2. Investigation for identification of the causes and fixing 

responsibility for the large advances becoming NPA/ 

malpractices/ fraud, if any. 

3. Bank to identify sectors/ activities with high NPAs and mount a 

recovery drive. 
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4. Conduct of portfolio study by NABARD and communicate 

specific action points to the bank. 

5. Quarterly review of action taken by the bank on the 

recommendations of portfolio study and action plan, by 

NABARD. 

6. Restrictions on sanction/ renewal of loans to specific activities/ 
sectors where high NPAs observed. 

7. Restriction on mobilisation of deposits. 
8. Restricting the bank from making grants/donations 
9. Restricting the bank from declaring/ paying dividend 

10. Restricting the bank from incurring capital expenditure. 
11. NABARD to request Cooperation Department to 

conduct investigation into the activities, specific to large NPAs, 
of the bank. 

12. Discussion in High Level Committee (HLC) meetings for 

improvement in the recovery 

 

I
V 

Profitability (i)Incurred losses during last 2 
consecutive years 

(ii) Incurred losses 

during last 3 or 

more consecutive 

years 

 Suggested 
Corrective 
Action for 
RCBs 

a) Submit Board approved 
Monitorable Action Plan to 
NABARD, Regional Office 
concerned including the following: 
1. Not to declare or pay dividend 

without prior approval of NABARD, 

Regional office concerned; 

2. Not to make donations 

without prior approval of NABARD, 

Regional Office concerned; 

3. Review loan and recovery 

policies, strengthen 

follow-up mechanism including loan 
review mechanism for large loans 
to reduce NPAs and contain 
generation of fresh NPAs; 
4. To desist from mobilizing/ 

renewing high cost deposit; 

5. Increase proportion of CASA 

deposits; 

6. Increase income from Non-

fund business; 

7. Restrict the operating 

expenses to the maximum of 75% 

a) In 

addition to the self- 

corrective

 actions indicated at IV 

(i), 

1. Restriction on Capital 

Expenditure to the 

extentof0.5%ofFixed 

Assets as on 31 March of 

previous year; 

2. Restrict operating 

expenses to the 

maximum of 50% of the

 operating expenditure 

as on 31 March of 

previous year 
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of the operating expenditure as on 

31 March of the previous year 

b)Bank to submit Quarterly Progress 
Reports (QPRs) on the action plan, 
duly approved by Board, to 
NABARD, Regional Office 
concerned 

Discretionary Action: Bank will not 
enter in to new lines of business 
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Annexure “I” 

Prudential Norms - Risk Weights for Computation of CRAR 

(StCBs/CCBs) 

I. Domestic Operations 
A. Funded Risk Assets 

 
Items of Assets Risk 

weight 
I Balances  

 1 Cash (including foreign currency notes) & balances with 
RBI 

0 

 2 Balances in current account with other banks 20 

II Investments  

 1 Investments in Government Securities 2.5 

 2 Investment in other approved securities guaranteed by 
Central Government / State Governments 

2.5 

 3 Investments in other securities where payment of interest 
and repayment of principal are guaranteed by Central 
Govt. (include investment in Indira / Kisan Vikas Patras 
(IVP/KVP) and investments in bonds and debentures 
where payment of interest and repayment of principal is 
guaranteed by Central Government / State Governments) 

2.5 

 4 Investments in other securities where payment of interest 
and repayment of principal are guaranteed by State 
Governments 
Note : Investment in securities where payment of 
interest or repayment of principal is guaranteed by State 
Government and which has become a non-performing 
investment, will attract 102.5 percentage risk weight 

2.5 

 5 Investments in other approved securities where payment 
of interest and repayment of principal are not guaranteed 
by Central / State Governments. 

22.5 

 6 Investments in government guaranteed securities of 
government undertakings which do not form part of the 
approved market borrowing program 

22.5 

 7 Claims on commercial banks, District Central Cooperative 
Banks and State Cooperative Banks, such as fixed 
deposits, certificates of deposits, money at call and short 
notice, etc. 

22.5 

 8 Investments in bonds issued by All India Public Financial 
Institutions 

102.5 
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Items of Assets Risk 
weight 

 9 Investments in bonds issued by Public Financial 
Institutions (PFIs) for their Tier-II Capital 

102.5 

 1
0 

All other investments 

 
Note: Intangible assets and losses deducted from Tier I 
capital should be assigned zero weight 

102.5 

 1
1 

Off-balance sheet (net) position in 'When Issued' 
securities, scrip-wise 

2.5 

II
I 

Loans and advances including bills purchased and 
discounted and other credit facilities 

 

 1 Loans and advances guaranteed by Government of India 0 

 2 Loans guaranteed by State Governments 0 

 3 State Government guaranteed advance which has become 
a non performing asset 

100 

 4 Loans granted to Public Sector Undertakings (PSUs) of 
Government of India 

100 

 5 Loans granted to PSUs of State Governments 100 

 6 Housing Loans 
 

(i) Loans to individuals (fully secured by mortgage of 
residential properties) 
up to Rs 30 lakh 

 
(a) LTV ratio is equal to or less than 75% 
(b) LTV ratio is more than 75% 

 
 
 
 

 
50 

100 

(ii) Housing – others 100 

  * LTV ratio should be computed as a percentage of total 
outstanding in the account (viz. "principal + accrued 
interest + other charges pertaining to the loan" without 
any netting) in the numerator and the realizable value of 
the residential property mortgaged to the bank in the 
denominator 

 

 7 Consumer credit including Personal loan 125 

 8 Loans up to Rs. 1 lakh against gold and silver ornaments 

Note : Where the loan amount exceeds Rs. 1 lakh, the 
entire loan amount has to be assigned the risk weight 
applicable for the purpose for which the loan has been 
sanctioned. 

50 
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 9 All other loans and advances including Education loan 100 

 

Items of Assets Risk 
weight 

 1
0 

Loans extended against primary / collateral security of 
shares 
/ debentures 

125 

 1
1 

Leased assets 100 

 1
2 

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 outstanding 

in excess of the amount guaranteed, will carry 100% risk 

weight. 

50 

 1
3 

Advances against term deposits, Life policies, NSCs, IVPs 
and KVPs where adequate margin is available 

0 

 1
4 

Loans and advances granted by State/Central cooperative 
banks to their own staff , which are fully covered by 
superannuation benefits and mortgage of flat/house 

20 

  Notes : While calculating the aggregate of funded and non-funded 
exposure of a borrower for the purpose of assignment of risk weight, 
banks may 'net-off' against the total outstanding exposure of the 
borrower – 
(a) advances collateralized by cash margins or deposits; 

(b) credit balances in current or other accounts of the borrower which 
are not earmarked for specific purposes and free from any lien; 

(c ) in respect of any assets where provisions for depreciation or for 
bad debts have been made; 

(d) claims received from DICGC / ECGC and kept in a separate a/c 
pending adjustment in case these are not adjusted against the dues 
outstanding in the respective a/cs; 

(e) Subsidies received under various schemes and kept in a separate 
account 

IV Other Assets  

 1 Premises, furniture and fixtures 100 

 2 Interest due on Government securities 0 
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 3 Accrued interest on CRR balances maintained with RBI 
and claims on RBI on account of Government transactions 
(net of claims of government / RBI on banks on account 
of such transactions) 

0 

 4 Interest receivable on staff loans 20 

 5 Interest receivable from banks 20 

 

Items of Assets Risk 
weight 

 6 All other assets 100 

V Market Risk on Open Position  

 1 Market risk on foreign exchange open position (Applicable 
to Authorised Dealers only) 

100 

 2 Market risk on open gold position 100 

 

B. Off-Balance Sheet Items 

 
The credit risk exposure attached to off-Balance Sheet items has to be first 

calculated by multiplying the face amount of each of the off-Balance Sheet 

items by 'credit conversion factors' 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. 

 
Sl.
No 

Instrument
s 

Credit 
Conversio
n Factor 
(%) 

1 Direct credit substitutes e.g. general guarantees of 
indebtedness (including stand L/Cs serving as 
financial guarantees for loans and securities) and 
acceptances (including endorsements with 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 
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5 Forward asset purchase, forward deposit and partly 
paid shares and securities, which represent 
commitments with certain draw down 

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 up to 
one year, or which can be unconditionally cancelled 
at any time 

0 

 

9 (i) Guarantees issued by banks against the counter 
guarantees of other banks 

(ii) 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) 

Note: In these cases, banks should be fully satisfied 
that the risk exposure is, in fact, on the other bank. 
Bills purchased / discounted 
/ negotiated under LC (where the payment to the 
beneficiary is not made 'under reserve') will be treated 
as an exposure on the LC issuing bank and not on the 
borrower. All clean negotiations as indicated above, 
will be assigned the risk weight normally applicable to 
inter-bank exposures, for capital adequacy purposes. 
In the case of negotiations 'under reserve' the 
exposure should be treated as on the borrower and 
risk weight assigned accordingly. 

20 

20 

10 Aggregate outstanding foreign exchange contracts of 
original maturity – 

 

(a) less than 14 calendar days 0 

(b) more than 14 days but less than one year 2 

(c) for each additional year or part thereof 3 

 Notes :  

 While calculating the aggregate of funded and non-
funded exposure of a borrower for the purpose of 
assignment of risk weight, bank may 'net-off' against 
the total outstanding exposure of the borrower credit 
balances in current or other accounts which are not 
earmarked for specific purposes and free from any 
lien. 
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 After applying the conversion factor as indicated 
above, the adjusted off-balance sheet value shall 
again be multiplied by the weight attributable to the 
relevant counter-party as specified. 

 

 

 

-0-0-0- 



 


