
BBAACCKKGGRROOUUNNDD
n the process of financial interm-
ediation, banks are exposed to severe
competition compelling them to
encounter various types of financial and
non- financial risks. Risk and uncertain-

ties, therefore, form an integral part and parcel of bank-
ing. Business grows mainly by taking risk as greater the
risk, higher the profit and hence the entity must strike a
trade off between the two. Risk is the potentiality that
both the expected and unexpected events may have an
adverse impact on the bank’s capital and earnings. While
the expected losses are generally taken care of by suitable
pricing methodology, the unexpected losses, both on
account of individual exposure and the whole portfolio

in entirety, is to be borne by the bank itself and hence is
to be taken care of by the requisite capital. Hence the
need for suitable capital structure and sufficient Capital
Adequacy Ratio is felt. There will thus be enhanced risk
sensitivity in the capital allocation process, in future.
Regulation of capital assumes significant importance so
as to reduce bank failures; to promote stability, safety
and soundness of the banking system; to prevent sys-
temic disaster and to ultimately reduce losses to the bank
depositors.

The Basel Committee on Banking Supervision
(BCBS) is a committee of banking supervisory authori-
ties of G-10 countries and has been developing stan-
dards and establishment of a framework for bank super-
vision towards strengthening stability of financial insti-
tutions in general and banks in particular. Bankers for
International Settlement (BIS) meet at Basel, situated at
Switzerland, to address the common issues concerning
bankers all over the world. The first Capital Accord -
1988, which was implemented in India during the eco-

<< EE XX EE CC UU TT II VV EE   SS UU MM MM AA RR YY >>

I

CHARTERED ACCOUNTANT APRIL 2004
1107

The author is Senior Manager, Vijaya Bank. The views expressed

herein are the personal views of the author and do not necessarily

represent the views of the Institute.

Bank’s Capital
Structure & Basle II

R.S. Raghavan

◆ In the process of financial intermedi-

ation, banks are exposed to severe com-

petition compelling them to encounter

various types of financial and non-

financial risks. Risk and uncertainties,

therefore form an integral part and par-

cel of banking. Business grows mainly

by taking risk as greater the risk,

higher the profit and hence the entity

must strike a trade off between the two.

The Basel Committee on Banking

Supervision (BCBS) is a committee of

banking supervisory authorities of G-10

countries and has been developing stan-

dards and establishment of a framework

for bank supervision towards strength-

ening stability of financial instiutions in

general and banks in particular. Basle II

has not evoked same positive response

mainly because of its complexity and

sophistication, difficult for application

and utility.

TTHHEEMMEE



nomic liberalization and globalization in 1991, was the
first attempt to prescribe rule based Capital Adequacy
norms for all the international banks so as to ensure a
level playing field for them. When the BIS came out with
its first Accord in 1988 with emphasis on Capital
Adequacy, it was internationally hailed as a milestone in
Banking Regulation. The Accord attempted to apply
state of the art financial modeling techniques for capital
adequacy requirements. But, 15 years down the line and
more specifically four years since 1999, Basel II has not
evoked same positive response mainly because of its
complexity and sophistication, difficult for universal
application and utility. Though three consultative
process are already over, no conclusion with clarity has
been arrived at. After third Quantitative Impact Study,
the effective date is now shifted to the financial year 2006
- 07 for due implementation.

TTHHEE  NNEEEEDD  FFOORR  CCAAPPIITTAALL  SSTTRRUUCCTTUURREE
Lower level of capital acts as a constraint and limit-

ing factor for enlarging business with simultaneous
adherence to Prudential Norms from various angles.
With a view to adhere to prudential norms in line with
international standards, to compete with new generation
banks having technological might and to enhance finan-
cial strength to meet the eventualities that may have
adverse financial impact, ideal capital structure is in the
prime agenda of any banks. The need for ideal capital
may increase in the years to come owing to pick up in
credit resulting in re-alignment in risk-weighted assets
and redeployment of excess funds over statutory SLR
requirements.

Major ownership by the government inhibits func-
tional autonomy by the banks. Moreover, better corpo-
rate governance can be enforced and ensured if only
there are diversified stakeholders. Past experience sug-
gests that substantial government holding has not been a
source of incentive to the morale of the performing
employees and hence do not promote higher efficiency
and better productivity. In view of the high level of Non-
Performing Assets though on declining trend in per-
centage terms, and the present profitable level, banks
may not be able to generate the required amount of cap-
ital internally. Moreover, ownership of commercial PSU
banks being predominantly with the government there
are budgetary constraints. Thus future resources of long-
term nature, viz. equity should necessarily be raised from
the market. The capital market has reacted very posi-

tively to the recent Initial Public Offer of Canara Bank,
Allahabad Bank & UCO Bank.

In line with the recommendations of the Committee
on Banking Supervision and Reforms (CBSR),
Government holding is proposed to be brought down to
the level of 33 % from the present level of 51 % and the
actual range is of the order of 60 % to 100 % in various
banks. This is likely to be achieved through issue of fresh
shares and if possible by returning the capital back to the
government. While diluting the ownership of govern-
ment, there is a proposal to diversify the ownership so as
to improve transparency and promote corporate gover-
nance. Presently, foreign holding is also permitted to the
extent of 74 %. The Government has already initiated
the process of disinvestment in PSU banks. By the turn
of the current financial year, most of the PSU banks, if
not all, would have tapped capital market at least once. In
the long run, this would help in lessening the burden on
exchequer on resources and in providing operational
freedom to take commercial decision. The transition
from 180-day norm to 90-day norm in asset classification
for provision requirements and the existing low-level
provision compared to the international standards may
result in additional capital requirements in the days to
come. All these proposals would pave way for the ideal
capital structure in the long run. The capital structure and
the quantum of capital held by the bank indicates the
ability to the function of credit creation, which is the
prime activity of any Bank.

Considering the differing viewpoint of shareholders
and regulators on the adequacy of capital, capital struc-
ture management has become important. While the
shareholders view capital as a tool to maximize wealth,
regulators take the stand of viewing it as a cushion to
absorb unexpected loss As the proportion of deposit to
the equity is very hight shareholder in a bank cannot dis-
regard and ignore the collective risk appetite of large
depositors. If a bank decides to substitute equity by debt,
then it may be visualizing that the margin of error is low
when it comes to lending and investments activities,
which are primary avenues to deploy bank funds. Thus,
while capitalization is a debt equity balancing exercise as
far as shareholder is concerned, the regulator views it as
a risk minimization effort. Requirement of capital is not
just to meet the regulatory stipulations but also to
increase the financial robustness and hence, in the course
of time it may not be possible to do way with the capital
requirements even if the regulators don’t insist.
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TTHHEE  BBAASSEELL  IIII  CCAAPPIITTAALL  AACCCCOORRDD
Though it became a universal benchmark for assess-

ing the adequacy of regulatory capital, the 1988 capital
accord had certain shortcomings, some of which are
listed herein after:
➢ As there were only four risk weights such as 0%,

20%, 50% and 100%, inadequate differentiation of
credit risk had inadvertently crept in.

➢ In respect of investments, general quantum equiva-
lent to 2.5% risk weight for the entire portfolio was
provided for. (In the new accord, based on a model
capturing the volatility of the market, capital charge
is calculated.)

➢ The risk weights applied to AAA rated borrower and
that of lower rated borrower are same though the
risk profile of the borrowers may vary substantially
relatively. There was no relief of capital to the banks
holding relatively less risky assets in their books.

➢ Capital charge was same irrespective of the maturity
structure of credit exposure and the accord ignored
the fact that there is greater risk of default in the
longer-term exposure than the one maturing
shortly.

➢ The accord did not recognize the portfolio diversifi-
cation effect for credit risk, though such a treatment
was given in respect of market risk.

➢ The availability of certain credit risk mitigation tech-
niques such as cash margin, collateral security, etc
was not recognized.

➢ There was no capital charge for the operational risk,
though it was a very important source of risk and
may be, at times, more devastating than credit risk.
The Basel Committee emphasizes that the objec-

tives of safety and soundness cannot be achieved solely
through capital adequacy requirements and hence the
Capital Accord II comprise sophisticated approach con-
sisting mainly three pillar approaches. The first is
Minimum Capital Requirement; the second being
Supervisory Review and the third Market Discipline.
The revised accord can be considered as fully imple-
mented only if all the three pillars are put in place, as a
whole package.

The spread and nature of the ownership structure is
important as it impinges on the propensity to induct addi-
tional capital. While getting support from a large body of
shareholders is a difficult proposition when the bank’s
performance is.adverse, a smaller shareholder base con-

strains the ability of the bank to garner funds. It has no
maturity or repayment requirement and is expected to
remain as a permanent component of the core capital
without any repayment obligation. While Basel standards
currently require banks to have a capital adequacy ratio of
8 % with Tier I not less than 4% (50% of 8), the RBI has
mandated the banks incorporated in India to maintain the
Capital Adequacy Ratio at 9%. Maintenance of CAR is like
aiming at a moving target as the composition of risk-
weighted assets gets changed every minute on account of
fluctuation in the risk profile of a bank. The purpose of
Basel II is to introduce a more risk-sensitive capital frame-
work with incentives for good risk management practices.
It goes without saying that under Basel II approach capital
requirements will increase for those Banks that hold high
risk assets (low quality assets) and those with low risk
assets (high quality assets), a balanced portfolio as well as
effective risk management control systems may need less
capital requirements.

IINNTTEERRNNAATTIIOONNAALL  SSCCEENNAARRIIOO
Large & internationally active banks will have finan-

cial incentive to move to more complex capital adequacy
framework of Basel II. Large international banks, from
13 financially important countries represented on Basel
Committee as well as from 15 European Union member
states, have tested the most sophisticated Advanced
Internal Rating based approach. The result showed that
on an average, the big EU banks adopting Advanced IRB
approach would require 6% less capital than in the 1988
capital accord. In the 13 Basel Committee member coun-
tries comprising Japan, US, Canada, Switzerland, etc, the
capital requirement of big banks would drop by about
2%. In contrast, banks adopting least sophisticated
Standardised Approach may see their capital require-
ment rise. On an average, increase ranges from 3 % in the
case of large banks in 13 Basle Committee countries and
1 % among European Banks to 11 % and 6 % respec-
tively for small banks in Basel II & EU countries.

While 1988 Accord witnessed more than 100 coun-
tries, other than the G-10 team for which it was initially
meant, opting to comply with it, the new accord may, in
all probability and most likely not be accepted without
reservation. Already, as per the newspaper reports,
China; is reported to have formally rejected the Basel II
accord and decided to introduce its own requirements
according to the China Banking Regulatory Commission
British Banks have also appeared to have had expressed
their reservation of accepting the Basel II norms in total-
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ity. The Basel II Accord is not a once for all and once-only
requirement but is an evolving process to handle financial
innovation and increasing cross border transactions sup-
ported by technological advancements.

RRAADDIICCAALL  CCHHAANNGGEE  IINN  AAPPPPRROOAACCHH
In banks, asset creation is an activity that is subse-

quent to the capital formation and deposit mobilization.
Therefore, the proposition should be for a given capital
how much asset can be created without exposing to high
risk? Hence, in ideal situation and taking a radical view,
stipulation of Asset Creation Multiple (ACM), in place of
Capital Adequacy Ratio (CAR) would be more appropri-
ate and rational. That is to say, instead of Minimum
Capital Adequacy Ratio of 8 %, implying holding of Rs 8
by way of capital for every Rs 100 risk weighted assets,
stipulation of Maximum Asset Creation Multiple of 12.5
times, implying that asset can be created to the maximum
extent of 12.5 times of capital, would be meaningful.
However, as assets have been already created when the
norms of capital adequacy ratio were introduced, Capital
adequacy ratio is adopted instead of Asset Creation
Multiples. It may however be noted that at least, in
respect of the new banks starting from Zero, Asset
Creation Multiple (ACM) may be seriously considered
for introduction. Adjusting the capital to suit the already
created asset is akin to adjusting the leg (capital) to suit
the shoe (assets).

MMIINNIIMMUUMM  CCAAPPIITTAALL  RREEQQUUIIRREEMMEENNTT
Capital is the engine of the economy and the finan-

cial information is the oil that keeps the engine running
smoothly. The Capital Adequacy Ratio is the percentage
of bank’s Capital Funds in relation to the Risk Weighted
Assets of the bank. In the New Capital Accord, viz Basle
II, while the definition of Capital Fund remained the
same as that in 1988, the method of calculation of Risk
Weighted Assets has been modified to factor market risk
and operational risk, in addition to the credit Risk that
alone was reckoned in 1988 Capital Accord. Banks may
adopt any of the approach suitable to them for arriving at
the total risk weighted assets. In order to arrive at the cap-
ital requirement of a financial institution, factoring the
credit, market and operational risks, there are varieties of
approaches, to be chosen from under each of the risk.
There are several approaches to measure credit risk, &
operational risk as against the 1988 accord where there
was only one approach to measure credit risk. 

CCOOMMPPOONNEENNTT  OOFF  CCAAPPIITTAALL  FFUUNNDDSS
When we say Capital in relation to the financial insti-

tution like banks, what we mean is the Capital Funds,
which are the total Owned Funds available to the
Institution for a reasonably long time. The Capital Funds
consist of Tier I, Tier II and Tier III Capital, the compo-
nents of which are explained below.

Tier I: 
a) Owned Funds: The paid up capital brought in by the

owners and is not envisaged to be repaid during the
normal course of the business. 

b) Disclosed Reserves - Statutory reserves, capital
reserves are the reserves created by appropriation of
Retained Earnings (For example Retained profit,
General reserve & other surplus like share premium)

Tier II:
a) Revaluation of assets -45 % of the increase in valua-

tion 
b) Undisclosed reserves Reserves not encumbered to

any liabilities. 
c) General Provision and up to the extent of 1.25% of 

reserves RWA loss
d) Hybrid instruments capital instruments having the

debt & equity characters.
e) Subordinated debts Depending on the maturity

period, certain percentage of
debts not exceeding 50 % of
Tier I capital. Instruments
with initial less than 5 Year
period & residual period of
one year should not be consid-
ered. Graded discount @ 20
% per year for debts aged 5
years or below.

f) Investment Fluctuation - Reserves created to protect
erosion in valuation.

The extent of Tier II capital is restricted up to 100 %
of Tier I capital.

Tier III
This is arranged to meet part of market risk, viz.

Changes in interest rate, exchange rate, equity prices,
commodity prices, etc. Issuance of short term subordi-
nated debt subject to lock-in period clause of 2 years and
also limited to the extent of 250 % of Tier I Capital would
from part of Tier III capital.
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It may be noted that Investments made in sub-ordi-
nates, intangible assets, adverse balance in the Profit &
Loss account, etc. are deducted while the VRS related
deferred revenue expenditure is specially permitted not
to be reduced while arriving at the Capital Funds.

CCRREEDDIITT  RRIISSKK  MMEENNUU
Credit Risk can be measured through any of the

three approaches, viz. Standardized Approach,
Foundation Internal Rating Based Approach and
Advanced Internal Rating Based Approach.

In Standardized Approach, the bank allocates a risk
weight to each asset as well as off balance sheet items and
produces a sum of Risk Weighted Assets values. Thus
risk weight of 100 % may entail a capital charge of 8 %
and a risk weight of 20 % may entail a capital charge of
1.6%. The risk weights are to be refined by reference to a
rating provided by an approved external credit rating
assessment institution that meets certain standards. In
Foundation Internal Rating Based approach, the bank
rates the borrower and results are translated into esti-
mates of a potential future loss amount that forms the
basis for minimum capital requirement. In the Advanced
Internal Rating Based approach, the range of risk
weights will be well diverse.

The risk weights for sovereigns would range from 0
to 150 % depending on its credit rating. With regard to
banks, all banks in a given country will be assigned a risk
weight one category less favourable than that assigned to
claims on sovereign of incorporation with a cap of 100%
In case of banks incorporated in countries rated below B,
the risk weight will be capped at 150%. The risk weights
for corporate would vary from 20% to 150%. However
the unrated corporate is given a 100 % weight for the rea-
son that there may be certain good corporate who are not
rated. It appears that it may provide an incentive to the
corporate to remain unrated.

MMAARRKKEETT  RRIISSKK  MMEENNUU
Market Risk, being of dynamic in nature, is mea-

sured through either standardized or internal models
approach and there is no change in this regard.

OOPPEERRAATTIIOONNAALL  RRIISSKK  MMEENNUU
Here again, there are three approaches, popularly

known as Alpha, Beta & Gamma approaches as briefed
herein after:

Alpha approach is the Basic Indicator approach
where one indicator for operational risk is identified such
as interest incomer risk weighted assets, etc. Beta
approach is the Standardized approach which specifies
different indicators for different lines / units of business
and the summation of different business lines such as
Corporate Finance, Retail Banking, etc to be done.
Gamma approach is an internal measurement approach,
now known as Advanced Measurement approach and is
based on the internal loss data estimation for each com-
bination of business lines, bank is required to calculate an
expected loss value to ascertain the required capital to be
allocated / assigned.

CCAAPPIITTAALL  AADDEEQQUUAACCYY  RRAATTIIOO
The capital adequacy ratio is expressed as a percent-

age of Capital to the Risk Weighted Asset. In respect of
market risk and operational risk, the capital charge calcu-
lated using any one of the above methods is multiplied by
12.5 [For Rs 8 capital the RWA is 100 and hence the mul-
tiplying factor is 12.5 (100/8)] so as to bring it at par with
the risk-weighted asset for credit risk. Thus, the Capital
Adequacy Ratio, under the Capital Accord II, can be
expressed as follows:

Tier 1 + Tier 2 + 
Tier 3 Capital (Capital Funds)

Capital Adequacy Ratio = ———————————
RWA for Credit Risk + 
(12.5 X capital charge for 
Market & Operational risk)

Calculation of Capital Adequacy in relation to eco-
nomic risk is a necessary condition for the long-term
soundness of the financial institution. As banks carry on
the business on a wide area network basis, it is critical that
they are able to continuously monitor the exposure
across the entire organization and aggregate the risks so
that an integrated approach/view is taken. 

It can be achieved either or in combination of the
two aspects detailed below

a) Lowering the denominator (RWA or Exposure)
b) Increasing the numerator (Capital Funds) 

A. Lowering of the Risk Weighted assets can be achieved
mainly through:

a) Reduction in asset size without decline in credit quality.
b) Improvement in the asset quality at the existing

volume level.
c) Ensuring better recovery management &

CHARTERED ACCOUNTANT APRIL 2004
1111

TTHHEEMMEE



Striking compromise proposal and settlement
d) Composition of asset mix with low or nil risk

weight
B. Similarly improvement in the Capital Funds can be
achieved through primarily the following measures: 

a) Re-capitalisation through Public / Right issue
b) Employee participation in equity.
c) Revaluation Reserve (45 % of the increased val-

uation)
d) Merger of banks having superior capital ade-

quacy ratio
e) Cross holding within the permissible limits.
f) Innovative instruments - hybrid character to be

classified as tier II.
When the Capital Adequacy Ratio of the Nationalised

Banks numbering 19 & the State Bank Group Banks num-
bering 8 are compared during the last five years period
from 1997-98 to 2002-03, the same are grouped under two
broad parameters as bifurcated below:

1. Improvement in the Capital Adequacy Ratio
2. Decline in the Capital Adequacy Ratio.

I. Improvement in CAR (%) in the last five years

It may be noted that while all the 27 PSU banks
crossed the threshold level of 9.00 % CAR, except Dena
Bank who has CAR at 9.33 on 31.3.03, at just above the
minimum CAR of 9 %, all the remaining 26 PSU banks
have reached doubte digit CAR, a commendable
achievement. All the State Bank group banks, except
State Bank of Mysore at 11.62 & State Bank of
Travancore at 11.30, have CAR beyond 12 %, reflecting
high ability to absorb risk sensitivity.

The Composition of Capital and reserves forming
the Capital Funds of the PSU banks is furnished in the fol-
lowing table with reference to the position as at 31.3.03.

PAID UP CAPITAL, RESERVES & CAPITAL
FUNDS OF THE PSU BANKS AS AT 31.3.03  

(Rs in cr.)
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S.No. Name of the Bank 31-3-1998 31-3-2003

1 Andhra Bank 12.37 13.62

2 Bank of Baroda 12.05 12.65

3 Bank of India 9.11 12.02

4 Bank of Maharashtra 10.9 11.76

5 Canara Bank 9.54 12.50

6 Central Bank of India 10.4 10.51

7 Corportion Bank 16.9 18.50

8 Indian Bank 1.41 10.85

9 Indian Overseas Bank 9.34 11.30

10 Punjab National Bank 8.81 12.02

11 Syndicate Bank 10.49 11.03

12 UCO Bank 9.07 10.04

13 Union Bank of India 10.86 12.41

14 United Bank of India 8.4 15.17

15 Vijaya Bank 10.3 12.66

S.No. Bank Paid up Reserves Capital

capital Funds

1 State Bk Of India 526 16,677 17,203
2 St Bk. of Hyd.' D 17 1,234 1,251
3 St Bk. of Patialia 25 1,387 1,412
4 St Bk. of Trvanc' 50 673 723
5 St Bk of Bk & Jpr 50 853 903
6 St. Bk of Mysore 36 395 431
7 St. Bk of Souras 314 311 625
8 St Bk of Indore 18 566 584

SBI GROUP 1,036 22,096 23,132

S.No. Name of the Bank 31-3-1998 31-3-2003

1 Allahabad Bank 11.64 11.15

2 Dena Bank 11.88 9.33

3 Oriental Bank of Commerce 15.28 14.04

4 Punjab and Sind Bank 11.39 10.43

5 State Bank of India 14.58 13.50

6 State Bank of Saurashtra 18.14 13.68

7 State Bank of Travancore 11.48 11.30

16 State Bank of Bikaner & Jaipur 10.65 13.08

17 State Bank of Hyderabad 10.83 14.86

18 State Bank of Indore 9.83 13.09

19 State Bank of Mysore 11.61 11.62

20 State Bank of Patiala 13.24 13.57



It may be noted that when it comes to revival of
Banks like UCO Bank, Indian Bank, United Bank of
India, the quantum of capital did not matter as much as
the ownership status as the Government of India pulled
out the banks from the trouble and this would not have
been possible had the ownership status was different. Of
course, it is again debatable if these banks would have
encountered such trouble, had the ownership pattern
was drastically different. Some of the banks resorted to
return of capital only to tap or just after tapping public
funds from the market so as to change the ownership
mix or pattern. When the paid up capital to Deposit ratio
is lower, in the light of comfortable Capital Adequacy
Ratio where Capital Fund reckoned, it reflects to a cer-
tain extent superior position as it is indicative of sub-
stantial built up of reserves and surpluses.

It may be noted that adequate capital is not a substi-
tute for sound policies as it cannot take the place of expe-
rienced and progressive management and it can only
provide assurance to general public, the stakeholders
and the supervisory authorities that the bank has the
strength and wherewithal to survive adverse circum-
stances and conditions that even best management or an

astrologer can ever foresee.

EECCOONNOOMMIICC  CCAAPPIITTAALL
Besides the regulatory capital, the economic capital

is the amount of the capital that the firm has to put at risk
so as to cover the potential loss under the extreme mar-
ket conditions. In other words, it is the difference in
mark to market value of assets over liabilities that the
bank would aim at or target. The Economic Capital or
the Risk Capital is purely a notional one without the
Involvement of funds flow. It fluctuates from time to
time with the risk assumed by the bank as reflected in
earnings volatility. The internal risk model should be
dynamic and should facilitate a move from Regulatory
Capital to Economic Capital.

The risk based economic capital is the capital
required to cover all the three risks, viz. credit, market
operational risks. The computation of Economic Capital
involves factoring Credit Risk towards estimation of
unexpected losses, Market Risk through Value at Risk
for Trading Book  Earnings at Risk for Banking Book
(non-trading one) and Operational Risk through analyt-
ical as well as subjective methods. As against this
notional economic capital, the regulatory capital is the
actual Capital Funds held by the bank against the Risk
Weighted Assets. After measuring the Economic Capital
for the bank as a whole, bank’s actual capital has to be
allocated to individual business units on the basis of var-
ious types of risks. This process can be continued till cap-
ital is allocated at transaction / customer level.

With regard to the minimum capital requirement
recommended in the Basel II Accord, there are certain
issues such as applicability of complex and sophisticated
proposal universally, what constitutes an internationally
active bank (RBI has indicated that 20-25% business
should be sourced internationally), de-linking of credit
rating of the bank from that of the sovereign, relying on
External Credit Rating Agency’s rating that are showing
concern as far as clarity is concerned. Out of the 93 com-
mercial banks in India, 92 banks have complied with and
two financial institutions viz IFCI & IIBI did not meet
the minimum requirement, as could be noticed from the
Annual RBI report in Aug. 2003. While the average CAR
is well above 12 %, nearly 36 commercial banks have
CAR above 15 %, which reflects healthy sign.

Basel II may be made applicable only for globally
active banks, i.e. the banks having cross border business
ranging to 20 to 25 % of the total business (global
deposits and advances). As at 31.3.03 financials, only
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S.No. Bank Paid up Rese- Capital

capital rves Funds

1 Allahabad Bank 347 823 1,170
2 Andhra Bank 450 715 1,165
3 Bank of Baroda 294 4,093 4,387
4 Bank of India 488 3,053 3,541
5 Bank of Maha'tra 330 650 980
6 Canara Bank 410 3,739 4,149
7 Central Bk of India 1,124 1,300 2,424
8 Corporation Bank 143 2,227 2,370
9 Dena Bank 207 791 998
10 Indian Bank 4,574 556 5,130
11 Indian Overseas Bk 445 1,015 1,460
12 Oriental Bk of com 192 1,917 2,109
13 Punjab & Sind Bank 243 214 457
14 Punjab National Bk 2,365 3,768 6,133
15 Syndicate Bank 472 1,108 1,580
16 UCO Bank 599 606 1,205
17 Union Bank of India 798 2,107 2,905
18 United Bk of India 1,811 151 1,962
19 Vijaya bank 333 478 811

Nationalised Bank 15,625 29,311 44,936

27 PSU Banks 16,661 51,407 68,068



Bank of India has business of that range. In case, the for-
eign exchange business turnover (instead of the
advances and deposits) is reckoned, perhaps, Bank of
Baroda, Canara Bank, State Bank of India, etc., may
come for ensuring Basel II compliant.

CCOONNCCLLUUSSIIOONN
In Indian environment, as the owner of PSU banks,

the government provided capital in good measure
mainly to weaker banks. In doing so the government was
not acting as a prudent investor as the return on and the
return of such capital was never a consideration.
Moreover, capital infusion did not result in any cash flow
to the receiver, as the capital was reinvested in govern-
ment securities yielding low interest. Receipt of capital
was just a book entry with advantage of interest income
from the securities.

It is said that globalisation is nothing but producing a
product where it is cost effective, funding it where it is
cheapest & selling it where it is highly profitable. The risk
management system should align itself to this. There is no

finite end to improve efficiency and profitability through;
loss reduction and loss preventive measures. The finan-
cial system has to cope constantly with changes in the
broader environment in which it operates and face the
new challenges that those developments impose on it. 

Subsequent to nationalization of banks, capitaliza-
tion in banks was not given its due importance as it was
not felt necessary for the reason that the ownership of
the banks rested with government, creating the required
confidence in the mind of public. Combined forces of
globalization and liberalization compelled the public
sector banks, hither to protected from the vagaries of
market forces, to come to terms with the market realities
where certain minimum capital adequacy has to be main-
tained in the face of stiff norms in respect of Income
Recognition, Asset classification and Provisioning. It is
clear that multi-pronged approach would be required to
meet the challenges of maintaining capital at adequate
levels in the face of mounting risks in the banking sector.
Hence the adoption of capital structure with reference to
Basel II by the Indian banks would pay way for better
movement towards globalisation. ■
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NN OO TT II FF II CC AA TT II OO NN

RBI/2004/42
DBOD No.BP.BC 66/21.04.117/2003-2004 February 05, 2004

Chairman and Managing Directors
of all Public Sector Banks

Dear Sir,

Revised guidelines for compromise settlement of chronic Non-Performing Assets (NPAs)

of public sector banks upto Rs 10 crore

Please refer to our circular DBOD No.BP.BC.108/21.04.117/2002-2003 dated May 23, 2003 extending the
time limit for processing of applications for settlement of NPAs upto Rs.10 crore from 31st October 2003 to
31st December 2003.
2. In the context of requests received for extending the time limit for operation of the guidelines it has been
decided, in consultation with the Government of India, that applications for one time settlement of chronic
NPAs of public sector banks upto Rs.10 crore may be received upto 31st July 2004. Consequently, the last
date for processing applications received upto 31st July 2004 would also be extended to 31st October, 2004.
3. Please acknowledge receipt.

Yours faithfully,

Sd/-
(C.R.Muralidharan)
Chief General Manager-in-Charge


