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THE GAZETTE OF INDIA, JUNT 8, 2015 (JJYAISTHA 18, 1935 (Par 311580 4

National Housing Bank
Mew Delhi, thellst March, 2013

No. NHB.HFC.DIR.7 / CM:[;;’ 2013 - In exercise of the powers conferred
by Sections 30A and 31 of the National Housing Bank Act, 1987 (53 of 1987} and all
the powers enabling it in this behalf, the National Housing Bank having considered
it necessary in the public interest and being satisfied that for the purpose of enabling
it to regulate the housing finance system to the advantage of the country, it is
necessary so to do, hereby directs that the Housing Finance Companies (NHB)
Directions, 2010 (hereinafter referred to as the principal Directions), shall, with

immediate effect be amended in the following manner, namely:-

1. 'In Paragraph 30 of the principal Directions, for Explanation No. (2), the

following shall be substituted, namely:-
“(2) Off-balance sheel ilems

A General

HFCs wili calculate the total risk weighted off-balance sheet credit exposure as the
sum of the risk-weighted amount of the market related and non-market related off-
balance sheet items. The risk-weighted amount of an off-balance sheet item thal
gives rise to credit exposure will be calculated by means of a two-step process:

i.  the notional amount of the transaction is converted into a credit equivalent
amount, by multiplying the amount by the specified credit conversion factor or
by applying the current exposure method: and

ii.  the resulting credit equivalent amount is multiplied by the risk weight
applicable, viz, zero percent for exposure to Central Government/State

Governments, 20 percent for exposure to banks and 100 percent for others.
B. Non-markei-velated off- balance sheet items

The credit equivalent amount in relation o a non-market related off-balance shect
item will be determined by mulliplying the contracted amount of that particular

{ransaction by the relevant credit conversion factor (CCF).
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{ Item | Item Description Credit
No. Conversion
o Factor
i i. | Undisbursed amount of housing loans/ other loans o o 50
|ii. | Financial & other guarantees - 100
iii, | Share/debenture underwriting obligations 50
iv. Partly-paid shares/ debentures I e
v, Bills discounted/ rediscounted , 100
i, Lease contracts entered into but yet to be executed i 100
vii. | Sale and repurchase agreement and asset sales with recourse, where * 100
the credit risk remains with the HFC. | |
| vill, | Porward asset purchases, forward deposits and partly paid shares 100
and securities, which represent commitments with certain draw
down o N
ix. Lending of HFC securities or pmlmg of securities as collateral by 100
HFC, mcluding instances where these arise out of repo style
___________ transactions - -
X, Other commitments (e.g., formal standby facilities and Cruixt lines
(including project loans)) with an original maturity of
up to one year 20
e VL G RORE Yo, s 20
xi. | Similar commitments that are unconditionally cancellable at any 0
time by the IIFC without prior notice or that eflectively provide for |
automatic cancellation due to deterioration in a borrower’s credit :
| | worthiness N
| Take-out Finance in the books of taking-over institution |
xii. | (a) | Unconditional take-out finance 100
| (b) | Conditional take-out finance . 5
MNote: As the counter-party exposure will defermine the risk weight, |
it will be 100 percent in respect of all borrowers or zero percent if |
o i} covered by Government guarantee. o L I
xiii. | Commitment to provide liquidity facility for securitization of 100
| standard asset ir ansactions - o S
xiv. | Second loss credit enhancement for secur 1taxah0n of standard asqu‘: 100
| transactions provided by third party - PN (RS
|[ xv. | Other contingent liahilities (To be specif :[io_}_ ________ B ___ 50
Note:

. Cash margins/deposits shall be deducted before applying the conversion fuctor

d—ub L2003
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it. Where the non-market velated off-balmice sheef ifem is an undrawn or partially undraum
fund-based facility, the amount of wndrawn convmitiment to be included in calculating the aff-
balance sheet non-market related credil exposures is the maxinmon unused portion of the
commitment that could be drawn during the remaining period to malurily. Any drawn
portion of a commitment forms a part of HFC s.on-balance sheet credit exposure,

For example: R

A tertn loan of Rs. 100 cr is sanctioned for a large housing project which can be drawn down
in stages over a three year period. The terins of sanction allow draw down in three siages -
Rs. 25 crin Stage 1, Rs. 25 cr in Stage I and Rs. 50 cr in Stage 11, where the borrower needs
the HFC's explicit approval for draw down under Stages 11 and IIf after completion of certain
formalities. If the borrower has drawn already Rs. 10 cr under Stage 1, then the undraon
portion would be computed with veference to Stage I alone i.e., i will be Rs.15 cr. If Stage I is
scheduled to be completed within one year, the CCF twill be 20 percent and if it is more than

one year then the applicable CCF wnll be 50 per cent.

C. Market Related Off-Balance Sheet Ttems

i.  HFCs should take into account all market related off-balance sheet items (OTC
derivatives and Securities Financing Transactions such as repo / reverse repo/
CBLO etc.) while calculating the risk weighted off-balance sheet credit
exposures.

ii. The credit risk on market related off-balance sheet items is the cost to an HFC of
replacing the cash flow specified by the contract in the event of counterparty

default. This would depend, among other things, upon the maturity of the
contract and on the volatility of rates underlying the type of instrument.

iti.  Market related off-balance sheet items would include

a. interest rate contracls - including single currency interest rate swaps, basis
swaps, forward rate agreements, and interest rate futures;

b. foreign exchange contracts, including contracts involving gold, - includes
cross currency swaps (including cross currency interest rate swaps), forward
foreign exchange contracts, currency futures, currency options;

c. Credit Default Swaps; and
d. any other market related contracts specifically allowed by the National
Housing Bank which give rise to credit rigk,
iv.  Exemption from capital requirements is permitted for -
a. foreign exchange (except gold) contracts which have an original maturity of
14 calendar days or less; and
b. instrumenls traded on futures and options exchanges which are subject to

daily mark-to-market and margin payments.
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v. The exposures to Central Counter Parties (CCPs), on account of derivatives
trading and securities financing transactions (e.g. Collateralised Borrowing and
Lending Obligations - CBLOs, Repos) outstanding against them will be
assigned zero exposure value for counterparty credit risk, as it is presumned that
the CCPs' exposures to their counterparties are fﬁIﬁ collateralised on a daily
basis, thereby providing protection for the CCP's credit risk exposures.

vi. A CCF of 100 per cent will be applied to the corporate securities posted as
collaterals with CCPs and the resultant off-balance sheet exposure. will be
assigned risk weights appropriate to the nature of the CCPs, In the case of
Clearing Corporation of India Limited (CCIL), the risk weight will be 20 per
cent and for other CCPs, the risk weight will be 50 percent.

vii. The total credit exposure to a counterparty in respect of derivative transactions
should be calculated according to the current exposure method as explained

below.

L. Current Exposure Method

The credit equivalent amount of a market related off-balance sheet transaction
calculated using the current exposure method is the sum of i) current credit exposure
and i) potential future credit exposure of the contract.

i.  Current credit exposure is defined as the sum of the gross positive mark-to-
market value of all contracts with respect to a single counterparty (positive and
negative marked-to-market values of various contracts with the same
counterparty should not be netted). The Current Exposure Method requires
periodical calculation of the current credit exposure by marking these contracts

to market.

ii. Potental future credit exposure is determined by multiplying the notional
principal amount of each of these contracts, irrespective of whether the contract
has a zero, positive or negative mark-to-market value by the relevant add-on
factor indicated below according to the nature and residual maturity of the

instrument. _—
| " Credit Conversion Factors for interest rate related, exchange rate rela’recl
i ; and gold related derivatives

l Credit Conversion Faclors {“f’ s}

|

|

! Interest Rate | Exchange Rate |
l | Contracts Contracts & Goid

|.._*§.3111!3 yearorless e oo IO et JOA0

Overﬂrwyearmfweyeaﬁ i 100 | _10.00
|0V“ Dteyemes o - | FELL USSR IS L
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TH

d.

h.

For contracts with multiple exchanges of principal, the add-on factors are to
be mulliplied by the number of remaining payments in the contract.

For contracts that are structured to secttle outstanding exposure following
specified payment dates and where the terms are reset such that the market
value of the contract is zero on these specified dates, the residual maturity
would be set equal to the time until the next reset date. However, in the case
of interest rate contracts which have residual maturities of more than one
year and meet the above criteria, the CCF or add-on factor is subject to a

floor of 1.0 per cent.

No potential future credit exposure would be calculated for single CUTTENCy
floating / floating interest rate swaps; the credit exposure on these contracts
would be evaluated solely on the basis of their mark-to-market value.

Potential future exposurcs should be based on 'effective’ rather than
'apparent notional amounts', In the event that the 'stated notional amount' is
leveraged or enhanced by the structure of the transaction, the 'effective
notional amount' must be used for determining potential future exposure,
For example, a stated notional amount of USD 1 million with payments
based on an internal rate of two times the lending rate of the HFC would
have an effective notional amount of USD 2 million,

Credif conversion factors for Credit Default Swaps(CDS):

A CDS5 creates a notional short position for specific risk in the reference
asset/obligation for the protection buyer. This position will attract a Credit
Conversion Factor of 100 and a risk weight of 100. The Add on factor may be fixed as
10 percent (of notional principal of CDS) in relation to potential future exposure.”

2

In Paragraph 32 of the principal Directions, the proviso to sub-paragraph (1)

shall be substituted by the following, namely:-

“Provided that within the overall ceiling prescribed under Sub- paragraph (1),

mvestment of a Imusmp finance company in the shares of another housing finance

company (other than its subsidiary /ies) shall not exceed fifteen per cent of the equily

capital of the investee company.

T
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5 Paragraph 37 of the principal Directions shall be substituted by the following,

namely:-
Opening of Branches /Offices

37 (1) A housing finance company shall, before ﬂperr_iI:Lg a branch or an office in
India, inform the National Housing Bank in writing of its intention te open a branch
or an office. '

(2)  No housing finance company shall open a branch outside India.

(3]  No housing finance company shall open a representative office outside India
without obtaining prior approval in writing from the National Housing Bank.

The application from HFC seeking approval would be considered keeping in view
the Non-Banking Financial Companies (Opening of Branch/Subsidiary/ joint
Venture/Representative Office or Undertaking Investment Abroad by NBFCs)
Directions, 2011, dated June 14, 2011, issued by the Reserve Bank of India and shall

be subject to the following:-

(()The representative office can be set up outside India for the purpose of
liaison work, undertaking market study and research but not undertaking any
activity which involves outlay of funds, provided it is subject to regulation by
a regulator in the host country. As it is not envisaged that such office would
be carrying on any activity other than liaison work, no line of credit should be
extended. :

(iijThe HFC shall obtain periodical reports about the business undertaken by
the representative office outside India. If the representative office has not
undertaken any activity or such reports are not forthcoming, the approvals

given for the purpose shall be reviewed/ recalled.

4. Amendment of Schedule [

In Schedule I of the principal Directions, for item 9, the following shall be
.ﬁu!.?.‘iﬁmt{?id, namely:-

9. No. of branches/ offices/ representative offices”

9(1) No. of branches in India

9(ii) No. of offices in India (including representative offices)

9(iii) No. of representative offices outside India

| 5-99 G1)2013
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A list showing the names and addresses along with contact defails (landline No., e-mail id,
etc.) of the places where the braiches in Indiafoffices in Indin (including representative

offices) frepresentative offices outside India are situated, should be enclosed.”

5

Amendment of Schedule IT

-

In Schedule 1T of the principal Directions, for Part E, the following shall be

substituted, namely:-

PART-E- Weighted non-funded exposure/ off-balance sheet items

[Amount T in lakhs]

Item
Mo,

Item description

Item
code

Book
Value

Conversion
Factor

Equivale | Risk | Adjusted |
nt wit. value

Undisbursed amount
of housing loans/
other loans

311

50

Financial & other
guarantees

312

100

iii.

Share/ debenture
underwriting
obligations

33

50

v,

Partly-paid  shares/
debentures

314

Bills discounted
rediscounted

315

100

b wi.

Lease contracts
entered into but yet
to be executed

316 |

100

wvil.

Sale and repurchase
agreement and asset
sales with recourse,
where the credit risk
remains  with  the
HEFC.

317

100

wiii.

Forward asset
purchases, forward
deposits and partly
paid  shares and
secLrities, which
represent
commitments  with
certain draw down,

Lending  of  HIC
securities ar posting
of  securities  as

319

318

100




Pazr i—5EC. 4]

THE GAZETTE OF INDIA, JUNE 8, 2013 (JYAISTHA 18, 1935)

1354

collateral [:-_}r HFC,
including  instances
where these arise out
of repo style
transactions f

|

Other commitments
(e.g., formal standby
faciliies and credit
lines, (including
project loans)) with
an original maturity
of

up lo one year

over one year

320
@21
+

322)

321
322

20
50

%1,

Simnilar commitments
that are
unconditionally
cancellable at any
time by the IIFC
without prior notice
or that effectively
provide for
automatic
cancellation due io
deteripration in a
borrower's credit
worthiness

323

xii.

Take-out Finance in
the books of taking-

| over institution

324
(325

|

| 326) il

(a) | Unconditional
take-out finance

325

100

(b | Conditional
take-out [inance

326

50

Naote:  As  the
couttter-party
exposure  will
detertnine the
risk weight,
will  be 100
percent In respect |
of all borrowers
or zero percent if
covered by
Govermment
guaraniee.

f il | Commitment to |

327

T
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provide Eiqui&ity B !
facility for
securitization of
standard assel
transactions P o
xiv, | Second  loss  credit | 328 il 10
enhancement for )
securitization of
standard asset
| transaclions
provided by third
party
xv. | Other contingent 329 50 E
liabilities (to be
specified)
Total non- funded exposures | 300

/ﬂ. YVerma

Chairman & Managing Director
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