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Dear Sir / Madam,

Bilateral Netting of Qualified Financial Contracts - Amendments to Prudential
Guidelines

Please refer to the circular DOR.CAP.51/21.06.201/2020-21 dated March 30, 2021
and circular DOR.CAP.REC.N0.97/21.06.201/2021-22 dated March 31, 2022 on the
captioned subject.

2. At present, while computing capital requirements for counterparty credit risk, the
following exposures, wherever allowed to be undertaken, are exempted or capped:

a) foreign exchange (except gold) contracts which have an original maturity of 14
calendar days or less are excluded from capital requirements for counterparty
credit risk.

b) ‘sold options’, provided the entire premium / fee or any other form of income is
received / realised, are excluded from capital requirements for counterparty
credit risk.

c) For Credit Default Swap transaction where bank is protection seller, the

exposure is capped at the amount of premium unpaid by the protection buyer.

3. We have received queries from regulated entities (REs) regarding the applicability
of the above exemptions / caps under the Bilateral Netting framework. In this
connection, it is clarified that:

a) the exemption for foreign exchange (except gold) contracts which have an
original maturity of 14 calendar days or less shall be applicable to entities
calculating the counterparty credit risk under Original Exposure Method without
taking the benefit of bilateral netting. Accordingly, the exemption would be
applicable only to Regional Rural Banks, Local Area Banks and Co-operative
Banks, where the bank has not adopted the bilateral netting framework. For

other entities, the exemption shall stand withdrawn.
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b) ‘sold options’, provided the entire premium / fee or any other form of income is
received / realised, can be excluded only when such ‘sold options’ are outside
the netting and margin agreements.

c) For Credit Default Swaps where the bank is the protection seller and that are
outside netting and margin agreements, the exposure may be capped to the
amount of premium unpaid. Banks have the option to remove such credit

derivatives from their legal netting sets in order to apply the cap.

4. Accordingly, the select instructions have been modified/ amended as detailed in

Annex.

Applicability

5. This circular is applicable to all Commercial Banks, Co-operative Banks, Standalone
Primary Dealers, Systemically Important Non-Deposit taking Non-Banking Financial
Companies (NBFC-ND-SIs), Deposit taking Non-Banking Financial Companies
(NBFC-Ds) and Housing Finance Companies (HFCs).

6. These instructions shall come into force with immediate effect.

Yours faithfully,

(Usha Janakiraman)
Chief General Manager
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