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  FIRST NOTES 
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RBI circular on utilisation of floating 
provisions 

The Reserve Bank of India (RBI) had issued a 
master circular dated 2 July 2012, which 
consolidated instructions/ guidelines issued to 
banks till 30 June 2012 on matters relating to 
prudential norms on income recognition, asset 
classification and provisioning pertaining to 
advances, including creation and utilisation of 
‘countercyclical provisioning buffer’/’floating 
provisions’.   

The RBI vide its circular dated 7 February 2014, has 
decided that as a countercyclical measure, banks 
may utilise upto 33 per cent of countercyclical 
provisioning buffer/floating provisions held by them 
as on 31 March 2013, for making specific 
provisions for non-performing assets, as per the 
policy approved by their Board of Directors.   

It is further clarified that the utilisation of 
countercyclical provisioning buffer/floating 

provisions under this measure may be over and 
above the utilisation of countercyclical provisioning 
buffer/floating provisions for the purpose of making 
accelerated/additional provisions as proposed in the 
Reserve Bank’s Press Release dated 30 January 
2014 on ‘Early Recognition of Financial Distress, 
Prompt Steps for Resolution and Fair Recovery for 
Lenders: Framework for Revitalising Distressed 
Assets in the Economy’.   

The current circular also emphasises that banks in 
accordance with the Discussion Paper on 
‘Introduction of Dynamic Loan Loss Provisioning 
Framework for banks in India’ dated 30 March 
2012, should develop necessary capabilities to 
have a dynamic loan loss provisioning framework in 
place which would enable banks to build up 
‘Dynamic Provisioning Account’ during good times 
and utilise the same during downturn. 

Our comments 
The master circular dated 2 July 2012 issued by the RBI, mentioned the circumstances under which 
the floating provisions could be utilised for making specific provisions in impaired accounts. As a 
result, due to the significant deterioration in the credit quality of the assets experienced by most of 
the banks, the current circular permits banks to utilize the floating provisions which were created in 
the earlier years to meet the provisions for non-performing assets.  

The RBI has tried to take a balanced view by requesting banks to develop necessary capabilities to 
compute their long term average annual expected loss for different asset classes, for switching over 
to the dynamic provisioning framework, as per the discussion paper issued in 2012. 

The bottom line 
• The RBI has provided banks with some relief from the higher level of provisions that is being 

witnessed in the banking system currently.  

• The RBI has also highlighted the need to have a system in place to meet such exigencies in the 
future.   
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