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Dear Sir,

Lending against Gold Jewellery

Please refer to our circular DBOD.No.BC.138/21.01.023/94 dated November 22, 1994 on
‘Advances against Gold Ornaments and Jewellery for the purpose of Medical Expenses and
Meeting Unforeseen Liabilities’, wherein banks were advised that while granting advances
against gold ornaments and jewellery, they should observe the necessary and usual
safeguards and should also frame a suitable policy in this regard with the approval of their
Boards of Directors.

2. As a prudential measure, it has been decided to prescribe a Loan to Value (LTV) Ratio of
not exceeding 75 per cent for banks’ lending against Gold jewellery (including bullet
repayment loans against pledge of gold jewellery). Therefore, henceforth loans sanctioned by
banks should not exceed 75 per cent of the value of gold ornaments and jewellery.

3. In order to standardize the valuation and make it more transparent to the borrower, it has
been decided that gold jewellery accepted as security/collateral will have to be valued at the
average of the closing price of 22 carat gold for the preceding 30 days as quoted by the India
Bullion and Jewellers Association Ltd. [Formerly known as the Bombay Bullion Association
Ltd. (BBA)]. If the gold is of purity less than 22 carats, the bank should translate the collateral
into 22 carat and value the exact grams of the collateral. In other words, jewellery of lower
purity of gold shall be valued proportionately.

4. It is reiterated that banks should continue to observe necessary and usual safeguards and
also have a suitable policy for lending against gold jewellery with the approval of their Boards
of Directors.

Yours faithfully,

(Rajesh Verma)
Chief General Manager

This document has been compiled as service to our clients. We recommend that you seek professional advise prior to
initiating action on specific issues.
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