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INTERNATIONAL BANKING ( MODULE-A)

FOREIGN EXCHANGE MARKET

Foreign Exchange as defined in FEMA means foreign currency and includes:

ij All deposits, credits, balances payable in any foreign currency and any drafts, travelers cheques, letters of credit and bills of
exchange expressed or drawn in indian currency and payable in foreign currency;

ii) Any instruments payable at the option of the drawee or holder, thereof or any other party thereto, either in Indian currency or
in foreign currency or partly in one and partly in the other.

In short, the term ‘Foreign Exchange’ means the process of converting one national gurrency into another national currency and
transferring money. In such conversions, the foreign currency is always trea eg/as.a commodity and the home currency as the
medium of purchasing power, " %

Foreign Exchange Market and its Participants

a) Banks and Customers who have to buy or sell foreign exchange.

¢) Dealings between domestic banks and foreign banks.
TYPES OF FOREIGN EXCHANGE TRANSACTIONS

fading to an excess supply of foreign

interest Rates: Domes
j if high interest rates continue for a

currencies resulting jito appreciat
long term, economy W
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e determindtion: Speculative trading is a reality in Forex markets. It is

e 90%.

T BANKING & TYPES OF ACCOUNTS

Banks dkaling in international trade\and foreign exchange maintain accounts in various foreign countries for the purposes of
enter into drawing arrangements such as overnight or regular overdrafts limits, agency arrangements for
. collectiof of cheqles /. bills etc. The international banks involved are termed as foreign
i ef providing puch services is called as Correspondent Banking. In a Correspondent banking
ry that an aglount relationship should exist. Some of the services can be rendered without an
or arrangements like £heque clearing, OD arrangements, accounts are needed. The accounts when
maintained by banks if~a Correspondan elationship are classified as follows: i *

NOSTRO ACCOUNTS: NOSTRU Account means "OUR ACCOUNT WITH YOU". It is a fareign currency account maintained
by a bank in domestic country with a bank in foreign country. ;

VOSTRO ACCOUNT: VOSTRO Account means, "YOUR ACCOUNT WITH US". It is an account. of a foreign bank being
maintained in our country and with our bank. When Vostro accounts are opened, KYC norms are compuisory in India. Vostro
accounts are to be operated in line with RBI guidelines.

LORO ACCOUNT: LORO Account means "THEIR ACCOUNT WITH THEM™ This is an account of a third bank being
maintained by another o our bank

MIRROR ACCOUNTS: These are dummy accounts maintained by banks to know actual position of their accounts with the
foreign correspondent banks We may call it a pass-book of our accounts maintained with the correspondents

ctor in Exchange Ra
tive trade to daily forex t

account. However;
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INTERNATIONAL COMMUNICATION & PAYMENT SYSTEMS

A) SOCIETY FOR WORLD WIDE INTER BANK FINANCIAL TELECOMMUNICATIONS (SWIFT):

SWIFT an acronym for Society for world wide inter-bank financial telecommunications is & joint, nan—profit co-operative saciety
owned by about 250 banks Most of these are European and North Amencan banks with headquarter at Brussels.

SWIFT is a world wide, computer based secure net work system and each member has access to all the other members. |
operales on a secure network. It is a large network of interconnected banks and financial institutes facilitating secur:
international dealings. It eliminates the ‘need to maintain multiple coding systems with various correspondents and totally
removes the risk of theft of code books, errors creeping as a result of not updating of code books elc. Messages are delivered in
uniform performa or formats. This reduces the chances of misinterpretation or confusion. Besides being confidential, safe, seft
authenticated and swift in real sense, the system reduces the cost of the transactipn too. =

B) CHIPS (USA): CHIPS stand for Clearing House Inter bank Payment Systerx” It s
owned by New York house clearing association members. It processes mbre than™a
exchanged physically. Al foreign currency, third country commercial payms
C) EEDWIRE (USA): System of inter bank settlement.operated by Federal 'R
member banks throughout USA. The facility is available for paper instrument:
online transactions. I is therefore available in both on-line and off-line fo », iti jjicted to US Dollar instruments
only. It is not a general Inter-bank System but is restricted je-Fede amk and Bank¥having their accounts with
Federal Bank. It is meant for domestic settlements within USA.
D) CHAPS (UK): Clearing House Automated Payments, itish eduivalent to CPIPS, handling receipts
and paymenis in LONDON. This system also works op/the net settiement system.
E) TARGET (EURQ): Trans-European Aulomated'R
system comprising 15 national RTGS systems ing ir

F) RTGS-PLUS AND EBA (EURQ): These axg d yDi
5/Gros 0 participants. The EBA-EURO-1,

with @ membership of over 70 banks, ip | erbe i ! with focus on cross border Eurc
payments. For retail payments, EB/ : i bers across EU zone. STEP 2 is
also in use in EU zone, which faciljj ing industry standards.

sattions, Forex reserves and policies related
try. It maintains the gfnal vaiue of the rupee both through policy
el necessary. All trah€actions of Foreign exchange are governed by
mced to give directions in regard to Foreigrt Exchange transactions.

Under Sec %, RBI may after ghing reasonabie opportunities for hearing, impose on the authorized person, a
penalty 5.10,000/- (Rs. Ten thpusand) for bontravention of any direction given under FEMA or failure to_
file any fe / Mpavention, ap additional penalty which may exiend up to Rs.2,000/- per
day forjwhi [ rd.

ain returns & statements from ADs. Some impoitant statements are:

of compiling Balance of payments/monitoring transactions. Authorized Dealers

bugh their Nostro Accounts abroad and Vostro Accounts maintained with them in
: OSTRO)|and R Return (VOSTRO) respectively, as iaid down in the Guide to Authorizec

Dealers for cx

Rank within seven calendar days from the close of reporting period to which they relate.

AD Category - | Banls ;

BAL STATEMENT - Statement showing.Balances in Nostro, Vostro accounts

NRDCSR-Consolidated dataon-Nerfesident deposits

INTERNATIONAL BANKING STATISTICS (IBS)-Quarterly data or all international Assets & Ligbilities

X0S-Half yearly statement of Overdue Export bills of US$ 25,000 and above

BEF-Half yearly Statement showing details of Import transactions where remittances have been efiecied but evidence of Import
not received (USD 100,000 & above).

FEMIS: Daily data on Forex dealing room operations - %

EBW: Half yearly statement showing Export Bills Written off (30 June & 31 December)

STAT-5: Statement of FCNR deposits (total inflow, outflow and outstanding under FCNR accounts)

STAT-8: Statement showing inflow/outflow of deposits under non-resident (external) rupes (NRE) accouwts scheme and NRO
accounts scheme for the specified month

LRS- Liberalized Remittance Scheme of USD 2,50,000 for resident individuals: Monthly

Py 71)§ scose1, (1% & 2 FLOOR), SECTOR 47-D, NEAR PNB, CHANDIGARH, Mob: SO41085057, 5041071058 2
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BANK FINANACIAL MANAGEMENT CTol : Module-4

FOREIGN EXCHANGE MANAGEMENT AC<T (FEMA)

With the country ushering in lhe pid phase of reforms, the Parliamenl passed the Foreign Exchange Management Act (FEMA)
1999, on December 02, 1999, replacing FERA 1973. FEMA was implemented in India w.e.f. 1-6-2000.

Details of certain major departure made from FERA are provided hereunder:

a) The Govt assumes the role of facilitator and prometers of the economic developments under FEMA.

b) There were 81 Sections in FERA while FEMA has 49 sections

¢) FERA has Section 56 to deal with prosecutlons stipulating a punishment of not less than 6 months and not more than 7
years in addition to penalty for contravention of its provisions. FEMA holds out no threat of prosecution and violations shail
be treated as a civil offence.

d) Sec. 13 of FEMA provides for a penalty upto three times the amount invg
quantifiable, the penalty can go up to Rs. 2 lac. A continuing offence cag’invi
per day. FERA provided penalty upto 3 times.

e) FEMA defines certain terms such as:

CAPITAL ACCOUNT TRANSACTION: One that alters the assets or liabti

asselts or liability in India, of a person resident outside India.

CURRENT ACCOUNT TRANSACTION Other than a capital 2

ved for contravention and if the amount is not
it penalty, which may extend upto Rs. 5,000

bmemts due in connection with
ifary course of business.
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ed or controlled

FEMA incorporates an inclusive deﬁnmon of the
financial year wil!‘

by such person. Any person residing in India f& : {
be taken as resident in India. The definitiop/2igo exbludes person going outsids, India for t2 ki g up e

Foreign Exchange Dealers Ass
year 1958. The Associatiop

. ¥Gowt. of India. The main functions of
FEDAI are to lay down upiform rules and guidelinesMp

galers in India. Some of its functions are:

@ Maintaining a close I REMand Govt. of

® Maintaining a liaison wit Interp hnna hamber of Sommerce and other wosd bodies related to foreign trade and business.
L d ed to foreign exchange business amongst the members.

@ 0 exchange dealers.on policy matters related to foreign exchange dealings.

[ ] e regarding Transit period, Crystaltization, Forward covers elc, malgovem all the members.

yhproving Foreign Excharg

4te for purchase contract and TT buying rate for sale contract.
y funds, interest at 2% above the prime rate of the currency of the

of the banks now. Extended business hours for dealers, if any, should be

clive managemenl.

te exchange rates in

units of JPY =
EXPORT TRANSACTIONS - IMPORTANT TRANSIT PERIODS

All export bills to be allowed standard transit period, as prescribed, for the purpose of allowing concessional interest rates and

calculation of notional due dates. : 5

RATES: ADs will

ect terms. All currencies to be quoted as — per unit of foreign currency = INR, while
JPY to be guoted as %

1 | For Foreign Currency Bills. 25 ddys
2 | For Rupees Bills under LC - local reimbursement. 3 days
3 | For Rupee bills under LC and reimbursed by Ads elsewhera in India. - T days
4 | Rupee bills not under LC. 20 days
5 | Foreign currency Bills to be reimbursed by foreign banks in India. 20 days

Interest rate to be decided by each bank but within the RBI prescribed ceilings. ADs to refund interest in the event of early payment
of bills.

SCO 91, (1" & 2° FLOOR), SECTOR 47-D, NEAR PNB, CHANDIGARH, Mob: 9041086057, 9041071058 3




BANK FINANACIAL MANAGEMENT CTDI Modale-

EXPORT BILLS FOR COLLECTION: In the event of ADs delay of payment to the exporter, they will'pay interest from date of
realization to the date of actual payment. ADs may utilize 1 to 3 days to release payment depending upon the distance/location
of branch where payment has to be remitted.

CRYSTA TION: Unpaid Export bills should be crystallized at TT selling rate. Earlier FEDAI rule made it mandatory to
crystallize unpaid demand bills 30 days after the transit period and Usance bills, 30 days after the due date. However FEDAI has
given the authorised dealers the treedom to decide on the period for crystallisation which may be linked to risk factors like credil
perception of different types of exporter clients, operational aspects efc. In case the bills are realized after crystallization, TT
Buying rate is to be applied. . :

IMPORTS: Unpaid foreign currency bille drawn under L/C will be crystallized on 10" day from due date at Bills Selling Rates of
Confracted rates. -

INWARD REMITTANCES: All foreign currency inward remittances aqui'iralent to.Rs. one lac should immediately be converted in
indian rupees. Inward remittance for more than Rs. one lac may be converied &t the request of the customer but within the

permissible period. If the payment of inward remittance is delayed, ADs Mill pay derest @ 2% over the applicable to SB
accounts after a period of 10 days, for remittances up to Rs one lac and fokg days after heittance for more than Rs one lac.

FOREIGN CURRENCY FORWARD RATE CO CTS:

@ All Forward contracts should be for a definite period and amount.
@ In case delivery date has not been specified, an option period.o!

: e given. In case the last date
for delivery happens to be non-working day for Forexfealing, preced

e considered for effecting

delivery.
@ Al contracts, which have matured and have not hoé picked up, shall be auts w the 7™ day after the

maturity date.

Consequent to Liberalization, RBI has rerpoved s { 25! s otations. Wherefore, Indian currency is on @
Floating rate system, Banks are now iree : : ates. Market rates are determined by forces.
of Demand and Supply. By conventipf 2 : s

DIRECT METHOD: A given numbg 5 < it of foreid ency e.g. )S$ 1= Rs. 60.10

e.g. Rs. 100 = US$ 1.664

INDIRECT METHOD: A given pimber of units &f foreign currency e
¢ 100, However, with effect from 2™

In India, it was the practice g se the Indirect mathod of quotation.
Aug 1993 direct quotations are beingused. !
The foreigraychange quatali Js, +£ _ one at which the quoting Bank is willing |

it is wi : exan 500,41

n does not hyolve any delay in realisation of the foreign exchange by the:

: ould alreadyave been credited. TT Buying rate is anived al each bank

enalTEnradrain from the inter-bank buying rate thatis being quoted in the market.

if 981 (market) is quoting US$1 = INR 60.2825 the market, 0B which needs to artive al its TT Buying rate
d market rate will quote-eS¥pliows; °

: the customer, buy dollars from him and sell it in the market (SBI in this

3 margin (profit) account of 10B.

s/apply whet foreign bills are purchased. Banks build in higher margins in Bill buying to factor
 costs. For LJsance bills, banks guote rates taking the forward premium or discount on the
currency for matc) in $¢ consideration. '
FORWARD RATES? £s to take place at a date farther than the spot date, then it is a forward transaclionk
worked out on Forward reig orfcy could be quoled at a higher {‘Premium’) or 2 lower (‘Discount’) rate for future
deliveries. Given the connection between exchange rates and funds cost in a totally free market, the premium / discount on:
forwards would tend to equal the difference in in erest rates in the two currencies. - Il
ARRIVING AT FORWARD RATES: Forward rates are arrived as follows under normal arcumsiances

@® If the currency is quoted at a premium - Forward rate = Spot rate + Premium

@ If the currency is being quoted at a discount : Forward rate = Spot rate - Discount )
However, Forward rates quoted today in the market are not indicative of the direction in which fhe cumrency would move. The:
dynamic FX market has many factors which would influence currency values. But by and large, forward rates are warked oul

asing -

a) Spot price.

b) Interest rate differentials in the currencies involved. t

c) Term or tenor of the quote (One month, two month etc ).

mco o1, (1" & 2" FLOOR), SECTOR 47-D, NEAR PNB, CHANDIGARH, Mok 3841085057, 9041071 058
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INTER-BANK RATES: In Inter-Bank transactions, the delivery under a Forex transaction can be settled in following ways:

l_READY OR CASH '_rhe transaction to be settled on the same day. Also known as Value Today' (TOD).
TOM The delivery of foreign exchange/currency to be made on the day next to the date of transaction (T+1).
SPOT Exchange of currencies takes place on the second working day following the date of contract (T+2),
FORWARD When the delivery has to take place at a date farther than the spot date, then it is a forward transaction.

By default (unless otherwise specifically quoted), all Inter-bank transactions are quoled as Spot rates (delivery within T+2 days)
in Inter-bank markets. In the event of a delay in settling the transaction as agreed upon, interest for the delayed period will be
collected at 2% above the NSE- MIBOR (MIBOR: Mumbai Inter-Bank offered rate) for the day from the Seller bank (which had
delayed settiing ) as per FEDAI guidelines. ; ;

| APPLICATION OF EXCHANGE
SELLING RATES

TT Selling Rate
« Qutward remittances in foreign currency - (TT, MT, PO, DD).
= Cancellation of purchase.

= Bill purchased returned unpaid.

« Bill purchased transferred to collection account.

« Earlier inward remittance (converted into Rupees) if re
« Cancellation of forward purchase contracts

Bills Selling Rate: Transaction involving transfep6f proceeds it bills. Eveni{ procedds of import bills are remitted
ied is

in foreign currency by way of DD, MT, TT, PO, the‘rate to be a ill Selling t TT Selling Rate).
Foreign - TCs / Currency Notes: Applied fd( sale of Foreign TCs & Culvgncy

TT Buying Rate i
« Clean inward remittances (PO, M i ited to AlDs account abroad.
» Conversion of proceeds of inst
» Cancellation of outward TT,
= Cancellation of a forward
Bill Buying Rate
= Purchase / Discounti
» Where bank has to clai
center.
Foreign - T

remits cover for credit to a different

rter/NRI and other customers and sell EX fo their Importer
odity. They have to cover their transaction costs after adding
iation of India (FEDAI) used to issue guidelines for computing

: In practice, Exchange rates are quoted based on SPQT rates available in the
es and decide the market participant for their deal. Let us say, the Market

USD 1 = 60.25/,
This means they wi y dollars at 60.25 sell at 60.35.

SCENARIO-1: BANK 0 CHASE AN EXPORT BILL:

An Exporter has approached the bank with a bill denominated in US Dollars. He wants to know at what rate the Bank will buy
the bill from him. The dealer knows once he buys the dollar bill from his customer, he has to sell it in the market at Rs 60.25_ If
he has to make a profit in this transaction, he has to quote a figure lesser than Rs 60.25 to the customer. The difference which is
called margin depends upon the Bank's policy. Assuming that the bank wants to make a 0.1% margin, the dealer will do the
following calculations.

Rate at which the Market buys from him 1 60.25000
Less 0.1%of 60.25 (60.25 X 0.10/100) :  0.08025
Rate to be quoted to Customer : 60.18975 rounded to 60.19

(Hint: Rounding off depends on the rule given in the problem)
Thus, the bank will reduce its required margin from Market Buying rate and quote a suitable rate to the customer.

msco 91, (1* & 2" FLOOR), SECTOR 47-D, NEAR PNB, CHANDIGARH, Mob: 9041086057, 9041071058 5
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SCENARIO-2: BANK HAS TO QUOTE A SELLING RATE TO AN IMPORTER: %

Let us say an Importer wants to retire a bill in US §. Bank has to now quole a selling rate fo him Once again the Dealer will turn
to the Market rates. This time, he needs to buy the Dollars from the market and sell them to the Importer after making sure that
his profits are assured. Assuming that the Bank wants the same 0.1% margin here also. the Dealer would do the following

calculations:

Rate at which the Market would sell him dollars -~ : 60.35

Add Required Margin (60 35 X 0.1/100) : 0.06035

Rate at which Bank will sell to the customer : 60.28965 rounded to 60.29
SUMMARY:

1) Margins are reduced from Market buying rates to arrive at Bank's buying rates.
2) Margins are added to Market selling rates to arrive at Bank's selling rates,
3) Banks add different margins to different transactions depending on their policy, risks, transaction costs, status of the

customer, current positions in the currency to be quoted under the samée
4) In a Direct rate scenario, the maxim is always “Buy low and Sell high”

EXAMPLES:
1) If the market is quotiig GBP 1=99.60/80, at what rate can your
Answer: GBP1=99.80

ank buy G

2) If you have to quote a TT buying rate for GBP wit a 0.20% margin, whatwy if tye market is quoting
GBP 1=99.50/70 round off to two decimals? 2
Answer:

Market buying rate
Less Margin @0.2%
Rate to be quoted

99.500
0.199
99 301 Rounded to 9€.38

60.40/50 for USD. As the custopxer is very val4a ; igl this transaction:

: = gr, we have to sell it in the market.
Market buys USD at Rs. 60,40. We shall have to-guote rate base
margin here as stated in jife sum, the rate quoted Wil be USD1=60.40.

q Rupee account ¥ our bank, wants to fund his account by
purchase of Rs. 30.00 million 4gai . Assuming that the USD / INR interbank market is at 60.2550 / 2650,
what rate wo : : ing exchange margin. Calculate amount of USD you would

Answer: 00,00,000 (Rs.3 crores). He will be placing corresponding
amount convert ang@credit to his Rupee account with us. In other words, we will

Amount okdollars reqdied fo;r INR 30 00,00,001 is 30,00,00,00 = USD 497883.99 or USD 497884
If the deal Astruck, the forgign bank svould pay JJSD 497884 to our USD Nostro account.

At limes, direct qugtes are not available fog/certain pairs of currencies in the market, For example, we may have a quote for
INR/USD and anotherfor USD/GBP. Howeter INR/GBP may not be readily quoted. In such situations dealers arrive at INR/GBP
rates using the Cross ratem ism-end the Chain rule.

CHAIN RULE: :

Rule for arriving at a comparison or ralio between two quantities which are linked together through another quantity and consists |
of a series of equations, commencing with a statement of the problem in the form of a query and confinuing the equation in the '

form of a chain so that each equation must start in terms of the same quantity as that which concluded the previous equation.
1) You have to quote Cross rate for retirement of Import bill for GBP 100,000 by TT. Your margin is 0.15%. Market rate |

quotations are GBP / USD 1.6650 /60, USD / INR 60.40/50.

Answer:

« This is an Import bill settlement, we have to sell the required FX i.e. GBP 100,000 to the customer. We have to therefore
buy this required sum of GBP 100,000 from the market.

s The market is selling GBP as 1GBP = USD 1.6650/6660. Therefore, first we need USD.

« To buy USD, the rates quoted are 1USD = 60.40/50.

SCO 91, (1* & 2™ FLOOR), SECTOR 47-D, NEAR PNB, CHANDIGARH. Mob: 9041086057, 9041071058




BANK FINANACIAL MANAGEMENT CTDI Modale-&

Since we are buying, the market rate will be USD 1=60.50.

We need to pay USD 1.6660 to get 1GBP.

Therefore we need (1.6660 X 45.50) INR i.e. INR 100.793 to buy 1 GBP.

We have to add our margin which is 0.15%

Final rate will be (INR 100.793) plus ( 0.15% of 100.793=0.151) = 100.944(TT selling rate)

2) Mis PQRS wants to remit JPY 10.00 million by TT value spot, as part payment of an Import invoice.

Given that USD / INR is at 60.2500/60.2600 and USD / JPY is 103.15 / 103.25, and a margin of 0.15% is to be loaded to the
exchange rate, calculate rate to be quoted and the Rupee amount to be debited to the account of M/s PORS .

Answer: Since JPY is to be sold against Rupee, and the rate is not directly given, we would use cross rate mechanism to
calculate the same. We need to buy USD against INR and use the USD to buy JBY for the deal.

Thus, USD / INR rate would be 60.2600 (market USD selling rate — high) and AJSDMJPY at 103.15 {market JPY& selling rate —
low). The JPY / INR rate would be 60.2600 / 103.15 = 0.584197 per JPY

100 JPY = 58.4197
Add: Margin of 0.15 = 0.0876

= 50.5073
Rounded off to = 50.5070/100 JPY

Total rupee amount to be debited to the account of M/s PQRS y

| Rs. 58,50,700
(Note: JPY is quoted as per 100 Yen, as per FEDAI gi,rlde ]

As we are aware, banks have to quote forward
1) While entering in to a Forward Sale or Fo
2) While discounting a Usance Bill.

By definition, Forward rates are rates g ', Spobdeliveries i.eNbe
rates, Banks take cognizance of Fopsfard rates quoj€d by the
The currency may be trading at a Higher price (ppgmium) or a lo
The Forward rates are arrived‘at as follows:

or US 500,000.00, drawn 90 days sight (transit period 25
to be credited, presuming:

Answer;

(i) Calculation
Spot Rate Rs. 60.4000
Less: 0.15% marg . 0.0906
60.3094
Say . 60.3100
Add:  April Premium : .4000
Rate of the transaction (Bill Buying Rate) +*  80.7100

(1) Calculation of amount payable to the custemer:
USD 500,000.00at60.71 = 3,03,55,000.00
Interest 90 days @ 7.50% =  5,61,360.00
25 days @ 10.50 = 2,18,307.00

‘Amount payable to exporter = 3,11,34,667.00 (Commission and out of pocket expenses ignored)
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2) On 15 September, a customer request for booking of a Forward contact for export bill of USD 150,000.00, to' t
realized in the month of December. ;

Siven that USD / INR spot is 60.40 / 50 and forward premium is as under:
November: 30/32 paise December: 41/43 paise Margin to be charged 0.05 paise only

Answer:
For calculating rate for forward purchase contract, we need to take forward premium for November, the one that the mark
would pay, i. e. 30 paise.

(Convention: For a sale contract premium for the full period, up to end date of the contract shall be charged where as fi
ourchase contract, premium wouid be passed on only up to the beginning of the contract period, i.e. only up to the start dat
‘herefore we take the premia up to November only in this case).
Spotrateas 60.40

Premium 0.30

-orward Rate 60 .70

Forward Inter-bank rate arrived is 60.70 and deduct 0.05 paise as margin to arrive
of export proceeds during December, full month at the option of the customer (Fora

due for payment on 15 March 2014. Given rates S
Spot January: 10/12, Spot February : 21/23,
Charge Margin of 0.20%

USD / INR spot to be taken as
Premium payable
Spot February
Feb— 15" March
Add: Total premium
Thus IB forward rate

Add: Margin 0.20%

Rate for customer B

4) You are required to bod ale USD 1.00 million delivery 3rd month and another forwan
purchase copt i : " wmonth. Given that USD / INR spot is 60.1000/1100, premiun

guoted as, nder. calculate gate i 5, if the exchange margin of 0.15% is to be loaded for th

{Note: For a sale conftract
premium for the full period, up
to end date of the contract shall

Ans
a) Cal i e he . be charged, i.e. full 3 months,
Spot rate\} en i ) 60.1100 where as for purchase contract,
3 month pi¢ ? 0.1450 premium would be passed on
Add: Margin.20% 0.1205 only up to the beginning of.the
60.3755 - contract period, i.e. only up to

Rounded off fo: 60.3750 ! the start date, or for 1 month
b) Calculation of ra e 4f USD 2.00 million: only).
Spotratetnbetaken(l c e afarket) a 60.1000 .
imonth premium to be paid / passe 3 0.0450

- 60.1450
Less: Margin 0.15% 0.0902
Rounded off to 60.0548

SPACE FOR NOTES
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5) A Forward purchas;a contract for USD 500,000.00 booked 2 months back at §1.5500 is due for delivery 2 days later
{spot date). The customer is informed by the drawee of the bill that the payment will be delayed for one month. Given
that the Interbank spot is 60.0675 / 0.750 and one month forward premium is 05/06 paise, and margin on TT buying and
7T selling would be 0.15%, calculate rate for cancellation of the existing contract and also give indicative rate for re-
booking of one month fixed date or option oontract beginning one month from spot date.

Also, calculate the amount to be debited / credited to the customer’s account on spot date, upon cancellation of the
contract.

Answer: The existing forward contract would have been booked at TT buying rate, and hence it has to be cancelled at opposite
1T selling rate, computed as under: .

interbank USD / INR spot (higher of the two) 60.0750
Add: Margin 0.15% 0.0901

60.1651 ®
The contract would be cancelled at 60.1650

Rupee amount at contracted rate USD 500,000 @ 61.5500 = Rs. 3,07,75,00
Less amount at cancellation rate USD 500,000 @ 60.1650 = Rs. 3,00,82,500
Amount due to the customer

(To be paid to his account on spoi date)

{b) Indicative rate for contract proposed to be re-booked:
If the contract is booked with option of one month begiafiing s
Interbank rate ' 60.0675
Less: Margin 0.15% 0.0901

Or say 59.977

If the contract is_booked fo delivery fxe: ate one
month would be passed to the cusjgfner as under,”

Interbank rate
Add: Premium for one mo

beginning after one month, premium for 1

Less: Margin 0.15%

drt in every hundred parts such as Rupee 1 per rupees 100,
every thousand, such as Rupee 1 per Rupee 1,000.

advantage in checking roughly any calculations, such:as interest when allowed

ARBITRAGE IN EXCHAN
Arbitrages consist in the simultaneous buying and selling of a commodity in two or more markets to take advantage of temporary
discrepancies in prices. As applied to dealings in foreign exchange, arbitrage consists of the purchase of one currency for
another in one centre, accompanied by an almost immediate resale against the same currency in another centre, or in
operations conducted through three or more centres and involving several currencies. A fransaclion conducted between two
centres only is known as simple or direcl arbitrage. Where additional centres are involved, the operation is known as compound
or three (or more) point arbitrage.
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FOREX DEALING ROOM OPERATIONS

A Dealing Room in Bank is the nerve centre of its Foreign Exchange activities. Some of the key functions are:

® Quoting of daily rates for Merchant banking activities.

@® Managing the funds in the Nostro accounts.

® Performing cover transactions for the positions resulting from Forex operations of all the branches after aggregating figures.
® Risk Management through limits, Derivatives and best practices.

TYPICAL DIVISIONS IN A DEALING ROOM i

DIVISION FUNCTIONS u

FRONT OFFICE or | Headed by a Chief dealer has several dealers focusing on differentnarkets, Clients, Currencies depending on the size and |

| THE DEALING ROOM | needs of the Bank. Dealers are lo funclion within set limits or obiai special dpprovals. |
(Responsible for actual | Exposure Limits: These caps are put in place to protect the bénk from credif tigk, against any defaulls by the counter party in |

deals} the dealing room. < .

Meansactions - -- by all branches and Inter-bank

Currency Positions: These are arrived at after !
Overbdught or Oversalthgositions (if any) and put through

dealings and should be managed in such a way as-tertade
cover transaclions lo neutralize the over expose
Funds Position: Reflects the net of Infloys
such as Funding risks (a type of liquidity4fsk, Interest rate risk etc).
Internal Controls: The most importart of the in s are Posilion ai
kinds : (a) On deal size, On Open ons, an (c) Stop-los
Thus the Front office s focused g generatin

ing
MIDDLE OFFICE Exclusively engaged in proyiding ation to tos, management\Widdle office % responsidlg, ifidependent markel risk
(Responsible for Risk | monitoring, measur?«?‘:‘ngﬁis\ ing for the'sank’s ALCO. Middle Office ally independently report to ALCO.

management)

SORODION ¥ BIEOD =i 0 7 0 o 159 1 k0 s s i

BACK OFFICE A very im) department whick” verifies confirms all te deals gut through By the front office. The critical issue of
(responsible for seftlement the deal terms-fests with this séstjon. It also dealwig Nostro issues,

settlements & f

administration)

Note: RBI lays general gfiidelines to banks for fix
positions are fixed by Boad of Directed
dealing operations. For exidencies
also fixed currency wise, whig
higher limits during 2y~ p

ytion of Open limit Yor daylight a Il as Overnight positions. The actual
s.now. A DayYight limit is the lev to the dealer can take positions during the
B3 efgr to the Chief dea d function accordingly. Overnight limits are
eNpuch lowerthan the Daylight limits. This is because fhe dealers would require
ut through the transactions based on merchant transaction by the branches and secondly, it is
i s i parket moves adversely. Since both these are not possible /

g8, night time limits are [byer always.
Standard Accounting procedure
pn exercisgris to betaken up once in quarter at ledst, The
used fgr convertifg the FX positions to INB~for balance shee

valuation of Foreign exchange profits and losses. This
also provide guidelines on the notional exchange rates to be
parposes

(S OF DERIVATIVES 1

3

A risk can be
transactions”
RISKS IN FOREIG| ANGE :
Foreign exchange is a hig modity. The volume of foreign exchange transactions undertaken by the banks is also
increasing day by day because of liberalization of foreign trade and steps being initiated towards globalization. Therefore, a strict
discipline and internal controls emanating from Dealing Room are necessary to avoid loss and to be on the safer side. The
different types of Risks that exist in Forex operations are as follows: -
EXCHANGE RISK:

. Foreign Exchange Risk is the risk which the banks-face when they deal in multi-currencies and take positions in these
currencies. As is known, foreign market is open 24 hours of the day and the values of the currencies are being determined every
second by the markets factoring in all the information that come in to their hands then and there. Demand, supply, balance of
payments, trade deficit, government borrowings, inflation, interest rate and political environment are the fundamentals which
influence the markets. Using this information, fluctuations in currencies are anticipated fo a ceriain exient, but the element of
uncertainty will always be there. This element of uncertainty which may result in the value of the Cumency ( in which the assets
are held) depreciating is called the Exchange risk.
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Sa0ks necessarlly gel in to different positions in foreign currencies due to merchant transactions entered with their constituents
“n open position (open to risk) arises when the assels and outstanding contracts to purchase that particular currency (Forwai
purchase conlracts) exceed the liability plus outstanding sale contracts in that currency. Here, the bank has a long (overbought)
postion. If the value of the currency in terms of other currencies remains same, there is no risk. For example, let us say the
Bank has an open position in USD at USD 1 million. Today, it would get Rs.45 million against USD, Overnight if the rupee
appreciates against the dollar by a rupee (for example), the value of the holdings in USD in terms of the Indian rupee would then
go down by one million rupees. Similar risks arise in oversold positions also. Thus exchange risks are inevitable if there are
open positions.

TYPES OF EXCHANGE RISK:
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; The' CRM poliyy should slipu ate

1). TRANSACTION EXPOSURE: Transaction exposure measures the risk involved due to a change in the foreign exchange
rate between the time, the transaction is executed and the time it is seftled..
2). TRANSLATION EXPOSURE: This relates to valuation of foreign currency assets and liabilities at the end of accounting year
realizable values. These losses and gains are also known as accounting lossés/gaigs. For example, if the bank has granted a
foreign currency loan (FCL or PCFC) for USD 100,000 to a customer and ha$ nteq for the loan at Rs.45 /USD in its books,
The asset value would appear eroded if the rate at the end of the accounting s Rs.44/USD. It may be noted that the
whi Xen in INR, there is value erosion.
Translation losses affect a bank’s aocounung profits and consequently valuatiqps the market will suffer. This is
significant for banks wruch have overseas branches and subsu.ﬁanes It is impong at Translation exposures will

MANAGING FOREIGN EXCHANGE RISK:
The magnitude of this risk is dependent on the level of < posures Level of exposirg is theg whlm is within one's
control. The first step |n Forex risk management is ther& excha ) position

Overnight limits are the maximum amounts the 53
the time-zone in which the bank is operating.
Mht limits refers to the maximum a q

= Da |-. gh deause

or to the value of investment, resulting from operating in a
sovereign risk and currency risk. The major elements of
Political Risks @ Social and Cultural Risks. E

a sufficient reason for not doing business with or in a country. The Banks need to look at ail
NQtry bafore reaching a conciusion on whether or not to do business with a paricular country. Banks are
armulate a Sountry Risk Management Policy (CRM) for dealing with the country risk problems only in respect of that
e a bank’s neNunded €xposure ig2 per cent or rpore of its total assets.
rigorous aph ication of the "Know Your Custon'leﬁ (KYC] principle i in intemational activities

explicitly recognised wl i séunter-party risk.

e Banks in India have to make provisions (with effect from the year ending 31 March 2003)
on the net funded country exposuras on a graded scale ranging from 0. 25 to 100 per cent, according to the risk categories

CREDIT RISKS:
Credit Risk arises when a party to a contract is either unable or unwilling to perform his obligation of a contraét. The failure to
execute may also be due fto official regulation. Thus the risk associated with default is the element of credit risk in foreign
exchange transactions. The default risk has two elements associated with it. These are termed as "Revaluation Risk” and
Seulemant Risk’.

evaluation Risk: It is the cost (in the event of a courl_ter party default) of replacing non-settled contracts. For example, if ABC
bank needs USD One million on a particular day and gets.in to a contract with XYZ Bank for getting the dollars, it will suffer the
revaluation risk being the cost associated with arranging for USD One million at short notice if XYZ Bank defaults in its

contractual obligation of selling the required USD One million as per its contractual obligation to ABC Bank.
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Settlement Risk: Let us say that a bank buys USD 1 million from Bank B. What if after receiving the INR equivalent, Bank E
fails to deliver the foreign cumrency? This risk of the Counter-party failing to deliver is known as Settlement risk. Famousl
known as the Herstatt or Temporal Risk, this risk is incurred ‘By Chance” where one party honors the contract but the othel
party fails to do so because it is across border and the business hours on the other end are either over, or have not yet started
Such risks occur when counter parties are located in different time zones. This is called Herstatt risk because in 1974, severa
banks that had entered in to transactions with Bank Herstatt in Germany faced losses when Herstatt bank was put unde
liquidation after the transactions were inifiated by these banks but before they were settied by the German bank due to the
difference in the time-zone. Herstatt risk can be controlled by matching the time zones (notionally) and also by putting counter-
party limits in place. :
LEGAL RISK: Legal risks are the risk of non-enforceability of a contract.
SYSTEMIC RISK: The risk of the entire system collapsing due to collapse of a major institution. In recent times-Subprime crisis
in major banks in U.S.A led to a chain of events but was. fortunately halted by the US Fed & other investors taking prompi
action)
OPERATIONAL RISK: Risk arising out of human errors, frauds, technologyfailures stc. Operational rick arises as a results of
numan, machine failures, judgmental errors, frauds and so on. The ve sé
single individual (a dealer called Nick Leeson) resulling in the collapse of‘qis ban
Kerviel of Societe Generale resulting in multi billion losses are well known eXamples
For effective control of such risks, a few measures as follows are commoniytaken:
Segregating Dealing, Accounting (Back-up) and Control (Aerdit~Eag) ese_functions shquld be independent of the
others such that checks and balances are in place., : !
Proper information channels should be in place
Selection, training and Job rotation of staff in key pe€itions is critical to risk manage
Reconciliation of Nostro accounts (with mirror ageounts) and contre
Concurrent and on-site audits.
Review mechanism to analyze losses and i

Proper security systems. Here Security jatl :
DERIVATIVES - 1!5'

_ Derivatives are hedging ins

a -
wiblv | il

syich as commodities, currencies or

shares and bonds. Derivatives& ial cghtracts which derive plice time-series, which is called the
“underlying”. Common derivafive instruments ehe Forward contracts) pfward rate agreements, and Futures.
Derivatives do not have ip Rout underlying prodict and markel e underlying assets could be a stock,
index, a foreign curren: U stock. The simples drivatives is the forward contract (known as|
the forefather of the deri ;

FUNCTIONS OF DERIVA g derivative instruments is not fo borrow or-lend funds but to transfer

price risks asgeciated wifi i hlues ehyatives provide three important economic functions viz.

aj Risk Mgrfagement. : c) Transactional Efficiency.

: aCls c) Options d) Swaps

FORWARD CONTRA thorised des avg’Deen permitted under FEMA to enter in to Forward contracis for
Ase ] Rir  customers who are exposed to foreign currency risks arising out of their normal

s which e regulations.
The mechanism of P : acy | Smple. On being approached by a customer for a forward cover, the AD would

satisfy himge gepuine exppsure and quote a rate. For example, if an Importer who is required to pay an
inward bill mMa may appgbach his banker for a forward cover. This is because the importer is either risk
averse or feeld pould move against him in the intervening month. The bank would then quote a
forward rate. If th ihe quotation, he would sign the contract which would bind him to the rate and the

gnts are signed and gharges if any are collected.

if the customer fails o pe is pdrt of the contract, the contract is cancelled and Swap charges are recovered where
necessary. Similar contracts can be entered in ta different customers based on their requirements. In other words-subject to RBI
/ FEDAI guidelines, banks enter in to contracts to sell or buy specified amount of foreign currency on specified future dates.

@ Forward Contracts are either Forward purchase contracts or Forward Sale contracts depending on the nature of the
transaction.

@ Exporters, NRIs, EEFC holders and so on would enter in to Forward purchase contracts. .

® Importers, Constituents who have o make payments under foreign currency loans and so on would enter in to Forward sale
coniracts. g

® itis again emphasized that the word purchase and Sale are used from the point of view of the Bank and not the customer.

Forward Contracts in India are governed by RBI guidelines and FEDAI rules.RBI has permitted all entities having Exchange risk

exposures permission to enter in to Forward contracts subject to rules and limits. :
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FUTURE CONTRACTS: A Futm‘eConlmd is defined as a “commitment to buy or sell at a specified future settlement date a
designated amount of commodity*or a financial asset. . It is a legally binding contract by two parties fo make / take delivery of
commodity at certain point of time in the future.

MAIN FEATURES OF FUTURES CONTRACTS FEATURES OF FUTURES MARKETS
1) Futures are traded on Security Exchanges. 1) High level counter trading
2) Futures contracts have standard contract terms. ° 2) Physical exchange rare.
3) Futures exchanges are - associated with clearing 3) Very high degree of leveraga as margin based trading
houses. takes place.
4) Fulures' trading requires margin payments and daily 4) Low default levels
settiement.
5) Futures positions can be exited easily
6) Futures markets are regulated by regulatory authorities |,
( SEBI in India)

Futures and forwards contracts are very similar to each OW al obligations, However there are certain
dislinguishing features which are as follows:

FUTURES CONTRACTS

a) draded on organized stock exchanges.

b) Issued in standard forms and do not bili
regarding quantity or quality( of commodity, hedelnml{
c) Regulated by SEBI, RBI andoﬂ\eragendes

i) Initial Mggg : At the start of gvery contract #iti in i i ither in cash or approved / Iiﬁui}d
securities. (Treasury bills, bopds, ak B i : example, in London Intemational

Financial Futures Exchanges arox 1 million is reported to be USD 500
g SD 1.00 million.

ct at the end of each day. This margin is

erasion in value of the contract whlch is

e same is credited by the exchange to this margin account.

the exchange. The exchange is also authorized to debit /
ip“constantly fund the account to avoid continuous erosion in

the right but not the obligation to buy or sell a specified financial

g a ﬁ.lluredate
Tﬁg op'no‘n.g BUYER ) 1‘1-|e OPTION SELLER EXERCISE PRICE OR STRIKE PRICE
The Oplign Buyer :w Also called Option Writer, he deals in | The price al which the Option Buyer has the
Opti
d

Options. [The Writer will sell an Option | contractual rights to buy or sell the currency
it is a Buy option or a Sell | is called the exercise price or strike price.

Buyer pa a premium
as per the counterparty's

option which [ opti

has to perform his commitment only
an agreed price in exchange if the Holder chooses to exercise the
another currency at a future date, | option.

TYPES OF OPTIONS:

1. CLASSIFICATION BASED ON UNDERLYING TRANSACHON

a) CALL OPTION: The owner / buyer has the right to purchase and the writer / seller has the obligation to sell specified
number of shares of the underlying stocks at a specified price prior to the option expiry date.

b) PUT OPTION: The owner or buyer has the right to sell and the writer / seller has obligation to buy specified number of the
underlying shares at a specified price prior to the options expiry date.
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2). CLASSIFICATION BASED ON EXECUTION:

Options are classified as follows depending on the time of execution permitted:

a) American Options: Option holder can exercise the option any time during the option term.

b) European Option: Option holder can exercise the option only at the end of the Option period.

Thus we can have four types of Options; i

a) American Call Option,  b) American Put Option, ¢) European Call Option, d) European Put Option.

In India, earlier only European Options were permitted. However, recently, RBI has permitted American options also.
Recollected Question:

In case of a put option, if the strike price is more than the spot price on the date of maturity of option, it is known as:

a) In the money * b) Out of money - c) At the money d} Above the money

IN-THE-MONEY OPTION AT-THE-MONEY DI"I)O,H OUT-OF-THE-MONEY OPTION !

t of-the-money (OTM) option is an
at would lead to a negative cash
exercised immediately. A cait
currency (say USD) is saig
money when the current

An in-the-money (ITM) option is an option that | An at-the-money (ATMfgption | An
would lead to a positive cash flow to the holder | is an option that would leaq to option
if it were exercised immediately. A call option | zero cash flow if it wel flow it
on the currency(say USD) is said to be in-the- immediately. An i
money when the current value of currency(say

USD) stands at a level higher than the strike i arket value™qf currency stands at a
price (i.e. spot price > strike price). If the value ich i £ n the stroke price
of currency is much higher than the strike | i i ke price). If the
price, the call is said to be deep ITM. On the ice (i much loweNthan the strike
other hand, a put option on currency is said to i is sai p OTM. On
be ITM if the value of currency is below the ; on currency is

strike price. : i rrency is above the

SWAP & COVER DEALS: \/
Swap literally means exchange gf'commodities, banking. S in a foreign exéhange market refers to simultaneous sale and
purchase of currencies.

CURRENCY SWAPS: Ex¢hange of predetermiged sireams of payments in different glrrencies on pre-determined dates, at
pre-determined exchangg Tates. Here there are two sy ultanecus deals nt as follows

a) One at the spot and otqer for futyre ate or
- b) Both for future dates. -

In other words,_in—Swap DeXxs, there arés _two differant transaction [ matu dates for the same amount. Some

a) A trapfaction where bank/uys Rs. 1 lac USD sgrp i nees) and selis1 lac USD one month forward.
2 3¢ USD one month forward.

mwafd and sells 2 months forward.

afiard and buys 2 months forward.

c) A nsacﬁon are bahk buys Rs. 1 lac USD one e
d) A {ransactionf where bank sells Rs. 1 lac USD one monty fo

2 ing out of nerchant transactions with customers such as Forward contracts and normal Sale
/| Purchages where { 2. They also have to manage their Foreign Currency holdings (FCNR balances).They may

go for interest|arbitrage. Under such operations, they buy one currency from a place where
interest is Iow and sell at »qme othey/market to puy another currency where interest is high. They also cover their cross currency
future maturity, deals by swep—eferations. The most compelling reason being avoidance of exchange risk on their open
positions. The Swap deals are made for futugé coverings. Therefore, it is the future points or margins that affect the swap rates.

Every swap operalibq_has two legs / aspegs:
a) Buying b) Selling
The difference between the buyingTates and selling rates for the Swap operation is known as swap differential. One point that
should be kept in mind that the bank undertakes a Swap Deal only on gain. On the other hand, while covering its position by
outright sale or purchase, there could be a loss. Banks cover the mismatch between the buying and selling operation is covered
by swap deals.

. INTEREST RATE SWAPS: Here an exchange of different streams of interest structures occurs. There would be no exchange of
principal amounts under interest rate swap, and only the interest streams would be exchanged.
Interest rate swaps are further classified as Coupon ‘Swaps, where, fixed interest rate are swapped with floating interest rates
and Index or Basis swaps, where floating rates based on one benchmark is exchanged with floating rates based on another
benchmark. Cross currency interest rate swap is a combination of currency swap and an interest rate swap, where streams of

currencies as also interest rate structures are swapped.
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SODHANI COMMITTEE RECOMMENDATIONS (1992):

The expert group on foreign exchange, headed by Shri O.P. Sodhani, the then Executive Director of the RBI had Submitted
following recommendations for enabling the market participants to hedge of Forex risks after studying the existing

facilities/regulations. These would help develop and deepen the Forex markets in India. Some of the imporiant
recommendations are given hereunder: ]

1) Corporates should be permitted to hedge upon declarations of the underlying exposures.
2) Banks may be permitted to initiate overseas Cross currency positions

3) Banks should be aliowed to borrow/ lend in the overseas markets.

4) Toincrease number of market participants (allow more entities to participate).

5) Corporates must be permitted to cancel arid re-book Option contracts,

8) Banks to be permitted to use hedging instruments for their own assets / liabilty
7) Banks should be allowed to offer hedging products, like caps, collars, etp
8) Banks to be allowed to fix interest raies on FCNRB deposits, subjects € caps, as p

Mast of the recommendations of the expert group have since been implemenie
participants.

anagement (Proprietary).

becribed by RBI.

JERIVATIVES -

1) Resident Indians with underlying exchange expos
not exceeding one year without any underiying docury
2) SMEs can book Forward contracts for their expos
3) AD banks may enter into forward contracts wit
a) The amount of dividend due to him on shages h®
b) The balances heid in the Foreign Cuffench
account. Forward contract with the
regard to oalances in FCNR(B)
convert the balances in one fefesi
maintained.
c) Investment made under
4) Exporters / Importers ¢z
exposure. AD banks ma{ also allow Im
exposure and based on past perforry
export tumover or the previoi 2

: e provisions of FERA / FEMA. :
N\lo hedge their expdsures baséd opDoc: mentary evidence fo the extent of
cporters to book Coritracts on the basis of a declaration of an
S5 Rree mnﬁalym'(ApmmMarduminpom
ymover, whichever Is‘higher, subject fo the following conditions:
a) The forwapd-coniracts-hooked in the aggregate during the year and outstanding at any point of time should not exceed the
mit L.e. the aver3ge of the previous\y financial years' (April to March) actual import / export tumover or the
] gRer.
b) the amount of overdue bills o/s should pio be in excess of 10 % of the tumover.
c) ok will be-tn deliverable basis and cannot be cancelled.

d) port/expeft transactions. Any forward contract booked without p{odu_cing

eCinto Foreign Currency/Rupee Option contracts with their customers on back-to-back basis, They are also
permitted to run an oplioas book subjegifo prior approval from the Reserve, Bank. All guidelines applicable for forward contracts
are applicable on rupee opfidMmeontracts also.. =

Facilities for Authorised Dealers Cateqory] nt of Banks' Assets-l iabilities:

AD banks may use the following instruments to hedge their asset-liability portfolio:
a) Interest Rate Swaps, -

b) Currency Swaps, and

. €) Forward Rate Agreements.

AD banks may also purchase call or put options to hedge their cross cumency proprietary trading positions subject to a well

formed policy at the Board level and after ensuring that the vaiue and maturity of the hedge should not exceed that of the
underlying. ;
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FOREIGN EXCHANGE FACILITIES FOR RESIDENTS :
As per Section 5 of FEMA resident Indians are permitted to buy or sell foreign exchange from any ADs/FFMC for any current
account transactions (except for those transactions where restrictions have been imposed by Central Govt.). Release of FX
beyond these limits will require prior approval from RBI. ADs can a ayment in cash u Rs. 50.000 only against sale
of foreign exchange as p er FEMA. Wherever the sale of foreign exchange exceeds the amount equivalent to Rs. 50,000, the
payment must be received only by a crossed cheque / BC/ Pay Order / DD or Credit / Debit / Prepaid cards subject to conditions
(KYC norms to be fulfilled). . ;

A) PRIVATE VISITS: For Private Visits abroad, other than fo Nepal and Bhutan, any resident individual can obtain foreign exchange up to an
aggregate amoun! of USD 2,50,000.

B) GIFT/ DONATION: Any Resident Individual / entity (trust; company; parinership firm, g€,
gift fo a person residing outside India or as donation 1o an organization outside India.

C) GOING ABROAD ON EMPLOYMENT: A person going abrozd for en

financial year.

|
|

ay remit up-to USD 2,50,000 in one financial year as

joyment can draw foreign exchange up to USD 2,50,000 per

D) EMIGRATION: A person going abroad on emigration can draw foreign exchange up to ed by the country of emigration or USD
250,000.

E) MAINTENANCE OF CLOSE RELATIVES ABROA] ident indivie e 000 per financial year fowards
maintenance of close relatives abroad.

F) BUSINESS TRIP: For Business trips lo foreign counirfes, -
exchange up to USD 2,50,000 in afinancial year imespective offie number of visis

G) MEDICAL TREATMENT ABROAD: ADs alent, on the basis of
seff-declaration in Form A2. 053

H) STUDENTS FOR PURSUING exchange\up lo USD 2,50,000 or its equivalent to
wmhmmm Qetiara =

1) SMALL VALUE R : 0 or its equivalent, for all permissible

lered to an Authorised Person.
avail a maximum of US $ 3000 in currency

(a) Indian Residents’ .

£ aq currency notes up to Rs. 10,000 to any country except Nepal
Bhutan any amount in denomi

expéeding Rs. 100 can be taken.

/0,000 from any country except Nepal or Bhutan from where the 1
seding Rs. 100. 1
eigy exchange up to US $ 2000 in form of foreign currency notes or TCs can be retained

® : ]
o ke balancd\ (over and above USD 2000) has to be necessarily surrendered to Authorised dealer !
Dgth in case of Lurrency nptes and mmwbeeﬂhetdeposiledinaﬁFC{Domestic)muntor !

® C - A person (including a Resident) can bring any amount of Foreign Exchange from

N z 2ficy noles or traveller cheques. However, if the amount exceeds US $ 10,000 or its
equivalent in FC/Currency and / or the vajde of foreign currency notes exceeds US § 5,000 or equivalent in any foreign currency,
he has to declaréyis holdings to the Cusfom authority.at the port/Airport of arrival in Cumrency Declaration Form (CDF).

® BORROWINGS B DUAL RESIDENTS: An Individual resident may borrow a sum not exceeding US $ 2.50,000 or
its equivalent from close relatives residing outside India subject to the condition that the minimum maturity period of loan is b
one year, the loan is free of interest and ‘the amount of loan is received by way of inward remittances in free foreign
exchange through normal banking channels or by debit to the NRE / FCNR (B) account of the non-resident lenders.

® GIFT OF GOODS: The limit for export of goods by way of gifts Rs five lacs per annum.

RBI LIBERALISES FOREX NORMS FOR INDIVIDUALS ]

a) A person resident in India can now give to a person resident outside India, by way of gift, any security, shares or :
debentures of value up to $ 50,000 in value per financial year.

b) Resident individuals can now make rupee gifts within the overall limit of $ 2,50.000 per financial year as permitted under the
LRS to an NRI/ PIO who is a close relative.

¢) Residents can now lend to NRIs to the extent of Rs. 200,000 through electronic transfer & crossed cheques.

e il

! 4
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The RBI has Ilberallsed forex faclliﬂes for Indlvid uala under the FEMA 1999 as under'

A) NRIs can be Joint Holders in Resident's SB/IEEFC/RFC Accounts: Individual residents in India are now permitted to
include non-resident close relative(s) as joint holder(s) in their resident bank accounts, namely, Savings(SB), Exporter Eamers'
Foreign Currency (EEFC) and Residents’ Foreign Currency (RFC) accounts, on ‘former or survivor’ basis.

B) Residents can be Joint Holders in NRE/FCNR Accounts: Non-Resident Indians (NRIs) / Person of Indian Origin (PIO), are
now permitted to open Non-Resident (External) (NRE) Rupee Account Scheme / Foreign Currency (Non-Residenf) (FCNR)
Account (Banks) Scheme with their resident close relative(s) as joint holder(s) on "former or survivor' basis.

C) Residents can gift S I Debentures upto USD 50,000 Vaiue: A person resident in India can now give to a person
resident outside India, by way of gift, any security / shares / debentures of value upto USD 50,000 in value per financial year
subject to certain conditions. Earlier, a person residentin India could give to a person resident outside’ India, by way of gift, any
security/shares/debentures of value upto USD 25,000 per calendar year.
D) Sale Proceeds of FDIs can be credited to NRE/IFCNR (B) Account: Sglé
pe credited to NRE Account Scheme/Foreign Currency (Non-Resident) Ag
acquisition was by way of inward remittance or funds held in their NRE/FCNR

procewds of Foreign Direct Investment (FDI) can

E) Gifts to NRIs can be credited to NRO Accounts in Rupees: Resident individuals are permitted to make rupee gifts
within the overall limit of USD 2 lac per financial year as permitted under the Libehgli ittaqce Scheme to an NRIUPIO who
1s a close relative by way of crossed cheque / electronic transfer 0ihe ee A t (NROYof the NRI / PIO.

F) Loans to NRI Close Relatives can be given in Rupees: i sithe: sermitted to lend in Rupees
within the overall limit under the Liberalised Remittance S Ranci 8.2 Non Resident Indian
(NRI) / Person of indian Qrigin (PIO) close relative by wa{ of crossed cheq efele j ertain eondltlons

G) Residents can repay the loans given to NRI Cloge - e

repay loans availed of in Rupees from banks in | gié

H) Residents can bear Medical Expenses O : i Sowe B B " ‘expenses of visiting

NRIs!PIOsdoserelatwes Earller,res e p aks pees elifig expenses on alc of
boarding, lodging and services related tg avel ithin india of &yNR| who fs on a usrl to India.
A : LS

To facilitate the foreign natlona 1o collect Ih peming dues ay permit foreign nationals to re-

designate their resident alc ia _

a) AD Category-I bank shogt i B pditimate dues expected to be received
into his account.

b) AD Category-l bank hag isfyAtsg 5 ave fo be bonafide dues of the account
holder when she / he wab jefent i :

c) The funds credned to the™yF 0 accoun should be ra i imimediately, subject to the AD Category-I bank
satisfying its e payment of tha e tax and other taxes in India.

g g lhon per financial year.
ghould be only for the p ; epmiriation to the account holder's account maintained abroad.
other inflow / credit to thls account ojfer than that mentioned above. The alc should be closed

immediately afjé 8“dues have been received and Yepatriaj€d as per the declaration made by the a/c holder.
CEMIE FRNSED SRR [
Resid eely remit up to USD 50 ial year for any cumrent or capital

asset outside india) wi out prior apbroval of RBI. Individuals will also be able to open, maintain and hold foreign currency
accounts with a bank outSide Indiafor making/remittances under this scheme. The foreign currency account may be used for
; ith/or arising from remittances eligible under this scheme. -

ittafices allowed as above excepl in the case of Gifts / Donations. Glﬂs.-'DonatJona are
subsumed unde pithin the overall limit of USD 2,50,000. Should have been a Customer of the bank for a
minimum of one year R4 is mandatory, The amount cannot be used for purchase of house.

@ For this facility, applicants should designate one branch of one bank.

® Remittances can be consolidated in respect of family members subject 1o the individual family mmbers complying wrth the

terms & conditions of the Scheme.

L

<l

@ LRS facility i3

The LRS for Resident Individuals is available to all resident individuals including minors. In case the remitter is a minor, the

LRS declaration form should bé countersigned by the minor's natural guardian.

Facility is available only for Resident individuals and is not to corporates, partnership firms, HUFs, trusts, efc. Facility is not

available for the following:

= Prohibited purposes such as purchase of Lottery tickets, Sweepstakes, Proscribed(prohibited)magazines etc

= Remittances either directly or indirectly to Nepal, Bhutan, Pakistan or Mauritius or Countries identified by Financial
Action task force.

= Remittances directly or indireclly to Individuals /entities identified by RBI as posing significant risk of terrorism.
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FOREIGN CURRENCY ACCOUNTS FOR RESIDENT INDIANS

PARTICULARS | RESIDENT FOREIGN CURRENCY A/C (RFC) RESIDENT FOREIGN EXCHANGE EARNER'S FOREIGN
CURRENCY (DOMESTIC) A/C CURRENCY A/C (EEFC)
(RFC-D)
Who can open an| For retuming Indians, i e. those who were non residents Resident Individuals A person resident in India which includes
Account of Indian Nationality or origin, who have been resident individuals, firms, companies elc.
outside India for a continuous period of not less than 1
year,

“Stalus Holder” Exporter.
@\ Indridual Professionals,
@ Ewtﬁ'ie:ﬁedlhits.fl.lnilsh

Sourcesof Funds | @ By foreign inward remitlances, iransfer of FCNR
(B) deposils, NRE deposits.
® By inward remittances in foreign: currency of

pensions, superannuation benefits etc., received fro Export Zones | Software

erstwhile employers abroad. Technology | Electronic Hardware

@ By sumender of Foreign Currency (FC) / Fafei Technology

Currency Travellers' Cheques (FCTC) to the 43 Ofers

the account holder in person subject to CDEAllles All ¢ap deposit 1 their eamings in
fotal of in the alc during the

® By sumender of balance of
during visits abroad provided the6n
paid out of repatriable funds,
®  Foreign exchange agg
from person who was NBY

should be converted into

muhduemelastsuwmm

month afier adjusting for uiilization

the baiance for approved purposes or
Commitments,

Types of account | Savings, Current, #m Deposit Tl Current Account
Curreney of Account | Discretion of ipé Bank. N, Discretion of the Bank.
Period for fixed | As per FCMR scheme Not Appiicable.
deposits Fav
Rate of Interest As per FCN O N No inferestis payable
End Use * Balances can for local s wel For bonafide purposes.
al unds can be to NRE Busnemqinfafesﬂraefyrepamble
FCNR alcon ing NRI again.
/ » Balance and ifferest freely repatiiable.
m?iai erdrafts | Not tled \ Not permitied
Nominatif Fyailable
FO S:

Mﬁm},hﬂi@drﬂandlwimmmmwmmkmm
mwbeoummmwrmmmmimsmwwcaegw-lbamm
ing conditions:

egory ImksﬁmmmeSMEshawmdﬂfadﬁiesamﬂemhwdmmmwm

meﬂorelgnawdlargerequimrrenworthﬁrmﬂdng capital requirements or capital expenditure.

i mgaﬂng'marappmn‘afenass'and'sl.uh‘abiﬂy'oflhefummactalomeSMEwstomasas

(i) The SMEs availing this facity-sShesid-fen sh a decaraton to the AD Calegory — | bank regarting the amounts of forward contracts aireadyy booked, f

any, with olher AD Category ~ | banks under this facility. x

(iv) SMEs are also permitted to use foreign currency rupee options for hedging their exposures after production of underying documents or under past

performance route. fy :

RESIDENT INDIVIDUALS:

In order to enable resident individuals to manage / hedge their foreign exchange exposures arising out of actual or anticipated remitiances, both inward and

outward, REI has now permitted them to book forward contracts, without production of underlying documents, up to a limit of USD 100,000, based on self *
declaration. The confracts booked under this facility would normally be on a deliverable basis. However, in case of mismatches in cash flows or other

exigencies, the conlracts booked under this facility may be allowed to be cancelled and re-booked, The notional value of the ouistanding contracts should

notameedUSDTOU.(l)Oatanyl&ne.Fsﬂher.memmsnaybepemﬂladhbehwkedupla!enmsdoneyea'a'lly. :
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SUMMARY OF BANK ACCOUNTS FOR NON - RESIDENT INDIANS

settoa Se. OPERATIONAL NON-RESIDENT NON-RESIDENT EXTERNAL FOREIGN CURRENCY NON-
everis | || PARAMETERS | ophinary ac (NRO) AIC (NRE) RESIDENT a/c
Echas 1. [WhocanopenAle  [NRI 7PIO NRI/ PIO NRI/PIO
: (other than a person resident in (Individuals  of Bangladesh [ Pakistan (Individuals of Bangladesh / Pakistan nationality
i Nepal and Bhutan) nationality require approval of RBI). fequire approval of RBI).
(Individuals  of Bangladesh /
Pakistan  nationality  require| -
W' i approval of RBI).
i , 2_|Currency of the Alc | Indian Rupee Indian ' All convertible curencies =3
i 3. |Source of Funds Local Funds / Funds from abroad Funds from abroad (TT/DD/ TC/ Cu Fuuhfmmabmdﬂ[moﬂcwuwﬂ _'E-
m 4. |Types of Accounts S8 / CA [/ Recurring / Tem Sﬂ!CA.-‘RemrﬁngHenﬂ Only Term Deposits 3
Deposits
S. | Min. | Max. period (in Minimum 7 days and Maximum 10 Min 1 year and Max no limit. * -1 Year
| case of term deposit) |years. —5 years
! 6. |Joint Alc with g
a) Residents Pmiled[EuS;ForS] Permitied (F or S) [ or S) .
Units in § | b) Non-Residents Permitted Permitied Permittad
Bibiera 7._|Nomination Permitied Permitted =9 N
—_— e
irthware & |Repatriation : Non-repatriable  except fo the Freely Repatriable
Principaliinterest extent of USD One million (ceiiing)
per financial year including sale
ings in proceeds of immaveable \
e sum ' | after L of efigible taxes. S
the § |Loans In Ingia \/
?m’o To Account holderor | Permitted /\ Wem \ \ Hou%lm
eeding | Third party
ization ‘ﬁmsmm >
jes or Loans in India “
i ijTo Afc holder i) Mot il LFJNGI i} No lirnit.
i)To Third Paries __|ii) Not parfi i) Not parmitisd N\ -'
e 10. |Tax Benefits No (Tax @ 30% Exempted from al . from all taxes
rce on interest fo be : i T
11. |Investment 1 held in alc can ba held in NRE accoun be ﬁmmhw imvestment
for Non i Investment (NSC, LIS, Eq LIC, Equity etc)
i SC, LIC, 8ic,

1 Bank¥%re free to their inlerest rals an boih SBETD of maturity of ane, Jerm Deosit - Fixed or Fioating within caiing rafe
above under NRE 5 dmm:m;;m+mbpsh>1m
'b}s are free to determing rates on 38 under NRO Afc. M{Smiamhpshﬁimaﬂm

— J e}l Test rates on NRE and NRO cannot be than domestic rupee
!
5 SPACE FOR NOTES
ﬁ , HIT FUNDS SUBSCRIPTION BY NRI
- | RBI has permitted NRls to subscribe to the chit funds, without limit, on non-repatriation basis subject to the following
ould = f§ cenditions: =
re. i 2) The Registrar of Chits or an officer authorised by the State Govt. in accordance with the provisions of the Chit Fund
sae ! Act in consultation with the State Gowt. concemed, may permit any chit fund to accept subscription from Non-Resident
|’ Indians on non-repatriation basis; :
# | P} The subscription to the chit funds shall be brought in through normal banking channel, including through an account
a4 maintained with a bank in India "
Jast »
m -
self -
her
uld
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NON - RESIDENT INDIAN (NRI) ACCOUNTS
PERSON RESIDENT IN INDIA: Section 2 of FEMA 1999 defines the term Resident in India as a person residing in India for
more than 182 days during the course of financial year.
PERSON RESIDENT OUTSIDE INDIA: Section 2 of FEMA defines person resident outside India as a person who is not
resident in India. Non-resident indian generally fall under one of the following broad categories:
A) NON-RESIDENT INDIAN (NRI): An NRI is a person holding Indian Passport:
'« Who has gone abroad for a gainful employment or business or vocation, or for any other purpose indicating an indefinite
period of his stay outside India.
» Who are working abroad on foreign assignments - persons employed by IMF / IBRD / UNO / UNESCO efc. or who are
employed in Central/State Government and Public Sector Undertakings and deputed abroad on temporary assignments or
for temporary period.

SREETE———— .Y

B) PERSON OF INDIAN ORIGIN (PIO): For the purpose of being eligible e, facilities of opening and maintenance of
various types of bank accounts and making investments in shares and segdriti , @ FIG means a citizen of any country

other than Bangladesh or Pakistan, it =
a) He held Indian passport at any point of time, or

b) Whose parent/s or grand parent/s was citizens of India (undivided India), or :
Foreign National Spouse of a non-resident Indian (either NRI or PIO) is also given the
PURPOSE OF LOANS FOR NRI AGAINST NRE / FCNR IN INBTA:
iy Personal purposes or for camying on business activiies. JHe loans cannot bentilized Te
on agriculture or plantation activities or for investment in p€al estate business. ;
ii) Direct investment in India on non-repatriation basis ¢ way of contribution to the capifal of Ihdian firms / cogipanies.

iii) Acquisition of flat / house in India for his own resjdéntiz uae.
PURPOSE OF LOANS FOR THIRD PARTIES AGAINST NRE( DIA: Fund baged and

for personal purposes or for camying on buginess\a 2 loans canngt be utilizey for the of re-lending, or
mﬂg m”m"mmm aclivitieg orfor invas agdhestate w NRSS

PURPOSE OF LOANS ABROAD FORAN RD PARTY AGAINST FCNR / NRE: Funil based and / or non-fund based
e i macall e o s i

" PURPOSE OF LOANS TO ACCOMUNT HOLDERS'/ THIRD PAR AGAINST MRO: Persgnal requirement and / or business
purpose. The loans cannot be dtilize urc:'a Wing on agrigaiture or plantation activities or for
investment in real estate busiptss . &

TREATMENT OF LOANS AFTS NE EVENT OF CHARGE IN THE RES|PENT STATUS OF THE BORROWER:
In case a Resident who I faddjties subsequently Bacomes a pefson resident outside India, banks may at
their discretion and com iniqnee of the loan/ovexdraft feCilities. Repayment may be made by inward
remitlance or out of legiti grgon concernad. i

anchBhutan for taking up employment or for carrying on business or

sthy in Nepal and Bhutan for an uncertain period, his existing a/c
lesighated as Non-resident (Ordinary) Rupee Account (NRO).
erspfis resident in Nepal and Bhutan who are citizens of India or
¢ are remitted in free foreign exchange. Interest eamned in NRE
esMb NRIs and PIO resident in Nepal and Bhutan.

ay open andmaiptain NRE / FCNR (B)
igin, provided the funds

come like rent, dividend, pension, interest etc. of NRIs / PIO who do not maintain
emitted abroad or credited to NRE afc based on appropriate cerlification by a CA certifying
itfed is eligible for remittance and that applicable taxes have been paid / provided for.

\RO: RBI has advised that Authorised Dealers are now permitted to extend the facility

3 nz¢ments for eligible investments subject to compliance with relevant RBI regulations.
(i) Remittance outside o e {come in India of the non-resident individual account holder, net of applicable taxes.

¢) Power of Attorney holders in NRE alc : PoA in NRE accounts are allowed all transactions except the following:

@ Credit foreign currency notes and foreign travélers cheques in NRE alc cannot be accepted from Power of attorneys.

@ Repatriation except in favour of the Principal i.e. the NRI account holder. :

d) Resident Indians can appoint a Non-Resident Indian as a nominee in his deposit account and.vice-a-versa.

e) Repatriation of Sale proceeds of Residential property

Allowed through NRO alc subject to an over-all annual ceiling of USD One million per Financial year(No lock-in any more)
The remittances to be allowed on production of an underiaking by the remitter and a Certificate from a Chariered
Accountant in the formats prescribed. [cf. A. P. (DIR Series) Circular No.56 dated November 26, 2002].

The remittance facility of sale proceeds of immovable property is not available to a citizen of Pakistan, Bangladesh, Sri
Lanka, China, Afghanistan, Iran, Nepal and Bhutan.

Repatriation of sale proceeds of residential property purchased by NRI / PIO out of foreign exchange is restricted to not
more than two such properties. .
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BANK FINANACIAL MANAGEMENT - CTDI : Ho&u]e—ﬂ

Export Import Code Number (IEC): Every person / firm / company engaged in export business has to obtain an Export Import
Code Number issued by the Director General of Foreign Trade (DGFT).

Export Declaration Forms: Any export of goods from India should be declared in the prescribed forms to the effect that full
value of exports will be realized within the prescribed period in the prescribed manner.

EDF FORM When exports are made otherwise than by post and
cusiom office is not computenzed (i.e where EDI
facility is not available).

SDF (Statutory | RBI on 18-5-2016 has dispensed with the SDF in

Declaration case of exporis taking place thgough the EDI ports.
Forms) The declaration of fareign e nge ittance under
the FEMA may be made a pdrt of the Skjpping Bill.

POSTAL BILL | To make export of goods shld through merce
OF EXPORTS from Foreign Post Offices (FFQs) at Chenn, Delhi
(PBE) and Mumbai.

SOFTEX FORM Exports of Ware in ﬂon-

ration. Theymportant items are:-

@ Status holders, 100% EOU, EHTP,
of 9 months from the date of expd
® Units in SEZ: 8 months.
REPORTING TO RBI : A.D.bankg4h
siatement in Form XOS giving g€

alize and repatriate within a period

half-yearly basis, a consolidated
anding beyond six months from the
se of the relative half-year.

the medium of the Authorised Dealers

] rul st be transparent and should be advised to the customer well in advance. Most
peedure 0 crystalnzatlon on 30" day after NTP (Normal Transit penod for demand bills and

alde) outstanding export dues and,

{1} The aggregate valbe bflls written-off (including reduction in invoice value) and bilis extended for realisation
does not exceed 10 % of e proceeds due during the calendar year.

(1) Such export bills are not a subject of investigation by Enforcement Directorate / CBI or any other Investigating Agencies.
CONSIGNMENT EXPORTS: (i) When goods have been exporied on consignment basis, AD bank, while forwarding shipping
documents to Overseas branch / Correspondent, should instruct the Iatter to deliver them only against trust receipt/undertaking
to deliver sale proceeds by a specified date within the period prescribed for realisation of proceeds of the export. This procedure
should be followed even if, according to the practice in certain trades, a bill for part of the estimated value is drawn in advance
against the exporis.

i) The agents/consignees may deduct from sale proceeds expenses nurrnally incurred towards receipt, storage and sale of the
goods, such as landing charges, warehouse rent, handling charges etc. & remit the net proceeds.

fiii) Deductions in Account Sales should be supported by bills/receipts in original except in case of petty tems like postage/cable
charges, stamp duty etc.
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DIRECT DISPATCH OF SHIPPING DOCUMENTS:

AD Category - | banks, are now allowed to regularize cases of dispatch of shipping documents by the exporter direct to the

consignee or his agent resident in the country of the fi nal destination of goods, up to USD 1 million or.its equivalent, per export

shipment, subject to the conditions:

a) The exporl proceeds have been realized in full.

b) The exporter is a regular customer of the bank for a period of at least six months.

¢) The exporter's account is fully compliant with RBI's KYC / AML guidelines and the AD is satisfied about the bona fides of
the transaction. In case of doubt, the bank may file Suspicious Transaction Report with FIL-IND.

REDUCTION IN INVOICE VALUE - PREPAYMENT OF USANCE BILLS:

In case of prepayment of Usance bills, A.D. banks may allow cash discount to the extent of amount of proportionate interest on
the unexpired period of usance, calculated at the rate of interest stiputated in the~export contract or at the prime rate / LIBOR of

& If the exporters have been in the export busmess for more than three yea reductlon i nvotoe value may be aliowed,

|

of the average annual export realisation during the pséceding three cale RArS. . purpose outstanding of |
exports made to countries facing externalisation £ms may be ignored provided e payments ave been made by the |
buyers in the local currency AND the request does Sy 5 .

@ The exporter is not on the exporters’ caution list gf RBI |

transferred to a buyer other than the origing

_ involved does not exceed 10% and the rod = penodofstx months from the |

5 above for sanctioning a higher

te off the relative export bills and
J per cent (see below). Surrender of
s settled in rupees by ECGC should

delete them from the XOS st3
incentives, if any, in such caSe
not be construed as expg

ing a ualandar year does nnt axceed 10% of the total export

dport incentives, if any, availed of in respect of the relative shipments. The AD bank

ing surrende of export incent:m avatlad of befoﬁpenmtting the relevant bills to be written off.
2 or auditors carry out random sample check /

overseas buyer has deposrted The ve e vatue of export in Inﬁi currency but the amount has not been allowed to be re patnatad by the

central banking authorities of the country.

a) GR/SDF forms which are under investigation by agencies like, Enforcement Directorate, Directorate of Revenue Intelligence,
Central Bureau of Investigation, elc. as also the outstanding bills which are subject matter of civil / criminal suit.

b) A Ds have to forward a statement of all Writing Offs in form EBW to RBI every half year ended 30th June & 31st December

EXPORTERS' CAUTICON LIST: RBI advises the details of exporters who are cautioned in terms of provisions contained in

Regulation 17 of "Export Regulations” from time to time. AD banks may approve GR/SDF/PP forms of exporters who have been

placed on caution list onty if the exporters concerned produce evidence of having received an advance payment or an

irevocable letter of credit in their favour covering the full value of the proposed exports. Approval may also be given in cases

where usance bills are to be drawn for the shipment provided the relative letter of credit covers the full export valug -and also

permits such drawings and the usance bill mature within six monthsfrom tttedate of shipment.
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INTEREST EQUALISATION SCHEME

ect ta the in 2 bid 1o arrest the decline in exports, the Central govemment has announced an interest equalisation scheme on pre and po:.
per export shipment rupee export credit with effect from 1st April, 2015 for five years. The rate of interes! equalisation would be 3 per cent

The scheme would be available to all exports made by small and medium scale enterpnses across 416 tariff lines, Merchanf
exporiers will not be eligible for the sop. 3

GOLD CARD FOR EXPORTERS
ides of ELIGIBILITY: Exporters of good track record whose accounts have been classified as "Standard’ continuously for a period of 2
years years and there are no wregulanbes / adverse features, The scheme may not be applicable to those exporters who are
Siacklisted by ECGC or inciuded in RBI's defaulter’s list / caution list or making losses for the past 3 years or having overd.
S =xport bilis in excess of 10 per cent of the previous year's tumover.
LIBOR of FIXATION OF CREDIT LIMIT:

® Need-based finance on annual tumover basis with a liberal approach. ‘In-princi
years with 2 provision for automatic renewal.
it is to be ® S=nks will consider granting term loans in foreign currency in deserving ses out of

L M-D! limit of not less than 20% of the assessed limit may be a

t allowed, FORFAITING

(ceed 5:’:; Esportimpod Bank of India (EXIM Bank) and AD Category — | banks have been permitted to undertake forfaiting, for financing of

de!mby‘gme Expon receivables. Remittance of commitment fee / service charges, elc., payable by the exporter as approved by the EXIM
Sank | AD Category ~ | banks concerned may be done through an AD bank. Such remittances may be made in advanon in one

mp sum or at monthly |ntervahasappmedhymaauwiywnnamed

Export Factoring on Non-Recourse Basis

Taking into account the recommendation made by the Technical Committee on.Fadilities and Services to the Exporters

aretobe = oroiman: Shri G. Padmanabhan), RBI has decided to permit AD banks to factor the export receivables on a non-recourse

e, if any, Basis, s0 as lo enable the exporters to improve their cash flow and meet their working capital requirements subject to following:

from the © 3) AD banks may take their own business decision to enter into export factoring arrangement on non-recourse basis. They

a higher should ensure that their client is not over financed. Accordingly, they may determine the working capital requirement of their

clients taking into account the walue of the invoices pl.u'dtased for factorinu The invoices purchased should represent

bills and genuine trade invoices.

render of B) In case the export financing has not been done by the Export Factor, the Expthadormaypasson the net value to the

C should financing bank/ Institution after realising the export proceeds.

€) AD bank, being the Export Factor, should have an amangement with the import Factor for credit evaluation and collection of

payment.

) Notation should be made on the invoice that imporier has to make payment to the Import Factor.

off of the &) After factoring, the Export Factor may close the export bills and report the same in the Export Data Processing and Monitoring

~ System (EDPMS) of the RBI.

1 In case of single factor, not involving Import Factor overseas, the Export Factor may obtain credit evaluation details from the

al export correspondent bank abroad.

ol DIAMOND DOLLAR ACCOUNT SCHEME
The Diamond Dollar Account scheme has been introduced to facilitate growth in exports and achieve the target to double India's
any such exports in goods and services from $465 billion to $900 biliion and upping the Indian share of the world exports from the current

" limits will be sanctioned for a period of 2

ir FCNR (B), RFC, etc. funds.
available to facilitate urgent credit

2% 1o 3.5% over the next five years.
AD bank ELIGIBILITY:
n off. a) Firms and companies dealing in purchase / sale of rough or cut and polished diamonds / precious metal jeweliery plain,
i check / minakari and / or siudcded with / without diamond and / or other stones, with a track record of at Jeast 2 years in import /

export of diamonds / colored gemsiones / diamond 4nd colored gemstones studded jewellery / plain gold jewellery.
b) Having an average annual turnover of Rs. 3 crores or above during the preceding 3 licensing years (from April to March).
c) They may be allowed to open not more than five Diamond Dollar Accounts with their banks. :
d) AD Category-l banks are required to submit quarterly reports to the Foreign Exchange Department, Reserva Bank of India,

tere the giving details of name and address of the firm / company in whose name the DDA is opened, along with the date of opening /
d by the closing the DDA, by the 10th of the month following the quarter to which it relates.

€) AD Category - | banks are required o submit a statement giving the data on the DDA balances maintained by them on a
iligence, fortnightly basis within seven days of close of the fortnight to which it relates, to RBI.

Permissible Credits:
smber ¥ Amount of pre-shipment and post-shipment finance availed in US Dollars.

ainedin » Realisation of export proceeds from shipments of rough, cut, polished diamonds and diamond studded jewellery,

vebeen  » Realisation in US Dollars from local sale of rough, cut & polished diamonds.

it or an  Permissible Debit: Payment for import / purchase of rough diamonds from overseas / local sources.

n cases » Payment for purchase of cut and polished diamonds, coloured gemstones and plain gold jewellery from local sources

ind also > Payment for import/purchase of gold from overseas / nominated agencies and repayment of USD loans availed from the bank.
Trarisfer to rupee account of the exporter.
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EXPORT FINANCE IS MAINLY OF TWO TYPES:

a) PRE-SHIPMENT ADVANCE
b) POST-SHIPMENT ADVANCE

PARTICULARS PACKING CREDIT - EPC (RUPEE) i PACKING CREDIT-PCFC (FOREIGN
4 — CURRENCY)
1 | Definition Anybammmuawommngrammanmfor mvcmerctedﬂgmntedbmexpoderfor

financing the purchase, processing, n pacthg yae processing, manufacturing orpadcmg of
Qodsmbsl'ipmerﬁ.
{ 2 |Basis forgrantof LCurCmﬁrundordarhmdmnrmoﬂupm favour of exporter or some other person
] credit by an overseas buyer, unless lts lodgement has been waived. by an lsuyeru its lodgement has been waived.
{3 |Atiowsd for Export of goods, mcurshudunm ruction contracts,
e toACu:ou_Lh'leulw,
4 §Typeof Account § Order to order basis, or Running alc hgmunacasesh er basks, or Running nt facility in genuine cases
exporters having very good past Oriented Units / § to ex ving vely good past reco
3 Units in Free Trade Zones / EPZs >
§ ) Extent » For FOB value For FOB val d -
« Only for exportable porfigsrincase uupxmporﬁon’ of Agri products.
6 { Disbursement Stage to stage or in $um, upon the thtznrinl\mpsummmmupmmmw
circumstances.
7 | Choiceof such as USS, Pound Sterling, Yen, Euro
Currency elc\FO enable fo have operational flexibility, they are
allowed to draw P2FC in one currency and draw the bill in any
other currency. The risk and the cost of the cross
cumency will be on the exporter.
8 | Period of credit 180 days.
refinanca is provided by RBI
|
2 | Forward Osptracts Allowed in any of the four converiible currencies
‘10 uqummn?\\ From the export bifis of main item /s by |e  Selliquidation from expor pioceeds
credit products _ ; «  ExportBills fo be discounted, negotiated or fo be purchased.
. o be converted into Post shipment advance. |, it can aiso be repaid fprepaig out of balances in EEFC Alc as

=  Subject to mutual agreement between the exporter and the
banker. It can also be repaidiprepaid out of balances in
EEFC Alc) as also from rupee resources of the exporler fo
the extent exports have actually laken place.

» Excess EPC involving non-exporiable goods lo be
recovered otherwise without concession in Rate of Interest

s “ln case of exporiers having good track record from
proceeds of other exporl bills where no EPC has been
allowed,

e Firstin first oul basis in case of running account

aiso from rupee resources of the exporter fo extent exports
have aclually taken place.
The PCFC extended o the supplier EOU/ERZISEZ unit will have fo
be liquidated by receipt of foreign exchange from receiver not by
negofiation of exporl documents but by transfer of foreign
exchange from the banker of the receiver EQUIEPZISEZ unil to
the banker of suppher unit.

SCO 91, (1™ & 2™ FLOOR), SECTOR 47-D, NEAR PNB, CHANDIGARH, Mob: 9041086057, 9041071058 249




e-fi = BANK FINANACIAL MANAGEMENT . CTDI Modale-fi

e | e
POST - - -
SR TYPE OF ALLOWED AGAINST AMOUNT LIHIT'- MAXIMUM PERIOD OTHER INFORMATION
ADVANCE
1 |Negotiation  of|e Biis grawn under | No Limit-100% of Invoice Vaive | « Initially afiowed for 6 months | ® * Short Term Finance..
Bills afier | Imevocable Letter of | Of vaiue declared in GRIPP! | from the date of shipment. ® Pre-shipment advance, i any,
Shipment Credit, Saftex forms ® Period Io be.extended upto 1 {10 be liquidated by way of
®  Shipping : year for genuine reasons. negotiation of bills,
documents  evidencing 3 = "Allowed in Rupees, as well as
that actual shipment has in foreign curencies, USD. Euro,
been made. Yen & GBP
Z |Purchase /| Shipping  documents | No Limit-100% of Invoice Vaiue ® *Short Tarm Finance,
Discounting  of | evidencing exporl | or value declared in GRIPP / Pre-shi
Bills after | against confirmed | Softex forms ;, te ﬁqmdatezladfr::nm%::niﬁ
shipment orderlexpired  LC  / purchased or discounted.
:’ns::t:“' & Allowed in Rupees, as well as
In foreign currencies.

sN[f bills are not payable at
sig CGC cover should be

bills sent on

collection
= [f bills are not payatte at sight,
ECGC cover issued prior o
shipment should be preferred.

4 |Advance against In case of Advance against
consignment Consignment  Exports  against
exports Gems / precious slanes, packing

credit advances be adjusted as
s00n as export akes place, by
transfer of the oulstanding
balance to a special (post-
shipment) account which in
turn, should be adjusted as soon
as the relalive proceeds are
received from abroad bul not later
S than 180 days.
5 NurmaWUphpenoddSﬂdays To be covered by ECGC
les | Back = under concessional rah of | Guarantee
g e
from C.A :

B agains\ Balance of i 100%. Because there are | Such advances are eligitle for | Export proceeds musl  be

Un-d| ices and ces of deductions by the | concessional rate of interest for a received within 180 days afler the
and ion buygrs, a margin should be | maximum period of 90 days only. expiry of NTP, in case of demand
Retention'Woney ined. bills and due date in’ case of
usance bills. For the period
- beyond 90 days, the rate of
v % inlerest specified for the calegory
x 'ECNOS' al post-shipment stage

may be charged

7 | Forfaiting By way of rediscounting | Minimum  amount is  USD | 6 months and prior permission of Forfaiting allowed through EXIM

| of Receivables (EBR) 1,00,000 RBI or EXIM Bank required for | Bank only, Prior involvement of
heve b § ' deferred payment bills, EXIM bank required for each bil,
'm“':;b’n . Itis Without Recourse'
mrt'gtu 8 | Factoring By way of rediscounting | 100% 6 months and prior permission of | It is with or withoul recourse-
of Receivables (EBR) RBI required for delerred | Bill to Bill rediscounting on an
payment bills, 0ngoing arrangements,

9 | Export Bill | By way of banks|100% 6 months and prior permission of | Just as normal bill discounting but

Rediscounted financing Export bills in RBI required for deferred | in foreign cumency.
Abroad (EBR) foreign currency. payment bills.
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IMPORT MANAGEMENT

Import trade is regulated by the Directorate General of Foreign Trade (DGFT) under Ministry of Commerce & Industry,

Department of Commerce. Authorised dealers, while undertaking import transactions, have (0 ensure thal the imports into

India are in conformity with:

a) Foreign Trade Policy, 2009-14 and Foreign Exchange Management (Current Account Transactions) Rules, 2000.

b) Provisions of Uniform Customs and Practices for Documentary Credits (UCP - 600), elc. while opening letters of credit fo
imports into India on behalf of their constituents. : ‘ -

¢) Directions issued by Reserve Bank under Foreign Exchange Management Act (FEMA) from lime o time.

I/E CODE NUMBER: All Importers have to register themselves with DGFT, under Ministry of Commerce & Industry and obtain a

I/E code IE codes have life time validity ;

Approved Commodity / Capital goods: Only permitted imporis can be u

ensure that either the item is not in the negative list or a specific import licel

IMPORT LICENCE: Authorized dealers may freely open letters of credit

are included in the negative list requiring license under the Foreign Trade Poli

ADVANCE REMITTANCE: Authorised dealers may allow advance remittance folN

the following conditions:

a) The Cutoff for making advance remittances without the hatking of L i ,00,000 for Services and
US$ 2,00,000 for Goods.

b) For advance remittances exceeding USD 5,00,000, Baui it irrevocable standby
Letter of Credit or a Bank Guarantee from an intgsiational bank LA R 5

¢) Advance remittance without any limit and witht E it is permittégl to an importer
{other than a Public Suctor Company or a Départment / U i e ia / State @ovemment/s), fol

import of rough diamonds intc India
UK, b) RIO TINTO, UK and soon as p
d) In cases where the importer (other ja

the Under noted miRj RS, Viz. = ing"Company Pvt. Ltd.,

unable to obtain bank guarante is satisfied about the track record and
bonafides of the importer, the sfequirement edit may not be insisted upon
advance remittance up to U@'$ )

e) A Public Sector Companyor a Departme: SMNGovernment of India //6tate Government/s which is not in a

glarantee from the Ministry of Finance,

e of capital goods) from the date of

f) Physical import of g
of import within fifteen days from the

remittance and the imporder gives an b

ld ensure that the amount of advance remittance is repatriated

of goods, authone
of exchange is permissible under the Act Rules / Regulations.

other purposes for'which release

4 or is utilized for ap
RECEIPA OF IMPORT BILLS
=

ars from the overs;eas supplier, except in the following cases:
eceed USD 3,00,000 (earlier it was USD 1,00,000) and US § 5,00,000 for rough

iv) Import bills ré
Receipt of Import€y f C rS: )
(i) At the request of i ank may receive bills directly from the overseas supplier a< above, provided the AD
bank is fully satisfied abouf Tme-firancial standing/status and track record of the importer customer.

(i) Before extending the facility, the AD bank should obtain a report on each individual overseas supplier from the overseas
banker or a reputed credit agency. However, such a credit report on the overseas supplier need not be obtained in cases where
the invoice value does not exceed USD 3,00,000 provided the AD bank is satisfied about the bonafides of the transaction and

track record of the importer constituent.

TIME LIMIT FOR SETTLEMENT OF IMPORT PAYMENTS:

Normal imports: Remittances against imports should be completed within six months from the date of shipment, except in
cases where amounts are withheld towards guarantee of performance, efc. AD banks may permit settiement of import dues
delayed due to disputes, financial difficulties, etc. Interest in respect of such delayed payments may be permitted

Deferred payment arrangements: Deferred payment amangements, including suppliers and buyers credit, . providing for
payments beyond a period of six months, from date of shipment up to a period of less than three years, are treated as trade
credits for which the procedural guidelines are laid down separately by RBI. .
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WSORT OF INDIAN CURRENCY AND CURRENCY NOTES:

. &y person resident in India who had gone out of India on a temporary visit, may bring into India at the time of his return from

=9y piace outside India (other than from Nepal and Bhutan), currency notes of Government of India and Reserve Bank noles up

Industry B s 2 2mount not exceeding Rs.25,000/- per person.

s intol o & serson may bring into India from Nepal or Bhutan, currency notes of Government of India and Reserve Bank notes other
$an notes of denominations of above Rs.100 in either case. For currency notes of denomination of above Rs. 100/- the limit is
s 25.000/-.

predit forf Smport of Foreign Exchange into India: Reserve Bank may allow a person to bring into India currency notes of Government of

nai= and / or of Reserve Bank subject to such terms and conditions as the Reserve Bank may stipulate.

& person may: A

obtain ai # Senad into India without limit foreign exchange in any form other than currency notes, bank noles and travelers cheques;

: %) Brng into India from any place outside India, without limit foreign exchangg (other than unissued notes), subject to the

have (o ==ncfion thal such person makes, on amival in India, a declaration to the Cdstdwp authorities in Currency Declaration Form

SC0F) | provided further that it should not be necessary to make such deefaration where the aggregate vaiue of the foreign
in the form of currency notes, bank notes or travelers cheques<brought in byxs person at any one time does not

=xceed USD10,000 ( US Dollars ten thousands) or its equivalent and/or the aggregate valus of foreign currency notes brought in

! &y such person at any one time does not exceed USD 5,000 ( US Dollars five tiqusands) or its equivalent.

jectto & STEREST ON IMPORT BILLS:

1) AD bank may allow payment of interest on usance bills or overduentere griod of less than three years from the date

o shiomentl al the prescribed rates. The current all-in-cost cei ngs are as un

‘= Maturity period up to one year: All-in-cost ceilings 50 b RS Bctive currency of credit

2 or applicable benchmark.

= Msturity period more than one year but less tha

s58 they

ihree years: A i yynonths LIBOR for

mportel L e respective currency of credit or applicable bénchmark.
ﬂshﬁ” {8) I case of pre-payment of usance import bills, temi - - hj : ate interest for the

portion of usance at the rate at whieh int@es imed e\ currency g fhich the goods have

jovt.) is OR of the currency of invoice
ord and

ipon for

notina ™ case of all imports, whe exchange remitied/paid for import intondia exceeds USD 100,000 or its
inance,  =swivalent, it is obligatory g {{tance was made/'to ensure that the importer siibmits:

date of

¥ Export Oriented Units. Or
om the

e Customs Authorities, where import has been

ve actually been imported into India.

"¢ or data through intemet/data channels and drawings and
h¢ has been received by the importér, may be obtained.

production of evidence of import at the time of effecting

sdocumentary evidence due to genuine reasons, AD banks may

g date of remittance, to submit the evidence of import.

/ Units | 4. Documeqts evidenciit, import info India should be preserved by AD banks for a period of one year from the date of its
verificatiors, However, in respeet of cases yhich are under investigation by investigating agencies, the documents may be
’ destroyed oMy after obtaining clearance frgm the investigating agency concerned.

AD banks may acegpt either Exchange Coéntrol copy of Bill of Entry for home consumption or a certificate from the Chief
he AD @ Executive Officer (CEDY.Qr auditor of the‘company that the goods for which remittance was made have actually been imported
wnto India provided: 3
erseas @) The amount of foreign exchange remitted is less than USD 1,000,000 (USD one million) or its equivalent,

where ' B) The importer is a company listed on a stock exchange in India and with a net worth is not less than Rs.100 crores
n and § ¢} The importer is a public sector company or an undertaking of the Government of India or its depariments.

d) Importer is an autonomous bodies(Institute of Science / Indian Institute of Technology) audited by the Comptroller and
Auditor General of India (CAG). 5

In case an importer does not furnish any documentary evidence of import, as required under paragraphs A.10.1 & 2 above,
within 3 months from the date of remittance involving foreign exchange exceeding USD100, 000, the AD bank should rigorously
follow-up for the next 3 months, including issuing registered letters to the importer.

ept in
| dues

ng for
trade
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BEF STATEMEN If rl ment to RBI): BEF is the statement showing the details of remittances effected towards
import in respect of which documentary evidence has not been received despite reminders. The statement should be submitte
in duplicate, to the Regional Office of Reserve Bank under whose jurisdiction the AD branch is functioning.

« Details of transactions where the amount of remittance exceeds USD 100,000 or its equivalent should only be included
the statement. The statement should include details of all remittances, exceeding USD 100,000 from India or payments
from abroad in connection with imports, including advance payments, delayed payments, etc. imespective of the source of

; funding (i.e. EEFC accounts / foreign currency accounts maintained in India and abroad, payments out of external
commercial borrowings, foreign investments in the shares of importers etc.)

» Statement should be submitted within 15 days from the close of the half-year to which it relates.

CRYSTALLIZATION OF IMPORT BILLS: As per FEDAI guidelines, all foreign currency import bills drawn Letters of credit,
in the event of non-retirement are to be crystallized into Rupee liability on the 10_ day after the date of receipt of documents at
the LC opening branch of the bank, in case of demand bills and on due dale’i of Usance bills, at Bills Selling Rate /
contracted rate as the case may be. In case the 10" day or the due date f3fis on a oli-ay or S~turday, the importer's liability

shall be crystallized into Rupee liability on the next working day.  ~

At present, indian companies are allowed to access furids from abroad in the following methods: &
a) ERNAL COMMER! BORR N CB): ECB refer to commercial loans in the form of bank loans, buyers’ credit]
suppliers’ credit, securitized instruments (e.g. floating rate notes & fixed rate bonds, non-convertible, optionally convertible of
partially convertible preference shares) availed of from non-resident lenders with a minimum average maturity of 3 years.
b} EIGN CURRENCY CONVERTIBLE . FCCBs mean a bond issued by an Indian company ex
foreign currency, and the principal and interest in respect of which is payable in foreign currency.
¢) PREFERENCE SHARES: Preference shares (i.e. non-convertible, optionally converiible or partially convertible) and should
conform to the ECB policy. Since these instruments would be denominated in Rupees, the rupea interest rate will be based on
the swap equivelent of LIBOR plus the spread as permissible for ECBs of corresponding maturity.
d) FOREIG RRE! HAN BON BY: ECEB means a bond expressed in foreign currency, the pri !
_andhterestinmpednfMEspayablelnfureign'uw. issued by an Issuing Gompany and subscribed to by a perso
who is a resident outside India, in foreign currency and exchangeable into equity share of another company, to be called the
Offered Co, in any manner, either wholly, or partly or on the basis of any equity related warrants attached to debt instruments.
ECB CAN BE ACCESSED UNDER TWO ROUTES:
i} Automatic Route ii) Approval Route

A) AUTOMATIC ROUTE

i) Eligible Borowers : 3
a) Corporates, including those in the hotel, hospital, sofiware sectors (registered under the Companies Act, 1956) an

Infrastructure Finance Companies (IFCs) except financial intermediaries, such as banks, financial institutions (Fls), Housing

Finance Companies (HFCs) and Non-Banking Financial Companies (NBFCs) are eligible to raise ECB. Individuals, Trusts 3

Non-Profit making organizations are not eligible to raise ECB: g

b) Units in Special Economic Zones (SEZ) are allowed to raise ECB for their own requirement. However, they cannot transfer

on-lend ECB funds to sister concems or any unit in the Domestic Tariff Area. : .

¢} Non-Govemment Organizations (NGOs) engaged in micro finance aclivifies registered as societies, trusts and co-opera ives

and engaged in micro finance should have a satisfactory borowing relationship for at least 3 years with a sched

hank authorized 1o deal in foreign exchange in India and would require a certificate of due diligence on *fit and proper' status.

d) Micro Finance Institutions (MFls) engaged in micro finance activities are eligible to avail of ECBs.

ii) Recoanised Lenders: Borrowers can raise ECB from intemnationally recognized sources, such as;

a) Intemnational banks, b) Intemational capital markets, ¢) Export credit agencies, d) Suppliers of equipments,

&) Multilateral financial institutions (such as IFC, ADB, CDC, etc.) / regional financial institutions and Government owned
development financial institutions, i

f) Foreign collaborators and @) Foreign equity holders (other than erstwhile OCB's)

iiii) Amount and Maturity

a) The maximum amount of ECB which can be raised by a corporate other than those in the hotel, hospital and software

sectors is USD 750 million (mn) or its equiuil:nt during a financial year.

b) Corporates in the services sector viz. hotels, hospitals and software sector are allowed to avail of ECB up to USD 200

million or its equivalent in a financial year for meeting foreign currency and / or Rupee capital expenditure for permissible

end-uses. The proceeds of the ECBs should not be used for acquisition of land. : =

ECB up to USD 20 mn or ils equivalent in a financial year with minimum average maturity of lhree years.

uivalent and up to USD 750 mn or its equivalent with a minimum average maturity of 5 years.

and Micro Finance Institutions (MFls) can raise ECB up to USD 10 million or its

the forex exposure of the borrower has fo be fully hedged.

nimum average maturity of three years is

c)

d) ECB above USD 20 mn or eq

e} NGOs engaged in Micro finance activities
equivalent during a financial year. At the time of drawdown,

f) ECBupto USD 20 million or equivalent can have cal/put option provided the mi
complied with before exercising call/put option.

« Ali eligible borrowers can avail of ECBs designated in INR from ‘foreign equity hoiders’. .

« NGOs engaged in micro finance activities can avail of ECBs designated in INR, from overseas organizations.
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) End-use -

2) ECB can be raised for mvestrnent such as import of capital goods, new projects, modsn‘uzailon I expansion of existing
production units in real sector - industrial sector including small and medium enterprises (SME), infrastructure sector and
specified service sectors, namely, hotel, hospital, sofiware in India. Infrastructure sector is defined as (i) power, (ii)
telecommunication, (iii) railways, (iv) roads including bridges, (v) sea port and airport, (vi) industrial parks, (vii) urban
infrastructure (water supply, sanitation and sewage projects), (viii) mining, exploration and refining and (ix) cold storage or
cold room facility, including for farm level pre-cooling, for preservation or storage of agricultural and allied produce, marine
products and meat.

&) Overseas Direct Investment in Joint Ventures (JV)/ Wholly Owned Subsidiaries (WOS) subject to the existing guidelines on
Indian Direct Investment in JV/ WOS abroad.

c) Utilization of ECB proceeds is permitted for first stage acquisition of shares in the disinvestment process and also in the
mandatory second stage offer to the public under the Government's disinvestment programme of PSU shares.

&) Interest During Construction (IDC) for Indian companies which are in the infrastructure sector, where “infrastructure” is
defined as per the extant ECB guidelines, subject to IDC being capitalized and forming part of the project cost.

vi) Guarantees: Issuance of guarantee, standby letter of credit, letter of undertaking or letter of comfort by banks, Finandal

institutions and Non-Banking Financial Companies (NBFCs) from India relating to ECB is not permitted.

wii) Security: The choice of security to be provided fo the lender/supplier is left to the borrower. AD Category - | baﬂks have
been delegated powers to convey ‘no objection’ under the Foreign Exchange Management Act (FEMAJ 1999 for creation of
charge on immovable assets, financial securities and issue of corporate or personal guarantees in favour of overseas lender /

aumty trustee, tosecure the ECB to be raised by the borrower.
eeds: Borrowers are permitted to either keep ECB proceeds abroad or to remit these funds fo India,

m utilization for permissible end-uses. The proceeds of the ECB raised abroad meant for Rupee expenditure in India, such

2s. local sourcing of capital goods, on-lending to Self-Help Groups or for micro credit, payment for'spectrum allocation, etc.

should be repatriated immediately for credit to the borrowers’ Rupee accounts with AD Category | banks in India. In other
words, ECB proceeds meant only for foreign currency expenditure can be retained abroad pending utilization. The rupee funds,

Sowever, will not be permitted to be used for investment in capital markets, real.estate or for inter-corporale lending.

=) Prepayment: Prepayment of ECB up to USD 500 million may be allowed by AD banks without prior approval of Reserve

Sank subject to compliance with the stipulated minimum average maturity period as applicable to the loan.

x} Refinancing of an existing ECB: The existing ECB may be refinanced by raising a fresh ECB subject to the condition that

_ the fresh ECB is raised al a lower all-in-cost and the outstanding maturity of the original ECB is maintained-

zi) Debt Servicing: The designated AD bank has the general permission to make remitiances of instaliments of principal,

merest and other charges in conformity with the ECB guidelines.

B8) APPROVAL ROUTE:

i) Eligible Borrowers:

The following types of proposals for ECB are covered under the Approval Route:

#® On lending by the EXIM Bank for specific purposes will be considered on a case by case basis.

#® EBanks and financial institutions which had pariicipated in the textile or steel sector restructuring package as approved by the
Government are also permitted to the extent of their investment in the package and assessment by the Reserve Bank based
on prudential norrhs. Any ECB availed for this purpose so far will be deducted from their entitlement.

® ECB with minimum average maturity of 5 years by Non-Banking Financial Companies (MBFCs) from multilateral financial
institutions, reputable regional financial institutions, official export credit agencies and international banks to finance import of
infrastructure equipment for leasing to infrastructure projects.

® |nfrastructure Finance Companies (IFCs) i.e. Non-Banking Financial Companies (NBFCs), ca!egonzed as IFCs, by the
Reserve Bank, are permilted to avail of ECBs, including the outstanding ECBs beyond 50 per cent of their owned funds, for
on-lending to the infrastructure sector.

® Foreign Currency Convertible Bonds (FCCBs) by Housing Finance Compames satisfying the following minimum criteria: (i)

The minimum net worth of the financial intermediary during the previous three years shall not be less than Rs. 500 crore, (ii)

A listing on the BSE or NSE, (iii) Minimum size of FCCB is USD 100 million and (iv) The applicant should submit the purpose

/ plan of utilization of funds.

Special Purpose Vehicles, or any other entity notified by the Reserve Bank.

Multi-State Co-operative Societies engaged in manufacturing activity.

SEZ developers can avail of ECBs for providing infrastructure facilities within SEZ.

Eligible borrowers under the automatic route other than corporates in the services sector viz. hotel, hospital and software can

avail of ECB beyond USD 750 or equivalent per financial year -

Corporates in the services sector viz. hotels, hospitals and software sector can avail of ECB beyond USD 200 million or

equivalent per financial year.

® Service sector units, other than those in hotels, hospitals and software, subject to the condition that the loan is obtained from
foreign equity holders. This would facilitate borrowing by training institutions, R &D, miscellaneous service Co's elc.

® ECB from indirect equity holders provided the indirect equity holding by the lender in the Indian company is at least 51%.
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ii) Recognised Lenders:
Borrowers can raise ECB from internationally recognised sources, such as international banks, international capital markets,

multilateral financial institutions (such as IFC, ADB, CDC, etc), export credit agencies, suppliers’ of equipment, foreign

collaborators and foreign equity holders (other than erstwhile OCBs).

The total outstanding stock of ECBs (including the proposed ECBs) from a foreign equity lender should not exceed seven times

the equity holding, either directly or indirectly of the lender.

iii) Amount and Maturity: =

« Eligible borrowers under the automatic route other than carporates in the services sector viz. hotel, hospital and software can
avail of ECB beyond USD 750 or equivalent per financial year.

» Corporates in the services sector viz. hotels, hospitals and software sector are allowed to avail of ECB beyond USD 200
million or its equivalent in a financial year for meeting foreign currency and/ or Rupee capital expenditure for permissible end-
uses. The proceeds of the ECBs should not be used for acquisition of land.

+ Indian companies which are in the infrastructure sector, as defined under the extant EC8 guidelines, can avail of ECBs in
Renminbi (RMB), subject to an annual cap of USD one billion pending further review.

iv) End-Use

a) ECB can be raised only for investment (such as import of capital goods), implementation of new projects, modemization /

expansion of existing production units] in real sector - industrial sector including SME and infrastructure sector in India.

b) Overseas Direct Investment in Joint Ventures (JV)/Wholly Owned Subsidiaries (WOS). ;

c) Interest During Construction (IDC) for Indian companies which are in the infrastructure sector subject to IDC being

capitalized and forming part of the project cost. :

d) The payment by eligible borrowers in the Teiecom sector, for spectrum allocation may, initially, be met out of Rupee

resources by the successful bidders, to be refinanced with a long-term ECB.

¢) Repayment of Rupee loans availed from domestic banking system.

v) Guarantee: Issuance of guarantee, standby letter of credit, letter of undertaking or letter of comfort by banks, financial

institutions and NBFCs relating to ECB is not normally permitted.

vi) Security: The choice of securily to be provided to the lender / supplier is left to the borrower.

vii) Parking of ECB Proceeds: Borrowers are permitted to either keep ECB proceeds abroad or to remit these funds to India,

pending utilization for permissible end-uses. The proceeds of the ECB raised abroad meant for Rupee expenditure in India, such

as, local sourcing of capital goods, on-lending to Self-Help Groups or for micro credit, payment for spectrum allocation, elc.
should be repatriated immediately for credit to their Rupee accounts with AD Category | banks in India. ECB proceeds parked
_overseas can be invested in the following liquid assets
a) Deposits or Certificate of Deposit or other products offered by banks rated not less than AA (-) by Standard and Poor/ Fitch
IBCA or Aa3 by Moady's;

b) Treasury bills and other monetary instruments of one year maturity having minimum rating as indicated above and

c) Deposits with overseas branches | subsidiaries of Indian banks abroad.

d) The funds should be invested in such a way that the invesiments can be liquidated as and when funds are required by the

borrower in India. ' 2

vii) Prepayment

a) Prepayment of ECB up 10 USD 500 million may be allowed by the AD bank without prior approval of the Reserve Bank

subject to compliance with the stipulated minimum average maturity period as applicable to the loan.

b) Pre-payment of ECB for amounts exceeding USD.500 million would be considered by the RBI under the Approval Route.

® CAPITAL ACCOUNT - LIBERALI SATION

The Reserve Bank of India, in consultation with the Government of India has decided to infroduce the following liberalization

measures w.r.t, capital account fransactions with immediate effect:

a)To allow Indian companies in manufacturing and infrastructure sector and having foreign exchange eamings o avail of
external commercial borrowing (ECB) for repayment of outstanding Rupee loans towards capital expenditure and/or fresh
Rupee capital expenditure under the approval route. The overall ceiling for such ECBs would be USD 10 billion.

b)The existing limit for invesiment by Securities and Exchange Board of India (SEBI) registered foreign institutional investors
(Flis) in Government securities (G-Secs) has been enhanced by a further amount of USD 5 billion. This would take the overall
limit for Fl investment in G-Secs from USD 15 billion to USD 20 billion.

c)In order to broad base the non-resident investor base for G-Secs, RBI has allowed long term investors like Sovereign Wealth
Funds (SWFs), multilateral agencies, endowment funds, insurance/pension funds. funds and foreign central banks to be
registered with SEBI, to also invest in G-Secs for the entire limit of USD 20 billion. The sub-limit of USD 10 bn (existing USD 5
billion with residual maturity of 5 years and additional limit of USD 5 billion) would have the residual maturity of three years.

d)The terms and conditions for the scheme for Fll investment in infrastructure debt and the scheme for non-resident investment
in Infrastructure Development Funds (IDFs) have been further rationalised in terms of lock-in period and residual maturity.

e)Further, Qualified Foreign Investors (QFls) can now invest in those mutual fund (MF) schemes that hold at least 25 per cent of
their assets (either in debt or in equity or both) in infrastructure sector under the current USD 3 billion sub-limit for investment
in mutual funds related to infrastructure.
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® ECB-REPAYMENT OF RUPEE LOANS

arkets On 2 review, of ECB norms for Infrastructure and Power sector, RBI has decided as follows:

Breign To allow Indian companies to avail of ECBs for repayment of Rupee loans availed of from the domestic banking system and /

’ ¢ for fresh Rupee capital expenditure, under the approval route.. subject to them satisfying the following conditions:

I times The overall ceiling for such ECBs as given above shall be USD 10 billion. The maximum permissible ECB that can be availed
o by an individual company will be limited to 50% of the average annual export eamings realized during the past three

Sinancial years. ! -

fe can ® FOREIGN INVESTMENT IN INDIA; On a review, RBI has decided as under:

NMENT SECURITIE

D 200 3 The kmit of USD 15 billion for Fil investment in Government securities stands enbanced with immediate effect by USD 5 billion

% USD 20 billion. It has also been decided to rationalize the conditions governing the investments under this scheme by making

e end-
%= residual maturity of the instrument at the time of first purchase by Flls and SEBI registered eligible non-resident investors in
BOsm \D=s 2nd foreign Central Banks to be at least three years for a sub-limit of USD10 billion. -
_ TRADE CREDITS FOR IMPORTS INT® INDIA
“Teade Credits’ (TC) refer to credits extended for imports directly by the\gverseas supglier, bank and financial institution.
ation / Desending on the source of finance, such trade credits include suppliers' creditr buyers' cret]
L. SUPPLIERS' CREDIT: Supplier's credit relates to credit for imports in to India exisgded by the dwerseas supplier,

BUYERS' CREDIT: Buyer's credit refers to loans for payment o pocts in to Ind_arranged binthe importer from a bank of
being $nancial institution outside India for maturity of less than threg-years.

281 issued a circular on 10 Sep 2015, revising the policy’on Trade Credit
geceines, RBI has allowed resident importer to raise tzdde credit in Rupees {INR)

(Bubers Crediit & Supplier\Credit). As per revised
ithin below framewoli after entering into a

s Joan agreement with the overseas lender:
2) Trade credit can be raised for import of all iterps ssiisl beeign Trade Bolicy.
Bt &) Trade credit period for import of non-capital §gods can beypto one yez from the date of shipment oplpto the operating
cycle whichever is lower. . 3 :
=) Trade credit period for import of capilgkgoods can bg pment. -
Indi &) No roll-over / extension can be perppitte | |
g, #) Banks can permit trade credit up, Vs i 53 : i
geuch f} Banks are permitted to give gdara s i espect of trade credit for a maximum I
':.;.;L% period of three years from {€ date of
@) The all-in-cost of such Rupee : C ate with prevailing market conditions.
Ei B} All other guidelines fopdrade it wi - o ad trade credits
7Fitch ¥ S ARANTEES: AD eripitte arantees/J&tter of Undertaking /Letter of Comfort, in
' transaction for a period up to one year for
issible bader Foreign™{rade Policy (exceptgold) and up to three years for import of capital
goods, ank from time to time. The period of such Letters of credit /
bythe ¥ ouarantees t, reckoned from the dale of shipment.
+ Bank jrare~goiemned by a set of rules knbwn as Upfform Customs and Practices for Documentary Credits
‘ation 600 (UCP — 600) evolved by the In erne ional Chamber of Commerce (ICC)."UCP 600 has come in to
fte. ; 5
1aking given by the Issuing Bank on behalf of importer in favour of the Exporter,
antalion of the documents, subject to the conditions that the documents are as per the
[Enion i "of exchange system, the exporter faces risk of repudiation of contract or
syiperior method .of settlement has been devised namely Letter of Credit, under
vail of & exporter that Iif the goods exported are as per terms and conditions of contract I
I fresh e by way of submission of documents in accordance to the terms of the LC, it :
pithout defaull. |
s MAIN PARTIES TO LG
! Applicant or Opener | Buyer or Importer on whose uest the LC is opened. [
Nealth Opening Bank The LC Issuing or Opening Bank, whigh opens the LC on behalf of buyer / importer. |
to be Beneficiary The party in whose favour LC is opened i.e. Supplier of goods or Exporter. [
JSD5  Fadvising Bank The bank authorised by the opening bank, which on receipt of LC, forward the same to the |
= Beneficiary. Advising bank is liable for ensuring the genuineness of LC by verifying the specimen |
stment signature of Issuing Bank. .
Y- Confirming Bank Bank authorised by the Issuing Bank to confirm the LC. By confirmation, it means that the
sent of Confirming Bank adds its guarantee and undertakes to negotiate and to pay the documents
itment subject to the condition that the documents are as per the terms and conditions of LC.
Negotiating Bank The Bank, which negotiates the documents. It may be Confirming Bank or any other Bank.
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8r. TYPES OF LCs SHORT DESGRIPTION REMARKS
1. | Revocable MLcmim:mbeawﬂadurwmadbym&ssuingbank.ThistypedLCdoesnmgi'.rewn'daasense

Letter of Credit

mmrmm-hm.m not once the documents
have been negotiated by the Negotiating Banks.
UCP 600 does not recognize Revocable Letters of Credit

ofsw:ﬁtytothebeneﬁdaryasmelermsand
conditions can be cancelled / amended without
his consent, Not a good letter of credit from
the point of view of the seller / exporter.

irrevocable
Letter of Credit

Mmmwﬁmumbmkglmadeﬁm.absoimeand
imevocable undertaking to honour its obligations ™~ provided the
beneﬁdarywnﬂasﬁhallthemmdcmeﬁions

amended, withoul the consent of the beneficiary.

of LC. Qnece
an irrevocable letler of credit is issued, it can neither be rev

A good instrument provided the Bank, which
issues and the country from where it originates
are reliable and stable.

Imevocable
Confirmed
Letter of Credit

uest of
to
are

An LC where another bank adds its confirmation at
mmM!nMaMWMMM
mfmt!negwmlmmmmmmme
mrmiadmmdowmmuaMﬂuedaaaspermeterm
conditions of LC. SR EA e

Transferable
Letter of Credit

An LC in which the beneficiary

Red-Clause
Letter of credit

yped or underiined in
red ink. Nowever, the start of an electronic
i advising such LCs, the use of red
ot feasible and simply

Green
Lc

Clause

/]

pre-shipment credit
for storage /

in which
‘he beneficiary, the
warehouse facility prior to

provision of
ing bank has also to
pment on board.

Such ACs are common in Australia, New
d for wool frade.

Back-to-back \|Back 0

Letter of Credit

i
0

credits. Fi
led as outward credi

Normally back-lo-back letters of credit are
opened in favour of supplier, requiring them (o

cedit. -\

_ sacurity of the original LC. supply the goods covered by prime letier of
.. credit and obtain payment thereof.
8 Lc LC very similar o bank guaranice the fssuing bank, | A substitute for guarantee of payment, A
aranteeing payment and / g performance. Stand-By letter of | Stand-by LC assures payment fo the
‘credit, the performance is to be by and In case of | beneficiary in -case of non-performance by
non-performance the beneficiary the Stand-By letter of | opener of LC.

*
SN

part amount, which has been ulilized, is
and is available for further use. However, the
is not 1o be exceeded i.e., amount which is

Under LCs,
total to be v
the LC.

Where business dealings are on ongoing basis,
such LCs are opened. These are meant for |
mare than one dealing. In such LC, the roll- 1/
over of iransactions take place.

10

Clea
LC

or Open

Sen L Cirfwhich shippidly document are not required by the applicant.

Such LCs are opened only in exceptianal j
cases and for customers of very high standing.

Restricted DS | Wm is resiricted lo a particular bank.

e name of the bank 1 speciied or ||
negotiation, it becomes a Restricted LC.

12

Circular LC

WL is 2 LC issued by the issuing bank authorizing its branches or
correspondenl banks to pay lo the beneficiary against clean sight
drafis drawn by the beneficiary on the issuing bank.

LC essentially for the beneficiary who travels
abroad often and / o for long periods of time.

13

Deferred
Payment LC

An LC in which full paymanttomebmeﬁciawisnolmadehy the
negotiating / issuing bank immediately upon presentation of
documents but only after a specified period of time (instalments /
intervals) as stipulated in the letter of credil.

The advantage under this LC to the buyer is
that, il allows him some period of time to make
the payment for the goods / services and at the
same lime gives a definite assurance of the
bank to the seller that the payment will be
made lo him on a determinable date as per e
{erms of the deferred payment letter of credit
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Im=mational Chamber of Commerce, Paris have now finalized the 2007 revision of UCP (ICC Publication No 600 ) which came
oo force from 1st July 2007. With due approval of Reserve bank of India, the authorized dealers in India are | now be
subscribing to UCP- 600 with effect from 1st July, 2007. This includes and revises the clauses of UCPDC 500 as well'as the 12
s=uses of E-UCP. It also addresses Standby Letters of Credit and therefore is a comprehensive document. It has to be clearly
menSoned in the Letter of Credit that it is subject to UCPDC by inserting a clause generally worded as follows:

“Except as otherwise expressly stated this Documentary Credit is subject to The Uniform Customs and Practice for
Documentary Credits 2007 revision, International Chamber of Commerce Publication No.600.” ~

M= features of UCP - 600 are contained in articles as follows,
Article 1 : Applicability

@ UCP 600 applies only when referred to
@ ‘“they are binding on all parties thereto unless expressly modified or exf

@ UCP 600 can still be used for Standbys

Assicle 2 : Definitions- Contains “definitions” - A new concept for the UCP. Previqus Mons did contain common trade
weeds [ phrases but did not expressly define the terms.

irtg_on its nomination, a confirming bank, if any and the issuing
e day of the presentation to determine if a presentation is
imence on or after the date of presentation of any expiry

« If the expiry date of a credit or the last day for presentation falls on a day when the bank to which presentation is to be
made is closed for reasons other than those referred to in Article 36, the expiry date or the last day for presentation, as the
case may be, will be extended to the first following banking day.

= |f presentation is made on the first following banking day, nominated bank must provide the issuing bank / confirming bank
with a statement on its covering schedule that the presentation was made within the time limits extended in accordance with

, sub-Article 29 (a).

* Article 36 - Force Majeure-This article deals with disclaimer on *force majeure” and is consistent with farmer Article 17 of UCP

- S00. Now added "acts of terrorism”.
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" UNIFORM RULES FOR BANK - BANK REIMBURSEMENTS (UR-525)

Banks are lo insert clauses regarding the method of reimbursing the negotiating banks. This issue is between the two banks (i.e.
Issuing bank & Negotiating banks). However, to bring uniformity and infuse confidence, International Chamber of Commerce
has brought oul their Publication number 525 called —Uniform rules for Bank-bank reimbursements or UR-525.

STANDBY LETTER OF CREDIT (GUARANTEES)

Another popular instrument for international trade is a Standby letter of credit. It is very similar in nature to a bank guarantee.
Standby Letters of Credit differ from the traditional letters of credit in a very fundamental manner. In a normal or traditional L/C,
the beneficiary gets payment upon performing his part of the contract as per the terms of the credit and providing evidence
thereof as stipulated. In a Standby Letter of credit, the beneficiary is eligible for payment from the L/C issuing bank if the
applicant fails to pay or perform his part of the obligation. Thus, the Standby Letter of Credit is actually a back-up system.
in a Standby LIC-the following parties/steps are involved:
(1) Applicant, (2) The issuing Bank (3) Advising Branch / Bank
The issuing bank agrees to pay the L/C value to the beneficiary before the ekgiry of the C
» Demand by the beneficiary along with,
» Documents that evidence that the beneficiary has fulfilled his obligation, &
+ Document evidencing the applicant’s non-performance
if the Beneficiary is not comfortable with the issuing bank bg appli tan insist on the L/C being
confirmed by a local bank just as in traditional L/ICs. Au = Rer under International
. Standby Practices (ISP-98), 1SP-98 or UCP-600, as agré 2s

(4) Behgficiary
gdit upon a:

I) As a document of promise in respect of "no
are permitted to issue under FEMA, 1999, s
a) An exporter on account of exports intg
b) Owed to a person resident in Indiz
counter guarantee of a bank of ifemational

e applicable law to the extent not prohibited by that law. Hence, if there is any

an law, such provision would not be applicable.

- means a day on which the place of business at which the relevant act is to be

day means a day on which the relevant bank is regularly open at the place at
at act is to be perforpréd. Therefore, while issuing the Stand by L/C, care needs fo be taken to ensure that
afte : [derstanding of the same. %

¢) Article 3.13: Expiration Date on Non Business Day. .

d) Article 3.14: Closure on a Business Day and authorisation of another reasonable place for presentation. This provides for
automatic extension to the day after 30 calendar days after the place of presentation re-opens for business if in the event
that on the last business day for presentation, the place of business is closed for any reason unless the Standby otherwise
provides. Thus, the openers have to be careful. It also provides for authorizing an alternate reasonable place for
presentation subject to conditions.

e) Article 5.01: Timely Notice of Dishonour — The article provides for timely notice of dishonour as per the provisions
contained therein. )

f) Articles 10.0 and 10.02: Relates to syndication / participation under the standby LC may be taken note of by the banks
issuing such standbys under syndication / consortium loan arrangements among authorised dealers.
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25) INCOTERMS - 2000 (INTERNATIONAL COMMERCIAL TERMS)
; With a view to minimize different interpretations and to facilitate intemational trade quotes and transactions in a transparent
ks (i.e. | fawoiding inclusion of hidden costs and risks), international Chamber of Commerce evolved a set of commercial terms in 1836
amerce —=#ed as ‘International commercial terms or INCOTERMS. Given below are the most used INCOTERMS (out of total 13).
CONTRACT TERMS EXPLANATION
rantee. FOB* Free on Board The seller delivers when the goods pass the railings of the ship at the named port of
1al LIC, (named port of shipment) | Shipment. The buyer will bear the costs and risks thereafter: -
nidence
k if the CFR* Cost & freight The seller delivers when the g pass the railing of the ship in the port of
m. (named port of destination) | Shipment. However, the seller h pay the freight charges up to place of
destination. The risk of damage 8! uent io loading is on the buyer.
CIF* Cost, insurance & freight The seller delivers when the s pass ship's rails in the named port of
(named port of destination) shipment. However the seller mustyay the freightcharges. He also has fo procure a
marine insurance policy against the r's risk (Wgich begins once the goods are
delivered at the port ‘oéjh.inng'lt).
C being
national
OBJECTIVES:
hADs B ® Short Term: To arrest and reverse the dechqi pecially to those
dby: ' s=ctors which have been hit badly by ion
® Long Term: To double India’s sharemw :
redby a = TARGET: _
The policy has set a target to double India's exports in goods and services from $465 billion to $900 billion and upping the Indian
share of the world exports from the current 2 percent to 3.5 percent over the over the next five years. The policy is a framework
for increasing export of goods and services as well as generation of employment in keeping with the vision of Make in India.
‘h?ﬁcydubsasuiasofexmﬂpmmﬁms&emesunmfmmmesnamely . a) Merchandise Exports from India
Scneme (MEIS) & b) Services Exports From India Scheme (SEIS). ;
[ AT GORY |} RT PERFO CE FOB/ FOR |
Valye (in US $ mn} during current & |
P~ p! 2 yrs.
Le: Ong Star Export House, N 3
Tylo Star Export House Y}, N 25
provided [ Fnree Star Export 100
so on).A
: & 500 e
ISP-98.A e
re is any iahB'lagoodssuppiieddonotleavemeeomtry.Suppiybymamhlsub-

adsi ice : the Duty Exémption / Remission Scheme, supply of goods to EQOUs, units
tistobe | wcsted EPZs, { by multi-lateral bilateral agencies and projects funded by UN agencies
“place at | == are regarded % -
isure that

Capital Account Convertibility (CAC) implies freedom to convert local financial assets into foreign financial assets and vice
wides for | wersa, at market determined rates of exchange. It is associated with changes of ownership in foreign / domestic financial assets
the event = [ k=biiities and embodies the creation and liguidation of claims on, or by, the rest of the world. CAC ¢an be, and is, coexistent
otherwise W restrictions other than on external payments. To revisit the subject and arrive at a roadmap towards fuller Capital Account
place for Convertibility based on current realities, a Committee to set out the framework for Fuller Capital Account Convertibility (FCAC)
was set up by RBEIL The committee was chaired by Shri. S.5.Tarapore, erstwhile Deputy Govemnor of RBI, Shri Tarapore had
headed an earlier committee on CAC in 1897, which had put out a road map for full convertibility.

The Commitiee on FCAG has submitted its report to RBI on 31% July 2008. They have recommended a Road map for Fuller
convertibility within a broad frame work of Five years in three phases, 2006-07 (Phase 1), 2007-08 and 2008-09 (Phase IlI) and

2009-10 and 2010-11 (Phase lllj .
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Export Credrl Guarantee Corporation of Inclla L.lmlted waa established in the year 1957 by Government of India to sirangthen the
export promotion drive by covering the risk of exporting on credit.
FUNCTIONS OF ECGC

.a) Provides a range of credit risk insurance covers fo exporters against loss in export of goods and services
b) Offers guarantees to banks and financial institutions to enable exporters to obtain better facilities from them
c) Provides Overseas Investment Insurance to companies investing in joint ventures abroad in the form of equity or loan
STANDARD POLICY: Standard Policy is a whole fum over policy which has been formulated by the ECGS with a motive to
provide Insurance Cover to Export Shipments on going or continuing basis. The maximum period of the credit, as has been fixed
by RBI, is 180 days on DA, DP or on Open Sale terms.
Standard Policy is of two sub types namely:
a) Comprehensive Risks Standard Policy for Exporters having anticipated
b) Small Exporters' Policy for Exporters having anticipated export furnovep
reckoned of 2 months from the issue of policy.- A

Comprehensive Risks Standard Policy: Main features of the Comprehensive

@ The policy is issued to exporters with future or existing exports over Rupees
@ |t covers shipment with maturity period of 180 days.
® Policy covers political, as well as commercial risks listed alpeats
@ Shipments to various Govl. departments of foreign coup#

Small Exporter's policy:
These Policies are designed for exporters who have an

d) Moverdnepaymenlsaretobe eport
" SPECIFIC POLICIES; Contracts for o5

Facility from their banks under line of credi
terests of Indian Banks who have financed the
ing basis.

that banks may not deny ﬁnsnaal assistance to'the exporters for want of repayment assurance, the E(;GC has formulated a s
of different types of guarantees for suiting different needs of the exporters and protecting banks dues. A major part of the
finance is covered by way of these guarantees.
TYPES OF GUARANTEES:
. ECGC issues following 6 types of guarantees to the Bank
1) Packing Credit Guarantee: (a) Normal, (b) Whole Turn Over
2) Export Production Finance Guarantee
3) Post Shipment Export Credit Guarantee
4) Export Finance Guarantee
5) Export Performance guarantee
6) Export Finance-Over Seas Lending Guarantee
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e s —
D : CREDIT G NORMAL): .
the 88 ==c f=cilities given to exports by the bank at Branch level are covered under Packing Credit Guarantee:
fen . Terms of Packing Credit Guarantee:
‘@ Guarantee is issued for a period of 12 months.
& Guarantee covers all the pre shipment advance made by the banks at Branch level to the exporters within the approved
Emit of the bank
an % The bankis to submit a declaration in respect of all pre shipment advances every month.
motive to = @ The bank is to pay a premium of 10 paisa per Rs.100 per month on the highest outstanding during the month (subject to
een fixed change).
&) AN packing credit advance will be covered with maturity date up 1o 360 days from the date of advance. Separate approval
3 from ECGC is required for advance with maturity beyond 360 days.
sar, # ECGC will cover 66% of the loss by way of claim to the bank.
leyearis & o ECGC will entertain the claim after a period of 4 months from the ee g bill. h. All recoveries made from the
» exporters after payment of the ciaim to the bank, will be shared betweeNECGC and Baqk in the ratio of 3 :2
E #) ¥ is necessary that the bank should have conducted the business with due care and without negligence as per rules and
policies of RBI / Gowt. of India.
SACKING CREDIT GUARANTEE (WHOLE TURN O ] . i Zwce given by the bank at all
= level are covered under the Whole Turn over Packing, Zredi 3
2) Bank will inform ECGC of all the Packing Credit Adye
;_-m #) ECGC will cover a 75 % of the loss under the po
- =) Bank will have to obtain separate guarantees A
EXPORT PRODUCTION FENANCE

re settled. | Export Incentives are covered under this schér

ily carried = Tesms & conditions:

ir medium 28 Full cost of production is covered

P}L"ﬂa:lﬁ:gr: B} The guarantee is available botf)4
) Al Other terms, including prg

or Special
POST SHIPMENT EXPORH
ers where
e of credit
anced the
in foreign
TR :
ls Foreign Governments reguire exporters b hish guarantees issued by Indian Banks that export projects or
pleted on time apgHifi cade of their failure to do so, a certain percentage of amounts, usually up to 2% of the
oeer, 1§ her, will be paffl by the gliarantee issuing bank. Such types of guaraniees are very common in Bid Bonds.
gter guarantees\issued by banks are called Export Performance Guarantees and ECGC provide them a
wcific - :
LENDING) GUARANTEE:
Finance to Exporiers by banks and for the projects to be carried outside India.
need some
Efeanﬂw*‘; SPECIAL GUARANTEES TP
a2 SS'L Jransfer Guarantee: Such guarantees are issued to the banks against loss arising out of their adding confirmation to foreign

o e L. The losses covered are as under Comprehensive Policy. Loss under Political Risk is covered to an extent of 90% Losses to
= extent of 75% is covered under commercial risks. Premium is also charged as per Standard or Snall Exporters Policy.

eas Investment, Insurance: This policy covers investments made by Indian Exporters in Foreign Countries. Such
~vesiments are long term investments involving Capital Projects, Joint Ventures or loans etc.
Eachange Risk Cover Policy: There is always an exchange fluctuation risk in payments involving long term civil construction projects, turn
key projects, supply of capital goods on deferred payment. The cover is available for payment schedules in select currencies beyond 12
manths and up to 15 years. Here, ECGC makes good the losses for fluctuations between 2%to 35%. In ather words, losses below 2% or
s=yond 35% due to fluctuations in the reference rates are not covered.

37

osg 36 m SCO 91, (1% & 2" FLOORY), SECTOR 47-D, NEAR PNB, CHANDIGARH, Mob: 9041086057, 041071058

r___—__—'—_




BANK FINANCIAL MANGGEMENT cTDI MODULE-B g4
RISK MANAGEMENT ( MODULE -B)
RISK MANAGEMENT

The process of liberalization and globalization is gradually integrating the Indian economy with the rest of the world.
The presence of foreign bank with more sophisticated producls and superior fechnology has intensified the
competition and has also put a severe pressure on the profitability. With the opening up of the economy, the Indian
banking system has become wvuinerable to the spillover and contagion effects. The increasihg competition and
survival compulsions have made Indian banks reorient their attitudes and approach towards risk management.

DEFINITION: Risk is the potential loss an asset or a portfolio is likely to suffer due to variety of reasons. Risk is
inherent in all business but the risk exposure is much more in the financial activity, Banks are basically financial
intermediaries. They mobilize deposits from the surplus sector and chapfielize it in the investment sector through
lending. Bank assumes or restructures risk for its clients. As such the ns re of the banks is increased. Banks
are trustees of public money, and as such management of puk cells for sound and efficient Risk
Management technigues.
Risk arises due to various reasons. It may be due to impact of past acti¥ly or performiance, instability of present or
uncerlainty of future. However, the word uncertainty is not to be r;unfused ity the term ni Uncerlamy arises due to
lack of information while risk has known probability. Prudent-b ifying, assess ng and minimizing
these risks. In a competitive market environment, a4z et nfiuenced by its risk
management skills,

OBJECTIVES OF RISK MANAGEMENT:
The ultimate objective of Risk Managemen!

a) Survival of the Organlzation
b) Efficiency in Operations.

c) Uninterrupted Operations.
d) Identifying and achieving acepta
e) Earning Stability.
I] Continued and sustaine

o outright Idsses. Uncertainties
astment. Under the impact_ of

8/ business with higher risk, The profit potential and loss
NS igher variability of net cash flow. Capital requirements would

er losses. Similarly, a business with lower variation in net cash flow would be
lial as well as low posshﬁhes would be lower i m such businesses due to low

: : Ri’ In ‘000s
Cash flow from | Year1 Yehr 2 l Year 3 Year 4 Year5 - Total
Investmentd_ 6 /6 6 6 B 30

Investment 2 3 ~ 9 5 -2 15 = 30

If we ignore the time value of the money, both these investments yield Rs. 30,000 over five-year period or @12% p.a.
simple, assuming initial investment at Rs. 50,000. From return on investment point of view both are equal, but
intuitively, without going into the arithmetic, one is more likely to prefer investment 1. This is because of steady
stream of cash flow associated with it. Investment 2 would have a chance to become equally acceptable provided
return on it is higher than what it is now, say @ 14% p.a. simple. This 2% additional return is the risk premium or cost
of risk. Higher the risk is higher would be this premium.

It would be desirable to account for risks as well. Retums net of risk would be the proper basis of comparing
investments. In other words, risk in a business or investment is netted against the retum from it. This is called Risk
Adjusted Return on Investment .This is the key driver in managing a business seeking enhancement in risk
adjusted return on capital (RAROC). Higher the RAROC, higher may be the reward to investors / shareholders.

From the risk management point of Wbmkmg business lines are grouped under the following major heads:

s
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RISK IN BANKING GND FINGNCIAL SERVICES

E |
ko B 1 [ el )

on and
LIQUIDITY INTEREST MARKET CREDIT OPERATIONAL OTHER
RATE RISK RISK RISK RISK

Risk is
nancial
lhrough

Banks

RISK

1t Risk 3
Funding Forex Risk Counter Fraud
sent or Risk Party Risk
Bl ta Risk
imizing W 7
s ek : Price Risk ¥
I Time Risk CQuntry %
7 Risk X

' -

s : Strategic Risk
= v Liquidation

Communication
Risk

v

Reputation Risk

Risk
S, Rixk Documentation s acHon

Risk Risk

Gap Mismatch Yield Curve Competence
Risk Risk - Risk Model Risk

ainties

»ssible

Himply . Embedded Cultural External
e Option Risk Risk ; Events Risk

'12?3 Reinvestment Net Interest G il : Rag;;lll:? &

uid be Risk Position Risk -

Compliance
Risk Systemic Risk

By SPACE FOR NOTES
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Risk is inherent part of Bank's business. Effective Risk Management is critical to any Bank for achieving fins
soundness. In view of this, aligning Risk Management to Bank's organizational structure and business strategy ha
become integral in banking business. Over a period of year, banks have taken various initiatives for strengtheni

risk management practices. They have developed an integrated approach for management of risk taking into accour
the business requirements / best ional practices or as per the guidelines of the national supervisor.

BUSINESS LINES

From the point of view of the risk management, banking business line may be broadly classified l.l;'ldﬂl three heads:
a) Banking Book b) Trading Portfolio . c) @ff-balance sheet exposures

OFP-BALANCE SHEET ITEMS

BANKING BOOK TRADING BOOK ¢

The banking book includes ali | The trading book includes aiN
advances, deposits & borrowings, | the assets that are marketable
which  usually arise  from | i.e., they can be traded in the
commercial and retail banking rket. Trading o0k Z58elS
operations. All assets & liabilities in ng characleris
banking book have following
characteristics:

1) They are normally held until

maturity, and :

2) Accrual system of accounting is

applied
The banking book Is

operational risks. It is ; f-bala
to Market risk as wluidity i {uidity risk, interest rate risk,
i gk default or credit risk and

LIQUIDITY RISK

ofinel as the ability or the capacity to meet the contractual obligations (or 1

commitments to the loan/advances customers comfortably ali the whi
5 5UQ asCRR&SLRaremeladequateiywiﬂmllmhgmbonmunduly. 1
f deposit determine & bank’s liquidity needs. It is the Risk of inability o
s (o mismatch in inflows/outfiows from assets and liabilities.

by Government, sudden withdrawal pressure

Corwnitments; i
industry / country). All these factors affect the liquidity of a bank.

(either specific to the Bank or to the

idity: Disposing liquid assets, increasing short term borrowings (call money, nolice money, Rep

Increasing Li
which liquidity can be augmented.

etc), increasing long term liabilities and capital are some of methods in

iquidity Risks Factors: Liquidity risk can arise due fo gither internal (institution specific) or external factors.

+ External Liquidity risks can be geographic, systemic or instrument specific.
« Internal liquidity risk relates largely to perceptions of an institution in its various markets, local, regional, nationt

or international. Other categories of liquidity risk are:
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i

hri UIDITY RISK
1. FUNDING RISK - 2. TIME RISK 3. CALL RISK
E FUNDING RISK: Unexpected need to mphuouﬂlm due to:
zn‘ Unanticipated withdrawal i.e. premature withdrawal or Non-renewal of deposits (wholesale and retail).

L]

« Fraud causing substantial loss.

« Systemic risk.

¢ Loss of confidence.

« Liabilities in foreign currencies.

TIME RiSK: Need to compensate for non-receipt of expected inflows of funds due to:
ids: = Severe deterioration in the asset quality.

s Standard assets tuming into non-performing assets.
« Temporary problems in recovery.
« Time mva!ved mmanaln iqui

SYSTEMIC msg Liquidity may disappear in the
* Normally due to the failure of a major Bank.
¢ Since all the banks have inter-relations, falf

eventually leading to their collapse.

INFERESTRATE K

Definition: Interest rate risk is the
financial condition. It is the risk of gefl

financial assels to adverse epients
banking business.

CLASSIFICATION &

_4._“_.'

atch risk arises Yoom assets afid liabilities with different principal

iven time period, thgreby gréating an exposure to changes in the

bg. The gap is the difference between the value of assets and
Shgive penm_ i

assefs and liabilities can change in different magnitudes (Over a

sition exposes it to an additional interest rate risk. If a

iabjifties on which it pays interest. Interest rate risk arises

e cosOf funding of the liabilities remains the same,

yrest position (highér assets) will experience a reduction in NIi as interest rate
b existing assets) and an expansion in NIl as interest rate rises.

nts for most of the profit generated by financial institutions that fund their

s. In an increasing interest rate markel, assets keep getling re-priced at

anges in the level of market interest rates create another source of risk to
bonds (with put or call options) and/or premature withdrawal of deposits
éses where there is no penalty for prepayment of loans, the borrowers have a
4 ap$ when a decline in interest rate occurs. In such cases, the bank will receive only
a lower NIl. Many banks late"d Pre-closure penalty to cover the embedded option risk.
5) YIELD CURVE RISK: A ‘fueid curve is a line on a graph plotting the yield of all maturities of a particular instrument.
Yield curve changes its slope and shape from time to time depending upon re-pricing and other such factors. As the
economy moves through business cycle, the yield curve changes rather frequently. At the intervention of Reserve
Bank of India, the yield curve can be twisted in desired direction by altering the yields on Government stocks or
different maturities.
6) PRICE RISK: Price risk occurs when assets are sold before their maturity dates. For example, if a T-bill with 10%
yield with 10 year maturity is held until maturity, it will give the holder full value. However, its value comes down if the
market interest rates are above 10% as no one would pay a premium on an instrument which would give them 10%
return when they can earm higher interest by deploying elsewhere in the market. If the holder has to sell before
maturity, he may have to sell it at discount (loss). This phenomenon where the "Price” of an instrument or the
realizable value of the instrument is at risk is called “Price risk”
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7) REINVESTMENT RISK: Uncertainly with regard to interest rate at which assets and future cash flows can be
reinvested is called reinvestment risk. For example, in a rising interest scene, a bank has to keep paying higher rate
of interest to the same depositors each time he renews his deposit. This is called “Reinvestment” risk.

EFFECTS OF INTEREST RATE RISK:

Changes in interest rates can have adverse effects both on a bank’s earnings and ils economic value. Therefore
effects of Interest rate risks can be assessed in three ways.

> Earnings Perspective

» Economic Perspective

» Embedded Losses

1) EARNINGS PERSPECTIVE: In the eamning perspective, the focus is on the impact of changes in the interest rates
on actual or reporled earnings. Variations in earnings represented by Net Interest Income is the focal point for interest
rale risk analysis as reduced earnings or outright losses (for example - yiese a bank is paying.more interest on its
liabilities than it is earning on its assets because it is locked in to pontracttal positions) can harm the financial
stability. The losses can reduce the market confidence it enjoys. Bz ks have nbw moved into other aclivities that
generate fee-based and other non-interest income and a broader fosys on overalhpet income, incorporating both
interest and non-interest income and expenses, has become more commBs(.

2) ECONOMIC VALUE PERSPECTIVE: Variation in market interest rates 2ffects the ecohpmic value of a bank. The
interast-rates is relevah from an inveglor's point of view. The

sensitivity of a bank’s economic value to movements in inte
economic value of a bank is the Present value of the b apiCs expected Totyre cashlows.

Economic Value of an Enterprise(Bank) = Presg an assets + Expected net cash
flows on off-balance sheet items - present value gkpe ies. %
Economic value perspective of measuring intgrést rate aotorall sensitivty of the net worth of the

bank to changes in interest rates.

3) EMBEDDED LOSSES: The impact that\pa ace is Called erbedded risk.
- - ins\ or lossed dlie to past rate

Investments that are nol marked to sfia

movements. These gains or losses Ror example, say a bank has

market. There is an embeddgd I_oss in the bafance sheet re date.

Note: Due to diligent aggounting principies, bank bala

Credit Risk arises ol
Lending activities o

ere there is a\efault
5 adit / Letters of Guarantee issued when dévolved

0 800

apayments| This default can occurin boan repayment of interest repayment (on loans & corporate bonds etc).

~ RISK: Default risk is nothing but potehafailure of the counter-party (borrower) to make promised
B\CREDIT SPREAD RISK OR SRADE RISK: Capital market portiolios are marked to market. In view of this

they have an 3 Alled Credi\ Spread risk. For example, in a corporate bond, which gives semi-annual
intefgst, there is ho default and half yearly interest obligations are being met. Yei, thisis not a risk free investment as
still ris e i : exists. If the company is having problems and may default in future (not
done s eficies announce that they have downgraded the rating of the Company.

g =
Immediately, the market reacts the forporate bond issued by the Company already trading in the market will see
an adverse prge is reults in the possible widening of the credit-spread. This is credit-spread isk.

Normally this spread is firm specific
PORTFOLIO RISK: Nofmatly fiind managers both in Banks and in other agencies have fo deal with “Portfolio risks”".

These are the risks which can bring down a whole portfolio. For example- Fund managers are fo take positions or
quote based on Country or sovereign ratings. Lt us say a fund manager has taken position in bonds issued by
several emerging Economy nations. Then, “Standard & Poor” or “Moody's” or any intemnational rating agency makes
a negative revision of the emerging markets. Immediately international markets react to changes in the Ratings of a
Sovereign and all the assets generated out of the emerging markets  will suffer deterioration irrespective of whether
some of the instruments trading in the market belong to the very best Companies in those Countries. Such risks
associated with the entire portfolio as a whole are termed portfolio risk.

Portfolio

1) Systematic or Intrinsic Risk

2) Concentration Risk.
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n be 1) Systematic or Intrinsic Risk: Portfolio risk as discussed above can be reduced due to diversification. In other
rate words, the banks & the Fund managers should not focus only on one type of assets but have a portfolio which is
diversified equitably across geographies, Sectors, borrowers, markets and so on. This ensures that the portfolio risk
is reduced to a minimum level. This minimum level corresponds to the risks in the economy in which it is operating.
' This intrinsic risk which is closely knit with the economy of the country where the bank or the Fund is situated will
~mever go away. Such a risk is called systematic or intrinsic risk. If economy as a whole does not perform well, all
purﬁolms will be affected.

2) Concentration Risk: If the portfolio is not diversified Concentration risk occurs. Concentration risks can arise out
of focusing on large borrowers, borrowing groups, instruments, Sectors, markets etc. In India, RBI has stipulated
prudential limits for Individual and Group loan exposures to minimize Ccne&ntrahon fisks.
rates 3) Counter Party Risk: Counter - party risk arises from non-performance from counter parly either by his refusal /
erest mability to perform. The counter party risk is normally financial risk associated with trading rather than standard credit
n its ﬂ-

incial mance by a borrower or counter party
; that efined as the risk to operating cash
both s -%t the macrd level, Country Risk

u:ludes both sovereign risk and currency risk. The Banks need to log
. The reaching a conclusion on whether or not to do business with a country.
. The R8I has advised that banks should formulate appmpnate E

agement’ (CRM) policies which should focus on the 1

Ssh ‘sountry exposure risks, Banks should design contingerf

es of crisis.
the | | EREDIT DERIVATIVES:

| risk.
t rate
k has
et at
g Il'la financial institution or SP
sf the i daﬂvﬂ'ﬂ‘“’” are fll I E
i cndt rating waluates the credit worthiness of a deblor, especially a business or a government. It is an evaluation
byacredrtratmg agency of the debtor’s ability to pay back the debt and the likelihood of default.
“redit ratings are determined by credit ralings agencies. The credit raling represents the credit raling agency's
ation of qualitative and quantitative | information for a company or government; including non-public information
Bt d by the credit rating agencies analysts. 3
: SIL Limited
itch Ratings India Bfivate Lid.
ICRA Limited
mised ™ Credit Aglysis & Research Ltd. (CARE)
® Brickwolk Ratings India F'nvaie i
of this e
Lﬂ:‘ﬁ s areraqunred o formulate the CRM policy for dealing with the country risk problems only in respect
e (not e a bank's net funded|exposure is 1 per cent or more of its total assets.
policy ghould stipulate rigorous application of the 'Know Your Customer (KYC)
:ﬂ:‘e{; ch/ should not be compromised by availability of collateral or shortening of
Asisk quntry risk elernent should e explicitly recognized while assessing the counter-party risk.
osures’: Banks should consider both funded and non-funded exposures from their
o s while identifying, measuring, menitoring and controliing country risks.
[nisks’. country Risk: Banks should fake into account indirect country risk. For example, exposures to a domestic
i ercial borrower with a large economic dependence on a certain country may be considered as subject to
ved by country risk, which may be reckoned at 50 % of the exposure.
makes ings: Banks should use a variety of internal and external sources as a means to measure country risk, However,
gsofa tatlng accorded by a bank to any country shauld not be better than the rating of that country by an |ntemalional
m g agency. Till the time banks move over to internal rating systems, banks may use the seven category
h risks Sessification followed by Export Credit Guarantee Corporation of India Lid. (ECGC) for the purpose of classification |,
d making prcmsmns for country risk exposures.
Dsure Li : Bank Boards may set couniry exposure limits in relation to the bank's raguiatory capital (Tier | +
er I} with sub-llmlls if considered necessary, for products, branches, maturity etc. In respect of foreign banks, the
gulatory capital would be the capital (Tier | + Tier Il) held in their Indian books.
Ere——Tmm
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MARKET RISK

Risk of adverse deviations due to marking to market value of Investment portfolio is called Market risk. Banks are
exposed to market risks just as all other investors. Their trading books are particularly exposed to Market risks
Normally a bank’s Proprietary trading book (where the bank trades on its own account) consists of investments
securities such as, Debt Securities (T bills, bonds etc), Equity, Foreign Exchange (held in Nostro accounts or investe
abroad),"and Commodities (Gold, Silver, Platinum).

COUNTER PARTY RISK: Counterparty or Credit risk can arise out of two situations:
® Default of the issuer of the Security or =

® Due to the rate migration of the instrument on hand. Debt instruments in the market are normally rate
instruments. If the rating agency lowers the rating onthe CP, the spread over the risk free return increases an
Price decreases as Price is an inverse function of yield. ;

SETTLEMENT RISK (HERSTATT RISK): Let us say that a bank buys sgrfeNgeasury bills from Bank B. What if afte

receiving the amounts, Bank B fails to deliver the treasury bills? This-Tisk of ¥z Counter-party failing to deliver i

known as Settlement risk or Herstatt Risk. The failure may or may naf be infentiontal. This risk is also called Herstat

Risk due an incident which took place earlier which actually compeiied colqiries to come together to fos

Basel norms. A German bank called Herstatt Bank was put under liquidalign by the autherities after it had entered i

fo transactions with various American banks, received the i

differences. In case of Stock & Commodity
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MARKET RISK MEASUREMENT MODELS BASEQ ERNATIONAL STANDARDS
1) VALUE-AT-RISK AND RISKMETRICS: QUS STRESS TESTING:
a) The value at risk {VaR) is a donsi ban impgttant tool thaf is used by banks as part of their
b) Risk measures are forwape’locking and esjirfia igmal ri alerfs Bank Management to adverse

future losses that may afise within certaindConfidence level ©s an indication to banks of how

based on historical gafz much Cpital might be needeg A0 absorb losses should large shocks
¢) VaRis defined a5 eslimate of potential loss IR a position § occur.

Or assel or portidlp of assels oyetq given holdingperiod at | Stress Testivg addresseé the large moverhents in key market

agiven leve! of cemaigty, variables that ibeyéhd the day-lo-day monitoring but that could
d) VaRis an eslimate 5 likely o Osgur and not actda] | polentially occur, IFess Tesling evaluates the shori-lerm impact on a

SasUTes al loss. Wil given portfolio of a series of predefined moves, in particular market

In Siggss Testing the Risk Manager selects a set of moves for certain
major Anarkel parameters and then subjects the cument portiofio lo
ingst moves, measuring the simulated change in portfolio value.
SCENARIO ANALYSIS:

Scenario Analysis is 2 sirategic technique, which enables a firm {0
evaluate the polential impact on its eamings stream of various
extan risk profiles | different eventualities. Scenario Analysis uses multiple projections and
gHime evaluation | helps the fim to assess its longer-term stralegic vulnerabilities.
§Qi I alf regular interval § Scenario Analysis seeks lo assess the broader impact on the firm of

he gCe 5 Ove i period is noted. ﬂeﬂand intemelated M!E!Iﬁ.
ARKET RISK MEASUREMENTY

Market risk measurements rely heavily on quantitative methods. Some o

them are as follows ;

1) SENSITIVITY : Caplires-the deviafions in the market price of an invesiment or asset due to variations of a unit of one anather parameter.
2) BASIS POINT VALUE (BPW: BPV is the change in value due to 1 basis point (0.01%) change in market yield. This is used as 2
measure of risk. In other words let us say a bond with face value Rs100 with coupon rate of 10% with a 10 year term is trading at sa

Rs.102.50.The market discount rate is say 9%. Assume that the market rate goes up by 0.01% to 9.01%.The bond price quickly changes b sa
Rs. 102.10.

BPV=102.50-102.10=0.40 2
The higher the basis point value, the higher is the risk associated with this instrument. BPY changes with remaining maturity. It will decline with
time and on the day of maturity it will be zero. . ¥

3) DURATION: McCauley's Duration was first proposed by Frederick McCauley in 1938 as means of describing a bond's price sensitivity ic
yields change with a single number. This is equivalent to time, on average, that the holder of the bond must wait lo receive the present value of

the cash fiows. In other words this represents cash flow 'Centre of Gravity' or fulcrum®. Let us take a Bond with the following features.
Annual payment / 9 % Coupon / B year maturity.
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This bond trading at 10% YTM has a Macaulay's duration of 5.97 years. This means at the point of 5.97 years,
receiving the balance cash flows (Rs 80 per year x 5 balance installments of Imerest + face value of
Rs1000=Rs1450) is equivalent to recemng the amount in a bullet repayment.
Maculae's Duration Formula —---- D= T, x W,
Where D = Duration (Maculae's), T=No of periods to maturity.
Period= No of terms where interest is due
CFt (1+y)"
L)' T ———
Bond Price
Further, mmggn or Modified duration is McCauley's duration discounted by 1 period yield to maturity. The longer
the duration of a security, the greater will be the price sensitivity to yield changes & higher is the risk associated with
the bond. Bond price changes can be estimated using modified duration as follows:
% change in price = modified duration x yield change
4. DOWNSIDE POTENTIAL: Downside risk is the most comprel
and volatility with the adverse effect of uncertainty. This is the
financial service industry as also the regulators.
5. VALUE AT RISK [VaR): A fair measure of what can be the maximul
VaR. Here we attempt to create a more useful answer and arrive at Valu

lose a maximum of Rs X ) the VaR}overthenextweesz\
it would be so 99 times out of 100).

fime assuming ‘Nomal Trading Conditions’
VaR measures the potential loss in market v,
under abnormal market conditions

re of risk as it integrates sensitivity
i relied upon by banking and

e under nol ircums|

| funds in

loss of Capi

RRE A i 5 s
epch compghent 1o price changes in the underlyihg
=] ponen ' volatilities and oorrel on_ It is a determini®€ approach.
ORtC ..;ua OD: This calculates the change in the value of a position using the actual

ments of the uhderlying dgsets slarting from the current value of the asset. It is critical that the length
B sen is neither tho long ndy too short as either of them can distort the observation.
MONJE CARL MULA‘HON ETHOD) Here the change in the value of a portfolio is measured using a sample of

@ Arithmetic mcwmg average from historical time series dala

@ Exponential moving average method.

As already explained, the User has to determine the length of the past data he/she wishes to consider. Each treasury
(in the Bank) may have its own views on this aspect. Volatility also does not caplure unexpected events or "event
risk”. Therefore VaR can not be the only measure (of Risk). It should be used in combination with "Stress tesis ta
take care of event risks. Stress test takes into account the worst-case scenario.

VOLATILITY: The volatility is @ measure of the stability or instability of any random variable. It is a statistical measure
of dispersion around the average of any random variable (under study). These variables can be earnings, losses or
Value erosions elc.

Volatility is the standard deviation of the values of a chosen variable. Standard deviation is the square root of the
variance of the random variable.
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HISTORICAL VOLATILITY: If we need the Volatility of a given Company's share prices, we need to observe its
behaviour for say) previous six months or previous one year. The computation can be on Sdaily”, “weekly" or
“monthly” basis, The frequency of observation ‘(or noting the day-end stock price) has to be changed as per
requirement. It is Possible to convert daily volatility in to or monthly volatility using ‘Square root of time rule’. The
equation is given below: ;

Square root of time rule for converting daily volatility in to monthly / yearly volatility
Volatility over a time horizon “t" = Daily Volatility X Square Rootof T

TABLE SHOWING THE MOVEMENTS IN TuE-STOCK PRICE OF XYZ BANK
OBSERVED OVER A TIME PERIOD OF 18 DAYS

25
Day Closing Stock Prices Mean De}k{tlon hsq‘m Mezan | Squared Deviation

1 75 75.77 < -0.77 N\, 0.5928
2 76 75.77 S EDas e 0.0529
3 77 75.77 N 1.23 1.5129
4 76 75.77 .0.0529
5 75 7577 :.?‘r\ N, 0.5929
6 76 75.77° NG D2Y N N).0529
7 78 75 2233 O\ 4.5729
8 77 57T (5 R 45129,

5 74 L. Br 7 I am NI 3439 >

10 73 N Ne 2T N N, 7.672
11 76 A NGRS N\ N0.23 \ Q0529
12 78 N 5.77 5T 223 \ 4.9729
13 77 W AT h 1. 1.5129
14 T30 A TN Nt 7.6729
15 74,/ 7 75.77 i / 3.1329
16 5 < 75.77 55 0.77 o 0.5929
17 /16 g 75.77 Ve 023 / 0.0529
|18 7 T8 N 7577 = 223/ 4.9729
Total N 1384 SN N N i 431122
e SN N7
Numbhsrofobservations =18 N N
Sufh of observed vijues = 1364

SQUARE ROOT
Volatility overa time horizop-t"= daily volatility x square root of t
Note: In this example—Yofaflility Vd is calculated based on daily observations. This can be converted to

monthly volatility using the above formula and treating Time(T) as 30 days and also to weekly volatility
taking time (T) as 7 (seven).

Why is Volatility Estimated? ;

Volatility gives us the range in which the prices (or any other variable) are likely to move and helps us to understand
how much the stock or bond price may go up and what can be the downward movement.

Downside Potential: Downside Potential is another measure which is used to assess risk. While volatility gives us
both up-swings and down-swings, Downside potential measures only the negative potential or the adverse potential
(of loss). Downside Risk or the potential of value erosion / loss can have two dimensions.
1) What can be the maximum downside? : -

2) How often can this occur?

.
I
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To illustrate, if it is possible to estimate that a bond is likely to lose 1% in value during market fluctuations, it is ‘also
possible to estimate how often this can occur. Market fluctuates continuously and hence it is important to note this
frequency and build the bank's exit (from a security) plans accordingly. Estimating probabilities requires prior
modeling of the probability distribution of potential losses.” Worst-case scenarios” are used to quantity extreme
losses but have these have low probability of occurrence. ‘Downside risk’ is the most compréhensive and widely
I used measure of risk as it integrates sensitivity and volatility with the adverse effect of uncertainty.

RISK PRICING

Risk Pricing of a Product: To understand this, first let us understand Pricing. Let us say a burrawer approaches the
bank for a big term loan. How does the bank arrive at the interest rate?

The bank takes in the following factors into consideration:

1) What is the cost that the bank has to pay on the funds (Cost of Capital) that will be used to issue this loan?

2) What are the transaction / operation costs incurred? (Operating expenges such as salaries, stationery etc).

3} What is the Capital charge to be made on this asset? .
These are the basic costs that a bank would incur on any transaction/Ove 2 e these, a bank has to analyze
e costs associated with the risk involved in the transaction or thd al Of, loss. This becomes the fourth

This has to be done accurately as the banks have to airp-¢ ; sact] .-Ifthabasiooosling
= goes amiss, the Pricing of the Product will be wrong dn D akigg siness at a loss.

2nd factored in to the Pnnng Risk pnclng £
=associated with the transaction in addll:l 0

5 rlak diversification is alo
'm'em to avoid risk, it also caps

SD 250,000 @Rs.44.35/USD
rrent market rates Rs 44.20 f USD
be confident that they are insulated from the exchange

peETate/pe proﬁtsarepruladed&me(:anmanymuefom
ed as per the three forward contracts "433 Bﬁtadfmmthe Forward cover

mge upee rate per wgf( me rupees | No loss / no profit situation
d as psr the three fo

rateper USD's Averagd rupees | Company has lost the opportunity of €aming higher i.e.
d as pe contract? Forward cover has actually capped the profits

d&i{l various ﬁhanavaf instrumenis and also have diverse asset portfolios. The risk mitigation technigues vary
mrdlng the nature of the assets / inestments. Some examples are:

_/ RISK MITIGATION TECHNIQUES

- S R Primary and Collateral securiies, Cash margins, Third party guarantees, ECGC / CGFT
CREDIT RISK ' covers, Insurance, Credi derivatives
[ TEREST RATE RISK Gap or Mismalch management; Interest rale swaps, Forward rate agreements, Futures
FOREIGN EXCHANGE RISKS ; Limits, Forex derivalives such as Forwards contracls,
.| Futures / Options / Swaps and soon
WARKET RISKS (FOR INVESTMENTS IN EQUITY) | Equity futures / options

Additional issues in Risk Mitigation Technigues: While risk mitigation reduces the risk considerably, it also caps
the potential profits. (See example of the Software Gumpany) some Risk mitigation techniques involve a counter
parly & therefore carry Counter-parly risk. However, in exchange traded instruments used for hedging such as
options and futures, the Stock exchanges are taking up the role of the counter-party, thus mdudng or eliminating the

counter-party risk.
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Market Risk Monitoring and Control: Risk monitoring and control calls for implementation of risk and business
policies simultaneously. It consists of setting market risk limits or controlling market risk, based on economic
measures of risk while ensuring best risk adjusted retum. Organizational set Up, Training syétems, sefting up of
Limits at all levels of functionaries (staff), Proper Reward/Punishment systems are important for managing Marke
risk. Of these, the following is very important. :
Setting up of Limits at all levels of functionaries (staff)
Limits and triggers: The Risk policy committee ghould allocate market risk limits.
« Sensitivity and value at risk limits. !
» Stop losses mandatory for all Mark to market risk taking activities. : :
« Exposure limits should ensure unduly large exposures are no taken for any one type of asset
« The Portfolio designer should avoid infrequently traded instruments
« When new securities enter the market, with either fixed or implied Lock-ip~qonditions, they tend to create one-sided
markets. They do not have liquidity. They should be avoided till the market degpens if possible.
Risk Mitigation in Market Risks:
Risk Mitigation Strategies: A diversified portiolio will disperse or spre? e
portfolio has their own volatility measures. The portfolio should be built in'g balanced way,
iti Measures: If a portfolio has bonds X with BPV of 500, we can ad¢ another bord Y with BPV of 220 suc
that the portfolio's weighted average of BPV (500+220) = 776/2=385. We cah\this way manag i
with the desired level of BPV. Similar strategies can be afplied for all other measig

Coelation Measures: Here the theory of Correlatjeh is used. If we can idsqti : i kuments that have
negative correlation then their prices would in #xactly opposite direction. R > duement can be
estimated. In this case price volatility of the porit io will be redices 7 =
ing Ma ents: Qgtions are nayfally used™pr hedging M - =/ An Opti
gives us the right to Buy (or Sell) at an agree’s upon rate (g i the obligati Ak 45t necessarily

er in fo jut opti

i
arket tutns adverse to him.

cash or future

do so. If a traders take a long posit
particular rate, he has the right fo exe i

The risk of loss resulting e and systefns, or from external events
called - Operational Risk : e very capital of the pank, Recognizing this, Basel Il

_ has slipulated a Capitz

classifications were suggested s follgis for Operational risk. However

ative, paper of Bagel Committee has ecommended adopting
P oriented L Process oriented | Technology oriented | External
causes USes causes causes
{Transact! [{s) onal
based) c based)
Business_volume/ Inadequate Poor technology & | Natural
ion, segregation  of § telecom connectivity, disasters,
anizational duties, lack of | obsolete operational
plexity, Supervision, applications, lack of | failures of a
praduct inadequate automation, third party,
conplexity procedures. information  system | deteriorated
: complexity, poor | social or
design, development | political
d f testing. context
2)Effect  |@Legal liabify ® Regulatory compliance and taxation penalties
based © Loss or damage to assets @ Restitution
® Loss of recourse @ Write-downs
3) Event = Internal Fraud
based = External Fraud
{recommended | « Employment practices and workplace safety
by Basel =Third | + Clients, product and business practices
consultative « Damage fo physical assets .
paper) « Business disruption and system failures
« Execution, delivery and process management
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BASEL-1 ACCORD?

BANK FINANCIAL MANAGEMENT I MODULE-B

RISK REGULATIONS IN BANKING INDUSTRY

@® Bankers have traditionally been managing the various risks in their business through collateralizing their
exposures in various ways (property / financial security / third party guarantee/insurances and so on).

@ The inadequacy of existing measures was felt after & notorious incident named as “Herstatt incident”.

@ The “Herstatt" incident led Central Bankers from major countries to formulating and . ensuring minimum
standards for participants in International financial markets.

HERSTATT INCIDENT:

® n 1974, an incident took place which shook the complacent bankers in fo action which finally led to intemational
best praciices in risk identification and management.

® Bankhaus Herstatt was a small bank in Cologne, Germany active in the foreign exchange market, |

® On 26" June 1974, Herstatt Bank was suddenly closed at the engrof the business day in Germany by its
banking supervisor. This was at 10.30 a.m. at New York time.

@ Prior to the announcement of closure, several counterparties hag lp contracts with Herstatt and given
it Deutsche (German) marks in exchange for US dollars to be the debit of its account with a
Correspondent bank in New York.

® Once the news of the closure was out, Herstatt's New York correspontgnt stopped 3 out going dollar payments
from its account. ;

CONSEQUENCES OF HERSTATT INCIDENT:

® The action of the Central bank in Germany Ig ieshe 2 ert” and “Liquidity”
risks up to the amount of deliveries made b ;

® Other parties to lose were Banks that ha its witt Plecsta Be ¥ to Forward
contracts with the collapsed bank. Thig i ] setiiel i af is inhéxent in trangdctions with
the legs in different time zones. 2 .

® This incident led to an awarenessMat it is e = anci sgetions, especially

cgan working towards common

farly four times a year.
Sed of representatives from 27 countries

ee’s work is to close gaps in intemational supervisory. coverage in pursuit
ign banking establishment should escape supervision: and that supervision
is{ the Committee has issued a long series of documents since 1975.

@ 1988- The Basel Committee introduced a capital measurement system commonly referred to as the Basel
Capilai Accord. The 1988 system provided for the implementation of a Credit risk measurement framework with
a minimum capital standard of 8% by end-1982.

® 1995- Basel-l accord was mpdified to include the issues related to Market Risk

® Thus the Basel-l accord addressed two major risks faced by banks- the Credit risk and the Market risk.

BASEL-1i ACCORD & THE THREE PILLARS:

@ In 2004, BCBS issued another comprehensive framework thal seeks 1o arrive at significantly more risk sensitive
approaches to capital requirements.

® Essentially it identified "operational Risk” as a source of threat and included this risk for calculating the “risk
weighted assets” for which a minimum capital is prescribed

=
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@ Thus, the Basel-ll accord captured three of the five major risks in banking which are the Credit, Market and
Operational risks
® The new capital framework consisted of three pillars:
¥ Pillar-01: Minimum capital requirements
> Pillar-02: Supervisory review process
% Pillar-03: Market dlsdpllne
OBJECTIVES OF BASEL ACCORDS: Basel Il objectives, which are centrai to sustamed economic
development in long run include:
a) Promotion of safely and soundness in the financial system by stronger risk managw‘nenl practices in banks.
b) Designing approaches for credit and operational risk that are based on increasing risk sensitivity and allow banks
to select an approach that is most appropriate to the stage of developmgn{ of bank's operation.

¢) The ultimate objective of Basel accords is to encourage the International players in the financial sector {narne!y
Banks) to converge towards a minimum standard both in Capitgl adequacy nd processes , such that thera is
adequate confidence built up .This is especially applicable to cross
THREE TIERED CAPITAL FUNDS: A minimum standard for Capital
the Basel accords. Here, the concem is about the quality of the capital also. | Accord 1988 classifies
capital under three tiers. Tier | Capital &Tier Il Capital ap.arl‘aﬂows.\

TIER | CAPITAL TIE CAPITAL \ TIER III}%I’AI. (not
hqwnd by RBI in India)

Permanent Shareholders’
Equity.

Perpetual Non-cumulative
Preference shares.

ier -lll), consisting of short-

Disclosed Reserves subordinated debt " for
!nn&aﬁve Capit. sole purpose of meeting a
instruments. roportion of the capital |

requirements for market risks.

Izelfas prescribed the “minimum™sg
to prescribe more stringent norms w

Thus all eligible anke-in-india are now BaseHl compliant

. BASEL ACCORDS AN OVERVIEW

1988 | Basell accord by G-8 | Addressed Minimum Capital Adequacy and Cre-d’il_ﬁisk. Capital charge |

countries. for Credit risk introduced, to avoid situations like Herstatt Bank incident.
1996 | Basell modified Market Risk to be identified, quantified and capital charge provided for
2004 | Basell nomms defined: Three pillars defined as

Banks . to provided capital | a)Minimum Capital
chargak} for: | Opataucmal risk | b) Supervisory Processes
also.. <) Market Disclosures
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et and RBI Basel-ll-Time frame BASEL NORMS
GUCE | ndian Banks with Overseas | pillar-i: Minimum Capital Adequacy
Presence and Foreign banks in - .
India migrated to Basel-ll by Basel-ll norm -8%, R8I-9%(stronger)
31-03-2008. Pillar II: Supervisory Process
All other banks (except RRBs, RF!I_ supervises through On-site & Off-site methods
= UCB) migrated by 31-03-2009 | Piltar lli: Market Disclosure
nomic as per RBI directives
July Baselll Enhancements & RBI | In July 2009, the newly expanded Basel Committee on Banking
| 2009 | guidelines Supervision approved a final package of measures to strengthen the
banks 1996 rules governing trading book capital and to enhance the three
pillars of the Basel |l framewoq .
ramely In India, RBI has advised/bankythat the Enhancement to Basel |l
here is Framework will be effecti - a
ctions) J
ctive of
1ssifies Credit Risk: Indian Banks have to adopt Standaidi
guidelines. Here, Risk weights are assigned
bt and 9% of the RWA is arrived at as the Minjrh
1ia) Market Rigk: Indian _Banka have to adop!
—— charge amived at using Duration mg
iational charge by 12.5.
| Operational Risk: Indian Banks have
(::a“;lg; charge amived at using basig/ingicat
fsl?orl- past three positive years. fJnce
ebt " fo Capital charge by 12.5,
r ciazi r4
eting a PILLAR - | : PIL / PILLAR 3
capital MINIMUM CAPITAL BEQUIREME SU ISORY 1IEW / MARKET DISCIPLINE
st risks. 1) Capital for Credit Risk is : 1) Enhance disclosures
e a) Standardized appfoach 2) Core  disclosures and
b) Internal rating tased (IRB) 3 ches supplementary
(i) Foundation ap| disclosures
3) Timely at least
semiannual disclosures.
nts and 2)
leftit to {¥) Durall
'or Operational Risk
icator Approach (B
zed Approach
[t easurement A ch
) BASELENH NTS-S
gcted to Pilla changee_are médinly aimed at increasing the capital requirements for specific risk and liquidity facility
. 5 tisation exposures.
grate to Pillar-2; The revised guidance is intghded to assist banks in better identifying and appropriately capturing risks in
heir internal assgssments of capitél adequacy and managing risks. Apart from other things, it requires Banks. to
address reputationTisks, havestress testing practices and sound compensation policies.
Pillar 3: Include more granular disclosure requirements for credit risk mitigations and securitized exposures.
Banks operating in India should make additional disclosures in the following areas:
{i) Securitisation exposures in the trading book; '»
charge {ii) Sponsorship of off-balance shéet vehicles;
m i) Valuation with regard to securitisation exposures; and
£d for | () Pipeline and warehousing risks with regard to securitisation exposures
PROVISION COVERAGE RATIO (LOAN - LO OVERAGE RATIO):
® RBI has mandated that Banks should maintain a Loan-Loss coverage ratio of 70%.
® Banks have to.comply with the new norms by the end of September 2010.
-
[ ==
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PILLAR I - MINIMUM CAPITAL REQUIREMENTS

Basic approach of eapl'tal‘adaquaqr framework is that a_ba{:k should have sufficient capital to provide a stable

%

acquired and reflected in the Balance sheets. :
QBAE;CapRaIbRIakmghm assels is the ratio of Capital funds available to the Risk weighted assets (loans and
investments) acquired by the Bank and reflected in the Balance sheet.
mmkwaighhuammdﬁskimmtinmmmwmhBankshave :
counterparties (in their loans and investments).For example, a loan given against security of commercial real estate :
riskier than a small loan given against 'gold jewelry. Both these assefs heed not affract the same amount of
mandatory capital. At the sama time, Basel-ll takes in to account pd only the Credit Risk but also Market anc
Operational risks. Detailed Puidelines are given by RBI as to how ti assets showld be rigk weighted taking all the
three risks in to consideration ¥ -

CAPITAL CHARGE FOR CREDIT RISK

AS per Pillar-| of Basell standards, the assets of a Bank-E75Tre eighted™aking all theMpree major risks in to
-wuﬂdemﬁm.memﬁodnphlhsuchﬁskweigmmmmﬂd Je.a minimym of 9%, ehus now take up the
process of risk weighting a Bank’s assets for Credit Ris )
TheBaselllhsmmndedmappmachas g at Capital charge for Credit risk purposes. These are:
1) Standardized Approach
2) Internal Rating based Approaches
As per RBI's current regulation, Banks bave tdyse the first 3 {andardized\approad] » RBI has
amdyhmedaﬁrmﬁ'amoiurnm‘m hQve ohto advanc roaches ag follows:
Internal Ratings-Based (IRB) Agproaches Te Credit | Banks skould apply to R8I JIRBI approval would be
Risk (Foundation - as well as Mivanced IRB) /. by April 1, 2012 Mbefom

N, March 31, 2014

® i the iatter case, RBY g
o i S

A

Foreign banks incogs India and foreign bank branches in India with CAR

i %€ Capital adequacy of the Bank, nature of the instrument efc, If
acy s Q%anditisnotanhveslmnntlhaRWiszo%)
4 _| Claims secured by Commercial Real Esiate (includes S : 100%
§ | Ciaims included in the Régglartory Retail Portfolios
Education Loans 75%

{ Loans up to Rs.1 lakh against Gold and Silver omaments 50%

All others included in R ulatory retail

s on

75%

& | Claims on Specified Venture capital Funds 150%
Categories Consumer Credit (& Credit card exposures) 125%
Capital Market exposures 100%

NBFC-ND-SI 100%

mo 91, {18 2™ FLOOR), SECTOR 47-D, NEAR PNB, CHANDIGARH, Mob: 9041086057, 9041071058 52




BANK FINANCIAL MANAGEMENT CTDI . MODULE-B

JDULE-B
. 7 | Other Assets Loans and advances to staff fully covered by superannuation 20%
: benefits and/or morigage of flat/ house
ide a stal Other Loans to staff 75%
nks ha_ve CCP- Clearing Corporation of India 20%
major risks. Other CCPs Based on
Ratings |
[Eestnents) 8 | NPA {unsecured | If the specific provisions are fess than 20% 150%
}@loans and portion, net of specific | If the specific provisions are at least 20% 100%
pravisions) If the specific provision is at least 50% 50%
ts have on 9 | Claims based on Residential mortgage (Housing loans)
E:l astanitse;? LOAN TO VALUE RATIO (LTV): Percentage with tfotal nding in the account (viz. “principal
M:r:?el: nd +accrued interest + other charges pertain to the loan” wil etting) in the numerator and the
king Ilathe realizable value of the residential property morigaged to the minator. Lbans / exposures lo
n intermediaries for on-lending not included claims secured by regj y but will be treated as claims
on corporates or claims included in the regulatory retail portfolio as,the case be.
%.
‘risks in to
lake up the N
Above Rs. 30 lakh and ygto Rs. 75 STE NG N 35 )
re: lakh |_>75ands80 |\ 50
[Above Rs. 75 lakh___ /7 il '\575 N
! ilifg 25 ioy. In ca he LTV is currently
s, RBI has '
ould be
10_| Claims on Foreign Sovereigns N N /
5K 11_| Claims on Publig/Sector Entities \ e ik
. 12 | Ciaims on otr Foreign Banks '\ N B
13 | Claims on Bgmary Dealers, =7 N RS o
5. 14 Clasms on Co?porsbes/ N Ny RIS
gencies in
0%
0% tems: The credif™jsk efposure has to be first calculated by multiplying the face
0% stiset itemns by the préscribed credit conversion factor and tiven multiplied by the
20%
0% d and non-funded exposure of a borrower for the purpose of assignment of
total outstanding exposure of the borrower
20% sh mardins or deposits,
0% : br other algs which are not earmarked for specﬂ' ic purposes and free from any lien
20% In respect of any asseis where provigions for deprecnahon or for bad debts have been made
20% ® Claims Yeceived from DICGC/ ECRC and kept in a separate account pending adjustment, and
@® Subsidies rage wed against adyarices in respect of Govt. sponsored schemes and kept in a separate account,
SCOPE OF APPLIC OF EXTERNAL RATINGS:
100% @ Banks should use 'Ihe chosen credit rating agencies and their ratings consistently for each type of claim, for both
risk weighting and risk management purposes.
® Banks must disclose the names of the credit rating agencies that they use for the risk weighting of their assets,
75% ® To be eligible for risk weighting purposes, the rating should be in force and confirmed from the monthly bulletin of
S0% the concerned rating agency.
75% ® The rating agency should have reviewed the rating at least once durmg the previous 15 months.
150% @ For other assets which have a contractual maturity of more than one year, long term ratings accorded by the
1259, chosen credit rating agencies would be relevant.
’ ® Cash credit exposures should be reckoned as long term exposures and accordingly the long term ratings
100% accorded by the chosen credit rating agencies will be relevant.
100% @ Similarly, Banks may use long-term ratings of a counterparty as a proxy for an unrated short-term exposure on
the same counterparty.
]
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Mapping Process: A mapping of the credit ratings awarded by the chosen domestic credit rating agencies has been
furnished by RBI that should be used by banks in assigning risk weights.

Risk weight mapping of Long term Ratings of the chosen domestic rating agencies -

Domestic Rating Agencies | AAA AA A BEB BB & below | Unrated
Risk weight 20% | 30% 50% 100% 150% 100%

IHustration: ABC Bank has obtained ratings from CRISIL for its corporate clients (standard assets). When the bank
completes the assignment of risk weights, the chart shows the total risk weighted assets under the corporate
segment as follows.

Sl Name of the Supervisory Rating given Risk Asset Ols Risk
no Customer category(Based on by the rating weight to as on 31 weighted
Sector classification) | agency -CRISIL given March in Asset
/] Rs. lakh Rs .lakh
1. | ABC Lt Corporate AAA 20%N\ 150 30
2. | xyz ud Corporate AA Y 30% N 120 40
3. | RamLtd Corporate A "\ 50% N\ 200 100 *
4. | Shyam Ltd Corporate _~BBB 100% "3Q0 300
5. | DEF Ltd Coporate  J  Unrated |\ 100%\, 420N\ 420
6. | Ujala Electronic Itd Corporate /. BB- 150% f 500 \] 750
Total id N N | N\gsso | 1640
Part-B: Corporate assets-Short term %pos\(eg {less th}q\one yea r}‘\ ¥ \ \ ot
_Aating Agencies N N\ Risk weights
Z N 5 )
PR 1+ Pi+ / AF1+ \{nd) R J At 20%
PR 1 P1/ Z 1F1_ Nt A 30%
PR 2 P2 N |F2 (lm A2/ 50%
PR 3 AP3 F3 (Ind) "\, A4 100%
PR4 &5 S |P4&5 A 485 (Ind) K485 150%
Unrated NUnrated N\ Urivated (Ind) / Unrated 100%*
*Unrated Corpgrate N

amclions or renewalsiq excess of R.50 crore - 150%. ;
ril onwardsy/Fresh sanctions or Yenewals and wprated restructured advances for the year under wafch if
in excess of Rs. 10/rore- 150%.

r upder walch-125% irrespective of the rating. If unrated, the
5.10 crore and 150% if above Rs.10 &rore from 01-04-09

2l regulatoly portfolio attract 75% risk weight
3et) to be classified ag Retail Regulatory portfolio —four criteria should be met (include both fund-

ierion (i) Granularity criterion (iv) Low value of individual exposures

ORIENTATION CRITERION 2) PRODUCT CRITERION

@ The WOSW) should be to an | The exposure (both FB and NFB) in any of the following:
individual person or to a small business; @ Revolving credits and lines of credit (including

@® Person means any legal person capable of entering overdrafts),
into contracts and would include but not be restricted | ® Term loans and leases (e.g. installment loans and
to individual, HUF, partnership firm, trust, private leases, student and educational loans) and
limited companies, public limited companies, co- | ® Small business facilities and commitments.
operative societies efc.

® Small business is one where the total average
annual turnover is less than Rs. 50 crore. (Average
of the last 3 years for existing entities; projected
tumover for new entities; and both actual and
projected turnover for entities which are yet to
complete three years). A
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MODULE-B

3) GRANULARITY CRITERION

Sanks must ensure that the Regulatory Retail portfolio is
sufficiently diversified to a degree that reduces the risks
= the portfolio, warranting the 75% risk weight. One way
of achieving this is that no aggregate exposure (o one
Sounterparty  should exceed 0.2% of the overall
tory retail portfolio. i
Asse

4) LOW VALUE OF INDIVIDUAL EXPOSURES

The maximum adgregated retail exposure to one

counterpart should not exceed the, absolute threshold
limit of Rs. 5 crore.

_ ts or Claims that should not be included in mlﬂow Retail Portfolio

Exposures by way of investments in securities (such as bonds and equities), whether listed or not

Mortgage loans to the extent that they qualify for treatment as claims secured by residential property or claims
secured by commercial real estate i

Loans and advances to bank's own staff which are fully covered by
of fiat / house.

Consumer credit, includi ng personal loans and credit card
Capital market exposures :

Venture capilal funds. :
Please note that for these claims, RBI has advised the applicable risk
they would have attracted 75% risk weight)

; annuation benefits and / or mortgage

T assist banks and national supervisors, Basel cgnimittee has provided
e simplified approach are as below:
-2} For sovereign exposures rating, Export
®) Risk weight for Corporates is a fiat 100%
=) Reduced risk weights of 75% and 35% fol
= Off balance sheet items will have gfeti

There are two options availahlé
%) FOUNDATION APPROAZH

B approach compytes the

capital reyyirement of &g
exposure into jiro

-Banks need to categories hanklng
ad classes of assels

'skchamwsﬁcs_Mdasmdasseuam:

t functions provided by Basel — II.IRB approach
; provide?

two approaches to IRB, differ only in the aspect of
the in-puts. F examp ., EAD is provided by the-Supervisor and in
@nced IRBNEAD is provide by the ; : :
RISK cO NENT FOUNDATION IRB ADVANCED IRB
Input Provided by * Input provided by
Probabi Default (PD) nk ; Bank
Loss given d it (LGD Su| isor Bank
Exposure at Defaul Supervisor Bank
Effective Maturi M Bank or Supervisor Bank
Risk weight Function provided by Commitiee Function provided by Committes
Data requirements Historical data for five years fo Historical data
estimate Probability default(PD) LGD-7 years,EAD-7 years ,PD -7
years
|intemalRatings-Based (IRB) | Banks should apply to RBI by RBI approval would be given before
es for Credit Risk | April 1, 2012 March 31, 2014 | 5
ion - as well as
Advanced IRB)
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ELIGIBLE FINANCI OLLA : The following collateral instruments are eligible for recognition ir
comprehensive approach of Credit Risk Mitigation:
1) Cash (as well as certificates of deposit or comparable instruments, including fixed deposit receipts, issued by
lending bank) on deposit with the bank which is incurring the counterparty exposure, 2 _
ii) Gold: Gold would include both bullion and jewelry. However, the value of the collateralized jewelry should
amived at after notionally converting these to 99,99 purity. .

iii) Securities issued by Central and State Governments

Iv) Kisan s Patra and National Savings Certificates provided no lock-in period is operational and if they can bg
encashed within the holding period.

v) Life insurance policies with a declared surrender value of an insurs company which is regulated by
insurance sector regulator. -

vi) Debt securities rated by a chosen Credit Rating Agency in respé tich the banks should be sufficiently
confident about the market liquidity where these are either-

a)Awawnglonparoeruarlessarﬂwweighti.c..mtedatlaaﬁBB when iss e by public sector entities and
u&lwwlﬁtieaﬁndudingbanhsaﬂdPrﬁnaryDealers):ur h
e debt instruments.

8) Issued by a bank; and
b)LMedopamcogrdsedeﬂange; and
c)Clmlﬁauasseriordebl:md oo A
d)Almadlsstmofﬁlasameaodoriyby NG atYeast E 3/F3/p& by a chosen
Credit Rating Agency; and \

e)‘l'lnhamhomume securities atexal had formaty sugges that the ssue justifies a rating belg
BBB (-) or PR3/P3/F3/A3 - - g

f) Banks should be suff

(.. E*) will be mutiplied by the risk weight of the counterparty to obiai
gleralized transaction. 4 5
fquired By the bank to realize the value of the collateral.

In principle, beg A plculating the haircuts:
i) Standard £ i Sirfg parameters set by the Basel Committee, and
ii) Own-estima te-Using-t@nks' own intemal estimates of market price volatility.

CAPITAL CHARGE FOR MARKET RISKS

Changes in market prices affect financial conditions. Values of financial instruments and other assets may fall due to
changes in market paramelers. Basel — | accord after the modification in 1996 addressed the issues of allocation of
capital for market risk but not operational risk. There is a general perception that the operational risks are on the
rising path. The failure of the old institution such as Barings Bank (due to Derivative trades by one Nick Leeson) was
largely atiributed to operational risk. Similarly, Societe Generale, second biggest bank in France has reporied a huge
loss, running in multi billion US Dollars due to the Derivative positions taken by a trader named Jerome Kerveil,
Hence Basel-ll prescribes Capital charge for Operational risk also. . s
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==
CAPITAL CHARGE FOR MARKET RISK: The following assets of a bank require Capital charge for market Risks.
itions which are Inte: : These items are sensitive to the market interest rates. Their

market values fluctuate with the market interest rates. For example, if a bank is holding a 10 year bond with

r=te of 10% and the market rate for such instruments is 8%, the price at which the market is willing to buy this bond
will be higher than when the general market m*:‘: say 12%. ' i
Eguities in Trading Book: These are sens to market movements. They are sensitive both general market
conditions & to specific issues related to the particular stock. -

Foreign exchange open positions (inclusive of Bullion positions?)

These occur both in Trading and Banking books. '+ 1

“Since 1987-88, a few Indian banks are authorised to import and deal with Bullion, Silver & platinum. The import is
%om Switzerland or Dubai mostly. The invoices are denominated in USD. The sale of gold is both on wholesale &
r=tail basis. In the Indian scenario, the trading book comprises: :

Securities under ‘held for trading’ (HFT) category
Securities under ‘Available for sale’ (AFS) category
Open gold positions

Open Forex positions

Trading positions in derivatives

Derivatives for hedging trading positions.

#s per RBI guidelines, banks are required to calculate counte.

YVYVVYVYY

s=tes. The capital charge is the sum of four
%) The net position in the trading book.

2} Asmall portion of the matched posiji
3) Alarger portion of the matched pesiti
4) A net charge for positions in o)

3 el fbproach:
= India, RBI has pres
sequired fo measure kg g

argé for market risk. Thus, banks will be
Arge Price sensitivity (modified duration) of each
rgquities in the trading book.

e three categories of assets and then aggregate.

134

sk Specific Charge Total Market
{Category based) Charge
B
; \ _ | ToY%e arrived using * As per RBl guidelines |- 1) A+B ..
9 T"d";gm abos i30S | Stardardised-Duration given in
e s Metfiod Table 1 below
» Net position i
Horizontal disallowance
Vertical disallowance
2) Equities in tratting book " | 9% computed on the 9% computed on the 2) A+B
Bank’s gross equity positions | Bank's gross equity |-
positions. i

3) Foreign exchange open 9% 3)B

positions (inclusive of Bullion The open position
{may fall due to. | positions®) NA would be the limit or
{of allocation oft | These occur both in Trading and actual  whichever is
fsks are on the. | Sanking books. higher.
£x Leeson) was. | TOTAL CAPITAL CHARGE 14243
feported a huge
Jerome Kerveil.
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TABLE - 1
The specific risk charges prescribed by RBI for Category 1 items: Interest rate related items.
CLAIMS ON GOVERNMENT MATURITY SPECIFIC CAPITAL CHARGE
(% OF EXPOSURE)
1 | Investment in Government Securities Alf . 0%
2 ) Investment in olher approved  secusities AD 0%
guaranteed by government :
3 | Investment in other approved securities not Al ? 1.8%
guaranteed by government ’ -
4 | Investment in other non-approved securities All 1.8%
guaranteed by Government, claims on banks '
5 | Ciaims on banks for residual term other Upto g{m 24 m\ 0.3%
Tier 2 books 24 ponths 1.125%
\ 1.8%
6 | Tier 2 bonds claim on others All \ N 9%
7_] Investment in mortgage based securities ﬁll 50 N 5%
8 | All other securities Pl | N\ 9%

CAPITAL CHARGEFOR OPERA NAL RIS

Operational risk is defined as the risk of loss/Tesulting uate or failed in | processes) e and
systems or from external events. This itidn includes ledal risk, xcludes ic and, reputation psk. Basel |l
accord provides three methods for calculati rational risk capital charges.

(I) The Basic Indicator Approach (BIA) ( Standardiged Ap| and

(Illy Advanced Management Approaghes ). : ..
BASIC INDICATOR APPROACH (Bl

Under BIA regime, a bank m d capital for' operaticral risk equal’tq the over the previous three years of
a fixed percentage (denot alpha) of annual s income tive or ) of positive annual gross |
income. If annual gross i e is negatife or zero, it sho excluded while ca ing the average. The charge
may be expressed as fpflows: ; ;

K=Z(Gl1...3x /3 ?
Where K - Capital Charge under, , Gl — GrosMJncome (annual), : ive, over the previeus three years. a -
15%, this is set by Base] |l acpdrd. (halpha).

S IS DERINITION OR\GROSS INCOME

1. oss income is defided as "Net interest i e" plus "nsf non-interest income”, It is intended that this measure

and wyife-offs made during the year;
g of cperahng expenses, indudlng fees pahd to utsourcing aemoe pro\riders in addition to fees paid for
at are outsourced, fgseTedgived by banks t

( 1apoaal of items of movable and immovable property;

v) : 2s from thhe sale of securities in the "held to maturity” category;

e ements in favor of the bank; J .
vii) exclide other ax!ra Drd mary or m‘eg iar items of income and expenditure; and
viii) excluds uwome derived from ipfurance activities (i.e. income derived by writing insurance policies) and
insurance claims 3
2. The above de! I: anzed in the following equation:

Gross Income = Net pmﬁt (+) Provisions & contingencies (+) Operating expenses (Schedule 16 of Balance Sheet)
(-) itemns (jii) to (viii) of para 1 above.

lustration-ABC Bank -Basic Indicator Method for calculating Capital charge for Operational risk

Year 31-03-2014 31-03-2015 31-03-2016

Gross Income 1000.00 1400.00 1600.00

{Amount in Crore)

Capital Charge for Operat:onal Risk using Basic indicator method

This is to be calculated using Basic indicator method

K (BIA) = GI (Annual Gmss income of Previous three years)* alphai.e. 15%
=1 1 = 1500 x 15% = 225 Crores

3 _
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THE STANDARDIZED APPROACH (TSA) FOR MEASURING CAPITAL HARGE
OPE ONAL RISK

s.
® In the Standardised Approach, bank’s activities are divided into eight business lines: corporate finance, trading and
CHARGE sales, retail banking, commercial banking, payment and settlement, agency services, asset management, and
RE brokerage.
® Within each business line, gross income is a broad indicator thal serves as a proxy for the scale of busine
operations and thus the likely scale of operational risk exposure. :
® The capital charge for each business line is calculated by multiplying gross income by a factor (denoted beta)
assigned to that business lines. 4 &
Totzl Capital charge = Sum of (Gross Income x Beta).
In TSA gross income is measured for each business line, Gross income of eight business lines should be equal to the
gross income of the institution
Beta = a fixed percentage set by the Committees; relating the level of Wal to the level of the gross income
=1 for each of the 8 business lines. .
BUSINESS LINES BETA FACTORS (B) Method of Afkving at Capital charge using TSA (The
Standardized )] !
S. No | Business activity Beta factor
g1 Retail Banking 12%
B2 | Retail Brokerage 12%
g3 | Asset management 12% /
leople and 4 | Commercial Banki 18!
sk. Basel Il 8 s i o
p5 | Agency Service 7 15%\
t B6 | Corporate Finance | 4
g7 | Trading /
e years of
nual gross s :;’.’T;"l & Setfjutnent
he charge ivities
agf, set by the Basel Committee,
years. a - equfred capital to the level of the gross
2 eight business lines. The values of
measure
paid for
lefinition
es) and
& Sheet)
sk
Total 4000 627 4480 __T704 4830 831.6
Capital charge as per The Standardized Approach = KTSA = (Z years 1-3 max{Z(GI1-8 X §1-8).01}/3
KTSAz 627 +770.40 + 831.60 = Rs.743 crore :
3
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CALCULATING CAPITAL CHARGE FOR OPERATIONAL RISK
The ASA is a special variant of TSA. A bank can use the ASA provided the bank is able to satisfy RBI that
eltemative approach provides an improved basis for risk management. Once a bank has been allowed to use
ASA, it will not be allowed to revert to use of TSA without the permission of REL
* Under the ASA, the operational risk capital charge / methodology is the same as for TSA except for two busines:

lines — Retail Banking and Commercial Banking. -
« For these business lines, loans and advances — multiplied by a fixed factor ‘m’ — replaces gross income as

the exposure indicator. :
» The betas for retail and commercial banking are unchanged from TSA.
For instance, the ASA operational risk capital charge for retail banking can be expressed as:
KRB=B?x(meArB) 3 N

>

KRB = the capital charge for the retail banking business fine B7 = th il banking business line
LArB = total outstanding retail loans and advances (non-risk weig isions), averaged
over the past 12 quarters; and . 3
m = the fixed factor 0.035.

Overall capital charge under ASA will be calculateg/s
Km-{!:years‘l-3 max{t{GI‘_‘x B1-8),01} 13+ (B
LArB = total outstanding retail loans and/Ad -risk We 3 ross of provisions) averaged
over the past 12 quarters; and
LAcB = total outstanding commergial b3 NE 3 y nd gross
provisions), averaged over the pastq2 guartePs :
m = 0.035 (for both retail and copfmercial Da 3
® For the purposes of the ASA total loans and advioces
drawn amounts in the follgwing credit porjlios: retail, S\

@ For commercial banking/total loans and advances considts the following credit portfolios:
corporale, soversign Aank, specializedNgnding, SMEs treal prchased corporate receivables.
The book value of/Securities ‘held for thi\purpose of interes as/in HTM and AFS should also be
included.

® Under the ASA, banks may’aguregate retaiNand commercial bahk they wish to) using a bela of 15%.
Similary, those banke_thaf are unble to disaggrggate their gross inseme into the other six business lines can
agoregata-the-tatal gross income for these six businkes lines using a beta of 18%.

® As yafier TSA, the tots] capifal charge fOn.the ASA is eslc lated as the simple summation of the regulatory capital
: " tha eight business lines. .

AD Y GED MANAGEMENT APPRO ACHES (AMA

easurement sysieri is used. Intemnal measurement system is required to be
idia)\ The regulatory capital requirement will equal the risk measure generated by
ory

thk bank's iemal operation? saurement system, using the quantitative and qualitative criteria for the AMA.
QUALITATI _

1) A Bay| B indept grational risk management function.

2) Operalignal ri em/must be closely integrated into day-to-day risk management processes.

3) There i erational risk exposures and loss experiences.

4) Operational fisk management sysfém should be well documented.

5) Intemal / externz ditors—~fust perform regular reviews of operational risk management processes and

measurement sysm. LY
B) The validation of operational risk management system should be done by extemal auditors and / or supervisors.

QUANTITATIVE STANDARDS: Basel Committee has chosen not to prescribe a specific approach as many
options are available and are continuously being improved upon. However, a Bank must demonstrate that its
operation risk measures fulfill soundness standards comparable to that of intemal rating based approach. The
quantitative standards prescribed by the Committee are given below: :

a) Internal operational risk measurement system should be consistent. g

b) The Bank should calculate Regulatory capital and the sum of Expected Loss (EL) & Unexpected Loss (UL).
c) The measurement syslem must be sufficiently granular (detailed) to capture major events of operational risk.
d) The systems for determining correlations must be sound and the bank must validate the correlation assumptions.
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CALCULATING CAPITAL ADEQUACY RATIO
The scope of risk weighted assets is expanded to include certain additional aspects of Market risk and also operalional risk. The area of
operational risk is weighted assets include the capital requirement for market risk and operalmal risk multiplied by 125 (i.e. reciprocal of
the minimum capilal requirement of 8%) along with risk weighted assets for credit risk. Thus

CRAR=  Total Capital Funds X 100
Total Risk weighted Assets

Total Risk weighted assets(RWA) = RWA for Credit risk + 12.5 x capital charge for Market risk
+12.5x Capital charge for Operational risk

STEPS:

a) Aniving et the sum of risk weighted assets compiled for Credit Risk.

b) Arriving at the risk weighted assets figure for market risk and operational risk by multiplying the capital requirements for these risks by
125

¢} Adding the above sum of risk weighted assets to arrive at the denominator and thefa
the numerator. The ratio must be not lower than 8% for total capital as per Basef(qui

ness line & Fanks should compute their Tier 1 CRAR and Total CRAR in the following manner:
Eligible Tier 1 Capltal funds
eraged Tier1 CRAR =
Credit Risk RWA" + Maricet Risk RWA ¢
Eligible total Capital funds
Total CRAR =
' Credit Risk RWA + Market Risk RWA# Operational Risk RWA
Tier 2 capital will be reckoned as capital funds up to a mekimum of 100 iec 1 capital, after ls as per
vaveraged RBI guidelines.
gross of .
Capital required for supporting cred at capital available for
supporting market risk as illustrated below
of mastotal gy \\/ V105
m Tier | capital 50
| i Tier Ii capital ' &
id also be Total RWA \K \ 1900 | 1140
RWA for crefit risk —RWA-for market rik — 140
a of 15% Total CRAR NI A 9.21 {105 x 100/1140) -.
‘lines can 4 | Minim red to suppgrt credit risk 000*9%) 2 90
Mﬁ{%m 1000) . 45
pry capital ier Ii - 45 (@ 4.5% of 1000) 45
support market risk (1Q5 - 90) 19 15
}— 5
ired to be 15 o
;f:t:dmgv \ \ s ARV TABLE:\METHODS OF CALCULATING CAPITAL CHARSES
: CARITAL CHARGE CAPITAL CHARGE CAPITAL CHARGE
CREDIT RISK MARKET RISK OPERATIONAL RISK
112 (2) Irtemal Biting Based (1)Standardize | 2) 1) Basic 2)Standardized 3)
Bes Standardi Approach d Method Internal Indicator Approach Advanced
: Approach (Uses PD,LGD,ED & E Models Approach Mgmt
(RWA ) Method Approach
ises and | Average of TSA: Gross Income | Here Bank's
= (1.b) Simplified | 2(a) Foundation IRB (1a) 3+ wvelis dvided in fo 8 ln}ﬁ;nal
visors. Standard Approach (Bank gives PD, Standardized years Business hﬂﬂ; and § Ris
as many approach((simpl | Supervisor gives the other Maturity inOSS 5 g:;?mva i aigmﬁ miassut:'nm?s
fthat its f;?;,f;:;”, it s g taken and | 12% 10 16% :E:}plied it
gch. The Alpha (15%) | ASA: Gl is replaced
2(b) Advanced IRB approach | (1.b)Standardi isaphed | by . ‘9*;‘ . a‘r’;a;‘ggs
B (Banks provide allinputs, not | zed Duration iy s { 'aﬂ;
fisk. i Mpthos Commercial Banking
mptions. -
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INTEGRATED RISK MANAGEMENT

Integrated risk management is (he process of managing all risks thal are there in a given business in a simultaneous and integrated way. A
macro view should be taken and all the risks such as liquidily risk, interest rate risk, market risk, credit risk and operational risk should be
assessed and addressed in the context of each other.

The sum lotal of all risk impacts is a critical factor for all organizations. Integrated Risk management therefore is a coordinated approach to all
the risks in a comprehensive manner. lis objective is to minimize the aggregate risk to tolerable limits.

INTEGRATED RISK MANAGEMENT - CHALLENGES:

Real-Time Concern: ;
® Idenlifying & Measuring of Risk is cilical lo managing risks. Measuring and monitoring helps to maintain market discipline. MIS or data for
integrated risk should be on tap where possible.
® The markels where the banks take exposure move so very fast that unless the data is gjte simultaneous and real-time, nothing much can
be achieved. Evolution of the real-time business environment (markets) giving rise 46 risk$\n a continuous basis especially the Foreign
exchange markets
® Regulatory requirements make il compulsory to generate some of this data howel
is to meet the business challenges such as: Quick obsolesce of lechnology.
CULTURAL ISSUES:
Maost institutions are yet to migrate fully to integrated and inter-connecleg networie
information, which is critical fo integrated risk management. Inaccure
quality of information and iherefore the quality of the decisions,
INTEGRATED RISK MANAGEMENT — APPR

INTEGRATED RISK LIMITS: A well-defingd li
translate in to risk taking aclivities, should bé put in place

3 best practices, The supervisory P(0CESS5S
sticatbn with the adoption of the CAMELS approactt fo supsg#Sory risk assessments and rating.
b, 5 OF RBS: Thpetiective 0 RBS is to:
al\ To optimiz&utilization of superviso resources and
b) \Minimize the gpact of crisis situfion in the hancial system.
The RBS process essaqlially involves gontinuous ‘oﬁngardevahaﬁmdmaﬁskpuﬁbsdmesupewisedmﬁmﬂmshrdaﬁmmmei
busineshstrateqy and exbesures, Thiz’assessmentjwill be facilitaled by the construction of a Risk matrix for each institution,

MAJOR ELEMENTS OF RE3 APPROACH
a) Risk o Banks. 2)Monilorable Action Plan (MAP)
b) Supenisory C d supervi ramme. f)  Supervisory organization
¢) Inspection Process. g) Enforcement process and incentive framework
d) Review, evaluate and follow-up.

® Risk profiling of banks s designed for assessing Business risks and Control risks. ? !

OBusinessﬂskshawebeendmﬁﬁlmdﬁnwwﬁanmﬂy@ﬂ.u@h%wﬁm@%,“imsﬁﬁegymd
environment, operational and group risks. - ;

® Control risks have been diassified into four categories namely intemal conirol, organization, management and compliance risk. Overall risk
mMI be assessed as low, moderate, fair or high. Banks with low risks will have longer supervisory cycle and less supenvisory
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Key Components of the Risk Profile Document:
® CAMELS rating with trends

way. A ® Narrative description of key risk features captured under each CAMELS component
wid be | ® Summary of key business risks including volatility of trends in key business risk facors
® Monitorable action plan and bank's progress to date
noat B2 Strength, \.‘:Iea:messes Opportunities, Threats (SWOT) analysis and Sensitivity analysis
Supervisory Cycle:
IlgapawmwprmesstuMeummnaenﬂhuepmpammcrmeamkRiskproﬁe{basedmdalaﬁ:m}shedbybawstDBSdRBI,
Sesides data from other sources). The supervision cycle will vary according to risk profile of each bank, the principle being the higher the risk
%= shorter will be Ihe cycle.
fatator © Supervisory Programme: L
The supervisory programme would be tailored to individual banks and would focus on the highest risk areas as well as specify the need for
ichcan | Sser investigation in identified problem areas. The supervisory programme would alsd™de ufymepadtageofsupwbarrmbbbe
“preign | “=ployed from a range consisting of:
@ Greater off site surveillance @ Targeled on-site inspection @ Structured mefli
jement | ® Commissioned extemal audils @ Specific supervisory directions
.hmﬁqmﬁc&s(la new policy directions to banks emanating from individual banR

-Mﬁwmmmmuwtmumm ainers
mmmmammwhmmm,

ation and Fo ap:
lnamh-alimwillbeunmr!akenbermhﬂ
concemed.
_ mmmwmdmemw g
mitorable Action Pla :
® A Monitarable Action P!an{mP} is dayife

#ial have been identified during the
® R8I uses MAPs 1o set out the reafiire
o ways. MﬁPsrra)-lncluda

ces the

ation of ' - :
level of The Basel g6nsultative’ paper lnterndaucilmﬂmks&lm dmwmmlmmmm
l!:m commonailtyofbws& : Bart

of this goal.

redevelo d by the asalmenﬁeamBanHﬁg&mwbhn{BCBSJ,agmmhmew

et 3 Basel.s zerland, fo ensure safety, soundness and solvency of the banking system.
SJECTIVE OF BASEL - lli: To improve banking sector resilience by strengthening global capital and liquidity regulations. RBI's
53 mumbemesﬂewvehmng_ahaphmmannu The Basel Il capital ratios will be fully implemented as on
rch 2019. The reform package aims at:

Enhancing banking sector’s ability to absorb shocks arising from ﬁnuncial and economic stress.
To improve risk management and governance as well as strengthen banks® transparency and disclosure standards relating to -

Gplical maenmsdmaexmammmmmmwwmjmm;

— mmmumsyMMMmmupmhmmmnmama
catio dMMMm

MMARY OF BASEL Il CAPITAL REQUIREMENTS: The enhancements of Basel lll over Basel Il come In four areas: a)

entation in the level and quallty of capital; b) Introduction amqutditystandam.cj Modifications in provisioning norms;

=QT‘ .a od d) Better and more wnprehendvc disclosures.

PRESCRIPTION FOR INDIAN BANKS: Accordingly, underrawaedguldelhaafﬁaaellllj,wtalmgulatmywmwmsktof
: 3 -noﬂm following categories:
ﬁ;g; 1 Capital (going-concern capital) (a) Common Equity Tier 1 (b) Additional Tier 1

Ezcw (gone-concem capital).
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EGUI.ATOR! CAPITAL PRESCRIPTIOH; {as % age of risk weighted assets) i
__ Rers Presorpions |
| Gurrent Basel

| (mson3t3te
A= (B+D) |Mmimum Total Captal (MTC) - 0 9.0
B |Minimum Tier 1 capital 6.0 . 7.0

c which: 5 .

| nimum Common E Tier 1 capital 3.6 5.5
D Eaxﬁ‘num Tier 2 capital (within Total Capital) 3.0 20
E ﬁapial Conservation Buffer (CCB) e - 25
F=C+E [Minimum Common Equity Tier 1 capital + CCB 2 /N 36 B.0
G =A+E Minimum Total Capital + CCB N 11.5
- H Leverage Ratio (atio to total assets) T 3] 4.5

As a matter of prudence, RBI has decided that Banks (excluding LABs and RREX
capital (MTC) of 9% of total risk weiphted assets (RVWAs) as against a MTC of 8%
COMMON EQUITY TIER | CAPITAL: 3

COMMON EQUITY TIER | CAPITAL RATIOS: Common eq
a) Elements of Common Equity Tier | Capitat: .
@) Common shares (paid —up equily capital) issued by $#e bank which meet the crileds

d)

e) Other disclosed free reserves if any;
f) Balance in profit & Loss account at the ¢
g) Current year profits can be reckong

a) Perpetual Non cumul
b) Stock surplus (share prerpiln

nternal Ratings Based (IRB) approach, where
the differenice as Tier Il capital up to a

agital conservation rules designed to avoid breaches of minimum capital requirements,
ER| The purpose of countercyclical capital buffer is to achieve the broader macro-
sectpr from periods of excess aggregate credit growth. A countercyclical capital buffer
Common Equity or other fuily loss absorbing capital will be implemented according to
this buffer will only be in effect when there is excess credit growth that results in a

ISK-BAS ARITA REMENT WITH A ERAGE RATIO:
One of the underlying f Es U The crisis was the build-up of excessive on-and off-balance sheet leverage in the banking system,
In many cases, banks built up nnoagsim leverage while still showing strong risk based capital ratios. Subsequently, the banking
sector was forced to reduce its leverage in a manner that not only amplified downward pressure on asset prices, but aiso
exacerbated the positive feedback loop between losses, declines in bank capital and contraction in credit availability. Therefore,
under Basel Ill, a simple, transparent, non-risk based regulatory leverage ratio has been introduced.
Thus, the capital requirements will be supplemented by a non-risk based leverage ratio which is proposed lo be calibrated with a
Tier 1 leverage ratio of 3% (33.3 times). The ratio will be captured with all assets and off balance sheet (OBS) items at their credit
conversion faclors and derivatives with Basel |l netting rules and a simple measure of potential future exposure (using Current
Exposure Method under Basel Il framework) ensuring that all derivatives are converted in a consistent manner to a “loan equivaient”
amount. The ratio will be calculated as an average over the quarter.
D) DISCLOSURE REQUIREMENTS: One of the lessons of the crisis is that the disclosures made by banks on their risky exposures
and on regulatory capital were neither appropriate nor sufficiently transparent to afford any comparative analysis. To remedy this,
Basel Il requires banks to disclose all relevant details, including any regulatory adjustments, as regards the composition aof the
latory capital of the bank. :
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~ BASEL Il TRANSITIONAL ARRANGEMENTS:

' . I tems of extant guidelines on Basel lll Capital Regulations issued by the RBI, the Capital Conservation Buffer (CCB) is scheduled to be
| -y * implemented from March 31, 2015 in phases and would be fully implemented as on March 31, 2018. RBI has now decided that the
B implementation of CCB will begin as on March 31, 2016. Consequently, Basel lll Capiial Regulations will be fully implemented asmMafd'l 3,
) 2018. The revised Transitional Arrangements is as follows:
TRANSITIONAL ARRANGEMENTS-SCHEDULED COMMERCIAL BANKS (excluding LABs and RRBs ]
- : o RWAS |
Minimum Capital Ratios April1, | March March March 31, March 31, March 31, | March 31,
2013 31,2014 | 31,2015 2016 2017 2018 2019
Minimum Common Equity Tier 1 45 5 55 55 55 55 55
|  (cETY) - .
ES conservation buffer (CCB) - - - 525 1.25 1.875 25
- Minimum CET1+ CCB 45 5 55 | 125 6.75 7.375 8
Ea Minimum Tier 1 capital 6 6.5 7 ey 7 7 7
P otal | L Mnimum Total Capital* 9 ] 9 N, 9 N8 g 9
rules text of | L Minimum Total Capital +CCB__ 9 9 9 s)gsv 1 10.875 115
Prase-in ddhdudh‘niunCE'ﬂ{in Yo )it 20 40 80 100 100 100
'mmmmmwmmmﬁ%w g Helr 116 2 [ Nﬂh'ﬁarz igher forms of capital;
ial Risk) | # The same transition ap apply o deductions from Additionf g
Bshatas fod qmnﬁuﬂnﬂnlmmupﬁalconsernﬂonsundardﬁurhdlﬂduaihannmhmmdnundar'
% MINIMUM CAPITAL CONSERVATION SWDS FOR BDIVIBUAL BAN
cmmsqunm1mmmmw s retainetheamings Minimum I
As on : As C Ratios **
March 31, 2016 March :)1,\4)1: - W % of earnings)
quarters of | | 5.5% - 5.65625% -mm 5.5% -596875% ) 100%
| 5555625% - 5.8125% V55.8125% - 6.428% « "\ | >5.96875%\6.4375% h T 80%
>58125%-596875% /| >6.125% - §A375% N\35.4375% - 6.90625% /  60%
>5.96875% -6.125% >6.4375% - 5% >680625% - 1.315%  / . 40%
>8.125% >6.75% >T.3?& ﬁ 0%
m"'w"; F) ABSORPTION FEATURES OF NON-EQUITY CAPITAL INSTRUM
iach, whers _ﬁuhﬁlhrl\ddlﬁomlﬂarHATﬂupihlh;tmmhmqnhchmhwumnhshwldhmpﬂncﬁnlmahsomﬂon
ital up to a | Swough either- :
2 Conversion inlo common shares, or
2) A write-down mechanism which MMMMthmmmmmmwmﬂmm The pre-specified trigger is set
cumulative | 2 Common Equity Tier 1 (CET1) of 6.125% of risk weighted assets (RWAS).
B! has now decided hal all Basel Iil compiiant AT1 instruments issued before March 31, 2019 i.e, before the full implementation of Basel Ill,
Wil have two pre-specified Inggers. A lower pre-specified Irigger at CET1 of 5.5% ofRWAsmllmplymdmmameﬁmeba‘oreMarm 3,
5 l!safterwhﬂlﬂt}sWmddbemadhCET1dE1Mowaﬁshrdlsum|mw AT1 instruments issued on or after March
31, 2019 will, however, have pre-specified trigger at CET1 of 6.125% of RWAs only.
d up capital = 22 Presently, in addiion to conversion feature, both the lemporary and permanent wrile-down fealures have been permitted at the pre-
a slressed specified trigger point for AT1 capital instruments. On a review, RBI has decided that banks may issue AT1 capital instruments with conversion
ﬁmm  semanent wrile-down features only. Similarly, with regard to write-off feature at Point of Non-Viability (PONV) rigger, all non-equity capital
Pﬂ&lm::ﬁr:; \stuments will have permanent write-off feature only, even in cases where there is no public sector injection of funds. Further, RBI has
cording to rified that Basel Il compliant capilal instruments issued with temporary write-off feature til ____ will continue to be recognised as eligible
results in a #=gulatory capital instruments. L .
AMENDMENTS IN BASEL 1il FRAMEWORK
ﬁ ;mnmg The RBI has made some amendments to the treatment of certain balance sheel items for the purposes of determining banks' regulatory capital.
5. but also The review was carried out with a view to further aligning the definition of requiatory capital with the internationally adopled Basel Il capital
Therefore, standards, issued by the Basel Commitiee on Banking Supervision (BCBS).
B with 2 The salient features of the amendments are:
their credit = Revaluation reserves arising from change in the carrying amount of a bank's property consequent upon its revaluation would be considered
guﬁ_:':'::f 2 common equily tier 1 capital (CET 1) instead of Tier 2 capital as hitherto. These would continue to be reckoned at a discount of 55 per cent.
= Foreign cumency lranslation reserves arising due to translation of financial stalements of a bank's foreign operations to the reporting
m;?s currency may be considered as CET1 capital. These will be reckoned al a discount of 25 per cent.
tion :g tr‘.‘; Deferred lax assets arising due 1o liming differences may be recognised as CET1 capital up lo 10% of a bank's CET1 capital.
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: |
TREASURY MANAGEMENT (MODULE - C) e E
e Treasuries have a critical role in managing the various risks that the banking businesses face. There is however . .
a risk that treasury operations.themselves bring. Termed as “Treasury risk”, this risk focuses on the operational - -
risks that arise out of treasury functioning. : -
@ Treasury risk management is critical because the nature of activity is such that though income is generated out =
of market opportunities, market risk is present in every single transaction. s |
@ The risk of losing capital is very high unlike in the area of Credit (where capital adequacy norms ensure the "f‘
limiting of exposures) as the treasury business gears itself on the high advantage facility that banks enjoy. -
e The capital requirement for treasury operations is low because only ins have lo be deposited but the risk of
losing the capital is very high in comparison. : - .
e The size of the transactions is also a cause for concem. The ip certain currencies are a quarter
million. Though all these are factored in to the Limits policies, ight limits policies, the risks
remain a concern. =
TREASURY DECISIONS CURRENCY MANAGEMENT '
1) Funds Management (short & long term) | Eyport eamings_J-fmport ou be =
.

m”h. | rozm":mu\ \ \ ) ﬁ";
AT | e R Y E
Forex Management (exchange L‘%dﬂ\&h mhtd/ )
management, Interest rate fl mea A
management) -

et oy | N\ = -

3) Managing other Cdncurrent risks S N\ 7 .
SURY - ORGARIZATIONAL CONTROL (INDICA : 3 n
® Treasurigs—haua_ three™if divigj ont Office, Middle Office and Back office. Their roles are

discyssed in detail &ise is constructed to ensure that there is a cross verification
of #very single transaclion. .

@ (nce the dealer in theé front office completes 2 is handed over to the back office. The back office staff
settles the jredeqnly after verifying compliance™y af controls. It obtains independent confirmation of each
deal fromythe counterparty. It also verifies that the'sg ices in the deal slips conform to the market at the time
of the defl. Reuter / Bloomberg sereens are used for wérification.

®\ The back\office is responsibiB for colpliance. with risk limits imposed by the management and RBI, as well as for
accuracy and Ubjacﬁvﬂyuf e transaction details. 3

@ Middle office\maintains the &verall risk profile of Treasury and monitors the liquidity and interest rate risks closely,

inine with Asset Liability Mahagement](ALM) guidelines. In quite a few banks. the ALM support group is a part of
-f<; omlor BLKS Close mh‘he middle office.
ORGANMIZATION OF TREASUR NDIC E)
DIVISIQN e FUNCTIONS
\Wamwhmammmmmmmm:mm.cm,
FRONT OFFICE 8s depending on the size & needs of the Bank.
or THE DEALING | Dealers are to function within set limits
ROOM Exposure Limits: These caps are put in place fo prolect the | Internal Controls: . _
bank from credit risk, which, in Treasury, may be of defaulters | a) Dealsize b) Open position c) Stop-loss.
and counter party.
MIDDLE OFFICE Exclusively engaged in providing information to top management. Is responsible independent market risk
moniloring, measurement, analysis and reporting for the bank's ALCO. Middle Office should independently report
to ALCO. 5
BACK OFFICE Veriﬁesmdpdiﬂmd]madedsmtmmghbylnlrmtdﬁw._Tlleuilicdismo!seﬁh!nenta's per the deal
terms and Nostro account issues rest with this section. ¢

= L '
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RISK CONTROL THROUGH DISCRETIONARY POWERS / EXPOSURE LIMITS
® Exposure limits ensure that the dealers while taking positions do not take more than a predetermined level of
exposure against a given party. The idea is to limit the counter-party risk. Exposure limits are’put in place against
other banks and countries and Corporates elc.,
® Delivery vs. Payment option exists in government securities as the banks have both the securities account (SGL)
and funding account with RBI, so that debit and credit can take place simultaneously.
In other deals, Settlement risk continues to exist now (except where RTGS is used).
In foreign exchange fransactions, the gap between Rupee and FC settlement is unavoidable when the FC
settiement takes place in a different time zone (e.g. USD in New York). The counterparty risk is bankruptcy, or
inability of the counterparty for whatever reason to complete their end of transaction.
#® Banks impose limits and review them periodically to ensure that the Counter party and settlement risks are
understood and controlled.
INTERNAL - CONTROL: Internal controls are positions limits and
gealers who trade in foreign exchange and securities. TRADING LIMITE
#) Limits on deal size 2) Limits on open-positions, arfq
OTE ON STOP LOSS LIMITS:

stbp fqss limits.  Limits are allocated to the

controlling trading operations.
When the market moves adversely, the open positigaswill reSui
human tendency would be to wait until the market#ims around, suciTiha 5 cap bagloses
The stop loss limits prevent the dealer from Wajting indefinitely and limit the losses vhich is acceptable
1o the management. If the stop loss limit is J4SD 10,000, the dealer must bigse his\posi

loss) when the adverse movement reachgs’a loss level of USD~000.
Normally, stop losses are keyed in to thé AlE
are breached, the computers will

futufe date to eliminate the risk of a
¢ard or futures market. This market

as the forefather of the derivatives).
2 tha areusadfu!'Treasury risk control are Future /

l REASURY & TRANSFER PRICING
A the bankipg context, Traqrsie prickyg is a mechanism of price at which resources are allocated within an
anization Wcross its variys businéss unmits. (In banks, business units are branches, Extension counters,
iments raising and using resource elc). Banks used terms such as Central office interest or Head Office interest
iNlg process eaWjer. Branches are paidl/ charged (either notionally or actually) at a rate known as "Transfer Price”
or the\unds raised sy _them, ér used by them (depending on whether it is a *Deposit oriented” or a "Sourcing
‘Beanch” b an “Advances oriented” or’/Using” branch). In most of the banks, it is the treasury which determines
s rate perledically and administers the same.
TREASURY & ASSETS LIABIL TY MANAGEMENT
@ Bank branches roulmely accept deposits and extend loans without having the macro view of where r these
transactions are fitting in the balance sheet of the bank.
® A branch may very happily accept a Rs100 crore deposit for 6 months. The responsibility of deploying these
funds in a manner profitable to,the bank rests with fund managers in the treasury department.
Similarly, if a branch clinches a proposal to be a part of the Rs.1800 crores loan that a big corporate is availing it
is the ireasury managers who have to worry about sources. - 1
@ It is reiterated that the above examples are simplistic and are created to sensitize the reader to the macro-view.
Banks have other checks and balances to ensure that they do not get in to any major positions without going in
to aspects of sources and uses before the deals are made. .
#® Thus treasury has a big role in ALM management. They are a link between the sources and.uses. They monitor

the varous risks. ;
® They take trading positions to reduce the mismatches as discussed above and support the ALM.
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TREASURY :

@ In most banks, funds department, planning department and treasury are integrated to various extents to manage
the SLR regulations. Most of the SLR ed securities come in the trading book.

@ Thus, altering the positions (buying or selling) based on the in-puts by the MIS from planning department ist
responsibility of treasury. ~

@ The figures from across the branch network for the relevant Fridays are of course dynamic.

® The required trades have to be put to ensure SLR compliance.

@® SLR approved securities are risk free instruments and cary lesser yields. So, the bank would endeavor not
lock up more funds than necessary in such a portfolio.

@ All these aspects are taken by the treasury and the dealers in the front office are given mandated to buy or se

nwt_)rdi'lgiy.

sophisticated customers to avail their requirements throug
pee terms.
sc cases, the benchmarks to b

® Modem day treasuries have to deal with
foreign currency loans or commercial paper rather than plain vanilj
® Most banks have also introduced options of Fixed or floating inte
mmmespfeadmtestobaquotedsmmmly.
® Banhluveteam!sophisﬁcatedsysﬂemtoarﬂveatﬂmpﬁdng ia-
@ When a bank subscribes to the Comtiiercial paper rgise
the asset comes in to the trading books managed by
@ Here, apart from the usual market risks, Countgfpe
should be monitored and decisions regarding fooking profits or

Treasury investments are categorized into geye
bm:ds.mmqﬂﬂpmandm hual funds. Mo

ine mypoedhhmmﬂnfhhmtmenﬁmm
realized to sale of securities to the IFF
the approval of the Board of Directors.

ents. It is
to 10 )
AST

g d 'L{ ‘_Ll
nunagingmeﬁmdsb‘\atﬂowttwumlhebanl:hmof

rk are maintaining the Cash Reserve Ratio and the Statutory Liquidity Raie

'CASH RESERVE RATIO (CRR) | STATUTORY LIQUIDITY RATIO (S

1 ] Concept A ive lool of Monetary policy to regulate 8LR is a quantitative lool of Monetary policy lo regui:
and Objectives in the economy. RBI varies the CRR & the money supply in the economy by controliing
maﬂe\s the lendable funds of the commercial available with commercial banks for lending activities.
S, .
Provision Section 42( 1 ) of Reserve Bank Act ~1934 Section 24 {2-A) of BR Act - 1949,
3 | Limits Minmﬂmnmtmgibd Minimum Nil- and maximum 40%
Current rates £00% As per the time frame, the Statutory Liquidity Rafio

scheduled commercial banks reduced by 25 basis point
to 21.25% as on 2™ April 2016. Further, SLR fo &
raduoedby25basispoi11tsm9".luly2ﬂ16,25 Das
points on 1% Oct 2016, and another 25 basis points d
1% Jan 2017 to reach to 20.5%. '

D
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y 5 | Applicable on NetDelTla'lddemUﬂﬁea{NDﬂ.Jhlrﬁaon Twwamummmmlmmasm
s o manage. {— - Jorrighty bess B R P O et
' 6 | How maintained RBI To be kept in approved Securitiés within India.
iment is the 7 | Type of investment | In cash only i “§In Cash, Gold or Unencumbered approved securilies
defined u/s 5(a) & 25 (a) of BR Acl.
8 | Requirements Fortnightly Basis: Saturday lo following Friday - 14 | Last Friday of second preceding fortnight.
not {2 days. Daily Basis: RBI has reduced the minimum b
e daily maintenance of the Cash Reserve Ratio from
95% of the requirement to 90% effective from the
fortnight beginning April 16, 2016.

9 | Interest : No Interest on CRR balances now by RBI Retupsdepends upon the investment made

ents throug 10 § Penalties 3% PA above bank rale on the day of shorifall, gPA bank rate on the day of shortfall and
increased to a rate of 5% PA above the bank rate for, fo'w rate of 5% PA above the bank rate for

imarks to be succeeding days of default. m ing day and collected for the aclual
sl CALCULATION OF DTL /
@ produtt of | Liabilities not included for DTL/NDTL computation

@ Paid up capital, reserves, credit balance in the
ich product refinance from RBI, Exim Bank, NABARD,

| ® Amount of provision for excess income 1a
- pending adjustments / ECGC, insura

Zntums o settloment of claims, Court Reouver

are operated by RBI for “overnight” or short term periods such as up to seven
days as decided time to time.
RBI announces a calendar for conduct of these transactions well in advance
n
Reverse Repo auctions (for absorption of liquidity) and
Repo auctions (for injection of liquidity).
The above instruments are conducted on a daily basis.
Minimum Bid Size: Minimum Rs.5 crore and in multiples of Rs. 5 crore thereafier.

Rate of Interest: Both the reverse repo and repo operations will be conducted by RBI at a fixed rate. The
reverse repo rate will be fixed by the Reserve Bank from fime to time. The repo rate will mntlnue to be llnked to
the reverse repo rate through a spread as mark up over the reverse repo rale. 2

E'

LN N
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MECHANICS OF LAF OPERATIONS

® LAF is conducted through bids which are submitted electronically in the Negotiated Dealing System (NDS).

@ The Reverse Repo / Repo will be conducted as "Hold- in- Custody” transaction, where the RBI will act as a
custodian for the participants and hold the securities on their behalf in the Reverse Repo / Repo Constituents
SGL Accounts.

@ On acceptance of bid in respect of Reverse Repos, the tenderer's RRC SGL Account will be credited with the
required quantum of securities and Curent Account will be debited for the Reverse tepo amount. The
transaction will be reversed in the second leg In the case of Repos, on acceptance of bid, the tenderer's RC |
SGL Account will be debited with the required quantum of securities and Current Account will be credited with
the Repo amount. The transactions will be reversed in the second leg.

@® Pricing of all securities including Treasury Bills will be at face value for Reverse Repo / Repo operatlons

® Since the securities available in RC SGL Account are meant only for availing liquidity from Reserve Bank, the
system will automatically transfer the securities once the allotment is gémplete.

Eligible Securities: Reverse Repos and Repos will be undertaken ip“all SLRwgligi

India dated Securifies / Treasury Bills.

Margin Requirement: A margin will be uniformly applied in respect =

securities offered or tendered on acceptance of a bid for Rs.100 will be RS 05|nlarms hcevalue

Settlement of Transactions: The setllement of transactions in the auctio take plack onlhesarnedayAs

second leg of all LAF transactions are automalically gepereted. 2 2y 1y]

sufficient balance in their current account in case of rev,

Periodicity of LAF: Currently RB! conducts daily F

RBI gives out the calendar for conduct of the Reverée

Rates: RBI announces the Repo / Reverse rate;

The difference tetween these two rates is rpfe!

rates move within the Repo corridor.

CAPITAL MARKET 7|  “EORBIGN EXCHMYGE MARKET | | MONEY MARKET
Capital _Market: Market 7 for - —

financial assets with
indefinite maturity.
Can be classified as:

(b) Treasury Bills
(c) Commercial paper
(d) Certificate of Deposit
(e)Call Money / Notice
Money

Return on Equity can be compared with Ihe opportunity cost
of capital
Tax / Avg. Total | ROA enables the investor to compare his retum on his assets l

Return UWW
(ROE)

Return on Assvnt"‘PBIT'
(ROA) <2
Earming per share ProﬁtaﬂerTax ! No. of | Measures the profitabilty of the investment. Used for

(EPS) outstanding shares - | comparison with similar investmenis

Price Earning (PE) | Share price / Eaming | A market indicator which is used for measuring valuations.

ratio per share :

Dividend Yield Dividend per share /| Dividend yield indicates the retums total the equity invesiors |
B Share price ; by way of dividend

Book value per | Total equity / No of O/S 2

Share shares .

s e
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IDULE-C
IMPORTANT MONEY MARKET INSTRUMENTS - TABLE - 01

;D:& e TREASURY BILLS COMMERCIAL PAPER CERTIFICATE OF DEPOSITS
lonstituents © | Treasury Bills represent | Commercial Paper is a privately placed /] Certificate of Deposit (CDs) is a

Fovernment borrowings | unsecured money market instrument issued as a | negotiable money market
ed with the ssued by RBI through | promissory note. instrument issued in dematerialized
nount. The § Jauctions at face value of [who can _issue ercial Pa cp)z [form or as a Usance Promissory
derer's RC &8s 1 lac or multiples | Corporates, PDs and Fls (under the umbrella fimit | Note. against funds deposited at a
edited with | tereof at varying | fixed by the RBI). A corporate would be eligible to | Pank /Aother eligible institutions for

iscm;r‘ﬂe me depending | issye CP provided: a specified time period.
s pon p i Who issua? i) SCBs t

; @ Tangible net worth, latest aud Who can issue? i) (excep!

2 Bank, the is_eligible _to 9 e RRBs / LAB) (i) Select Financial

nves t? Any person,

emment of & §ssident in India, @ Has sanctioned working capital i
m.-ding individuals, |  Danks or Fis.
| amount of < companies, @ Standard Asset classification by the
ate bodies, etc. institutions.
lay. As the Bl ortant features: Rating Reguirement: Min. creditTating P2 o

Tenor of the bills:

balance sheet is not less than Rs.4 crorg?

g1 | CRISIL / equivalent from RBf approved CR

ing Fridays 2ys, 182 & 364 days, in | Maturity: Minimum of 7/days and a maximum O
‘Eigible SLR securities. | to one year. Maturity date should be within validity
I Repo 6%. DFHI is the market | Of the credit rating
itions, aker & provides | Denomination: ®s.5 lakh or -
= ) two-way quotes | Limits and the Amounf of Issueof CP:
i ey ® CP carbe isdyed ada "stand aloMe
IKET ERachase @ Barks and Fis N flexibility to
e s a onireaY re soward | cogfial limits dulyfBking into he R
ing and sattern of companies' financingNpcluding CPS
| " 3 most importa’*] @ Total amoifit shouid be raised Within a period of
Snihcial g alilzty wﬁ two weeks from'date of issue openind
¢ close sy market. ® CP.may be issub onasingladats iapaﬂs
. nt dates provided that in the latiég case’ Mﬂmmmnw
thesame Raturi damEuary pSue | If the maturity date is a holiday,
ing renewal, sho kibemdasa payment fo be made on the
fresh issue immediate preceding working day.
Br Loan facility: No loan can be
sosit - | grarited against a certificate of
ce Deposit,
NG
MON KET INSTRUMENTS - TABLE - 2
T T AR I SN T (N AT
k B5E OPTIONS (REPO) AND CALL MONEY /SHORT NOTICE
RE''ZRSE REPO :
| e DEFININON n India, Ihesa e Liquidity Adjustment Facility | A shori-term loan raising method used
(LAF) providipg toois used by RBI. Repo is an | by Commercial Banks for maintaining
nity cost instrument seant for injecting the funds required | their statutory obligations.
and Revérse Repo for absorbing the excess
[ liguidity of the Banks. ;
lﬁ'l'l.lRE_ Short-term Borrowings and Investments Short-term Bormi‘ngs ;
tsd for PURPOSE To make available funds to needy Banks by | Raising of funds by commercial banks
i Repo & , absorb surplus funds from Banks | from other commercial banks.
| s gRevarse Repo)
ISSUER/CREDITOR | RBI Banks
westors MINIMUM AMOUNT | Rs. 5 crores & multiple of Rs.5 crores No Limit
TENOR 1 to 14 days 1to 14 days
TIME .. Bids held everyday except Saturdays and | As per Call Money centres timings
- 2 holidays before 10.30 a.m
m IC TDI §CO 91, (1" & 2 FLOOR), SECTOR 47-D, NEAR PNB, CHANDIGARH, Mob: 8041086057, 9041071058 71




BANK FINANCIAL MENAGEMENT CTDI

PARTICIPANTS __| R8I/ Banks Banks, Primary Dealers. Fis, MFs___

MODE Auctions held by RBI Arrangements by banks at Call Money:
Centres

RATE OF | Fixed Rate declared by RBI from time fo time. Market Determined

INTEREST Repo 6.5%, Reverse Repo 6% (as on 1" Sept. 2016)

SECURITY Against RB| Approved Securities (Mainly Gold | Against Call Money Centres’

T and Govt. Securities) -+ Acceptable Securities

REPAYMENT Date Prior Fixed Not Fixed

BORROWINGS No Limit : e _ 2% of Aggregate Deposits or 100% of

LMt < funds which ever is higher.
125% of owned funds on a day during

I the for{night is allowed to banks.
LT FOR | No Limit _ \ 25% of funds on a fortnigh
LENDING : average . Banks pemitted to lend
: mof owned funds In
o= et ht.

DEVELOPMENT - REPO IN CORPORATE DEBY, SECURITES

@ Ready Forwards Coniracts or Repos are allpire ate debt se - m
@ 'Corporate Debt Security’ means Non-coR)
securities of a Company. However AL s[porale

© Tenor: Minimum -One day, Méximum-One ez

® Trades should be reported within 15 mipGtes

clearing houses of the gkchanges for gl

@ All trades must sgilie either on a T+hpbs snsuraT+2 hases

g platiorm and to any of

lis Payment ( DvP) fra

in the same mangér as outright OTC tradeg i corporate debtse _
@ On the date of\eversal of sepo trades, tha, clearing houses ) ies and
facilitate setlemei. on DvP basi T

@ The iredwufider repo can not be sold by the repo buyer.
e A of 25% is applicableqn the markebyalue of the corporate debt security prevailing on the date;
trade of 1stleg. /

. As discussed before, Risk Management functions are in-b
asury. Deal and Dealer limits, Bifurcation of the Dealing room in to thres
anagement. These however, focus on the Operational or human part of th

positions in derivative markets to hedge the risks that a Treasury faces i
: Traasuly also sells some of these products to the cusiome

Thepnrnarypmpose of the derivative instruments. is not to borrow or lend funds but to transfer price risks associate
with fluctuation in asset values. The derivatives provide three important economic functions viz. i

a) Risk Management. b) Price Discovery ¢) Transactional Efficiency.
TYPES OF DERIVATIVES:

The commonly used derivatives are as follows:

a) Forward contracts b) Futures ' ¢) Options d) Swaps
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® The bank would then guote a forward rate, If the customer is satisfie

BANK FINGNCIAL MENAGEMENT cTDI " MODULE-C

FORWARD CONTRACTS:

® Authorized dealers (Banks) have been pemmitted under FEMA to enter in to Forward contracts for sale or
purchase of Foreign Currency with their customers who are exposed to foreign currency risks arising out of their
normal fransactions which are permitted under current regulations.

® The mechanism of Forward Contract is very simple. On being approached by a customer for a forward cover, the
AD would satisfy himseif that there exists a genuine exposure and quole a rate.

- @ For example, if an Importer who is required to pay an inward bill maturing after one month may approach his

banker for a forward cover. This is because the importer is either risk averse or feels that the rupee / dollar, rate
would move against him in the intervening month.

with the quotation, he would sign the
(ments are signed and charges if any are

contract which would bind him to the rate and the date. Contract
collected.

I'Ihecustomerfmistoperfonn his partnfthemnlrad the contraciNs
where necessary. Similar contracts can be entered in to different custoniegs heir requirements.

in other words-subject to RBI / FEDA! guidelines, banks enter in to contacts buy specified amount of
foreign currency on specified future dates.

® Forward Contracts are either Forward purchase cprfira E acts ding on the nature of
the transaction.

ora ﬁnanc:al asset. g
the future.

i FUTU CURRENCY FUTURE CONTRACTS IN
RKETS INDIA -
1) High cmmte‘r\ Only ' Resident Indians may purchase or sell
trading cumrency futures to hedge an exposure to foreign

: exchange rate risk or otherwise. (In other words,
Z) Physical exChénge | NRis and Flis et cannot participate in Currency
; Futures trading).

= g:rylhigh dagr:t: 1)Recognized stock exchanges offer currency
3 i:"e"'gel | | futures contracts in the currency pairs of USD-INR,
9 Euro-INR, JPY-INR and GBP-INR.

trading takes
place. 2)The size of each contract should be in units of
FX 1000 for all cumencies and 100,000 for
4) Low default levels Japanese yen.

§)Futures markets are 3)The contracts should be quoted & settied in

regulatory authorities ( SEBI in Indian Rupees.
India) 4)The maturity of the contracts shcruld not exceed
12 months.

5)The setflement price should be the Reserve
Bank's exchange (Reference) Rale on the last
trading day.
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CTDI

DIFFERENCE BETWEEN FUTURES & FORWARD CONTRACTS:

certain distinguishing features which are as follows:

FUTURES FORWARD CONTRACTS
a) Traded on organized stock exchanges. a) Over the Counter products.
b)  Issued in standard forms and do not have flexibility | b} Offer flexibility and are custom made.
regarding quantity or quality( of commodity to be | ¢) Indian banks.entering in to forward coniracts
delivered) have to follow RBI guidelines.
c) Regulated by SEBI, RBI and other agencies.

instrument at a fixed price before or at a certain future date.

THE OPTIONS BUYER

THE OPTION SELLER

The option buyer is also called
as Holder/Owner. The option
buyer pays a premium and
purchases the option which
confers a right to buy or sell the
currency (as the case may be)
at an agreed price in exchange
for another currency at a future

Also mlled option Writer

ate L

CLASSIFICATION BASED ON
T SACTION

U?flll.\"lllti\
right_fo

{;::imd However, RBI has 'since permitted

option only at'the and of the Option period.
In India, earlier only European Options were

rican options also.

currency(say USD) is said to be in-the-
money when the cument value of
currency(say USD) stands at a level
higher than the strike price (i.e. spot
price > strike price). If the value of
currency is much higher than the strike
price, the call is said to be deep ITM.
On the other hand, a put option on
currency is said to be ITM if the value of
currency is below the strike price.

price).

opfion on the currency (say
USD) is at-the-money when
the current value of currency in
the markets equals the strike

price (i.e. spot price = strike

) American Call Option: Option to buy and ca fz] American put option: Option fo sell and can be
reised fany time during the opticfierm exercised any time during the option term
EuropeaR_Call option : on to\buy and can be | 4) European Put option: Option to sell and can be
sed onljpat the end of the option period exercised only at the end of the option period
\. IN-TRE:MONEY @PTION | AT-THE-MONEY OPTION OUT-OF-THE-MONEY OPTION
—
An in oney (IIM) option is ap/| An at-the-money (ATM) option § An out of-the-money (OTM) option is
option that Id lead to a positive is an option that would lead to | an option that would lead to a
flow to the r if it were zero cash flow if it were | negative cash flow it was exercised
immediately. A ti n the | exercised Iimmediately. An | immediately. A call option on the

currency (say USD) is said to be out-
of-the-money when the current or
market value of currency stands at a
level which is less than the strike
price (i.e. spot price < strike price). If
tha currency is much lower than the
strike price, the caltis said to be deep
OTM. On the other hand, a put option
on currency is OTM if the value of
currency is above the strike price.
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SWAP & COVER DEALS: Swap literally means exchange of commodities. In banking, Swap in a foreign
ier there are . exchange market refers to simultaneous sale and purchase of currencies.

CURRENCY SWAPS: Exchange of predetermined streams of payments in different currencias on pre-determined

dales, at pre-determined exchange rates. Here there are two simultaneous deals for the same amount as follows

‘@) One at the spot and other for future date or

B) Both for future dates.

Eersacs In r words, in Swap Dea re are  two different transaction ! maturity dates for th unt.
E exam| are as follows: -
@) A fransaction where bank buys 1 lakh USD spot (against rupees) and sells1 lakh USD one month forward.
B) A transaction where bank sells 1 lakh USD spot and buys 1 lakh USD one month forward.
| €] A transaction where bank buys 1 lakh USD one month forward and sel§'2 months forward
i al ' d) A transaction where bank sells 1 lakh USD one month forward angfuys 2 mqnths fonyard
i WHY SWAP DEALS? =
PRICE |1 ® Banks have to meet obligations arising out of merchant transactiondwith customecg such as Forward contracts
i and normal Sale / Purchases where there is a time lag.
buyer has | i1 ® They also have to manage their Foreign Currency holdings :
: mtﬁ e ! 2y buy one currency

from a plakhe where interest is low and sell at ggfe panotherg ee interest is high.
They also cover their cross currency future ma ;
The most compeliing reason for entering

rates.
MECHANISM OF SWAP: Eve

2) Buying

E OF

fcise the
rcise the |

eshstructures occurs. There would be no exchange of principle

v st streams would be exchanged.

itted
s , where, fixed interest rate are swapped with floating

- rataabasedonone benchmark is exchanged with
i can be

reams of currencies as also interest rate structures are swapped.,

EXCHAD ATE DERIVATIVES: Interest rate risk the world overis managed through
i can be eSS - ith drivatives. \nstruments like futures and options are tools through which investors can

Working Group on [Rupee Derivatives (Chairman Sh. Jaspal Bindra), SEBI has decided to

o U3 qrder driven tradify system for trading in+IRDs on Stock Exchange, Mumbai (BSE) and

option is ing products:
d to a
mercised
on the s with a maturity of 91 days.
;ﬁtm;; &) Options on notional long bond and notional Treasury Bills (T-Bills).

nds at a | | PARTICIPANTS WHO CAN UNDERTAKE THE TRANSA ONS: With a view to enabling regulated

ie strike | & es o manage their exposure to interest rate risks, RBI has decided to allow Scheduled Commercial Banks,
price). If | & ®mmary Dealers (PDs) and specified All India Financial Institutions (AlFis) to deal in IRDs in a phased manner.
than the | &

be deep TYPE OF INSTRUMENTS: In this first phase, the above parﬁcipants can transact only in interest rate futures on
it option | © ®=Sonal bonds and T-Bills for the limited purpose of hedging the risk in their underlying investment portfolio. Allowing
value of | @ ¥=msactions in a wider range of products, as also market making, will be considered in the next stage based on the

ice. ‘=perience galned

58 74 SCO 91, (1™ & 2™ FLOOR), SECTOR 47-D, NEAR PNB, CHANDIGARH, Mob: 9041086057, 9041071058 75




BANK FINANCIAL MANAGEMENT

BALANCE SHEET MANAGEMENT (MODULE -D)
UNIT - 20

What is ALM? - ALM is the management of Assets and Liabilities in the balance sheet in such a way that the
_eamning from interest is maximized and Liqujdity Risk and Interest Rate rigks are mlnlmlzad It is mandatory
“now for banks since April 01, 1999. RBI has issued guidelines on ALM to banks.
Definition of ALM: Asset Liability Management (ALM) is the act of planning, acquiring and directing the flow of
funds through an organisation. The ultimate objective of this process is fo generate adequate / slable eamings and’
to steadily build an organization’s equity over time, while taking reasonabl€®apd measured business risks.
Objectives of ALM: The objectives of ALM is two fold: ensurmg p ofiteh ity And =-nsunng Ilqmdity Mlsmatohes in
Assets / Liabilities lead to banks incurring a cost for
profitability. ALM strives to minimize the adverse impact.
Asset Liability Committee: A top management committee to overse2
CMD or ED or CEO.

5 -rhe parame{ers—ned

and are used as a measure of the effectiveness and efficiency of 2

a) Net Interest Income (NII) b) Net Intere§t Margin (NIM) b
a) Net Interest Income (Nll): The impact of vols Illv on the shnr!-term profitis meas
To stabilize short-term profits; banks have to pfinimize fluctyationdp the Nil. NeiN

= [nterest Expenses
b) Net Interest Margin (NIM): Net Interést Margin is tefi
assets.

Net Interest Margin (NIM) = Netl
Net Interest Margin can be vie
c) Economic Equity Ratio.
ofmdfundslomlm

# liabilities mature within 1 yea
me temporatily insolvent due to
which will impact the profitabili

s from RBI for ALM in 1999. There is no change ¢
hamendments to these guidelines once in April 2006
Res i per RBI guidelines, banks have to adopt the Flow

i gapsforLiqddﬂymanagmrﬂandlntemslmten
hder the chapters devoted to the respective Risks.

ents to take informed business decisions, manage their liquidity and

all the time. ALM depariments are functional in all banks under the
mix and match of assets and liabilities and can recommend mndmg up

SIGNIFIBA!I:E OF ALM FOR BANKS IN INDIA

@ Earlier in India, RBI administéred interest rates. Pricing products was not an important exercise.

# In today's deregulated environment, pricing is a critical function.

@ Competition amongst Banks is forcing them to quote very fine rates leading to very narrow spreads.

® Liquidity is another critical area. Now, no bank can afford to have mismatched Assets and Liabilities, which would
result in their having to borrow at market costs to satisfy their obligations leading to reduced Net interest income.

© Reduction in Net interest income will affect the Net interest margin.

¢ ALM is therefore is essential for the management of the Nel Interest Margin (NIM), and is implemented through
managing the Assets and Liability portfolios of the bank.

@ The primary goal therefore is the control of net interest margins on an on-going basis through ALM.
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BANK FINANCIAL MANAGEMENT CTDI MODULE-D

. CURRENCY RISK MANAGEMENT:

® Managing Currency Risk is one more dimension o,f.Asset- Liability Management.
® Mismatched currency position besides exposing the balance sheet to movements in exchange rate also exposes it
to country risk and settiement risk.

@ The simplest way is to avoid mismatches. Banks have been given the discretion to set up ovemnight limits linked to
maintenance of Capital to Risk-Weighted Assets Ratio (CRAR) of 8% (9% in India) of open position limit.

® Presently, the banks are also free to set gap limits with RBI's approval but are required to adopt Value at Risk
(VaR) approach to measure the risk associated with forward exposures. Thus, the open position limits together
with the gap limits form the risk management approach to Forex operations. -

Scope of ALM functions can be defined as:

a) Liquidity Risk Management

b) Management of Market Risk

¢) Funding in Capital Planning

d) Trading Risk Management

agement sygtems in banks,

RBI has given broad guidelines in respect of
: ss\nust rest on'three pillars:

which form part of the Asset-Liability Manage

|-Pillar: ALM Information Systems 1l Pillar: ALM ization \ . [Nl Piliar: Ai)oll’rouss
Management Information Systems re and ibilities. . para rs
information  availability, accuracy, top mana it i nt. «Risk on
adequacy and expediency ALM has set bility ) A to Risk measurement
:*su.ppor@ed by nt;leaﬂy specifyingAl ag t comm to :R,sk
policies a . impl of ALM, to be headed by CMD o P .
Information is the key to EP” or CEO gly. ALCO e »Risk policies & tolerarice
process. Hence, over a i lance sheet ing risk e
and with the help of corpputers, banks ive, y management of i t
should put in place anq liquidity risks. -
system. depariments are i in banks
under We guidance of AL LCO powers
to mix an match of assets andNjapifities and can
recom inding up activities, which do not fit
S usiness /
idelines given in this RBI note mainl Ligui and Interest Rate risks which are dlsc:.:ssed in detail later.
MPONENTS O BANR'S BALANCE SHEET
study a “and Liability Management in banks, i ial to understand the balance sheet of the bank first.
the baliince sheet of any e 's balance shéet also comprises of sources and uses of funds.

URCES = LiaKjiities + N&t worth ~ USES = Assels (Loans + Investments + Other Assets)

\ \ mku.rnei ASSETS

Cash & Balances with RBL.
& Surpl\s-k_su(u‘lnry reseflres, Capital reserves, | Balances with Banks, Money lent at Call &
Share jum, revenue & other vgs, balance in P & L alc. Short Notice.
Deposits: nd, time, call, W&p&sﬂs etc) Investments: Government Securiies, shares /
debentures / in subsidiaries etc.
Borrowings: Refinance nd Borrowings from RBI & Exim bank | Advances (Loans, Cash C!‘Edl‘l, Bills purchased /
and other such bodies. discounted efc)

Other Liabilities & Provisions: Bills payable, DD / TT / BC, | Fixed Assets: Immoveable prcpeny. Furniture,
inter-branch adjustments, Interest accrued, IT provisions, Interest | Fixture.

tax, TDS etc. p
Contingent liabilities: LC, LG, Claims against the bank not | Other Assets: Inter-office adjustments, Tax paid in
acknowledged efc. Advance, Stationery, Stamps, Non-banking assets.

BANK’S PROFIT AND LOSS ACCOUNT

2 Bank's profit and loss account has following components:
- 3) Income: Interest income + Other income, and
b) Expenses: Interest expended + Operating expenses + Provisions + Contingencies,
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CTDI MODULE-D

INCOME

EXPENSES

INTEREST INCOME

INTEREST EXPENSES

= Income on investments.

= |nterest on deposits,

= Commission, exchange and brokerage.

= |nterest on RBI / inter-bank borrowings.
» Others- Discount / Interest on all other borrowings.

» Interest / discount on advances / bills,

OPERATING EXPENSES™

= |ncome on Investments.

= Payments to and provisions for employees.

= Interest on balances with RBI and Interbank funds.

=:Rent, Taxes/RLini_ing and stationery.

=  Miscellaneous income.

= Deprac'?én on Raqb's property. .

OTHER INCOME

= Mitors\((es and exp}tkses.

Commission, Exchange & Brokerage.

= Postage, Insbﬂnce, Rent, tages and lighting.

Profit on sale of Investments, exchange tmnaadiog/

mﬂ anﬁq:bliaﬂy. \

Income earned by way of dividends. /

= Director's fess\&mm\e\and expen}cg

Profit on revaluation of Investments. /

Income earned from subsidiaries etc. \

iSRRI

oS

Misc Income

ALM can be viewed in term

BALANCENSHEET A i : ; 4 Z
ASSET mkueaﬁnyﬂmcnokg\ uﬂwﬁmmumem- FUNCTIONS
tions 1 managem \ Liability Management «

Management

- Assets Mana nt

Reserve Position Management
ng-Term Management {(Notes & Debentures)

pital Management

STAGE Il
COME - NS

Interest In:n\n - Inte

N
PROFIT
= Provision Loan Loss + Non Interest Revenue - Non tnhmtExpem =Taxes

Spread Management Right Pricing Loan Quality Focus on Fee based Income Cost Control Tax Mgmnt

The diagram illustrates
conclusively. Slippage in any one will affect

objectives of Assels Liability management.

how all the components that affect the profits have to be managed consciously a
the entire Profit scenario. Banks are required fo formulate strategies an
policies specific to each of the above mentioned components in the Income-Expense statement to achieve th

(9470 sco 91, (1 & 2 FLOOR), SECTOR 47-D, NEAR PNB, CHANDIGARH, Mob: 9041086057, 9041071058




FINANCIAL MANAGEMENT CTDI MODULE-D

UNIT - 21 & 22
N G REGU N& L-1I

) Bankers have traditionally been managing the various risks in their business through collateralizing their
exposures in various ways (property / financial security / third party guarantee/insurances and so on).

_ The inadequacy of existing measures was felt after a notoricus incident named as "Herstatt incident”.

The “Herstatt" incident led Central Bankers from major couniries to formulating and ensuring minimum

standards for participants in International financial markets.

ATT INCIDENT: 3
i 1974, an incident took place which shaok the complacent bankers into action which finally led to intemational
~ best practices in risk identification and mariagement. ¥
. Bankhaus Herstatt was a small bank in Cologne, Germany active
 On 267 June 1974, Herstatt Bank was suddenly closed at
Banking supervisor. This was af 10.30 a.m. at New York time.
Prior to the announcement of closure, several counterparties had ents
% Deutsche (Gemman) marks in exchange for US dollars to be delivere
- Correspondent bank in New York. -
Once the news of the closure was out, Herstalt's pléw York comrespeg dent stapped all out §ding dollar payments
from its account.

INSEQUENCES OF HERSTA

pwings.

%

risks Up to the amount of deliveries madle ¢
Other parties to lose were BanksAhat h

lures}

ent for its major initiatives. - S

Jfidelines and recommends best practice in the expectation
ill take steps to implement them. E
tomakeanangemanﬁttatmbestsuﬁadtohsownmﬁomlsysw

es: Jifat 110 fore. banking establishment should escape ; :
; oachievem.meCmmimehasissuedalongsaﬂuufdowmmssmmtmﬁ.

RDS: Twe’important Basel accords called as Basel-l and Basel-1l accords have emerged

Exes 3 SEL-1 AGC
® 1988- The Basel Committee introduced a capital measurement system commonly referred (o as the Basel

Capital Accord. The 1988 system provided for the implementation of a Credit risk measurement frameworlk with
a minimum capital standard of 8% by end-1992. 5

x Mgmnt @ 1996- Base-l accord was modified to include the issues related to Market Risk -

| 1 @ Thus the Basell accord addressed two majof risks faced by banks- the Credit risk and the Markat risk.
EL-il ACCORD & E THREE PILLARS: )

jously and § @ |n 2004, BCBS issued another comprehensive framework that seeks to amive at significantly more risk sensitive

iegies and approaches to capital requirements.
chieve the | @ Essentially it identified “operational Risk” as @ source of threat and included this risk for calculating the “risk

hted assets® for which a minimum capital is rescribed
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@ Thus, the Basel-ll accord captured three of the five major risks in banking which are the Credit, Market ar
Operational risks ;
@ The new Capital Framework consisted of Three Pillars:
» Pillar -01: Minimum capital requirements
» Pillar-02: Supervisory review process
> Pillar-03: Market discipline

OBJECTIVES OF BASEL ACCORDS: Basel Il objectives, which are central to sustained economi

development in long run include:

a) Promotion of safety and soundness in the finahcial system by stronger risk management practices in banks.
b) Designing approaches for credit and operational risk that are based on increasing risk sensitivity and allow bank
to select an approach that is most appropriate to the stage of development of bank's operation.
c) The ulimate objective of Basel accords is to encourage the Internatigsal players in the financial sector (namel
Banks) to converge towards a minimum standard both in Capital gden
adequate confidence built up .This is especially applicable to crossforder trafsacti
S5 OF ARRIVING AT CRAR
CAR: Capital adequacy is the ratio of capital funds available in the
acquired and reflected in the Balance sheets.
CRAR: Capital fo Risk weighted assets is the ratio of Capitz
investments) acquired by the Bank and reflected in the Bafz

counterparties (in their loans and investments).For gkample, a loan given aga
riskier than a small loan given against gold jewelry.

mandatory capital. At the same time, Base)
Operational risks. Detailed guidelines are gfye
three risks in to consideration

the Basel accords. Here, the
capital under three tiers. Tier

ER Il CAPITAL (not
allowed by RBI in India)
Permanent g lisclose ] @ As per BCBS each national autho

¥ 5 Basel il (Exampie-RBl in India) & ®#
discretion may employ a third tier
capital (Tier -lll), consisting of sho
lerm subordinated debl for the so
purpose of meeting & proportion |
the capital tequirements for marke

risks.

CRAR of 9 % on an ongoing basis. As per RBI's final guidelines on
the Hjgher of the following two as their minimum capital :

for Credit Risk plus Market risk which will be progressively reduced.
bed, Banks are encouraged to maintain Tier-1 of at least 6%

M\_/

® Paid-up capital (ordinary sl‘w:as). Statutory reserves, and other Disclosed free reserves, if any.
@ |nnovative Perpetual Debt instruments (IPD) eligible for inclusion as Tier | capital (up to 15% of Tier-1).

® Perpetual non-cumulative Preference shares eligible for inclusion as Tier | capital - subject to laws in force
from time to time; (PNCPS together with Innovative PDI can not exceed 40% of Tier-1.Excess if any can be
taken under Tier-2)

® Capital reserves representing surplus arising out of sale proceeds of asseis.
Minus: Equity Investment in Subsidiaries & Intangible assets.
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CTDI " MODULE.D

TIER Il - ’

Un-disclosed reserves

® Perpetual Cumulative Preference shares. : :

| ® Revaluation Reserves (at a discount of 55% while determining their value for inclusion in Tier | Capital as
B

per Basel lli).
General Provisions on Standard Assets, Floating Provisions, Provisions held for Country Exposures,
Eeconont Investment Reserve Account and excess provisions which arise on account of sale of NPAs up to a maximum
of 1.25% of weighted risk assets.
® Hybrid debt capital instruments.
1anks. ® Subordinated debt (long term unsecured loans only if fully paid-up and unsecured) Instruments with maturity
allow banid ~ less than 5 years or remaining maturity of one year or less are not eligible.( Limited to 50 % of Tier | capital.)
® Deferred value expenditure under VRS.
:; g“:m el ® Upper Tier Il plus Tier Il elements should be limited to a maxi
re

4 purpose of compliance with the norms. (Note: Instruments
ransactions| Tier-ll because the limit is exceeded in Tier-ll are termed
4 termed lower Tier-11).

nvestments TIER il: Short-term Subordinated debt for the sole purpose
3 (loans & | for market risks. CURRENTLY NOT ALLOWED IN INDIA.
® Tier | capital is also known as core capital. It {
ks have o bank against unexpected losses.
eal estate i ® Tier Il capital contains elements that are
amount o more than 50% of the total capital.
rket ang ® Tier li capital at no point of time shou
ng all t

S gor to make detailed arrangements and
objective o Athe new Hasel-ll standards.

38 classifies

L (not

1 India) : . 4 p

ey . ¢ ! : : ected as follows:
1M | 0 - G -

ian ‘
BASED ACCORDS - AN  OVERVIEW
e l& Basgll  accord \ by G-‘ Addressed Minimum Capital Adequacy and Credit Risk. Capital charge

counthes. for Credit risk introduced, to avoid situations like Herstatt Bank incident.
199 [ Market Risk fo be identified, quantified and capital charge provided for
duced. 2004 asel-ll norms defined: Three pillars defined as

tal | a) Minimum Capital
b) Supervisory Processes
| z c) Market Disclosures

[} | RBI [ Baseli-Time frame BASEL NORMS
B &p: Indian Banks with Overseas | Pillar-: Minimum Capital Adequacy
[iin force Presence and Foreign banks in | gasel|l norm -8%, RBI-9%(stronger)
1y can be India migrated to Basel-ll by Piltat iz Supervi p
| 31-03-2008. : Supervisory Process

All other banks (except RRBS, RBI supervises through On-site & Off-site methods

UCB) migrated by 31-03-2009 | Pillar lli: Market Disclosure
as per RBI directives
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July Basel-ll Enhancements & RBI | In July 2008, the newly expanded Basel Committee on Banking
2009 | guidelines Supervision approved a final package of measures to strengthen the
1996 rules governing trading book capital and to gnhance the three
pillars of the Basel Il framework.

In India, RBI has advised banks that the Enhancement to Basel i

Framework will be effective from March 31, 2010 ,
e
CAPITAL CHARGE / CAPITAL CALCULATIONS

Credit Risk: Indian Banks have to adopt Standardized method for calculations as per Basel / RBI
guidelines. Here, Risk weights are assigned as per RBI guidelines / Approved external rating agencies.
and 9% of the RWA is arrived at as the Minimum Capital requirement for Credit Risk.

Market Risk: Indian Banks have to adopt Standardized (Durajk thod as per RBI guidelines Capital
charge arrived at using Duration method and Capital requiement 2i al by multiplying the Capital
charge by 12.5.

approach as per RBI guidelines Capital
erage Gross Income of |

past three positive years. Once the Capital charge is arrived, Ca arrived by multiplying
Capital charge by 12.5. S
PILLAR - | PACUAK 2 \ R3
MINIMUM CAPITAL REQUIREMENT MARK iSCIPLINE
SUPERVISQRY REVI NG
1) Capital for Credit Risk < i \ 1) nce disgidsures
a) Standardized approach 2) Coren_di ures and
supplel ry

b) Infemal rating based (IRB) approaéhes
(i) Foundation approach
(i) Advanced approach

disclosures
) Timely at

semiannual disclosures.

internal processesare
ja, RBI has prescri

d is intendéd to assist banks in better identifying and appropriately capturing risks in|
fquacy and managing risks. Apart from other things, it requires Banks o
esting practices and sound compensation policies.

Banks operating 5
(i) Securitisation exposures in the trading book;

{ii) Sponsorship of of-balance sheet vehicles;

{iii) Valuation with regard to securitisation exposures; and

{iv) Pipeline and warehousing risks with regard to securitisation exposures

PROVISION COVERAGE RATIO (LOAN - LOSS COVERAGE RATIO)

e RB! has mandated that Banks shouid maintain a Loan-Loss coverage ratio of 70%, by 30" Sept. 2010.
® Banks have to comply with the new norms by the end of September 2010.
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ULE-D
Banking UNIT - 23
then the
he three
The Supervisory Review Process ofthe framemrk addresses two issuu
Basel |l =  Toensure that banks have adequate capital to support all the risks in their business and
= Toencourage banks to develop & use belter risk management techniques in monitoring/mitigating their risks.
The Supervisors need to concentrate on three main areas viz.
2) Risks considered under Pillar | but not fully caplured such as Credit concentration nsk.
ol / RBI B) Factors nol addressed in Pillar | process such as strategic risk or interest rate risk in the banking bogk
. =) Factors extemnal to the bank such as business cycle effects.
agencies
PRINCIPLES OF SUPERVISORY REVIEW, PROCESS
5 gapﬁl:: PRINCIPLE - 1 PRINCIPLE - 2 Muc‘lm.s 3 PRINCIPLE - 4
= Banks should have a process for assessing | The periodic  review adis Supervisors  should
: capital adequacy viz a viz to their risk profile | would imrnhrs following seek lo intervene at an
s Capital and sirategy for maintaining their capital
wcome of evels. Bank management must have a
ultiplying sgorous process for ensuring that the Bank
has adequale capilal lo support its risks.
Y The five main fealures of such a rigorous
process are as below:
. 3) Board & Senior Management overview
| b} Sound capital assessment
sures ) Comprehensive assessment of risks
res and d) Moniloring and reporting
L.2) Intemal control review
REI GUIDELINES
least
tlosures.
2Hp prescribed under Pillar 1;
* andybe mﬂmhmega"k
s, Framework is only the regulatory minimum level, addressing only the
8 holding additional capital might be necessary for the banks, on
ePillar 1 and the actual risk exposure of a bank vis-2-vis the quality
captured in the Requlatory CRAR
ape ri“ ; a
lity facility 4._Risk of under-estimation of credit risk under the Standardized approach
: 8. Modalnsk‘{Riskofunda—esﬂnﬂmdMnskundermaIRBWas}
1g risks in 8. Risk of weakness in the Credil-risk mitigants ks
Banks to 10. Residual risk of securitization, etc
gs.
Ta ensure that Bariks maintain their financial heaith & soundness, and do not put Ihedepositors at stake by incuning Concenlration Risk, RBI
=pulales exposure limits or ceilings from time to time.
These mrmd:aeon fmds based amd non-fum:ls based facilities to big borrowers a1d bank's investments in relation to i's own Net worth.
BB ivoricen sgsinat benié o dpeis are sxchided o exposiaes.
» Advances which have been guaranteed by the Gowt. of India
‘Limits of Exposures: )
2 Single Borrower : 15% of Capital Fund of the Bank b) Single Borrower for infrastructure projects: 20% of Capital Fund of the Bank
=) Borrowings by a Group : 40 % of Capilal Fund of the Bank  d) Borrowings by a Group : 50% of Capital Fund of the Bank.
2 Further 5% with the approval of the Board if found necessary.
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INTERNAL CAPITAL ADEQUACY ASSESMENT PROCESS ( ICAAP)

Issues to bejt. Thedshsmatafenmmymmdbylnmmmtalmﬂoumbdwuerﬁat.

addressed 2. The risks that are not at all taken into account by the Pillar 1.

3. The factors external fo the bank. : ..

Implementation measopemﬁonalimdme.f.m%mwlawmmdmmmnbmksvﬁmmw
pmawewtsidelndia.andfrmﬁadﬂhﬁﬂ%uldwmmﬂddmw ding LABs & RRBs !

Approach fo ICAAP RB1hasmmﬂdedBmhwmmmblasbbth'mme.Eademkhadto

dew.lapsndmlmmm.ﬂhﬁa_mﬂdmm.mlm?mmmwrm.Ievald

complexity, risk profile and scope of operations.

Board-approved Thus, the banks must have an explici, Board-approved

20 which should spell out the institution's objectives

Capital plan in regard to level of capital, the time horizon for achieving ives, and in broad terms, the capital planning
process and the allocate responsibilities for that process. Th o :
a) The bank's capital needs. v b) The bank's anticipate
¢) The bank's desired level of capital d) Limits rédate
- § &) A general contingency plan for dealing with divergences and
Banks® . Banks should have in place a process for g their o
m i ) risk, S)concentra
addressed banking residual : ion,B) straiey ¢ £s i3 1repma|jonrislg11}puuim

ppproved process.

erance level for risk. (b) Ensuring thal the senior management of the Bank establish & risk
aspess and appropriately manage the various risk exposures of the bank, develop a sysiem to

sk Axposures and to relale them 1o the bank's capilal and reserve funds efc. (c) Adopting and

e . (d) Ensuring thal the bank has appropriate written policies and procedures in

hat the bank has an appropriale stralegic plan in place, which, as a minithum, mus! duly outline:

\ .

Board review of | ICAAP is an ongoing process a written record on the cutcome of the ICAAP should to be periodically submitied by |
the outcome of the | the banks to their board of directors. Record should include risks ideniified, the manner in which those risks are
ICAAP monitored and managed, the impact of the bank’s changing risk profile an the bank’s capital position, details of stress
tesls / scenario analysis conducled and the resuitant capital requirements. Based on the outcome of the ICAAP as |
submilted 1o and approved by the Board, the ICAAP Document, should be furnished 1o the RBI in the RBI approved |
format (currently, once a year after 31 March). The Board should, al least once a year, assess and document !
whether the processes relating the ICAAP implemented by the bank successfully achieve the objectives envisaged !

by the board. |
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THE PRINCIFLE OF RTIONALITY - CL. BANKS

The implementation of ICAAP shquld be guided by the principle of proportionality. The degree of sophistication

adopted in the ICAAP should be commensurate with the nature, scope, scale and the degree of complexity in the

bank’s business operations. For this purpose, RBI has indicated that Banks might classify themselves as Simple,
derately active and Complex.

P)

BANKS WITH SIMPLE ACTIVITIES BANKS WITH MODERATELY BANKS THAT DEFINE
AND RISK MANAGEMENT COMPLEX ACTIVITIES AND RISK THEIR ACTIVITIES AND
PRACTICES MANAGEMENT ACTIVITIES RISK MANAGEMENT
Eocive 3 A PRACTIGES AS COMPLEX
lal planning ldentify and consider the Bank’s | a) Prepare a compreheps a) Follow a proportional
| hnast losses over last 3 - 5 years and | major risks to which approach to that bank’s
| such losses are likely to recur. | exposed.
B) Prepare a short list of the most
gnificant risks to which that bank is
¢} Consider how that bank would act,
d the amount of capital that would be
absorbed in the event that each of the
asks identified were to materialize.
Consider how that bank's cepn al

rs also. _ ireme i

risk in pital that a bank considers

iness needs.

- e ') Bank may also link such
models to generate
information on the economic

2. capital desirable for that

3) bank. -

inciple 4 ECON CAPITAL

) MODEL (ECM) :Economic
capital is the target amount
of capital, which oplimizes

e R the return for a bank's
stakeholders for a desired

m level of risk. A model, that

requirement would alter and what thal | Capital targel, is known as-
bank's reaction to a range of adverse | Economic Capital Model.
economic scenarios might be. . .

For example, a bank is likely
blish 3'risk g) Document the results obtained from | to use value-at-isk (VaR)
2 system lo the analyses as above in a detailed | models for market risk,
fopting and report for that bank’s top management / | advanced modeling
wcedures in board of directors, and approaches for credit risk
fly outline _ h) Ensure that systems and processes and, poss;l:ly, :acl-«rej,‘r:}:.:lx:!.5
psired level | are in place to review the accuracy of the ;neasu:e:mpe | _s:ppro

estimates made as above (i.e., systems | 'O Operationainsk.

— Jfor back testing) vis-dvis the

ﬁT]rBIT;BU by| & ; performance / actual resulls, :

grisks are |

ils of stress

LICAAP as

il approved SPACE FOR NOTES

| document

| envisaged
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UNIT - 24

B@SEL - Il : THIRD PILLAR - MARKET DISCIPLINE

@ The Il Pillar, Market Disciple has been recommended to complement the minimum capital requirements under

Pillar 1 and the supervisory Review Process under Pillar H,
@ BCBS has developed a set of disclosure requirements which will allow market participants to assess key pieces of
information on the scope of application, capital, risk exposures, risk assessment processes and hence the capital
adequacy of the institution. :
@ The Cammittee bélieves that such disclosures
internal methodologies gives banks more discretion in assess

DISCLOSURES SET OUT IN PILLAR 3:

The disclosures set out in Pillar 3 should be made on a semi-annua

have particular relevance under the New Accord, where reliance on
ing capital sequirements.

I'basis, subjec

@ Qualitative disclosures that provide a general summa
reporting system and definitions may be publisheg ol Fsis.
participants to access key information. Market diszipline can contribute to agafe a

@ If information on risk exposure or other items j& i
on a quarterly basis.

@ Tier |, total capital adequacy ratios, and tF

® A bank may not disclose proprielagy o
parametersatc.ﬂutitmustslate 2 gatiorh
However, it must disclose morg/general inforpati

@ Efforts to see that Pillar 2 {me
standards are made.

@® Material provided unge€

ation such™)s customey i mp! methodologies,
: . alsa state rehsons for the non-disclosure.

@ Banks should hakg 5 icysapproved by the Boag eciOrs
@ The policy should state the/Dank S\app! tgnniringwhalreﬂtwillmkaandmahlamalnmtmb
iscle agbs escribés Oualitative and quanfitative disclosure sunder the following 1

(5) Chedit Risk — digclos i under standardized approach,
(6) CredkRi 3urés fo olios, under IRB approaches.
{7) Credit Ris! sufes for standardized & IRB approach

(8) Securitization —disclosures
(9) Market Risk — disclosures under standardized approach.
{10) Market Risk — disclosures under internal models approach.
(1) Operational Risk :

(12) Equities — disclosures for banking book positions.

(13) Interest Rate Risk in the Banking book.
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UNIT - 25

ASSET CLASSIFICATION & PROVISIONING NORMS
NPA GUIDELINES

TERM LOANS: Interest and / or instaliment remain overdue for a period of more than 90 days.
CC / OVERDRAFT: Account remains ‘out of order’ for a period of more than 90 days.
BILLS ACCOUNT: BP or BD remains gverdue [ unpaid for a period of more than 90 days.

AGRICULTURE: Short Duration Crop (Crop season up to one year): If the instaliment.or interest overdue for two 'uop
eliance on seasons. Long Duration Crop (Crop season longer than one year): If the instalment or interest overdue for one crop seasons.

NPA ON ACCOUNT OF EROSION IN THE VALUE OF SECURITY:
1f RVS is less than 50%, the a/c to be shifted directly to Doubiful category.
If RVS is less than 10 % of the O/S, the a/c to classified as loss asset.

ints under

1 pieces of
the capital

ns.

GROUP > DEFINITION \_ s
d policies, Sy -
P et | L STANDARD |Accounts which are in order i el LT
ronment. suB Accounts which have been classified as BFAs fora period ing 12xqonths b
STANDARD

wformation
DOUBTFUL | Sub standard accounts, which haygfemained NP i 12 mu}u\

odologies, LOSS | Accounts which have unPeglizable, have bagn identified Yy the b)u{pﬁﬁmal ! external
fisclosure. ASSETS |auditor/ RBI Inspoctu:s? t.,
SMA Special mentioned : RBI banks to alcs which are ow) of order but not NPA
iccounting & maintain a watch.
7 REMENTS

CATEGORY o PROVIS{ON REQUI

{STANDARD DiregCAgri & SME | other loans ‘&]Commercial  Teaser Rate = Housing Loan
ASSETS sectors Advances ‘Estate : :

al controls <\ 0.25% A\ \\“‘“W‘l \\ 1%/ 2%

llowing 13 SUB- Securﬁ%bémndaﬁ\ Unsecu ub-standard : Whex’the value of security is not more than 10%
STANDAR —— Qght from the inning i.e. ab-initic  ~

s 15% of oUptanding dues | 25%.0f autstandinydues .
UBTFUL / o N\ D2 D3
tﬂs ( rst 12 months “Next 24/fonths Over 38 months

‘es. Banks

RVS | sh RVS | VShortfallin Security | 100% Uniformly

| 25% 0% 40% 100%

The entire shoﬂdbéwﬁmaﬂ.ﬂmiﬂndhmnhhﬂwboﬂu_hrmym.‘;m‘&ofme
ASS ing id be prof.da-d for. “

provisions are covered dnder Tier Il capital under the head Other liabilities & provisions (Schedule 5).
® Asperthel i rueraslismoognizednntaalwnnlwshsymbasi.
® State Govi. guaran ~ 90 days norms w.e.f. 31-3-2008. Central Govt. guaranteed advances when govi. repudiates

its guarantee.
® Accounts with Stock Statement overdue for 3 months : Out of Order
® Accounts in which Renewal / reviewal overdue for 6 months : NPA
® Classification of accounts is borrower-wise and not account-wise, In case of consortium advances, each bank to classify the
account on the basis of its own record of recovery. i
@ Accounts which have rescheduled / restructured should be upgraded after 12 months from the due date of first instaliment.
® The provisioning on Teaser Rate Housing Loan to be reduced to .40% after one year from the date on which the rales are reset

at highef rates if the account remains standards,

e 77/ B sco o1, (1% & 2™ FLOOR), SECTOR 47-D, NEAR PNB, CHANDIGARH, Mob: 9041086057, 9041071058 87




BANK FINANCIAL MANAGEMENT CToI : MODULE-D

UNIT - 26

LIQUIDITY MANAGEMENT

MEASU NAGING LIQUIDITY RISK
1) Developing a structure for managing quui«{ity risk.
2) Setting tolerance level and limit for liquidity risk.
3) Measuring and managing liquidity risk.

Sound liquidity risk management involves:

A) DEVELOPING A STRUCTURE:
Sound sirategy overseen by the Board / Senior management effectively.
Sound processes for measuring, monitoring and controlling liquidity risk
Specific policies on various aspects such as:
a) Composition of assets and liabilities

b) Maintaining cumulative gaps :
<) Approach to managing liquidity in different curréne
The Board should monitor the performance and pévie

In case of banks with an international prese eatme S\a iabilitieg i H ffencies add
complexity to liquidity management. Jfs_bank SNE a n those foreig
(currency) markets. The account holfers istingui ors aboullhebmks t
means, if market develops any il ing enwmnment (like a rume
ahompulmulmshbiﬂyinl ﬂ'-elrndscangheawoutﬂowsallaf
sudden. The bank may _be abié vilizeNjquidi 25/ foreign currency funding
requirements. Therefore afiy bank condgtting business in'w have clear guidelines as

Management structures/& 3z

Bankmnagm !
C)M IHAND

pr’RBI guidelines)
AEASURING MANAGING LIQUIDITY:
banks as per RBI guldelmes The framework for assessing and managi

being followed by Indian banks as per RBI guidelines. A maturity ladder
3 - iabilities are placed in the respective time buckets based on their resnd
maturity. This glves : iciure of the Inflows and outflows. Thereafter a structural liquidity gap report is prepare
and the net funding mqul'ement ?s calculated.

—

SPACE FOR NOTES
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RBI GUIDELINES ON CONSTRUCTION OF STR RAL MATURITY LADDER:

The Statement of Structural Liquidity has to be prepared by placing all cash inflows and outflows in the maturity
ladder according to the expected timing of cash flows. It has to be prepared over a time horizon of 90 days.
Though prepared daily, it should be submitted to RBI on fortnightly basis on the first and third Wednesday of each
month. -

The mismatches (negative gap) during the first four buckets should not exceed 5%,10%,15% & 20% of the cash
outflows in each time bucket respectively (see table).

A maturing liability will be a cash outflow while a maturing asset will be a cash inflow. The rupee inflows and
outflows on account of Forex operations should be taken in to account.

In order to enable the banks to monitor their short-term liquidity on a dynamic basis over a time horizon spanning

from 1 to 90 days, banks are permitted to estimate their short-term liquidity profiles based on business projections
for planning purpose.

s

:ncies adds
ose foreign
banks. This
like a rumor
ws all of a
ncy funding
elines as to

id managing

ity ladder is
eir residual
|is prepared

- ——— e
4osg 88

To be constructed on daily basis by Banks.
To be submitted to RBI on fortnightly basis on the Mdm y of each menth.

>
S. No. TIME BUCKETS / RBI GUIDELINES- Néaq\re ap\should n&%ce&d

T A e NN

2 | Day2-7days /\\ 10% etomlouhu( \ \/

3 8-14 days / \ Y \5% of 1heNnutﬂow\ \

w7 7 [ Smedel

5 29 days uptod rnonlhs\

5. ) ous &thhs. angnto 6 rnonm\ Each Bank Mgt have ity/own ALCO/Board Approved policy

ardjng the permissible gaps
7 _,Ch:nr_ﬁ\mo\r'ﬂhn/and up to\,ear :

/ o\.oenysa?andmmzyear\
=

9 rs and up to 5 years

overs e\

\ \ : \ |Ar0.R'TAHT RB! INSTRUCTIONS |

placement of various Inflows and Outflows depending on the nalure of

1. The plabgment should be as per Bésidual maturity, For example, if a deposit is received today for 36 months, it

r 1 year — up to 3 years). However, an existing deposit which will mature in
the next week the 3rd bucket ( 8-14 days) though originally it was also for 36 months. This is
the concept of Residual maturity.

2. The classification of various components of assets and liabilities into different time buckets for preparation of
Gap reports (Liquidity and Interest Rate Sensitivity) are given by RBI.

3. It is important o note that Banks have to construct two separate malurity ladders, one for measuring Liquidity
and another for managing Interest Rate sensitivity and Risk.

4. Each item (Assel or Liability) would be placed in the time buckets as per RBI guidelines and respective ladders
constructed.
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BANK FINANCIAL MANAGEMENT

CTDI MODULE-D

MATURITY PROFILE - TIME BUCKETS FOR LIQUIDITY (RBiI GUIDELINES)

A. OUTFLOWS

HEADS OF ACCOUNTS

CLASSIFICATION INTO TIME BUCKETS

1. Capital, Reserves & Surplus

Over 5 years bucket.

2. Demand Deposits (Current
and Savings Bank Deposits).

Savings and Current Deposits to be dassrﬁed into vo!ame and core portions.
10% of SB and 15% of Current deposits may be trealed as volatile and placed
in the 1-14 days time buckets (distributed in the first three buckets based on
the Bank’s judgment of the behavior of its SB. portfolio). The core portion may
be placed in over 1- 3 years bucket.
Banks can also classify them in the appropriate buckets based on behavioral
malurity instead of contractual matugiiy, subject to the approval of the Board /
ALCO.

3. Term Deposits.

Réspective maturity buckets orduckets ba on Contractual or behavioral
maturity. However, wholesale osits should be shown under respective
maturity buckets only.

HHHHH‘WWH 1%

4 Certificate of Deposits, Bonds,

ate built into the issue
be reckoned as the

|

Respective maturity buckets. Whem

Subordinated Debls. structure of any in dalafs s 4
maturity daters the amou shown in respective time |
buckets. —

5. Other Liabilities & / \ \\ \ -1

Provisions S ! "~ Cont

i) Bills Payable fimated based g past data | S

13 bucket, The | IR 100 &%
 ii) Inter-office Adjustment 14 days Huckel. . " U2

iii) Provisions other than for st |

loss &  depreciation S—

invesiments. + | o=

iv) Other Liabiliiies/ Respective maturity buckgts. Items not reppésenting cash payables (ie. F
income ¥eceived in advance etc.) may be plag€d in over 5 years bucket. "z

6. Export Refinangg Respedivh‘hsmﬂtybucketsd bqderlying Aesets. b 2

B.INFLOWS =\ ' N

N 1-1%, days bucket™ L by
Exces balance required CRR/SLR under 1-14 days bucket. Statutary o
Balan be distri comesponding to the maturity profile of DTL with a |
time-lag of ™ days. !
Nt

tl; Curret{hcco-un!

withdraw abMs_#hinimum) balances over 1-3 years bucket. Remaining

] nces under 1-14 days bucket.
Money ‘at Call and 9%1(1 ReTecﬁva maturity buckets.
ice, Term sits & otfyer E
ments.
vestments Net /of

/ -

securities.

AI%eﬁpecuve matunty buckets excluding the amount required to be reinvested to
i

ntain SLR corresponding to the DTL profile in various time buckets.

(i) Corporate debentures—7 | (i) Respective maturity buckets. Investments classified as NPAs should be
bonds, PSU bonds, CDs, CPs, | shown under over 3-5 years bucket (Sub-standard) or over 5 years bucket
Redeemable Preference shares, | (Doubtful).

Units of MFs (close ended), etc.

(i) Shares/Units of Mutual | (iii) Over 5 years bucketl.

Funds (open ended)

{iv) Investments in Subsidiaries /
Joint Ventures.

(iv) Over 5 years bucket.

(v) Securities in the Trading
Book

(v) 1-14 days, 15-28 days and 298-90 days according to defeasance periods.

(& §7/ B sco 91, (1" & 2™ FLOOR),
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ULE-D BANK FINAGNCIGL MANAGEMENT CTDI MODULE-D
| 5) Advances (Performing)
i al
.1 510 Bils Puchased and ] (i) Respective maturity buckets.
| Discounted (including  bills
B under DUPN) ; _
sortions. (i) Cash Credit / Overdraft | (i) Behavioral/l seasonal pattern of the core and volatile portion should be
1 placed {including TOD) / Demand Loan | identified. While the volatile portion could be shown in the near-term maturity
ased on component of Working Capital. | buckets, the core portion may be shown under O\!er 1-3 years bucket.
pesney (i) Term Loans (i) Interim cash flows may be shown under respective maturity buckets.
havior:'a: 5) NPAs (Net of provisions, interest suspense and claims received from FEGC/DICGC )
1 B
o i) Sub-standard (i) Over 3-5 years bucket. / \\
havioral | £ 1 ) Doubtful and Loss (i) Over 5 years bucket. 3 SN
wpective 7.Fixed Assets Over 5 years bucket \ \\
he issue 8) Other Assets
;:St::: @ Inter-office Adjustment Net debit ba i day. | ahﬁand not representing
cash receiva over 5 yr bucket.
=1 | | i) Leased Assels Interim tza,h’ﬁm may be shown under rea}ecﬁve M. urity buckeds,
———1 ) Contingent Liabilfties / Lines of Credit committed Vavailable aqd other Iinflows / Outflows. )
ast data
1.4) Lines of Credit tol from bucket. \ \
et he | f 10 Lines '/\3\ e A
{§) Unavailed portion of Ca ioralf dpote ial availments in relevant
Credit / OD /| Demand malunty ckets upMp 12 manths’
component of WI/C
outhlo )
jes (e @) Export Reffhance - (ﬂmh«\ .
e Unavailed (inflowg] . g
— 012 Letters ofl cndwolvemernandﬂaalmnls
Guarantees (outfiow) buckets. The assets created out of
shown under respective maturity buckets based on
Statutory

Repo / Bills Redi nted !

4 o
RTV! maturity buckets.

wriods.

oss -90

OTHER\RBI GUIDELINES

® Liability Wm on reportlng Fridays, wage selﬂement capital expendm:fe etc. and
any other contin shown under respective maturity buckets.

® All overdue liabilities may be placed in the 1-14 days bucket.
® Interest / installments from overdue advances/ investments, overdue for less than one morith to be placed in

over 3-6 months, bucket.

® Interest and instaliments due

(before classification as NPAs) in over 6-12 months bucket without the grace

period of one month if the earlier receivables remain uncollected.
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BANK FINANCIAL MANAGEMENT

CTDI

MATURITY LADDER : AN EXAMPLE
Maturity Ladder based on Contractual Maturities

DAY -1

Amount Amount Gap RBI
CASH CASH OUTFLOWS (Excess| | Tolerance
INFLOWS : Shortfall) Smite
Maturing Assets 100 Maturing liabilities 25 Negative Gap | Gap Is posit
or net | RB! Compliant
Volatile SB (10%) 10 xiive y
Yolatile CA (15%) 15 mismatch
- should not be
Interest Receivable 20 | Contractual maturities 10 e Wt 8% of
Asset Sales 50 | InterestPayable . 30 e otal outflows.
Draw downs on 10 | Other Deposit Runoff U
Commercial Lines Draw downs on Lending
| Commitment
TOTAL 180 TOTAL A 10 80 I\,
DAY -27 CASH OU \
CASH INFLOWS N
Maturing Assets 100 | Maturing Liabijitfes P ; i R‘:\ Negativ Gap is
sho no Total
Interest Receivable 25 w \@ \ more than 10% Gy i <
Asset Sales 55 5 40N N o Total | Compliant
Draw downs on 10§ OgiferDepositRubpfs \ | 50 N
TOTAL J/(” |~ TowaL 2 ()10
DAY - 8-14 W 4
CASH INFLOWS \ & /
Maturing Assets—f 1 Maturing Digbilities with 20 Negative Gap | Negative Gap
m 3 | Contractual matyrities 130 should not be § 25% of the t
. more than 15% | outflow
Agfet Salos.. /50| interest Payable "\ 48, of Total | Here the Bank has
downs 30| Other Deposit Runofis | 40 Sptoes breached
Lines - v tolerance limits
_ b i i
\ ToTAL\ | 300 TOTAL 400 | (-) 100
DaAY-1528 CASH OUTFLOWS
CASH'WFLOWS \_// 7‘]
Maturing AsSetg 160 | Maturing'Liabilities with 130 Negative Gap | Gap is positivé
_ h be
Interest Recelvable ~~_ 80 maturities 50 e e | Rl compliant .
: ST 7 i of Total
Asset Sales - 20 Interest Payable 80 g
Draw downs on 40 Other Deposit 80
Commercial Lines Draw downs on Lendiug
Commitment
TOTAL 370 TOTAL 350 +20
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BANK FINANCIAL MANAGEMENT ~ CTDI MODULE-D

FUNDING EXERCISE

@ Some banks borrow in call markets and some lend. An efficient funds manager will lend in call markets if his calculations show that excess
liquidity is available and can be deployed. He will borrow in various markets and for various maturities if there is a short fall.

® Typically, if a bank finds substantial funding gaps in distant periods, il will endeavor to fill these gaps by influencing the maturity of
iransactions lo off-set the gap.

® For example, if there is a significant funding requirement 30 days hence but there is excess position now, the fund manger will invest in an
asset maturing on the required day ormeday prior {o that depending on the bank's palicy of floats.

Financing of Gap to main

® |n case the negative gap exceeds the prudential limit of 5%,10%,15% & ZD%o(outﬂawsmmeﬁrstfuurmdtets the bank may show by
way of a foot note as to how it proposes to finance the gap to bring the mismatch within the prescribed limits.

® The Gap can be financed from markel bomowings (call / term), Bils Rediscounting, Repo and deployment of foreign currency
resources after conversion into rupees (un-swapped foreign currency funds ).

# However, prudent Bankers would avoid borowing in the markets by managing Ay belter. Any borrowing will lead to “interest
expense’” reducing the Net Interest Income (NII). Any reduction in NIl will lead o 2 elqlerest Margin® or NIM. This is how, Nfl-and

3) GENERAL IHOM L!ABKET COHDI'I'IOHS Lhﬁtﬂnslﬂonson a normal bu
b) BANK SPECIFIC CRISIS: anmzymmbmﬂﬂmsaﬂaik T

B Menaing Makat Acocis: Thmugh :
arrangements with other Banks), building sjp

ABC Bank. It takes in lo aceount, three possible situations and assesses

loss 92

eep their plans to ensure liquidity ready.
:7. AJ y RNATIVE SCENARIOS
/ CASH INFEOWS 1). Normal Busi 2),ABC Bank (Institution) 3). General Market
Conditions Specific Crisis . Crisis
turing Assets ~_~\ 200 Y 200 180
terest Rekeivable v \ 40 40 20
set Sales \ \ §00 120 0
Draw downs  \, ] 20 0 10
N\, Total N = 360 360 210
CASM.OUTFLOWS | 7k s
Maluring AsSsels "7 100 100 100
interest Payable™~_ = 2l 20 20
Deposit Runofis 1 60 200 120
Draw downs on lending 100 120 150
Commitments .
Total 280 440 390
Liquidity Excess / +80 -(80) -(180)
(Shortfall)
Note: We can note that ABC Bank which would have a comforiable liquidity position of + 80-crore on a normal
business day went in to a negative position of {-) 80 crore in a Bank specific crisis and a crisis situation of (-) 180
crore when the crisis spread to the whole market. After making such assessments, Fund managers keep their
Market access and Contingency plans ready.
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BANK FINGNCIAL MANAGEMENT cTDI MODULE-D

STOCK APPROACH:T‘O LIQUIDITY MANAGEMENT

STOCK APPROACH

Stock approach is based on the level (Stock) of assets and liabililies and off balance sheet exposure (Contingent
liabilities) on a given date. Nine types of ratios are calculated to assess the liquidity position of the bank.

RATIOS WHICH ARE HIG!IER THE ] A RATIOS WHICH ARE LOWER THE BETTER
BETTER :
{1) Ratio of Cere deposit to Total assets: | (1) N deposits ratio - Reflects the ratio of

Higher the ratio better the position as core i r core deposits. Total loans here
deposits will constitute deposits from the deduction of provision for loan
public in the normal course of business which | losses and interesf suspense Loan Component of a bank is
are likely to remain in the same range. not a liquid asset & io better it is.

: Volatile liabilities

(2) Ratio of time deposit to total deposits: atio of volatile liabilijes

Time deposits provide stable level of liquidity | like m ings ar® segsed and measured
and negligible volatility. Therefore, higher the jrfst the total a Volatild ausaJiquidity problems.
ratio better it is. the ratio befter it i

{3) Ratio of ligu ssets
Higher leve! of !nqund assals in total assels
ensure better Irquldlty Therefore, higher

bank markets. due  within
securities held for trading
sale having ready market.

(4) Ratio
liabilities are

rt-term liabilitig§ to Tota_m Short-term

(5) Rty et liabi ssets: Market liabilities
include mone markel borrmngs mter banlt Iiahil‘rtias repayable
\(ithina R period. Lower the ratio better it is.

jc\approach. 'lhe\!’auéare to be controlled in the context ofother corporate
gasier from the liquidity manager’'s point of view to keep high balances with

@ remembered that these are idle assets eaming nothing for the bank.
evels for liquidity concerns, is not an objective of the Bank. The objective

SPACE FOR NOTES
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CTDI MODULE-D

UNIT - 27

INTEREST RATE RISK MANAGEMENT

Definition: Interest rate risk is the risk where ¢hanges in market interest rates might adversely affect a bank's
financial condition. It is the risk of getting locked in wrong pricing positions by wrong pricing. It exposes the bank’s
financial assets to adverse movements in interest rates. Interest rate risk is now accepted as an inherent risk in
banking business. 2

CLASSIFICATION & SOURCES OF INTEREST RATE RISK: R

Interest rate risk is broadly classified into mismatch or gap risk, basis risk, net intetest position risk, embedded
option risk; yields curve risk, price risk and reinvestment risk.

1) GAP OR MISMATCH RISK: A gap or mismalch risk arises from as nd liabilities with different principal
amounts, maturity dates or re-pricing dates in a given time period, theré 3

fevel of interest rate between assets and liabilities. The gap is the
Eabilities on which the interest rates are reset during a given period.
2) BASIS RISK: The risk that the interest rate of assets and liabilities &g indifferent magnitudes (Over a
given period of time) is called Basis risk.
3) NET INTEREST POSITION RISK: The bank's net interest-positie I additiongl interest rate risk. if a
bank has more assets on which it eams interest than it§ iliti s ir nerest rate risk arises
when interest rate eamed on assets changes while thé i BNjabilitiesfema

Thus, the bank with a positive net inferest positigfi (higher assets)
geclines (on new assets or re-pricing the existing assets) ang-an 8
A large positive net interest position accoun(s the  géngra o 5 the
‘assets from eqml‘[ rather than N sasintg i ath aces eebegettirig m_m at
higher rates but liabilities are hardly prehep charges bei

4) EMBEDDED OPTION RISK: Lade chandes in Ye et interes\ rates crelte another source of risk to
Banks profit by prepayment of jg@ns = i sm3ture withdrawal of deposits
Before there stated maturity dafes. ere S ar preda ans, the borrowers have a
natural tendency to pay-off # 16 in intécest rate gees, the bank will receive only

turities of a particular instrument.

equently. At the intervention of Reserve
g the yields on Government stocks or

afore their maturity dates. For example, if a T-bill with 10%

fe_holder full value. However, its value comes down if the
bemium on an instrument which would give them 10%
ere in the market. If the holder has to sell before
enon where the “Price” of an instrument oF the

at discount (loss). WhigPhe
i sk is called “Pricerisk”.
certainly\with regard to interest rate at which assets and future cash flows can be
risk. Foy example, in a rising interest scene, a bank has to keep paying higher rate
itols each time he renews his deposit. This is called "Reinvestment” risk.

W) interest rates ¢an have a e effects both on a bank's earnings and its mnonilc value. Therefore

sed in three ways.

» Economic Perspective
» Embedded Losses

1) EARNINGS PERSPECTIVE: In the earning perspeciive, the focus is on the impact of changes in the interest rates
on actual or reported earnings. Variations in eamings represented by Net Interest Income is the focal point for interest
rate risk analysis as reduced earnings or outright losses (for example - where a bank is paying more interest on its
liabilities than it is earning on its assets because it is locked in to contractual positions) can ham the financial
stability. The losses can reduce the market confidence it enjoys. Banks have now moved into other activities that
generate fee-based and other non-interest income and a broader focus on overall net income, incorporating both
interest and non-interest income and expenses, has become more common.

2) ECONOMIC VALUE PERSPECTIVE: Variation in market interest rates affects the economic value of a bank. The
sensitivity of a bank's economic value to movements in interest rates is relevant from an investor's point of view. The
economic value of a bank is the Present value of the bank's expected future cash flows. B

(L% sco 51, (1% 8 2 FLOOR), SECTOR 47-D, NEAR PNB, CHANDIGARH, Mob: 9041086057, 9041071058 95




BANK FINANCIAL MANAGEMENT CTDI MODULE-D

Economic Value of an Enterprise(Bank) = Present value of future cash flows on assels + Expecled net cash
flows on off-balance sheet items - present value expected cash fiows on liabilities.

Economic value perspective of measuring interest rate risk actually measures the sensitivity ofthe net worth ofthe
bank to changes in inferest rates.

3) EMBEDDED LOSSES: The impact that past interest rates an future performance is called embedded risl
Investments that are not marked to market may already contain embedded gains or losses due to past rate
movements. These gains or losses may be reflected over time in the bank’s earnings. For exam le, say a bank ha:
invested in its subsidiary and hold its shares at pir value (Rs.10). The subsidiary’s shares are trading in the market 2
Rs2/- but the bank continues to show the shares at par value in its balance sheet as the shares are not marked 1
market. There is an embedded loss in the balance sheet which can affect the bank in a future date.
Note: Due to diligent accounting principles, bank balance sheets have become fairly transparent. Most of the
holdings are marked to market these days.
ASUREMENT OF INTEREST .!S !5., K

Measuring the interest rate risk is the first step towards managing this\gj
@ Assess interest rate risk associated with a bank’s assets, liabil
@ Utilize generally accepted financial concepts and risk measureme
@ Have well-documented assumptions and paranm
Techniques are available for measuring the interest rate sk exposure Phe gconomic value. They
range from simple calculations to static simulations a 2 ing techni

INTEREST RATE R
The usual methods followed in measuring the ipferes
a) EARNINGS PERSPECTIVE: Gap Analygié

b) ECONOMIC PERSPECTIVE: Gap analydig combined i io ySs, Simulation je€hniques’and

Internal Models based on VaR.

1) RE-PRICI z g interest sensitive assels
liabilities and off-balance sheet ie bt it z gturity. Assets and liabilities
Iadungdaﬁtmmﬂlysumas o-pricing §me bands according fo

2) GAP ANALYSIS: 2re pié indicators of the interest rate

risk sensitivity of botl 2 2 ﬂltsapproachlsusedw -----

the interest rate anglysi ahalysis was one of the earliest !o

used to measure a b e widefy used by banks.

@ To evaluate 5- expos ities ingach time band are subtracted from fl
correspond ate-s: Iu adyce a-re-pricing ‘gap’ for that time band.

® s gap can be ie nterwt rates to yield - an approximation of the change in

Net interest incopne that would result T

st rate movement.

® / This approximation mthepowbledlange D gte used in the analysis can be arrived at on the bast

of a varipty of faglors, including historical e lation of potential future interest rate movements, ang
the judgme o‘l’lha bank management.
A negative, or liability-sensitive gap occurs when liibilities exceed assets (including OBS positions) in a gives

time bakd. This means t{iat an incyease in market rates could cause a decline in net interest income. That &
ﬁabtlitnea gll incur higher cost. )

@ \A positive O asset-sensitive gap ocdurs when assets exceed liabilities. This means that a decrease in ma
injerest rates daquld cause g decline i net interest income.

Short Colgings of Gap Analysis

® Gap andlysis assumes that there afe no variations in the characteristics of different position$ within a time band
and that alhpositions within ggiven time band will mature / re-price simultaneously. This simplification has
significant impatten the estifiates as the degree of aggregation within a time band increases.

Gap analysis ignores diffarences in spreads between interest rates that could arises as ‘'the level of marke
interest rates changes (basis risk)

@ It does not take int6 account any changes in the timing to paymenis that might occur as a result of changes in
the interest rate environment. Thus, it fails to account for differences in the sensitivity or income that may ari
from option-related positions.

® Finally, most gap analyses fail to capture variability in non-interest revenue and expenses, a polentially important
source of risk to current income.

3) DURATION METHOD:

Duration is a measure of the percentage change in the economic value of a position that will cccur given 2

small change in the ievel of interest rates.
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A maturity / re-pricing schedule is used to evaluate the effects of changing interest rates on a bank's economic value
by applying sensitivity weights to each time band. Typically, such weights are based on estimates of the duration of
the assets and liabilities that fall into each time band

This method focuses on two important faciors:

1) Balance life of the asset or liability and

2) Impact of any change in interest rates on the economic value of the asset.

. 4) SIMULATION APPROACHES: The Simulations techniques involve detailed assessments of the potential effects

s marked i - of changes in interest rates on eamings and eoonumlc value by simulating the future path of interest rates and their
impact on cash flows.

Most of thel  Simulation approaches involve a more detasiled breakdown of various categories of on-and off-balance-sheet
pasitions, and incorporates specific assumptions about the interest and pfindigal payments and non-interest income
and expenses arising from each type of position. In addition, mmulatl jugs can incorporate more varied-and
mﬁmdmangesinthemmostmtamnmnmt. ranging from chandes pe and shape of the yield curve to

interest rate scenarios derived from Monte Carlo simulations. Slmula‘t hg techniques sguld be static or dynamic.

(a) Static Simulations: In static simulations, the cash flows arising solely from the bagk's current on/off-balance

sheet positions are assessed. For assessing the:exposures of eamings, si estintqting’the cash flows and
value. Theyl  resuling eamings streams over a specific period are ed bage G assumed interest rate
;. scenarios.

(b) Dynamic Simulation: In dynamic simulation approa i i ids in defs ptions about the

future course of interest rates and the expected chs i ank's busi i e ime. Fonjnstance, the
5 simulation involves assumptions about a bénk's sirateg 3 : savings

: deposits, for example), behavior of the banK's ts), and/or

niques and}  about the future stream of business (neyloa anS:
. {c)mw Oneofthe st diff Pagks 28 inteRest rate ri%k is how to deal with those
live assets, 7 : : i Z i

'd liabiliies £ For example, how can an as
ding to the & hen the interest rate on deg

- chavieral malurity’. Corfracted maturity of course is the
el _ - i i ige g assess this behavior and quantify it
igsue and banks normally go by historic
id customer psychology.

DF IHTEREST RATE SENSITIVITY

2 inte al under consideration, thege
2st rate resets / re-prices contractually d

s the interest ratsei.e. Igterest rates on Savings Bank Deposits, DRI advances, Expori credit,
= CRRbalanoe c.) in cases where interest rates are administered ; and

‘ ally pre-payable or withdiawal before the stated maturities.

%o Report shibyld be geng rated by grouping rate sensilive liabilities, assets and off-balance sheet positions into
2 according+a_residual maturity or next re-pricing period, whichever is earlier.

lo identify gaps in thefollowing buckets for Interest rate risk

- ﬁys\""-—'/ 5 | Over1 year and upto 3 years

25 days and up to 3 months 6 | Over3 years and up to 5 years

Sver 3 months and up t6 6 months 7 | Over5 years

& months and up to 1 year 8 | Non-sensitive :

= = $e difference between Rate Sensitive Assets {RSA) & Rate Sensitive Liabilities (RSL) for each bucket.

SCO 91, (1" & 2™ FLOOR), SECTOR 47-D, NEAR PNB, CHANDIGARH, Mob: 9041086057, 9041071058 97



BANK FINANCIAL MANAGEMENT

CTDI MODULE-D = BANK

REBI GUIDELINES - TIME BUCKETS FOR INTEREST RATE SENSITIVITY

1

n |
invest

(i) Sul

HEADS OF ACCOUNTS

RATE SENSITIVITY AND TIME BUCKET

D L

LIABILITIES :
1) Capital, Reserves and Surplus Non-sensitive. 8) O
2) Current Deposits Non-sensitive. | (i) Intet

3) Savings Bank Deposits

Sensitive to the extent of interest paying (core) portion
This may be included in over 3-6 months bucket. The non-interest

paying portion may be shown in non-sensitive bucket.
Where banks can estimate the future behavior/sensitivity of current/savings |
bank deposits to changes in ma ariablgs, the sensitivity so estimated ]
could be shown under appropriate time els. i |

4) Term Deposits and
Certificates of Deposit

Sensitive and re-prices on ndaturity. The agounis should be distributed to |
different buckets on the basissof remainingerm o maturity. However, in |
case of floating rate term depositg, the amountg may be shown under the |
time bucket when deposits contractdally become due for re-pricing. |

5) Borrowings — Fixed

Sensitive aM, ;
on the basis mainindy

6) Borrowings — Floating

different bu
Sensitive re-prices when intere

distrib to the appropriate bucket, whi

7) Borrowings — Zero Coupon

s T T L e
¢) Borrowings from RBI
9) Refinances from o?/ (a te: As per
agencies. ;

j#ve and rep m‘r&rﬂy. The agiount
the ive m buck :
to ymonth b 3

o

S=7

.

Liahlliﬁ; and

ST L

Discounted (including bills under
DUPN) :

10) Other
Provisions
i} Bills Payable i)
ii) Inter-office i) Now-sensitive.
iii) Provisions iif) Non-sensitive. -
iv) Others Non-sehgitive.
11) Re i ounted | Re-prices onik on maturity and should be distributed to the respective
gnupﬁ Swa;s {B%ﬁ_a’ 11) etc. | mdurity buckets
ASSETS N N
1) Cash s Non - Sersitive. .
r) Batanc?(with RBI Interest eaming pogion may be shown in over 3 - 6 months bucket. The _ :
] balance amouhtis non-sensitive. .
3) Balancis with other Baj X o5 =t
i) Curren: account Non-Sensitive. : ’ - %’
i)\ Money Call and iil Sensitive on maturity. The amounts should be distributed to the
Nofice, Term Dbposits and gspective maturity buckets. :
placergents
4) Investpents (Performing). 74 5 :
i) Fixed Rate/ Zero Coupon _A i) Sensitive on Maturity.
ii) Floating Ra ) ii) Sensitive at the next re-pricing date
5) Shares/Units of Mutual Funds Non-Sensitive.
6) Advances (Performing)
{i) Bills Purchased and | (i) Sensitive on Maturity.

—_—_—lﬂ—
{i) Cash Credits /| Overdrafts
(including TODs) [/ Loans
repayable on demand and Term
Loans

(ii) Sensitive only when PLRJ/risk premium is changed. Of late, frequent
changes in PLR have been noticed. Thus, each bank should foresee the
direciion of interest rate movements of funding options and capture the
amounts in the respective maturity buckets, which coincide with the time §
taken by banks to effect changes in PLR in response to changes in market

interest rates.
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BANK FINGNCIAL MANAGEMENT CTDI MODULE-D

Y 7) NPAs (Advances &
Investments) *
(i) Sub-Standard (i} Over 3-5 years bucket.
(if) Doubtful and Loss {ii) Over 5 years bucket.
8) Fixed Assets Non-sensitive.
— 9) Other Assets.
B __1 (i) Inter-office Adjustment (i) Non-sensitive. .

{ii) Leased Assets (i) Sensitive on cash flows. The amounts should be distributed to the
fon-interest respective maturity buckets corresponding to.the cash ﬂow dates.
rent/savings {iii} Others (i) Non-sensitive.

o estimated 10) Reverse Repo, Swaps (Sell / | Sensitive on maturity.
Buy) & Bills Rediscounted
Bibuted 1o § |HOUPN)
However, in 11) Other products (Interest Rate)
n under the (i) Swaps (i) Sensitive and should be Inbulel:l un different buckets with
pg. . reference to maturity.
stributed to | & | (ii) Other Derivatives (i) Should be suﬂabﬁ'a—s!srﬁeg as and\qnen introducsd.
Profitability for banks depend on six factors viz. jfferest income, fod
s should be ‘expenses, staff expenses and other operating experfses.

'GAP ANALYSIS:
#® The Gap is the difference between Rate $£
bucket. A Positive Gap indicates that jt P
has more RSLs.
® The Gap reports indicate whethg
positive Gap (RSA > RSL) or
® The Gap can, therefore, be
® Each bank should se
Committee. The pru iR

oftk from rising mtenasl rates by having a
2 (RSL > RSA).

gf the Board / Management
Assets or Equity. The banks

historical behavio (
_rata sensitive items, thg bank should focus on controlling the gap between Rate Sensitive

2hilitie’s maturities as closely as possible in order to reduce the
the volatility of fhterest rate.

nks is sed on bridging the gap position.

es o reduce the assets and liabilities sensitivity to interest rate dynamics of the

\REDUGTINFE.):T SE, SITIVITY | REDUCTION OF LIABILITY SENSITIVITY

s @ increase short-term lending
: @ Increase long-term deposits (bomng)
10 maturities ® Reduce investment portiolio maturities

® Increase i
® Increase fixed rate lending
® Sell floating rate loans

The other options available to the bank for managing interest rate risk are:

® Match long-term assets preferably with non-interest bearing liabilities.

® Maitch re-price able assets with a similar re-price able liabilities; the term re-price able automaﬁcally denotes
items which come up for renewing.

@ Use Forward Rate Agreements, Swaps, Options and Financial Futures to construct synthetic securities and thus
hedge against exposure to interest rate risk: and

® Maturity mismatch is deepened by increase in non performing Assets (NPAs) and loan re-negoliations. Banks
should have sound policies for monitoring assets and avoid slippages. It must be remembered that NPAs are
non-interest earning assets funded out of volatile interest expending liabilities.

(9£7/88 sco 91, (1 & 2 FLOOR), SECTOR 47-D, NEAR PNB, CHANDIGARH, Mob: 9041086057, 9041071058 99

@ |Increase floaling rate lending's
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B
UNIT - 28 |
PROFIT PLANNING 3
Profit planning in @ bank essentially involves balance sheet management covering credit, investment and no
based income. Banks' income arises from three sources viz. interest income, fee based income and treasury i 1
Interest income is derived from lending as well as investments in securities, bonds etc. Banks are required fo havs .
proper blending of investment in government securities and credit portfolios to maximize the profits for a given level o
risk appetite. Let us take one example of various combinations. Suppose, a bank has Rs. 1000 to invest or lend. ° I
look at four different scenarios as below:
1 I m v = i
a) | Investment in Govt_. Securities with yield 6% and risk weightage of 07N 1000 400 300 300 '
b) | Lending to AAA rated customers with yield 8% p.a. ang/risk ‘ €90 300 300
weightage of 20% =
¢) | Lending to AA rated customers with yield of 10% p.a. srﬁ\{k 0 \ (1} 400 200
weightage of 50% 3 AN - ®
d) | Lending to A rated customers with ynold of 12% pa. and risk 0 \0\ 0 200 <
weightage of 100% \ e
Total Investment .| 1080 | 1000 | 1000 | 1000 i
Yield ] T 1l NN N W 3 ;
a) 0/ AN e\ \i8 :
b) S e . § B ) :
B AN\ N NN N 20 S
d) 2 G N o\ b 24 L
Total Yield PN, S e | GO T s v, [ e 86 :
Rate 6.00% N\7.20% N 820 8.60% ®
Risk Weighted e e N w v :
) g . EATTAE /0 0 :
TS NG 20 \| / &0 50 =
c) A s D N 0 N 200 100 =
L 0\ N\, 0 0 200 <
/ RWA Qrn N \120 260 360 :
pital 0 20.8 28.8 g
8% ORAR) !
obld increase for to lower rated customers resulting in an increased nee 4
2am the best possible returns for a given capital level. _"

account the effect of NPA on the interest income and thereby on the
: ion in income and need for additional capital. Hence, return on capitz

-_: g mﬁmmmeswdeanMBbfgelyaspeadammiy
which banks undertaRe-wi mmaloom'olsandd'nedtsmplaoe Ifahanklsnotadewately
such losses can causesmpfoblembfﬂ.hﬂ\egl.‘)s Barings Bank. a very old British Bank, collapsed

very large losses on the Exchange.
Controlling the Expenses: On the expenses side, there are two major expenses viz. mterﬁtexpenses .
operating expenses. There are three major parts of the deposit portfolio. Current Deposits which are interest free,
Savings Deposits — which get a regulated interest rate of 3.5% in our couniry and term (short & long) Daposits— Of:
which interest rates are dereguiated in india. Thus, a bank has to find ways and means to improve the share of low
cost deposits such as Current and Savings Bank. This helps them lo lower interest costs.
The second factor of expenditure is operating costs which consist of staff costs and other costs. Banks lry to improve
productivity and also link up some of the staff costs and other costs. Banks try to improve productivity and also fink up
some of the staff costs to productivity by providing incentive based packages.
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IODULE-D | BANK FINANCIAL MANAGEMENT CTDI MODULE-D
GLOSSARY
® Asset: An asset is anything of value that is owned by a person or business.
_ ® Available for Sale: The securities available for sale are those securities where the intention of the bank Is
jand ";'*W neither to trade nor to hold till maturity. These securities are valued at the fair value which is determined by

(@ §7/B sco s1, (1" & 2 FLOOR), SECTOR 47-D, NEAR PNB, CHANDIGARH, Mob: 9041086057, 9041071058 TO'T!

reference to the best available source of current market quotations or other data relative to current value.

@ Balance Sheet: A balance sheet is a financial statement of the assets and liabilities of a trading concem,
recorded at a particular point in time. .

@® Banking Book: The banking book comprises assets and liabilities, which are contracted basically on account of
relationship or for steady income and statutory obligations and are generally held till maturity.

@ Basel Capital Accord: The Basel Capital Accord is an Agreement concluded among country representatives in
1988 to develop standardized risk-based capital requirements for banks across countries. The Accord was
repiaced with a new capital adequacy framework {Basel ), pubﬂ od i June 2004, Basel |l is based on three

pioperly the various risks that banks
refine the present measurement
sl assessment process; market

discipline through eﬁectwediselnsuratoamuragesafew snund ;
® Basel Committee on Banking Supervision: The Bﬁd Com

consisting of members from each of the G10 countries_The

of specific supervisory problems. it mdmtes e ahaﬁl'lg

authorities in respect of banks' foreign establisbrhents

activities worldwide.

® Basic Indicator Approach: An operatio

as a proxy for the bank’s risk exposure.
® Basis Risk: The risk that the interg
in different magnitude is termed p4
® Capital: Caputalrahrstnﬂu f

ation to its current liabilities
capital adequacy ensures that
¥ is sufficient lo absorb adverse
., under BIS (Bank for Intemational

itz their risk-adjusted assets.

lhataparlytoa tractual sgree whwmchnnwilbamablatomeelmarmm
nslmu beiated with almost any transaction or instrument such as
mmmmdaﬁnmkmmmm
n'largndnsltandselﬂemerinsk.
ert derives much of its value from an underlying product. Examples of
s, forwards and swaps. For example, a forward contract can be derived from
spot markets for borrowing-and lending. In the pasl, derivative instruments
sg products which could be derived from spot markets. However, today the

#d depfeoahma!ﬁnarrylomardoﬂossesm-mnbe Set-off against future
ed as timing differences result in deferred tax assets. The deferred Tax Assets

are accmmled as pet nlmg Standard 22. Deferred Tax Asseis have an effect of decreasing future
income tax payments, mnhnmmm”mpadmmmsand meet definition of assets. Whereas.
deferred tax liabilities have-an effect of increasing future year's income tax payments, which indicates that they
are accrued income taxes and meel definition of liabilities

@ Debentures: Bonds issued by a company bearing a fixed rate of interest usually payable half yearly on specific
dates and principal amouni repayable on a pariicular date on redemption of the debentures.
Duration: Duration (Macaulay duration) measures the price volalility of fixed income securities. Itis often used in
the comp: comparison of the interest rate risk between securities with different coupons and different maturities. It is the
weighled average of the present value of all the cash flows associated with a fixed income security. Il is
expressed in years. The duration of a fixed income securily is always shorter than its term to malurity, except in
the case of zero coupon securities where they are the same.
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@ah
=
® Economic Capital Model (ECM): Economic capital is the target amount of capital, which optimizes the return for ®

a Bank's stakeholders for a desired level of risk. A model, that generates the Economic Capital target , is known
as- Economic Capital Madel (refer ICAAP table for context) .

® Foreign Institutional Investor: An institution established or incorporated outside India which proposes lo make Y
investment in India insecurities; provided that a domestic assel management company or domestic portfolio
manager who manages funds raised or collected or brought from outside India for investment in India on behalf
of a sub-account, shall be deemed to be a Foreign Institutional Investor.

@® Forward Contract: A forward contract is an agreement between two parties to buy or sell an agreed amount of a Y
commodity or financial instrument at an agreed price, for delivery on an agreed future date. In contrast to a
futures contract, a forward contract is not transferable or exchange tradable, its lerms are not standardized and
no margin is exchanged. The buyer of the forward contract is said to be long the contract and the seller is said to
be short the contract.

General Provisions and Loss Reserves: Such reserves, if they aré
value or identifiable potential loss in any specific asset and are/
included in Tier |l capital.

P DIERALIEROQINLTIHLL LN KL IV W ISP QD

® General Risk: Risk that relates to overall market conditions while sh thal relates to the issuer of
a particular security.
@ Hedging: Taking action to eliminate or reduce exposurg to-#s _.‘
@ Held for Trading: Securities where the intenfion isA6 trade by tak 0 price / interest rate
movements.
@® Horizontal Disallowance: A disallowance #f offsets lo requlred capital™ysed the ethoth for assessing

market risk for reguiatory capital. in ordp _ i i for intétest rate riskNof a trading

-] rfts: in this catag : ents, which combine certain
charactenshcs of equity and i agacte : A g icpiar feature, which can be
considered to affect its quafli ital AVhere thege i : e /Close similprities to equity, in particular
when they are able to s ing Bagis wi ggtring idation, they may be included in
Tier Il capﬂa*

@ : ¥ inflows/outflows) will be altered

astment may have fo be made at

@ a rise in the value of the underlying.

® movementsin market prices or rates away from the rates or prices set out

of an interest beanng security and represents the
2 in a securities’ prwefora 400 basis pojhis change in yield.
: : A bond-type seciyq ich the collateral is provided by a pool of maorigages.
: frnm the undarlylng moriga i get interest and principal repayments.
i echanism for pooling the resources by issuing units to the investors and
dance with objectives as disclosed in offer document. A fund established in
: fough the sale of units to the public or a section of the public under one or
: forlnvastl glin securities, including money market instruments.
ere i in is the net interest income divided by average interest earning assets
DA: Net NPA Gross NPA —JABalance in Interest Suspense account + DICGC/ECGC claims received and
held pendjng adjustment + Part pa¢ment received and kept in suspense account + Total provisions held)
Nostro Accbunts: Foreign cysréncy settlement accounts that a bank maintains with its overseas comrespondent’
banks. These accOurie-are assets of the domestic bank.
Off-Balance Sheet exposures: Off-Balance Shest exposures refer to the business activities of a bank that
generally do not involve booking assets (loans) and taking deposits. Off-balance sheet activities normally
generate fees, but produce liabilities or assets that are deferred or contingent and thus, do not appear on the
institution’s balanice sheet until or unless they become actual assets or liabilities.
® Open position: It is the net difference between the amounts payable and amounts receivable in a partlwiar
instrument or commodity. It results from the existence of a net long or net short position in the particular
instrument or commedity.
@ Option: An option is a contract which grants'the buyer the right, but not the obligation, to buy (call option) or sell
(put option) an asset, commodity, currency or financial instrument at an agreed rate (exercise price) on or before
an agreed date (expiry or settlement date). The buyer pays the seller an amount called the premium in exchange

for this right. This ium is the price of the option.
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® Specific Risk: Within the framework of the BIS proposals ol

Risk; The possibility of an autcome not occurring as expected. It can be measured and is nol the same as
uncertainty, which is not measurable. In financial terms, risk refers to the possibility of financial loss. It can be
classified as credit risk, market risk and operational risk.

Risk Asset Ratio: A bank's risk asset ratio is the ratio of a bank's risk asseis 1o its capital funds, Risk assets
include assets other than highly rated government and government agency obligations and cash, for example,
corporate bonds and loans. The capital funds include capital and undistributed reserves. The lower the risk asset
ratio the better the bank's 'capital cushion'. 7 E
Risk Weights: Basel Il sets out a risk-weighting schedule for measuring the credit risk of obligors. The risk
weights are linked to ratings given to sovereigns, Fls and corporations by external credit rating agencies.
Securitisation: The process whereby similar debt Instruments /assets are ‘pooled together and repackaged inic
marketable securities which can be sold to investors. The process of loan securitisation is used by banks to
move their assets off the balance sheet in order to improve their capitajagset ratios. 2

Short Position; A short position refers to a position where gaip€ aris from a decline in the value of the

underlying. It also refers to the sale of a security in which the sellg = a long position.
specific risk refers to the sk

with a market or market

associated with a specific security, issuer or company, as opposed {0
sector (general risk). :
Subordinated Debt: Refers to the status of the debt,

subordinated debt only has a secondary claim on epa i
. sapital. It consists

Tier One (o 1) Capital: A term used to sei

mainly of share capital and disclosed resenves ind to be of the

highest quality because they are fully avaijdbie ssas~Jhe ad in Basel I

are Tier Il {or supplementary) capital and Tie d supsleme apital.

Tie or Tier ital: Refers to gnis ital. \Als W asAupplementary
artai i ' as regulatory

capital, it consists of certain resepies\g
capital to the extent that they c&n be use
absorption capacity is lower jHa
Trading Book: A tradi
short-term trading, asd

s held for the purpose of
estment. The trading book
es in prices / yields. The

3ns to assume a risk fog a fee. lis halo
2 newiasue of securities from the issuer and

b, financial compensation against the risk of fire, theft,

aserves: These reserves often sejve 96 a cushion against unexpected losses, but they are less
ot-be considered as "Sdre Capital’.

revaluation of assets that are undervalued on the bank's books, typically
ities. The extent to which the revaluation reserves can be relied upon as a
g mainlymonﬂmelemlofceﬂnintyttﬂcanbeplamdaneaﬁnmh&o!the
-nt assets |the subsequent deterioration in values under difficult market conditions or
iduidation at those values, tax consequences of revaluation, etc.

sthad for calculating and controlling expdsure 1o market risk. VAR is a singls

number dstimates the maximum expected loss of a portfolio over @ given time horizon
(the hoid ninen confidence level.

Venture =i oy 4 with the purpose of investing in start-up businesses that is perceived to hava
excellent growth prospects but does not have access to capital markets. .

Vertical Disallowance: In the BIS Method for determining regulatory capital necessary to cushion market risk 3
reversal of the offsets of a general risk charge of a long position by a shortpositinnhiwoormaamniﬁes in

the same time band in the yield curve where the securities have differing credit risks.

Men are not superior by race or colour - but by heart or brain.
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document. What will be the applicable rate?

BANK FINANCIAL MANAGEMENT CTDI
INTERNATIONAL BANKING | *
(TEST -01) 21)
1)  In case rates for a particular pair of Currencies are
not being quoted in a market directly, dealers arrive 22)
at the rates indirectly with the help of
2)  Ifthe transaction to be settled on the same day, they |. 23)
- are to be conducted on basis.
3) Whenever two banks deal with each other, unless
otherwise stated, the rate quoted (by default) is
rate. 24)
4}  If a cumency is quoted at a premium, Forward rate
= Spot rate + -
8} A foreign draft purchased by the customer earlier to 25)
becanceﬂednm The rate to be applied is
6) Surplus BOP is expected to make the
currency
?}TheReserveBarkofln‘tﬁatusap' a
Committee headed by ______ to out the
framework for moving towards Capital
account convertibility.
8) FEDAI guidelines about- ting
have been deleted from the FEDA
effect from and freedg
! fiing charges for me
individual banks.
9) A dealer normally s
These are the Cupr€
10) Normally limits on™\D
11)
2)
12)
13)
14) 33)
*15)
16) Whena mmmmw discount in
future market 55
17) USD is being quoted at a premium for one month )
future transactions. Which amongst the following
category of customers may benefit? 35)
18) Exchange rates where home currency is shown
fluctuating and foreign currency as fixed is:
19) Your branch has received a Usance export 36)

When there is inflow of foreign exchange and ¢
flow of rupees, these transactions are called
from a bank’s point of view.
Basel Il norms stipulate that banks should provie
for along with Credit & Market risks.
The element of uncertainty which may result in &
value of the Currency depreciating is called the:
measures the risk involved due &

change in the foreign exchange rate between (&
time the transaction is executed and the time it

L e

gMidelines, banks are required to
CRM policy for dealing with
wherever a bank's net funded exposure
erit or more of its total assets.
syres to a domestic commercial borrower with
a large economic dependerice on a certain country
may be considered as subject fo indirect country
risk, which may be reckoned at
exposure.
Till the time banks move ‘over to internal rating
systems for Country risks, banks may use the seven
category classification followed __ for Lhe
purpose of classification and making provisions for
country risk exposures.
The provision for country risk by banks will be in
addition to the provisions required to be held
according to the asset classification status of the
asset. In the case of 'loss assets' and ‘doubtful
assets’, provision held, including provision held fc
country risk, may not exceed 100% of the
outstanding. However, Banks may not make an
provision for country exposures.
risk is the cost (if there is counter party
default) of replacing non-settled contracts.
In case of Stock & Commodity markets, respective
takes the role of the counter-party and
mitigate Counter-party risk.
risk arises as a result of human, machine
failures, judgmental errors, frauds and so on.

ol
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VE KIT BANK FINANCIAL MANAGEMENT CTDI
T = . s
le and out 37) ng Dealing, Accounting (Back-up) and term is known as :
fed || " Conrol ) and esbising sparse T, | ) nincia . ypes ofOpns rnw et
id provide mitigating in Foreign exchange 56) A in a foreign exchange market _refers fo
5 transactions. : simultaneous sale and purchase of currencies.
. e . 57) Exchange of predetermined streams of payments in
38) The derivatives do ndependent existence
:uge:_n - ) without iy andnnu;re? : different currencies on pre-determined dates, at pre-
: AR 2 St determined exchange ratesis calleda _____
:d due to 39) is the primary function of derivatives.
tween the = 2= ; 68) A transaction where bank sells 1 lac USD spot and
¥ e ¢0) Derivatives are financial contracts which derive their 1 lac USD one month
¢ fime it is : 5 = buys forward against rupees
vaiue off a spot price time-series, which is called the is called a
S “underlying”. Examples for Derivatives are 59) < e e
at";:‘fgﬁg 41) In India, the most favored derivative for managing oo Akl e
F
: e PO Sl I 60) sen the buying rates and selling
pin Forex | 42 AnExporterwhomslmboenterintoFomard p operation is known as
Contract with his bank would enterinto a »
issified as 43) Importers & Conslituents who have to make of different streams of
payments under foreign cumency loans and so ngsThem would be no
currency would enter in to Forward _____ contracts wi
| their banks.
lance, a terest rate™are swapped with
44) contract is defined as a ° i
g to buy or sell at a specified future settl
h ;
r:es::‘:en? and a designated amount of o rateznha::g
By | financial asset. It is a legally bin g
2 two parties to make / take delivesf
s certain point of time in the futu ted to offer foreign currency —
nes to the
45) These Derivatives col M Lt S bl
squired 1o i sifnes, all the conditions applicable
ling with & tan be exiladicact jing over and cancellation of forward
| exposure a6 A odid be applicable to also.
_ s 31 guidelines, only one _______ transaction
‘ower with Rk By ohllganontu ’booked against a particular exposure/ part
in country mereof for a given time period.
ct country - 67) Corporates should be pemitted to hedge upon
—of the ) declarations of the underlying exposures and Banks
may be permitted to initiate overseas cross currency
nal rating positions were two of the major recommendations of
the seven 48) committee.
for the ad 68) As per RBI guidelines for facilities for Persons
fisions for Resident in India for Foreign exchange exposure
49) risk Management, the maturity of the hedge should
will be in not exceed the maturity of the wunderlying
be held transaction and the currency of hedge and tenor:
us of the 69) Global Depository Receipts (GDRs) issued by
‘doubtful Resident Indian entities will be become eligible for
n held for 50) : 2 +Jer has : hedge.
1 of the sell and the writer TS as obligation to buy | 70) Who has formulated Uniform Customs and
Rake any specified number of the underlying shares at a Practices for Documentary Credits?
specified price prior to the options expiry date. 71) The latest version of UCPDG i.e. UCPDC 600 has
nter party 51) The option buyer is also called as come in to effect from :
: 1 52) Theoption'sellerisalsocalled 72) If a letter of credit is silent about the expiry date for
©espective §3) The price at which the option buyer has the negotiation, the documents presented within a
party and contractual rights to buy or sell the currency is maximum of  days of Shipment are
: called the price or strike price. _ accepted by banks:
mm“h'“e 54) An Option to buy USD 100,000 at Rs 65with a right | 73) Transferable lefter of credit is a -
' to exercise the Option any day during the option | 74) The request for adding confirmation should come
E=104 ' 105
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from:

In a LG if the amount is mentioned as about USD
12000/, what is the tolerance level provided by
UCPDC 6007 2

If a bank adds its confirmation to a letter of credit, it
undertakes a liability similar to that of :

In letter of credit transactions, the bank, which make
payment against the specified documents is called:

Unless otherwise provided specifically by the LC,
banks will accept only £

Your import customer has retired goods under a
Usance LC opened on his behalf. He is now
refusing payment stating that the goods are not as
per his quality specifications. The documents
received however were exactly in accordance with
the terms of Credit. is he in order?

If an export order specifies that the goods are to
shipped after insuring them with freight pre id
the contract terms can said to be
XYZ Bank has received a bill of lading
not provide details terms of Contract
Such a BiL is called a ot

Your bank has received a Lette
an export customer, The aEpor t
adding your confirmation apd provides for,
preshipment finance up 6 75% of th C value if
the exporter so desirgs.: The LC is
letter of Credit. :

A letter of Cre
Monday 26" Ja

A LC is opened irmrfave =
quantity 10000 MT /value USD 10000 for export of
tea. The exporter presents a bill of lading / Invoice
showing export of 9400 MT/ for USD 9400. Should
the bank negotiate?

Jayalakshmi Exports Ltd exports Tea to Russia.
They buy tea in open auctions and store in
warehouses. When a container. load is bid and
received, they export the tea. They are informed
that their buyers are willing to help them both in
bidding stage with funds and storing stage by taking

up the charges. The exporter wishes to have your

89)

90)

91)

92)

99)

100)

advice as to what type of LC they should be asking
for. Your reply will be :
When an exporter or seller !Jnderlakes to make the
goods available at his factory, such arrangement is
called:
Bombay agencies. have received a LC for USD
10,000.The LC is available for part shipment and is
transferable, The firm wants to divide the order and
wransfer the LC in favour of two other exporters. is
this possible?
chooses to advise a LC, does it
incur the responsibility of negotiation?
ws have received a LC for USD
terms. One of the required

n expol >
stjonale /Paris, wh states ‘'negotiation available |
erseds Bank, Anna Salai Chennai'.

for
In a bfll of lading the specified goods have been
consigned to the named person. This is a :

If the LC is silent about the number of days from
shipment within, which the documents have to be
submitted, the documents can be accepted within:

Your branch has received a Letter of Credit dated
01/01/2016 from Midland Bank on 7/01/16. After
verifying the genuineness,’it was advised to the
exporter and mailed through registered post. There
was delay due to postal stiike and the LC expired
before the exporter received the same. The exporter
is claiming damages from the bank. Are you liable?

Under Uniform Practices for Documentary Credit, if
quantity is not specified to be exceeded or reduced,
it should not exceed the tolerance level of:

—
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OBJECTIVE KIT

(KIT BANK FINANCIAL MANAGEMENT
asking for product XYZ on FOB terms. They are confused and
[ﬂIERﬂﬂ“QﬂﬂLﬂﬁﬂlﬂm request you to explain the implications. You will explain
4 that : i
ike the ( IESL_.&Z , 15) XYZ enlerprises have finished shipping and have
mentis § . 1o issuing bank has —— for verifying the brought the ‘Bill of Lading to show you. It states that
e documents received under Letters of Credit opened in packing is defedlfte. Such a document is called a
F terms of UCPDC 600. I _—
‘andis | 2) ABC epterprises had received a LC wherein 10" Jan 16) i?‘rp‘g‘“s Cgmﬂnﬂiﬁ :’“f l:;i‘- if:;r'fgd o
jer and 2016 is the last date for shipment and 15" Jan 2016 is s a"mp"‘ca‘ e 2 Ll n by
ters. Is the last date for negotiation. An amendment extending 17) Recently Customs department is computeriz Sl e
the date of negotiation to January is now received. export declaration forms submitted there are fod:
it Does this mean that the date of shipment is also 18) The expdx declaration form aehilhah rc:ex' .

::::n‘?l extended automatically? Ll i arpang used for software expart -
i ¢ 1)  Your branch had sanctioned a pre-shipment credit to 2 i — !
w USD an exporter who has sent the goods for shipment but 19) T : gEd bnirg-a;;‘ a:Ju procure,
equired so far he has not handed over the bill of lading, mﬁ"ﬂ i i
present | although shipment has taken place few weeks back: . | e

4) your branch opens a letter of credit on behalf of your :

customer M/s Ramesh Trading Company Ltd for which
the documents have been received but the company
\erchant has not been retiring the documents. The bill in forpiy
Estones wrrency.wlhbeamdhediflhndpaid ithin;
e B Crystallization of Export & Import Bills is in teryS of.
:eeTh 6) Overseas Bank of India has negotiated documents
& ? under a letter of credit opened by Bank of\Qubai Ltd,
Dubai and forwarded the docume ‘b. apening
bank. It has now received an iptimation frof, the
Bank de opening bank stating reimbyfsec will \pot e
svailable forthcoming as it has been ngiCed that the Jrisurance
‘hennai’ certificate is forged. What is“the recourse #vailable to
; the Overseas Bank Ltd ng o :

7)  Omni Exports Itd has teceived 2 Letleng Credit for e 4 £
ew York shipment of Spices! They wish fo cofmpiete the 26) : ponedmggé)mgosmﬁmm )
ponsible shipment in two lot§. The Shippipg agent has ‘mformed 27) _ ! 4 number = issued -

i i nossible ‘and =ra-shinment g 5
thal et Aigrmme e e[ 201, € e s T Eomecsbu oo g o o O
ve been L him? 3 7(1)(3) of FEMA 1999 are classified basically
= . e according to:

8 oP credit for "\29)  Trade samples / Publicity materal supplied(esporioc)
s from e s LA el free of cost, Personal effects of travelers whether
ve to be SD 5000/, They are willing to accompanied or not Goods or Software not vaiued over
ed within = arwork.elc, Thi US$ 25000 with a simple declaration frem the
¥ perform the' n v atc: This 18 posss exporter are exempt from :

; s inoelend 30) The stipulation that every -exporter should reaiize
{11'5[ d:::; 9 - order ':; export proceeds and remit to India is ey
d bto the suppliers on.aame 31) Under nommal circumstances, full value of expor
ist. There biled ’ proceeds is to be realized within @ months but exports
bt (T ; e — to Warehouses can be realized within _____ months
> expir e i o 1o from the date of shipment subject to RBI approval.

: exporter i submitted by An expo : :

h i g o available to the 32) All status holder exporters & Units sel up under
B :;gﬁ?::g:n e S iments? EHTPs, BTPs schemes & 100% Export Oriented Units
'Credit.dﬁ 11) Adicles 500 States that in letter of &fm = months for realization of
e, aredit- operation all_ parfies’ concemed deal with 33) The amount representing the full export valua of the

documents and not with goods, services and or other goods exported can be received throssgh normal
performances to which the documents may relate. Banking channels and _ ;

12) + Bt d? 'Emt e while assessing @ | 34 payment for exports can be received In the form of

BUSKIIRE :po reQ:i:ec: Letter of Credit in his precious metals i.e. Gold / Silver / Platinum by the Gem
SR i L i e ond hen & Jewellery units in SEZs and EOUs in equivalent to
avour. from Ru pempot, O Jf el value of jewellery exported on the condition that the
approached you for pre shipment credit. What are the sale contract provides for the same and :
::"wn':':;m tt:ha‘:tlket.i:a :::?ded by you to amive.at thé | 35 The basic purpose is to provide credit at low cosl 50
2 exporters di ir cost roduction

. 14) XYZ Ltd is exporting for the first time and has received st Y toetiof p and
an order which reads as USD 25,000 for 25 containers e T

s AR GTD. al : b: - o
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retention money is payable within a period of one year
from date of shipment according to the terms of the
coniract, banks should charge prescribed concessive

rate of interest up to a maximum period of days.

69)

except where the value of import bill does not exceed:
Exceptions to the rule that documents should not be
directly received (Bill value above USD 300,000)
include bills received by:

.BANK FINANCIAL MANAGEMENT CTDI OBJECTIVE KIT BAN
36) Imporant Instructions on Export Finance are; 54) Post-shipment credit is normmally liquidated by the | 7p) |
a) Processing fresh borrowers in 45 days from the date proceeds of export bills received from abroad in 1
of raceipt of application; b) Proposals for any facility on respect of goods exporled/services rendered. 1
ad- hoc basis should be finalized within 15 days: However, it can also be repaid / prepaid out of 'l
c) Existing proposals that require renewal should be balances in ds also from proceeds of i
dealt within 30 days; d) All proposals for requirements any other un-financed (collection) bills. 71 1
for pre-shipment and post-shipment stages should be 55) Bills adjusted out of EEFC balances need not be {
considered at the same time as a ‘Package Deal'. followed up nor reported in XOS as per RBI's latest (|
37) Export finance proposals should not be out-rightly guidelines. . b
rejected by the dealing office. The rajacﬁons should 56) Inthe for exporters, the “in-principle’ limits will be g
carry the approvals of the sanctioned for a period of 3 years with a provision for <
38) Any loan, advance or any other credit granted to an automatic renewal subject to fulfillment of the terms <
exporter for financing the purchase, processing, and coptitions of sanction: I
manufacluring or packing of goods prior to shipment or 57) will be given preference for grant of (
any amount released after Shipment can be called as: v foraign currency (PCFC). ¢
39) Export Oriented Units (EOUs)/Units in Free Trade -58) ler waiver of collaterals and ¢
Zones/ Export Processing Zones (EPZs) and Special guarantee schemes on the A
Economic Zones (SEZs) & Exporters with good frack editworthiness and frack record fi
records can be granted facility in Packing credit for g
: advances. be applicable to those it
40) Banks are permitted to extend PCFC for expors, blacklisted R ECGC or included in g
ACU countries: . r making losses for o
41) The choice of currency for PCFC as per RBI ue export bills in A
i : U
42) A ceiling rate has been prescribed by RBI_for rupee of the assessed is
export credit linked to Prime Lenging of ailable to.facilitate in
individual banks available to their dgriesk ; sudden orders. In the P
Currently the celling is 3 of\seasonal commodities, the peak b
43) Recently RBI has increased levels m benppmpﬂeteiyspadﬁad a
to select Export sectors. This dealing in purchase / sale of iIn
44) |n cases where exporters pofished diamonds, with track record in
S sAn import or export of diamonds and (]
commercial lending ra e annual tumover of Rs. 5 crore or a
45) While Sub-suppliee bove duringgroceeding 3 licensing year are permitied &
facili 88 eir business through accounts. )
46) can be /8 professional approach lo debt management In
/ administration to minimize chances of bad debts. e
63) Forfaiting is a mechanism of financing ___ receivables.
64) Crystallization of the export bills aims to shift the =
risk back to exporters. Al
* 47) fiware Exporjers is allowed for _____ ™ As per FEDAI's latest guidelines , the mandatory
48) "!'!'”‘r normal transit period for for® period of 30 days for crystaliization of export bills  be
done away with and authorized dealers be given P
48} freedom to decide on the period for crystallization
which may be linked to of different types of i
exporter clients, operational aspecis etc. frc
50} 66) Authorized dealers may freely open letters of credit and an
allow remittances for import of goods on behalf of their ]
customers holding _____unless they are included in an
the negative list requiring Incense under the Foreign pe
51) Trade Policy in force. pe
stomt 67) Applications by persons, ﬁrms and companies for -
advances be adjusted as-seorl as exporl takes place, making payments, exceeding or its equivalent, :
by ftransfer of lhe outstandmg balance to a towards imporis into India must be made on -
which in tumn, should be adjusted as soon appropriate Form A-1.
as the relative proceeds are received from abroad but 68) Import bills and documents should be received from
not later than 180 days. the banker of the supplier by the banker of the imporier &
52) Advancing against Retention money relating to in India. AD banks should not, therefore, make
sefvices portion of an Export contract is: remittances where import bills have been received
53) In advarces against Relention money, where the directly by the importers from the overseas supplier, -
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ed by the | 70) At the request of importer clients, AD banks may the software / data / drawing / design has been
abroad in receive bills direct from the overseas supplier as received by the importer, may be obtained wihese
rendered. above, provided the AD bank is fully satisfied about the applicable (in terms of amount).
aid out of financial standing / status and track record of the | 82) In respect of imports on D/A basis, AD banks shoud
receeds of importer customer after obtaining: normally insist on production of at the time of
71) If the amount of advance remittance exceeds , an effecting remittance of import bill.
ed not be unconditional, irevocable standby Letter of Credit or a 83) Uniess under any investigation, Bills of entries/other
iBl's latest guarantee from an international bank of repute situated evidence of shipment should be inspected by intemal
outside India or a guarantee of an AD bank in India, if inspectors or audifors (including exlemal auditors
mits will be such a guarantee is issued against the counter- appointed by. AD banks) & should be preserved by AD
rovision for guarantee of an intemational bank of repute sd.uated banks fora period of ____ from the date of its verificatiion.
the terms outside India, is to be obtained. 84) In case an importer does notfumish any documentary
72) In cases where the importer (other than a Public Sector lencenof import as required under RBI guidelimes,
¥ grant of Company or a Department / Underiaking of the from the daté of remitlance involwing
Government of India / State Govemnments) is unable to aqge exceeding USD100,000, the AD
ferals and obtain bank guarantee from overseas suppliers and the usly follow-up for the next 3 monhs,
es on the AD bank is satisfied about the track record and bona 2gjstered letters to the importer.
rack record fides of the importer, the requirement of the bank | B85) S where the amount of remittance
guarantee / slandby Letter of Credit may not be donly be included in the half
| to those insisted upon for advance remittances up to g & December) which is to
included in provided the bank’s policy framed by the bank's Bogft spm the close of the half-
fosses for § of Directors permits the same.
ort bills in § 73) A Public Sector Company or a Deparjnfe
LB Undertaking of the Central/State Go’vem ppt/s
: assessed is not in a position to obtain a g £
o facilitate
fers. In the
, the peak
cified:
L&“'B :: 74) In the case of Advances @
recol i t of goods into IndigAs
nonds and it y
5 crore or importer g
2 permitted mnmlw ofoneyearfnralpermismtﬂeu'nports
scounts. from the close of this [0 _____ per import transaction.
magement 75) In the event of Y uumed&unabmkmﬁnml
lebts. o (& ____ by the importer.
ceivables. Bﬂdﬁmwmbfwﬂmrsmma
the period beyond six months from date of Shipment and
76) up to a malurity of one year for all permissible imports,
mandatory for value up to per import transaction,
tbills be 3) If the import is for Capital goods, Banks can approve
be given | proposals for Buyer's credil for a period beyond six
stallization 77) months from date of Shipment and up to a maturity of
nt types of —_ year for all permissible imports within their
permitted levels.
predit and 94) As per FEDAI, transit period for foreign currency bills
1aif of their 78) where there is no TT reimbursement is days.
ncluded in 95) All import bills under LC are to be crystallized on the
e Foreign of receipt of documents in the bank: ~
96) All Import Usance Bills under LC should crystallized
panies for 3 on the o
equivalent, separate RBI Masler et 97) or rate (if any) will be applied for
made on | 78) Remittances againsi import of books may be aliowed the purpose of crystalization. -

, provided, interest paymenl if any, is as per RBI | 98) These days, Cosrespondent banking has become
sived from gmdehnes easier as all the banks can use a common messaging
ieimporter | §0) In case of all imports, where value of foreign exchange arrangement called -

e, make remitted/paid for import into India exceeds Litis 99) If Indian Overseas Bank maintains a US Dollar account
I received obligatory on the part of the Authorised Dealers with Citibank, New York, 2 GB pound account with
5 supplier, through whom the relative remittance was made, to Midland bank, London and a Bahraini dinar account
lexceed: ensure that the importer submits evidence of Imports. with Bank of Bahrain and Kuwait, all the three accounts
bid not be | 81) \Where imports are made in non-physical form, i.e., are said lo be __ accounts of Indian Overseas bank.
300,000) software or data through internet/data channels and 100) Aooouqls ma-_ntamc;d by international banks in India &
drawings and designs through e-mail/fax, a that denominalted in Indian rupee are termed as ____ a/cs.
o108
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INTENRATIONAL BANKING pn s s S |
LR - . > 18) A PIO can also mean a citizen of any country other pt
: ( TEST = 03_ ’ tl';an Bangladesh or Pakistan, if he /she is the spouse pt
— = A 3 ora =1
1)  Dummy accounts maintained by banks in their books 19) Joint Afc  with Residanls is permitted to Non- o
which mirror the transactions in their Nostro accounts & Residents in gy b 5 +33) W
are meant for tracking the transactions and determining 20) Income from FCNR /NRE deposits are exempted from pi
the actual position of their accounts with the foreign . : &
correspondent barks are called . .. 21) , Interest rate on fresh repatriable NRE term deposits of re
2) _____is acomputer based net work system and each one to three years should nol exceed the LIBOR / fo
member has access to all the other members. It SWAP rates fo,- US dollar of corresponding maturities = |
operates on a secure network between India and USA 34) R
only: 22) pi
3) SWIFT messages are delivered in uniform Performa or N
formats. This reduces the chances of a8
misinterpretation or confusion. ~ 23) ce
4) FEDWIRE is a system of inter bank settiement is :
operated by _____ . It is one of the oldest systems in
USA. 35 A
5) Rashid a NRI for last 10 years have retumed |
home with his bag and baggage with the intenji i
settle in India. Which accounts can be opened b him? :
.6) An iliterate NRI working in Kuwait on hig R
visit to India approaches your branch for 0 3% N
NRE account. How will you handle h
7) Balwant Gargi is an NRI maintainjag -37) z
branch and seeks  guidance :
facility. atcounts of USD One million. You ‘E
8)  Your branch has received at contracts once booked can not
seeking to know on wh : 38 U
TOS wil apply (on ty fshes to know whether a doltar forward o
_— €4 for balances in his NRE / NRO a/cs. =
9) What are the minimog alapce lying is about Rs10 crores. i
FEOR deposttsmbe 3 27) Tan be opened by a foreign natiopal of non- ul
L) indian origin visiting India, with funds remitted from a
outside India through banking channel or by sale of di
foreign exchange.brought by him to India. in
) The balance in the NRO account of Foreign nationais § 3 ¥
11) of non-indian origin may be converted by the § 40)
authorized dealer / bank into foreign currency for 41)
payment to the account holder at the time of his
i departure from India provided the account has been 42)
\ Y maintained for a period ____ and the account has not
5 @ customers [nay segk|withdrawal in been credited with any iocal funds, other than interest A
: gnwcyorlnlNR Who is accued thereon: 1 is
bearing Tisk in this gase? 4) B
13) Under NR agd repatriable. 29) In the case of premature withdrawal of NRE term st
3 ) deposits for conversion into Resident Forengn Currency B
1) WrcAmeE oG but is. planning to (RFC) Alc, the bank should not levy __
retum home. He Rasdg d seeking to know the 45) @In
repatriation facility in RFC aomunts if he opens one | 30) Interest rates on NRE deposits for one to 3 years t
after retuming to India. You can respond by stating should not exceed the LIBOR/SWAP rales. as on the A
e ; last working day of the previous month, for ___ u
15) Mrs Saldhana has retumed to India after working 31) As per RBI guidelines the minimum maturity peﬂod of -!
abroad for 3 years. She has brought USD 35,000/~ with fresh NRE deposits will normally be one year and the 45)
her as savings. You will advise her to open a maximum Is the discretion of the bank. In case, a
e L DAY particular bank, from its Asset Liability Management
16) A PIO means a citizen of any country other than point of view, wishes to accept deposits with maturity of
Bangladesh or Pakistan, if he had held more than 3 years, it may do so provided the interest
17) APIO also means a citizen of any country o‘lh!r than rate on such long term deposits is not higher than that
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32) For a NRQ account holder, for remittance of sale 49) Resident is defined in
ry other proceeds of assets, both financial and immovable 501 Export House can retain foreign exchange in EEEC
| spouse property acquired by way of inheritanceflegacy or ) a:::)oum up to Fair aarrgngs "9
settlement, there is no lock-in-period and the o ; :
Biion: permissible amountis : 51) Eondmon lha;;s tequged- to be satisfied fora per:%n to
e .33) There is no lockin period for sale of residential e considered as Resident in India under FEMA
ted from property purchased by NRIPIO out of foreign . :
exchange. However, repatriation of sale proceeds of | 52) To accelerate growth in export of services so as fo
e of residential property purchased by NRI / PIO out of create a powerful and unique ___' brand instantly
SBOR ; foreign exchange is restricted to not more than recognized and respected the world over; the earlier
= . DFEC s¢heme for services has been revampad and
jaturities gy : ! A recastintc the
34) Remittance of current income like rent, dividend,
he NRO pension, interest elc. of NRIs/PIO who do not maintain 53) dia Ltd is a corporation set up by the
npliance NRO Account is freely allowed, on the basis of of India to encourage exporters & help the
appropriate certification by a Chartered Accountant qunity and the financing bankers to
: certifying that the amount proposed to be remilted is kq_ involved in their Dusiness of
viduals / eligible for remittance and that applicable taxes have poration does so by issue of
;"‘5"3 been paid / provided for. ntees s favour of banks, Policies in
ton o | 35) Authorized dealers have 1o obtain RBI permission to s
Bos and issue Intemational Credit Cards to NRIs/PIO, witho guarantess of the
prior approval of RBl. Such transactions may/be asis. Banks have to
settled by inward remittance or out of balances Jeld in each time a new
fo know the cardholder's FCNR/NRE/Non-Resident (@frdinary) The premium
F“ﬁ Rupee accounts.
sk 36) NRE Savings a/c are not eligible for no - Saended to
ook 2 .37) Al transactions of Foreign exchangg”are’goverhed by
i FEMA 1999. As per of GEMA 1909, RBAis ible
li Riyals . — Al igil padting cred! extended
ﬁm_\,oj empowered to give directio mderwholehn‘nwerl’nddml‘.:retﬁl
B not Exchange transactions. e borrower is not in their specific
38) Under sec 11(3) of FEMA1999, RBI after giving is sent when the facility is
reasonable opportunitig$ for being heaid, impose on included in the monthly
F{fgm the authorized persgr, a penalty which may extend to gmium is paid regularly and: -
; Rs10,000% (Rs Ted thousand) fo¢ contraventq of &y | 57)  Winole ar Packing Credit guarantee (WTPCG) is
dlrediongwen indern FEMA op i s to file & Letum eyl thhm'
| of non- underﬂusacl.lnm:h cpritinuing &g ':- tionhan by the Y Oﬁceufmamnedm
= = | 0 St DE
e fom B s s b 58 Prios pemmission of the Corporation s 1o be taken if 8
= ofed. paddngwaﬁlhastobsaﬂmdhrem&ouﬂmdmg
: A for more than
; 39) 2igh trade policy in India? S
nationals
oo dde Policy § ) In case a bank and the Corpomﬂon get in to an
by ﬁ‘f; 40) ¥ ?: ,IH“"M pe_ﬂod. ; agreement, the procedures can be simplified and tha
pncy o 41) ; pr import of capital_goeds s issued b Premium on the guarantee also negotiatud. Under
e of his : ; these circumstances the bank has to notify limits
m 42) F& sanctioned to all its customers post facto but sesk the
htergsl 43) arson who 15.a citizen of USA but is df Indian origin appromiofterorporatlon prior to sanction of the
E is cal : limits if the limits exceed an *agreed upon value®. This
RE term in 60) Banks can abtaln Whole Tumover post shipmaeni
Currency policies also. The extent of cover available for =
45) _ - shipment covered under WTPSG where the exporter is
3 years bank at 0.5% intereST-per—ermam for USD 10_bilion. holding a Standard ECGC policy also is:
on the ADB has released the first tranche of the loan being 81) To be able to subscribe to WTPSG
E = uUsD 2.5 t.nllion This transaction can be classified as 62) ECGC has seven types of financial guarantees o offer
period of —_— g Export financing banks. Of these, the Guarantee which
r and the 46) An Indian resident, going abroad can carmry Indian is related to mitigating losses if any incurred by a bank
| case, a rupees in cash up to INR fo countries, other in India by taking up the business of confirming a Letter
1agement than Nepal or Bhutan: of credit and taking up the documents drawn thers
naturity of 47) In India, exchange control is administered through underis called_____
e interest FEMA 1999. FEMA replaced FERA. In FEMA, routine | 83) A bank which is ﬁnencing an bverseas project provides
than that violations are subject to penalty only: a foreign currency loan to a contractor, it can protect
. 48) NRIis defined in . itself from the risk of default by obtaining.
110 111
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—
64) FECGC exends financial guarantees to Banks which traded in 3
finance exports. They also issue individual policies to 85) The Expert Group formed in 1992 under Shri
exporters separately. An exporter who has an annual examined the issues related to products available in 1)
turnover up to Rs. 50 lacs is eligible for Indian markets for Forex risk management: 2 4
policy: 86) The Committee on Capital Account Convertibility 3)
65) Large exporters who contribute a sum not less than Rs formed in March 2006 is headed by 4 4
1E %06%000 PA can-obtain cover under frem 87) Exparl ma:hehng Fund administered by EXIM Bank is 5) ‘
: L
66) Indian firms who oﬁersendceu to foreign parties can 88) EXIM Bank also prwrdes the receivable financing i)
cover their risks under services of to exporting community / banks: LT ]
67) Exporters who have large exposures fowards a single 89) Foreign Exchange Rates in India are determined by: a9y =l
buyer are advised to take policy from ECGC | 90) In Balapog of Trade, trade deficit stands for: 10) |
to cover default from the buyer’s side. 81) e ency denominated accounts of Indian 1) 1
68) Standard policy holders are those whose tumover ks are maintained abroad with respective § 12) |
(annual) is above Rs.50,00,000. If your bank obtains a | * coNgs banks (our accounts with them) are § 13) |
whole tumover post shipment guarantee and covers called : 14) |
this nmtpoltefs shipment unﬁar the same, ECGC will 92) nts of foceign banks in India are called |
extend you the benefitof ____ 15 |
89) Expartprodudionﬁmmeguamnteeisrwo endes abroad can carry Indian 16)
in the case ufexportﬂnmwhere the exporter segks to countries other
e 17)
70) Export credit at the pne shlpment stage 18)
extended 1o exporiers in 19)
71) PCFC can be gtantadioexpuns rnaant for: 20)
72) PCFC once availed has fo I:a normal g}
73) 23)
; period, PCFC ouls!andng 24)
rupee liability at 25)
74) If an exporter has avs _28)
wishes to substitute ths : 27)
75) PCFC can be exig Currency Declafation Form (CDF) is not necessary the 28)
imespective of Aggregate vafue of the foreign exchange in the form of 29)
exporters can book otes, bank noles or travelers, cheques 20)
bmuginbympﬁsmatmymetlmedoesnot 31)
exceed____ or its equivalent andfor the aggregate 32)
76) value of foreign currency notes brought in by such 33)
person at any one time does not exceed ____ or its 24)
equivalent. 35)
) AD bank are permitted to allow advance remittance 36)
and without bank guarantee or standby letter
of Gradit. by an importer (olher than a Public Sector & S0
77) Company or a Depariment / Undertaking of the 3%
Government of India / Stale Government/s), for import =
78) of rough diamonds into India from approved mining 49)
companies: o
b st 99) Interest on usance bills or overdue interest for a period
has to pa b’:’e’:['gs app“;e?';m e bRy of less than three years from the date of shipment )
“79) In Forex dea i should not exceed RBI prescribed rates. The current 43
0 M b e e all-in-cost ceilings are as under; Maturity period up to &4
positions held) fixed per gealer or per transaction or one :zwﬁ é‘g‘éﬂ‘m ceilings STl over 6 g .
Currency before quitting with @ loss.(hormahy fed in o S S s pet|
Computers to ensure automahc sign off from the deal) g‘;"i e il iadia il 5 8 anhs C:!éeog::ars |
are callid nmbie |:;u‘:ungs e over mont or 48)
81) Forward Contracts written by banks dealing in Foreign Spptes = 49)
exchange specifically for their Customers are: 100) Ehm‘l -term credit either by way of suppllars credtl or 50)
82) Future Contracls & Forward Contracts are two names uyers' credit is not available for 2 51)
for same derivative products: g
83) In the case of Forward Contracts, margins may not be 5‘}
compuisory. They are also not )
84) The future Contracts are reported lo have been first ::}
$CO 91, (1" & 2™ FLOOR), SECTOR 47-D, NEAR PNB, CHANDIGARH, Mob: 9041086057, 9041071058 Ly E




| KIT BANK FINANCIAL MANAGEMENT OBJECTIVE KIT
= :
- .- 57) Currency Swap
ANSWER : TEST - O1 53) . Cureoncy Swap
lable in 1)  Cross Rate mechanism. 59) Avoiding exchange risk on their open positions
2) Ready or Cash basis 60) Swap differential
ertibility 3) Spot 61) Interest Swap
4) Premium 62) Coupon Swap
Bank is 5) TT Buying 63) Basis Swap
6) Stronger 64) CAR9%
nancing 7) S.S.Tarapore 65) Option Contracts
nks: _8)  01/09/2004 66) Hedge
1by: 9) Funds 67) O.P.Sodhani
10) Higher than 68) sfifo the choice of the customer;
Indian 11) Back office ssue price has been finalized
spective 12) Indirect rate
im) are 13) Buy low Sell high
14) Purchase transaction on which TT buying rate - &
2 called will be applied ban be transferred by the
15) TT buying rate
i Indian 16) m currency is expected to be cheaper |
2s other re L
17) Exporters
idian for 18) Direct Rate
__days 19) Bills buying rate for the respective foryard term
4
20) Purchases 7 all parties deal
of India 21) Operational Risk
s time of 22) Exchange Risk
1an fro$ 23) Transaction exposure
iment 24) Translation Exposure
B 25) Fixing foreign exchange/6pen positi limits. CCEEdiI'IﬂI day (Negotiating
dshould ¥ 26) Overnight limits that 26" was a Bank holiday
R 27) Mismatched
sary the 28) Country risk r of credit
tformof ¥ 29) Country risk mahagement nd by Ketters of credit
cheques 30) 86) nts will be negotiated as in such cases
joes not §  34) the amount can be varied up to 10% less or
jgregate § 3) more ' .
by suc_';h 33) 87) Difference being more than 5%(tolerance) of the
i or RS A1) stated quantity, documents cannot be accepted
s 35) Green clause letter of credit
;‘; ttar B 39 89) Ex-Works .
E Sector 37) 90) Yes, they can split the value and transfer to
of the 38) nderlying product / Se bath the exporters ;
ot import 39) Rjsk Manage 91) The advising bank is not under any obligation
mining 40) s | Swaps to negotiate the documents.
92) No, not acceptable because if the LC is silent,
& oetion 41) the insurance has to be taken in the currency of
sipmert § 92 the LC.
s current 43) 93) Which is the country where the goods were
fod up to 44) originated
| over 6 | -45) Futures contracts 94) Free carrier allowance (FCA)
Maturity. 46) Option 95) Restricted letter of credit
e years, 47) European 96) Cost of Goods & Insurance
BOR or | 48) American 97) Straight bill of Lading
i 49) Call option 98) 21 days from date of shipment i.e. date of bill of
credit or 50) Put lading
3 51) Option Holder or Option Owner 99) Bank is not liable as it does not assume any
52) Option Writer fiability for the consequences arising out of
) P Yy g
53) Exercise delay in transit due to actions beyond its
54) American Call Option control
55) Both American & European 100) +/-5%
56) Swap
HE m $CO 91, (1% & 2™ FLOOR), SECTOR 47-D, NEAR PNB, CHANDIGARH, Mob: 9041086057, 9041071058
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BANK FINANCIAL MANAGEMENT CTDI "OBJECTIVE KIT |
45) Running Account
ﬁ“SWEB = TEST o oz 46) Foreign Cheques, drafts, etc. ;;
1) 5 banking days : 47) a) Software Services, b)° Project Services, ¢ 3
2) Shipment date shall not get extended automatically 0 g;f;ware Products and Packages, d) IT services. 4;
3) If it is not presented to the bank for negotiation 49)} o a"‘"‘ , 5)
within 21 days of date of shipment, it will become | ) s :‘;:: 6)
4 ::}al;’ 51) Special {pqstshipmen‘l] account
) tafny : 52) Not allowed 7
5) RBI & FEDAI guidelines 53) Ninety
6) Bank can claim the money from opening bank. | s54) Exchange Earners Foreign Currency Account (EEFC 8)
Under UCPDC provisions the bank has to see the AIC) 9)
regularity of the documents and is not 55) False 10)
S responsible for their genuineness 56) GOLD
7) If the credit is silent, both the partial as well as 57) Go, 1)
trans-shipment are allowed 58) Goldy 12)
8) Transferable letter of credit 59) 10 per 13)
9) Back to Back letter of credit 14)
10) & banking days ba_ five accounts) 15)
11) 6
12) They should have a I/E number , should not be 63) Export :g
the RBI's exporters caution list or ECGC 64) Exchange Rigk 18)
approval list 19)
13) Original Letter of Credit 20)
14) Cost of insurance and freight s to be 21)
importer
15) Claused bill of lading - subd¥fiaries of foreign § 22
16) GRISDF forms panies) from ir principals, Status Holder 23)
17) SDF form , 100% EOWs / Units in Free Trade Zones,
18) Softex Bille’received By all limited companies 24)
19) Pre-shipment advance each indiyidual overseas supplier from an § 25)
20) FOB basis reputed credit agency.
21) 6 months equivalent 26)
.22) GR form n or equivalent 7)
23) No of days left to nance, Government of India 28)
bank depending on 74) Date nce 29)
nsg 75) Repatriated to India / utilised 30)
= 76) Three years )
24) Credjt” facilities agai ) Guarantee of performance under normal § 32)
circumstances. : 5) 33)
25) E ) Trade credits 34)
26) DGFT, Min 79) Without restriction as to time limit 15)
27) Lite time n 80) USD 100,000or its equivalent 36)
28) Magde 81) Certificate from a Chartered Accountant m
29) G 82) Evidence of Shipment 38)
30) Stathto 83) One year
31) 15 mogqths 84) 3 months
32) 9 monthg 85) USD 100,000
33) Foreign chrency notes 2fs during their 86) Date of shipment
visit to India¥Payment from Buyer's FENR/ NRE/ICC . 87) Suppller’s credit
34) Approximate “value of the pregious metals is 88) Trade Credit
indicated in the refeva | PP Forms. 89) Three years
35) Competitive terms in theinte rnational market. 90) USD 20 million
36) All of the above are correct 91) Outside the Country
. 37} Next higher authority. 92) USD 20 million
38) Packing Credit advance. §3) Three years
39) Running account 94) 25
40) True 95) 10th day
5 . 96) 10" days from due date.
43) Interest plus subvention should be within :;; g:::,:ﬁ-em“g i i =
g;z ceiling limit of BPLR-2.5%,subject to floor rate of 99) Nostro 100) VOSTRO
44) ab initio.
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BANK FINANCIAL MANAGEMENT

OBJECTIVE KIT

52)

. 'Served from India’ scheme.

ANSWER : TEST - 03 o

Mirror accounts. 55)
SWIFT
True 56)
Federal Reserve Bank of USA 57)
Resident Foreign Currency 58)
Branch will open the NRE account with foreign 59)
currency after compliance of formal ities. 60)
Nomination is possibie in all NRI accounts (NRE | g1)
I FCNR / NRO)
Non-resident ordinary accounts 62)
12 & 60 months 63)
She can nominate NRI sons but only one 64)
nomination per account 65)
100% 66)
Your Bank

The amount of interest as well as principal
Principal and interest both can be repatriated
RFC account

Indian passport at any point of time
Citizens of India {undivided India), or
Non-resident Indian / P1O.
NRO accounts

indian income tax
Discretion of the Bank
Their commercial judgment
Agricultural / plantation
business, or for re-lend

Euro, GBP, Yen,
He can book fordrard for his NRE balanc

NRO account (cu
Not exce
80)
us Te 81)
fars NRE deposiis.
on pef financial year
4 84)
85)
86)
87)
88)
89)
90)
91)
92)
SEg 93)
Current Account transaction 94)
Capital Account transaction 95)
25,000 .| 96)
Monetary 97)
Income Tax Act 98)
FEMA 99)
100% (now all Exchange earners can retain up 100)
to 100%)

He should have been in India for more than 182
days during the previous financial year

Factoring services

Monthly

Service exporters, Construction companies,

Manufacturing, Trade exports

Facility is extended in terms of RBI guidelines

One year

360 days

Pre-approved limit

90%

Bank has to offer minimum 25 accounts &

Remit a premium of Rs 5,00,000 lacs per annum
Guarantee

yiall expoHeg
ports turnower Policy

spective of the currency !
new .order if the bank is

asim amount a bank can keep ovarmight
whenthe markets In its time zone are closed
Stop loss limits

Over the Counter products

False

Marked to market:

Chicago Mercantile Exchange in 1992
O.P.Sodhani *
S.S.Tarapore -

A Component of the World bank loan to India
for industrial exports

Factoring & Forfaiting

Market Forces of demand/supply

Excess of Imports over exports

Nostro account

Vostro

7,500

180 days

Not exceeding Rs. 25,000/- per person.

CIF Value.

UsSD10,000, USD 6,000

Without any limit

50 basis points,125 basis points

Merchanting trade or intermediary trade
transactions.

_mo 91, (1* & 2° FLOOR), SECTOR 47-D, NEAR PNB, CHANDIGARH, Mob: 9041 086057, 9041071058
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BANK FINANCIAL MANAGEMENT CTDI BAN
30) The level of assets and liabilities as on a particular date § 59)
ASSET LIABILITY MANAGEMENT. are considered, to measure and manage liquidity of a
bank,in_______ approach of measuring Liquidity:
1) The process of adjusting portfolios of Assets and 31) In the Stock Approach fo liquidity management CORE
Liabilities of a bank keeping its corporate objectives, DEPOSITS refers to: 80)
Liquidity & Interest Rate risks and RBI guidelines in 32) In liquidity analysis, ratio of Prime assets to Tofal

11)

12)
13)

- 14)

235)
26)
27
28)

29)

(e §3] R SCO 91, (1 & 2" FLOOR), SECTOR 47-D, NEAR PNB, CHANDIGARH, Mob: 9041086057, 9041071058

' banks, the other parameter is:

view is called:

AlLM ina banking is now the responsibility of

Advances iz an _,___In a bank's balance sheet:

Minimum capital rsqulred to be maintained by a bank in

india is prescribed by __:

investment made by a bank in a subsidiary is

considered alan _____ in balance sheet:

The most important item on the asset side of a bank's

balance sheet:

Depreciation on bank’s property is included in

a bank's balance sheet:

ALBR s concerned with strategic balance sheet

management to control Liquidity and risk:
gives guidelines to banks for ALM.

HNet interest Margin (NIM) is measured and used for

in

Met interest income (NI} is calculated
formula:

M.LM. is caiculated by using the formula:
Economic Equity Ratio Is used to
clpullyufﬁwbank. It is calculated uSi

renewalofdeposi'ls is catted
Fraud causing substantial loss which comes to the
notice of Depositors/Markets cancause ___

Risk of having to compensate for non-recaipt of
expected cash flows by a bank is called:

Time risk' is caused due to: .

The risk asscciated with crystallization {Invocation !
Non-payment) of contingent liabilities in a bank is
calied:

Stack Approach and Flow Approach are two methods
of measuring ___:

33)

34)

35)
36)

48)
49)
50)
51)
52)
53)
54)
55)
56)
57)

58)

assets is used. Here prime asset means:

A banks ability to withstand a net funding requirements

in a bank specific or general market liquidity crisis

depends on:

A bank has to ensure that it has diverse sources of

liabilities & borrowing and also develop contacts to k
ickly and effectively seil assets as a part

2

-]
=

BERR5PaT88875 30 R8ePoPosugrsl APEEOS :a.in sgeml

s in the interest
known as

3 8

leading to the
_____approach:

f Interest Rate Risk measurement

3 .

rate affect the value of the

-\g

risk:

Gap

A bank is having Rs 500 Crbre liabilities @ 7% of one
year maturity to fund Rs 500 Crore assets @ 9% with 2
year maturity. The bank is exposed to:

If the interest rate on assets is priced more than
liabilities within the same period, the bank is called:
Effect of increasing interest rates on the net interest
income of Asset sensitive bank:

A bank is said to be liability sensitive if the interest rate
is reset more rapidly on:

The risk that the interest rate of different assets and
liabilities change in different magnitudes is called:

The risk of change in the yield of assets as against cost
of liabilities is called:

Embedded option .risk to a bank arises when the
following happens:
Yield curve is a line graph drawn using the following
data of a particular instrument:

The loss that may be incurred due to sellmg of a bond
before its maturity date is dueto _____
The market price of 10 year 7% G~Sec, when yield of
similar instruments rises toB8% is
In order to decrease reinvestment risk, banks try to
match___of their assets and liabilities:
Earnings Perspective focuses the lmpact of changes in
the interest rates on the
Analysis of a bank's vulneraln!tty mainly from the
perspective of shareholder is known as:

g

2
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£IT BANK FINANCIAL MANAGEMENT CTDI
ar date 59) perspective analysis brings out the impact of 79) In Interest rate sensrhvity profile, Capital is in the last
ty of a past interest rate (interest rate at which contracts are bucket i.e. >
¥ already entered in to ) on the future performance of a 80} In Liquidity profile, Capital is in the last bucket i.e.
| CORE bank: : g
60) While analyzing interest rate risk using Re-pricing 81) As per RBI guidelines, while preparing asset lability
» Total schedules, Assets and Liabilites are grouped management statement, overdue liabilities are placed
according to maturity dates. For saving deposits, under the following maturity bucket:
ements which are not having fixed maturity are grouped as per | g2) As per RBI guidelines on ALM, inter-office adjustments
{ crisis RBI guidelines which are___: are placed in time bucket:
61) The impact of interest rate change on the Economic 83) As per RBI guidelines on ALM, the interest rate
rces of value of an asset / liability is measured by: sensitivity of Current alc deposits is:
is to be 62) - Effect of changes in interest rates on future business 84) Bunke lpuy place -~ undrawn balanices:in Casii credit
part of levels of a bank is captured in the following methods: limits A thue buckets based on past behavior but _in
nas: 63) As per RBI guidelines on Capital Adequacy, Indian 2k : ithio the first._only:
nt Banks are allowed __:
e 84) RBI guidelines prescribe that Banks should adopt the | 59 NS in the Nonsensitive Buckst for
i for interest rate risk management in addition s N2
pricing 10 the TGA (Traditional Gap analysis): 86) As parRBI latest ghidelines on ALM, there are
tility in | 85) As per RBI's ALM guidelines, SB & CA deposits are to Stuctural liquidity ladder to be
be classified in to Core & Volatile portions. 10% of S BhLiquidity risk:
dlowing and 15% of CD are to be treated volatile and classi e, the first time bucket in
in to 1-14 days bucket and balance 90% of SB a !
— of CD are to be placed in: te that thesnegative gap in the
8 66) Revaluation reserves (at a discount of 55%) ould not be more
o of capital as per Basel lll norms:
67) Banks are allowed to include the ‘Genegg ents are classified as
o "3' on Standard Assets’ and ‘provisions Held nature:
roach: exposures’ in Tier Il capital up to a ladiler constructed for Interest rate
arement " per cent of the total risk-weighted 4 re are |8 buckets. Banks have to arrive at
68) 'Floating Provisions’, may be tygated as a papt of Tier Il on of /their SB and classify it as “Non-
+ of the capital within the overall cei e {ast bucket. The balance portion
is provided these pro gated as sensitive should be placed in
, rising from:
ws to: 69) If provisions crea . is to be prepared
‘Available for Sale‘ ' 5 basis to RBI
Investments are in e b/ RBl, Banks should prepare Statement of
; of one should be credite Structural Liquidity on ___ basis, for internal guidance
% with 2 amount and Liquidity management:
appropriate 3) Call Risk is the risk of Crystallization of Off-Balance
re than | 70) Investiye sheet liabilities such as, Letters of Credit, Letters of
lled: Tier I/ Eligibility Guarantees & ___:
interest Assets 94) The three major dimensions for managing the Liquidity
e Risk through the Flow approach are:
restrate | 1) :;' s E 95) The Interest rate risk which arises even in a perfectly
SV P INAS ey matched gap due to differing movements in the interest
sets and § . z"’pt:r d;‘;q;:"lh rates of Assets and Liabilities is called:
ed: 96) A bank with a positive Interest position i.e. having more
structure\of cash 3 3 S
inst cost statement i3 ass_eis_on whif:h it eamns mteref;t than Liabilities on
73) As RBI which it pays interest will experience a in NIl if
7 per g ] LS 3
hen the head the asset, there is reduction in Interest rates:
74) As per RBI guideling o 97) Price Risk occurs i.n Fixed Income securities if they
oliowing & fiabilities over next 15:28-tays should not normally are___ before maturity:
exceed: 98) Investments that are subject to Market risks have to
fabond | 75) Statement of short-term dynamic liquidity is prepared | viewed both from __ &  perspectives:
to monitor the liquidity position over the time horizon: 99) Marking to Market processes will bring transparency as
yield of | 76) ALM system prescribed by Réserve Bank of India rests the _____losses will be exposed:
on the three pillars: 100) A Yield curve is a line which plots the yield of different
(s try to | 77) For a security to be included in 'Trading book' the of that particular instrument:
. holding period shouid not be more than g
anges in | 78) As per RBI guidelines, banks prepare two separate
maturity profiles, one for measuring liquidity and
rom the another for measuring Interest rate sensitivity. Capital
is placed in different ___
T . 3
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BANK FINANCIAL MANAGEMENT

1)
2)

3)
4)
5)

6)
7)

8)

9)
10)

11)
12)

13

14)

15)
16)

19)

28)

29)

RISK MANAGEMENT

Rate of return, net of risks in the business is called:
From the risk management point of view banking
business lines are grouped under the following heads:
The advances and deposits arising from commercial &
retail banking are classified under the following head:
All the assets and liabilities in banking book are
normally: :

Accrual system of accounting is used in banking book
and the assets are not 2

The banking book is not exposed to the risk:

The risk arising due to failure or deficiencies in
Information systems is a type of:

When a ‘credit default swap' system is applied to
portfolio of obligation, it is called:

The risk level of a portfolio of assets will be:

Some risks in banking business are managed at
transaction level and aggregate level; whereas few
risks are managed at aggregate level only. Identify
risks managed at aggregate level only: i
The main drawback of Sensitivity based / risk
measurement methodology is:
The most comprehensive
measurement method is:

quan

30)

a1)
32)

33)

34)

OBJECTIVE KIT 'BANK |
overseas presence or a Foreign Bank in India and __ S54) The 1
if it is an Indian Bank without overseas presence: randd
The method of calculating capital requirement for §s5) VaR i
Credit Risk of a bank by assigning different risk speci
weights to each Credit exposure is known as: undet
Quantitative measures of Risks can be based on: 56) The 1
sl e laR common statistical measure of dispersion predi
around the average of any random variable such as unde|
Earnings, Mark to market valuations, Market values, 57) Comj
Losses due to Default It is the Standard deviation of of the
the values of these random variables. It is a measure of | z3) Base
both upside and downside variations around a given type |
2 = 59) Negli
Matility is calculated historical data over a folloy
givg while as Implicit volatility is calculated © 29) Exter
usin here available: o oper:
sf time rule, Volatility over a period £1) Whe
of Time is Daily volatility multiplied by mats
: - 52) The
o factors of 7 & ) mani
ng with the Cost of tha cred
) The
The
red parameters, ) mo'l
) Whe
mini

The 'Exchanges’ such as stock exchangé oo isk
h re i the §o ) F
::l:c : ange are useful in mitigating low! e i b puciil : i‘ﬁ
A bank has a policy to chargg 50%
payment of housing loans. Thg sk the proportion of the exposure =
+ the following risk: pfault on loan ocours. foll
Banks take property mol ent Approach (AMA) is for Non
R | o nder Basel lI: abili
An example of zero rigk investme bed Alpha as percent of 8cgy The
Risk of failure of entire banking $¥ s income over three years as Operahqn?l ol
Systemic risk to the banking = apde on capital under Basic indicator approach: imp
Basel commitjee—on—hanki 41) Basel Il has recommended the technique of ___to As|
the year 1974 subseque capture the Event risk to the banking business: a8
the first : 42) The key element of pillar 3in Basel Il accord is: ool
The mh Simplified “standardized ‘approach ~ depends on Und
addrefsed the CreTitRi : : determining the: : ; ops
The 1996 ameyidment to Basel accord has brought i 44) Basel Il accord has prescribed the % Capital < has
the ¢ omponent of risk is-c3 change for NPAs: d Cis
requite 9 45) g;dhan:e is Ilgvesﬁng or trading on its own behalf, itis win
As peA1996 amendment to Basel accord tobetaking___: The
Thapm ma easurement 46) Under standardized approach for measurement of il
and Capial Standa ork released operational risk, beta factor for corporate finance is __ Sol
by Basel \gommittee and is highest amongst the three groups of Beta: Tha
popularly kniy = 47) Minimum Capital Adequacy is 8% as per Basel-ll norms., -
Significant featwres of Basel |l accord gfe introduction - However, our local supervisor i.e, RBI has exercised its
of Operational riskxgharge for capital and: and quoted a slightly stronger Capital adequacy
The three pillar ~as__ per ~Basel 2 accord of ____ % forall banks in India:
are : & £ 438) :‘:{Bl hajs :hult cll'l: place Real time gruf::l ::itﬂement system -
The most comprehensive and sophisticated operational TGS serves mitigate the ng risk: -
risk muumpe':g approach i,?OP P 49) The situation where a specific asset faces lack
As per Baselll guidelines, a bank is allowed to take trading liquidity Is known as:
insurance to cover operational risk and there by reduce 50) McCauley's duration of a bond Is defined as:
operational risk charge on capital, subject to a 51) The bond prices can be esﬁm_aud using modiﬂ_ed
maximum of: duration. The formula for calculating % change in price Wi
The of scenario analysis is operational risk of a bond is: ) i
manapumgemm is to evaluate yits exp%s;eure to high 52) Correlation method, Historical simulation, Monte Carlo o
security events to evaluate potential losses from ._: simulation are methods used to calculate: n
Banks in India have to now migrate to Basel-l 53) VaR is calculated using the parameters of : |
standards ;. by if it is an Indian bank with &
11 |
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BANK FINANCIAL MANAGEMENT

OBJECTIVE KIT

54) The method of calculating VaR using a sample of
randomly generated price scenarios is called:

55) VaR is defined as the predicted worst-case loss at a
specific confidence level over certain period of time
under:

56) The drawback in using VaR as a measure of loss
prediction is that it predicts losses that can occur
under market conditions only:

57) Comparison of predicted VaR with actual performance

of the portfolio under study post facto is known as:

Basel Il has introduced capital change on the following

_ type of risk for the first time:

58) Negligence on the part of employees is classified as the

following type of operational risk:

External fraud is classified as the following type of

operational risk:

When a Bank guarantee is invoked, the

materialized:

62) The board of directors has overall responsibility for

management of risks for the bank. it decides the leve

credit risk for the bank as a whole keeping in view:

83) The risk of a firm’s credit rating worsening is kno

84) The simplest of methods to calculate capital chapde

to operational risk is:

65) When a Portfolio is well diversified to a

minimum possible level of risk, the pg

58

—

50

=

&1

—

risk has

equal to:
66) A bank in its drive to market retail los

borrower or counter\pz
imposed by a sovsrelgn =
59) As per principle

a borrower,
compareg
70) Under /5
operafional risk
-banking
71) Chanpe i
when\rated in tk
72) The
within \next 12
followiny technique
73) The mode

75) Under standardized approz
. operational risk, Beta factor for commercial banking is:

76) The process of reducing or transferring credit risk-is
known as:

7) The process of issuing financial securities against
future cash flows is known as:

78) When credit risks from the loan portfolio is un-bundled
into a commodity and traded in the market separately,
they are called:

78) In a credit derivative transaction the underlying assets
are with:

80) In a credit derivative transaction, tha risk is transferred
to:

81) In a credit derivative transactior, when a specified
credit event such as default, loain pm«payrnant ete.
occurs, the loss incurred is paid by:

82) is a measure that captures only the possible
losses ignoring profit potential;

83) Pricing should take in to account, Cost of Daployabla-
funds, Operating expenses, Loss probabilities and____

84) Undey Baseldl, in the second pillar of Stmarvisory

Review process, the Supervisor should prescribe

whenwar it identifies that a Bank's internal processes

85)
86) Met

i D EAD&EMhihOFoundatlonIRB
_yelrswhileasilis — in the

one place the simplest approach to :

94) In SSA for calculating Risk weighted asssts, ali
Corporate Exposures are assigned with thn uniform
rating of :

BCBS undertook ____to assess the impact of the Basel
pillars especially Basel-01 :

96) ____ is undertaken to compare the actual resuits {or
market events / price movenients) with those predicted
by Quantitative models used to measuring risks:

97) Recently SENSEX crashed in India, many Investors
could not cut their losses and sell out in some cases as
there were no buyers for the shares held by them. The
risk faced by themn was the:

98) Sensitivity captures the deviation in the market price

due to movements in a . For example, it measures
the impact of Prices of E!nmis due to 2 change in the
interest rate:

99) Duration (Also called Maculay’'s Duration} is the____
that the Investor should hold a bond to receive the
entire present value of the future cash flows from that
bond:

100)_7___is the change in the value due to a One basis point
(0.01%) change in the market yield
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Time taken to llquidate a security is open market is
known as :

BAMK FINANCIAL MANAGEMENT CTDI 2'1.
MGNGGEMENT 25) For the purpose meeting statutory fiquidity reserves| 52 1
stipulations, banks can maintain balance in the form of q

1) Meeting reserve requirements of banking SLR / CRR, following assets: 53)
Merchant banking services to corporate customers and 26) For allowing flexibility and, giving time to banks to 54) 7
integrated risk management are the key functions’of: compile date on CRR, they are allowed to calculate «

2) An Indian bank can borrow from the overseas market CRR on the basis of DTL with a Iag of one week and - |
for treasury management purpose, 25% of Tier- 1 daily CRR balances may fall by a maximum of: 55 T
capital, subject to a ceiling of;: 27) Domestic equivalent of SWIFT, a communicatio o

3) A bank operating in foreign exchange market has * network among banks & Fls: 4

J$ § 2.5 million and sold US $ 2.00 million. 28) The computer based settlement system, which helps I ks |
The differenice of § 0.5 million is known as: instant settlement of inter-bank paymentsis __: )

4) A treasury department is generally organized as three | 29) Banks impose trading limits on dealers as a risk :
distinct units as Front office, Middle Office & Back managémbqt strategy. The nature of limits imposec o
office. In this the Front office or dealing room’s ; o

* function is: 30)_ : g

§) In the trensury department, risk management is 31) of a bongd is a measure of bond's risk. It tel 57) 3
handied by: 58) 8§

8] Confirming the correctness of the trades, following up in number of years, as 69}
and ensuring timely settiements etc are the functions gensitivity of a bond, longert 9 -
of __.__ office ina Treasury set up. o
Taking advantage of different prices of securiti of r% is t, modifi d
different market at a given point of time Is known d

8) According to the third consultative paper on ling in derivati 60) &
Cause based, b) Effect based and ¢) Event g
the three classifications of : risk is taken by: & |

8) Building up of large volume of busings® fions, the underlyi 1) 2
small capital is known as: be delinred on the expiry B

10} A derivative instrument which is 3 :
and forward contracts and is dsed ehmarkramforindianm 62) ©
flows in one currency to othey

41) Placement of funds In pf markc{ participants are required ft €3) 4

: ister agreement (drafted by FIMMDA
f into the following kind of contracts: § 54)
12) Themlrnml.lm cash ekt of money market in india, MIBOR refens a
13) The interest rate at wh .
pal only swap, Interest only swap & P+l swap a 1
14) variants of: &5 A
41) The process of converting conventional loans in :
15) tradable securities is called: |
The process of utilizing different interest rates betwee 8§ C
16) two economies, through raising funds jn low co: a
. 1N economy and lending in high cost economy is called: = &7 B
18) 43) The right of depositor to take back money from a fi
deposit by canceling it before original maturity date & C
an example of: :
44) The bonds issued by a bank by converting loam
18} through the process of securitization are called:
45) The derivative instruments which help in separati
20) and transferring the credit risk from a normal loans:
46) ‘l'he purpose of calculating transfer prices in a banks

21) Banks extend loans agains heir dgpq;its hunhgy can 47) Tha ratio of interest rate sensitive assets to
not do so against their sensitive liabilities is called:

22Z) RB! controls the quuidity' in the mumtary system 48) What is a foreign exchange forward transaction?
through buying/selling of money market instrument. 49) In an option contract, where the buyer of a contract

' This is known as: e the right but not the obligation to sell a currency at

23) The bonds issued by RBI under market stabilization predetermined price during the contract period
scheme, which do not form a part of Government debt eatlad . o ok
is known as: 50) Duration of a five year Zero Coupon Bond is:

24) 51)

Any option to sell defaulted securities at agreed val
to a third party in exchange for a series of fixed casl
flows:
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52)

56)

57)
58)
59)

60)

61)

62)
63)

64)

65)

66)
67)
68)
69)
70)
71)

72)

73)

74)
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The simultaneous purchasing and selling of different
securities so that the composition of portfolio can be
changed without significant cost is called X

is essential in validating the VaR estimates:
The difference between rate for buying and selling of
foreign cumcy (Bid and Offer rates) is l-mown
as
The mlnlmum and maximum Cash Reserve Ratio {CRR]
that Reserve Bank of India can prescrlbe under Section
42 of RBI Act, 1934 is
A corporate has issued Debentura for a tenor of §
years with following features: Coupon “payablo half
yearly for first year at 6.5% per annum, 2™ and 3" year
at 7.5% p.a. and 4 & 5" year at B% p.a. This
Dehentum's coupen payment feature implies thatitis a

Yieldlollmmy(\'nl}nl’ahnd is also called
Bond Volatility is inversely related to :
is the benefit that accrues to traders playing in
different markets simultaneously where markets g
imperfect i.e. simultaneous buying and selling in
different markets to take advantage of
differential:
India, China, Brazil, Thailand etc with fast gdeveloping
economies are called as:
is selling a security ;
purchased. Recently SEBI has allowgeft
funds to undertake this activity:
Currency bought and lold with gef
day are called________
A is a combinatiop
transaction:

frommeipotprhdn

Institution is te'w
All floating rate
clearly defined .
SGL account or Security General Ledger account
where all Banks' security accounts for their
Govemment Securities in elec!mmc form is maintained
by
CRRs to be maintained on Bank's Demand & Term
liabililles except on the items which are and

Patd up Capital, Reserves, Retained profits, Claims
received from DICGC, ECGC are some of the Ilahiirtles
of: a Bank that are from CRR calculation:

75) GRR has to be calculated on the basis of DTL with a tag
76) CRR Bae i be mainteinod as, a

77) SLR has to be maintained in 2

78) One of the objectives of RBI Policy s that rates

should move within the Repo-reverse Repo corridor:
Collateralized Borrowing & Lending (CBELO) is a Money
market instrument dss[gned and maintained by:

A Basis pointis

Bankers’ Acceptance Facll:ty is a facility where the
biils drawn on the borrower:

79)

80)
81)

82)
83) Dealing system (NDS) is a screen based

or all Government securities and is

84)
i _and reported to

sitivity of vaflous
hinto ¢ansideraﬂon

, a number of scenarios are
and their impact on the stock /
er study examined:

the itern under study are gathered
out in the

es9 though it is applicable in all cases where
arest rate risk exists:

Yield to Maturity also known as Internal rate of Return
ofabondisthe___rate of return of that bond:

If we are given the prwallmg price of a Bond in the
market and its coupon rate and date of maturity, we will
be in a position to calculate the ___:

The Bond prices are inversely related to the 2

Cost of Carry refers to the of funds locked in any
transaction:

The ability of a firm / Company / Individual to borrow
funds or bulld positions based on its capital know as

93)
24)

g5)

In an Option transacuon, the Option writer delivers only
the difference between the Strike Price and the Spot
price to the Option holder: -

Payment of the difference between the Option Strike
price and the Market price on the date of settlement is
known as the: ;

Swaps are mainly of two types:

There are various types of Swaps. A coupon swap
refers to exchanging of :

100) Currency futures are exchange traded derivatives in
India and are available in the variants:

96)

97)

98)
99)
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BALANCE SHEET MANAGEMENT

1) As per RBI guidelines, when did the Indian banks with overseas
presence and foreign banks in Incia migrate to Basel-ii guidelines?

2) As per RBI guidelines, the Indian banks without overseas presence
migrated to Basel-ll by

3) For calculating the capital charge for Credit risk under standardized
approach, an unrated bank will be assigned the following risk weight:

4) Under Basel I, Standardized approach for arriving at capital charge
for credit risk, the SME and Retail loans are assigned the risk weight
of:

5) If a portfolio exposure is to individuals or small business and is
sufficiently diversified and the exposure is of low value, it can be
classified as __ as per Basel II:

6) In calsuialing the capltal charge for credit risk, Credit Conversion
Factor (CCF) is used for the purpose of:

) The basic difference between Foundation and Advanced IRB approach
_for calculating capital charge for Credit risk is:

8) The following category of securities / investments does NOT form
of the trading book:

8) A bank's Gold loan account has turned NPA. It was found the

ha!dwefalseandmtolgoidandmnlm being *

mmlers is stocl market crash and consequenth
portfolio of the bank has dropped substantial

11)M's Modern Bank is ImingRs.mCron
sewrﬁumuphlmmmhe

Capital charge for operation
considered but if annual Grg:
be:

19) The provisioning requireme
Asset [s the same at :

20) At present Bankers in India are not allowed to raise
per RBI regulations:

21}nsporBasd|LTiu-3uplhlhdlnmdbmeetthe following category
of risk

22)The currency of issue for tha innovative capital raising instruments

recently by RBlis.
23)The claims of the investors in the Innmmﬁn instruments (in case of

capital as

_winding up of the Issuing bank or any such contingency) is superior

to the claims of equity holders but:

24)The present min Imnm CRAR ratio prescribed by RBI for Private sector
banks is

25)RBI has given Exposure norms for Individuals, Groups and certain
sectors (Capital maﬂwts} for prevenllng Banks from exposing
themselves to

26)The Reserve Bank of India has issued msm.lctluom and guidance
notes to banks regarding credit rating of the borrower accounts. In
the credit rating models so envisaged, rating migration refers to:

27)Capital charge for the Retail of businesses of a bank is calculated by
multiplying gross income by this line of business by its beta factor of:

28)Emerging Market countries include:

29)A short-term debt paper (Usance Promissory note) with a minimum

3 sued by rated companies, (Minimum P2 of CRISIL or

et against INR and sell

io Andysls Hnimml lou. Exlrame

sitmllmoullylnan
uﬂeh come yif oi'han for rc-widng cause Inhfw.mh risks.

N}Tmmmﬂmmw -

41)Stress testing halpsdealeutomwmtln

42)in____ case, the positions taken in the derivative markets = by their
sole employee in their Singapore office Mr. Nick Lee son led to the
bank becoming insolvent and collapsing altogether. The risk that the
bank faced here was the ___ that either there were no controlllimits in
the dealer’s aperations or that he violated them and there was no
back office tracking his deals to assess for risks:

43)A Transaction where the cash flows from an underlying asset are
debundled and issued as financial securities is called 5

44)in the Beta values for Operational risk measurement in the
Standardized approach, the Beta for Retail harnkhg T TR

is lower
than beta at __ for Corporate Finance:
45)The risk weight 10 be attached to the exposure en GO, RBI by banks
in India is:

ﬁ}!mhn&hmhgﬁﬁmm:htedcomwmfeelsthahf
it decides to sell, the Priceu’llhllnmemarieland there may be no
buyers, the type of the risk it is facing is called_____.

4T)Herstatt Risk Is another name for__:

48)___ s the most common means of hedging transactions in
foreign currency in Indian markets:

49)NSE | BSE are India's premiere Stock exchanges. They have
climinated the _____ Risk from the Equity Capital markets:
The difference between rate for buying and selling of foreign currency
(Bid and offer rates) is knownas__:

51)SCEs are _____ from maintaining CRR on Credit balances in ACU
mss]mu,a Demand and Time Liabilities in respect of their
Offshore Banking Units (OBU's):

log 2] A sco 91, (1% & 2™ FLOOR), SECTOR 47-D, NEAR PNB, CHANDIGARH, Mob: 9041086057, 9041071058
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55 e secusiies eligible for REPOS and REVERSE REPOS :
53 Fmemoneg reguirement for an advance facility under Doubtful-1
gy Lage 3]

Credit risk under Internal Rating based (IRB) approach
= 2 ScSon of probability of ........ (PD). Loss given default given
LS5\ Exposure at default (ED) and

S5 P mwsamng requirement for an advance Facmtys under Doubtful-lil
\=amgory, denoted by code 33:

SElmstmuments that are not marked to market may represent:

57 102 bank has declared that they will be incurring MTM losses (Mark
%= Macket) in the case of their Credit derivatives such as :

' S5The losses declared by Societe Generale on account of the derivative

sransactions entered in to by their rogue trader Jerome Kerveil can be
classified as risk:

53)As per RBI guidelines, Banks are required to ensure that their formal
Stress testing frameworks, are operational from 3

80)__ &  arethetwo aspects of Stress Testing:

61)__ assess ssess the impact of change in one variable (for example, a
shift in the yield curve, movement in the foreign exchange rates, a big
movement in the equity index etc.) on the bank’s financial position:

62)Scenario tests include moves in a number of variables,
_example, equity prices, oil pfim foreign exchange rates,
rates, liguidity etc.) based on a single event experienced in §e past:

63)Within Market Risk Capital charge requ are the
measurements of Capital charge for Interest rate related Ingly
These are called Specific Risk charges. Asper RBTgive
spedﬂcﬂlskcha'gelormmmm D
Government guaranteed securities s

64)Specific charge for RBI approved segufities iapantesd
Government or Investments in Non-Ap
by Government is:

§5)Specific charge on Investment in afortgage based seculijes

§6) The three categories of Capitgi'charge which are aggregatef
at the total Capital charge refyired for MarkptRisk are:

§7)Forex & Gold Open positions atra :

arriving at the werailt‘.l tal ch

: mpltal charge for specific jis
the market risk is fixethag __to reflect the risk weight of 150%:

73)The charge for general madket risk compope
would be at 9% as in the case of ot efjuities shares and Junits of
VCFs are held undes o transferred o AFSis ¢

T4)Foreign exchange open posltions and gold open positions” m at
present risk weighted at

75)Capital charge for foreign exch:nge and gold open position is___ at
present reflecting Basel Committee requirement:

76)While calculating exposure of a borrower for assignment of risk
weight, banks may ‘net-off against the total ofs exposure of the
borrower (a) Cash margins or deposits,(b) credit balances in current
or other alc not earmarked for specific purposes and free from any
lien,(c) any assets where provisions for depreclahon or for bad debts
have been made and

T7)FX including Cross currency interest rate swaps, Forward contracts,
Currency futures, Currency options purchased, and other contracts of
a similar nature with an original maturity of _~__ irvespective of the
counterparty, may be assigned "zero” risk weight as per intemational
practice:

78)In cases Off-balance sheet items such as Cross currency interest rate
swaps, Forward contracts, Currency futures, Currency options
purchased, and similar contracts beyond a maturity’of 14 calendar
dhays, banks have to apply a Credit conversion factor depending on
the .

79)For calculatlng Caplhl charge for Operational Risk, Gross Income of

positive years is averaged in the Basic Indicator

rdinary income if any can also be

ks nmidiscloseﬂuirﬂeﬂnpﬂ.w
aital and, Tier 1 ratio and fotal capital
on their respective websites :
ﬂﬁiThudisonthe sites should be made in a web page tifled
“Basel |l Di¥closures™:
BMA ____ s an Instrument that can be characterired best as an option
Ildefnultetl sepdrities at par vaiue to a third party in eschange

Honal sfargin held byhnders against Securities where prices
ecM0 Market Movements, over and above the normal margins

is called -

88)Provisioning requirement for an advance hr.ﬂily under Doubthul-i!
category, denofed by code 33 issameas ___.

8 Rlskmlghledassekhropuaﬂond nskarewoﬂtedoutas as
per RBI norms:

90)Your Bank has Income from both Retail Banking and Comporate
Banking divisions. Income from which division attracts legser Capital
charge (beta):

91)A NPA mu:h has security less than 10% vill be siraizhtaway
e

92)NPAs in D-3 categonyrcqulra % provisioning:

93)____is essential in validating the VaR estimates:

94)Time taken to liquidate a security is open market is calied _____:

95)The probability of a company entering bankruptcy within next 12
months period is forecast by the following technique:

96)Management and cnniml of Intarest rate risk in a bank is the
responsibilityof__

97)Under Simplified smdardlud approach (SSA), maximum risk weight
for corporate Is prescribedas___ @ -

98)The Dﬂ-Balance Sheet items are tmated as items that give rise to

%}Commm:ral Banks in India (except LABs and RRBs ) must achieve a
Provisioning Coverage Ratioof ____by__:

100) Basel Committez has announced enhancements to Basell norms,

As per RBI guidelines, Banks have to achieve these standards by

Peg f7JA sco 91, (1% & 2™ FLOOR), SECTOR 47D, NEAR PNB, CHANDIGARH, Mob: 9041086057, 9041071058
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- 49) Of decreasing liabilities

'22) Contractual obligations
23 Call Risk, Time risk, Fun
24) Funding risk

ANSWER

1) Assst Liability Management

2) ALCO-Assets znd Liability commitiee
3) Asset -

4) Reserve Bank of India

&) Investments

" ) Advances

7) Operating expinses

8) Interest rate risk

9}RBL

10) Economic Equity Ratio

11) Interest income — Interest Expenses

42) NIt f Average Total Assets

13) Shareholder Funds | Total Assets

14) Assels > Liabilities

15) Liabilities > Assets S

1) Ensuring profitability & liquidity

17) Quality of assets & Nature of assets a
r liquid or illiquid)

18) Honor existing foan commitments

20) Market perception
21) Atternate scenario analysis.

D ormal course of busi
/ with bank and balance with

28) Deregulation
37) Interest Rate Ris
38)-Earnings Perspes
39) Earnings Perspective
40) Earnings Perspective : :

41y Duration Gap Analysis (DGA), Simutation method &
Value at Risk over time

42) Assets

43) Fall

44) Interest rate risk

45) Mismatch risk

45) Gap Risk

47) Asset sensitive

48) Positive

49) All Liabilities

50) Basis risk

51) Net Interest Position Risk

52) Pre-payment of loans or Pre mature withdrawal of
deposits

53) Yields and Maturity Period

54) Price risk .

55) Decreases

56) Duration

57) Overall net income

58) Economic Value

59) Embedded losses perspective

fia time bucket of 1 -3 years & 10% in 1-14

61) Duf
62) Dynamic i!
63) Tier | & Werl capita

80) Over 5 years
81) 1-14 days
1-14 days bucket
) Non-sensitive
84) 12 months
85) Cash
86) Ten
87) Next day :
88) 10%, Total Outflow in that bucket
89) Long term
90) 3-6 months
g1) Fortnightly *
92) Daily
93) Swaps & Options i &
94) (a) Measuring & Managing Net funding requireme
(b) Market access & {(c) Contingency planning
95) Basis Risk ;
96) Reduction
g7) Sold :
98) Economic value & Earnings perspectives
99) Embedded losses
100) Maturities

sco 91, (1% & 2™ ELOOR), SECTOR 47-D, NEAR PNB, CHANDIGARH, Mob: 9041 086057, 9041071058
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' . -
48) Settiement risk
HSWE 49) Assets liquidation risk
,, RISK MANAGEMENT 60) Coste of iy of s S 1o
5 51) Modified duration x yleld change
1) Risk adjusted rate of return 52) Value at Risk (VaR)
2) Banking boOK Trading book, oOff-balance sheset 53) Holding period, Confidence jevels & Time historical
exposures time horizon
3) Banking book 54) Monte Carlo simulation
- ) Heid 5 maturity §5) Normal trading conditions
5) Marked to market 56) Normal market conditions
€) Market risk 57) Back tesfing
14 7) Operational risk sk
§) Portfolio swap
) Less than the average risk
10) Liquidity risk
11) It considers only one market parameter
42) Value at Risk (VaR) :
13) Counter-party risk
14) Embedded option risk - y
15) Credit risk it is operating
16) National savings certificate
17) Systemic risk
18) High inter-relation among bank’s transa
. 19) 1988
20) Linking capital required to credit ex
~ 21) Market risk
22) Introduced ca
from trading book,
ALM d_edlcated to cover
risk
23) Based Il
24) Prominence to intern
banks
25) Minimum 79) Original
process & Mag 80) Protection
26) Advanc 1) Protection sefler
27) 20% Downside
28) Mult $3) Capital Charge
bl g4) Differential Capital
221 ss,::'s' v a‘ 85) Core Disclosures and Supplementary disclosures
32% o) ity, Vo - 86) Introduction of Operational risk
33) Option pHces 87) Probability of Default
88) Loss given the Default
313 sgua::ﬁr: es el Economic Maturity
chargse 3 N ! P 90) Internal rating pased approach
36) Probability of defat o1} Axus
37) Seven Years _ 92) Five 8 Seven :
38) Loss given the default (LGD) 93) Calculating Risk weighted Assets
ements,  39) Operational risk 94) 100%
40) 15 % 95) Quantitative Impact Surveys ..
41) Stress testing 96) Back testing
42) Disclosure 97) Liquidation Risk
43) Risk weighted assets 98) Single parameter
44) 150% 99) Time
45) Proprietary positions 100) Basis point value or BPV
46) 18%
47) 9%
#
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T -
3 B R - A v
F 50) Spread ' T
NSWE s 51) Exempted "
BALANCE SHEET MANAGEMENT 52) All SLR transferable Government of India dated
Securities / Treasury Bills.
) 31-03-2008 53) 20% of RVS + 100% of shortfall in security
2) 31-03-2009 54) Effective Maturity
3} 100% §5) Same as loss asset
£75% 56) Embedded Losses
&) Retail lending 57) Credit DafauIt-Swaps & Credit linked Notes
&) Estimating the off-balance sheet commitments likely | 58) Operational Risk
i rialize 59) March 31, 2008.
T} The source of input data i.e. Bznk itself versus iy
- supervisor (RBI in India)
‘ #) Held to Maturity (HTM)
%) Operational Risk
10) Market Risk
41) Zero
12) Excluded while calculating the average.
isits 13) Advanced Measurement Approach
44) Operational Risk
15) Eight (8), Capital charge
16) 6 months
17) Thirteen (13)
48) Sub-standard Asset
18) 100%.
20) Tler Il
- 21) Market risk
' 22) Indian rupees or Foreign C | approval
on case to case basis
23) Subordinate to all othe d from DICGC/ ECGC pending
24) Nine (9) % bsidies of Government sponsored
25) Concentration risk. 8 separate accounts.
26) Migration of borrowing 77) 14 caleéndar days or less
another. 78) Maturity period
79) True
28) India, Cjfina, Thailand 0) True
28) Commgércial pape 8)) True
30) Off balance sheé 2) True :
h & 31) Basic|indicato approach 83) September
32) Risk rhapping 84) Quarterly basis.
33) SWAP\ransactio 86) True
34) Averagh of the an ual I gross ingome of Yhe previous | 86) Credit default swap .
87) Haircut
88) The provision for Loss asset -100%
\ 89) Capital for operational risk x 100/8 (100/9 because
g?; gtc':::,::“ ::a RBI stipulates 9% as Minimum Capital adequacy)
38) Reprice-able liabil 90) Retail Division at 12%
40) Currency, Interest 92) 100%
41) Abnormal situations 93) Back Testing
42) Barings bank of UK, Operational risk. 84) Defeasance period
43) Securitization a 95) Altman's Z score
gein 44) 12%, 18% %) ALCO
e i 32 ol Risk
n= ontingency Ris
g i?; Q:;?é,{lﬁ:{“;ﬂﬁ" Ik 99) 70%, September 2010
48) Forward Contracts 100) 31-March-2010
B 439) Counter-party Risk
126 : e
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