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BASEL Il PILLAR 3 DISCLOSURE AS ON 30.06.2014

Table DF — 2: Capital Adequacy

(i) Qualitative Disclosures

The Bank has put in place a robust Risk Management Architecture with due focus on Capital
optimization and on profit maximization, i.e. to do maximum business out of the available capital
which in turn maximize profit or return on equity. Bank is benchmarking on globally accepted sound
risk management system, conforming to Basel Il framework, enabling a more efficient equitable and
prudent allocation of resources.

In Capital Planning process, the bank reviews:
e Current capital requirement of the Bank
e The targeted and sustainable capital in terms of business strategy and risk appetite.

Capital need and capital optimization are monitored periodically by the Capital Planning Committee
comprising Top Executives. Capital requirement is projected quarterly considering the expected
growth in advances, investments and investments in Subsidiaries / Joint Ventures, etc. Committee
takes into consideration various options available for capital augmentation in tune with business
growth and realignment of Capital structure duly undertaking the scenario analysis for capital
optimization.
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(ii) Quantitative disclosures
Sl Amount (% in millions)
No Items 30.06.2014
(b) Capital requirements for Credit Risk
e Portfolios subject to Standardized Approach 251,300.93
e Securitization Exposures 1,547.14
(c) Capital requirements for Market Risk
e Standardized Duration Approach
- Interest Rate Risk 12,599.22
- Foreign Exchange Risk (including Gold) 318.41
- Equity Risk 7,810.51
(d) Capital requirements for Operational Risk
e Basic Indicator Approach 16,803.04
(e) Common Equity Tier 1, tier 1 and Total Capital:
e Group
- CET 1 Capital 232,095.87
- Tier 1 Capital 241,536.60
- Tier 2 Capital 91,959.73
- Total Capital 333,496.33
e Stand alone (Parent Bank)
- CET 1 Capital 229,200.51
- Tier 1 Capital 238,029.04
- Tier 2 Capital 91,327.00
- Total Capital 329,356.04
(f) Common Equity Tier 1, Tier 1 and Total Capital ratios:
e Group CRAR
- CET 1 Ratio 7.19%
- Tier 1 Ratio 7.48%
- Tier 2 Ratio 2.85%
- CRAR 10.33%
e Stand alone (Parent Bank) CRAR
- CET 1 Ratio 7.12%
- Tier 1 Ratio 7.39%
- Tier 2 Ratio 2.84%
- CRAR 10.23%
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Table DF- 3: Credit Risk
(i) Qualitative Disclosures

The Bank’s policies assume moderate risk appetite and healthy balance between risk and return. The
primary risk management goals are to maximize value for shareholders within acceptable parameters
and adequately addressing the requirements of regulatory authorities, depositors and other
stakeholders. The guiding principles in risk management of the Bank comprise of Compliance with
regulatory and legal requirements, achieving a balance between risk and return, ensuring
independence of risk functions, and aligning risk management and business objectives. The Credit Risk
Management process of the Bank is driven by a strong organizational culture and sound operating
procedures, involving corporate values, attitudes, competencies, employment of business intelligence
tools, internal control culture, effective internal reporting and contingency planning.

The overall objectives of Bank's Credit Risk Management are to:

=  Ensure credit growth, both qualitatively and quantitatively that would be sectorally balanced,
diversified with optimum dispersal of risk.

=  Ensure adherence to regulatory prudential norms on exposures and portfolios.

=  Adequately pricing various risks in the credit exposure.

=  Form part of an integrated system of risk management encompassing identification,
measurement, monitoring and control.

Strategies and processes:

In order to realize the above objectives of Credit Risk Management, the Bank prescribes various
methods for Credit Risk identification, measurement, grading and aggregation techniques, monitoring
and reporting, risk control/ mitigation techniques and management of problem loans/ credits. The
Bank has also defined target markets, risk acceptance criteria, credit approval authorities, and
guidelines on credit origination/ maintenance procedures.

The strategies are framed keeping in view various measures for Credit Risk Mitigation, which includes
identification of thrust areas and target markets, fixing of exposure ceiling based on regulatory guidelines
and risk appetite of the Bank, minimizing concentration Risk, and pricing based on rating.

Bank from time to time would identify the potential and productive sectors for lending, based on the
performance of the segments and demands of the economy. The Bank restricts its exposures in
sectors which do not have growth potentials, based on the Bank’s evaluation of industries/ sectors
based on the prevailing economic scenario prospects, etc.

The operational processes and systems of the Bank relating to credit are framed on sound Credit Risk
Management Principles and are subjected to periodical review.
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The Bank has comprehensive credit risk identification processes as part of due diligence on credit
proposals.

The structure and organization of the Credit Risk Management Function: Credit Risk Management
Structure in the Bank is as under-

= Board of Directors

= Risk Management Committee of the Board (RMCB)

= Credit Risk Management Committee (CRMC)

= Model Review Technical Working Group (MRTWG)

= General Manager-Risk Management Wing, H.O (Chief Risk Officer)

= Deputy General Manager (1&ll), Risk Management Wing

= Credit Risk Management Department, Risk Management Wing

=  The Credit Risk Management Department comprises of Credit Policy Section, Credit Statistics
Section and Credit Risk Management Section. The Credit Risk Management Section has three
functional desks, the Credit Risk Management Desk, Credit Risk Rating Desk and Industry
Research Desk.

= Model Validation Team (MVT)

=  Model Development Team

= Risk Management & Credit Review Section at Circle Offices.

The scope and nature of risk reporting and / or measurement systems:

Bank has an appropriate credit risk measurement and monitoring processes. The measurement of risk is
through a pre-sanction exercise of credit risk rating and scoring models put in place by the Bank. The
Bank has a separate Risk Rating Policy for identifying the parameters under each of these risks as also
assigning weighted scores thereto and rating them on a scale of | to VII. Grade VIII or High Risk Grade
[l is termed as default grade. The risk rating policy also entails the guidelines on usage/mapping of
ratings assigned by the recognized ECAIs (External Credit Assessment Institutions) for assigning risk
weights for the eligible credit exposures as per the guidelines of the RBI on standardized approach for
capital computation and also for pricing purposes.

The Bank has adopted ‘Standardized Approach’ for entire credit portfolio for credit risk measurement.
The bank is endeavouring to move towards IRB approaches and made all necessary efforts in this
regard.

The Bank has embarked upon a software solution to get system support for establishing a robust
credit data warehouse for all MIS requirements, computation of Risk Weighted Assets (RWA),
generate various credit related reports for review of exposure and monitoring, and conducting
analysis of credit portfolio from various angles.
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Policies for hedging and / or mitigating risk and strategies and processes for monitoring the
continuing effectiveness of hedges / mitigants:

Bank primarily relies on the borrower's financial strength and debt servicing capacity while approving
credits. Bank does not excessively rely on collaterals or guarantees as a source of repayment or as a
substitute for evaluating borrower's creditworthiness. The Bank does not deny credit facilities to those
assessed as credit worthy for mere want of adequate collaterals.

In order to manage the Bank’s credit risk exposure, the Bank has adopted credit appraisal and
approval policies and procedures that are reviewed and updated by the Risk Management Wing at
Head office in consultation with other functional wings. The credit appraisal and approval process is
broadly divided into credit origination, appraisal, assessment and approval, and dispensation.

Corporate finance and project finance loans are typically secured by a first lien on fixed assets,
normally consisting of property, plant and equipment. The Bank also takes security of pledge of
financial assets like marketable securities and obtains corporate guarantees and personal guarantees
wherever appropriate. Working Capital loans are typically secured by a first lien on current assets,
which normally consist of inventory and receivables.

Bank has laid down detailed guidelines on documentation to ensure legal certainty of Bank's charge on
collaterals.

The Bank's policy is to ensure portfolio diversification and evaluate overall exposure in a particular
industry / sector in the light of forecasts of growth and profitability for that industry, and the risk
appetite of the Bank. The Bank monitors exposures to major sectors of the economy and specifically
exposure to various industries and sensitive sectors. Exposure to industrial activities is subjected to
the credit exposure ceilings fixed by the Bank based on the analysis on performance of the industry.
The Bank’s exposures to single and group borrowers as also substantial exposure is fixed as per the
risk rating of the borrowers and monitored periodically in order to keep the exposure level within the
prudential ceiling norms advised by Reserve Bank of India from time to time.

The credit origination is through the grass root level ably assisted by the branch net work and Circle
Offices. The process of identification, application is carried out before commencing an in depth
appraisal, due diligence and assessment.

The credit approval process is a critical factor and commences with the mandatory credit risk rating of
the borrower as a pre sanction exercise. The measurement of Credit Risk associated with the borrower
evaluates indicative factors like; borrowers’ financial position, cash flows, activity, current market
trends, past trends, management capabilities, experience with associated business entities, nature of
facilities etc. The credit sanctioning powers delegated to the various authorities based on internal risk
rating categories of the borrower already put in place. In terms of the Ministry of Finance
notifications, Bank has set up Credit Approval Committees at HO and circle levels. The credit
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sanctioning powers of all the sanctioning authorities at administrative units (i.e., besides branch
powers) are withdrawn and the committee approach for credit approval has been put in place. The
Bank has in place specialized branches viz. Centralized Processing Units (CPUs), Retail Asset Hubs
(RAHs) and SME Sulabhs at select cities to ease credit dispensation turnaround time and ensure
specialized attention.

To enhance the control measures, a separate Credit Administration and Monitoring Wing is in place to
undertake exclusive loan review, monitoring problem accounts, credit audit, etc. This ensures greater
thrust on post sanction monitoring of loans and strengthen administering the various tools available
under the Banks’ policies on loan review mechanism.

For effective loan review, the Bank has the following in place:

=  Credit Audit System to identify, analyze instances of non-compliance and rectification.

= Review of loan sanctioned by each sanctioning authority by the next higher authority.

=  Mid Term Review of borrowal accounts beyond a certain level of exposure.

=  Monitoring of special watch accounts at various levels. Formation of Slippage Management
Committee at HO / Circles to monitor the accounts with exposure of 10 Million & above,
among the list of accounts appearing in SWL

= Monitoring tools like Credit Monitoring Format (web-based), Quarterly Information Systems,
Half Yearly Operation Systems, Stock Audits, Special Watch List Accounts, etc.

= Credit Monitoring Officers at branches in charge of monitoring functions.

= In order to strengthen pre-disbursement monitoring of compliance to sanction terms and
conditions, obtention of stipulated collateral securities ensuring perfection of securities
before disbursement etc, Pre-release Audit System has been introduced.

= A framework has been developed outlining a corrective action plan that will incentivize early
identification of problem account, timely restructuring of accounts which are considered to be
viable and taking prompt steps by lenders for recovery or sale thereby revitalizing the
distressed accounts in the Bank.

Loans Past due and Impaired: As per the prudential norms applied for income recognition, asset
classification and provisioning, the Bank considers following categories of loans and advances as Non-
performing Assets, wherein:

= Interest and/or installment of principal remain overdue for a period of more than 90 days in
respect of a Term Loan

=  The account remains ‘out of order’ in respect of an Overdraft/Cash Credit (OD/CC). An account
should be treated as ‘out of order’ if the outstanding balance remains continuously in excess
of the sanctioned limit/drawing power. In cases where the outstanding balance in the
principal operating account is less than the sanctioned limit/drawing power, but there are no
credits continuously for 90 days as on the date of Balance Sheet or credits are not enough to
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cover the interest debited during the same period, these accounts should be treated as ‘out of
order’.

= The bill remains overdue for a period of more than 90 days in the case of Bills Purchased and
Discounted.

= In case of agricultural advances, interest and/or installment of principal remains overdue for 2
crop seasons (in respect of short duration crops) & 1 crop season (in respect of long duration
crops).

= Any amount receivable that remains overdue for a period of more than 90 days in respect of
other accounts.

= Interest charged during any quarter is not serviced fully within 90 days from the end of the
quarter.

(ii) Quantitative Disclosures

(b) Total Gross Credit Risk Exposure

Amount (X in millions)
Particulars 30.06.2014
Fund Based Exposures 3,064,247.78
Non-fund Based Exposures 2,773,314.74
Total Gross Credit Exposures 5,837,562.52

(c) Geographic Distribution of Exposures:

Exposures Amount (X in millions)
Fund Based Non-fund Based
Exposures Exposures
30.06.2014 30.06.2014
Domestic operations 2,880,214.58 2,649,672.05
Overseas operations 184,033.20 123,642.69
Total 3,064,247.78 2,773,314.74
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(d) Industry Type Distribution of Exposures (Global)

(% in millions)

5L Fund Bas'ed Non Fund Bﬁased
NO. INDUSTRY Outstanding Outstanding
30.06.2014 30.06.2014

1.1 | Mining and Quarrying 26,829.40 1,877.00

1.2 | Food Processing 73,464.70 4,646.70

1.2.1 Sugar 19,734.40 488.10

1.2.2 Edible Oils and Vanaspati 3,033.50 1,407.00

1.2.3Tea 1,103.40 726.00

1.2.4 Others 49,593.40 2,025.60

1.3 | Beverage & Tobacco 7,867.80 276.40

1.4 | Textiles 129,486.10 9,372.20

1.4.1 Cotton Textiles 58,238.50 3,062.00

1.4.2 Jute Textiles 1,405.50 247.80

1.4.3 Other Textiles 69,842.10 6,062.40

1.5 | Leather & Leather Products 11,587.60 248.80

1.6 | Wood and Wood Products 4,461.10 1,671.30

1.7 | Paper & Paper Products 20,382.30 4,864.50

1.8 | Petroleum, Coal Products and Nuclear Fuels 35,727.30 28,069.00

1.9 | Chemicals and Chemical Products 44,681.50 7,453.50

1.9.1 Fertilizer 2,956.20 1,845.80

1.9.2 Drugs & Pharmaceuticals 17,228.60 2,783.70

1.9.3 Petro Chemicals 5,320.10 282.60

1.9.4 Others 19,176.60 2,541.40

1.10 | Rubber, Plastic & their Products 13,535.20 1,436.90

1.11| Glass and Glassware 1,553.10 21.00

1.12 | Cement and Cement Products 19,906.80 660.00

1.13 | Basic Metal and Metal Products 185,071.40 43,400.20

1.13.1 Iron and Steel 117,766.20 35,160.50

1.13.2 Other Metal and Metal Products 67,305.30 8,239.70

1.14| All Engineering 69,123.40 55,122.40

1.14.1 Electronics 8,348.70 7,479.50

1.14.2 Electricity 18,601.30 17,351.10

1.14.3 Others 42,173.40 30,291.80
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115 Veh'icles, Vehicle Parts and Transport 33,325.30 6,736.50
Equipments

1.16 | Gems & Jewellery 12,450.10 6,534.80

1.17 | Construction 50,986.30 43,929.90

1.18 | Infrastructure 685,371.90 40,026.20
1.18.1 Power 477,046.00 32,861.50
1.18.2 Telecommunications 74,338.70 4,617.00
1.18.3 Roads 72,996.90 440.00
1.18.4 Airports 17,881.60 0.00
1.18.5 Ports 10,925.80 105.20
1.18.6 Railways (other than Indian Railways) 13,078.80 1,682.70
1.18.7 Other Infrastructure 19,104.10 319.80

1.19 | Other Industries 128,644.60 8,289.20
INDUSTRY (Total of Small, Medium and Large
Scale) 1,554,455.90 264,636.50

Credit Exposure of industries where outstanding exposure is more than 5% of the Total Gross Credit
Exposure of the Bank is as follows:

Sl Industry Total Exposure % of Total Gross Credit
No (% in millions) Exposure
1 Power 509,907.50 8.73%
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(e) Residual Contractual Maturity Breakdown of Assets

¥ in millions
Maturity Pattern Advances Investments Foreign Currency
Assets
30.06.2014 30.06.2014 30.06.2014
0to 1day 110,017.50 3,473.89 21,077.38
2 to 7 days 126,812.20 487.30 21,536.43
8 to 14 days 117,979.40 836.43 7,224.13
15 to 28 days 134,005.70 83.29 20,881.01
29 days to 3 months 255,574.05 27,728.04 79,352.69
Over 3 months & upto 6 months 207,470.35 5,993.05 94,684.78
Over 6 months & upto 1 year 401,880.10 32,043.67 54,920.15
Over 1 year & upto 3 years 760,125.10 135,019.78 47,941.96
Over 3 year & upto 5 years 286,134.90 297,532.30 24,353.50
Over 5 years 636,419.50 768,245.23 21,376.47
Without Maturity 0.00 33,380.18 0.00
Total 3,036,418.80 | 1,304,823.16 393,348.51
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(f) Amount of Non-Performing Assets (Gross)

Sl Items Amount (X in millions)
No 30.06.2014
a) |Gross NPAs 83,136.60
L] Sub-Standard 42,130.90
L] Doubtful 1 26,901.20
L] Doubtful 2 13,693.70
] Doubtful 3 0.0
. Loss 410.80
b) Net NPAs 62,323.50
c) NPA Ratios
] Gross NPAs to Gross Advances (%) 2.71
] Net NPAs to Net Advances (%) 2.06
d) Movement of NPAs (gross)
] Opening balance 77,107.80
. Additions 26,089.60
L] Reductions 20,060.80
] Closing Balance 83,136.60
e) Movement of Provisions for NPAs
] Opening Balance 16,366.40
] Adjustment towards Exchange Fluctuations 30.40
] Provisions made during the period 11,807.90
L] Write-off 7,608.20
] write back of excess provisions 718.90
] Closing Balance 19,816.80
f) Amount of Non-Performing Investments 2,554.84
g) Amount of Provisions held for Non-Performing 2,192.34
Investments
h) Movement of Provisions for Depreciation on
Investments
] Opening Balance 1,770.04
] Provisions made during the period 75.56
] Write-off 0.00
] Write Back of excess Provisions 42.83
] Closing Balance 1,802.77

11
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Table DF- 4: Credit Risk: Disclosures for portfolios subject to the Standardized Approach

() Qualitative disclosures

(a) FOR PORTFOLIOS UNDER THE STANDARDIZED APPROACH:

e The Bank has recognized following credit rating agencies for the purpose of rating of an exposure
& assigning risk weights for computation of capital charge under standardized approach.

Domestic Credit Rating Agencies:
= Brickwork Ratings India Private Limited (Brickwork),
= Credit Analysis & Research Limited (CARE),
» CRISIL Limited,
= |CRA Limited,
= |ndia Ratings and Research Private Limited (Formerly FITCH India),
= SMERA Ratings Limited

International Credit Rating Agencies:
= Standard & Poor,
= Moody's,
= FITCH

o Types of exposure for which each agency is used:
All the above agencies are recognized for rating all types of exposures.

A description of the process used to transfer public issue ratings onto comparable assets in the
banking books:

= The Bank uses only publicly available solicited ratings that are valid and reviewed by the
recognized External Credit Rating Agencies, referred as External Credit Assessment Institutions
(ECAI).

= Bank uses Bank Loan Rating for risk weighting the borrower's exposures. Where Issuer Rating is
available, the Bank uses such ratings unless the bank loan is specifically rated.

= The Bank does not simultaneously use the rating of one ECAI for one exposure and that of
another ECAI for another exposure of the same borrower, unless the respective exposures are
rated by only one of the chosen ECAIs. Further, the Bank does not use rating assigned to a
particular entity within a corporate group to risk weight other entities within the same group.

= Running limits such as Cash Credit are treated as long term exposures and accordingly, long
term ratings are used for assigning risk weights for such exposures.

12
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= While mapping/applying the ratings assigned by the ECAIs, the Bank is guided by regulatory

guidelines/Bank's Board approved Policy.

= Where exposures/ borrowers have multiple ratings from the chosen ECAIs, the Bank has

adopted the following procedure for risk weight calculations:

O

If there are two ratings accorded by chosen ECAIs, which map into different risk weights,
the higher risk weight is applied.
If there are three or more ratings accorded by the chosen ECAIls which map into different
risk weights, the ratings corresponding to the lowest 2 ratings are referred to and higher of
those two risk weights is applied.

(ii) Quantitative Disclosures

(b) Amount of the Bank’s Exposures- Gross Advances (Rated & Unrated) in Major Risk Buckets -
under Standardized Approach, after factoring Risk Mitigants (i.e. Collaterals):

Amount (X in millions)
I\Skl) Particulars FUND BASED NON-FUND BASED
30.06.2014 30.06.2014
1 Below 100% Risk Weight 3,330,486.33 624,817.66
2 100% Risk Weight 908,391.08 449,245.20
3 More than 100% Risk Weight 542,338.58 277,753.19
4 Deducted (Risk Mitigants) 367,474.65 48,844.93
5 | TOTAL 4,413,741.34 1,302,971.12
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