PILLAR 3 (BASEL II) DISCLOSURES AS AT 31.03.2010


PILLAR 3 (BASEL II) DISCLOSURES MARCH 2010
	TABLE DF 1 - SCOPE OF APPLICATION



QUALITATIVE DISCLOSURES:  

a. The name of the Bank to which the framework applies :   
CANARA BANK

b. An outline of differences in the basis of consolidation for accounting and regulatory purposes, with a brief description of the entities within the group

(i)
That are fully consolidated (viz., subsidiaries as in consolidated accounting, e.g. AS 21)

1. Canbank Venture  Capital Fund Ltd. (Holding 100% - Financial Entity)

2. Canbank Financial Services Ltd. – (Holding 100% – Financial Entity)

3. Canara Bank Securities Ltd [formerly known as Gilt Securities Trading Ltd.] (Holding 100% - Stock Broking Company)

4. Canbank Factors Ltd. (70% Holding – Financial Entity)

5. Canara Bank Computer Services Ltd (69.14% Holding  - Others)

6. Canara Robeco Asset Management Co., Ltd. (Holding 51% - AMC of Mutual Fund)

7. Canara HSBC OBC Life Insurance Co. Ltd. (Holding 51% - Financial Entity)

(ii)
That are pro-rata consolidated (viz. Joint ventures in consolidated accounting, eg. AS 27)

1. Commercial Bank of India – (Holding 40% - Joint Venture with SBI)

 (iii) 
That are given a deduction treatment; (Associates – Holding above 30%)

1. Canfin Homes Ltd. (Holding 42.31%)

2. Pragathi Gramin Bank (RRB – Holding 35%)
3. South Malabar Gramin Bank (RRB–Holding 35%)
4. Shreyas Gramin Bank (RRB – Holding 35%)
(iv)
That are neither consolidated nor deducted (e.g. where the investment is risk weighted)

NIL

QUANTITATIVE DISCLOSURES:

(c)
The aggregate amount of capital deficiencies in all subsidiaries not included in the consolidation i.e. that are deducted and the name(s) of such subsidiaries.

NIL

(d)
The aggregate amounts (e.g. current book value) of the bank’s total interests in insurance entities, which are risk-weighted as well as their name, their country of incorporation or residence, the proportion of ownership interest and, if different, the proportion of voting power in these entities.

 NIL

	TABLE DF 2 – CAPITAL STRUCTURE



QUALITATIVE DISCLOSURES

Our Bank’s Tier I Capital comprises of Equity Shares, Reserves and Innovative Perpetual Bonds.

The Bank has issued Innovative Bonds (Tier I) and also other Bonds eligible for inclusion in Tier II Capital.  Details of the Bonds are as under:

A) Innovative Perpetual Debt Instruments (IPDI)

	PARTICULARS
	PLACE
	DATE OF ISSUE
	PERPETUAL & CALL OPTION
	COUPON RATE
	RS. IN CRORE

	Series I
	In India
	30.03.2009
	30.03.2019
	9.00%
	240.30

	Series II
	In India
	21.08.2009
	21.08.2019
	9.10%
	600.00

	
	
	
	
	TOTAL
	840.30


B) Upper Tier II Bonds

	PARTICULARS
	PLACE
	DATE OF ISSUE
	DATE OF MATURITY
	COUPON RATE
	RS. IN CRORE

	Series I
	In India
	16.09.2006
	16.09.2021
	 9.00%
	 500.00

	Series II
	In India
	23.03.2007
	22.03.2022
	10.00%
	 500.00

	
	
	
	
	TOTAL
	1000.00

	FC BONDS
	Outside India
	27.11.2006
	27.11.2016
	6.365%
	250 mn US $


C) Lower Tier II Bonds

	PARTICULARS
	PLACE
	DATE OF ISSUE
	DATE OF MATURITY
	COUPON RATE
	RS. IN CRORE

	Series IV Opt I
	In India
	22.03.2003
	22.04.2010
	6.70%
	84.55

	Series IV Opt II
	In India
	22.03.2003
	22.04.2013
	6.90%
	75.45

	Series IV A
	In India
	22.03.2003
	22.04.2012
	7.25%
	340.00

	Series V
	In India
	31.12.2003
	30.04.2011
	5.80%
	250.00

	Series VI
	In India
	30.09.2001
	31.05.2014
	6.75%
	263.50

	Series VII
	In India
	18.02.2005
	18.05.2014
	7.05%
	500.00

	Series VIII
	In India
	29.09.2005
	29.04.2015
	7.40%
	500.00

	Series IX
	In India
	01.03.2006
	05.01.2015
	8.15%
	425.00

	Series IX A
	In India
	15.09.2006
	15.09.2016
	8.85%
	575.00

	Series X
	In India
	30.03.2007
	30.03.2017
	9.90%
	400.00

	Series XI
	In India
	09.01.2008
	09.01.2018
	9.00%
	700.00

	Series XII
	In India
	16.01.2009
	16.01.2019
	8.08%
	325.00


The main features of IPDI are as follows:

The Bank has issued Innovative Perpetual Debt Instruments (IPDI) – Series II during the current financial year.  The important features of these debt instruments are:

· The debt instruments are perpetual in nature without any specific maturity period.

· The instruments are Unsecured Non Convertible Subordinated Perpetual Bonds in the nature of promissory Notes (Bonds).

· The debt instruments are rated “AAA (Stable) from CRISIL and BWR AAA+ from Brickwork Ratings.

· Fixed rate of interest is payable on the debt instruments, annually.

· The interest shall not be cumulative.

· The Bank has the call option after 10 years from the date of issue with the prior approval of Reserve Bank of India.

· The Bank has step up option (shall be exercised only once during the whole life of the instrument) at the end of 10 years which shall be not more than 50 basis points.

· The debt instruments shall be subjected to a lock-in clause, in terms of which, the Bank shall not be liable to pay interest, if (a) the Bank’s CRAR is below the minimum regulatory requirement prescribed by RBI or (b) the impact of such payment results in Bank’s capital to risk assets ratios (CRAR) falling below or remaining below the minimum regulatory requirement prescribed by the RBI.

· The claim of investors in these instruments shall be superior to the claims of investors in the equity in the equity shares and subordinated to the claims of all other creditors.

· These debt instruments are not subjected to a progressive discount for capital adequacy purposes since these are perpetual in nature.

· The instrument is listed on National Stock Exchange of India Limited (NSE).

The main features of Upper Tier II bonds are as follows:

· The Bank has Call Option after 10 years from the date of issue with the RBI’s approval.

· The Bank has step up option at the end of 10 years that shall not be more than 50 basis points.

· The instruments are subjected to a progressive discount @ 20% per year during the last 5 years of their tenor.  Such discounted amounts are not included in Tier II capital for capital adequacy purpose.

· The face value of the Bond is redeemable at par, on expiry of the tenor or after 10 years from issue if the Bank exercises Call Option.  The Bond will not carry any obligation, for interest or otherwise, after the date of redemption.  The instruments are free of restrictive clauses and not redeemable at the initiative of the holder or without the consent of the Reserve Bank of India.

· The claims of the investors in these instruments shall rank superior to the claims of investors in instruments eligible for inclusion in Tier I capital and subordinate to the claims of all other creditors.

The main features of Lower Tier II bonds are as follows:

· The Bonds have a tenor ranging from 5 to 10 years.

· The instruments are fully paid up, unsecured and subordinated to the claims of other creditors, free of restrictive clauses and not redeemable at the initiative of the holder or without the consent of the Reserve Bank of India.

· The instruments are subjected to progressive discounting @ 20% per year over the last 5 years of their tenor.  Such discounted amounts are not included in Tier II capital for capital adequacy purposes.

· The claims of the investors in these instruments shall rank superior to the claims of investors in instruments eligible for inclusion in Tier I capital and subordinate to the claims of all other creditors.

QUANTITATIVE DISCLOSURES                                                                                

(Rs. in Crore)

	ITEMS
	AMOUNT

	
	31.03.2010
	31.03.2009

	(a) The amount of Tier I Capital, with separate disclosure of : 
	
	

	· Paid-up share capital
	410.00
	410.00

	· Reserves 
	11969.94
	9574.30

	· Innovative instruments 
	840.30
	240.30

	· Other capital instruments
	-
	-

	Sub -total
	13220.24
	10224.60

	Less amounts deducted from Tier I capital, including goodwill and investments. 
	349.91
	201.90

	Total Tier I capital
	12870.33
	10022.70

	(b) The total amount of Tier II capital (net of deductions from Tier II capital) 
	7362.25
	7622.61

	(c) Debt capital instruments eligible for inclusion in Upper Tier II capital
	
	

	· Total amount outstanding
	2120.63
	2265.54

	· Of which amount raised during the current  year
	NIL
	NIL

	· Amount eligible to be reckoned as capital funds
	2120.63
	2265.54

	(d) Subordinated debt eligible for inclusion in Lower Tier II capital.
	
	

	· Total amount outstanding
	4438.50
	4438.50

	· Of which amount raised during the current year
	-
	325.00

	· Amount eligible to be reckoned as capital funds
	3767.07
	4069.77

	(e) Other deductions from capital, if any.
	NIL
	NIL

	(f)  Total eligible capital - Tier I + Tier II (a+b-e)
	20232.58
	17645.31


	TABLE DF 3 - CAPITAL ADEQUACY



QUALITATIVE DISCLOSURES:
The Bank has put in place a robust Risk Management Architecture with due focus not only on Capital optimization, but also 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 II framework, enabling a more efficient equitable and prudent allocation of resources. 

In Capital Planning process the Bank reviews:

· Current capital requirement of the Bank

· 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. Sensitivity analysis is conducted quarterly on the movement of Capital Adequacy Ratio, considering the projected growth in advances, investments in Subsidiaries/ Joint Ventures and the impact of Basel II framework etc. The 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. 

CRAR of the Bank is projected to be well above the 12% in the medium term horizon of 3 years, as prescribed in the ICAPP Policy.  
QUANTITATIVE DISCLOSURES                                                                                

(Rs. in Crore)

	ITEMS
	AMOUNT

	
	31.03.2010
	31.03.2009

	(a)  Capital requirements for Credit Risk

· Portfolios subject to Standardized Approach
· Securitization Exposures
	12197.58

NIL
	10009.69

NIL

	(b) Capital requirements for Market Risk 

      - Standardized Duration Approach

· Interest Rate Risk

· Foreign Exchange Risk (including gold)

· Equity Position Risk
	293.27

6.75

222.23
	306.00

6.75

177.76

	(c) Capital requirements for Operational Risk

            -     Basic Indicator Approach
	836.27
	759.77

	(d) Total and Tier I CRAR for the Bank

· Total CRAR (%)

· Tier I CRAR (%)
	13.43

8.54
	14.10

8.01

	(e) Total and Tier I CRAR for the Consolidated Group

· Total CRAR (%)

· Tier I CRAR (%)
	13.32

8.47
	14.05

7.98

	(f) Total and Tier I CRAR for the Significant Subsidiary which are not under consolidated group

· Total CRAR (%)

· Tier I CRAR (%)
	NA

NA
	NA

NA

	TABLE DF 4 - CREDIT RISK: GENERAL DISCLOSURES




QUALITATIVE DISCLOSURES: 

The Bank’s policies maintain moderation in risk appetite and a healthy balance between risk and return in a prudent manner. The primary risk management goals are to maximize value for share holders within acceptable parameters and to 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 the 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 the regulatory prudential norms on exposures and portfolios.

· Adequately enable to price 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, Concentration Risk, and the acceptable level of pricing based on rating.  

The 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 taking into account 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. 

The Bank has comprehensive credit risk identification processes as part of due diligence on credit proposals. 

To have focused attention to large Corporates, specialized branches viz. Prime Corporate Branches have been set up in major centres. Further, Retail Hubs have been set up for focused attention to Retail Lending Portfolio. SME Sulabhs are the category of specialized centres for promoting and monitoring SME lending business. These specialized centres are also intended to effectively manage and monitor their respective portfolios.

In order to improve the quality of appraisals and to ensure accelerated response to customers, particularly in respect of high value credits, relationship and appraisal functions are segregated between the concerned branch and the Core Credit Groups at Circle Offices. Large value corporate exposures are largely monitored through specified branches.

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 (RMC)

· Credit Risk Management Committee (CRMC)

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

· Credit Risk Management Department, Risk Management Wing 

· Credit Statistics Section, Risk Management Wing

· Exclusive Credit Monitoring Wing for focused attention on monitoring the quality of loan portfolio, identifying the problems and suggesting corrective measures

· Risk Management & Credit Review Section at Circle Offices

· Credit Monitoring Officers at Branches for monitoring the Fund Based limits of Rs. 1 crore & above

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

The 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 well laid down guidelines for identifying the parameters under each of these risks as also assigning weighted scores thereto and rating them on a scale of 8.  

The Bank also has a Policy in place 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.

The Bank has adopted ‘Standardized Approach’ for credit portfolio for credit risk measurement. 

The Bank has embarked upon a software solution viz. CDCRM (Comprehensive Data and System Architecture on Credit Risk Management) 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.

Policies for hedging and / or mitigating risk and strategies and processes for monitoring the continuing effectiveness of hedges / mitigants:

The Bank primarily relies on the borrower's financial strength and debt servicing capacity while approving credits. The 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. 

The 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 financing 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 monitored and restricted 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 the 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 Bank has now in place centralized processing centres for Housing and personal loans at select cities to ease credit dispensation, reduce turnaround time and ensure specialized attention. 

The Bank has an exclusive set up for credit monitoring functions now, after hiving off the same from Risk Management Wing. This is to have greater thrust on post sanction monitoring of loans and strengthen administering the various tools available under the Bank’s 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.
· Monitoring tools like Credit Monitoring Format, Quarterly Information Systems, Half Yearly Operation Systems, Stock Audits, Special Watch List Accounts, etc.
· Credit Monitoring Officers in charge of monitoring functions.

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)

· 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.

QUANTITATIVE DISCLOSURES
a)
TOTAL GROSS CREDIT EXPOSURES                                      (Rs in Crore)

	OVERALL CREDIT EXPOSURE
	FUND BASED EXPOSURES
	NON-FUND BASED EXPOSURES

	
	31.03.2010
	31.03.2009
	31.03.2010
	31.03.2009

	Total Gross Credit Exposures (after accounting offsets in accordance with the applicable accounting regime and without taking into account the effects of credit risk mitigation techniques, e.g. collateral and netting)
	169334.63
	138219.40
	123672.57
	151151.84


(b)
GEOGRAPHIC DISTRIBUTION OF EXPOSURES                     (Rs in Crore)

	EXPOSURES 
	FUND BASED
	NON-FUND BASED

	
	31.03.2010
	31.03.2009
	31.03.2010
	31.03.2009

	Domestic operations
	162356.53
	134732.14
	120243.01
	147423.82

	Overseas operations
	6978.10
	3487.26
	3429.55
	3728.02


(c)
INDUSTRY TYPE DISTRIBUTION OF EXPOSURES                   (Rs in Crore)
	SR NO.
	INDUSTRY
	FUND BASED OUTSTANDING
	NON FUND BASED OUTSTANDING

	
	
	31.03.2010
	31.03.2009
	31.03.2010
	31.03.2009

	2.1
	Mining and Quarrying
	1099
	898
	161
	132

	2.2
	Food Processing
	3078
	1665
	187
	20

	
	2.2.1 Sugar
	955
	675
	135
	3

	
	2.2.2 Edible Oils and Vanaspati
	179
	81
	22
	0

	
	2.2.3 Tea
	118
	30
	0
	0

	
	2.2.4 Others
	1826
	879
	30
	17

	2.3
	Beverage & Tobacco
	356
	283
	37
	44

	2.4
	Textiles
	8546
	6737
	184
	248

	
	2.4.1 Cotton Textiles
	3908
	2929
	81
	45

	
	2.4.2 Jute Textiles
	97
	40
	1
	0

	
	2.4.3 Other Textiles
	4541
	3768
	102
	203

	2.5
	Leather & Leather Products
	642
	513
	18
	7

	2.6
	Wood and Wood Products 
	197
	272
	28
	10

	2.7
	Paper & Paper Products 
	1245
	836
	27
	10

	2.8
	Petroleum, Coal Products and Nuclear Fuels 
	8625
	8724
	722
	442

	2.9
	Chemicals and Chemical Products
	1919
	1368
	162
	131

	
	2.9.1 Fertilizer
	141
	71
	8
	5

	
	2.9.2 Drugs & Pharmaceuticals
	888
	790
	76
	57

	
	2.9.3 Petro Chemicals
	0
	0
	0
	0

	
	2.9.4 Others
	890
	507
	78
	69

	2.10
	Rubber, Plastic & their Products 
	771
	509
	41
	14

	2.11
	Glass and Glassware
	35
	152
	1
	0

	2.12
	Cement and Cement Products
	1232
	1226
	18
	18

	2.13
	Basic Metal and Metal Products
	10084
	4262
	3652
	3514

	
	2.13.1 Iron and Steel
	7019
	3113
	3511
	3434

	
	2.13.2 Other Metal and Metal Products
	3065
	1149
	141
	80

	2.14
	All Engineering
	5221
	2330
	3717
	3659

	
	2.14.1 Electronics
	437
	329
	292
	159

	
	2.14.2 Others
	4784
	2001
	3425
	3500

	2.15
	Vehicles,  Vehicle Parts and Transport Equipments
	1441
	1494
	101
	130

	2.16
	Gems & Jewellery
	1035
	1039
	117
	670

	2.17
	Construction
	2574
	2144
	3617
	3352

	2.18
	Infrastructure
	32741
	17313
	3576
	3314

	
	2.18.1 Power 
	19099
	9957
	2248
	2015

	
	2.18.2 Telecommunications
	3374
	965
	666
	682

	
	2.18.3 Roads & Ports
	6737
	4498
	637
	612

	
	2.18.4 Other Infrastructure
	3531
	1893
	25
	5

	2.19
	Other Industries
	6663
	1940
	1099
	1062

	
	INDUSTRY  (Total of Small, Medium and Large Scale) 
	87504
	 53705
	17465
	 16777


(d)
RESIDUAL MATURITY BREAKDOWN OF ASSETS    

                                         (RS IN CRORE )             
	MATURITY PATTERN
	ADVANCES
	INVESTMENTS
	FOREIGN CURRENCY ASSETS

	0 to 1 day
	7684.30
(9531.95)
	(0.00)

(0.00) 
	689.30

(111.34)

	2 to 7 days
	6563.84
(2931.52) 
	1626.63

(980.77)
	1045.95

(1883.82)

	8 to 14 days
	8296.41
(2154.75) 
	599.09

(1164.64)
	1314.09

(5012.78)

	15 to 28 days
	4320.55
(3164.64)
	1319.18

(1150.36) 
	279.14

(464.82)

	29 days to 3 months
	21337.66
(17281.99)
	3511.73

(2318.48) 
	3612.56

(1265.63)

	Over 3 months & upto 6 months
	16226.76
(7634.07) 
	1550.04

(3317.83)
	3893.91

(1473.88)

	Over 6 months & upto 1 year
	24650.96
(21687.52)
	552.98

(2151.48) 
	3449.49

(580.46)

	Over 1 year & upto 3 years
	30469.24
(28843.71)
	5054.19

(7843.57)
	740.58

(2043.87)

	Over 3 year & upto 5 years
	17713.03
(14055.60)
	6050.31

(8339.30) 
	642.61

(525.41)

	Over 5 years
	32071.88
(30933.65)
	49412.80

(30510.47) 
	994.98

(1061.58)

	Total
	169334.63
(138219.40)
	69676.95

(57776.90)
	16662.61

(14423.59)


 (The figures of the previous year disclosed in the brackets under each figure)

(e)
NON-PERFORMING ASSETS:

(Rs in Crore)

	Items
	Amount

	
	31.03.2010
	31.03.2009

	Gross NPAs

· Substandard

· Doubtful 1

· Doubtful 2

· Doubtful 3

· Loss
	2590.31
1953.59

627.39

--

--

9.33
	2167.97

1514.59

646.97

--

--

6.41

	Net NPAs
	1799.70
	1507.25

	NPA Ratios

· Gross NPAs to Gross advances (%)

· Net NPAs to Net advances (%)    
	1.52

1.06
	1.56

1.09

	Movement of NPAs (Gross)

· Opening balance

· Additions 

· Reductions 

· Closing balance
	2167.97

3266.33

2843.99

2590.31
	1272.62

2377.74

1482.39

2167.97

	Movement of provisions for NPAs 

· Opening balance

· Provisions made during the year

· Write-off 
· Write back of excess provisions     
· Closing balance
	657.79
1426.17
1297.16
--  

        786.80
	373.10
900.00

615.31
--
657.79

	Amount of Non-performing investments
	199.79
	185.72

	Amount of provisions held for Non-performing investments
	199.47
	185.72

	Movement of provisions for depreciation on investments

· Opening balance

· Provisions made during the period

· Write-off 
· Write back of excess provisions

· Closing balance
	541.77

49.34

369.20
--
221.91
	180.31

407.35

45.89
--
541.77


	TABLE DF 5 - DISCLOSURES FOR PORTFOLIOS SUBJECT TO THE STANDARDIZED APPROACH




QUALITATIVE DISCLOSURES 

 (A)
FOR PORTFOLIOS UNDER THE STANDARDIZED APPROACH: 

· Name of the credit rating agencies used: The Bank has approved following Credit Rating Agencies. Domestic Credit Rating Agencies: CRISIL, CARE, FITCH India & ICRA. International Credit Rating Agencies: Standard & Poor, Moody's, FITCH. The Bank has also entered into Memorandum of Understanding (MOU) with the approved Domestic Credit Rating Agencies viz. CRISIL, CARE, ICRA and FITCH India for rating all types of exposures.
· Types of exposure for which each agency is used:  All the above agencies are approved 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).

· Wherever available, the Bank uses Facility Rating or 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. 

· While mapping/applying the ratings assigned by the ECAIs, the Bank is guided by the 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:

· 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 ECAIs 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.

QUANTITATIVE DISCLOSURES 

	Particulars
	Amount

	
	FUND BASED
	NON-FUND BASED

	
	31.03.2010
	31.03.2009
	31.03.2010
	31.03.2009

	Below 100% risk weight
	105895.97
	99290.92
	85294.85
	117021.36

	100% risk weight
	45501.91
	21639.79
	37263.30
	33723.86

	More than 100% risk weight
	17936.75
	2204.65
	15661.25
	406.62

	Deducted (Risk Mitigants – Collaterals & Guarantees)
	22395.13
	3249.32
	16565.41
	4755.74


Note: Earlier for March 2009, Risk Mitigants (factoring only Collaterals) were deducted from the exposure and only net exposure was furnished in the respective risk buckets and collateral portion deducted was shown separately.  The current disclosures in the risk buckets are made based on gross exposures (i.e. without deducting the risk mitigants Collaterals & Guarantees).
	TABLE DF 6 - CREDIT RISK MITIGATION – STANDARDIZED APPROACH




QUALITATIVE DISCLOSURES:   
Policies and processes for collateral valuation and management: Collaterals and guarantees properly taken and managed would serve to:

· mitigate the risk by providing secondary source of repayment in the event of borrower's default on a credit facility due to inadequacy in expected cash flow or not

· gain control on the source of repayment in the event of default;

· provide early warning of a borrower's deteriorating repayment ability; and

· Optimize risk weighted assets and to address Residual Risks adequately.

Collateral Management process and practices of the Bank cover the entire activities comprising security and protection of collateral value, validity of collaterals and guarantees, and valuation / periodical inspection. 

Valuation: Both the Fixed and the Current Assets obtained to secure the loans granted by the Bank are subjected to valuation by valuers empanelled by the Bank. Monetary limits of the accounts, asset classification of the borrower, which is to be subjected to valuation, periodicity of valuation, are prescribed in the Banks’ policy guidelines.

Description of the main types of collateral taken by the Bank: The main types of collateral commonly used by the Bank as risk mitigants comprises of Inventories, Book debts, Plant & Machineries, Land & Building, Gold Jewellery, Financial Collaterals (i.e. Bank Deposits, Government Securities issued directly/ by postal departments, equity shares of limited companies approved by the Bank, Life Insurance Policies, Units of Mutual Funds etc.), different categories of moveable & immoveable assets / properties etc.  

Main types of Guarantor counterparty and their creditworthiness: The Bank obtains/accepts guarantees of sovereign, sovereign entities (including BIS, IMF, European Central Banks, ECGC and CGTMSE. Besides, the Bank also obtains Personal or Corporate guarantee having adequate net worth, as an additional comfort for mitigation of Credit Risk which can be translated into a direct claim on the guarantor, and are unconditional and irrevocable. The Creditworthiness of the guarantor is normally not linked to or affected by the borrower’s financial position. The Bank also accepts guarantee given by State / Central Government as a security comfort. Such Guarantees remain continually effective until the facility covered is fully repaid or settled or released. 

Credit Risk Mitigation recognized by the Bank for the purpose of reducing capital requirement under New Capital Adequacy Framework (Basel II Norms): The Bank has recognized Cash, Bank's own Deposits, Gold & Gold Jewellery as Credit Risk Mitigations for the purpose of reducing capital requirement under the New Capital Adequacy Framework (Basel II Norms).

Information about risk concentration within the mitigation taken: The Bank is in the process of putting in place a data warehouse for a robust Management Information System to facilitate management of Credit Risk and evaluation of effectiveness of collateral management including risk concentrations of collaterals. 

QUANTITATIVE DISCLOSURES:  

                                                                             (Rs. in Crore)
	SL NO
	PARTICULARS
	AMOUNT

	
	
	31.03.2010
	31.03.2009

	1


	The total exposure (after, where applicable, on- or off balance sheet netting) that is covered by eligible financial collateral after the application of haircuts for each separately disclosed credit risk portfolio. 
	15912.59
	12861.92

	2


	The total exposure (after, where applicable, on- or off-balance sheet netting) that is covered by guarantees/credit derivatives (whenever specifically permitted by RBI) For each separately disclosed portfolio
	16536.24
	11521.90


	TABLE DF 7 -  SECURITISATION – STANDARDIZED APPROACH




QUALITATIVE DISCLOSURES

The Bank has not securitised any exposure during the financial year 2009-2010.

QUANTITATIVE DISCLOSURES: 

During the year 2004-05, the Bank had sold 6 NPA accounts amounting to Rs.14.31 crore to Asset Reconstruction Company India Limited (ARCIL) and had received SR for Rs.14.31 crore. As on 31.03.2010, the Bank holds Security Receipts at a Book Value of Rs.7.30 crore, which is fully provided for.
	TABLE DF 8 - MARKET RISK IN TRADING BOOK- STANDARDIZED MODIFIED DURATION APPROACH




QUALITATIVE DISCLOSURES: 

Strategies and processes:  The overall objective of market risk management is to create shareholder value by improving the Bank’s competitive advantage and reducing loss from all types of market risk loss events.

· While overall leadership and control of the risk management framework is provided by Risk Management Wing, the business units are empowered to set strategy for taking risks and manage the risks.

· All issues or limit violations of a pre-determined severity (materiality, frequency, nature) are escalated to the Risk Management Wing where the actions to address them are determined by the appropriate authorities. The business units are responsible for implementing the decision taken.

The process aims to  

· Establish a pro-active market risk management culture to cover market risks. 
· Comply with all relevant legislation and regulatory requirements relating to Market Risk

· Develop consistent qualities in evolving policies & procedures relating to identification, measurement, management, monitoring, controlling and reviewing of Market Risk.

· Establish limit structure and triggers for various kinds of market risk factors

· Establish efficient monitoring mechanism by setting up a strong reporting system.

· Adopt independent and regular evaluation of the market risk measures.

The structure and organization of the relevant risk management function: Market Risk Management structure of the Bank is as under- 

· Board of Directors

· Risk Management Committee of the Board

· Asset Liability Management Committee (ALCO)

· Market Risk Management Committee

· General Manager-R M Wing (Chief Risk Management officer)

· Market Risk Management Department, Risk Management Wing HO 

- 
Integrated Mid Office 

  
-
Asset Liability Management Section 

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

· The Bank has put in place various exposure limits for market risk management such as Overnight limit, Intraday limit, Aggregate Gap limit, Stop Loss limit, VaR limit, Broker Turnover limit, Capital Market Exposure limit, Product-wise Exposure limit, Issuer-wise Exposure limit etc.

· A risk reporting system is in place for monitoring the risk limits across different levels of the Bank.
· The rates used for marking to market for risk management or accounting purposes are independently verified.  

· The reports are used to monitor performance and risk, manage business activities in accordance with the Bank’s strategy.

· The reporting system ensures timelines, reasonable accuracy with automation, highlight portfolio risk concentrations, and include written commentary.  

· The reports are flexible and enhance decision-making process. 
· Dealing room activities are centralized, and system is in place to monitor the intra day exposure on real time basis. 

· The reporting formats & the frequency are periodically reviewed to ensure their adequacy for risk monitoring, measuring and mitigation. 

Policies for hedging and/or mitigating risk and strategies and processes for monitoring the continuing effectiveness of hedges/mitigants: Various Board approved policies viz., Market Risk Management Policy, Country Risk Management Policy, Counterparty Bank Risk Management Policy, Investment Policy, Liquidity Risk Management Policy and ALM Policy are put in place for market risk management. Market Risk Management Policy provides the framework for risk identification, assessment and measurement and mitigation, risk limits & triggers, risk monitoring and reporting. 

The Bank has developed an internal model for country risk rating based on various parameters like GDP growth, inflation, trade balance etc for risk categorization of the countries to allocate limit for taking exposure to various countries.

The Bank has in place a scoring model for categorization of foreign banks under Counterparty Risk Management Policy. The various exposure limits are set based on the points secured by the counterparties as per the scoring matrix.

Liquidity Risk Management Policy lays down various guidelines to ensure that the liquidity position is comfortable at times of stress by formulating contingency funding plan. Tolerance levels are incorporated under each time frame and any breach of it would signal a forthcoming liquidity constraint.
QUANTITATIVE DISCLOSURES 

(Rs. in Crore)
	SL NO
	PARTICULARS
	AMOUNT OF CAPITAL REQUIREMENT

	
	
	31.03.2010
	31.03.2009

	(a)
	Interest Rate Risk
	293.27
	306.00

	(b)
	Equity Position Risk
	222.23
	177.76

	(c)
	Foreign Exchange Risk
	6.75
	6.75


	TABLE DF 9 - OPERATIONAL RISK




QUALITATIVE DISCLOSURES: 

Qualitative disclosures: 

Strategies and processes: The Operational Risk Management process of the Bank is driven by a strong organizational culture and sound operating procedures, involving corporate values, attitudes, competencies, internal control culture, effective internal reporting and contingency planning. Policies are put in place for effective management of Operational Risk in the Bank.
The structure and organization of the relevant risk management function: The Operational Risk Management Structure in the Bank is as under:

· Board of Directors 

· Risk Management Committee of the Board 

· Operational Risk Management Committee (ORMC)

· GM of Risk Management Wing, HO  (Chief Risk Management Officer)

· ORM Specialists in functional Wings, HO

· Operational Risk Management Department (ORMD), HO

· Risk Officers – The nominated Executive at Circles/Treasury Wing

· Risk Management and Credit Review Sections at Circles

· Risk Management Officers (R.M.O) at Branches/Offices.

The scope and nature of risk reporting and/or measurement systems:  The Risk reporting consists of operational risk loss incidents/events occurred   in branches/offices relating to people, process, technology and external events. The data collected from different sources are used for preparation of Risk Matrix consisting of 7 loss event types and 8 business lines recognized by the RBI. 

Policies for hedging and/or mitigating risk and strategies and processes for monitoring the continuing effectiveness of hedges/mitigants: The Bank has put in place the following polices pertaining to Operational Risk Management.

· Operational Risk Management Policy:  The Policy covers the terms of Operational Risk, risk management structure, identification, assessment, measurement and monitoring of Operational Risk.

· Outsourcing Policy:  The Policy covers   all types of outsourcing arrangements including financial services entered into by the Bank with a service provider located in India or elsewhere. The Policy also covers the activities, which are part of core function of the management and are not permitted to be outsourced. 

· Policy on Insurance Cover for Operational Risks: The Policy covers role of insurance in operational risk management as a mitigation measure, objectives and advantages of insurance policy, evaluation while taking insurance policies etc.

· Business line Policy: Based on RBI guidelines, Business line Policy is put in place, which is being reviewed annually. 

· Legal Risk Management Policy: The Bank has put in place Legal Risk Management Policy, which covers objectives, assessment, nature, mitigation of Legal Risk etc.

· Policy on Business Continuity Plan for Overseas Branches: The Bank has put in place policies for Business Continuity Plan which covers London, Hong Kong, Shanghai Branches.

· Compliance Policy: The Bank has in place a Comprehensive Compliance Policy. As per the Policy adopted by the Bank, suitable organizational structure has been laid down defining the roles and responsibilities for Compliance Officers of various Wings, Departments, Subsidiaries, Circle Offices, other operating units, branches both in India and abroad as also Exchange Houses abroad, so as to address group wide and multi jurisdictional Compliance Risk. Suitable reporting system is also put in place to ensure effective implementation of Compliance Policy Bank wide.
Operational Risk capital assessment: The Bank has adopted Basic Indicator Approach for calculating capital charge for Operational Risk, as stipulated by the Reserve Bank of India.

	TABLE DF 10 - INTEREST RATE RISK IN THE BANKING BOOK (IRRBB)




QUALITATIVE DISCLOSURES:

With the deregulation of interest rates, liberalization of exchange rate system, development of secondary markets for bonds and deepening and widening of financial system, Banks are exposed to Interest Rates Risk, Liquidity Risk, Exchange Rate Risk etc., Asset Liability Management outlays a comprehensive and dynamic framework for measuring, monitoring and managing various risks.  Primary objective of ALM is maximizing the Net Interest Income within the overall risk bearing capacity of the Bank.

Various Stress Tests are conducted by varying the liquidity and interest rate structure to estimate the resilience and or the impact. It evaluates the Earnings at Risk by means of parallel shift in the interest rates across assets and liabilities as also basis risk. The Market Value of Equity is determined by means of Duration Gap Analysis and Modified Duration by varying interest rates and its corresponding correlation to equity.

The Stress Tests on liquidity are carried out by assuming stress conditions wherein Embedded Options are exercised like prepayment of loans and premature closure of deposits much above the revelations of the Behavioral Studies to test the stress levels. Behavioral Studies are also being conducted on various parameters to study the secular and seasonal trends to arrive at more accurate flows.

The ALCO decides on the fixation of interest rates on both assets and liabilities after considering the macro economic outlook – both global and domestic, as also the micro aspects like cost-benefit, spin offs, financial inclusion and a host of other factors.

Strategies and processes: The strategy adopted for mitigating the risk is by conducting Stress Tests before hand by simulating various scenarios so as to be in preparedness for the plausible event and if possible in mitigating it.  The process for mitigating the risk is initiated by altering the mix of asset and liability composition; bringing the duration gap closer to unity, change in interest rates etc.
The structure and organization of the relevant risk management function: The ALM section reports to the General Manager of RM Wing and ALM reports on various subjects/ topics along with the Structural Liquidity and Interest Rate Sensitivity Statement and short term dynamic liquidity statement is presented to the ALCO on fortnightly basis, and to the Risk Management Committee of the Board and the Board of Directors on a quarterly basis. The statement of Structural Liquidity is prepared on a daily basis. The structural liquidity statements as on the first and third Wednesday of every month is submitted to the Reserve Bank of India and also placed to the ALCO.  The ALCO is chaired by the Chairman & Managing Director of the Bank/Executive Directors and has GMs of functional Wings as its members.

The scope and nature of risk reporting and /or measurement systems: The liquidity and interest rate sensitivity statements reveal the liquidity position and the Interest Rate Risk of the Bank.  With the approval of the Board, tolerance level is stipulated, within which the Bank is to operate.  Any breach in the limits is reported to the ALCO, which in turn directs remedial measures to be initiated.

Policies for hedging and or/mitigating risk and strategies and process for monitoring the continuing effectiveness of hedges/mitigants: Mitigating measures are initiated in the ALCO on how to contain the Liquidity Risk and Interest Rate Risk.  The fortnightly statements presented to the ALCO reveal the liquidity and interest rate structure based on residual maturity.  The gap position under various time buckets denotes the Liquidity Risk and Interest Rate Risk.  The ALCO on studying the gap position in detail evolves the strategies to reduce the mismatches in order to reduce the Liquidity and Interest Rate Risks.

QUANTITATIVE DISCLOSURES: 

The impact on earnings and Economic Value of Equity for notional interest rate shocks, as at 31.03.2010.

EARNINGS AT RISK







(Rs. in crore)

	Change in interest rate
	Repricing at 1 year

	
	31.03.2010
	31.03.2009

	0.25%
	15.99
	12.36

	0.50%
	31.97
	24.71

	0.75%
	47.96
	37.07

	1.00%
	63.94
	49.42


ECONOMIC VALUE OF EQUITY

	For a 200 bps rate shock, the drop in equity value
	31.03.2010
	31.03.2009

	
	19.27%
	18.63%


Prudential Floor limit for minimum capital requirement: 

The guidelines for implementation of the New Capital Adequacy framework issued by RBI, stipulates higher of the following amounts as minimum capital required to be maintained by the Bank as on 31.03.2010.

a. Minimum capital as per Basel II norms for Credit, Market and Operational risks.

b. 80% of Minimum capital as per Basel I norms for Credit and Market risks.

The minimum capital required to be maintained by the Bank as on 31-03-2010 is 80% of the capital requirement under Basel I Norms i.e. Rs.12756.93 Crore or capital requirement as per Basel II Norms i.e. Rs.13556.10 crore, whichever is higher.



However, the actual capital (Tier I and Tier II) maintained by the Bank as on 31-03-2010 is Rs. 20232.58 crore which is above the prudential floor limit.
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