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UNIT I

I-c!rning Objcctiyes: This unir r,nrs io pro!ide rhe
bxsic c.nreD6 ol Accounting Aliersoing tnousl

. Natu.e ol,\crourtine

iudeD6 wirh rn idLodu.foo
Un l. studcnrs lviil bc rhle r.

Con.!prual basos.fu c.ouhli.s

Ll.l Objeciire! oiA.counring

Tlre tirll lnrg mir' rhe objecrive\ ofA. Juniancy
.100 J, ,,r 

", 
ror.d,J.e..

o rte o, ,. ,. ,\oo ..pnf D ,,
Prolil rnd r.s( A(o,0r

'r '' (.o,d, ror.po, :e.0..r.d.d ,e,,. lltdo
.,1 i ,t ti o ., p oo..\

,.op. or dJ.. . od.
L 

'ridlr"r._', o't ,tre. ,. - ,.t.,p,o.
. o.o .. t, .r.\ ,,.,0.r. ,. :.,.D..

re/ 'o b., . F,., ,le ,: L r

Horcvcr. rhcre is x drffereDr. beNleeD rhd tem,rccounrtng.rnd.book[eepLn!..
BDo(keeping a neEly..ncerDed \ilh ordcrty re.ord keetrn-g. \hcFrs ac..hrmg is;r
pro.e\s ol id.dn8rrn!. m.Nfing xnd comnu;rrdiN ..onoorc jntirrmatnn. rirr de.is.i
mrknr! b! rh. Lre.

iv)

l.? CoDceptu!l ts.sis orAccouhtins

AccounlinA conccl)b 0E lotued pimarilJ, b! obreNalona t
rgleem.dr In fonnuhiirg rbc cAAt, rhe rhree .odrentions nametv
rnd ta!sibilitv arc laltoqed

Jt rEquncJ b dcntilvthe a$crsaod rcsotrrces otrheorga.tarnJn
A..ounli.s re.ords aF rcqLtred ro bc mainrain.d staru;oritv bv cenxh

A. ornrn! re.od\ Jre rjo kqu!ed br rhe rntr.Jq.ore



B"sines\ E"titr: Th. conc:Plola seprmc

separate ard dnti.c{ nontheowncs andrhc

this con.epl wheD tlre ow..r b.ngs c.ptral

d.cmed ro.rv.the capital to lheoNn.r.

buslDess cnrn-v merns dd lhe entt!
cnritj' s hrbl.to Lrd.rincr According

mto the bu$ncs, rhe burncs ii tun

G.in! Co,cetn: A btrnne$ ..tit! rs rssumed to rxftv on rts 
'pcrationsn a lli ol ntinitc dnration The ve'v categon,a.on oi ascG ir]to

,)

!i)

'.uftcnt prdslpposes tlt goi.s concemconcep(

,tro,.ia; Ext';skn ri, :1..o!nb: MoDetaq d{prc$ion n rsed as I ncans or

.o.'.. 9 ., t,
mcanre5hd,nc$nJn\..roo\!nlj i ie m\nl mone/

Duatin or ArcNnlihP E4uir!/encc C,r.dpt: l. I business. Iirnds can Lr€ 
'aiscd 

bv

.'pr J !d,.r. \'
r"l le,'* .d.. ' 

(.lr'\ 'Ju o n ' eo' 'r' o 'ol

ttot:hi,! Lan\" oJ oo( rr'relnr' o 'o'-J o

't 1p r"L orl Jo or " od Le

'Rulisatian Co ..Pt: Tbis coNett dcah$th rhc point Io linc al qbth 
'cvenue 

nav

be de.mcd to be rcxlized.r rhen r srLe can be said to havc raken th'c lhd

rc.anioD olrtlennc lras n.rhini: .o bc wfth thc rEr'ipt or'xrh' the rerc'uc Md

hdr; pro fts tre rec.g.tred only drepornrolsale.*hc the osnd6hip is prss'd on

\i)l t akhn;p conupt ThsconceFt s used for d.tcnninms thc profits rliftchargmgrh'
' 

erpensiora perrorr *dr tlre revc.ues eaned in the $nc pemd To deieminc die

" 
.', . l. ,..,- 1 pe I 

' 
r rlpe' 1' " 

'o 'le 
so d

,,,cDrodt.;0,..,.i
md not vrce rer{ -

r l TYrrs or,\ccouNTs:

Tliea.cdu 6 mrinrrinc{Lbt r b$inss organiarioD arc cLrsiticd inb (hrcc qn's rs sho{n bcLo{_



Personal Accounl lr deaL trnh accounG olnrdividurh l,k. .Fd or\. ddbroA. hrnli.

erc. n showi rhe baLance dnc to drcsc nrdilldrals !r dur d,m rb€m on ! prnrctrlr.

Rcll ,\rc0uni: h retresen[ assels Like pliff rd niachnr.r]. land r.d btrilding\
gools l. erc Asora parlrcular date. rlni...ounr sliolvsdr. tr.nh otrh.rsrcr
Nominrl rrcount cons$s ol drllerenr qTer ol erpcnscs or incom.s o. lors o.
profir These aclounrs shor the xnount olincone.arncd or c\l. s.s rclr.d lbr a

pafiiaul.i perlod snya morth. a !td. crc.

$rhelher !n iccoun! has o be debired or credned n dc.idcd b! !si.! th. r!le\
indicited m rhe loLlowiDs r'ieur. l.

I

1

I.t DOUBLf ENTRY SYSTENI:

The lngle eotry sl$em apDerrs io be tine savins r econornicil bur ir ls urri.fiiti. as

0nder rhis slncm some oxnsrrlons arc .or r-ord.d r( .ll \rh.r.a\ qimr orh.r trrn\ rions

rrc rccordcd onlr' pftriilly. Undcr doubl..nrry syn.'n olb.Dk kocping. bo{h re i\pecn ol
ca.h and .t.ry ti.sx.to. rrE roc.rned This rs knoro r\ durL asF.r an.Lj's$. Lrnder rh.
ri.glc Int! sln.tu..n1! odc xspe.r 01 rbc rtunsar!on. , c leNnal \ reloded rnd lE orher

On rhe orhd. ha.J, rbc d.uble enrry ststeor rs based otr sci.ntrnc prnrciples !|d is.

thereiore. lsed by mon ol dre brsines lonrcs. Tl. s!$rn rccog.iz.s th. ln {hrl cvert
iraN.criotr has rwo aspc.[ andre.ords bolh.sp..ts.lc&h rtu].\crytxn\x.hon tjnderlhi5
sy$.m. i .!cr! ta.rartion an a.counr n dcbit.d dd $nrc orblr rccounr N rrednd In
tr...u.trtr.yj i. debit rn rr..!ft nrxs to reco.d rhc rine{ioN on.h! Lltr hrndrid! on

Jn Nounr, rtich reQiv6 rhe benefiL. rdr htrnd iidr ot thc r..ount ir rLo .rllld debit

ide.li is trbbrerirted r'Dr'the v.rd debn o,isinded from.h. lrir rord Dcbnum.Ii
mcns whI ir due.

In tr...unrtrn.r', to ..edh u account nons recording rh. rr"edions od the righr

hmd n,le ot M {.oudr nhi.h inprfu the henefn. Right hand side.fthe r..ount i5 rlio
.rlled Cftdn side it t rhbrerirted trs ar' The nonl cr.dn .rl"in:rpd fr.n nip l:rln
(o.d crede whichnens 16r o.bdieL

Dr ar



l-ej' l(I'I Dr'' \'
Ll. lor,, l' n .Jo\'l(! o L il i r, 

'oo

'o de 'd d! D_'
rc.ount The na.rc olthr a...nnt. ic ryz arc N 

'rnt.n 
at rh' lop in

Th. J ofu,ti nlj a r. the a i" pt irr iPfu s of do hl. ekblr srnz tt :

t F.r erer.v (nnsa.tion treo pdties dun be in.erescd

. Fvcr! siness trnsaction has rwoaspects.oncofre"ivin-!benciit Md the othc'ol

gni.str hsinrPle{ords. dorblccrtry'sv$cnnean\'evcrvdebtrhasr
coreiPondngcredit'

r lJorh th. aspectsr.d rccorded inrh. book!olaccounj

t Th.610loldcllcctolrbDsinesstrnsa.rioni5rc.odedbvdebitir!onear'ountand
cr.Jni.gtlre odrcr ac!ount at rhe srmc tlne

All thc tr.\r.!oDs thrl occur are *rnreo rs nnd nhe' thcv oc'u' rs per rhd

docdnents. rod.h.r or Frpc$ FLhdg ro nren The pnnnrv record olt sacti.n ( ihe

-n.. \, r.1 r io'oo-r J odo l , '''ovr i 'ed'or' ' L'o
jdL 

'r '.. 
,ro' Le " co' I rc

rccou.rire conve.tioDs rhit lir.ilitate double_entlv booktreeping The ba\ic ol rhe doublc_

.nt! booikepins syn.n is rhe nLlc that lir ev.r! debn $cre ourlbc d coresponding cred

All tFn\xctions a.c d.arded by $c follo\ingdcbit_lred nLes

. Aml-vzelhe trDsacnonand identiltthe two

t Asc.nainthemturcaf the accounh inrolvcd

. Detem,nc which rulc of deb aIld cEd

rccous thai de beurr trftictedbY it

as Frl. Pcsontrl or nominal

is applicxblc ro exch of tbc a.counG

Debn

Cred i Jbil J !.,d fur

incrersc lhe radlinq amor.t
Drb J Dbiltr- l.r decteJ\e 

' 
rhe



Ascenah (hc rccordc to be dcbned.Dd rhe accounl ( be.redired.
The aceJu to bcdebir.d s Nitenrn rbbrcvi,lion,.D oo rhcsrme linc x{rnN, ihc.rlol '. oJrtr pr'rLt r.,t,fldo o, oo.ob,.o, .(o:br
colum agai.! the nahc of$c i.counr
T.he mnc olthca.edro becredit.d Drrittcd in rhc.cxr line orocet.d b) rherordo id..\ rr,.e o\, 1.1 trrt trr. .. lJ". .

(.1 id , e.. o'
A narrionoihe traNarrionn.cds 10 bewrirleD$irhin brackcG,n tlre..\r hn.

Illunralion 1:Journ!lise thetolosjng rr!nsactions jn thc bo0ks 0fItp fnlcrprises

Febturry I Staded busness with acaDiralotRs.T.500r)i)

I Opcneda ba.lrcrou wnh Srare B.okoftndra Ibr Rs I0a 0l]0
I Purchasedg.ods riom Rrvi& c. l.orCxshRs l.oo.of)r].
I Plrchasedgoods non Bam.n tor Rs t.oo.{)l]O.
.1 Goodsrerumed r. N1r. Baftrn Rs 50.000.
i Paid Rs 1..10.000 ro Mr. Brmran tn intL ratchen. otbisdues
6 Pr lvtr. Dhhm.\ rhc trndlord R5. 50.OO0 rowards rerunr.
I WnhdEw.ish iirtou\ehold crpcNes Rs 60.000
3 S.ld goodslo ll.s Krtna lor.rnr Rs I j().r]00.

\. D.. .i..,0.n. t,oi .o,
l0 Coodsrcrum.d by Mr D$ l.or tts.25.0l]()
Li Recclvcdc.sli iidm l{r Dc! Rs.70.000 in tu settten.or
ll Paid cdnrse on goods pur.hrsed Rs l5.l]1]0
ll Pardcafugc onsoods ynd Rs.3O.O0O.
1.1 Purchased tirh uE torotficepkpo\es Rs t.r]1).1]00
15. PL.ch.scd tumirur. li)r r e{atc Rs. L00,000
l6 SoLlimirtrreoutotrhosemca.rforr.satrRs. 1.50000
17. Paid rcnt our orpe6onxl.lnr Rs.,t0.0()l]

1B.iq goodr purth,s.d frD R$j& co.

Beor v! Di,

(Bcins cr!h deposfted jn rhc brnk)



(Being goods purrh^rd lrom ntr. Brrm.n 0n

To Rdunr onnrard.{rc

(Bcinn c'sh pdd ro nr. Blrm'n,nd rc.rn.d

ta.ing eoods rduin.d ro trlrB.rmrn)

Rch" (iih\rithdmRn fo. housd'old c\

(Bdgruitrirurc Dlrrirsd br msh

(B.itrs rrmi'm Purthbtd



,:, rournaln. rhe loll0$rng lrrn\rrr'un\ in the booki of \I \ I snhou\:

2007

LRec0rd rhe lol.oqing r'i..,tion' in rhe b0uI\ ofHtri ve' ma:

I conmen.ed blsi.ess $ith cash Rs 14.000 r.d

5 Receired goods nom NtS Suresh on cred

l2lnvoiced goodr ro Rancsh lvlill

18 Placedan order wnhMNiT foreoods

20 Rellned goods ro Suresb

25 MNIT senr rhen inloice

28 Coods wnhdraw. for persondlLse

5 Pdrchascd Coods Eon Chandmall ar 109/" iade

8 lurchased a rfowritcr

l0 Paid salary ro thc accountanr

1 8 Pad ibr adlcrtisenrert

20 Setled rhe a.count ro Chand,hall by h ing a

cheqLctohim. He olTered a clsh dis.o! oll0%

28 Paid ho useho ld expc. ses

2007

2,000

11,000

i.000

t,000

500

2000

i.000

12,000

1.500



l.6.rournrl Enhies rehled to bank iransactions:

Erercise I :Journ.lise the l0llowins rnns!ciions

2AA1 I comcnccd businc$ with cNh

I Cash deposited in DenaBann to open an tc
4 Pu.hascs goods nom Amita oncredit

5 Sold goods to BFC on credit

9 Bougbt turniture tom Cod.et & Boyce and

25 Purchased stationery for ofijce use

16,000

2,000

1,000

5,000

500

200

I D c|shrcreiledro.lhecr€dilorrnNcountolthecustDnFr
CishA.courr

ToH dolCusomd'sAc.o!
(For .$nplc. Cudlnt A c, RD At, elc.)

ii) C$hsithdmsn trom bank€as accouni
C:shAc.ou .... .... ..Dr

To Bank(t A.counr

iii) Crshr..civ.drorpur.harorDD
CAhAccdunr .... ..... .Dr

To Ne* DDs Accounr
To Conmi$ion Ac.ounr

lnlasc(h!rcm(an..tupurclnroaDDisrcceiredinclrque,
the entry to be pased n

Dnsdsrmu (sB/cun r j\rcroD) .. ..Dr



cm(hll eijgcr 1,,.d' ..,er,,,.t.,.. ,i oo..,,lo r.,rn no
:':,' "., "1, 1eb .r ,,...,, u ,...r, Drp. .... , rcoe,.,l

Prolir md LN\ I dgM. j.m, ..e.....dt,.,.0 1o.!fl
rra ned ,n rhe tcnerit ed!{ Th*., ,;

,;:ll,:,.; ' . *I .: ,' . '':":":'",' ,' i',: ' .",."",:.t;,1';"';

Pcrs.nalldg(r: F d ftercd rr!6.fa.!!u.c. b]it\ t(.lc ,:' 1 r. 0 'r ' lcd:e ('
Pil rq Cah'cr sCounkr LJ,tr B0.t
Curcnr A.counls Leds.r
Saving Bank  ccounts_Ledq,J
fi\ed Deposil A.coums L;!er

Bills DiscouDted aIId pr.ch!scd Lcdger
LoarLedger



.1, J0urnblise thc roUowi.g tmnsrcti0ns:

l8 Mncellaneous exrenses paid,n.d\h

20 Re.6vcd a.heque tiod Banwarilal

5, J0urnalis0lhe folloling trtn$clions in the bookl olSuresh

I Strted busine$wnh soods$!nh Rs 7,000 &

5 Cash received liom NlBganlal as a loan

6 Opened a ba.k account $rtlr Bank orlndir

3 B.nghtturniture nonSuresh f_umilure Mal1

9 B.rghtgoods forcasl lessi% cadrdiscount

l2 Sold goods to BowdilaL

li Banwailal retumed lr.l'h or the soods ltd ro

I srr.rh ..mnei..d hnsin.sq wnh .rdi

5 tle opened anaccountrnhDena Bank

I Bou-sht soods forcash 6om Nayan

6 Bought soods from A}!b

9 Setled accornt ol Atrb by chcquc at i% c.sh

12 Ka!itr gave Ls d cheque in tnll setllcncni olonr

l5 Drawn cdsh lion brnk tbr oftice usc

1007
i000

2000

20,000

15,000

2,000

10,000

12,000

1.000

-dgfl ."1, oL."l'l -'rn\.r.r"b\..ali"d.o-,'_ .

and ldmrnenr rccord of F.de6 tr.srctions. ft n e$enii:llt a .olledion of fir. tr'!s o{

tr.counB - Aseci liabhies, Capiral, Re\anuc and Expenies Anhtr fieldhoue has

L]



3) Mail lr.nsfers: Tbe mil tEsfeN are is$ed by my of the bnncbes of a bant for
tmfer oftunds betw€en bnrches thoush post ofiises €ither for credit ola. accourt

ho de' o.lor paymed' odLerarb"rficrd)

1) Eiplai! the inpofte@ ofAmouiing.
2) How Jomals heh in k.eping baik records?

3)Wrnenoteonbooksof &counrs of abann.

4) Joumlise the bankils tlaBrctio6:
(i) Cdh e@ived for ded,t ofincooe/ expendtue ac.ount, say locker re .

(iD csh vnhdrarn too ba'nl<{\ &comt.
(iii) Remmittmce ieceived toweds Accountins heads Daintained under

Slndry AJsets.



Cu$omeas Ac..prances. FndD .men6 and Guxrantee Lcdgcr

Rece,r,.g Dcpo\n\ r\.couts I rdg.r

Bill\R€strlLs B - dull l. Dl obl'o
.. ..,.; ,e m
re 

'nade 
lion lhc oi-einal io.ument

Othcr Subsidiary Rtgntcrs: Depending upon th. aLlicd servires Fralided bv l bank.

additioul r.gnte6 {c naintunred b! r bMk For e{ampLe. Je*elrt Rcgister. I ett'r

o' o'P.. ' 
cr.b L.r.'ia

other 
'lenrorlnda 

Books lhe unous dcpartnre.G ola bank mdi.raiD a number ol

d.nrrandr books b c,l xtc rhen rvork The Crsh DcFanment nrdrntalns Receivrng

Cashdas Cash Bo.k Prying Crsliers Clsb Book. Varn ca$ Book and CNh

Shfilical Aoo!:\: Su{isrical rs.ords .re ketr bv the brnks $ pft thet 
'cqltcn'nts

Som! orrhc.oDnah books aL"

Arerugebalancer in l.ans ind rdvid.cs

\dnbuolchcqdcs Pad
llumher.J.heques. bilh and olh.r itcnu colleclcd

Spocirl Transrctions ol Brnks

\) c!til:!!!!4!rl Oral]'., ll n 3n rntrecmentLrv $hi.hrhe curloh'r is granredrhc

.1)

ll

r)

1.9

r)

2)

f,hr r. h.norinonev 6rnlime ro tinr. uD loaccndin linir
i..... .,'. , r.'. d.e l

nrciil\ n ;;rllcd DGcou ing olBils whil. m.king titocnt the brnk dedrcts u
anou.r tbr rhe L. dvncd pcrbd lor the anourt of rbe ts'rr 'rls"'n*rl Th'r hrnk

keeps rh. billsth {;lLrhe nrrmryd.te.nd gets its pav.Y rLrfih' 
'L\bneroDIhe

Dlglt ltrqr &.ll!t lhese bills.re se.urcd as these dt {rppodedbv docrmentr likc

bills oLladnr-g, nr\utun.c poli0y, erc.

C/cd, rill lhese rr mecurcd bills as no docrnenh like b l ofLadi'g. in$rance

'./ \' dc D_ J l 'orr' ' 
lJ \'.r

;rusd on non Dertuminc lo!n. as its Evenu. ]\ll intere\r. which r nol r"cired rn

.$h Ls credtcd inthe lot.rc$ Suspens.Account

Inslrumcnls

D.udnlr/a, It n M instrunr. dF*nbyonc brinchol tbanlonr"orherbu'h
olttE $me bann *ith dn uncondtri.ndl order 1o Pr! on demand r specrlied s!'n of

moNy to thentncd payee.r hh oder

B.nkr\ Chexrc: Ir E issred by tlc bank ki.unonrer lor nrknrg locdlpavnerls

tikeplyncrtortelept,orcicLcct,ictbilk.etcTh.scarevrlidlbrsirnronrhslramthc
darc ofNLc xnd maybe 

'srnlidared,n 
g.Nineca\es



Pronl xnd Lo$ o.lncomcSilrenrent

S.hedule Inlome

ll lntere$ e.m.d

l4 Oth.r in.on.

Schoddlr E\penses

L5 Int(c{ e\!e.ded

l6 (henti.s expenses

( ii)

livl

(')

The,irllo*ing schedules.rc r.qu;ed

(i) F!r N{ oorlaLl BJnrs

(ii)
CaFital (Fllly o$red by Centual Govcfrm€nt) Rs

Audrorn.d Cxt al( ShaEs olRs. ..ca.b)
lssucdCapial{ Sh!.es olRs . each)

subscribed Capnal (.... sharcs DlRs eachl
Pa,d uD Capnil(...SnarcofRs edch)

Srhudulc 2: Resenes an'l Sdrplu\
1i)

Addtrins durirg the ycar

Deduc. io ns during rh. ycar

Addnions duing rhe terr
D.dd.r ns during rhe year

Deduction dnring rhc j"ear

Reverr.,i.l Oih.r R.\.or\

Addtrions duriry the year

Deductions during lh. year

Bahn.. n Pr.ri & I.s A...,nr

(ll) Saurss Da!,( Deposih



I]NIT II

A brnk s tinan.ial $arenents are dillarenl lion that of! mtmiaduri.S or senice

clmpa.t The llaDtriing Regulrli.n Act gives tlre lon! .lbalan.e sbeet and profit d.d loss

accolor r shich the accouna .l bank should be prese.t€d and dris fomat n gllen r rhc

rhtd schedlle ain.\cd ro the Banki.s Regulation Act. The brlrn.c shcct oi bankmg

rompanl ii dn$n up m.ordina to Fom A and Frofit ud lo$ accoum hs ta follo{ f_orn B
. i rt( . r' \. 1n d .a -.d.\.

. 
""'."r 

*'\ .oD'n. l.ll .Ir"o' IVd.l eelr BJnI A o!'oe
bookr o. l0'i Septenrber lir inremxlpnrtoscs

Thc ba s operating ,n India have a uniiom p en.fnDancial starenent, as rhcs.

ar prenrred i..ordine ro rtie th schedlle olscction 29 olthc Ba.ling Regulation Acr A

rlpicrl bank\ balance sheet has L2 srhedul.s. with Schedules 13 to l6 bein-g allocatd t. (he

pronr or lo$ o.,.code s cnent The Bnhn.e Sheet and P.0fi1rnd L0$ Accounl olar
lndian bank n g,tc. bclow:

Lrbrningobjedircs: Thtr unit ains to

prepararnrn oltroftmd loss acloum nd

U.n ll. *udents LV lbc dblcro lcamthe

Proiit rnd Lo$ dc.ornt ofubu

capial Adequacl Norns

Schedule Lirbililios

Rcscrlts & Surplus wnh henks aid monev d .a11

n

provide tne srud€nts \r{h
id brh.ce sheetola br.k



(ll) Inestmenr onisidc l.dia
Toral (l &ll)

c

(il Brlh Dncountcd and Phlused
(ii)cNb Cediis. OvedRlis a.d Loans payabLeondemnd
(in) Term LoaDs

(i) Sccured bl Tangibles A$e6
(i,) CoveEd by Bad.'covr cuaranrees

I Advances iDlndia:
( i). Priornt 5ecro6

{ ii) Publ,. Seclor
('i,) Banrs

tl Advxn.cs Ou(side J|dra:
(i) Dle Fonr Banls
(ii) Du.li.m Others

(r) a,Lls PuEhased a.d Dircounlcd
(b)Sl.dicated LoaN

lo:Fixed Ascs Rs

At co$ as on 31'r lvlarch olthe prcccding yedr

DedudDns during the vei.
DepFcirtion to &te

Ar co$ on ll{ Marclr ofthe prcc.ding terr
Add ions duritg thc I'car
Deductions during rhe j_ear

v Non b hine Asscts r.qdcd insinslachonolclaims

Dctrecirnon ro Date
Totrt(t &l)

Srhcdule ll : Orhcr Aseb
I l.tr.lti.o Adlustnents(nel)
lL lorerestAccnrcd

lll. Taxpaid inAdlance/Tdx Deductedar Sourcc
l\r Starionerl and Stamps



B (,) Deposih ofbranchcs rn India
(,i) Deposns olbran.he5 ouiside tndia

(l)Boiiowrngs rn hdix
ai) ReseNeBankollnJia

( ii) OihcrBanks
(iii) OtherhNtiturioNandAgencres
(rl) Borc{Tgs ouhide tndir
-lot.lil 

& lJ)

SccurcdBorowmgs in I & ll abore

Othc. LiabiU.ies and Provisions
(l) Brlls lalable
(Il) Inrer oflicc Adjusrnrenbtner)

(ll l) tNftc$AccnLed
(lvl Orhcs(in!ludirsprovisiont

Casb rhd Bdrncc with RBI
(ll Casb in Hand
(ll) salanccs s h RBI in

Llrenl Accou.t
OrherArcouns

Scnedule?: Brhnrc*itn Banks & \loneyarCrU and Shorr Notice Rs
l.lndir
(r)

(x) Ln cutreDt A.c.!m:
(b) lnOthfDe nt Accouns

(ll) \loneyrtCall&ShonN..re
(a) w h Banks
,or \ r.orte. t, LI

'lohl (l & ll)
Ontsidd India
(l) lncurentA.tuunls
(l l) lnorber Dcposit Acconnh
(Ill) ivloneyatcallrMshodnorrce
Totd 0 +ll+nl)

S.hedulc 8: lrrestmenh
(l)lnvenmenrs ur Iftia ln

L Cov.nnenr Securities
ii. OtherApproledScckirier
ri Shares

n Debentures and Bonds
1 SubsidEriesaDd/orJointVdrt!,cs
yi. orhers(ro be spcciriDd)



:.,2,:DeDU.. trf r o ' ' oi\i fo

.;;;;'",:'.. " 'fco'r"J, ' o "e'lbdo
:;"".;;,,,;, ojoo p .: J

,r'",i .'.. .;. J iJpr'-'Dp'p ' n' r o l_^,'_; 
,' n"' f r"k'r" f er'r"'l '

i",'"i.,Jii;" * ... rJp"sni \oNirr! dre n'trrti- !'.od or "rcrnr r'toi\" nrge

ntulsourccsoiln.ds
l.i.i.ii"' ii*in. -a *"visnJns rher usurrrl Nrrd' 'N 

or sriot 
''rni 

n.urc nth

;;;,ii.;:'"hr.. Lnu onr 
^diush.ns 

.r.t(es Arco'd 
'n 

dePosits rnd boF {in!s'

It.lirion l rxr. hrd debl\ tilLu.d.r thi\ b'ad Contingent I ixbilnr's

2.?.5Cootinsentlitbilit' olrhebr.kiirclLLt's,
i Allrhe unrol.red tbrerso.!renr.v toh-rrd ti'Dsr"onj

c .\clctrrnce. snd.$.mcnr rnd l.fters'l credii

1.].\SSETS OFA BA\K:
lbc a$er .onrp!$ldr olr b.nk

sharebrlders Md at th. sime linrc

n.m\ xt de\rnbcdbelor:

2.3-l Ctsh: Crsh ii hrM (rlso $lldJ vxlLr cNh) b h'ld nr ncet rLr' rthdfu{rl nrcds ol

1" 1"p".,i." C*.,*.11 t",rk! also hold ca5h bihnc's $ h RBI nr meet tbc $rtu(ory

2.1.2 \loncr xt (!ll/ Short \olic. Coinnr'rciaL bhks Leodthet {trpluj 
'rnrb 

cach olltcr

""J "r'" 
i" i,i- i',-."r .u;turions tni sh!i{ percds or trm' I ri: hclpj tbc bl'k to ead

:.r.1 In\iqrn'nr\ d .c r' ', 1

l"*-r'"',i *"',*, *, 
". 

sirdr p'mNnoo fd fr$lddn n n\ dill.r'lt lrcs hk'

;:;;;;'.;;;;;,.; ernrc.ar uun"' shrs Lrebenrures xnd bonds subsidirncs

;;:;; ;;;;:",',;;.. "; 
;'."', in\eqnen( r'trese sc.urihcr caq a Lor rit' orider'!$ bul

binl: ;an bonoF from rft RBI agrrnst lhess s'cnnncs

2,1..1Lo!n! rnd.\dmncc\: Thiscrrcgorr-olrses $ rhe nro{ iNl]od's lnr b ks becrsc it

: ;.: , ; . , ,' ,."r;' ," ""'
l . . ,r"l lol Ldr II '
Ltilr,..i;;;;;il r;:-"unt. pri.c, $dtco'r.px-mcnr,ussorlou'mounr ortl or

1.2.3 Bor.oiinss: Brnkr rx bortr lion thc

,n{irr.oN and lrom ccntrl hrnk B.no\rnrg\

2.1.5 Fixcd A$ctr: l.dirn biDls

inclLJoq la.d). Othcr lixed rsers

mrk.6. h.rh don.$i. .o,i ove6c$ other

.ootnbtr(c r 14\c, prot.nion to rlie ba*s

\ b nl his i ' !Lm nr ltr inr i's

- , .r' ,h. " llrJ(JlN.J. ot . !tr5 'nLA I i \tr'rul\

clx*ilv'li{cd rsr.s on rlretr balince sh'es as Predise (

(,.chdmg tumirrc d ti\nrcrlind Aseron lcxs



Nore: ln crsc rh.rc $ b unadlusred balancc oi los. rlr lnme may be sho$d und€r druropiare

S.hedulc 12 : Cotrtingent LiabiliriEs Rs
l. Cla'frs rgi,nslthe Ba nor ackr$tedge 6 Debts
ll Lub,hy lbr P.rly paid invenmenls

lu. LirbilnvorAccountoiOuukDding FoNardExchmgeContia.rs
l\' (lua .reej given on Bcl[LlolConnruerls:

(ii)Onsidc lndir

2.2 BAL^NCESHEET ITf\IS
Balancc nreet ola bail is r nlenent of Liabrhties xDd a$eL drr ban( at a poinr ot

tinre.The liibilitics i.d,cr(s the souresolns tunds TbeassersrndLc.terhccomposnonotits

Liabililies dfx Buk:-lhe lixbilities olr brnk aE marnly comp.r.d otrhe r'olLo\Lng item.

2-2.1 Plid up Capilrl rnd Rescnesr Thn dcxns rbe nmounr ol shar. crptrxt rrurtty
!'onributed br Ih. rhxr.holders The bankirg.onpanr.s rrc requftd ro mxinrxrn a nnnimum
pxld up.rpnrlrnd rcsenr rs Fd lhc Sccrion t1 olrhe Banknrg Reguhrnnr Act. An equal
.rnotrn( . hs in lrsh or i| approe.d securries rs to be deposircJ wnh {he RnL. Nhere rljc
bink,n{ compin! is inco.pD.red ourside hdia. l,olLormg rre rhe various nnponanr
provis$ns rcLred to thecaFral olrlre brnkingcomp.!ics
r Sub$ribcd.rpral should be moE rluD50t; oi s aullurjed c.pihl
b PaidnLp c.pitrlddLld be more nr.n50t; oli$ sdbs.ribed cxpital
c CxF[]l nr)uld rnclude equirlr shares onl]. ex.ept tn dr..xr. ol t.eri...ce sh.res

irsu.d 0n..o tuly lr. 191'l
d No pcA.f cuexerciscvoriig nghG nexcessoll0,t olrh. {Drrt loringrigh6
Rescrvcs xre rcrrred eamiDgs or !.dntrrbured profic ol re bxnks Thc |rJ up capiht and
resene\ connitute tlic osn.d lirods ofthe b.nkxDd is ahD relLred toas the neMonh
The tolLolving ircms arcrequne! b besholvD ird.tulls seprrlell underdris [cad]

L Sttrd.ry Resdvst liis rcqutrds bdnks ro jer asidc 20r'i, ol s oer nrcome io irs
r.r.ne rund belirre rhc dcclamD. oldr! ends or thc rmsLr 10 renfalgovenncnr.
Holverer, brnks nay be exenrpted non rhn. provid.d rhetr Fsene irnd in.tudrns
share pr.niirm is ,1 lcast equrl to thc prid up.ar dl Tbr exemptior is to(rtlt ar 1lE

dn.rc.on of cenInl rovr.nenr.
2 Cnpital &.scttes Thn i.cludes tunds cre ed $[h as slnlus on ElaLuanoD olnx.d

a$.s, el. rd r does oot i.cludc rnt imounr free lor ntilizarlon rhroustr rhe prcfir

3 Sharc Pmtiutn: Any tmoant utilizcd brr djc b.nk lionr rs shaE premiLrm a..otror hr\
ro bc rcpon.d 10 rhd cenrmLbark wirhin 2l dr)-\ orsuch appropriatton

.t Rde,!? ,t.s,/,.: Tlris in.ldes reseFes other than rhosd d,sru$el under rb. allalc
headr'lhesexr.norcdpiralinnatureandinlLrdcanounlrturbotre.rtriDendrure

5 Bola .. ol P At hete.t bark i.cr6I los mry deducr rheuour o|slch to$
t.om the.eveora rekr!.r

L'



S.hedule 13 lnlcren Ea.n.d

Schcdul.l.l Olh.rlncome

SrhLdulc l5 lnkrd L\pehdrd

(Lrh{Ys.) tPrcyiousYor)



2.3.6 Olher Asets: Tbis my irchde tnterest A.crued
oliceAdju$ncnts, Advance rax paid o, tax dcdu.led ar

on inve$ncnti and adldnces. tnrer
s.u.e and a..Lnulatcd nrsses

r.{ ffENIS OF PROFiT A]\iD LOSS,\CCOL]NTI

lom B in a sDmoary torn dnd rtE delj s olvanous ncms xre givc. rn thc larious
schedul.s The formaG olprofir ,nd los xccounr .ov{ all irchs tiket;ro appe& - th;;;
siatem b ln ms I ba* does Dot lDve any panicutar ircn ro repoft, ir m!}' d ;mrrred noo
\e !,n d '.r..ood re or.pJid'trrfiE....orrt-f1or.J
..dr...rd'- 5e d rd. Tlev,,r. c.nc.r)._ L.d'1rteior"..,.
o'\r.irc0c'0derolp.,i.pp.dr.,e4..o.1...orBo_lh.d
\.\ed'l.o B,{..'rR,. no' r' to1,r e.4 rot,\.

Forn'B'

Forn ofP.olit aDd Loss Accodnt

ro.yearendrd ttrrNhrch iyedr) (000r omined)

\o rcurdYs.' Ior (Prlviotrs

\d ProtirnNs (-) rirr rhe tar
Proil/Lcs 1,t brorshr adrud

rromrff b \btuiory rcnae



2.5.I IlorenEnt 0fprorisions held toltrds \PA

Add: Provisbns nradeduring th. vcar

Less: Write oll olbad dcb6'*rne

B.!k.l*ce$Provisons

2.5.2 CAPITAL ADEQUACY \ORr'!lS

t;-.",, .* ,. \.-f" ,

,.. ;,..,r,,..'jt, ro,n o oo, .o'' !l

I C.hporhdd olCrPiul
I C.Jnponrior olR,sk $eighted Asser!

I As\igning Ridi weighb

Farlndrn Llukr. it conn$s of

. Sbtunqreserves
t D,{.oleJ Ii.e res€rvcs

Cat rlresertcsrepEs.nli.Ssu+lusanrngourols'pto"'d('lsscG

Fdntrv in\c$nre iI subsidrares. ntrdrgrHr rssets. 
'nd 

loss'\ i' rhr cuiicnt pen'd rd thosc

iror:ir rootr,r r;0flp-"ous pernids.\illbcdeduded 6on ricrl crt rl

r.,r.o,,rrooI 'o "J1 r.' u !o o

i.;r-r,,.1"r -*-* *a -.,,la!r. ;eDerdrl pEtltn- shrts olle' have chd' cnsti's

i.ii,. i" .0,,"r -a aoa*., .es.rre; rhcse elem'nts lrav' rhe c!Pa' ir-r to $$rb exc"ted
-r",...,",1.i',, 

i".a.a"l. -Piral iltbe, present x'cumulntioN ortonraxtrofiE 
'nd 

not

;;..,..", ,, o'' ,1r,, 'a ' o b(' r'e u { oo'J'on r

r, oo+. i " "dreDrp "'ldb ''l Dr'r'p"or

'"'" -iL. 
i"rr"*,.g"*r blllre rvas crtficr'd tion 

'he 
books olBxnk 

'1\l'durui 
Linrtdd

", .,co ! d or'.o e'l proDt 
'nd 

lo\\ ''crounr tor rhc re'r cn'led Jl | \lt(h'
,;:i;1. L;".. .r,*r I r.. "". Jo, r '.u ..e .o J' "r' r,\''.
,nr. c.nsdcLanoo rhc addtri.na1 inft nmrion

.l t00x



Sch€dule 16 - Op€rrtthg E\pcnles

Cap alAdequacyRxtio

Capral AdequacyRatio -
lroponion oagolenment

Propori,on olNet NPAS to

I-5 DISCLOSURf,S RIQUIREIT1INTS OF BANKS TO BI' ADDtrD AS

ACCOUNTS( rN SCntDULf, 1?):

ln addition to the above requircmena, sone orher rarios arc atso requEd to be
the NoresonAccounh. Thcsc are a. under:

NOTES TO

shaE holdinC in the nahonalized baDts

Int.rest income as apercenr0gc olworking tunds

NoD intercst income as apercenr&e ofworkjns finds



lnves t dc nB r o ther appored s ecuntts

ln!$tnrents in debenrures and bonds

Bills puchased and discounted

Cah credits and ovedifts

Total

Prd-up sbare capitaL

2,50,000 shares ofRr. l0cach

TeddcFosits

lnterestdiscoud on adv.nce/BilG

Reb.tc oD bills discounted

I.v.sl on balanccs vith RBI and orher interbank tunds

Comission. cxchanse and broteraee

Proirt on sale of inveshent

Depreciation on premises Go dale)

Depreciation o. other nxcd assets (to date)

Bomwing tonReserve Ba.i ollndia

1i,60

1t,tl

2.r8.51

9.97,68

8,0r.24

1.42

47,17,58

25,00

7i,10

55.00

11,14,10

11,86.0t

1i,65,20

12.i6

l.t l.r1l

13,03

1,41.62

1.75

15.00

l.l0

9.70

'17,17.58



Tnrl Bala.ce as on 11" Mdrch.200x

Balmce wirhother banls m cuft accouh

Mone]! callandsbofi ootrce with baoks

Pemns at co$ on 31'l x0

Othcr Fi\ed assets ar cost on 3l'l-x0

Inrdomce adju$nEnts (id)

Non ba.hine sseb acquned in satisfaction of cla,ns

Lo$.n r.laluation olinvestnen*

lnterest on RBI borowina

Patn..t to and pnlrsion for enploltes

Dnectos fccs and allolvance

Auditore' ties and expdres

Rcnt, ta\es and Lishhg

 d!citisened and plbli.ny

Dcpreciation on bank\ !.ope'ty

21,14

7,i0,02

9,85

8,24

25

l,6L

t3,90

25_60

7 2.,21

2,15

1,ll.32

1,86

2.1t

9,15

2A

2,21

9,81,52

Po$agc. rclegr.m, telephones etc ,

I',!ednrent in covemnc.t Secui.ies

25



Batrk ofMadurti Ltd.

Profi t and Loss Account fo. the ]ea. ended ll.3 20xl

ProvNon md Contingencics

Tol!l

Ne, n'.filof de wrrItr 
Prrrir uroushr roru{a
Total

r.r' +er b Statubrv resery!
lv n,r,n.*.,r,ed o"e, ro b"t,n.esh.a

Arrh.mcdCrD rLt.trol]O0sher(.o1 tu. 0ca!h
(Lcd. b -.be- ' x.led , p 

"od 
P,'d o 'f 'r2 

j000u r " ol

ti

l5

1,89,52

i0,12

2,12,48

!.6.1,19

71,39

1,70,65

15,00

D,80
90.t9

25,00

15.10

55.00

21,1,09

llt430
I1u605

156520

386555

schedu,e 2-Rescwes and suPlus

Addirions duing the year

Brlance in profit and loss accouts

A t DemnddeposiN

ll. Saling ban! deposits

lll.Temdeposia



anuffh.gro Rs 2.50.12 dc cov$cd by brnLgorfftun.rt gnaranr.cs whilc

'j . d .o'-b.'\u.tr dad...e oflrc',l e.o ro.

Aililirinnxl Inr0nn3rion:

The &rhorrcd capnal ol thc

.a.hrhalloiit has been Gsued

Ad!.n.cs amountnrs to Rs.

rhousud to pnbln scdois rotalRs

4 There drc .la,hr rnouniing to Rs

d.br Th. brnklias gilcn gDaranrccs

rh. .usanctr. II addnion theE are

rhc tune olRs.:,01,45 rhousand.

hmk s Rs i0 akh divi.l.rd n .. 51)(r1J01r (h1rt\ .l Rr lr)

16,:5.21 thousand are secuEd br t.n!rbLe

2.92,76thousaM and ro brnks Rs 27.i5 tliousxnd.

12 rhousadd agri.$ rhc b.nk .ot acknoNlcde.d as

lndix tofthe to Rs l.70.ll nrousard onbchallol

acceDtances. endoreDenh d other oblisarions to

Provisi.nibL inconre mx nrcluding surhree is be nadel45l ij9;

l1)% ofrhel)rtnit n !, be rroslcned1o {drut.,r- rt$nc

on Il 'Mith 2001 rhc ba.k hcld bills rnonDring to Rs. 9.817 thorsxnd 6r.ol1..rioD on

oarer tirbihlie\ md ProvNons

C.sh and B.Lrnces arlh ttBl
Balanc.s n irh b.Dk and mon.yat crll rnd shot noricc

I

2

l

r2

25.00

1.1,1.09

1.02.

7.31.01

t .92.ll

Ll.7l

42.5i,75

1.7t.78

8



ii
Secured by tangible a$ers

Covered by baDl</Govt. Clarantees

16252t

25012

14212

2At145

6822t

29276

2755

101,r93

Schedul€ lo-Fixed Asers

At cost as or 3l'r mEh 2001

C) DePEciation to .late

Other frxed a$els

C) Dep€ciarioD !o date

361

lt0
251

1390

970

920

1214

2560

112

5000

3l t41

14362

t2

i?o2i
20t45
37178

Sc hedu le 1 l-Oth er Assets

irteomce adjustEen6 (net

Non-banknB 4sts acquned

Scheilule l2-Cortingetrt Liabilitias

ala,bs aaaiNt the bank not acknosledged 6 dcbu

Cumnt;s e \etr oD behalf orcodritueDrs

AccQtece, Endosements md orh€r obligatioN

Scheilule l3_lrter€st ElFed

I erest/discout otr advatres6ills

lniereqt on balances with RBI and otner inter bank turds



I Borowings in India

i Rescrvc Bank oflndD

Schednle s- Other liabitrjes and provisiotrs

r256

1480

1021t

21t4

75002

985

78 t01

25

I

ll
rIl

I

II

Schednlo6 Cash rnd Balances {iih The Reserve Bank oflndia

Orhers {includhq prov$ont

r ln cufent accounts

Schedulct Brlrnce sith Brnks rnd Money !tCall and Sho.iNoIice

i Balance Rith bants

a) in curent &.ounh
ii. MoDey at call und shon notice

lnvestnents in Indir in
i. Govemme.t secuities

r Orher approv€d secuities

l! D.hcnhre! and bonds

98652

3730,1

1560

ti l7

A i BillsFu(hased rd dncounled

ii Cashcredit od overdralts

ili Tei,n loans

21851

99768

81024



Fruh thc lillowilg paticulrq pr.pare tlre profit rnd los accounr olAndhrabank Ltd For

rhe r_er cndcd l l'r !larch 1007

Dncounl.nbilkdiscounted

lnterei on !rsh .redits

Mrk. aprolision lor dllbrtul

Lnerest on clnent ac.orDts

Uncxprcd d,scount oo bills

Andhr! B3nL Lld
Proft & Lo* ac.oDnl for the yearended I l'! March 1007

Pr!isio. nr co.tingencres

t:l

:,80,000

4.1i,000

5.19.000

2,01.000

Schedllesto be aNexed *ith Pront

Schcdul. l3: Inleresl [!r.ed

DGcourt on Bilh discounted

CdshCredrts

,rJr Unexpncd Discount onBilh Dncounted

l2



Schedul. l4 Othcr Expcnded

ConnnNsion. exc[.ngc d.d br.kcrdge

Prolion sai..lmve{ment
Proiit.n..vrlurlion !l,nvestDents
L*s Lo$ on r.lahLation olin\d{nenN

Schcdul€ l5-Inleresl f +€nded

lnteEs or RBI bodorvi.gs

I lnterestearncd

l\dd O{her rncome

Schcdule 16-Opemiing E{p.nsrs

Prymenrs ( and pnisioN for.mplo)rccs
Reni. tarcs and lighnng

!riNine and $aiio.ft
.\dvr Acnrcnt rnd propefty

DcFr.rir{nJn on bank.s propety
Dnecror lees iDd xllowanccs
Audno^ L"es and expenses

Posrase, telcsrams (cLcFhoncs, c(c

R.prirs and fr ,i.renrnces

_<052

175

()r,15
50.12

22301

l 32

695

,10

211

tzl
u6

7ti

TFnsler ro $arutory icserve

Prcvniortnr i..on r.\ lor
l-ess: Ta\ paid in advance

Ner Elrnion for lrconc tax

Rcbatc.nbilk discdunled

orllcs in.lLding pny\Dn ro appear in Schedrlc i

5012

5t964
212,13

\4291

7193

6899

ll30

t12t

ll0l



Y.s Bnnk Ltd.
P.olit & Loss Accountlorlhe y.!. cnded

13

14

l6
Provision for Contingencies

2,71,500

62,500

3,1,1,000

2,24,t94
75,000

2.95.190

38,810

Scheduleto be annexed with Profitand Los Accotrnt

Disconnt on Bills dis.ounied

Z4ri Rcbate on Bill Discounted

Anount charged asainsr cu@nt

Comission charyed to cNtand

24,000

71,000

89,000

29,000

1,40.000

60,000

71,500

2,71,500

62.t00

r,62,410

5?,780

2,20,190



C!mrission Chargcd

ln reres t Exp ended

lkte ! p.i.l.n

CurentAccouns
Savings 8al)l Ac.ounrs

Openting Erpenses
Eskblishmcnr Errenses

Postale and Tclegruns

Priixing rnd $iti.ntry

Prdptrre the Pmft & Lo$.cdounr ofYcs Br.k Lrd For the yca.

lntere{.n Frxed Deposns
Rcbxrc on Brlls disconnrcd

Commission .hdrged to cu$ome^

Dn.ount oo EiUs Dhcounred

Amounr charged asain$ Cudcnr A..ounts

Interest on Sav,nss BanI Dcposih

2,93_000

72.000

5_000

22,000

2,000

62,500

2,1,000

r0.000

20.000

2,000

22,500

1,500

I .tl



UNIT III

I-cxrnirs Oljeclivet: This unrl a,ms

anaLyrs Alier goinC tlnoueh Unit lll,

. Caslr Reserv. Rino

n 
'd.nF 

*i1h financia! $atenent

be able 1o lexn(he tollosing

3-1 rNlRODT,CIION:

Thba s br fnrn.itlplaDniog, anaLvsis rnd decni'n nrakrg is n'ad'lal inlom'tion This

ntbmation is renedri inrhe iinancial$rlcmenis Th. lina'dirl $aten'ns pror 
'a

.r-i",i,.4 -.t "rtl" 
tl"..l"l Posirion a.d operar ns ola brnk liinrn'iaL$alrsn is rhe

;,.,." 
"' " ', "' "'.o,'r'r'D -oih

.r , . hi. b. ;c.; r. + cr ' 't o'oli trd o o' 1

R',i. A:,tui,, ttis a $idel! u\dtl tool ol inancirl Mrlvsn Ratios rdliL ro nuncrical

'.tt;'+-"hr**" r*" -."ttcs or clmpooent rrns olrh' $atement Therclaiiorshp 
'rn

"'..;;. ;; ",..,.... ,,', 
"o 

p.r",",
".,..,r ,'-^" "tr,l 

o."o' I I tre r{
:-"";; -" ,L"rr,.r'rp, oP !t1 'o 

j 11 dir''
;",;;;""-.,,.-. r"'"i ,, n .p. { '\
n u\ed rs iben.hmark tur cvalL'ating the finrn.ial positioo Nd Perlorman'c

..dxir tu(ios .re uscd lor evxlMrins r.d
banks. (rios that enablr clxluati.g Cap !!
and SlalI ftodL.ti!ity aE uscd

I Cqnal )fuq0.r Thc Capirdl Adequacy

Total C.Pnal

Ner DcDard and Tinc Liabihties

Ftrl \\Lr:hred \$ers (RW\l

Tle h lhcr rhe tJt. rhebe'rerlc

Note: Depe.dins on lh. risk exposu'€.

risk{eightcd assec olbanl5

.omnJnn: lLn. trL p.r !nnirr. ol barL\ ln
\LLcqu3ul \$e, QtJ 'r' 

rril Dbr[r\ L rr idit.'

Rati. is are Ft,o.lrhe badk s clDfulro its risk

ro rh. Jseh. {h 'l E'. the



L5.ort0

2r.500

I'i"se"'t"d L*."L"1,

The r'oll$lDg are detrLls ol vinc.s oaPLnrab Bdnk t rd,

B,lls 0rr!br\e\ d Dis.ounted

CNI aredLts. Olerdrahs and rorns R.t!]iblcof DeDrnd

Th. lnllo*,ng rre ollEdelails olthe abovexd!i...s:
Scrtred bv Trng,Lne $sers
Co\.r.d by Broli. Covennenr.nd LCCC gn..xnr.es

Cur.nr rn,l Srvrngs Deposits

10.00.000

SholvhoN tlicsc itcms *,llrpper n rhe Brnk s Brlxnce Shccr

lh. tial bxlxrcc oiNahonrlBrnk Lrd As oo ll! Nlxrhl0lrr n..d r\ ftllN!\

Conr Crcdns .nd

' Proilt & Los Ar.D!.t

Otrt rl thc rotll debt. deb6 ofRs 1.8i,000 wetu ronndered doubttul amourir-. Rs 24.tr0.000
\rere tullt s.curd aDd lor dcbG rfrounrins 10 tu 4,00.r100 {incLLrdiDg Rs. 1.1i.000 duc b} r
dn. or) th. bx.[ held Frsonal securnies olonc o. n tc^oos over and abol€ dre peron]L
s.curn,lr or(he deblos and for ih. baL.n.c th. bxn[ held no orher secuit]- rhan rhe peroDal

Thcdnc.to.s r.qtrrc tlrc Brnk inrestnrentsto b. shwn in rhc Brlhcc rlrc{a! oa etralueon
lli'Mrrch 1001. *hich is Rs. 5.2i,000
P.cpr.e rhd Brlance Sheciofrhctsa.tor3ll N,lrrch z00T rn rhe

.15



6r.n'nqs rer \l'rrc (El'S)

Di o. J n P' o ' ' 
b f h

fuv.nuc rrnlYlrJ b! inissr burLn! ssct rndco! ofborolrd imds sx's rh'l\ll ol

drbmk Th.NII trhci *p'.$drsr pncc'rlge oarhc !an$g rss![ grvcrrNM of

(ll)

rllll

rh! bs,,k H,ghc. dt NlNl . bdter is thcpnnihbiLilr'

PLoltrmtru( \h.r 5rl'c roo nrlofi 't'!hL
.nn u\!rtrie\p nLlN rrnLl i\!- {llhrrpilit

incomc. i,dr - ho\ du.hr brok

mdlgn rario ind,!.t.s lo!v.\pci:.s

Rdrn oi Ase6 lROAl i L$1$ is rinrpoin nrdicrLor of rlr. prloirnnl olrh!rr
il asrs.s rh. pr.hhbility orrhr ba.l b3{d oo rh! a$ds A hi-!ri RoA indi'n'\ bdlr
!r ol innds. i$v 1$cl orloss$ o' brd dlbb trid Lo$ op.r3riLl-q c\p!(ni Rdum 

'tr
lrs.( m$surcs riliciency or ho* Pdltlf brnl i5 ulDg ns a\'6 rosenualcr"ont

o .vkid' r;. " o. r' ' .'j
'.,PO i!n' L

Ill'r;rrion t: Cslcolate rnt.est lncont& Interc\l expensc 0fXYZ brnk

Rs,Inc.or.)

c.shbrla.ce

Nl.ncv lt clll md shon notice

q2qu 0

j ;50

Bir!*",*$Nd rrnrx)
3 E00

r'.1lro

Total lnterest incon'e

l
6950

t0000

DU!

l8



ii) ,,lss.r Qa,rr,,r The lbll.wing a.os help in ases nstheasetquahyorbank

Cro$ NPAvcr0s Advrn..i

Averlgc Rjsk Wcightcd Asce

R$AS

TotNlAsct

{ crcd + rnrc*Dcnt/rord a$ds

Note: The level orNPAs indicaie the level olasseh that havc dcteriomred i. rhetr quality
wl1e. they jre conrpared to total adrances or rohl a$cc er, a lower Drio will
,ndicate a betrer asset quality

iir impodrnr profirability rarios nonully Lredarc.hc louoMngs:
IntercnErprnser

I"coDe - Inrere* ExpcnselINetlnrcrn lncomc(NU)=

J]



Crpilrl Adequ.cy: lt is obseNed iionr the labld lhlt thcrc is rro .hnnle iI the CRAR r\ ir

Emi.edth. sadc tbr bothrbe )€ar lt mr] ner thft th has lleen no chanle ur tl]e canitrL

xnd rhe nrk Reishlcdasr.6durirgrherso years orrhert nat hN. b.u a.s.rlall in rhenr in

b! rhe sanr proponNn resulring in tlf Lario being silhle And xl lori, l.!cl rlr. rxrlo G more

du. rhc strtrtrory pEscriptron ao{l rLso tl.ros thc b.nk nr a better posit,on t, mNcl tny

adve$r ifrtr.( duc to the RwAs $lrile CRAR ,ddiratcs lhat thc brnl is in rheramd rdp rl
ad.qurcy posilion dunDg thc 2 ycaN !nd.r.onsileralon, the rtdur.on ol rhe rorc CRAR

doc\ not r.ilccr so Bystudying dre lindn.irl{atcn.n6. rlre a!tual reasor liir 5Lrh lnLlnlhc
core crpral',ll hdvero b. crxmincdbeiore conme.hg on th..rpnrl.dcqu.rolrhebank

r\rr€tQurlil-a: ln rhc sc.ondsetofrarros pen^ini.g ro asset qualny, theF n r rise m rhc sro\s
llPAs ro rhe gtus rdra .cs nrio indicating a nse ,n thc gross NPAS or a lilL tr the gro$

rdtan.cs or borh A nse in NtAs mea.s thar thc,rurlity of the a$err rs dere.ofutng $hil. I
fill in thc idvanccs m.]' be due to severdl r.as.ns l&e ch.nge D nunalcment nolr.y. t
charge ,n econ.m,. .n!ft.nrnr erc l! the second .rho. ic.. th. rxti. olNcl \PAs to Ner

Advances. rhe.e hr\ hc.n r lill in th. Lxrio indicahs i iILl 6 thc .cr \PAs or. rGe n net

rdvdn..r.orbor[ A lall nr Ihe ncr NPAS m! rcncd befter aser qual y BLt m rhs .4s.. rhis

mrf o.t hold rtre since theF rs r .nd m lh. ntio ofgo$ NlAs ro gross rd[..es O.. rho

hasto considerthe ptuvL,oN a.d wrne-offs that!'ereduccd tion thcgros NPAS lo amre ar

the net NPAs A till ,n thc .cr NPAS rh.n drere rs ln xdlrl .sc n rh. gros NPAS oreans

that more pF\isrcnin! hrs bc.n nxdc duriDg rhe lear ft infles r lill rn rh. qr.liry ol
rsc6.(Th. prvbiof,.s rdqltrcn..ts will bcrase as rher..d "
cr{.g.ri.s ic. nandi'd, sub sta.drrd. doubrlnlxnd 10$).

P.0firrbilill: Ib. NIM oitlic bank lrns hl.n \usgo$ing x lnlL in thc indei income o. x

rise nr the inrer.n $pcnsc while a falL in thc er.$ ,n..mc nDy be due to a lall rn r\er
quxlir] or due to laproper deplolhcnr oiturls. a rne m intercr exp.nr.r nry i'rdicde ising
inreres costs. By con!denng thc asct utiliz.tion rafo rnd rhc \ll\l collc.tir.ly, it can be

obsud.d rhrt du. ro iixeresl Bre strucrurc noli.g upwards, tlrere lrculd hrve bedn I nsc irr

rhe ,nl.rcn c\pc.s.s that $as nrore thrn the fte in rhc inrerest Lnconre. thereb.v squcczng (hc

spread. On the orber hrnd. rh. n$ct urilizdion has nr!rx.d indicarirg drar theE may have

bccn r rise ir lhe toral i.cotu oilh. ba.n A iall in spread\ xnd a rne in dic (olal irconre

imply rhrr th. br m.l have shited its fi,cus on t.-bxscd aclirirLes due to $brrh rh. oth.r

rncome ,n.reased rhcrcby incEasins ,re tohl ,...nc. Srclr a slrln m activities may also b.

dnc ro lherisin-g lfreresl tos

Liquiditl: A nse D the nct loans to rorala$ets mly b...nridcrcd as a lall io rbe Iqudilr_ t1

rhe bal]I tlo$erer. sulh ,n inlarcncc camor be dra*n unless (h. lodn ponfollo G examDed

sincc an,.dcas. nr s|onrem loans could als. have.on.ibuted ro r increase i. nel lor.s

Brnks rrc ardd .n lx.lous parameter based on

ODe popularly used rs5essncnt k rcLred to a5

5rr.iti.. clory of pcLlormance.

tiordcial ond !on.inancLal pennrmd..
CAVELS, sh..c c&h leter rele$ r. r



NoLV. ler rs n.d our the various neantrts otrcrDms !.d nrki ot the XyZ Brnk tion rhe

A, trIeasuresof Relu.ns:

lnreEstnargin= ldrrr$t lnconc - lfteresttrpcn*t /Eenine AaFts
= [69i0 ]rtol/90000 = r je%

Nel Profrt Margii = Net lirconc i Torxl Income = luo r69jO= I I 9,r %
AsscrU(ih/afoo=1orxl l..ome/A$.6 =69i0/1000000-6.g5oi
Rco6 0lAsse6= N.r ln.ome r A$.s= 3loI1000000-o Sli
EquryNlLrlrither=A$esi E.ltr y= 1000000I TOI]O = tq tg
Retun on Equq,= Ner Inconre r Eqniry = 3ll] i 7OO0 = I L 15ri

Liluldn!Risk = Shon Term Securitlcsr Deposirs
= 15000r90000= 16 6rei

'(Bilanccwnh Brnlis. Nlode! At CrllAnd ShoftNoric.)
lnr..cn Rate Risk = lnrere$ Sensirne AsseBttnroFst SeNirirc L,rhititt.s

= Llcditrm Qualn_rr Loans I Asses

,oLlotrrDg (able g,!esa tis rxrios ol a codneoal ba& li.t rcar.
ao,icomr.nr on rhe pefonnrnce olrhe bdnk:

G..,,, NP.ria^



T$lel: CRR. A.hk Ritc, PLRand DepositRxtc

Rura Bankq 3s on an Fn.ray
2 PIme Lendrns Rare (pLR)er.resro rve maior banks

sor..e: r^eer y srarsr !a suppem

3.3.2 Srrrurory Liquiditv R!tio (sLR):

The SrR is rnainrain.d ,n lrquid and ned .$h nshhdnrr The SLR is to bc li.ntutn.d ,n
lhc iollolving lorN r iD.ash . or in g.ld rrlued at a price not cx.c.diog thc clnenr market

tnce, or in unencumb.r.d apt.oved secuities valLLed ar a pi.c r\ src!ilied by rhe Rllt fronl
tiDc to tinc The .urn puQose oISLR ir fu pr.vde profirabitity xlorg lvith liqrd y \ioce
the tu.ds \duld be parked ir int.rca ticlCiog Sovemmenr and orlicr app6v.d se.uririe\
A.c.tuting Io the Banking Rcgulxridn Acr, 19.19. alL banls in I.dir fu r{u;ed ro mai ain



C ft sonds tbr c.pnrl dequacy It is mcrsur.J by sizc oirhe bark. \ioLur. o'
i.ftnor qlrlity assets. llxnli s gtu*th, Rcrrn.J cdm,ngs..nd.cce$ ro lJp rl

A lt $ands forAser qualiry nersur.d by Volrn..lCii$ificai oos. Sferirlm$ri!.
l.ans.\'olum.ofaoncenturnmsr.d\1tuner.dch&r .roliDsidertrds!crions

NI Ii $ands lbr ivlrnrgeme.r qudlnt Th[ is a qn.Liotnt DearE qhidr Aes nsk

ninag.n..t policicsud pncerses as indicari6 olgo.d mxixgcment

E- It *ands 1br Ernring! r'h,.h rs.s quantnarne DensEs lile Rettrm on 
^$cs,\lrcri.L cDmponents. and inc.ne and .xFcis.s, Adequa.y oi pFrrnons lirr l.ad

lo$A. Qujliry.l ornings . DivideDd prlout ralro. Th.!e tos fc ronipr'cd to peer

gDup averages r.d bdk\ o\!n trcnds.

L lt rtxod\ ror LrLtrdirt. This nexsure takes inh accounl th. cru..yoltbcbanks
nefu and pote.tirl sdr..cs oa liqridity, inclunurg tL]c nr:nglh .r s tu0d

S ft $Mds torSeosilivnyro rrrk$risk thLs nreasure r L\cdu ndtar.nic dcgL.e ro

whichchanges n crc{nrcr. cxdrang. rates rtled the banl \crt rl

Rrtiogs rrc $signcd Ior .adrcomponenr and rhc rdrings irc assig cdora scxLe tionr I n,5 Jr

dre rafnH anrlyns ranscs bcdreeD I 0 I 4 rhrlbMk n e.Fot.d.s sound in cv.rl resPdct:

baDk is Lnrerpreted as tundrm..till! sou.d rith
nrres lionr 2.6 i.1 rh!1Lmk rrqrns Not tlnn

il nic ratirg Fnles nom L 6 l.l (lial

n dc$ coirectrb e !crkness: ,l Ihc r.ting

].] RESIRT'tr REQl]IRTNIENTS RATIO:
Rcs.rvc r.qrirenents re nrantl]brr ilrh. 1i!uidit-v in tft
and ,lcv.tr . sitrlle nNrarce ol delidlt in rcp.lr.rt to

Jndrnn c.nt.rt. tlrs..csetre EquLrenrenr\ rre citgDri^J
! crsl Res!n ! Rrtio(CRR)

Bi1t,

baDkin! rtiem A b bo trrscn.d.
deposnors ij io be arddcd ln rhc

3.3.1CasI Res.ne Rrtio (CRR):

Thc CP,R hrs ro be minrrincd onL! as deposns *nh rhe RBl. or .ash bilanccs in the
_.Lrcn.y rlrc$. lhe curcncy rhdsf'n madrin.d Ddivirlurl buk lrrenns.s. btrt is

deened ro b. patr olRSl Tbe cashdet.nl.d*ith $c currcn.! chest Ls deenred ni hj!. bccr

deposirel trirh the RBI Bxnks hrvc to manx.m thc cash brlanre $irh RBI for r penod ol r
tbnnighr tlxnls hav. ihd udlibilny oldistib{ting lhe Ese6e nra rnd..c dcPcrdiDg upon

mtraperiod rdrh u.ws Ac.ording to tlre l!1e$ dtucriv6 (lloftobcr.l006l bank\ at
reqrired ro rroinrrin min,nld CRR balances up lo l0 Dercsnl ollhs (oral aRR requrcmeor

o. dll Jrvs.lrlic bndsht Eut on the Lr( day olth. linDiShr, rhe roraLurnoun( olrcs. cs

requftd tu. tulnlling th. CRlt requftme.r hr: ro be nrintaiD.d w houi idl Il therc is

shoftlolL, rhe baDl is coNdcred a dchulrcr in mcding rhe C RR lnd rtenal'2.d.

Strlutoa Liqridin Ratio(SLR)

A11ba.ns xre EquEd t! mdinhin rlrc prcscribcd CRR nhich ( ii 5 9i, with.ltect
tlre lort.shr beginnidg 2 October 2004 Fufiher, Resea. Bmk olhdia (Arneodme.t)

2006 has {loor rrvay with $c llool and ceilins rat or thc CRR to bc maintained b}_

A..ordinglt, lhe.*atutory mininumcRR.ll pcrccr no longere!n\



2) Given ihe fouowils latios, coment o! the asset qualiy of the btnt.

Yed2006 Yer2007

Creaii/d€posit 44.6sn/" 46-18%

rnvestrentdeposit s3.64% 50.60%

lcEdit + Investnert) 16.31% 14.91r/o

3) Expli! the CAMEL mdel.

4) Dismss th€ feat$s ofCRR.



SLR rt r nnn,m!n ratc ofl5% and a nraximum.l,l0% oltheLr deriao,l xnd rinc l,abilirics

1[e miorlnrn.. F.riod oISLR G aLso a nn(n,ghl . b.gnDir-{ a loirighl r]l.r rb. r.poning

F.dxy. futherthcrcn oo ner$llitypcrmntedinSLR mrmr. xnr..lvhich implLesrhrl 1009!

.1rh. Sr R hr( ro be mrfta,ned.nrdrih bxsis

3-1.3 Net Dcmand !nd Timo Lirbilities {NDfL):
NDTL s broadL-v rhore lnbihries orbinli in lndir. which have

stslen and dhcs: l( is dre agsregate ollirbrhti.s to odreA

beEn $ur..d no'n bannnr!

rn,l net inrsr bdnk liibilitlcs

i\idinhr b hlirbilirirs= li!biliihsorthcbanking \yicn les 
"$ds 

\ith
Herc. tl}.e dillerent casej mr] arisc: inler-brnk asscts rrc rqurl i0.

ihrn inkr-h,nk li,hilitios.
lar_lBL h ! posrtrve tgure. il,sidd.dto lhc liabrLnret rL, olhers

i\w( r..l.s ihxr ifte,'hrrk lirb,hlies

ln rase rlrey iE equal. rhc n.r ofttd is zero. Md io crie th. diJIrc.r. n neg..ve ie
ntr.r biil xsels are giearer rhrn,nr.r bank liabiLnes. rLrc n.lr11..( \ri1l lr igDored n

NLrIL r measuretl on evcD altcd cfrid.ybtbrnki th.*liidxys.Ftetnredr\'rrPodrrlr
Frid.ys'. ll rhe ..noni.g FriJa! is dc.l.rcd a holidrr rhen rl. prcvious {orkirg dr} |
Nn\id.rcJ tor nairg lhe NDTI.. Frtn the lc!.| ol tlie )JDTI obrr,..d od rhc tponr!
Fndr] .rh b.nk d.dlc6 those hrbihh.s e{.trpr.d lionr.u,nlenrDrt ol$xtrtrory rcserrer

rs rnool.ccdb\ rhc RBI liomrinetoinre

lll$tirtiotr l) ErDk ri lix,.Dnrpurcll $ _ Lib, tr.\ roodNs lR!1000fo,.wlr \LLLb.n\
tu R J00 or bnl it n(r-b

NDr.l = LiLh Ln r\ h olrr,s ! \rEL rinter brnl

(rlNDrL= 1000 1100 r00l= R\1000

(b)i\DTL=1000 I iao0.j00)= R, r000iNltsL

l,rh,l i- ru bxnlxsi.6r

l.l NDTL= 1000 + 1100 l00i = 1000 - 100 = R: ll00

sqg.ntd lruciscllC,rnL i. tallo*irg drrr. rs$! tlr li k\ pe'lonnrncc b! (3U li"g



lhc parnmcr.s nic.ti.ncd rb.ye do not Em.ur $able ar ailtiJ..s This [rianoo rcn]h ir
cr.rtlon.ln.r fi.ancirl instruments $rth the oblectircolb.lnsrns brnk s ptufir and qro\rh.

Ii.onsiss ol share crpnrl .aNed lronr thc sharclroldcd. shxrc.rr rl represenB o$Deshlp
.at{rl Thc nulhorized capraL is Ihe niarlnum crtnal $ar d brnk Da} mise as p.rnil.d b}
RcscNr tsrDk ollddir Ac(rdi.s nr RBI Sudelin.s ofl J.nnaDr 2001. private secror binks
lnnirll! d.ed shrc rrpral ol Rs 200 croLc, $nh a romrnrd.nr ro i.crease ro Rs 100 .rorc
u hn tlnee year Subs.ribcd anJ na,d ut lluiE crpitaLis the achral cxpitrl btuughr ioo rlr
bank lhc shrrchold.d arc rhc,Nne^ olthe banl and sh.re irs riskr.0r.fts and losses. They
ba\e areldlaLrlainr on the cirnings and $s.s orrhe bd.k Th!y enjol lnniled liabiliry. i.
habilityonlyro rhe extenr .fdicir shrrc hold,ng Onlr Equit] share holdcsrrccfirl.d o xr.
ar tlr brd[ : mce.nss. rhus controh]g the manag.nrnr They rrc rrrd rhetr shar. ol rhc
bink \ |rroftr alter lll other.LainE arc md, md in rhc .!enr drrhe hquidatior olth. bank

rheyshare shxtev.r is Lcn rhcrall {s rrcdr06 hare bear paid
. Pt erluc: The na. ralue ofan eqritl_ sharc is drc rrllL. srdred in rhe nremomDdum

rnd rvriften on rlic sltr.c s.rip The l)dr ulue ii senerllll Rs l0 or Rs 100 h is rl\o
kn.sf as h..!ilL,.

Issuc Price: Th. issu. pri.. is (h. pnce dl$hirh 1lt equityshare is issucd lt.onsss
olpar ranLe xDd sharc prcnlum

Markcirrluc:Thenarketvalueof.n.quitysharc
tLrc nock exchanae lhe bank has ro bc lnrcd dr thc

is inaftial p.rlonnd.c.n,l gro! h otpofluii.ei

tr rhc p...I Rhrch Lt rs trded ir
no.k.x.hroqe and dependilg on

nrrker price is d.t.flnin.d at

Ll.2 Prelcrcn.eSlrxros
Prcliro..! lr0nnl refresenG a hybrid lofln olnnanciIa i.. it hrs s.me chfacre.inics ol

equnyroJ $ordnbules oldebeDturs. PrclircN. sharesarc.nrnLdl. r ti{edd,vnGnd but
the prelirencc sMrchold. do n.r enJoy r.lilg rights P.elerence shres ar. oltr\o ryp.s Likc

crnrLi(ilc ahd noo.umulrtve p.eli.erce shres. Funher these arc cnhcr r.dc.mxbL. or
pd.telurl The mor inpofxnt leature ola prctircncc sh.rc is rhat rhe shrre holde.eoto)s Ihe

nsbt ol prynrenr oldniderds dnrlns th. lilc oathc brsincsr rnd in crse of temmatlon
prcferncc slidrcholdfs enlo! re$dudl benefits betore rhe ordnrary shar. holdcr Rcdccmbl.
prct rcn.c stims rre 

'edeemed 
aRer a ceftrin period. which nakc rh.n smiLr r. d.br

mnoment. whcrcas P.rpcturl pr.teien.e sha.es de no1 releemed bur Emain rill rhe balr]{

In Ihe case ola cunNlativc prclcrcNc shar.. ilrhc divid..d in tdrulr ]err N skrpped, ir r
cunarlated to bc p0id in nrc tollowing $ar or yers. rhdreby cro! ins such prcference sliarc
h.ld.r.xtrr lssurance on their dividenn exmings.ln rhe.sc olno. cundldrile pretLrcnce

shrie. on the otherhand, rhcrcisno such provision

'1.l.3C0ntenibh Prcfcrcncc Shares

These prelcrncc sharcs d. convcdibl. hl. ordinrry.qL y sbrres rlier a ceftanr period ol
tine Aftercon!.rsionthcsc sbar.holde6 .nj.l dlllhe.ghNol o.dinary shareholdes.



TJNIT tV

Lclrning objectivesr'lhis uotr a,ns

basic conrelts.l A.counturg Aner

lerm rh. loLhrnrg mnrers:
Source.lF,na .. i. DmIs

ro pr.!ide the siudenrs *1rh an inkoduclioo lo tlre

s.inq though thn Unit, studenG {ill be oble to

Sour.e ofFinincc in Ri.ks:

I Fi.arciil lntemeditry dcs as a vital Link bet$ccn rhc salcr oltunds rnd lscr ofnrnds

oblio$ly, irs source.l r.omc Nould be liom end !s.s olns senices The d.posls arc

thentrlrso rcsoltunds n)rrhe bxdks Thc.lhersou(es.llirndsarc equity and r*ene\"
ud bonolvnes. lhe bank oceds io rahe its sourrc\ olll.d *irhi. regulalion! The bx.k

leeds (o decid. on the soures ol tunds by making carelul rnrllsn ol lhe folloq,ng

. Vdr,tt j lhe matuntl oltbc lnstnLnred llur,s usddbya bank lornisi.g.llnnds r
r. n.ponaDt lictor Dep.rns hold.s aF iio.r dr\€rs. ba.kelounds and IheEltre do

nor 1[v. tlre same plrndbg hotizon a0d the)_ n€d thcir savings brck ar diltir.nt

toinsofrnn.. lhe Lrrnk hx\ to pl.r lor the matunty oldcbt insnDeDr Like bo.J $
rhe prin ipal needs ro retrd r{ thcc.d $ith norisk oldehult

art,/rlndr: rn\csr.s rcquire Easonable rertrn on tlcirdeposits The bank has lo

radc-ollrhe Etum on thd d.posits{iththe expscted ri.h non inre$ms thesd funds

nr i$ets su.h ts loans or nrresi.renc

TN Inplicdtiors : The lptli.abilit)1non-appliabllity ol rax on the nNtrument is

oiher vtal hrtor nr.onrde.ns $E inr .rcnt Ifthe bank tretas to bonow from a

parrul[solr.o,thcalailabihtloliundsreorldbcderemined rheexntinerdnles

M!tuet Ca"d it,L\:Iltc scmiment prevail,ng i. thc mket ofthat panrllar ttPe ol
in$tume and rbc rr"to.sc lhat catr be expect€d has to bc considered by rhc bank

whrle decdng o. tbe mode ol,nrlrunent thar may be used lor.h3nndnrg tunds from

Relulatot! Fm,arark : A bank has to tunclion wnni! the sttug Egllations nr

lorrc RegllaroD f_r.me$ork olicd lcads to detemmhonor onc sourceoftunds dver



Cr.dn .xknsion and inve$mcnr insccurries. bolh r!qun. brnkl ro mob,liz! d{osirs he&il)_ ft0tr' rhe

.\.. p Do 
'hr mn m,lbtr, r'd' I'l i u 

' 
L" dn\- h'

..pihlMrlt.t. Ba kr rr. no\ rbl!!o necapnaLbolh inmrionrlrDd Ln(lntrroul fttrlicr' D.posirs

sih.rcd 6om rhc Lo$lmrkctr Icconsidcrdtrs th! orim.v n'ppon lor !sd, in fttnv btnl.l ThG

s oprn.d Lhc s!ol.oareb,l bmkLng in lndir

D. i ,, .''s rcj l o ''' 
''l o

'" '' '";
rhc{ pnddc\ rft d.pont crn be brcrJLy d.$iticd inro trd.dlo[ r]d non krnsa$ion dePo:irs

Tnn'a&an )..rm^ A defosir shi.h l$Llnrts the rccounrlroldn I nlgori$Lc or

r.rdmbc r{.umcn(.hc'tue r Brillcd o.d. of rnhdra*!]. I telahonc ordc! ro rrnsfr
fttr s. o orhr. trd'ill m.xns olmdkii-! l)]ymens rnd rGi\i.rir-{ onics ro drnd paaa n

rtro\f, ri r rroltrdLon r(oun!. C!(.d r.cour .nd srirqs accourl f. thc mon vidclv Ged

)io -Tnns!.h,, .atrom^:\Nhttr rlt deposir ilcoutr1 dos no( li.rlir . rourinc paJ_d'di or

trrsl$ ortutrds lnr o!l,r.rn$.rion prpos.s. r will bc l'rro{tr rs

lvlonfiin,l,r.umpl.sofruft rccounlsft rli.bDideposi(.c!ou'n

.i-.-, A..o ni i. (rd.d {irh rhc obrdiv. olDroridLn! -..r\cDi.nc." to tlrc.unomlr Cuftefi

A(oL s od b. obraLn.d by i;dividua srprtn.rship finNrlrtvrtc rnd tllbli' Limir

compaiisnlUF5rst.ol.cdrsocirrcsrsocLcri.srnL( d! l( lJcincaroprdnig r..ounr' th!.u$otr'''

lrn!trsiLy\ hdF* tund' liom tli! ctrr1or rc.otrnr !!Dg I .h.quo llL!ihr)_ llolvcl.r. b!*: do requirc

th! iaiDr lioLdr ro dninhin r c{hi amornt olmminuD brbncc.odlinuoNl} ln soi'! cxscs.

' ^ n bd 
'nd 

ir 'h 
^ dir

1.3.,1 Srrings Brnk Account:
srrins R ik Acemr !llo$ cnromds ro save d pdn oldrcLr cun.nr in.oDc and *m intcrcn otr

d,e[;ring" Tl[ 
'r...npturd.d 

Lnrhe$\inls N.ount i5 coni]n.lv re+lrtd bv !][ Rs'^'Brnk
oahn Th. Srvincs tsrnk Accounr also hA ch.qu. f:cilitv b !lrinirednumbso'ch'quAlanbe

"rirlm. 
Tl$c ri.ou s crn bc opcnd by m! cLlSrble p$oapssons nnd 

'cnaD
oqrntarionnreen .s N pie$ribed bt RBI Srftrg! br.l i.counr camotbc op'n'd b! binls inrh'

lvlutriciprl CoeoiliodCommiIcc

v.dopoliLin DevclopnrnL A[hoity

SLardDn.icr Levd Holsingcoopc urc Soci.ties, Housin! Roards

Aooi op Ln.o sudo { \lo"



'1,l.1Non Conveniblo D.be.lureVBonds:
Dcb..{urcs ar iNtrunrenls aor .aNng lone id.m debt Thc bxnk mtres lirnds as dcbt

,nstuncns an \hich lixed i ercs is paid unlil nrarunry and (ho rnnc,rrl is repad ! the

'1.1,5 Conv.rtible Dobentnro/Bondsl

Stxighr debentures rre conne ed h dqun! shar.s tnlly or panialLyalicr a p.riod normally l8
r! 2l nontlN nomtMrinicoiis Le ofdebentures ln tully Corvert,ble Debrntlres all rhe

debcn(ures g.t ..n\cdcd into c,trity nrares. PanLy ConvenLble DebeDrures hare t*o plrrs

on. G colleted ro equtyshaEs and rn.llrer .onrinu.s as dcbcd(urc

4.1,6 l.loltinc Ral! Bo.dr:
llese in$rnrents hrve an nneren ntr Bbth r pegged t. ..(r'n
like SBl s Fimc lcnding nt. or LIBOR 'lhi lrelps the balrl fronr

,1.1,7 8\tern!l Conmcrcirl Eorrorringi:
A bank.r liia.rirlintcrncdiary, wbiclopeFtesat ntenutionallevel fturrdrngdollrr l.a.s,
\tnrticarins larcign .oora.c. xssisti4 n4ofi ofequipmenr hrs to Dosress tu.ds rn li'eian
exchange ECBr rrc a ryticrl loh bascd rv.nuc wirh int.rc$ paymerr nr the cunencl

1.2,i Sh!.c Prrmiun R.scde: Ths rcscrvc n cr.il.d $arntoil_v nom the premium

.ollcctcd fromanyerlun-v issue. The rcroun(:lould br uscd onlt lirrtb.0urFosc sFccificd in

sc.lion 73 ol tbe Companies Acl A\ per fin sddLon, (h. .s. . mr! b. appli.d by rlie

inrcrc$ ratc as bcnchnark

adre$c rilecr of the np

ksuins to mcmber of the bank tulLy pld bonus nlres;or
Wnli.g.ll lhe o..hdin.rycrpcrscs: ar
wnli.s oll rh. ex nscs ol oi rltr comnissioD p.id or dncount atlowed on

i({L..ldmr.r.' deh.nrres: or
PrDvidir-e tbr tbc preDnrnr prlable oD the rede.plin ol r.y redecnablc

Ircl€rencc shdrs or d.bcniurcs

.1.?.2 Debenlure redeDplion R6enc (DRR)r Th's Esrye is ured $ reJ.cn thc d0bcnnrcs

i\sueJ br_ lhr brnk Thh is nt.nd.,l ro be a gumnteeto rhe inve$ors thatlhe debenrures till
bc d.tuitell piid b..k Secuities lnd F\chrned B.dd 01 lndir (sEBl) sp.cincs that a DF-I{

hxsto b.r arcd ililic mrturityolthe deben.ure excee{!s L8 nronlh5

,1,2,1 Rcs.nc Iundr Every non scbedulcd bmk should mrintr,n . rcscnc nmd aM beloE
d:clring dNdln,L lbr rhd y.xr $orld h"Dsler to $Lch nrnd at lelsr trert)_ I)drccnl ol its

declared prolils ,n rrl ooe y€rr Thn should bc hllowcd cv.rl' l€ar lrll dre nrnd equals its

pxid.up capnal. The xmoun. io the.rdr.l th. tund n ro bc nrlsred i. govenrnrenr

sc.urir,er. or r s.curirics rcrtiorcd in the Section 20 olihe Indirn trLsls A.r, 1s32. or in x

, 'obopld\ra 'id'icll rl



,1-1,5.1 Rrc rring D!po5it scheme (FD)

Under rhn s.h.ne. a fixcd $Lm wiU be Paid bv Ihe ctrdomcr md rill bc depositeri $crv

month for r prc dctemned Friod Ar rhe cnd olrhe pdnod, the deposrornillbe prid $c

toul inount oldqrosit lnslallnrents \rith deren Nlinnnrm and flarnNm d€p'sit pemd5

deusuall! l2 aDd 120 m.ntlN Espech\el!

To amvc a lre amol.r onmnrnl]- thc tuluEulu.ofuDftrl! rs.al.ulated ar lall'wing:

Nlrturity of RD=RD innalhent (lvlFA nik) wlrere n and k are rhc number otporiods

o o( ic'".'rep. i \

Note: Besid.s the aDrual romponndins. iirhe inteftst rs compornded monnnrrquarttdtrh'li_

yeanl (hc elfecnft ntc ol intr.e{ f.r nrch poriod rill be dillirc.t liom the nomilaL rdte

quoted Thc .llective ratc caDbe comortcd asgrven bclorv

m =FLcquencyol.orpoundrngp.ryea.

For r nce. ,f rht nomiml .ar. ol iNeF$ on a l vear (emr d.pasir is 9 5 P'rceDr and ilthc

iNeE$ dou is coqou edonrquarlcrlv basn lhcn theefech\c nrecanb! a$cssed as:

1l Nhrt is lhe mrllrity lalue olr monthly re.uning deposn olRsl000 Pd month ib' l'l
nronrhs. ilrh. nnerd{ ratc ist Detcnt per annud.ompounded q!.nerlv?

Ericcrive Erc = ( l+ 09r,1)r l= 9.ll%
Rare olinrcre$ per nonth= 09ll112=0018=0l3vo
\'larudryr.lLc=A.FVlFr\r.! (wb€rcA= Pnnc,Pxlrmount)

'=l'':l '

, [,T]'

- Rsl000 ll-kJ"'l

: looo tE qotsj:.1



olhf drn L,qlidny. {hrri rlf ssvin8s
lorLJ also pftlcr 1o rn inrr.s .n
d!porns This r.ou.r ..xbl.s $linss
rhtrn r5 drls ro r0 rois h n Tda)s in
liom bxnk b brDk rlnh... dic iit.rc$

Ba Alcdunrs rnd rbc Cmenr Accounb ensue d{os 106

th.r lrplus b.lai!!s Fa.ilir.hng rbn re r]t hrnk s rrm
phns lor tuidr rl,ar cri bc l! os r d.po\il lo. i ptriod mor.
ca$ olbuLl d.posi6.Ih3i,{eoli,rk'e{ otr su.lr deposns lai}
, cs on rhcs. dlposc .rn b. _6xcd_ 

or " loarinc'

wd.r rDd scN. SlDiritus! Bo ds

s1 cl.lbook Pu.6ri\rrLnecor0omnons

Arr- tdlrns, buines or prolesioDrl c.icrttr wl,c,hs ilh concfn
piop.dr.Jrparn.6hip fi rncompanyrrsocirrion

UrLik.rhr.!(c r rnJlL!ivingr r.cotrnr die t.rm d.pos 6do ior inflio.! trlnsrdLons Tbir non

krnird,onrLrrp. old.posir !rn.l,or.rcr. b.di$incd Lnro rMrous crlcloier dependingon whcdD
$c cdncr rounr is dlposilcd d onc rim. or.y(tr per odorriDc, rhdhs rhc ru6r is.onpounded
o.qnhdnwndr.gurar i (rall d!. Thus, rrm d$ori6 canbe 

'n 
onc otrhe lnllowiig aons

Trble-l: NIo\cmenr in D!pn\ir lnrc' !+ Farcs



and lrusleosd t. thc

3) Civenthc inrerc$ rat ol
one year, calculate rhe i\sue

Qua erly nlerest arornt = 1,00.000 x

Hally€dly in{erer amount = 1,00.000

Annuil lntcrc$Amount = 1.00.000

savinss brnk account. assldinc a re-inveshent ktc of'10/o?

io 10/2

Dn..nnred Nl.nthh ln{ere$
(Lr+r)
= 1 .00.0Ql1 :lLlll
r2+0 04

'I.3.5.,I CASH CtrRTIFlCATE

Undcr this schen., thc marunll lahc rvill be I tre_detemrned rmount The rntcrcst on

depo$(\ is rcinve$ed at quancrly rares and h.nce theE will be interest on ntctcst A dePDsir

rc;eipr, which sives the derxils oldepo5i*, *il be nsued 10 thc deposn.r Thc.rinimunr and

maxinun ddrions Me tlre enc xs lor (he rcinvestmenl s.hcne The r$Le price con bd

adved at usingdrepresen( laluc priNiple

hsuc Price = Facc Vxlue (PVIFA 
"r)\ehcre, n = TenororPcriod

l2 percenr t r otr a ceftili.rtc having

pri.e of the crsh ccrtifi care

= 
['t;.] 

''

0,1
-l=t25s%

(l-k)'

- ''- =R(R!B5



.1.3.5.2 Iired Deposii Srhene
in rh,r schemc, r srecrfic amount !\ depositcd br r lixed r.rn dl.ns lvhjct rh. rmount

, B. fe. oor, t .! L rt dcr .r1r.,. .., , t. ..r " 
. {

'h..'-.(..I ll heloll
the renr.s edned will bc n..e .lFn rhose tor I quadcnj- reDarmenr To j\oid thb. rhe
fi.rcn rat rh!. is paid iirr I oDnthly wirhdfux al schcnc sbould be trhrhrlorreinlc$d.nt
it dullnot_vlcld fr.rs thmrhequa crtl, rerurN

srpposc Y =x(1+r/6) +xit+r/r2)+ x
shcr.. x = lvlonthly inreres.mount

Y = Qlderly intercst amount
r = Rc,nvestnr.Dr nrc lorrhemoDthl! i.tec$

Simp t thr rhoLr rqu.iion

l\ t'.;lljl
IiJ

It

L2+r

D,srounted ivlonrblv Inte.e

(l2 r)

P.ncipaLr|ix.d Detosit Amounr

Rcinre$nrent Ratc 6r $e monthly imere{

oiRs 1,00,000 with UBI bann. rhc inreftsr rate is l()
interesr anronnr ilprynenr G madc on a quarterly.

caledilt intere$ late ilthc imdrs$ n rnhdra$n everv m.nih

5L



UNIT V

LJSES OF BANKIT]NDS:

Ba*s are p dins credit ro d,fcirt cateelrie\ olcustonreA Fdr noi olrhe b'fto$cd

bx'* cred,i$ rh. prinary rnd chcapc$ source ordcbi fin.ncins Bo$ dcinnnl rnd sLppll'

ndcs olrhe ecox,my nc.d blrk cr.J Consuners need bo.t cEd b tuc rher teAonil
lL$ilnics Nhich co.stitNc the demnd sid. oftlre econonv, lvhereas on thc $rpplv $de thc

neel nr rrcd{ iNes lionth. coQorrte aod govennnent sedo.s cDgalei in nan0ii.rurilg

radnrg xnd s.^ices. Bhks are plalne the pridary olc ol chlrels .l d.nicsic and

coao;at $vm-qs ro podudNc pnQoses Al rh. sxme rine a brnk e'anG credn b Froduce

proilrs 1b. t\!li:,4 bank cr. hnd only iln i5 rbl. t. take on r.d nanage cFd risk that arises

liod tlt qualit) olrh. borover rnd his busnress Morco!.r on lecirlidg rlre credit r'J s

ttulitrbilit-va bank hNtD tade otl b.trvccD i eFstnrd and liquidnv

. Fund-based lcndi.g: This is the mosrdnccr linn olld.d,ng lt ir grrn(.d $ i loin or

.dva... Nirh an acrudloullow ofcrsh rD tlrc bom$!r bt drc bMl aorl n $rpported

byFrnne and r.r.ollxteral securnics

Lca.ning Objectives;

This unn a,n\ to prolide rhe studcdN \nh an ,ormdrction to the ba\]. conceph or

A..ountiDg Attdr goire tkougb $n Unit, studenL *,ll bc able to Lerm (h. tnLiowing

. SpecLrl twes olloans

ala\sli.a.on ol hrve5hcns

Non-fnnd b$d lendt.g: The'e dre Da tunds outhls lor the Lrank at nie nne ol
cnlen.g irto in ryrdclncotBitba corn($panyon bchrll ofdre brnk \.uromer' Mor
'todmgcnt Lrahhties ol lhe bank, nor. prnrinenrly l.ti.s ol cred xDd barL

gnamnrees, lall undcr this categ.,r-

A$el-b!s!d Lnding: nr thN qld ollcMing, the bank looks primfilv or solelv !i tc

ermrc.apicny.rlh.a$et berns linxnrcd lorjeni.ing i$ debt sP..i0lised leodne

pracriccs such as...urniz.tion ornricct finance lrll urdcr thF crrego{



4.4 eariicipalio. Certilicates:

A pafiicipari.n cedlicare is a. i.$rume arising ftom
'this,s d. i.$nrmcN trhdrebJ,J banl.an reLlorraffli.
.ll..r The nN.ancnr shrch rcprcscn{s a haE h rbe

cerlifi.atc. rhoal$ hasa rith ro rhebonotrcfs pLedsed

a scrlred lo.n extc.ded bl rhe baok

b r third pant eho could b. aoother
loatr extcnded br the hoider ol the
as.t\. is suinrtced bv rhe banr

4.5 RESTRICTIOISON RAISI\C IIUNDS

Due 10 the i.crcasns ruk ofdcinuk rssocrated {ith ,ncFased bon.$ns, cefiah h.rirs havc
ee, l 

'd 
o L borl 0 .,, .o,r . rt .pB 

. .." 0r'. i r'ron'o 8 ,. .r,.",.. , 
",h orol ."Jrpo. 

'.r ',kpo.ro.\,. Lt. o-.1)\ L,pn!..eob,.
Ior workirg.rt al Loan tr,ll be evaluated on rbe basn olvxrious o.nme(cs dnd r,.ntd h.
!rxnr.d rrenam li,inrr b Lrhicb n cdnardrt rhis toa.

Ne-c"."d

ll 11 r deposiror oF.ns !
oLercd,s 9 Dercent tb. one

tbr three years nheme (i)
orRs 25.000 1nr a rerod
rerr€im..r olRs rs 000

2) Cilcn rhe Neres mt. or l0 perccnr pcr rorum
l0!0and.nel€ar..alctrlak dre is Lcp.i.e.n the

reiDvc$ncnr rcrounr ar HDFC baDt trd The inrercsr are
year sch.m.. l0 percent lirr*o l,eas s.h.mc ud II pc(eni
Asccnx,n the mrturir' rm.unt for a hdttyearty rcL.vennent
ofl ted* (-) Asc.rtaio the maiur4 dmounr tor a qurnerjrl

on a ccnificate h.\ing a !aLu. olRs

l) c.mpule rhc nrll.q vxluc ora nronthty iNtalrnrenl ofRs?jo rjjr t,1 months. itthe
intere$dptlied is 10 per..nlpa .nd hcontounded qua(eny

.l)E\nlJ r rlc fc. utu.!l,lLtletu rrrleiotrr.o,ni



(iii) Lom Stndi.ation: L.rge pqe.6 Deed hug. rmount ol tunding whrch mr! nor

"... ".-. 
e_ pole 0 ddlor "'di

.."1.4*" -.,o-tu ro,b, <lrr"d-' - .o'' o\ '''
i, , , .; ".". 'o ' 

bon r'' -
"d.bro; 

afthoueh thcrc r r single loan ,grcement contrcr Ths s 
' 

popular ncr's oi

Uono*'nq r,rnds br meFers;d acquNit,ons aM intcmarional prcle s ltre svndi'a(ion

., i,".,(, o'brr'' o01.';" rle _" i o|Jn
n ,"0 o.- ,o.,,,i '' p 'oti 'l;.., ,, 

"*' 
, 'o\e ' do' 'pr'r\" 'o 

-J JP.
brt;io' p.nicipants Jdn:orbanls $m.lLLstamargi. ind no Fer- 

(tj Loris lo Co.soners or Relril Lending: This lor. pcftaft to individuil

.onsumr; who sek ba, loN 10 purchrss durable sood\. cducNon mcdical caF housing

and otlerex*ns.s The av*aec loai l)erbomwer Ls s.raLl .nd retrvnimt penods 
'ange 

6!n
I 1o 5 !r.6. e\ceFr housLng loans lhess l.xns canbe drsitled bN'd onrprvme'( rcnns as

in allm.nt 10ins. cred .ids and non-iNr!ll.rnt loans.

(vi) Loin5 r0r Asrirullure: These loms are n^tlv shon krn rnd sea$nrl id

ndlrc lhey rc mostly l,nkcd ro NorL,ng capital l.rns, iI thli rhc 10 r is uscd lnr prt'hrsc

ol in!.ntory su.li 6 seeds, tinLlLzer. rnd pesli.rdcs xnd alsJ ro pa! otr rir-3 con\

Somo,-c ion! rem Loans lnr ,griculturc arc given ror in!.$nrenr io lxnd equrn'nr or

lnestock Lo.ns a.c reFaid ou! r,l can] flo*: fisin-s Eom \alc olcrps hx'v'$ed or Foduce

(r) \on-fnnd b,sedcrcdit: LdrcsorC.dn (LCt rodbtnl gulrmrccsaLerhe

c.mmo; lom\.rno$tund bascd cFd hnits gra.ted to botrowers to c'nr o' th'n busile$

Tbesc are non tund based 5in.cthere n.. ourli] ollir.ds lorrhebrkarthe hm'olgnnting

rhe larilil-v The nttmc eanrel li.n these servires is chssihcdrnder n'n_ifieres1 r'coN

Btulisnecdtop cesu abl! nor onl! to eam pr.tit nargins. brt also to bdlrn" Iisk EtLd

ra,leoif: l. caseolabdnk the!ariablccostsolrhc loMs !'€ thc con ol$dbr&\ lrabrliti's'

Tbs tircd cost,n.lLrdclhe trns..tion s.rvicing cosr\ llus aporti!n ol {he orcrb'rds i|zed

lormdiniairins rndnoDitonnq thcaccou.r LoaDpricr.g isdifticull r thesense thd cverv

.'nl ,,nerr I 'r'"11r"co ob qd"n fiel 'JD 'nr' 
p' i"'

''or.r' . lo ef_J o i

trvobonoweAbrv. idertictl'nk prcilesrhcl' mav (rll ..irv diferc't prices A 
'onmon

nreth.dolloanpn.ingisdNrLsscdbelolv (i) (ii) Foreverv lo.n. ar rb' mininrunr.

I otrn p,nr | 
"q 

of rlnd.- \.'.ninE.or. Ri\l p'!mrun' D'''!'l n'nfir mI j'n

lllust.alion I Supposcthe mailntypnnlc olBal]k Vrdln n depicledhrhe follo{ing

rable Thebrnk s i]r$class.u onrer*a In Loan olRs l0 ctuE tobc Eplid ovcrthe

ne\r:l vcas. The bailseeks h haveaner proit nrargrn.l2.5% onrll its traNr'ri!ns

\\ h'i sinuld bc rhe mininum inte.est rare n proroscs to the cu{ome



\ tnoh Pn l.tat 'I 
rl er -

(i)

dc MLnLy lbr liDancing rvorking caFiial.c.!s to thc hor'trtN The'e loans are

reFaid ori or..nrcrior !l .uncnr asse\ td .3nr. These l"is xre \ecurjd loaos

asa,ndLn\.nrones..er.nabbslndo$crcufertrsscs
LoE.etn Lolrs: The long Ierm loans ar. tak byborLowers Jora.qusfror oJ

rixeJ asec or ln.din-e ertranqo.l modern,ari.! divesili.ation plans or thc

bonoNcas im The rnarurit! tcnod olthis lorn r more thrn L !ca. Reprlnrcnc

ftc nrusutd based on tutkc csh noq5 oltlrc 6m lioi rarious burnes sources

.arher than on hquidxtion .l shon-tem a!sc6 l[ese l.inr ar. n'll] disbuacd

nrcethod and rhe ptn.ipaL and i.rerc$ rle reprid dcpeMing.n rhc botrowei:

cnpacrtl u gcdcfte opdrdting c.sh lloes
,tt4rlrtr! C/adri This credtr\ ollrthe most ll.xibiLnv t!iodorcs Rev'Lrng

'e "D rn rcrr're r ' ] 'e iJ n eDi r'
ln.le i o,n .! 'o 'r ' b l

borcser\i ft.r. The an$u.t olthis credit litclliv will b. b.sed oo the 3sc$ed

needolboro{er\.!.dcnvincse.rriticsandb.do$c6 credi's.nhincs

i-l.lsoeoll T\D.\ of Lolnr:
,ul '.n\lorltu'Lmst rp rl c- loo 

'
rnrLl ;d l.rse Th. rmounr;rlorn !vill depend on thc ror[ing..pihLsap r]llllatcd bv thc

boftoNcr. lh; $uhrg cxprtrl gr! tprescots thr bodofea5 t.cd lir cash tff unidcrruDkd

ope'rrn,nr. rller (aking ido rccounl sources.t tunds xv.rLablo in rhe bus'ers working

.;p,hl lods iE n*d;rcd 6 lor.s igrnsr Ilre tnd. sccunhes orinlcntories and ror book

d.tts or rs crcdit linnts agairs bill\ discd on bu]! oldre sooJs and seFrcc! olrhe

(it Lo3n\ rorcapilal Erpenditurc !nd Industri!l C.edil: llreseL)rnsxr'caLLed*

tem loms rhrch harc 
'naMnres 

morc ilian I Ysrr. r.pavme.t sFrcad over tb' lit' olthe

rsel. ordct..ding oo rhe rcpa-ving crPrc !olthe boiio*cr 'lheie L.x'sarc takento r{pxnd'

modcrnrze;r divc;sii thdrbusi.css. A rerdloan lorpurchasc olcrPnrLrscr i dbbuscd lr
lirll dli.r .leducring t suitable nrrgnl Since rctatnerl runs inro s.leral ]:trrs. the bank s

delisi.n to l.nd n;rmrllt has ro b€ bas.d on the lone{crnr casb g.ncntion crPa'itv ol thc

b.do$er. TernilDxtr repaiments and nneresl txyn.Drs are {tuctuEd io anv ofrhe tnlb{in!

lholsh llans can b. bturdlv chsnlicd ilto thfte tvp.s * hin c.ch twe. erch loan has

rlGli rhiDg lerms bNed or rh. P0aose. Ihe .ollaremL. drc rcpavDrent pernid. aM llre

bDflolvertIDliLc Sonre\pc.LrL t!9e5ol lorns tdlscL$.dbcl.lv

R.payrne.r n irlly amonscd equal romdllhaLl i'Errlyr qratenv inrallnlentr

pcriodr reprlm.dt vill L.cludc intcFsi and Prin.ipaLr vdr!ins rmounb

iqrryn.N olpincir.l in equal in$.llmentr ovd drc densmlrd p.riod. \nb incresr

calcular!d s.Fdalely oo d..lnrin-! blunc.s

' Somcnn.s, the loan rgtctrcDt Day .xll for "balllon rcpa]oe.rs" Hcre the bod'w'r $

reqlned to sc^ice or;ly rhc period,c ntcrcsl oler the period ol lh' loon The enrne

principaLrD.rnt b.comes du. oDly on nururity



53 ADDTTION^L ]IJtrTNODS I

(i) Fired vs Flortihg Lor.

when tb. intcrc$ r.tcs aic rclatlvcly srablc. bxnts would bc silline to lend xr nxed irrcst
mtes abovethe raresthey ply [rr shoddtem l,ibili.cs $tenec.nony r n.lnable.
inflatioD or otler market tuEesefect n. then banls hare to:ource tunds lion lhe mrrketrt
vaDing,nre.e{ nt.s Und.r su.h situatiod banks would prclcrro lcnd oDnoatinent.s and

lor shoner mrunte\ II efiect, folngmel.ans td.sJar rh€,nleE!.xtc nsk f.nrhe bank

., trq c.d b oc.'r,d\'. "forlo\ i' 1.,""-.

(ii) Pricing lloaring Loxns:

Once the benchnark rrte i5 determincd. rhe brnk crn delelot rnd use t.n. rI. bas.d

pricilg nodels. Ir priling many loa., a nark up ovd the t.me nr. mry bo t*eo A\ thE

banl dctcnnincd primc molcs np or do*n, tlE inrere* mtes chaEed to the bonolver also

,n.re,s. or dlrcasc. Thc nark-upsonrhc prnne rare bccalculared by an additrve nerhodor i
nrultipl,crt!e nerh.d remred trs tnme plus' Md prifrc.ncs- r.rpccti!.Ly F.r i.$xn .. il
rhe lorn i\ F.ced .s prine : , rhe bor.w.r ltill haec ro pal inr.r.s xt 200 b.sis poinb

(bp, ov{ lhe pfne rate Under the nrinre iine\' nrethod. ,l the bdnk smls r, chxrye 100

basis points above a pnme Dte ol l0 percenr u$na the muh,pli.x.ve m.thod. rho rdjl{mcnr
lactor {ill bc 1.2 ic l2/lo. li practice, bxDks fix a nark up based on the rnk and other

ti.tos. and thcn atrivc at thc prcmi$n lor the tuditn€ meihod or the aiju$metu lactor in

ra\e.l nullipl,cr0rc merh.d

(i)

{i,)

Crselr The prine ral.novcs upby l00bps i.cto ll pcr.cnt.

Tbe lorn pricebytr,meplus mclhodrvould be : Ll i = l.l pcr.c.r

lllustraiion 3 A baDt rvans to charse noating ntes to i6 bo(olre^ as it rrticiprter
nn.rcs rat. volatility thc nct tunrc. rhe present pinre nte 6 l0 Fercenr. The ba.k
*anh ro .barg. a picdiun ofl00 bps olr thc prime mte \hich melhod olrni'in! rt
the floatiry rate should use pnme plus or pnme .mes? wh,.h pri.nrg n.rhod \totrld

benefit rhe bmn noF $hen rhe prime rare (u) moves up br 100 bp\r (b) lirlls bl 100 bps'l

The tnne rate r xt L0 pdcc.t
'lhe premiundesned is 100 bps

Loa. pri.c by additivc n.tlDd- l0 -l=ll percent.

Loepicebymuliplicanlenethod= l0x I i= ll
1l he adiustment lactor = lii l0= I i)

Banks nr.yser the floatingrate !r a le'el belo* the (re\pond,ng lixcdntc dnd

clEg.a tenn prcniuD to corer theInkon fixed Dteloanr.
Brks mayset r. i.r€rdi re .ap .n rhd U.ating rarc loa.s ro lidn rhc po$iblc

increase in inreE$ parnrnrs

Tlc loanprice by the prnrctimes methodvould be=

crse2: Thc princ ratc hlls by 100 bpsto 9 pcrccnt.
'lhe loa price by the prime plus nrethod rould bc= 9 +l
The ba. pice by thc prihc (ines dcrbod Rould bc=9x I



LrblliryAmou.r

t0

20

l0

t5

ti
20

014 5+6.s+8r 11+r216

0

65

11.0

120

-7

Loanpri.. average.o$

=t+2i

Notp l: Ir addsseniceco$oi1%andftkrrreniumoll%thenLoMp"erouldbe

Lo;nprice= c.$ ol tunds - Ser-ic,ne .o$s - RNk Prcmiun - Protn marsrn

=(7+l 2+2.5)%

Ihererore. bmk lvladdri will pnce its loan orRs l0 crcE @lL2 5rop.a

li) Anorherapprach rhar canbeuedto set tlre prolit mFrgin lnr loantansacriors is t' ds'

ir. noL: ro ai"eminant.rnc noE is sen.rdllv set bdscd on nrarker 
'xpect!!o'serd

sh@holdes reqlmd rctums as gileu by
RoF=ROA r EM

ThcrefoF, ROA*illbe rhcFroducr olROtiandthe invese olthe EM.lvhth isrepresentcd

byrhe rcrn equity/asets a ncasuFof .apitaladequrcl olrhebrnk

llurd'ion2rBr, ,or.l..... . otl In0u0 ror-.1r01.!rD' onoJn roP

,.u00,. *,' 
'o.ooe.iefo 

rntJr ' or ' d3qror'\eb1o\'r e'l'F
R r0.r.'< , red.€ tur'J 'ro r'n" o rem' ' "i eo

Hcrc ROE=Rs 1000 mes. ROA=Rs 10,000 crores

Ihererore dcsired rerdnr = 0.20x 1000110000 - 0.02

The bank shorld taryer a mininun rctum or pnlit of 2 percenton the tansaction-



5.4.2Catcgorr_ r- Ircld t0 Nlatu.it! (HIn)

'I Held lo nrtnnty: Thesc are seclritics purchrs.d rth tbc oblec'\' !l holdrng till

mdrntv On rbe;ahne shen. rle! are.aaied d nonnea ro\r The crt rls'ini or

hser;r the tine olnFturilr arc raLen rn nic Lncthc sarenre'r Dnnns (h' [oLdnrg

period, urerlizcd eains or Losses duc lo ma'k'r fhdurto's li've tu nnpact on thc

f, The securirr' acqun.d by rhc bdn]is *irh rhe inr.nrion lo h'ld them lill mt! y

\ lbc lr.d" l-\l 'r
lr.,ol -an e\.(. d ne ' rl c

HlIl (rdmxDetuI.atcgoryPr.vidcd

Tleexce$comprisdsoionlySLRsccurirrs\
The totrl SLR secuitics lEld nr the HTNI rategor' docs no( e{r'$ 15% ol rhe

dcm.d and tnc liabrhti.s (DTI-) $ on the last linday ol rhe ser'nd preceding

r Ba.ls can tbcrcfoEb.ld
SLR recr ies up tr
'i&iieht

No.-iLR s.crrnies ,n.lnded u.,ierrhc llTNl.atca.D' as od2 Seprenbct 2001

- Fre\h rc{rpiirlnation bonds r.ceived liom lhe G'lcrme'r 'llMu 
tNards thetrr'

- lo1 1'ne" oorir
r';, ' ;."''ceq"ro b

be ooe in which brnk. .to;s ivirh iissub$ddri.s. h'lds nDre tha' 25./0 orlhe 
'qriq)

Rur.llnFJsrucrure D.lclopnrcnr FnDd, Snull lidustner D'\'Lonnenr Ban[ 
'1

- Prnn o. raLes !finleslh.rts in rhr ratcgoq sborld be lirn t'ken r' thc p'olir xnd

lo$ xccount and therert.r bc appiotriilcd .o th' 
'apitaLrcscne 

rr'ounl los on

sale *1ll bc rcconsid.r.d in the Pr.ft 3n{l Los Accol'r

r Brnks can hold debe uEslhonds under thc HTM 
'rtegory 

llo*$'r' these

deberrurcsrnonds nu$ bebeircdas adran.ci undcr lhc loLlorving circunrsh'ces:

- The d.bc.tureA.nd G Nsued xs pad.lrhc poc'{llirpruldd nn'nle andthe renlt

oirhe dch.nnrc is lbrd penod.ftluee ver xnd abo\'

Th. debe.turclbond N isued !s tan oltbc troposal [)r $oLkurs 
'rpilal 

n'a'cc and

the te.urc oithc dcbcnture'bond is Les5 than a penod of I rer.a''l
The bank hasxsisniicant ndkc, ic.,l0%.rmoIe i' rh' issue ud

- The isu. is pd ofa pnv!.placemcnl

5.4.3 Catrgory 2r\nd 3:'AYlil|ble forSde'and'Htld lbr'f&ding :

'! Held ror Tradine (HlrL):Tlrere sccurines arc purchascd with thc intenr ro seu rn th'

icd tem They aid caried d narket ldlrc on 'h r'hnre \h''a and rheEturc

urucalized ga,.sar losses.ould inrPddie incomc $erene't

the lollNi|g secunlics under th. Hl lvl crlcgory

r5'4.1rbcir DIL as or the lr\1 Frid.! olthc second Ircceding
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Another rnFo6tant uses ol batl ftrds is lnlenn.nr' Ba.l needs !i ,.rcn h diffeEnt

secuniies ,n .rdcr to oflset redir nsk. to be able to maintrnr LiqridLty and n\. ro maiNain

rt.rcst mre ftk. A\ a brnk rrins cFdt, r, olls.r dedit rirk, Lranks nic$ i! se rities *nh
lo$ dclauft risk rhus pacnins caprtal Agrin banls need.dequrr. Lignld $ses ro mcer

unaDtic,prtd dcnands fronr dep.siros rd other hability lolder Brnk\ rnl.sntN nr

ma*etabfu s.d ticscatrbe eai,l)' hqDidrted io neet ths ptublcm

lvlorcov.r. banks crn crsill_ and qulckly adius E matunly otthot scruriries nr krns tl
i.ror$ (re rolltihty r\bov. xll. surplus lunds nced to be inve{.d xs rhese rvill }ield

s.l,l Cl$ificxtion oilhc tnrcslnent P0rifoli0

ln tems olth. cristing gu el,.es liom the RBI, br.ks will hare to hold rbc iJrucr'nc!6

r.d.r crch olrhe lbll.wing c.telones ds pcnmnsn or cuftc.t rnvcrmenr The iove{ncns

Nhich tft ba*s hold rill tlrciL marurty is rclined lo as permxncnr i.vc$nefts rnli crd.nt
in'cnmcnb re rhose thar drc krd.d on daily b$6 A brnk s iNenmlnr Potlolio con]n'sA

apFJv.d sccrrities, mml! govennrenr \ccdrnics. a.d orher iniennctt suclr rs sbrr.s.

debeirures rnd bords. Ba*5 havc ccn.h nons relarng ro lhe poponiins ol pcnnanent 3rd

in the rmrolcd securities tbat rrc subject to chMg.s lror iNtanre.

pcnnanent and rlftnr irvc$ments mr) bc in the ntro ol25: l0 iniplviD! rhrl nrd\rn n ol
25% oa th oirl N eslfrcnts inapprovsd \e.uriti.s n ro be rnr.sr.d in the pennandnl class A

securiry \ .lasilicd .s peminenr or cunent ar rhe tinrc olabrxnring n d.d accodineLv ii rs

entered,n rbc Ncoutrts. Inlcincnts in the shdE: Dlrhc subsidii.v.onpinl.s.F rhe

p.rn[ncnt inve$nons and any other invcstnrent orl]er thx. h xppnred .3ctr.tics n

ronsidcrcd as a cuneor fvc$ment
'lhe RBI *irulatcs th.t the m,x ol Fcmanenr rnd

mF.nes i\ edrmxrcd rs lollows:

., n.ni lnvs*rncnls undf cx.h ol rhe

Shares

Debdn{urcsr bonds -

Subs rJVs 100'ro

tqq!

100";



Hcld lorrlradins
I hdividuil s.cnritics nt thc HFT . $ill bc na.kod r. mr*er rl monthly or more

h..LUc r i.t ,rh dnd ti{,liddd li,r rr i. the use ol those in the Al,S .arcgory
HoN.vcr rh. book lalle or the iodr'dual secuities this caresory would nor

underso ychanecrncr marki.e ro markct.

Advroces lre dr! ed mto two cla$es andard as.s aDd n n-pcihrn,.g assels Asar.
thesc non O.rhming as.G are innh.r cl$siried i.to sLb strdad, doubttul and los x$cts
StMdardAsscs r r*ols whirb rre iiee fi{,n defiuh risk

Jxb-.,r,,rrJ.,\!^: L'. dre9.n-J .\' orJpe.ooIo.Lore ..'
: y.tr.s The pDrrnons golenin! rlre interest and pincipal p.yncn6 lir $LE$mdrd dsels
xrc redeigned and shufiled fioD tnne to time rhus. drc adlancc .larsitied N rub sNdId
shotrLd r.rmin c.lcglrlzcd udder $n .rtgory tbr n,nrnlm I rea6 ol accept.ble

D/rDry'rl ,.ls.tr: The rsels clxssined xs NPA lor x pcriod rnorc rh3d 2 lers beemes l
dorhttul as.t SimiLar ro sLb ddddrd asrea. {he r$et should.ot be uperaded unles
consistenrlv s.tGla.ro( r$lbmr.c. is i.hEvcd

Zds.lsg^: Tbc i$.G rhrr have inrured L$s ro rhe baok but the anrounr lrxs nor b.cn
chrr.d ir rh! ptufir and Lo$ account. These loses naybe idenrilicd bl thc bxnk. atrdiroB or
bl llk Resene Bank ol hrdLr lfa sisnificant poftion ofadlancc is r.covcrablc then rhe a:ser

Dal bc.aregorized is r doubtliLl r$ct. Howcvcr, ilthc r.o\rtublc Fonro. \ Nign,licui
then ir shouLd bc uc.ted.s x 10$ a$cr

ln (hc cxsc ol..r pc.ton.lng loxns. ,l rler.slor pnn.,trl ,s not prid $ respe!r ofsecurities
,n io)_ .r thc thrce catesones, Ihe ba*s should not Ecognhe income nom rhc sc(ritics.
AFtx)triale prorbioos for the depFcialon in the v.lue ol the invcsrncnt should also bc

mid.. Banks cinnor sct ofl(hc dcpre.iation rcquircnc.r ,n respe.t orrhese n.n perfoming
.pp. oi-.tft'o t f. la,t rr

A non penbmrng 
'nv*tnes 

(Nll) Gnrilar to a non-perloaning adlancc NPA), is onc

r lm.re\finshllnenr (,nclldios mdll.ily proceedt is due and renrains urpaid for more

, Ldnd d,.cr'.1 -l
f, Fquiry sra.es a.e valued at Rs. Ipercompanyonaccornrofthcmn-availxbilityolrlic

: Th. ba.k hrinv.(cd i. sccufries 6s!ed b.v r blnorring firn. c.edi ialihresto lhom is

. The nne$menls rn debentuEJlo s, in the natuE oladlan.cs, would also bc subic.tcd

ro \Pl.on.s as apFLi.ablcro rv.nncnbtand
u St.tc go\.rtunc.t grannrccd rve$den6. where nere\fp.nc,talrnururily Ftucceds

pmin Lnprkt Jiir.rore rhan 90 da],5

6)



+ Avrilrble foe Sxle (^FS): Se.lities no1 classitie.l un.ler the rbove t*o caregories

R,llbD in.ludcd hc.c Theytoo aE.rmedat ma*et valueon thebrhrce sheet.

r Tbc secuitics a.qu;cd by $. banks tr h rh.,ntenlion r! trade b] takineaduDtageoi.he
shodrern pice/inteE$ mte nolencnt l0llrndcr HfT catc8ory.

Shifting Among Cxtegories:

! Banks may shift irle$mcnts torliom dr HlM.atc8ory oNc a ycxr, wilh tl[ apFroval ol

Banks have the nccdon to dccllc otr thc crtc.t olholdrgs undf these tv. .aregones,

ater caretul consideration olvarioui aipectssuchasba s olinreDt- Eadnrg stFtegies. ns(
mamsement !apabihlies, tax plannnrs. manpower skills and capitalpositio.
Tbe invc$ncnc.lassiiicd u dcr. thc HFT .areA.r! wolld be those liom rih,.h the bdnk

c\peds ro grr tun n icfrcn( ,n ,nleresr,nrarlcr rate5 These secuities are to be sold

Proit or los on salcs inlcslmcnts in both catcgorics will b. takcn ro th. prollr and lo$

Brks nay shilt i.veh€nts 6.n thc AFS category to the HFT category iith the

approlaL oltheir board of dnedosr,{Lco/ invesnnent committee.

Shiftios oi rnve$menh riom the flF-t caresory ro rhe AIIS is eenerallr one rllored
u.lc$r.derex..ptioDalcir.umn.nces ch m inabifty ro sell rhe securiiy within 90 days

due to tisbr liquiditl' conditions, or exlreme volatilily. ornarker beconins unidnedional
SL.h aa stir is pfn .d only \eilh th. rpptuval of rhc board ol dn.don/ALCO/
neci6cnt .!nmnrcc

f, Transfcr b recun{ies liofr ooe crr€gory

acqui\n,o. .on't.ok vrltrerdarker vrlue on

any, on such transftr shorld be tuUyproride

+ Thesd i.ve{m.n[ cd. be cid,.d at acqtrNtnrn .on nced not bc marked]o narkct
unles\ the mirkel \rll€ erceeds rh€ lace vrlue ln slch cases. thepreniun should be

lnronised overthe peLiod remaininaro mturity
+ Any dininulion. othcr th3n tcnporar'. in lhc lalLE ol bants investmens in

subsidimes,lomt rentures should be prcvrded lor.

I The indivrdual securities rn the AFS catesory w,ll be ndlkeil to marker ar quanony

or at morc ncqucnr inrcryals

{ Ea.h secuity has ro b. valued. and llrinatcly, dcprc.iatiorr apprcriation shall bc

asgreslred lor each inlertmenl cdtegory

b an.rhd sh.uld b. d.ne ! rhe ler! ol
thc ddre ofhnslar. add (hc depE.drn. ,f



Leaming Objectiyes: Ar lhe endofthnunn, {Ldenrs willunderrand rhe drltirenr
asp..h of Capitrl S'rurtuF and Risk ola br.k.

. |.atrrrcs ol Bhk's CapitalSrructurc

. Cat alSlrucn{c andRnk lnsolvenct
t Ditrcr.nr nsk l-iquidiryrisk

. Credit risk

. l erest rarc rnk

' E{chrneeiskand
. Othern.n-finii.lalrisl

6.I Ci\ PITiI, STRUCTURI OF A BA\I{ING CO\TPAN Y

Capnal $ructureolBxnking C.nFd.y involves balan.ing rhe i.(ererr ofon ners onone hrnd
an,t depositors andresrl.tos oo thc other The ificr.i.los.ss are in incr.dsing rhe rerlol
nlm thcn invcsncnr (ROE) rn $e baDl wh,ch inrpLies minimiziDs thc invc*oeot nr r!.
equity*hereasrlrc idrcre$ ordepositholdcs and rdsulato6 lies so1!.d.r ollhe fir.r*trich
nnpllcs naamiu inq thr fimr capital

6.l.lFerrurcs 0f B!nk\ capirxl stru.iure:

t Thc sourc.s .f tuuds arc pri'na.lj- Jhor remr in Datrrc. paribtc or deinrnd
Deposirore.a. rdnegotiaterhe tcrnrdcpoJ nles as market irrcrc$.!rc\ chrnge

. Borc\edtunds lsno.e {hrn equrtr capitalor inorhdrordi cquir"vbasc is v.rt l.r'

. lhe propoi(rn olfixed assets is v.ry low

. A hish proporlrorolbank lLrnds rre invested iD Lans andrdernces or nNr$m.n6. atl
or'\brdr are subj..r (o idrcRsr rate \ol.tilitl

t Opcrating lcae se nrelatively lowdu. r. rhd conrparatively lowcr tixed co$s

TJNIT VT

Ir .rn be scen rhat the conpositnrn ol issets and li.bititics ot rhe bdlaore sheet ota ba r
d,fiereor 6onr that ola nantrl:rcllring organration. Morc or.r a br.k b trot 6r. ro ranc rs
dilferrt soutcs ortunds is like a nanuld.turing orj:rnmrion

6.2Capital Slructu.r rnd tusk oflnsolvency

Tbe caprlal stnrctrtrc old bank is exposed to difcrcnr ki.ds drrnk The baol sa$ccbcar
the credrt ftk (borower defiu ft), mdkd Lisk (iitcieslB'e nuduahont rd op$arionat.sks
(bilure.l mrdmalsyslemsorpcotle) Anloneora.ombbarion.iblsdruks.oran
Lmnticipated outcomc .ould .eslll in erodnrs thc valuc oibrnkrnsdrets The rwo mjor rirks
faced byabank ar rny nronent arinieiest rare risk $d credil risk. Lcr us.onsider rhe

nnpactolthcsc risksontbe balarcc shcct ota hytothericaLba*irg cobp ry Theljblc



ll. Pb.\' " op.e. ribed rdfo'r' !.otrr..J e..iel o epo.c.ereepo.nbd. ro

Banls my book incone on accrual basis on

undcfixkings ln respcct ol{hich the paynenr

beensuaranteed by the centrul sorernment or a

relularlyand as such s notin aFea6.

secunties ol corroate bodrevpublic sector

of interest and rep.'ment of principal hale

state go! emne nt, pro vide d mterest is sflvrces

Brnks nay b.ok incomc non dividcnd on sharcs oi .orporatc bodics on accrual bash

pro!ided d,!idend on rhe shares has bdondeclaFd by the.o.porarc bDdt in its amual gcneral

mceti4 xDd the ownefs right to receive paynent n established. Banks also book mcone
from Cov.nnrnt sc.uritics and bo.ds a.d dcbenturcs ofcoDoiate bodies on accrual bash.

$heE interest Ftes on tlrese insrrumenr\ are pre detemined d.d povded i.reresr a sented
re8$hny and is lot in aneaB. Furlher, banks should book ftooe noD u.ts oimutual fu.ds

ll
2)

r)
.rl

fxercise

Discuss dre dilierent tyles oflolDs.
h,xpLain the inpo..ant fertuEs o i eac h tne olspecul loans

[xpLxinrnhcxanplethe diferelce betseen noatirB and nxed rates

what do you underrand br |]PAl Exphin the cla$ification ola$e\ unde.



Credtr risk n comnarnly defined rs the pDbrb,lity thar

lall ro med s obli-srhons in xccordincc with asrccd

prolits ln th. pLocess thc' xssumc xnd xccept nsks

itloncl at ciu and 5h0rt noli.c: Crll noney tu.ds rc e.neral] !!.mighl tu'dr rnd

.a b; bomRcd by barks to meer nron lenn liqtidrtr n..ds. Badi\ scncraliv reson

lo.rllmone.v b.fto$irgs t! nccr nDy shlnlirllin bilancc! tor Iniintaining CF.LIto bc

heLd nirh RBI i\lukel lirrcd deteminc nie nxeresl tutcs nr c.Ll.arn.v marke.

Shorr Tcrn central Corernncnt Sduriries: Corcfrntni ollndrtr r. order to r'sc

shot bm nnuce t. ncet cuFent cxpcDditure Nu.s 9L da} xnd 164 days tnntrit!

Treisurr brlls tluoush rl.rioos nranrlcd bv RBI

orhpr ril'rkdrble slon Term Securilio! T|c nx$ee scc ities $h.sc palnrent

!i rnlErcn rnd rcdenprion ard guara eed bl golcnnrent rrr co.sdeEd as liqurd

Se.nr ies purcbased under lgrccmcnf to rescll (Repot: Tlrcse taDsaltions

rpre$ tnpoFr) Purchde oi C.t.dncnl o. othcr secunhcs tilm a seller sho

si;uftarcorly asr*s to rcpLuchase srm. sccu Les rr a ixcd pnce hd ser time io lhc

furid The diftt;c.cc bdreen Jlc .nd pu'chasc prices 6 rh. rcrun rereivcd bv tbe

holds. Rcpo tran:a.tio6 helli to rxise irn{L br rhc shot du rion Md tt 6 trselul

saure oftuid,ng fotsbtn_ tcu lquidityn.eds
Bins Rcdncoutrting A cDmneFirl bill olcxchrng. n usuallv dnrvn aDd arceltcd

. o-t.o.,,d \p(,r .L ,o r.d" -'.uiI
.,,ir-, ' FP I

redncounlnrclaciliryincpectolcc rnrqTesolbilk

r bank botrone' or cou.telldy will

tcmr Brnks gmnt credit ro Prodtr.e

.nr ( loa, podl ,1. l, rnr\ r .. rLise

. pL.'e.lrn,l !nL\pc.red l, r.s L\per'.Ll los\.j (Jr hc

T\o lwe\ ol Lo$es rc Posible :

budgered rvhercas rnexpccled loses

holding adeqmtc capitrl crcdii riskbcing unpred,.iablc by nrrurc lia'e t(, bd .lshioned b)

,niv fn. i',lndividraLcEdt\ or tansacnon! or in rhe

be;ur olrehtnrn:hip bct*ecn crcdir and odtr risks

6-:1.4 Nhjor Sourcs ofCrcdit Risk:

C.rdil conccndations lhe Bascl Connn tec has idennfied mdil conccnii'lio'f ts

!"'..: . . I ''c\el o

enup ol aso.iatcd boFoetrs,(iii) a st..iic mdu{rv or eco.ont acn\ v(rvl a

eeographn FsNo and (v) credirs with s nmllr nafurities.

Drtuult tusk lr hds bccn found ttral delaulr rtt.s increlse sith tine Thc longer rhc

period th.higherttu.haDcesoloc.uft.nceofrdcliult Thr\rnk has a loftlation wirh

ir.e nrings ol-bortwos. H;gh rGk bomwers irprove thet rGk shcn(hcvsurtcloLa

longcrrime.nd l.$.iskboro\tcdlxceriskdercrlor.tion*bcntineprses

Erpi. re tu\L po .'( 't 'o 
\' ' or L ;Li ' o

'o..0..,: o,.'. tr.je_ 'o{r 'n]Jro lr rd(\rdo'

'irk 
dui..trnt are tulurc amourts at risk when thev are knoB., t[ev mudbc derj\cd



balanceshccroarhcba.kingconpanl Lctus
rh. nnkct rahc ofthcasscr orliabi y.

J$!me thr Jllrht lieure!

&!!.1

I ixhllni.<.nrNai lrhdh

As per lhe baLance slEet, rhe banling company is having Rs200.rorc oiih invc$ne.* in

thc lorn ol longicnn L.ns Lcr us a$un. rhat bc.dusc .r p.esi.n na.y boro*ers
dcraulled ,n then Epaynrenr obligation due to Lrhich the vahre ofloan lelLto Rs 120 crore
The revis ed balanc e s heel olthebannas resultar marketlalue nas lollows:

I!t!-!

Labilirie\rnd Ner W.nh

A\ rer ihe rerbed brlan.e sheet, the oet wonh ol rbe bank rs dercased by Rs 80 {ore
because olb$ nr the ma*et value olthe lonarem loans. Due ro efild olleverage 3 perccn

decline r rhe laLue oftotal asser resulted nr Fducion nr nel nonh by more thaD 80 percent

Bnr rlcrc n !o efiict in rhc intcrc$ olxccout holdes rcprcscntcd by rhc dcposits. This iisk

6.3 CAPITAL STRTICTURI AND RISKI
]\ bank's rqrihl nrucllre n e\p.se,i t)
ailed the capihl slrucnrE ae Liquidity

6.3.1 Liquiditr .isk Bankr rrc primrrily engaged in mobiLizdon oltunds arom \ariDus sourc* for
the puryose olhndinsand inv tmenr Afrft lib*rlizrrion, bankr hr!. iDEoduced diiL.eir pmduds

Lrilo.cd 6 u.ous -sroupl olnslom$ Liquidny n\k is 6e porenlitrl inrbiliq ol. b3nt to med iG
LiabilitiesrsdEybecom.duc lt6nErs edrsd,ekrioberweeirhelLqudtryoudlow(.eritlidnNal
ol deposir, reFym.nr ol baDk\ b.mrings dcl ro liquidily infio\' (eg mrtu.iDg asds. li*h

6.r.?Sou.ccs ol liquiditr .isk The p.im!- souces olliqridiry.rn b. cLAlificd inro r\o caGgo es

Th! fibl . egor) co$Nts olaseB in rvhich tunds ! tcmporrnb inve$ed \dh thc astrrtnc. {hrt
rbey rill etrlie mture or rill be paLd rheD Liquidity is needed or rill be rcadiLy srkable. $irhout
m(firLLos bclor. n uny Thc recond.aresory incLud!:lhc lrious nc(hods by whichbanll can

bodotrororluwscobrainfi,nds Thcporcntalsourccsorbinkhquid!yar!asundcr

d,llerenlr)!es ol k The nli. tlles ol.i\k rh,t

risk. C.edit nsL rnfuresl ratc risk. llx.hange



6.3,8 Measurihg lnterc* Rate Risk:
(i) Tradtionrl GAP An,lysnl
Thh modcl to.uses on cAt as a {atic nersure ofrnk and ner i.rere$ income (N ) as a
t let .rcasurc orbrnl perfomr.cc. GAf rs deftred as the rbsolure difference bctween rare
scnJt\e rssets (RSA) ard rare sensnive habiliries (RsL) ror each tnft pcriod.rbucket

. Detcrnnringa ssnes of seque.tialtine i.r€pahcalled bu.ke^

. Croupins Nsc6 md lubilities ofth. bn.t i..ludrnsco.tilsenr liabilirEs inro thesc

F.Fcrsting uxeEsl rarcs tbr rhe rrne period during rvh,ch nteEsr ratc rnk n tobe
measured bxscd on exrerience or maiagcnenrjileDort.
cilcuLarrrs ihe bank s CAP is tlre diffeEnce bctwecnrate seNitivc 6*6lRSAs) and

're er n. bb 't.P!1. oedi'r'b,.r.
i\'lulrlpl)rthe GAP bythe forccxsr.d inrerest rate to obrain.\rected net idercsr

Casel Rale senrilive,ss.ts erceed rrle sonsitiv. liabitities , hencoCAl isDosidre

Lr:biliti..
s erceed r.i€ sen\ili* lishiln

0

a8



tom line profiLe oferp!:ur $h.. tlry ar. nnkmsn, they have to be estinled
brs.d on lssunrpuons, conveohons. ornod.hg oatutrtrc exposures.

6.3-5 Credit Risk Dlrnrg.nont
Axhouelr specitc credn risk nranasefrcrt pmcticcs

tbe nrllr md complcxitr oatlrer credn d.h! res.

program has been pul ,on\'rd by BNcl Connnnree:

mxy difer amons baoks depend,ng lton
r codprchcDsive credn isk nranasemenl

(ri) Op*r!'g u dtra sound credir srantingprocE$
(iii) Nfuinhini.g rn atproprlatc crdit adnnri$Ftion. mcdir.ncdl Md nio.itorirs

([) E.slrirgadc{]natecortrols overcredrt.sk

6.1.6 Inlerest Rale tusk: l eresr tu.e nrk n rhe .xp.sun olx bxnk s nnancral conlli.on t.
advese nnnenrenls 

'n 
i.rcr.$ ratcs Ercesive urterest ntc nsk .otrLd lcad ro nrb$aNal

lolatilrr r eamings d.d arlc.ts thc underlyin-! ralue olthr baok s ds.ts, liabihi.s i.d olr.
h'lrn..nr.r iin,mentr

6.3-7 sources oflntcrcn Rrto Rhk:
(i) rlis mtch Rnk: Br*s rsumc liabilities and crede rs.a whi.h arc oldidererr

maodlies aod si/es Tbe lubihtics xnd asscts.re priced drfaerentl] md the Jitltrcnc.
beNear rlre i.rerti Rc€x.d on ascs and lhe nxerestpaid on hrbilitics N thc banl s

.t irtcrc$ ircome Assers md lubih,.s natrt. or liLl due ior renrc,ng I diller.nt
tnn. iNeryals RepncurS rlso occu$ b.causc ti\cd ases and Lrrb,li.e\ .ould hrr.
ditreF.t dxtlrnics. I'un[cr, floatnrc rure ]sscs i.d habiLnics corld h e drilereor

iEfndng p$iods. *irh diilirent baserates

(ii) B25i\ Ri\L: A bmk n nLbc.t to basisrisk, ilthe irNrumenls brv. dilicrcnr bxse rates

For e\rn]Pl.. y,.lds on a b.nh\ llo.tins rate asseG c.dld bc rlcd ro eo\emnrent
sc.uity lreLds, \h,le tlx^c.n,G uoati€ rxtc Liabilnies coLld be bdscd o. an iIteF
bank rate such as the I IBOR Agrd thc conple\ linliages Lre(vee. i.tdr.q rarcs in

J,llercnt s.gdcns of dre na*et (calL. retos. cDs in{cr brnk remr money drr)
cootr,bu(. u (bc basis risk.

(iii)Yield Cun-! RisL Tb\.sk n rh. posibilill thar clraoses io the shaFo olthc yicLd

curve could have d,ileentiil eile* on thc baDlt.srts and lirb,hlies Th. lieLd
curve is a lin. d plos the interest ares. rr d sct poinr olrine. oibonds orequdl

rednqurhlt bur difcri.e.raturiry dates The benchtufk yicld cur-e conpaEs, sal.

th. I nontlr. 2 year, 5 year and 30 ydar tcxsury debt. and N rhen used r. .onparc

olhdr dcb( in ihc mxrket. such as bome lor. ues or bdit lerdins rats ThN cune is

used to predict cbrnges ,n d.on.dic oulpft al]d gro*1h. Tbe shrPe oalh. yicLd cure
is cLoselr scrxtioped to srin xn idex oi irturc interest rare rhdnsc add cconomic

acrivtry A.ormrl yicldcur!. repFserts that lonser narurity bonds h.ve hisheryreld\

compaFd 10 rhod r.fr bonds . {hereas inverted cun€ rdprcscnh niotrrenn yreL&

r.hieh.rthan lons'ternrlelds d r'llat'.r'hnmFcd .une sbo*s thtrt shod i.nn
and L.ng rcmticlds xr. close to one anorher, ng.,i!ine ..ononic tr.nsitron.

L$.bGhng I lpDrorrrdle c6d risk cnvironnert.



Sonc hile detined it a nrk ol L.$ arning ton vlrious tyles olhumar o' tedmial eror
All ba.ls sce soore lirm ollink beraee ..cdit. m.rkd and operatioml isk. An operatroml

ptublem with a business trx$.ction could crcrte crcdit or rorkct.isk

n.1.t0l \chrnCe R . R^k:
Erhr.gc rare is the pnce ol onc curdn.y h t.rds llanothcr. the rte vanes lionr fme io
rimedepe $guponrh. sLpplyolanddcmand forforeisrexchanae m (he,mc.bxnk mdrk.r

Thc cx.lanse rute orr clnen.y app.-idcs il tlc ge.eFl dema.d tor the cuEency at n.J-

mone.t er..eds the.unenr nrpply A loEign exchaoge trtrn\ddion a r .oMr.{ to br-v or seLl

a quanlry ol .n. .utrc..y ur c\chonge for lnoth{ ai a spec,lied rimc for d.li\$y and

setl.ncnrandatrspecrfiedpricdo.rxlerle{changc

The loEEn exchtrnge n\k d cs mainl! duc to thc nucru.tions in ftc cunen..v rdtcs tod

rldt.s ro thc se$nrvrry olthe laltre.l rhc btnk{ a$cts'liabifties detrominared rn any turersn

cutr..rr. rJ unxnriciprled chuees in exchrnBe ates w]]en rn orgrrizdior opcrxtcs nr

loEign curcncy, any apprc.iation in irs lxlue results rn rhe dcpre.ia(ion oltu d.nc$ic
.uiicdcy l his tunher lea{ts to rn rndease in rh. doncnic.uer.} ralue ol an orsaniTatiln 5

asscc xnd li.bihies denominded in rhd lar.,gd .urcncy r.d llce !e.sa f_oreisn erclra.se

rnk !r. be chsiri.J into tly.ccrtcgoies basedonthe narurc olrhe.rp.rurc

Trxnrl.lion [xDosurc: lhe fanslclion e\p.surc n rnrcs the rnk iNoned due to

rh. chxNe b rhe loFlgn exchaoge tu{e betre..n rhc rimc rhc rranracrion is execured

L n.. r. \ ' J ,. d.' orip.'.,.dk.i"
plrch^c trnsactlotr with a US based conrpan! and rhc kndsa.tLo ( i.voic.d ii thc

US S Thc t.ms or..ntract prolide for palmenr rter I nronrhs Durnrg tlris p.riod ol
rh. ransachon rlthe lndran Rupcc dcFrcri cr. rhctr ft will ha\e to paymore ruPee\ 1d

renr tthe (Js s thrd il rctlrllvhdt. ar thcrlncoienterins i orhetd\acli{,n

T.andrtion Expo re Dilfcrntiatins itselfiiom rhe trmsrcton crFosurc ndr
trinsscnon exnosurc $hicb diltis to thc risk.rising o! accout oichange in

exchrrgeFtesat the rrmeol ri.rli,idgl .o.solidaring di. n..ncraLst.temenrs rhrch
hr' rsselsr liabilnicsdcMmiDar.d in foEiln curencies whenab3nk hrs to imLizcr

connt rld nsa.c.L.ts. it has to.o!\en its foreign curcncy d..oni.ared
a$ets/liabilitier at theapnlicaLrle cx.hange.r.s rs aeaiNtthe rares atrvhi!h rhey arc

operxting [xposnre: It.rGes because olthe rmrrcr.ltbc.hange nr cutrencyntes

onlherrotus.lanoredizdlioD. lhiscandne evenlvhenan.rga.tario.docs not

l) \\hy no!: upkl lidir rh ab,ltry orbrtrk ro m:[c Lorns] Is ri:[ N.,ghlnl.lpihls bcnd ma;u'. ol

capn.la'lequcyi

2) Cos rrhc loLloLvi',C sliirrs Li rser coDposnion in tsrnl A. Ho\ N,ll trN\h1h aJtd (a) tu brnk's



WhcrGAt nposnive, ft nrdicates rhatthe ba.k has nrore RSA(nrM RSLs acrosthe

tin. intex-rl Such obxnk is temed ars.t sen5itrle

wheo GAP is po htD, and rnrere$r.tesnse by cqualdhour6 atthe sdnc {ime Lr

b.rhasse( rni liobrhli.s, NII nucases The bank sould tbcn be palrng higher rures

on allrepri.erble liab,htics over the tine hon/.{ drd ear'rg higher }ields o!

\\ftcn OAP r ncrative, it i.dicltes thatrhe bank has nore Rsr {

rinp i.r.rual Sucha ba.k n ternred habilitv sen$(ive

whcnCAP nncgrlrle. Md interesl rates rise bv cqual anrounF x ]t ume time lor

borh asets rnd lilbilitres. \ll decrerser lntercn e{pcDses are lfedbecxus' more

\\he. GA? N n.gaiive, i.d int.restdr.s aau bv {Fala'nounh atth' sane nme ior

otre \ttr.re
A baDl s CAP would iidicare rvh.rh.r interesr in.ome o' r'tcrcst erpe'ses are lileli
b ch.nge morc whe! inicrcst srds.h.nge

The rze.ithc b.nk GAP irdicarcs ho$ mu.b ifteEstnl' risk rhrkassunres

GD'i.r rr oc L+ P\A P'l \\ e. uql po I

L.r, ,\.eL -/u\P u b, e., I

^. '." l. * * - "i 
.. ' 

o l - - rc

lvhen the G,\P is posn,ec, theGAP mtio iselertcrtha' untv

$.., o-C\P' .e; I .. ' ' 
\o dro .ilD l ' "

th. GAI ntio is ererler rhin

unny. TheJci.Gncy in rhis

^1r.,"""."" -r"**.*" '' dtr o r' 'oDe'roi ini \cd"

;;;. .;'..."" ''"".;.,'.n., 'r't ., 'eod n'rrenr" (e d

,r""*r.-n,n.n,^ o.a 'r",, 
o l.. i be.' orew'ro ee o'odd

,.-r.', " i" -!,.0'."ndr'd 
11l . no tr\e dr 'rin'!r"r'p'rdro'r

risk Many banls dcined operational.sk as an! lsk.ot catesDrtcd as nark'l or Gdit rGk

!q!!

@= l -:qGAP ntio(RSAVRSLs) 2

200

1!!

Chansc inNII(G ? i Ar) I

Evenrhoulh tbeaser size rnd Ihe CAP ratio are drntical fo' both banhs BanlB

**-* gi"ot*.;.*,in.";t,ln"one L-ill bc more volatilcrvhen inrcre$ tu(eschange



I]NIT VIT

Lcarnine Objcclives At the end olthn trrn, srdens willundc6t..d the c.n.eptor

Con.dpr dl lifr. \rlue.1 fr.n.y
FuluE value ofa single anounr

Prlse.r valle ol snglc am.uor

Present valuc oluocler series

?.I THE TI\IE vAIUf OF lIO)If,Y

llan nrdiridual benares nrionall . he lrould not vrluc dr opFonud y u reccivs r specr'ic
.somr .1 h.ne, n.w eltlrlly Nnh rhc.pto loty to hrve the same anouDt ar some tuNc
drl. Indrvidurlr n.mrlly rrluc rb. o0p.nunnv ro recerlc r.onev nolv hlgher rha. Nriririg
r.r one o. nxre perods to Fcerre the same amounr.'thG is called tine prlirc.cc inr noncy
i.d rhree rer5on5 can be attrbured r! 

'he 
ndrlidual s tiDe pEfercncc lor moncy. Thcs. ar.

loul .\or.rc]or".oe. -r. o- o' .,,p'o' o' .r lf

A rup.c bddy,\ m.!c ynluble rhrn rrutee r ycrr bence becruse
. I.,lirrduaLs. urgeneral, prelercunent con nr]nion to lirhrc consurnFlion.
. Capn.l can be .mploycd prcdrdi!.ly ro gcn$ . positivc rcrlms Ao inre{nem .f

one rupee today world sn* Io (l + t a ycar hcncc k is rhc nro.l rerum eimed.n

. ln an in flaionary per io d a rupee today Epresents a ereatcr rcal purhaslng Fore* rhan

a rupr a year henc.

Thc timc trcrar.n.! lar honey s genenlly e{pressdd by an inreE$ rate. Thn nte *ill be

posilive even in the rbsence olatrl k It nny be rcf.rcd as thc rnk tc. nrc Ilan i.vc$or
$a!Is to ftke sonc kind ofrGk nom hn nrvc$ncnt rhcr hc would want qrme nsk lr€miuh
ThLs the risk liee rate compensaies for trme stile nsk prenlun compensares for ftk. like
indr! uals, orsanizations also need risk fiee and risk prcmium ior cvaluating inan.bl
d.cisions Th. inlerc{ mros rcc.ht lar the rinre irlus ol money, mespective ol an
individual\ t.dlerence r.ri arirldes Thrs concepr heips an individual or ar ol?anization ro

conled difer.nt crsh lo{s o.curing at diilircnt tincs to rno!.B.l equivale.r valtr€ ,n {he

prcs..t. thdt is . r .onn n p.i olrcli.cncc The t$o mos{ .omnon methods olldju$,ns
cash no*s for hne value olnroney: conpouding. the proces ol.ahulating tururcvalucs of
cash flows md discounti4 the proce$ olcalcnl0ring prcscnrvalucs orcash llo\es



capihl requiftncnfl (b) The ba't'

3) Ar Mmh r l " 200?, uco Ban*

Liabilitics Amonnt Ave.

hss L\e follo ng position Rs in

hrden(o/o)Asses Anount

10.000

0

l0

0

Toral 10,000

(a) calculate i\e nte seBn e GAP, Asming that lll intftn boring

(b) If rle inrere$ Ftes wqe to nove as fotlo* over lbc n.xr ooe year,

ascs .nd liabiliries aft nte se6iiive.



?-3 PRESENTVALUE OFA SINCLf ANIOIlNT]

(ii,) suppose somcone pnmises Io sivc vr Das Ra toaij
rhe presc value olrhis inoLnr itthc hrerest rate is 10%
calu red bl d\LouDr e F. tolu r, p]esen, rrLi nr ot I hc.
Value rlk. \116l.rn, e = R. r..

vartrL,!o \.a^ hence = *. nn,J'-r I

[ ''.]

vxueonc ye{hcn.e=Rs,oo, 

lrrj [+J

"***''* = 
^.',0 [-', I t-". ] t-',. .]

Treoro.. or'.., 1 ed,o, ..i ,ep. ., I ).he \.,eo
r o. . ... ob. ..o " ,.u,0, ,; ,

comp.Lndine iomrula

rv"=pVo+kJ, .fLouloonl

Dividins borh rhe sdes orequarion 1t] r,y1r +r1", *" ga p\/ - t \, tt i (l r k) l
This is ir short can b€ nriftcd as PVIFIr

(iv) $4lat is rhe pEs.nr value F, 1000 kler\db c n jeaa hen(e

Rs 100 (0 5645) - R\ 564 s

(v) what is ihe pr.senr lalLLc.rRsr00o
8%l Since Exhibn I doe; not bave rhe

= Rsl000 (0 461)(0 463)

rcceilablo 20 r,ea^ hencc

l

)[--,,,]'' ",-[t]'I
I

1000(PVIFN"" o) (PVIF., n)



C!frtounding $ th. proce$.1linding the tuiuE values ofcarh nors by rpFlyrg rh.
concept oiconrpound inteE$ rate.

ii) Suppose Mr. Das iDle$s Rs. 1,000 tbr
L0o/o inteE$ ter y."dr iihe lets inteF$

throc lears m d !iv,.g iccount that pays

nc.me he r.ifk{.d ih. l .{n.ni lcill

Thc proccs olinvc$nrg moncy rs \!cllas rcinvcr,ng tbo ,nrered eamed rhereoo ii crlled
conpounding. Thc nftr. valuc or.onpoundcd \alrc olxn rr.srhenr aller. yeau *hen rhe

'.rsc$ 
r.tc 

's 
k tcrcnr N:

100

t.t 00

t,t00

ll0

t.2t0

l.lL0

ll
l.ll

the )€ar(Rs 1,000!0 L0)

rhe yedr(R5 1,100r010)

(hctcar(Rs L,2l0t0l0)

F\'"=Pv(l+kl"

tururc raluc problens tbe tutdre ralle lirdors are ncedeli h cdnbe done indrfteienl

th. ex.npleeilcnrbovc. o.c can mrltiply L l0 by itscll rbrc. tin.s or m.E gdnenl

ihelf ntimes'fhhbecomcstediouswhenthepcriodofnrvesrmenrnbne.

annuaLly. horv niuch will
t0./o

The lnrure lalue, 12 yerrs ben.e. s,ll
Rs lO01) (l ll))Lr = Rs

1000 (2.1.14)

21,14

1000 (l.ll8)

7l



In Ccle6l rems rhe tutrne valud olan annuirv

F1'A"=AII+kf L +Atl+kl''r +. .. +A

=Al{l'k)'1l/k

is siven bv the lbllo$ing rornula_

FVA"= tuue value olan annuilv which has a duntiotr ol' ncriods

A = ..slast periodic norv

k = inter€sr r;te per p€tiod

. = duution olthe annuity

(FVIrAt,).

/ k ls relered to as rhe tutue vrlue iniere! f.c.or Ior m anntrity

The tuiure rteiest hctor for a5 yeta annujrvi giren h inter* rxi"f l2% is

(L+l] l2)J 1

FVIFA.=.* 
'.n= 

- 

=0::l
012

'rhe !trual saling should b.

{vii) Mn Choudhury Nants to

7 nilhon How much should

$hen n G expected to.osr Rs

her savhgs edm a conPound

500 nil|on bonds 6 leas hence

a sintils tund accoNr wherein it

sivcn an inrercst rate of 14% n

= R\ ll4,8ll

-',r) 

rrua r,mre,Ltc ao orL,qar on ro redccm Rs.

Hoq mucb should rhd coinpany deFosit ann allv in

.:ms 1,1% interesl to cumulate Rs 500nillioni!6

The tutN value intere$ faclor for a 6 ver amuitv

0 l'1

The amual sinkils tund deposit sh.uld be

Rs 500nrillion



Ethibil l:Vrlle oiPVilr.I0r Vanous Combinrtioni ofk and n

0 826

l

lt 0 5r0

r2

7] TRtrStrNTV{I LE OF AN UNf,lTN SERIES:

I. fi.ancuLanalyns one oien comes acnss u.cvcn cNh iloq stErms F.re\rmple the cash

lor $reanr Nocialed with i .apital lnrcrnrnr toJ..r n r)T,icdlly un$en Lrkerise, the

di!i!.nd nrcrn xs..idlcd *nb r. oquil_vihare is usually uneven lnd penraps growds
Thc p.cs..r value ol I ra5h flo! nreanr uneven or eren.nrx! bc cxlculatcJ snh th. tult .J

[+"r-[+]t-l lol.

7.5 FUT URE V^t,Utr OF 
^N 

{\NTJITY:

r\n roun)- n a slrcr.r oi constanr cash lloLv (pr)Trenr or rcceip0 occutriri-e rt rcsulir
intEsts oi ri.re lhe prcmium piymerh ola lilt ln:unncc noLicy. lbr oumplc. rre ro
annuny Wh.Drhc c.nr tuwso..urar thc cnd oleach penod, rheao.uity islalGdrno ,na.y

rn.u y !r r deGred amuitl. $rhen the cash flows occur il rhe bcginning.lcach p$iod, tlic

aDnuity 6 cilled an xuritydue.

(v,)slpp.\c N1r Barc deporh Rs. 1000

elmacompound nxerei mte oll0r'o $r
(an3mLnt) ar rhccndolj yca*] Assln

)ear, the lnllre vrlue ollhisrnnu yivrll
Rs l000tL l0t'+R\ l000tl rof: Rs 1001

=Rs 1000(1.16.1) rRs 1000{Lil1l+

) annuallt nr a bann lor 5 ]€xs rd deposits

vhd rill bc arc!.luc olrhh scrl.s oldcposnr
nine that eachdcposit o!curs rl tlre enl oirhe

r1jll lo)' R, looo(r ro) R, Looo

1000(l:L)+Rs. 1000(1 l0l+Rs 1000



I 000'n\e*e,l for l)cais

neqdcncy olconrponndine duing a Year

't"

)t

l,ooo(L.o:5)1

inle$nre.r ofRs 6000 onc -r'ear lion 
'ow

5). How lone will ft take to doubl. vour norev

;:?' ,; .'; :; ."... ,".eo \vJ.r.eBs - de. oe,'o rr rr " o

''.':";:;. ;;. ;;; i..'o'l p '.'t oo r( d rei - eo o p(r'ud

:"";'.;;;;"-';'; .*,in" ,- 'Ledtr on'r'el
ii"__, 

^'. 
io,i R, Loo' ano R rnouoo lle rc o ' fle ' L'"" p"

-p-.d"i 
q,".J:,c"r."r"e the issue price ola ceniti'are olRs 100000tob€

,ere !cd JlLer L0 )ra ,
,,i,."" "" ...,.- .d.e.i.':oo pd.. o, a.er tlare \r\,J . \rl, o. R. 00 "'i l

yeJr 
'rLcu 

rle,hE sue n !e olthe (JhcenLn!ate

:r.,".\. o;,rqr, perc.r, "oJ 
orp ud ,cre 

'h-e 
\ 'lR 0u0'deD ' cd

rn I'au\- ho\ much sh:ll tr -.ru( 
xt tht.nd uli )erB

l,.D relrcrl. 1 reo'r"en ''(otoofl'1
,,'..i ne,"L(, P''oul]r'r'reJ'o\r'"Denodoi'o e'

,, 
1i.. ;l;,.:"",.-,,;;;-;" I.ve).,r o Jau.e ne,, ra.500i,orJ,o rdL

[-,]

il Lt grors r L2 Peturn JnndallY'



lix)A finaDce conpanl adrc ses

6 tela ro inrc$ors $[o delo$r

sumolRs 8000 at rhc end ol

6 rrcas wnat inrere$ Bte is

ThL eresridic tuJ be.i !trL'd m iqo {<p\

Find thc FvIFAr6lor rhn contracr a toltows:

Rs. 8000=Rs. 10003 FVlljAr.

l,vlFAtu =- =8 000

Look at the FVllAhtuble and rcad the row coftespondhg ro 6 years unhl you

find.laluocloseto 3000 Doine so, *e nnd rhat

FviFA,l,.ris 3 115

so. we conclLrdc rhdt rhe int(csr.rte is slighrry below r2%

IIX has a sun olRs.1000 ro be nNcsred, and rhcrc arc r& schemesj oN ofie.ng a mro
ofntrerest ol l0%,..mpouDdcd annually, and.rheroffcring a sinptc nr ofinircs or
l0%, rhEh onc should he opr lbr assuni.e rhar he si! ;nhdrs the anounr ar the
cndolG)Onoyeu(b) rwoyca6and(c)Fiveyearsl

Civen thc rnrrial invehenr otRs 1000, rhe ac.unularios under the rwo schenes wrll

: 1 00+lr 00r0 ul=Dro I100 (100!\0l0)= 200

I0 (12 0.0 0l= ltL ?00+ir0n0\0LLr)-tr00

llll | (llrl r 010) = t,r6!t

riAlir4A;-lo) - oo

ll00 + (1000 x 0.10) = 1,100

.mr)+(1000,0 t0) = t500

of V'Jr\r Banl depo\rrs ran

Ef,d urt.,F I (umpnund rrren*\ct,cme

1000+11000\010t= l0t) ronnr(10c0\0 0): trn0

Every quanr. inrere$ $itl be



3.3.Pit BACXUtrIHOrJ:

li siv.s the nunbr olveai lor the onghal invesh.nt to come back, lnd n calculx(ed bv

dn:idrns (h.omounr oriiitnlnveshre.t bv {hc anNaln.t.ash florv\

For a hishly.ampehtne producr, thc stxndard tavback i\ gcncnllr lcss 2 orl vc's' $hereai

for dc!;b;med riifia$ru.ruc pnjech, ihe hrsh.r pxvbackr sav S to Ll lcac mrt be

\!.eprrncr ( 
'irPna: 

o pl rc"r' plrerle'_b o r"

"..1-,-..0". , ...,t"p.r,.t . 'pbr r,h"e, o . nroi {

";,",.-,"'"'..; 
.. 1" ,hlD', 

' 
pa J l ril e 

'"!rer- 
dp

back, thc pDject rvoutd be a.ccpted,,rnor reiedcd Aho, rbe Fv back can b' urd as a

"""".. -a . $rer'- ",b. od o.er"" epo "'J'l'
..";,"- ,.p,, mr:oJ d'{ 1"" oto o\io ' dcd

and otltrs mllbc rcjected
oPP" l'r' rd"u o' eor'_d

'pp.,.,. ..d. t io ' ,or.. orc. \ \otrJ

,,"..,, ..r,., -l' e "ddoe r ''oLde
,ts..'''--.

Year Pojc (A) Project(B) cumCxsh Cunrcash

! (2,00,00rr) (1.00,000)

I .10.000 60.000

I 40,000 li0,0l)0

I .10.000 38.000

4 40.000 9i,000

6 10.000 60,000

PayBn.k(B) = I -(100,000 2'10.000)/160,000

3.1 A!TR,\CE IL{TII O[ Rf,TUR\:

I( G .lefi.ed as rhe tuto ol the pmft iD a nomal vear ol tulL ptudu'ti!' to the oisinal

R= Averagc inconrerttcr tat mr,al investDent

R= A\{age,..omc aier lai Alera8o dvcnmenl



TJNTT VIIT

AI rhe.ndoltliis !. {Ldenrs lvrllnndeniind
to inrestment decisio! I unhcr. thct rvilllerm
r$e$rng r iabilny ol iivcsh.ntr

C rp{al lDreshre$ Decnio.
Projc.t ApFniJl Te.hoques

- Ncr prcs. vrluc

Benefil Co$ ntio
lntenml'rn .lna n

3.1 C]\FIT,\I, INVESTNIENT Df, CISiON:

Tem lerding iircrhles reier to rhosc Inunc,ng innrumenh tltrolgh *hich ba.ks necr the

oon-trorliing.apihl.c.Js or1h3n cheors Tenn loatr rclcr ro ]nntufrenr orfi.r.cina wher.
a loan 6 arailed bl x b.iio{d rvnh rcnarneor in peiodi. installncnc o!.r r pre 5peci6ed
pcriod Sr.hrc.n nJins c.Lldeitherbe lora pmlc.r or iirrpurchrrc olan a5set. TheteDUrcol
prol..r loans li. b.ry.u 7 L0leas including a nontorirb ol uF b 2 Fars These loans arc
g.rn(.d tur inrestment or crpiral cxpcnditur.s For endns olrenn lom , trdxncd Ptujecr
R.'p.n hrs to Lrc camed out shich i.chdcs Marker. Teclnlcal, tinancial a.d Economic

Crpirrl Budgefn! or Capital ln!.$nenr DecDio. is the pncess b] which rhc organrTrlioo
decides whi.h Lon-q rcm,nrs$nre.rs t F soirs ro nrk.. or rd orru $ord\. il rs ilE inanci.l
.pprsal prn olrh. D.rdiled Protecr Repotr lr is a.tuaLly thc cdh tr.cess olplamins
crt..d ure *hore rttums are expc.rcd ro .xtend belond lne vear and generare .ash tloss
o\rr \elEful ]c)rs. Tlre dc.ision ro N.rr.r rtted capibl inveimenr depcnds.n rhe

PROJEC I APPR IS \L TECHNIQUES dNcu$ed bclo$.

T.2 PRO.If,'T {PPR{ ISAL T6CH\IQU trS :

Th.rc ... sclcnl ..krr rhal lrave beeD$reg.$cdbj- eco..nnls, accounhrts and otherto
Judgr lhe fux$bilny inrestnrents Sonc ai. gederalr.d appli$ble to awideEnseof
Dvesment, othc6arc srec,aliled and suitable lorccrainrl.tcs olinve{ne.r! and

irduerlcs Th.,tutodadr m!e$melt crit.ria c.nbcclassilied rnlo rBo hroadcaregories
Juounnns and non-disconnting cnrcir
Non-dis.ounled n.thod:

,) PryBrck Nlethod
,i) Ar€rase RareoaRcnm

il Ncr Prertnr vrlu. Veilrod
r) lntenraLrate oietuD



Rem.rk As rhe\et PresDntValue olilreproPosal

I6 \IODIFIeD r_Ei ?Rfsrrr'iT 
'A!-LE:

it"i"' p"'"n, u"lu" ot't'"

NF\ =
200,000

5,tll)

rcmnal lal c ol the Projec'

rat(s). rvhilh b sunposed to

TV=
cF,=

_?!q!!!- ]q!!c 100.000

(r lo)r

150.000

+200,000 r0.826 +loo.oo0x0 7jL I roo 000 r0 681

tr olg \e. thl fop trJ sil bL t ec'Ld

e,1.r ep.-.,,.r...dm" o- ",j'..i'l:,.i:. .::"i:'" .:

:::1,1.': "'.1':, ; 
I'i; ! - 

''.: 
:J lii""l ",, " ;'"' - ' "'

STEP I

s .ash infloN\ rsing tle

refiecr th. Profitabihly

TV=Llr,lFrr

...ut .Le e rr'' "'""or'
. sh Lntlos tr( thL Jnd!f!eJr t

:",; l;,;..i."pp..-" . .'- o! o'\e.o"I

8l



^..i.. "."-ARR ne ' rqlL obi.o'l d r' 'r"on_1ltr_J d

mNn ;FNiE{r id. oi r€lum 
^n 

inveirnenr decisjo. $nl qnaLr! onl! NheD the a'rlal

ARR is hrsher rhxn the m,nlnnindelred ARr! othenvisc ir [oUd bc rcjected

I-ikc oavirlck crncrion. ARR is iinrplc in both concept rd applicarion lt considcs ihe

rctu ,;cr the entrc lili ofthd Fojccr rnd rhdcioLe $rves as 0 measure olprolltabrl !
unlike payba.k which i5 r dcasrre ol mpnalrecovery Howerer' (hG method sLtJcrs lio iso

".."-. -r ' 
or 'errl '- e '1\ei 'l

\dR."dd on r'' l'no po o ' 
(Di '-

t d" 
'ocd\er'- 'PdrJ 

i o

3 i \T'T PRtrSE\T VAI,Utr IUETHOD I\P\)I

Ihd NPV ol r trojcd n

-verr- thc diJleFn!e ot al1

ar rfi\eJ Prc-detemrncd

delin.d as the valuc obtained br dGcou.hng. sepaFtely lor each

'l \ ...rur 'o -,o ' eor 'I0 ..

a fi= r*hLniorvs. I = 1.2.

A.cepr!ncec.iftn!r An rnr.$neu( will bc accepled

NPV r rc-lotive Il th. NPV bccome'etu thcD n

Illustrltion l: Calculare rhc net pEse ralLre

,n\riment olRs L0 Lxkhs givdnthxr the tull.wing

EqrrJurg rhe nr!t$nrnr.
Th; m;r ollhis mdhDd lics in the tict thar rc.osnizes the tlme lalue ol moner' k rho

srnslies thc rquied rtribure ol x sourd methd olrpprtrrstl in rhit rt lo'sides the tolal

b.ncn6 af$ns our oathd Fo0os.l orcr trs liletime Fufthcr.nv changc in tbe d$imation or

(\l ol.apltali.n bc brilt jnt, (hc.valurton FLoces bv hrnging thd disrounl F(e

Ihe mlrn dr.wback orthn rethod s that nranv linds difiilultv i' deciding $c dGcount re'

liLnher, tb. NPv nrethod may lor siec sxrnlacrory rcsults in rh..ase oltro poiecrs havin-e

d,liircnt econrhi.lives lidir b. Likelr rhrtr prcject. \rhicb has I hiehcr prejenr talLLe mtrv

r\o have. lonser c.onomru lira so rhat th. hnds rrll rcmanr Dre$cd for I long'r period

$hile rhe alrcniitne pn,tosal na] b!!. x shoner lili but a rfraller prese'r latue l' such

\iruations. ihe..r pr.rrt uluc nerhod ml Dor reflcd thc sonh olthc altemative proposdls

: ( l0)

I

2

l0% )



STEP 2: The NPVI oipojech X & Y lir the t*o Einvcnnent rates are:

rv(x)!,i

(r. rol

(l lo)1

(r Lol

TV(X)a,;
= -100,000 =Rs 69.584

nr0t-
0633)

3.7 BtrNEFIT COST R{TIO:

Therc de lwo qrys oldefining rhcrelationshiF bctweenbeierif 1nd coss:

Beneft Cosr Ratio BCR= PvB/l

wrde PvR = Present value olbe.ens

rrrw.'ti-, Calculare the BCR for the lbllowins inveslbc.t proposal

25 000 40,000 40,000 50,000

(Giver the co$olcapitalas 12 percent)

Tbe benenr cost ratio olthe investnent is

BCR= 25.000 + 40.000 + 40.000 +l!,011!
(1.12) (l 12) (1.12) (l 12)

I = Initirl Invcshent ( costl



STEI z

Detemine the nodiiled nct present

TV

(raf

NPV'=Fodined net pFsnt lalue

t00,000

71,000

20,000

TheNPv* forX & Y nay be calculxted lor two rervcstnent 6tes, 14% and 20% a$unins

STEP l: The tcminal values o i'e!:.o ov olprof.r \&\ lor'l''vore1\e -'.r

To illustrate the .alcularion ofNPv*,

lnvestment Outlay

Cah inflows

consider nvo pojects, x&Y

Rs 100,000 Rs

31,000

s0,000



Th,j vahe n slighrlt hiAher {hc. our rarget

t5r'oto l6t; (lngenerdl..lrishf rlo{ed
vrlue) Thc nsbl handsidc becones

so re nrcase the eal€orr nln
ircreascs tbe nghlhanJ side

lIir00 t0,000

concluded(h rhcv.lutolr Lrcsbd\lci
nrded rh.r dt lollorin! oro.edu! .rn

.ltheiso closcst rurcs of Frm

45,000

(r-l6i

L Detemine rhd netPresc valle

(NPV1l6 perccnr) = l,:rs9

,6G;nh";ffi; nd pFs"r larlcs obtancd in sleF I

I t6t

.l CaL.ul.t. rhe iJLo otrh. NPv ih mxller dn.ount futc. idenoncd

,r a rr," n-t".ot,.n",t in Srcp I to tliesnallcl dMouni'r' t5 - 0l- = lj l- pctucnr

I srlahb Intcmrlnrnal Nclaluatr.sa proicct Nhos' cxpe'tcd $5h nows ar"s lollolvs

2 00.000



Aclror,rncr (nrerir: !\' 'or 
'i f' ne J io'

" "i' u"B'P "r' 
en \r "-r'e J or ''reo \\l

. e a trh ", -n,d o '. 
, rppr. ,.1'..d

s.n,. orthebarkeis llnd thn crir.ria noft Ls.tulas n h.6ures netprcsent\aldcperrupe€

S.S INTERNAL t$TE OF ITETURN (IRT):

ih. rRR.lrbroGd 6lhc dncoun( nte. rvhich nakes ts ncr prese vxlueeqlalrozero The

rnn --*-t! ttj"." "r*t"- 
on rhc unrerolcred invenncnt balrn.c in the Projccr' lttu!

be aL; sid as (he nte olrtum eanrdd or the i.rtialiivestnen( made in tlt proled ln dre

\PtalNhtrDn6N me,lrhdtlF{ln..unror;(.o$oicap dl) is known drd rnh $hich

the NPv is delennined ln rhe IRR .alculanon, th. NPv n scl equrl to zero and then the

di{counr rale is det.rniled

cFl/

rn. "'J i ir'or'o
npl. - '-,". 

1 . .uo^

*ceds dr rciu, cd dc !h. l)rcj.d is a..cnt.d. olbsri{ 
'crcdcdidR -"., . .. 

";.,; ,,, , ,., rr.o,." ri, ' r ''
il".*" -" tr"o' l,*.", 

" -an$aDd ir r llnked {ith rht r col('tunon'arnrlemtLdrcd

il,c ftlcularior of lRR. conrd.r rhe crsb llo*5

l 2 l

rh. rRR N thc \alue oar which \atisies tbe tnllormg equatLon

10.000

(l+n'

'nl'",ii.o*r*t",t"nderor 
\\ctrydillcrntlnltrcsof rlillwe

sidc olthe;oveequlion isequalto l()l)0,o00 Let us.tobeginwitl], tryr

rhc eht hrnd s de eq!n ra:

r0,000

(t lt:
+ 

- 

=100302
(1+r5)1



IINIT IX

L..rning Objecliros: This unit anns b FrolnL th' slud'nc rnh an

iDrroddcrion btlF ba{. concer. ol

Thc Workng Funds Approa.tl

Cosh Dcdand ForccNting:

Tme Serics AnrlvsisOlCNh \! hdrawals Fronr AT\ls

JudgnentrlAnxllss OlDemr.d lord.aring Ol Cash B)_ Barks

Ca5h Nlanrged.nt A( '\ llvls:

9-1Cash Nlanrgcnent dnd Dcntnd lo..cisting in A tNls

n 
'nor' 

or 'l 'orl .. ^ol l" '"e 
d J

;,:''..;",; i J. qJ, .n

rime. n\ carr d$ct dt nor ge..r e Lotfc$ nron'' rsrn x bank h's !r mxke k c ofT

i.i*.." .".hr,"lal"g -a ii;e$dent rvhcrc n dirns prJlit Lranks lwn n]lr qles Drcash

,.*i' 
"ni"i 

a,' -t i"- -v 'ncom. 
in th' fonn D I i eren rhe tud tpes or cxsh rrscts

onnedbj'r br.k arc is lnlbrr

t \rxlL(rlns I j' jd

,;;.,,.. .,. ,," '.o.. 
. Joo'-d5e

demrd loe rxsh wnhdnwr\

. Dcmand Dqrosit Rrlnnces tt Prirele linrncill Inliih'iions Bm[s s'fle a: d

ar-.-r hNs tbr the natioD s chequc pavmsnt slslen The bidls shduld hold

.'ri."i., '.."... 
*,r*t.l"q"$ ro be wntl'nb! is dcpo$los thar 

'rn 
get cl'rrcd

$hcn plesentd lor PaYment

. Cash lien\ in lhc proce$ or Collo'lion Btnks uis 
'xsh 

balnncer to purchasc

scflrcd\ lion corcsponllert bsnk\

DonDnd Deposil Bahnces .i Ccnlr.l
Eserec requtmetrts thal can.nll be mcr

Ho$ much.ash r bnit sho0ld hold 6 dep<ndcd

predi.table $ localbusift$es n'xke tegllar ca\h

B,nkr Regulatorr agcncies rlthorize ldgxl

by h.lding qurlirynrs rash assets

on nxnl lactDdl VaLlr caslr n.cds are tntl!
depolN and brnkcunoncrs$ hdms casti



matisthcNPvofihepr.le.r, ifthediscountrateis

what is rhe NPV oithe prctect, illhc discount rate

l4%forrhee.nre tdiodl
is 12% for the ter I dnd

-l

2. what D the int.rml mte orreom ofar investde.t, which ilvolves ! cEe ortlav olRs

]0,l)O,l]l]l) a.d rc$rlG nr a cash now o|Rs 1,60,000 lbr nst two vea$ ald rhen casb flos

olRs 7.85.000 for dre next tbrceyearsl

I Relian.e Tcl.com r con$dering two projecls,

requires an initid! ouday olRs r0 tuiLlion The

Projcct M and Project N. each of whrch

expecred .ash i.noBs tom these nojc.s

$iat is the paybackperiod lor each olthet.ojec6?
wlar is rhe dtcount pryback peiod io' erch of the projects rf the ..$ olclpital

and ,he con !1 lrntrd is li;. shnh fr ielr Glll the r*o projccs are indePendent

rh.nld the firm inve{ inl

Yetr Prujl\ N \P. lnmLliun)

81



Formar 1: (,\h forecrning

Sourc* d.dnr: ortunds

Ernang Loln coImnNnG ro b.uriLt&L

lnv(hent ,n s..Liric!long ((m

l^e*mc s insc.urnres shod rc'm

The setrtioraJ.lateLdti s na,.d d'p! tl:

r Thecontex( olthe lorecasr

. Rcleun.c andavailabilirvorhGtoncal

. TineFriod rorccasted

r Degrceola.cura.YdesFblc
r'.d benetu or value.lrhe ibreca{ to

Tine rvailable lbr nakin! tlreanalvsr.

9,5 CASTI DEN1AND IORECASTTNC:

There arc lour$eps inmvEdket lbrccast unde akcnbvM organizati{rn

rhc markd lo! rhc produ$ibask.t oltroducrs

totjl indusq denand Dr. ftsndinconpo'enb

rhe drile$ oadefrand in cach seenerr and pr'jcctnlg

!ide.{md lhe nost .ritical assunlrioN rnd t)



at FrdictabLe inle als. Nloreorer uult .ash shofi.-!es ca. be retlcnnhcd Lrith depos{s h.ld

at a cental Lrrnk .r a.odespondent bjnk HDwcver ir is very dilll.ult to predicate tbc .ning

and mgnitnde ol dcposir inno{s ord luruNrs Dcposit inflolv\ nis. lcgal rese-e

Equftd..G rhereas dero$l outnors lower r*erv. rc,lunenents rnd r.d!.c thc actual

ilcposit holdings D.P.sir oulflolvs are ako rllcded by custod.r crcdit i|d easv aldilrbilit!

olJcbitcads. A bank h$ problemovercont.lli.grhe linins o'.l.arinCa.d iloat

9.? NTAN CE\'IE\T OI ILOAT:

float. ,n g..cral. is denned N FL.ds nr rbe prorels.l collection Time *ns b.$een the

honcnt. dreque ,s lvrnrcn and the D.dcnt lhe tunds arr d.positcd nr rhe.edtrcnl\
accounr This tnne sp.dd ir .aLled Floit Apd riom cheques. orbcr i.{runents .bal credlc

io.r aE telegrarhi. hNles, rul tansLs. ba dDt\ erc Nlonev car be rem r.d tluorgh

DDr relegFphL! hnniid and nriL trn5re6. ro mr odrer ac.olnt in xnv orher bru.ch olt[e
same bdnk Th.time Las betrvecn tlr tinre$hen1h$. i.$nnrenNIc Pur.hrscd and tendcrcJ

d the payce branch lor palmrenl results in float tur br.ks lrLoat creles hquLdit! pLobleo tlr

In ordcr to minin,/e s.rsh manaseneot or llqtridit! pfoblen. a b.il ioLlotri rvo nuhods

ro e$rmrle s liquidityrequtrenens rnich are explri.cd belo$:

O 1 THF, \!oRKINC FUNDS APPRO CH:

Accodins ro this aDD()&h t ccrtain am!L.t, sdy. i% olthd r.(tl working lund\ a k.pt as

cash.rncar.ash nNlrumcnG lor ns liqu Urequiremenrs BroIs also.hssifies i6lirbrL]tics

b.sedor rhen mfurityprollles. hkc. (i) Oered rundsoftlicbank !'ee\cnLdcd 6!r liqurdrl

rcllnemen( sn.c rhcy hale onLr Nidralcla n:(,i) Dcposits and Lrono{lrgs ire segnren{ed

brscd oD thetr * hdnwxl patem v.latllc tunds rhrch .o.rir ol short rsm dcposiis ud
.edincates ofdet.ris cal lnr Il]1] per.cnt lir]uidrty rllo*Mc. v!lnerrblc runJs rre moslLv

trnsrd,on d.posns thrl dr. pa-vrble oD dBmxnd .alls lor rlmds 100 percenr allNrD.c or

Lo$er all.wdncc dependrng . rhc bark s risk hking caparn)_ Stabl. tunds are Jellncd as

.Drc ponroo ol sr\n,gs depo ts r.d tnc dcposits br *hich ihe lqu trl allowance kelt is

l.ry los as rhere *irhdraw.l patem ard trcdictable Fn,r tuDds need 100 P$c.dt liqu rtl

.llo*anc. asdies. are tunds,n tmnsir paylble.ndcmand

Ir.sed on thc allowance ro. codpo..nc ol ns *orking tunls, rb. bdll Nould N.s ns

dcsncd LiquLdLty levohand foEcal ils c.n1rcrruirenre.t

S] CASH FI-O'$ APPROT\CH:

lhrs apptuth lirccxsb the cash llors ol rhe brnk over a sPecrucd plinnLng honzon. xDd

c$i.rai;s liluidity Ncds by nldnrilying rhe likcll gaFs between rour..s aM Nes ol nrds

The.ndire.ash baLa.ce couLd b. a surplus ordcficit



rhc ficlG B shNs the torrl wirhdruwal ot cash thar h^ tak.n pt..e u th. month ot
3.fl'b 

cmt 
.dbt.. e...1., ro|t.',.. or .r ld\. heb, ro;

0_ . lre oal...\. nnotr 'l--on , tdr , , trL.

9.? JUDC'IENTAL ANALYSIS OF DEITAND FORICASTING OT CASH AY
BAN.KS:

Sal€9_ margin ba.rs lake inro considcrarion rbe t.ad timcrhnr rhc!srlrake ro r.achcash ht -,."., ' :, d..r ,t\t e. ,..op.o.dert r. ,. ,,..pBIo, 1or o,,.r0l'l.'"].ol.'o.cd1\l''de.d'"''J'o'''J'
n case ofwcekerds (satuday aM sluday). nany dr rhc bdnt, ." .r"*a 

",a 
u.. ii"

monev wh,ch is dnburcd on riddlr bas io ftkc inro accoont rbe exp..red dcnu tn rhe
*eekends

aa\h innor\ rh4 r'r e\pe rd rn rrte ptr(e_tlrl r,, ,, , pB, ,n ornb .le . . . po. . ,n nd 1 en., . J.w.t ,.,-.,i,"".,..,-
.ash disbu^al has ro bc .onsidered Bhile turc.,nirc o* i.p,,n_, t.".i". 

"ii.i, .""}banks .o.sidcr whilc ti,Eca$inc cash demand ,s rh._\Nr* "., ,; ...; , ':t , ,i: :;; :. . ", ,.'1. .": ;."' il ;11:l::.;tom'i.Ltd.o.r,e rr\4o....i,nd!
0 , i .. ao.c\ ,. \ to ., a.:.. . o q. .'..o .. rt rl . t,.,

: l..cd,.L.'l b.nr .,.,i" .,'",,,,.-"
5.r ..1.'oo.no\or .r,t {IV ..et ,t.(0,,.te

(rrcgoDor4t\.- t ed. rreEo. b..,,.o ., .r, I.pe,t."or 1lo.Ll .o..oL, ror,,t .or l r..to\ 
""._i. .,,r,,r"i

catcg.nzatio. used by clobatBa.t r. gndc irs A tllts

Arerasc cash disFtrscd per day ,s GN;;i;ll i;kn
ind Rsi hkh

lim r LJo bc scr or rhc bais oirhc
Oncc lhe ATl,ts are caregotucd, a ma\imun.ash rercn.on
lollowins calcularion showh in the hhte



The loLlowirg arc tlrc ticto* tbl are kepr in mnrd whil. lbre.d{r.s tooh lor dcmand
manage.rert olc.sh for rhc brxndrcs rs lvell as theATMS.

TheE i oo so.k-ousnuation rnanyolthe branch.s as scll ar ft ATNIS

Th{e r nol nruchoiidlc cash lline $nce theopponunitycos.lhold,nccash is rluitc
hish.

Thc co$ oldehrarng cash ro lh. bdn.h.s d.d ATU5 thouqh drc ouhour.ed aqeo6

Thc leld linre b delrle, .i(h ls min n,7

The !an{e olinlonnxrion io$s. rhe lead nDes in every stcp orrft dui., the reLarrorship
srh (he oLrsourced asentsi the geographical locdrn,o !ttbe b.0l branc|.s and (hc ATltls aLl

play importanr role decidnrg ihc aopropriate ddnrand foreca*iq rool Th. nmo series dxti
a'rdlLrdencnral brdc.srns are used by all rhe rerall banks ro predrcr the demand for cash

9.6ITNIE SERIESANALYSIS OF CASlt }TI'ITIDR{\YALS FROJ'V' ATNIS:

l,',. -.- .. 
',iJ ..J re.to' pa'o.o - {rr r 'rtr... ll((o ., d 

'Jtb. rh€mlnrb ol.hnu!ry,2008, say Ses lorccaiedon Dscember.looi
FolloLVLnS'lable G a reprcscnrativc bble highlighnng rhe nedrodotogv otdrri.it.ulrrions
The data lioD XrZ B.rh (ior rhc pcn.d olNove.rbeF Decembcr 20071 on rhe bNs olrhe
monthly cash dispc.scd liDmedch olrhe l0 AlMs agercg.r.d.\dr I monrh rere cotlecrcd

Trblc l:Cash *ithdras.h IromAT}IS of\YZ Brnk in De.en,her



CenrindenaddriveshavinsasubrxiaLeffecro.thcnnalle\elorddha.dforcnshare

To under$and s.onccprao lllu{ntion is givenbeLo$ bttakhg a hypolherical bril
Ld us rsune tbd Ys BaDl hri 20 bran.hcs xrd 200 AT\1r in Assanl Lrke jnv b!.t nr the

lounrry, docs.rai rr an a..ou.t with the RBI tor rash Lesene rutes (cRR) 
'€quEme.rsb addnNo b tbis. the ltBJ rl\. of.s a cunen.y che$ hcilit! to 1he bdnks LJnder this

ti.,1iry, th. brnk\ un!p$ e thenrrc.L.ts hrrhendaiL) 
'e.lulr.u.n6 

olcash Bnrurinellrxr

1lr cRR is mtrunarn.d at thc end olihc dxy Howerer, Yes bbk has not subs..bod to rhis

lFiliry I1 tr\.d its Ilead Ollicc bnnch Located ar Ptnbazd is the re.Gnl pai lor rLl crsh

isnranle o the brin.lres and ATNIS in Assrm FigurE A dcscribes thd llo* ol irds io Ihe

coh. birnnins sesmm Dldrcbanl

Lo. ionolibr bra.ch / A-lM

Nunrber ol cld.nt rccornrs

Re$d..t rccounts a.J lhcn age profile (br.g. sane banks ha\c a c.plire

ardience.lpc.sion holdet)
NLnbcr oasalary a!..dnts

SeJso.ll hfroc includins weekends and lsiivities

ln rhe casc .fYcs Bxnk. rhe .orp.rarc accomts bd raxation depairncnt has lor[ed onr .
.cn.in Flenfo. linns lir alLthe branchcs.s well as thc ATMS The tu.t.6 on which such a

hnrn n.alcularcd by the detanment are as lollo\ls:

t lotal derosns olthe btunches

. TotdadLances (anounr lenr tdthc custondt



S.ttin! Limiis f0rLach Cateson ofATM$

(-.i ri a[h) :=62i dl] \ r 3 -5 akh
(5 l.5lakh) r2= lzi lakhx9.r5lakh

:Ql:!.!!egs!l

Thc av.rage volln..1 kans&{ n N raken into coosideratioD D each ofthe cate-eories. Ttris
lrlle is mulliplicd by r tictor oi3 Th,s 6ctor can be derived by rakine thc standard

dev ?ri.n( olwiih.imrv3h

9.3 CASH MA]{AGEXIE\t'AT AT}IS:

All E1 l hrnks iorlud,nA leaders are competing lor a large share of cu$o!rc6 linancial
tmnsactions No donbt, th. numb$ ola.counh op.ncd by ind,!,durh dnd.omFanies hrve
gone np te.re.doNly. wirh ni. irtiodu ion olsothntatcd tech.ologv l,ke The llertronic
CLernng Senices d.d Retril Flectun,c Funds Transfe6. the \olume oftraNactions llls eone
ulr every da_v Ai ihe sanre rLore, baoks lvant to retaiD cu$oneLs. Their cftnns xrc dircctcd

towards atradnrg and rfi.ining cusrom.s by ofinring th.h sars otahe an dNnbutnh
srnenr ie. the AlMs {Auron cdTcllcr Machinc). Thc*h.lccrer.f. r hclpmgbdnl\se e

thctr.ueoncs tir$ aid avod humx. inrcnron rorally And lor rbe customers. ATI{S olfer
haslc lrc. .ash $nhdr.sal Th. rordl cash dovenenr thruueh ATN{S i. lndra is already

betree. Rs :15,000 rore and Rs 40,000 crore ererrr year lndians wnhdnw on alerlge Rs

l.:100 ( Rs 1.400 per ATNj (ansdion. But. in tuture. thinss are going to be even more

ditrerenl.nd will posc ch.lLeng..

Cosl nadagcncnt at th..^TM outlcs havc bc..no \e.l chdlle.ging r\ rhe supply chri. ,n

rctail b.nks n.cds ro bc morc r.sp.nsrc ro lhc need! or'rhe cusromers All lhe i.remedraries
in the supply chain play an imporiDt role in naking the supply cbain 

'norc 
ciilcicnt Ihe

phyec in tr Ftail bank s supply.hain aF the Rtsl, lhc corpomtc bdnch oltlrc banlr in thc

ciy. rho r.ra,l branch.s. lhd delivcr),.bdn.cl co ordinaton, ouNou.ced rgen.s who take care

olFhlsical.rsh novendnl. ATNI\ rnd ATV vendo^ The key elements in the supply chain

are cash no!, Dformation flow xnd l'l iniasftcntrc. lcad tine of cash rcplcnishmcnls.
paymenh and rcceiph, difcrcnt dcnominations ol cudcncics, gcographi.al locrtions 3nd

$atus accouns 1ik. coA.nt. a.c.lnrs xnd srlary a.counls

The various aspecs irivolvcd in nanagi.g thc logntics ol.ash nanagenent includc ATM
operations, tule ol roreco$ins rD retarl ourleh and AT\ls and the pamnetes that are taken

o consdeFnon, scope ol ne$ork nrains. is Le ol haring the right rix of cuirency

denominarion to bc rble b sa.sli the dem.nd The rhtunrc ptublen ticed ,n such a sccnaio

n c4h itock olls rnd baoks a.e increasinsl) rqrn! to srnergize then supply chain with that

ofthc .xtcmal rgcns (.\TNl) lcndos. outou.nrg reenh, and vlsA nerwork) i.volvcd in



TJNTT X

D.rrrLncs rhih lh. isk lrom rhc buya olrhc ds,{rnc ptudud ro (h! s.llf.nd is suc! rr v{y
elledivc rirk nrDageNnt tooLs Duilarils hrk dr chrrrdrisric ol lc\cragc or gding with l
stulln Lrld hy ol lunG 1r smrLlpdcc.ugc ollh! c.nrc condlcr vrluo onc cm dcd big volumcs

D.rndircs . rinricixr innnnrnh rhi.b lrrue is dervrd olr of uidcnync innrunont
Drnrrivcs.rn bcdiyid.d inro tvo mrin rwcs rhc lin r l!!.: lhne rbe pryof is Liner e g. lnnu.d
condrcr h(us and inkri.rt. sMps rnd ft non firar o, rsym,neri. rj_pcs $]iot rhc prr_o6 is

A lo d contrrct b c$rntrll), OTC contrrds involving onl)r (hc b(!cr trnd ih. sellcr tsoth (h!

|]dGs hrre nece\\a.ilyto pe.fonn ihe contrctandrhee ir no payDent olrny initial m.eins

. S.(l.m.nr rrks plN.conlyon rhc drtu olnnri!

. Cr.dn orCoDt.partt dlk is high.

. vr ds lor losrrd corrads rre nor !e.y riquid

! Phlsical ddivqJ_rak6pLxccon.hc moniydat

]\ n{urA ronkr( is In rsrccmhr ro btr} or s.ll a $mddd qu.nliry ol! !iv.n trndrlyin! on a futD.c

&r! rtuou3h a Exlhargc i pricc *hich rpr-d$cnnircd To tradc in ntur6 cortrlc!, orc has ro

bc.om. r ,ncn,bcr or rhc *ch!tr8. b) pe),ing rh. iinirl mrgin ard 
'naiirain 

a $rabk mrrgiD
... rnr ' :h t-. b'oL. fi . .,, .,

Th! m, r Lr ind5 z! of rh! cur \r tu) bcLu romi-lLl

LearnineObicctires r Al the end ofthisunit. students willlearn about th. adlan.cd rhk



r_lrnbt olsildr! a..ount h.ldi gs

CoAorareaccouDts. rtany.

Total re.eiDc/prv.r.nts olthebrxnch in thc Ia$ I nbntlN.

Thrs figurt orretenrcn l,mit n shared acro$ all branches in Assanr nrcLuding lhe Panbear
ln"nch B6ed on the EreDuon limns as set bl' dre bark s DispuL br.n.h, tlie cash

mr.rgdhcnr ccntr! is rcsron$blc ror d(r.iburng rhe lirnds o vaious brrnches (.etail

ourldt lnd the out$urced asents for ATNls. At the end olthe dat, aLl bFnches are notincd
r. r.f,n ih.r.r..(.xsh 3lnr. th. r.r.nrl.n lnnnnrih.r Mxln PxibxT.rh i.h

9-9 Vode of operrtion of OUTSOURCED AGE\TS ihd RETAII- BRANCHDS for

The ATM !pe.r.o. is co ordinated by delrlery channel co ordurror The ATN1 s*itch is

lo.rrdd xt Drstur Bfunch rnd rll cnsh fore.a$,na N caried out in herd Each ol20 Erall
bran.hes aF aware olthe Etention linrirs set upon by lhe Dispu lnanclr and are norined by
dre marn branch at Pubazar that anyerces cash above rhe rerention hnit should be Elured

Thu: il crn b. ,nlcned thrl crsh nJmgenenr dn,i ca\b llre.r$,ng arc higbly Ltymmr rd
dep.nds on dioy lidoA la.a.clrxre lbFcasi.g Funherwhi.b.v..n.lhodolLrcd(ing,s
used . due conrderations nrould be given to the exlenul irciors ihat are Likelr to aliect the

loreca$s. These ficto6 mclude variation Ln business crcle conditrons. nronetary policy, etc

In Indix. nDncrxr! policy ls xmour.cd twi.c a ycar on.c lor rh. busy scxson ( odobft) md
(hd orh.r lnr rhc n&k s.Nrn (April) \\hen tbc indtr{ry cnvirodncnt is on rn ufs\ing and

Estriclions are pl.ced on bMk credn. dren liquidity position olthe ba.n rrll be atrecled

,\aio, rhe rNdion becomes sereE rhen the deposil accre.on lakes place rr a dimmnhin-g
rxn ,^llrh.n ri,.ri n.rlh h...iqi...d whll. h,klie rhinLrnrin lin.,{iio

Y.s brnk lrs onLy onc ou6out.d agcnt M]s Nofth Er$ . lir dcponnng .ash n rher 200

^T\1s 
across llunbn, Thc o!tso!(cd rgedt do.s not mintain anr rrulr cash c.unr. ie, r

does not nlrntrn certxm cash balancerbverdnft account wrlh Yes Bank The ousourcins
asenl rccount 3eG debted rhen il couech cash fion the bann ind t 

-qets 
adjured rben thc

L) Dcs.ribc thc dllircnt ti.t.s nscd bt br.ks Ibr.ash lorccaiine

2) hxplnin rhe canr mamgenent pDce$ al ATNIS.

l) Prepare crsh budset for the noorh olFebruar!.2008 by rakrns hyrothrrrrl data



10,2 Adronccd lnlc..n Rric RiikDlrn,genenl Tool:

Gap r..hiique is minlr_ prem.upied {irh shon tem imr!:r rrlc hkand movcmlnt dlnrcdrr.(c

*ilnin !hon* dunrion ny one b (qd y$s Ho$ds a ba.k s asc6 a.d Irlb,lles ory be mis-

dn.hld bcyonll lor 2 ylxs mdrhus crposedic brnk io rtrb{rnriaLri\k in rhe medhm or long €m

Banks wilLr)\o balc ro look ar rlharc mcrhod: olmdrring mrcrcs r!.c nsl ors.hc cnfrc LLac oa

rhc ssca ard li$i1,.6 Dura.oi CAP (D(tAPl amlysk is one srch mdhod As rhe namc suggcr: ir

incoao.are\ *rimres ofdrarion olassdr dnd lnb n,.srh rcflcd rhc volu! olpronis.dcash floLvs

uponmluiitJ- Hcncc,nsco$Ldc.cdano,cconDrehdsiveintfnnie \kmeartre

Thes(eps inyolved iD theduration CAI analysnare;

S.ep l: Forcar inr.rcn tuic.hongcs for rh. pleMiighonTon

Stcpl: Enmdcenlsr nrkdvrlucoIthcba i!$cls. LirbLlnLss aDddiarbldo! .qniq

St€p 3: Fn,n . rlI $.ighi.d avmge duntion of rssr. rnd Ibe lvcighrld rrnsc duraLion ol
Liabilnies, also incoponring the eff.ds ololl'bilfcc shc.t ircns, b

Step,1: Calrularc duErioi CAP

Stcp 6: Fomuhrc inr-gics ro in:ubr! mrld vilu! of.q!!y no'n i'dd rE voirtiliry

Base rase: Asslnptions:

' All valuesolassets and lrabilitics de narkct values

r PID. pd. r(p. d 01 l rn rr

' No delhults, palhenrs orearly *ithdn$aLs



drd !z..r.oitNsrr {rndrdied rie $ndardized

-q 
.onh.t I n rkin-q 1o m: d on r JriLy

Ih!E:.h g.hkes cm olftedir or.Duir{ ptrnrrislr

FLttrcs lonk.dj oi.h,ehlr liqu d?trdca' be.losedour ersily

Ha'd\ I9; oarhc 1o{rl(onrad: r! ddrrnd addslci d.l(.yt Jni

A s{rp n m rsr!m!n( s.n agrllnN ri $hirh trvo pars rgr.! ro.\c nee pdodic pr!ftnc
Th. $dar! \all. olrh. Ftrnen6 *cLlnged is brrd on r.notiotrrl piNip.L.nord Tbc non
.on,mon s$rp is the i fl*r nr s$rp and brnL nLinlr h(r inLo rhs $vlp Ba.ls 

'naf€e 
iinq$r

rde rnr bJ_ xdlunin-q rhe mrunly ortupndngrhrddcs of rlFr a$ds lrd rbLltries

. lnr{cn k $!aps aicof-brh .c shccr rq.s

A primr4 ohlcduc ol rhc i(rs.! .o! Th.rciarc. $e p,etuiliDg

rllinD.ship b{$cmhoir.Rcs aDd lcrdc$ dos nor rl'rige

Thc rajor!{at 
'mr[.r tlrlcr aic bxnks or.rh ff.ncd, .s rid.orpo. . cniiric

Thc $vrli cotuN rhe s\rp rcnor i!
iMepend.nr olrhc lom nrlrily.

rhcn rh! dLlfs!.faL in fir&Lrat $ grc rt dri rhc d,ftir.dirl L, tlo ng m€ lribbLe ro

.olftcrtrnies iDr smp. r nvir.li jiorn fix.d ro ilo ingmt isca'ri.dofr

rthr dr dLJI.rnriaL,n noarins 
'at 

n gre cr rLr]n rhc dificrenr;l in fix.d rd.IrrhbLc ro

counrcrprnics nr $!rp. r su1!h Lonr nodmg ro lixd rdc is.Jr,!dod
'lb. rnlr hk in r s\.p rtr.'lcmcnL s ftrricli ro Lnrc.cs p!)h.0ri odly. rtrd do$ ior

f r., 'i" r' "

Pri.iDq .l ftc intrei 
' 

. s$rp inrolrA forccsrins tuture b.n.hmrrk rarcs. Somc lomon
re.hniqus inro[e rhc us. olyi.ld cund ol govcmmcn! scorrLcs. lonymd inlf$l ri,$. or z(o

Anopron is.ssc.lrlly a coitacr bc6!.m nvo pan$ lrh$!i,r o .Cr(ybulsd,c iShr rorllorbu)-
a gnor uDdcrLyirg aset ar r tuture drte rt : pre acre.d p'ice:id rhe ol1tr \ells this risht Thci!h( rd

bur rn und.rLyi.g i, crLLcda Call=oprion and rhe.iqhr io selLrhennd.rlvine is ctrLlnl lhcpur option

. olions arc rmdcd borh rhrough ar ex.hans.:nd or rh.countr

. Th.pri.c orrtr oprioi n paid upfsnt

. rvhil! rb! oprLon bu)( has thc righr 10 $hr cxs!6c ha n!br. rhc Oprior s.lLrr hr\ rhe

obLigarioi ro pslnrm Lvl'ci.rLhd trroi by rhc htryd,od. so

Pf r_inaL dcLLv.ryorrlrurdc,LyiiC sscr is e$.$al on..rhe op.on i: er*.i5.d.
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. lDrercr ntc ftk.xnbc scc.by rhcnis mrlch bet*cardurrtionofa$eh a.d
liabiliti.s. N scll.s rh DGAP o10 il3 yerrs in rlre base care

. WhenrheF N a dranse m nteresrates.rh. mrk.r ulLr.s.l NseA rnd habrL,nes

wouLd chanse bydiferent xmounh. Tlris +.tr|d ihprrl ar \lIrn rhe shoriemr 6
sell rs rhe nirker !alle.lcqur)

Li.ocd 
'-o 'i',p, i. l.,oid .ooio o, 1

holdrns peirod al | !xen le\el olcoDid.ncc Vr n cal.!lared lor r snen rinre honzon Le

rhe hoLdine pcriod lh.r. lrc rhJc. nrthods by rvhi.h vrr.rar be crlculated rlie De1t0

Nomrl ltielhrd_ HNro.crl srnllarron and }lonre (ark snnrhriotr Th. no{ orsc{ helho!
haprers ( b. rhe Dellr )(omral Method lvhich is !ncn b.lo*

Supt.se 5BI Mlnrbr,. bry\ l0 troy ounces ollold .t LSD i00 wi(h a tadrg obJddivc

thal rhe posilior qilL be leLd lor om dxy. Thc dnoLalncd voldtlirv olsold pnces N, say,
jr';.llc Var may bc crL.ular.d tor vfious ldvel\ olconJidence

.un.nr po\nnin r Nodh L0 x i00= 7000 LjsD.

ronLrhsed r.l i v,s 5c; Th..l3il! v. erllirv

= A \'rSq roarolzi0l assunnnsthat tirere are

Th.rc]orc. vola.litt ol g.ld pn.cs fitr.nc shndrd d.rratlon
0 00:l L6l llSD in rbv,lute iems
Anj. pnre norenent un*&ls USD 700 NilL result in proi. Bur r lill in n... (o rhe

eleot ol 0.0111162 rcprcs.rting on. srtulrrd devdn)n \otrld resulr D ! loss ol

I. ollu *ordr. rve .ra] \ay rhlt lhe maxnnum potcDriil los on rhn posnion whcn Ihe

\.la.l,ry ir 5% is USD lor onedavholdirr peiod

10.3 Brselll And Pracli.es l. Credi! Risk Nlrnrg.n.nl

V.$ orthe countnes includrna hrdra is lonrg ro iniplem.nr rhc nc* Bascl rrancwork. norc
populxrl) kmwr as BNcl tl. ar laid d.In by rb. Bi.el Comm,ree on Baokrg SupervNon

{BCBS) This ir go,.s b hxle s.vere inrplicrtin on c.edit nsk pFctices in lndran bannnrs,

ibe LVay banls appnre credit proposals. pri.c Lxns. nmag.. di(.sk at th. individ!rladd
ponlolio lcvcl. xndiho nxnagcrlrirNPAs C.ns.qr.nrly. In,l,rn brnks have been preFri.g
a.d mplenentins iarious nreasuEs for effective nam-lenent ofcredn risk P\lrl. nr rhis
Fsrrd, has inilated capacnr buildi.s neasur.s ro id.Driry tltr laps .nd to .s.ss.s \!cLlas
quanti8 the.xrer ol addnional .ipiral rh1.h nay bc r..Ltrtr d b! brnks Thn gap r.rlyrs
exercis. is schedrlcdto cnd h Dcccnb.r2006 (Reddt.200j) ThereLE. r rv,ll be prlde.t r.



O rs denosnrbomqrgs 6

TotxlRSL

Orhs ,ft s.nsitivc rse6

Toral RSL

wa8ht.d avngc dunriLrn oa ,100/910x(l rr)ra00r9llll)

Wcilh,cd rve.a-qc dtr ,o of 40011000x(2 69)+200 1000r(l li)+l

simpLe d$alof caLculrtions

uirg rlre brsi. conc.C. ol
D=: - rc 1n(r+4(r+rtr: L c,r(riI

r -.unbcroipenods,n tbe hturc

C'-.ash now to be delivered in thc t periods

r = yicld to natu.ty (per pcriod basis)

Srdple duraiion calcul,tions lorthe abovc erinple

I yea6 coImercial Loa. {(48,r1.12)x[18/(l l2Xl l2)]x2 ['148/1 l2xL l2)lx]/'100

=0,107(l)+0 096(2)-0 r97(i)1r.100 - 2 69 yca6

I Yeii,randeponr {( 10 l l0)x( Lt0\ I l0)x2'(4,10 l0\
I l0)x]11400 = 2.73 yeiG

9'



Piuar ll: Undci the s.cond PiLlar olrcsrlatoo rcqun€nr.nts, banks should hal€ nnernal

proce\s m plr.e to arsess the xdequa.t olmFral in rclatlon Io thctr Rak Prolilc. SLpc.visod

are responsible 10 reviclv dnddvallrebnnks i.rc6rl.anital ad.q!a.y assesdcns
Pillarlllr The tsasel Comriftee has set fonh ts! twesoldisclosEs under tlre thud PiLlar

rcquncnents. vt. Corc a.dSDpplcmeDtarldisclosures. CoE dnclosures are thosewhich

convey vnai nrfomation for all in$ utions 4nd dFinpoda.r to rheba\ic.peturilrnolmarker
discipline rloeever suppleDentarr rlomation oeed to be made publiclyrvarlable mcaseor
sophnticdtcd, int.mrti.nrlly.crnc banls. Fuh.r. rh. dncbsurcs sborld b. s.mi-an.ua11!

butonbroaderissues hkerisk minagone n.buldb.anmrl rdd.Luancrll incrsc.l
inlornatio. subrect to mpid chanse.

T().4BASELCOMNIITTEEFORBAN(INCSUPTRVISIO\ PRINCIPLESOF
rNTr_.RF.SI RA tr RrSk VrAriA(:IlrviaNT,,IIlLV 2001

Principle 1. ln odcr to carry out irs responsibihies, r[e board ofdirectors in a baot should

lpprove staregids .nd policics wnh rcspcct ro int.rcn ot. rhk na.aecmcnt

tlsks tbe steps.ecessary r. hon or and.ontiol rh.sc risks .onsist.nt sirh thc

lpproved strateeies and poLicies.

Prihciple2. Scni.r nxmgcnc.r nue .nsur r[it slrudrre ol the bmn\ busire$ and the

leeel ol hrcrcn ratc rGk it assures ar. efiectively Danased. tlmt apprcpriate

po|cres and p(cedlres re dnablnhed ro.onr.Lrnd limir rhcsc rnks, and rh

resourcesareavailableti)rcvrlua.nerndrodtolh.sint.rerratcrisk

Principle3. It is csscntial tlrl b.Dk's interest rare nrk pnnclples rnd procedures ard clearly

dcnncd and arc consntcnr wirh rhc natrtre and .omplexny ol Ihen activities

Tbcsc poli.ics should bc ipplied on i consolidited bask and, as appropriate, ar

tbe le!el ol ind,!idurl ,nil,at.s. cstc.,allt trhc. r.cognisnrg lcexl distinfiions

and po$ible obstrcles ro crsh h.lefr .nrs anong rlJlliat.s

Prihciple4. I' is cs.ntial that ba.ts have ider€sl rate rGk meanEnent systems rhar

caprure all nareml sour.€s ol hlcree arc risk x.d thdr asc$ rhc eJlcct of
inreFst rate chanses Ln wdys rhd dtu connncn.virh rhe s.opcolthcnacrivitics.
Thc asunptions u.dcnyine the sy$eD should be clearly undeFtood by ri5k

naoraers and br.k nanaecn.ni.

Prihciples- Beks should ncasur. thet \rlnenbility to lo$ under slrestul narket

condrions includins tbe bE tdown or kct asdnprions and consider drose

Esults when e$ablNlring and reliewing therrtohcics dnd Iihirs lil inr.rc! rarc



Tht N(r capil.l lccnrrl

the tsxscl c.nnntree on Banking SuFrlnion had retsrsed ,n June 1999 (Bnsdt, lt9!) thc
ist C.nstrltative Pap( on r Nes Capilal  deqhc] Frame$ork w b rhe uxetrtj. ot
Fplacin! dr 1938 Accord. Tlc Basel Comntee tad r.tedsc{t a Se.o.d Consultarve
Do.uncnt inJanlary200l(Bascl.200L). Nhichcontains Fined pnposih inrrhe rltree piltars
ol rhe N$v Accord \,l,nrmunr Capital Requ;enrenrs. Supcflisory Review and Ntdrker
DN!iplme.'rhisrhreerillarappro.cliisderr.redindiiqraD2 I

ds.us dn,l nrea$rc thc ellednenes
ba.k a\ser qualiryand rhe mdannlde

ofrhe red lppraNal sy$cns. on rhich depc.ds rhe

olcr.drt rirk I ba0} will cad!

connittee has proposed the fbllo$ine aptrodres ior cninarins
the thrcc types orrnk tbat banks ti.e rrz.. credit risk narker rnkand

. Sranda ied Appror.h
t lnrcnal Rrnnc Bas.d (tRB)App.oach.

. Nlodeh ApFr.ach

. BdsclndicarorAFproirh

. Srandardned Approach
t Advr.celtNJeNtre'n.ii

Iigu.c l: Threc Pilhr.\pprorch ofBlsel Il






