Asset Liability Management cum Risk Management Policy

in order to address the risks in NBEC Company in a struciured manner, the adoption
of comprehensive Asset-Liability Management (ALM) practices is inevitable, ALM,
among other functions, is also concernad with risk management and provides a
comprehensive and dynamic framework for meas ng. monitoring and managing
ligquidity and interest rate equity and comimodity price risks of major operators in the
financial system that nesds to be closely integrated with the NBFC’s business
strategy.

Having understood the significance of sound ALM practices Company hereby
proposed to lay down broad guidelines in respect of interest rate and liquidity risks
management systems in Company, which form part of the Asset Liability
Management {ALM). The initial focus of the ALM function would be to enforce the
risk management discipline ie. managing business afier assessing the risks
involved,

The ALM process rests on three pillars:

« ALM Information Systems
- Management Information Systems
- Information availability, accuracy, adequacy and expediency

* ALM Organization
- Siructure and responsibilities
- Level of top management involvement

= ALM Process

- Risk pararmeters

- Risk identification

- Risk measurement

- Risk management

- Risk policies and tolerance levels.

5. ALM Information Systems

5.1 ALM has to be supported by a management philosophy which clearly specifies
the risk policies and tolerance imits. This framework needs to be built on sound
methodology with necessary information system as back up. Thus. information is the
key to the ALM process. There are varicus methods pravalent world-wide for
measuring risks. These range from the simple Gap Statement io exiremely
sophisticate and data intensive Risk Adjusted Profitability Measurement mathods.

However, though the central element for the entire ALM exercise is the avaiiability of
atequate and accurate information with expedience: and the systems exisling
Adequate measures are to be taken to collect accurate data in a timely manner
through full scale computerisation




8. ALM Organisation

5.1

a} Successful implementation of the risk management process would *eq gm strong
commitiment on the part of the senior management in the company integrate
basic operations and s%raiegic decision making with nsk management. The |
Directors lead by Chairman and Managing Director will have overall respon
management of risks and should decide the risk m :nagement policy of the NBLC

and set limits for liguidity, interest rate and equity price risks

o) The Asset - Liability Committee {ALCO) Panswimq of following members should

be responsible for ensuring adherence fo the limits set by the Board as well as for

deciu ng the business strategy of the company (on the assets and liabilities sides) in
line with the company’s budget and decided risk management objectives.
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¢} The ALM Support Groups consisting of operating staff should be responsible for
analysing, manitoring and reporting the risk profiles to the ALCO. The staff shouid
aiso prepare forecasts (simulations) showing the effects of various possible changes
in market condifions related o the balance sheet and recommend the action needed
to adhere to Company's internal imits.

8.7 The ALCO is a decision making unit responsible for bala
risk return perspeciive including the strategic managemen
liguidity risks. The business and risk management s‘rafe,g\, of ’ne mmpaw
ensure that the company operates within the imils / parameters set by the Bgam’
addition to monitoring the risk levels of the company, the ALCO should review the
results of and progress in implementation of the decisions made in the previous
meetings. The ALCO would also articulate the current interest rate view of the
company and base its decisions for future business strategy on this view. In respact
of the funding policy, for instance, its responsibility would be to decide on source and
mix of liabilities or sale of assets, Towards this end. it will have to develop a view on
fulure direction of interest rate movements and decide on funding mixes between
fixed vs floating rate funds. wholesale vs refail deposits, money markst vs capital
market funding. domestic vs foreign currency funding, etc

The frequency of holding their ALCO meetings will be quarterly. However if the need
te for a meeting at a shor. notice, the ALCO meet at a shorter notice

6.2 Board of Directors Meetings and Review
Tfe Board of Direciors, in thelr board meelings, will oversee the implementation of
the system and review iis funchioning arzrmas?y/




&4 ALM Process:

The scope of ALM function can be described as foliows:

+ Liguidity risk management

« Management of market risks

- Funding and capital planning

» Profit planning and growth projection

- Eorecasting and analysing What if scenario’ and preparation of contingency plans

The guideiines given in this note mainly address Liguidity and Interest Rate risks.

7. Liquidity Risk Management

7.1 Measuring and managing liquidity needs are vital for effective operation of
company. The importance of liquidity transcends individual institutions, as liquidity
shordall in one institution can have repercussions on the entire system. ALCO
should measure not only the liquidity positions of comparny on an on-going basis but
aiso examine how liquidity reguirements are likely to evolve under different
assumptions. Experience shows that assefs commonly considered as liquid, like
Government securities and other money market instruments, could also become
illiquid when the market and players are unidirectional. Therefore. figuidity has to be
tracked through maturity or cash flow mismatches. For measuring and managing net
funding requirements, the use of a maturity ladder and calculation of cumulative
surpius or deficit of funds al selected maturity dates is adopted as a standard tool.
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3. Currency Risk

The company does nol have any currency risk as of now
tfransactions eniered by the company which will invol
future, | | trangactions are entered into, the company will lake
to modify this policy and incorporate measures © check currency

9. Interest Rate Risk {IRR)
4.1 The operational flexibility giver to NBFCs in pricing most of the ass
liabilities imply the need for the financial sy ,zs‘ic«w to %nge the Interest R
interest rate risk is the risk where changes in marke  rates might hcﬁverse%y
affect an NBFC's financial condition. The changeas in mner
some way. The immediate im@am of f:hanges in %rzier‘es; rate
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