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ABSTRACT

Banks play an important role in the developmera obuntry. A financial crisis in 2008 led policynea& to think
about regulation of banking system and adopt petidio reduce the level of risk in the sector. BA8&inmittee on
banking supervision was formed as a primary glatahdard setter for the prudential regulation ohka. This committee
laid its first regulatory norms in the year 1988rteed as BASEL accord, which is a set of three agus (Basel -1,2 and
3). This paper is an attempt to measure the lefedompliance of BASEL norms in India. Top 10 baagsording to
market capitalization and profitability are takes aample and the extent to which the banks complitdBASEL norms

is studied.

Research limitation and implications-This researtiave considered only quantitative information for
understanding the compliance of BASEL in Indiank8aand qualitative aspects like process and systeimanking is not
taken into consideration. This research will heipunderstanding the level of Compliance and redeltelopment of

suitable guidelines.
KEYWORDS: Capital Adequacy, BASEL Compliance, Liquidity RaBianking Risks

INTRODUCTION

A sound financial system is of significance impade for the economic development of a country. Bank
systems and institutions hold primary positionhia financial system of a nation and an intrinsen@nt for development
of market economies (Rajan and Zingales, 1998;ieVv2005) Financial institutions are bestowed tayctorward the
responsibility of acting as mediators between sigind deficit units in the economy thus, makirgjrthole as mediators
of critical significance for efficient allocationf ®esources in the new economy (El-Hawary et &07).An unmatched
number for errors in the bank’s regulatory systesulting in bank failures across the world in tlstphas brought in
focused attention to the need of determining apmtg ways to enhance the stability and bettergperénce of the
financial systems. These failure necessitated mefdo eliminate or at least reduce banking risk @mslre stability in the

financial service sectors.

Researchers examined financial crisis experiencednd the world in past such as Savings and Logmsadn
1987, Japan Property Bubble Crisis (1989) in 198& Asian Financial crisis, Russian financial crigis 1998,
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Dot Com crash (2001), Global Financial Crisis(2087d the is the Eurozone crisis (2009) which hexessitated the
improvement of regulatory rules in the banking secA financial crisis of 2008 brought to the foraefficiency of the
financial regulatory norms which failed to protettte system from the failures numerous times in Hisory.
Banking systems in any economy are built on camigg and trust and are also important for econgmuiwth as it is

administers the funds supply to various sectoemieconomy (Mejbel AlSaidi, Bader AllShammari, 2013).

Post financial US crisis in 2008 proved that stueds of financial institutions is of vital importalMF (2008)
anticipated a total loss of $945billion globallydathe write-offs assessed by the World Bank starR@4 billion in a
followed by the credit crunch. Leveraged loans amitgages assessed to reach $1 Trillion as themaof the subprime
crisis ( Kollewe, 2008). Stability of the entireomomy got affected by a crumple of the few finahtiatitutions leading
to the mandatory application of robust risk managetnsystems (BNM, 2008; Blunden, 2005).

The components which were found essential to régutee banking sector through the regulatory noange
from Limiting the size of the bank to the paymeifitbank managers and Imposing the financial traimsactax and
creating a version of FDA for Prior Approval of Bircial Products. The proposed reforms differ in safthe important
aspects but most those proposed changes in theingxidinancial regulations and supervisory standard
(Ofoeda et al., 2012; Barth et al., 2004; Hosonal.e2004, Holmstrom and Tirole, 1997).

Compulsory Capital Regulation though effectivernproving the banking sectors Capital Buffer but mamgtain
uncertain impact on risk levels (Blum, 1999). Bankwmy take higher risks in response to capital
(Kim and Santomero, 1988).In some countries impéws Market Discipline may outweigh government ukegion
(Barrios and Blanco, 2003)

Customers and other externals stakeholders migptidithy punish banks for Prudential risk managemen
techniques by demanding higher investment returngithdrawing deposits. So far there is no cleaidation as to which

is a better financial safety net to impact the backpital and risks. (Flannery and Rangan, 2008).

The financial crisis in 2008 negatively affectedsinof the countries in the world as they were cotetk by the
US because of the size of the financial systemiatiedconnectedness with other countries. The impadajlobal financial
and real economies induced the debate about impgdinancial system stability and prevention of eésaive risk in the
banking industry. The consequence of the globahniofal crisis highlighted the need to develop arprowed
understanding of the factors that affect risksatks in order to prevent future such instancesigaBregory, Gerhard
Hambusch,2015).

The research undertaking to assess and eliminetter$aof risk in the banks by and large exploredridationship
between single factors (Keeley, 1990; Blum, 1998cdio et al., 2006) and there is very less resedotie to know the
combination of multiple risk-enhancing factors éxample its evident from the research that theéhtction to minimum
capital requirements reduce risk (Arnold et al.120Berger &Bouwman, 2013) and complying with caprequirements
can lead towards banks reduced market share eféctiesulting in reduction in the franchise valligame and White,
2007).Some authors also identified that a redudtiofnanchise value can result in increased riskgl€y, 1990; Konishi
and Yasuda, 2004).
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Market risk, Credit risk, and Operational Risk amme of the important risks financial institutiomsually face
(Eccles et al., 2001) indicating that risk managenpeactices are inevitable and one of the mosbiamt forms of risk is
the management of credit risk particularly for bsmlad other financial institutions. Increase intyy@e of counterparties
ranging from individual & governments and the eiwereasing variety in the forms of obligations frokato loans to
complex derivatives transactions suggest that trask management plays an important role in theraW risk

management activities carried out by firms in tinaricial service industry (Fatemi and Fooladi, 2006

Efforts to reduce possibilities of further finaakicrisis across the world economy has forced tprawve
regulatory norms and brought forward BASEL Accotd&l998)Il (2004) and 11l (2010) (Lei Xu, Shih-Clegehee, Yishu
Fu,2015). The latest and rigorous BASEL-IIl reirties buffer capital requirement along with extendie#-weighted
capital regulation and market discipline to suppbe improvement and stability of financial systelike 2 sided safety

mechanisms (Kane, 2000, Demirguc-Kunt and Huizi2ga4).

Acknowledging this reality and the need for a coamgnsive approach to deal with bank risk management
the Basel Committee on Banking Supervision adofitedBasel | Accords, followed by the Basel || Aad®mland recently
by the Basel Ill, to deal with the matter. Morequesk management is found to be one of the detanis of returns of

banks’ stocks,

The Basel Il (1999) Committee agrees, emphasizivag Effective risk management is accepted as armajo

cornerstone of bank management by academics, fiwaetis, and regulators.

Basel Il was the rule book formulated as a repesimn of the subprime crisis in the year 2007-2BQRS,
2009a.Basel Il insisted upon taking a number oasuees to reinforce the resilience of the bankiegas. A crash of
Lehman Brothers kicked off bursting the subprimisisrbubble which is the tragic reminder of thetdaading to the
formulation of new banking rules and revisited oustér-bank relationship. This new rulebook devisedaftermath of the
2008 financial crisis includes several measurestengthen the resilience of the banking sectdiortsf were put into
designing new capital requirements that would ptevbanks sufficient reserves to withstand any fir@rcrisis in the
future. It's found that most of the losses suffel®mdfinancial institutions in the recent upheavednsmed from their
securities portfolios. New capital adequacy framdwbas insisted emphasis on regulation of tradimgkbrisks,

specifically market risk and in normal and stresseadition liquidity and credit risks.
REVIEW OF THE LITERATURE

In the context of the structural existence of nalzed banks, academic studies on the performatae an
important role. Research in banking in India is aery nascent stage in India and most of the relsemnducted is related
to institutional functional and developmental aéds. Research on the risk and risk managemetiténbanks is very
negligible. In the book perspectives of Banking &a (1977) author analyzed the difficulties andhpems faced by
banks especially public-sector banks in India. &tthor analyzed the scenario in a changed econamriconment where
post 34 years of independence reforms in the bgrd@ctor were initiated (Montek S 2002). Bankiegtsr comprising
of both retail and commercial banking is facingesevcompetition during the reform period thus bagksector needs
constant innovation in the banking sector and foeeeneeds product development, differentiationt@uization up
gradation in terms of technology, effective riskmagement and techniques to manage asset andtyiafflharma 2015).

BASEL norms were the beginning of the regulatorgimee to help banks in reducing risk and improvirggfprmance.
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Most of the articles reviewed presented a contemtlyais pertaining to BASEL norms. This paper isatempt to
guantitatively present compliance of top 10 bamkindia for the better understanding of the BASEItms and the level

complied.
Need for the Study

Banking sector needs mechanism and systems tdfideredit risk so as to reduce the uncertaintied dsks of
lending. Banks need to comply with BASEL norms idey to reduce the risks and uncertainties thidysisian attempt to

examine the level of compliance of Basel normsdpy10 Indian banks.
OBJECTIVE OF THE STUDY

This study is an attempt to examine the level ofigliance of Basel norms by the sample banks.
METHODOLOGY

This is an analytical study intended to examinelélvel of compliance of BASEL-III norms amongst tiog 10
in India which are selected based on market cégatadn and net profit. Financial data to studg tompliance of BASEL
is collected from the websites of the respectivekbalatest available data on the websites is densil to understand the
levels of BASEL. Some banks provided 2017 dataavhime banks also updated 2018 data in the welbsisesl on the
latest data available 2017 data is used for thé&kdavhich did not update 2018. Ratios and Percestage used in

comparison with the given BASEL-IIl norm to examiihe compliance level of the banks.
List of Sample Banks Taken for the Study
+ HDFC Bank
+ State Bank of India
+ ICICI Bank
* Kotak Mahindra Bank
* Axis Bank
* Indusind Bank
* Yes Bank
+ Bank of Baroda
e Punjab National Bank
+ Canara Bank
Basel Committee on Banking Supervision

The central bank of G-10 countries in the year 1BiGbrporated a committeeBSEL committee on banking
supervision”came under the patronage of the bank for internakisettlements (BIS), Basel Switzerland. This cattem

was established to formulate guidelines and recamlia®ons on banking regulation based on cap#élmarket risk and
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operational riskChaotic liquidation of Herstatt Bank in Cologne,rany (1974) illustrated the presence of settlement

risk in international finance and resulted in thenfation of this committee.

Sudden failure of the Bretton Woods system in 1@&Bilted in the occurrence of casualties such telvawal of
banking license Bankhaus Herstatt in Germany ir418dd closure of Franklin national bank in New Yankd other
similar disruptions. Governors of Central banks®fl0 countries took initiative to establish a comt@s® on banking
regulations and supervisory practices in orderdiress risk in financial sector named later as BASBmmittee formed
to develop norms for banking supervision. This cotie® acts as a forum to invite regular cooperatietween member
countries with respect to banking regulations angesvisory practices. This committee was estabdistte improve
supervisory know how and banking supervision qualbridwide. There are 27-member-countries in thenmittee
worldwide since 2009.Member countries in this cotteni are represented by their central bank andhuligority of the
prudential supervision of banking business. Besieking regulation, this committee also focuseslogming the GAP in

international supervisory coverage.
Introduction to BASEL

The first set of BASEL Accords was issues in 1988wn as BASEL 1 which primarily focused on credskr

This accord proposed the creation of a bankingt atsssification system on the basis of the inherisk of the asset.

The first set of the Basel Accords, known as Baselas issued in 1988 with the primary focus ondiresk.
It proposed the creation of a banking asset claasiin system on the basis of the inherent riskhefasset. Basel Il, the
second set of the Basel Accords, was publisheduire 2004 — in order to control misuse of the Bdselorms,
most notably through regulatory arbitrage. The BHsgorms were intended to create a uniform ins&ional standard on
the amount of capital that banks need to guard ¢kéras against financial and operational riskssTgain would be
achieved by maintaining adequate capital propaalido the risk the bank exposes itself to 4 (tgioits lending and
investment practices). It also laid increased fomuglisclosure requirements. The third installmefinthe Basel Accords
(Basel 11) was introduced in response to the gldipancial crisis, is scheduled to be implemeriigd2018. It calls for the
greater strengthening of capital requirements, dapkdity and bank leverage. However, critics arghat these norms
may further hamper the stability of the financigbtem by providing higher incentive to circumvehe tregulations.
The Indian banking system has remained largelyathed in the global financial crisis. This is mgiamongst others,
on account of the relatively robust capitalizatairindian banks. The Reserve Bank of India (RBK Baheduled the start
date for implementation of Basel 1ll norms over-gefr period starting April 2013. The recent regmient of infusion of
additional equity in view of the low economic grémand increasing non-performing assets of Indiarkbgaint a gloomy

picture.
BASEL-I (1988)
Basel-I primarily focused on the credit risk of kamlivided into a four-pillar framework as follows-
e Constituents of capital
* Risk weighing system

» Target standard ratio
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e Transitional and implementation arrangement

BASEL Committee on Bank Supervision (BCBS) put lioat set of international Banking regulation ternaesd
BSEL-I. This committee sets out the minimum capitgjuirements of financial institutions intendirgrhinimize credit
risk. Banks that operate internally are requirethtontain a capital of 8% based on risk-weightesttss Basel 1 is the first

set of regulations introduced by this regulatorgyno

Basel 1 classification system groups banks ass#tsfive risk categories classified as percentd@fés 10%,

20%, 50% and 100% and a bank’s assets are plaimedria of the categories based on the nature afahtor.
PILLAR-1 Constituents of Capital
Tier -1 Capital: Paid up share capital /Common stock and disclossgfves

Tier-2 Capital: Designated as supplementary capital and is composégms such as revaluation reserves,

undisclosed reserves, hybrid instruments and sirmietl term debts

Bank Asset Classification System

Table 1
Percentage Classification Type of Debt
0% Cash, Central Bank, Government debt and any offgandzation for economic
Cooperation and development.
Public sector debt category depending on the deb®relopment bank debt,
20% OECD bank debt, OECD securities, form debt non-OB&&k debt
(under one year of maturity) Non-OECD public sedtebt and cash in collection.
50% Residential mortgages
100% Private sector debt non-OECD bank Debt (Matunitgraa year),
Real estate Plant and equipment and capital instntsrissued at other banks

The bank must maintain Tier 1 and tier 2 capitaladgo 8% of its risk-weighted assets if a bank hak-
weighted assets of $ 100 million its required tantan the capital of at least 8 Million to be ireptented by the end of
1992.

Implementation

Basel norm did not have legal enforceability andniners were responsible for implementation in tieime
countries. Prime risk regulatory norm in Basel-hs capital ratio of capital to risk-weighted @s€@10 countries claimed

that they were meeting the minimum requirement®sein Basel-I.
BASEL-II

Basel, | norms was revised in June 2004 and nemsiae.BASEL-Il norms were laid by the committeASEL

Committee revised standards governing the capdiedaacy of internationally active banks.

BASEL-II expanded the rules for minimum capital uegments established under BASEL-I and incorparte
credit risk of assets held by financial institusdn determine regulatory capital ratios standinghwee pillars as presented

in the table below.
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Basel Il is based on three main pillars i.e. Minimgapital requirements, regulatory supervision aratket
discipline. Minimum capital requirements play arporant role in this updated regulatory accord ahligate banks to
maintain minimum capital ratios of regulatory capibver risk-weighted assets. BASEL norms were féorto provide

and standardize banking regulations which signifilyavaried.

Table 2
PILLAR-I PILLAR -l PILLAR-III
Minimum capital requirements Supervisory review process Market Discipline

Increases the responsibilities and
levels of discretion for supervisory

Establishes minimum standards for | TE€VIEWS and controls covering the| Bank will be required to increase

. following. their information disclosure
management of capital on a more . .
. " s \VA Evaluate banks capital especially on the measurement of
risk-sensitive basis listed below ; . . .
. adequacy strategies the credit and operational risks
l. Credit Risk 1o .
. . V. Certify internal models Expands the content and improves
1. Operational Risk . i .
m Market Risk level of capital charge the transparency of financial

VI. Proactive monitoring of | disclosures to the market
capital levels and ensuring
remedial action

Because banking regulations significantly variedoagn countries before the introduction of Basel adspa
unified framework of Basel | and, subsequently,ddishelped countries alleviate anxiety over regoty competitiveness

and drastically different national capital.

Minimum Capital Requirements-Guidelines providedBASEL-II for calculation of minimum regulatory cisgl
ratios and confirms the definition of regulatorypital and 8% minimum coefficient for regulatory dap over risk-
weighted assets. Basel —Il divides the eligibleutapry capital into 3 tiers. The higher the tibe tless subordinated
securities a bank are allowed to include in itcliEder must be of the certain minimum percentaigie total regulatory

capital and is used as a numerator in the caloulatf regulatory capital ratios as mentioned inttide below.

Table 3: Three Pillars Dimension of BASEL-II

Tier-1 Capital Tier-Il Capital Tier-llI
most strict definition of regulatory
capital that is subordinate to all
other capital instruments, and
includes shareholders' equity,
disclosed reserves, retained
earnings and certain innovative
capital instruments

Tier 2 is Tier 1 instruments plus
various other bank reserves, hybridier 2 plus short-term subordinated
instruments, and medium- and loans.
long-term subordinated loans

Definition of risk-weighted assets as per BasetSlUm of Assets *Respective weights

Risk weights are allotted as per the risk factoithef assets i.e. High weight age is given to higk-assets.
Risk -weighted asset is intended to punish the $afdr holding high-risk assetwhich significantly increases

risk-weighted assets and lowers regulatory capat#s.
Basel-lll

Basel —lIl is a part of the continuous effort tohance the banking regulatory framework. It builds the

Basel-landBasel-lldocuments and seeks to improve the banking seetbility to deal with financial stress, improvskri
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management, and strengthen the bank’s transpar@nfocus of Basel Il is to foster greater resikbenat the individual

bank level in order to reduce the risk of systerdenshocks.
BASEL-IlIl COMPLIANCE OF TOP 10 BANKS IN INDIA

Table 4;: Component-Wise Capital ADEQUACY of Top TenSelected Banks India (In Percentage)

CAPITAL FUNDS 14.82 12.60 18.42 16.8 16.5¢Y
Common equity TIER I(CET 1) 12.25 9.68 14.43 15.9 1.6B
TIER | Capital 13.25 10.36 15.92 15.9 13.04
| Baks  [indusind [ YES [ BankofBaroda [~ PNB | Canara |
CAPITAL FUNDS 15.31 17.0 12.24 11.66 12.86
Common equity TIER I(CET 1) 14.02 114 8.98 7.87 938.
TIER | Capital 14.72 13.3 9.93 8.91 9.77

Table 4 above comprises capital adequacy ofdhgpked Top Banks operating in India. As per the BASII
requirement, the Banks have to maintain a minimapital adequacy of 8%. &6% CET I. It can be cleadgn from the
above tables that all banks are well above thermim limit relating to total capital, CET | and TIBRCapital. It is also
found that the private sector banks have highéogdhan the public-sector banks. This may be berad the fact that

public sector banks are backed by the Indian Gawent while private sector banks are self-dependent.

Table 5: Calibration of Capital Framework in BASEL- 11l

Minimum 45 6.0 8.0
Conservation Buffer 25

Minimum+ Conservation Buffer 7.0 8.5 10.5
Countercyclical Buffer Range 0.25

Table 5 above gives the Capital Framework in BASIELo be followed by Banks and table 5 below prasehe
compliance report of BASEL-III

Table 6: Compliance of BASEL-IIl Capital Framework by the Top Banks in India

Minimum 12.25 13.25 14.82 9.68 10.3¢ 12.6 14.43 925.| 18.42

Conservation Buffer 1.875 1.875 1.875

Minimum + Conservation

Buffer 14.125 15.125 16.695 11.555 12.235 14.475 16.035 .79%7 | 20.295

Countercyclical Buffer 0.0 0.00 0.0

Ry
Q
>
Q
[¢)




Minimum 159 159 168 11.68 13.04] 1657 1401 247 | 1531
Conservation Buffer 1.25 1.88 1.250

'g”l:rf‘f'gum +Conservation| 4715 | 1715 1805 | 1356 1492| 1845 15250  15.970 6.56D
Countercyclical Buffer

Range 0.0 0.00

Table 7: Compliance of BASEL-III Capital Framework by the Top Banks in India

Minimum 11.4 8.98 12.24
Conservation Buffer 1.875 1.875
Minimum + Conservation Buffer 13.275 15.17% 18.87% 10.855 11.805 14.1158
Countercyclical Buffer Range 0.00 0.00

Minimum 7.87 11.66 8 92

Conservation Buffer 1.88

Minimum + Conservation Buffer 9.75 10.79 13.54 m.4 12.27 15.36
Countercyclical Buffer Range 0.00 0.00

Tables 7 and 5Presents BASEL 1l compliance offtbp banks in India. The RBI has allowed the banksdia
to meet the BASEL IIl norms in a phased manner f2@13 onwards. All the banks have met the minimwapitel
requirements. The banks are yet to meet the coatsenvbuffer of 2.5% excepting Canara bank. Thoatjithe banks
achieved the target set for 2018 excepting Kotakiktira & Indusind Bank. The banks are above the BIASI limit
relating to the sum of minimum and conservatiorfdyuf

Leverage Ratio
Minimum leverage ratio as per BASEL-IIl is 3% Minimm leverage ratio by RBI is 4.5%

Table 8: Leverage Ratios of the Top 10 Banks in Irid

HDFC 9.19 104.52
SBI 5.38 134.05
ICICI 9.83 97.67
Kotak Mahindra 12.6 92.92
AXIS 8.64 93.61
Indusind 9.26 94.61
YES 8.84 88.1
Bank of Baroda 5.89 129.42
PNB 3.85 111.23
Canara 5.24 110.02

As per table 6, all the banks have maintained aldewerage ratio. It can also be seen that theaf@igector
banks have higher leverage ratios compared to fhailic-sector counterparts.PNB is able to meet BRSEL 1l
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compliance but its leverage ratio is less than 48ich is the minimum limit set by RBI.

Liquidity coverage ratio of the Top banks opemtin India. According to the BASEL Ill norms bangsould
have an LCR 100% or more. But as BASEL lll is beimglemented in a phased manner as per the ingtnuct RBI few
banks have not achieved the 100% limit. The liratttsy RBI is 90% for 2018. YES, bank is not ablethieve the 90%

limit while all the other banks crossed the matlkan be seen from the table that some banks lassex the 100limit.

Table 9: Asset Quality of Top 10 Banks

Banks Gros_s_NPA Net_ NPA Gross .NPA Net NPA Ratio
In Millions In Millions Ratio

HDFC 92996.0 30181.7 1.32 0.43
SBI 2251045.1 1115233 10.85 5.69
ICICI 567038.0 292920.0 9.54 5.17
Kotak Mahindra 38039.2 18142.3 2.25 1.09
AXIS 342870 165983 7.38 3.69
Indusind 10549 4389 0.93 0.39
YES 20185.6 10722.7 1.52 0.81
Bank of Baroda 469739.048 198099.344 11.05 4,99
PNB 866200.53 486842.89 18.38 11.24
Canara 344067.40 2173286 9.66 6.34

Its evident from Table 8that the Public-Sector tsamke having higher gross NPA ratio and Net NPAorat
compared to their foreign and private sector cayates. This is because of the fact that they hastemade enough

provisions for their non-performing assets.

Table 10: Capital Requirements for various Risks Feed by the Top Banks in India

Capital Requirgment for Various HD_EC SBI ICI_C.I hﬁaﬁl-:-rfalfa AX_I_S
Risks Rs Millions | Rs Crore | Rs Millions Rs Millions Rs Millions
CREDIT RISK

Capital Requirements for Credit Risk

Portfolios subject to standardized 760,283.8 | 1,3502534 6225014 1643579 109832

Approach

Securitization Exposure 20399.0 NIL 3990.6 141.1 L NI
Total 789,682.8 | 1,35,025.34] 626492 164499 109832

MARKET RISK

Capital Requirements for Market Risk|

Standardized Duration Approach

Interest rate risk 31,179.1 14,481.78 50434 6225.0 4851

Foreign exchange risk(including gold) 1,174.5 173.7 1435.3 709.9 304

Equity risk 27,333.5 4,959.00 21529.8 7477.6 847
Total 59,687.1 19,614.55 73399.1 14412.5 6002

OPERATIONAL RISK

Capital Requirements for Operational

Risk

Basic indicator Approach 79,644.3 17,971.97 737722 22112.8 13342

Standardized Approach - - - - -
Total 79644.3 17,971.97 73772.2 22112.8 13342
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Table 11: Capital Requirements for Various Risks Faed by Indusind Bank

Capital Requirements for
Credit Risk

Portfolios subject to o
standardized Approach 109832 1623696 3848913.30 350999.50 296438.20

Securitization Exposure NIL NIL NIL NIL NIL

Capital Requirements for
Market Risk

Standardized Duration
Approach

Interest rate risk 4851 101379 212563.92 23427.94 6810.51

Foreign exchange
risk(including gold) 304 11250 11545.43 180.0 69.20

Equity risk 847 19693 121797.19 11864.72 10267.17

Capital Requirements for
Operational Risk

Basic indicator Approach 13342 106632 350470.26 3315 25798.50
Standardized Approach - - - 30752.34 -

The Banks are subject to the capital adequacy bédestipulated by RBI, which are based on thenéaork of
the Basel Committee on Banking Supervision. Thekbdace mainly 3 kinds of Risks namely Credit ristarket risk &
operational risk (Table 8 and 9). While decidingonpghe minimum capital requirement the banks havéake into
consideration the above three risks. The bank$ofiraving the Internal Capital Adequacy Assessmierdcess (ICAAP)
as stipulated by RBI in tandem with the BASEL noriBanks are following the Standardized ApproachGeedit risk,
Standardized Duration Approach for Market risk &siBalndicator Approach for operational risk measueat. Some
banks are having securitization exposure only. Rid® follows a standardized approach apart fromicBaslicator
Approach for measuring operational risk.

FINDINGS

e« The BASEL lll norms are implemented by the RBI ipteased manner from 2013 onwards.
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It can be clearly seen that the banks have effelgtand efficiently able to incorporate and implerge BASEL
[l norms as stipulated by the RBI.

ICICI bank has the highest Capital Adequacy Ratid 8Bl has the lowest Capital Adequacy Ratio anitieg
Top banks though all have met the prescribed liniBASEL.

Canara bank has achieved the minimum conservatitiertof 2.5% as prescribed by BASEL 1.

The other banks have achieved the conservatioribaff1.875% as fixed by the RBI excepting KotakHihara
Bank and Indusind Bank which are still at 1.25%.

All the top banks are well above the limit set b&SEL for the total of Minimum and Conservation Baiff
Kotak Mahindra bank has the highest leverage wti2.6 while PNB has the lowest ratio of 3.85.

All the top banks are in compliance with BASELIHdithe RBI except PNB which has not achieved timét et
by RBI.

SBI has the highest LCR (Liquidity Coverage Ratib134.05 and YES have the lowest LCR of 88.1.

HDFC, SBI, Bank of Baroda, PNB and Canara bank ha@&® above 100% as per the BASEL Il LCR

requirement.
The other banks are yet to touch the 100% limitthey have achieved the 90% limit as set by the. RBI

All the Banks are following the approaches stipedaby the BASEL Ill and RBI for Measuring CreditsRj
Market Risk & Operational Risk.

CONCLUSIONS

The main focus of BASEL lll is to build a solid fodation for financially sound banking by providiaghew risk

management culture for the banks. BASEL lll is &nlation and extension of BASEL Il. The main di#eice being the

introduction of liquidity and leverage ratios andhanced minimum capital requirement. From the absively, it is

evident that banks operating in India are quitecsssful in implementing the BASEL 11l frameworkarphased manner as

planned by the RBI. But the banks have to go a lwag to achieve full compliance. The RBI has tont@re vigilant and

strict on the banks to make them achieve the campdi within the stipulated time.
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