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  INTRODUCTION  
 

Risk is anything that can impede or enhance an organization’s ability to meet its current or future 

objectives. The Risk Management is the culture, processes and structure that are directed towards 

realizing potential opportunities whilst managing adverse effects. Star Housing Finance Limited 

(SHFL) is committed to manage its risk in a proactive manner and adopts a structured and disciplined 

approach to risk management by developing and implementing risk management program. This 

policy outlines SHFL’s approach to the Risk Management. 

Risk Management Policy framework has been formulated to ensure that there is a formal process for 

risk identification, risk assessment and risk mitigation. It provides a way for the managers to make 

informed business decisions. Effective Risk Management affects everyone in the organization. All the 

employees of the Company shall adhere to this policy. 

This Policy has been prepared to safeguard the Company’s assets – employees, finance, property, 

information and reputation; create an environment where all executives assume responsibility for 

risk management and critically identify potential risks, measure its impact on the Company and 

formulate risk management strategies to mitigate potential loss from the risks. 

 
Objectives of Risk Policy: 

 

Comprehensive risk management policy seeks to respond to the present business requirements in 

light of perceived risks and its objectives are: 

1. Credit deployment in line with business plan and within the defined risk appetite. 

2. Create requisite capacity in the risk management with a view of monitoring and control. 

3. A well diversified loan book. 

4. Optimise profits by way of controlling risk in the Operations and credit delivery process. 

5. To inculcate the culture of informed decision-making by creating environment of taking 

calculated business risk to maximise profits. 

 

  0000   
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  RISK MANAGEMENT STRUCTURE  
 

 

 

 
To manage and monitor Risk Management in the Company, a formal structure is envisaged. As 

mentioned in the foreword, Risk is a matter of culture, therefore, a top down structure/approach 

comprising people across all functions, various fora/committees are envisaged, under the Board’s 

oversight. 

 

 

 

 

 

 

Credit Risk Management Committee / 
Operational Risk Management Committee 
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A 

n 

  Credit Risk Management  
 

 
Pillar I Pillar II 

 

 

Defining Risk Appetite 

 
Setting up risk parameters of 

acquisition 

1. Setting up Exposure limits 

 

2. Risk Based Customer 

Profiling 

3. Delegation of Sanctioning 

Powers 

4. Risk Based Pricing 

 
Guidelines for Risk 

Acquisition 

Policies and processes to 

satisfy risk appetite 

1. Credit Policy 

 

2. Ops Policy 

 
 

 

a. Defining Risk Appetite  

i. Setting up Exposure Limits 

ii. Defining Customer Risk Profile Standards 

iii. Setting up of Loan Sanctioning Powers: Standards 

iv. Risk based pricing 

i. Setting Up of Exposure Limits  

Exposure limits are formulated under the prudential directives and Company’s risk appetite 

for achieving its objective of diversification within its credit portfolio. Accordingly various 

exposure limits have been set by the Company to ensure that exposures remain well 

diversified and concentration risk is mitigated. 

Exposure 

Exposure  shall  include  credit  exposure  (both  funded  as  well  as  non-funded).  The 

sanctioned limit or outstanding whichever is higher shall be considered for arriving at 

exposure limit. However, in term loans, where no further disbursement is to be made, 

outstanding balance would be reckoned for computing exposure.    

Owned Funds: 

In terms of RBI guidelines, Owned funds would be the Paid-up Capital + Free  

 

Reserves  + Share Premium 

Expenditure. 

Account – Revaluation Reserves – Deferred Revenue

 

Measurement & 

Monitoring of Risk 
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Prudential exposure Ceilings: 

On the basis of business model of the Company, the prudential ceilings are grouped 

under two business lines viz.: 

A. Retail Business: (other than that covered under B) and 

B. Wholesale Business: i.e., the business sourced and/or processed by the Project 

Management Team 

 
A. Retail Business:     

1) Single Borrower: 1 % of Owned Funds of the Company as per last audited financials 

2) Single group of borrowers/related borrowers: 2% of Owned Funds of the Company as 

per last audited financials 

1) Single Borrower (Retail): 

Single borrower would imply the borrower that may be an individual, proprietorship/ 

partnership/ private or public limited Company or concern etc. but may essentially be a 

single entity. Loan availed along with co-borrowers will also be treated as single borrower 

(e.g. co-borrower as spouse, Company etc.) 

2) Single Group of Borrowers / Related Borrowers (Retail): 

For the purpose of retail business, the group borrowers would be a set of those borrowers 

who belong to the same employer/business group or family having common source of cash 

flows e.g. working in same organization and /or belonging to the common business or 

interdependent business/es. This definition is being put in place with a reason that all such 

borrowers are vulnerable to default in case the source of cash flow, which is common, 

depletes. 

 

Note: 

1. Single borrower exposure would comprise of aggregate of all loans given to an 

individual borrower/ entity. 

2. The company may set product wise individual exposure ceilings, but within the 

overall prudential ceilings set for single borrower. 

3. In exceptional circumstances, Chairman & Managing Director may permit 

additional credit exposure up to 1% of its owned funds.  

 
Substantial Exposure (Retail): 

For the purpose of monitoring and ensuring diversification within the portfolio, individual 

accounts with exposure more than Rs 25.00 lacs would be treated as substantial exposure. 

The cumulative amount relating to Substantial Exposure should not be more than 100% 

of the net owned funds or 20% of the outstanding portfolio, whichever is less. 

Exposure Ceiling (Retail) for loans advanced under all projects of an individual Developer: 

Following methodology is proposed to be adopted in respect of fixing exposure ceilings in 

respect of all funding (including the direct funding to the project.) in all the projects of 

individual developer on Pan-India basis. 

Criteria I Criteria II Exposure Ceiling 

2% of HL portfolio 5% of O.F.* (trailing audited figures) Least of I & II 

* = Owned funds 

Example: Borrowers, who are employees of a same employer; partners of the same 

business; directors of the same company etc. would be reckoned as a single group of 

borrowers, since their source of income/cash flows is common). 
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Exposure Ceilings (retail) Product basis (Portfolio management): 

 

Note: CDF cases which are made in the projects wherein project funding is also done will 

not be included in the below mentioned ceilings. For such cases please refer sec B on 

Wholesale Business. 

 

Product Criteria Ceiling 

Plot+ Construction 
Total Exposure as a % of Total Housing 

Loan outstanding as on 

preceding month 

30% of Total Housing 

Loan Outstanding 

New Purchases 
Total Exposure as a % of Housing loan 

portfolio as on preceding month 
No Ceiling 

Re-Sale Property 
Total Exposure as a % of Housing loan 

portfolio as on preceding month. 
40 % of Branch 

Housing Loan Portfolio 

 
Balance Transfer 

Total Exposure as a % of Housing loan 

portfolio as on preceding month  

20% of the Branch 

Housing Loan Portfolio 

Improvement/ 

extension of House 
Total Exposure as a % of Housing loan 

portfolio as on preceding month 

30% of the Branch 

Housing Loan Portfolio 

Loan against property Total Exposure as a % of Housing loan 

portfolio as on preceding month 

25% of the Branch 

Housing Loan Portfolio 

  

            Occupation wise exposure ceiling:  

 

Occupation Criteria Ceiling 

Salaried Total Exposure as a % of Housing loan 

portfolio as on preceding month 

No Ceiling 

Self Employed 

(Professional) 

Total Exposure as a % of Housing loan 

portfolio as on preceding month 

No Ceiling 

Self Employed (Non 

Professional) 

Total Exposure as a % of Housing loan 

portfolio as on preceding month 

50% of the Branch 

Housing Loan Portfolio 

Agriculturist Total Exposure as a % of Housing loan 

portfolio as on preceding month 

20% of the Branch 

Housing Loan Portfolio 

 

 

 

Note: 
1. Only RMC will have the power to approve higher exposure on case to case basis. 

 

 

 

 

 

Example: Developer XYZ having 5 projects pan India. 

Our OF =say Rs 50 cr 

HL Portfolio= say 100 cr. 

(Admissible max cumulative exposure on XYZ for all projects would be Rs 200 lacs i.e. least of 2% of HL 

portfolio=200 lacs and 5% of OF= 250 lacs) 
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B. Wholesale Business 

For the purpose of wholesale business proposals, following limits are envisaged: 

1. Single   Borrower : 5% of OF* of the Company as per last audited financials 

2. Group   Borrowers : 10% of OF* of the Company as per last audited financials 

* = Owned Funds of the Company 

 

1. Single Borrower: 

Single borrower would imply the borrower that may be an individual, proprietorship/ 

partnership / private or public limited Company or concern etc. but may essentially be a 

single entity. 

2. Group Borrowers: 

Business entities, whether proprietorship or partnership or private limited company or 

public limited company having one or more common partner/director. However, in case of 

public limited companies, the group approach will be based on concept of commonality of 

management and effective control on the basis of relevant information available. 

OR 

A limited company, which is subsidiary of another limited company or closely held company 

with substantial interest (i.e. more than 50% of the equity share capital of the company 

is owned by another company). The loans to both companies would be reckoned as group 

borrowers. 

 

Ceiling under Individual Housing loans to the buyers of the property in the project, where 

project funding is also done: 

Such retail loans together with project funding should be restricted to max 10% of the Net 

own fund of the Company. However, such individual borrower loans would be under single 

borrower (retail) norm for individual exposure. 

 

ii. Defining Customer Risk Profile Standards  

Customers /Borrowers types are defined on the basis of two parameters i.e. 

A) Risk profile on the basis of Anti Money laundering guidelines 

B) Risk profile on the basis of individual credit risk 

A) Risk Profiling on the basis of Anti Money Laundering guidelines of RBI/NHB: 

As per KYC policy of the Company based on the RBI/NHB guidelines, for acceptance and 

identification on the premise of anti Money laundering, customers are categorized 

principally into Low Risk, Medium Risk and High Risk Categories:- 

a) Low Risk Customers: Individuals and entities whose identities and sources of wealth 

can be easily identified, have structured income and transactions in whose accounts 

by and large conform to the known profile. E.g. Salaried applicants with salary paid by 

cheque and self employed professionals. People belonging to government 

departments, People working with government owned companies, regulators and 

statutory bodies etc. People working with reputed Public Limited companies & 

Multinational Companies. 

b) Medium Risk Customers: Salaried applicants with variable income/unstructured income 

receiving salary in cheque, Salaried applicants working with Private limited companies. 

Self employed professionals other then HNIs or Self Employed customers with sound 

business and profitable track record for a reasonable period, High Net worth Individuals 

with occupational track record of more than 3 years. 
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c) High Risk Customers: Customers that are likely to pose a higher than average risk  

to us may be categorized high risk customers depending on background, nature, 

location of activity, country of origin, sources of funds and his client profile like HNIs, 

Politically Exposed Persons (PEPs), NRIs, Trusts, NGOs etc. 

On the above principle, following classification has been put in place taking into account 

the propensity of money laundering and is categorized on the basis of size of loan 

sanctioned: 
 

Risk Category Criteria (loan ticket size) 

 

Low risk 

• Salaried borrowers irrespective of organization type 

(Loans upto Rs. 25 lacs) 
 Self Employed Professionals with loan up to Rs 20 lacs 

 Self Employed Non professional upto Rs 10 lacs 

 
Medium Risk 

• Salaried borrowers (Above Rs. 25 lacs upto 40 lacs) 
• Self Employed Professionals (Loans > Rs 20 lacs to Rs 30 lac) 

• Self Employed Non Professionals (Loans> Rs 10 Lacs to Rs. 25 

lacs) 

 
High Risk 

• Self Employed Professionals (Above Rs. 40 lacs) 
• Self Employed Non Professionals (Above Rs. 25 Lacs) 

• Non Resident Customers 

 

Risk Management Department would map the portfolio on the above basis every quarter 

and monitor the portfolio configuration and advise the functionaries accordingly. 

B) Risk profile on the basis of individual credit risk: 

As per the extant credit policy, each customer is mapped on the credit rating parameter 

already put in place in the Company and accordingly the acceptability preference is 

defined. 

CREDIT SCORING MODEL: 

 

SELF EMPLOYED BORROWER 

      
Overall Characteristics 

Overall 
weights     

      Borrower Characteristics 20%     

      Income & Financial Characteristics 20%     

      Transactional Characteristics 20%     

      Collateral Characteristics 40%     

  Home Loan Scoring Model  

  

Sl. 
No 

Factor Name Scoring Rule Score Weights Actual  

  Borrower Characteristics 

  1 
 
 

 

Occupation 
/Business Groups 

Private Limited Company 5 

3% 5   Partnership 4 

  
Sole Proprietorship/ Self Employed 
Individual 

3 

  

2 Business Vintage 

<3 years 0 

7% 10 
  => 3 and < 5 years 7 

  => 5 and <10 years 8 

  
 

=> 10 years 
 10 

  
3 Residence Stability 

<3 years 0 
7% 5 

  => 3 and < 5 years 3 
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  => 5 and <10 years 4 

  => 10 years 5 

  

4 Co applicant  

Co applicant with whose income 
considering  5 

3% 5 
  

Co applicant with whose income is 
not considering  4 

  Not Present 0 

  Income & Financial Characteristics 

  

5 Net Income  

>80000 10 

5% 10 

  >60000  and =80000 8 

  >40000 and =60000 6 

  >20000 and =40000 4 

  <20000 0 

  

6 Net Profit Margin 

> 5% 5 

5% 5 

  >4% and = 5% 4 

  > 3% and = 4% 3 

  > 2% and = 3% 2 

  > 0% and = 2% 1 

  <= 0% -2 

  

7 
Total Debt to Net 
Worth 

>=0.5 and <0.75 5 

5% 5   >=0.75 and <1 4 

  >1 3 

  

8 

Trend Analysis- 
Variation in Sales 
from the previous 
year 

Increasing sales margin 5 

5% 5   Sustaining sales margin 4 

  Declining sales margin 3 

  Transactional Characteristics 

  

9-
A 

No of Cheque/ECS 
bounce 

<= 2 times in last 3 months 5 

10% 5 

  3 times in last 3 months 4 

  4 times in last 3 months 2 

  > 4 times in last 3 months -2 

  No loan account previously 0 

  OR 

   
 
 

9-B 

No of Cheque 
bounce in trade 
related payments 

Rarely - less than 5% in 3 months 5 

10% 

  

  Frequent - 5% in 3 months 4 

  Very frequent - 10% in 3 months 0 

  

10-
A 

Credit Bureau 
Score 

>= 700 10 

10% 10 
  
  

>= 600 and <700 5 

>= 500 and <600 0 

  < 500 0 

  OR 

  

10-
B 

Credit Bureau 
Score 
 

4 or 5 10 

10%   

  3 5 

  2 3 

  
 
 
 
 
 

1 0 

  Collateral Characteristics 
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11 Property Type 

Residential Property ( Perfect 
Colletral ) 

10 

15% 10 

  

Residential Property ( Imperfect 
Colletral i.e.,  mortgagable but 
lacking in administrative approvals 
which is likely to be regularised 
 

8 

    

  

12 
Loan to Value 
(LTV) 

Residential - Less than 50% 8 

10% 8   

Residential - More than 50% and 
upto 60% 

7 

  
Residential - More than 60% and 
upto70% 

6 

  Residential - More than 70% 4 

    

  

13 
Location of the 
property 

Property located within townships 10 

5% 

10 

  

Property located at the fringe of 
townships/within municipal limits 

5 

  

Property located outside approved 
municipal limits. No lending in 
restricted or unapproved 
areas/Projects.  

0 

  

14 Ownership 

Self-owned 7 

10% 7 
  

Jointly-owned  6 

  
Third Party ownership 5 

        

Total  100         

    < =50 High Risk 

    

    51 to 70 Medium Risk 

    71 & above Low Risk 

 

SALARIED BORROWERS: 

    
Overall Characteristics 

Overall 
weights     

    Borrower Characteristics 20%     

    Income & Financial Characteristics 20%     

    Transactional Characteristics 20%     

    Collateral Characteristics 40%     

Home Loan Scoring Model  
 

Sl. 
No 

Factor Name Scoring Rule Score Weights Actual   

Borrower Characteristics  

1 Employment  

Public Limited comp/Govt/Semi Govt 5 

3% 5 

 

Private Limited  4  

Partnership /Proprietor Firm 3  

2 
Employment 
Vintage  

<3 years 0 

7% 10 

 

=> 3 and < 5 years 7  

=> 5 and <10 years 8  

=> 10 years 10  
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3 Residence Stability 

<3 years 0 

7% 5 

 

=> 3 and < 5 years 3  

=> 5 and <10 years 4  

=> 10 years 5  

4 Co applicant  

Co applicant with whose income 
considering  5 

3% 5 

 

Co applicant with whose income is not 
considering  4  

Not Present 0  

Income & Financial Characteristics  

5 Net Salary  

>30k 10 

10% 10 

 

>25k and =30k 8  

>20k and =25k 6  

>15k and =20k 4  

<15k 0  

6 
Availability of 
Income Proof  

3 Month Salary Slip/ Form no16 10 

5% 10 

 

Salary Certificate  8  

Others  6  

7 

Additional Income  
(Incentive & 
Performance 
Bonus) 
 

>=0.30 5 

5% 
 

5 
 
 
 
 

 

>=0.20 and <0.30 4  

<0.20 
 

3 
 

 

Transactional Characteristics  

8 
No of Cheque/ECS 
bounce 

<= 2 times in last 3 months 5 

10% 5 

 

3 times in last 3 months 4  

4 times in last 3 months 2  

> 4 times in last 3 months -2  

No loan account previously 0  

   

9-A 
CIBIL Credit 
Bureau Score 

>= 700 10 

10% 10 

 

>= 600 and <700 5  

>= 500 and <600 0  

< 500 0  

or  

9-B 
Credit Bureau 
Score 

4 or 5 10 

10% 10 

 

3 5  

2 3  

1 0  

Collateral Characteristics  

10 Property Type 

Residential Property (Perfect Collateral ) 10 

10% 10 

 

Residential Property (Imperfect Collateral 
meaning mortgagable but lacking in 
administrative approvals due to delays 
but likely to be regularised as per the 
details of the approved Master Plan  

8  

   

11 Loan to Value (LTV) 

Residential - Less than 50% 8 

10% 8 

 

Residential - More than 50% and upto 60% 7  

Residential - More than 60% and upto70% 6  

Residential - More than 70% 4  
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12 
 
 
 
 
 
 
 

Location of the 
property 

Property located within townships 10 

10% 10 

 

Property located at the fringe of 
townships/within municipal limits 

5  

Property located outside approved 
municipal limits 

0  

13 Ownership 

Self-owned 7 

10% 
7 

 

Jointly-owned  6  

Third Party ownership 5  

Total     100  

  < =50 High Risk 

  

 
 
 
  

 

  51 to 70 Medium Risk  

  71 & above Low Risk  

 

Company would generally not prefer applicant borrowers with cumulative score of less 

than 50. The discretion for taking deviations would lie with specified authorities and would 

be exercised on the basis of other comforts/business call. 

iii. Setting up of Loan Sanctioning Powers: Standards  

Company has put in place the loan sanctioning powers which are sacrosanct and are to be 

adhered to in letter and spirit. The guidelines are contained in the credit policy according 

to which a loan proposal is processed and run through various hands and finally 

recommended by the credit officers. The proposal on the basis of merits and 

recommendations is then sanctioned by the delegatee/s as defined in the credit policy. 

 
However, in due course Company would graduate to the system of Committee approach 

for sanctioning a loan proposal. This would further ensure a higher level of prudence and 

accountability. The guiding principle would be as under: 

 
1. The delegated powers would be based on a Committee approach and no single 

individual (Except CMD) to be empowered to sanction the loan. The sanctioning 

powers would be joint and accountability would be joint and several. 

2. In the absence of a Delegatee, the sanctioning powers would be exercised by the 

immediate next level senior Delegatee. 

3. The delegation of sanctioning / approval powers would be conferred only by the 

Credit Management Committee and above. 

4. In case of dispute CMD/Board would be the final authority to decide. 

 

iv. Risk Based Pricing  

Company has set its benchmark lending rate and all the loan products as per their 

perceived risk profiling are priced accordingly. 

 
Asset Liability Management Committee (ALCO) from time to time determines its 

benchmark lending rate (BPLR/RBPR) and all variable rated loans are linked to this 

benchmark rate by way of constant spread. Basis above, card rates (interest rate 

chart) are fixed. The card rate defines interest rates according to customer profile 

(salaried/SENP/SEP etc.) and also in terms of funding mode i.e. profiles and funding 

with higher perceived risk are priced comparatively higher. 



Private & Confidential 15 

                            ssss          S 

 

 
In case there is any policy deviation, for which a deviation matrix is prescribed in the 

credit policy, the above-stated card rates are additionally loaded as risk adjusted 

loading. Therefore by virtue of it Company ensures uniform rates for all the loans with 

similar risk profile. 

 
Credit Policy also provides for allowing concessions in the rate of interest to be charged 

to the customer in wake of competition and market compulsions and hence has put in 

place rate approval matrix. It is prudent on the part of approval authorities to allow 

concessions in rate of interests on selective basis and strictly on merits. 

 

v. Project approval for CLP/ADF/CDF/  

On the basis of higher inherent risk on account of builder project schedule, all proposals 

relating to Builder projects, wherein ADF / CDF / are proposed, would be approved by 

the Credit Management Committee at Head office. The process of approval is as under: 

 

1. All CDF / ADF / Proposals are to be sent to HO through Zonal Approval Committee 

(Location Sales Head, Zonal / RPU Technical Manager, RPU Head and Zonal 

Manager). 

2. The project in which minimum Plinth work is completed, that proposal / Project will 

be considered for Cash Down Payment Plan. 

3. The Disbursement under Cash Down Payment Plan is subject to approval from The 

Management Committee after recommendations from Heads of Operations, 

Technical and Risk. 

4. The CDF funding is done on the basis of tripartite agreement (TPT) between builder, 

borrower and the SHFL. 

5. The approved exposure is then monitored on monthly basis by the OPS team at 

HO. 

6. Risk department would constantly oversee the total portfolio under ADF / CDF / 

Subvention on monthly basis as a part of its function for monitoring of prudential 

exposure norms. 

Note: Company as a policy may stop, slowdown or continue the product on the basis of 

market feedback, experience and or regulatory instructions. 

Regulatory restriction on lending under any subvention scheme in collaboration with 

builder/developer.  No upfront funding. Project funding to commensurate with the progress 

of the construction/development.  

 

b. Policy Guidelines for Risk Acquisition:  

In line with set-up risk acquisition standards, Company has put in place the Credit  Policy 

prescribing appraisal methodology based on the type of customer, business, income 

assessment module/s, geographical specific products etc, but within overall limit of set-up 

standards. 

 
For the implementation of underwriting process in accordance with appraisal standards in 

Credit Policy and carrying on with life-cycle of the loan, a Process Manual (operations 

manual) is also put in place. The Credit and Operations policy and manuals would be based 

on the overall guidelines prescribed in the Risk Policy. 



Private & Confidential 16 

                            ssss          S 

 

The Process Manual is to ensure the common standardized practice in compliance with 

NHB/RBI guidelines on LTV and other parameters, whatsoever, across all business 

locations to remove local subjectivity. However, as a prudent lender Company has also 

devised specific products and deviation matrix to take care of case-to-case strengths and 

weaknesses. 

 
To ward of any risk on this count, deviations are to be allowed only by the authority higher 

than the appraising officer. No deviation would be allowed beyond NHB/RBI/local 

authorities prescribed norms. 
 

Note: All new products/policies/processes relating to credit dispensation would be vetted  

by the Risk prior to their placement before the approval authority. 

 

Risk vetting of loan proposals (Risk Evaluation Group): 
 

As a concept of third-eye view (Risk View), Company for the time being would adopt that 

all retail loan proposals of Rs 100 lacs and above i.e. proposals falling under the sanctioning 

powers of the Credit Management Committee and above would be routed through a group 

named Risk Evaluation Group (REG). 

 

REG would be giving its Risk View/vetting on the loan proposals citing risk perception and 

possible risk mitigants thereto, so that an informed decision is taken by the sanctioning 

authority/ies 

 

The functional modality of REG would be as under: 

 

 
a) Constitution : 

Head Risk, - To view the proposal from Credit Risk point of view 

Head Ops - To view the proposal from OPS Risk point of view 

Head Recovery - To view it from collateral risk point of view 

 

b) Turn around Time: Maximum one working day 

 

c) Process: 
 

a. The executive summary of the proposals along with loan file, would be sent to 

HO-Risk. 

b. Members of the REG would meet and discuss the proposal and present their 

combined view to the Credit . 

c. In case some REG member is not available, other members who are present 

would give their view. Opinion can also be taken from the members on Mail. 

d. Credit along with their reverts /mitigates, if any, would place the proposal to 

the Sanctioning authority. 

On the basis of efficacy and band-width, the scope of REG would be gradually increased 

to the loan cases below 100 lacs, in due course. 

 

 

c. Monitoring of Risk Acquisition  

1. Portfolio analytics 
 

HO-Risk would be doing portfolio analysis on various parameters like Portfolio 
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composition (HL/NHL), customer profile, product-wise efficacy etc. to assess the 

inherent risks vis-à-vis rewards and place their reports to the Management Committee. 

For the purpose of assimilation of information, exception reports, audit reports, 

vigilance reports, customer feed-backs and inputs from Collection & Recovery would 

be incorporated. 

 
Portfolio Analysis would be a continuous exercise for assessing embedded risks in the 

portfolio. 

2. Default Analytics 
 

Risk Department would on a continuous basis do the risk analysis of quick mortality 

cases on random sample basis on credit and operations dimensions and would present 

the report to CMC with recommendations for any revision/ amendment in policy 

/process, if required. 

 

 
HO- Risk would also assess the Probability of Default (PD) for the portfolio, products 

and on Demographic and geographical dimensions so that learnings can be used for 

taking prudent decisions on products and policies by the management. 

 
As a mortgage lender, collateral management is of utmost importance and therefore 

assessment of Loss Given Default (LGD) is essential to gauge the collateral risk. HO 

Risk would also compute LGD for the portfolio. 

 

3. Cost – Benefit Analytics 
 

Depending on the business requirements and keeping in view the market practices and 

regulatory guidelines, various loan products are launched from time to time to garner 

business and carve its niche. Therefore on a periodic basis, the efficacy of these 

products is to be assessed. HO-Risk would be doing product and portfolio analysis and 

place its finding before the Credit management committee, basis which company would 

decide accordingly. 
 

  000   
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  Operational Risk Management  
 

Introduction: 

Operational Risk is defined as the risk of loss resulting from inadequate or failed internal 

processes, people, systems, or from external events. The aim of an Operational Risk 

framework is to identify, assess, control and mitigate operational risk and for effective 

reporting of risk and emerging risk issues. 

 

 

 

 

 

 

 

There is seldom a confusion to understand risks vis-a-vis their category i.e. Operational 

Risk or Credit Risk etc. To make it clear certain illustrations are as under: 
 

Market Risk V/s Operational Risk 

Losses which arise due to the errors/gaps in the process and systems, related to 

treasury functions, are to be categorised as Operational Risk. The relevant department 

must ensure that all Op-Risk relevant losses are recorded in the database. 

Examples for operational loss events in connection with market risk: 

1. The provable delay meeting up a due liability due to system failure, 

2. Losses because the limit (credit lines etc.) was exceeded without authorisation 
 

Credit Risk V/s Operational Risk 

Losses  associated  with  credit  but  are  occurring  due  to  inadequate  and  irregular 

functioning are categorised as Operational Loss Events, i.e. as long as they can be 

attributed to the operational risks in accordance with the Op-Risk definitions. For example, 

the credit officer has not adhered to the laid down procedure and / or has not used his 

common prudence, because of which the loss has occurred would be treated as operational 

loss related to credit risk. Absence or lack  of  ‘maker and checker’ system  before financial 

approval to be avoided.   

 

   
 

 
   

Errors Practices 

 
 

 
External Influences 

Activities Management Outsourcing 

 

 
Erroneous Execution 
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Examples for operational loss events associated with credit risks: 

1. Falsification of Balance Sheets which obscures the actual business situation of the 

borrower 
2. Violation of sanctioning authorities during the loan approval process 

3. Inappropriate management of collateral security 

 
Legal Risk v/s Operational Risk 

Losses from legal risks include risks from losses due to violation of legal standards and 
contractual provisions and to cause their enforceability by giving out complete details 
without omissions /deletions etc.,  are part of the operational risk according to the 
supervisory guidelines. Accordingly, payments made for compensation of losses, payments 
for legal settlements, including the legal fees incurred, are always operational loss events 

and must be recorded as such in the database. 

 

Operational Risk Management Process: 
 
 

Operational risk per-se is majorly internal and unknown therefore its assessment is done 

on symptomatic basis i.e. Risk symptoms are gathered and assessed for their frequency 

and severiety of impact over a period of time and eventually processes are tweaked 

accordingly to avoid recurrence of such events. Various tools for assessment process are 

as under: 

a) Identification of Loss events and Aggregation of loss data: Risk Registers 

b) Defining Key Risk Indicators and assimilation of data 

c) Risk Audits  

d) Setting up of standard operating procedures (SOPS) or process manuals and review of them on the basis of 
audit observations.  

e) Quality Control Units 
 

a) Risk Registers and aggregation of loss Data: 
 

In our day-to-day working, Company does come across certain incidents / interruptions / 

hiccups / process gaps etc. which, if occur frequently, may result into a loss (in monetary 

terms or otherwise). In terms of Operational Risk Management, these occurrences are 

termed as Loss Events. (the concept of loss events and loss data is derived from the Basel-

2 guidelines of RBI). 

 
Operational Risk Managers are to note such events on an ongoing basis, so that over a 

period of time their frequency of occurrence and impact analysis is done. Having done so, 

mitigate can also be thought of to stem such eventualities. 

The loss events, for the purpose of understanding and aggregation of data are grouped 

into following Loss Event Types viz.: 

 
1. Internal Fraud: Loss occurring or attempt to cause loss because of act or intention of 

people, which is detrimental to the interest of the Company. 

2. External Fraud: Loss occurring because of act of external factors like 

misrepresentation, forgery etc. 

3. Execution Delivery and Process Management: Loss emanating from failed 

processes. 
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4. Damage to Physical  Assets: Loss to the physical assets of the Company by the act  

of internal and/or external factors like natural calamities, fire, theft etc. 

5. Business Disruption and System Failure: Acts resulting into disruption  of 

business like system failure etc. Failing to adhere to Business  Continuation  

policy/manual. Employment Practices and Work Place Safety: Loss occurring from 

acts inconsistent with employment, health and safety laws and agreements. 

An illustrative list of Loss Events under aforesaid Loss Event Types is given as Annexure-1 

Action Points: 

a) All the Branch Managers / Branch Operation Managers / Unit Managers, as the case 

may be, would also be the Operation Risk Managers (ORM) for their work area. 

b) ORMs would be responsible for noting and sending the loss events data on monthly 

basis to their Regional Operation Manager (ROM), as the case may be, by 7th of 

the succeeding month on the format Risk Register as per annexure-2. 

c) The ROM would be compiling the information for his region and submit to HO-Risk 

by every 10th of the month. 

d) The loss events are to be noted on an ongoing basis, as soon as these come into 

the notice of ORMs. 

e) It is in no way a fault finding exercise but an exercise to capture the gaps, which 

are necessary to take remedial steps in terms of process or policy amendments. 

f) Submission of correct and regular information to HO-Risk would be the joint 

responsibility of ORM and ROM. 

g) In case some event which has occurred, but is not covered in the annexure-1, may 

also be reported as ‘others’. Its categorization would be done at our end. 

h) Auditors would certify in their report about the maintenance of Risk Register by the 

respective branch(s). 

 
b) Key Risk Indicators 

 

Key risk indicators are essentially the basic causal factors, trend of which would indicate 

the inherent risk. It is a quantitative parameter which is measurable and easily gathered 

from the data. For each key risk indicator, range would be fixed as lower bound, upper 

bound and the critical point. Critical point would be the trigger point for taking immediate 

action to arrest the trend. 

 
Each function at HO would be assigned with a set of key risk indicators after discussion. 

Each function would nominate a person in its department for noting and sending the  data 

on key risk indicator to HO-Risk every month. HO-Risk would be presenting the same to 

MC on monthly basis for information and necessary action. 

 
The movement of key risk indicators on month to month basis would be an indicator of 

risk perception and required actions. The sample of key risk indicators is given in the 

following page: 
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Name of indicator Description 
Indicator 

Unit 
Frequency Function 

Upper 

Bound 

 
 

 
PDCs exhausted OPS 

 
To analyse those loans 
where the Post Dated 
Cheques for instalments 

have exhausted, which can 
lead to an increase in 
debtors. 

 
%age of PDC 
exhaust 
cases to the 

total 
portfolio. 

 
 

 
Monthly 

 
 

 
OPS 

 
 

 
5% 

 

No. Of Projects where 
Exposure has reached 

90% of approved limit 

 
To contain the exposures 

with in prescribed ceilings 

 

No 

 

Monthly 

 

OPS 

 

5 

 
 

 
 

Loans not linked 

Credit 

  
 

 
 

 
%age 

 
 

 
 

 
Monthly 

 
 

 
 

 
OPS 

 
 

 
 

 
2% 

 
 

 
 
 

Forged cases Credit 

 

This indicator points the 

case  where  the  forged 
documents were provided 
for the loan appraisal. The 
company  has  internal 
verification/external 
verification  system to 
identify these cases and 

the cases   are identified 
prior   to    sanction/ 
disbursement. 

 
 

 

 
Number of 
cases 

 
 

 
 
 

Monthly 

 
 

 
 
 

Credit 

 
 

 
 
 

10 

 
Instances of delays / non 
payment of Interest due to 

lenders. 

    

Delayed interest 
Payment Treasury 

This key risk indicator 
points towards financial / 
reputational losses arising 
out of significant delays in 

the payment of interest to 
the lenders. 

Number of 
cases 

 
Monthly 

 
Finance 

 
2 
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Name of indicator Description 
Indicator 

Unit 
Frequency Function 

Upper 
Bound 

 
 

 
 

Improper 

Documentation 

No. of Instances in which 

Company suffered loss due 
to inadequate and 
incomplete documentation 
during disbursement of 
loan. If the documents are 
partially / wrongly filled, our 
legal position may be weak 

in case we have pursued 
litigation. 

 
 

 

 
%age 

 
 

 

 
Monthly 

 
 

 

 
Legal 

 
 

 

 
5% 

 
 

 
Non Compliance of 

Statutory compliances 

The non compliance of 

statutory compliances are 
basically wherever the 
Company has not complied 
with the statutory laws. It 
would depend on the nature 
and type of non compliance 

to  determine its gravity. 
Operational risk. 

 
 

 
Number of 

cases 

 
 

 
 

Monthly 

 
 

 
 

Secretarial 

 
 

 
 

2 

 
 
 

Application Failure 

Systems 

 

This risk indicator points out 
the likely losses arising out 
of number of instances 

when business applications 
have failed 

 
 
 

Number of 

cases 

 
 

 
Monthly 

 
 

 
IT 

 
 

 
10 

 
 
 

% Employees Sick 
Leave HR 

 

SL could be  an uncontrolled 
risk owing to external 
factors. In such cases, 
adequate backup should be 
made available to ensure 

continuity of work. 
However, if it is due to work 
stress / hygiene, it can be 
controlled. 

 
 
 

 
%age 

 
 
 

 
Monthly 

 
 
 

 
HR 

 
 
 

 
5% 

 

 

Attrition Rate HR 

 
It is the rate of employee 
turnover due to resignation 
or retirement over the total 
no. of employees at the end 
of any period. 

 

 

%age 

 

 

Monthly 

 

 

HR 

 

 

15% 

 

 
Fraudulent behaviour 

HR 

 
The behaviour or having an 

intent to deceive by any 
employee which can cause 
financial or reputational 
damage to the Co.'s image. 

 

 
Number of 

cases 

 

 
Monthly 

 

 
HR 

 

 
2 
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Name of indicator Description 
Indicator 

Unit 
Frequency Function 

Upper 
Bound 

 
Infringement HR 

An act of burglary, theft, 
etc in the office premise 

Number of 
cases 

 
Monthly 

 
HR 

 
5 

 
Workplace accidents 

HR 

Occupational accident 
arising during working 
hours in the office premises. 

 
Number of 
cases 

 

Monthly 

 

HR 

 

2 

 
Contracts Expired 

The annual contracts and 

lease deeds expired but not 
renewed 

Number of 

cases 

 
Monthly 

 
Admin 

 
5 

 

Declined cases 

 
This indicator depicts the 
quality of log-ins as decline 

cases to total log-ins 

 

% age 

 

Monthly 

 

Sales 

 

50% 

 

 
Absentee trainees 

 
This indicator will depict on 
the efficacy of learning & 

development trainings as 
% age of absentees. 

 

 
%age 

 

 
Monthly 

 

 
L & D 

 

 
5% 

 

Stale entries 

No of entries in suspense 

accounts (sundry debtors) 
outstanding for more than 
three months 

 
Number of 

cases 

 

Monthly 

 

Accounts 

 

10 

 
Un-reconciled Debit 

bank entries 

 
No of entries in bank 
accounts not reconciled for 

more than three months 

 
Number of 
cases 

 

Monthly 

 

Accounts 

 

10 

 

 
 

c) Quality Control Units: 

With in proposed Risk Containment units, quality officers would be placed, who would be 

taking up disbursed files and countercheck the parameters with those fed in the System, 

so that there is no anomaly or disconnect in terms of data. This is required as System 

information is used during the life cycle of the loan account and documents (dockets) are 

placed in the repository at some offsite location and for getting any information, retrieval 

is time consuming and costly affair. Therefore the sanctity and correctness of  information 

fed in the system is important for instant review and action, whatsoever. 
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Introduction  

 
Asset Liability Management (ALM) is an integral part of any Housing Finance Companies 

(HFC) Management; and so, it is essential to have a structured and systematic process to 

manage its financial position. 

 
ALM is concerned with Strategic Balance Sheet Management, involving risks caused by 

changes in the Interest Rate, Exchange Rate and the liquidity position of the HFC. While 

managing these three risks forms the crux of ALM, Credit Risk and Contingency Risk also 

form part of ALM. The significance of ALM to the financial sector is further highlighted due 

to the changes that have occurred in recent years in assets and liabilities of HFC. (E.g. 

demand for variable rate home loans) 

The Importance of this function has increased over recent years for number of reasons 

like: 

- An increased reliance of HFC on market related sources for funding purposes. 

- A greater awareness of the importance of the adequacy of Balance Sheet ratios 

and gearing. 

- Increased volatility in exchange and interest rate movement. 

- Diminishing levels of margin and return on earning assets. 

- Greater emphasis by Regulatory Agency for adopting and implementing ALM  in 

monitoring and control of liquidity and risk management measures in Housing 

Finance Companies. 

 

The object of any ALM policy is twofold – ensuring profitability and liquidity. Simply 

speaking ALM is an attempt to match the Assets and the Liabilities in terms of their 

maturities and interest rate sensitivities so that the risk arising from such mismatches can 

be contained within the desired limit. 

For an active management of risks, can meet two very important needs. Firstly, it can 

protect the business from financial shocks. Secondly, it can make future cash flows more 

predictable. 
 

The Approach  

 
This policy is based on regulatory framework provided by Reserve Bank of India for HFCs 

to manage its Balance Sheet Risk. The paper mainly discusses two risks viz. Liquidity Risk 

and Interest Rate Risk at length. However, Credit Risk and Foreign Exchange Risk have 

not been discussed except a brief coverage. 

While preparing this policy, care has been taken to see that it does not become hindrance 

for normal day to day operation of the company and hence the norms / limits set out 

herein should not be considered as the watertight rules and can be modified as and when 

required by the Board. 

This policy is intended to be the basic framework for further development on the subject. 

New advance policies and procedures would further be incorporated as we make progress 

in understanding and implementing the basics. 

Market Risk 
(as per already Board Approved ALM Policy) 
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Purpose of ALM  

 
The assets and liabilities of Star Housing Finance Limited (SHFL) shall be managed in a 

manner to optimize the earnings (NII), liquidity and safety of its Balance Sheet. SHFL 

recognizes the importance of the risk management system and therefore introduces ALM 

system that addresses the issues related to Interest rate and liquidity risk. The aim of risk 

management is to maintain overall and specific risk at the desired levels. 
 

Objectives  

 
At the macro level, ALM leads to the formulation of critical business policies, efficient 

allocation of capital and designing of the products with appropriate pricing strategies. And 

at the micro level, the objectives functions of the ALM are two-fold. It aims at profitability 

through price matching while ensuring liquidity by means of maturity matching. 

 
Board or Management Committee of SHFL has set out the policy statement on ALM 

techniques which: 

 Stabilize the short term profits (measured by Net Interest Income - NII) 

 Long term earnings (measured by Market Value of Equity - MVE) 

 Long term sustenance of the company. (measured by Capital Ratio - CAR) 

SHFL assumes some amount of risk as part of normal operations. It is the policy of the 

company to manage and control the amount of risk it assumes. 
 

ALCO Organization and Responsibilities  

 
At SHFL, it is recognized that management of Risk should be handled at two levels; macro-

level and micro-level. The macro-level risk management will involve providing a risk 

management framework for the company and hence the decision makers will comprise the 

company’s board and its top management. On the other hand, at the micro-level the 

business decision will be taken by the business managers but within the broad framework 

laid at the macro-level. 

Thus, at the macro-level broad guidelines will be given in order to enable day to day 

decisions to be taken relating to individual proposals for investment and borrowings 

without the involvement of the top management. The Board will clearly communicate to 

the business managers the acceptable level of Risk in terms of the parameters chosen. 

The ALM policy of the SHFL falls under the authority of the Board of Directors, who in turn 

assigns authority for its formulation, revision and administration to the Asset Liability 

Management Committee (ALCO). Any deviation from the guidelines would require Board’s 

approval and ratification. 

 
The Board of Directors is responsible for establishing and reviewing the ALM Policy and for 

ensuring that the funds are managed in accordance with this policy. The board will review 

the policy. The board will establish an ALM Committee (ALCO) and shall delegate authority 

to this committee to manage SHFL’s funds and other duties as deemed necessary. The 

board will review the minutes of the ALCO meetings and additional summarized 

information on a quarterly basis. If necessary the Board will modify or grant 
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exception to the policy for recommended actions that are in the best interest of the 

company. 

 

The macro-level management of Risk will be done by the Asset Liability Management 

Committee (ALCO). ALCO shall not consider individual cases for decision making. The role 

of ALCO is, thus, to formulate and oversee the function of ALM in the company without 

getting into the day to day decision making process for raising, or deployment, of 

resources. 

 
Typically in a large financial organisation, the responsibility of Asset liability Management 

is on the Treasury Department the Company. The ALM desk of the Treasury Department 

analyses the Balance Sheet and places its recommendations in the ALCO meeting, where 

important decisions are made to minimise risk and maximize returns. However,  presently 

the SHFL organisational structure does not comprise of a separate Treasury Department 

and hence funds are monitored jointly by the finance & accounts departments under the 

overall authority of CMD or MD/CEO where finance department arranges the funds for its 

utilization as per the directions/demands of competent authorities for onward lending and 

also invest excess liquidity as per the investment policy. 

Operation division, MIS division & accounts department shall also  report and be present 

in ALCO to discuss the structured MIS statements and critical financial/growth indicators 

to support the ALCO functions  given by them to the finance department and to implement 

the decisions. 

The responsibilities of ALCO include: 

1. developing an asset/liability management process and related procedures; 

2. developing asset/liability strategies and tactics; 

3. establishing a monitoring and reporting system; 

4. submitting a written report to the Board at least quarterly; and overseeing the 

maintenance of a management information system that supplies, on a timely basis, 

the information and data necessary for the ALCO to fulfill its role as asset/liability 

manager of the institution. 

 

 

The items cited below do not necessarily represent an all-inclusive list of ALCO’s duties, 

given the dynamic nature of its responsibilities. ALCO’s responsibilities inter alia, include 

product pricing for both assets and liabilities, desired maturity profile and mix of the 

incremental assets and liabilities including off-balance sheet items entailing contractual 

obligations/flows, prevailing interest rates offered by other peer HFCs for similar 

services/product, to keep the SHFL’s products /services competitive and afloat. In addition 

1. Review Year-to-date operating results 

2. Review Liquidity position (current and prospective) and monitor alternative 

funding arrangement. 

3. Review mismatches in the balance sheet 

4. Anticipate the funding needs. 

5. Anticipate the loan demands. 

6. Review the (GAP) Rate Sensitivity measures 

7. Review Net Interest Margin / Interest Rate Risk Measures 

8. Forecast the Change of interest rate for each category of Asset and liabilities. 

ASSET LIABILITY MANAGEMENT COMMITTEE (ALCO) 

ALCO MEETINGS - AGENDA 
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9. Review the internal cost of funds (recent pricing) 

10. Review the Capital levels (risk based and total) to determine sufficiency in 

relation to: expected growth, interest rate risk, price risk, and asset 

mix/quality. 

11. It will have to develop a view on future direction of interest rate movements 

and decide on funding mixes between fixed Vs floating rate funds, money 

market Vs capital market funding, domestic Vs foreign currency funding, etc. 

12. Develop alternate strategies deemed appropriate, which take into account 

changes in: 

 interest rate levels and trends, 

 loan products and liability mix, 

 develop behavioural tools like “what if” or “sensitivity analysis”   to study projected 

flows/margins, durations/modified durations, prepayment /loan migration into 

various risk verticals etc., associated with critical market related factors.      

 RBI’s regulations, and 

 monetary and fiscal policy. 

 Investment portfolio. 

 Tax Position 

13. Measure the performance against the established standard 

14. Develop the contingency liquidity plan. 

15. Report the minutes each quarter to the Board of Directors. 

Also, ALCO will ensure that it is aware of the overall financial performance of SHFL and, 

therefore, will keep abreast of significant changes/trends in its financial results. 
 

ALCO MEETINGS - FREQUENCY  

 
The Committee should meet at least once in a quarter and at least three members should 

be present in all the meetings. The frequency may be increased as per the business 

requirements in terms of increased level of operation and when specific issues arise. 
 

MEMBERS  
 

The Committee will consist of:  
 
Mr. Ashish Jain  - Managing Director & CEO 

Mr. Kalpesh Dave        -  Strategy Head 

Mr. Natesh Narayanan     -  Chief Financial Officer 

Mr. B. S. Kachhawaha      -  Chief Risk Officer 

Mr. Anup Saxena   -  Credit Head 

 

ALCO may invite any other executive for the effective management of ALM. 
 

Liquidity Risk Management  

 
The cause and effect of Liquidity risk are primarily linked to the nature of assets and 

liabilities of the company. All investment and financing decision of the company 

irrespective of whether they have long term or short term implication, do affect asset-

liability position of a company which may further affect its liquidity position. In such a 

scenario the company should continuously monitor its liquidity position in the long run and 

also on day to day basis. 

To manage this liquidity risk, all the assets and liabilities (Cash flow – Inflow and Outflow) 
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should be classified under different time buckets as specified by the Regulator based on 

their residual maturity. 

 

 

The time bucket may be distributed as under: 

1. 1 day to 7 days 

2.  7 days to 14 days 

3.  15 days to 30/31 days 

4.  Over one month and upto 2 months 

5. Over 2 months and upto 3 months 

6. Over 3 months and upto 6 months 

7. Over 6 months and upto 1 year 

8. Over 1 year and upto 3 years 

9. Over 3 years and upto 5 years 

10. Over 5 years and upto 7 years 

11. Over 7 years and upto 10 years 

12. Over 10 years 

 

 
Following tolerance level (limit) is prescribed hereby for better management of the cash 

flow position. 
 

 

Mismatch for 1-14 days 
Negative Gap should not exceed 10% of the total outflow in that time 

bucket as specified in RBI Guideline 

Mismatch for 15 days to 

30/31 days 

Negative Gap should not exceed 20% of the total outflow in that time 

bucket as specified in RBI Guideline 

Cumulative Mismatch up 

to 1 year 

Cumulative Negative Gap should not exceed 25% of Cumulative 

Outflow till 1 year as specified in RBI Guideline 

Liquidity at SHFL is measured by its ability to raise cash when it needs at a reasonable 

cost and/or with a minimum of loss. SHFL must be capable of meeting all its obligations 

towards the lenders community as well as to meet customer demands. And therefore, the 

active management of our liquidity position is critical. 

Given below are the two approaches to eliminate liquidity risk. 

I. Fundamental Approach (for long run approach) 

II. Technical Approach (for short run approach) 

 
I. Fundamental Approach 

Since long term sustenance is a driving factor in this approach, the company tries to tackle 

/ eliminate the liquidity risk in the long run by basically controlling its assets and liabilities 

position. A prudent way of tackling this situation can be by adjusting the maturity of assets 

and liabilities or by diversifying and broadening the source of fund. Two alternatives 

available with the management to control liquidity under this approach are Asset 

Management and Liability Management. This implies that liquidity can be imparted into the 

system either by liability creation or by asset liquidation, whichever suits the situation. 

At SHFL, the Asset Management technique does not give the effective result as the product 

mix of assets are limited to home loans only and mainly depend on the customer demand, 

moreover other assets (Cash & Investments) are held for the statutory reserve 
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requirement. Hence, the Liability Management becomes more effective technique for 

handling liquidity mismatch in long term. This can be done by either or all of the following 

options: 

 Refinance from the Supervisor – National Housing Bank. However, NHB is not 

the lender of last resort for Housing finance companies unlike in case of Banks 

where RBI stands as the lender of last resort. 

 Funding from Banks and Financial Institution. (to strike balance between tenure 

and price) 

 Issue of Convertible and Non Convertible bonds/debentures (normally for 

medium term, but embedded option may shorten the maturity) 

 Issue of Equity Share / Preference Shares (long term or for CAR) 

 
II. Technical Approach 

Technical approach focuses on the liquidity position of a company in short run. Liquidity in 

short run is primarily linked to the cash flows arising out of the operational transactions. 

Working Fund Approach and Cash Flow Approach are the two methods to assess the 

liquidity position in the short run. Of these two approaches, the former concentrates on 

the actual cash position and depending on the factual data, it arrives at the liquidity 

requirements. The latter approach goes a step forward and forecasts the cash flows i.e. 

estimates any change in the deposits / withdrawals / credit accommodation / pre payments 

of loans etc. 

 

Hence in the short run liquidity may be supplemented with alternative sources such as: 

For Near Term Liquidity Mismatch: 

 Liquidation of Investment Portfolio (subject to analysis of potential gains or 

losses) 

 Undrawn Lines of Credit (Long Term Loans, NCD’s etc.) 

 Sanction of Overdraft Facility 

 Fund raising from Money Market by issue of short term instrument like CP, 

Bonds, ICD etc. (Finer credit rating is essential) 

 Raise money against pledge of the assets (when the necessity for pledging 

assets arises, the least marketable securities should be offered) 

 Sale of Other assets (Generally the assets sales would be a last resort, as it 

would usually necessitate giving up more yield than the borrowing cost or 

incurring losses which may worsen the liquidity position) 

 Prepayments as per the trend of earlier years 

 
Liquidity will be measured utilizing various static measures: 

1. Cumulative Maturity Gap: This represents the difference of assets to liabilities 

maturing or having a scheduled amortization in a given time frame. This Gap 

represents the estimated cash flows (both on a contractual as well as a behavioural 

basis) of the month end balance sheet. SHFL should strive to have a cumulative 

maturity gap within ranges. From time to time, SHFL may be outside these target 

limits due to seasonality factors as well as local and national economic conditions. 

These ranges should be evaluated from a Long Term perspective. 

2. Debt / Equity Ratio: This ratio measures the company's financial leverage. It 

indicates what proportion of equity and debt the company is using to finance its 

assets. On a conservative side, it is advisable to consider Total Outside Liabilities 
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instead of Long Term Debt for calculation of the ratio (TOL/TNW). A higher 

TOL/TNW ratio generally means that a company has been aggressive in financing 

its growth with debt. It may be justified if Return on equity is reasonably higher 

than borrowings cost. This can result in volatile earnings as a result of the additional 

interest expense. Higher leverage ratio is acceptable for a housing finance company 

whereby the maximum limit as specified by the regulator is 12 times. We internally 

fix this limit at 10 times as maximum. 

3. Total Home Loans to Total Borrowings: This ratio relates the level of loan volume 

to the overall source of funds – secured and unsecured. A low ratio may indicate 

that available funds are not being converted to the most beneficial use of funds 

(loans). A very high ratio may indicate a potential requirement for additional 

liquidity. The total borrowing program should be in line with the above referred 

leverage ratio. 

4. Short Term Loans to Total Borrowings: This ratio measures the  quantum of  short 

term borrowings to the total borrowings of the company. Generally all long term 

loans are secured borrowings and short term loans are unsecured in nature. SHFL 

should strike a balance between this two keeping in mind the overall Borrowing 

program based on point no. 3 above. 

5. Other Liquidity Measures: From time to time, the SHFL may measure  other  ratios 

and statistics to evaluate its liquidity position. These measures will be computed if 

any of the above measures are close to, or in exception to, the liquidity ALM 

measures. They will be used as further information to enhance the SHFL’s liquidity 

position given the circumstances. 

 

Interest   Rate  Risk  Management  

Due to the very nature of Housing Finance, we are exposed to higher Interest Rate Risk. 

This risk has a major impact on the balance sheet as well as the income statement of the 

company. The Interest Rate Risk arises due to: 

i) Changes in Regulatory or Market Conditions affecting the interest rate. 

ii) Short term volatility. 

iii) Prepayment risk translating into a reinvestment risk. 

iv) Real interest rate risk. 

 
In short run, change in interest rate affects Company’s earnings (measured by NII or NIM) 

and in long run it affects Market Value of Equity (MVE) or Net Worth. It is essential for 

SHFL to not only quantify the interest rate risk but also to manage it proactively. There 

are various methods available for measurement and management of interest rate risk like: 

▪ Maturity Gap Method (traditional approach) 

▪ Rate adjusted Gap Method 

▪ Duration Analysis 

▪ Sensitivity Analysis 

▪ Simulation and Value at Risk. 

 

At the current stage of our ALM system, this policy discusses the Maturity Gap Method to 

quantify the interest rate risk. Also the regulator has suggested to adopt this technique in 

the initial phase and move over to the advance techniques once the company acquires 

sufficient expertise and sophistication in acquiring and handling MIS. 
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Maturity Gap Method 

The Company should first decide on the Planning Horizon (usually one year) and then 

identify Rate Sensitive Assets (RSA) and Rate Sensitive Liabilities (RSL) falling within that 

period. 

RSA / RSL are identified based on whether they are subject to repricing within planning 

horizon because of the following situations: 

a. Any cash flows accruing within the Horizon Period 

b. Contractual resetting of interest rates due to Floating Interest Rate Clause on 

Asset 

c. Prepayable / withdrawable before stated maturity 

d. It is dependent on change in regulatory rates. 

 
Rate Sensitive Assets 

Based on the above definition of RSA, following represents some of the examples of such 

Rate Sensitive Asset for SHFL. 

 Cash Inflow (principal receipts) on all loans (Housing Loan as well as Non Housing 

Loans) that are to be received during the Horizon Period including the impact of 

expected prepayments (based on historical analysis) 

 All home loans maturing within the planning horizon 

 Loans with floating interest rates, and when the floating rate is expected to be 

changed within the Horizon Period. 

 Investments maturing within the planning horizon 

 Any Cash flow arising on the Investment portfolio during the planning horizon. 

 
Rate Sensitive Liabilities 

Rate sensitive liabilities (RSL) are all interest bearing liabilities that can be repriced  either 

up or down in interest rates within planning horizon. The following represent some 

examples of rate sensitive liabilities for SHFL: 

 Cash Outflow (principal payments) on all liabilities (term loans, debentures, etc.) that 

are payable during the Horizon Period. 

 All liabilities maturing within the planning horizon 

 Loans / bonds with floating interest rates, and when the floating rate is expected to be 

changed within the Horizon Period. 

 

One Year Horizon 

Since the impact of rate changes due to mismatched balance sheet positions in the one- 

year horizon can quickly and materially effect the current year’s income statement, they 

require constant monitoring and management. 

 

GAP Report 

GAP report should be generated by grouping RSA & RSL into different time buckets. 

Although the planning horizon is for one year, the report may run till the maturity. Based 

on the regulator’s guidelines this GAP report (i.e. Interest Rate Gap) may be identified in 

the following time buckets: 
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1. 1 day to 7 days 

2. 8 days to 14 days 

3. Over 15 days to 30/31 days 

4. Over 1 month to 2 months 

5. Over 2 months to 3 months 

6. Over 3 months to 6 months 

7. Over 6 months to 1 year 

8. Over 1 year to 3 years 

9. Over 3 years to 5 years 

10. Over 5 years to 7 years 

11. Over 7 years to 10 years 

12. Over 10 years 

13. Non-rate sensitive 

 
For each of the above time bucket, the GAP, commonly referred to as Rate Sensitive Gap 

(RSG), is calculated as the difference between RSA and RSL. i.e. RSG = RSA – RSL. The 

position of RSG should be analyzed with reference to the view on future interest rate 

movement. Accordingly the decision should be taken to reshuffle Asset / Liability Mix with 

respect to their term and interest rate, or both as may deem appropriate. 

 
1. Positive GAP : (RSAs > RSLs) 

Scenario Events Impact 

 
Rising int. rates 

Increase in interest income will be more than 

increase in service cost of liabilities (more 

reprice able assets than reprice able liabilities) 

 
Increase in NII 

Falling int. rates 
Decrease in interest income will be more than 

decrease in service cost of liabilities 
Decrease in NII 

 
2. Negative GAP : (RSAs < RSLs) 

Scenario Events Impact 

 
Rising int. rates 

Increase in interest income will be lesser than 

increase in service cost of liabilities (less 

Reprice able assets than reprice able liabilities) 

 
Decrease in NII 

Falling int. rates 
Decrease in interest income will be lesser than 

decrease in service cost of liabilities 
Increase in NII 

To improve the Net Interest Income, it is suggested to have a Positive Gap in case of rising 

interest rate scenario and to have Negative Gap in case of falling interest rate scenario. 

Following steps to be followed to quantify the Interest rate risk by this method: 
 

Steps Remarks 

Arrive at Gap (RSG) as stated above. 
Computation of GAP is with ref. to future cash 

flows 

Make a forecast for quantum and 

direction of Interest rate Change 

This variable is obtained by using forecasting 

technique or provided by specialist officer 

Determine the percentage variation 
in NIM that is acceptable / tolerable. 

It is a policy variable decided by the top 
management. 

Calculate Change in NII = Change in 

NIM x RSG 
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The other financial limits can be set out based on actual performance vis-à-vis previous 

estimates. However, there are few limitations with the Maturity Gap Method: these are 
 

Limitation of Maturity Gap Method Measure Suggested 

It requires high level of accuracy for 

forecasting the interest rate changes. 

Specialist officer may be deputed to carry 

out the forecasting. 

 
It assumes equal change in Interest rate 

for all RSA and RSL, which may not be 

practical. 

Rate Adjusted Gap method should be used. 

Whereby all RSA and RSL will be adjusted by 

assigning weights based on the expected 

change in interest rate for different assets 

and liabilities. 

This method ignores time value of 

money. Also the market value of even 

those assets and liabilities which are not 

repriced during the Gap period will 

be affected. 

 
 
Duration Gap technique should be used. 

 
Rate Adjusted Gap Method 

The Maturity Gap Method assumes a uniform change in the interest rates for all the assets 

and liabilities. Looking at the operational environment of our Company, it is very common 

to have a situation where the interest rate on Liabilities is reduced by 0.50% where as the 

reduction in the home loan interest rate may not be reduced by the same quantum. 

Hence to do away with this assumption Rate Adjusted Gap method should be used. In this 

method RSA and RSL will be adjusted by assigning rates based on the estimated changes 

in the rate for the different assets/liabilities for a given change in the interest rate. 

This method seems to be superior to the Maturity Gap Method discussed above. 

 

 
Illustration: 

Positive Gap: (Rs. Cr) 

 

 
* = Rate sensitive Assets and Rate sensitive Liabilities 

Rate Adjusted Liabilities = 1800 x 0.75 = 1350 

Rate Adjusted Assets = (800 x 0.50) + (1000 x 0.25) + (1000 x 0.50) 

= 1150 

Rate Adjusted Gap = 1150 – 1350 

= -200 

Liability 

(Rs) 

Rate 

% 

Increased 

Rate % 
Weight 

200    

1800* 10.00 10.75 0.75 

2000 11.00 11.00  

 

Assets 

(Rs) 

Rate 

% 

Increased 

Rate % 
Weight 

200    

800* 12.00 12.50 0.50 

1000* 14.00 14.25 0.25 

1000* 16.00 16.50 0.50 

1000 18.00 18.00  
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Thus, it is observed from the illustration that by assigning the weight, the positive Gap (as 

per Maturity Gap Method) has actually become negative. Therefore it is suggested that 

ALCO should decide on assigning the weight to the respective category of Assets and 

Liabilities to arrive at most realistic decision. 

 

Duration Gap Method 

The Maturity Gap method does not consider the time value of money and change in the 

market value of Non-rate sensitive assets and liabilities. Therefore Duration Gap Method# 

is used to measure and manage Interest rate risk. Duration Analysis explains the effect of 

rate fluctuation on the market value of Assets and liabilities and NIM, with the help of 

Duration. 

 

Following key points to be noted: 

1. Identification of RSA and RSL will be based on the duration rather than on maturity 

of assets /liabilities as in case of Maturity Gap method. 

2. Duration Gap will then be arrived as RSA – RSL (as calculated in 1 above) 

3. Duration Analyses can be further used to study the sensitivity of market value of 

assets and liabilities to the change in interest rate. The excess of assets over 

liabilities is termed as Surplus Gap available to the shareholder. Thus the duration 

analyses measures the duration of this Surplus in order to assess the exposure of 

the shareholder’s wealth to the interest rate risk. 

 

Earning At Risk  

The Maturity Gap method also assumes that the Change in Interest Rate for RSA & RSL is 

for the entire residual maturity of asset /liabilities. Therefore to overcome this following 

method is suggested. 

1. Classify RSA & RSL in the respective time bucket up to 1 Year 

2. Calculate the product by multiplying the RSA / RSL by Average Remaining Month of 

Maturity (as under) 

 

Time Bucket 
Average Remaining 

Months of Maturity 
Product 

Up to 1 month 12 months  

1 to 2 months 11 months  

2 to 3 months 10 months  

3 to 6 months 8 months  

6 to 12 months 4 months  

3. Sum the product for RSA & RSL 

4. Derive at Interest Income say. A = Sum Product of RSA x 0.01 (for 1% change) 

5. Derive at Interest Expenses say. B = Sum Product of RSL x 0.01 (for 1% change) 

6. Earning at Risk = A - B 
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  Enterprise Risk Management  
 

 

Business Continuity Plan (BCP):  
 

The Company does the business from multiple locations, with hundreds of employees, 

using facilities and infrastructure, therefore at its business place any disruption caused by 

the unforeseen circumstance can lead to various risks like reputation loss, loss of human 

capital, loss on account of property and assets etc. Therefore to get prepared for such 

eventualities, a Business Continuity Plan is envisaged which shall take care of contingency 

plans to be adopted in case of disasters like fire, theft, riots, flood, earthquake, terrorist 

attacks, etc. 

 
When such eventualities strike, who shall do what and how fast the business is resumed, 

is the main function of the BCP document to detail out. 

 
In the event of eventuality, immediate challenge comes on two dimensions viz.: 

 
1. Disaster Recovery i.e. control and repair the damage at the earliest. 

2. Business Continuity i.e. keeping critical function for live and working even during 

the disaster and its recovery period. 

 
Therefore BCP document would define the distinct roles, responsibilities and actions which 

are to be taken by the respective team/s prescribed for above simultaneous occurring 

functions. This is nothing but a Crisis Management document. 

 
Risk and Admin department would prepare the document (master document and hand 

book) and place it before the Board for adoption. Timely drills and amendments etc. would 

also to be undertaken to keep the BCP plan valid and usable. 

 

Risk Containment Units (RCU):  
 

With an objective to place concept of Total Quality Management (TQM), Risk Containment 

units at Transaction level would be placed. They would conduct independent verification 

of sample files to assess the efficacy of functions, agencies like FIs, lawyers etc. at local 

level from risk point of view and would also gather local intelligence. Risk containment 

units would be placed at all regional office level, which would work under the direct 

supervision of HO-risk. 

Objective: 

▪ To inculcate Total Quality Management culture at credit processing and delivery 
point. 

▪ Fraud controlling 

▪ To check efficacy of FI agencies and channel partners - DSA, recovery agencies 
etc. 

▪ Operational Risk management: people and process failures at local level 

▪ Market intelligence 

Function: 

1. Risk audit of sample files (20% of disbursed files) 

2. To verify the veracity of documents like KYC, PAN etc. independently 
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3. To counter-verify the documents from the source about their genuineness like IT 

return, Salary certificates, title papers etc in sample files 

4. Counter checking of FI, legal and technical reports independently. 

5. Quality of documentation from underwriting aspect. 

6. Sample checking of end use of funds and Project visits 

7. To prepare reports on local issues like influx of fraudulent files and local business 

threats. 

8. DSA and other agencies audit 
 

High Value Monitoring Cells-Retail (HVC):  
 

As a step towards Loan Review Mechanism, High Value retail cases (ticket size 

>=50 lacs) monthly review on the credit deployment and conduct of accounts would be 

reviewed every month, so as to raise a learning curve and feedback on a continuous basis 

and also take preventive steps towards embedded risks and challenges. 

 
Objective: 

1. Continuous monitoring of conduct of high value cases: Assessment of embedded risk 

of default 

2. Monitoring on the progress of recovery efforts and legal recourse. 

3. Continuous watch on the security value and embedded collateral risk there-in. 

4. Faster resolution of queries and grievance of high value customers: Customer 

satisfaction. 

5. Evoking involvement of all senior functionaries on the conduct and monitoring of high 

value cases: Higher learning curve. 

Constitution: 

HVC at HO HVC at Zonal level 

Management Committee Zonal Business Head 

Head OPS Zonal Credit Manager 

Head Risk (Convenor) 
Zonal Operations Manager 
(Convenor) 

Head Credit Zonal Recovery Manager 

Head Recovery Zonal Sales Manager 

Head Legal 
 

Zonal Head, if required, may constitute sub committees at Regional level keeping ROM as 

his SPOC. 

 
The meetings would be conducted every quarter or earlier, if needed. 

Functions of the Committees: 

1. To examine all high value disbursements done during month under review from the 

stand point of product, yield, security and customer profile. 

2. To examine fresh accretions in delinquencies (all buckets and NPAs) and the reasons 

of impairment & available security and action taken 

3. To examine status of recovery suits/SARFAESI in NPA cases 

4. To examine customer complaints in high value cases and their status. 
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5. Any other issues relating to a location, product, security, life cycle etc. which require 

intervention of HO to be discussed and recommendations be placed before HO-HVC. 

6. Identification of action points and thereupon action taken report to be discussed in 

the following meeting. 

 

Risk Audits:  
 
 

HO Risk would also be conducting risk audits for the branches on random basis and place 

its findings before the management committee. 

The scope of Risk Audit would be 
 

a) Portfolio configuration in terms of type of customers, ticket size, yield and default 

b) Products and their efficacy in terms of yield and risk 

c) Operational Risk issues relating to reported loss data 

d) Study of suspected frauds 

e) Knowledge sharing 

 

 
Channel Partners’ Audit (DSA Audits)  

 

In terms of NHB RBI guidelines on outsourcing channel partners are also to be audited 

from the risk point of view and HO-Risk would commence DSA audits as per the following 

process. 

 

STEP 1: Evaluating DSA concentration 
 

This step involves examination of DSA penetration in all branches as per last financial year 

business portfolio. This exercise will be done by checking % age of DSA sourced business. 

 

STEP 2: Prioritizing DSA penetrated branches 
 

Data will be arranged in ascending order i.e. branch with highest concentration at top. 

Audit of the branches will be prioritized in the same order. 

 

STEP 3: DSA coverage in Audit 
 

After selecting branch top 2-3 DSA will be selected from the branch in ascending order of 

their respective concentration in branch portfolio and meticulous audit will be conducted. 

Parameters covered under the audit include quantitative and qualitative assessment of 

sourced files. 

 

STEP 4: Reporting of DSA audit 
 

After detailed audit of all covered branches in a month. Data will be compiled and verified 

by the risk department and presented to MC. This process will be repeated to other 

branches in subsequent months. 

 

The report will be prepared on the basis of Annexure C 
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Notes: 
 

❖  This exercise involves all branches and active DSA’s at the time of Audit. 

 
❖  Audit will be done on random sample basis. 

 
❖  Audit will be conducted by members of risk department with the help of respective 

branch employees. 

 
❖  Each month 3-4 branches will be covered 

 
❖  Audit cycle covering all branches may be repeated after reviewing and scrutinizing the 

result of first audit cycle. 

Parameters for calculating DSA Risk Score 

Parameter 1 

Risk Parameter on the basis of % of Business done by DSA 

 

 
 

% Concentration Risk Category 
Risk score 
(Out of 10) 

>80% High Risk 9 

50%- 80% Medium High Risk 7 

10% - 50% Medium Risk 5 

Less than 10% Low Risk 2 

 
 

Parameter 2 
 

Risk Parameter on the basis of % Files Declined 
 

% Concentration Risk Category 
Risk score 
(Out of 10) 

>50% High Risk 7 

30%- 50% Medium Risk 5 

Less than 30% Low Risk 3 

 

Parameter 3 
 

Risk Parameter on the basis of Files Declined due to Fraudulent / Misleading/ Defective 

Documents 

 

% Concentration Risk Category 
Risk score 
(Out of 10) 

>5% High Risk 7 

1%-5% Medium Risk 5 

Less than 1% Low Risk 3 
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Parameter 4 
 

Deviations sought under following categories and respective concentration and risk 

score. 

 
 

Risk Category 

High Risk Medium Risk Low risk 

% 

cases 

Risk Score 

(out of 2) 

% 

cases 

Risk Score 

(out of 5) 

% 

cases 

Risk Score 

(out of 5) 

Property deviation 

(legal/technical 
deviations) 

 

 
>30% 

 

 
2 

 

 
10%-30% 

 

 
1 

 

 
Less than 10% 

 

 
0.5 

IIR/ FOIR 

Deviation(>5%) 
 

>60% 

2  

40%-60% 

1  

Less than 40% 

 

0.5 

Negative profiles 

(As per credit policy) 

 
>50% 

2  
30%-50% 

1  
Less than 30% 

 
0.5 

 
 

LTV 

(as per specific product 

but not beyond 
regulatory provision) 

 

>30% 

 

2 

 

20%-10% 

 

1 

 

Less than 10% 

 

0.5 

Rate deviations >30% 2 20%-10% 1 Less than 10% 0.5 

PF Deviations >30% 2 20%-10% 1 Less than 10% 0.5 

Rental Assignment >30% 2 20%-10% 1 Less than 10% 0.5 

Cheque Bouncing in 

RTR 
 

>30% 

2  

20%-10% 

1  

Less than 10% 

 

0.5 

Out of Geo Limit >10% 2 2%-10% 1 Less than 2% 0.5 

No of L3 and L4 

deviation sought 

more than 5 

>50% 2 20%-50% 1 Less than 20% 0.5 
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Overall score 
 

Overall score will be calculated after adding all 4 Parameter and overall risk 

category will be determined according to the following matrix 

 

 

 

 
 

Overall Risk Score Overall Risk category 

40-50 High 

25-40 Medium 

0-25 Low 

 
 

The methodology and parameters would be reviewed from time to time to make 

the exercise more objective. 

 

 

           Fraud Monitoring, Reporting & Control 

 

SHFL shall be following Board approved  Fraud Monitoring, Reporting and Control  Policy  based on  Hosing 

Finance  Companies  (RBI) Directions  2021 with  a periodic reporting  to RBI /NHB  as prescribed along with the 

quarterly status  to be made to the Board.  The complete details shall be covered in the separate Policy and Process 

Manual.  

 

Capital Adequacy  

 

The emphasis on maintaining the Capital Adequacy that commensurate to exposure 

or risk on balance sheet of the Company. Presently regulatory capital requirement 

i.e. Capital Adequacy Ratio of 15% takes care of Credit Risk that SHFL takes in its 

business. 

 
Presently the regulator prescribes only for Basel-1 guidelines for calculation of CRAR 

(Capital to Risk-weighted Assets Ratio). Presently, the regulator (RBI) guidelines for 

Capital adequacy are followed by the Company which is as under: 

 
(1) Every housing finance company shall, maintain a minimum 

capital ratio consisting of Tier-I and Tier-II capital which shall not 

be less than- 

 

(i) Fourteen percent on or before March 31, 2021; and 

(ii) Fifteen percent on or before March 31, 2022 and thereafter. 

 
of its aggregate risk weighted assets and of risk adjusted value 

of off- balance sheet items. 
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(2) The total Tier-II capital, at any point of time, shall not 

exceed one hundred percent of Tier-I capital 

 

Risk weights on balance sheet items:  
 

On balance sheet assets: 

1.1.  Degree of credit risk expressed as percentage weightages have been assigned 

to balance sheet assets. Hence, the value of each asset/ item requires to be 

multiplied by the relevant risk weights to arrive at risk adjusted value of assets. 

The aggregate shall be taken into account for reckoning the minimum capital 

ratio. The risk weighted assets shall be calculated as the weighted aggregate of 

funded items as detailed hereunder: 

1.2.  

Sr. 

No. 

 Weighted risk assets - On balance Sheet 

items 

% Weight 

(1)  Cash and bank balances including fixed 

deposits and certificates of deposits with 

banks 

0 

(2)  Investments:  

 a) Approved  Securities  as  defined  in National 

Housing Bank Act, 1987 [Except at (c) below] 

0 

 B Bonds of) public sector banks 20 
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Sr. 

No. 

 Weighted risk assets - On balance Sheet 

items 

% Weight 

 c) Fixed deposits/ certificate of deposits/ bonds 

of public financial institutions 

100 

 d) Mortgage backed security, receipt or other 

security evidencing the purchase or acquisition 

by a housing finance company of an undivided 

right, title or interest in any debt or receivable 

originated by a housing finance company 

recognised by the RBI or NHB and supervised 

by NHB or a scheduled commercial bank and 

secured by mortgage of residential immovable 

property, provided the conditions specified 

below in Paragraph 6.2.4 

are fulfilled. 

50 

 e) Shares of all companies and debentures/ 

bonds/ commercial papers of all companies/ 

units of all mutual funds. 

100 

 f) HFC’s investments in innovative perpetual 

debt of other HFCs/ banks/ financial 

institutions. 

100 

 b) (b)(i) Outstanding Housing loans to individuals 

up to ₹30 lakh secured by mortgage of 

immovable property, which are classified as 

standard assets with LTV Ratio 

≤ 80% 

35 

  (b)(ii) Outstanding Housing loans to individuals 

up to ₹30 lakh secured by mortgage of 

immovable property, which are classified as 

standard assets with LTV Ratio 

> 80% and ≤ 90% 

50 
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  (b)(iii) Outstanding Housing loans to 

individuals above ₹30 lakh and upto ₹75 lakh 

secured by mortgage of immoveable property 

which are classified as standard assets with 

LTV ratio ≤ 75% (loan sanctioned before 01- 

08-2017) 

35 

  (b)(iv) Outstanding Housing loans to 

individuals above ₹30 lakh and upto ₹75 lakh 

secured by mortgage of immoveable property 

which are classified as standard assets with 

LTV ratio > 75% and ≤ 80% (loan sanctioned 

before 01-08-2017) 

50 

  (b)(v) Outstanding Housing loans to individuals 

above ₹30 lakh and upto ₹75 lakh secured by 

mortgage of immoveable property 

which  are  classified as standard assets with 

35 
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Sr. 

No. 

 Weighted risk assets - On balance Sheet 

items 

% Weight 

  LTV ratio ≤ 80% (loan sanctioned on or after 

01-08-2017) 

 

  b)(vi) Outstanding Housing loans to individuals 

above ₹75 lakh secured by mortgage of 

immoveable property, which are classified as 

standard assets with LTV ratio ≤ 

75% (loan sanctioned before 01-08-2017) 

75 

  (b)(vii) Outstanding Housing loans to 

individuals above ₹75 lakh secured by 

mortgage of immoveable property, which are 

classified as standard assets with LTV ratio ≤ 

75% (loan sanctioned on or after 01-08-2017) 

50 

  (b)(viii) Outstanding amount of Loans given 

for the purpose of insurance of the property/ 

borrower in case of individual housing loans 

Same as applicable 

to the respective 

housing loan 

 c) Other housing loans 100 

  Note : Housing loans referred to in item b) and 

c) above are excluding any portion of such 

housing loans guaranteed by (i) a mortgage 

guarantee company registered with the Bank in 

accordance with the Reserve Bank of India 

Guidelines for Mortgage Guarantee 

Companies; and/or (ii) the Credit 

Risk Guarantee Fund Trust 

 

  ca) Any portion of housing loans referred to in 

item b) and c) of sub-explanation (3) 

guaranteed by mortgage guarantee company 

registered with the Reserve Bank of India, the 

risk weight assets for such guaranteed portion 
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Sr. 

No. 

 Weighted risk assets - On balance Sheet 

items 

% Weight 

  shall be calculated as per cent weight 

mentioned against the rating of the mortgage 

guarantee company as below 

 

  Long term ratings of the mortgage guarantee 

company by the approved credit rating 

agencies 

 

  AAA or its equivalent 20 

  AA or its equivalent 30 

  Below AA or its equivalent or unrated As applicable to 

unguaranteed 

portion 

  Where ‘+’ or ‘-’ notation is attached to the 

rating, the corresponding main rating category 

risk weight should be used. 

When a guaranteed exposure is classified as 

nonperforming in accordance with the 

applicable directions, the guarantee will cease 

to be a credit risk mitigant and no adjustment 

would be permissible under this provision 

 

  cb) Any portion of housing loans referred to in 

item (b)(b)(i), (b)(b)(ii) and (c) and guaranteed 

by Credit Risk Guarantee Fund 

Trust 

0 

 (d) (d)(i)(a) Fund based and non-fund based 

exposures  to Commercial Real Estate- 

Residential Building 

75 

  (d)(i)(b) Fund based and non-fund based 

exposures to all other Commercial Real 

Estate 

100 
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Sr. 

No. 

 Weighted risk assets - On balance Sheet 

items 

% Weight 

  (ii) Investments in Mortgage Backed Securities 

(MBS) and other securitised exposures backed 

by exposures as at (i) 

above 

125 

 e) Restructured housing loans An additional risk 

weight of 25% to 

the risk weight 

prescribed above 

(4)  Current Assets:  

 a) Stock on hire (please see note in Paragraph 

6.2.2 below) 

100 

 b) Inter corporate loans/ deposits 100 

 c) Loans and advances fully secured by 

company’s own deposits 

0 

 d) Loan to staff 0 

 e) Other secured loans and advance considered 

good 

100 

 f) Bills purchased/ discounted 100 

 g) Others (to be specified) 100 

(5)  Fixed Assets (net of depreciation):  

 a) Assets leased out (net book value) 100 

 b) Premises 100 

 c) Furniture & Fixtures 100 

 d) Other Fixed Assets (to be specified) 100 

(6)  Other Assets:  

 a) Income tax deducted at source (net of 

provision) 

0 

 b) Advance tax paid (net of provision) 0 
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Sr. 

No. 

 Weighted risk assets - On balance Sheet 

items 

% Weight 

 c) Interest due on Government Securities and 

approved securities 

0 

 d) Others (to be specified) 100 

Notes: 

1.2.1. Netting shall be done only in respect of assets where provisions for 

depreciation or for bad and doubtful debts have been made. 

1.2.2. Stock on hire shall be shown net of finance charges i.e. interest and other 

charges recoverable. 

1.2.3. Assets which have been deducted from owned fund to arrive at Tier-I capital 

pursuant to Paragraph 4.1.36 shall have a weightage of “0”. 

1.2.4. For being eligible for risk weight of 50 per cent, investments in mortgage 

backed security, receipt or other security referred to in item (d) of Sr. No. (2) 

in the table above should fulfill the following terms and conditions, namely:- 

6.2.4.1. The assignment of debt together with the securities therefor and the 

receivables there under by the originating housing finance company or 

scheduled commercial bank in favour of the trust or the securitization 

company as defined in clause (za) of sub-section (1) of section 2 of the 

Securitization and Reconstruction of Financial Assets and Enforcement of 

Security Interest Act, 2002 (Act 54 of 2002) issuing such receipt or other 

security is complete and irrevocable. 

6.2.4.2. The trust or the securitization company is holding the debt together with the 

securities therefor exclusively for the benefit of the investors in such receipt 

or other security. 

6.2.4.3. The originating housing finance company or scheduled commercial bank 

participating in the securitization transaction, in which such mortgage 

backed security, receipt or other security has been issued, as a seller, 

manager, servicer or provider of credit enhancement or liquidity facilities; 

a. does not own any equity or preference share in the capital of the 

securitisation company or is the beneficiary of the trust; 
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b. has not named the trust or the securitisation company in such manner 

which implies any connection with it; 

c. does not have any of its director, officer or employee on the Board of 

securitisation company unless the Board is made up of at least three 

members and there is a majority of independent directors and the official 

representing the originating institution in the Board of the securitisation 

company does not have veto powers; 

d. does not directly or indirectly control the trust or the securitisation 

company; and 

e. has not agreed to support any losses arising out of the securitisation 

transaction or to be suffered by the investors involved in it or agreed to 

bear recurring expenses of the transaction. 

6.2.4.4. Each debt securitised is a loan advanced to an individual for the acquisition/ 

construction of residential immovable property which has been mortgaged 

in favour of the originating housing finance company or scheduled 

commercial bank on exclusive basis. 

6.2.4.5. Securitised debt had investment grade credit rating by any of the credit 

rating agencies at the time of assignment to the trust/ securitisation 

company. 

6.2.4.6. The investors are entitled to call upon the issuer – the trust/ securitization 

company to take steps for recovery in the event of default and distribute the 

net proceeds to the investors as per the terms of issue of receipt or other 

security. 

6.2.4.7. The trust or the securitisation company undertaking the issue in which 

investment has been made is not engaged in any business other than the 

business of issue and administration of securitisation of housing loans. 

6.2.4.8. The trustees appointed to manage the issue is governed by the provisions 

of Indian Trusts Act, 1882 (Act 2 of 1882). 

1.2.5. LTV ratio as a percentage shall be calculated as per Paragraph 19 of these 

directions. 
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1.3.  Off-Balance Sheet items : 

General 

The company shall calculate the total risk weighted off-balance sheet credit exposure as the 

sum of the risk-weighted amount of the off-balance sheet items. The risk-weighted amount 

of an off-balance sheet item that gives rise to credit exposure shall be calculated by means 

of a two-step process: 

Step 1: the notional amount of the transaction is converted into a credit equivalent amount, 

by multiplying the amount by the specified credit conversion factor or by applying the current 

exposure method; and 

Step 2: the resulting credit equivalent amount is multiplied by the risk weight applicable, viz. 

zero per cent for exposure to Central Government/State Governments, 20 per cent for 

exposure to banks and 100 per cent for others. 

off- balance sheet items and Risk weights: 

1.3.1. The credit equivalent amount in relation to a non-market related off-balance 

sheet item shall be determined by multiplying the contracted amount of that 

particular transaction by the relevant credit conversion factor (CCF). 

Item 

No. 

Item Description CCF
% 

i. Undisbursed amount of housing loans/ other loans 50 

ii. Financial & other guarantees 100 

iii. Share/ debenture underwriting obligations 50 

iv. Partly-paid shares/ debentures 100 

v. Bills discounted/ rediscounted 100 

vi. Lease contracts entered into but yet to be executed 100 
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Item 

No. 

Item Description CCF 

xv. Other contingent liabilities (To be specified) 50 

Note: 

6.3.2.1. Cash margins/ deposits shall be deducted before applying the conversion 

factor. 

6.3.2.2. Where the non-market related off-balance sheet item is an undrawn or partially 

undrawn fund-based facility, the amount of undrawn commitment to be included 

in calculating the off-balance sheet non-market related credit exposures is the 

maximum unused portion of the commitment that could be drawn during the 

remaining period to maturity. Any drawn portion of a commitment forms a part of 

HFC’s on-balance sheet credit exposure. 

For example: 

A term loan of ₹100 crore is sanctioned for a large housing project which can be drawn down in 

stages over a three year period. The terms of sanction allow draw down in three stages – ₹25 crore 

in Stage I, ₹25 crore in Stage II and ₹50 crore in Stage III, where the borrower needs the HFC’s 

explicit approval for draw down under Stages II and III after completion of certain formalities. If the 

borrower has drawn already ₹10 crore under Stage I, then the undrawn portion would be computed 

with reference to Stage I alone i.e., it will be ₹15 crore. If Stage I is scheduled to be completed 

within one year, the CCF will be 20 per cent and if it is more than one year then the applicable CCF 

will be 50 per cent. 

Capital Adequacy Ratio: 

 
 

Total Capital 

------------------------------------------------------------- 

(Risk Weighted Assets)RWAs of (Credit Risk+ Market Risk + Op. Risk) 

 
 

  00000   
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Annexure - A 

 
Illustrative list of Loss Events under Loss Event Types 

 
Loss Event Type: Internal Fraud 

 

Sl. No. Illustrative Loss Event Loss Event type 

classification 

Risk Category 

1 
Employee forging the signature of depositor in 

FDR for taking the payment 
Internal Fraud - 
Forgery 

Fraudulent 
Behaviour 

 
2 

Issue of fake FDRs in FDR books stolen and forging 
the signature of company officials by an employee 
of the Company. 

Internal Fraud - 
Forgery 

Fraudulent 
Behaviour 

 
3 

CPU presently not in used found missing. Internal Fraud- 
Misappropriation of 
assets 

Fraudulent 
Behaviour 

 
4 

Cash shortage due to improper handling of cash by 
branch officials. 

Internal Fraud - 
Unauthorized 
transactions. 

Erroneous 
Execution 

 
5 

Payment of staff benefit like daily allowances, TA 
allowances beyond rules/proper approval 

Internal Fraud - 
Unauthorized 
transactions 

Unauthorised 
Actions 

 
6 

Payment of excess amount under different heads 
of working expenditure like rent, printing & 
stationary etc. 

Internal Fraud - 
Unauthorised 
transactions 

Unauthorised 
Actions 

 
7 

Non maintenance of cash scroll at the branch. 
Receiving cashier misappropriated the amount 
deposited by the customer. 

Internal Fraud – 
Embezzlement 

Fraudulent 
Behaviour 

 
8 

Articles purchased for the office but now found 
missing 

Internal Fraud - 
Misappropriation of 
assets 

Fraudulent 
Behaviour 

 

9 

Personal driver engaged in work other than his job 
and is paid some amount in different names 
instead of his own name from working expenses 
account. 

Internal Fraud - 
transactions 
misreported 
(intentional). 

Unauthorised 
Actions 

 

10 

Non repayment of loans by some borrowers on the 
ground that they were forced to give some 
percentage of Loan amounts as bribe to the SHFL 
staff/representative at the time of availing Loan. 

Internal Fraud - Bribes 
/ Kickbacks 

Fraudulent 
Behaviour 

 

11 

Computer hardware and peripherals are not 
numbered and inventory register not maintained. 
E.g. a new computer replaced by an old computer 
by some staff member. 

Internal Fraud - Theft Fraudulent 
Behaviour 

12 
Security person engaged in doing the work of a 
peon 

Internal Fraud - Unauthorised 
Actions 

 
13 

Unauthorised issuance of sanction letter/any other 
document by the employee putting Company into 
legal risk. 

Internal Fraud - 
Misappropriation of 
Position 

Unauthorised 
actions 
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Loss Event Type: External Fraud 
 

Sl. No. 
Illustrative Loss Event Loss Event type 

classification 

Risk Category 

 

1 

Fraudulent encashment of Housing Loan 
disbursement cheque favouring 
builder/Promoter through a fake account. 

External Fraud - 
Unauthorised 
transaction (monetary 
loss) 

Fraudulent Behaviour 

 

2 
Salaried employees taken loan against fake 
salary certificate. 

External Fraud - Forgery External Effects 

 
3 

Loans availed against fake title deeds and 
subsequent losses due to non-repayment 
of those loans 

External Fraud - Forgery External Effects 

4 
Fraud by alteration in the amount of 
demand draft/cheque 

External Fraud - Forgery Fraudulent Behaviour 

5 
Availing loan by impersonation External Fraud - Forgery Fraudulent Behaviour 

 

6 
Loan availed against inflated receivable as 
rent etc. 

External Fraud - Forgery Fraudulent Behaviour 

 
7 

Loan availed by deposit of title deeds of 
property already sold/mortgaged to 
others. 

External Fraud - Forgery Fraudulent Behaviour 

8 
Loan availed by submitting false / fake 
agreement with builders / promoters. 

External Fraud - Forgery Fraudulent Behaviour 

 
9 

Address proof and identity proof found 
impersonated 

External Fraud - forgery Erroneous Execution 

 

10 

Defective charge creation Execution Delivery & 
Process Management - 
other task 
misperformance 

Erroneous Execution 

 
 

Loss Event Type: Business Disruption and System Failures 
 

Sl. No. Illustrative Loss Event Loss Event type 

classification 

Risk Category 

 

 
1 

Non testing of back up data at regular 
interval. When system failed, previous data 
could not be retrieved from the back up 
there by seriously hampering customers' 
service and consequent losses. 

Business disruption & 
system failures-utility 
outage / disruptions 

Management control 
and project 
management failure 

 
 

2 

Branch/HO could not carry out any 
transaction due to system break down for 
whole/part day and company suffered 
Business loss. 

Business disruption & 
system failures – 
Software 

Insufficient - Hardware 
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Loss Event Type: Execution Delivery and Process Management 
 

Sl. No. Illustrative Loss Event Loss Event type 

classification 

Risk Category 

 

1 

Fraud in loan accounts due to non- 
maintenance of secrecy of password 

Execution Delivery & 
Process Management - 
other task mis- 
performance 

Unauthorised Actions 

 
 

 
2 

Improper handling of original title deeds 
received from the borrower for creation of 
equitable mortgage. After repayment of 
the loan as the deed could not be traced, 
Company had to spend for arranging 
certified copy of the deed and giving public 
notice. 

Execution Delivery & 
Process Management - 
other task mis- 
performance 

Erroneous Execution 

 

3 

Loss or mutilation of sensitive papers like 
title deed/loan docket during shipping and 
/or storage with the agency. 

Execution Delivery & 
Process Management - 
other task mis- 
performance 

Inadequate 
in/outsourcing 

 

4 

Not following the stipulated security 
measures like timely filling up of fire 
extinguisher, verification of functioning of 
alarm bells, etc 

Execution Delivery & 
Process Management - 
other task mis- 
performance 

Insufficient building 
services 

 

5 

Loss due to incomplete / deficient loan 
document 

Execution Delivery & 
Process Management - 
Legal documents 
missing or incomplete 

Erroneous Execution 

 

6 

Module purchased but not implemented Execution Delivery & 
Process Management - 
other task 
misperformance 

Management 
controlling and project 
management failure 

 

7 

Loss due to non-renewal of Annual 
Maintenance Contract (AMC) for computer 
hardware, software and peripherals with 
the vendors. 

Execution Delivery & 
Process Management - 
Vendor Dispute 

Management 
controlling and project 
management failure 

 

8 

Penalty imposed by consumer forum 
/ombudsman etc. 

Execution Delivery & 
Process Management - 
other task mis- 
performance 

Management 
controlling and project 
management failure 

 

9 

Penalty imposed by Civil Courts / other 
courts for deficiency in services 

Execution Delivery & 
Process Management - 
other task mis- 
performance 

Management 
controlling and project 
management failure 

 
10 

Wrongful filling up of documents leading to 
disputes and putting Company in legal risk 

Execution Delivery & 
Process Management 

Management 
controlling and project 
management failure 
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Loss Event Type : Damage to Physical Assets 
 

Sl. No. Illustrative Loss Event Loss Event type 

classification 

Risk Category 

 
1 

Losses due to physical damage to 
properties of the Company due to 
vandalism by outsiders 

Damage to physical 
assets - Vandalism 

External Effects 

 
2 

Losses due to damage to furniture / 
fixtures by flood, 
cyclone/earthquake/other natural disaster 

Damage to physical 
assets - Natural disaster 

Disasters 

 
3 

Failure to insure company's properties and 
the consequent losses suffered by the 
company due to fire etc 

Damage to physical 
assets-Fire 

Disasters 

 
4 

Damage of currency notes/documents due 
to fire / flood / other calamities / disaster 
etc. 

Damage to physical 
assets - Natural disaster 
losses. 

Disasters 

 
5 

Loss suffered due to accident of office 
vehicle 

Damage to physical 
assets 

Disasters 

 
 

Loss Event Type: Employment Practice and Work Place Safety 
 

Sl. No. Illustrative Loss Event Loss Event type 

classification 

Risk Category 

 
1 

Compensation paid in labour dispute cases Employment practices & 
work place safety 

Inadequate work 
environment 

 
2 

Payment made to an employee (which is 
otherwise not due to the employee) based 
on court order. 

Employment practices & 
work place safety 

Inadequate work 
environment 

 

3 
Compensation paid to an employee on 
account of accident while on duty. 

Employment practices & 
work place safety 

External Effects 

 

4 

Compensation paid to an employee / 
public for death / disablement caused by 
terrorist attack/outsiders in the office 
premises. 

Employment practices & 
work place safety 

External Effects 

 
5 

Employee/s falling sick because of 
unhygienic environment in the work area 

Employment practices & 
work place safety 

Inadequate work 
environment 

 
6 

Mass attrition in the branch because of 
vicious work environment e.g. 
supervisor/employee behaviour 

Employment practices & 
work place safety 

Inadequate work 
environment 

 
7 

Indecent behaviour with female employees 
by other staff members (tantamount to 
sexual harassment) 

Employment practices & 
work place safety 

Inadequate work 
environment 
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Annexure - b 

 
Format of Risk Register 

 

 

 

 

 

 

 

RISK REGISTER - LOSS DATA COLL CTION 
 
BRANCH: 

 MONTH 

DATE OF 

DETECTION 

DATE OF 

OCCURRENCE 
DESCRIPTION IN SHORT 

L SS EVENT 

TYPE 

RISK 

CATEGORY 

     

     

     

     

     

     

     

     

     

     

     

     

     

     

     

 

 

 
Branch 

Manager/BM- 

OIC 

Zonal Operation 

Manager/Regional Operation 

Manager 
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Annexure – C (Format of DSA Audit) 

 

1. Date of audit 
 

2. Branch/Place 
 

3. Name of BSM/ASM 
 

4. Name of the DSA 
 

5. Date of engagement 
 

Total no of DSAs with the branch/ location 
 

 Parameters No 

files 

of Amount 

in lacs 

% to 

total 

business 

No of 

files 

% to total 

business 

Amount 

in lacs 

1 Business of the branch   XXX XXX 

2 Business sourced through all DSA’s     

3 Average Business per DSA     

4 Business sourced by the concerned DSA 

since inception with us 

    

5 No of Files logged in on concerned DSA     

6 Out of above no of files declined     

7 No of files declined 

fraudulent papers 

with reason of     

 
 

 
Date of Visit to DSA office: 

 

Risk Score as per parameters (enclose score sheet) 

 

Observations about his conduct and market reputation 

 

General remarks: 
 

 

Signatures of the Auditor Signatures of the BSM 
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Annexure - D 

 
Below is the list of abbreviations used in above document.... 

 

Sr. No. Abbreviation Full Form Related to 

1 NHB National Housing Bank Regulator 

2 CDF Cash Down Funding Process 

3 ADF Advance Disbursement Funding / Facility Process 

4 CLP Construction Linked Funding / Plan Process 

5 O.F. Owned Funds Process 

6 MC Management Committee Organisation Structure 

7 RCR Risk Control Return Reports 

8 CMD Chairman & Managing Director Organisation Structure 

9 DHFL Dewan Housing Finance Limited Company 

10 LGD Loss Given Default Process 

11 ORM Operational Risk Management Organisation Structure 

12 IAD Internal Audit Department Organisation Structure 

13 BCP Business Continuity Plan Process 

14 Board / BOD Board Of Directors Organisation Structure 

15 BIA Business Impact Analysis Process 

16 HFC Housing Finance Company Industry 

17 ALM Asset Liability Management Process 

18 ALCO 
Asset Liability Committee / 
Asset Liability Management Committee Organisation Structure 

19 NII Net Interest Income Business 

20 MVE Market Value of Equity Business 

21 CAR Capital Adequacy Ratio Business 

22 RBI Reserve Bank of India Regulator 

23 B & FI Bank & Financial Institution Industry 

24 SLR Statutory Liquidity Ratio Process 

25 MF Mutual Fund Product 

26 NCD 
Non Convertible Debenture / 
Negotiable Certificate of Deposit 

Product 

27 ICD Inter Corporate Deposit Product 

28 EAD Exposure At Default Process 

29 TOL Total Outstanding Liability Process 

30 TNW Tangible Net Worth Process 

31 HL Home Loan Product 

32 Non HL Non Home Loan Product 

33 NIM Net Interest Margin Business 

34 MIS Management Information System Reports 

35 RSA Rate Sensitive Asset Business 

36 RSL Rate Sensitive Liability Business 

37 RSG Rate Sensitive Gap Business 

38 MIBOR Mumbai Inter Bank Offered Rate Industry 

39 T Bill Treasury Bill Industry 

40 Op-Risk Operation Risk Process 
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41 ROM Regional Operation Manager Organisation Structure 

42 ORMs Operation Risk Managers Organisation Structure 

43 FI Field Investigation Process 

44 DSA Direct Sales Agency Business 

45 DST Direct Sales Team Business 

46 BM Branch Manager Organisation Structure 

47 BOM Branch Operation Manager Organisation Structure 

48 UM Unit Manager Organisation Structure 

49 HO Head Office Company 

50 HVC High Value monitoring Cell Business 

51 CP Commercial Paper Product 
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