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Disclosure under Basel Il (Pillar 3) in terms of Revised Capital Adequacy frame work

Disclosure in this report pertain to Andhra Bank (Solo). The Capital to Risk Weighted Assets Ratio (CRAR) of the Bank on
stand alone basis is shown.

1. Scope of application

11 Andhra Bank has the only one Subsidiary i.e., Andhra Bank financial Services Ltd (ABFSL). Infact, ABFSL is not
carrying any significant financial activity. The total Share Capital (100%) of Rs. 5.00 crore is contributed by Andhra
Bank only.

1.2 Bank has the following associates where in the bank has contributed 35% of the share capital.

S.No. Name of the entity Country of Incorporation Proportion of ownership
percentage

1 Chaitanya Godavari Grameena Bank India 35.00

2 Rushikulya Grameena Bank India 35.00

1.3.  Asthe ABFSL has outstanding accumulated losses, bank has already fully provided Rs.5.00 crore (Total Investment
of Rs. 5.00 Cr) towards its investment in the subsidiary.

1.4. The other two Associates as mentioned in point No.1.2 are making profits and there is no capital deficiency.
2.0 Capital Structure.
21 Bank’s Tier | Capital comprises of equity shares, Reserves and Innovative Perpetual Bonds.

2.2  Bank has issued Innovative Perpetual Bonds (Tier | Capital) and also other Bonds eligible for inclusion in Tier Il
Capital during the financial year 2008-09. Some of the important terms of the Bonds are as under.

Unsecured Redeemable Non-Convertible Subordinated Tier Il Bonds VIl issue (Series G)

Date of Bond amount Coupon Rate Tenor Call Option* Put Option
allotment (Rs. in crore)
10.09.2008 600.00 11.00 120 months None None

* Subject to RBI norms.

Unsecured Non Cumulative Subordinated Perpetual Bonds (Innovative Perpetual Debt- Tier | Capital) in the nature
of Promissory Notes.

Date of Bond amount Coupon Rate Tenor Call Option* Put Option
allotment (Rs. in crore)
31.12.2008 200.00 9.50 Perpetual After 10 years None

* Subject to RBI approval.
Step up option of 0.5% at the end of call option i.e., 10" year from the date of issue of the Bond.

Unsecured Redeemable Non- convertible (Upper Tier Il) Bonds in the nature of Promissory Notes.

Date of Bond amount Coupon Rate Tenor Call Option* Put Option
allotment (Rs. in crore)
25.03.2009 200.00 9.30 180 months After 10 years None

* Subject to RBI approval.

Step up option of 0.5% at the end of call option i.e., 10" year from the date of issue of the Bond in case the call option is not
exercised

3. CAPITAL ADEQUACY
3.1 Qualitative disclosures:

Bank is geared up to adopt global best practices while implementing risk management stipulations that are in conformity with
the Basel Il framework. Comprehensive risk management architecture is in place to address various issues concerning
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Basel Il. For periodic assessment of Capital needs of the Bank, an Internal Capital Adequacy Assessment (ICAAP) Committee
comprising of the top executives has been constituted, to monitor and assess the Capital requirement of the Bank, keeping
in view the anticipated growth in Risk Weighted Assets, Market Risk and Operational Risk.

The Committee meets regularly and decides on the capital related issues, with due focus on different options available for
capital augmentation and realignment of Capital structure duly undertaking the scenario analysis for capital optimization.

3.2 Quantitative disclosures: (Rs. in crore)
Items Amount
(a) Capital requirements for credit risk 3305.26

* Portfolios subject to standardized approach NIL

* Securitisation exposures

(b) Capital requirements for market risk
- Standardized duration approach

* Interest rate risk 151.17

* Foreign exchange risk (including gold) NIL

* Equity position risk 59.33
(c) Capital requirements for operational risk

- Basic indicator approach 272.00
(d) Total and Tier 1 CRAR for the Bank (As per Basel-Il)

 Total CRAR (%) 13.22

Tier 1 CRAR (%) 8.67

(e) Total and Tier | CRAR for the Significant Subsidiary
which is not under consolidated group
* Total CRAR (%) NA
* Tier 1 CRAR (%) NA

4. CREDIT RISK: GENERAL DISCLOSURES
4.1. Credit Risk Management Policy:

= The Bank has in place a Credit Risk Management Policy which is reviewed from time to time. Over the years, the
policy and procedures in this regard have been refined as a result of evolving concepts and actual experience.
The policy and procedures have been aligned to the approach laid down in Basel-ll guidelines.

= Credit Risk Management encompasses identification, assessment, measurement, monitoring and control of the
credit exposures.

= The measurement of Credit Risk includes setting up exposure limits to achieve a well diversified portfolio across
dimensions such as companies, group companies, industries, collateral type, and geography. For better risk
management and avoidance of concentration of Credit Risks, internal guidelines on prudential exposure norms in
respect of individual companies, group companies, Banks, individual borrowers, non-corporate entities, sensitive
sectors such as capital market, real estate, sensitive commodities, etc., are in place.

4.2. The Bank has processes and controls in place in regard to various aspects of Credit Risk Management such as
appraisal, pricing, credit approval authority, documentation, reporting and monitoring, review and renewal of credit
facilities, managing of problem loans, credit monitoring etc.

4.3. The total Gross Credit Risk Exposures are: (Rs. in Crore)
Category Amount
Fund Based 44139.26
Non Fund Based 6676.31
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4.4, 3% F faRsft ymam @ E. s, difes wo Sfem @ § o E
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(T78 &=l H)
. SEm Toreett et 31.03.2009 =t et fammE,
Hemn fowmEr & o & EUGICERE I, 31.12.2008,
FA AR FA AN W SERa TR * T AT
H % * RUCHIIEY % & T H
¥ | Hifer TR
1 TFTET 9.00 3782.43 1614.73 3.84
2 Ugifeem Ig 10.00 4202.70 2108.41 5.01
3 St 20.00 8405.40 4048.68 9.63
4 SRR (A $R 9) 5.00 2101.35 1138.37 2.71
5 T U% A 8.00 3362.16 3425.55 8.15
6 ER AR AT 5.00 2101.35 666.89 1.59
7 o o 6.00 2521.62 1118.07 2.66
8 Gkl 5.00 2101.35 713.36 1.70
9 TaTEat AR wHEEHT 5.00 2101.35 713.57 1.70
10 du% 2.00 840.54 193.31 0.46
11 fae ofr fawe s 2.00 840.54 411.26 0.99
12 fefeas 1.00 420.27 15.54 0.04
13 wer oY wrw 8.50 3572.29 1991.89 4.74
14 o &R 3haR 8.00 3362.16 1426.01 3.39
15 HIFEIIR 1.50 630.40 27.33 0.06
16 Fa REm wee 21.00 8825.67 5403.30 12.85
@ wee %1 3u dm
1. 7z #o1 (Frad =_q o8 oY
Fegaat e et qenel a &
T sy faw o et %) 15.00 6304.05 3715.92 8.84
2. ga anfuifges Raa wee 6.00 2521.62 1687.38 4.01
o Rae t&e & aea
%) afvtas faa e
(Bre, srEqaT iR defurs
HEATSH B BISH) 3.00 1260.81 1117.37 2.66
) FEA 1.00 420.27 126.18 0.30
M) grew 1.00 420.27 142.47 0.34
) Jrafors FEm 1.00 420.27 301.36 0.72

e 31.03.2008 i Fa@ 1@ 42026.99 w3
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4.4. Bank has no Overseas Branches. Hence, Geographical exposures are not given.
4.5. (i).INDUSTRY WISE INTERNAL (FUNDED) CREDIT EXPOSURE CEILINGS AND EXPOSURE AS ON 31-03-2009

(Rs in crores)

S.No. Industry Ceilings Ceiling Actual Exposure
as % of amount Fund as % of
total on total based total
advances advances exposure advances of
of of as on previous quarter
previous previous 31.03.2009 i.e., 31.12.2008
quarter quarter
1 Textiles 9.00 3782.43 1614.73 3.84
2 Petroleum Products 10.00 4202.70 2108.41 5.01
3 Power 20.00 8405.40 4048.68 9.63
4 Engineering (Heavy & Light) 5.00 2101.35 1138.37 2.7
5| NBFC 8.00 3362.16 3425.55 8.15
6 Diamonds, Gems & Jewellery 5.00 2101.35 666.89 1.59
7 Rice Mills 6.00 2521.62 1118.07 2.66
8 Sugar 5.00 2101.35 713.36 1.70
9 Drugs & Pharmaceuticals 5.00 2101.35 713.57 1.70
10 Tobacco 2.00 840.54 193.31 0.46
11 Cement & Cement Products 2.00 840.54 411.26 0.99
12 Distilleries 1.00 420.27 15.54 0.04
13 Iron & Steel 8.50 3572.29 1991.89 4.74
14 Construction & Contractors 8.00 3362.16 1426.01 3.39
15 Software 1.50 630.40 27.33 0.06
16 Total Real Estate 21.00 8825.67 5403.30 12.85

Sub-ceilings for real estate

1. Housing Loans

(includes residential mortgages &

indirect finance to Housing

intermediaries) 15.00 6304.05 3715.92 8.84

2. Total Commercial Real Estate 6.00 2521.62 1687.38 4.01

Composition of Commercial Real Estate

A) Commercial Real Estate
(other than Hotels, Hospitals &

Educational Institutions) 3.00 1260.81 1117.37 2.66
B) Hospitals 1.00 420.27 126.18 0.30
C) Hotels 1.00 420.27 142.47 0.34
D) Educational Institutions 1.00 420.27 301.36 0.72

Note: Total advances as on 31.12.2008 are Rs.42,026.99 crores.
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4.5.(ii). 31-03-2009 =t vEFER AR (R FiaF) w0 FHifew d iR w7 AR

(T wA=T H)
. B s e * RECIRGEIE] 31.03.2009 e o,
|qE iR F IR i F IRATTH T, 31.12.2008,
TR FT % TR R T snaia F IR i TR+ %
F wu # Wi W Hifer afan TR F T H TR

1 SFTET 8.00 626.69 126.10 1.61
2 iferem SaE 1.00 78.34 31.33 0.40
3 St 9.00 705.03 465.66 5.94
4 ST (VT SR W) 10.00 783.37 618.72 7.90
5 &R R STarERa 1.00 78.34 15.59 0.20
6 CIE R 2.00 156.67 57.64 0.74
7 Sikil 4.00 313.35 193.90 2.47
8 TaTEal AR T 6.00 470.02 234.87 2.99
9 LEIE 0.50 39.17 23.80 0.30
10 fa¥e iR fade s 0.50 39.17 82.10 1.05
11 fefeadm 0.50 39.17 2.07 0.03
12 e ok =@ 12.00 940.04 729.22 9.31
13 frator iR e 50.00 3916.84 3293.36 42.04
14 aedR 1.00 78.34 13.30 0.17
15 Fa afuivas Raa gee 4.00 313.34 141.89 1.81

%) Ao fRaa tee

(Brew, sreqaT ST Srefor

eI B BISHT) 1.00 78.34 35.54 0.45

@) IHEA 1.50 117.51 63.78 0.81

M) g 0.50 39.17 4.95 0.06

) Jeafore FEmd 1.00 78.34 37.62 0.48
e 31.12.2008 (o fmm) &t gw v e taadeR %.7,833.68 #90E 2.
AT UF IBRATT :
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ifgm W AR Ud geied, ®OT B ged, STaesLl, e /ae saa onfe % e §6 7 Al uR Aifadr S g,
= ggENeR % fafee ot % e 9% 7 wue siftew ) e wefi g
" T TEN/EE, TR AfEd oHE ¥, T WEwiaal HEade Bl § UG UH oTEEEl 8 Wiitadl U R0 Siiew geen atata &
Al B AN § T AT & a0 € § g&E fear S g,
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4.5.(ii). INDUSTRY WISE INTERNAL (NON-FUNDED) EXPOSURE CEILINGS AND EXPOSURE AS ON 31-03-2009

(Rs in crores)

S.No. Industry Ceilings Ceiling Actual Exposure

as % of amount Non-Fund as % of
Non-funded on Non-funded based Non-funded
exposure exposure of exposure exposure of
of previous previous as on previous quarter

quarter quarter 31.03.09 i.e., 31.12.2008

1 Textiles 8.00 626.69 126.10 1.61

2 Petroleum Products 1.00 78.34 31.33 0.40

3 Power 9.00 705.03 465.66 5.94

4 Engineering (Heavy & Light) 10.00 783.37 618.72 7.90

) Diamonds, Gems & Jewellery 1.00 78.34 15.59 0.20

6 Rice Mills 2.00 156.67 57.64 0.74

7 Sugar 4.00 313.35 193.90 2.47

8 Drugs & Pharmaceuticals 6.00 470.02 234.87 2.99

9 Tobacco 0.50 39.17 23.80 0.30

10 Cement & Cement Products 0.50 39.17 82.10 1.05

1 Distilleries 0.50 39.17 2.07 0.03

12 Iron & Steel 12.00 940.04 729.22 9.31

13 Construction & Contractors 50.00 3916.84 3293.36 42.04

14 Software 1.00 78.34 13.30 0.17

15 Total Commercial Real Estate 4.00 313.34 141.89 1.81

A) Commercial Real Estate
(other than Hotels, Hospitals &

Educational Institutions) 1.00 78.34 35.54 0.45
B) Hospitals 1.50 117.51 63.78 0.81
C) Hotels 0.50 39.17 4.95 0.06
D) Educational Institutions 1.00 78.34 37.62 0.48

Note: Total Non-Funded Exposure as on 31.12.2008 (Previous Quarter) are Rs.7,833.68 crores.
Strategies and Processes

The bank also has a well defined Loan Policy in place. The bank has formulated policies on standards for presentation of
credit proposals, financial covenants, rating standards and benchmarks, delegation of credit approving powers, prudential
limits on large credit exposures, asset concentrations, standards for loan collateral, portfolio management, loan review
mechanism, risk concentrations, risk monitoring and evaluation, pricing of loans, provisioning, regulatory/legal compliance
etc.

® The Bank has in place comprehensive risk rating system for various categories of exposures.

® The Bank undertakes portfolio studies on industries/sectors, where the exposures are substantial and findings of such
studies are discussed by the Credit Risk Management Committee and put up to Board for information.
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IATOTIE Jehe 0T ¢
4.6. niRaat w1 it uRderErn fasewor
(B9 BT H)
gRueREr i = Hfim s freft 7=
031 f= 201.33 547 163.25
277 f@ 33541 580.03 0.77
8 {14 = 683.87 188.44 10.76
15 ¥ 28 @& 713.29 302.31 8.65
29 &= ¥ 3 weN 5201.41 783.56 85.25
3 HEHl & SurEr #R 6 7EM ab 3096.50 629.73 111.39
6 TEF § e AR 1 av @@ 4738.63 625.54 0.00
1 a5 & sgrEr 3 9ui 9 17792.02 2444 .40 0.00
3 gst ¥ w4Er S5 9si ao 4865.21 1825.67 0.00
5 auf & s 6511.59 9525.96 0.00
T 44139.26 16911.11 380.07
4.7 aFa FE ATRat (TH W U) Y (i AR ek AiRaat (T W U) % fau 76 @ aaa
(Tad wA= H)
ReR yraem= R 3R R graa™
Syoft LER By T el By =
HTHATH 135.10 54.71 135.10 55.30
Ico ] 222.18 172.92 222.18 222.18
gfaer -1 73.36 60.70 73.36 73.36
gfaer -2 140.95 104.35 140.95 140.95
gfarer -3 7.87 7.87 7.87 7.87
R 10.86 10.86 10.86 10.86
T 368.14 238.49 368.14 288.34
4.8. stk anfEaEt (UH @ 1) & gaaEt § aReEd
(Tad w= H)
2008-09 2007-08
[ SR § b U G U (%) 0.83% 1.07%
fram o & fraw o @ T (%) 0.18% 0.15%
T 0 U e ()
- URfYes 9w 372.43 397.01
- a¥ % R TS 201.32 201.52
- a9 % SR "Rt 205.61 226.10
- oiftm 9w 368.14 372.43
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Quantitative Disclosures:

4.6. Residual Maturity breakdown of assets:
(Rs. in crore)

Maturity Pattern Advances Investments Foreign Currency assets
0 to 1 day 201.33 5.47 163.25
2 to 7 days 335.41 580.03 0.77
8 to 14 days 683.87 188.44 10.76
15 to 28 days 713.29 302.31 8.65
29 days to 3 months 5201.41 783.56 85.25
Over 3 months & upto 6 months 3096.50 629.73 111.39
Over 6 months & upto 1 year 4738.63 625.54 0.00
Over 1 year & upto 3 years 17792.02 2444.40 0.00
Over 3 year & upto 5 years 4865.21 1825.67 0.00
Over 5 years 6511.59 9525.96 0.00
Total 44139.26 16911.11 380.07

4.7. AMOUNT OF GROSS NPAS & PROVISIONS HELD FOR NPAs:
(Rs. in crore)

Specific Provision Specific & Floating Provisions
Category NPA Provision NPA Provision
Sub-Std 135.10 54.71 135.10 55.30
Doubtful 222.18 172.92 222.18 222.18
Doubtful-1 73.36 60.70 73.36 73.36
Doubtful-2 140.95 104.35 140.95 140.95
Doubtful-3 7.87 7.87 7.87 7.87
Loss 10.86 10.86 10.86 10.86
Total 368.14 238.49 368.14 288.34

4.8. MOVEMENT OF PROVISIONS FOR NPAs:

(Rs. in Cr)

2008-09 2007-08
Gross NPA to Gross Advances (%) 0.83% 1.07%
Net NPA to Net Advances (%) 0.18% 0.15%
Movement of NPAs (Gross)
- Opening Balance 372.43 397.01
- Additions during the year 201.32 201.52
- Reductions during the year 205.61 226.10
- Closing Balance 368.14 372.43
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T W T # iR () 2008-09 2007-08
- URfY® 53.70 47.25
- 99 % AR A 25.52 6.45
- ¥ % 3R wergEl 0.00 0.00
- gfew 9w 79.22 53.70
= 0 U R gEaet # aiRecdq

- R S 150.56 176.01
- ¥ % 3R S 171.17 92.93
- g% % IR Hergal 83.24 118.38
- dfow 9w 238.49 150.56
Tt T SRR gEast | afads

- RfY® S 167.47 167.47
- g% % AR A 0.00 0.00
- o % AR et 117.62 0.00
- Afew 9w 49.85 167.47

5. o SifEm qEwifeEt % [0 g, S AR gitekivn & ST ghm
5.1. TOTE THEFTOT

5.1.1.

TR g v S

TR A TR o R gk &

TR & YR, % WU wert &1 suam e wn
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TR & T smater e e @ suan fear .

S¥eh Tehal FUT, SaY S¥E UG Ueh Iy ¥ Sferh HAGl RO TFAUSR b (¢ rarater e feior & suanr fear .

b TSt B9 ¥ TU@ET " MY &Y RO @1 € SUANT S 8, S 9 UG Aradr 9 § 60 T3S g SHIE Hi STl © .
b Th &1 SUNHAT % Th UeUISY & T Ueh § &7 T 37 ol o¥ (M0 Teh a1 SUANT 767 Heal § a1G Faierd TaqaeTe @l
¥ freior us € gata € @ U ot g 7 fan wen & o, ¥ Us Huike Y9 B o qEns w Sifew wika % fu @i
T B.

TR TFUISTY /SRS bl Taivd € 41 T o ¥ §g & MuR0 g, 98 siiaw 9iiid @ % foe g6 3 e wiear soem
S

gfe Tafa g 41 T o g & &Y uRer fear wan &1, o fafis Sifem il & qottan B, O o= o @ Siifew Wi e
T ®

Tfe Tafivg § €1 T S g AN A1 9E St oY (e fhar wan |, o faft s wniial @ gotian ®, dr e & detee
&30 1 GeW foran STn § AR 39 Al ¥ Seaad &Y @l SiRgH Wi @i STl §

. afEdt # gaTs STiRaEt Y AN R @Y 6 SRl § Uge gBRaT S fERn
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Movement of Net NPAs 2008-09 2007-08
- Opening Balance 53.70 47.25
- Additions during the year 25.52 6.45
- Reductions during the year 0.00 0.00
- Closing Balance 79.22 53.70
Movement of Specific Provisions for NPAs

- Opening Balance 150.56 176.01
- Additions during the year 17117 92.93
- Reductions during the year 83.24 118.38
- Closing Balance 238.49 150.56
Movement of Floating Provisions for NPAs

- Opening Balance 167.47 167.47
- Additions during the year 0.00 0.00
- Reductions during the year 117.62 0.00
- Closing Balance 49.85 167.47

5. Credit Risk: DISCLOSURES FOR PORTFOLIOS SUBJECT TO THE STANDARDIZED APPROACH:

5.1. Qualitative disclosures for portfolios under the standardized approach:

Name of the credit rating agencies used:
e CRISIL, CARE, FITCH, ICRA

Types of exposure for which each agency is used:

For exposures with a contractual maturity of less than or equal to one year (except cash credit, overdraft) Short term
ratings given by approved Rating Agencies is used.

For domestic cash credit, overdraft and for term loan exposures of over 1 year, long Term Ratings is used.
The Bank uses only publicly available solicited ratings that are valid and reviewed by the recognized ECAIs.

The Bank does not simultaneously use the rating of one ECAI for one exposure and that of another ECAI for another
exposure to the same borrower, unless the respective exposures are rated by only one of the chosen ECAIs. Further, the
bank does not use rating assigned to a particular entity within a corporate group to risk weight other entities within the
same group.

Where exposures/ borrowers have multiple ratings from the chosen ECAls, the bank has adopted the following procedure
for risk weight calculations:

If there are two ratings accorded by chosen ECAIls, which map into different risk weights, the higher risk weight is
applied.

If there are three or more ratings accorded by the chosen ECAIs which map into different risk weights, the ratings
corresponding to the lowest 2 ratings are referred to and higher of those two risk weights is applied.

5.1.2. A description of the process used to transfer public issue ratings onto comparable assets in the banking
books:

No such process is applied
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5.2. Quantitative disclosures:

Amount of bank’s outstandings (rated & unrated) in major risk buckets - under standardized approach, after factoring risk
mitigants (i.e.. collaterals):
(Rs. in Crore)

Particulars Amount

FUND BASED NON-FUND BASED
Below 100% risk weight 20654.63 2966.67
100% risk weight 19900.83 3467.14
More than 100% risk weight 1016.94 87.94
Deducted (Risk Mitigants) 2566.86 154.56
TOTAL 44139.26 6676.31

6. CREDIT RISK MITIGATION — STANDARDIZED APPROACH:
6.1 Qualitative disclosure:
6.1.1.Policies and processes for collateral valuation and management:

A Board approved Policy, addressing the Bank’s approach towards the credit risk mitigants used for capital calculation is in
place.

The policy adopts the comprehensive approach, which allows full offset of collateral (after appropriate haircuts) against
exposures, by effectively reducing the exposure amount by the value ascribed to the collateral.

6.1.2. Description of the main types of collateral taken by the Bank:

The main types of collateral commonly used by the Bank as risk mitigants comprises of
Cash/ Bank’s deposits

Gold

Securities issued by Central and State Government

NSCs and KVPs

LIC policies with a declared surrender value

Debt securities (as defined in the New Capital Adequacy Framework)

Units of Mutual Funds.

® N o o s~ 0 DN =

Plant & Machinery, Land & Building (In case of NPAs only)
The Credit Risk Mitigants are applied in accordance with the RBI guidelines.
6.1.3. Main types of Guarantor counterparty and their creditworthiness:

Wherever required, the Bank obtains Personal or Corporate guarantee, as an additional comfort for mitigation of credit risk,
which can be translated into a direct claim on the guarantor, and is unconditional and irrevocable. The Creditworthiness of the
guarantor is normally not linked to or affected by the borrower’s financial position. The Bank also accepts guarantee given by
State / Central Government as a security comfort. Such Guarantees remain continually effective until the facility covered is
fully repaid or settled.

6.1.4.Information about risk concentration within the mitigation taken:
Bank has a well dispersed portfolio of assets which are secured by various types of collaterals, such as:

e Eligible financial collaterals listed above
e Guarantees by sovereigns and well-rated corporates

e Fixed assets and current assets of the counterparty
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6.2. Quantitative disclosures:

(Rs. in Crore)

Particulars Amount

Total exposure covered by eligible financial collateral after application of haircuts. 2721.42

7. SECURITISATION — STANDARDIZED APPROACH:

7.1 Qualitative Disclosures:

a.

Objectives of the bank in relation to securitization activity, including the extent to which these activities transfer
credit risk of the underlying securitised exposures away from the bank to other entities.

Objectives and modalities of the securitisation scheme are furnished to Audit Committee of the Board, as per the format
prescribed by the RBI.

Objectives —

- Reduction of asset liability mismatches;
- Increase in fee based income and

- Redeployment of funds.

Bank’s accounting policies for securitisation activities, including recognition of gain on sale; and key assumptions
for valuing retained interests, including any significant changes since the last reporting period and the impact of
such changes;

The Bank has in place suitable accounting policies for securitisation activities.

Names of ECAIls used for securitizations and the types of securitisation exposure for which each agency used:
CRISIL, the Rating Agency has rated the pool with AAA (so).

The Bank has not securitised any exposure during the financial year 2008-2009.

Our Bank has originated Housing Loans Portfolio of Rs.50.36 crores through NHB acting as Special Purpose Vehicle,
during March 2004. The NHB SPV Trust, converted these housing loans into Pass Through Certificates and issued PTC-
A to the Institutional Investors and PTC-B (subordinate to PTC-A) to Andhra Bank.

The capital charge calculated on first loss and second loss credit enhancements is provided as per RBI guidelines.

7.2 Quantitative Disclosures:

a.

The total outstanding exposures securitised by the bank and subject to the securitisation framework by exposure
type.

Bank has securitised the Housing Loans.
The outstanding balance of the pool as on 31.03.2009 is Rs.15.03 crores.
For exposures securitised by the bank and subject to the securitisation

Framework: amount of impaired/past due assets securitised; and losses recognised by the bank during the current
period, broken down by exposure type.

No impaired/past due assets were securitized.
No losses were recognized
Aggregate amount of securitisation exposures retained or purchased, broken down by exposure type.

Rs.7.41 crore of Securitised Housing Loans subscribed by the Banks as PTC-B, subordinate to PTC-A.

. Aggregate amount of securitisation exposures retained or purchased broken down into a meaningful number of

risk weight bands. Exposures that have been deducted entirely from Tier 1 capital, credit enhancing I/Os deducted
from Total Capital, and other exposures deducted from total capital should be disclosed separately by type of
underlying exposure type.
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The outstanding investment of Rs.3.95 crore in PTC B as on 31.03.2009 considered as the First Loss Credit Enhancement
and Rs.0.68 crore cash collateral considered as Second Loss Credit Enhancement is reduced as 50% from Tier | and
50% from Tier Il Capital.

e. Summary of securitisation activity presenting a comparative position for two years, as a part of the Notes on
Accounts to the balance sheet:

- Total number and book value of loan assets securitised during 2004— by type of underlying assets;

Housing Loan assets
March 2008— 908 A/cs — Rs.20.04 crore
March 2009- 750 A/cs - Rs. 15.03 crore

- Sale consideration received for the securitised assets and gain/loss on sale on account of securitisation; and
Rs.50.36 crore — No gain/loss on sale

- form and quantum (outstanding value) of services provided by way of credit enhancement, liquidity support, post-
securitisation asset servicing, etc

- Subscription to subordinate tranche (PTC-B) to the extent of 14.7% of the pool principal aggregating to Rs.7.41 crore.
- Subordination of excess interest spread in the pool.
- Cash collateral equivalent to Rs.68.00 lacs.

8. MARKET RISK IN TRADING BOOK- STANDARDIZED MODIFIED DURATION APPROACH:

8.1. Qualitative Disclosures:

8.1.1. Strategies and processes:

The Bank has in place a well-defined and Board approved ‘Market Risk Management Policy’ and organizational structure for
Market risk management functions. The objectives of the policy are

e to capture all the market related risks inherent in on and off-balance sheet items, monitor and manage them in the best
interests of the bank.

e to ensure that the bank’s NIl is protected from the volatilities in the market related factors
e to improve the sophistication levels of the risk management systems pertaining to Market Risk; and

e to prepare the bank for adoption of the advanced methods of capital computation to ensure optimum utilization of the
capital sources.

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

Board of Directors

Risk Management Committee of the Board

Asset Liability Management Committee (ALCO)

General Manager-IRMD(Chief Risk Executive)-Head Office

Market Risk Management Cell, Integrated Risk Management Dept HO-

- Integrated Mid Office

- Asset Liability Management Section

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

Bank has put in place various exposure limits for market risk management such as Overnight limit, Intraday limit, Aggregate
Gap limit, Stop Loss limit, VaR limit, Broker Turnover limit, Capital Market Exposure limit, Productwise Exposure limit, Issuerwise
Exposure limit etc.

e Arisk reporting system is in place for monitoring the risk limits across different levels of the bank from trading desk to the
Board level.

e The rates used for marking to market for risk management or accounting purposes are independently verified.
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e The reports are used to monitor performance and risk, manage business activities in accordance with bank’s strategy.

e The reporting system ensures timeliness, reasonable accuracy with automation. The reports are flexible and enhance
decision-making process.

e The Dealing room activities are centralized

e The reporting formats & the frequency is periodically reviewed so as to ensure that they suffice the risk monitoring,
measuring and mitigation requirements of the Bank.

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

Various Board approved policies viz., Integrated Risk Management Policy, Country Risk Management Policy, Investment
Policy and Forex Policy are put in place for market risk management. The policies provide the framework for risk assessment,
identification and measurement and mitigation, risk limits & triggers, risk monitoring and reporting.

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

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

8.2.Quantitative disclosures:
(Rs.in crore)

S| No Particulars Amount of capital requirement
(a) Interest rate risk 161.17
(b) Equity position risk 59.33

(c) Foreign exchange risk —

9. OPERATIONAL RISK:
9.1. Qualitative disclosures:
9.1.1. Strategies and processes:

The Operational Risk Management process of the Bank is driven by a strong organizational culture and sound operating
procedures, involving corporate values, attitudes, competencies, internal control culture, effective internal reporting and
contingency planning. Policies are put in place for effective management of Operational Risk in the Bank.

9.1.2. The structure and organization of the relevant risk management function:
The Operational Risk Management Structure in the Bank is as under:

Board of Directors

Risk Management Committee of the Board

Operational Risk Management Committee (ORMC)

GM of Integrated Risk Management Department, HO (Chief Risk Executive)
Operational Risk Management Cell (IRMD),HO

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

The Risk reporting consists of operational risk loss incidents / events occurred in branches / offices relating to people,
process, technology and external events. The data collected from different sources are used for preparation of MIS on loss
event types.

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

Bank has put in place the following polices pertaining to Operational Risk Management.

e Integrated Risk Management Policy - Operational Risk Management: The policy covers the terms of operational
risk, risk management structure, identification, assessment, measurement and monitoring of operational risk..
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faurT % AemEY® 3% 95 R,

10.1.3 <iifem Ramfdn wa /an 99 guitell 1 FTEES U Jehid: Taie Ud & &3 Gaansnedr [gavr gaer fufd ud §% % @ @
i @1 faafta ®2d &. 9IS % orHed 4 wgg 9 qF &1 A €, 6% ofdid §b Bl B B BT §. [hET B b SewEd e
R SRl A A fear st & fad suaries Sum fed i §.

10.1.4 3w & fau Td /@1 Aifem ¥ FA F U A 1d T/ gt F 9T S AR @ 2g A F3A FH TR 1|
o

fopa gsR Tmfiy ifew ud st e e & &9 f6har s a6, el s Maromas s Ry S . Iigsm agier %
SR U STl Hl T Td ST &% GG i DRI & Y iferes faaer wega f6a oo 8. fafe= am9 a%e & ofaia

T SNET Td ST a2 ST Sqard &, [9egd &9 § S &) [fq 9 Sgge & 91 Siieh! Ha8d & B B & U [qegd =9
A 0TIl ST dlice aa=ier Ud &t &Y Siad %A fham ST dh.
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e Compliance Policy: The Bank has in place a Comprehensive Compliance Policy. As per the Policy adopted by the Bank,
suitable organizational structure has been laid down defining the roles and responsibilities for Compliance Officers of
various Departments, Zonal Offices, other operating departments at HO and branches, so as to address group wide and
multi jurisdictional compliance risk. Suitable reporting system is also put in place to ensure effective implementation of
Compliance Policy Bank wide.

9.2 Operational risk capital assessment:

The Bank has adopted Basic Indicator Approach for calculating capital charge for Operational Risk, as stipulated by the
Reserve Bank of India.

10. INTEREST RATE RISK IN THE BANKING BOOK (IRRBB):
10.1. Qualitative Disclosures:

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

Various stress tests are conducted by varying the liquidity and interest rate structure to estimate the resilience and/or the
impact. It evaluates the Earnings at Risk by means of parallel shift in the interest rates across assets and liabilities as also
basis risk.

The stress tests are carried out by assuming stress conditions wherein embedded options are exercised like prepayment of
loans and premature closure of deposits much above the revelations of the behavioral studies to test the stress levels.

Traditional Gap Analysis method suggested by RBI is followed for calculation of IRRBB — Earnings perspective

Modified Duration Gap method is followed, as suggested by RBI in its draft guidelines, to assess the effect of interest rate
changes on the Market Value of Equity in percentage terms

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

10.1.1. Strategies and processes: The strategy adopted for mitigating the risk is conducting stress tests before hand by
simulating various scenarios so as to be in preparedness for the plausible event and if possible in mitigating it. The process
for mitigating the risk is initiated by altering the mix of asset and liability composition, bringing the duration gap closer to unity,
change in interest rates etc.

10.1.2. The structure and organization of the relevant risk management function: The ALM section reports to the
General Manager IRMD and the ALM reports on various subjects/ topics along with the structural liquidity, the interest rate
sensitivity and short term dynamic liquidity statements are presented to the ALCO on fortnightly basis, and to the Risk
Management Committee of the Board on monthly basis. The ALCO is chaired by the Chairman & Managing Director of the
Bank and has the Executive Director and GMs of functional Departments as its members.

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

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

10.2. Quantitative Disclosures:

The impact on earnings and economic value of equity for notional interest rate shocks, as on 31-03-2009.
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(Rs. in crore)

Change in interest rate

Repricing at 1 year

0.25% 16.27
0.50% 32.54
0.75% 48.80
1.00% 65.07

10.2.2. ECONOMIC VALUE OF EQUITY

(Rs. in crore)

For a 200 bps rate shock the drop in equity
value (including reserves)

302.68 crores
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