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Gap Analysis and Co-operative Banks

Gap analysis refers to the process through which a
company, an institution compares its actual performance
to its expected performance to determine whether it is
meeting expectations and using its resources effectively.
Gap analysis seeks to define the current state of an
institution or a company and the target state of the same
company or organization. By defining and analyzing these
gaps, a business management team can create an action
plan to move the organization forward and fill the gaps in
performance.

Gap Analysis in Asset Management : Gap analysis is also
a method of asset-liability management that can be used
to assess interest rate risk or liquidity risk, excluding credit
risk. It is a simple Internal Rate of Return (IRR) measurement
method that conveys the difference between rate-sensitive
assets and rate-sensitive liabilities over a given period of
time. This type of analysis works well if assets and liabilities
are compromised of fixed cash flows.

One way to measure the direction and extent of asset-
liability mismatch is by using gap analysis. The analysis
derives its name from the “gap” which is the difference
between the amounts of Rate Sensitive Asset (RSA) and
Rate Sensitive Liabilities (RSL).

In banking institutions, asset and liability management
is the practice of managing various risks that arise due to
mismatches between the assets and liabilities (loans and
advances) of the bank.

Banks face several risks such as the risks associated with
assets, interest, currency exchange risks. Asset Liability
management (ALM) is at tool to manage interest rate risk
and liquidity risk faced by various banks and other financial
institutions.

Interest Rate Risk (IRR) : The phased deregulation of
interest rates and the operational flexibility given to banks
in pricing most of the assets and liabilities necessitates for
the banking system to hedge the Interest Rate Risk. Interest
rate risk is the risk where changes in market interest rates
might adversely affect a bank's financial condition. The
changes in interest rates affect banks in a larger way. The
immediate impact of changes in interest rates is on bank's
profits by changing its spread [Net Interest Income (NII)].
The Gap or Mismatch risk can be measured by calculating

» Mahadevswamy, AGM RBI Bangalore (Retd.)

Gaps over different time intervals as at a given date. Gap
analysis measures mismatches between rate sensitive
liabilities and rate sensitive assets (including off-balance
sheet positions).

ALM refers to efforts by a bank’s board and senior
management team to carefully balance the bank’s current
and long-term potential earnings with the need to maintain
adequate liquidity and appropriate interest rate risk (IRR)
exposures. Each bank has a distinct strategy, customer base,
product selection, funding distribution, asset mix, and risk
profile. These differences require that assessments of risk
exposures and risk management practices be customized to
each bank’s specific risks and activities and not take a one-
size-fits-all approach.

ALM can be termed as a risk management technique
designed to earn an adequate return while maintaining a
comfortable surplus of assets beyond liabilities It takes into
consideration interest rates, earning power, and degree
of willingness to take on debt and hence is also known as
Surplus Management

ALM is an integral part of the financial management
process of any bank. ALM is concerned with strategic balance
sheet management involving risks caused by changes in the
interest rates, exchange rates and the liquidity position of the
bank. While managing these three risks forms the crux of ALM,
credit risk and contingency risk also form a part of the ALM

ALM Guidelines covering operating Guidelines on Risk
Management were first issued by Reserve Bank of India on
October 7, 1999 covering broad contours for management
of credit, liquidity, interest rate, foreign exchange and
operational risks. In December 2000

Asset Liability Management and Co-operative Banks :

After the implementation of banking sector reforms
during the late1990s and 2000s, paving the way for level
playing field for all the players, Reserve Bank of India felt
that Urban Co-operative Banks (UCBs) which were operating
in a fairly deregulated environment and are required to
determine their own interest rates on deposits (other than
saving account) and interest rates on their advances. The
interest rates on banks' investments in government and
other permissible securities are also market related. Intense
competition for business, involving both the assets and
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liabilities, together with increasing volatility in the domestic
interest rates as well as foreign &&&: 339685(3 §9.7.2é &f’)é
exchangerates,hasbroughtpressureonthemanagement _ ©

of banks to maintain an optimal balance between spreads,
profitability and long-term viability. Hither through Co-
operative banks were employing unscientific and adhoc
methods to determine the rate of interest on deposits
leading to imprudent liquidity management.

Similarly loan products were also priced without
taking into account the cost of funds leading to flight of
top borrowers to other credit institutions. So, there was a
telling need for Co-operative Banks managements to base

oS uogoSec

BRIOY : T BB BITBROD =TT YT @%@J@ucs
RF0NT g BRAF ©BEONY Je.7.28 BNOTR, DITYode
their business decisions on sound risk management systems | ©308 INTY BB BROWEWI ©HFF BIH RN
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that UCBs introduce effective Asset-Liability Management 23@.6.3(583133_)0. o emagdi et el e

(ALM) systems to address the issues related to liquidity,
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interest rate and currency risks. reputational risks in view TS T

of their asset-liability composition. With liberalisation in VT, 20160 IVOWTHY SET DITRAT Sk wmssé

Indian financial markets over the last few years and growing TonR 20188 &GTY 23000INT DBIT BITLION BTOYT

integration of domestic markets with external markets, TOIT FOBCLHE T fatdels SHFSY BRTA W00, FRTT
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the urban co-operative banking sector is an integral part
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of the financial system and many of the larger urban co- E R PR )

operative banks are undertaking business as varied as in @c;irwéw% R érj\@%oﬁa&a g 355%3?\%6.
the case of commercial banks, the Reserve Bank of India felt WIFBRIT  WROTNCY TSI TARRNT WO,

that there was an imperative need for the bigger UCBs in Tow0eF mﬁ&@e 2R0F JNTOOT 838 DTSR
particular, and UCBs in general, to put in place appropriate 3 5e0 BOT0E. 836505080 RO SRITED BB BUme3RoD
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management of risk co-operative banks with deposits of . -
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ALM and constitute and Asset Liability Committee (ALCO) | 3¢3nsd  3e.6.70%), IRE woDIRH. 393 =HE  qTe
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Banks were advised to prepare the Statement of Structural 400 XOWOY MIFEDE BV msoa‘ﬁ@ﬁ PO RT3
Liquidity. The Maturity Profile for measuring the future cash ~
flows of UCBs in different time bands were i) 1 to 14 days WOTIRY HUY AT, TeO FIHT TS MR B
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Co-operative Banks have been preparing ALM statements e €e g SWF & -
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and reporting the same to RBI on a quarterly basis.
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Feb 07, 2018 : Sixth Bi-monthly Monetary Policy Statement,
2017-18 Resolution of the Monetary Policy Committee (MPC)
Reserve Bank of India

On the basis of an assessment of the current and evolving
macroeconomic situation at its meeting today, the Monetary
Policy Committee (MPC) decided to:

e keep the policy repo rate under the liquidity adjustment
facility (LAF) unchanged at 6.0 per cent.

Consequently, the reverse repo rate under the LAF remains at
5.75 per cent, and the marginal standing facility (MSF) rate and the
Bank Rate at 6.25 per cent.

The decision of the MPC is consistent with the neutral stance
of monetary policy in consonance with the objective of achieving
the medium-term target for consumer price index (CPI) inflation
of 4 per cent within a band of +/- 2 per cent, while supporting

RBI NEWS - FEBRUARY 2018

» K. Vittal Shetty, Banking Consultant, kohimavittal@Hotmail.com, Mob : 9845699904

growth.

The next meeting of the MPC is scheduled on April 4 and 5, 2018.
Policy Rates with effect from 02 AUGUST 2017 %
POLICY REPO RATE 6.00%
REVERSE REPO RATE 5.75%
MARGINAL STANDING FACILITY RATE 6.25%
BANK RATE 6.25%
Reserve Ratios %
Cash Reserve Ratio 4.00%
Statutory Reserve Ratio WEF 14 OCTOBER 19.50%
2017

Date : Feb 28,2018
Scheduled Banks' Statement of Position in India as on Friday, February 16, 2018
(Amountin Billions of Rs)

SCHEDULED COMMERCIAL ALL SCHEDULED BANKS
\TFEB- |02-FEB- |10-FEB- | {7FEB- |02-FEB- | 16-FEB-
2017 2018* | 2018 017 |2018" | 2018"
| [o)Deposits | 104398.16 | 111086.85 | 110523.85 | 107236.97 | 114053.75 | 113490.38
ij Demand 10576.48 | 1148663 11355.59 | 10838.32 | 11765.53 | 11629.87
i) Time 9382168 | 9960023 | 99168.25 | 9639864 | 102288.23 | 101860.4
W | cASH 57145 | 619.22 | 61271 | 59189 | 63554 | 029.58
BALANCES
V |WTH RBJ| 428235 | 442338 | 450420 | 4406.01 | 4546.92 | 462413
|- E—
il gwssmsm 3327696 | 3421865 | 3414272 | 341844 | 3518598 | 35047.95
VIl | BANK
i 8 745885 | 8261007 | 82535.16 | 7639679 | 8513074 | 8505657
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Feb 22, 2018
Payments Bank
operations

Aditya Birla Idea Payments Bank Limited has commenced
operations as a payments bank with effect from February 22,
2018. The Reserve Bank has issued a licence to the bank under
Section 22 (1) of the Banking Regulation Act, 1949 to carry on the
business of payments bank in India.

Aditya Birla Nuvo Limited, Mumbai was one of the 11 applicants
which were issued in-principle approval for setting up a payments
bank, as announced in the press release on August 19, 2015.

Directions, Withdrwals, Penalties & Cancellation of Licences
of Urban Co-operative Banks.

1) Feb 01, 2018 : The Sircilla Co-operative Urban Bank Ltd.,
Sircilla, Telangana — Penalised. RBI a monetary penalty of Rs.
0.50 lakh (Rupees Fifty thousand only), for violation of RBI
directives and guidelines on Exposure Norms and Statutory/Other
Restrictions and Know Your Customer (KYC) Norms/Anti-Money
Laundering(AML) Measures.

2) Feb 14, 2018 : Cancellation of licence to carry on banking
business in India and Voluntary Conversion of Urban Co-operative
Bank into a Co-operative Society under Sections 22 and 36A(2) of
the Banking Regulation Act, 1949 (As Applicable to Co-operative
Societies) — Sher Nagrik Sahakari Bank Ltd., Jabalpur (Madhya
Pradesh)

3) Feb 20, 2018 : RBI penalised Rs. 1,00,000/- (Rupees
one lakh only) Bedkihal Urban Cooperative Bank Ltd., Bedkihal,
Karnataka for violation of directives/guidelines of Reserve Bank of
India on Exposure Norms.

4) Feb 27, 2018 : The Kuppam Co-operative Town Bank Ltd.,
Kuppam, Andhra Pradesh — Penalised monetary penalty of Rs. 0.50
lakh (Rupees Fifty thousand only), for violation of RBI directives and
guidelines on loans and advances to directors and their relatives.

5) Feb 28, 2018 : Directions under Section 35A of the Banking
Regulation Act, 1949 (AACS) — The Maratha Sahakari Bank Ltd,
Mumbai, Maharashtrawas placed under directions from close of
business on August 31, 2016 vide directive dated August 31, 2016,
It is hereby notified for the information of the public that, the
validity of which was last extended upto February 28, 2018 shall
continue to apply to the bank for a further period of six months
from March 01, 2018 to August 31, 2018, vide Directive dated
February 26, 2018.

Aditya Birla Idea
Limited commences

Source: www.rbi.org.in
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