
 

 
 
 

 
 
 
 

Risk management 

Risk is an integral part of the Company's business and sound risk management is critical to the success. As a financial intermediary, the Company is 
exposed to risks that are particular to its lending and the environment within which it operates and primarily includes credit, liquidity and market risks. 
The Board of Directors of the Company are responsible for the overall risk management approach and for approving the risk management strategies and 
principles. The Company has a risk management policy    which covers all the risk associated with its assets and liabilities. 

 
Introduction and Risk Profile 

Risk management and mitigation 

 
The Company’s risks are measured using a method that reflects both the expected loss likely to arise in normal circumstances and unexpected losses, which are an estimate 
of the ultimate actual loss. The models make use of probabilities derived from historical experience, adjusted to reflect the economic environment, as necessary. 

 
The Company’s policy is to measure and monitor the overall risk-bearing capacity in relation to the aggregate risk exposure across all risk types and activities. 

It is the Company’s policy to ensure that a robust risk awareness is embedded in its organisational risk culture. Employees are expected to take ownership and be accountable 
for the risks the Company is exposed to that they decide to take on. The Company’s continuous training and development emphasises that employees are made aware of 
the Company’s risk appetite and they are supported in their roles and responsibilities to monitor and keep their exposure to risk within the Company’s risk appetite limits. 

 

The Company is generally exposed to credit risk, liquidity risk, market risk, prepayment risk and operational risk. 

Framework on Liquidity Risk Management  



 

 
Credit Risk 

Impairment assessment 

The references below show where the Company’s impairment assessment and measurement approach is set out in this report. It should be read in conjunction with the 
summary of significant accounting policies. 

 
Definition of default and cure 

The Company considers a financial instrument as defaulted and therefore Stage 3 (credit-impaired) for Expected Credit Loss (ECL) calculations in all cases when the 
borrower becomes more than 3 months past due on its contractual payments. 

 
The staging criteria used by the Company is as below: 

 

Loans months past due Stage 

Upto 1 month Stage 1 

Between 1 month to 3 months Stage 2 

More than 3 months Stage 3 

 
The Company considers a financial instrument defaulted and therefore Stage 3 (credit-impaired) for ECL calculations in all cases when the borrower becomes past due 
for more than 3 months on its contractual payments. 

 
It is the Company’s policy to consider a financial instrument as ‘cured’ and therefore re-classified out of Stage 3 when the due amount have been paid. The decision 
whether to classify an asset as Stage 2 or Stage 1 once cured depends on the updated credit grade, at the time of the cure, and whether this indicates there has been a 
significant increase in credit risk compared to initial recognition. 

 
Exposure at default (EAD) 

The exposure at default (EAD) represents the gross carrying amount of the financial instruments subject to the impairment calculation, addressing both the ability to 
increase its exposure while approaching default and potential early repayments too. 

 
To calculate the EAD for a Stage 1 loan, the Company assesses the possible default events within 12 months for the calculation of the 12 months ECL. 
For Stage 2 and Stage 3 financial assets, the exposure at default is considered for events over the lifetime of the instruments. 

 



 

Probability of default (PD) 

The Probability of Default is an estimate of the likelihood of default over a given time horizon. To calculate the ECL for a Stage 1 loan, the Company assesses the 
possible default events within 12 months for the calculation of the 12month ECL. For Stage 2 and Stage 3 financial assets, the exposure at default is considered for events 
over the lifetime of the instruments. The Company uses historical information wherever available to determine PD 

 
Loss given Default (LGD) 
LGD is the estimated loss that the Company might bear if the borrower defaults. The Company determines its recovery (net present value) by analysing the recovery trends 
and the prepayments. 

 
LGD Rates have been computed internally based on the discounted recoveries in defaulted accounts that are closed/ written off/ repossessed and upgraded during 
the year. 

 
When estimating ECLs on a collective basis for a group of similar assets, the Company applies the same principles for assessing whether there has been a 
significant increase in credit risk since initial recognition. 

 
The Company continuously monitors all assets subject to ECLs in order to determine whether an instrument or a portfolio of instruments is subject to 12 month 
ECL or lifetime ECL. The Company assesses whether there has been an event which could cause a significantly increase in the credit risk of the underlying asset 
or the customers’ ability to pay and accordingly change the 12 month ECL to a lifetime ECL. 
If contractual payments are more than 30 days past due, the credit risk is deemed to have increased significantly since initial recognition. 

 
 

  Concentration of Credit Risk 
 

Company’s loan portfolio is predominantly to finance home loans. The Company manages concentration of risk primarily by geographical region.  
 
Quantitative Information of Collateral 
 
Net value of total term loans to value of collateral is monitored. 
 

 
Single Borrower Limit / Group Borrower Limit 

 

The Company has not lent / invested / lent and invested in any borrower / group of borrower in excess of limits prescribed by the RBI. 

 
 
              
 
 



 

 
 
              Liquidity Risk 
 

In assessing the Company’s liquidity position, consideration shall be given to: (1) present and anticipated asset quality (2) present and future earnings capacity (3) 
historical funding requirements (4) current liquidity position (5) anticipated future funding needs, and (6) sources of funds. The Company maintains a portfolio of 
marketable assets that are assumed to be easily liquidated and undrawn cash credit limits which can be used in the event of an unforeseen interruption in cash flow. 
The Company also enters into securitization deals (direct assignment as well as pass through certificates) of the loan portfolio, the funding from which can be accessed 
to meet liquidity needs. Net liquid assets consist of cash and short–term bank deposits. Borrowings from banks and financial institutions and issue of Non convertible 
debentures are considered as important sources of funds to finance lending to customers. 

 
 

Contingent Liabilities 
 

Reporting of Contingent Liabilities as on ______________ 

 
Market Risk 

 
Market Risk is the risk that the fair value or the future cash flows of a financial instrument will fluctuate because of changes in market factor. Such changes in the 
values of financial instruments may result from changes in the interest rates, credit, liquidity, and other market changes. The objective of market risk management 
is to avoid excessive exposure of our earnings and equity to loss and reduce our exposure to the volatility inherent in financial instruments. The Company has not 
made investments in quoted equity instruments or other quoted investments and hence is not exposed to Equity price risk. 

 
 Prepayment risk 

Prepayment risk is the risk that the Company will incur a financial loss because its customers and counterparties repay or request repayment earlier or later 
than expected, such as fixed rate loans when interest rates fall. 

Pre-closure of accounts in home loan is a very common practice as either the customers used to switch their home loan accounts, by way of balance transfer 
with some other Financier, during the agreement period or the company used to ask the delinquent customers to close their accounts. 

However, adverse impact of prepayment of loans is nominal as the there was not much variation in the average lending rates of the Company 
 Operational and business risk 

 

 Operational risk is the risk of loss arising from systems failure, human error, fraud or external events. When controls fail to operate effectively, 
operational risks can cause damage to reputation, have legal or regulatory implications, or lead to financial loss. The Company cannot expect to eliminate all 
operational risks, but it endeavours to manage these risks through a control framework and by monitoring and responding to potential risks. Controls 
include effective segregation of duties, access, authorisation and reconciliation procedures, staff education and assessment processes, such as the use of 
internal audit. 

 



 

 

 

           Capital to Risk Asset Ratio (CRAR) 
 
              CRAR to be maintained above the statutory limit of 15%. 
 
 


