DCB BANK

PILLAR III DISCLOSURES UNDER THE NEW CAPITAL ADEQUACY FRAMEWORK
(BASEL III)

1. SCOPE OF APPLICATION

DCB Bank Ltd. is a scheduled commercial bank which was incorporated on May 31, 1995. The
Bank has no subsidiaries.

As on December 31, 2023, the Bank does not have investment in any insurance entity.
2. CAPITAL STRUCTURE

Capital funds are classified into Tier-I and Tier-II capital under the capital adequacy
framework.

Tier-I Capitals

The Bank’s Tier I capital will consist of Common Equity Tier I and Additional Tier I capital.
Common Equity Tier 1 (CET1) capital must be at least 5.5% of risk-weighted assets (RWAs)
i.e. for credit risk + market risk + operational risk on an ongoing basis and Additional Tier I
capital can be a maximum of 1.5%, thus making total Tier I capital to be at least 7%.

In addition to the minimum Common Equity Tier 1 capital of 5.5% of RWAs, banks are also
required to maintain a capital conservation buffer (CCB) of 2.5% of RWAs in the form of
Common Equity Tier 1 capital.

Tier-I capital includes paid-up equity capital, securities premium, statutory reserves, capital
reserves, special reserve, revaluation reserve, other disclosed free reserves and balance in
Profit and Loss account. Profits in current financial year may be included in Tier I based on
fulfilment of certain conditions regarding incremental provisions for non-performing assets.

Equity Capital

The Bank has authorised share capital of ¥ 5 billion comprising 500,000,000 equity shares of X
10/ - each. As on December 31, 2023 the Bank has issued subscribed and paid-up capital of ¥
3.12 billion, constituting 312,114,639 shares of ¥ 10/- each. The provisions of the Companies
Act, 2013 and other applicable laws and regulations govern the rights and obligations of the
equity share capital of the Bank.

Tier-1I Capital
The Bank’s Tier II capital includes investment reserve, investment fluctuation reserve, general

provision for standard assets and subordinated debt instruments (lower Tier II bonds) eligible
for inclusion in Tier II capital.
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Subordinated Debt (Lower Tier II bonds)

As on December 31, 2023 the Bank had an outstanding subordinated debt (Unsecured
Redeemable Non-Convertible Bonds) aggregating ¥ 3,000 million, the details of which are
stated below:

(X million)
Deemed Date of C‘;{‘;It’:n Tenure Equivalent Amount
Allotment (in months) as on December 31, 2023
(% p.a.)
28 March 2023 9.35% 120 3,000.0

3. CAPITAL ADEQUACY

The Capital to Risk weighted Assets Ratio (CRAR) as per Basel III guidelines works to 15.72%
as on December 31, 2023 (as against minimum regulatory requirement of 11.50%). The Tier I
CRAR stands at 13.69% as against RBI's prescription of 9.50%. The Bank has followed the RBI
guidelines in force, to arrive at the eligible capital, risk weighted assets and CRAR.

Capital requirements for Credit Risk, Market Risk and Operational Risk:
(X million)

. As on
Particulars December 31, 2023

1. Capital requirement for Credit Risk 24,493.6

o Portfolio subject to Standardised Approach 23,197.8

e Securitization Exposures 1,295.8

2. Capital requirement for Market Risk 547.5
e Standardised Duration Approach

o Interest Rate Risk 3514

o Foreign Exchange Risk (Including gold) 85.6

o Equity Risk 110.5

3. Capital requirement for Operational Risk 2,772.9

e Basic Indicator Approach 2,772.9

Total capital requirements (1 + 2 + 3) 27,814.2

Total capital 49,301.7

CRAR % 15.72 %

Tier-I CRAR % 13.69 %

4. RISK MANAGEMENT FRAMEWORK

The Bank is exposed to various types of risk such as Credit, Market, Operation, Liquidity,
Interest Rate, Reputation, Legal and Strategic risk. The Bank has separate and independent
Risk Management Department in place which oversees all types of risks in an integrated
fashion.
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The objective of risk management is to have optimum balance between risk and return. It
entails the identification, measurement and management of risks across the various businesses
of the Bank. Risk is managed through framework defined in policies approved by the Board
of Directors and supported by an independent risk management function which monitors and
takes corrective action so that the Bank operates within its risk appetite. The risk management
function attempts to anticipate vulnerabilities through quantitative or qualitative examination
of the embedded risks in various activities. The Bank continues to focus on refining and
improving its risk measurement systems. In addition to ensuring compliance with regulatory
requirements, the Bank has developed robust internal systems for assessing capital
requirements keeping in view the business objectives.

The Board of Directors (BOD) approves the strategies and policies for Risk Management,
based on recommendations of the Risk Management Committee (RMC) of the Board set up to
focus upon risk management issues. The RMC reviews various aspects of risk arising from the
businesses undertaken by the Bank. Operating level risk committees comprising of senior
management viz. Asset Liability Management Committee (ALCO), the Operational Risk
Management Committee (ORCO) and the Credit Risk Management Committee (CRMC)
oversee specific risk areas. These committees in turn provide inputs for review by the Risk
Management Committee (RMC).

4.1 Risk Management Committee (RMC) of the Board:

The Risk Management Committee of the Board is the primary tier to oversee implementation
of Board approved strategies and policies, recommend setting up of tolerance limits wherever
required, monitor implementation of strategies and policies, as well as adherence to
prescribed tolerance limits, etc. The RMC oversees the functioning of Executive Level
Committees for risk management. For this purpose, the minutes of the meetings of the
Executive Level Committees are placed before RMC regularly. Matters relating to Credit risk
are routed through the Credit Committee of Board (CCB) which also approves individual
credit exposure in excess of executive delegated lending authority.

4.2 Executive Level Committees:
At Executive Management level, the organisational responsibilities for implementing and

monitoring Board approved strategies and policies and adhering to prescribed tolerance limits
etc. are as under:

Sr. Executive Level ]
No. Committee Focus Area Chairman
Asset Liability All aspects of Market Risk Ma'nagmg Dl'rector &
i Chief Executive
1 | Management Committee management and ALM, )
(ALCO) monitoring & control Officer
& (MD & CEO)
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Credit Risk Management | All aspects of Credit Risk Ma'nagmg D1'rector &
. o Chief Executive
2 | Committee management, monitoring & .
(CRMC) control Officer
(MD & CEO)
Operational Risk . All aspects of Oper'atlo‘nal Risk Chief Risk Officer
3 | Management Committee | management, monitoring & (CRO)
(ORCO) control

All the Executive Level Committees meet at least once in a month. ALCO however meets more
frequently depending upon market conditions.

Board of
Directors

Risk Management
Committee (RMC) of the
Board

MD &

CEO
(Chairman)

[ CRO }:
Credit Risk Asset Liability Operational
Management Management Risk
Committee Committee Management
(CRMC) (ALCO) Committee

Note: Information Security is a part of Operational Risk - IT and reports to the Chief Risk Officer, who
in turn reports to the MD & CEO.

5. CREDIT RISK

5 (a) Credit risk is defined as the possibility of losses associated with diminution in the credit
quality of borrowers or counterparties. In a bank’s portfolio, losses stem from outright default
due to inability or unwillingness of a customer or counterparty to meet commitments in
relation to lending, trading, settlement and other financial transactions.

The Bank adopts the definition of ‘past due” and ‘impaired credits’ (for accounting purposes)
as defined by Reserve Bank of India under Income Recognition, Asset Classification and

Provisioning (IRAC) norms (vide RBI Master Circular dated April 1, 2023).
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5.a.i Credit Risk Management:

Credit Risk Management Committee (CRMC) headed by MD & CEO is the top-level functional
committee for managing credit risk. The committee is responsible for implementation of
Credit Risk Management policy approved by the Bank’s Board. The committee considers and
takes decision necessary to manage and control credit risk within the overall quantitative
prudential limits approved by the Bank’s Board. The committee is entrusted with the
responsibilities to formulate standards for presentation of credit proposals, financial covenant,
rating standards and benchmarks. The committee also oversees compliance with Pillar 2
requirements under Basel III such as ICAAP and Stress Test.

The Bank has implemented RAM rating model of CRISIL which is being used to assess the
credit rating of all business loans exceeding X 10 million. The rating serves as a single point
indicator of the diverse counterparty risk for taking credit decision. The rating migration is
monitored on regular interval.

The Bank has a well-developed credit monitoring system to monitor the health of the loan
accounts and to detect the delinquencies at the initial stage. A separate department
independent of the business units is monitoring the transactions in all the Corporate, Agri and
Inclusive Banking (AIB), SME and MSME exposures with credit limits exceeding X 10 million
with a view to detect any early warning signals.

The Bank adopts an integrated approach to credit risk management, which encompasses:
e Establishment and articulation of corporate priorities

e Institution and inculcation of an appropriate credit culture

e Determination of specific credit risk strategy and profile

e Implementation of appropriate credit risk controls

e Monitoring the effectiveness of credit risk controls.

Though the Bank has implemented the Standardized approach for regulatory capital
measurement for credit risk, the necessary steps for implementing Internal Rating Based
Approach have been initiated.

5.a.ii Credit Strategy and Risk Profile:

The Bank adopts a credit risk strategy and risk appetite, which is in line with its risk-taking
ability to ensure conservation and growth of shareholder funds, with a proper balance
between risk and reward. Financial resources are allocated to best optimise the risk reward
ratio.

There is a clearly articulated definition of acceptable credit risk, based upon:

¢ Identification of target markets/segments

e Establishing of characteristics of desirable customers within the target market

e Assessing whether adequate resources are available to support the business

e Ensuring that all economic and regulatory requirements are complied with

e Ensuring that the portfolio is consistent with the Bank’s strategy and objectives especially
in relation to risk concentration, maturity profile and liquidity management.
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5.a.iii Credit Risk Controls:

Credit risk controls focus on identification, measuring, monitoring and managing the assumed
risks and include:

A documented credit policy and credit risk management policy

Approval process with delegated authorities

Asset quality and risk rating system and its verification

Effective loan disbursement mechanism to minimise the legal risk

Effective loan administration to ensure past-due management and bad loan detection
A loan review mechanism

Portfolio management tools to manage portfolio risks

Management of credit risk is at three levels:

Strategic or Portfolio level, so as to ensure that no single event can have a significant
adverse impact

Established credit policy to have a minimum standard for assuming risk

Reliance on the competence of trained staff to make sound credit decisions.

There is a clear separation in functional responsibilities between:

Origination and sales

Credit assessment and approvals
Post- sanction loan administration and
Credit Risk Management.

The Bank relies upon formal and conventional risk assessment, viz.:

The ability and willingness of borrowers to repay

Dependence primarily on cash flows for repayment with security taken to provide a
secondary source of repayment

Quality of data and analysis thereof forms the basis of assessment and not external
reputation or unsubstantiated beliefs

Rational assessment of probability of default and assessment of “Worst Case Scenario’
Transparency and communication of all relevant facts (negative as well as positive)
necessary for making an informed credit decision

Documentation of all assessment, rationale and decisions.

Know Your Customers 'KYC’ forms the bedrock of initiating and sustaining any relationship.

The Bank’s selection of personnel and systems of rewarding performance is aligned to meet
the Bank’s stated key priorities. There is a commitment to training and upgrading of staff
skills. Strong ‘ownership’ of exposures is encouraged, through rewards as well as strong
accountability.

Page 6 of 12



DCB BANK

5 (b) Total gross credit risk exposure as on December 31, 2023:

(X million)

Category Exposure
Fund based ! 4,21,934
Non fund based 2 12,227
Total 4,34,161

Note:
1. Fund based credit exposure excludes Cash in hand, Balance with RBI, SLR

investments, deposits placed NABARD, SIDBI & NHB, Fixed and Other assets.
2. Non-fund based exposure includes outstanding Letter of Credit, Acceptances and
Bank Guarantee exposures.

Exposures reported above include limits or outstanding whichever is higher, for other than
term loans and NPAs. In case of terms loans and NPAs, the outstanding amount has been
considered for this purpose.

5 (c) Geographical distribution of exposures as on December 31,2023:

(X million)

Category Domestic Overseas
Fund based 4,21,934 -
Non fund based 12,227 -
Total 4,34,161 -
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5 (d) Industry type distribution of exposures as on December 31, 2023:

(X million
Industry Fund Based Non Fund Total %
Based
Retail Loans 1,60,482.5 239.5 1,60,722.0 37.02%
Housing Loans 1,08,945.4 - 1,08,945.4 25.09%
Auto Loans 35.8 - 35.8 0.01%
Personal Loan 162.6 - 162.6 0.04%
Other Loans (Gold Loans, Loans against deposits & Shares 49,601.4 239.5 49,840.9 11.48%
Staff Loans 1,737.4 - 1,737.4 0.40%
Trade 79,832.7 506.1 80,338.7 18.50%
Trade - Retail 64,409.3 73.9 64,483.3 14.85%
Trade - Wholesale 15,423.3 432.1 15,855.5 3.65%
Agriculture 54,259.6 144.0 54,403.5 12.53%
NBFC 33,840.5 345.5 34,185.9 7.87%
NBFC - HFC 5,974.0 250.0 6,224.0 1.43%
NBEFC - Investment and Credit Company (AFC) 318.5 - 318.5 0.07%
NBFC - Others 27,548.0 95.5 27,643.5 6.37%
Miscellaneous Services 32,512.1 210.7 32,722.8 7.54%
of which Retail Business Loans 21,190.8 - 21,190.8 4.88%
Construction incl. Residential Housing 23,161.6 2,301.7 25,463.3 5.86%
Residential Constructions 18,704.3 9.7 18,714.0 4.31%
Construction Contractors 2,505.4 795.7 3,301.1 0.76%
Construction Others 1,951.9 1,496.3 3,448.2 0.79%
Logistics 7,934.6 572.4 8,507.0 1.96%
Logistics - Transport Operators( includes CV loans) 7,396.2 73.2 7,469.4 1.72%
Logistics - Others 538.4 499.2 1,037.6 0.24%
Infrastructure (Including Energy, Telecommunications,
Water & Sanitation and Social & Commercial Infra) 5,394.0 635.6 6,029.7 1.39%
Textiles 5,146.0 20.4 5,166.4 1.19%
All Engineering 2,344.7 920.8 3,265.5 0.75%
Basic Metal & Metal Products 1,434.8 1,403.8 2,838.5 0.65%
Food Processing 2,670.4 139.9 2,810.3 0.65%
Gems & Jewellery 2,179.0 540.0 2,719.0 0.63%
Chemical & Chemical Products 1,229.7 19.0 1,248.8 0.29%
Capital Market (including Brokers) - 1,144.4 1,144.4 0.26%
Travels & Tourism 1,500.5 54.2 1,554.7 0.36%
Real Estate Activities incl. Lease Rent Discounting 2,500.4 - 2,500.4 0.58%
Paper & Paper Products 585.0 284.2 869.2 0.20%
Wood & Wood Products 843.1 - 843.1 0.19%
Finance (Others) 64.7 208.3 273.0 0.06%
IT & related 511.4 95.5 606.9 0.14%
Cement & Cement Products 652.6 0.4 653.0 0.15%
Other Manufacturing 500.1 21.2 521.3 0.12%
Rubber, Plastic & their Products 355.5 37.7 393.2 0.09%
Renting of equipments 522.0 4.7 526.7 0.12%
Vehicles, Vehicle Parts & Transport Equipments 300.2 0.1 300.3 0.07%
Mining & Quarrying 498.6 0.0 498.6 0.11%
Petroleum, Coal Products & Nuclear fuels 71.4 352.5 423.9 0.10%
Beverages (Excl. Tea & Coffee) and Tobacco 18.4 - 18.4 0.00%
Leather & Leather Products 105.0 0.1 105.1 0.02%
Glass & Glassware 52.4 - 52.4 0.01%
Residual 430.4 2,024.3 2,454.7 0.57%
Grand Total 4,21,934.0 12,227.0 4,34,161.0 | 100.00%
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5 (e) Residual contractual maturity breakdown of assets as on December 31, 2023

(X million)

31days to 2 months - 3 Months - 6 Months - Above 5

Assets Next Day 2-7 Days 8-14 Days 15-30 days 2 months 3 months 6 Months 1 Year 1-3 Years  3-5 Years Years TOTAL

Cash 1,850.8 - - - - - - - - - - 1,850.8
Balance with RBI 273.3 465.1 662.9 660.0 607.8 880.2  1,596.8 3,405.1 10,520.7 596.4 270.4 19,938.7
Balances with Other Bank; 406.4 3,018.1 - 2.1 - - 0.1 - 55.1 - - 3,481.8
Investments 42,167.1 248.1 - 1,718.8  15,468.9 - - 30,382.6 59,239.4 3,594.6 1,614.8 154,434.3
Advances 1,079.5 5,395.3 3,660.7 5,220.2  15,528.7 8,4204 21,4158 30,662.5 112,632.8 37,472.7 148,018.7 389,507.3
Fixed Assets - - - - - - - - - - 8,633.3 8,633.3
Other Assets 74.1 126.9 646.3 1,341.3 1,226.2 825.7 343.6 960.2 7,419.4 2,093.5 5,140.8 20,198.0
Total 45,851.2 9,253.5 4,969.9 8,942.4 32,831.6 10,126.3 23,356.3 65,410.4 189,867.4 43,757.2 163,678.0 598,044.2
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5 (f) Advances and Provisions:

(X million)

Particulars As on
December 31, 2023

(a) Amount of NPAs (Gross) 13,676.2

i. Substandard 5,877.2

ii. Doubtful 1 3,268.4

iii. Doubtful 2 3,902.9

iv. Doubtful 3 620.8

v. Loss 6.9
(b) Net NPAs 4,768.5
(c) NPA Ratios

i. Gross NPAs to gross advances (%) 3.43%

ii. Net NPAs to Net Advances (%) 1.22%
(d) Movement of NPAs (Gross)

i. Opening balance (as on March 31, 2023) 11,228.4

ii. Additions during the year 11,650.8

iii. Reductions during the year 9,203.0

iv. Closing balance 13,676.2
(e) Movement of provisions for NPAs

(excluding provision on Standard Assets)

i.  Opening balance (as on March 31, 2023) 7,659.2

ii. Provision made during the year 39211

iii. Write-off / write-back of excess provisions 2,672.6

iv. Closing balance 8,907.7
(f) Amount of Non-Performing Investments -
(g) Amount of provisions held for non-performing investments -
(h) Movement of depreciation on investments

i.  Opening balance (as on March 31, 2023) 172.1

ii. Add: Provision made during the year 120.1

iii. Less: Write-off/ write-back of excess provision during the

year (including depreciation utilised on the sale of 78.0
securities)
iv. Closing balance 214.2
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6. CREDIT RISK: Disclosures for portfolio subject to the Standardised Approach

6 (a) The Bank has used the ratings of the following domestic external credit rating agencies
(arranged in alphabetical order) for the purposes of risk weighting their claims for capital
adequacy purposes:

Acuite Ratings & Research Ltd

CARE Ratings Limited

CRISIL Limited

ICRA Limited

India Ratings and Research Private Limited (India Ratings) and
Infomerics Valuation and Rating Private Limited

o AN o

International credit rating agencies (arranged in alphabetical order) for the purposes of risk
weighting their claims for capital adequacy purposes where specified:

a. Fitch;
b. Moody's; and
c. Standard & Poor’s

6 (b) A description of the process used to transfer public issuer ratings onto comparable

assets in the banking book:
Bank has used short term ratings for assets with maturity upto one year and long-term
ratings for assets maturing after one year as accorded by the approved external credit
rating agencies.
Bank has not cherry-picked ratings. Bank has not used one rating of a CRA (Credit Rating
Agency) for one exposure and another CRA’s rating for another exposure on the same
counterparty unless only one rating is available for a given exposure.
Notwithstanding the repayable on demand condition, cash credit exposures have been
subjected to Long-term rating.
If an issuer has a long term external credit rating that warrants RW (Risk Weight) of 150%,
all unrated exposures on the same issuer whether long or short is assigned the same 150%
RW unless mitigated by recognised Credit Risk Mitigation (CRM) techniques.
Bank has used only solicited rating from the recognised CRAs. In case the issuer has
multiple ratings from CRAs, the Bank has a policy of choosing (if there are two or more
ratings) lower rating.
Where RW associated with the rating by a CRA for a specific investment instrument is
lower than one corresponding to unrated exposure, but the Bank’s exposure is not in that
instrument but some other debt, the RW for the rated exposure has been applied to Bank’s
unrated exposure provided the latter ranks pari-passu or senior to the specific rated
exposure and the maturity of Bank’s claim is not later than the rated exposure.
If either the issuer or a single issue has been rated warranting RW equal or higher than
unrated claim, a claim on the same issuer which is unrated but ranks pari-passu or
subordinate to the rated exposure has been assigned the same RW as applicable to the
rated exposure.
No recognition of CRM technique has been taken into account in respect of a rated
exposure if that has already been factored by the CRA while carrying out the rating.
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For exposure amounts after risk mitigation subject to the standardised approach, amount of a
Bank’s outstanding (rated and unrated) in the following three major risk buckets as well as

those that are deducted as on December 31, 2023 are as follows:

(X million)

Particulars Fund based Non fund based
Below 100% risk weight 3,54,017.3 5,644 .4
100% risk weight 49,077.2 3,816.2
More than 100% risk weight 18,839.5 2,766.4
Total 4,21,934.0 12,227.0

Table DF 17- Summary comparison of accounting assets vs. leverage ratio exposure

measure

Leverage Ratio:

The leverage ratio is calibrated to act as a credible supplementary measure to the risk-based

capital requirements.

The Basel III leverage ratio is defined as the capital measure (the numerator) divided by the
exposure measure (the denominator), with this ratio expressed as a percentage.

Leverage Ratio = Capital Measure (Tier 1 Capital)
Exposure Measure

. As on December 31,
Particulars 2023
Tier 1 Capital 42,946.2
Exposure measure 6,22,127.3
Leverage ratio 6.90%
Notes
SFT : Securities Financing Transactions
PFE : Potential Future Exposure
CCP : Central Counterparty
CCR : Counterparty Credit Risk
Leverage Ratio for 4 quarters are as under-
(¥ million)
Ason As on
Particulars As ;11121?;[2;“}1 A; 3 1213; 3ne September December
g g 30,2023 31,2023
Tier 1 Capital 42,843.0 42,983.7 42,991.0 42,946.2
Exposure measure 5,47,157.9 5,73,594.7 6,01,582.8 6,22,127.3
Leverage ratio 7.83% 7.49% 7.15% 6.90%

Page 12 of 12




