Matendra's
GENERAL /FINANCIAL

BANKING AWARENESS
& STATIC GK

BASEL NORMS
PART-2

SBI PO 2021 | IBPS PO & CLERK 2021

DAY - 30 1:00 PM



http://www.mahendras.org/

/ W atiewdna’s / / FOR MORE DISCOUNT VISIT Www.mahendras.org & USE PROMO CODE : E15031 /

What are Basel Norms?
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®* Basel is a city in Switzerland.

® 1Itis the headquarters of Bureau of
International Settlement (BIS), which
fosters co-operation among central
banks with a common goal of financial

stability and common standards of

banking regulations.
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Bureau of International Settlement (BIS)
was established on 17 May 1930.

S AT FTAIHA HeeTHe (BIS) hi TATIAT
17 w3 1930 =1 g3 oM

BIS is oldest financial institution.
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Bank for International Settlemeaents

o HBAMK FOR INTERNATIONAL SETTLEMENTS
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Established 17 May 1220; 91 vyears ago

Typ= Imt=rmational inancial
institution

Purpose Ceantral bank coopeaeration

L ocatiom Eas=l, Switzerland

(Extraterritorial jurisdiction)

Coordinates - A4F=3253"NM FTISZF1E
Membership G2 central banks
General Agustin Carstens
manager

Main organ Board of directorsl]

WwWebsite Wt _bis . org G
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®* The Basel Committee on Banking Supervision (BCBS) is
the primary global standard setter for the prudential
regulation of banks and provides a forum for regular
cooperation on banking supervisory matters for the central

banks of different countries.

®* It was established by the Central Bank governors of the Group

of Ten countries in 1974.


http://www.mahendras.org/

/ :%ﬂé%d'%d ’d/// FOR MORE DISCOUNT VISIT www.mahendras.org & USE PROMO CODE : E15031 /

o Sk waeOr W SEe wiufd (i) St o et
farfaram o foTT urarferer Sfsrer wrer frarmes @ of fafer=
9T &% HE T Tert o Toru S udeft wren w FAafaa
UEANT o ToTU ek wr weTe L )

*  3U 1974 W TH 9N o THE o oA Soh oh TN gRT TTHUA
feraT T e


http://www.mahendras.org/

/ :%ﬂé%d"zd ’é,// FOR MORE DISCOUNT VISIT www.mahendras.org & USE PROMO CODE : E15031 /

Why these norms?

Banks lend to different types of borrowers and each carries
its own risk.

They lend the deposits of the public as well as money raised
from the market i.e, equity and debt.

This exposes the bank to a variety of risks of default and as

a result they fall at times.

Therefore, Banks have to keep aside a certain percentage of
capital as security against the risk of non — recovery.

The Basel committee has produced norms called Basel

Norms for Banking to tackle this risk.
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The Basel Committee has issued three sets of regulations which

are known as Basel-1, 11, and I11.

Basel-I
®* It was introduced in 1988.

* It focused almost entirely on credit risk.

® Credit risk is the possibility of a loss resulting from a
borrower's failure to repay a loan or meet contractual
obligations. Traditionally, it refers to the risk that a lender

may not receive the owed principal and interest.
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Basel-1
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® It defined capital and structure of risk weights for
banks.

®* The minimum capital requirement was fixed at 8% of
risk weighted assets (RWA).

* RWA means assets with different risk profiles.

* For example, an asset backed by collateral would carry
lesser risks as compared to personal loans, which have
no collateral.

® India adopted Basel-I guidelines in 1999.
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In Basel Norms I two important points was

introduced-

* CAPITAL ADEQUACY RATIO (CAR)
* RISK WEIGHTED ASSETS (RWA)

am
E
Capital . , . .
Adequacy = (Tier 1 Capital + Tier 2 Capital)

Ratio Formula Risk Weighted Assets

.
]!



http://www.mahendras.org/

/ Watendrna’s / / FOR MORE DISCOUNT VISIT www.mahendras.org & USE PROMO CODE : E15031 /

....... : Basel-11
i The Capital Accord of Basel |l g
= J L 1 l —+ * 1In 2004, Basel II guidelines were published
by BCBS.
. : . ® These were the refined and reformed
Pillar 1 Pillar 2 Pillar 3
Minimum Supervisory Enhanced versions Of Basel 1 accord.
Capital Review Disclosure - .
Requirements Process (Discipline of * The guldehnes were based on three
Market) . . .
parameters, which the committee calls it as
C | . . 1 : pillars.
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* Capital Adequacy Requirements: Banks should maintain a

minimum capital adequacy requirement of 8% of risk assets

® Supervisory Review: According to this, banks were needed to

develop and use better risk management techniques in
monitoring and managing all the three types of risks that a

bank faces, viz. credit, market and operational risks.

* Market Discipline: This needs increased disclosure

requirements. Banks need to mandatorily disclose their CAR,

risk exposure, etc to the central bank.
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Basel 111

°In 2010, Basel I11I guidelines were released.

*These guidelines were introduced in response to the
financial crisis of 2008.

*A need was felt to further strengthen the system as
banks in the developed economies were under-
capitalized, over-leveraged and had a greater reliance
on short-term funding.

°It was also felt that the quantity and quality of capital
under Basel II were deemed insufficient to contain any

further risk.
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CORE capital
s ff - =5.5%of
Basel Il capital SEL 1 HEAE

regulation is started
from 1st Jan, 2013 & It

- Total tier 1 capital
will be fully . |

= 7% of RWAs
implemented by March WSk
31, 2019.
Total capital
st - =9%of
DLCET I RWAs
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The CCB In the form of

A minimum ca

pital Adequacy

Ratio for bank will be 11.5%

ication of the

capital conservation buffer

common equity of 2.5% of after full app
RWA.
by 31t march 2019.
CAPITAL
CONSERVATION
BUFFER
.

CCB requirement IS

proposed to be implemented
between march 315t 2014 To
March 31st, 2019.
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Domestic Systemically Important banks(D-SIB)

»In addition to the SBI and ICICI Bank, which continue to be identified as
Domestic Systemically Important Banks (DSIBs), the Reserve Bank of
ndia has also identified HDFC Bank as a D-SIB, under the same
pucketing structure as last year. The additional Common Equity Tier 1
(CET1) requirement for D-SIBs has already been phased-in from April 1,
2016 and will become fully effective from April 1, 20109.

TS I HoFC BANK
ICICIBank §"/Ga
khayaal aapka millk

-

-
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Q.1. Which of the following is known as the third pillar of basel-I1I accord?
Q 1. F=feRae & o forer Jaer-fedia v & S &9 % & | ST 14T 22

Minimum capital requirement
Supervisory review process

Standard approach

= 52 Y b

Market discipline
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Q.2- Which of the following is the risk of detault on a debt that may arise from a

borrower failing to make required payments?

Q.2- Fr=feTiRara & | &1 |1 /0T TR <6k T ANRGH § ST Teh SYRHAT H ATA9AH
AT H | {6 B | Ied—~ 81 ARl 82

Market Risk
Credit Risk

Operational Risk
Forex Risk

= & Y 5
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Q 3- Operational risk is the risk of loss arising from various types of ?

Q 3- IRETAT SIRGH T TehX <k " 30 I AT ThAT SRl SITREH 82

Human error

System failed in the bank
Breakdown in internal control
All of the above

S
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Q.4- How many pillars is the Basel II Framework based?

Q.4- AT 11 T Toha Tt U STreamiia 22

1. One
2. Two
3. Three
4. Four
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Q 5- As per Basel 111, the risk of losses in on balance sheet and off balance sheet

positions arising from movements in market prices is called ?

Q 5- 9| 111 o ATHAR, ATAR T HIHAT H IAR-TGTS § IcU~ B ATt deid INe 3R
méﬁvyﬁzsﬁ&aﬁﬁw%aﬁmaﬁ HET ATAT 82

Credit risk
Market risk

Pricing risk

S

Liquidity risk
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Q.6- As per the basel I1I implementation in India, minimum Tier1 capital must be

% of risk weighted assets on going basis?

Q.6- WA H o&et 11 ST+ h ATEAR, =IAqH TEaR 1 Yit, STRaw Wik afeeai~t ot
% BT TTRY?

5.5%
7%
9%
11%

El
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Q.7. Basel Committee on Banking Supervision is a committee of banking super

authorities that was established by ?

Q 7. ST TASIUT UX ST ATHTT ST T reiiiet oht Uk wfuta @ o EGU
TrTiua TerdT T aT?

RBI
2. Central Bank governors of
the group of 10 countries
3. Unites state of America

European countries
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Q.8- To calculate capital adequacy ratio, the banks are required to take into account
which of the following risks?

Q.8- U TATHAT SATUTA <hl TTUHT &l o ToTT, deht oht THmfeTiaa W & fore shiaw =t
ST W [T ATV 22

Credit risk and operational risk
Credit risk and market risk

Market risk and operational risk

S S

Credit risk, market risk, operational risk
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Q.9. Which one is not under the three pillars of BASEL III norms in banking industry?
Q 9. I AT TR ITWT H I [ HTHAEEST ok o1 TN ok i d T8l 1T 82

1. Market Discipline
2. Minimum Capital Requirement
3. Risk oriented Supervision

4. Supervisory Review Process
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Q.10- The minimum total capital ratio under Basel -III is .................... % of RWA?
Q.10- IHA-IIT & TEA TAAH HeT Ystl FTATA HARSSTIT T .veeeeennnnnneen. % &?

1. 2.5%

2. 3.5%

3. 9%

4. 10.5%


http://www.mahendras.org/

GENERAL / FINANCIAL
§ BANKING AWARENESS
& STATIC GK

Forooem | Live O


http://www.mahendras.org/

