Alchemy Technologies

DRAFT ICAAP
REPORT

ICAAP - Implementation and challenges workshop - 14th March
2009



Private & Confidential (Do not share, distribute, reproduce or photocopy) qlCheI I Iy
Actuaries. Analysts.

CONTENTS
1. CAPITAL ALLOCATION AND ATTRIBUTION .........cc.....
i. Sources of Information: Published Financial Statements.......cccccooeecciiiieiii e, 4
[T AU 0 Y o1 o [0 1= 4
LTI Y = T G o U S SURPRN 4
V. INEErESt Rt RiSK..iii it e e e e e e et r e e e e e e e e e anraeeeeeeeeesenanes 5
Vo LIQUITITY RISK.ceiiiiiiiiiiiiii ettt e e e e st e e e e e e e eeanbbaeeeeseeesennsrrrereseeenns 5
Vi. CONCENLIAtioN RiSK ..cciiiiiiieeeee e e e e e e e e e e e anrreeeeaeeeas 5
LY TR O =T [ 2T PSS 6
Viil. OPEIratioNal RiSK ...ueeiiiiiiiiiiiiiiie e e e et e e e e e s esnabrrereeeeeeas 6
IO N QY e fo{ g =T= - | o ] [ OUP PSP 7
X APPIES Wt APPIES ceveeeiieiiiiitteeeee ettt e e e et e e e e e e eeasbbareeeeeeesenssrrrereeeeenns 7
Xi. ACTUAL WIth ACTUAL e e e e e e e e aarreeeeeeeeas 7
Xii. Stress Testing — Credit RiSK ... .. it siee e e s e e e 8
Xiii. Stress Testing — LIQUIAITY RiSK......coiviiiiieiiiiiiiciirieeeec ettt eesanrrere e e e e 10
Xiv. Stress Testing — Interest Rate RisK......cuviiiiiiiiiiiiiii e 10
XV. Stress Testing — EQUItY Price RiSK ....ccovuiiiiiiiiiii e 11
2. CREDIT RISK ..ttt iiiiiiittitttteeeeeeseeeeseonnsseessannnns 12
i. Sources of Information: Published Financial Statements........ccccoeecciiiiiiiii e, 12
[T AU 0 Y o1 o [0 1= 12
TR I e T A =1 VAT PRSP 13
[NV LY ST 0 Lo 1TV = PP 14
V. Current distribution of Capital........cooieiiiiiiiiiiiiiic e 15
Vi, CaPital AQ@QUACY ..eeeiiiiiiiie ittt ettt et e st e e e s st e e e s sabae e e ssabeeeesnabaeeessaneeeesnnns 15
3. MARKET RISK ..ttt tieeeeeeeeoeonnsseessannnns 17
i. Sources of Information: Published Financial Statements........ccccoeecciiiieiiiii e, 17
[T AN YU 0 Y o1 o [0 1= 18
111, BaSIS fOr ANGIYSIS coiiiiieiiiiiiiee ettt e e e e esebb e e e e e e e eeabbarereeeeesesnsbsraneeeeesesananes 18
a. Approaches for generating basic market risk capital charge and risk weighted assets...........ccccuee...e. 18
LT Y A g = Y2 [ USRS 18
(o S = i = Yol =T o - o To L3OO PP UPPPPPPRN 18
d. Analysis of PKRV, KIBOR, and KSE iNGICES ......cccueeiuiiiiieeeiieeieeciteesteesteesteeeteesveeessseesnseessseesneesnnneenns 18
IV, KEY FINAINES . eeieeeeeeee et e e s st e e e s sbae e e s e sbeeeessnabeaeeennneees 19
a. Capital Charge and Risk Weighted ASSEtS (RWA) .......ccccuveeeeiieeeceieeeecreeeeecreeeeetreeeesneeeeeeareeeseneeeesnns 19
b. Capital Charge for Specific Interest Rate RiSK ........cceecuieiiiiiiei et 20
c. Capital Charge for General Interest Rate RiSK .......cceeieicuiiiieiiiei e 21
d. Capital Charge for Equity Position Risk (Specific and General) ........ccccceeeieirceeiiireiiieseeeee e 21
e. Value at Risk (VaR) under Variance-Covariance and Histogram Approaches .........cccceeeveeceeeciveecnneens 22
f. Pakistan Revaluation (PKRV) RAtES .......cccuiiiiiirieeiieeeieeerite et e st e steeseeeeneeessseessnessnseesneeesssessssessnsens 22
. KIBOR RATES e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e aaaaaaaaaaaaaaaaens 25

©Copyright Alchemy Technologies Pvt Ltd. 2009




Private & Confidential (Do not share, distribute, reproduce or photocopy) qlCheI I Iy
Actuaries. Analysts.

Fall in the EQUity Prices DY 40%......ccocuiiiiuieiieeeiee ettt et ettt st e st e et e e st e sbeesbeeesaeeenaeas 26
T ] 3 0 [0 N [ Yo [ S 27
LI Y S 10N T o = P 28
4. LIQUIDITY RISK ...t iiiiiiiiiiiiiiiitnssssssssssnsnnnnnnnaaaa30
(0] o 1101 4 V7= PP 30
i. Sources of Information: Published Financial Statements..........ccccccuvveeieciieeeccciee e, 30
[T AU 0 Y o1 o [0 1= 30
(Gl o 1T o= I AN U o o 4T o -SSR 30
REPOIt WiSE @SSUMPTIONS ...uuiuiiiiiiiiiiii e a e aaaanaaansnnannnnsnsnnnnnnnnnnnnnnnnnnnnnnnn 31
Q. RAte SENSITIVE GAP FEPOIT . iiii ittt e e e e e s ettt e e e e s e s s bbtaaeeeeessassbeaaeeessssnnsseeaaaeesannas 31
oI S ol I =Y T VI =T o Yo RPN 31
Lol @ 1y o J 6 [0 Ty I Y o o T PSSRSO 31
Lo B = T 1T oY= Yl S ] G =] o Yo PSSRSO 31
LI o [U] o [ AV CF Yl =T o Yo o PSRN 31
11, BaSIS fOr ANGIYSIS coiiiiiiiiiiieiit et e e e esebr e e e e e e e seaabbeeereeeessesnsbsreneeeeeeesananes 31
LAV LY ST 0 Lo 110V = PP 31
Q. RATE G A P s 32
o T o Tol I G 2 TP 32
Lol T [U1 o 13 4V - PSSR 33
Lo B 01y B o J [0 1Y PSPPSR 33
€. EQrNINGS @t RiSK...ieiiiiiiii ittt e e et e e e et e e e s te e e e easaeesaasaee e e nsaeeeenteeeennraeeeanns 34
5. INTEREST RATE RISK ...... . iiiiiiiiiiiiiiiiieeeeeeees.. 35
i. Sources of Information: Published Financial Statements.......cccccooeecciiiiieiii e, 35
[T AU 0 Y o1 o Lo 1= 35
TR I e T A =1 AT USSP TPPP 35
[\ = 7= Yol o 10 g T I o T To [T Y= UP PSP 36
Q. PRV RS ettt ettt ettt e ettt e e e s e sttt e e e e s e e aas e et aeee s e s sssseaaeeessesasssneaaaeessanansnneaaaeessnnnn 36
T 11O TS 2 (S 36
LV =NV 10T LT = PRSP 37
T D10 - | 4 o PO PP UPRPPPPN 37
(ol 6o 1 o (o J &1 [o Y= o TIPS 37
d. Impact of Stress Interest rate SCeNarios 0N CAR:........ccciiieeiiieee et eecree e eere e e e ste e e s e aree e seneeeeenns 38
€. SErESS TESTING REPOITS ...uueiiiiieiiieeiitttee ettt e e e s s st e e e e s e s areteeeessesanssreaeeeessssansnseneeessennn 38
INcrease in the INTEreSt FateS DY 5%0..cci ittt e ee e e e e e e et a e e e e e e e e s asaaaeeeseeennnnens 38
RECOMMENDATIONS TO THE SENIOR TEAM & BOARD......ccteutenrenrenrerecrecracescencessascensassasansans 39
ACTION ITEMS .c.eenieeeieererererereceresesasesesessesesesecsensnsassssesesssesesesasssasssassssssasesasasnsasnsnsnsnnnns 39
RESPONSIBILITIES.c.eueeterecececneesesessereresesesesesasasnsessssssssssssssssnsssssnssssssssesesasssssasasssssssnssnsasase 39

©Copyright Alchemy Technologies Pvt Ltd. 2009




	1. CAPITAL ALLOCATION AND ATTRIBUTION
	i. Sources of Information: Published Financial Statements
	ii. Assumptions
	iii. Market Risk
	iv. Interest Rate Risk
	v. Liquidity Risk
	vi. Concentration Risk
	vii. Credit Risk
	viii. Operational Risk
	ix. Risk Aggregation
	x. Apples with Apples
	xi. Actual with Actual
	xii. Stress Testing – Credit Risk
	xiii. Stress Testing – Liquidity Risk
	xiv. Stress Testing – Interest Rate Risk
	xv. Stress Testing – Equity Price Risk

	2. Credit Risk
	i. Sources of Information: Published Financial Statements
	ii. Assumptions
	iii. Basis for Analysis
	iv. Key Findings
	v. Current distribution of capital
	vi. Capital Adequacy

	3. Market Risk
	i. Sources of Information: Published Financial Statements
	ii. Assumptions
	iii. Basis for Analysis
	a. Approaches for generating basic market risk capital charge and risk weighted assets
	b. VaR Analysis
	c. Stress Testing Scenarios
	d. Analysis of PKRV, KIBOR, and KSE indices

	iv. Key findings
	a. Capital Charge and Risk Weighted Assets (RWA)
	b. Capital Charge for Specific Interest Rate Risk
	c. Capital Charge for General Interest Rate Risk
	d. Capital Charge for Equity Position Risk (Specific and General)
	e. Value at Risk (VaR) under Variance-Covariance and Histogram Approaches
	f. Pakistan Revaluation (PKRV) Rates
	g. KIBOR Rates
	Fall in the Equity prices by 40%

	h. KSE 100 Index
	i. KSE 30 index


	4. Liquidity Risk
	Objective
	i. Sources of Information: Published Financial Statements
	ii. Assumptions
	General Assumptions
	Report wise assumptions
	a. Rate sensitive GAP report:
	b. Price Sensitive report:
	c. Cost to Close report:
	d. Earning at Risk report:
	e. Liquidity GAP report:


	iii. Basis for Analysis
	iv. Key Findings
	a. Rate GAP
	b. Price GAP
	c. Liquidity GAP
	d. Cost to Close
	e. Earnings at Risk


	5. Interest Rate Risk
	i. Sources of Information: Published Financial Statements
	ii. Assumptions
	iii. Basis for Analysis
	iv. Background Findings
	a. PKRV Rates
	b. KIBOR Rates

	v. Key Findings
	a. Duration
	c. Cost to Close the Gaps
	d. Impact of Stress Interest rate Scenarios on CAR:
	e. Stress Testing Reports
	Increase in the interest rates by 5%



	Recommendations to the Senior Team & Board
	Action Items
	Responsibilities



