Basel lll - Pillar 3 Disclosures

1. Capital Adequacy

Assessment of capital adequacy

The Bank has a process for assessing its overall capital adequacy in relation to the Bank's risk profile and a
strategy for maintaining its capital levels. The process provides an assurance that the Bank has adequate capital
to support all risks inherent to its business and an appropriate capital buffer based on its business profile. The
Bank identifies, assesses and manages comprehensively all risks that it is exposed to through sound governance
and control practices, robust risk management framework and an elaborate process for capital calculation and
planning.

The Bank has a comprehensive Internal Capital Adequacy Assessment Process (‘ICAAP’). The Bank’s ICAAP
covers the capital management policy of the Bank, sets the process for assessment of the adequacy of capital to
support current and future activities / risks and a report on the capital projections for a period of 2 to 3 years.

The Bank has a structured management framework in the internal capital adequacy assessment process for the
identification and evaluation of the significance of all risks that the Bank faces, which may have a material adverse
impact on its business and financial position. The Bank considers the following as material risks it is exposed to in
the normal course of its business and therefore, factors these while assessing / planning capital:

= Credit Risk, including residual risks = Credit Concentration Risk
= Market Risk = Business Risk

= Operational Risk = Strategic Risk

= Interest Rate Risk in the Banking Book = Compliance Risk

= Liquidity Risk = Reputation Risk

= Intraday Risk = Technology Risk

= Model Risk = Counterparty Credit Risk

The Bank has implemented a Board approved Stress Testing Framework which forms an integral part of the
Bank's ICAAP. Stress Testing involves the use of various techniques to assess the Bank’s potential vulnerability to
extreme but plausible stressed business conditions. The changes in the levels of Credit Risk, Market Risk,
Liquidity Risk and Interest Rate Risk in the Banking Book (‘IRRBB’) and the changes in the on and off balance
sheet positions of the Bank are assessed under assumed “stress” scenarios. Typically, these relate, inter alia, to
the impact on the Bank’s profitability and capital adequacy. Stress tests are conducted on a quarterly basis and the
stress test results are put up to the Risk Policy & Monitoring Committee of the Board on a half yearly basis and to
the Board annually, for their review and guidance. The Bank periodically assesses and refines its stress tests in an
effort to ensure that the stress scenarios capture material risks as well as reflect possible extreme market moves
that could arise as a result of business environment conditions. The stress tests are used in conjunction with the

Bank’s business plans for the purpose of capital planning in the ICAAP.
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Capital requirements for credit risk

(Amounts in ¥ million)

Particulars June 30, 2014

Portfolios subject to standardised approach 288,605.6
Securitisation exposures 12,537.9
Total 301,143.5

Capital requirements for market risk

(Amounts in ¥ million)

Standardised duration approach

June 30, 2014

Interest rate risk 7,463.9
Equity risk 831.7
Foreign exchange risk (including gold) 1,260.0
Total 9,555.6

Capital requirements for operational risk

(Amounts in ¥ million)

Particulars

June 30, 2014

Basic indicator approach

34,144.3

Common Equity Tier 1 (‘CETL1’), Tier 1 and Total capital ratios (computed as per Basel Il capital

regulations)

The minimum capital requirements under Basel Il will be phased-in as per the guidelines prescribed by RBI.

Accordingly, the Bank is required to maintain a minimum CET1 capital ratio of 5.0%, a minimum Tier | capital ratio

of 6.5% and a minimum total capital ratio of 9.0% as of June 30, 2014. The Bank’s position in this regard is as

follows:

Particulars

Standalone

Consolidated

June 30, 2014

June 30, 2014

CET1 capital ratio
Tier | capital ratio

Total capital ratio

11.10%

11.10%

15.13%

11.03%

11.03%

15.05%

Note: Subordinated debt instruments issued by HDBFS have not been considered as eligible capital instruments

under the Basel Il transitional arrangements.

H} HDFC BANK

We understand your world




Basel lll - Pillar 3 Disclosures

2. Credit Risk

Credit Risk Management

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.

Architecture

The Bank has a comprehensive credit risk management architecture. The Board of Directors of the Bank endorses
the credit risk strategy and approves the credit risk policies of the Bank. This is done taking into consideration the
Bank’s risk appetite, derived from perceived risks in the business, balanced by the targeted profitability level for the
risks taken up. The Board oversees the credit risk management functions of the Bank. The Risk Policy &
Monitoring Committee (‘RPMC’), which is a committee of the Board, guides the development of policies,
procedures and systems for managing credit risk, towards implementing the credit risk strategy of the Bank. The
RPMC ensures that these are adequate and appropriate to changing business conditions, the structure and needs
of the Bank and the risk appetite of the Bank. The RPMC periodically reviews the Bank’s portfolio composition and
the status of impaired assets.

The Bank’s Credit & Market Risk Group drives credit risk management centrally in the Bank. It is primarily
responsible for implementing the risk strategy approved by the Board, developing procedures and systems for
managing risk, carrying out an independent assessment of credit and market risk, approving individual credit
exposures and monitoring portfolio composition and quality. Within the Credit & Market Risk group and
independent of the credit approval process, there is a framework for review and approval of credit ratings. With
regard to the Wholesale Banking business, the Bank’s risk management functions are centralised. In respect of the
Bank’s Retail Assets business, while the various functions relating to policy, portfolio management and analytics
are centralised, the underwriting function is distributed across various geographies within the country. The risk
management function in the Bank is clearly demarcated and independent from the operations and business units

of the Bank. The risk management function is not assigned any business targets.

Credit Process

The Bank expects to achieve its earnings objectives and to satisfy its customers’ needs while maintaining a sound
portfolio. Credit exposures are managed through target market identification, appropriate credit approval

processes, post-disbursement monitoring and remedial management procedures.

There are two different credit management models within which the credit process operates - the Retail Credit
Model and the Wholesale Credit Model. The Retail Credit Model is geared towards high volume, small transaction
sized businesses wherein credit appraisals of fresh exposures are guided by statistical models and are managed
on the basis of aggregate product portfolios. The Wholesale Credit Model on the other hand, is relevant to lower
volume, larger transaction size, customised products and relies on a judgmental process for the origination,

approval and maintenance of credit exposures.
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The credit models have two alternatives for managing the credit process — Product Programs and Credit
Transactions. In Product Programs, the Bank approves maximum levels of credit exposure to a set of customers
with similar characteristics, profiles and / or product needs, under clearly defined standard terms and conditions.
This is a cost-effective approach to managing credit where credit risks and expected returns lend themselves to a
template-based approach or predictable portfolio behavior in terms of yield, delinquency and write-off. Given the
high volume environment, automated tracking and reporting mechanisms are important to identify trends in
portfolio behavior early and to initiate timely adjustments. In the case of credit transactions, the risk process
focuses on individual customers or borrower relationships. The approval process in such cases is based on
detailed analysis and the individual judgment of credit officials, often involving complex products or risks, multiple

facilities / structures and types of securities.

The Bank’s Credit Policies & Procedures Manual and Credit Programs, where applicable, form the core to
controlling credit risk in various activities and products. These articulate the credit risk strategy of the Bank and
thereby the approach for credit origination, approval and maintenance. These policies define the Bank’s overall
credit granting criteria, including the general terms and conditions. The policies / programs generally address
areas such as target markets / customer segmentation, qualitative and quantitative assessment parameters,
portfolio mix, prudential exposure ceilings, concentration limits, price and non-price terms, structure of limits,
approval authorities, exception reporting system, prudential accounting and provisioning norms, etc. They take
cognizance of prudent and prevalent banking practices, relevant regulatory requirements, nature and complexity of

the Bank’s activities, market dynamics etc.

Credit concentration risk arises mainly on account of concentration of exposures under various categories
including industry, products, geography, underlying collateral nature and single / group borrower exposures. To
ensure adequate diversification of risk, concentration ceilings have been set up by the Bank on different risk
dimensions, in terms of borrower/ business group, industry and risk grading.

The RPMC sets concentration ceilings and the Credit & Market Risk Group monitors exposure level under each
dimension and ensures that the portfolio profile meets the approved concentration limits. These concentration
ceilings and exposure levels are periodically reported to the Board. The regulatory prudential norms with respect to
ceilings on credit exposure to individual borrowers or group of borrowers also ensure that the Bank avoids

concentration of exposure.

As an integral part of the credit process, the Bank has a fairly sophisticated credit rating model appropriate to each
market segment in Wholesale Credit. The models follow principles similar to those of international rating agencies.
In Retail Credit, score cards have been introduced in the smaller ticket, higher volume products like credit cards,
two wheeler loans and auto loans. For the other retail products which are typically less granular or have higher
ticket sizes, loans are underwritten based on the credit policies, which are in turn governed by the respective

Board approved product programs. All retail portfolios are monitored regularly at a highly segmented level.

Management monitors overall portfolio quality and high-risk exposures periodically, including the weighted risk
grade of the portfolio and industry diversification. Additional to, and independent of, the internal grading system
and the RBI norms on asset classification, the Bank has a labeling system, where individual credits are labeled
based on the degree of risk perceived in them by the Bank. Remedial strategies are developed once a loan is

identified as an adversely labeled credit.
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Definition of Non-Performing Assets

The Bank follows extant guidelines of the RBI on income recognition, asset classification and provisioning. A Non-

Performing Asset (‘NPA’) is a loan or an advance where:

a) Interest and / or installment of principal remain overdue for a period of more than 90 days in respect of a term

loan.

b) The account remains ‘out of order’, in respect of an overdraft / cash credit (‘'OD’ / ‘CC’). An account is treated
as ‘out of order’ if the outstanding balance remains continuously in excess of the sanctioned limit / drawing
power or where there are no credits continuously for 90 days as on the date of balance sheet or credits are

not enough to cover the interest debited during the same period.
c) The bill remains overdue for a period of more than 90 days in the case of bills purchased and discounted.
d) The installment of principal or interest thereon remains overdue for two crop seasons for short duration crops.
e) The installment of principal or interest thereon remains overdue for one crop season for long duration crops.
f)  Any amount to be received remains overdue for a period of more than 90 days in respect of other accounts.

g) The amount of liquidity facility remains outstanding for more than 90 days, in respect of a securitisation

transaction undertaken in terms of RBI’s guidelines on securitisation dated February 1, 2006.

h) In respect of derivative transactions, the overdue receivables representing positive mark-to-market value of a
derivative contract, if these remain unpaid for a period of 90 days from the specified due date for payment.

Any amount due to the Bank under any credit facility is ‘overdue' if it is not paid on the due date fixed by the Bank.
The Bank will classify an account as NPA if the interest due and charged during any quarter is not serviced fully
within 90 days from the end of the quarter. When a particular facility of a borrower has become non-performing,
the facilities granted by the Bank to that borrower (whether a wholesale or retail borrower) will be classified as NPA
and not the particular facility alone which triggered the NPA classification for that borrower.

Advances against term deposits, National Savings Certificates eligible for surrender, Indira Vikas Patras, Kisan
Vikas Patras and Life Insurance policies need not be treated as NPAs, provided adequate margin is available in
the accounts. Credit facilities backed by the Central Government though overdue may be treated as NPA only
when the Government repudiates its guarantee when invoked. State Government guaranteed advances and
investments in State Government guaranteed securities would attract asset classification and provisioning norms if

interest and / or principal or any other amount due to the Bank remains overdue for more than 90 days.

A loan for an infrastructure project will be classified as NPA during any time before commencement of commercial
operations as per record of recovery (90 days overdue), unless it is restructured and becomes eligible for
classification as 'standard asset' in terms of conditions laid down in the related RBI guidelines. A loan for an
infrastructure project will be classified as NPA if it fails to commence commercial operations within two years from
the original Date of Commencement of Commercial Operations (‘DCCQ’), even if it is regular as per record of
recovery, unless it is restructured and becomes eligible for classification as 'standard asset' in terms of conditions

laid down in the related RBI guidelines.

A loan for a non-infrastructure project (other than commercial real estate exposures) will be classified as NPA
during any time before commencement of commercial operations as per record of recovery (90 days overdue),
unless it is restructured and becomes eligible for classification as 'standard asset' in terms of conditions laid down
in the related RBI guidelines. A loan for a non-infrastructure project (other than commercial real estate exposures)
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will be classified as NPA if it fails to commence commercial operations within one year from the original DCCO,
even if is regular as per record of recovery, unless it is restructured and becomes eligible for classification as

'standard asset' in terms of conditions laid down in the related RBI guidelines.

A loan for commercial real estate project will be classified as NPA during any time before commencement of
commercial operations as per record of recovery (90 days overdue), or if the project fails to commence commercial
operations within one year from the original DCCO or if the loan is restructured.

Non-performing assets are classified into the following three categories:

= Substandard Assets
A substandard asset is one, which has remained NPA for a period less than or equal to 12 months. In such
cases, the current net worth of the borrower / guarantor or the current market value of the security charged is
not enough to ensure recovery of the dues to the banks in full. In other words, such an asset will have well
defined credit weaknesses that jeopardize the liquidation of the debt and are characterised by the distinct

possibility that banks will sustain some loss, if deficiencies are not corrected.

= Doubtful Assets
A doubtful asset is one, which remained NPA for a period exceeding 12 months. A loan classified as doubtful
has all the weaknesses inherent in assets that were classified as substandard, with the added characteristic
that the weaknesses make collection or liquidation in full, on the basis of currently known facts, conditions and
values, highly questionable and improbable.

= Loss Assets
A loss asset is one where loss has been identified by the Bank or internal or external auditors or the RBI
inspection but the amount has not been written off wholly. In other words, such an asset is considered
uncollectible and of such little value that its continuance as a bankable asset is not warranted although there

may be some salvage or recovery value.

Interest on non-performing assets is not recognised in the profit / loss account until received. Specific provision for
non-performing assets is made based on Management’s assessment of their degree of impairment subject to the

minimum provisioning level prescribed by RBI.

Geographic distribution of exposure Amounts in () million
June 30, 2014
Exposure distribution Fund Non-fund Total
Based Based
Domestic 3,296,027.2 698,830.9 3,994,858.1
Overseas 241,341.4 39,650.5 280,991.9
Total 3,5637,368.6 | 738,481.4 | 4,275,850.0

Note: Exposure is comprised of loans & advances including bills re-discounted, investments in debenture &
bonds, commercial papers, equity shares, preference shares, units of mutual funds, certificate of deposits,
security receipts, on-balance sheet securitisation exposures purchased or retained, deposits with NABARD,
SIDBI & NHB under the priority/weaker section lending schemes, guarantees, acceptances & endorsements,
letters of credit and credit equivalent of foreign exchange and derivative exposures.

{1 HDFC BANK

We understand your world




Basel lll - Pillar 3 Disclosures

Industry-wise distribution of exposures

(Amounts in ¥ million)

As on June 30, 2014
Industry
Fund Based Non-fund Based

Agriculture and Allied Activities 146,358.3 802.9
Automobile and Auto Ancillary 151,053.4 16,236.9
Banks and Financial Institutions 184,390.8 141,016.2
Capital Market Intermediaries 18,415.1 22,222.6
Cement and Products 24,403.9 6,375.2
Chemical and Products 36,356.4 7,420.7
Coal and Petroleum Products 76,389.7 108,780.4
Construction and Developers (Infrastructure) 41,2135 23,976.1
Consumer Durables 11,602.0 4,773.0
Drugs and Pharmaceuticals 31,7715 5,537.6
Engineering 58,205.5 36,803.9
Fertilizers and Pesticides 50,697.9 11,533.6
Food and Beverage 105,663.3 8,088.6
Gems and Jewelry 22,999.9 2,808.8
Housing Finance Companies 53,130.3 534.8
Information Technology 12,800.1 9,914.9
Iron and Steel 87,606.5 17,227.1
Mining and Minerals 23,357.3 5,159.2
NBFC / Financial Intermediaries 92,348.3 62,526.1
Non-ferrous Metals 14,695.5 44,651.3
Paper, Printing and Stationery 20,752.8 1,229.4
Plastic and products 12,770.5 2,753.2
Power 77,557.6 14,778.5
Real Estate and Property Services 59,858.0 10,264.3
Retail Assets™ 1,379,287.0 65,905.2
Retail Trade 98,186.2 3,083.3
Road Transportation” 149,472.3 2,569.7
Services 97,447.7 14,758.2
Telecom 31,854.0 21,189.8
Textiles and Garments 47,730.3 11,845.8
Wholesale Trade 241,981.1 29,478.2
Other Industries™ 77,011.9 24,235.9
Total 3,537,368.6 738,481.4

" Details of exposure to real estate sector’ as disclosed in the Notes forming part of the Financial Statements is as per RBI guidelines, which

includes exposure to borrowers in the real estate industry, investment in home finance institutions, securitization, etc.

” Comprises auto loans, consumer loans, credit cards, home loans, personal loans, two wheeler loans, business loans not elsewhere classified

™ Includes retail commercial vehicle financing.

"Includes industries such as airlines, fishing, FMCG & personal care, glass & products, leather & products, media & entertainment, other non-

metallic mineral products, railways, rubber & products, shipping, tobacco & products, wood & products, each of which is less than 0.25% of

the total exposure.
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Exposures to industries (other than retail assets) in excess of 5% of total exposure
(Amounts in ¥ million)

As on June 30, 2014
Industry
Fund Based Non-fund Based
Banks and Financial Institutions 184,390.8 141,016.2
Wholesale Trade 241,981.1 29,478.2
Residual contractual maturity breakdown of assets
= As on June 30, 2014
(Amounts in ¥ million)
Balances
Cash and with Banks
Maturity and Money . Fixed Other Grand
Balances Investments Advances
Buckets . at Call and Assets Assets Total
with RBI
Short
Notice

1to 14 days 81,676.8 42,233.6 252,953.3 200,129.7 - 20,758.0 597,751.4
15 to 28 days 6,203.5 1,354.3 44,133.6 102,974.1 - 30,302.8 184,968.3
29 days to 3 10,216.1 4,906.7 109,1035 | 328,706.7 ; 10,3724 |  463,305.4
months
3 to 6 months 6,908.1 8,680.3 66,357.1 253,838.8 - 6,066.1 341,850.4
Segf”ths ol 8,018.4 19,762.2 64,496.5 | 347,550.7 - 1,740.5 |  441,568.3
1to 3 years 62,249.0 775.3 349,936.3 | 1,498,195.2 - 158,356.9 | 2,069,512.7
3to 5 years 2,107.2 5,526.1 64,890.0 262,872.1 - 1,877.1 337,272.5
Above 5 years 43,412.1 126.3 270,718.9 260,599.3 30,033.8 779.0 605,669.4
Total 220,791.2 83,364.8 1,222,589.2 | 3,254,866.6 30,033.8 230,252.8 | 5,041,898.4

*Excludes bills re-discounted.

Asset quality

(Amounts in ¥ million)

Particulars June 30, 2014
Movement of Gross NPAs

Opening balance 31,007.6
Additions during the year 12,717.1
Reductions (8,777.2)
Closing balance 34,947.5
Movement of provisions for NPAs

Opening balance 22,2239
Provisions made during the year 8,228.8
Write-off (3,878.3)
Write-back of excess provisions (2,445.5)
Closing balance 24,128.9
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(Amounts in ¥ million)

Particulars June 30, 2014
NPA ratios

a) Gross NPAs to gross advances 1.07%
b) Net NPAs to net advances 0.33%
Amount of Net NPAs

Gross NPAs 34,947.5
Less: Provisions 24,128.9
Net NPAs 10,818.6

Classification of Gross NPAs

Sub-standard 18,787.0
Doubtful
= Doubtful 1 3,308.5
= Doubtful 2 5,947.9
= Doubtful 3 2,306.3
Loss 4,597.8
Total Gross NPAs 34,947.5

" Doubtful 1, 2 and 3 categories correspond to the period for which asset has been doubtful viz., up to one year
(‘Doubtful 1), one to three years (‘Doubtful 2°) and more than three years (‘Doubtful 3).

Note: NPAs include all assets that are classified as non-performing.

Non-performing investments

(Amounts in ¥ million)

Particulars June 30, 2014
Gross non-performing investments 1,085.8
Less: Provisions 974.3
Net non-performing investments 1115

Provision for depreciation on investments

(Amounts in ¥ million)

Particulars June 30, 2014
Opening balance 1,749.5
Provisions made during the year 16.8
Write-off -
Write-back of excess provisions (760.9)
Closing balance 1,005.4

Movement in provisions held towards depreciation on investments have been reckoned on a yearly basis
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3. Credit Risk: Portfolios subject to the Standardised Approach

Exposure

The Bank has used the Standardised Approach for the entire credit portfolio.

The Bank’s outstanding in three major risk weight buckets as well as those that are deducted, are as follows:

(Amounts in ¥ million)

Exposure June 30, 2014

Below 100% risk weight 1,795,566.9
100% risk weight 1,463,133.3
More than 100% risk weight 1,017,124.8
Deducted 25.0
Total 4,275,850.0

Note: Exposure is comprised of loans & advances including bills re-discounted, investments in debenture & bonds,
commercial papers, equity shares, preference shares, units of mutual funds, certificate of deposits, security
receipts, on-balance sheet securitisation exposures purchased or retained, deposits with NABARD, SIDBI & NHB
under the priority/weaker section lending schemes, guarantees, acceptances & endorsements, letters of credit and
credit equivalent of foreign exchange and derivative exposures.

Treatment of undrawn exposures

As required by the regulatory norms, the Bank holds capital even for the undrawn portion of credit facilities which
are not unconditionally cancellable by the Bank, by converting such exposures into a credit exposure equivalent
based on the applicable Credit Conversion Factor (‘CCF’). For unconditionally cancellable credit facilities the Bank
applies a CCF of zero percent.

Credit rating agencies

The Bank is using the ratings assigned by the following domestic external credit rating agencies, approved by the

RBI, for risk weighting claims on domestic entities:

Credit Analysis and Research Limited (‘CARE’)

= Credit Rating Information Services of India Limited (‘CRISIL")

= ICRA Limited (ICRA")

= |ndia Ratings and Research Private Limited (earlier known as Fitch India)

The Bank is using the ratings assigned by the following international credit rating agencies, approved by the RBI,

for risk weighting claims on overseas entities:

= Fitch Ratings
= Moody’s
= Standard & Poor’s
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Types of exposures for which each agency is used

The Bank has used the solicited ratings assigned by the above approved credit rating agencies for all eligible
exposures, both on balance sheet and off balance sheet, whether short term or long term, in the manner permitted
in the RBI guidelines on Basel Il capital regulations. The Bank has not made any discrimination among ratings

assigned by these agencies nor has restricted their usage to any particular type of exposure.

Public issue ratings transferred onto comparable assets

The Bank has, in accordance with RBI guidelines on Basel Il capital regulations, transferred public ratings on to

comparable assets in the banking books in the following manner:

Issue Specific Ratings
= All long term and short term ratings assigned by the credit rating agencies specifically to the Bank’s long term
and short term exposures respectively are considered by the Bank as issue specific ratings.

= For assets in the Bank’s portfolio that have contractual maturity less than or equal to one year, short term ratings
accorded by the chosen credit rating agencies are considered relevant. For other assets, which have a
contractual maturity of more than one year, long term ratings accorded by the chosen credit rating agencies are

considered relevant.

= Long term ratings issued by the chosen domestic credit rating agencies have been mapped to the appropriate
risk weights applicable as per the standardised approach under Basel Ill capital regulations. The rating to risk
weight mapping furnished below was adopted for domestic corporate exposures, as per RBI guidelines:

Long Term Rating AAA AA A BBB BB & Below Unrated

Risk Weight 20% 30% 50% 100% 150% 100%

= In respect of the issue specific short term ratings the following risk weight mapping has been adopted by the

Bank, as provided in the RBI guidelines:

Short Term Rating Al+ Al A2 A3 A4 & D Unrated
equivalent
Risk Weight 20% 30% 50% 100% 150% 100%

= Where multiple issue specific ratings are assigned to the Bank’s exposure by the various credit rating agencies,

the risk weight is determined as follows :

(i) If there is only one rating by a chosen credit rating agency for a particular claim, then that rating is used to
determine the risk weight of the claim.

(ii) If there are two ratings accorded by chosen credit rating agencies, which map into different risk weights, the
higher risk weight is applied.

(i) If there are three or more ratings accorded by chosen credit rating agencies with different risk weights, the
ratings corresponding to the two lowest risk weights are referred to and the higher of those two risk weights

is applied, i.e., the second lowest risk weight.
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Inferred Ratings
= The specific rating assigned by a credit rating agency to a debt or issuance of a borrower or a counterparty (to
which the Bank may or may not have an exposure), which the Bank applies to an un-assessed claim of the Bank

on such borrower or counterparty is considered by the Bank as inferred ratings.

= In terms of guidelines on Basel Il capital regulations, the Bank uses a long term rating as an inferred rating for

an un-assessed long term claim on the borrower, where the following conditions are met:
(i) The Bank’s claim ranks pari passu or senior to the specific rated debt in all respects.
(i) The maturity of the Bank’s claim is not later than the maturity of the rated claim.

= The un-assessed long term claim is assigned the risk weight corresponding to an inferred long term rating as
given in the table under Issue Specific Ratings.

= For an un-assessed short term claim, the Bank uses a long term or short term rating as an inferred rating, where

the Bank’s claim ranks pari passu to the specified rated debt.

= Where a long term rating is used as an inferred rating for a short term un-assessed claim, the risk weight
corresponding to an inferred long term rating as given in the table under Issue Specific Rating is considered by
the Bank.

= Where a short term rating is used as an inferred rating for a short term un-assessed claim, the risk weight
corresponding to an inferred short term rating as given in the table under Issue Specific Rating is considered,
however with notch up of the risk weight. Notwithstanding the restriction on using an issue specific short term
rating for other short term exposures, an unrated short term claim on a counterparty is given a risk weight of at
least one level higher than the risk weight applicable to the rated short term claim on that counterparty. If a short
term rated facility to a counterparty attracts a 20% or a 50% risk weight, the unrated short term claims to the

same counterparty will get a risk weight not lower than 30% or 100% respectively.

= |f long term ratings corresponding to different risk weights are applicable for a long term exposure, the highest of
the risk weight is considered by the Bank. Similarly, if short term ratings corresponding to different risk weights
are applicable for a short term exposure, the highest of the risk weight is considered. However, where both long
term and short term corresponding to different risk weights are applicable to a short term exposure, the highest

of the risk weight is considered by the Bank for determination of capital charge.

= If a counterparty has a long term exposure with an external long term rating that warrants a risk weight of 150%,
all unrated claims on the same counterparty, whether short term or long term, receives a 150% risk weight,
unless recognised credit risk mitigation techniques have been used for such claims. Similarly, if the counterparty
has a short term exposure with an external short term rating that warrants a risk weight of 150%, all unrated

claims on the same counterparty, whether long term or short term, receive a 150% risk weight.
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Issuer Ratings

= Ratings assigned by the credit rating agencies to an entity conveying an opinion on the general creditworthiness

of the rated entity are considered as issuer ratings.

= Where multiple issuer ratings are assigned to an entity by various credit rating agencies, the risk weight for the

Bank’s claims are as follows:

(i) If there is only one rating by a chosen credit rating agency for a particular claim, then that rating is used to

determine the risk weight of the claim.

(ii) If there are two ratings accorded by chosen credit rating agencies, which map into different risk weights, the
higher risk weight is applied.

(iii) If there are three or more ratings accorded by chosen credit rating agencies with different risk weights, the
ratings corresponding to the two lowest risk weights are referred to and the higher of those two risk weights
is applied, i.e., the second lowest risk weight.

= The risk weight assigned to claims on counterparty based on issuer ratings are as those mentioned under Issue
Specific Ratings.

4. Composition of Capital
Disclosures pertaining to main features of equity and debt capital instruments and the terms and conditions of
equity and debt capital instruments have been disclosed separately on the Bank’s website under the ‘Regulatory

Disclosures Section’. The link to this section is http://www.hdfcbank.com/aboutus/basel_disclosures/default.htm
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