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								    				    Executive Summary Banks are regarded as the blood of the nation’s economy without them one cannot imagine economy moving. Therefore banks should be operated very efficiently. Advance is heart and recovery is oxygen for the bank and to survive it is necessary to give advances and recover the amount at the appropriate time. Through credit risk management we have tried to learn the various aspects related to credit appraisal and credit policy of SBM. Credit Risk Management covers all the areas right from the beginning like inquiry till the loan is paid up. We are preparing comprehensive report on “Credit Risk Management at State Bank of State Bank of India”. The basic idea of project is to augment our knowledge about the industry in its totality and appreciate the use of an integrated loom. This makes us more conscious about Industry and its pose and makes us capable of analyzing Industry’s position in the competitive market. This may also enhance our logical abilities. There are various aspects, which have been studied in detail in the project and have been added to this project report. Though credit management, a very vast topic, we have tried to incorporate to the best of our capacity from all possible aspects in this project.



 Concept History of Banking in India Without a sound and effective banking system in India it cannot have a healthy economy. The banking system of India should not only be hassle free but it should be able to meet new challenges posed by the technology and any other external and internal factors. The word bank is derived from the Italian banca, which is derived from German and means bench. The terms bankrupt and “broke” are similarly derived from bancarotta, which refers to an out of business bank, having its bench physically broken. Moneylenders in Northern Italy originally did business in open areas, or big open rooms, with each lender working from his own bench or table. Banking in India originated in the first decade of 18th century with The General Bank of India coming into existence in 1786. This was followed by Bank of Hindustan. Both these banks are now defunct. The oldest bank in existence in India is the State Bank of India being established as "The Bank of Bengal" in Calcutta in June 1806. A couple of decades later, foreign banks like Credit Lyonnais started their Calcutta operations in the 1850s. At that point of time, Calcutta was the most active trading port, mainly due to the trade of the British Empire, and due to which banking activity took roots there and prospered. The first fully Indian owned bank was the Allahabad Bank, which was established in 1865. Lending has always been the primary function of banking, and accurately assessing a borrower's creditworthiness has always been the only method of lending successfully. The method of analysis varies from borrower to borrower. It also varies in function of the type of lending being considered.



Scope of Credit Risk It can be understood from the above that credit risk arises from a whole lot of banking activities apart from traditional lending activity such as trading in different markets, investment of funds, provision of portfolio management services, providing different type of guarantees and opening of letters of credit in favour of customers etc. For example, even though guarantee is viewed as a non-fund based product, the moment a guarantee is given, the bank is



 exposed to the possibility of the non- funded commitment turning into a funded position when the guarantee is invoked by the entity in whose favour the guarantee was issued by the bank. This means that credit risk runs across different functions performed by a bank and has to be viewed as such.



CREDIT



 COMPANY PROFILE



No any financial institution in this world today can claim the antiquity and majesty of the State Bank of India. It was founded nearly two centuries ago with the primary intent of imparting stability to the money market, the bank from its inception mobilized fund for supporting both the public credit of the Company’s Governments in the three presidencies of British India and the private credit of the European and Indian merchants. From about the 1860s, when Indian economy took a significant leap forward under the impulse of quickened world communication and ingenious methods of industrial and agricultural production, the Bank became intimately involved in the financing of practically every trading, manufacturing and mining activity of the sub-continent. Although large European and Indian merchants and manufacturers were undoable the principal beneficiaries, the small man was never ignored they were also provided loans. Added to this the bank till the creation of the reserve banking 1935carried out numerous central banking functions. Adaptation to the changing world and the need of the hour has been one of the strengths of the bank. In the post Depression era when bank opportunities became extremely restricted. Rules laid in the book of instructions were relaxed to ensure that good business did not go past. Yet seldom did he bank were contravene its rules to depart from sound banking principals to retain or expand its business. New business strategies were also evolved way back in 1937 to render the best banking services through prompt and courteous attention to customers.



 A highly efficient and experienced management, functioning in a well defined organizational structure did not take long to place the bank on a exalted pedestal in the area of business, profitability, internal discipline and above all credibility. An impeccable financial status, consistent maintenance of the lofty traditions of banking and a observance of a higher standard of integrity in its operations helped the bank gain a pre-eminent status. No wonder the administration of the bank was universal as key functionaries of the Indian office and government of India successive finance ministers of independent India, Reserve Bank governors and representatives of the chambers of commerce showered encomiums on it. State Bank of India (SBI) is India's largest commercial bank. SBI has a vast domestic network of over 11,000 branches (approximately 14% of all bank branches) and commands one-fifth of deposits and loans of all scheduled commercial banks in India. The State Bank Group includes a network of seven banking subsidiaries and several non-banking subsidiaries offering merchant banking services, fund management, factoring services, primary dealership in government securities, credit cards and insurance.



The seven banking subsidiaries are: 1-State Bank of Bikaner and Jaipur (SBBJ) 2-State Bank of Hyderabad (SBH) 3-State Bank of India (SBI) 4-State Bank of Indore (SBIR) 5-State Bank of Mysore (SBM) 6-State Bank of Patiala (SBP) 7-State Bank of Travancore (SBT) The origins of State Bank of India date back to 1806 when the Bank of Calcutta (later called the Bank of Bengal) was established. In 1921, the Bank of Bengal and two other Presidency banks (Bank of Madras and Bank of Bombay) were amalgamated to form the Imperial Bank of India. In 1955, the controlling interest in the Imperial Bank of India was acquired by the Reserve Bank



 of India and the State Bank of India (SBI) came into existence by an act of Parliament as successor to the Imperial Bank of India. Today, State Bank of India (SBI) has spread its arms around the world and has a network of branches spanning all time zones. SBI's International Banking Group delivers the full range of cross-border finance solutions through its four wings-the Domestic division, the Foreign Offices division, the Foreign Department and the International Services division.



 Topic Description Credit risk refers to the probability of loss due to a borrower’s failure to make payments on any type of debt. Credit risk management is the practice of mitigating losses by understanding the adequacy of a bank’s capital and loan loss reserves at any given time – a process that has long been a challenge for financial institutions. The global financial crisis – and the credit crunch that followed – put credit risk management into the regulatory spotlight. As a result, regulators began to demand more transparency. They wanted to know that a bank has thorough knowledge of customers and their associated credit risk. And new Basel III regulations will create an even bigger regulatory burden for banks. To comply with the more stringent regulatory requirements and absorb the higher capital costs for credit risk, many banks are overhauling their approaches to credit risk. But banks who view this as strictly a compliance exercise are being short-sighted. Better credit risk management also presents an opportunity to greatly improve overall performance and secure a competitive advantage.



Challenges to Successful Credit Risk Management



 Inefficient data management. An inability to access the right data when it’s needed causes problematic delays. 



No groupwide risk modeling framework. Without it, banks can’t generate complex, meaningful risk measures and get a big picture of groupwide risk.







Constant rework. Analysts can’t change model parameters easily, which results in too much duplication of effort and negatively affects a bank’s efficiency ratio.







Insufficient risk tools. Without a robust risk solution, banks can’t identify portfolio concentrations or re-grade portfolios often enough to effectively manage risk.







Cumbersome reporting. Manual, spreadsheet-based reporting processes overburden analysts and IT. Best Practices in Credit Risk Management The first step in effective credit risk management is to gain a complete understanding of a bank’s overall credit risk by viewing risk at the individual, customer and portfolio levels.



While banks strive for an integrated understanding of their risk profiles, much information is often scattered among business units. Without a thorough risk assessment, banks have no way of knowing if capital reserves accurately reflect risks or if loan loss reserves adequately cover potential short-term credit losses. Vulnerable banks are targets for close scrutiny by regulators and investors, as well as debilitating losses.



The key to reducing loan losses – and ensuring that capital reserves appropriately reflect the risk profile – is to implement an integrated, quantitative credit risk solution. This solution should get banks up and running quickly with simple portfolio measures. It should also accommodate a path to more sophisticated credit risk management measures as needs evolve. The solution should include:







Better model management that spans the entire modeling life cycle.



 



Real-time scoring and limits monitoring.







Robust stress-testing capabilities.







Data visualization capabilities and business intelligence tools that get important information into the hands of those who need it, when they need it. Principles for the Management of Credit Risk - consultative document



1. While financial institutions have faced difficulties over the years for a multitude of reasons, the major cause of serious banking problems continues to be directly related to lax credit standards for borrowers and counterparties, poor portfolio risk management, or a lack of attention to changes in economic or other circumstances that can lead to a deterioration in the credit standing of a bank's counterparties. This experience is common in both G-10 and non-G10 countries. 2. Credit risk is most simply defined as the potential that a bank borrower or counterparty will fail to meet its obligations in accordance with agreed terms. The goal of credit risk management is to maximise a bank's risk-adjusted rate of return by maintaining credit risk exposure within acceptable parameters. Banks need to manage the credit risk inherent in the entire portfolio as well as the risk in individual credits or transactions. Banks should also consider the relationships between credit risk and other risks. The effective management of credit risk is a critical component of a comprehensive approach to risk management and essential to the long-term success of any banking organisation.



 3. For most banks, loans are the largest and most obvious source of credit risk; however, other sources of credit risk exist throughout the activities of a bank, including in the banking book and in the trading book, and both on and off the balance sheet. Banks are increasingly facing credit risk (or counterparty risk) in various financial instruments other than loans, including acceptances, interbank transactions, trade financing, foreign exchange transactions, financial futures, swaps, bonds, equities, options, and in the extension of commitments and guarantees, and the settlement of transactions. 4. Since exposure to credit risk continues to be the leading source of problems in banks worldwide, banks and their supervisors should be able to draw useful lessons from past experiences. Banks should now have a keen awareness of the need to identify, measure, monitor and control credit risk as well as to determine that they hold adequate capital against these risks and that they are adequately compensated for risks incurred. The Basel Committee is issuing this document in order to encourage banking supervisors globally to promote sound practices for managing credit risk. Although the principles contained in this paper are most clearly applicable to the business of lending, they should be applied to all activities where credit risk is present. 5. The sound practices set out in this document specifically address the following areas: (i) establishing an appropriate credit risk environment; (ii) operating under a sound credit-granting process; (iii) maintaining an appropriate credit administration, measurement and monitoring process; and (iv) ensuring adequate controls over credit risk. Although specific credit risk management practices may differ among banks depending upon the nature and complexity of their credit activities, a comprehensive credit risk management program will address these four areas. These practices should also be applied in conjunction with sound practices related to the assessment of asset quality, the adequacy of provisions and reserves, and the disclosure of credit risk, all of which have been addressed in other recent Basel Committee documents. 6. While the exact approach chosen by individual supervisors will depend on a host of factors, including their on-site and off-site supervisory techniques and the degree to which external auditors are also used in the supervisory function, all members of the Basel Committee agree that the principles set out in this paper should be used in evaluating a bank's credit risk management system. Supervisory expectations for the credit risk management approach used by individual



 banks should be commensurate with the scope and sophistication of the bank's activities. For smaller or less sophisticated banks, supervisors need to determine that the credit risk management approach used is sufficient for their activities and that they have instilled sufficient risk-return discipline in their credit risk management processes. 7. The Committee stipulates in Sections II through VI of the paper, principles for banking supervisory authorities to apply in assessing bank's credit risk management systems. In addition, the appendix provides an overview of credit problems commonly seen by supervisors. 8. A further particular instance of credit risk relates to the process of settling financial transactions. If one side of a transaction is settled but the other fails, a loss may be incurred that is equal to the principal amount of the transaction. Even if one party is simply late in settling, then the other party may incur a loss relating to missed investment opportunities. Settlement risk (i.e. the risk that the completion or settlement of a financial transaction will fail to take place as expected) thus includes elements of liquidity, market, operational and reputational risk as well as credit risk. The level of risk is determined by the particular arrangements for settlement. Factors in such arrangements that have a bearing on credit risk include: the timing of the exchange of value; payment/settlement finality; and the role of intermediaries and clearing houses.



 Credit risk management at SBI Bank Systems remain safe and banking operations are conducted in a secure way. Miscellaneous Operations L Risk Management & Internal controls M Business Intelligence Department N Customer Service & Community Services Banking RISK MANAGEMENT & INTERNAL CONTROLS RISK MANAGEMENT IN SBI L. 1 Risk Management Structure • An independent Risk Governance structure is in place for Integrated Risk Management covering Credit, Market, Operational and Group Risks. This framework visualises empowerment of Business Units at the operating level, with technology being the key driver, enabling identification and management of risk at the place of origination. • Being alive to this imperative, efforts are on hand to enhance the degree of awareness at the operating level in alignment with better risk management practices, Basel II requirements and the overarching aim of the conservation and optimum use of capital. • Keeping in view the changes which the Bank’s portfolios may undergo in stressed situations, the Bank has in place a policy which provides a framework for conducting Stress Tests at periodic intervals and initiating remedial measures wherever warranted. The scope of the tests is constantly reviewed to include more stringent scenarios. • Risk Management is perceived as an enabler for business growth and in strategic business planning, by aligning business strategy to the underlying risks. This is achieved by constantly reassessing the interdependencies / interfaces amongst each silo of Risk and business functions. L.2 Basel II Implementation • The Bank, as per RBI Guidelines, has migrated to Basel II as on 31st March 2008. Simultaneously, processes have been set in train for fine-tuning systems & procedures, IT capabilities and Risk Governance structure to meet the requirements of the Advanced Approaches.



 • Various initiatives such as migration to new Credit Risk Assessment Models, independent validation of internal ratings and improvement in Loan Data Quality would not only enable conservation of capital but also facilitate smooth migration to Advanced Approaches. L.3 Credit Risk Management • Credit Risk Management process encompasses identification, assessment, measurement, monitoring and control of credit exposures. Well defined basic risk measures such as CRA Models, Industry Exposure Norms, Counterparty Exposure Limits, Substantial Exposure Limits, etc. have been put in place. L.4 Market Risk Management • Market Risk Management is governed by the Board approved Policies for Investment and Trading in Bonds, Equities and Foreign Exchange. • Exposure, Stop Loss, Duration Limits and Derivative Limits have been prescribed. These limits along with other Management Action Triggers, are tracked daily and necessary action initiated as required to control and manage Market Risk. L.5 Operational Risk Management • The Bank manages Operational risks by ensuring maintenance of a comprehensive system of Internal Controls and Policies . • The objective of the Bank’s Operational Risk Management is to continuously review systems and control mechanisms, create awareness of Operational Risk throughout the Bank, assign risk ownership, alignment of risk management activities with business strategy and ensuring compliance with regulatory requirements. • The Policy applies to all business and functional areas within the Bank, and is supplemented by operational systems, procedures and guidelines which are periodically updated. L.6 Group Risk Management • The State Bank Group is recognised as a major



Financial Conglomerate and



as a systemically important financial intermediary with significant presence in various financial markets. • Accordingly, it has become imperative, both from the regulatory point of view as well as from the Group’s own internal control and risk management point of view, to oversee the functioning of individual entities in the Group and periodically assess the overall level of risk in the Group so



 as to facilitate optimal utilisation of capital resources and adoption of a uniform set of risk practices across the Group Entities . • The Group Risk Management Policy applies to all Associate banks, Banking and Non-banking Subsidiaries and Joint Ventures of the State Bank Group under the jurisdiction of specified regulators and complying with the relevant Accounting Standards . • With a view to enabling the Group Entities to assess their material risks and adequacy of the risk management processes and capital, all Group members, including Non-banking Subsidiaries are encouraged to align their policies & operations with the Group, vide Basel prescriptions and international best practices. • Further, a Group Risk Management Committee has also been constituted to oversee the matters relating to Group Risk by creating risk awareness across all Group entities, ensuring periodic review of the policy and its compliance etc. Asset Liability Management • The Asset Liability Management Committee (ALCO) of the Bank is entrusted with the evolvement of appropriate systems and procedures in order to identify and analyse balance sheet risks and setting of bench mark parameters for efficient management of these risks. • ALM Department, being the support group to ALCO, monitors the Bank’s market risk such as the liquidity risk, interest rate risk etc. by analyzing various ALM reports/ returns. The ALM department reviews the Bank’s ALM policy and complies with the Bank’s/ RBI’s policy guidelines on an ongoing basis. The Bank has successfully implemented Market Related Funds Transfer Pricing (MRFTP) in all its business units for effective performance management and Interest Rate Risk Management through execution of state-of-the-art ALM Tools. L.8 Internal Controls L.8.1 The Bank has inbuilt internal control systems with well-defined responsibilities at each level. Inspection & Management Audit (I&MA) Department of the Bank carries out four streams of audits- Risk Focussed Internal Audit (RFIA), Credit Audit, Information Systems Audit and Management Audit – covering different facets of the Bank’s activities. I&MA Department also prescribes the processes, guidelines, manual of operations and formats for the conduct of Concurrent Audit



 which is administered by the Circles and carried out at branches with large deposits, advances and other risk exposures and credit oriented BPR entities. The department, headed by the Dy. Managing Director (I&MA), is functionally independent and reports to the Audit Committee of the Bank’s Board (ACB). L.8.2 Risk Focussed Internal Audit The Inspection system plays an important and critical role in introducing international best practices in the internal audit function which is regarded as a critical component of Corporate Governance. Risk Focussed Internal Audit, an adjunct to risk based supervision as per RBI directives, has been introduced in the Bank’s audit system from April 2003



 . The audit of branches and BPR entities is conducted as per the periodicity approved by ACB and RBI guidelines. During the year, audit of 6136 branches and 171 BPR entities was conducted. L.8.3 Credit Audit Credit Audit aims at achieving continuous improvement in the quality of the credit portfolio of the Bank by critically examining individual large advances with exposures of Rs.10 crores and above. The audit examines the probability of default, identifies risks and suggests risk mitigation measures. The overall risk perception is also arrived at to initiate early remedial action to improve the quality of credit portfolio. During the year, on-site Credit Audit was conducted in 289 branches, covering 4624 accounts with aggregate exposures of Rs.2,64,854 crores. L.8.4 Management Audit The Management Audit focusses on the effectiveness of risk management in the processes and the procedures followed in the Bank and uses RBI Risk Profile Templates as the basis. The Management Audit universe comprises Corporate Centres Establishments; Circles/Zonal Offices/On Locale Regional Offices/Regional Business Offices; Associate Banks; Subsidiaries (Domestic/Foreign); Joint Ventures (Domestic/ Foreign), Regional Rural Banks (RRBs) sponsored by the Bank; Representative Offices abroad and Exchange companies managed by Bank. During the year, Management Audit was conducted at 25 offices /establishments. L.8.5 Foreign Offices Audit I&MA Department supervises internal audit of all foreign offices of the Bank, namely: (a) Home Office Audit carried out by officials identified by I&MA Department. (b) Internal Audit conducted either by an official of the Bank or by an outsourced firm of that country, where foreign office is located. (c) Management Audit of Representative Offices, Joint Ventures and Subsidiaries. During the year, 23 Foreign Offices/Representative Offices / Subsidiaries were subjected to audit. Vigilance The Vigilance Department in the Bank is headed by the Chief Vigilance Officer appointed with the concurrence of the Ministry of Finance and Central Vigilance Commission. At each Local Head Office, the Vigilance Department is headed by a senior official of the rank of Deputy General Manager. The Department is manned by officers having knowledge/background of investigation, disciplinary action matters and extensive experience in banking operations. The Department oversees three primary aspects of vigilance viz. prevention, detection and punishment. The Bank has a zero tolerance policy for fraud, corruption and financial irregularities and encourages “Whistle blowing” as a matter of corporate culture.



 BUSINESS INTELLIGENCE DEPARTMENT • The Business Intelligence Department in the Bank constantly assesses, upgrades and fine tunes the growing information requirements of various user departments and business units. The information takes care of both decision support as well as statutory requirements. The Data Warehousing Project, designed to be a single source for all data requirements, is also progressing satisfactorily. CUSTOMER SERVICE & COMMUNITY SERVICES BANKING N.1CUSTOMER SERVICE On July 01 2008, the Bank unveiled its new Vision statement which contains the distilled essence of the views of over 1,40,000 staff who participated in a unique exercise conceptualized and conducted by Human Resource Management Department to redefine the Bank’s Mission, Vision and Values. The staff, who displayed understanding of the challenges of achieving excellent customer service which alone will enable the Bank to continue to maintain its leadership position in future, were overwhelmingly of the opinion that the Bank’s vision should focus primarily on customer service. The Vision statement- ‘My SBI, My Customer first. My SBI: First in customer satisfaction.’ appropriately reflects this view of our staff and shall be the guiding principle for the Bank’s plans, activities and strategies. The Bank has a well established grievances redressal mechanism. Toll-free helpline numbers are available at all LHO centres. For product enquiries and technology related issues, a dedicated 24x7 helpline is available to customers. As a part of BPR initiatives, a Contact Centre has been established with toll free number for providing information on products and account enquiries to customers on 24x7 basis.



 Advantages Risk management process is considered as an important discipline that the business has in its recent times. Many organizations tend to realize the benefits of risk management strategy. Following are few advantages of risk management policy: a. Benefits of risk identification: Risk identification helps in fostering the vigilance in times of discipline and calm at the times of crisis. It implies all the risks in prior that are most likely to happen and are planned to execute without any assumptions that run. These positive risks are often held upon most of the occurrences. It helps in opportunity risks so as to be aware of the forthcoming issues.



b. Benefits of risk assessment: It focuses on the identified tasks on assisting the impact of business or projects. This phase focuses on the ideas that are discussed among the stakeholders. It has greatest advantage of dealing with the points that are finalized with more possible solutions. It has sense of all views that turns into accountability of each and every social life. Participation in these kinds of assessments will help one to tackle his/her risks. It promotes organizational culture. c. Treatment of risks: It helps in treating one’s own risks that are the subsets of implementing a plan. It has internal compliance that are brought and mitigated towards the forsaken actions. Its opportunity falls in the lack of preparation and even more realized upon the profitable data that relieves through internal controls.



 d. Minimization of risks: The risks that are handled within the given assessments plans are foreseen within the business functions. It enables one to speed up the data to change policies and contingencies that are made successful within the mapped business functions. Here the cost beneficial analysis is to be revised within the ownership of risks. It focuses on change of policies within the detailed structural behavior. e. Awareness about the risks: Here the terms that are noticed will create awareness among the scheduled terms of risks that are a successful analysis and evaluation of exercising the modules of risks. It enables one to concentrate on the risk treatments within the lessons learnt and are scheduled into lack of preparation. It has subsequent phases regarding each module within the identified data. f. Successful business strategies: Risk management strategy is not one-time activity and the graded points are finalized within the recent status. It has different stages that modulate to lack of preparation, planning and successful implementations of all the plans. It has operational efficiency that is realized upon the mitigation of negative risks. It has contingent policies over the preparation of business in the measures of treatment. g. Saving cost and time: It threats to the task that is completed over the projects and the other business strategies. It always results in saving the costs that are consolidated within the items that are practiced. It prevents wastage and make up the time for fire fighting. h. New opportunities: The opportunities that are emerging are held within the new ways of communicating on the unravel issues. It has collective and least significant part that matches with most of the scenarios. It prepares for the future endeavors and the related exhaustive efforts as inputs. i. Harvesting knowledge: Here one must try to spend the knowledge about the stakeholders experience of the preemptive approach that are made applicable for the unprepared threats towards the knowledge gained and this provides a template to face the readymade risks. It has successive plans that are indulged from the start till the collective knowledge. j. Protecting resources: The risk management plans and policies under help in protecting the resources of the organization. This helps in promoting the resources instead of using them



 illegally. It also equips safety among the adaptive changes to the staff alternatives and is bundled together with the other resources. It builds production plans and the alternative plans or the process of re-routing. k. Improvement in credit ratings: The improvement in credit ratings evolves numerous agencies that support the accomplished tasks resulting in lower budget investments. It has capital volatility that translates the greater confidence issues particularly with the stakeholders. It aims at building multiple business aspects that have tangible benefits.



l. Regulatory compliances: This framework helps in meeting regulatory needs. It performs and measures the risk managements. This improvement helps in attaining the higher credit aspects. It also derives higher efficiency towards the capital volatility and even the rating metrics that are assigned within the compensated business plans. It translates into greater confidence of improved stakeholders that are made applicable within the insured business.



 m. Values shareholders: It aims at the borrowing capacity of the shareholder that has significant effort within the management and assumes the determinant roles that the company can extend to. It has exact decision making process within the current models and also the expected regulatory recruitment. n. Possibilities of risks: It dictates the clear possibilities of risk that are managed within the severity or impact of the organization that are updated to own risk strategies. It has insight of real balance sheets that supports the culture of risk management. It modulates over the designed data and even the approach towards the compatible and the insight of balancing. It supports all the ordinary requirements with a plan. o. Faster competition: When the organization contributes to different levels of budgets with the people of various skills set, the commitment towards the work will be more. It achieves competitive advantage on the logic schedules that are better. It has the deepest level of managing risks. These competitions are managed within the up and downs of entire life. p. Provides support: It provides support to the organization that is handled between both the chances of achieving and losing the financial plans. Here the risks are uninformed at both the level of improving chances to make the acquisition of achieving potential breakthrough in the supply chain. It has concentrated support of the chances of achieving the preplanned financial activities. q. Identification of risks: Risk management system helps in identifying the risks that have precise network to determine the optimal management of risks. It has the maximized opportunity of the risks that are relevant in implementing the guidance provided. It has holistic support from the entire organization when the risks are identified. It will become streamlined and efficient within the complex elements. r. Provides guidance: It provides prior guidance about the framework that are enabled within the experience and assessing the risks that are modeled within the strategies of risk. It has development of advanced risk management techniques that are interrelated within the consequences of the gained knowledge and the other risks.



 s. Identification of possible threats: This identification provides compensatory mundane activities that aim at motivating the employees to gather information about the consequent changes. It spends time on the research and development of the execution of maintenance strategies. It accustoms the employees within the persuaded timing. t. Reduces impact and loss: Risk management has more defined proceedings when there is preplanned schedule or loss of the object. It contributes a part to stress and worry. The complexity matters when they are gathered. Here it endures the organization with all possible outcomes of the independent and objective assessments that are analyzed on taking challenges. q. Stability of earnings: The business operations that are held within the next operation level will concentrate more on the scheduled amount of data. It reduces the impact of business activities. Employees will be retrenched so as to keep on the comfort zone. r. Managing the strategic plans: Managing risks has the strategic plans that are related to the plans that are most used in various strategic plans. This manages the data that depends on the most of the resources that are linked within the migration defined data. It reflects on the generated data that manages most of the generated cash flows that are at adverse situations. s. Handling previous projects: If the analyzing of risk is done correctly in the previous stages, then it can be moved without processing the detailed information along various channels of risks. This memory can be held to unfold the future risks that are conflicted within the schematic schedule. It enlarges new risk towards the competitors that are managed within the forbidden strategies. t. Nurturing risks: Each possibility of the risks will be accompanied by the different logics that can compensate within the rigid comparisons and the choices made defining the aligned decision makers of each project. This requires well trained operators so as to optimize the situations of risks. u. Collaborated work: Risks focuses payoff and even to yield the profit. Sometimes the mistakes done can also be productive. It manages the possibility to perform the tasks with the organizational behavior. Here managers are encouraged to focus on the risks that can be defined as exploitable challenging proposals



 Disadvantages The Disadvantages of Credit Risk Management There are quite a few things that have to be taken into account when dealing with credits. A common misconception is the fact that there are downsides only for the debtor. In fact, credits pose certain amounts of risk to the creditors as well, and that’s why credit risk management is particularly essential. It’s worth nothing that CLB Solutions is a company that’s capable of providing actionable and valuable advice when it comes to risk management as well as other types of financial and accounting services. With this in mind, the term risk in this particular situation represents the chance of incurring financial or non-financial damage as a result of the inability of the debtor to make a payment for the credit under any circumstances. So, let’s take a look at the disadvantages that stem from failing to implement proper credit risk management strategies.



 Financial Losses There are quite a few different ways in which you may incur financial losses from bad credit risk management. For instance, the debtor that you’ve lent money to might have become insolvent or might have filed for bankruptcy. In both cases, the chances of you getting the amount of the credit back in full, let alone the interests, are pretty slim. CLB Solutions is capable of performing proper research schemes in order to determine the chances of this to happen in advance and to determine the proper amount of risk in advance. Credibility Blows Bad credits are going to impact your credibility – that’s something that you should take into account. This is capable of creating a rather negative impression which could lead to certain negative results further on. Shattered Reputation That’s also something that you may want to take into account, especially when it comes to smaller enterprises. If you are reliant on the money from the credit repayments for certain obligations of your own and you fail to make them as a result of bad risk credit management, your reputation is certainly going to suffer in result.



In any case, it’s clear that there are quite a lot of disadvantages to bad credit risk management. Trusting a professional and experience financial counsel to help you out on the matter is particularly important and highly beneficial. With this in mind, CLB Solutions is without a doubt one of your best choices, especially when it comes to credit risk management, even though the company has specialised in quite a few different financial operations.



 Role in Business Credit risk management is a necessary tool that you should use before going into business with other companies. It can help protect your business from any financial danger and an unnecessary risk of losing your assets. Since it takes a few hours to get a business credit report on another company, you can take a confident credit decision within the same day.



If credit risk management is related to a high-risk decision, then a comprehensive credit check providing a detailed analysis of the business financial standing can be more beneficial. It can give you accurate up-to-date information about the company’s payment history, bank loans, leasing, bankruptcies, information about shareholders, cash flow, growth rates, summaries of any County Court Judgements (CCJ’s) etc. It may help you determine the probability of the company going out of business. You can also compare the partner you are interested in with others within the industry and learn about their relationship with suppliers and customers. This information can tell you whether joining this business is a good financial move



Entering into a contract with a new partner may turn to be very beneficial for your company. However, not all business relationships are successful; some partnerships may lead to big losses which can affect your credibility and reputation on the market. Today many companies decide on credit risk management before signing an agreement with an unknown business. This helps avoid dealing with financially unstable partners and reduce the risk of losing your assets or badly impacting your business reputation.



Some companies often attempt to hide their credit history, particularly when it is unfavourable. Bankruptcies, failures of credit payments or licence issues can affect a company’s credit history. If a company has a record of poor business practices, you can find out about these things



 through credit risk management reports. Before you begin any financial dealings with a new business, requesting a company credit report is crucial to ensure that this business is creditworthy. Credit reporting bureaus can provide you with updated information about any company that interest you within a few hours, so that you can make a smart credit decision quickly. In a business credit report you will find an objective and complete view of who your potential partners are, whether they are reliable and do not carry any risk to you or your business. If you need to make a basic assessment of your partner’s credibility and minimise the risk of losses, a general overview of their business credit status can be optimal. A snapshot report provides you with company’s statutory information and accounts data, information about profits and losses, ownership and company offices, balance sheets and changes of directors.



.Running credit checks on other companies or trusting your instincts when going into business with an unknown company is the difference between having a long lasting relationship beneficial for both companies or a short term partnership that may end up badly affecting your company because of the insolvency of your business partner. This risk can be easily avoided if credit risk management is performed each time you are about to make a business decision.



 Current Scenario Today, maintaining and improving long-term financial health is the name of the game. To satisfy shareholders, positive cash flow—combined with prudent investment, balanced growth, and cost control—is absolutely essential. Enterprise-wide customer management practices and policies have never been more critical. With customer churn on the rise, the drive for market share is no longer the sole business objective. In many organizations, the number of accounts in collections is increasing, resulting in higher operational costs. Rising net bad debt, fraud, writeoffs and increasing numbers of days sales outstanding (DSO) are eroding margins.



The truth is, all customers are not the same, and a company’s organizational structure and customer strategies and procedures need to reflect these differences. The key to success is acquiring profitable, high-value customers and retaining them for the long term. Organizations must strike the balance between risk and reward. Risk management— balancing profit potential and customer service with the risks involved in extending credit to a customer—is a critical part of managing the customer life cycle. A credit policy that is too stringent causes customer relationships to suffer; one that is too lax causes profits to suffer.



During the financial crisis, a number of firms suffered losses because they had their risk systems and data in different silos. Now there is a focus on looking at risk holistically. Credit risk is an important part of enterprise risk, and may be closely linked to other risk types (such as market risk) when the risk of complex products is measured. According to a global survey the Securities Industry and Financial Markets Association carried out in 20103 , 45 percent of the firms surveyed planned a significant IT investment in enterprise risk management over the next year. In another survey from InformationWeek, 45 percent of sell side firms said they would increase their focus on counterparty risk analytics. This was the highest increase in analytics focus for any risk type for sell side firms. One-third of buy side firms also said they would increase their focus on counterparty risk analytics.



 CGI’s holistic approach has been developed for more than 20 years by working with hundreds of industry leaders to envision and implement credit risk management strategies for protecting and improving their financial health. Our approach has three dimensions to minimize credit risk: customer analytics, design of strategies and business processes, and delivery of applicable technology tools. This approach enables a client organization to: • Manage credit risk through the implementation of intelligent credit strategies, work processes, and organizational design • Employ consistent treatment throughout the customer life cycle through the use of statistical techniques and decision analytics • Control operations costs through integration and automation • Invest in technology solutions with strong business cases and an impeccable track record for attaining business goals CGI’s engagements with organizations of all sizes and in different geographies and industries, has produced a credit risk management framework upon which all our work is based. No matter what stage in the credit management life cycle an organization finds itself, CGI can devise an appropriate solution, relying on the best practices most relevant to the desired business results.



 Future Prospects Six trends are shaping the role of the risk function of the future.



Trend 1: Regulation will continue to broaden and deepen While the magnitude and speed of regulatory change is unlikely to be uniform across countries, the future undoubtedly holds more regulation—both financial and nonfinancial—even for banks operating in emerging economies. Much of the impetus comes from public sentiment, which is ever less tolerant of bank failures and the use of public money to salvage them. Most parts of the prudential regulatory framework devised to prevent a repetition of the 2008 financial crisis are now in place in financial markets in developed economies. But the future of internal bank models for the calculation of regulatory capital, as well as the potential use of a standardized approach as a floor (Basel IV), is still being decided. The proposed changes could have substantial implications, especially for low-risk portfolios such as mortgages or high-quality corporate loans.



Trend 2: Customer expectations are rising in line with changing technology Technological innovation has ushered in a new set of competitors: financial-technology companies, or fintechs. They do not want to be banks, but they do want to take over the direct customer relationship and tap into the most lucrative part of the value chain—origination and sales. In 2014, these activities accounted for almost 60 percent of banks’ profits. They also earned banks an attractive 22 percent return on equity, much higher than the gains they received from the provision of balance sheet and fulfillment, which generated a 6 percent return on equity.1 The seamless and simple apps and online services that fintechs offer are beginning to break banks’ heavy gravitational pull on customers. Most fintechs start by asking customers to transfer a single piece of their financial business, but many then steadily extend their services. If banks want to keep



 their customers, they will have to up their game, as customers will expect intuitive, seamless experiences, access to services at any time on any device, personalized propositions, and instant decisions. . To find ways to provide these highly customized solutions while managing the risk will be the task of the risk function, working jointly with operations and other functions. Risk management will need to become a seamless, instant component of every key customer journey.



Trend 3: Technology and advanced analytics are evolving Technological innovations continuously emerge, enabling new risk-management techniques and helping the risk function make better risk decisions at lower cost. Big data, machine learning, and crowdsourcing illustrate the potential impact. 



Big data







Machine learning.







Crowdsourcing



Trend 4: New risks are emerging Inevitably, the risk function will have to detect and manage new and unfamiliar risks over the next decade. Model risk, cybersecurity risk, and contagion risk are examples that have emerged.  



Model risk. Cybersecurity risk. Most banks have already made protection against cyberattacks a top strategic priority, but cybersecurity will only increase in importance and require ever greater



 resources. As banks store an increasing amount of data about their customers, the exposure to cyberattacks is likely to further grow. 



Contagion risk To prepare for new risks, the risk-management function will need to build a perspective for senior management on risks that might emerge, the bank’s appetite for assuming them, and how to detect and mitigate them. And it will need the flexibility to adapt its operating models to fulfill any new risk activities.



Trend 5: The risk function can help banks remove biases Behavioral economics has made great strides in understanding how people make decisions guided by conscious or unconscious biases. It has shown, for example, that people are typically overconfident— in a few well-known experiments, for example, enormous majorities of respondents rated their driving skills as “above average.” Anchoring is another bias, by which people tend to rely heavily on the first piece of information they analyze when forming opinions or making decisions. Biases are highly relevant for bank risk-management functions, as banks are in the business of taking risk, and every risk decision is subject to biases. A credit officer might write on a credit application, for example, “While the management team only recently joined the company, it is very experienced.” The statement may simply be true—or it may be an attempt to neutralize potentially negative evidence.



Trend 6: The pressure for cost savings will continue The banking system has suffered from slow but constant margin decline in most geographies and product categories. The downward pressure on margins will likely continue, not least because of the emergence of low-cost business models used by digital attackers. As a result, the operating costs of banks will probably need to be substantially lower than they are today. After exhausting traditional cost-cutting approaches such as zero-based budgeting and outsourcing, banks will find that the most effective remaining measures left are simplification, standardization, and digitization. The risk function must play its part in reducing costs in these ways, which will also afford opportunities to



 reduce risks. A strong automated control framework, for example, can reduce human intervention, tying risks to specific process break points.



Conclusion The present project work dealt with the understanding of banking risks especially the 'credit risk' and 'credit risk management' in the banking sectors of Russia and India is based on the following research questions and efforts are made to find suitable answers for the same. Finance is indispensible for economic growth. Economists propounded various theories emphasizing that financial development leads to economic development and economic growth. Their views. were supported as well as criticized with various arguments. Even, Nobel laureates and other influential economists disagree sharply about the role of the financial sector in economic growth. Robert Lucas dismisses finance as a major determinant of economic growth also called its role over stressed, whereas Joan Robinson argued that where enterprise leads finance automatically follows. From this perspective, finance does not cause growth and Merton Miller also argued that the idea that financial markets contribute to economic growth is a proposition too obvious for serious discussion. Effective credit risk management has gained an increased focus in recent years, largely due to the fact that inadequate credit risk scoring models are still the main source of serious problems within the banking industry. Managing credit risk thus remains an essential and challenging corporate function. The chief goal of an effective credit risk management must be to maintain the key components which are adopted the best practice approach of credit risk scoring models, maintaining a good data quality management and enhancing a robust technology in SBI Bank
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