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1 VALUE AT RISK (VAR) 5.1
1.1 Calculating VaR 5.2

(a)  VaR Conversions 5.3
(b)  VaR Parameters 5.4
holding period, confidence level 5.2
model validation or back testing 5.4

1.2 VaR Methods 5.4
1.2.1 Delta – Normal Method (Linear Method) 5.4

Limitations of the delta-normal method 5.4
Change in portfolio value with respect to change in risk facto 5.4

1.2.2 Full Revaluation Method 5.4
(a)   Historical Simulation (b)   Bootstrap Simulation (c)   Monte Carlo
Simulation

5.5

1.3 Coherent Risk Measures 5.5
•  Subadditivity •  Homogeneity •  Monotonicity •  Risk free condition 5.6

1.4 Expected Shortfall 5.6
advantages: 5.6

expected tail loss, conditional VaR, tail VaR, 5.6
1.5 Limitations of VaR 5.7

(a)  VaR uninformative of tail losses 5.7
(b)   VaR can create perverse Incentives Structures 5.7
(c)  VaR  can  discourage  diversification 5.7
(d)  VaR  not  sub-additive 5.7

2 STRESS TESTING 5.7
2.1 Role of Enterprise wide Stress Testing (Stress Testing why?) 5.8

•  Binding Constraint •  Management  attention •  Intuition •  Transparency  •
Consistency
Various Reasons for incorporating stress testing results into a broader set of
such risk and business applications.

5.8

Should risk appetite be articulated based upon tolerances in a  stress
environment?

5.8
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Should  capital requirements  from  stress  testing  be  used  for  performance
management or loan pricing?

5.8

2.2 Applications of Stress Testing 5.8
Examples of extended uses of stress testing 5.8
•  Risk Reporting 5.8
•  Strategic Planning •  Risk Appetite •  Limits 5.9
banks  are  using  stress  testing  to  inform  capital  allocation,  credit  portfolio
structuring, performance measurement and management, pricing and original
strategy. (Uses  Description  Key Challenges) - Table.

5.9

2.3 Stress Test Process 5.10
Risk & Capital Decision Process (Diagram) 5.10

3 SCENARIO ANALYSIS 5.11 2.9, 2.11, 9.21
3.1 Categories of Stress Scenarios 5.11

•  Normal Stress Scenarios (The occurrence of these scenarios can be once or
twice in ten-year period)

5.11

•  Severe Stress Scenarios (These are scenarios that one would expect only
once or twice in a professional lifetime.)

5.11

•  Near-Default Stress Scenarios (The global financial crises that began in late
2008 falls into this category)

5.12

•  Stress to Default Scenarios (Reverse Stress Test Scenarios) 5.12
3.2 Scenario Selection 5.12
3.3 Drawbacks of Scenario Analysis 5.12
3.4 Basel  Committee  on  Banking  Supervision  (BCBS)  Principles  for   Sound

Stress Testing Practices and Supervision (21 guidelines)
5.13

4 COUNTRY RISK 5.14
4.1 Types of Country Risk (FPI , FDI) 5.15

4.1.1 Political Risk 5.15
(i)   Nationalisation or Expropriation Risk (ii)   Exchange Control Risk (iii)  Taxes,
Rule and Regulation Risk (iv)  Inefficient Legal System (v)   Repudiation  of
Contracts (also called indirect expropriation risk.)

5.15

4.1.2 Financial and Economic Risk 5.15
Sovereign Risk i.e. default in repayment of borrowing 5.15
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To identify such types of risk well in advance following economic variables can
be used

5.15

4.2 Country Risk Management Process 5.16
risk management process involves the following steps 5.16

4.3 Country Risk Assessment Tools 5.16
4.3.1 Qualitative Tools 5.16

Numeral Coding, Colour Coding, Combination of Numeral and Colour 5.16
Other Methods 5.17

(a)   Grade  Based  Rating (b)   Event Driven 5.17
4.3.2 Quantitative Tools (Table) - Index , Basis 5.17

1. Corruption  Perception Index 5.17
2. Democracy Index 5.17
3. Freedom in the world 5.17
4. Gini Coefficient 5.17
5. Global Peace Index 5.18
6. Human Development Index 5.18
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