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April 3, 2017

To

ALL FIMMDA MEMBERS

Dear All,

Re: VALUATION OF INVESTMENTS AS ON 31* MARCH 2017 - REVISED

In accordance with the BRI instroctions, as enshrined in their Master Circular Noo DBE No
BP.BC.6 /21.04.141/2013-16, dated 1st July, 2015, FIMMDA jointly with PDAl publishes
prices/ rates for valuation of government securities, bonds, debentures and swaps. 'IMMDA
also issues f.lli!Lli"iilli."h / clarificalions al |Jt~r'i1‘u‘]ir.:] inlervals in respect of the [‘Jlulhm:lul{rg}f Liy
be followed for valuation.

The views/suggestions given by the market participants and discussed in the meeting held
on 215 March 2017 with regard to valuation of bonds with call and Put options and the points
discussed in the valuation committee meeting held on 1+ April 2017 have been considered
and incorporated in the final guidelines applicable for valuation as on 31st March, 2017
[Annesure)

Yours truly,

(D.V.5.5.Y, Prasad)
Chiel Execotive O@Meer



ANNEXURE

GUIDELINES / CLARIFICATIONS FOR VALUATION OF INVESTMENTS

The market participants should ensure that the valuation of their investment portfolio is in
accordance with the guidelines / circulars issued by the Reserve Bank ol India both lor Banks
and Primary dealers with particular reference to:

i. RBI Master Circular- Prudential norms for classification, valuation, and operation of
nvestment portfolio by banks dated July 1, 2015.
i, RBI Master Circular — Operational Guidelines to Primary Dealers dated July 1. 2015,

1.0 VALUATION OF GOVERNMENT SECURITIES

1.1 Central Government Securilies

All Central Government securities which qualify for SLR as well as which do not qualify for
SLR will be valued as per prices (yields) published by FIMMDA.

1.2 State Governmenl Securities

FIMMDA will publish the prices (yields) for all the State Government Securities caleulated in
accordance with “para 3.6.2 of RBI Master Circular for banks dated July 1. 2015 or modified
guidelines il any as per Benchmark Committee’s recommendations in this regard,

1.3 Treasury Bills

For Banks and Bank PDs: Treasury Bills will be valued at carrving cost. [Para 3.6.1 (1) of
RBI Master Circular [or banks dated July 01, 2015 and Section [1, Para 3.8 of Master Circular
for PD's dated July 01, 2015]

For Standalone Primary Dealers: All securities in AFS and HET will be valued on mark 10
market basis. FIMMDA publishes security wise valuation lor T-Bills lor testing purpose.

1.4 Floating Rate Bonds (Issucd by Central Government)

When traded, traded price is to be used for valuation; when not traded MOT (Market observable
and Tradable) price, if available, will be taken; und in the absence ol above, the model prices
are generated as per procedure appearing on FIMMDA s website (under Homepage: /G-sec &
Valuations:/Valuation of FRBs). The desired spread added is illiquidity spread. as the coupon
is that of short term T-Bill whereas the bond is to be held Lor longer tenor. The desired spreads
are determined based on polls conducted once in a fortnight. The submitiers identified by
FIMMDA will submit the polls. The outliers {two STD Deviation) will be eliminated and a
simple average of the remaining polls will be taken for consideration as the spread for the 'RB

concerned.



1.5 Inflation Indexed Bonds

When traded, traded price is tp be used for valuation (provided there are minimum ol 3 trades
for Rs.15 Cr); when not traded. model prices are generated as per detailed valuation
methodology available on FIMMDA s website (under Homepage: /G-sec valuations /Inflation
Indexed Bonds). The model price (Real Clean Price) is multiplied by Inflation Index Ratio and
Nominal Clean Prive is calculated and published.

1.0 Other SLLR honds / securities

Other eligible SLR bonds will be valued as per Para 3.6.3 of RBI Master Circular by adding
25 bps to the Base Yield curve,

1.7 Special Securities issued by Govt of India
Special Securities like 01l Bond, Fertilizer Bond, ete issued by Govt of India will be valued as
per Para 3.7.1 of RBI Master Circular by adding 25 bps (o the Base Yield curve.

2.0 Valuation of Non-SLR Bonds:
A) Traded Bonds:
As per RBI Master Circular — Prudential Norms for Classitication and Operation of
Investment Portfolio by Banks dated July 1 2015, “where the debentures/ bonds are quoted
and there have been trunsactions within 15 days prior to the valuation date, the value
adopted should not be higher than the rate at which the transaction is recorded on the stock
exchange”
Explanation: The traded price is o be used for valuation of those traded bonds traded in the
last 15 calendar days. For this purpose, the volume weighted average price (VWAP) 1s
considered. When a bond is traded on more than one exchange or O'TC trades in a bond are
reported to more than one exchange the VWAP of all the exchanges is considered. 11 a bond
is traded on more than one day in the last 15 calendar days, the lutest VWAP is considered.
Bonds traded in the last 15 calendar days (with a minimum of Rs. 5 Cr on any day) only
are considered.

FIMMDA’s role for providing traded prices (in compliance of the RBI guideling)

In order to obviale the need to refer 1o websites of different Exchanges, FIMMDA

consolidates and puts up the following traded data on its website al the end ol every

Fortnight and month end.

(1) On the working day next to the last trading day of a fortnight/month,
“Cumulative Corporate Bond Trades during the last 15 calendar days (Including
Failed Trades but excluding Inter Scheme Transfer deals done by MFEs)” are
glven.
This is a provisional sheet showing the weighted average price and weighted
average yield ol a bond traded and reported on the Reporting Plattorms of NSE
(CBRICS), BSE (ICDM) and MCX SX-FIRST. If a bond is wraded more than
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one day during the last 15 calendar days, then t
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trades are only given, This sheet consolidates all trades in the individual bonds
(whether the settlement is T+0, T+1 or T+2) reported on platforms of all three

Exchanges, .

(ii) On the third working day after the last wrading day of a fortnight/month, when
the fate of T42 trades will also be known, “Cumulative Corporate Bond Trades
during the last 15 calendar days (Excluding failed trades and Inter Scheme
Transfer deals done by MFIs)” are given.

This is the final sheet showing the weighted average price and weighted average yield
ol a bond traded, reported and settled.

Since failed trades and trades which were not finally settled cannot be considered as
“trades” only the second sheel is to be referred to for Valuation purpose.

B) NON- TRADED BONDS- RATEID:
As per RBI guidelines, all non-traded debentures/ honds should be valued on the Y'TM basis.
Such debentures/ bonds may be ol different compunies having different ratings. These will be
valued with appropriate mark-up over the Y'TM rates for Central Government Securilies as put
out by PDAL/ FIMMDA periodically. The mark-up will be graded according to the ratings
assigned to the debentures/ bonds by the rating agencies subject to the following: -

{u) The rate used for the Y'TM for rated debentures/ bonds should be at least 50 basis points
above the rate applicable o a Government of India loan of equivalent maturity.

CORPORATE BOND SPREAD MATRIX METHODOLOGY:
The methodology used for arriving al Corporate Bond Spread Matrix is as under:-
1) The bonds are grouped into the following three major industry segments:
1) PSU, Fls & Banks
ii) NBIFCs
111) Corporates
2) For each segment spreads for the following ratings are arrived at:
Ratings: AAA, AA+, AA, AA-, A+, A, A-, BEB+, BBB and BBB-.
»  Where a security has two or more different ratings from different rating
agencies, the lowest of the ratings shall be considered for valuation
PU ]'I'.I'L'!Hi i}
» A rating is considered as valid only if it is not more than 12 months old
as on the date of valuation.
For ecach segment/rating the spreads for the following maturities are arrived at:
Maturities: 05,1,2,3,4,5,6,7,8,9 10 and 15 years.

41 Level I Inputs:

Lad
ey

In a waterfall mechanism traded spreads are considered first. For that, last traded yields of

bonds issued by certain representative 1ssuers in certain augmu%i;s 1*11,1[1&'5 are considered.
~ ;— .
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Lxample:

[ Rating Sepments Jssuers
k _—
[ AAA PsLiFl Banks REC and PFC
AMA WBFCs HDFC and LIC Housing Finance
AAA Carpariles | Relianee Tndustrivs .

‘The last traded vield levels for above mentioned issuers, where availuble are input. In case of
multiple trades, simple average of last traded vields of same/similar issuer 15 used for the
maturity segment. A band of +/- 0.25 vear around the matrix segment is used for considering
traded securities. Only traded values of Rs. 5 crore and above are considered. Trade cut off
time 15 3,30 p.m. These are level | nputs.

5} Level 2 Inputs: -Procedure for obaining polls:

=

‘Irades that ok place during the past 15 days (fortnight) and 30 days (far month

¢nd) are made available to all market participants in the FIMMDA website.

b. Two days prior to every polling date, these lists are sent to all identified
submitters for identifying segpment /rating / tenor wise representative issuers.

¢. 'The responses are collected and sent to all identified submitters one day before
the polls are piven by the submitters.

d. Based an the above, data polls are given by the submitters. The poll data are

collected and sent o the calculating agent, CRISIL.

]

The traded yields of the bonds issued by the identified issuer/s will be used as

Level 1 input by CRISIL while calculating spread matrix.

{. Forthe remaining rating/lenor in each segment, CRISIL will use the polled data
for constructing the matrix,

g, CRISIL does identification of outlier polls based on 2 standard deviations.

h. After exclusion of outlier polls, median of remaining polls is used for
construction of matrix.

1. Final matrix is sent to FIMMDA which after vetting, disseminates to the market.

0) Fixed spreads for bonds rated below AA-:

The spreads for ratings up to AA- are determined by the traded levels / polls. The spreads
for ratings below AA- are determined based on the traded levels during the last three
months (excluding ATI bonds). in the Valuation Committee meeting. These spreads are
kept fixed for 3 months, FIMMDA will announce the fixed spreads to be applied for the

next 3 months or period as may be determined in the Valuation Commitiee Meeting.

7) FIMMDA spread matrix is to be used for valuation of bonds which have not wraded in
the market. The spreads must be added to the buse yield corresponding to the residual
maturity and not the original maturity. The rated bonds are to be valued by adding the credit
spreads to the Par/Base Yield Curve. The Par/Base Yield Curve starts from three-month
tenor. l'or valuation ol securities with maturities less than three months, the yield for three-
month tenor should be considered. Yicld for intermediate tenors lor each curve may be
arrived at by linear interpolation.
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8) The Spread Matrix starts from six-month tenor. For valuation of securities with
maturities less than six months the spread for six-month tenor should be considered. Spread
for intermediate tenors ok each curve may be arrived at by linear interpolation.

9) FFar securities where the residual maturity is more than 15 years, the spreads ol 15 years
should be added to the base yield of applicable maturity.

10) Whenever a Corporate Bond is traded and reported, the “traded spread” (ol the weighted
average lraded yield) of that band, over the G. Sec Par/Base Yield curve would be used Lor
valuing all other bonds of similar rating of the particular Corporate in the particular traded
tenor, (Thus, if AAA bond of "PFC” maturing in 2025 was traded at a price of Rs 98.53
with a spread of 68 bps over the G. Sec Par/Base Yield, all AAA rated PFC bonds maturing
in 2025 would be valued with a spread of 68 bps over the G. See Par/Base Yield, whereas
the traded bond would be valued at Rs 98.53).

11) If more than one bond of the particular corporate with the same rating was traded in
that tenor, the higher traded spread would be used for valuing all other similar rated bonds
ol that corporate in that particular tenor. (Thus, if AAA, 8.84 % PGC -2025 was traded with
a spread ol 57 bps and AAA, 8,40 % PGC - 2025 was traded with u spread of 60 bps all
other AAA rated PGC bonds maturing in 2025 would be valued with a spread of 60 bps).
(Rationale: To bring the valuation of corporate bonds closer to market traded yield and
prrives aud move away from polled yields and prices).

12) FIMMDA may from lime Lo time stipulate different spreads for any specific category,

il warranted.

A) BONDS NOT RATED BY A RATING AGENCY BUT A CORRESPONDING
RATED BOND OF THE ISSUER EXISTS

As per RBI guidelines, the rate used for the YTM for unrated debentures/ bonds should
not be less than the rate applicable to rated debentures/ bonds of equivalent maturity.
The mark-up for the unrated debentures/ bonds should appropriately rellect the credit

risk borne by the bank.

Fxplanation: Bonds and debentures, which are NOT rated by a rating agency or have
hecome ‘unrated” during their tenor, but a corresponding rated bond of the issuer exists,
then the unrated bonds will be valued by marking up the credit spread by a minimur
of 25% over the  equivalent rated long term bond of the same issuer,

B) BONDS, DEBENTURES AND PREFERENCE SHARES WHICH ARE NOT
RATED BY A RATING AGENCY, AND NO CORRESPONDING RATED
BOND OF THE ISSUER EXISTS -



)

D)

The spreads of BBB- for residual tenor marked up by 25 % will be the applicable credit
spreads.

BONDS AND DEBENTURES WIHCH WERE RATED BY A RATING
AGENCY, BUT BECAME UNRATED DURING THEIR TENOR AND NO
CORRESPONDING RATED BOND OF THE ISSUER EXISTS

The spreads ol BBB- for residual tenor marked up by 25 % will be the applicable credit
spreads.

BONDS / DEBENTURES HAVING SPECIAL FEATURES

As per RBI guidelines, the special securities, which are directly issued by Government
of India to the beneliciary entities, which do notl carry SLR status, may be valued at a
spread of 25 basis points above the corresponding yield on Government of India
Securities, with eflect frum the financial year 2008 - 09, Al present, such special
securities comprise Oil Bonds, Fertilizer Bonds, bonds issued to the State Bank of India
(during the recent rights issue), Unit Trust of India, Industrial Finance Corporation of
India Ltd., Food Corporation of India, Industrial Investment Bank ol India Lid., the
erstwhile Industrial Developmenl Bank ol India and the erstwhile Shipping
Development Finance Corporation.

Floating Rate Bonds (NON SLR):
Floating Rate Bonds are instruments where the coupon rate is variable and is caleuluted
using a certuin predetermined methodology. Crucial to the concept of a lloating rate
bond is the “Benchmark Rate”, which is a market determined interest rate, used for the
computation of the coupon rate from time to time. The Irequency at which the coupon
rate is reset is called the reset frequency. while the frequency at which coupon payment
takes place 15 the coupon payment frequency
Method of Valuation of Floating Rate Bonds
1} Compute the forward benchmark rate for each reset date.

Computation of the forward rate:

¢ I- i ?' _II v i

1+ R ) <1+ FYE = (1+R, )2

Where,

R = zero rate for time 'l g

R = zerorate forume 1,
b = forward rate for period (T -T }attime T,

While the above formula is most accuraie, an approximation may be made as
follows:
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3.

2) Using the same find the coupon (benchmark plus markup, if'any} and the cash {lows
on the interest payment dates
31 Discount these cash flows by any one of the following methods:
i, Discount each cash flow using the Zero-Coupon Yiclds for that cash flow
adjusted lor the credit spread corresponding to the rating of the bond.
ii. Discount each cash low using the G-See YTM for the full residual maturity of
the bond adjusted for the credit spread corresponding to the rating ol the bond.
The zero-coupon rates may be taken from any recognized source viz. FIMMDA -

PDAL CCIL, ele.

MIBOR linked Bonds:
For bonds linked to MIBOR, the Overnight Index Swap (O15) market quotes will be
used to convert MIBOR into lixed rate for the outstanding tenor. The spread over
MIBOR (as per the original terms of the issue) will be added 1o arrive at the notional
fixed coupon. Then the bond will be valued similar to a fixed coupon bond and the
valuation methodology given above for corporate bonds/debentures should be
followed.
Bonds with Floor and Cap:
Bonds with a Collar spread of 25 basis points or less will be valued like a lixed coupon
bond with the coupon being the average of the cap and floor. (Ratienale: If the Collar
spread is small the likelihood of the bond hitting the cap or the floor is higher and the
bond would behave like a fixed coupon bond).
For bonds with higher collar spread, the banks should separately value the colla
through any recognized model and account for the changes in the I' & L account as per
rules.
Staggered redemption bonds:
Staggered redemption bonds would be valued as under

Approach ‘Discounting rate Spreads

0.

\Treal as a plain-vanilla bond As per weighted As  per weighted |

|
wilh t'l:"f-iil.']lIFlI ]']'lEJtLll'il':I.-’ L"kILlE]I Lo average l‘naturitl}! average [nuturjt}:

weighted average maturity of
principal flows.

Perpetual Bonds:
For Perpetual Bonds with single/multiple call option, compute the price lor all option
dates 1ill the longest point on the base yield curve und the applicable spread would be
that which is available for the longest tenor for the corresponding rating. Use the price
which is the lowest for valuing the bond. The cash flow of the securily relating to the
longest point on the Government Securities yield curve is to be considered.

a. If the securities have a Call Option by the issuer and there is a step-up

coupon after the call option. the cash flow b%{lﬁtﬁT%nsidurud wilh the
Ay
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