
 29

Appendix IV 
 

Back Testing of VaR Model 
 

For the last 250 trading days 
 

Backtesting Report as part of PDR III for Quarter ended __________________
Actual Hypothetical

No of observations (excluding holidays) 250 250
No of failures ie no of times VaR underpredicted the actual trading/ hypothetical MTM losse 0 0

DATE WISE BACKTESTING RESULTS Rs Crore
Srno Date 1 day VaR Mkt Value Mkt Value Difference Failure Actual P/(L) Failure 

Entire Portfolio Entire Next Day (Y/N) (Y/N)
Rs. crs Portfolio Same Portfolio Rs. crs Rs. crs

1
2
3
4
.
.
.
.
.

250  
  
The daily VaR preceding holidays should be upscaled by the square root of number 
of intervening holidays. For example if the Friday is followed by 2 holidays, then the 
one VaR figure for Friday should be multiplied by square root of 2. 
 


	 APPENDIX
	MUMBAI 400 001
	CAPITAL FUNDS & CAPITAL REQUIREMENTS
	Nature of asset/item
	Percentage weight
	(b)   Off-Balance Sheet items   
	Banks/Financial Institutions (as specified by DBOD)
	20%
	MEASUREMENT OF MARKET RISK
	Market risk may be defined as the possibility of loss caused by change in market variables. The objective in introducing the capital adequacy for market risk is to provide an explicit capital cushion for the price risk to which the PDs are especially exposed in their portfolio. 
	Note: In case of underwriting commitments, following points should be adhered to:
	The methodology for working out the capital charges for market risk on the portfolio is explained below:
	Under standardized method, duration method would continue to apply as hitherto. Under this, the price sensitivity of all interest rate positions viz., Dated securities, Treasury bills, Bills purchased/Discounted, Commercial papers, PSU/FI/Corporate Bonds, Special Bonds, Mutual fund units and derivative instruments like IRS, FRAs, Interest Rate Futures etc., including underwriting commitments/devolvement and other contingent liabilities having interest rate/equity risk will be captured.  
	In duration method, the capital charge is the sum of four components given below: 
	B.4 Stress testing 



	B.5 External Validation
	Basic integrity of the model     
	Model’s accuracy could be improved  





