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Overview of the significant changes

On 2 August 2011 the Reserve Bank of India
(RBI) enhanced the guidelines with regard

to ‘suitability and appropriateness’ policy for
offering derivative products to the users, largely
corporates. In its Comprehensive Guidelines on
derivatives, RBI had urged the market-makers

to undertake derivative transactions with users
with a sense of responsibility and circumspection
that would avoid, among other things, mis-
selling. RBI has stated that it is imperative for
market-makers to offer derivative products,
general and structured products in particular,
only to those users who understand the nature
of the risks inherent in these transactions and
further, the products being offered are consistent
with users’ business, financial operations, skill
and sophistication, internal policies as well as
risk appetite.

RBI also indicated that the responsibility of
customer appropriateness and suitability
review is on the market-maker.

Expectation of RBI from users/customers

While the above modification may not
necessarily change how financial instruments
are accounted for in the financial statements,
it however focuses on needs to have enhanced
internal control framework for corporates and
could even impact their ability to transact in
these instruments.

Through the market-maker, the RBI has
mandated for specific information to be sought
from corporates to demonstrate that they have
laid down clear guidelines for conducting
derivative transactions and institutionalised
the arrangements for a periodical review of the
operations and annual audit of transactions to
verify compliance with the regulations.



Specific expectations from corporates

structured product is required to
follow prudent accounting and
disclosure norms. Also the bank needs
to make available a calculator that
will enable the Corporate to mark-to-
market the structured product on an
ongoing basis.

Questions that you may wish to

How can we help?

1. Before undertaking a derivative consider ? PwC would like to take the opportunity
transaction or structured product a 1. Have you initiated efforts to develop to share insights and experiences around
corporate will now be required to and/or update the financial risk this change in compliance for derivative
provide Board Resolution that states management framework in your financial instruments.
the following: organisation? The areas where we can provide service:

*  The corporate ha§ in place a RlSk' 2. Have you implemented a process «  Help in formulating a Treasury

Management Policy approved by its for identifying appropriate controls Policy:

Board which contains the following: relating to the treasury operations? v

- Guidelines on risk identification, 3. Does your risk management policy ¢ Advise on policies, pr.c>c§dures
measurement and control: i >~ - and controls to be built in the

- Guidelines and proce dure; to define p roper autlTorls.atlon matrl.x for organisation around the derivative

. undertaking a derivative transaction? transactions:
be followed with respect to . . ’
revaluation and monitoring of 4 I t}.1ere é?n ?ppropnate feglfegat19n of . Assist in defining a reporting
positions; duties within the f)rg;.mlsatlon w1.th framework for various;
. . respect to the derivative transactions?

- Names and designation of ) ) . Assist in evaluation and
officials authorized to undertake ~ 5- Isthereawell deﬁneq reporting implementation of hedge accounting
transactions and limits assigned frar.new.ork for. r.eportlng of the solutions for derivative financial
to them; derlYatlve.p051t10ns. and the effect on instruments;

- Arequirement that the the financial reporting? . Evaluate the internal control
assignment of limits to an official 6. Do you have access to the market- framework and suggest tailoring the
would be specific; makers calculator and are you able internal audit steps.

- Accounting policy and disclosure to evaluate the fair values at each
norms to be followed in respect of reporting date?
derivative transactions; 7. How do you ensure the control over You can contact your local PwC

- Arequirement to disclose the the accounting for the derivative office, or call us at
MTM valuations appropriately; financial instruments? .

- Mechanism regarding 8. Have you evaluated adopting hedge Delhi

. . . . +91 124 462 0112
reporting of data to the Board accounting guidance which would
including financial position of help mirror the risk management Mumbai
transaction etc. objectivg and the financial statements | 91 99 5669 1206

2. A Corporate would. noF be able to . accounting? +91 22 6669 1208
unqertake any derivative trans?ctlon 9. Are the internal audit procedures
Wthh market maker cal.mot price appropriately tailored to identify
independently and forelgn.banks. the key controls and ensure
cannot value the products in India. compliance with the ongoing

3. A Corporate who wish to undertake increased regulatory guidance?
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