
Income statement

The Group reported a net profit of US$193 million in 2017, compared with a net profit of US$183 million for 2016.

Net interest income was 3% higher than 2016 at US$556 million (2016: US$538 million), while non-interest income 
reduced by 4% to US$313 million (2016: US$327 million). The Group benefited from robust performance in core 
businesses notwithstanding conditions that continue to be challenging in many markets. 

Net impairment provisions for the year were US$96 million compared with the previous year’s US$92 million. Banco 
ABC Brasil’s (BAB) impairment charge continued to be impacted by the effects of recent recession in Brazil but 
is stabilising and is lower than Brazilian peer banks, and BAB’s overall profitability has remained strong. The net 
operating income remained stable at US$773 million, as in 2016.

Operating expenses amounted to US$462 million (2016: US$436 million). Profit before taxation and income attributable 
to non-controlling interests was, therefore, US$311 million, compared to US$337 million in 2016. Taxation on operations 
outside Bahrain was US$58 million (2016: US$103 million), in part arising from the tax treatment of currency hedges 
in a subsidiary. Aer income attributable to non-controlling interests of US$60 million (2016: US$51 million), the net 
profit for the year was US$193 million (2016: US$183 million).

Sources and uses of funds

The Group’s asset profile is predominantly made up of loans, securities and placements. The loans and advances 
portfolio stood at US$15,329 million (2016: US$14,683 million). Non-trading securities decreased by US$36 million 
to US$5,599 million and money market placements declined by US$960 million to US$3,170 million. Liquid funds 
decreased by US$443 million to US$1,388 million.

Deposits from customers increased by US$2,485 million to US$16,755 million. Deposits from banks and repos totalled 
US$5,036 million (2016: US$6,039 million) while term notes, bonds and other term financings totalled US$2,148 million 
(2016: US$4,269 million).

Total assets of the Group at the end of the year stood at US$29,499 million (2016: US$30,141 million). Average assets 
for the year were US$29,670 million (2016: US$30,062 million) and average liabilities US$25,785 million (2016: US$26,227 
million).

Credit commitments, contingent items and derivatives

The notional value of the Group’s consolidated off-balance sheet items stood at US$29,655 million (2016: US$27,741 
million) comprising credit commitments and contingencies of US$9,595 million (2016: US$8,590 million) and derivatives 
of US$20,060 million (2016: US$19,151 million). The credit risk-weighted asset equivalent of these off-balance sheet 
items was US$3,484 million (2016: US$3,367 million).

The Group uses a range of derivative products for the purposes of hedging and servicing customer-related 
requirements, as well as for short-term trading purposes. The total market risk-weighted equivalent of the exposures 
under these categories at the end of 2017 was US$1,536 million (2016: US$1,297 million).

No significant credit derivative trading activities were undertaken during the year.
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Geographical and maturity distribution of the balance sheet
The Group’s assets are well diversified across mainly the Arab world, the Americas and Western Europe. The Group’s 
liabilities and equity are predominantly in the Arab world 64% (2016: 71%) followed by Latin America 23% (2016: 20%), 
mainly at the Brazilian subsidiary.

Financial assets Liabilities & equity Loans & advances

(%) 2017 2016 2017 2016 2017 2016

Arab world 40 39 64 71 46 49

Western Europe 11 13 7 3 11 10

Asia 7 4 1 2 3 2

North America 10 11 3 3 2 2

Latin America 28 27 23 20 29 28

Others 4 6 2 1 9 9

100 100 100 100 100 100

An analysis of the maturity profile of financial assets according to when they are expected to be recovered or settled, 
or when they could be realised, shows that at the end of 2017, 58% (2016: 67%) was within one-year maturity. Loans 
and advances maturing within one year amounted to 60% (2016: 54%). The proportion of liabilities maturing within 
one year was 51% (2016: 48%).

Financial assets Liabilities & equity 

(%) 2017 2016 2017 2016

Within 1 month 24 38 23 22

1-3 months 11 9 7 6

3-6 months 9 11 6 9

6-12 months 15 9 15 11

Over 1 year 38 29 32 35

Undated 3 4 17 17

100 100 100 100



Group Financial Review

Distribution of credit exposure

ABC Group’s credit exposure (defined as the gross credit risk to which the Group is potentially exposed) as at 31 
December 2017 is given below:

(US$ millions) Funded exposure
Credit commitments 
& contingent items Derivatives*

2017 2016 2017 2016 2017 2016

Customer type

Banks 6,905 9,507 3,242 3,042 126 169

Non-banks 14,779 12,504 5,711 5,023 154 119

Sovereign 6,569 6,725 642 525 6 7

28,253 28,736 9,595 8,590 286 295

Risk rating

1 = Exceptional 1,606 2,274 573 516 - -

2 = Excellent 2,858 2,943 101 228 40 36

3 = Superior 4,059 5,075 680 523 131 183

4 = Good 3,232 3,904 1,697 1,452 63 53

5 = Satisfactory 12,100 10,683 4,723 4,325 47            23

6 = Adequate   2,744 2,352 1,165 957 4 -

7 = Marginal 1,385 1,213 533 355 1 -

8 = Special Mention 87 37 90 198 - -

9 = Substandard 155 243 32 35 - -

10 = Doubtful 26 5 1 1 - -

11 = Loss 1 7 - - - -

28,253 28,736 9,595 8,590 286 295

* Derivative exposures are computed as the cost of replacing derivative contracts represented by mark-to-market

values where they are positive, and an estimate of the potential change in market values reflecting the volatilities

that affect them.

Classified exposures and impairment provisions

Impaired loans and off-balance sheet credits are formally defined as those in default on contractual repayments of 
principal or on payment of interest in excess of 90 days. In practice, however, all credits that give rise to reasonable 
doubt as to timely collection, whether or not they are in default as so defined, are treated as non-performing 
and specific provisions made, if required. Such credits are immediately placed on non-accrual status and all past 
due interest reversed. Any release of the accumulated unpaid interest thereaer is made only as permitted by 
International Financial Reporting Standards. 

The total of all impaired loans as at the end of 2017 was US$554 million (2016: US$632 million). Aggregate provisions at 
the end of 2017 stood at US$572 million (2016: US$571 million) and constituted 103% (2016: 90%) of all non-performing 
loans and 3.6% of gross loans and advances (2016: 3.7%).
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The total of all impaired securities as at the end of 2017 remained at US$119 million (2016: US$119 million). Aggregate 
provisions at the end of 2017 stood at US$117 million (2016: US$116 million) and constituted 98% (2016: 97%) of 
impaired securities and 2% (2016: 2 %) of gross non-trading securities.

The ageing analysis of impaired loans and securities is as follows: 

Impaired loans

(US$ millions) Principal Provisions Net book value

Less than 3 months 76 40 36

3 months to 1 year 104 58 46

1 to 3 years 138 46 92

Over 3 years 236 232 4

554 376 178

Impaired securities

(US$ millions) Principal Provisions Net book value

Less than 3 months - - -

3 months to 1 year - - -

1 to 3 years 6 6 -

Over 3 years 113 111 2

119 117 2

Group capital structure and capital adequacy ratios

The Group’s capital base of US$4,504 million comprises Tier 1 capital of US$4,251 million (2016: US$4,154 million) and 
Tier 2 capital of US$253 million (2016: US$384 million). The consolidated capital adequacy ratio as at 31 December 
2017, calculated in accordance with the prevailing Basel III rules, was 18.7% (2016: 19.1%), well above the 12.5% minimum 
set by the Central Bank of Bahrain. The capital adequacy ratio comprised predominantly Tier 1 ratio of 17.7% (2016: 
17.5%) well above the 10.5% minimum set by the Central Bank of Bahrain.

All ABC Group subsidiaries meet the capital adequacy requirements of their respective regulatory authorities.

Factors affecting historical or future performance

The Group’s primary financial goal is the delivery of consistently rising profitability for its shareholders through 
sustainable earnings and assets growth. Management is optimistic that the Group will be able to achieve this goal, 
despite continuing challenging economic conditions in MENA and Brazil, based on its evaluation of the following risk 
factors, which may have an impact on performance.

Geopolitical conditions – Geopolitical uncertainty continued in some parts of the MENA region in 2017 and the 
situation remains unpredictable. The Group’s activities and assets are increasingly diversified across a range of 
developing and developed countries, which mitigates this political risk. To date, this uncertainty has had a relatively 
small impact on the overall Group. Further, the Group has in place rigorous, regularly tested, disaster recovery 
procedures to guard against challenges arising from political or other disruptions. The Group has no significant risk 
exposures outside the Arab world, the United States, Brazil and Europe.
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Energy prices – Global hydrocarbon prices directly affect the economies of many countries in the Arab world, as well 
as those of OECD countries. As the Group’s main activities are focused on trade flows between MENA and the rest of 
the world, lower hydrocarbon prices are a risk for profitability. In recent years, lower hydrocarbon prices have reduced 
the flow of revenues to producing countries, leading to cuts in government expenditure. This trend has tended to 
reduce demand for capital equipment and construction services for infrastructure building and development projects, 
as well as for consumer goods. While remaining below historical levels, hydrocarbon prices recovered somewhat in 
2017 and are expected to stay relatively stable in 2018.

Stability of financial markets – While financial markets had a strong year in 2017, valuations ended the year at high 
levels and there remains a risk of instability. While global growth is unusually buoyant at the 2017 year end, there are 
potential risks arising from the probably withdrawal of quantitative easing in developed markets, rising US interest 
rates and geopolitical issues. Bank ABC remains conservatively positioned. It has a comfortable liquidity position and 
makes adequate provisions against securities considered to be impaired.

Foreign currency values – Where its subsidiaries are capitalised with currencies other than the US dollar, Bank ABC is 
exposed to fluctuations in the value of those currencies. The Group takes appropriate steps to hedge against those 
fluctuations when deemed practicable and desirable.

Volatility of currency markets – Foreign exchange volatility can affect the Group’s foreign exchange trading revenues 
and the Group manages such risks within a robust and conservative framework of limits, monitoring and controls.

Interest rate levels – Although the Group’s net interest revenue can be negatively affected by interest rate changes, 
this mainly affects its equity earnings, as the Group’s lending and marketable securities holdings are based 
predominantly on floating and short-term interest rates. They are, therefore, largely insulated from interest rate 
swings.


