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1. OVERVIEW  
 

1.a. Background  
The European Union Capital Requirements Directive (“the Directive”) came into 
effect on 1 January 2007. It introduced consistent capital adequacy standards and an 
associated supervisory framework in the EU based on the Basel II rules agreed by 
the G-10.  
 
Implementation of the Directive in the UK was by way of rules introduced by the 
Financial Services Authority (“the FSA”). The Basel II Framework is structured 
around three pillars: Pillar 1 (minimum capital requirements), Pillar 2 (supervisory 
review) and Pillar 3 (market discipline). The disclosure requirements of Pillar 3 are 
designed to promote market discipline by providing market participants with key 
information on a Firm’s risk exposures and risk management processes. Pillar 3 aims 
to complement the minimum capital requirements described under Pillar 1 and the 
supervisory review process of Pillar 2.  
ABC International Bank plc (“ABCIB” or “the Bank”) adopted the Standardised 
Approach to credit risk from 1 January 2008. ABCIB also became subject to Pillars 2 
and 3 from that date.  
 
The EU’s Capital Requirements Regulation (“CRR”) introduced further enhancements 
for the Pillar 3 disclosures from 2015, these have now been included where 
appropriate.  
 
1.b. Basis and Frequency of Disclosures 
This disclosure document has been prepared by ABCIB in accordance with the 
requirements of Pillar 3. 
 
Unless otherwise stated, all figures are as at 31 December 2015, our financial year-
end. This disclosure is for the period is 1st January 2015 to 31st December 2015 
 
Future disclosures will be issued on an annual basis and published with the 
publication of the Annual Report.  
 
 
1.c. Scope  
ABCIB whose registered office is 1-5 Moorgate, London, EC2R 6AB is authorised by 
the Prudential Regulation Authority (PRA) and regulated by the Prudential Regulation 
Authority (PRA) and Financial Conduct Authority (FCA). The Bank has branches in 
Germany, France and Italy and is a wholly owned subsidiary of the Arab Banking 
Corporation B.S.C (Bahrain). 
 
ABCIB has a small number of subsidiary companies (together referred to as “the 
Group”).   
 
ABCIB calculates and maintains regulatory capital ratios based on its own balance 
sheet. Capital held in the Bank’s subsidiary companies is not material. 
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1.d. Location and Verification  
These disclosures have been reviewed by the Bank’s Board Risk Committee and the 
Board and are published on the Group’s corporate website (www.bank-ABC.com). 
The disclosures have not been subjected to external audit except where they are 
equivalent to those prepared under accounting requirements for inclusion in the 
Group’s Annual Report and Accounts. In line with CRR the disclosures within this 
document fulfil the quantitative and qualitative requirements and should be reviewed 
with ABCIB’s most recent annual report. 
 

2. RISK MANAGEMENT   
 

2.a. Introduction  
 
The Board Risk Committee (BRC) is chaired by Dr Yousef Al Awadi (Independent 
Non-Executive Director) and is comprised of three independent and one non-
independent (Group CEO) directors. 
 
The committee has responsibility for oversight and advice to the Board regarding the 
Bank’s risk policy, within the parameters set for the Bank ABC Group. In line with this 
responsibility, the Committee annually reviews risk policies, including the Bank’s risk 
appetite, return expectations and asset allocation limits, principally in terms of 
country, industry and ratings.  
 
The Board of ABCIB has assessed the adequacy of the risk management 
arrangements of the Company. Based on this assessment, management considers 
that the risk management system put in place is adequate with regard to the profile 
and strategy of ABCIB. This statement is given and should be interpreted in 
accordance with the provisions of Article 435(1e) of Regulation (EU) No. 575/2013. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

http://www.bank-abc.com/
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2.b. Governance  
 

As a step towards effective Enterprise Risk Management, the Bank employs the three 
lines of defence model: 
 
• First Line of Defence: The first line of defence is the business and its front-
line employees who own their respective risk exposures and are required to maintain 
effective processes and systems to manage their risks, including robust and 
comprehensive internal controls and documented procedures.  The business must 
also have appropriate supervisory controls and review processes in place to identify 
control weaknesses, inadequate processes and unexpected events. 
 
• Second Line of Defence: The control functions (including risk and compliance) 
of the Bank act as the second line of defence, providing independent oversight of the 
primary and consequential risks.  This includes setting risk limits and protecting 
against non-compliance with applicable laws and regulations. 
 
• Third Line of Defence: The third line of defence is that of Internal Audit which 
carries out an independent review of the adequacy, implementation and 
effectiveness of governance, risk management and the control environment, 
including the assessment of how the first and second lines of defence meet their 
objectives. 
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The Board is responsible for determining the risk principles, risk appetite and major 
portfolio limits for the Bank, including their allocation to the business divisions.  The 
risk assessment and management oversight performed by the Board considers 
evolving best practices and is intended to conform to statutory requirements.  The 
Board is supported by the BRC, which monitors and oversees the risk profile of the 
Bank and the implementation of the risk framework as approved by the Board, as 
well as assessing the key risk measurement methodologies.  The Corporate 
Governance Committee supports the Board in fulfilling its duty to safeguard and 
advance the Bank’s reputation for responsible corporate conduct.  It reviews and 
assesses stakeholders concerns and expectations for responsible corporate conduct 
and their possible consequences for ABCIB, and recommends appropriate actions to 
the Board.    The Chairman of the Board and the Audit Committee oversee the 
performance of Internal Audit. 
 
The Management Committee (ManCom) implements the risk framework, controls the 
Bank’s risk profile and approves key risk policies. The committee is chaired by the 
Chief Executive Officer (CEO). 
 
The Assets and Liabilities Committee (ALCO) chaired by the Chief Financial Officer 
(CFO) is set with the objective of defining long-term strategic decisions and short-
term tactical plans regarding the structure of the consolidated balance sheet of the 
Bank over time, in order to ensure that funding strategies (liquidity risk and interest 
rate exposure) are commensurate with the profitability targets established by the 
Board of Directors. 
 
Credit risk is managed by the Credit Committee (IBCC), which is the main credit risk 
decision-making forum of ABCIB. Chaired by the Chief Risk Officer, IBCC members 
include the Chief Executive Officer and the Bank ABC Group Chief Credit & Risk 
Officer. 
 

Internal Audit also plays a significant role in the bank's risk management process by 
providing independent and objective assurance on the adequacy and effectiveness of 
the bank’s risk management, control and governance processes, as designed and 
represented by management. It carries out an annual risk-based programme of 
work, which has been approved by the bank's Audit Committee, designed to evaluate 
and improve the bank's risk management and control environment. The result of 
Internal Audit's work, including management's progress in addressing identified 
issues, is formally reported to the Audit Committee on a quarterly basis.  
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3. CAPITAL RESOURCES  
 

3.a. Total available capital  
At 31 December 2015 and throughout the year ABCIB complied with the capital 
requirements that were in force as set out by the PRA.  
 
ABCIB’s regulatory capital base at 31 December 2015 was as follows:  
 

    
       
 
3.b. Tier 1 Capital  
Tier 1 capital comprises total equity less deferred tax asset.  
 
3.c. Tier 2 Capital  
Tier 2 capital comprises an allowance for collective impairment losses.  
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4. CAPITAL ADEQUACY  
 

4.a. Capital management  
 

ABCIB has adopted the Standardised approach to credit risk, market risk and 
operational risk in order to calculate the Basel II Pillar 1 minimum capital 
requirement.  
  
The adequacy of ABCIB’s capital is monitored using, among other measures, the 
rules and ratios established by the Basel Committee on Banking Supervision and 
adopted by the PRA in supervising banks. 
 
ABCIB’s policy is to maintain a strong capital base to support the development of its 
business and to meet regulatory capital requirements at all times. The principal 
forms of capital are called up share capital, retained earnings and subordinated debt. 
 
The PRA is the lead regulator for ABCIB and receives information on the capital 
adequacy. The PRA requires each bank to maintain an individually prescribed ratio of 
total capital to risk-weighted assets taking into account both balance sheet assets 
and off-balance sheet transactions. ABCIB complied in full with the PRA’s capital 
adequacy requirements during 2015. 
 
Banking operations are categorized as either trading book or banking book and risk-
weighted assets are determined accordingly. Banking book risk-weighted assets are 
measured by means of a hierarchy of risk weightings classified according to the 
nature of each asset and counterparty, taking into account any eligible collateral or 
guarantee. 
 
Banking book off-balance sheet items giving rise to credit, foreign exchange or 
interest rate risk are assigned weights appropriate to the category of the 
counterparty, taking into account any eligible collateral or guarantees. Trading book 
risk-weighted assets are determined by taking into account market related risks such 
as foreign exchange, interest rate position risks, and counterparty risk. 
 
4.b. Internal Capital Adequacy assessment Process (ICAAP) 
 
ABCIB capital management aims to maintain an optimum level of capital to enable it 
to pursue strategies that build long-term shareholder value, whilst always meeting 
minimum regulatory ratio requirements.  
 
4.c. Minimum capital requirement: Pillar 1  
ABCIB’s minimum capital requirement under Pillar 1 is calculated by adding the credit 
risk charge to that required for operational risk and market risk.  
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The following table shows ABCIB’s minimum capital requirement under Pillar 1:  
 

  
 
The following table shows both the ABCIB’s Risk-weighted assets and Risk Asset 
Ratio under Pillar 1 at 31 December 2015:  
 
                 £000 
Risk-weighted assets        2,152,072 
  
                      % 
Risk Asset Ratio                                  22.9 
 
4.d. Credit risk component  
The following table shows ABCIB’s minimum capital requirement for credit risk under 
the standardised approach at 31 December 2014:  
  

 
 
The exposure values above are net of specific provisions and credit risk mitigation. 
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Under the Standardised approach, ABCIB uses S&P, Moody’s and Fitch Ratings 
across its portfolios. Credit ratings are mapped to credit quality steps using the 
standard table below: 

 
*All exposures are internally rated including those ‘unrated’ by the credit 

agencies. 
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4.e. Pillar 2 
 
ABCIB also allocates additional capital under Pillar 2 for those risks not covered by 
Pillar 1, these include: 
 

 Interest Rate Risk: This represents the estimation by the Bank of the 
potential loss incurred due to a change in interest rates. 
 

 Credit Concentration Risk: This represents the capital that the Bank holds 
against potential losses for any single or group of exposures representing a 
concentration. 
 

 Pension Risk: This represents the capital the Bank holds to reflect the risk of 
adequately funding the pension fund for the Bank. 
 

 Operational Risk: This risk the additional risk not covered by Pillar 1 that 
arises from inadequate or failed processes, people and systems. 
 

 Market Risk: The risk of loss resulting from adverse changes in the value of 
positions. 
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5. SOURCES OF RISK  
 

5.a. Credit Risk  
 

The Bank has in place a broad reaching Risk Appetite extending to credit, large 
exposures, capital levels, and operational risk all of which are monitored daily for 
compliance with the Board set statement. Credit risk has a multitude of metrics set by 
the statement given the nature of our exposures. 
 
Credit risk is the current or prospective risk to earnings and capital arising from an 
obligor’s failure to meet the terms of any contract with the institution or its failure to 
perform as agreed. Country risk (cross border or transfer risk), which is closely related 
to credit risk, is also included as part of credit risk management.  Country risk 
encompasses the risk of loss caused by changes in foreign exchange controls and 
political or economic situations. 
 
The main purpose of credit risk management is to maintain a sound and well-spread 
portfolio of credit risk assets, to ensure returns are commensurate with risk and to keep 
credit risk exposure to a permissible level relative to capital. 
 
The Board Risk Committee oversees the credit risk management process. The corporate 
governance framework for credit risk management ensures appropriate controls, 
appropriate senior management oversight and thorough risk analysis and reporting 
conducted by a credit risk management team with the capabilities and resources to 
evaluate and monitor the exposures and limits. 
 
Credit risk is managed by the Credit Committee (IBCC), which is the main credit risk 
decision-making forum of ABCIB. Chaired by the Chief Risk Officer, IBCC members 
include the Chief Executive Officer and the Bank ABC Group Chief Credit & Risk Officer. 
 
ABCIB assesses the credit risk posed by each customer using an internal rating system 
and quantifies that risk for control purposes. The rating system sets a grading based on 
the creditworthiness of the obligor, taking into account financial and non-financial 
factors. A financial modelling system is used to derive the financial component of the 
obligor rating from financial accounts.  The risk asset portfolio is analysed and reviewed 
on the basis of ratings distribution.  Obligor ratings are also a key input to ABCIB's risk 
adjusted return on capital assessment model. 
 
The dominant business line is Trade Finance, within which transactions tend to be 
short-term and routine and market-standard in nature, with a low loss probability and 
inherent structural and documentary protections for ABCIB.  The dominance of the 
Trade Finance business within ABCIB gives a short-term bias to the risk asset portfolio, 
which means that ABCIB’s exposure to longer-term credit risk is moderate.   
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Industry exposure 
 
The table below analyses the industrial spread of certificates of deposit purchased, 
due from banks, loans and advances to customers, financial investments – available-
for-sale and financial investments– held to maturity. 
 
 

 
 
The values above are shown before the impact of funded credit mitigation. 
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Country exposure 
 
The table below analyses the industrial spread of certificates of deposit purchased, 
due from banks, loans and advances to customers, financial investments – available-
for-sale and financial investments – held to maturity. 
             

  
 
The values above are shown before the impact of funded credit mitigation. 
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Credit risk mitigation  
The amount and type of collateral depends on an assessment of the credit risk of the 
counterparty. The types of collateral mainly include cash and guarantees from banks, 
as well as mortgages over property. Management monitors the market value of 
collateral, requests additional collateral in accordance with the underlying 
agreement, and monitors the market value of collateral obtained during its review of 
the adequacy of the allowance for impairment losses.  
 
Also, ABCIB uses derivatives and other instruments to manage exposures resulting 
from changes in interest rates, foreign currencies and credit risks. 
 
Maximum exposure to credit risk without taking into account collateral 
and other credit enhancements 
The table below shows the maximum exposure to credit risk for the components of 
the balance sheet, including derivatives. The maximum is shown gross, before the 
effect of mitigation through the use of master netting and collateral agreements: 
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Credit quality per class of financial assets 
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5.b. Market and Liquidity risk 
 
  Market risk and liquidity risk are defined as follows:    

    
Market risk is the current or prospective risk to earnings and capital arising from 
adverse movements in interest rates, asset prices or foreign exchange rates in the 
trading book. This risk can arise from market making, dealing, and position taking 
in bonds, securities, currencies or derivative instruments.    
     
Liquidity risk is the risk that ABCIB, although solvent, either does not have 
available sufficient financial resources to enable it to meet its obligations as they 
fall due, or can secure such resources only at excessive cost.   
     
The corporate governance framework for risk management ensures appropriate 
controls, appropriate senior management oversight and thorough risk analysis and 
reporting conducted by an independent risk management team with the 
capabilities and resources to evaluate and monitor the exposures and limits. 
        
 
 
Market Risk 
 
Management of market risk and liquidity risk are the day-to-day responsibility of 
the Treasurer with the oversight of ALCO. The Treasurer ensures that all of 
ABCIB's obligations are met when due and that market risk and position limits are 
respected at all times.  Compliance with market risk limits is monitored by the 
Internal Control Department, which reports to the Head of Operations.  
      
The Board Risk Committee oversees the market risk management process.  
Market risk management and liquidity risk issues are also reviewed at the monthly 
Asset and Liability Management Committee ("ALCO"), the members of which 
include senior management of ABCIB, chaired by the CFO.  ALCO reports via the 
CFO to the Board.       
 
ABCIB uses a comprehensive, aggregated risk measurement system based on 
Value at Risk (“VaR”) methodology as the basis for monitoring and controlling 
market risk. 
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  Liquidity risk        

        
Liquidity Risk is defined as the risk to ABCIB’s earnings, capital and solvency, 
arising from inability to meet contractual payment and other financial obligations on 
their due date, or inability to fund (at a reasonable cost) the asset book and 
business needs of the Bank (and, by extension, the needs of its customers).  This 
risk may or may not arise due to issues specifically related to the Bank itself.   

ABCIB is fully compliant with the current liquidity regulation requirements. 

ABCIB manages its liquidity risk actively, in view of the Bank’s reliance on funding 
from connected parties, customers and bank correspondents.  These deposits tend 
to be short-term to match the maturity profile of the bank's assets, but the Bank 
has lengthened its deposit profile and diversified its funding through its medium-
term funding facility from other banks.   

Liquidity, or availability of sufficient financial resources, is a core component of 
ABCIB's management framework. In order to avoid unnecessary exposure to short-
term funding as a means to meet its cashflow obligations, ABCIB uses a funding 
gap management process, maintains a buffer of high quality liquid assets and 
operates a contingency funding plan. 

Funding projections are made by the Treasurer who has responsibility for day-to-
day liquidity management.  ABCIB’s approach to liquidity monitoring involves a limit 
structure to control liquidity mismatches in particular time periods from “next day” 
through to “over 1 year”. Liquidity mismatches are calculated on the basis of the 
aggregate across all ABCIB branches of all assets and all liabilities, together with an 
allowance for undrawn commitments. 

Funding gap control is supplemented by other analyses such as stress tests and 
asset and liability concentration reports in order to ensure clear and timely 
communication of the structure and requirements of ABCIB's funding operation.  
ALCO has primary responsibility for oversight of liquidity risk management. 
    "      

Analysis of financial assets by remaining maturities 

 

 



Bank ABC Plc  

Pillar 3 Disclosures 

19 

 

 
        
Analysis of financial liabilities by remaining maturities   

     
The table below summarises the maturity of ABCIB's financial liabilities at 31st 
December 2014 based on contractual undiscounted repayment obligations. 
Repayments which are subject to notice are treated as if notice were to be given 
immediately. However, ABCIB expects that many customers will not request 
repayment on the earliest date ABCIB could be required to pay and the table does 
not reflect the expected cash flows indicated by ABCIB's deposit retention history.
         

 
 

 

 

 

 

Interest rate risk 
Interest rate risk arises from the possibility that changes in interest rates will affect 
future profitability or the fair values of financial instruments. ABCIB is exposed to 
interest rate risk as a result of mismatches of interest rate re-pricing of assets and 
liabilities. The most prominent market risk factor for ABCIB is interest rates. This risk 
is minimized as ABCIB’s rate sensitive assets and liabilities are mostly floating rates, 
where the duration risk is lower. 
 
Currency risk 
ABCIB is exposed to foreign exchange rate risk through its trading and structural 
portfolios. Foreign exchange rate risk is managed by trading limits and stop loss 
parameters which are approved at Board level.  
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5.c. Other risks  
 

Operational risk  
 
Operational Risk is defined as:  
“The risk of loss resulting from inadequate or failed processes, people and systems, 
or from external events”.  
Operational risk is inherent in all business activities and can never be eliminated 
entirely. In order to mitigate such a risk, ABCIB has developed an operational risk 
framework, which includes identification, measurement, management, and 
monitoring.  
 
Other risks  
ABCIB is exposed to a range of other operational risks. In each case v107arious risk 
mitigation techniques are adopted to control the risk. These risks include the 
following:-  
 

• Legal risks. ABCIB enters into contracts both in the course of its ordinary 
business, and also as part of its banking activities. Specialist staff are 
employed to review and negotiate contract documents, and external 
legal counsel is also sought where appropriate.  

 
• Settlement and confirmation risk. ABCIB seeks to employ, retain and train 

its staff to ensure that they are competent to carry out such 
procedures. Suitable computer systems to support such operations are 
maintained, and operational procedures are documented, and subject to 
regular review by Internal Audit.  

 
• Litigation risks. Disputes arise from time to time in the course of ABCIB’s 

business. Such disputes are subject to early identification, and 
escalation to senior executives qualified to manage their resolution. 
External counsel’s opinions and assistance are sought as required.  

 
 
 
 
6. Equity Investments 
 
ABCIB owns the following investments in subsidiaries and associated companies: 
 

 
 
Part of the investments above form part of effective fair value hedging relationship in 
relation to foreign currency risk, with certain foreign currency denominated 
borrowings. 
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Equity investments are stated in the financial statements of ABCIB at cost less 
impairment losses. Reversal of impairment losses are recognised in the profit and 
loss account if there has been a change in the estimates used to determine the 
recoverable amount of the investment. 
 
 
7. Impairment Provisions  
 
Accounting Policy 
Impairment losses on loans and advances     
    
ABCIB reviews its problem loans and advances at reporting date to assess whether a 
provision for impairment should be recorded in the profit and loss account. In 
particular, judgement by management is required in the estimation of the amount 
and timing of future cash flows when determining the level of provision required. 
Such estimates are based on assumptions about a number of factors and actual 
results may differ, resulting in future changes to the provision.   
      
         
In addition to the specific provision against individually significant loans and 
advances, ABCIB maintains a collective impairment reserve to cover an identified 
part of the portfolio where observable data indicates that impairment is likely to have 
occurred even though there is not yet any specific evidence of impairment of any 
individual loan within that group of assets.      
   
 
Credit facilities subject to collective impairment provisions represent on-balance 
sheet exposures not subject to specific provision, the methodology used is based on 
the internal ratings based model with a provision being incurred for all grades. The 
provision is the sum of the probability of default (PD) x loss given default (LGD) x 
exposure at default (EAD).       
 
 
 
 
 
Movements in allowance for impairment losses  
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8. Asset Encumbrance  
 
As at 31st December 2015, ABCIB did not undertake any activities that resulted in 
any assets being encumbered. ABCIB’s balance sheet stood at £2,835m all of which 
were unencumbered assets.  
 
 
9. Remuneration Policy  
 
Fixed Remuneration  
 
An annual review of remuneration for all ABCIB employees is carried out, 
benchmarking all positions against market data for peer roles in peer group 
organisations, considering employment market conditions, demand for skills etc. 
 
Individual remuneration is reviewed against an employee’s contribution, any 
significant change within their responsibilities, material move in the market value of a 
role, their value to the organisation and in line with the bank’s budget for 
remuneration. 
 
Variable remuneration  
 
All incentive awards arrangements within Bank ABC are completely discretionary.  
 
Individual objectives (both financial and non-financial) are set for all employees, 
including Code Staff, and will be relevant to their particular role, also being designed 
to encourage appropriate behaviours and adherence to the bank’s Risk Management 
and Compliance policies and procedures.  Reviews of performance are carried out 
semi-annually for all employees.  Performance measures change each year to reflect 
the business strategy, group, unit, team and individual objectives.  The Chief 
Executive Officer, in conjunction with the Head of Human Resources, is required to 
review all performance documents and review the performance scores for all staff to 
ensure consistency of appraisal and suitability of scores. 
 
Awards will be determined based upon individual performance and contribution, 
considering “what” a person achieves and “how” they achieve it.   
 
The performance appraisal process contains clearly defined requirements for all 
employees to be aware of, and adhere to, all relevant policies, procedures and 
regulations pertaining to their position and to be compliant with them at all times.   
 
Code Staff 
 
In line with the PRA Remuneration Code, ABCIB designates certain of its employees 
as Code Staff, selecting them from staff, including directors, senior management, 
significant risk takers, staff engaged in significant control functions and other 
employees receiving total remuneration that takes them into the same remuneration 
bracket as senior management. 
 
Code Staff will be identified by the Chief Executive Officer and the Head of Human 
Resources, and approved by the Remuneration Committee, having regard for those 
employees with significant influence over the conduct of the bank’s business, or a 
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significant function in the generation of risk assets or control over risk assets.  
Designation of Code Staff (and potential addition of new Code Staff) will be reviewed 
annually, in conjunction with the Chief Risk Officer and the Head of Compliance. 
 
 
 
 
Deferral of bonuses  
 
As ABCIB is classified as a Proportionality Level 3 firm under the terms of the PRA 
Remuneration Code, the bank is not required to apply the rules on deferral of 
bonuses.  This approach has been approved by Remuneration Committee. 
 
Code staff Remuneration  
 
As of 31st December 2015 Bank ABC had 15 staff (code staff), excluding the 
Chairman, Deputy Chairman and the non-executive directors, whose professional 
activities had a material impact on the firm’s risk profile. 
 
The figures below provide analysis of both the fixed and variable remuneration of 
code staff.  
 

 Fixed 
Remuneration 
(inc fixed benefits) 

Variable 
Remuneration 

Strategic Business 
Units 

£3,966,540.74 
 

£886,571 
 

Support, risk & 
Control Functions  

£1,033,664,.73 
 

£385,717 
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Appendix I: Reconciliation between audited financial statements and regulatory 
own funds as at 31st December 2015 
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