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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”)
1

. 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.  

 

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 2011, our financial year-end.  

Future disclosures will be issued on an annual basis and published as soon as practicable after 

the publication of the Annual Report.  

 

1.c. Scope  
ABCIB is a UK registered bank that is regulated by the FSA.  

ABCIB has a small number of subsidiary companies (together referred to as “the Group”). Of 

its subsidiaries, ABC Investment Holdings Limited, ABCIB Leasing Limited and ABCIB 

Islamic Asset Management Limited all of which are registered in the UK.  

 

ABCIB calculates and maintains regulatory capital ratios based on its own balance sheet. 

Capital held in the Bank’s subsidiary companies is not material. 

 

1.d. Location and Verification  
These disclosures are published on the Group’s corporate website 

(www.arabbankingcorporation.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.  
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2. RISK MANAGEMENT OBJECTIVES AND POLICIES  
 

2.a. Introduction  
 

The Board Risk Committee (BRC) is chaired by the Parent company President and Chief 

Executive and four other non-executive directors sit on this committee.   

 

The BRC has overall responsibility for risk policy, within the parameters set for the ABC 

Group.  Its responsibilities include setting and reviewing all risk policies and procedures, 

reviewing ABCIB’s risk strategy and risk appetite, return expectations and asset allocation 

limits, principally in terms of country, industry, ratings and tenor.  BRC reviews risk levels in 

relation to individual borrowers/counterparties, industry sectors, countries, regions and 

products.  The Committee also sets market risk and trading limits and parameters for 

investment portfolios and trading.  It delegates authority to senior management to conduct 

business within the terms of the risk strategy.   

 

Credit risk is managed by the Credit Committee (IBCC), which is the main credit risk 

decision-making forum of ABCIB.  Chaired by the Head of Risk Management, IBCC 

members include the Chief Executive Officer and the ABC Group Chief Credit & Risk 

Officer. IBCC credit decisions are overseen by the BRC. 

 

The risk infrastructure of ABCIB proved to be resilient throughout the market challenges of 

2011.  

 

2.b. Governance  

The Board has three principal committees.  The Board Risk Committee and the Audit 

Committee are described in more detail below.  The Compensation Committee reviews 

compensation policy generally, plus the overall remuneration of ABCIB’s senior managers. 

 

The Management Committee (MANCOM) is the highest level management decision-making 

committee of ABCIB, reporting through the Chief Executive Officer to the Board of 

Directors.  The Assets and Liabilities Committee (ALCO), and the Information Technology 

Steering Committee (ITSC) report to MANCOM.  ALCO is chaired by the Chief Executive 

Officer and it focuses on the funding of ABCIB’s assets, liquidity, interest rates, trading risks 

and the investment of ABCIB’s capital.  ITSC, chaired by the Head of Support, oversees 

enhancements to ABCIB’s core IT and communications systems. 

The Audit Committee meets at least four times a year to give the Board of Directors an 

independent assessment of the adequacy of ABCIB’s policy on internal and external financial 

reporting, controls and compliance.  The Committee is chaired by Mr David Carse, OBE.  

ABCIB has an established internal audit function, with the Head of Internal Audit, who 

reports to the Group Chief Auditor, has direct access to and is accountable to the Audit 

Committee.  A risk-based audit approach is adopted which ensures that key risk areas are 

reviewed and assessed regularly.  They include lending activity and the credit process, IT 

systems and support functions.  Where necessary, this work is carried out in coordination 

with ABC Group Audit and external specialists. In addition, this work is carried out in 

coordination with ABC Group Audit and external specialists. 
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2.c. Risk management process  
Risk is inherent to the Bank’s business and the ability to identify, control, monitor and 

mitigate each type of risk to which the bank is exposed is vital to ensure financial stability 

and future success. Principal risks to which the bank is exposed include Credit Risk, Market 

Risk, Liquidity Risk and Operational Risk. 

 

Over the last few years the Bank has invested into developing a comprehensive and robust 

risk management infrastructure.  

 

Maintenance and review of the ABCIB’s risk management policies and procedures are the 

responsibility of the Head of Risk Management under report to the BRC. This includes the 

identification and evaluation on a continuous basis of all significant risks to the business and 

the design and implementation of appropriate internal controls to minimise them.  

 

Risk management policies are documented on the Bank’s Intranet. 

 

Operational processes are documented, where necessary in departmental manuals that are 

also subject to annual review and senior management approval. This ensures that primary 

responsibility for the identification of risk lies with operational areas with oversight and 

governance being provided by RMD.  

 

The Group’s ALCO and Board Risk Committee play an important role in the identification, 

monitoring and management of risk and through the review of risk management policies.  

 

Internal Audit also has 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 2011 and throughout the year ABCIB complied with the capital 

requirements that were in force as set out by the FSA.  

ABCIB’s regulatory capital base and capital adequacy ratio at 31 December 2011 were as 

follows:  

              £000 

Tier 1 Capital         335,490 

Tier 2 Capital           48,335 

 

Total regulatory capital         383,825 

 

 

3.b. Tier 1 Capital  
Tier 1 capital comprises equity shareholders funds.  

 

3.c. Tier 2 Capital  
Tier 2 capital comprises subordinated liabilities and allowance for collective impairment 

losses. Subordinated liabilities may not exceed 50% of Tier 1 capital. 
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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 FSA 

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, equity shareholders funds and subordinated debt. 

 

The FSA supervises ABCIB and receives information on the capital adequacy. The FSA 

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 FSA’s capital adequacy requirements during 

2011. 

 

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 
 

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: Pillar 1 

        £’000 

 

       Minimum  Minimum 

       Capital   Capital 

       Requirement  Requirement 

       Under 

       Standardised 

       Approach @ 

       8% 

 

Credit Risk      171,129  276,545 

Market Risk           3,804      6,147 

Counterparty risk capital component           228         368 

Operational Risk          8,842               14,289 

Total Pillar I capital requirement   184,003  297,349 

Capital in place     383,825  383,825 

Excess of capital in place over minimum requirement under Pillar 1   

199,822    86,476 

 

The following table shows both the ABCIB’s Risk-weighted assets and Risk Asset Ratio 

under Pillar 1 at 31 December 2011:  

 

                 £000 

Risk-weighted assets        2,300,036 

  

                      % 

Risk Asset Ratio                 16.7 
 

 

4.d. Credit risk component  
The following table shows ABCIB’s minimum capital requirement for credit risk under the 

standardised approach at 31 December 2011:  
 

       Capital   Exposure 

       Requirement  Value 

       £000   £000 

 

Central governments or Central banks      1,021                    488,315 

Regional governments or local authorities         853                      10,675 

Multilateral development banks              -          24,070 

Institutions       78,768   1,757,599 

Corporates       82,379   1,024,151 

Retail               34                      554 

Past due items            102                 1,085 

Other items         6,235             82,916 

Secured by mortgages on residential property                     416                      14,858 

Secured by mortgages on commercial real estate                  1,317                      16,569 

Total                   171,129                3,420,792 
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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: 
 

Credit Quality Step             

       Exposure Exposure values 

  S&P Rating Moody’s rating       value  after mitigation  

            £000                     £000    

Central Governments and Central Banks  

 1  AAA to AA- Aaa to Aa3   453,401   447,097 

 2  A+ to A- A1 to A3     53,484     33,843 

 3 BBB+ to BBB- Baa1 to Baa3       3,437           2,722 

 4 BB+ to BB- Ba1 to Ba3       4,065           4,065 

5 B+  to B- B1  to B3     35,225                 225 

 7 Unrated  Unrated          363              363 

       549,975   488,315  

Regional governments or local authorities 

 4 BB+ to BB- Ba 1 to Ba3     12,993                   10,675 

Multilateral development banks 

 1  AAA to AA- Aaa to Aa3    24,635    24,070 

Institutions  

 1  AAA to AA- Aaa to Aa3     79,825                  76,006 

 2 A+ to A- A1 to A3                914,579                861,366 

 3 BBB+ to BBB- Baa1 to Baa3  147,371                116,334       

 4 BB+ to BB- Ba1 to Ba3  376,730                323,438 

 5 B+ to B-  B1 to B3               442,103                220,189  

 7 Unrated  Unrated                385,699                160,266  

                 2,346,306                           1,757,599 

Corporates  

 2 A+ to A- A1 to A3          133                            66 

 3 BBB+ to BBB- Baa1 to Baa3     50,795                   25,398  

 4 BB+ to BB- Ba1 to Ba3          164                          84 

 6 CCC+ and below Caal and below     12,528     11,241 

 7 Unrated  Unrated              1,255,826                              987,362  

                  1,319,466                           1,024,151 

Retail  

 7 Unrated  Unrated                       676         554  

Past due items  

 2 A+ to A- A1 to A3          384                            384         

 5 B+ to B-  B1 to B3               2                           2 

 7 Unrated  Unrated       11,438                           699                   

           11,824                                 1,085  

Other items  

 2 A+ to A- A1 to A3      13,163      9,924       

 7 Unrated  Unrated               72,993    72,992 

           86,155     82,916 

Secured by mortgages on residential property 

 7 Unrated  Unrated               14,886    14,858 

Multilateral development banks 

 7 Unrated  Unrated               16,569    16,569 

                   4,383,465            3,420,792  
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5. SOURCES OF RISK  
 

5.a. Credit Risk  

 

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. 

 

ABCIB has in place well defined policies and procedures for the identification, 

measurement and control of credit risk. Embedded within these is a framework of 

management responsibilities.  ABCIB’s credit management policy comprises clearly stated 

basic operating concepts, policies and standards. 

 

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. 

 

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 and peer group analysis.  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 risk asset portfolio is reviewed daily by the Head of Risk Management using a number 

of different portfolio measures, such as geographical distribution, industry sector, maturity, 

risk rating, product type and large exposures.  A selection of portfolio reports is also 

reviewed at every Board Risk Committee meeting. 

 

The business model of ABCIB is relatively straightforward and non-complex.  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 and relatively easily managed.  ABCIB does 

not undertake complex structured transactions and does not provide general working capital 

finance to borrowers.  The risk asset portfolio is substantially transaction-based or project-

related, meaning that ABCIB's exposure to the general weakening of corporate credit risk 

covenants is modest.  
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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. 

 

                2011 

                £000 

 

Financial institutions        1,653,115 

Manufacturing           380,999 

Construction              47,050 

Trade               21,863 

Governments                4,243 

Other services           542,036 

           2,649,306 

 

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. 

                2011 

                £000 

 

USA             426,875 

Turkey            408,469 

United Kingdom           327,019 

Germany            222,089  

France                       170,758 

Saudi Arabia            145,318 

Egypt            107,238 

UAE               80,051 

Libya               68,371 

Austria              58,305 

Bahrain              49,081 

Switzerland                  45,915 

Netherland              41,687 

Italy                33,919 

Algeria                          33,799 

Ireland                    27,710 

Oman               26,889 

Others            375,813  

           2,649,306 

 

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. 

Management monitors the market value of collateral, requests additional collateral in 
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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. 
 

The risk profile is assessed before entering into hedge transactions, which are authorised by 

the appropriate level of seniority within ABCIB. The effectiveness of hedges is monitored on 

quarterly basis. 
 

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: 
 

                2011 

                £000 

 

Certificates of deposit purchased         120,000 

Due from banks           831,188 

Loans and advances to customers      1,223,504 

Financial investments – available-for-sale         474,614 

Financial investments – held to maturity              - 

Others              44,493 

           2,693,799 
 

 

Contingent liabilities         1,284,219 

Commitments                                   203,203 

           1,487,422  

 

Collateral held as security            2011 

                £000 

Cash collateral 

Loans and advances to customers            44,200 

Contingent liabilities            211,799 

 

Banks & Credit Agencies 

Due from banks                8,532 

Loans and advances to customers          199,580 

Contingent liabilities            349,779 

Commitments              28,931 

 

 

Risk concentration against individual counterparties 

Largest exposure to individual Bank before collateral       182,794 

Largest exposure to individual Bank after collateral        110,701 

Largest exposure to individual customer before collateral         80,780 
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Largest exposure to individual customer after collateral         80,780 

Largest exposure to other counterparty before collateral       273,346 

Largest exposure to other counterparty after collateral       273,346 

  

 

 

Credit quality per class of financial assets 
 

Credit quality per class of financial assets       

         

        Loans &   Financial 

        receivables  Investments 

           AFS  

                2011  2011  

                £000  £000 

Due from banks        

Investment grade         479,935  - 

Sub investment grade       351,253   - 

Borrowers requiring caution             -    - 

Total          831,188  - 

        

Loans and advances to customers        

Investment grade        215,963  - 

Sub investment grade       969,607  - 

Borrowers requiring caution         37,934  - 

Total        1,223,504  - 

        

Financial investments - available-for-sale        

Investment grade     -   463,655 

Other Non-investment grade    -     10,959 

Total           474,614  

        

Certificates of deposit        

Investment grade        120,000   -  

Total           120,000  -  

        
 

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.      
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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.       

  

ABCIB adopts an enterprise-wide coordinated approach to risk management and seeks 

to achieve the highest possible standards in overall risk management, monitoring and 

control.        

  

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.    

     

Management of market risk and liquidity risk are the day-to-day responsibility of the 

Treasurer with the oversight of the Head of Risk Management. 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 Controls Department, which reports to the Head of Risk Management. 

       

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 Chief Executive Officer. ALCO reports to the 

Management Committee and the Board.  All market risk limits (including Value at 

Risk limits) are agreed by the Board Risk Committee and ALCO.     

     

ABCIB uses a comprehensive, aggregated risk measurement system based on a Value 

at Risk (“VaR”) methodology as the basis for monitoring and controlling market risk. 

End of day position data from the dealing system is interfaced directly to the VaR 

model where risk sensitivities and valuations are computed.  VaR is calculated by the 

“historical simulation” methodology using a one-day risk horizon and a 99th 

percentile, single-tailed confidence interval.  Daily losses are anticipated to exceed the 

VaR once every hundred business days, on average.  For information purposes, there is 

also a daily calculation of the consolidated VaR for the entire asset/ liability book of 

ABCIB, including the banking and trading books.  The VaR model is used for internal 

risk management purposes only and it is not used for calculating market risk exposure 

reported to the FSA for capital adequacy purposes.  Thus, the FSA has not reviewed 

ABCIB’s model. 

        

To ensure that the VaR model provides a fair assessment of the risk, a back testing 

sensitivity analysis is in place to compare VaR predictions to profit/ loss outcomes.  

Additionally, a series of stress-testing scenarios are performed on the trading book to 

assess the effect on the market risk of severe market conditions.  Stress-testing and 

back testing are reviewed by the Board Risk Committee.    

    

 The limitations to VaR are recognised within ABCIB at all levels.  The key limitations 

are the use of historical data as an estimator for future price action and the assumption 

that open positions can be hedged within the specified one-day holding period. 

Therefore, ABCIB subdivides market risk into key types for which foreign exchange 
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risk, bond price risk and interest rate risk are the material categories. Risk management 

for each category is fine-tuned by employing suitable sensitivity limits such as Basis 

Point Value limits (which measure the potential change in portfolio fair value for an 

instantaneous 0.01% rise in interest rates), stop-loss limits and open position limits.  

        

 

ABCIB's VaR exposures:        

        Maximum Minimum  

        2011  2011  

        £000  £000  

        

Trading           218      -  

Banking      14,003   2,116   

        

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 manages its liquidity risk actively, in view of the bank’s reliance on funding from 

customers and bank correspondents.  These deposits tend to be short-term but the bank has 

diversified its funding through its medium-term loan facility with a syndicate of banks.  

The bank’s approach to funding means that risks are mitigated by: 

 

- No reliance on the general interbank market for funding. 

- No reliance on volatile retail or corporate deposits. 

- Ability to source funding from Arab World correspondent banks. 

- Ability to source deposits from the ABC shareholders. 

- Maintaining a reserve of marketable securities for sale or Repo in need, in line with the 

FSA “buffer” requirements. 

        

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 system of highly liquid supplementary liquidity and operates a contingency 

funding plan.        

 

Funding projections are made daily using data compiled by Internal Controls Department 

and reported to 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”.   The time 

bands have specific limits set on the maximum mismatch allowable in the periods “sight to 

8 days” and “sight to one month” of 0% and -5% respectively.  Liquidity mismatches are 

calculated on the basis of the aggregate across all ABCIB branches of all assets and all 

liabilities, together with an allowance of 15% of undrawn commitments. 
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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 monitoring the performance of the Treasurer in liquidity management 

       

There is an extensive daily reporting process for liquidity risk management. In additional to 

the daily monitoring we also conduct regular stress testing in line with the FSA prescribed 

factors enabling us to identify our needs for a liquidity asset buffer.  Senior management of 

ABCIB is actively involved in assessment and management of the bank's liquidity on a 

day-to-day basis to ensure that liquidity is available to support the business plan at all 

times.        

        

Analysis of financial liabilities by remaining maturities     

   

The table below summarises the maturity of ABCIB's financial liabilities at 31st December 

2011 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.         

 

 

       2011    

    Not more More than More than More than  

    Than   3 months 1 year   5 years   

    3 months but not more but not more   

      than 1 year than 5 years   Total 

    £000  £000  £000  £000  £000 

        

Financial Liabilities        

Deposits from Banks, 

Customers, Term 

borrowing and  

Subordinated  

liabilities                   

                     1,812,528             476,250             159,590                  -          2,448,368 

 

 

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. 
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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.  

  

 

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. A variety of processes 

are being deployed including risk & control self-assessments, Key Indicators (KI), event 

management, new product review and approval processes and business contingency planning. 

ABCIB’s policies specify that the operational functions of booking, recording and monitoring 

of transactions are carried out by staff that are independent of the individuals initiating the 

transactions. 

Each business line is responsible for employing the framework processes and control 

programmes to manage its operational risk within the guidelines set by ABCIB and to 

develop internal procedures that comply with these policies. 

Support functions are also involved in the identification, measurement, management, 

monitoring and control of operational risk as appropriate. 

 

Other risks  
ABCIB is exposed to a range of other operational risks. In each case various 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, 

but 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 is sought as required.  

 

• Pension Fund Risk. ABCIB offers defined benefit pension arrangements to some of 

its staff. There are risks that the liabilities associated with these arrangements 
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may be higher than expected, or that the assets may not grow as expected. 

ABCIB recognises that these are long term obligations, and seeks to manage the 

risks through the use of conservative assumptions, and investment strategies 

designed to reduce the various risks.  

 

 

 

 

6. Equity Investments 

 

ABCIB owns the following investment in subsidiaries and associated companies: 

 

        Business Ownership % 

ABC Investment Holdings Limited    Property holding 100% 

ABCIB Islamic Asset Management Limited   Advisory  100% 

ABCIB Leasing Limited     Asset Trade  100% 

Alphabet Nominees Limited     Nominee  100% 

Abcibt Nominees Limited     Nominee  100% 

Bronco Fund LLC      Property    43% 

 

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. 

 

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 each 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.         
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Credit facilities subject to collective impairment provisions represent on-balance sheet 

exposures not subject to specific provision, with an internal credit risk rating of 7+ to 10 and 

with an original maturity of more than 6 months. Standard & Poor equivalent rates:  

(1 – 4 = > BBB-, 5 – 7 = B- to BB- and 7 – 10 = < BB-).      

  

 

Movements in allowance for  

impairment losses  Individually assessed Collectively assessed   

    Banks Customers Banks Customers Total 

    £000 £000  £000 £000  £000 

Brought forward 1/1/11 1,316  5,842      500  3,750     11,408  

Provision for the year         -     120      -  3,950     4,070  

Amounts written off     (32)          -      -        -       (32) 

Transfer between provisions        -        -                4,159   (4,159)          - 

Foreign currency adjust.        3      38       -         -         41 

Carried forward 31/12/11 1,287  6,000   4,659  3,541            15,487 
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ABC International Bank plc (ABCIB) – Remuneration Policy       December 2011 Policy 

 

The Bank’s remuneration policy aligns with its business strategy, objectives, values and 

long term interests and is in compliance with the FSA’s remuneration code.  The policy is 

applied, in an appropriate manner, across all units and offices of ABC International Bank 

plc.  

 

The remuneration policy is consistent with, and promotes, effective risk management 

with the Heads of Risk Management and Compliance having a defined role in 

determining the policy, matters of performance and the consideration of awards made to 

Code Staff” as outlined below. 

 

ABCIB will not provide variable pay which is not in adherence with the FSA 

remuneration code. 

 

Purpose 

 

To ensure that remuneration offered to employees is sufficient to attract and retain those 

with the required skills, knowledge and expertise to discharge the functions to which they 

are appointed. 

 

To incentivise employees to deliver consistently high performance in line with the Bank’s 

strategy and objectives, whilst ensuring full compliance with all Risk Management, and 

Compliance policies and guidelines. 

 

To promote and encourage behaviour consistent with the Bank’s culture, values and 

governance principles.  

 

To provide remuneration that is in line with market practices, relative to comparable 

financial institutions, and within the budget for ABCIB approved by the ABCIB Board. 

 

Scope   

 

The Bank’s remuneration policy applies to all employees within the Head Office, 

branches and representative offices of ABCIB.  Specific requirements are applicable to 

the Bank’s “Code Staff” in accordance with the FSA Remuneration Code principles.   

 

General Principles 

 
Deferral 
 
The code requires “variable remuneration” i.e. bonus paid to Code Staff 
to be subject to deferral unless both of the following conditions can be 
satisfied: 
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 Total compensation is less than £500,000; and 

 Variable remuneration is less than 33% of total compensation. 
 
If these conditions are not satisfied then 40% of any variable 
remuneration will be subject to deferral.  In cases where variable 
remuneration is in excess of £500,000 then 60% of the variable 
remuneration is required to be deferred. 
 
Regardless of the proportion of variable remuneration deferred, 40% or 
60%, half of the variable pay will be paid in the form of cash and the 
remaining half will be deferred in share-linked instruments.  In other 
words, even where an immediate bonus is paid, half will be in cash and 
the other half in share-linked instruments.  A similar principle will also 
be applied to any deferred element of variable remuneration.   
 

For the share-linked instruments a minimum retention period of six months will also 

be applied to the award.  For example, where an immediate bonus is paid half in cash 

and half in share-linked instruments, individuals will not receive the benefit of the 

share-linked instrument for a further six months.  Where awards have been deferred, 

vested share-linked instruments will be subject to an additional six month retention 

period in addition to the vesting schedule in place. 

  

 Performance is assessed annually against pre-determined and agreed objectives 

which will be a combination of both financial and non-financial objectives. 

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 or his/her Deputy (in conjunction with the Head of 

Human Resources) is required to review all performance documents and review 

the performance scores for all staff. 

For Code Staff, proposals based on the Chief Executive Officer’s 

recommendations will be submitted to the Remuneration Committee for their 

consideration/approval. 

 The Heads of Risk and Compliance have a defined role in determining the overall 

remuneration policy for ABCIB and in reviewing the awards for Code Staff.  The 

performance management system contains clearly defined objectives stating the 

requirement for all employees to be aware of, and adhere to, all relevant policies 

procedures and regulations pertaining to their position and to be compliant at all 

times. 

 Deferred and non-vested variable remuneration will be subject to potential 

performance adjustment or cancellation of the awards dependent upon sustained 

business and individual performance and continued sound risk management.  

 The bank may seek the repayment of remuneration already paid (and vested) to 

Code Staff (claw back) in the light of subsequent evidence coming to light in 

respect of material mis-statement, fraud or other significant factors that lead the 
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Remuneration Committee to believe that the original award of variable 

remuneration was made under misleading or inaccurate financial circumstances.   

 Where deferral applies, the leaver provisions for “good and bad leavers” will be 

reviewed by the Remuneration Committee who will have discretion over the 

treatment of any leavers based on recommendations made by the Chief Executive 

Officer.  In any event, any payments will reflect observed performance over the 

relevant period and the bank will not reward payment for failure. 

 

Determination of Remuneration 

 

 An annual review of remuneration for all ABCIB employees is carried out, 

benchmarking all positions against market data for 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, their value to the organisation and 

in line with the bank’s budget for remuneration. 

 The bank’s Remuneration Committee has full Board delegated authority as 

defined within the terms of reference at appendix 1 of this document. 

 

 

 

Annual bonus awards 

 

  The bonus pool may be adjusted for risk before the aggregate amount is 

agreed for distribution.  This risk-adjustment will only be necessary where the 

profit of the bank for the year is significantly boosted (defined as being more 

than 15% of core revenue) by income from transactions which meet both of 

the following conditions: 

  

(1) they have risk characteristics that are outside of the normal scope of the 

bank’s business, and 

 

(2) they commit the bank to risk that extends for a term beyond the year in 

which the income is booked.  The need for such adjustments and the method 

of adjustment will be agreed between the Chief Executive Officer, the Head of 

Finance and the Head of Risk Management and referred to the Remuneration 

Committee for the final assessment and decision. 

 The bank reserves the right/ability to pay-out a zero bonus pool where 

financial performance does not justify it. 

 Bonus awards made within the bank’s Variable Compensation Scheme (VCS) 

are entirely discretionary and awarded on an annual basis, subject to the 

achievement of detailed performance objectives. 

 Individual objectives are set for all employees and will be set for Code Staff 

being 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. 
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 Awards will be determined based upon individual performance and 

contribution, considering “what” a person achieves and “how” they achieve it.   

 The Risk and Compliance functions provide input into the performance 

assessment of Code Staff where they have concerns about the behaviour of 

any individual or the risk within the business undertaken.  

 

Guaranteed Bonuses 

 Only paid in very exceptional circumstances to new employees subject to the 

approval of the Remuneration Committee. 

 Will not extend past the first year of employment. 

 Any “signing on/buy-out” bonus should not exceed, in any circumstances, the 

terms offered by the previous employer.  In circumstances where a guaranteed 

bonus for the purpose of a “signing on/buy-out” arrangement is agreed, and 

relates to a sum due to a person under a previous deferral arrangement, the 

bonus should be no more generous in its terms or amount. 

 Any guaranteed bonus sum may be subject to performance adjustment in the 

event of misconduct. 

 

Role of the Risk Management Functions 

 

 The Heads of Risk Management and Compliance are required to: 

  

(1) ensure that the bank’s general remuneration policy is consistent with good risk 

and compliance governance; and 

(2) report on any breaches of the Remuneration Code, changes in the bank’s risk 

or compliance profile, any fraud, unethical behaviour or material failures in 

controls, risk management or compliance. 

 

 Additionally, the Heads of Risk Management and Compliance are required for 

Code Staff to: 

(1) ensure that individual compensation awards reflect good or bad behaviours in 

relation to following the bank’s risk and compliance rules, providing specific 

examples in situations of outstanding good performance, material error, bad faith 

or misconduct; and 

(2) ensure that individual compensation awards for Code Staff are properly 

reflective of the risk characteristics of business booked by the relevant 

individuals, especially with regard to the severity and tenor profile of the risk 

embedded in the business they have booked.   

 

 Their input is provided in report form for review by the CEO and Remuneration 

Committee.  They may be invited to attend Remuneration Committee for 

discussion of any recommendations they have made and their attendance is 

compulsory if, for any reason, Remuneration Committee decides not to follow 

their recommendations. 
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Governance of the Remuneration Policy 

 

 The  Remuneration Committee will ensure that the bank maintains an adequate 

remuneration policy which is sufficient to attract and retain qualified individuals 

and complies with all applicable laws and any codes or rulings or other 

requirements issued by the FSA or any other regulatory body. 

 The bank will prepare a remuneration policy statement to record its self-

assessment of compliance with the FSA Code, which should be reviewed annually 

to take account of any changes in policies, practices or procedures and the 

changes should be approved by the Remuneration Committee.  

 

ABC International Bank plc (ABCIB) – Remuneration Policy March 2012 

 

 

ABCIB Group had 184 (2010 -184) permanent employees as at 31
st
 December 2011. 

The staff cost were as follows: 

 
     

                2011               2010 

  £000   £000   

Staff costs:     

      Salaries 19,655  18,556  

      Social security costs 3,389  2,551  

      Pension costs      

      - Defined benefit scheme (15)  863  

      - Defined contribution schemes 1,200  516  

      - Gain on curtailment of Defined Benefit Scheme  - (1,450)  

           

  24,229  21,036  

 

The above salaries includes Variable staff pay: Performance awards of £5,251,349     

(2010 - £4,842,639), excluding associated National Insurance were paid to 176 members 

of staff in 2011. 

 

Code Staff are mainly members serving on the Management Committee “MANCOM” 7 

senior executives were identified as Code Staff. One of these members had a total 

compensation in excess of £500,000. Where their variable remuneration exceeds 33% of 

total remuneration, at least 60% of the variable remuneration is deferred for at least 3 

years. 

 

Performance awards paid to Code staff in 2011 was £1,052,200. Of this total, £736,530 

was deferred as per the policy. 

 

ABCIB paid a total of £1 million of termination payment to resigning Chairman and 

exgratia payment to retiring Managing Director. 


