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Standard Chartered Bank - UAE Branches

Notes (forming part of financial statements)

3 (f) (viii) Identification and measurement of impairment 

However, any subsequent recovery in the fair value of an impaired available-for-sale equity security is

recognised in other comprehensive income. Changes in impairment provisions attributable to time value

are reflected as a component of interest income.

The Bank assesses at each reporting date whether there is objective evidence that financial assets not

carried at fair value through profit or loss are impaired. Financial assets are impaired when objective

evidence demonstrates that a loss event has occurred after the initial recognition of the asset, and that

the loss event has an impact on the future cash flows relating to the asset that can be reliably estimated.

The Bank considers evidence of impairment at both individual asset and collective level. All

individually significant financial assets are assessed for specific impairment. All significant assets

found not to be specifically impaired are then collectively assessed for any impairment that has been

incurred but not yet identified. Assets that are not individually significant are then collectively assessed

for impairment by grouping together financial assets (carried at amortised cost) with similar risk

characteristics.

Objective evidence that financial assets (including equity securities) are impaired can include significant

financial difficulty of the borrower or issuer, default or delinquency by a borrower, restructuring of a

loan or advance by the Bank on terms that the Bank would not otherwise consider, indications that a

borrower or issuer will enter bankruptcy, the disappearance of an active market for a security, or other

observable data relating to a group of assets such as adverse changes in the payment status of borrowers

or issuers in the group, or economic conditions that correlate with defaults in the group. In addition, for

an investment in equity security, a significant or prolonged decline in its fair value below its cost is an

objective evidence of impairment.

In assessing collective impairment, the Bank uses the higher of 1.5% of Credit Risk weighted Assets

computed as per Central Bank of UAE guidelines and a statistical modelling of historical trends of the

probability of default, timing of recoveries and the amount of loss incurred, adjusted for management’s

judgment as to whether current economic and credit conditions are such that the actual losses are likely

to be greater or less than suggested by historical modelling. Default rates, loss rates and the expected

timing of future recoveries are regularly benchmarked against actual outcomes to ensure that they

remain appropriate.

Impairment losses on assets carried at amortised cost are measured as the difference between the

financial assets’ carrying amount and the present value of estimated future cash flows discounted at the

financial assets’ original effective interest rate. Losses are recognised in the statement of profit or loss

and reflected in an allowance account against loans and advances. Interest on the impaired asset

continues to be recognised through the unwinding of the discount.

When a subsequent event causes the amount of impairment loss to decrease, the impairment loss is

reversed through the statement of profit or loss.

Impairment losses on available-for-sale investment securities are recognised by transferring the

difference between the amortised acquisition cost and current fair value, less any impairment loss

recognised previously in the statement of profit or loss, out of other comprehensive income to the

statement of profit or loss. Changes in impairment provisions attributable to time value are reflected as a

component of interest income. When a subsequent event causes the amount of impairment loss on an

available-for-sale debt security to decrease, the impairment loss is reversed through the statement of

profit or loss.
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Notes (forming part of financial statements)

3 (f) (ix) Offsetting

Financial assets and liabilities are offset and the net amount presented in the statement of financial

position when, and only when, the Bank has a legal right to offset the amounts and intends either to

settle on a net basis or realise the asset and settle the liability simultaneously.

Income and expenses are presented on a net basis only when permitted by the accounting

standards, or for gains and losses arising from a group of similar transactions such as in the Bank’s

trading activities.
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Notes (forming part of financial statements)

15 Subordinated loan

2015

Currency Face Face Maturity Interest rate

amount amount date

USD 000 AED 000

USD 100,000 367,292 26 November 2020 3 month USD Libor plus 300 basis points

USD 85,000 312,198 26 November 2020 3 month USD Libor plus 300 basis points

USD 75,000 275,469 31 October 2022 3 month USD Libor plus 305 basis points

USD 80,000 293,834 31 October 2022 3 month USD Libor plus 305 basis points

USD 170,000 624,396 23 December 2023 3 month USD Libor plus 250 basis points

1,873,189

2014

Currency Face Face Maturity Interest rate

amount amount date

USD 000 AED 000

USD 100,000 367,299 26 November 2020 3 month USD Libor plus 300 basis points

USD 85,000 312,204 26 November 2020 3 month USD Libor plus 300 basis points

USD 75,000 275,474 31 October 2022 3 month USD Libor plus 305 basis points

USD 80,000 293,839 31 October 2022 3 month USD Libor plus 305 basis points

USD 170,000 624,409 23 December 2023 3 month USD Libor plus 250 basis points

1,873,225

This represents tier two capital injected by the Head Office in order to meet the local regulatory capital adequacy

requirements. The details of various subordinated loans obtained from the Head Office are as follows:
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Notes (forming part of financial statements)

27 Financial risk management

27.1 Introduction and overview

-   Credit risk

-   Market risk

-   Liquidity risk

-   Operational risk

-   Reputational risk

-   Capital risk

27.2 Risk management framework

-

• 

• 

• 

-

• 

• 

• 

-

• 

• 

• 

-

• 

-

• 

We seek to achieve good outcomes for clients, investors and the markets in which we operate, while

abiding by the spirit and letter of laws and regulations.

The Bank has exposure to the following material risks from its use of financial instruments and operations:

This note presents information about the Bank's exposure to each of the above risks, the Bank's objectives, risk

management frameworks, policies and processes for measuring and managing risk, and the management of the

Bank's capital.

Effective risk management is fundamental to being able to generate profits consistently and sustainably and is

therefore a central part of the financial and operational management of the Bank.

Through our Risk Management Framework we manage enterprise-wide risks, with the objective of maximising

risk‑adjusted returns while remaining within our risk tolerance.

As part of this framework, we use a set of principles that describe the risk management culture we wish to sustain:

Balancing risk and return

We manage our risks to build a sustainable franchise, in the interests of all our stakeholders.

We only take risk within our risk tolerances and risk appetite, and where consistent with our approved

strategy.

We manage our risk profile so as to maintain a low probability of an unexpected loss event that would

materially undermine the confidence of our investors.

Conduct of business

We demonstrate we are Here for good through our conduct, and are mindful of the reputational

consequences of inappropriate conduct.

We seek to anticipate material future risks, learn lessons from events that have produced adverse outcomes

and ensure awareness of known risks.

Competitive advantage

We seek to achieve competitive advantage through efficient and effective risk management and control.

We treat our colleagues fairly and with respect.

Responsibility and accountability

We take individual responsibility to ensure risk-taking is disciplined and focused, particularly within our

area of authority.

We make sure risk-taking is transparent, controlled and reported in line with the Risk Management

Framework, within risk appetite and risk tolerance boundaries and only where there is appropriate

infrastructure and resource.

Our approach is to work with clients who are committed to managing their impacts on communities and

the environment in a sustainable manner.

Anticipation
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Notes (forming part of financial statements)

27 Financial risk management (continued)

27.2 Risk management framework (continued)

Risk Governance

27.3 Credit risk

The Bank manages its credit exposures following the principle of diversification across products, geographies,

industries, collateral types and client segments.

The Country Risk Committee (CRC) is responsible for the management of all risks other than those managed

by the Asset & Liability Committee (ALCO). The CRC is responsible for the compliance with policies

relating to credit risk, country cross-border risk, market risk, operational risk, pension risk and reputational

risk. The ALCO is responsible for the management of capital and compliance with, policies relating to balance

sheet management, including management of our liquidity, capital adequacy, structural foreign exchange and

interest rate risk. The CRC is chaired by the Country Chief Risk Officer (CCRO) and the ALCO is chaired by

the Chief Executive Officer.

The Regional Credit Officer is responsible for credit risk in the segments of Corporate & Institutional Clients

(C&I) and Commercial Clients (CC); the Country Credit Head – Retail Clients is responsible for credit risk in

the Retail Clients segment; the Head of Special Assets Management is responsible for remedial risk

management; and the Head of Market & Liquidity Risk is responsible for liquidity risk and risks associated

with price movements arising from interest and exchange rate movements.

The Bank has established polices, procedures, processes and controls and has provided the Risk team with

adequate support by way of risk systems and tools for measuring and reporting risk for monitoring,

controlling, reviewing and managing risk.

Credit risk management

Credit risk is the potential for loss due to the failure of a counterparty to meet its obligations to pay the Bank

in accordance with agreed terms. Credit exposures arise from both the banking and trading books. Credit risk

is managed through a framework that sets out policies and procedures covering the measurement and

management of credit risk. There is a clear segregation of duties between transaction originators in the

businesses and approvers in the Risk function. All credit exposure limits are approved within a defined credit

approval authority framework.

Credit policies and procedures set key control standards on credit origination and credit risk assessment,

concentration risk and large exposures, credit risk mitigation, credit monitoring, collection and recovery

management. In addition, there are other policies integral to the credit risk management such as those relating

to stress testing, risk measurement and impairment provisioning. 

Credit Risk mitigation

Potential credit losses from any given account, customer or portfolio are mitigated using a range of tools such

as collateral and guarantees. The reliance that can be placed on these mitigants is carefully assessed in light of

issues such as legal certainty and enforceability, market valuation correlation and counterparty risk of the

guarantor.

Collateral is held to mitigate credit risk exposures and risk mitigation policies determine the eligibility of

collateral types.

Collateral types that are eligible for risk mitigation include: cash; residential, commercial and industrial

property; fixed assets such as motor vehicles, aircraft, plant and machinery; marketable securities;

commodities; bank guarantees; and letters of credit.

In order to be recognised as security and for the loan to be classified as secured, all items pledged must be

valued independently and an active secondary resale market for the collateral must exist. Documentation must

be held to enable the Bank to realise the asset without the cooperation of the asset owner in the event that this

is necessary. The Bank also seeks to diversify its collateral holdings across asset classes and markets.
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27 Financial risk management (continued)

27.3 Credit risk (continued)

Credit Risk mitigation (continued)

Concentration risk 

Traded products

Investment securities

Credit risk from traded products is managed within the overall credit risk appetite for corporates and financial

institutions.

Regular valuation of collateral is required in accordance with the Bank’s credit risk mitigation policy, which

prescribes both the process of valuation and the frequency of valuation for different collateral types. The

collateral must be independently valued prior to drawdown and regularly thereafter. The valuation frequency is

typically annually and more frequent valuations are driven by the level of price volatility of each type of

collateral and the nature of the underlying product or risk exposure. Risk mitigation benefits may be removed

where the collateral value is not supported by a recent independent valuation.

Collateral values are, where appropriate, adjusted to reflect current market conditions, the probability of

recovery and the period of time to realise the collateral in the event of possession. Where guarantees or credit

derivatives are used as credit risk mitigation, the creditworthiness of the guarantor is assessed and established

using the credit approval process in addition to that of the obligor or main counterparty. 

Credit concentration risk may arise from a single large exposure to a counterparty or a group of connected

counterparties, or from multiple exposures across the portfolio that are closely correlated.

Large exposure concentration risk is managed through concentration limits set by counterparty or group of

connected counterparties.

At the portfolio level, credit concentration thresholds are set and monitored to control concentrations, where

appropriate, by country, industry, product, tenor, collateral type, collateralisation level and credit risk profile.

The credit risk exposure from traded products is derived from the positive mark-to-market value of the

underlying instruments, and an additional component to cater for potential market movements. In line with

International Accounting Standards (IAS) 32, derivative exposures are presented on a net basis in the financial

statements only if there is a legal right to offset and there is intent to settle on a net basis or realise the assets and

liabilities simultaneously.

Day to day credit risk management activities for traded securities are carried out by a specialist team within the

Risk function whose activities include oversight and approval within the levels delegated by the Underwriting

Committee. Issuer credit risk, including settlement and pre-settlement risk, and price risk are controlled by the

Risk function.

The following table provides analysis of the debt securities and equity shares which are neither past due nor

impaired. The standard credit ratings used by the Bank are those assessed by Standard & Poors or their

equivalent. Debt securities held which have a short-term rating are reported against the long-term rating of the

issuer. For securities which are unrated, the Bank applies an internal credit rating.
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27 Financial risk management (continued)

27.3 Credit risk (continued)

Investment securities (continued)

Analysis of the debt securities and equity shares

Debt 

Securities

Equity 

Shares Total

Debt 

Securities Equity Shares Total

AED 000 AED 000 AED 000 AED 000 AED 000 AED 000

AAA      1,194,616                   -        1,194,616         455,820                   -           455,820 

AA- to AA+ *      8,338,926                   -        8,338,926      9,212,891                   -        9,212,891 

A- to A+           74,855                   -             74,855           76,730                   -             76,730 

BBB- to BBB+                   -                     -                     -                     -                     -                     -   

Lower than BBB-                   -                     -                     -                     -                     -                     -   

Unrated      1,040,642                   -        1,040,642         356,297                   -           356,297 

   10,649,039                   -      10,649,039    10,101,738                   -      10,101,738 

Risk measurement plays a central role, along with judgment and experience, in informing risk taking and

portfolio management decisions.

Rating

2015 2014

* Certificates of deposit issued by the Central Bank of the UAE amounting to AED 7,687 million (2014:AED

8,265 million) are included in this category based on the Bank's internal rating. The same is included in cash

and balances with the Central Bank of UAE in the statement of financial position.

Credit measurement

A standard alphanumeric credit risk grade (CG) system for Corporate, Institutional and Commercial clients is

used. The numeric grades run from 1 to 14 and some of the grades are further sub-classified. Lower credit

grades are indicative of a lower likelihood of default. Credit grades 1 to 12 are assigned to performing

customers or accounts, while credit grades 13 and 14 are assigned to non-performing or defaulted customers.

An analysis by credit grade of those loans that are neither past due nor impaired is set out in note 27.3 (e).

For Retail client IRB portfolios, we use application and behaviour credit scores which are calibrated to generate

a probability of default and then mapped to the standard alphanumeric credit risk grade system.

Credit monitoring

The Bank regularly monitor credit exposures, portfolio performance, and external trends that may impact risk

management outcomes.

Internal risk management reports are presented to risk committees, containing information on key

environmental, political & economic trends across major portfolios and countries; portfolio delinquency and

loan impairment performance; and IRB portfolio metrics including credit grade migration.

Typically, all Corporate & Institutional Clients, Commercial Clients and Private Banking Clients past due

accounts are managed by GSAM. For Retail Clients’ exposures, portfolio delinquency trends are monitored

continuously at a detailed level. Individual customer behaviour is also tracked and considered for lending

decisions. Accounts that are past due are subject to a collections process, managed independently by the Risk

function. Charged-off accounts are managed by specialist recovery teams. In some countries, aspects of

collections and recovery functions are outsourced. 
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27 Financial risk management (continued)

27.3 Credit risk (continued)

Loan portfolio

2015 2014

AED 000 AED 000

Agriculture and Allied Activities              139,442              171,707 

Mining & Quarrying                57,323                14,387 

Manufacturing           2,497,289           2,790,704 

Electricity, Gas and Water                     218                54,027 

Construction  & Real Estate           3,404,156           4,207,433 

Trade         10,483,856         12,386,748 

Transport, Storage & Communication           1,294,560           1,272,969 

Financial Institutions           3,115,996           4,194,558 

Other Services           1,325,979              933,936 

Government                        -                          -   

Loans to Individuals         14,281,674         14,249,115 

        36,600,493         40,275,584 

2015 2014

AED 000 AED 000

United Arab Emirates         34,881,127         38,511,556 

Other GCC              299,982              230,868 

India              126,475              269,529 

Others           1,292,909           1,263,631 

        36,600,493         40,275,584 

b) Analysis of gross loans and advances by geography

Concentration by location for loans and advances is based on the location of the borrower and/ or country of residence.

Problem credit management and provisioning

Clients or portfolios are placed on early alert when they display signs of actual or potential weakness. For example,

where there is a decline in the client’s position within the industry, financial deterioration, a breach of covenants, non-

performance of an obligation within the stipulated period, or there are concerns relating to ownership or management.

Such accounts and portfolios are subjected to a dedicated process overseen by Credit Issues Committee. Client account

plans and credit grades are re-evaluated. In addition, remedial actions are agreed and monitored. Remedial actions

include, but are not limited to, exposure reduction, security enhancement, exiting the account or immediate movement

of the account into the control of Group Special Assets Management (GSAM), our specialist recovery unit. Typically,

all Corporate, Institutional, Commercial and Private Banking past due accounts are managed by GSAM.

Retail accounts that are past due are subject to a collections process, managed independently by the Risk function.

Charged-off accounts are managed by specialist recovery teams.

During 2015, gross loans and advances to customers have decreased by AED 3,675 million (2014: increased by AED

467 million) to AED 36,600 million (2014: 40,276 million).

a) Analysis of gross loans and advances by industry segment
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27 Financial risk management (continued)

27.3 Credit risk (continued)

c) Analysis of loan portfolio by credit quality

Corporate & 

Institutional
Commercial

Private

Banking

Retail

Clients
Total

Corporate & 

Institutional
Commercial

Private

Banking

Retail

Clients
Total

AED 000 AED 000 AED 000 AED 000 AED 000 AED 000 AED 000 AED 000 AED 000 AED 000 AED 000 AED 000

Impaired loans                      -          3,389,858           170,658           12,288           158,207        3,731,011                      -          3,805,012           127,693              12,288           195,428        4,140,421 

Past due but not impaired loans                1,585           321,657              62,179                   -             678,820        1,062,656                      -             413,828           198,802                      -             594,265        1,206,895 

Neither past due nor impaired loans        4,025,379      16,357,159        1,962,672         941,889      12,545,106      31,806,826        3,679,035      18,597,193        2,706,354        1,004,562      12,620,159      34,928,268 

Specific impairment provision                      -   (1,910,215) (97,559) (12,288) (96,535) (2,116,597)                      -   (942,526) (112,538) (12,288) (150,615) (1,217,967) 

Portfolio impairment provision (1,671) (493,878) (37,384) (132,287) (9,780) (673,329) (2,134) (331,734) (21,161) (44,857) (123,048) (520,800) 

       4,025,293      17,664,581        2,060,566         809,602      13,275,818      33,810,567        3,676,901      21,541,773        2,899,150           959,705      13,136,189      38,536,817 

d) Loans and advances past due but not impaired

Corporate & 

Institutional
Commercial

Private

Banking

Retail

Clients
Total

Corporate & 

Institutional
Commercial

Private

Banking

Retail

Clients
Total

AED 000 AED 000 AED 000 AED 000 AED 000 AED 000 AED 000 AED 000 AED 000 AED 000 AED 000 AED 000

Up to 30 days past due                1,585           174,439              51,720                   -             525,034           751,193                      -             293,364           116,614                      -             476,581           886,559 

Between 31-60 days past due                      -                  7,994                5,369                   -             113,660           127,023                      -                99,133              70,980                      -                70,629           240,742 

Between 61-90 days past due                      -                        -                  5,090                   -                40,126              45,216                      -                21,331              11,208                      -                47,055              79,594 

Between 91-150 days past due                      -             139,224                      -                     -                        -             139,224                      -                        -                        -                        -                        -                        -   

More than 150 days past due                      -                        -                        -                     -                        -                        -                        -                        -                        -                        -                        -                        -   

               1,585           321,657              62,179                   -             678,820        1,062,656                      -             413,828           198,802                      -             594,265        1,206,895 

e) Loans and advances neither past due nor impaired by Credit Grades

Corporate & 

Institutional
Commercial

Private

Banking

Retail

Clients
Total

Corporate & 

Institutional
Commercial

Private

Banking

Retail

Clients
Total

AED 000 AED 000 AED 000 AED 000 AED 000 AED 000 AED 000 AED 000 AED 000 AED 000 AED 000 AED 000

Grades 1-5: Investment grade        3,478,007        5,162,183              46,787         941,889        9,290,355      15,441,214        2,501,586        4,339,437           215,738        1,004,562        9,541,237      15,100,974 

Grades 6-8: Sub-investment grade           540,434        7,002,225           769,025                   -          2,198,419        9,969,669        1,133,109      10,081,823        1,089,129                      -          2,051,245      13,222,197 

Grades 9-11: Non-investment grade                6,938        4,085,680        1,143,227                   -          1,049,973        6,278,880              44,340        3,942,756        1,398,556                      -          1,022,426        6,363,738 

Grade 12: Watch list                      -             107,071                3,633                   -                  6,359           117,063                      -             233,177                2,931                      -                  5,251           241,359 

       4,025,379      16,357,159        1,962,672         941,889      12,545,106      31,806,826        3,679,035      18,597,193        2,706,354        1,004,562      12,620,159      34,928,268 

Particulars

2015 2014

Loans to banks

Loans to customers

Loans to banks

Loans to customers

The following tables set out the ageing of loans and advances which are past due but not impaired and for which no individual impairment provision has been raised. A loan is considered to be past due when the counterparty has failed to

make a principal or interest payment when contractually due. Past due status of a loan does not necessarily mean that the counterparty is impaired.

Particulars

2015 2014

Loans to banks

Loans to customers

Loans to banks

Loans to customers

The following tables set out an analysis of loans and advances by internal credit grading which are not past due and for which no individual impairment provision has been raised. Whilst there is no direct relationship between these credit

grading and those of external rating agencies, investment, sub-investment and non-investment grading approximately equate to the expectation of default, with a higher rate of default expected within the non-investment grade category.

Particulars

2015 2014

Loans to banks

Loans to customers

Loans to banks

Loans to customers
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27 Financial risk management (continued)

27.3 Credit risk (continued)

f) Analysis of loans by security

2015 2014

AED 000 AED 000

Fully secured          718,202         747,608 

Partially secured       1,527,573      1,304,254 

Unsecured       1,485,236      2,088,559 

      3,731,011      4,140,421 

g) Collateral and other credit enhancements possessed or called upon

2015 2014

AED 000 AED 000

Vehicles              2,401             3,697 

             2,401             3,697 

The table below presents an analysis of the non-performing loans at the reporting date, split between fully secured,

partially secured and unsecured, based on the loan coverage by collateral: 

The value of the collateral possessed/called upon by the Bank during the year are as below: 
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27 Financial risk management (continued)

27.4 Market risk

2015 2014

AED 000 AED 000

Movement in yield by 1 bp +/- 251 +/- 74

Impact on equity after tax +/- 201 +/- 59

The Market and Traded Credit Risk function (MTCR) approves the limits within delegated authorities and monitors

exposures against these limits. Additional limits are placed on specific instruments and position concentrations where

appropriate. Sensitivity measures are used in addition to VaR as risk management tools. 

Market risk is the potential for loss of earnings or economic value due to adverse changes in financial market rates or

prices. The Bank’s exposure to market risk arises in support of its client activities, facilitation of which entails the

Bank’s taking moderate market risk positions. All trading teams support client activity; there are no proprietary

trading teams. Hence, income earned from market risk related activities is broadly stable.

The primary categories of market risk for the Bank are:

• interest rate risk: arising from changes in yield curves, credit spreads and implied volatilities on interest rate

options;

• currency exchange rate risk: arising from changes in exchange rates and implied volatilities on foreign exchange

options;

The Credit and Market Risk Committee (CMRC), under authority ultimately delegated by the Group Risk Committee

(GRC), is responsible for setting business and desk level VaR and stress loss triggers for market risk within the levels

set by GRC. The CMRC is also responsible for policies and other standards for the control of market risk and

overseeing their effective implementation. These policies cover both trading and non-trading books of the Bank.

The Bank uses historic simulation to measure VaR. As at 31 December 2015, the VaR of the Bank amounted to AED

8.91 million (2014: AED 5.43 million).

Interest rate risk from non-trading book portfolios is transferred to the Financial Markets where it is managed by the

ALM desk under the supervision of the Asset and Liability Committees (ALCO). ALM deals in the market in

approved financial instruments in order to manage the net interest rate risk, subject to approved VaR and risk limits. 

Sensitivity analysis - interest rate risk

Interest rate risk is also assessed by measuring the impact of reasonably possible interest rate movements. Assuming a 

fluctuation in interest rates of 1 basis point, the Bank estimates the following impact on the net profit before taxation

for the year: 

The substantial portion of the Bank’s assets and liabilities are re-priced within one year. The interest rate sensitivities

set out above are economic value based and illustrative only. The result does not incorporate actions that could be

taken by the management to mitigate the effect of interest rate movements.
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27 Financial risk management (continued)

27.4 Market risk (continued)

Interest rate sensitivity of asset and liabilities

Less than 1 month 1 to 3 months

3 to 6

months

6 months

to 1 year Over 1 year Non Interest bearing Total

Effective 

interest rate 

2015 / (2014)

AED 000 AED 000 AED 000 AED 000 AED 000 AED 000 AED 000 %

2015

Cash and balances with the 

Central Bank of the UAE            940,053           2,440,178        2,598,958        1,707,412                     -              4,869,751            12,556,352 0.40/ (0.55)

Loans and advances to banks         2,294,520           1,405,893           285,089             41,462                     -   (1,671)              4,025,293 1.23 / (1.41)

Due from the Head Office and  

other branches         1,723,158              103,530           100,617             24,261           137,401               799,245              2,888,212 0.40 / (0.50)

Loans and advances to customers       15,241,806           6,467,190        4,044,171        6,778,374        1,189,762                 89,264            33,810,567 4.15 / (4.62)

Investment securities               55,949              773,744        1,398,020           734,725                     -                           -                2,962,438 1.95 / (1.92)

Property and equipment                       -                           -                       -                       -                       -                   23,442                   23,442 -

Intangible assets                       -                           -                       -                       -                       -                   14,942                   14,942 -

Other assets including

 acceptances                       -                           -                       -                       -                       -              4,200,527              4,200,527 -

Total assets       20,255,486         11,190,535        8,426,855        9,286,234        1,327,163            9,995,500            60,481,773 

Due to banks         2,536,393              128,000                    55             18,419             18,365            1,350,847              4,052,079 0.36 / (0.38)

Due to the Head Office and

 other branches         2,222,684              766,931                     -             171,836             48,358               305,842              3,515,651 0.33 / (0.50)

Deposits from customers         9,118,767           6,120,846        5,491,298        1,505,957           950,628          17,597,656            40,785,152 0.65 / (0.55)

Other liabilities including

 acceptances                       -                           -                       -                       -                       -              4,695,981              4,695,981 -

Subordinated loans                       -                           -                       -                       -          1,873,189                         -                1,873,189 3.14 / (3.07)

Equity                       -                           -                       -                       -                       -              5,559,721              5,559,721 -

Total liabilities and equity       13,877,844           7,015,777        5,491,353        1,696,212        2,890,540          29,510,047            60,481,773 

On balance sheet interest rate 

sensitivity gap - 2015         6,377,642           4,174,758        2,935,502        7,590,022 (1,563,377) (19,514,547)                           -   

Cumulative interest rate 

sensitivity gap - 2015         6,377,642         10,552,400      13,487,902      21,077,924      19,514,547                         -                             -   

On balance sheet interest rate 

sensitivity gap  - 2014         5,771,498           7,033,235        6,809,750 (959,205)        2,583,349 (21,238,627)                           -   

Cumulative interest rate sensitivity 

gap - 2014         5,771,498         12,804,733      19,614,483      18,655,278      21,238,627                         -                             -   

The Bank's interest rate gap position on assets and liabilities based on the contractual re-pricing dates is as follows: 

Particulars
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27 Financial risk management (continued)

27.5 Liquidity risk

 

 

• 

• 

• 

• 

• 

• 

• 

The Bank’s liquidity risk management framework requires limits to be set for prudent liquidity management for its

operations. There are limits on:

Liquidity risk is the risk that the Bank either do not have sufficient financial resources available to meet its

obligations as they fall due, or can only access these financial resources at excessive cost.

Management of liquidity risk

It is the Bank's policy to maintain adequate liquidity at all times, and for all currencies, and hence to be in a position

to meet obligations as they fall due. The Bank manages liquidity risk both on a short term and structural basis. In the

short term, the focus is on ensuring that the cash flow demands can be met where required. In the medium term, the

focus is on ensuring that the balance sheet remains structurally sound and is aligned to our strategy.

The Asset and Liability Committee (ALCO) is the responsible governing body that approves liquidity management

policies. Liquidity is managed by the ALCO within the pre-defined liquidity limits and in compliance with Group

Liquidity Policies and local regulatory requirements; duly supported by ALM function. MTCR and Group Treasury

propose and oversee the implementation of policies and other controls relating to the above risks.

ALCO is responsible for ensuring that the country is self-sufficient and is able to meet all its obligations to make

payments as they fall due by operating within the liquidity limits set for the country.

Basel 3 Liquidity Coverage Ratio (LCR) and Net Stable Funding Ratio (NSFR) as per Group guidance

The Bank has significant levels of marketable securities, principally government securities and bank paper, that can

be monetised or pledged as collateral in the event of liquidity stress. In addition, the Bank maintains a liquidity crisis

management plan which is reviewed and approved annually.

The local and foreign currency cash flow gaps;

The level of external wholesale funding to ensure that the size of this funding is proportionate to the local market

and the Bank’s operations;

Commitments, both on and off balance sheet, to ensure there are sufficient funds available in the event of

drawdown;

The advances to deposits ratio to ensure that commercial advances are funded by stable sources and that 

customer lending is funded by customer deposits;

The amount of medium-term assets that have to be funded by medium-term funding; and

The amount of assets that may be funded from other currencies.
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27 Financial risk management (continued)

27.5 Liquidity risk (continued)

a) Maturity profile of asset and liabilities

Less than 1 

month

1 to 3

months

3 to 6

months

6 months

to 1 year

Over

1 year Total

AED 000 AED 000 AED 000 AED 000 AED 000 AED 000

Cash and balances with the Central Bank

 of the UAE         2,327,650         5,922,332         2,598,958         1,707,412                     -         12,556,352 

Loans and advances to banks         2,292,849         1,405,893            285,089              41,462                     -           4,025,293 

Due from the Head Office and

 other branches         2,521,620            104,313            100,617              24,261            137,401         2,888,212 

Loans and advances to customers         6,121,230         4,933,010         2,049,108         4,824,788       15,882,431       33,810,567 

Investment securities                     -                       -                       -              809,579         2,152,859         2,962,438 

Property and equipment                     -                       -                       -                       -                23,442              23,442 

Intangible assets              14,942              14,942 

Other assets including acceptances            797,128            510,850            455,328            246,834         2,190,387         4,200,527 

Total assets       14,060,477       12,876,398         5,489,100         7,654,336       20,401,462       60,481,773 

Due to banks         3,843,292            128,000                     55              18,419              62,313         4,052,079 

Due to the Head Office and branches         2,528,425            221,396                     -              171,836            593,994         3,515,651 

Deposits from customers       26,502,440         6,138,747         5,518,362         1,558,014         1,067,589       40,785,152 

Other liabilities including acceptances         1,537,852            551,633            441,512            352,928         1,812,056         4,695,981 

Subordinated loan                     -                       -                       -                       -           1,873,189         1,873,189 

Equity                     -                       -                       -                       -           5,559,721         5,559,721 

Total liabilities and equity       34,412,009         7,039,776         5,959,929         2,101,197       10,968,862       60,481,773 

Net on balance sheet liquidity gap 2015 (20,351,532)         5,836,622 (470,829)         5,553,139         9,432,600                     -   

Off balance sheet items

Letters of credit            553,360            871,754            169,146            356,561              94,954         2,045,775 

Guarantees         1,251,864         1,949,084         2,265,159         3,071,923         5,339,109       13,877,139 

        1,805,224         2,820,838         2,434,305         3,428,484         5,434,063       15,922,914 

At 31 December 2014:

Total assets       21,509,100       16,263,377         7,084,609         5,571,071       23,801,034       74,229,191 

Total liabilities and equity       39,758,167       12,659,967         4,896,688         3,788,470       13,125,899       74,229,191 

Net on balance sheet liquidity gap 2014 (18,249,067)         3,603,410         2,187,921         1,782,601       10,675,135                     -   

Letters of credit         3,105,138         1,636,824         1,777,460            709,870            499,734         7,729,026 

Guarantees         1,260,061         1,510,966         2,328,389         3,024,489         4,798,145       12,922,050 

        4,365,199         3,147,790         4,105,849         3,734,359         5,297,879       20,651,076 

The following table analyses the contractual maturities of assets and liabilities based on the remaining period at the reporting date 

Particulars
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27 Financial risk management (continued)

27.5 Liquidity risk (continued)

b) Contractual cash flows payable for the Bank's financial liabilities (excluding derivative financial instruments) on an undiscounted basis

Carrying 

amount 3 months or less

3 month to 1 

years 1 to 5 years

More than 5 

years Carrying amount 3 months or less

3 month to 1 

years 1 to 5 years

More than 5 

years

AED 000 AED 000 AED 000 AED 000 AED 000 AED 000 AED 000 AED 000 AED 000 AED 000

Due to banks - Principal         4,052,079         3,971,292              18,474              62,313                     -           6,956,770         6,780,603                     54            176,113                     -   

- Interest                1,456                   185                5,377                     -                       -                     935                     -                  1,102                     -   

Due to the Head Office and branches - Principal         3,515,651         2,749,821            171,836            593,994                     -           6,942,644         4,675,342            553,464              60,992         1,652,846 

- Interest                1,738                   450              37,379                     -                       -                19,249              33,101              25,804              25,757 

Deposits from customers - Principal       40,785,152       32,641,187         7,076,376         1,067,589                     -         45,565,462       37,007,611         7,238,169         1,319,682                     -   

- Interest              40,279            126,583                5,516                     -                       -                34,350              47,704              57,426                     -   

Subordinated debt - Principal         1,873,189                     -                       -              569,303         1,303,886         1,873,225                     -                       -                       -           1,873,225 

- Interest              15,410              46,230            246,557            106,012                     -                14,462              43,386            231,389            146,773 

Other liabilities including 

acceptances - Principal         2,162,643         1,623,745            356,698            182,200                     -           3,665,195         3,172,550            288,067            204,578                     -   

Total liabilities (principal only)       52,388,714       40,986,045         7,623,384         2,475,399         1,303,886       65,003,296       51,636,106         8,079,754         1,761,365         3,526,071 

The following table analyses the contractual cash flows payable for the Bank’s financial liabilities by remaining contractual maturities on an undiscounted basis. The financial liability balances in the

below table will not agree to the balances reported in the balance sheet as the table incorporates all contractual cash flows, on an undiscounted basis, relating to both principal and interest payments.

Particulars

2015 2014
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27 Financial risk management (continued)

27.6 Operational risk

27.7 Reputational risk

Reputational risk is registered, recorded and reviewed by the CEO through the CRC. Whilst the CRC covers all forms of

reputational risk in country, any significant business related reputational risk identified is escalated to the Business

Responsibility and Reputational Risk Committee. Corporate Affairs has representation on this committee. Monthly

reporting from Corporate Affairs to Group Corporate Affairs is in place to ensure that no significant risks are missed.  

Operational risk (OR) is the potential for loss resulting from inadequate or failed internal processes, people, or technology

or the impact of external events, inlcuding legal risks. The Bank seek to control operational risks to ensure that operational

losses do not cause material damage to the Bank’s franchise.

OR exposures are managed through a consistent set of management processes that drive risk identification, assessment,

control and monitoring. Locally, the Head of Operational Risk is responsible for operational risk along with other Risk

control owners (e.g. Legal & Compliance, Finance per the Risk Management Framework risk sub types). OR is managed by

the Country Operational Risk Committee (“CORC”), which exercises oversight of the Bank’s OR exposures to ensure that

it is aligned with the Bank’s Risk Management Framework.

The responsibility for daily management of OR exposures rests with the business. Senior Operational Risk Officers have

been appointed to ensure that the OR management framework is implemented and that OR exposures are effectively

controlled.

Reputational risk is the potential for damage to the franchise, resulting in loss of earnings or adverse impact on market

capitalisation as a result of stakeholders taking a negative view of the organisation or its actions. Failures in behaviours or

systems may affect stakeholders’ perceptions of the Group’s commitment to its Here for good brand promise.

At the country level, the Country Head of Corporate Affairs is the RCO for reputational risk supported by the Country

Management Team to identify, report and manage material risks. Given the broad nature of reputational risk, these existing

processes will not capture every eventuality. Therefore it is imperative that staff are aware of reputational risks and their

consequences and act as the first line of defence. This is enforced through the Code of Conduct, Speaking up Procedures

and mandatory e-learning modules. Risks should be reported to Corporate Affairs as soon as they are identified rather than

waiting for formal governance meetings, such as Country Risk Committees, Country Operational Risk Committees,

Responsibility and Reputational Risk Committees, client segment or product group meetings to take place.
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27 Financial risk management (continued)

27.8 Capital risk management

• 

• 

2015 2014

AED 000 AED 000

Basel II capital adequacy ratio (CAR)

Capital Base

Tier 1 capital  5,544,779 6,128,193

Tier 2 capital  2,296,231 1,947,122

Total capital base (sum of tier 1 and tier 2 capital) 7,841,010 8,075,315

Risk Weighted Assets

Credit Risk 44,712,132 38,207,112

Market Risk 1,923,755 1,354,512

Operational Risk 5,269,393 6,076,604

Total risk weighted assets (RWA) 51,905,280 45,638,228

Total regulatory capital expressed as % of RWA (Minimum 12%) 15.11% 17.69%

Tier 1 capital ratio expressed as % of RWA (Minimum 8%) 10.68% 13.43%

The Bank has complied with all regulatory requirements issued by the Central Bank of the UAE during the year. The

following is the Bank’s capital adequacy position under Basel II at 31 December:

The Bank’s capital management approach is driven by its desire to maintain a strong capital base to support the

development of its business in the UAE and to meet the regulatory capital requirements of the Central Bank of the UAE at

all times. The Central Bank of the UAE also requires the Pillar 2 – Supervisory Review Process to focus on the Bank’s

Internal Capital Adequacy Assessment Process (ICAAP) in addition to Pillar 1 capital calculations. The ICAAP includes a

risk based, forward looking view of Credit, Market and Operational risk capital. 

The Asset Liability Management Committee (ALCO) in the UAE is responsible for ensuring that the Bank maintains a

strong and comfortable capital position in UAE. Based on the balance sheet plan, the Bank prepares a capital plan to

determine the capital requirement, which is reviewed and approved by the country ALCO and Group Treasury. An update

on the capital position is provided to the country ALCO on a regular basis. 

During the year, as required by Central Bank of UAE, the Bank switched its capital calculation methodology from Internal

Rating Based Approach to the Standardized Approach (effective 31 December 2015).

The Bank's regulatory capital is analysed into two tiers:

Tier 1 capital, includes share capital, reserves and retained earnings and the element of fair value reserve relating to 

unrealised gains / losses on financial assets classified as available-for-sale and cash flow hedges.

Tier 2 capital includes qualifying subordinated liabilities.


