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Executive Summary

Pillar 3 Disclosures are important reporting requirements as per CBUAE & Basel II. The CBUAE is of the
view that enhancing market transparency is best supported by the provision of disclosures based on a
common framework. Pillar 3 disclosures act as an effective means of informing the market about the
risk position of a bank in a consistent and comparable manner.

The disclosure is designed to complement the two other pillars of Basel 2 requirements, namely the
minimum capital requirements (Pillar 1) and the supervisory review process (Pillar 2). Pillar 3 disclosures
should be read in conjunction with CBI's Annual Report and Financial Statements for the corresponding
financial year.

The disclosure has been prepared in accordance with the ruleslaid out in the CBUAE guideline (Guidance
for the Application of Pillar 3 Disclosures) and reported to CBUAE annually. This report consists of
qualitative and quantitative information using tables in the following pages.

1.CBI'sfinancial and non-financial subsidiaries/associates/joint ventures and other entities consolidated
for accounting and regulatory purposes are disclosed in table 1.

2. Detailed description of capital structure is provided in table 2 which shows total eligible capital
including Tier 1, 2 & 3 Capital.

3. Detailed information including both qualitative and quantitative information is given in table 3 (a &
b) on capital adequacy. It includes a description of CBI’s capital management strategy and strategies and
policies on risk management, risk reporting and measurement system. This disclosure is in accordance
with Basel II Para 824.

4. Table 4 (a) outlines the qualitative information on practices related to past due and classified accounts,
and detailed discussion on bank’s credit risk management policy.

5. Table 4 (b) and table 4 (c) outline Gross credit exposures for the bank by currency type and geography
respectively.

6. Similarly bank’s gross credit exposures by industry segment and residual contractual maturity are
included in table 4 (d) and table 4 (e).

7. Table 4(f) and table 4(g) give quantitative data on impaired loans by Industry segment and geographic
distribution respectively.

8. Table 4(h) outlines reconciliation of changes in provision for impaired loans and table 4(i) describes
loan portfolio distribution as per Standardized Approach of Pillar 1.



9. Table 5 (a & b) outlines qualitative disclosures on External Credit Rating Agencies and quantitative
disclosures on gross credit exposure segregated in rated and unrated categories across all asset
classes.

10. Qualitative and quantitative information on credit risk mitigation disclosures as per Standardized
Approach of Pillar 1 are provided in table 7 (a & b).

11. Table (10) outlines total capital requirement for Market Risk under equity, foreign exchange, interest
rate, commodity and options risk categories.

12. General qualitative disclosures for equity positions in banking book as per Para 824 of Basel II are
given in table 13(atb). It also includes quantitative details of equity position and capital requirements by
equity groupings of the bank.

13. Table 14 provides the results of interest rate sensitivity analysis

14. IFRS converge is addressed in the notes to Consolidated Financial statements
(Noteno 2)



1. Introduction

Pillar 3 Basel reporting complements the minimum capital requirements and supervisory review process.
It consists of measures designed to promote enhanced market discipline. Pillar 2 concerns the supervisory
review process. Pillar 1 contains a number of options for calculating banks’ minimum capital charge for
credit, operational and market risks. These options range from relatively simple methodologies to more
complex approaches that utilize banks’ own quantitative risk assessments. In providing a wide range
of approaches, Basel Il introduces regulatory capital requirements that capture risks more fully and are
sensitive to the differing complexity of international banks.

This report is the Pillar 3 disclosure under CBUAE Basel II guidelines (CBUAE guidelines -November
2009 & newly issued guidelines ‘Guidance for the Application of Pillar 3 Disclosures-May 2012’). An
explanation of approaches adopted by the Bank for measuring minimum capital requirement for various
Pillar 1 risks as well the Internal Capital Adequacy Assessment Process (ICAAP) under Pillar 2 are

discussed in subsequent sections of this report.

2. Scope of Application

The name of the top corporate entity in the group, to which these regulations apply, is Commercial
Bank International PSC (the bank).The consolidated financial statements are prepared in accordance
with the requirement of International Financial Reporting Standards (IFRS), International Accounting
Standards (IAS) and the Central Bank of UAE.

The consolidated financial statements incorporate the financial information of the Bank and its
subsidiaries International Financial Brokerage LLC (the subsidiary - IFB) and Takamul Real Estate
Company (the subsidiary- TRE), collectively referred toas Group as of 31st December 2015. The subsidiary
—IFB is a limited liability company registered in the Emirate of Dubai and acts as a broker for customers
trading in shares and securities on the Dubai Financial Market and the Abu Dhabi Exchange. The Bank
owns 99.20% of the subsidiary — IFB. The subsidiary — TRE is a limited liability company registered in
the Emirate of Dubai and acts as a real estate broker. The Bank owns 100 % of the subsidiary — TRE.



Table (1) - Information on Subsidiaries and Significant investments as on 31st
December 2015

Basis of Consolidation

Accounting | Surplus | Capital De- | Total
Treatment | Capital | ficiencies Interests

Country of % Owner-

Incorporation | ship Dessaproy

Subsidiaries

International  U.A.E. 99.2% Brokerage for  Fully consol- N.A N.A N.A
Financial Bro- share trading  idated
kerage
Takamul Real U.A.E. 100.0% Developments, Fully consol- N.A N.A N.A
Estate Buying, Sell- idated

ing, Leasing &

Management

of Real Estate

Property

Significant Investments - NIL

Notes to accounts on Significant Accounting Policies (Notes 2 &3) of the Consolidated Financial Statements provide
details on the compliance to IFRS and IAS and their recent amendments.

3. Capital Structure

The authorized, issued, and paid up capital of the Bank comprises 1,737,383,050 shares of AED 1 each as at 31
December, 2015.

Table (2) - Consolidated Capital Structure as on 31st December 2015

Consolidated Capital Structure as on 31st December 2015

Tier 1 Capital Amounts in AED *000s
1.  Paid up share capital/common stock 1,737,383
2. Reserves (17,240)
a. Statutory reserve 205,157
b. Special reserve -
c. General reserve 130,445
d. (Accumulated Losses)/Retained (352,842)
earnings
3.  Minority interests in the equity of subsid- 443
iaries
4.  Innovative capital instruments 457,656

5.  Other capital instruments -
6.  Surplus capital from insurance companies -
Less: Deductions for regulatory calculation -
Less: Deductions from Tier 1 capital -

Total eligible capital after deductions 2,390,588




The total capital base reported as per Audited Financials as of 31st Dec 2015 - AED
2,390,588K

Note: On 23 December 2015, the Bank issued Tier 1 Capital Securities (the “Capital Securities™)
through an SPV, CBI Tier 1 Private Ltd, (“the Issuer”) amounting to USD 125 million (AED 459.125
million), including a transaction cost amounting to USD 0.4 million (AED 1.469 million). Tier
1 Capital Securities are perpetual, subordinated and unsecured. (Refer Note 16 of Consolidated
Financial Statements).

4, Risk Management

The Bank undertakes a wide variety of businesses and hence is required to be able to identify
measure, control, manage, monitor and report risks in a clear manner. The important aspects of the
Bank’s risk management are risk governance, risk architecture, approval mechanism, processes,
guidelines and an elaborate internal control mechanism.

The management of main risks for the Bank is specifically organized under the Risk Group. Credit

Risk, Market Risk & Operational Risk are handled by experienced team of risk professionals.

5. Capital Adequacy

Implementation of Basel II Guidelines

The bank is compliant with the Standardized Approach for Credit, Market and Operational risks.
The bank also assigns capital on other than Pillar 1 risk categories for Interest Rate risk in Banking
Book (IRRBB), Liquidity risk and Credit Concentration risk in the Pillar 2 ICAAP reporting.

Risk Capital & Basel Implementation Policy is developed based on CBUAE guidelines and approved
by Board of Directors. The policy is implemented to ensure compliance with Basel II guidelines and
sound capital management process.

3 (a) —Qualitative Disclosures Risk Management

CBI is subject to compliance to the capital adequacy guidelines stipulated by CBUAE which are in
the framework of Basel Committee of Banking Supervision. The approach taken by CBI to assess the
adequacy of its capital is based on these guidelines and the approved Internal Risk Capital & Basel
Implementation Policy. As stipulated by CBUAE in its guidelines (specified in Notice 4004/2009),
the bank is required to maintain a minimum Capital Adequacy Ratio (CAR) of 12%.

CBI’s strategy is to keep adequate capital levels all the times to meet regulatory requirements
while aiming to optimize the return to shareholder’s capital. In accordance with the capital
management strategy, the bank recognizes balance between efficiency, flexibility and adequacy
in the consideration of capital management. The following considerations are detailed in Internal
Capital Adequacy Assessment Process (ICAAP):



* The development of capital management strategy, which includes levels of capital buffers,
contingent plans, the availability of capital deployed and the various forms of capital instruments;
and

» Simulating its capital measures using stress and scenario testing that includes the possibility of
variability from planned outcomes, unexpected scenarios, and the impact of concentrations.

6. Credit Risk

The Bank has adopted the Standardized Approach for measuring minimum capital requirement for
credit risk.

Exposures after application of specific provisions, if any, and / or eligible credit risk mitigants, are
multiplied by the specified risk weight to arrive at the Risk Weighted Asset (RWA). Off-balance
sheet exposures are adjusted using product type specified Credit Conversion Factors (CCF) before
determining the RWAs. Similarly, derivatives are considered at their Credit Equivalent Amount
before determining RWAs.

Policies and processes:

The Credit Policy of the Bank has been prepared with the broad objective of meeting the following
goals:

1.Adhere to the guidelines or policies pronounced by CBUAE; and
2.Hold a diversified good quality asset portfolio through risk based lending.

In order to assess the credit risk associated with any financing proposal; the Bank assesses a variety
of risks relating to the borrower and the relevant industry. The Bank evaluates borrower risk by
considering:

1. The borrower’s financial position by analyzing its financial statements, history of financial
performance, and cash flow adequacy;

2. The borrower’s relative business competitiveness, business strategy, market position and
operating efficiency; and

3. The quality of management by analyzing their track record, payment record and financial
conservatism.

The Bank evaluates industry risk by considering:

1. Certain industry characteristics, such as position of the industry in the economy, cyclicality and
government policies relating to the industry;

2. The competitiveness of the industry; and

3. Certainindustry statistics, including industry growth rate, return on capital employed, operating
margins and earnings stability.



7. Market Risk

The Bank uses the Standardized Approach to calculate the regulatory capital requirements relating
to market risks (covering interest rates, equity, foreign exchange, commodity and options).

The scope and charges are restricted to ‘trading book’ only for the interest rate risk and equity po-
sitions while the remaining will apply to the bank’s entire positions. The bank currently does not
hold trading positions, in line with its risk appetite.

8. Operational Risk

CBIlis adopting the Standardized Approach at present, for calculation of regulatory capital require-
ments for operational risk. The capital charge is calculated at 12% to 18% business type specific B
factors to three years average of gross income.

9. Internal Capital Adequacy Assessment Process (ICAAP)

The oversight for assessment of credit, market, operational, and others risks such as liquidity, con-
centration, legal, stress testing and reputation risks and the adequacy of capital to meet current
and future requirements of the Bank lies with the Bank’s Board of Directors.

As per requirements of Pillar 1 & recent ICAAP guidelines, CBUAE made it mandatory for all banks
to maintain a minimum capital adequacy ratio of 12%. CBI under Pillar 2 requirements for the year
2015 added an additional charge of 1% showing internal assessment of capital adequacy and mak-
ing ICAAP of 13%.

Table (3b) - Capital Adequacy as on 31st December 2015

Capital Adequacy as on 31st December 2015

e . . RWA Amount Capital Charge
Discl p g
Quantitative Disclosures (AED 000’s) (AED 000’s)

Capital Requirements
1. CreditRisk

a. Standardized Approach 14,709,861 1,765,183
2. Market Risk

a. Standardized Approach 892 107
3. Operational Risk

a. Standardized Approach 1,436,940 172,433
Total Capital requirements 16,147,692 1,937,723
Capital Ratio

a. Total for Top consolidated Group 14.80%
b. Tier 1ratio only for top consolidated Group 13.49%




10. Past Due & Impaired Loans

4(a) - Qualitative Disclosures
Definition of past due and impaired (for accounting purposes) -

A financial asset is impaired if its carrying amount is greater than its estimated recoverable
amount. Exposures to customers, the full recovery of which appears to be doubtful

due to adverse factors (financial, economic, political or managerial) or due to weakening of se-

curity or failure to meet maturing commitments persistently, are classified past due.

Description of approaches followed for specific and general allowances and statistical
methods:

Specific Provision

The specific provision requirement is in line with the CBUAE guidelines (Circular No 28/2010)

Risk Grade Provision against Net Loan Value

Sub-standard 25%
Doubtful 50%
Loss 100%
General Provision

General provisioning in the bank is done based on CBUAE regulation on Classification of Loans
& their Provisions (Circular no 28/2010). These provisions are calculated at 1.5% multiplied
by the ‘normal’ and ‘watch list’ Credit Risk Weighted Assets (CRWA) calculated as per Basel II
reports.



Discussion of Bank’s credit risk management policy:

Credit Risk Management guidelines provide direction on how CBI seeks to manage and control
the most important part of its risk profile, that is Credit Risk, and most importantly embed a
culture of risk awareness throughout the organization. It is by way of these guidelines, CBI is
aiming to address the following areas:

Establishing a sound credit risk management function;

Setting up credit risk policy;

Operating under sound credit granting and credit administration Processes;

Ensuring proper monitoring and control over credit risk;

Implementing credit risk mitigation strategies;

Maintaining proper asset classification system;

Maintaining bank’s capital in line with regulatory guidelines and bank’s risk profile; and
Having strong and transparent reporting system in place.

0 NN

Policies and guidelines with respect to Capital Management are established to meet regulatory
capital requirements as well as the target set out in ICAAP as part of Pillar I requirements in
Basel II guidelines.

To establish a strong credit generation and approval process, credit risk management guide-
lines contain review of —

1. Credit manuals which embed the credit culture in the relevant line of businesses.

2. These manuals include general policies covering the origination, evaluation, approval,
documentation, settlement and on-going management of credit.

3. Credit approval limits represent the formal delegation of Board credit approval

authority to responsible individuals throughout the organization and govern the
extension of credit.

11. Risk Analytics

Risk Analytics and reporting is one of the most important tools to monitor, review and com-
municate the risks which the bank is exposed to. The main objective of the risk analytics and
reporting framework is to address the major risks to the top management in order to have clear-
cut strategies and decisions to manage the risks which help in achieving the bank’s goals. The
framework aims to:

1. Comply effectively with Basel Il regulatory standards;

2. Enhance decision support by enabling consolidated analysis of risk exposures
across both banking and trading books;

3. Enable proactive risk control for credit portfolios;

4, Enable easy and rapid adaptation to complex and changing credit scenarios, to

rapidly and comprehensively evaluate credit risk of portfolios,
5. Identify potential problems in the credit risk portfolio; and



6. Evaluate credit risk from both a product-specific and enterprise-level perspective

across products.

Partial adoption of foundation IRB/advanced IRB -

Bank is following the Standardized approach currently.

Plans and timing of migration to

Description of exposures ; :
implement fully higher approach

Approach

Bank is currently following Standardized approach for credit, market
risk, and operational risk to calculate CAR under guidelines stipulated by

Standardized Approach CBUAE under the framework of Pillar I of Basel II guidelines.

CBIis planning to implement the FIRB in line with the Risk management
plan, as part of this, Internal Rating system named ‘Risk Analytics’ from

Foundation IRB Moody’s Analytics has been implemented in 2012. The archiving, model
validations etc are scheduled to be completed in next two years. The mi-
gration will be as per CBUAE guidelines and approvals.

Advanced IRB As per CBUAE guidelines

12. Credit Risk Related Disclosures

Credit risk is the risk of loss to the Group if a customer or counterparty fails to meet its
contractual obligations on a financial instrument and arises principally from loans and ad-
vances and non trading investments. Credit risk can also arise from financial guarantees,
letters of credit, endorsements and acceptances. The Bank’s credit risk management pro-
cess is quite independent of the business so as to protect integrity of the risk assessment
process and decision making.

Different credit approval processes exist for each customer type which ensures that appro-
priate skills and resources are employed in credit assessment and approval. The guidelines
for approving new credits, renewing existing credits, or changes in the existing terms and
conditions of the previously approved credits are provided in the credit manual. The Bank
uses ‘Risk Analytics’ system, one of the well known solution for risk rating from ‘Moody’s
Analytic’s to capture, analyze and store financial and non-financial borrower and facility
information. The bank has implemented Moody’s ‘Risk Origin’, a loan work flow system,
for credit initiations and approvals.

The Bank uses a wide range of collaterals in the process of managing its counterparty
risks. However, the applicable financial collateral for credit risk mitigation under Basel
I is restricted to pledge of cash margins and deposits held with the Bank and other listed
Equities. Guarantees used for risk transfer purposes are mainly bank guarantees that meet
the requirements stipulated in the Basel Accord.

Detailed explanations are available in Note to accounts No 38.1/Credit Risk

10



Table 4(b) - Gross Credit Exposures by Currency Type as on 31st Decem-
ber 2015 (AED’000)

Other
Currency Type | Loans Del.)t. Total Commitments | Acceptances |Off-Balance Total
Securities | Funded Sheet Non Funded

2,148,258 27,762 295,606 993,395 | 1,316,763 3,465,021
10,807,298 10,807,298 4,230,825 474,184 2,689,189 7,394,198 18,201,496

12,306,632 | 648,924 | 12,955,556 | 4,258,587 769,790 3,682,584, 8,710,961 | 21,666,517

Table 4 (c) - Gross Credit Exposures by Geography as on 31st December
2015(AED’000)

Other
Geographic g ki Total | commitments | Acceptances | Off-Balance Total
Distribution ecurities|  pynded Sheet Non Funded
exposures

United Arab 11,510,378 402,722 11,913,100 4,245,724 769,790 | 3,585,027 8,600,541 [EARIKATS]

GCCexcluding UAE 366 656 | 135,600 | 504,256 12,862 - 39,737 | 52599 [N
(o s - - - 1 - 9920 | 9921 [N
Asia 271,821 110,602 | 382,423 - - 162 162 \
Africa ] - - - - 35,311 | 35,311 \
North America 91,950 - 91,950 - - - - | 91950 |
South America - - - - - - - _‘
Caribbean - - - - - - - _‘
Europe 63,827 - 63,827 - - 12,427 | 12,427 \
Australia - - - - - - - _‘
Others I R I S -

12,306,632 648,924 | 12,955,556 4,258,587 769,790 3,682,584| 8,710,961 | 21,666,517
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Table 4(d) - Gross Credit Exposure by Industry Segment as on 31st December

Industry

Segment

Agriculture, Fishing &
related activities1

Crude Oil, Gas,

Mining &Quarrying?2 95,987
Manufacturing3 636,614
Electricity& Water 0
Construction 4 764,185
Trade 2,025,083

Transport, Storage & |701,095
Communication6

Financial Institutions 7 692,186

. 2,015,203
Services8

93

Government9
Retail/Consumer 2,558,549
bankinglo
All Others and 2,817,627

Real Estate

2,306,632 648,924

Debt
Securities

0

0

0

0

73,546

165,426

0

409,952

0

0

2015

Total
Funded

Commitments

10 10,551
95,987 0
636,614 569,115
0 300
764,185 1,251,423
2,025,083 1,282,636
774,641 23,973
857,612 27,590
2,015,203 363,544
410,045 5,129
2,558,549 107,353
2,817,627 616,973

12,955,556 4,258,587

Acceptances

57,219

60,299

522,450

2,833

126,989

769,790

Other
Off-Balance
Sheet
exposures

Total
Non Funded

682 11,233 11,243
s | a9
181,424 | 807,758
0 300 300
1,826,131 | 3,137,853
558,734 2,363,820
8232 32,205
149,372 | 179,795 1,037,407
938,164 | 1,301,708
616 5,745 15,79
6482 | 113,835
12,288 756,250

3,682,584 8,710,961 | 21,666,517

Table 4(e) - Gross Credit Exposures by Residual Contractual Maturity as on
31st December 2015

Gross Credit Exposures by Residual Contractual Maturity as on 31st December 2015

Residual Contractual Maturity

Loans

Debt

Total Funded | Commitments

Securities

Acceptances

OtherOff-
Balance
Sheet
exposures

Total Non-
Funded

Less than 3 months* 4,268,703 - 4,268,703 23,178 579,909 1,946,430 2,549,517
3 months to one year 1,192,690 7,345 1,200,035 4,122,500 189,881 1,491,663 5,804,044
One to five years 4,296,683 195,030 4,491,713 84,030 - 243,480 327,510
Over five years 2,548,556 446,549 2,995,105 28,879 - 1,011 29,890

*Overdraft has been included in ‘Less than 3 Months’ category.
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Table 4(f) - Impaired Loans by Industry Segment as on 31st December 2015

OVERDUE PROVISIONS ADJUSTMENTS  Total

Impaired

Lessthan | 90 days Interest in Assets net

Industry Segment i
i ite- itad of Provision
90 days and above Total Specific General suspense Write-offs | Write-backs &1IS

Agriculture, Fishing & 10 10
related activities 1
Crude Qil, Gas, Mining & 95,987 . 95,987 - _ 118 i :
Quarrying?2
Manufacturing3 608,759 27,855 | 636,614 7,511 1,382 24,752 1,388 18,962
Electricity& Water - - = - - - - -
Construction 4 589,426 | 174,759 = 764,185 609 21,311 127,542 8,945 152,839
Trade5 1,778,912 | 246,171 @ 2,025,083 112,556 39,820 448,056 8,281 93,795
Transport, Storage &

701,094 1 701,095 1 - -
Communication6 5,028 223
Financial Institutions 7 688,699 3,487 692,186 - 187 16,000 - 3,300
Services8 1,776,840 238363 = 2,015,203  g; g3 22,027 | 453,014 40,687 | 118,533
Government9 93 - 93 _ - - - -
Retail/consumer bankinglo 2,473,798  g4751 2,558,549 43,346 1155 150,006 29,318 | 40,250
All Others / Real estate 2,609,661 207,966 | 2,817,627 180,730 41,122 395,635 5,665 -13,886

11,323,279 | 983,353 | 12,306,632 | 442,556 230,507 127,004 | 1,620,151 94,507 413,793

Grand Total

*General Provision is given as a consolidated amount without any industry segmentation

Table 4(g) - Impaired Loans by Geographic Distribution as on 31st December

2015
OVERDUE PROVISIONS ADJUSTMENTS irrg;lire d
SN petan 0001 g e o | et vt et tcts 3T

United Arab Emirates 10,530,512 979,866 |11,510,378 442,556 - 127,004 1,620,151 | 94,507 410,306
GCC (excluding UAE) 365,169 3,487 368,656 - - - - - 3,487
Arab League (excluding GCC) - _ _ } } } _ } )
Asia 271,821 R 271,821 - . - - - =
Affica - - - - R - - - o
North America 91,950 - 91,950 - - - ) ) :
South America - - = - _ - - - _
Caribbean - - . - - - - - -
Europe 63,827 - 63,827 - . - . . _
Australia ) - . ) - ) - - -
Others - - _ - - - _ _ _

Grand Total 11,323,279 | 983,353 | 12,306,632 | 442,556 230,507 127,004 1,620,151 94,507 413,793




Table 4(h) - Reconciliation of Changes in Provision for the period - 1st
January 2015 to 31st December 2015(AED ‘000)

Reconciliation of Changes in Provision for the period - 1st Jan 2015 to 31st Dec 2015

Opening Balance of Provisions for Impaired Loans 1,430,542
Provision for the Year 932,244
Interest in Suspense during the Year 105,548
Write-off during the Year (1,616,577)
Recoveries during the Year (51,690)
Closing Balance of Provisions ‘ 800,067

Table 4(i) - Portfolio as per Standardized Approach as on 31st December

Assets Classes Credit Risk Mitigation (CRM) Risk
weighted
t
See Basel II, June 2006, Para 50 to 81, and STOSS o ]Ex?osu(r:;M Net Exposure assets
Central Bank National Discretions utstanding erore After CCF
. . 1,498,956 1,498,956 - 1,494,546 -
Claims on Sovereigns
Claims on non Central Government public sector entities. (PSE's) 118 118 ) 118 )
Claims on multilateral development banks ) . . ) )
. 1,269,462 1,269,462 - 1,215,980 526,227
Claims on banks
Claims on securities firms ) . ) . )
Claims on Corporate & Government Related Entities 15,746,704 15,590,366 1,435,204 10,742,106 9,694,336
Claims included in the regulatory retail portfolio 2,678,777 2,677,613 27,062 2,555,774 1,916,500
Claims to secured by residency property 817,855 817,854 36 816,550 405,020
Claims secured by commercial real estate 191,464 177,186 ) 159,363 159,363
Past due loans 1,011,368 640,155 2,541 628,295 801,935
High risk categories 7,669 7,669 - 7,669 11,504
Other assets 1,849,836 1,807,964 - 1,807,964 1,195,177
Claims on securitized assets - - - - -
Credit derivatives (Banks Selling protection) - - - - -

TOTAL CLAIMS

25,072,209

24,487,343

19,428,365

14,709,861

1,464,842




5 (a) Qualitative Disclosures

CBI is using following ECAIs under rated claims as stated in below table:
1. Claims on Banks - Moody’s, Fitch and Capital Intelligence;
2. Claims on Corporate - Moody’s, Fitch and Capital Intelligence

* In cases where two ratings are available, the lower rating will be applied;
and

* In cases where three or more ratings are available,
the second-lowest rating will be applied.
Types of exposure for which each agency is used:
» The mapping of external ratings to Bank’s facility has been undertaken on a case
by case basis.

Table 5 (b) — Portfolio as per Standardized Approach as on 31st December 2015

On & Off BS
Exposure Before CCF & CRM On & Off BS Risk
Assets Classes Net exposure weighted
Unrated after CCF assets

. . 1,498,956 0 1,498,956 1,494,546 0
Claims on Sovereigns
Claims On Non-Commercial Public Sector Enterprises 118 0 118 118 0
Claims On Multi Lateral Development Banks 0 0 0 0 0
Claims On Banks 1,269,462 0 1,269,462 1,215,980 526,227
Claims On Securities Firms 0 0 0 0 0
glalms Qn Corporate And Government Related 8,000 15,582,366 15,590,366 10,742,106 9,604,336

nterprises

Claims Included In The Regulatory Retail Portfolio 0 2,677,613 2,677,613 2,555,774 1,916,300
Claims Secured By Residential Property 0 817,854 817,854 816,550 405,020
Claims Secured By Commercial Real Estate 0 177,186 177,186 159,363 159,363
Past Due Loans 0 640,155 640,155 628,295 801,935
Higher-Risk Categories 0 7,669 7,669 7,669 11,504
Other Assets 648,925 1,159,039 1,807,964 1,807,964 1,195,177
Securitization Exposures 0 0 0 0 0

Grand Total 3,425,461 21,061,882 24,487,343 19,428,365 14,709,861

*Rated includes Sovereigns and Non Commercial PSEs
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13. Credit Risk Mitigation

7 (a) - Qualitative Disclosures

» Policies and processes for collateral valuation and management: CBI uses the comprehensive
approach for collateral valuation, which is in compliance to CBUAE guidelines in this regard. Under
this approach, the bank reduces its credit exposure while calculating capital requirements to the
extent of mitigation provided by the eligible financial collateral (as specified in the Basel II guide-
lines). In line with Basel Il guidelines, the bank adjusts the value of any collateral received to adjust
for possible future fluctuations in the value of the collateral (i.e., ‘haircuts’) in line with the require-
ments specified by CBUAE guidelines. These adjusted amounts for collateral are reduced from the
exposure to compute the capital charge based on the applicable risk weights.

« Description of the main types of collateral taken by the bank: CBI determines the appropriate
collateral for each facility based on the type of product and counterparty. The main types of collat-
erals taken by the bank currently are equities, fixed deposits under lien and cash margin.

Table 7 (b) - Credit Risk Mitigation — Standardized Approach
as on 31st December 2015

Credit Risk Mitigation — Standardized Approach as on 31st December 2015

Particulars Exposures
Net Exposure after Credit Conversion Factor prior to Credit Risk Mitigation 19,428,365
Less: Exposure covered by on-balance sheet netting 0
Less: Exposures covered by Eligible Financial Collateral 690,886
Less: Exposures covered by Guarantees 1 386,342
Less: Exposures covered by Credit Derivatives 0

Net Exposures after Credit Conversion Factor & Credit Risk Mitigation 18,351,137

Risk Weighted Assets 14,709,861

1. CRM impact related to substitution of risk weights (Bank guarantees) .

Credit Risk Mitigation

Particulars Amount

Eligible Financial Collateral 690,886
Bank Guarantees Gross 773,956
Total 1,464,842
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14. Market Risk Related Disclosures

Market risk is the risk that changes in market prices, such as interest rate, equity prices, foreign
exchange rates, and credit spreads will affect the bank’s income and/or the value of the financial
instrument. The risk limits are set by ALCO as delegated by the Board of Directors and monitored
by Risk Management Department. The Risk Management Department is responsible for the devel-
opment of detailed risk management policies and for the day to day review of their implementation
subject to the review and approval by ALCO.

For the measurement of minimum capital requirement for market risks under Pillar 1, the Bank
uses the Standardized Approach.

Table 10 - Total Capital Requirement for Market Risk under Standardized Ap-
proach as on 31st December 2015

Total Capital Requirement For Market Risk Under Standardized Approach as on 31st December 2015

Market Risk Amount in AED’000s

Interest rate risk

Equity position risk

Foreign exchange risk 107

Commodity risk

Options Risk

Total Capital Requirement 107

15. Equity position in the Banking Book

13 (a) Qualitative Disclosures

The general qualitative disclosure requirement (Paragraph 824 of Basel II) with respect to eq-
uity risk, including:

» Differentiation between holdings on which capital gains are expected and those taken under

other objectives including for relationship and strategic reasons:

The holdings on which capital gains are expected are held either at fair value through profit
and loss i.e., acquired principally for the purpose of selling in the short term or if so designated
by the management, or at fair value through equity i.e., acquired for an indefinite period of
time, which may be sold in response to needs for liquidity or changes in equity prices. Fair

value is determined based upon current bid prices.

Where the investment is held for long term strategic purposes, these investments are account-

ed for available for sale, with changes in fair value being recognized in equity.
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» Discussion of important policies covers the valuation and accounting of equity holdings in the bank-
ing book. This includes the accounting techniques and valuation methodologies used, including key
assumptions and practices affecting valuation as well as significant changes in these practices:

Equity holdings in the banking book are held for indefinite period of time, which may be sold in response
to needs for liquidity or changes in equity prices. Valuation of such instruments is done at fair value.
Any gains or losses arising from changes in fair value are recognized directly in equity, until the finan-
cial asset is derecognized or impaired, at which time, the cumulative gain or loss previously recognized
in equity is recognized to income statement. Fair value is determined based upon current bid prices.

As at 31st December 2015, the Bank’s total equity investment portfolio (Including Mutual Funds)
in the banking book amounted to AED 98,385/- (AED in 000’s).

Table 13 (b) — Quantitative Disclosures
Quantitative Details Of Equity Position: AED’000

Publicly Traded Privately Held Publicly Traded Privately Held

Equities 20,105 78,280 35,013 90,262
Collective investment schemes 54,169 163,825
Any other investment

Realized, Unrealized and Latent Revaluation Gains (Losses) During the Year:

Gains (Losses) Amount

Realized gains (losses) from sales and liquidations

*Unrealized gains (losses) recognized in the balance sheet but not through profit and loss account 2,931

**Latent revaluation gains (losses) for investment recorded at cost but not recognized in balance sheet or profit and loss account

Total 2,931

Items in (2) Above Included In Tier 1/Tier 2 Capital

Tier Capital

Amount included in Tier I capital -

Amount included in Tier II capital -
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Capital Requirements by Equity Groupings

Strategic investments

Fair Value through Other Comprehensive Income (FVTOCI) 98,385

Held for trading

Total capital requirement 98,385

16. Interest Rate Risk in Banking Book (IRRBB)

Interest rate risk arises from the possibility that changes in interest rates will affect future
profitability, cash flows or the fair values of financial instruments. Interest Rate Risk in the
Banking Book (IRRBB) is defined as the exposure of the non trading financial instruments to
interest rates. The Bank is exposed to interest rate risk as a result of mismatches or gaps in the
amounts of assets and liabilities and off balance sheet instruments that mature or re-price in
a given period.

14: Interest Rate Risk in the Banking Book as of 31st December 2015

For measuring the overall interest sensitivity in the banking book, CBI conducts stress tests
on the rate sensitive assets and liabilities by simulating 200 basis points parallel shifts to the

yield curve and assessing the impact on its Net Interest Income and Capital. The following

impact on the net interest income and regulatory capital for the year of a movement in interest
yield curves as at 31/12/2015

Shift in Yield Curves Net Interest Income (AED’000) Capital Base

(+/-) 200 basis point 4,175 Decrease/Increase by 0.17%

17. Operational Risk related Disclosures

Operational risk is defined as the risk of loss resulting from inadequate or failed internal pro-
cesses, people and system or from external events. The typical operational risk events include
internal fraud; external fraud; employment practices and workplace safety; clients, products
and business practices; damage to physical assets; business disruption and system failure; ex-
ecution, delivery and process management.

The Operational Risk Management Unit (ORMU) performs regular operational risk monitoring
activities in order to promptly detect deficiencies in the policies, procedures and processes,
and propose corrective actions.

Operational Risk Management Policy has been approved by the Board of Directors and is re-
cently revised. The policy is implemented to ensure compliance to best practices and stand-

ards of operational risk.
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Bench Marking ORM Standards CBI's ORM Tools

® Risk & Control Self Assessment (RCSA)

Sound Operational Risk Management System ® KeyRiskIndicators (KRI)
® Risk Reviews (Stem, Policies, Procedures etc.)
® Awareness Trainings

Systematic tracking of historic loss data ® Loss Event/Incident Database
® System “GRC Accelerate”

Measurement integrated in day-to-day risk management
g Y Y & ® Integrated RCSA /KRI & Loss Event Data

Reporting of Operational Risk to the management
P g peratt g ® Periodic Dashboards & Reports

CBI has implemented the operational risk system (ORS) called ‘GRC Accelerate’. The ORS is
used to capture, analyze and report loss/incident data and is mapped to all seven risk catego-
ries across all eight business lines. ORS also captures RCSA’s and KRI’s for all divisions of the
bank and also assesses the respective tool(s) results.

CBI reports the OR capital charges and RWA's using the Standardized Approach (TSA).

Risk Weighted Assets for operational risk (Consolidated) has been calculated based on Stand-
ardized Approach (TSA) as below:

AED’000

Operational Risk — 31st December 2015

Operational Risk Risk Weighted Assets

Standardized Approach 1,436,940

18. Qualitative Disclosure on Remuneration

For the executives and managers, the Bank has a salary / compensation policy which is
decided by the Board of Directors.

The compensation usually consists of a fixed component and a variable component in the form
of performance based annual bonuses. The variable component is based on a well defined,
system based performance appraisal of each individual on an annual basis.

The compensation and benefits to “risk takers” also follow the same principles. There are no

deferrals or other forms of compensation like equity or options.
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