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1. Introduction

This Basel I - Pillar 3 Report for Commercial Bank International (“CBI” or “the bank”) has been prepared
in accordance with the public/ market disclosure requirements and guidelines in respect of Pillar 3 of
Basel Ill, as prescribed by the Central Bank of the UAE (CBUAE) and other clarifications received from
time to time along with the Formal Disclosure Policy of the Bank.

The purpose of this report is to inform market participants of the key components, scope and
effectiveness of the Banks risk measurement processes, risk profile and capital adequacy. This is
accomplished by providing consistent and understandable disclosure of the Bank’s risk profile in a
manner that enhances comparability with other institutions.

The Bank has adopted the Standardized Approach for determining the capital requirements for Credit
Risk, Market Risk and Operational Risk. This Pillar 3 Report provides details on the Banks risk profile by
risk asset class, which form the basis for the calculation of the capital requirement.

Pillar 3 Disclosures 2021

Pillar 3 complements the minimum capital requirements and the supervisory review process. Its aim is to
encourage market discipline by developing disclosure requirements which allow market participants to
assess specified information on the scope of application of Basel Ill, capital, particular risk exposures
and risk assessment processes, and hence the capital adequacy of the institution. Disclosures consist of
both qualitative and quantitative information and are provided at the consolidated level.

The CBUAE issued Basel Ill capital regulations, which came into effect from 1 February 2017 introducing
minimum capital requirements at three levels, namely Common Equity Tier 1 (CET1), Additional Tier 1
(AT1) and Total Capital. Additional capital buffers (Capital Conservation Buffer and Countercyclical
Capital Buffer - maximum up to 2.5% for each buffer) introduced are over and above the minimum CET1
requirement of 7%.

In November 2020, CBUAE issued revised standards and guidelines for Capital Adequacy in UAE. The
new version to the Standards also includes additional Guidance on the topics of Credit Risk, Market Risk,
and Operational Risk.

1.1 Basel Regulatory Framework

The Basel Accord framework consists of following three main pillars:

e Pillar | - defines the regulatory minimum capital requirements by providing rules and regulations
for measurement of credit risk, market risk and operational risk;

e Pillar Il - addresses a Bank’s Internal Capital Adequacy Assessment Process(“ICAAP”) for
assessing overall capital adequacy in relation to risks other than Pillar I. Pillar Il also introduces
the Supervisory Review and Evaluation Process (“SREP”), which is used as a tool to assess the
internal capital adequacy of banks; and

o Pillar 1l - complements the other two pillars and focuses on enhanced transparency in information
disclosure, covering risk and capital management, including capital adequacy which encourages
market discipline and allows market participants to assess specific information.
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Verification

The Pillar 3 disclosures for the year ended 31 December 2021 have been appropriately reviewed by the
management and internal audit.

1.2 Group Structure — Information on Subsidiaries

Commercial Bank International P.S.C. (the “Bank”) is a public shareholding company with limited liability
incorporated under an Emiri Decree Number 5/91 on 28 April 1991 by His Highness Ruler of Ras Al-
Khaimah. The registered office of the Bank is at P.O. Box 793, Ras Al-Khaimah. The Bank is listed on
the Abu Dhabi Exchange (Ticker “CBI”). The Bank carries on commercial banking activities through its
branches in the United Arab Emirates (“‘the UAE”).

Details of the Group’s subsidiaries at the end of reporting period is as follows:

i i 0,

Subsidiary Principal Activity Pr|n0|pa_l FIEEE of . PIEEE Of. 0 Of .

Business incorporation Ownership
:_”Ltecina“ona' Financial Brokerage Brokerage Dubai - the UAE Dubai - the UAE 99.4
Takamul Real Estate Real estate Dubai - the UAE Dubai - the UAE 100
Al Khaleejiah Property Investments | peal estate Sharjah - the UAE | Sharjah - the UAE 52.8
Al Caribi Development Limited Real estate Antigua and Barbuda | British Virgin Islands 100
CBI Financial Services Limited SPV Dubai - the UAE Cayman Islands 100
CBI Tier 1 Private Ltd SPV Dubai - the UAE Cayman Islands 100

Note: International Financial Brokerage is a dormant entity, the brokerage operations have been discontinued on 1st July
2018. It is under liquidation.

The consolidated financial statements incorporate the financial information of the Bank and its
subsidiaries International Financial Brokerage LLC (the subsidiary - IFB), Takamul Real Estate Company
(the subsidiary - TRE) and other entities mentioned in Table 1 below, collectively referred to as the
“Group” as of 31st December 2021.

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 99.40% 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.

For the purpose of Basel Il capital adequacy reporting, only the financial subsidiaries are consolidated
i.e. IFB is consolidated for Capital Adequacy Reporting. Commercial subsidiaries are excluded from
consolidated regulatory reporting and therefore TRE and other Commercial entities are deconsolidated
for Regulatory capital reporting.
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2. Overview of Risk Management and RWA

2.1 Bank’s Risk Management Approach (OVA)

The primary objective of Enterprise Risk Management is to protect the Banks’ assets from the various
risks the Bank is exposed to and maximize shareholders value. 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 Bank is exposed
to key risks: credit risk, investment risk, liquidity risk, rate of return risk, market risk, displaced commercial
risk, operational risk, and other residual risks like Interest Rate Risk in the Banking Book (IRRBB),
Strategic Risk, Reputational Risk, Macro-economic Risk, Sector and Name Concentration Risk along
with Sharia’h non-compliance risk. Special units to handle Fraud Prevention & Monitoring and Information
Security are also established under Risk Group. The Enterprise Risk Management (ERM) is handled by
experienced team of risk professionals, under the leadership of Chief Risk Officer.

A well-defined risk management framework is in place with the overall responsibility of risk management
vested with the Board of Directors managed through the Board Risk Committee. The Board of Directors
approve the Bank’s risk management policies which defines the Bank’s risk strategy, which is backed by
appropriate qualitative and quantitative parameters, delegation of authorities to the Executive Committee
of the Board, Internal Credit Committee and Executives to approve financing exposures. The policies and
processes for management of risks have proved to be effective. The risk management framework
compliments the International Best Practices, Basel Committee, and Central Bank of UAE guidelines.

The role of the Risk Management Department is to develop and implement the risk policies associated
specifically with both quantifiable and non-quantifiable risks arising from the activities of the Bank and
manage the day-to-day risks. The risk management function along with the internal audit function of the
Bank provides independent assurance that all types of risk are being managed in accordance with the
policies set by the Board of Directors. Independent review of the risk management framework is carried
out by the Internal Audit.

The risk environment in which the Bank operates changes continuously, caused by a range of factors,
from the transactional level to macroeconomic events. The risk environment therefore requires
continuous monitoring and assessment. Initiatives under the Bank’s Enterprise Risk Management
program have been a major catalyst and contributor to the enhancement of risk management practices
within the Bank. The risk management framework institutionalized across the Bank is designed to meet
these challenges as part of Basel program.

The Bank’s Six Broad Principles of Risk Management

The Six Broad Principles define the accountability, independence, structure, and scope of Risk
Management.

a. The risk management approach is premised on three lines of defense — risk taking business units,
risk control units like Risk, Compliance and Internal Audit.
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b. The risk-taking units are responsible for the day-to-day management of risks inherent in their
business activities while the risk control units are responsible for setting-up the risk management
frameworks and developing tools and methodologies for the identification, measurement,
monitoring, control and testing of risk. Complementing this is Internal Audit which provides
independent assurance of the effectiveness of the risk management approach.

c. All major credit proposals of the bank prepared by the credit analyst pool (reviewed and
recommended by Corporate Credit) are approved/recommended by Internal Credit Committee
(ICC), Board Credit Committee (BCC), and the Board of Directors based on an established credit
approval authority matrix. The ICC comprises designated members of the Bank’s management
and is chaired by the Chief Executive Officer (CEO). ICC comprise of three members; CEO, CCO
& Head of Wholesale Banking Group (HWBG). Chief Risk Officer (CRO) is a permanent invitee
(a non-voting attendee) to ICC meetings. The CRO assumes the responsibility of providing
independent views of the credit applications discussed in ICC meeting. In addition, Enterprise
Risk Management (ERM) provides risk oversight and consultancy to all lines of business for the
major risk categories including credit risk, market risk, liquidity risk, operational risk and other
industry-specific risks that are discussed under Pillar 2 of the Basel framework.

d. ERM ensures that the core risk policies of the Bank are consistent and current, sets the risk
tolerance level through the approved Risk Appetite Framework (RAF) & Policy. Also, ERM is
responsible for the execution of various risk policies and related business decisions empowered
by the Board.

e. ERM is functionally and organizationally independent of the business units and other risk-taking
units within CBI.

f. CBI's Board, through the ALCO, BRC and EXCOM, maintains overall responsibility for risk
oversight within the Bank.

Risk Group efforts have been focused on establishing a strong risk governance. Risk communication
was enhanced, and we are moving from an analytical function to a strategically oriented activity.

Board and senior management are actively involved in firm-wide risk oversight by integrating risk
management activities within the organization. Through embedding risk management within different
business units and having in place appropriate and effective policies and procedures, Board and
senior management ensure that the employees who are in decision making positions not only
understand the underlying risk but also take necessary actions to minimize the risks.

Risk Group is responsible for generating and submitting timely and accurate risk reports to senior
management. The underlying risks in different areas are analyzed and presented to the senior
management for making business decisions. These reports cover analysis on capital management,
concentration in terms of products, business lines, counterparties etc., and non-performing accounts.
Furthermore, it underlines the areas which require attention and also recommends the changes, if
required, in the policies or procedures.
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CBI’'s Risk Governance model is as follows.

Board Directors

Board Credit Board Risk
Committee Committee

Board Level

Asset & Liability
Management
Committee (ALCO)

Internal Credit Asset Quality Management Risk
Committee Committee Committee

Management
Level

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

Credit policy of the bank has been prepared with the broad objective of meeting the following goals:
o Adhere to the guidelines or policies pronounced by CBUAE; and

¢ 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 uses risk rating models and
systems for assessing the credit worthiness of borrowers. This assessment considers the following
factors:
e borrower’s financial position by analyzing its financial statements, history of financial
performance, and cash flow adequacy;
e borrower’s relative business competitiveness, business strategy, market position and
operating efficiency; and
e quality of management by analyzing their track record, payment record and financial
conservatism.
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The Bank evaluates industry risk by considering:
e Certain industry characteristics, such as position of the industry in the economy, cyclicality
and government policies relating to the industry;
The competitiveness of the industry; and
e Certain industry statistics, including industry growth rate, return on capital employed,
operating margins and earnings stability.
CBI's ECL (Expected Credit Loss) calculation methodology and process based on IFRS9 standards
and related disclosures are available in Annual Financial Report 2021.

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 positions. The
bank currently does not hold any equity trading positions.

Operational Risk

The Bank has an independent Operational Risk Department under Chief Risk Officer which is tasked
with monitoring and controlling the Operational Risks of the Bank. Functions of this department are
guided by the Operational Risk Policy and Framework. To institutionalize the assessment and
mitigation of operational risks, the Business Environment and Internal Control Framework is
established as part of ERM program. The Bank has implemented Business Continuity and Disaster
Recovery program to reduce the potential Operational risk.

Asset and Liability Management Committee

Asset and Liability Management Committee (ALCO) has been established to provide oversight of
asset and liability management within the Bank, ensuring the following:

e Better positioning of Bank’s balance sheet in the light of current market trends, opportunities
and challenges

¢ Adequate planning, directing and controlling of the flow, level, mix, cost and yield of Bank’s
assets and liabilities to ensure liquidity and profit rate risk remain within the approved risk
appetite

e Prudent and proactive management of Bank’s balance sheet to safeguard from any adverse
market movements including liquidity constraints, shift in credit scenarios and capital
adequacy

Internal Capital Adequacy Assessment Process (ICAAP)

The oversight for assessment of credit, market, operational, and others risks such as liquidity,
concentration, 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.

The Bank’s ICAAP is thoroughly overhauled during the FY 2020-21 and a robust and comprehensive
Pillar 2 risk assessment model is put in place to be in sync with the Bank’s strategy and addresses
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capital planning, risk appetite, assessment of all types of material risks, testing the capital requirement
under different stress scenarios, capital required for covering all material risks due to current as well
as prospective business profile and internal organization and processes to manage the above on an
on-going basis.

At the Bank level, the overall capital adequacy is assessed through the ICAAP Framework. As a
result, the organization has identified material risks and assessed the capital levels consistent with
the risks identified.

The ICAAP framework determines the level of capital required to support the Bank’s current and
projected activities for capital under normal and stressed conditions. The ICAAP report is produced
on an annual basis and is duly approved by the Board Risk Committee (BRC) as well as the Sharia’s
Supervisory Board and the Board of Directors.

a. Comprehensive Risk Assessment under ICAAP Framework

Under the revised ICAAP methodology, the following risk types are identified and measured:
e Risks captured under Pillar 1 of BASEL III (credit risk, market risk and operational risk);
¢ Risks not fully captured under Pillar 1 of BASEL lll (e.g., Residual Risks);

¢ Risks not considered by Pillar 1 of BASEL lll (e.g., Interest Rate Risk in the Banking Book
(IRRBB), Liquidity Risk, Business/Strategic Risk, Reputational Risk, Macroeconomic Risk and
Concentration Risk-Name and Economic Sectors); and

o External factors, including changes in economic environment and regulations.

b. Assessment of Pillar 1 and Pillar 2 Risks under BASEL lll regime

The bank quantifies its risks using methodologies that have been reasonably tested and deemed
to be accepted in the industry as per industry best practices.

Where risks are not easily quantified, due to the lack of commonly accepted risk measurement
techniques, expert judgment is used to determine the size and materiality of the risk. The Bank’s
ICAAP then focuses on the qualitative controls in managing such material, non-quantifiable risks
within the established governance framework of the bank. These qualitative measures include the
following:

¢ Adequate governance process through BRC, EXCOM and the Board of Directors;

¢ Adequate systems, procedures and internal controls;

o Effective risk mitigation strategies; and

o Regular monitoring and reporting through various committees and management forums.

c. Stress Testing

The Bank’s stress testing program is revamped, and a robust and comprehensive model is put in
place for performing the required stress testing exercise. During the year, the Board approved
Stress Testing Framework and Policy was put in place. It is embedded in the risk and capital
management process. The program serves as a forward-looking risk and capital management tool
to understand the Bank’s risk profile under extreme but plausible conditions. Such conditions may

10
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arise from the macroeconomic, strategic, political, and business environmental factors.

Under the CBI Stress Testing Policy and Framework, approved by the Board in March 2021, the
potential unfavorable effects of stress scenarios on the Bank’s profitability, asset quality, liquidity,
risk weighted assets and capital adequacy are modelled. At CBI, the Stress Testing methodology
is under constant review by Chief Risk Officer (CRO) to reflect the prevailing regulatory and global
best practices along with reflecting the macroeconomic scenarios and is capable of translating the

potential risks faced by the Bank into meaningful results.

Specifically, the stress testing program is designed with an objective to assess the resilience,
solvency, liquidity, and profitability of the Bank against various stressed events. Depending on the
nature of the risk factor, the impact of the stress testing exercise where applicable, are measured
on the following indicators of the Bank:

2.2 Key metrics at consolidated group level (KM1)

Assets quality — increase/decrease in non-performing assets measured in terms of ratio to

financing assets;

Profitability — increase/decrease in the accounting profit & loss;

Capital adequacy — measured in terms of changes in total amount of capital and the Capital

Adequacy Ratio (CAR);

Liquidity position — measured in terms of changes in key liquidity indicators. Liquidity reports
are presented to ALCO, Management Risk Committee and Board Risk Committee.

AED in 000s
Available capital (amounts) Q4-2021
1 Common Equity Tier 1 (CET1) 1,596,425
la Fully loaded ECL accounting model 1,594,279
2 Tier 1 2,055,550
2a Fully loaded ECL accounting model Tier 1 2,053,404
3 Total capital 2,226,625
3a Fully loaded ECL accounting model total capital 2,224,479
Risk-weighted assets (amounts)
4 Total risk-weighted assets (RWA) 15,062,151
Risk-based capital ratios as a percentage of RWA
5 Common Equity Tier 1 ratio (%) 10.60%
5a Fully loaded ECL accounting model CET1 (%) 10.58%
6 Tier 1 ratio (%) 13.65%
6a Fully loaded ECL accounting model Tier 1 ratio (%) 13.63%

11
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7 Total capital ratio (%) 14.78%

7a Fully loaded ECL accounting model total capital ratio (%) 14.77%

Additional CET1 buffer requirements as a percentage of RWA

8 Capital conservation buffer requirement (2.5% from 2019) (%) 2.50%
9 Countercyclical buffer requirement (%) 0.0%
10 Bank D-SIB additional requirements (%) 0.0%
11 Total of bank CET1 specific buffer requirements (%) (row 8 + row 9+ row 10) 2.50%
12 CET1 available after meeting the bank's minimum capital requirements (%) 3.60%

Leverage Ratio

13 Total leverage ratio measure 23,849,479
14 Leverage ratio (%) (row 2/row 13) 8.62%
1l4a Fully loaded ECL accounting model leverage ratio (%) (row 2A/row 13) 8.61%

14b Leverage ratio (%) (excluding the impact of any applicable temporary exemption of central bank i

reserves)
Liquidity Coverage Ratio
15 Total HQLA -
16 Total net cash outflow )
17 LCR ratio (%) .
Net Stable Funding Ratio
18 Total available stable funding .
19 Total required stable funding .

20 NSFR ratio (%)

ELAR
21 Total HQLA 3,870,104
22 Total liabilities 18,097,779
23 Eligible Liquid Assets Ratio (ELAR) (%) 21.38%
ASRR
24 Total available stable funding 13,808,402
25 Total Advances 12,208,237
26 Advances to Stable Resources Ratio (%) 88.41%

12
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2.3 Overview of RWA (OV1)

12 Equity investments in funds - look-through approach

AED in 000s
Q4-2021
Minimum
RWA cgpital
requirements
1 Credit risk (excluding counterparty credit risk) 13,600,717 1,428,075
2 Of which: standardised approach (SA) 13,600,717 1,428,075
3
4
5
6 Counterparty credit risk (CCR) 85,295 8,956
7 Of which: standardised approach for counterparty credit risk 85,295 8,956
8
9
10
11

13 Equity investments in funds - mandate-based approach

14 Equity investments in funds - fall-back approach

15 Settlement risk

16 Securitisation exposures in the banking book

18 Of which: securitisation external ratings-based approach (SEC-ERBA)

e

19 Of which: securitisation standardised approach (SEC-SA)

20 Market risk

9,838

1,033

21 Of which: standardised approach (SA)
22

23 Operational risk
24
25

26 Total (1+6+10+11+12+13+14+15+16+20+23)

9,838

1,366,301

15,062,150

1,033

1,581,526

Note: Minimum capital requirements are calculated at 10.50%

13
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3. Linkages between Financial Statements and Regulatory Exposures

3.1 Differences between accounting and regulatory scopes of consolidation and mapping of
financial statement categories with regulatory risk categories (LI1)

Carrying C:;Irl)lller;g Carrying values of items:

values as ;

reported in | Under scope Subjectto | Subjectto | Subject to Nt%tCS:bthth

published of Subject to counterpa the market re uire?nents

financial regulatory credit risk rty credit | securitisatio risk orqsub'ect to

statements | consolidatio | famework risk n framewor dedujction

(@) E (c) framework | framework k from capital
() (@) © ®
(@)

Assets
Cash and balances with the 3,303,280 3,303,280 3,303,280 ) ) ) )
Central Banks
Derivative financial assets 16,915 16,915 - 16,915 - - -
Deposits and balances due 97.842 97,842 97,842 ) ) ) )
from banks
Loans and advances to 11,157,347 | 11,157,347 | 11,157,347 . : : :
customers
Islamic financing and 621,423 621,423 621,423 - . . .
investing assets
Financial assets at
(FVTOC) 109,090 167,699 167,699 - - - -
Financial assets at
(FVTPL) 147,865 - - - - - -
Financial assets measured 1,333,776 1,333,776 1,333,776 ) ) ) )
at amortised cost
Property inventory 559,503 368,695 368,695 - - - -
Receivables and other 3,277,305 3,339,782 | 3,339,782 - - - -
assets
Investment properties 38,824 12,514 12,514 - - - -
Intangible assets 40,177 40,177 - - - - 40,177
Property and equipment 70,742 70,742 70,742 - - - -
Investment in associates - - - - - - -
Non-current asset held for ) ) ) ) ) ) )
sale
Total Assets 20,774,089 20,530,192 20,473,100 16,915 - - 40,177
Liabilities
Balance due to the Central - - - - - -
Bank of the UAE 16,182
Derivative financial liability 17,976 - - - - - -
Deposits and balances due 2,262,654 - - - - - -
to banks
Customers’ deposits 11,344,137 - - - - - -
Islamic customers’ deposits 1,230,033 - - - - - -
I_Daye}ples and other 3.288.213 - - - - - -
liabilities
Liabilities of assets held for ) - - - - - -
sale
Total Liabilities 18,159,195 - - - - - -
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3.2 Differences between accounting and regulatory scopes of consolidation and mapping of
financial statement categories with regulatory risk categories (LI12)

Items subject to:
Counterparty

Total Credit risk | Securitisation = Market risk
credit risk
@ framework framework framework
framework
(b) (c) d) (e)

Asset carrying value amount under
1 | scope of regulatory consolidation (as 20,530,192 20,473,100 - 16,915 -
per template LI1)

Liabilities carrying value amount under
2 | regulatory scope of consolidation (as per - - - - -
template LI1)

3 Total net amount under regulatory scope

S 20,530,192 20,473,100 - 16,915 -
of consolidation

4 Off-balance sheet amounts (Inc Customer

acceptance) 7,240,568 7,240,568 - - -

5 Differences in valuations - - - - -

6 Differences due to different netting rules,

other than those already included in row 2 (228,058) | (2,899,108) . ) )

Differences due to consideration of

provisions 1,126,361 1,126,361 - - -

8 Customer Acceptance off balance sheet

(Inc in gross assets as per FS) (2,671,050) (2,671,050)

9 | Differences due to prudential filters - - - - -

Exposure amounts considered for

10
regulatory purposes

25,998,013 | 23,269,871 - 16,915 -

3.3 Main sources of differences between regulatory exposure amounts and carrying values in
financial statements (LIA)

The variance is due to the difference in scope of consolidation for accounting and regulatory purposes.
For regulatory purposes, only financial entities are being considered for consolidation and hence the line
items exclude the balances held with non-financial subsidiaries.

4. Prudential Valuation Adjustments (PV1)
Not Applicable
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5. Composition of Capital

5.1 Composition of Regulatory Capital (CC1)

Source based on
reference
numbers/letters of the

Amounts balance sheet under
the regulatory scope of
consolidation
Common Equity Tier 1 capital: instruments and reserves
Directly issued qualifying common share (and equivalent for non-joint
1 - : 1,737,383
stock companies) capital plus related stock surplus
2 | Retained earnings (301,753) D
3 | Accumulated other comprehensive income (and other reserves) 200,972 C
4 Directly issued capital subject to phase-out from CET1 (only i
applicable to non-joint stock companies)
5 Common share capital issued by third parties (amount allowed in i
group CET1)
Common Equity Tier 1 capital before regulatory deductions 1,636,602
Common Equity Tier 1 capital regulatory adjustments
7 | Prudent valuation adjustments -
8 | Goodwill (net of related tax liability) (40,177) E
9 Other intangibles including mortgage servicing rights (net of related )
tax liability)
10 Deferred tax assets that rely on future profitability, excluding those )
arising from temporary differences (net of related tax liability)
11 | Cash flow hedge reserve -
12 | Securitisation gain on sale -
13 Gains and losses due to changes in own credit risk on fair valued )
liabilities
14 | Defined benefit pension fund net assets -
15 Investments in own shares (if not already subtracted from paid-in )
capital on reported balance sheet)
16 | Reciprocal cross-holdings in CET1, AT1, Tier 2 -
Investments in the capital of banking, financial and insurance entities
17 that are outside the scope of regulatory consolidation, where the )
bank does not own more than 10% of the issued share capital
(amount above 10% threshold)
Significant investments in the common stock of banking, financial
18 | and insurance entities that are outside the scope of regulatory -
consolidation (amount above 10% threshold)
19 Deferred tax assets arising from temporary differences (amount )
above 10% threshold, net of related tax liability)
20 | Amount exceeding 15% threshold -
21 Of which: significant investments in the common stock of financials -
22 | Of which: deferred tax assets arising from temporary differences -
23 | CBUAE specific regulatory adjustments -
24 | Total regulatory adjustments to Common Equity Tier 1 (40,177)
25 | Common Equity Tier 1 capital (CET1) 1,596,425
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Additional Tier 1 capital: instruments
26 Directly issued qualifying Additional Tier 1 instruments plus related
stock surplus
27 OF which: classified as equity under applicable accounting
standards
o8 Of which: classified as liabilities under applicable accounting
standards
29 Directly issued capital instruments subject to phase-out from
additional Tier 1
Additional Tier 1 instruments (and CETL1 instruments not included in
30 | row 5) issued by subsidiaries and held by third parties (amount
allowed in AT1)
31 | Of which: instruments issued by subsidiaries subject to phase-out
32 | Additional Tier 1 capital before regulatory adjustments
Additional Tier 1 capital: regulatory adjustments
33 | Investments in own additional Tier 1 instruments -
Investments in capital of banking, financial and insurance entities
34 ; o -
that are outside the scope of regulatory consolidation
Significant investments in the common stock of banking, financial
35 | and insurance entities that are outside the scope of regulatory -
consolidation
36 | CBUAE specific regulatory adjustments -
37 | Total regulatory adjustments to additional Tier 1 capital -
38 | Additional Tier 1 capital (AT1) 459,125 B
39 | Tier 1 capital (T1=CET1 + AT1) 2,055,550
Tier 2 capital: instruments and provisions
20 Directly issued qualifying Tier 2 instruments plus related stock )
surplus
41 | Directly issued capital instruments subject to phase-out from Tier 2 -
Tier 2 instruments (and CET1 and AT1 instruments not included in
42 | rows 5 or 30) issued by subsidiaries and held by third parties -
(amount allowed in group Tier 2)
43 Of which: instruments issued by subsidiaries subject to phase-out -
44 | Provisions 171,075
45 | Tier 2 capital before regulatory adjustments 171,075
Tier 2 capital: regulatory adjustments
46 | Investments in own Tier 2 instruments -
Investments in capital, financial and insurance entities that are
47 outside the scope of regulatory consolidation, where the bank does )
not own more than 10% of the issued common share capital of the
entity (amount above 10% threshold)
Significant investments in the capital, financial and insurance entities
48 | that are outside the scope of regulatory consolidation (net of eligible -
short positions)
49 | CBUAE specific regulatory adjustments -
50 | Total regulatory adjustments to Tier 2 capital -
51 | Tier 2 capital (T2) 171,075
52 | Total regulatory capital (TC=T1 + T2) 2,226,625
53 | Total risk-weighted assets 15,062,150
Capital ratios and buffers
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54 | Common Equity Tier 1 (as a percentage of risk-weighted assets) 10.60%
55 | Tier 1 (as a percentage of risk-weighted assets) 13.65%
56 | Total capital (as a percentage of risk-weighted assets) 14.78%
Institution specific buffer requirement (capital conservation
57 buffer plus countercyclical buffer requirements plus higher loss
absorbency requirement, expressed as a percentage of risk-
weighted assets)
58 Of which: capital conservation buffer requirement 2.50%
59 Of which: bank-specific countercyclical buffer requirement 0.00%
60 | Of which: higher loss absorbency requirement (e.g. DSIB) 0.00%
Common Equity Tier 1 (as a percentage of risk-weighted assets)
61 . . \ e . . 10.50%
available after meeting the bank's minimum capital requirement.
The CBUAE Minimum Capital Requirement
62 | Common Equity Tier 1 minimum ratio 7.00%
63 | Tier 1 minimum ratio 8.50%
64 | Total capital minimum ratio 10.50%
Amounts below the thresholds for deduction (before risk weighting)

m Significant investments in common stock of financial entities 0

68 Deferred tax assets arising from temporary differences (net of related 0
tax liability)
Applicable caps on the inclusion of provisions in Tier 2
Provisions eligible for inclusion in Tier 2 in respect of exposures

69 . . ; L 205,290
subject to standardised approach (prior to application of cap)

70 | Cap on inclusion of provisions in Tier 2 under standardised approach 171,075

Capital instruments subject to phase-out arrangements (only applicable between 1 Jan 2018 and 1 Jan 2022)

73 | Current cap on CET1 instruments subject to phase-out arrangements -

74 Amount excluded from CET1 due to cap (excess over cap after i
redemptions and maturities)

75 | Current cap on AT1 instruments subject to phase-out arrangements -

76 Amount excluded from AT1 due to cap (excess after redemptions i
and maturities)

77 | Current cap on T2 instruments subject to phase-out arrangements -

78 Amount excluded from T2 due to cap (excess after redemptions and i
maturities)
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5.2 Reconciliation of Regulatory Capital to Balance Sheet (CC2)

Balar_we sh(_eet as_in Under requlator
pub!f:tic:ngg?snual scope of coglsolida)tlion REFEFEIER
Q4-2021 Q4-2021
Assets
Cash and balances with the Central Banks 3,303,280 3,303,280
Derivative financial assets 16,917 16,915
Deposits and balances due from banks 97,842 97,842
Loans and advances to customers 11,157,347 11,157,347
Islamic financing and investing assets 621,423 621,423
Financial assets at (FVTOCI) 109,090 167,699
Financial assets at (FVTPL) 147,865 -
Financial assets measured at amortised cost 1,333,776 1,333,776
Property inventory 559,503 368,695
Receivables and other assets 3,277,302 3,339,782
Investment properties 38,824 12,514
Intangible assets 40,177 40,177 E
Property and equipment 70,742 70,742
Investment in associates - -
Non-current asset held for sale - -
Total assets 20,774,088 20,530,192
Liabilities
Balance due to the Central Bank of the UAE 16,182 16,182
Derivative financial liability 17,976 17,976
Deposits and balances due to banks 2,262,654 2,267,083
Customers’ deposits 11,344,137 11,344,137
Islamic customers’ deposits 1,230,033 1,230,033
Payables and other liabilities 3,288,213 3,287,819
Liabilities of assets held for sale - -
Total liabilities 18,159,195 18,163,230
Shareholders' equity
Share capital 1,737,383 1,737,383 A
Tier 1 Capital 459,125 459,125 B
Statutory reserve 272,146 269,376 C
General reserve 3,368 3,368 C
Properties revaluation reserve - -
Investments revaluation reserve (77,639) (71,772) C
Specific provision reserve 273,491 273,491 D
General provision reserve - -
Accumulated loss / (Retained earnings) (123,084) (304,321) D
Non-controlling interests 70,104 312 D
Total shareholders' equity 2,614,894 | 2,366,962
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5.3 Main Features of Regulatory Capital Instruments (CCA)

Quantitative / Qualitative
information

Common Equity

1 Issuer CBI TIER 1 PRIVATE LIMITED CBI
> ;ijr?\i/gltj: Fi)(ljae(?etirfTi](?arn(Szg CUSIP, ISIN or Bloomberg identifier for ISIN: XS1339766476 NA
3 Governing law(s) of the instrument English Law UAE law
Regulatory treatment
Grandfathered at 100% eligibility
4 Transitional arrangement rules (i.e. grandfathering) for 10 years qommencing from 1- NA
Jan-2018 until 31-Dec-2027
5 Post-transitional arrangement rules (i.e. grandfathering) NA NA
6 Eligible at solo/group/group and solo Group Group
7 Instrument type (types to be specified by each jurisdiction) Ordinary shares Ordinary shares
8 :?;urr;torsetcr(;%gistegeipno:gg;Iz;;g capital (currency in millions, AED 459.125 Mn AED 1,737.383 Mn
9 Nominal amount of instrument AED 459.125 Mn AED 1,737.383 Mn
9a | Issue price AED 459.125 Mn AED 1,737.383 Mn
9b | Redemption price AED 459.125 Mn AED 1,737.383 Mn
10 | Accounting classification AT-1 gr?;rﬁen;on Equity/ Ordinary
11 | Original date of issuance 23-Dec-2015 Multiple dates
12 | Perpetual or dated Perpetual NA
13 | Original maturity date NA NA
14 | Issuer call subject to prior supervisory approval Yes NA
15 Optional call date, contingent call dates and redemption on or after Dec-2021, redemption NA
amount amount 100%
16 | Subsequent call dates, if applicable E;)s/:nceiltl c?;teetﬁg(rjez\flteerry interest NA
Coupons / dividends Coupon Dividend
17 | Fixed or floating dividend/coupon Floating Floating
18 | Coupon rate and any related index 5.993% NA
19 | Existence of a dividend stopper Yes Yes
20a ::elilrlrzlsdcl)?ctrri?r?g)n ary, partially discrectionary or mandatory (in Full discretionary Full discretionary
20b {:elf'lrlri/sd(i;gr?]ccﬂ?r:l?ry’ partially discrectionary or mandatory (in Full discretionary Full discretionary
21 | Existence of step-up or other incentive to redeem NA NA
22 | Non-cumulative or cumulative Non-Cumulative Non-Cumulative
23 | Convertible or non-convertible Non-Convertible Non-Convertible
24 | Writedown feature Yes Yes
25 | If writedown, writedown trigger(s) At the point of non-viability At the point of non-viability
26 | If writedown, full or partial Full Full
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27 | If writedown, permanent or temporary Permanent Permanent

28 | If temporary write-own, description of writeup mechanism NA NA

28a | Type of subordination NA NA
Position in subordination hierarchy in liquidation (specify

29 | instrument type immediately senior to instrument in the NA NA
insolvency creditor hierarchy of the legal entity concerned).

30 | Non-compliant transitioned features NA NA

31 | If yes, specify non-compliant features NA NA

Note: Details of Additional Tier 1 Capital Instruments are reported in the above table.

6. Macroprudential Supervisory Measures (CCyB1)

CCyB1: Geographical distribution of credit exposures used in the countercyclical buffer
Not applicable. There are no credit exposures relevant for the calculation of the countercyclical buffer.

7. Leverage Ratio

7.1 Summary Comparison of Accounting Assets vs Leverage Ratio Exposure Measure (LR1)

Q4-2021
(AED in 000s)

1 | Total consolidated assets as per published financial statements 20,774,088
Adjustments for investments in banking, financial, insurance or commercial entities that

2 | are consolidated for accounting purposes but outside the scope of regulatory (449,153)
consolidation

3 Adjustment for securitised exposures that meet the operational requirements for the )
recognition of risk transference

4 | Adjustments for temporary exemption of central bank reserves (if applicable) -
Adjustment for fiduciary assets recognised on the balance sheet pursuant to the operative

5 . ; (40,177)
accounting framework but excluded from the leverage ratio exposure measure

6 Adjustments for regular-way purchases and sales of financial assets subject to trade date )
accounting

7 | Adjustments for eligible cash pooling transactions -

8 | Adjustments for derivative financial instruments 68,101

9 | Adjustment for securities financing transactions (ie repos and similar secured lending) -
Adjustments for off-balance sheet items (ie conversion to credit equivalent amounts of off-

10 5,039,562
balance sheet exposures)

11 Adjustments for prudent valuation adjustments and specific and general provisions which )
have reduced Tier 1 capital

12 | Other adjustments (1,542,942)

13 | Leverage ratio exposure measure 23,849,479
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7.2 Leverage Ratio Common Disclosure Template (LR2) (AED 000s)
Q4-2021
On-balance sheet exposures
On-balance sheet exposures (excluding derivatives and securities financing transactions
1 . : 18,781,993
(SFTs), but including collateral)
2 Gross-up for derivatives collateral provided where deducted from balance sheet assets i
pursuant to the operative accounting framework
3 (Deductions of receivable assets for cash variation margin provided in derivatives i
transactions)
4 (Adjustment for securities received under securities financing transactions that are i
recognised as an asset)
5 (Specific and general provisions associated with on-balance sheet exposures that are i
deducted from Tier 1 capital)
6 | (Asset amounts deducted in determining Tier 1 capital) (40,177)
7 Lotg)ll on-balance sheet exposures (excluding derivatives and SFTs) (sum of rows 1 18,741,816
Derivative exposures
Replacement cost associated with all derivatives transactions (where applicable net of
8 o o - Y . 41,291
eligible cash variation margin and/or with bilateral netting)
9 | Add-on amounts for PFE associated with all derivatives transactions 7,352
10 | (Exempted CCP leg of client-cleared trade exposures) -
11 | Adjusted effective notional amount of written credit derivatives -
12 | (Adjusted effective notional offsets and add-on deductions for written credit derivatives) -
13 | Total derivative exposures @ 1.4 (sum of rows 81to 12) 68,101
Securities financing transactions
14 Gross S_FT assets (with no recognition of netting), after adjusting for sale accounting i
transactions
15 | (Netted amounts of cash payables and cash receivables of gross SFT assets) -
16 | CCR exposure for SFT assets -
17 | Agent transaction exposures -
18 | Total securities financing transaction exposures (sum of rows 14 to 17) -
Other off-balance sheet exposures
19 | Off-balance sheet exposure at gross notional amount 7,212,947
20 | (Adjustments for conversion to credit equivalent amounts) (2,173,384)
21 (Specif!c.and general provisions associated with off-balance sheet exposures deducted in i
determining Tier 1 capital)
22 | Off-balance sheet items (sum of rows 19 to 21) 5,039,562
Capital and total exposures
23 | Tier 1 capital 2,055,551
24 | Total exposures (sum of rows 7, 13, 18 and 22) 23,849,479
Leverage ratio
o5 Leverage ratio (including the impact of any applicable temporary exemption of 8.62%
central bank reserves) e7o
Leverage ratio (excluding the impact of any applicable temporary exemption of central
25a 8.62%
bank reserves)
26 | CBUAE minimum leverage ratio requirement 3.00%
27 | Applicable leverage buffers 5.62%
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8. Liquidity Risk

8.1 Liquidity Risk Management (LIQA)

The objective of liquidity risk management is to ensure that all maturing obligations and commitments
can be paid fully promptly. Business strategy and funding plans cannot be formulated in isolation from
one another. A business strategy that shows insufficient appreciation of liquidity risk is vulnerable to
potential funding problems.

Liquidity risk originates from 2 areas, these are:
a. Balance sheet size and structure
b. Mismatch in maturities of sources and uses (liquidity gaps)

Liquidity gaps are subject to formal monitoring and control through the mechanism of the Maturity Gap
report. Also, both balance sheet size and structure and standby liquidity commitments are monitored
regularly, and have formal benchmarks applied to them.

A Risk appetite framework has been put in place by the bank including limits for liquidity risk and a
tolerance mechanism for liquidity risk indicators.

Funding Strategy

The Bank has adopted a conservative strategy to manage its liquidity by maintaining a buffer over
required level of liquidity as measured by the regulatory liquidity ratios of ELAR, ASRR and CBUAE ratios
such as LCR and NSFR. Treasury in conjunction with ALCO conducts annual business planning /
budgeting exercise, analyses overall funding requirements for the coming year and provides funding
strategy to ALCO. The funding strategy considers normal projected flows as well as the potential buffers
for possible stress scenarios.

Funding liquidity and asset liquidity which are two primary elements of liquidity risk management that are
paid special attention to, in order to ensure timely and sufficient availability of liquid funds.

Liquidity Risk Mitigation
Liquidity risk is mitigated using following measures and indicators:

a. Liquidity Ratios

A set on standard liquidity ratios have been established for measuring the structural liquidity of the
balance sheet. as included in Price and Liquidity Risk Limit document. Market Risk Management
(MRM) is required to calculate these ratios at least monthly. MRM will establish targets for each of
these ratios which are then approved by ALCO and MRC as part of the Price and Liquidity Risk Limit
Document. Liquidity Ratio breaches are reported to CRO/along with the ALCO on a monthly basis.

b. Market Triggers

Market triggers are external market events that may impact market liquidity and can include changes
in interest rate spreads, commercial paper yields and competitor credit ratings. CBI shall establish
Market Triggers which shall be approved by the ALCO and MRC as part of Price and Liquidity Risk
Limits document. ALCO is responsible to address the situation of market triggers and shall document
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any decisions made or actions taken. Market risk department will monitor these market triggers on a
monthly basis and report the same to ALCO.

Monitoring and Management of Significant Funding Sources (Large Funds Providers)

CBI shall have a threshold for determining which single name liquidity providers, as well as groups of
liquidity providers are to be considered Significant Funding Sources. The bank determines how best to
‘group’ liquidity providers- e.g.; by industry, market segment, etc. within its market, in order to assess
potential concentration risk.

At a minimum, any single liquidity provider (including corporates, financial institutions and individuals)
that provide more than 5% of total liabilities is considered a Significant Funding Source. Significant
Funding Source threshold is established by ALCO and it is bank’s overall strategy to diversify funding
sources and keep the deposit concentration at an acceptable level. ALCO establish targets and reviews
reports of Significant Funding Source exposure monthly.

Stress Test

Liquidity Stress Testing is performed to quantify the likely impact of an event/s on the balance sheet, and
to ascertain what incremental funds shall be required under defined set of stress scenarios.

Contingency Funding Plan

The bank maintains its policy to always provide adequate liquidity in order to be in a position, in the
normal course of business to meet all obligations, to repay depositors and to fulfil commitments. However,
despite careful management of the liquidity position, a crisis can happen due to either unforeseen events
or circumstances beyond the Bank’s control. In order to meet such a situation Liquidity Contingency
Funding Plan is prepared to mitigate the effects on Bank's liquidity. The CFP plan is reviewed by ALCO,
MRC and BRC on a yearly basis. Any changes to the policy can be approved by ALCO with subsequent
intimation to the MRC/BRC.

Liquidity Maturity Gap

Less than 3 3to 6 6to 12 More than No fixed Total
months months months 1-year Maturity AED ’000
AED ’000 AED ’000 AED ’000 AED ’000 AED ’000
Non-derivative financial assets
Cash and balances with the 3.235.539 67.741 ) 3,303,280
Central Banks
Deposits and balances due from 98,985 ) 98,085
banks
Loans and advances to
customers including Islamic 1,645,692 588,675 870,505 7,026,584 2,769,948 12,901,404
financing and investing assets
Receivables and other assets 671,080 1,164,660 1,402,743 - 3,238,485
Investment securities at fair ) 256,955 256,955
value
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Investment securities measured 43.880 i i 1,294,234 i 1,338,114
at amortised cost
5,695,176 1,821,076 2,273,250 8,320,818 3,026,903 21,137,223
Derivative financial assets 812 175 15,928 16,915
5,695,988 1,821,076 2,273,425 8,336,746 3,026,903 21,154,138
Non-derivative financial liabilitie
Balance due to the Central Bank
of the UAE 16,182 - - - - 16,182
bD:r?fss“s and balances due to 1,343,339 366,341 97,657 455,317 - 2,262,654
Customers' deposits including 5,640,576 | 2,952,650 | 3,831,847 149,097 | 12,574,170
Islamic customers’ deposits
Payables and other liabilities 608,344 1,184,909 1,413,900 632 3,207,785
7,608,441 4,503,900 5,343,404 605,046 - 18,060,791
Derivative financial liabilities 957 - - 17,019 17,976
Issued financial guarantee 1,488,379 408,331 284,560 74,264 - 2,255,534
contacts
Loan commitments 620,310 134,105 291,376 720,987 - 1,766,778
9,718,087 5,046,336 5,919,340 1,417,316 - 22,101,079
Liquidity Gap (4,022,099) | (3,225,260) | (3,645,915) 6,919,430 3,026,903 (946,941)
8.2 Liquidity Coverage Ratio (LIQ1)
Not Applicable
8.3 Net Stable Funding Ratio (L1Q2)
Not Applicable
8.4 Eligible Liquid Assets Ratio (ELAR)
1 High Quality Liquid Assets Nominal amount Eligible Liquid Asset
Physical cash in hand at the bank + balances with the
1.1 CBUAE 2,387,242
1.2 UAE Federal Government Bonds and Sukuks 740,862
Sub Total (1.1 to 1.2) 3,128,104 3,128,104
1.3 UAE local governments publicly traded debt securities 509,965
1.4 UAE Public sector publicly traded debt securities 73,044
Subtotal (1.3 to 1.4) 583,009 583,009
15 For_elgn Sovgrelgn debt instruments or instruments issued by 158,991 158,991
their respective central banks
1.6 Total 3,870,104 3,870,104
2 Total liabilities 18,097,779
Eligible Liquid Assets Ratio (ELAR) 21.38%
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8.5 Advances to Stables Resource Ratio (ASRR)

11 le:astrl)_:ﬁsd;?g (gross loans - specific and collective provisions + interest in 11,626,231
1.2 Lending to non-banking financial institutions 344,284
1.3 Net Financial Guarantees & Stand-by LC (issued - received) 237,722
14 Interbank Placements 0

2.1 Total capital + general provisions 2,582,711
| e [
2.1.1 | Goodwill and other intangible assets (40,177)
2.1.2 | Fixed Assets (439,437)
2.1.3 | Funds allocated to branches abroad -
2.1.5 | Unquoted Investments (92,419)
2.1.6 | Investment in subsidiaries, associates and affiliates (91,806)
(663,839)
1,918,872
2.3.1 | Funds from the head office 0
2.3.2 | Interbank deposits with remaining life of more than 6 months 558,288
2.3.3 | Refinancing of Housing Loans 0
2.3.4 | Borrowing from non-Banking Financial Institutions 474,273
2.3.5 | Customer Deposits 10,856,969
236 Capital market funding/ term borrowings maturing after 6 months from reporting 0
date
11,889,530
13,808,402
88.41
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9. Credit Risk

9.1 General Qualitative Information about Credit Risk (CRA)

a.

How the business model translates into the components of the bank's credit risk profile

The book is dominated by lending portfolio which brings a significant amount of credit risk to our
books, however the same is being carefully managed.

The approvals for lending in case of corporates are delegated to the Chief Credit Officer (CCO),
Internal Credit Committee, Board Credit Committee and Board based on credit approval matrix.
The credit/financing assessment process set-up reflects a largely centralized approach of lending
approval, except in case of retail financing to promote accountability, consistency and efficiency.

Business units, as the first line of defence, have the primary responsibility for the establishment,
maintenance and revisions of financing exposures. Credit as well as Risk Management Division as
the second line of defence, is responsible for independent review of loan review mechanism.
Internal Audit as the third line of defence, does an independent audit of the credit under-writing
process and makes sure all required checks and balances are in place. Finally, credit
Administration department under CCO is responsible for the control and administration function.

Criteria and approach used for defining credit risk management policy and for setting credit
risk limits

A structured risk management framework has been established to ensure that the Bank business
strategy and operations are linked to its risk management objectives. The overall risk strategy is
complemented by appropriate financing limit structure management through Board approved Risk
Appetite Framework (RAF) as well as Credit Policy. The Bank uses a Board approved prudent RAF
for the management of credit/financing concentration risk comprising of the following:

e Counterparty limits

¢ Industry limits to monitor exposures by industry

¢ Country limits to monitor exposures by geographic locations

e Name Concentrations

Overall exposures are evaluated to ensure broad diversification of financing risk. RAF limits and
actual levels of exposure are regularly reviewed by the Risk Management Division, Management
Risk Committee and Board Risk Committee. Credit/financing policies and procedures are designed
to identify, at an early stage, exposures which require more detailed monitoring and review.

Structure and organization of the credit risk management and control function

All corporate financing proposals are reviewed by the credit risk department under CCO prior to its
approval by the relevant sanctioning authorities. With respect to retail financing, Head of Retail
Credit Risk and CCO/CEO have the final approving authority.

The credit/financing assessment process has been divided into several phases with clearly defined
tasks and responsibilities. The set-up reflects a largely centralized approach of lending approval,
except in case of retail financing to promote accountability, consistency and efficiency. Prior to the
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approval of a financing proposal, a detailed credit risk assessment is undertaken which includes an
analysis of the obligor’s financial condition, market position, business environment and quality of
management. The risk assessment includes generating an internal Financing Risk rating that
weighs the credit/financing approval decision and the terms and conditions of the transaction.

Credit analytics reporting is in place to enable monitoring of corporate and retail financing facilities.
For example — monthly overdue report is reviewed by Remedial and Collections department, a
report on exposure by sectors is prepared to analyse the concentration risk, a report on segment
exposure is also prepared etc.,

d. Relationships between the credit risk management, risk control, compliance and internal
audit functions

The Group’s Asset Quality Committee is responsible for managing the Group’s credit risk by:

¢ Ensuring that the Group has appropriate credit risk practices, which is based on an
approved risk appetite framework, including an effective system of internal control, to
consistently determine adequate allowances in accordance with the Group’s stated policies
and procedures, IFRS and relevant supervisory guidance;

e |dentifying, assessing and measuring credit risk across the Group, from an individual
instrument to portfolio level;

o Creating credit policies to protect the Group against the identified risks including the
requirements to obtain collateral from borrowers, to perform robust ongoing credit
assessment of borrowers and to continually monitor exposures against internal risk limits.

¢ Limiting concentrations of exposure by type of asset, counterparties, industry, credit rating,
geographic location etc.

e Establishing a robust control framework regarding the authorisation structure for the
approval and renewal of credit facilities.

¢ Developing and maintaining the Group’s risk grading to categorise exposures according to
the degree of risk of default. Risk grades are subject to regular reviews.

e Developing and maintaining the Group’s processes for measuring ECL including monitoring
of credit risk, incorporation of forward looking information and the method used to measure
ECL.

¢ Ensuring that the Group has policies and procedures in place to appropriately maintain and
validate models used to assess and measure ECL.

Compliance team ensures that internal as well as central bank’s guidelines are complied with —
process for KYC and AML, dealing with PEPs and related parties etc,

The internal audit function performs regular audits making sure that the established controls and
procedures are adequately designed and implemented.

e. Scope and main content of the reporting on credit risk exposure and on the credit risk
management function to the executive management and to the board of directors

Content of the reporting on credit risk exposure and on credit risk management function to the
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senior management includes, but not limited to, the following: credit concentrations reports by
name, sector and geography, watch list exposures, non-performing exposures, corporate overdue
exposure reports, single obligor limit (SOL), ECL stage movement report, restructured and
renegotiated exposure reports, write-offs, reports on recoveries etc

Reports are presented to various committees (Management Risk Committee, Board Risk
Committee, Asset Quality Committee and the Board of Directors) on a regular basis.

9.2 Credit Quality of Assets (CR1)
(AED 000s)
Of which ECL accounting
. provisions for credit
Gross carrying values of losses
Allowances/ Alloc():r;tig exposures
Impairments in Allocated in Net values
Defaulted Non-defaulted (c) | regulatory (at+b-c)
exposures exposures EUENEY category of
category G |
(@) (b) of Specific enera
(d) (e)
1 | Loans 1,712,674 11,192,457 1,131,148 904,453 226,694 11,773,983
2 | Debt securities 1,437,098 - - - 1,437,098
3 | Off-balance sheet 127,374 7,085,573 - - - 7,212,947
exposures
4 | Total 3,277,145 18,278,030 1,131,148 904,453 226,694 20,424,028
9.3 Changes in stock of defaulted loans and debt securities (CR2)
AED (000’s)

1 | Defaulted loans and debt securities at the end of the previous reporting period 1,828,245
2 | Loans and debt securities that have defaulted since the last reporting period 386,234
3 | Returned to non-default status (17,102)
4 | Amounts written off (10,893)
5 | Other changes (473,811)
6 | Defaulted loans and debt securities at the end of the reporting period (1+2-3-415) 1,712,674

9.4 Additional disclosure related to the credit quality of assets (CRB)
Qualitative Disclosures

(a) The scope and definitions of 'past due' and 'impaired' exposures for accounting purposes and
the differences, if any, between the definition of past due and default for accounting and
regulatory purposes.

The bank considers all the exposures that are past due >90 days as ‘Default’ for both accounting and
regulatory purposes.
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When assessing if the borrower is unlikely to pay its credit obligation, the Group considers both qualitative
and quantitative indicators. The information assessed depends on the type of the asset, for example in
wholesale lending a qualitative indicator used is the breach of covenants, which is not relevant for retalil
lending. Quantitative indicators, such as overdue status and non-payment on another obligation of the
same counterparty are key inputs in this analysis.

(b) The extent of past-due exposures (>90 days) that are not considered to be impaired and the
reasons for this.

Bank may consider not downgrading an account to NPL on case-to-case basis based on the nature of
the account and Bank’s judgement on financial and non-financial factors with reasonable anticipation of
fund being received through identified cash-flows subject to approval from BRC for exposures exceeding
AED 25 Mn (for exposure below AED 25 Mn, approval level to be one level higher than the original
approval). Conversely, the bank may downgrade the account before 90 days due to a material adverse
change in the borrower’s position; for group accounts where cross-default clauses are applicable, a
downgrade in one account to NPL will automatically result in downgrading the other group account and
classifying the same as an NPL although the facilities under that account may be regular. Provisioning
will be in line with IFRS (9), UAE Central Bank guidelines, Remedial Management Policy & Write-Off
Policy.

(c) Description of methods used for determining accounting provisions for credit losses. In
addition, banks that have adopted an ECL accounting model must provide information on the
rationale for categorisation of ECL accounting provisions in general and specific categories for
standardised approach exposures

Bank measures allowance for credit losses using Expected Credit Loss (ECL) approach as required
under IFRS 9 guidelines. The ECL model is three-stage model approach which is based on the change
in credit quality of financial assets since initial recognition.

Bank monitors all the financial assets, issued loan commitments and financial guarantee contracts that
are subject to the impairment requirements to assess whether there has been a significant increase in
credit risk since initial recognition.

e |f there is no significant increase in credit risk since recognition, exposures are classified under
stage-1 and bank recognises 12-month ECL.

o If there is significant increase in the credit risk since origination, assets are classified under stage-
2 and loss allowance over the entire remaining life of the asset is measured.

¢ Financial assets with objective evidence of impairment at the reporting date are considered credit
impaired and classified under stage-3. Amount equal to lifetime ECL will be measured for these
assets.

In assessing whether the credit risk on a financial instrument has increased significantly since initial
recognition, the Group compares the risk of a default occurring on the financial instrument at the reporting
date based on the remaining maturity of the instrument with the risk of a default occurring that was
anticipated for the remaining maturity at the current reporting date when the financial instrument was first
recognised. In making this assessment, the Group considers both quantitative and qualitative information
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that is reasonable and supportable, including historical experience and forward-looking information that
is available without undue cost or effort, based on the Group’s historical experience and expert credit
assessment including forward-looking information.

Measurement of ECL

Following risk parameters have been used by the Bank to measure the ECL:
¢ Probability of default (PD);
e Loss given default (LGD); and
e Exposure at default (EAD).

Above parameters are estimated internally based on historical data using sophisticated statistical models.

PD is the predicted probability that a pool of obligors will default over the predefined future time horizon.
For each portfolio of financial instruments, PDs are estimated using robust statistical models — rating
models for wholesale facilities and roll rate models for retail facilities. Macroeconomic adjustment of the
PD has been carried out as described above to reflect forward-looking information.

LGD is an estimate of the loss arising on default. The bank estimates the LGD based on the difference
between contractual cash flows due and those that the lender would expect to receive, considering cash
flows from any collateral. The LGD models for secured assets consider forecasts of future collateral
valuation considering sale discounts, time to realisation of collateral, cross collateralisation and seniority
of claim, cost of realisation of collateral and cure rates (i.e. exit from non-performing status). LGD models
for unsecured assets consider time of recovery, recovery rates and seniority of claims. The calculation is
on a discounted cash flow basis, where the cash flows are discounted using the original EIR of the loan.

EAD is an estimate of the exposure at a future default date, considering expected changes in the
exposure after the reporting date, including repayments of principal and interest, and expected
drawdowns on committed facilities. The Group’s modelling approach for EAD reflects expected changes
in the balance outstanding over the lifetime of the loan exposure that are permitted by the current
contractual terms, such as amortisation profiles, changes in utilisation of undrawn commitments and
credit mitigation actions taken before default. The Group uses EAD models that reflect the characteristics
of the portfolios.

Forward-looking Information

IFRS 9 requires an unbiased and probability weighted estimate of credit losses by evaluating a range of
possible outcomes that incorporates forecasts of future economic conditions. Based on the historical data
on key macroeconomic indicators provided by governmental body and monetary authority, the Group
formulates a 'base case' view of the future direction of the economic outlook that drives the default rates
of each portfolio of financial instruments. The baseline scenario represents a most-likely outcome and is
aligned with information used by the Group for other purposes such as strategic planning and budgeting
and other business activities. The adverse scenario represents more pessimistic outcomes.

Using robust macroeconomic modelling methodology, Group identified and documented the key
macroeconomic factors that drives the change in default rates of each portfolio of financial instruments.
Macroeconomic data published by the CBUAE have been utilized by the Group to incorporate forward-
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looking information into the PD term structure of each of the scenario.

ECL is calculated as a product of three risk parameters — PD, LGD and EAD. ECL is calculated for every
12th month from the reporting date, till the remaining tenure of the loan. Calculated ECL is discounted to
reporting date using customer’s contractual interest rate to arrive at present value. Both Stage-1 and
Stage-2 ECL is calculated for each customer under both baseline and adverse scenarios. ECL assigned
to the customer will be based on IFRS9 stage to which it will be assigned to. Final ECL calculated for
each facility is weighted by probabilities of two economic scenarios — a baseline and an adverse — with a
weightage of 70%, and 30% respectively.

(d) The bank's own definition of a restructured approach

Restructure of facilities refers to convert type of a Trouble Commitment (out-of-court) in to another type
of dept with longer tenors, that is usually done for stressed borrowers with financial difficulties at
preventative stage by Business units with assistance of Remedial Management Department (RMD) when
required and takes place without resorting to a judicial intervention.

Restructuring proposals must be submitted by business unit through fresh Credit Proposal and to be
reviewed / recommended/ approved by Remedial Department and/or the prevailing credit authorities
depending on their approval level Delegation matrix. Restructuring Proposals for accounts already in the
legal process must be referred to Legal Department for opinion. Any approval request that exceeds the
delegation of the Head of Remedial Management will refer to lending authority matrix in corporate credit
policy.

Restructuring of facilities is generally be subject to Bank’s Fees and / or Down Payment to be decided
case-by-case.

Quantitative Disclosures
(e) Breakdown of exposures by geographical areas, industry and residual maturity.
Gross Credit Exposures by Geography as on 31st December 2021 (AED 000’s)

Investments, . .

Geographical Loans & Deposits & Total Coangtments, REbElls Total Non-
s & and other Total

Area Advances balances due Funded Guarantees assets Funded

from banks
Asia 73,735 776 74,511 1 205,551 205,552 280,063
Europe 68,020 68,020 - 68,020
GCC 331,749 760,929 1,092,678 36,262 - 36,262 1,128,940
Other Arab 552 134 686 1,088 - 1,988 2,674
countries
UAE 12,328,348 561,961 12,890,309 4,130,296 3,032,932 7,163,228 | 20,042,858
USA 45,280 45,280 - 45,280
Others 170,747 170,747 - 170,747
Grand Total 12,905,131 1,437,099 | 14,342,231 4,168,547 3,238,483 7,407,030 | 21,738,582

Gross Credit Exposures by Industry Segment as on 31st December 2021 (AED 000’s)
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Commitments, Receivables
€9 Guarantees assets
Agriculture &
Allied Activities . - - 1,053 - 1,053 1,053
Manufacturing 712,809 - 712,809 348,367 242,261 590,628 1,303,437
Electricity, Gas 941,320 ; 941,320 30,183 - 30,183 971,503
and Water
Construction 660,237 - 660,237 92,405 - 92,405 752,642
Trade 1,962,480 - 1,962,480 307,615 2,708,665 3,016,280 4,978,760
E"é”sf"’”v Storage 142,427 - 142,427 32,523 - 32,523 174,950
ommunication
Bank & Financial 1,424,523 - 1,424,523 13,453 - 13,453 1,437,976
Institutions
Services 1,875,834 - 1,875,834 1,875,834
Government 462,778 - 462,778 5,000 - 5,000 467,778
Mining & ) ) B )
Quarrying-Others 438 438 438
Other Services 120,887 - 120,887 120,887
Sovereign - 1,265,068 1,265,068 - - - 1,265,068
Retail/Consumer
banking 457,430 - 457,430 173,266 - 173,266 630,696
Others 631,631 172,031 803,662 738,683 232,490 971,175 1,774,837
Real Estate 3,512,775 - 3,512,775 2,425,561 55,067 2,480,628 5,993,403
Grand Total 12,905,131 1,437,099 | 14,342,230 4,168,547 3,238,483 7,407,030 | 21,749,262
Gross Credit Exposures by Residual Maturity as on 31st December 2021 (AED 000’s)
Investments, . .
Residual Loans & Deposits & Total COmmErs, | AeanEbles Total Non-
Maturity Advances balances due Funded HEE ¢ el Gl Funded ez,
Guarantees assets
from banks
;eosr?tlzr;an 3 2,201,548 98,539 | 2,300,087 2,062,469 363,369 | 2,425,839 | 4,725,926
Sergf”ths ol | 4754447 43,879 | 1,798,326 1,355,445 2,480,006 | 3,836,351 | 5,634,677
1to 5 years 4,832,462 446,424 5,278,886 632,201 394,207 1,026,408 6,305,294
Over 5 years 4,116,674 848,257 4,964,931 118,432 - 118,432 5,083,363
Grand Total 12,905,131 1,437,099 14,342,230 4,168,547 3,238,483 7,407,030 | 21,749,260
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(f) Amounts of impaired exposures (according to the definition used by the bank for accounting
purposes) and related allowances and write-offs, broken down by geographical areas and
industry.

Amounts of impaired exposures and related allowances by geographical areas (AED 000’s)

Region Impaired Exposures Allowances Write-Offs
UAE 1,764,438 846,246 65,366
Others 75,620 58,208 -
Grand Total 1,840,057 904,453 65,366
Amounts of impaired exposures and related allowances by industry (AED 000’s)
Industry Segment Impaired Exposures Allowances for Impaired Exposure Write-Offs
Manufacturing 139,060 72,078 -
Construction 70,816 10,211 "
Trade 404,408 153,889 -
Bank & Financial Institutions 157,823 142,690 "
Services 250,228 319,714 -
Government 57,753 38,536 -
Other Services 7,262 - N
Retail/Consumer banking 28,922 8,973 61,657
Others 254,927 61,476 -
Real Estate 468,858 96,887 -
Grand Total 1,840,057 904,453 61,657
(9) Ageing analysis of accounting past-due exposures. (AED 000’s)
Row Labels 1to 30days | 31to 60 days | 61to 90 days | 91to 180 days > 180 days
Corporate Lending 542,272 83,325 55,978 115,625 2,067,616
Retail Lending 52,307 41,673 18,948 12,977 93,007
Islamic financing and investing assets - - - - -
Deposits and balances due from banks - - - - -
Investment securities measured at ) ) ) ) )
amortised cost
Loan commitments, letters of credit ) ) ) ) )
and financial guarantee contracts
Receivables and other assets - - - - -
Total 594,579 124,998 74,926 128,601 2,160,623
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(h) Breakdown of restructured exposures between impaired and not impaired exposures.

Other Off-
Debt Total n Balance Total Non-
Loans SEEuiiEs Funded Commitments | Acceptances Sheet Funded Total
Exposures
Not Impaired 1,850,043 1,850,043 136,224 6,476 39,296 181,997 2,032,040
Impaired 819,289 819,289 4,739 4,739 824,028
Grand Total 2,669,332 2,669,332 140,963 6,476 39,296 186,736 2,856,067

9.5 Qualitative disclosure requirements related to credit risk mitigation techniques (CRC)

The Group holds collateral or other credit enhancements to mitigate credit risk associated with financial
assets. The Group holds financial instruments of AED 5,241 million for which no loss allowance is
recognised because of collateral at the end of the reporting period. The estimated value of collaterals
held at end of the reporting period is AED 10,308 million. This value of the collateral is only considered
to the extent that mitigates the credit risk. There was no change in the Group’s collateral policy during
the year. The Bank uses Credit Conversion Factor (CCF) against Off-balance sheet items and Credit
Risk Mitigation (CRM’s) against on- and off-balance sheet items as a netting practice, as per the CBUAE
rules and regulations.

Policies and processes for collateral valuation and management: CBI uses comprehensive
approach for collateral valuation, which follows CBUAE guidelines. Under this approach, bank reduces
its credit exposure while calculating capital requirements to the extent of mitigation provided by the
eligible financial collateral. In line with Basel 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 requirements specified by the 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 collaterals
taken by the bank currently are equities, fixed deposits under lien and cash margin.

9.6 Credit risk mitigation techniques — overview (CR3)

SIS ngfrselérﬁs nguorsél:jrﬁs
Exposures EXDOSUres secured by | Exposures financialy Exposures credit y
unsecured: P collateral of | secured by secured e
. secured by L . . guarantees, . derivatives,
carrying which: financial oo by credit L
collateral of which: L of which:
amount secured guarantees derivatives
secured secured
amount
amount amount
1 | Loans 12,119,206 3,596,230 3,596,230 - - - -
2 | Debt 1,437,098 . -
securities
3 | Total 13,556,304 3,596,230 3,596,230 - - - -
4 | Of which 673,526 48,044 48,044 - - - -
defaulted
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9.7 Qualitative disclosures on banks' use of external credit ratings under the standardised
approach for credit risk (CRD)

(@) Names of the external credit assessment institutions (ECAIls) and export credit agencies

(ECAs) used by the bank, and the reasons for any changes over the reporting period

Bank is using following ECAIls under rated claims:
a. Claims on Banks - Moody’s, S&P, Fitch and Capital Intelligence;
b. Claims on Corporate - Moody’s, S&P, Fitch and Capital Intelligence
e In cases where two ratings are available, the lower rating will be applied; an
e In cases where three or more ratings are available, the second-lowest rating will be applied

There is no change in this regard over the reporting period.

(b) The asset classes for which ECAl and ECA is used

ECAI risk assessments are used by the Bank as part of the determination of risk weightings for exposure
to Banks, investments in bonds & sovereigns and corporate loans, if any.

(c) A description of the process used to transfer the issuer to issue credit ratings onto comparable
assets in the banking book

To assess the default probability of corporate customers, Bank has been using PD model developed by
Moody’s Risk Analyst. PD model was calibrated to the Bank’s internal rating scale and is housed within
the Moody’s CreditLens platform.

The Bank performs regular validation of the rating model and its predictive power with regard to default
events.

(d) The alignment of the alphanumerical scale of each agency used with the risk buckets (except
where the relevant supervisor publishes a standard mapping with which the bank has to comply).

The Bank’s internal ratings scale is mapped to Moody’s rating scale:

Risk grade Moody’s Rating Description
1 Aaa Low to fair risk
2+ Aal Low to fair risk
2 Aa2 Low to fair risk
2- Aa3 Low to fair risk
3+ Al Low to fair risk
3 A2 Low to fair risk
3- A3 Low to fair risk
4+ Baal Low to fair risk
4 Baa2 Low to fair risk
4- Baa3 Standard monitoring
5+ Bal Standard monitoring
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5 Ba2 Standard monitoring
5- Ba3 Standard monitoring
6+ Bl Watch and special monitoring
6 B2 Watch and special monitoring
6- B3 Watch and special monitoring
7+ Caal Watch and special monitoring
7 Caa2 Watch and special monitoring
7- Caa3 Watch and special monitoring
8 Ca-C Default: Substandard
9 Ca-C Default: Doubtful
10 Ca-C Default: Impaired

9.8 Standardised approach - credit risk exposure and Credit Risk Mitigation (CRM) effects (CR4)
AED in 000s
Exposures before CCF and RWA and RWA
CRM Exposures post-CCF and CRM density
Asset classes On-balance Off-balance On-balance Off-balance RWA RWA
sheet amount | sheet amount | sheet amount sheet amount density
Sovereigns and o
1 their central banks 4,806,352 5,000 4,806,352 1,000 470,362 9.78%
2 | Public Sector 1,098,232 42,241 1,087,585 30,280 | 810,737 | 72.52%
Multilateral o
3 development banks j ) j j j 0.00%
4 | Banks 120,162 78,066 120,162 20,018 48,052 34.28%
5 | Securities firms - - - - - 0.00%
6 | Corporates 6,106,601 6,697,631 5,519,339 1,798,878 7,324,945 | 100.09%
Regulatory retail 0
7 portfolios 506,261 210,499 487,730 53,784 416,155 76.85%
Secured by o
8 residential property 665,175 526 664,539 263 443,697 | 66.74%
Secured by
9 | commercial real 2,194,827 79,232 1,894,786 25,531 1,920,316 | 100.00%
estate
Equity Investment in ) ) ) ) o
10 Funds (EIF) 0.00%
11 | Past-due loans 655,084 127,374 607,048 127,367 1,097,313 | 149.41%
Higher-risk o
12 categories i ) i j j 0.00%
13 | Other assets 1,045,135 - 1,045,135 - 1,154,435 | 110.46%
14 | Total 17,197,829 7,240,568 16,232,676 2,057,129 | 13,686,012 | 74.83%
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9.9 Standardised approach - exposures by asset classes and risk weights (CR5)

Total
credit
exposures
0% 20% 35% 50% 75% 85% 100% 150% Others amount
(post CCF
Asset Class/ and post-
Risk Weight CRM)
Sovereigns and
their central 4,217,424 149,456 - - - - 440,471 - - 4,807,352
banks
Public Sector : : - | 614,275 : | 503599 - -| 1117874
Entities
Multilateral
development - - - - - - - - - -
banks
Banks - 75,675 - 63,176 - - 1,329 - - 140,180
Securities firms - - - - - - - - - -
Corporates - - - - - | 62,679 7,255,538 - - 7,318,217
Regulatory retal . . . - | 501,432 . 40,081 - .| s41513
portfolios
Secured by
residential - - 235,490 - | 272,147 - 157,165 - - 664,802
property
Secured by
commercial real - - - - - - 1,920,316 - - 1,920,316
estate
Equity Investment ) ) ) ) ) ) ) ) ) )
in Funds (EIF)
Past-due loans - - - - - - 8,617 | 725,797 - 734,414
Higher-risk ) ) ) ) ) ) ) ) ) )
categories
Other assets 58,683 - - - - - 714,101 | 240,545 31,806 1,045,135
Total 4,276,107 225,131 235,490 | 677,452 | 773,580 | 62,679 | 11,041,217 | 966,342 31,806 | 18,289,805

10. Counterparty Credit Risk (CCR)

10.1 General Qualitative Information about Credit Risk (CCRA)

Counterparty credit risk (CCR) is the risk that the counterparty to a transaction could default before the
final settlement of the transaction's cash flows. An economic loss would occur if the transactions or
portfolio of transactions with the counterparty has a positive economic value at the time of default.

CCR is managed within the overall risk appetite for corporate and financial institutions. CCR limits are
set for individual counterparties. Individual limits are assigned to specific exposures using Pre-Settlement
Risk (PSR) and Potential Future Exposure (PFE) methodology.
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10.2 Credit risk (CCR) exposure by approach (CCR1)

Replacement
cost

Potential
future
exposure

1 | SA-CCR (for derivatives)

Simple Approach for credit risk
mitigation (for SFTS)

Comprehensive Approach for
credit risk mitigation (for SFTS)

6 | Total

49,046

11,879

EEPE

Alpha used for
computing
regulatory EAD

EAD
post-
CRM

RWA

1.4 85,295

60,298

10.3 Standardised approach - CCR exposures by regulatory portfolio and risk weights (CCR3)

Regulatory Portfolio \ Risk Weight

0%

20% 50%

75%

100%

150%

Others

Total credit
exposure

Sovereigns

Public Sector Entities (PSESs)

Multilateral development banks (MDBs) -

Banks

15,259

Securities firms

Corporates

45,039

Regulatory retail portfolios

Secured by residential property

Secured by commercial real estate

Equity Investment in Funds (EIF)

Past-due loans

Higher-risk categories

Other assets

Total

3,247 | 12,009

45,042 -

60,298
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10.4 Composition of collateral for CCR exposure (CCR5)

(AED 000s)
Collateral used in derivative transactions Collateral used in SFTs
Fair value of collateral Fair value of posted Fair value Fair
received collateral of value of
collateral posted
Segregated | Unsegregated | Segregated | Unsegregated received collateral
Cash - domestic i i i 1,065 i
currency
Cash - other i i i 24.005 i
currencies
Domestic sovereign ) ) ) ) )
debt
Government agency i i i i i 548 815
debt '
Corporate bonds - - - - -
Equity securities - - - - -
Other collateral - - - - -
Total - - - 25,160 - 548,815

11. Securitisation (SECA)
Not Applicable

12. Market Risk

12.1 General Qualitative disclosure requirements related to market risk (MRA)

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. As a
strategy the bank does not hold a trading book. The Bank has established and approved various risk
limits for banking book (including limits for interest rate risk factors, equity risk factors, foreign exchange
risk factors) which are set by ALCO as delegated by the Board of Directors and monitored by Risk Group.
The Risk Group is responsible for the development of detailed risk management policies and for the day-
to-day monitoring of policy implementation subject to the review and approval by ALCO.

Also, CBI manages the interest rate risk principally through monitoring interest rate gaps, matching the
re-pricing profile of assets and liabilities. The ALCO monitors compliance with these limits and is assisted
by the Risk Management Department for day-to-day monitoring of activities. In addition, the Bank has
established limits on positions by currency and these are monitored to ensure positions are maintained
within established limits.
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For the measurement of capital requirement for market risks under Pillar 1, the Bank uses the
Standardized Approach.

12.2 Market risk under the standardised approach (MR1)
Total Capital Requirement for Market Risk under Standardized Approach as on 31st December 2021

RWA
1 | General Interest rate risk (General and Specific) 7684
2 | Equity risk (General and Specific) -
3 | Foreign exchange risk 2154

4 | Commodity risk -

Options

5 | Simplified approach -

6 | Delta-plus method -

a

8 | Securitisation -

9 | Total 9838

13. Interest rate risk in the banking book

13.1 IRRBBA Risk Management Objectives and Policies (IRRBBA)

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 because of mismatches or gaps in the amounts of assets and liabilities and off-
balance sheet instruments that mature or re-price in each period.

With respect to monitoring the impact of interest rate changes on the earnings and economic value of
the Bank, the Bank has developed suitable measurement approaches. The measurement systems for
interest rate sensitivity analysis are traditional maturity gap analysis (to measure the interest rate
sensitivity of earnings), and duration (to measure interest rate sensitivity of capital). The results of the
sensitivity analysis are a calendar item at the meetings of the ALCO.

The Bank has developed a mechanism to measure gaps across tenors considering the re-pricing nature
of all its assets and liabilities.

e The impact of a parallel shift in the interest rate curves on the Net Interest Income (NII) and Equity
is ascertained and presented to ALCO for review on a monthly basis.
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o Impact of 200 bps parallel interest rate shock on NIl is calculated on a monthly basis and presented
to ALCO for deliberations.

e The Bank uses two standard measures for the management of interest rate risk in the banking book
as follows:

o EaR approach - The EaR approach will measure the difference between assets and liabilities
re-pricing during given time period "bands" spread over a defined period, typically 1 year. The
model will apply shift in rates and assume that the balance sheet will remain unchanged over a
pre-defined time horizon. The net change in interest income and expense will represent EaR
and IRRBB will be measured as a percentage change relative to the projected net interest
income for the year.

o EVE approach - The EVE approach will focus on the sensitivity of Bank's economic value
(shareholder value) to changes in interest rates. Sensitivity will be measured using average
duration estimates for each maturity time band.

¢ Non-maturing customer deposits constitute approximately 17% of banks total deposits and tenor of
most customer term deposits are short (normally, less than a year) resulting in relatively quicker re-
pricing of such deposits.

13.2 Quantitative information on IRRBB (IRRBB1)

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 its impact on 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 31/12/2021.

Parallel up (138,044) 79,065
Parallel down 138,044 (79,065)
Tier 1 capital 1,737,383

14. Operational Risk (OR1)

14.1 Qualitative disclosures on operational risk

Operational risk is the risk of loss resulting from inadequate or failed internal processes, people, and
systems or from external events. This includes legal risks and excludes reputational Risk.

Operational risk arises throughout the bank and from almost any activity. Operational risk excludes credit
risks — the risks arising from financial transactions entered with obligors or counterparties in which the
obligor or counterparty fails to honour its part of the transaction.
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The Bank has an independent Operational Risk Department reporting to Chief Risk Officer which is
tasked with monitoring and controlling the Operational Risks of the Bank. Functions of this department
are guided by the Operational Risk Policy and Framework. To institutionalize the assessment and
mitigation of operational risks, the Business Environment and Internal Control Framework is established
as part of ERM program. The Bank also has implemented Business Continuity and Disaster Recovery
program which participates in the reduction of the potential external threats and this ultimately reduces
the Operational risks of the bank.

Management and Monitoring of Operational Risk

The established Operational Risk Management (ORM) Framework is designed to maintain dependency
between the risk management and the risk champions / owners represented by the various business
groups within the bank. While keeping the responsibility of managing the business within the business
groups common grounds were established to involve the operational risk management team in facilitating
the risk identification, measurement and assessing of risks and relevant controls, including documenting,
and tracking the risk mitigation plans, or risk acceptance. The bank also has a log of all risk acceptances
with clear roadmap for revaluation of these accepted risks periodically.

During the year, the operational risk management team conducted specialized training workshops and
data gathering through meetings with business and senior management endeavouring to gain a clear
understanding of business directions by cascading the relevant business unit strategic objectives. The
approach is designed to associate the management directions, with the allocated operational risk
appetite, and the risk profile.

In preparation for and before commencing the risk identification and assessment activity across the bank,
a comprehensive risk awareness program was developed and implemented involving management, risk
champions and respective risk owners.

Covering all business and support units within the bank specific risk profiles containing key and significant
risks presented at their residual values was arrived at after detailed assessment and testing of the
respective controls. A detailed risk heat-map is formed in consultation with business group management
to draw their attention to significant and key risks that requires management attention and action on a
priority basis.

The key methods used to manage and monitor operational risks are as follows:
a. Risk & Control Self-Assessment (RCSA)

The risk register and corresponding action plans are maintained and updated regularly. The review
cycle involves discussions with the members of Management Risk Committee (MRC) to seek directions
on risk acceptance and treatment including decision for taking actions to review and to improve the
control environment.

The progress on risk mitigation action plans and the movement of risk measurement across the risk
heat-map is also monitored and discussed with the respective management.
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b. Key Risk Indicators (KRIs)

A special series of workshops were conducted to produce the KRIs. Based on their nature these are
defined and assessed in coordination with the respective business and risk owners addressing mainly
critical processes. The process includes setting means of collecting required data, analysis and
management expectations for certain indicators set as acceptable threshold to create means of leading
or lagging warning signals. It also involves consolidating certain common KRIs that requires actions at
the bank wide level. The bank aims to improve on the KRI list to create meaningful and business relevant
risk indicators.

c. Loss Data Management (LDM)

The Operational Risk team monitors and maintains a detailed register of all operational risk losses and
near-miss incidents. These are linked to the respective risk profiling and key risk register, guiding the
business management to direct their efforts to improve their controls and the respective services or
products. Those are classified and reported based on the Basel Il loss events type. ORM unit is using
an automated tool for raising Op. Risk incidents where Root Cause, corrective and preventive actions
are well identified and addressed.

d. Business Continuity Management (BCM)

The Bank has developed and maintained a full-fledged Business Continuity Management (BCM) program
that focuses on protecting the human life and building the continuity and recovery capabilities of key
processes and assets. The program is structured based on international standards, best practices, and
CBUAE requirements and its scope extends to include:

e Crisis Management and Response

e Safety and Security

e People Continuity

e Business Recovery

o |T Disaster Recovery

The Bank’s BCM program is ongoing and is regularly reviewed by internal and external stakeholders.
These features enhance the Bank’s readiness and the capabilities to respond to and manage adverse
events, protect key assets and continue critical processes. The results are minimized negative impacts,
enhanced performance and reputation, and compliance to regulatory requirements.

During COVID-19 pandemic, CBI gives prime importance to the health and safety of all its staff &
customers. That was achieved by ensuring a safe banking experience is provided to the customers
whereby all safety measures were taken place. The bank also availed the required infrastructure for its
staff to work from home efficiently with no major impact on business.

Throughout 2021 and during the pandemic, it was witnessed that CBI Business Continuity moved into its
full gear. The regular testing of the program proved to be very effective. Similar to all other activities in
the Bank, the Business Continuity Program continues to be improved in line with the international best
practices which include the review of Business Continuity and Disaster Recovery plans at least annually.
Such regular reviews enable the Bank to address areas on improvements by putting into motion the
appropriate plans, necessary infrastructure and resources requirements to ensure a high level of maturity
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while remediating the consequences of COVID-19 pandemic in line with BCM guidelines.
e. Outsourcing

Complying with CBUAE regulations on outsourcing, the Operational Risk Management team is involved
in reviewing the risk assessment related to outsourcing of material banking activities. This involves a
diligent review of operational risks and business continuity requirements that are associated with the
outsourced activity.

f. Fraud Prevention Management

The bank has established an Enterprise Anti-Fraud program in coordination with several internal
stakeholders, aiming to prevent and reduce to the minimum losses arising from internal and external
frauds.

This function is currently under Operational Risk unit as part of RMD reengineering efforts while the fraud
investigation function has been moved to Internal Audit function to achieve independency and in line with
the best practice.

The bank also introduced a robust fraud monitoring process across all bank’s critical functions. In
addition, the bank wide anti-fraud awareness program has already been conducted and the Bank is
preparing for a bank wide fraud risk assessment exercise which will be linked to the existing risk profile
and control registers.

g. Measurement of Operational Risk (OR) Capital Charge

Operational Risk capital charge is calculated using the Standardized Approach (TSA) as per CBUAE and
BASEL Il regime. CBI is adopting the Standardized Approach at present, for calculation of regulatory
capital requirements for operational risk. The capital charge is calculated at 12% to 18% business type
specific B factors to three years average of gross income. The Bank aims to move towards the Alternative
Standardized Approach (ASA) for Operational Risk Capital Charge Calculation in the coming years. In
this context, the Bank will formally seek CBUAE guidance for adopting the ASA as and when a prudent
judgement call is made. The Bank will also continue to collect loss data history and compare those against
the allocated capital per business lines in preparation for the Advanced Approaches that the Bank is
planning to implement in the long term as per revised BASEL Il guidelines.

15. Remuneration Policy (REMA)

15.1 Remuneration Policy

Name, composition and mandate of the main body overseeing remuneration.
Name: Board Nomination & Remuneration Committee
Composition: Chairman, 2 Members

Mandate:

At CBI, the Board Nomination and Remuneration Committee reviews and approves policies in relation to
nomination of the Board members and appointment of CEO Direct Reports and other related HR policies,
the composition and diversity of the Board, its mix of skills, knowledge and experience, and the relative
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proportion of Independent and Non-Executive Director, the needed skills required for Board membership
and identify the suitable profile and future needs and the independence of Independent Directors and the
strategy and business plans related to human resources, Emiratization and training and monitor their
implementation and recommends Board remuneration and Staff Performance Bonus proposals to the
Board of directors.

External consultants whose advice has been sought, the body by which they were commissioned,
and in what areas of the remuneration process.

Korn Ferry

A description of the scope of the bank’s remuneration policy (eg by regions, business lines),
including the extent to which it is applicable to foreign subsidiaries and branches.

The policy covers all full time and temporary employees within the UAE.

A description of the types of employees considered as material risk-takers and as senior
managers.

Bank considers Senior Management team as the material risk takers.
Information relating to the design and structure of remuneration processes:
An overview of the key features and objectives of remuneration policy.

The objective of this policy is to assist in attracting, motivating and retaining employees and to help the
bank achieve its corporate objectives through competitive compensation packages. The policy ensures
fair and smart rewards systems within UAE labour law to attract and retain a competitive workforce while
encouraging sustained levels of high performance in the Bank.

Whether the remuneration committee reviewed the firm’s remuneration policy during the past
year, and if so, an overview of any changes that were made, the reasons for those changes and
their impact on remuneration.

No reviews were done last year, CBI plan a review in 2022.

A discussion of how the bank ensures that risk and compliance employees are remunerated
independently of the businesses they oversee.

CBI uses balanced scorecard approach to manage individual performance which is reviewed and verified
centrally. This ensures that we are not rewarding for financial achievements only, but all other areas, the
overall rating is connected to the rewards components that are approved and used fairly for all divisions.

Description of the ways in which current and future risks are taken into account in the
remuneration processes:

Currently not applicable.
An overview of main performance metrics for bank, top-level business lines and individuals.

Scorecards are cascaded top down from the CEO, senior management to all employees. The scorecards
are in 4 components of Financial, internal, customer and organization. The financial component ensures
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the achievement of financial targets for different divisions. The internal components ensure areas of
compliance, risk and audit are covered and measured properly. The customer components focus on
program deliveries, customer focus targets and projects. The organization is designed around the
behavioural aspects of CBI employees. The overall rating is the calculated rating of the individual’s
performance across the key result areas. This performance rating is then linked to the rewards applicable.

A discussion of how amounts of individual remuneration are linked to bank-wide and individual
performance:

CBI use an approved variable remuneration policy that ensure that the actual reward pay-out will be
based on corporate, department and individual performance rating and weightages, which will be
additive. The weighting of corporate, department and individual performance will vary depending on the
participant’s grade. Each area of performance i.e. corporate, department and individual are assessed
independently.

A discussion of the measures the bank will in general implement to adjust remuneration in the
event that performance metrics are weak, including the bank’s criteria for determining “weak”
performance metrics:

Not achieving a metric will affect the remuneration of the individual. Rating not meeting expectations are
excluded from certain rewards.

Description of the ways in which the bank seeks to adjust remuneration to take account of longer-
term performance:

A discussion of the bank’s policy on deferral and vesting of variable remuneration and, if the fraction of
variable remuneration that is deferred differs across employees or groups of employees, a description of
the factors that determine the fraction and their relative importance.

A discussion of the bank’s policy and criteria for adjusting deferred remuneration before vesting and (if
permitted by national law) after vesting through clawback arrangements.

Currently there is no deferrals policy.

An overview of the forms of variable remuneration offered (i.e, cash, shares and share-linked instruments
and other forms).

Cash only variable pay (performance bonus).

A discussion of the use of the different forms of variable remuneration and, if the mix of different forms of
variable remuneration differs across employees or groups of employees), a description the factors that
determine the mix and their relative importance:

Employees are under a cash performance-based bonus scheme.
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$¢ CBI

15.2 Remuneration awarded during the financial year (REM1)

Remuneration Amount Senior Mgnag_ement/ Other
Material Risk-takers
1 Number of employees 10
2 Total fixed remuneration (3 +5 + 7) 14,697
3 Of which: cash-based 14,697
4 Of which: deferred 0
Fixed Remuneration
5 Of which: shares or other share-linked instruments 0
6 Of which: deferred 0
7 Of which: other forms 0
8 Of which: deferred 0
9 Number of employees 10
10 Total variable remuneration (11 + 13 + 15) 3,088
11 Of which: cash-based 3,088
12 | variable Of which: deferred 0
13 | Remuneration Of which: shares or other share-linked instruments 0
14 Of which: deferred 0
15 Of which: other forms 0
16 Of which: deferred 0
17 | Total Remuneration (2+10) 17,785

There were no special payments made to the senior management/other material risk takers as such
Guaranteed Bonuses/ Sign on Awards/ Severance Payments is not applicable. Additionally, there are no
deferred and retained remuneration.
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