
1. Introduction

This document presents the Pillar 3 disclosures of FAB (“the Group”) on a consolidated basis as at 31 December
2018. The purpose of Pillar 3 disclosures is to allow market participants to assess key pieces of information on the
firm's capital, risk exposures and risk assessment process.

The Group is regulated by the Central Bank of UAE (CBUAE) and follows the Pillar 3 disclosure requirements as
stated under the CBUAE guidelines, issued in November 2009, on the implementation of Basel II accord. CBUAE
also initiated Basel III regulatory reporting in 2017 with new capital standards for UAE Banks.

The Pillar 3 disclosures are to be read in conjunction with the Audited Financial Statements as of 31 December
2018.

2. Regulatory Framework

The Group assesses its capital adequacy based on the rules published in November 2009 by the CBUAE. The
framework is structured around the following three Pillars:

 Pillar 1 on minimum capital requirements for credit, market and operational risk
 Pillar 2 on the supervisory review process and the Internal Capital Adequacy Assessment Process (ICAAP)
 Pillar 3 on market discipline

2.1 Pillar 1 – Minimum Capital Requirement

Pillar 1 defines the total minimum capital requirements for credit, market and operational risk. FAB currently uses
standardized approach for assessment of Credit, Market and Operational Risk weighted assets (RWA). Under the
standardized approach, regulatory prescribed risk weights and parameters are applied to calculate Pillar 1 capital
requirements.

During 2011, Basel Committee on Banking Supervision (BCBS) officially announced the final set of revised
regulatory capital rules known as “Basel III”, which are being phased in globally. Subsequent to Basel III
consultation paper issued by CBUAE In 2016, new capital adequacy regulations were issued by CBUAE on 02 March
2017. The new capital regulations became effective from 1

st
February 2017.

CBUAE has put in regulatory thresholds for Common Equity Tier 1, Tier 1 and overall regulatory Capital.

1. CET1 must be at least 7.0% of risk weighted assets (RWA)
2. Tier 1 Capital must be at least 8.5% of RWA
3. Total Capital, calculated as the sum of Tier 1 Capital and Tier 2 Capital, must be at least 10.5% of RWA

On top of this minimum capital requirement CBUAE has also mandated the Banks to keep additional buffers.

1. In addition to the minimum CET1 capital of 7.0% of RWA, banks must maintain a capital conservation buffer
(CCB) of 2.5% of RWAs in the form of CET1 capital

2. To achieve the broader macro-prudential goal of protecting the banking sector from periods of excess
aggregate credit growth and in addition to the CCB requirements, banks may be required to implement the
countercyclical buffer (CCyB). Banks must meet the CCyB requirements by using CET1 capital. The level of the
CCyB requirements will vary between 0% - 2.5% of RWA and be communicated by the Central Bank with an
adequate notice period



3. Banks classified as domestically systemically important banks will be required to hold additional capital buffers
of 1.5% applied to CET1.

The additional capital buffer requirements are to be phased in over 3 years. These requirements are summarized
in the table below:

Capital Element Basel III 2017 Basel III 2018 Basel III 2019

Minimum Common Equity
Tier 1 Ratio

7.0% 7.0% 7.0%

Minimum Tier 1 Capital
Ratio

8.5% 8.5% 8.5%

Minimum Capital
Adequacy Ratio

10.5% 10.5% 10.5%

Capital Conservation Buffer 1.25% 1.875% 2.5%

Domestic Systemically
Important Banks Buffer

0.75% 1.125% 1.5%

Countercyclical buffer 0% - 1.25% 0% -1.875% 0% - 2.5%

CBUAE has also released revised Capital standards for Basel III capital instruments. Capital instruments that no
longer qualify as non-common equity Tier 1 or Tier 2 capital will be phased out over 10 years starting from January
2018.

The capital ratios for the Group are given below:

Capital Element 2018

Common Equity Tier 1 Ratio 12.4%

Tier 1 Capital Ratio 14.6%

Capital Adequacy Ratio 15.7%

All of these are well above the CBUAE minimum.

a) Credit Risk

The Group uses the standardized approach to calculate RWA for credit risk. It uses risk weights to convert
exposures into RWA as per the CBUAE guidelines which can range between 0% for certain sovereign exposures to
952% for certain categories (akin to deduction). Where applicable, mainly for unfunded, exposures are adjusted for
credit conversion factor (CCF) in accordance with the CBUAE guidelines.

Credit Risk Capital = Net Exposure x CCF x Risk Weight x capital requirement%

For non-retail exposures the risk weights are driven by credit ratings published by external credit agencies
approved by the CBUAE.

b) Market Risk

The Group uses the standardized approach to calculate RWA for market risk as per the CBUAE guidelines. In
calculating RWA for market risk, the Group distinguishes between general and specific risk and between holdings
in the trading book and holdings outside the trading book. The risk is quantified for positions for Interest rate risk,
Foreign exchange risk, Equity investments risk, Commodities exposure risk and Options risk.



c) Operational Risk

The Group applies the standardized approach for calculating capital requirement for operational risk for year-end
2018. The calculation is based on average operating income for the past 3 years and classification of the operating
income into 8 Basel classification lines - Corporate Finance, Trading and Sales, Payment & Settlement, Commercial
Banking, Agency Services, Retail Brokerage, Retail Banking and Asset Management. Capital requirement is
calculated for each of the business lines as per their respective multipliers as per BIS which range from 12% to
18%. The RWA for operational risk are calculated by dividing the capital requirement by CBUAE capital
requirement multiplier.

2.2 Pillar 2 - ICAAP and Supervisory Review Process

The Group performs annual ICAAP exercise with comprehensive risk assessment and stress testing and the results
are submitted to the CBUAE for supervisory review process. Key highlights of the ICAAP are listed below.

 Define risk appetite of the Group
 Undertake projection of key financials, risk profile, and capital position
 Assess and quantify, where material risks which are not/partially covered under Pillar 1 (e.g. not covered -

Concentration risk, Reputation Risk, Strategic Risk, Compliance Risk, Liquidity Risk, IRRBB etc.)
 Conduct a stress test to assess the robustness and vulnerability of Group’s business model to a change in

business environment

The ICAAP exercise is led by the Risk Management Group in coordination with Finance, Business and Strategy
teams. This is independently reviewed by the Internal Audit team of the Bank.

2.3 Pillar 3 – Market Discipline

The Group, on an annual basis, discloses detailed qualitative and quantitative information on its risk management
practice and capital adequacy in line with the CBUAE Pillar 3 guidelines.

2.4 Differences between Financial Statements and Basel III Reporting of Credit Risk Exposures

Credit risk exposures reported under Basel III differ in respect of the following vis-à-vis financial statements:

 As per CBUAE Basel framework, off balance sheet exposures are converted, by applying a credit conversion
factor (CCF), into equivalent credit exposures

 Intangible assets & Goodwill are deducted from Capital and not taken under credit risk assets
 Commercial subsidiaries are completely deconsolidated and only the investments in those entities are taken for

risk weighting purposes; Any intra group loans to such entities are treated as third party loans for risk weighting
purposes

 Under the comprehensive credit risk mitigation approach under the standardized approach, eligible collaterals
are considered subject to regulatory haircuts to estimate and report net exposure

 Commercial subsidiaries are not consolidated but risk weighted for investments in those entities
 General provisions are not netted off against loans but used as Tier 2 capital up to 1.25% of Credit RWA

3. Group Risk Governance

The Board is the principal decision-making forum for FAB and its responsibilities include approving the strategy;
setting its risk appetite and risk management strategy; monitoring financial performance; establishing the
corporate governance framework; and approving the company’s corporate values. The Board is also responsible
for providing oversight and challenge to senior management across a range of matters including its execution of
the agreed strategy and for Board and executive management succession planning. The Board formally meets at
least four times a year.



The role of the CEO and the executive management team is to execute the agreed business strategy within the
agreed risk appetite. It is also the responsibility of the executive team to develop a mechanism by which FAB’s
vision; values and behaviors are successfully shared, communicated and imbedded in the business. Much of this is
achieved through the work of the Executive Management Committee and other senior Management Committees.
The executive management team is also responsible for timely and accurate reporting to the Board and Board
Committees and for the escalation of appropriate information or items. The following exhibit provides in brief
structure of the Board, the Board committees and the management committees across the group.

3.1 Board Committees

a) The Board Management Committee (BMC)

The BMC approves and oversees execution of FAB’s business plan per the strategy approved by the board and
oversees and reviews material aspects of the business of FAB. The committee meets quarterly or more frequently
as deemed necessary. The BMC includes 4 Board Members including the Chairman, GCEO. The guiding principles
and detailed roles & responsibilities are covered in the committee charter.

b) The Board Audit Committee (BAC)

The BAC ensures oversight of the effectiveness of the internal control systems and the quality and integrity of
financial statements and financial reporting. In addition, it reviews, approves and oversees the internal and
external audit programs and ensures coordination between internal and external auditors. The Group Chief Audit
Officer (“GCAO”) provides reports to the Committee on internal controls. The Committee meets quarterly or more
frequently as deemed necessary. The BAC includes 3 Board Members including the Chairman of the board, GCEO
and GCAO. The guiding principles and detailed roles & responsibilities are covered in the committee charter.

c) The Board Remuneration and Nomination Committee (BREMCO)

The REMCO recommends and oversees the appointment and termination of Group Board Directors and succession
planning for the Group Executive Committee members. This includes an assessment of the skills, knowledge and
expertise needed to ensure they are positioned to discharge their responsibilities in the interests of the
shareholders and FAB Group. The Committee also reviews and recommends to the Board FAB’s reward framework,
approves and oversees reward design and ensures it is appropriate and consistent with the FAB Group’s culture,



values, business performance and risk strategy. The Committee meets at least twice a year or more frequently as
deemed necessary. The BREMCO includes 3 Board Members including the Chairman of the board, GCEO, GCHRO.
The guiding principles and detailed roles & responsibilities are covered in the committee charter.

d) The Board Risk and Compliance Committee (BRCC)

The BRCC provides oversight and advice to the Group Board in relation to current and potential future risk and
compliance exposures of the FAB Group. It also considers and helps direct future risk strategy, including
determination of risk appetite and tolerance as well as promote a risk and compliance awareness culture among
the Group. The Committee meets quarterly or more frequently as deemed necessary. The BRCC includes 3 Board
Members including the Chairman of the board, GCEO, GCRO. The guiding principles and detailed roles &
responsibilities are covered in the committee charter.

3.2 Management Level Committees

a) Group Executive Committee (ExCo)

The Group ExCo is FAB Group’s most senior management level committee and it operates under a delegated
authority from the FAB Board. It is responsible for identifying matters required or appropriate for escalation to the
Group Board or Board Committees. The Group ExCO also supports the Group Chief Executive Officer to determine
and implement the Bank’s strategy as approved by the FAB Board.

The key responsibilities of the Committee include decisions on the Bank’s strategy, annual budgets, capital
management, risk management and FAB’s more material policies and procedures. The Group EXCO may delegate
certain authorities and powers to management committees and individuals, but the EXCO reserves the authority to
deal with strategy, annual budget and structure; financial reporting and controls; capital management; risk and
internal control; contracts; corporate governance matters; executive remuneration and human resources policies,
and group policies generally; general meeting of shareholders and communication and any other matters in its
discretion.

b) Group Risk Committee (GRC)

GRC oversees the Group-wide risk strategy and exposures to enable integrated risk management in an effective
manner. GRC approves and periodically monitors the Group’s risk appetite along with its related methodology,
parameters, targets, and tolerances taking into account the Bank’s strategy and business planning. The GRC will
report relevant matters to the Group EXCO, and as appropriate the BRCC, advising and informing them as required
on the Group’s risk appetite and framework.

c) Group Compliance Committee (GCC)

GCC assists the Board Risk & Compliance Committee (“BRCC”) in fulfilling its objective of overseeing the Bank’s
regulatory responsibilities as well as ensuring the Bank’s compliance with the applicable laws and regulations
issued by various regulatory authorities across the Group. The Committee also oversees that the relevant policies
and procedures, including, but not limited to the Group Code of Ethics are complied with across the Group.

d) Corporate and Investment Banking Credit Committee (CIBCC)

CIBCC assists EXCO in the development and implementation of the Group’s Corporate & Investment Banking
business credit strategy and policies and procedures. The purpose of the Committee is to oversee the credit and
lending strategies and objectives of the Group, including identifying and managing the Group’s Corporate &
Investment Banking credit exposures and its response to trends affecting those exposures. It also assists in
reviewing the quality and performance of the Group’s credit portfolio; and overseeing the Corporate & Investment
Banking credit function of the Group, including reviewing internal credit risk and credit policies and establishing
portfolio limits.



e) Personal Banking & Wealth Credit Committee (PBWCC)

PBWCC assists EXCO in the development and implementation of credit strategy, for personal banking & wealth
businesses. The Committee has been set up in order to ensure a holistic overview of the business strategies across
the Personal Banking & Wealth businesses of the Group. The Committee oversees the credit and lending
strategies, identifies and manages business credit strategy and strategic response to trends affecting the
businesses; reviews the quality and performance of the portfolio; and oversees the credit risk management
function including establishing product portfolio limits.

f) Group Asset & Liability Committee (G-ALCO)

G-ALCO assists the BOD and Board Committees in fulfilling its responsibility to oversee the Group’s asset and
liability management (ALM) related responsibilities. GALCO is directly accountable to the BRCC for ensuring that
the risks within the Group Asset and Liability position are prudently managed by way of strong Group policy and
procedures and an appropriate risk framework. The objective of GALCO is balance sheet management design and
strategy and constant oversight of interest rate risk and liquidity risk with the primary goal of achieving optimal
return while ensuring adequate levels of liquidity within an effective risk control framework.

g) HR Steering Committee (HRSC)

HRSC assists the Group EXCO and the REMCO to implement strategic and operational HR initiatives to deliver the
Group’s long term shareholder value. It provides a forum to discuss and approve HR initiatives and policies to
ensure that the needs of the organisation from an employee’s perspective are considered and changes, as
necessary, are approved or are submitted for approval to the relevant governance body. The Committee will be
the formal sponsor of all material HR initiatives across the Bank in line with the Bank’s Employee Value Proposition
(“EVP”).

h) Integration Steering Committee (ISC)

ISC was established to provide direction on all matters relating to the post-merger integration process. It is the
main approving authority for all integration policies and procedures and, as such, all lower-level integration
committees report to the Integration Steering Committee. The ISC meets fortnightly and is chaired by the GCEO.

i) Group Operational Risk Committee (GORC)

GORC assists the Group Risk Committee in fulfilling its objective of overseeing the Bank’s operational risk and fraud
risk management responsibilities. Responsibility areas of the GORC include identifying, measuring, managing,
reporting of the Bank’s operational risk and fraud risk profile.

j) Information Security Committee (InfoSec Committee)

Information Security Committee assists the BRCC and the GRC in overseeing, reviewing and taking decisions on the
implementation of FAB’s security controls to ensure that information assets of the Bank are adequately protected.
It also serves as an independent and objective governance forum which ensures the adequacy and effectiveness of
the Bank’s information security framework.

3.3 Group Risk

FAB has a centralized risk management function – Group Risk Management which is led by the GCRO. The function
comprises of Enterprise Risk Management Unit, Credit Risk Management Unit, Operational Risk Management Unit,
Fraud Risk Management Unit, Market & Liquidity Risk Management Unit, Information Security & Business
Continuity Management, Group Compliance, Group Legal & Corporate Governance and Risk Integration and
Portfolio Analytics unit. It is the nerve center for collection of data, analysis of risk drivers, interpretation of
outcome and its wide dissemination to relevant committees for risk management. Following diagram provides
Group Risk and Compliance Organization Structure at FAB.



4. Risk Appetite

Risk Appetite of a bank is the single most important factor in determination of risk tolerance and setting risk target
and risk limits across various dimensions and risk types. It reflects an organization’s risk management philosophy
and in turn influences its culture and operating style. Risk Appetite, if properly articulated, understood and
implemented proves to be the cornerstone of an organization’s ERM framework. The risk appetite framework for
FAB has been developed using the top down approach.

The entire risk appetite framework has been designed & implemented through three tiered mechanism. This
methodology has been approved by the Executive Management Committee and the BRCC. As per this
methodology FAB has adopted a three-tiered structure for the Risk Appetite Framework. The Tier 1 & Tier 2
framework was reviewed and enhanced for the changes in risk metrics and thresholds based on changes in
business model and budgetary targets. The brief description of the three-tiered structure is given hereunder:

1. Tier 1 - FAB Level: This level pertains to the risk appetite at the FAB level which includes business groups,
support groups and material subsidiaries. A comprehensive set of risk & performance metrics have been provided;
these have been classified as primary metrics, and monitoring metrics. In addition, there are some qualitative and
zero tolerance metrics articulated at FAB level.

2. Tier 2 - Business & Support Groups: In line with the leading industry practices, FAB level risk appetite is
cascaded down to individual business groups and subsidiaries. Tier 2 signifies the cascading of Group level metrics
down to the business such as CIB, PB&W, GT, International Locations, and Subsidiaries etc. In line with the leading
industry practices, FAB level risk appetite is cascaded down to individual support groups such as Legal, Information
Security, Human resource, COO etc. Tier 2 for support function will get operationalize subsequently. Risk appetite
would further be cascaded down one level (referred to as Tier 2.5) to business sub units or sub segments.

3. Tier 3 - Embedding and implementation of Risk Appetite: In order to implement the Risk Appetite Framework,
the above-mentioned risk appetite metrics have been embedded in respective policies and procedures, KPIs and
balance scorecards, and risk MIS.

5. Capital Management

The Group is governed by CBUAE guidelines on regulatory capital requirements on a consolidated basis, including
all its subsidiaries and overseas branches. In addition to capital management at Group level, the overseas branches
and subsidiaries are directly supervised by their local regulators for operations carried out by those specific
entities.


