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Glossary 
 

3LOD Three lines of defence 
ARCC Board Audit, Risk & Compliance Committee 
BCC Board Credit Committee 
BIPRU Prudential section of the FCA and PRA Handbooks covering entities including banks 
BoB (UK) Bank of Beirut (UK) Ltd, UK  
BoB (SAL) Bank of Beirut SAL, Lebanon - parent bank      
CEO Chief Executive Officer 
CPB Capital Planning Buffer  
FCA Financial Conduct Authority (One of the successors of the FSA w.e.f. 01 April 2013) 
FSA Financial Services Authority (ceased to exist 31 March 2013) 
GENPRU General prudential section of the FCA and PRA Handbooks covering entities including   

banks 
G-SIB Global Systemically Important Bank 
GFIC Global Financial Institutions Committee 
HNWI High Net Worth Individual 
HRC Head of Risk & Compliance 
ICAAP Internal Capital Adequacy Assessment Process 
ICG Individual Capital Guidance 
ILAAP Individual Liquidity Adequacy Assessment Process 
ILG Individual Liquidity Guidance 
HQLAB  High Quality Liquid Assets Buffer 
LCR Liquidity Coverage Ratio 
LRP Liquidity Risk Profile 
LTV Loan to Value 
MANCO Management Committee 
MEA Middle East and Africa 
NSFR Net Stable Funding Ratio 
Pillar One Formulaic calculation of the capital requirements for a bank under Basel accords  
Pillar Two Supervisory review of Pillar One add-ons 
PRA Prudential Regulation Authority (One of the successors of the FSA w.e.f. 01 April 2013) 
RWA Risk weighted assets 
Tier 1 capital Permanent capital, typically ordinary share capital, revenue reserves and published 

profits 
Tier 2 capital Less permanent capital, including perpetual (Upper Tier 2) and repayable (Lower Tier 

2) subordinated debt.   
TREA Total Risk Exposure Amount 
RC(S)A  Risk and Control (Self) Assessments  
PDO  Past Due Obligations 
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1. OVERVIEW 

1.1 Basis of Disclosure 

The Capital Requirements Directive (“CRD”) of the European Union establishes a revised regulatory 
capital framework across Europe governing the amount and nature of capital credit institutions and 
investment firms must maintain. In the United Kingdom, the Directive has been implemented by the 
Financial Conduct Authority (“FCA”). To 31st December 2013 the guidelines contained in the 
Sourcebook for Banks, Building Societies and Investment Firms (“BIPRU”) regulated these activities. 
From 1st January 2014, with the implementation of the Capital Requirement Directive IV (“CRD IV”) 
regulations under BIPRU have been strengthened with the inclusion of The Capital Requirements 
Regulation (“CRR”). The framework however, continues to consist of three “pillars” which are defined 
in Section 1.5. 

1.2 Scope of Disclosures 

The disclosures included herein relate to Bank of Beirut (UK) Ltd and its branch in Frankfurt.  

1.3 Frequency of Disclosures 

These disclosures will be published at least once a year and as soon as practicable following material 
updates to the Firm’s internal capital adequacy assessments. Given its size and complexity, the Firm 
assesses that this annual publication meets its disclosure requirements.  

1.4 Means of Disclosures 

These disclosures have been prepared solely for the purpose of fulfilling the Firm’s Pillar 3 disclosure 
requirements and are not used by management for any other purpose. They have not been audited 
nor do they constitute any form of audited financial statement. 
 
The BoB (UK) Ltd Board is ultimately responsible for the Bank’s systems and controls and for reviewing 
the effectiveness of those arrangements. However, such arrangements are designed to mitigate, not 
eliminate, risk and therefore can provide only reasonable, but not absolute, assurance against material 
losses or financial misstatements. 
 
These disclosures have been reviewed and approved by the BoB (UK) Ltd Board. 
These disclosures will be published on the Bank’s public website. 
(http://www.bankofbeirut.co.uk/)  

1.5 Bank of Beirut (UK) Ltd 

BoB (UK) Ltd (“Bank of Beirut (UK) Ltd” or the “Bank”) is a BIPRU firm categorised as a bank which was 
formed under the laws of England and Wales on 7th October, 2002 and commenced regulated 
activities upon receipt of its authorisation from the then regulator the Financial Services Authority 
(“FSA”) on 29th November, 2002. 
 
It is a wholly owned subsidiary of Bank of Beirut SAL, a Lebanese Bank. BoB (UK) Ltd’s main activities 
are the provision of trade finance, correspondent banking, commercial and retail lending services. Its 
focus is to offer a comprehensive trade finance service for its clients and correspondent banks alike, 
covering the full range of mainly short term (less than 180 days) trade finance products. 
The Bank’s policy is towards financing of trade products which are primarily short dated in nature and 
where the counterparties on both sides of the transaction are known to the bank. This is the Bank’s 

http://www.bankofbeirut.co.uk/
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core business. Additionally and selectively, the Bank also provides traditional commercial lending and 
related services to its retail and corporate clients. The Bank operates in the UK and has one branch in 
Frankfurt, Germany which provides a similar range of services to the UK Bank but with limited 
exposure to non-bank risk. 

1.6 Regulatory status 

BoB (UK) Ltd is a limited company formed in the UK and since 1 April 2013 has been authorised by the 
Prudential Regulation Authority (“PRA”) and regulated by the Financial Conduct Authority (“FCA”) and 
the PRA.  The Bank was formerly authorised and regulated by the FSA from 29th November, 2002 to 31 
March 2013. 
 
Bank of Beirut (UK) Ltd’s permissions are as follows: 
 

a) Accepting Deposits; 
b) Agreeing to carry on a regulated activity; 
c) Dealing in investments as principal; 

 
Bank of Beirut (UK) Ltd’s permissions and activities give it a categorisation as a BIPRU firm and it is a 
bank. The Bank’s capital resources are calculated in accordance with regulatory requirement for a 
bank. 

1.7 BOBUK Activities 

These are summarised as follows:- 

Trade Finance 
Products: Advising and confirmation of Export Letters of Credit; Guarantees; Correspondent 
banking; Associated financing and treasury facilities 
 
Channels: Corporate client base, Correspondent banks; Own and wider BOBSAL Group branches, 
subsidiaries and representative offices 
 
Commercial and Corporate Banking Services 
Products:  Short-term loans and overdrafts; Secured term loans; issuance of Import Letters of 
Credit; Guarantees 
 
Channels:  Head Office and Curzon St. Office. 
 
Retail banking 
Products: Current & savings accounts with eligible deposits covered by the UK Deposit Protection 
Scheme which is overseen by the Financial Services Compensation Scheme (FSCS).1  
 
Channels:   Single branch in Londo;, online banking. 
 
Treasury 
Products:  Money Market & FX 
 
Channels:  via customer base and professional market counterparties 

 

                                                      
1
  Currently set at £85,000 per depositor being the counter value of EUR 100,000 
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1.8 BOBUK Business Orientation 

BOBUK is primarily a trade finance house, with a correspondent banking network reaching all 
major export geographies.  The bank specialises in all aspects of Export Trade Finance with 
an established coverage of Financial Institutions within predominantly Western African 
countries and to a lesser extent within Eastern and Northern African countries.   

The Bank’s business is closely linked with members of the Maronite Lebanese diaspora which 
set up businesses around the world - notably in the Americas and West Africa - during the 
second half of the 20th Century.  These businesses grew to become significant concerns that 
choose to bank with BOBUK for reasons of cultural affinity.  As a result of supporting these 
clients, BOBUK built trade and correspondent banking relationships with their local bankers 
and thereby extended its trade finance franchise to other opportunities.    

1.9 BOBUK Strategy 

The Bank is well suited to serve the import financing needs of banks serving a large Lebanese 
business diaspora in the MENA and sub-Saharan African regions and supporting the export 
financing needs of UK and other EU exporters dealing in these regions.   

These needs have increased in recent years as many larger banks have de-risked their 
business activities.  By focussing on short-term “self-liquidating” trade finance activity the 
branch and wider BOBSAL Group have been able and willing to maintain support in these 
markets over several business cycles. 

The major competitors in trade finance as well as in Clearing services are multinational banks 
such as JP Morgan or Standard Chartered with a large correspondent banking network. In 
recent years, these banks have been reducing their correspondent banking networks to the 
detriment of UK and European suppliers who seek secure terms in several of the markets 
served by the Bank. 

The management philosophy is to stick to tried and tested products to support markets with 
strong growth potential that are in some cases at an intermediate stage of development 
requiring the import of higher value consumer and manufactured goods of the type exported 
by the UK. 

The Bank will continue to leverage long-standing relationships and presences maintained by 
the wider BOBSAL Group in its core niche markets. The Bank does not, however, engage in 
securities or other markets activities and has no mass retail offering.   

BoB (UK) will remain focussed on wholesale trade finance business for banks and corporate 
customer dealing with markets in Africa and the Middle East.  The risk assumed is that of the 
banks in these markets; the branch underwrites or confirms risk on behalf of corporate 
customers who are letter of credit beneficiaries and also has a small number of direct 
corporate relationships linked to trade flows.  In keeping with the trade cycle for 
commodities and other essential imported goods, the book is short-term. 

1.10 Main Geographies Served 

a) Domestic     

United Kingdom 

The Bank supports companies to win orders in markets that may not be fully served by other local 
banks.   
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NIGERIA Units 2016 2017 2018 2019 2020 2021

GDP at Current Prices US$ bn 405.44 376.28 408.61 475.57 557.44 647.02

GDP % Change -1.62 0.82 2.12 1.92 2.08 2.02

GDP per Capita (PPP) US$ 2,208 1,994 2,108 2,387 2,723 3,076

Inflation % Change 15.70 16.50 14.02 14.80 15.18 14.00

Population m 183.6 188.7 193.9 199.2 204.7 210.3

Government Net Debt % GDP 15.40 19.61 23.68 24.73 25.04 25.72

Current Account Balance % GDP 2.72 9.29 2.09 2.11 3.51 3.11

Source : IMF, World Economic Outlook Database, April 2018

b)  Wider EEA 

The Bank supports exporters in the wider EEA region who are also active in BOBUK’s niche markets. 
 
Counterparties include internationally active manufacturers and commodity traders that are 
accustomed to dealing with many banks in different centres to manage their cross-border payment 
risk.   
 

c)  Non-EEA 
 
Nigeria  
The wider BOB Group has local representation in Lagos and there are long-standing relationships 
with members of the Lebanese diaspora who established businesses there, and with domestic 
Nigerian banks.   

Oil is a pillar of the Nigerian economy, and when prices were high and production robust, it helped 
the country garner large foreign reserves, a relatively healthy current account position and low 
foreign debt (the country paid off much of its debt in 2006). However, since the price slump in 2014 
and Niger Delta Avengers attacks in 2016, the structural weakness of an overreliance on oil exports 
has been highlighted. While the economy will benefit from the beginnings of a cyclical upswing 
over the coming years, the trajectory of its recovery remains highly vulnerable to further shocks or 
a downturn in investor sentiment.  

Nigeria's economy will continue to accelerate over the coming quarters, despite a weak growth 
outturn in Q1 2018. The oil sector will remain a tailwind for economic growth on the back of rising 
production and prices. Increased oil revenues, which account for around two thirds of total fiscal 
income, will provide the authorities with the resources to ramp up fiscal spending during the 
second half of the year as the February 2019 election approaches. Furthermore, although we no 
longer expect the Central Bank of Nigeria (CBN) to cut rates this year, we believe that other forms 
of monetary stimulus will help to boost credit growth, providing further support to the non-oil 
sector. 

The IMF’s forecasts relative stability with a low and manageable external debt burden and 
reasonable growth prospects. 
 
 
 
 
 
 
 
 
 
Lebanon  

A logical source of LC business given ultimate ownership of the business by BOBSAL.  The Bank is 
able to offer broader coverage than other banks given its close market knowledge underpinned by 
being part of a Lebanese banking Group. 

Lebanon will remain one of the most politically unstable countries in the region in the foreseeable 
future owing to the complicated mix of ethnic communities in a relatively open and democratic 
environment. The fact that neighbouring Syria has experienced a complete breakdown in its 
security environment does little to inspire confidence in stability. Sectarian tensions will remain 
elevated over the coming quarters, which will contribute to protracted legislative gridlock amidst 
an already fractious parliament. That said, a return to civil war is unlikely. 
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LEBANON Units 2016 2017 2018 2019 2020 2021

GDP at Current Prices US$ bn 49.61 51.46 53.62 56.38 59.02 61.95

GDP % Change 1.00 1.20 1.50 1.80 2.20 2.60

GDP per Capita (PPP) US$ 11,105 11,409 11,775 12,263 12,715 13,219

Inflation % Change -0.82 4.48 4.26 3.00 2.50 2.50

Population m 4.5 4.5 4.6 4.6 4.6 4.7

Government Net Debt % GDP 145.05 147.16 151.81 155.38 159.74 163.91

Current Account Balance % GDP -11.58 -12.88 -13.86 -14.24 -14.59 -15.01

Source : IMF, World Economic Outlook Database, April 2018

GHANA Units 2016 2017 2018 2019 2020 2021

GDP at Current Prices US$ bn 42.79 47.03 51.62 56.73 60.49 64.70

GDP % Change 3.72 8.44 6.29 7.60 5.48 5.11

GDP per Capita (PPP) US$ 1,552 1,663 1,780 1,907 1,983 2,068

Inflation % Change 17.46 12.37 8.73 8.00 8.00 7.00

Population m 27.6 28.3 29.0 29.7 30.5 31.3

Government Net Debt % GDP 66.84 65.27 62.96 60.47 58.66 57.29

Current Account Balance % GDP -2.86 -2.13 -2.13 -2.28 -2.22 -2.99

Source : IMF, World Economic Outlook Database, April 2018

 
The Lebanese economy will post uninspiring growth over the coming years as key sectors such as 
tourism, real estate and construction continue to suffer from the impact of regional unrest. With 
the highest current account deficit in the region, Lebanon is certainly one of the economies most at 
risk from regional instability and could see a slowdown in domestic demand should the country 
experience pronounced capital outflows. In addition, Lebanon has one of the highest debt levels 
globally, pointing to significant refinancing risks. That said, the economy will benefit from its links 
with the vast Lebanese overseas diaspora, through remittances and banking sector deposits. 
 
 
 
 
 
 
 
 
 
 

Relatively high and rising GDP per capita coupled with strong service receipts from a sizeable and 
wealthy Lebanese diaspora have enabled the country to weather many regional crises whilst the 
risk of supporting smaller banks is mitigated by close knowledge of the markets served and low 
ECLs for vanilla export letters of credit. 

 

Ghana 

A country with which the Bank has handled trade finance business for many years.  The recent 
volatility, had a direct impact on the country’s banking institutions, meaning that a cautious 
approach has been adopted with the majority of business linked to trade finance.  

 

 

 

 

 

 

Ghana has considerable macroeconomic imbalances; the country is however seeing major changes 
to its current account, which will hopefully see a shrinking of the deficit due to its very strong 
growth in oil exports, although its exports of cocoa and gold will be more modest. The budget 
balance is a perennial concern however, we are confident that the government's efforts to improve 
the fiscal position will be helped by growing revenues. While the economy has some structural 
weaknesses, the new oil sector – with associated export and fiscal revenues – should reduce the 
risks of macroeconomic instability and provide a substantial boost to growth over the long term. 

Ghana is one of the most peaceful and stable nations in Sub-Saharan Africa. It has a healthy 
democracy and a vibrant media. Presidential and parliamentary elections were held successfully in 
2004, 2008, 2012 and 2016, and the transfers of power to new administrations were smooth. 
However, social stability is a slight concern amid high unemployment, persistent inflation and 
increasingly frequent strike action. The degree of wealth inequality is also a risk factor but, despite 
these issues, violent protests are uncommon and the threat to short-term stability is limited. 
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90.0%

Bank of Beirut 

Invest S.A.L.

Cofida Holding 

S.A.L.

Bank of Beirut S.A.L. Structure

International Century Corporation S.A. -  s.p.f. Century Management Services Lmited - Cyprus

International Century Corporation

 Lebanon S.A.L. (Holding)

Bank of Sydney Ltd.

Beirut Life S.A.L.

Bank of Beirut S.A.L.

Bank of Beirut 

(UK) Ltd

Beirut Brokers Co. 

S.A.R.L.
BoB Finance S.A.L.

1.11 Bank of Beirut Group 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The Bank is a wholly-owned subsidiary of Bank of Beirut SAL, Beirut, Lebanon (“BOBSAL”).  BOBSAL is 
one of five publicly listed banks operating in Lebanon where it ranks as the 3rd largest bank by equity.  
In addition to its UK presence via BoB (UK), the group has international business operating in Australia, 
Oman and Cyprus, and representative offices in Nigeria, Ghana and the UAE.   
 
Whilst BoB (UK) remains an independent and separately regulated entity, it benefits from close ties 
with BOBSAL by way of capital and funding, business introductions, the active participation of non-
executive board members and IT and other operational support. 
 

1.12 Regulatory Requirements 

 Pillar One 1.12.1

Sets out minimum capital requirements firms are required to meet for credit, market and operational 
risk. 
BoB (UK) Ltd has adopted the following approach to its Pillar One calculation: 
 

 Credit risk – standardised approach in accordance with article 112 of CRR; 

 Market risk –standardised approach in accordance with article 92 of CRR; and 

 Operational risk – basic indicator approach in accordance with article 315 of CRR. 

 Pillar Two 1.12.2

There are two Pillar 2 buffers.  The ICG remains (Pillar 2A) made up of additional charges for credit, 
concentration and other risks as a percentage set by the PRA of BoB (UK)’s Total Risk Exposure 
Amount.  The CPB has been renamed as the PRA Buffer (Pillar 2b) which now varies in relation to Total 
Risk Exposure Amount.   
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* * 

£Millions 2018 2019 2020 2021

 Gross Assets/Liabilities & Worth 569.80 551.97 568.37 586.49

 Off Balance Sheet 141.17 142.41 143.96 146.66

 RWAs 332.58 331.62 340.77 351.06

 Capital Adequacy ratio 38.13% 39.82% 40.83% 41.71%

 Capital resources held 126.82 132.03 139.15 146.44

 Operating Profit 8.44 10.13 10.27 10.50

 Profit before tax 7.61 9.13 9.26 9.47

 Profit after tax 6.17 7.34 7.59 7.86

 Return on Equity  4.9% 5.6% 5.5% 5.4%

 Pillar Three 1.12.3

Requires firms to publicly disclose certain details of their risks, capital and risk management 
arrangements. The Pillar 3 disclosure requirements are contained in Articles 431-455 of the Capital 
Requirements Regulation (CRR).  

1.13 Results of ICAAP 

The Bank ensures that it maintains adequate capital for its size, nature and complexity of business. 
ICAAP is a continuous process and this document is a snapshot in time representing the Bank’s 
position as at 31 December 2018. The risk management framework is continually reviewed and 
updated. 
The ICAAP analysis findings are that BoB (UK) Ltd has: 
 

a) Determined that Pillar Two risk based ‘going concern’ capital is required in addition to its Pillar 
1 capital resources requirement to ensure that the Bank has adequate capital resources at all 
times to meet its liabilities as they fall due; 
 

b) A conservative appetite for risk, reflected in: 
 

I. maintaining the established strategic direction; 
II. a clear and robust Statement of Risk Appetite; and 

III. a comprehensive register listing the risks to which the Bank is exposed (the “Risk 
Register”);and 

IV. The embedding of the three lines of defence (“3LOD”) structure. 
 

c) Sufficient resources over the next three years to take into account the impact of the 
crystallisation of potential risks identified, both internal risks based upon the actual business 
model and loan book plus potential external market stress, in the UK and especially in the 
MENA region, being the location of the parent entity and the majority of the client base; 
 

d) Undertaken scenario and stress testing showing that BoB (UK) Ltd is able to withstand 
significant turmoil in the market and reduction in income. The scenario and stress testing also 
demonstrate that BoB (UK) Ltd.’s sustained profitability continues to increase the Bank’s 
retained earnings and act as a buffer against projected stresses during the period of the 
ICAAP.  
 

 Financial Projections used in the 2018 ICAAP 1.13.1

The 2018 ICAAP is based on the year end audited financials at 31st December 2018 and 
projections for 2019-2021 from a three-year strategic plan as summarised below:   
 The bank continues to expand on 

a  going concern basis 
 Capital grows by new allocation 

and retention of all earnings 
 Post-tax ROE rises modestly 
 RWAs increase 6% by end 2021  
 CAR increases modestly 
 Modest footings growth 
 Trade Finance remains a key 

activity reflected in significant 
levels of short-dated contingents  
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STAGE 3STAGE 2 STAGE 1

3,101,082                              7,651                                    1,491,637                                  

IFRS 9 Summary - 31st December 2018

2019 1,540,758                                  7,903                                    3,203,206                              

2020 1,606,891                                  8,242                                    3,340,693                              

2021 1,676,616                                  8,600                                    3,485,651                              

Projected IFRS 9 - Stress Tests

STAGE 1 STAGE 2 STAGE 3

 
 
The following factors have been taken into account for this version of the ICAAP: 
 
a) IFRS 9, came into effect on 1st January 2018, which introduced fundamental changes to 

credit risk measurement and financial reporting that include:  
 
 a forward-looking impairment model based on expected credit losses and the allocation of 

loans to impairment stages based on increases in credit risk;  
 different requirements for classification and measurement depending on how assets are 

managed and their contractual cash flow characteristics; and  
 changes intended to simplify the general hedge accounting requirements and to create 

closer links with risk management.  
 
IFRS 9 and its requirements have been fully integrated within the Bank’s infrastructure, both in 
terms of systems and processes.  
 
The following IFRS 9 calculation has been subject to external audit and was calculated on 31st 
December, 2018 which has formed the basis forecast IFRS 9 charges to the projected years of 
the stress tests in this ICAAP document: 
 
 
 
 
 
 
 
b) During the period covered by this ICAAP, the UK will endeavour to take forward its plans 

to leave the EU.  Brexit is not generally considered to be of such significance to smaller 
US$ centric trade banks such as BoB (UK) that finance insignificant amounts of EU-UK 
trade.   

1.14 Scenario and Stress Testing 

 Overview 1.14.1

BoB (UK)’s Pillar 1 capital figure has been calculated using the prescribed methodology in accordance 
with regulatory requirements. The Bank has also assessed if Pillar Two capital is required in addition to 
the Pillar One value for each risk identified in the Risk Register, taking into account any mitigation. 
 
Several of the risks identified have been assessed by modelling their effect on the capital planning 
forecasts and setting out actions to ensure the Bank continues to hold adequate regulatory capital.  
This includes scenario analysis and stress testing of more than one parameter to explore the 
sensitivities in the business plan and how capital needs change over time. 
 
Scenario analysis typically refers to a wider range of parameters being varied at the same time.  
Scenario analyses often examine the impact of adverse events on the Bank’s financial position, for 
example, simultaneous movements in a number of risk categories affecting the Bank’s business 
operations, such as business volumes, investment values and interest rate movements. 
 
Stress testing typically refers to shifting the values of individual parameters that affect the financial 
position of the Bank and determining the effect on the Bank’s financial position. 
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Total Capital

P2B 

Low Surplus Total Capital

P2B 

Low Surplus Total Capital

P2B 

Low Surplus Total Capital

P2B     Low 

Surplus

Base Case 126,816     48,912.42 132,034     63,131.42 139,147     67,871.70 146,436     73,012       

Firm Specific 128,986     57,439       129,532     53,607       123,804     48,408       

Market Wide 128,986     52,956       125,623     43,107       111,213     31,717       

Combined 128,986     46,231       121,774     28,060       103,389     17,419       

N/A

GBP (000)
31.12.2018 31.12.2019 31.12.2020 31.12.2021

Stress testing has been carried out for three scenarios, a Firm specific scenario, a Market wide 
scenario, and a Combined scenario (which here, in view of the relative simplicity of the Bank’s 
business, has been assumed merely to be a combination of these). 
 
In the Firm specific scenario the Bank considers the impact of protracted deterioration of its niche 
West African markets requiring impairment charges for past due obligations.   
 
In the Market wide scenario the Bank considers a target market socio-economic crisis affecting all of 
West Africa, where the impact causes a default, an increase in provisions and a reduction in revenues. 
Meanwhile, a number of EU countries face downgrades and the overall weighting of the Bank’s 
liquidity placings increase.   
 
In the Combined Stress an amalgamation of factors of both the Firm and Market Wide scenarios is 
applied and the impact is more severe. 
 
Assumptions made regarding the three Scenario stress tests: 
 

 The core customer deposits held by the Bank will continue to be stable.  

 Asset book growth will remain unchanged from Base Case projections. 
 
Finally a reverse stress test is performed that breaks the bank through extreme scenarios and the 
mitigating actions available to the Bank’s management to mitigate/avoid the particular elements of 
the stress. 
 

 Results of Stress Testing 1.14.2

As can be seen below, the results of scenario analysis and stress testing demonstrate that BoB (UK) Ltd 
is relatively insensitive to a reduction in projected revenues compared with any severe deterioration 
of counterparties within the concentrated target market. In all bar the reverse stress test, at no point 
during the three scenarios is the ICG breached due predominantly to the absorption of any 
provisioning or default by the robust revenue stream and on new capital surplus. 
 
Under the combined scenario, the Bank is exposed to impairments that are considerably beyond any 
historic losses and is able to meet these through reduction of costs and reduction of the asset book, 
albeit there remains a potential breach beyond 2021 of the PRA buffer, however there is still 
headroom before the ICG is affected. Regardless of the improbability of this scenario, the ManCo and 
BoB (UK) Ltd Board would have contingency mitigation through parental support in extreme 
circumstances. 
 

 
 
 
 

 
 

There is a P2B Surplus under all stress scenarios, with a low point of £17.4m under the combined 
stress at 31.12.2021.  A reverse stress test is also run designed to break the bank and ascertain 
whether management actions are available to prevent the need for resolution in practice. 
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Category Gross Exposure Risk Weighted  Pillar 1 Charges at 8.0% 

On Balance Sheet 577,043                            280,608                              22,448.66                                        

Off Balance Sheet 58,929                              51,967                                 4,157.39                                           

Derivatives -                                       -                                                     

Category % Charge Risk Exposure Amt Pillar 1 Charges at stated %

Operational Risk 8.0% 27,921                                 2,234                                                 

CVA 8.0% -                                       -                                                     

Market Risk 12.5% -                                       -                                                     

TOTAL RISK EXPOSURE AMOUNT [TREA] UNDER PILLAR 1 360,497                              28,839.8                                          

Capital & Reserves Sub-Debt less: Intangibles Capital Resources

96,388                                    31,625                              (1,197) 126,816                                            

97,976                                              

Pillar 2a Add-ons 19,899.4                                           

Pillar 2b (PRA Buffer) 18,799.9                                           

38,699                                              

CAPITAL CONSERVATION BUFFER 6,759                                                 

COUNTER-CYCLICAL BUFFER 3,605                                                 

MREL BAIL-IN BUFFER REQUIREMENT -                                                     

48,912                                              

Capital Resources (£000)

CAPITAL SURPLUS BEFORE PILLAR 2 ADD-ONS

Other Risks via PRA advised Individual Capital Guidance (ICG) =  TREA x 5.52%

5.215% x TREA

TOTAL PILLAR 2 ADJUSTMENTS

Set by regulator = TREA x 1.875% 2.5% w.e.f.1.JAN.2019

Set by regulator w.e.f. Nov 2018 = TREA x 1%

Not a current requirement for BoB(UK)

OVERALL CAPITAL SURPLUS 31.12.2018

Pillar1 Credit Risk (£000)

Other Pillar 1 Risks (£000)

The Bank’s ICAAP confirms that BoB (UK) has sufficient capital resources to withstand all of the 
Market-wide, firm specific stresses and the Combined stress scenarios.  
 
Below is the Bank’s capital requirement summary as at 31 December 2018 in GBP (000): 
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2. Risk Management Framework and Governance 

BoB (UK) Ltd seeks to mitigate risk by implementing sound systems and controls, and through 
thorough corporate governance arrangements. The major components of BoB (UK)’s risk management 
framework include: 
 

a) Committee / governance structure; 
b) Delegated approval limits for credit exposures; 
c) Delegated approval limits for trading and investment purposes; 
d) Three lines of defence model; 
e) Risk appetite statement; 
f) Risk and Compliance functions; 
g) Risk Dashboard; 
h) Risk Control Self-Assessments; 
i) Risk Register; 
j) Risk indicator framework; 
k) Risk policies and procedures; and 
l) Internal Audit 

 

2.1 Corporate Governance 

 Preparation, Challenge and Approval of the ICAAP 2.1.1

As a CRR firm, the Bank is required to maintain adequate financial resources, both as to amount and 
quality, to ensure that there is no significant risk that it is unable to meet its expected losses in both 
normal and stressed conditions, before and after management actions.  These requirements are set 
out in the PRA Handbook and the Capital Adequacy Directive. 
 
BOB (UK)’s ICAAP is prepared by the Risk Management department with input from ManCo concerning 
likely stress scenarios and the Board for the Risk Appetite Statement and the financial projections.  A 
final draft is recommended to the Board via ManCo and the Board Audit Risk & Compliance 
Committee. 

 
The high-level committees’ framework of BoB (UK) is given below: 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Note: Country and Sectoral lending limits plus counterpart limits exceeding delegated credit authorities are subject to Board 
approval and non-objection by GFIC in respect of any overarching group policy and exposure management constraints.  For 
the avoidance of doubt, “mind and management” on credit resides with the UK Board.   
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 The Board and its Committees 2.1.2

The Bank’s corporate governance framework is driven by the Board which comprises two Executive 
Directors, three Non-Executive Directors representing the shareholder and three independent Non-
Executive Directors (INEDs).  The independent Non-Executive Directors have considerable commercial 
banking and regulatory experience gained at senior level from a cross section of internationally 
recognised financial institutions.  

The Board has the collective responsibility of promoting the long-term success of the Bank.  While the 
Executive Directors have the direct responsibility for business operations, the Non-Executive Directors 
are responsible for bringing independent judgement and scrutiny to decisions taken by the Board. 

Responsibility for overseeing the risk framework of the Bank is devolved to the following Committees:  
 

 Board Audit, Risk & Compliance Committee 

 Management Committee 

 Board Credit Committee 

 Board Remuneration and Nomination Committee 
 

The Board is responsible for ensuring the adequacy of the risk management systems of the Bank and 
for setting a clear statement of risk appetite. It is assisted in this by a framework of committees, 
functions and control function managers. The Board has ultimate responsibility for setting the risk 
appetite of the Bank.  Risk Appetite refers to the level of risk deemed acceptable to the Board in each 
of the principal risk categories i.e. Market Risk, Credit risk and Operational Risk.   

The role and responsibilities of the various risk management committees are set out below. 
 

Audit, Risk & 
Compliance 
Committee 

The Board Audit, Risk & Compliance Committee (“ARCC”) is 
responsible to the Board for the quality and effectiveness of the 
risk, compliance and audit functions of the Bank and ensures that 
the key risks to which the Bank is exposed and the adequacy and 
effectiveness of the controls to manage these risks are kept under 
review. It ensures that adequate resources are made available at all 
times in order to meet the Bank’s regulatory and statutory 
obligations and that the executive management has established 
and maintains an effective system of internal controls on behalf of 
the Board.  

 
Management 
Committee 

The (“ManCo”) is responsible for the efficient and controlled 
operation of the business.  It is authorised to take all steps 
necessary to conduct the business of the Bank within the confines 
of the Board’s approved strategy, budgets and mandates. It is 
accountable to the Board for designing, implementing and 
monitoring the process of risk management and implementing it 
into the day-to-day business activities of the Bank. 
 

Credit Committee The Board Credit Committee (“BCC”) reviews all requests for 
lending in excess of the designated authority of the Management 
Committee and ensures compliance with relevant lending policies. 
It is also responsible for reviewing annually the Committees Terms 
of Reference, the Bank’s Credit and Large Exposure Policies and any 
Country limits as recommended by Management Committee.  
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Remuneration 
and Nominations 
Committee 

The Board Remuneration and Nominations Committee (“BRNC”) combines 
two functions.  For Remuneration it sets the over-arching principles and 
parameters of remuneration policy, determines the annual staff bonus pool 
and considers and approves the remuneration arrangements of the 
executive directors, and other senior managers.  The role of the 
Nominations function is to support and advise the Board in ensuring it is 
comprised of individuals who are best able to discharge the duties and 
responsibilities of Directors ensuring that composition and succession are 
regularly assessed.  
 

 Risk Governance  2.1.3

The Bank engages a dedicated Risk Manager reporting to the Head of Risk & Compliance. Risk 
management within the Bank is a strategically important role ensuring the development and 
maintenance of the Bank’s risk framework, its risk matrix and its risk appetite. The risk appetite 
defines the strategic approach of the Bank and its business plans ensuring that its business strategy 
falls within the overall risk appetite and that the Bank incurs a level of risk that is individually and in 
aggregate acceptable to the Board.  
 
The Bank follows the industry standard approach of “3 Lines of Defence” comprising: 

 

 Operational controls as set out in functional and departmental procedures manuals (Level 1); 

 Oversight, monitoring and periodic reporting by the Bank’s control functions  (Level 2); and 

 Internal and external audit (Level 3). 

 

Risk Management Framework: 

 

 

 

 

 

 

 

 

 

 

 
 
 

The first line of defence  
 
(functions that own and manage risks) 
 

This is formed by managers and staff who are responsible for identifying and managing risk 
as part of their accountability for achieving objectives. Collectively, they should have the 
necessary knowledge, skills, information, and authority to operate the relevant policies and 
procedures of risk control. This requires an understanding of the company, its objectives, the 
environment in which it operates, and the risks it faces. 
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The second line of defence  
 
(functions that oversee or who specialise in compliance or the management of risk) 
 

This provides the policies, frameworks, tools, techniques and support to enable risk and 
compliance to be managed in the first line, conducts monitoring to judge how effectively 
they are doing it, and helps ensure consistency of definitions and measurement of risk. 
 
The third line of defence 
 
(functions that provide independent assurance) 
 

This is provided by internal audit. Sitting outside the risk management processes of the first 
two lines of defence, its main roles are to ensure that the first two lines are operating 
effectively and advise how they could be improved. Tasked by, and reporting to the board / 
audit committee, it provides an evaluation, through a risk-based approach, on the 
effectiveness of governance, risk management, and internal control to the organisation’s 
governing body and senior management.  
 
It can also give assurance to sector regulators and external auditors that appropriate controls 
and processes are in place and are operating effectively. 
 

 Senior Managers Certification Regime (“SMCR”) Considerations 2.1.4

The following table summarises the specific management responsibilities allocated to individuals at 
the firm: 

 

Function/Responsibility SMCR REF Responsible 

Ensure regular reviews and updates of the Bank’s risk 

policies and statements are carried out 
SMF 4  

Head of Risk & 
Compliance 

Managing the Bank’s internal stress-tests and ensuring 

the accuracy and timeliness of information provided to 

the PRA and other regulatory bodies for the purposes of 

stress testing 

Designated 
responsibility  

Head of Risk & 
Compliance 

Develop and periodically review and update risk 

management documentation for approval by the Board 

and Senior Management including but not limited to the 

Bank’s RRP, ICAAP, ILAAP and Pillar III disclosure 

documents 

Under the 
Certification 
regime 

Risk Manager 

Understand, challenge , approve and thereafter use the 

ICAAP to inform the Bank’s strategy and promote 

financial prudence in line with the Threshold Conditions, 

Fundamental Rules and Principles for Business set out by 

the UK regulators 

General  
requirement 

All members of the 
Board of Directors and 
other Certified 
Managers who are  
members of ManCo  

 ICAAP Assessment 2.1.5

BoB (UK) Ltd must adhere to defined regulatory requirements in regard to the form and quantum of 
capital that it holds.   
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The Bank is required to undertake two separate capital assessments: 
 

Pillar One 
The Pillar One assessment is driven by the risk weightings applied to the activities that the Bank 
undertakes using the formulas prescribed by the PRA in GENPRU 2.1.40. For BoB (UK) it is the higher 
of: 

 
a) The Bank’s base capital requirement of €5,000,000 (one of the threshold conditions for 

business); or 
b) The Bank’s variable capital requirement, which in turn is the sum of: 

 
i. The Bank’s credit risk capital requirement: 

ii. The Bank’s market risk capital requirement; and  
iii. The Bank’s Operational risk requirement. 

 
Pillar 2 
The original purpose of the ICAAP was to assist in the regulatory review process that determined Pillar 
2 add-ons based on the risk characteristics of particular firms (Individual Capital Guidance “ICG” – 
Pillar 2A).  For example, BoB (UK) would expect a significant Pillar 2 add-on for concentration risk.  It 
was also used to determine a Bank’s future capital needs over a three year time horizon – the Capital 
Planning Buffer – Pillar 2B.   

 
Today, the Pillar 2 add-ons are subject to clearer regulatory definition and the Pillar 2B add-on is 
directly linked to risk-weighted assets.  

 Going concern 2.1.6

BoB (UK) Ltd has addressed those risk categories in the overall Pillar 2 rule (GENPRU 1.2.30) that are 
material to its business. Of these, liquidity risk is considered in greater depth in the Individual Liquidity 
Adequacy Assessment Process (“ILAAP”) document. 

 
For its going concern assessment, BoB (UK) Ltd has assessed whether or not Pillar Two capital is 
required for each material risk that it faces, taking into account its mitigation of those risks. 

 
Additionally, the Bank has identified several scenarios for business risk which might have a detrimental 
impact on its business, and has subjected them to scenario analysis and stress testing. BoB (UK) Ltd.’s 
management draws on the results to prepare capital planning forecasts and associated management 
actions sufficient to ensure that it has adequate regulatory capital. 

 Parental Support 2.1.7

BOBSAL has provided structural funding to the Bank via a $20m floating rate subordinated debt issue 
maturing in 2027 which qualifies as Tier 2 capital. A further £16m of subordinated debt has been 
provided to BoB (UK) as of January 2018, which is currently pending approval for inclusion as Tier 2 
capital for regulatory capital purposes.  
 
In January 2013, as part of BoB (UK) Ltd.’s Recovery and Resolution Plan, Bank of Beirut SAL issued an 
undertaking stating that if called upon, it would provide up to £15m of additional capital either in the 
form of Tier 1 equity or further long term subordinated loan support.  
 
In the same undertaking, Bank of Beirut SAL also stated it would “extend all existing term deposits 
placed with BoB (UK) Ltd up to a value of £15m with a maturity date of less than 3 months to a period 
greater than 6 months”. 
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 Predicted Resolution Strategy and MREL Requirement  2.1.8

 The Bank received its annual Minimum requirement for own funds and eligible liabilities 

(“MREL”) notification in 2018 in which the PRA: 

o confirmed the Board’s position set out in the RRP that the preferred resolution 

strategy for BOB (UK) is the Bank insolvency procedure (BIP) set out in the Banking Act 

2009; 

o advised that for 2018/19 BOB (UK) does not need to hold additional capital to 

facilitate any BIP since in the PRA’s opinion, it has sufficient financial resources such 

that its failure could be managed in an orderly way 

o required BOB (UK) to ensure that it continues to meet this condition on a continuous 

basis by reference to a formula set out in the Appendix to the letter. 

 

For the purposes of the ICAAP projections the Bank has assessed that it is likely to continue to meet 
MREL requirements in both 2019/20 and 2020/21 and no additional bail-in capital buffer requirement 
will arise.    

2.2  Risk Appetite 

The BoB (UK) Ltd Board has approved a risk appetite statement as discussed in Section 3 below. This 
statement sets out the Bank’s approach to risk and is the foundation upon which the risk management 
framework is established, including the risk indicator framework and the risk limits. 

2.3 Risk and Compliance functions 

 Risk function 2.3.1

The Risk function is led by the Head of Risk & Compliance and is responsible for the management and 
oversight of risk in regard to all activities undertaken by the Bank.  The HRC reports to the Board Audit, 
Risk & Compliance Committee and is also a member of the ManCo in respect of the Banks Risk and 
Regulatory matters. 
 
The primary objectives of the Risk function are to:  
 

a) establish an integrated management framework for risk across the Bank; 
b) ensure clear and regular reporting on the status of risks in a concise and consistent manner; 
c) ensure that the risk limits are communicated and enforced and any breaches are quickly 

resolved; 
d) report to executive management and the BoB (UK) Ltd Board; 
e) develop appropriate and measured policies for the management of risk within the Bank; and  
f) provide comfort to management and the BoB (UK) Ltd Board in regard to the adoption of 

policies, plans, rules and procedures to minimise the risk of unexpected loss or damage to the 
Bank’s financial position. 

 
The HRC is supported in the Risk function by the Risk Manager. 
 
A Risk Register is produced and reviewed periodically by the ManCo, the ARCC and the BoB (UK) Ltd 
Board.  The Risk Register applies a scoring methodology to identified risks, assessing them at an 
inherent level for their potential impact and likelihood and again at a residual level to reflect the 
application of the Bank’s mitigation and controls as a means of embedding the Board’s risk appetite in 
all activities of the Bank. 
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The Risk Register is an integral part of the Pillar Two capital assessment as discussed later in this 
document. 

 Compliance function 2.3.2

The Compliance function is also led by the Head of Risk & Compliance and is responsible for ensuring 
that the Bank has compliant policies and procedures in all activities and for periodic monitoring of 
activities in line with these policies and procedures in addition to performing an ad hoc advisory role 
as required.  The HRC also performs the role of Money Laundering Reporting Officer (“MLRO”) and has 
responsibility for the management of the Bank’s controls in regard to financial crime and money 
laundering. The HRC has oversight of a team of compliance and AML officers ensuring adequate 
resource in meeting the Bank’s regulatory compliance obligations and Risk Register.  
 
BoB (UK) Ltd has developed a comprehensive Risk Register identifying all potential and actual risks to 
the Bank.  The Risk Register was developed following a thorough risk identification exercise across the 
business lines conducted primarily by the Risk and Compliance function. 
 
The Risk Register is owned and managed by the Risk & Compliance function but is reviewed 
periodically by the ManCo, the ARCC and the BoB (UK) Ltd Board. 
 
The Risk Register applies a scoring methodology to identified risks, assessing them at an inherent level 
for their potential impact and likelihood and again at a residual level to reflect the application of the 
Bank’s mitigation and controls. 
 
The BoB (UK) Ltd Board has approved the scoring methodology employed within the assessment of 
risks in the Risk Register and is satisfied that this is aligned with the risk appetite, thereby ensuring 
that the risk appetite is at the forefront of the assessment of and reaction to each risk. Through the 
Risk Register therefore, there is a bottom up embedding of the risk appetite in all activities of the 
Bank. 
 
All material risks are documented and scored and risk mitigation plans have been included where 
necessary. 
 
The Risk Register is an integral part of the Pillar Two capital assessment as discussed later in this 
document. 

2.4 Risk indicators 

A risk indicator framework comprising early warning indictors and triggers provides on-going reporting 
and management information as to the status of the risks faced by the Bank. These risk indicators are 
calibrated in accordance with the Bank’s risk appetite and the risk scoring methodology and are 
designed to provide early warning indicators where risks are crystallising or when increased 
management attention may be required. 
 
The risk indicators are orientated around the risks identified in the Risk Register and enable the Risk 
function and the ManCo to monitor the status of the risks, providing an early warning system for any 
alterations in the status of these risks.  They are closely aligned with separate liquidity and recovery 
and resolution planning work undertaken by the bank. 
 
The risk indicators are reviewed by ManCo monthly or more frequently as required. 
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2.5 Risk Control Self-Assessments (RCSAs) 

RCSAs are undertaken for key business areas to determine the amount of residual risk that the Bank is 
willing to bear which are being monitored using KRIs.   
 
  Current RCSAs have been undertaken for: 

a) Treasury 
b) Trade Finance 
c) Operations 

 
Additional controls are implemented where residual risks are not accepted by the Board.  

2.6 Risk policies and procedures 

Risks to which BoB (UK) Ltd is exposed are managed and/or mitigated through a combination of tools, 
including: 
 

a) Controls/procedures designed to address specific risks, e.g. accounting controls; 
b) Specific policies to address risk areas, e.g. Market Risk and Operational Risk policies;  
c) Appropriate segregation of duties; and 
d) Operating / procedures for each department/business line. 

 
In accordance with the overall Pillar 2 rule in GENPRU 1.2.30, BoB (UK)’s risk management framework 
has been developed to take into consideration every applicable source of risk, including the categories 
listed in GENPRU 1.2.30 (2) as described in the section below. These risks are monitored by the Risk & 
Compliance Department and reported through the Risk Dashboard which is distributed to the ManCo, 
ARCC and BOB UK Board.  

2.7 Risk Profiling 

Risks calculated under Pillar 1 (May be subject to Pillar 2 addition following supervisory review) 
 

 
 

 
 
 
 
 
 
 
 
 

 Credit Risk 2.7.1

The risk of reduction in earnings and/or value, as a result of the failure of the party with whom the 
Bank has contracted to meet obligations (both on and off balance sheet) as they fall due. 

 

Credit risk is the largest calculated risk for the Bank which is logical as it focuses on wholesale business 
for banks in non-equivalent jurisdictions that are subject to higher counterparty weightings. The 
Bank’s risk weighted assets (RWAs) as of 31/12/18 were £332.5m. 

 The base case (31.12.2018) position 
shows credit as the largest Pillar 1 risk  

 This is logical for a bank that focuses on 
wholesale business 

 Contingent liabilities are a significant 
element and this is aligned with a 
strategic focus on short-term trade 
related business transacted on behalf 
of many clients that are 150% risk-
weighted institutions 

 Market/Other risks not significant – no 
markets trading activity at BoB (UK) 



 

23 of 33 
 

Operational Risk Capital 

Requirement
2015 2016 2017 Total

Net interest income 4,927,564       5,774,229       7,300,567       18,002,360     

Net non-interest income 7,828,716       8,125,695       10,717,617     26,672,028     

Total Operating income 12,756,280 13,899,924 18,018,184 14,891,463     

ORCR                      (3 year avg x 15%) 2,233,719

27,921,493   Total Risk Exposure Amount

 Market Risk Relevant to BoB (UK) 2.7.2

Foreign Exchange 

The risk that changes in foreign exchange rates will affect the Bank’s income or the value of its holdings 
of financial instruments. 
 

The Bank does not take trading positions in any FX products and the deemed risk in the base case at 
31.12.2018 is less than £1,000.00.    

Interest Rate 

The risk that changes in interest rates that will affect the Bank’s income or the value of its holdings of 
financial instruments.  For the Bank, exposure to interest rate movements arise where there is an 
imbalance between floating and fixed rate and non-rate sensitive assets and liabilities. 
 

There is no specific Pillar 1 charge for Interest rate risk at 31.12.2018.  Fixed rate instruments are 
restricted to HQLAB holdings which are zero risk weighted, marked to market daily, funded from free 
capital and currently yield < 0.5%, so absent G-7 sovereign credit default, have limited ability in 
practice to undermine the capital position of the Bank.   A pillar two (a) capital add-on has been 
deemed necessary in addition to Pillar 1 requirements. This is based on the economic impact of a 200-
basis point shift in interest rates which is the standard regulatory interest rate risk stress applied in 
quarterly returns.  The financial impact is approximately £1.0m at 31.12.2018. 

Operational Risk 

The risk of material adverse impact resulting from inadequate or failed internal processes, systems and 
personnel or from events external to the Bank. It includes potential losses caused by a breakdown in 
information or transaction processing and settlement systems and procedures, human errors, non-
compliance with internal policies and procedures, including the possibility of unauthorised transactions by 
employees. Key personnel are an important risk within a small organisation.  
 

The Pillar 1 requirement is determined through the ‘Basic Indicator Approach’ in which the operational 
risk capital requirement is obtained by averaging the previous three year’s gross income and 
multiplying the figure by 15% as per the table below: 
 

 
 
 
 
 
 
 

 
 
Several Pillar 2 (a) capital add-ons have been deemed necessary in addition to Pillar 1 requirements 
due to the inherent nature of the Bank’s operating processes and systems. Any risk identified within 
the risk register, which is beyond the risk appetite threshold is reviewed for the requirement of capital 
add-ons.    Register items that are assessed at above “Medium Low” grade will be considered for a 
Pillar 2a add-on with the amount linked to the matrix defined in section 4.1 of this document.    
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Credit quality 

step
Fitch’s assessment

Gross Exposure as at 

31st Dec 2018 (£M)

As a % of Total Gross 

Exposure

Net Exposure as at 

31st Dec 2018 (£M)

As a % of Total Net 

Exposure

1 AAA to AA- 185.08 26% 185.08 29%

2 A+ to A- 94.27 13% 94.27 15%

3 BBB+ to BBB- 53.64 8% 53.64 8%

4 BB+ to BB- 1.14 0% 1.06 0%

5 B+ to B- 226.94 32% 187.17 29%

6 CCC+ and below 107.42 15% 87.04 14%

7 Unrated 39.72 6% 28.40 4%

 TOTALS 708.21 100% 636.65 100%

Geographic Region
Gross Exposure as at 

31st Dec 2018 (£M)

As a % of Total Gross 

Exposure

Net Exposure as at 

31st Dec  2018 (£M)

As a % of Total Net 

Exposure

United Kingdom 192.29 27% 184.95 29%

North America 57.99 8% 57.99 9%

South/Latin America 0.00 0% 0.00 0%

Western Europe 133.05 19% 130.40 21%

 Asia & Pacific 1.41 0% 1.33 0%

Middle East & North Africa 100.41 14% 80.64 13%

Sub-Saharan Africa 223.05 31% 180.67 28%

 TOTALS 708.21 100% 635.97 100%

2.8 Other Risks (Only captured under Pillar 2) 

 Liquidity Risk 2.8.1

The risk that Bank does not have sufficient financial resources to meet its commitments when they fall 
due (or can secure them only at excessive cost), or that the Bank does not have sufficient stable and 
diverse sources of funding, or that the funding structure is inefficient. 
 

An ILAAP is updated annually by Risk and Finance.  The ILAAP is reviewed by Treasury, Internal Audit 
and the ManCo and approved annually by the ARCC and the BoB (UK) Ltd Board. The Bank’s L-SREP 
assessment was concluded on 12th December, 2017 with no pillar 2 add-on required by the regulator. 

 Concentration Risk  2.8.2

The risk that the Bank suffers from lack of diversification, becoming exposed too heavily in one 
counterparty, industry or geographic segment. 
 
Concentration by Risk Weighting 
 
 
 
 
 
 
   
 
 
 
 
 
The higher quality risk weightings apply to low earning liquidity placings whereas the lower assessed 
credit quality exposures arise from better priced trade-related lending to niche market companies and 
banks. 
 
Concentration by Geography 
 
Notwithstanding the mitigating effects of regulatory single obligor and connected counterparty rules, 
BoB (UK) has a marked concentration of exposures to clients in MENA and Sub-Saharan Africa.   
The position as at 31st December 2018 is set out below. 
 
 
 
 
 
 
 
 
 
 
 

The 2018 ICAAP models concentration risk at 4.95% of RWAs using the PRA’s prescribed HHI Index 
mapping, which is broken down by sector, geography and single-name concentration.  This is by far 
the largest factor in determining the Bank’s Pillar 2a add-on amounting at 31.12.2018 to £16.46m. 
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 Insurance risk 2.8.3

The risk that an insurance contract is not available to cover a risk that is not otherwise accepted by the 
Bank or that an insurer reneges in part or in full on their obligation. 
 

The Bank is not involved in writing insurance cover for third parties and as such its exposure is limited 
to the payment of excesses under banker’s blanket bond and other insurances or loss of cover 
because of a lack of available markets.  The Bank does not take credit insurance over any part of its 
loan book.   

 Pension Fund Risk     2.8.4
 

The risk that the pension promises made to employees under a defined benefits pension scheme will 
require higher levels of contribution by the firm than originally envisaged. 
 

Pension obligation risk is not applicable to BoB (UK) Ltd which offers a defined contribution benefit to 
its staff. 

 Securitisation Risk 2.8.5

The risk that in securitising and selling on a portfolio of pooled assets to investors, there remains 
recourse to the seller for risks that were not adequately identified and passed on at the point of sale.      
 

Securitisation risk is not applicable to BoB (UK) Ltd as the Bank does not securitise its assets. 

 Residual Risk 2.8.6

The risk that remains after all efforts have been made to mitigate or eliminate risks associated with 
a business process or investment. After a risk assessment, a residual risk may be known but not 
completely controllable, or, it may not be known. In either case, the residual risk is assumed by 
whoever owns the investment or the business process. 
 

The Bank has considered credit risk mitigants in calculating its minimum pillar 1 capital requirements. 
However, for exposures which have been appropriately reduced by the value of collateral held whilst 
applying risk weights, there remains a residual risk that the full value of collateral as determined by 
the Bank may not be realised.  
 
Inherent and Residual Risks are further identified through the Risk Register which is maintained by Risk 
& Compliance and reviewed monthly by ManCo and 6 times per annum by ARCC.   

 Business Risk / Strategy Risk 2.8.7

The risk that the Bank’s viability is undermined by a fatal flaw in strategy. 
 

BoB (UK)’s Board uses a combination of annual budgeting and strategic planning to reassess its 
business direction at regular intervals.  The core products are tried and tested and remain in demand 
in the markets served by the Bank and also aligned with the parent and 100% shareholder.   

 Group Risk 2.8.8

The risk that BoB (UK) is connected with the wider BOB Group in such a way that the financial 
soundness of any one member may affect the financial soundness of the other(s), or the same factors 
may affect the financial soundness of both or all of them. 
 

BOB (UK) deals with this risk via separate capitalisation and regulation in London and the appointment 
of a separate Board with independent non-Executive Directors part of whose role is to seek to ensure 
that mind and management remains in London.  There is also a finite limit of 25% of capital resources 

http://www.investorwords.com/3075/mitigate.html
http://www.investorwords.com/9563/eliminate.html
http://www.investorwords.com/4292/risk.html
http://www.investorwords.com/623/business.html
http://www.investorwords.com/2599/investment.html
http://www.investorwords.com/19331/risk_assessment.html
http://www.investorwords.com/3563/own.html
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in respect of unsecured credit granted by BoB (UK) to all other members of the BOBSAL Group in 
aggregate.   
 
As a standalone entity, the Bank has sufficient capital and liquidity to be able to self-determine its fate 
in the unlikely event of a failure of the wider group. These issues are more closely reviewed within the 
Bank’s Recovery and Resolution Plan (RRP). 
 
BOBSAL manages this risk by using its international experience to provide policy guidance and 
technical support and ensuring that risks are monitored on a Group basis.  In particular, the Group 
Financial Credit Committee is required to give its non-objection to any exposure proposed by BoB (UK) 
that exceeds credit authorities delegated to management by the Board.  

 Legal, Regulatory and Compliance risk 2.8.9

The risk that changes in the regulatory environment impact the Bank’s strategic objectives or business 
activities or that it fails to meet expected regulatory standards. 

The Bank has a number of policies in relation to legal, regulatory and compliance risk and a dedicated 
compliance department. In accordance with the three lines of defence, compliance is the 
responsibility of all members of staff. A Compliance monitoring plan and compliance training 
programmes are in place in order to provide on-going monitoring and targeted reviews of the Banks 
key business areas and to identify and minimise this risk. The key metrics and outputs of these work 
streams are periodically reported to the ManCo, ARCC and BoB (UK) Ltd Board. 

During the period covered by the ICAAP, the UK will take forward its plans to leave the EU.  Brexit is 
not generally considered to be of great significance to smaller US$ centric trade banks such as BoB 
(UK) that finance insignificant amounts of EU-UK trade.  Given a branch presence in Frankfurt it is an 
issue that will be kept under close review by the Board with a view to maximising any long-term 
opportunities.  

 Reputational Risk  2.8.10

The risk of loss of potential business because the character or quality of an entity has been called into 
question. 
 

BoB (UK) Ltd relies upon a reputation for integrity in order to maintain its existing business and to 
pursue its strategies for growth and new business.  BoB (UK) and the wider Group have no appetite for 
reputational risk and its far reaching and lingering consequences which were felt at first hand 
following a fine imposed on the business by the UK authorities.   

 Money Laundering and Terrorist Financing Risk  2.8.11

The risk that the Bank could be used as a vehicle to launder the proceeds of financial crime or to 
finance terrorism. 

Maintaining robust AML/CTF defences is a key priority for the Bank.  The nature of the Bank’s client 
base is such that a majority of clients are located in high risk jurisdictions where the involvement of 
Politically Exposed Persons (PEPs) is typically higher. This gives rise to the need for enhanced due 
diligence in managing relationships and transaction processing.    

BoB (UK) has an Anti-Money Laundering Policy which is managed by the Head of Risk & Compliance 
(“HRC”) (who is also the MLRO) and reviewed and approved by the Board. The HRC provides periodic 
reports to the ManCo, ARCC and the BoB (UK) Ltd Board on matters in relation to money laundering 
risk.  Compliance uses the Accuity system in order to screen transactions for sanctions. All bank staff 
receive annual training on Anti-Money Laundering and financial crime and the controls to detect and 
prevent criminal activity are embedded in the organisation throughout the three lines of defence. 
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2.9 Risk reporting 

A fundamental facet of the risk management framework is the reporting and management 
information that is produced. The communication of risk and in particular any changes in existing risk 
profile to senior management is critical in allowing them to understand where the risk to the business 
is and to be comfortable that the Bank is operating within its risk appetite and agreed limit structure.  
 
Currently, the Risk/ALCO dashboard alongside daily exposure reports are submitted to the ManCo for 
review; Minutes and where required the papers of the ManCo are submitted to the Board. 
 
There is reporting to the ManCo by exception in relation to any limit breaches. 

2.10 Internal Audit 

The day-to-day business of the Bank is subject to a system of internal controls which incorporate 
financial, operational and compliance controls and risk management systems. The effectiveness of the 
internal control system is reviewed regularly by the independent Internal Audit function. Internal 
Audit reports to the ARCC and provides assurance to the BoB (UK) Board that the system of internal 
controls achieves its objectives and highlights gaps and areas for improvement. 
 
The Bank’s staff complement includes a full time auditor who follows a risk-based testing plan that is 
approved annually by the ARCC. Internal Audit provides independent assurance that the risks facing 
the organisation are being managed appropriately and that approved policies and procedures are 
being adhered to. 
 
The ManCo reviews all Internal Audit reports and examines any findings for indications of previously 
unidentified risks or failings in contrls. The HRC as a permanent invitee of the ARCC may also request 
that the committee commissions Internal Audit to perform reviews on specific areas of risk within the 
Bank. This arrangement does not impact on the impartiality of Internal Audit which retains the 
autonomy to select any additional areas to be reviewed. 
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3. RISK APPETITE STATEMENT 

3.1 Alignment with Business Objectives 
 
The key business objective of the Bank is to provide the clients of the wider BOB Group with access to 
a key financial centre, to key markets and to a multitude of exporters, industrialists and other 
businesses.  As part of this process it will intermediate in the trade supply chain between 
predominantly Lebanese related businesses and their trading clients worldwide.   
 
Within this overall objective the Bank seeks to: 
 

 achieve Business Growth in the designated target areas 

 achieve enhanced Profitability and Earnings 

 maintain Capital Adequacy 

 ensure sufficient Liquidity to meet its liabilities as they fall due 

 Comply with both the spirit and letter of regulatory requirements in relation to governance 
and risk management 

 
Risk Appetite is the level of risk the Bank chooses to take in pursuit of its strategic objectives. It 
differentiates clearly between “Inherent Risk” and “Residual Risk”.   This appetite is embedded in the 
risk register, which encapsulates BoB (UK)’s approach to identified risks through the assessment and 
subsequent response of the Bank to those risks.  Aligned to the Risk Register is the risk indicator 
framework which is calibrated in accordance with the risk appetite and through which the businesses 
and support functions report to the ManCo and provide on-going commentary as to the status of risks.  
This allows the ManCo to track any trends or deterioration in individual risks. 
 
The risk appetite also drives the new product approval process, which ensures that any changes to the 
risk profile must first go through several governance and oversight stages. 
 
3.2 Inherent Risk 
 
The inherent risk of the Bank’s markets and clients is predominantly high given the geographic 
concentration of activities in emerging markets that are classified as high risk by internal compliance 
benchmarks. 
 
The inherent product risk is low from a credit perspective (historically very small probability of default 
for confirming export letter of credit transactions in respect of essential goods on behalf of established 
counterparties) and insignificant in relation to market risk given the absence of a treasury trading 
book. 
 
As a wholesale-orientated institution involved in transactional banking, operational risk is significant, 
but mitigated by a substantial majority of business being conducted with institutional clients.   
 
3.3 Mitigation 
 
In recognition of the relatively high risk from financial crime and money laundering and the 
political/economic risk prevalent in its niche markets, BoB (UK)‘s Board and senior management mirror 
the parent’s risk averse strategy.  As a result, it ensures that the pricing of its products and the tangible 
or liquid collateral required take full recognition of the risk. Pricing is adjusted where appropriate to 
recognise the inherent risk characteristics of particular products and clients, and the availability of 
security. This is particularly relevant with respect to the provision of Correspondent Banking Services 



 

29 of 33 
 

and commercial lending where pricing is generally on a case by case basis.  The recruitment and 
retention of suitably qualified staff are also critical to the success of the business model. 
 
Operational risk is mitigated via regular review and update of operational procedures, the analysis of 
operational losses and near miss incidents, and rigorous enforcement of four-eye principles.  In the 
case of payment or negotiation of documents under letters of credit, up to three levels of control are 
carried out.  The Bank also has robust and regularly tested business resilience arrangements, including 
off-site disaster recovery and a suite of insurances that cover losses arising from employee fraud. 
 
All new products and material outsourcing arrangements are subject to detailed review and sign-off by 
stakeholders in the first two lines of defence and notified to internal audit.   
 
The amount of risk that can be taken is also function of the availability of market counterparties and 
correspondents to process the Bank’s business, and which are in both cases limited by the relatively 
small absolute financial capacity of the Bank. 

 
3.4 Residual Risk Linked to ICAAP 
 
The Bank’s risk appetite is considered to be compatible with its desire to support business growth, 
maintain capital ratio targets and achieve desired profitability as well as satisfying regulatory 
requirements in all respects. 
 
The Bank holds capital to protect its shareholder against excess volatility of returns as well as business 
failure. This can be defined as its Economic Capital which can be looked upon as the “true” capital 
required for running the Bank. The Bank’s Risk Appetite is the level of risk that the BoB (UK) Ltd Board 
and therefore the parent company are willing to take in pursuit of its business objectives whilst 
accepting a limit to volatility and maintaining a cushion against failure.  
 
The Bank’s ICAAP is the equivalent of this and has been worked out based on its risk appetite and 
projected growth. `Ultimately, Risk Appetite is expressed in this statement as the Bank’s appetite for 
earnings volatility in its key business areas arising from the main risk areas’ of credit, market and 
interest rate, operational, regulatory and reputational risk. 
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4. RISK IDENTIFICATION AND ASSESSMENT 

4.1 Definition of a material risk 

BoB (UK) Ltd defines a material risk as a risk that falls beyond the Risk Appetite Frontier, which is 
defined as the boundary between a risk rated ML and MH, at the inherent level. A risk with this rating 
could not, without pre-defined management action and or capital allocation, be easily absorbed by the 
Bank.  The majority of risks will be brought within the Risk Appetite Frontier at the residual level 
through the Bank’s systems and controls. 
 
 

 
 

4.2 Risk identification 

The Bank uses the following tools to identify potential risks: 
 

a) Analysis of historic events / management information; 
b) External Auditors; 
c) Internal Audit; 
d) Risk Register; 
e) Risk indicators 
f) Risk reviews; 
g) Risk Dashboard 
h) ARCC; and 
i) Three lines of defence. 

 
The HRC is responsible to the ARCC and ultimately to the BoB (UK) Ltd Board for ensuring that risks are 
measured, identified, managed and/or mitigated.  Bank of Beirut (UK) Ltd.’s risk management 
framework is in place to ensure that the ManCo remains in control of the risks faced by the Bank and 
takes appropriate action where necessary on behalf of the BoB (UK) Ltd Board. 
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The ManCo is responsible for ensuring that the tools used to identify, assess, monitor and escalate risk 
events are proportionate and effectively implemented. 
 
All Bank staff has a responsibility for communicating risks identified to the HRC, for inclusion in the 
Risk Register in accordance with the Risk Identification Policy.  Any adverse findings by Internal Audit 
that may be of concern to BoB (UK) Ltd will be considered by the ARCC for inclusion in the event log 
and the Risk Register. 
 

4.3 Risk monitoring 

The ARCC monitors and assesses the risks once a quarter, or more frequently if required, via a review 
of the Risk Register.  This review includes consideration of the continued appropriateness of the scores 
attributed to each risk in the Risk Register and determines mitigating action where required.  Any 
actions identified are captured in the Risk Register’s action log, and individuals are allocated 
responsibility for reporting back to the committee on progress against dates and anticipated 
deliverables as agreed by the ARCC. 
 
Each Risk Register assessment includes consideration of potential risks, as well as consideration of 
those risks already recorded in the Risk Register, and the extent to which previous mitigating action 
has been successful. 
 
The risk indicators that relate to the Risk Register are reviewed on a more frequent basis, usually at 
the ManCo’s monthly meetings. 
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5. REMUNERATION 

5.1 Overview 

In accordance with the Capital Requirements Regulation remuneration disclosure requirements, as 
further elaborated in the FCA’s General guidance on Proportionality: The Remuneration Code (SYSC 
19A) & Pillar 3 disclosures on Remuneration (Article 450 of the CRR), the Firm falls within 
proportionality level 3 and is required to provide the following disclosures regarding its remuneration 
policy and practices for those categories of staff whose professional activities have a material impact 
on its risk profile. 
 
BoB (UK) Ltd has an established remuneration policy which is reviewed and upheld by the 
Remuneration and Nominations Committee of the Board in accordance with the FCA’s Remuneration 
Code. The Committee is responsible for establishing, implementing and maintaining remuneration 
policies, procedures and practices that are consistent with and promote sound and effective risk 
management.  

5.2 Information on pay & performance link 

As per CRR Article 450(b) BoB (UK) Ltd uses a combination of fixed and variable compensation where 
the fixed component is considered to be a sufficient proportion of the overall remuneration package 
as to allow the firm to operate a fully flexible bonus policy. BoB (UK) Ltd currently sets the variable 
component in a manner which takes into account the individual performance, performance of the 
individual’s business unit and the overall results of the firm. Staff performance is formally evaluated 
and documented at least once annually. Such assessments also consider the staff’s contributions in 
promoting sound and effective risk management where appropriate.  
 

5.3 Remuneration of key management personnel 

The remuneration of the directors, who are the key management personnel of the Bank, is set out 
below in aggregate for each of the categories specified in IAS 24 Related Party Disclosures.   

 

 

 

2018 

£ 

 

 

2017 

£    

Short-term employee benefits 777,317 702,064 

Post-employment benefits 40,838 49,853 

   

 818,155 751,917 
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6. Asset Encumbrance 

6.1 Overview 

Asset encumbrance occurs when assets are used to secure creditors’ claims so that they are no longer 
available to unsecured creditors in the event of a firm’s failure. The PRA considers that this is the case 
where assets is, either explicitly or implicitly, pledged or subject to an arrangement to secure, 
collateralise or credit enhances a transaction. 
 
On May 2014, the Prudential Regulation Authority (PRA) introduced changes to the Liquidity Standards 
outline in BIPRU 12.3 and 12.4 listing further requirements and guidance for the risk management of 
asset encumbrance. 
 
BoB (UK) Ltd is aware of the regulatory requirements and has established the necessary reporting 
framework to facilitate continuous monitoring of the encumbrance position.  
 
The Bank’s policy is not to permit any asset, either explicitly or implicitly, to be pledged or subject to 
an arrangement to secure, collateralise or credit enhance a transaction.  There were no asset 
encumbrances as of 31/12/2018.  
 


