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Habibsons Bank Limited

Strategic Report 2013

The Bank 15 an authorised institution under the Financial Services and Markets Act 2000 (as amended
2012) and regulated by the Financial Conduct Authority (FCA) and Prudential Regulation Authonity
(PRA) It provides a range of banking products and services including Trade Finance, Funds Transfers
(including electronic remittances), Foreign Exchange & Money Market dealings, Depository Products
and Fiduciary Products (Deposits and investments) The Bank is a subsidiary of Habib Allied
International Bank Plc together the “Group”

Business Review

2013 was a challenging year for the Bank as the Group was consohidating its operations 1n an effort to
derrve synergies through moving Into a one bank model subsequemt 1 us acquisthion of dns bank Ay
the same time the Bank 15 adapting a more rigorous and robust nisk monitoning system and credit
policies As a niche market player, we are re-shaping our business m line with the Group’s Business
model and objectives

There are three pnimary business models that define our path to achieving our objectives

First 15 our business with the South Asian community Continuing our focus on the customized but
vanilla products with enhanced personahised service, leveraging our strength through our extensive
presence in South Asian market. Second 15 to focus on the financing of trade, both funded and non-
funded, which 15 the core strength of the Group based on its cross border relationships as well as an
extensive distribution channel for down-selling The third 1s concentrating on a niche within our target
market 1.6 segmenting our customer base for enhanced focus on the high net-worth customers seeking
Wealth Management

The Bank, as per the busmess model of the Group, continued to focus on the Deposit Franchise,
Customer Loans & Advances, Trade Finance and Prnivate Banking Durning the year, the Risk
Management infrastructure was strengthened through a comprehensive review of the process and seeks
to follow best market practice This resulted in ngorous portfolto monitoring, strict controls and
remedial management of impaired accounts

On the Deposit Franchise front, average customer deposits decreased by 4% to £191M This decline
was a result of an 8% attrition 1n term deposits while the CASA improved by 2% to £82M

During the year, the Bank was able to double the size of its mvestment portfolio consisting of
Sovereign, Corporate, and FI exposures This portfoho increased to £135M with a yield of 1 32% which
was shghtly lower than the targeted yield, however, the posiive variance in volume mitigated the
shortfall 1n yield Average Customer advances decreased over the year to £55M, a decrease of 12% as
compared to target The yield on advances of 3 54% remained shightly under budget of 3 §2%

The net interest income of the Bank remained exactly as per budget at £3.3M, The non fund based
income remained at the same level at £3 1M although slightly behind the budget target due to a shortfall
m Pnvate Banking income

Despite all the premerger challenges, the Bank was able to reduce its expenses by 3% to £5 9M and
ended with a pretax profit of £359,000
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Key Performance Indicators

Directors used certain key performance indicators (KPIs) to monitor the business, these indicators are
used to measure profitability, capital and hiqumdity of the Group

Future Outlook

Overall 2013 remamed a year of consohidation for the bank, adapting itself to the new structure while
merging into a one bank model The UK economy grew by 1 90% 1n 2013, the strongest annual growth
rate n six years, brightening the economic environment i which we operate and after some revival 1n
the housing market, the business investment sector 1s ikely to gather pace this year

The Group 15 presently in the process of completing the legal merger of the two entities which will
provide further consohidation of the operating model through convergence to a smgle IT platform
Gong forward, the Group’s strategy will be to focus on leveraging an enhanced network and expenence
through synergizing the merged operations and relahonships with existing customers and partners The
Group will be concentrating 1ts efforts on the steady growth of the Deposit Franchise, Remittances,
Investments, Private Banking and Trade business which should lead to an improvement mn both the
Fund based and Non Fund based Income

Principal Risks and Risk Management

Principal risks: Banks are, by their very nature, in the risk business and managing nisk 15 an ntegral
part of banking The Bank 1s primarily exposed to credit nsk, market risk (including interest, FX and
liquedity risks), operational risk (including nisk of non-comphance with regulatory requmrements) and
reputational risk All these risks are managed through adherence to documented policies and procedures
together with a high level managenal oversight of the Bank’s operations

Given the conditions in the financial markets, the Bank has consciously adopted a strategy to maintamn
adequate liquidity at al! times, both 1n terms of amount and quality, to ensuze that it continues to meet
1ts obligations as they fall due The Bank regularly reviews 1ts asset / liability matunty mismatches and
maintans hquidity gaps within prescnbed limits

Risk Management: Risk management involves the 1dentification, analysis, evaluation, acceptance and
mutigation of all financial and non financial nisks that could have a negative mmpact on the Bank's
performance and reputation The Board of Directors has overall responsibility for the establishment and
oversight of nsk management and continues to maintain a “Risk Averse” policy The Bank has
established Risk Management systems and controls to ensure that all of its principal risks are 1dentified
and that policies and monitoring processes are n place to mutigate them The Bank’s risks are managed
taking 1nto account several main principles including responsibilities for their management and control,
assessment and measurement of all identified nsks with a balance between nisk versus return and
undertaking periodical review of nsk policies and the control framework to ensure optimal capital
allocation and util1sation

Those nsks 1dentified 1n the Bank’s nisk registers are at a level commensurate with current business
operations and the proposed Business Plan With regard to credit nisk, given the unprecedented
conditions 1n the market and economy, the controls 1n tius area have been strengthened with additional
oversight to ensure regular stress testing of the portfolio and a focused strategy 1s adopted for managing
stressed borrowers,




Habibsons Bank Limited

With a view to maximizing sharehoider value, the nsk management systems seek to ensure that the
Bank’s nsk profiles are aligned to available financial and non-financial resources To ensure this, the
Board of Directors has established

¢ Defined, clear and coherent Risk Management systems and controls covenng various types of
risks to the Bank to ensure that all of its principal risks are identified and that internal
momtoring processes, procedures and controls are 1n place to mitigate them,

e Group Risk Appette Statement sets defined nsk lumts and tolerance levels for each
underlying risk 1n relation to Regulatory Limits, Credit and Market risk and 1n accordance
with the underlying financial resources,

» Enhanced systems and centrols / Risk Reporting System to manage and monitor the core risk
related to Capital, iquudity and Credit,

s Suntable forums for discussing, monitoring and managing these nsks All key decisions are
subject to the “four eyes” princtple,

* A Risk Management Framework which sets out the constitation, reles and responsibilities of
the Board of Directors, Non Executive Directors, all the Commmttees, Chief Executive
Officer, and Management

To enable a better and more focused attention to the affairs of HBL UK, mcluding the oversight of 1ts
subsidiary, Habibsons Bank, the Board has established a number of Commttees, each with defined
terms of reference, scope of work, roles and responsibilities to prepare the ground work for decision
making and tc assist the Board in momtoning the implementation of the policies, processes and
procedures

All sigmficant matiers discussed and decided at each meeting of the Board Commuttees are reported to
the Board by the Chairmen of the respective Commuttees

» Audit and Comphance Commuttee
» Group Risk Management Commuttee
» Group Human Resources Committee

The Risk management disclosures as required under Pillar III are avaiiable on the HBL UK's website
www habibbankuk com These disclosures under Pallar IIT include a detailed risk management analysis,
Capital Management and details of overdue and impairment exposures

Base] II Capital Resource Requirement: Under the Capital Requirement Directive, the Group has
adopted the Standardized Approach to credit nsk and the Basic Indicator Approach to operational risk.
The Bank has implemented the Basel II Capital Resource Requirement and maintains its capital
adequacy within the Individual Capital Guidance (ICG) received from the Regulator after a supervisory
review of the Statutory Liquidity Review Process (SLRP) The Bank has remamed in comphance with
1ts ICG requirements that include mamntaining a Capital Planning Buffer (CPB) dunng the year
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Capital Requirement Directive and Capital Requirement Regulation (CRD IV) The Bank 1s fully
geared to adopt the requirements and guidelines 1n relation to the Basel 111 CRD IV The new directive
apart from other things pnmanly focuses on enhancing the quality of capital, emphasis on cote tier |
capital, strengthening capital requirements for counterparty credit risk resulting i hgher Pillarl
requirements and introducing new capital buffers 1 e, capital conservation and countercyclical buffers

Liquidity Management: Under the hiqudity regulations, the Bank has implemented the regulatory
requirements for iquidity risk management including embedding systems and controls overseen by the
Group Asset and Liability Commuttee (ALCO)

The Bank mamtamned adequate hqudity during 2013 and placed surplus hquidty 1in high quality
Investments

Money Laundering and Terrorist Financing: The Bank has adopted a nsk based approach to prevent
financial crime Documented policies and procedures are in place to combat money laundermg and
terronst financing which are independently monitored by the respective MLROs of the two banks and
the Group’s Comphance Department. All employees at regular mtervals and new employees at the time
of joining the service of the Bank receive Anti-Money Laundering training to ensure that they rematn
aware of the risk of money laundering and terronst financing while conducting business activities.

The Bank mamtains appropriate customer screenmg, momitoring of transactions and related due
dihgence procedures that are designed to prevent the Bank from doing business with entites on
sanctions hists To check funds transfers to or from a person / entity on any of the various sanctions list,
all transactions are monitored and filtered on a real time basts through a robust automated software
solution

Internal Controls: The system of internal contro! 15 based on an ongoing process designed to identify
the principal nisks which are inherent 1n the Bank’s business, to evaluate the nature and extent of those
risks and to manage them efficiently and effectively.

The Bank’s system of internal control inciudes appropriate levels of authorisation, segregation of duties
and linuts for each aspect of business There are established procedures and MIS for regular reporting
of financial information Financial reports are presented to the Board 1 each of its meetings detailing
results and other performance data

Management assumes the responsibility of establishing and maintaining adequate internal controls and
procedures while the Board of Directors is ultimately responsible for the internal control systems For
this purpose the Bank has developed Procedure Manuals that are followed when conducting the various
banking transactions These Procedure Manuals are revised and updated as and when approprate

The Internal Audit function of the Bank reviews the adequacy and implementation of mnternal controls
on a regular basis and deficiencies, if any, are followed up until they are rectified. Status of the
unresotved significant 1ssues 1s reviewed by the Audit and Comphance Commuttee (ACC) 1n each of its
meetings An audit programme 15 agreed annually with the ACC and the Bank's Head of Audit presents
a summary of audit reports completed during the period and provides any explanation required by the
Comnuttee
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Treating Customers Fairly: The Bank fully supports the Regulators mitiative on ‘Treating Customers
Fanrly’ (TCF), and has adopted a proactive approach to ensuring compliance with Principle 6 of the
Financial Conduct Authority (FCA) ‘Principles for Businesses’, which states “a firm must pay due
regard to the nterests of its customers and treat them fairly” The Board and semor management
continues to ensure that the concept of TCF 1s fully embedded into the culture of the Bank at all levels
Palicies are 1n place to gwde employees n understanding how they can help the Bank dehiver on the
commitment

The Bank has a complants handling procedure and encourages customers to report instances where the
Bank’s service fails short of the expected high standards This commitment remains a prionty for the
Bank

Anti-Bribery Policy: The Bank places great value on all of 1ts assets Among those assets, reputation of
the Bank 15 at the core of its pnonties The Board, semor management and every employee has a
significant role to play 1n preserving and nurturing the Bank’s reputation for honesty, integnty, and fair
play in dealing with fellow employees, customers, regulators, supphers and the general public The
Bank expects all employees to conduct themselves 1n accordance with the ighest standards of personal
and professional integrity and to comply with all laws, regulations, corporate policies and procedures

The Bank has adopted a formal Anti-Bribery Policy for the prevention of bribery and has zero-tolerance
towards any type of bribery Staff members are required to report any bribery that comes to their
attention The Policy clearly states that any person found in breach of this Policy will expose
themselves to disciplinary proceedings and possible prosecution

By order of the Board of Ihrectors

M—/
Bande Hasan
Chief Executive Officer
9 Portman Street, London

Dated 04 March 2014
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Directors’ Report

The Durectors are pleased to present their Annual Report and Audited Financial Statements together
with the Auditors’ Report for the year ended 31* December 2013

Management

The management team of the Bank consists of seasoned professionals with diverse and complementary
skills in vanous backgrounds as well as depth of experience in their area of operations Over the years,
these executives have brought their knowledge, expenence and leadership to bear 1n the development

and delivery of solutions to meet the needs of the customers, and n the process contnbuting to
sustarming the rerformance of the Rank

Financial Performance - Results

The financial statements for the year ended 31* December 2013 are set out 1n detail on pages 11 to 27
The profit on ordinary activities before tax for the financial year amounted to £359,000

The Directors do not propose the payment of a dividend for the year (2012 Nil)

The Bank’s financial statements have been prepared on the gomg concern basis which the Directors
consider to be appropnate as there are no matenal uncertainties that may cast sigmficant doubt about
the bank’s ability to continue as a going concern This conclusion 1s based on the following

*  Review of the financial performance, outlook, principal risks and nisk management as discussed 1n
the Directors” report

*  Detailed assessments carried out by the management 1n respect of key areas of the Bank such as
the lrquidity, capital management, profit projections and hitgation covering a penod of twelve
months from the date of signing the balance sheet

The Group Risk management disclosures as required under Pillar I are available on the parent bank’s
website www habibbankuk com The disclosures under Pillar III include a detailed nsk management
analysis, Capital Management and details of overdue and impaired exposures

BOARD OF DIRECTORS

Current members of the Board are given below

Nauman K Dar Chairman

H D Habib Vice Chairman

Bande Hasan Chief Executive Officer
Anwar Zaid Non-Executive Director
Michael D Bendon Non-Executive Director
Patnick Quinn Non-Executive Director
David J Blatchford Non-Executive Director
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Directors Interests

None of the Directors who held office at the end of the financial year under review had any disclosable
nterest in the shares of the Bank No contract of sigmificance in relatron to the Bank’s business 1n which
a Director of the Bank has a matenal interest, whether directly or tdirectly, subsisted at the end of the
year or at any time during the year other than contracts entered 1n the normal course of business on an
arms iength basis or under a service contract.

Corporate Governance

The Board has ulumate responsibility for the proper stewardship of the Bank It meets regularly to
discharge ns responsitiimes for ali important aspects of the Bank s affairs, mciuding monitoring
performance, considermg major strategic 1ssues, approving budgets and business plans

The Board 15 firmly commutted to the highest standards of corporate governance The Bank’s corporate
govemance 1s closely directed towards regulatory and legal requirements alongside adherence to sound
business practices, transparency and disclosures to shareholders The Bank within 1ts relatonship with
its borrowers, depositors, shareholders and other stakeholders has always maintained 1ts fundamental
principles of corporate governance - that of integnity, transparency and fairness, seeking to provide an
enabling environment to harmonise the goals of maximusing shareholder value and maintamning focus
on customer confidence in the Bank

The corporate governance framework of the Bank 15 based on an effective and independent Board
which 15 not mvolved 1n the day-to-day management of the Bank The position of the Chairman of the
Board and CEQ are held by separate individuals The Board of Directors 1s entrusted with the
formulation of policy guidelines, objective setting, sirategic planning, orgamsational structure,
supervising business activities, reviewing performance of management, ensuring regulatory compliance
and safeguarding interests of the shareholders Management seeks to realise the Bank’s strategic goals
which are to maximse long-term shareholder value and to maintain the required standards of integrity
and transparency

Board meetings are held at least three times a vear, If required, additional meetings can be held to
discuss any specific item of critical importance The Company Secretary 1n consuitation with the CEOQ
and Chairman prepares a detailed agenda for the meetings Agenda papers and other explanatory notes
are circuiated to the Directors 1n advance The Directors have complete access to all information of the
Bank, and are free to recommend inclusion of any matter i the agenda for discussion Semor
management 1s also invited to attend the Board meetings as and when required, so as to provide
additional 1nput to the items or 15sues being reviewed or discussed by the Board. This also keeps them
informed of the Board's views

For smooth operation, risk management and momtoring purposes, the Board has formed various
commuittees. These Board Commuttees conduct detailed analysis and reviews of varnious policies and
critical 1ssues and ensure that the activities of the Bank are always conducted in accordance with
appropriate ethical standards. All the significant matters discussed and decided at each meeting are
reported to the Board by the Chairman of the respective Commuttees

The Bank has an independent Audit and Comphance function The Group Head of Audit reports
directly to the Chairman of the Audit and Complance Commuttee of the Bank who 15 an Independent

7
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Non-Executive Director The Commuttee reviews the Bank's mternal controls, Risk Management
Systems, statutory and regulatory compliance After detailed discussions on the findings of Internal
Audit as well as the statutory auditor’s reports, the Commuttee imitates necessary corrective actions
The Commuttee apprises the Board of Directors of any significant i1ssues and the corrective measures
mitated The Commuttee also follows-up implementation of 1ts varnious suggestions/recommendations
on a regular basis

The Chief Executive Officer, who reports to the Chairman and the Board, 1s empowered by the Board
of Directors for all operational 1ssues and day-to-day management of the Bank In carrying out his
duties he 1s assisted by senior management and the following commuttees

*  Group Asset and Liability Commuttee
= Management Committee
*  Credit Risk Commuttee

Code of Ethics

Every employee of the Bank has a significant role to play in preserving and nurtunng the Bank’s
reputation for honesty, integrity and fair play in dealing with feillow employees, customers, regulators,
supphers and the general public The Bank expects all employees to conduct themselves in accordance
with the appropnate standards of personal and professional integtity and to comply with all laws,
regulations, corporate policies and procedures

Acknowledgement

The Board of Directors takes the opportunity to express its thanks and grantude to all stakeholders
mcluding its customers for their continued support and cooperation without which the busmess growth
of the Bank would not have been possible

The Board of Directors also records its appreciation to the Management and Staff for their dedication,
commtment and team work

Directors Representation

The Directors who held office at the date of this Directors’ Report confirm that, so far as they are each
aware, there 15 no relevant audit information of which the Bank’s auditors are unaware, and each
Director has taken al! steps that he ought to have taken as a Director 1n order to make himself aware of
any relevant audit information and to estabiish that the Bank’s auditors are aware of that information

The Directors are unaware of any matenal events that have occurred since the end of the financial year
to the date of signing this report that could impact the financial health of the Bank

By order of the Board of Dhrectors

@W‘-—ﬂw——‘

Bande Hasan" v
Chief Executive Officer
9 Portman Street, L.ondon

Dated 04 March 2014




STATEMENT OF DIRECTORS' RESPONSIBILITIES IN RESPECT OF THE STRATEGIC
REPORT AND THE DIRECTORS' REPORT AND THE FINANCIAL STATEMENTS

The directors are responsible for preparing the Strategic Report and the Directors' Report and the
financial statements in accordance with applicable law and regulations

Company law requires the directors to prepare financial statements for each financial year Under that
law they have elected to prepare the financial statements m accordance with UK Accounting Standards
and applicable law (UK Generally Accepted Accounting Practice)

Under company law the directors must not approve the financial statements unless they are satisfied that
they give a true and fair view of the state of affairs of the bank and of its profit or loss for that period In
preparing the financial statements, the directors are required to

+ select smtable accounting policies and then apply them consistently;
*  make judgments and estimates that are reasonable and prudent,

*+  state whether applicable UK Accounting Standards have been followed, subject to any matenial
departures disclosed and explaned in the financial statements, and

+ prepare the financial statements on the going concern basts unless 1t 1S mapproprate {0 presume
that the bank will continue 1n business

The directors are responsible for keeping adequate accounting records that are sufficient to show and
explain the bank's transactions and disciose with reasonable accuracy at any tume the financial posttion
of the bank and enable them to ensure that its financial statements comply with the Compames Act
2006 They have general responsibility for taking such steps as are reascnably open to them to
safeguard the assets of the bank and to prevent and detect fraud and other 1regularities

The directors are responsible for the maintenance and mtegnty of the corporate and financial
information included on the bank's website Legislation 1 the UK goverming the preparation and
dissermnation of financial statements may differ from legislation in other junsdictions
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INDEPENDENT AUDITOR'S REPORT TO THE MEMBERS OF HABIBSONS BANK LIMITED

We have audited the financial statements of Habibsons Bank Limited for the year ended 31 December 2013 set out on
pages 11 to 27 The financial reporting framework that bas been apphed tn therr preparation is applicable law and UK
Accounting Standards (UK Generally Accepted Accounting Practice)

This report is made solely to the company's members, as a body, i accordance with Chapter 3 of Part 16 of the
Companies Act 2006 Our audn work has been undertaken so that we might state to the company’s members those
matters we are required to state (o them 1n an auditor's report and for no other purpose To the fullest extent permutted by
law, we do not accept or assume responsibility to anyone other than the company and the company's members, as a
body, for our audst work, for this report, or for the opimons we have formed

Respective responsibilities of directors and auditor

As explained more fully in the Directors’ Responsibilities Statement set out on page 8, the directors are responsible for
to audit, and express an opmion on, the financial staterments m accordance with applicable law and International
Standards on Audimnng (UK and Ireland) Those standards require us to comply with the Audiung Practices Board's
FEthical Standards for Auditors

Scope of the audit of the financial statements

A description of the scope of an audit of financial statements 15 provided on the Financial Reporting Council’s  website
at www fre.ong ubJaydjiscopeukprivate

Opinion on financial statements

In our opinion the financial statements

s gve a true and far view of the state of the company's affairs as at 31 December 2013 and of 15 profit for the
year then ended,

¢ have been properly prepared 1n accordance with UK Generally Accepted Accounting Practice, and

»  have been prepared 1n accordance with the requirements of the Companies Act 2006

Opimon on other matter prescribed by the Companies Act 2006

In our opimon the information given m the Strategic Report and the Directors' Report for the financial year for which
the financia) statements are prepared 1s consistent with the financial statements

Matters on which we are required to report by exception

We have nothing to report 1 respect of the following matters where the Companses Act 2006 requires us to report to
you 1f, in our opinion
» adequate accounting records have not been kept, or returns adequate for our audit have not been received from
branches not visited by us, or
s the financial statements are not in agreement with the accounting records and returns, ot
«  certain disclosures of directors' remuneration specified by law are not made, or
»  we have not recerved all the mformation and explanations we require for our audit

Saen. # G|

Samer Hijazi (Senior Statutory Auditor)

for and on behalf of KPMG Audit Ple, Statutory Auditor
Chartered Accountants

15 Canada Square, London

04 March 2014
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Habibsons Bank Ltd
Annual report and financial statements

31 December 2013
Profit and loss account Year ended 31 Year ended 31
December December
2013 2012
Note £'000 £000
Interest receivable
Interest receivable and similar income
anismg from debt securities 1,448 859
Other mnterest receivable and similar mcome 2 2,906 3,813
4,354 4,672
Interest payable {1,01%) (747
Neft interest income 3,344 3,925
Fees and commusstons recervable 1,983 2,204
Foreign exchange dealng profits 366 394
Other operating income 761 498
Total operating 1ncome 6,454 7,021
Adminstrative expenses 3 (5,766) (6,023)
Depreciation 10 (139) {135)
Total operating expendifure (5,905) (6,158)
549 863
Provision for loan losses 8 (190) (140)
Profit on ordinary activities before tax 359 723
Tax on profit on ordinary activities 5 ()] (162)
Profit on ordmary activities after tax 15 288 561

There are no recognised gains and losses other than the profit for the year, except as reported in note 15
The result for the year 1s derived entirely from continuing activities
The notes on pages 13 to 27 form part of these financial statements




Balance sheet
as at 31 December

Assets

Cash and balances at central banks
Loans and advances to banks
Loans and advances to customers
Debt securities

Other assets

Prepayments and accrued tncome
Tangiole fixed wssers

Total assets

Liabilities

Deposits by banks

Customer accounts

Other liabilities

Accruals and deferred income
Subordinated habilities

Total liabihties

Sharehclders' funds
Called up share capital
Profit and loss account
Other reserves

Total Equity

Total linbilities & Equity

Note

11
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The notes on pages 13 1o 27 form part of these financial siatements

Habibsors Bank Lid

Annual report and financial statements

31 December 2013

2013 2012
£'000 £000
409 358
75,568 135,675
50,806 50,793
135,200 63,855
85 284
2,308 1,207
649 642
265,025 252,814
10,628 19,262
225,984 207,446
727 786
525 708
6,050 3,713
243,914 231,915
14,000 14.000
7,196 6.908
(85) (9)
21,111 20,899
265,025 252,814

These financial statements were approved by the board of directors on 20 February 2014 and signed on its

behalf by

/ﬁ‘?/ [ TP S BE  C

- —

Bande Hasan A
Chuef Executive Officer

12




Habibsons Bank Lid
Annual report and firancial statements

Noies to the Accounts 31 December 2013

Year ended 31 December 2013

Accounting pohcies
The followng accountmg policies have beer: applied consistently wn dealing with items which are considered matenal in relat:on to the
Bank's financia statements

Basls of preparaton
The financial statements have been prepared i accordance with applicable accounting standards and under the histoncal cost
accounting rutes

Under FRS 1 the Bank 1s exempt from the requirement to prepare a cash fiow statemnent on the grounds that a parent undertaking
includes the Bank 1n nis own consolidated financial statements

As the Bank 15 a wholly owned subsidury of Habib Alhed International Bank PLC, the bank has taken advantage of the exemption
containcd m FRS 8 and has therefore not disclosed transachions or balances with its related parnes

The preparanon of these financeal statements requires management to make esimates and judgements This 15 partcularly so in the
assessment of provisions for bed and doubtful debts and m assesuing ripumment of debt secunties Making rehiable estuniates of the
ahility of customers and other counterparties to repay 15 often difficult even 1n penods of economuc stabiity and becomes more
difficult 1 pertods of economic volatility Therefore while management believes it has utilised all available information to esmmate
adequate allowances for all identifiabie rigke in the current portfohos, there can be no assurance that the prowisions for bed and
doubrfut debts or other impurment provisions will prove adequate for all losses ultimately reaiised

Tiwe Bann 5 AN SIACIICIL THVE UCCH PIEPAFCA QI LIS KUEIE CONCETTE JA3TE WK LIS QUTADES UGIEYE tU 0 BpPIUpPING 15 KCre
are no matenal uncertainties that may cast sigruficant doubt about the bank's abality to continue as a gowng concem  Thus conclusion 15
based on the following

1) Rewiew of the finencial performance, cutlook, pnncipal nsks and nsk menagement a3 discussed wn the Director’s report

@) Detmled ssseszments camed out by the management 0 respect to the key arcas of the Bank such as the hquidity, capital
management, profit projections and hiigation coverng & period of twelve months from the date of signing the balance sheet

The Group Rask management disclosures as required under Pille 111 are avmisble on the parent bank's website

www habibbankuk com. The distlosures under Pitlar 111 include a detailed nsk management analysis Capital M t and detarly
of overdue and impairment exposures

Revenue recognihon
Intzrest mcome 15 accrued on a time bass, by refesence to the pnncpal outstanding and at the effective interest rate Interest on
unpaired accounts is credited to suspense and excluded from interest income

Fees receivable which represent s retumn for services provided or nsk bome or which are in the nature of interest are credited to
income when the Teiated service 13 performed or over the penod of the transaction, depending on the nature of the income.

Dealing profits represent profits or losses on foreign exchange transacuons

Fmantial assets and liabilities

The Bank classifies its financial assets mto the following measurement categones a) loans and receivables, b)) held-to-mawnty
nvestments, and c) avaitable-for sale fmancial assets Financial habilitres are classified as eather held et faur value through profit or
loss, or at amortised cost Management deternunes the classification of its financial agsets and liabihties at uninal recogmution or, where
appropriate at the ime of reclasutfication

(a) Loans & receivables
Loans and receivables are non-denvative financial assets wath fixed or determunable payments that are not quoted i an active market
and 1t s cxpected that substannally all of the muteal investment will be recoversd other than because of credit deterioration,

{b) Held-to-matunty
Held to-matunty assets are non-denvative finaneal assets with fixed or determinable payments and fixed matunties that the Bank™s
management has the positive intention and ability to hold to matanty

{c} Available-for-sale
Avnilable-for-sale assets are those non-denvative financial assets mtended to be held for an wdefinite penod of time, which may be

20ld 1n response to hquidity requzrements or changes 1n interest rates, exchange rates, commodity prices or equity pnees

Imihal recognition
Purchases and sales of financial essets which are held-to-mamnty and avaiiable-for-sale are uutnlly recogrused on tade-date (the date
on which the Bank comumits 1o purchase or sell the asset) Loans are recogused when cash 1s edvanced to the borrowers.

Derecognition

Fimancial assets are derccogrised when the nghts to receive cash flows from the financial assets have expired or where the Bank bas
transferred substantially all nisks and rewards of ownerstup If substantially all the nisks and rewards have been neither retaned nor
transfecred and the Bank has retuned control, the assets contnue to be recogrised to the extent of the Bank’s contnuing uvolvement

Financial hatulines are derecogmsed when they are extinguished

Subsequent measurement
Avalable-for-sale financial assets are camead at fair valus, with gains and losses ansing from changes in fair value 1aken to 2 separate

component of equity untr] the asset 1s sold, or 15 ympaired, when the cumulative gain or loss 1s transferred to the Income statement

Leans and receivables and held-to-matunty financial assels are subsequently cammed at amorhsed cost unng the cffective interest
method

Leases
The Bank enters into operating leases as referred to 1 note 4 Rentals under operating leases are charged on a straight line basis over
the lease term The Bank has not entered ito any finance leases

1}
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lmpasrment of financial assets
Speafic provisions are made for edvances which are recogused to be mpaired A loan 15 mpaed when, based on current
mformation and events, the Bank considers that the creditworthugess of the borrower has undergone 1 detenoration such that it no
langer expects to recover the advance in full Provisions made dunng the year are charged to revenue, net of recovenes When there 1s
na further Iikelthood of recovery the remamng balance 15 wnitten off

If, 1 & subsequent perod, the amount of the unpmrment loss decreases and the decrease can be related objectively to an event
occumng after the ynpurment was recogrised, the previously recogmsed tmpaument loss 15 reversed through profit or loss to the
extent that the carmying amount of the asset at the date the unpsirment 1s reversed does not exceed what the amortised cost would have
been had the unpament not been recozused

Caltective imparments anse m respect of groups of exposures with simular nsk charsetenstics for which previous expenence mdicates
that mparrment has taken place at the balance sheet date, but whose existence has yet to emerge While assesmng collective
tmpatrment allowances, management considers factors such as tustoricel loss trends, concentrations, collaterals, cmergence penod,
#nd iherent credit nsk The aggregate amount of speaific and collective provisions 18 intended fo be suffictent to absorb eshmated
credil losses generated i the loan portfolo

I there 15 chyrcnive evidence that an impaiment loss on & keld 10 maturity asset hes been incurred, the amoust of the loss 15 measured
a5 the differcnce between the asset's carrying amount and the present value of estumated future cash flows (excluding future credut
losses that have not been incurred), discounted at the asse's onginat effective interest rate. The camying amount of the asset s
reduced through the uge of an allowance eccount and the amount of the loss 13 recogrused 1n the wtome statement If o held-to-
miatusity sset has 8 vanable interest rate, the discount rate for messunng any imparrment loss 18 the current offective interest rate
determined under the contract

Oflfsetting financial assets and fluancial Habilities
Fmancial assets and habalties nre offsct and the net amount reported 1 the Balance Sheet when, m the event of defauls, the Bank has
& legal mght to st off the recognised amounts and intends 10 settle on a net basis

Income and expenses are presented on a net basis only when permutted by the accounting standards, or for gans or Josses ansing from
& group of sumlar transactiong

Derivatives

Denvative mstruments used by the bank are forward exchange contracts The bank does not enter into speculative denvative
contracts Al such contracts are generally executed on behalf of customers,

Denvatives are tnutially recogmised at farr vaiue at the date s denvanve contract 1s entered into and are subsequently re measured to
thesr fair value at each balance sheet date The resulung gain or loss 15 recognised m profit or loss immediately based on market
observable parameters

Foreign currency

Transactions 10 foreign currencies ere recorded at the rate of excbange at the date of the transaction, or if hedged at the forward
cantract rate Monelary assets and habdities denomunated in & currency other than sterling are transleted at exchange rates preveiling
at the year end and exchange gawns and losses are included wn the profit and loss account

Fiduoary Activities

The Bank commonly acts as trustee and m other fiduciary capacities that result in the holding or placing of assets on behalf of
mndividuals and other mantutions Assets held in trust and fiduciary accounts do sot hecome assets or liabilies of the bank and are
segregated from the banks assets

Pensions

The company operates & defined contrsbution scheme. The assets of the scheme are held separmte from those of the company 1n
mdependently admunstersd funds Amounts charged to the profit and loss account represent the contributicns payable to the schemes
m respect of the accounting penod Differences between comnibutions payable i the year and contnibutions actually pad are shown
as ¢ither prepayments or accruals i the balance sheet,

Tangible fixed assety

Tangible fixed assets are stated at cost net of sccumulated deprecianon and wmpad i vatue Dep 15 provided by the
campany to wnte-off equipment by equal installments over its ssbmated useful economic hife, Rates applicable are as follows

Nature of Rate of deprecintion

Leasshold pnprovements HI%

Furnsture, fixtures and office squiprnent 10%

Computer software and hardware 20%

Taxaton

The charge for taxation 15 based on the profit for the year and takes ito account taxation deferred because of turung differences
between the treatment of certam sems for taxahon and accounting purposes

Deferred taxation is recognised m accordance with FRS 19 "Deferred Tax" and 1n respect of tumng differences that have ongmated
but not reversed at the balance shest date where transactions or events that resuli 1n ap obligation Lo pay more tux 10 the futwre ora
night to pay less tax in the furure have occurred at the balance sheet date

Deferred tax assets are regarded as recoverable and recogused 1n the financial statements to the extent that, on the basis of avaitabls
evidence, it ts more bkely than not that there will be sustable taxable profits from which the future reversal of the wmung difference can
be deducted

Claims and htigation

Prowisions for restructunng costs and legal clums are recogused when the Bank has a present legal or construchive cbligation as a
result of past events, 1t 13 more Jikely than not that an outflow of resources will be required to settle the obligation and the amount can
be rehably estimated
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2 Other interest recervable and ssmilar income

Interest on loans and advances
Banks
Customers

3 Admmistrative expenses

Staff costs
Wages, salaries and allowances
Social security costs
Other penston costs

Other administrative expenses

Habibsons Bank Lig
Annual report and financial statements
31 December 2013

Year ended Year ended
31 December 31 December
2013 2012

£000 £000

959 1,486

1,947 2,327

2,906 :

3,813

Year ended Year ended
31 December 31 December
2013 2012

£'000 £000

2,308 3,137

33! 317

140 147

2,487 2,422

5,766 6,023

The average number of persons (including part-time employees) employed by the Bank during the period was 59 (2012 62) The

total number of persons employed at 31 December 2013 was 59 (2012 60}

The Bank operates a defined contribution pension scheme The pension cost charge for the penod represents contributions payable by
the Bank to the scheme and amounted to £139,909 (2012 146,532) There were no outstanding or prepaid contributions at either the

begmning or end of the financial year

4  Profit on ordmary activities before tax

(a) Is stated after
Charging

Auditors’ Remuneration
Fees payeble to the Banks' auditors for the audit of the Banks' financial statements
Fees payable to the Banks' audrtors for other services

All other services

Operating lease rentals
Land and bwildings
Depreciation

Year ended
31 December
2013

£000

232
139

Year ended
31 December
2012

£'000

15

18

592
135
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5 Taxation
Year ended Year ended
31 December 31 December
2013 2012
£'000 £900
(8) Analysis of charge for the year
Current tax
UK corporation tax for the year at 23 25% (2012 24 50%) 81 217
Less rehef for foreign tax suffered (57 (28)
Underprovision tn respect of prior years (16) 5
Tota! current tax 8 194
Effects of double tax rehief
Forergn tax for current year 57 23
Total current tax 68 222
Delfomed tax
Reversal in respect of tming differences 2} (59)
Prior year adjustment 1 respect of timing differences 9 3
Effect of change in tax rate (U] 4)
Total deferred tax 6 (60)
Tax charge T 162
(t) Factors affecting tax charge for the year
Profit on ordinary activities before tax 358 713
Profit multiphied by standard tax rate of 23 25% (2012 24 50%) 8} 177
Effects of
Expenses not deductible for tax purposes ] M
Depreciation for the pertod 1n excess of capital allowances (8} 6
Adjustments tn respect of prior pertods (16) s
Current tax charge for the year 65 222

©

The mamn rate of corporation tax reduced from 24% 1o 23% on 01 Apnl 2013 A reduction m the mam rate of corporation tax
from 23% to 21% effective from 01 April 2014 end from 21% to 20% effectve from 01 Apnl 2015 was substantively enacted n
July 2013 These changes will reduce the Bank's future current tax cherge accordingly The deferred tax asset at 31 December
2013 has been calcutated based on the rate of 20% substantively enacted at the balance sheet date

It has not yet been possible to quantify the full anticipated effect of the announced further 1% rate reduction, although this will
further reduce the Bank's future current tax charge and reduce the Bank's deferred tax asset accordingly

6 Emoluments of directors
31 December 31 December
2013 2012
£000 £000
Dhrectors' fees and emoluments 71 270
The total remuneration and benefits of the highest pard director were 181 190
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7 Loans and advagces to customers

2013 2012
£'000 £000
Advances 51,640 51,453
Less Provision (834) (660)
505306 20,703
8 Provision for loan losses
Provistons Loans & Advances 2013 2012
Speaific Callectve Total Total
£4000 £'000 £'000 £'000
At 3! Decenyber 2012 570 = 660 74
Provimons for the year 144 4 190 140
Reversals - {273)
Amounts written off {16} (16) (81)
At 31 December 2013 698 136 834 660
9 Debt secunties
2013 2012
£000 £000
Invesiment securites - Held to maturity
Listed
Goverment secuntics 33,614 53,268
Others 17,412 3374
51,026 58642
Investment securities - Available for sale
Listed
Government secuntics 45277
Others 38,897 3,213
84,174 5213
T3%.200 63,855
(a) Market Value
Market vaiue of held to matunty ;n asat3l D ber 2013 15 £51,099,444 (2012 £58,943,110) All debt secunties as at 31
Decernber 2013 and 2012 are quoted n active markets (Level 1)}
Level 1 Investments are valued using quoted pnices in active markets for identical assets
(b) Debt secunties mevement
(Drscount) Carrylng
Premuum value
£000 £'000
At 31 Decemnber 2012 470 63,958
New investments 5,399 114,347
Exchange ndjustments {165) <D
Amortised duning the year {2,038) (2,038)
Revaiuation loss on debt sccunties - avalable for sale - [E:21]
Matured / disposed of dunng the year 3150 {37,168)
At 31 December 1013 4016 135,200




10 Tangible fixed assets

Cost
At 31 December 2012

Addiions

Exchange Impact
Disposals

At 31 December 2013

Accumulated depreciation
At 31 December 2012

Charge for the year
Exchange Impact
Depreciation on disposal
At 31 December 2013

Net book value as at 31 December 2013

Net book value as at 31 December 2012

11 Other assets

Deferred tax
Unrealised gain on forward contracts
Other assets

12 Other liabilities

Corporation tax
Bills payable
Other habilites

Habibsons Bank Ltd
Annual report and financial statements
31 December 2013

Computer I'ota)
Teermiture
Leasehold Fixtures &
Improvements Equipment
£000 £'600 £'000
4h2 2,693 3,155
147 147
- (0 (10)
. (52} (52)
462 1,778 3,240
126 2,387 2,513
28 111 139
- ® ¢)]
- (52) (52)
144 2,437 2,591
iR 34] 649
116 306 642
2013 2012
£1000 £000
5 11
5 3
75 2N
85 284
2013 2012
£'000 £1000
13 131
22 252
692 403
727 786

8




13 Share capial

Authorised

5,000,000 Ordinary shares of £5 each

Allotted, called up and fully paid

2,800,000 Ordmary shares of £5 each

14 Subordinated liabilities

Subordinated loan

Habibsons Bank Lid
Annual report and financial statemenis
31 December 2013

2013 2012
£'000 £000
25,000 25000
e
14,000 14 000
2013 2012
£'000 £:000
6,050 kA &)
6,050 1713

Durnng the year the Bank has 1ssued subordinated debt of $10,000,000 (equivalent to £6,050,000) to the Habib Bank Limited, Bahrain
These notes are perpetual and are repayable at the option of the Bank after five years have passed from the date of 1ssuance The loan 15
subordinated to the claims of depositors and other creditors The Prudential Regulation Authonty (PRA) classify this as upper Tier I
capital and approval from them s required prior to any repayment. Interest 1s payable on a six monthly basis at the rate of 5 75% above

six month LIBOR

The subordinated debt of $6,000,000 outstanding as at 31 December 2012 was repad

15 Movement in Shareholders' funds

At1 January 2013

Retained profit for the year
Revaluaton loss on debt securrties - available for sate

At} January 2012

Retaned profit for the year
Reahsed durmng the year

2013
Share capital  Profit and loss Other Total
Reserves
£'000 £'000 £'000 £000
14,000 6,908 (&) 20,899
- 288 . 288
- - (763 (76)
14,000 7,196 {85) 21,111
| 2012
Share cepital  Profit and loss Other Total
Reserves
£000 £000 £000 £000
14,000 6,347 - 20,347
- 561 - 561
- - &) &)
14 000 6,908 {9) 20,899




16 Contingencies and commitments

{(a) Contingencies
Acceptances and endorsements
Guarantees

(b) Commitments

Q Annual commitments under non-cancellable operating leases on land and buildings are &8s
follows

Lease of premises
Within one year
In the second to fifth years
Over five years

{u} In respect of forward foreign exchange contracts
Purchase
Sale

{111} In respect of undrawn credit facilmes

Habibsons Bank Lig
Annual report and financial statements
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Year ended
31 December
2013

£000

1,849
10,560

30,954
31,014

1,549

Year ended
31 December
2012

£'000

9.692
7,607

59
S05

27,045
27,052

2470

1¢) Contungent liabilities and commutments to extend credit are mainly credit exposures which represent the amounts at risk should
‘ contracts be fully drawn upon and clients default Since a significant portion of contingent exposures and commstments are expected

lrquidity requirements

17 Assets and Labilihes denominated by currency

to expire without being drawn fully upon or be covered by cash lien, the total of the contractual amounts 1s not representative of future

| 2013 ]
Assets Liabilities Forward exchange Sharcholders Net Exposure
contracts funds & Reserves
£'000
GBP 98,123 77,323 i 20,966 (136)
Usb 138,734 141,159 {194} - {2,619}
EURO 16,865 17,140 1o - (170}
Other currencies 11,303 8292 59 145 2,925
265,025 243,914 - 21111 -
[ 2012 }
Assets Liabilities Forward exchange  Shareholders Net Exposure
contracta funds & Reserves
£000
GBP 97,898 717,062 7 20,826 17
usp 130,459 130,146 {96} 217
EURD 15,773 15,892 40 - (19
Other currencies 8,684 8,815 49 LE] (i55)
252,814 231915 . 20,899 .

20




18 Councentration of credit nisk

Sectoral concentration

Textile

Financial

Government

Property investments

Foods, tobacco and beverages
General traders

Indrviduals

Others

Geographical concentration

Europe

North America

South Amernica

Asia Pacefic (including South Asia)
Africa

Middic East

Austraha

Sectoral concentration

Textile

Fnancial

Government

Property investments

Foods, tobacco and beverages
General traders

Individuals

Others

Geographical concentration

Europe

North Amernica

South America

Asia Pacific (inctuding South Asia)
Africa

Middle East

Austraha
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2013 ‘]
eans o Loans to Debt Contingencies Total
customers banks securities £000
937 - 404 1,381
. 75,568 31,268 376 107,712
- 79,026 - 79,026
11,699 - . 1,500 13,199
541 - 2,105 2,646
3,106 - 108 3214
18,434 - 5,361 23,995
16,049 . 24,906 1,853 42,810
50,806 75,568 135200 12400
2013 ]
Loans o Loans to Debt Contingencies Total
customers banks scourities £'000
26,645 55,973 87,600 3113 178,331
. 9,047 4,550 - 13,597
4,106 . 3,120 73 7,299
0,484 8,018 17,555 2310 37,367
10,120 2,259 3,009 1913 17,391
3 k43 16,244 - 16,390
443 128 3,032 - 3,608
50,806 75,568 135,200 12.42_9=
2012 ]
Loans to Loans to Debt Contingencies Total
CUSIOMErs banks securiies £000
. . . 1,158 1,158
- 135,675 5,374 5,573 146,622
. - 53,268 53,268
11,563 - - 11,563
1,308 - . 1,308
4,207 . . 2,634 6,841
16,264 - - 6,215 22,479
17,451 - 5213 1,719 24,383
50,793 135,675 63,855 ll'-?'%;
2012 |
Loans to Loans to Debt Contingencies Total
customers banks securities £000
27,042 98,732 47,618 1,836 175,228
31 2,187 6,086 - 8,284
1,684 - - 74 1,758
10,611 30,509 3,883 9,048 54,451
10,412 3,453 1,550 3.866 19,281
130 388 1,603 2,475 4,596
883 26 3.115 - 4,024
50,793 135,_975 63,855 57,299

European exposure pnimarily pertains to UK, direct and in-direct exposure of £11,151,439 (2012 £12,173,615) and £73,993,245 (2012
£124,011,587) respectively The Bank does not have any direct exposure to Portugal, Ireland, Italy, Greeee and Spain Indirect exposure to
these countries amounts to nil Direct exposure 1s the direct investment by the Bank 1n sovereign papers or debt instruments guaranteed by

SOVETCIRNS
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19 Maturity of Loans, Debt securities and Deposnts
Matunty of loans, debt secunties and deposits a1 the end of the year were
| 2013 7
On Demand 3 months or  Over 3 months Over lyear Greater than Tatal
less but not on  but less than but less than 5 years
demand 1 year 5 years
£'000 £'000 £'000 £'000 £000 £'000
Loans and advances to
banks,
- Parent and connected counterparties 918 3,000 - . - 3,915
- Others 21,886 46,418 1,055 2,194 - 71,653
customers 4,450 22,744 8,137 15,478 - 50,806
Debt securities - 20,421 29,133 85,646 - 135,200
Other agsets 409 BG 1,313 - 2,802
Tangible fixed assets - " . - 649 649
27,660 52,663 40,638 103,415 49 265,025
Deposits by
UADKY,
- Parent 2 5418 - - . 5,417
- Others 4,519 667 18 - . 5211
customers 79,287 138,451 8,176 - 225,984
Subordinated habilities . - - . 6,050 6,050
Other habilities - 714 531 - B 1,252
3,788 145,147 8,829 M 6,050 143014
Net gap (%6.129) {52,584) 31,809 103,415 {5,401} 11,111
Sharcholders' funds 21,111
]
| 2012
On Demand Imonths or  Over 3 months Qver lyear  Greater than Tota!
less but not on but less than but less than 5 years
demand 1 year 5 years
£000 £000 £:000 £000 £000 £000
Loans and advances to
barks,
- Parent and connected counterparties 205 10,000 11,238 - . 21,443
- Others 7,968 102,629 3,635 - - 114,232
customers 510 26,009 8,101 §1,373 - 50,793
Debt securities - 8,386 20,854 34,605 - 63,855
Other assets 358 n 1,218 - - 1,849
Tangibile fixed assets . - - 642 642
13 84} 147,297 45 056 45978 542 252,814
Depasits by
banks,
- Parent - 12,376 - - 12,376
- Others 4,220 2,500 166 - 6,886
customers 78,996 120,412 B3R - 207,446
Subordinated liabilities . - . 3713 3,713
Other babiliies - 854 630 - - 1,494
83,216 136,152 3,834 - 3,713 231815
Net gap (69,375) 11,145 36,232 45978 (30713 20,899
Shareholders’ funds 20! 199

The matunity of loans, debt secunties and deposiis have been shown according to their contractual matunties except for deposits held under lien which
have been classified as per the matunities of the underlying exposure and impaired assets which have been classified in greater than § years net of ther

provision and interest 10 suspense

Expected matunity dates do not differ sigmficantly from the contract dates except for the matunty of £178,056,000 (2012 £146,163,000) of deposits
representing retail deposit accounts considered by the Bank as a suable source of funding of its operations

The connected counterpartics include the Bank's subsidiary, parent, ulumate parent, subsidianes of the parent and ultimate parent and any entity where the
parent or ulumate parent holds singly or joinily more than 20% of the controlling interest,

a2
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Interest rate sensivity gaps
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Interest rate risk pnmanly anses on the mus-matching of the Bank's assets with its funding Interest rate sensttivity gaps n the Bank at the end of the year

Wt

[ 2013 ]
Not more  More than More than More than Greater than Non interest Jotal
than three three months s1x months 1 year bat 5 years bearing
months but not more  but not more not more
than 6 months than I year than 5 years
£000 £1000 £'000 £000 £000 £'400 £000
Loans and advances to
banks 72,219 1,085 . 2,294 - B 75,568
customers 49,298 - - - - 1,508 50,806
Debt secunties 33972 7,124 17,428 76,652 . 27 135,200
Other assets - - - - . 3451 3,451
155,489 8,179 17425 78,946 - 4,986 265,025
hfpnein hy
banks 10,613 18 . - - - 10,628
customers 117,709 8.241 M - . . 225,984
Subordinated habilities 6,056 - . - - 6,050
Other liabilities - - - - - 1,252 1,252
Shareholders' funds - - - - - 21,111 21,111
234,372 4,256 EL) - 22,363 265,025
Overall gap {78,883} (T 17,391 78,946 - {17,377} N
Cumulative gap {78,883) {78,960) (61,569) 17,377 17,377 - .
{ 2012 ]
Not more More than More than More than Greater than Non interest Total
than three  three months six months 1 year but 5 years beanng
months butnot more  but not more not more
than & months than | year than § years
£'000 £'000 £'000 £000 £000 £000 £000
Loans and advances to
banks 120,802 12,318 2,555 - - 135,675
customers 49,350 - . - - 1,443 50,793
Debt securities 21,086 3,135 16,216 23,390 - 28 63,855
Cther assels - - - - - 2,491 2,49]
161,238 15,453 18,771 23,390 3962 252814
Deposits by
banks 15,096 16 150 . - 19,262
customers 199,408 7,873 165 . 207,446
Subordinated Lhabilities 3,713 - - - - - 3,713
Other habilities . . 1,494 1,494
Sharcholders' funds - . - - - 20.899 20,899
222217 7,889 315 - - 22393 252,814
Overall gap {30.979) 7,564 18,456 23,390 (18431) B
Cumulative gap {30.979) {23,415} (4,959} 18,431 18,431 -

Non mterest bearing 1tems comprise shareholders funds, provisions, fixed assets, imparred assets and other assets and habihities not subject to mterest
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Fair value of Raancial inatruments

The fair values of traded investments are based on quoted market prices Fair value of these investments has been diselosed in note 9

In the opinton of managsment, the fair valuc of the remmning financ:sl assets and Liabilities are not sgnificantly different from thesr
carrying values since sssers gnd habwhives are either short-tem wn nature of an the case of customer loans and deposits are frequently
roprised

UHimate parest undertaking sod parent vndertalang of larger group of which the Bank is 5 member

In the year 2011 the Bank was 100% acquired by Habib Allied International Bank Plc, registered in UK, which 18 16 turn & subsidiary of
Habib Bank Limited, regustered in Pakistan, the ulimate parent undertsking The smaliest and largest group m which the results of the
Baok sre conschdsted 15 that headed by Habib Allied [nternational Bank Ple 2nd Habib Bank Limited, respectively Copaes of the group
accounts for Habib Allied Intemafional Bank Pl can be obtaincd from its website www habrbbankuk com

Risk management framework

The Bank has adopted the parent’s Risk Management Framework (RMF) Salient fearares of the RMF are summansed below

Credat Ruk

Credin msh 15 the nsk of less due to the fatture of & countorparty 1o meet their credit obligations in secardance with sgreed contract terms
Credit risk makes up the larges! part of the Bank's risk exposures The Credit rigk policies are established by the Group Risk Management
Commitee (GRMC) and sre approved by the Board The GRMC 15 responsible for ensunng appropsiate governance and oversight in
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responsibilities include
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to determine the poicies and processes for credit approval, Furge exposures, country risk exposures and provisianng,

to establish overall lending policies and guidelines,

- o effecuve 1on of polickes and consider any desirable amendments 1n the hight of market condstions,

1o ensure the eredu exposures of the Rank are at all times 1n comphiance with any legal or regulatory requirements o regtactions,
to ensure pertfolio performance 15 10 line with the get benchmarks and determune that overall provinons cemain et cequired levels and
10 review the Large Exposures portfolio

The Bank's strategy for manzging its different type of creduts us as per the parent's asset underwniting strtegy

Credit risk on financial instruments

Nelther past

dur uor Past due not Impawrment
31 December 2013 impaired tmpared Ipaired alloyrances Total

£(000) £(000) £(000) £(000) (000}
Cush and balances at centrsl banks 405 . 408
Loans and advances to banks 75,568 - 75,568
Loant and sdvances to eustomers 45219 4 041 2,380 (814) 50,806
Diebt securities 135,200 - - 135208
Total finmnceal instrumenty 256,396 4041 zdssa (834: 161,983

Neither past

due nor Past due aot Impairment
1) December 2012 impaired impaired Impured sllowences Totml

E{00D) £(000) £(000) (000} £(000)
Cash and balances at central banks kR1 ] - - . 358
Loans end ndvancey to banks 135 675 - - 135,675
Loans and sdvances lo customers 41,134 8,306 2,013 (660} 50,793
Debt secunties 63,855 - 63,855
Total financial instruments 241,022 8106 2,013 {560 250,681

ryTe——
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Credit quality of toans and advances porifolio

The definiion of internal risk rating for the loans and advances are given below

Grade 1-6 Performing
Grade 7 Watch-lint

Grade 8 Impmred necounts
Grade © Staff loany

Habibsons Bank Lid

Arnual repori and financial siatements

The Benk & intemat nsk raing seale 15 8 measure of relative eredit worthiness and does not map exactly with that of external raling

agencies

Interpal rish ratng of loans snd advances to cuytomers

1013 2012

Raling £'000 £'000
Grade lto & 45,042 40,959
Grade 7 4,041 8306
Grade 8 1380 2,013
Goade 9 117 175
Tots) Gross Amonat 51,640 51,453
Allowsnee for impainment (individus! and colleetive} (134} (6501
Totm 50.% 50,793

Concentration of pasl due exposure 013 2012

L£'000 £000
UK 1512 6,601
ASIA 130 s
AFRICA 2340 2,734
Sl 10,319

The tatle below prenndes the value of collateralicollaterals held by the Bank 1013 w42

£1000 £'000

Collateral Valve 46,363 43,030
Groas loang and sdvances (o customers 51 640 31,443

As a1 31 December 2013 Bank's miximum cxposure towards credit nisk 15 approximetely £277 million (2012 £270 mulhon) This represents
funded and non fended exposurcs towards sovergin banks fi

The collatora! value in the above table excludes the value of such collateral which the Bank may accept to manage its nsks more

and other ]

effectively such na personal gusrantees The Bank has apphed sppropriate hamcuts s per its tredit policy, whala calculsting the collatenst

value detailed above

Drebt zecurities

An snalysis of the Bank's debt securities porifoho based on credit ratings provided by extornal rating agencies 13 a8 follows

Ratizg

Ao An)
Al to AJ
Bast 10 Bas)
Bal to Bal
Mon rated

1613 2012
£1000 £ 000
69,251 54,756
21332 1,241
29,169 5213
5,511 2618
27 11
usé’ﬁé" 63 833

n
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Habtbsons Bank Lid
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Liqutdity Risk

This ts the nik ansing from the matunty profile, and type and nature of the Bank s assets and habihty rmix If not sausfactonly controlled the Bank could be
faced with beng uasble to mect customer demands for repayment of deposits which can lead to & ren on Bank deponts

The new liquidity regime introduced by the FSA has meant that the Bank has revised s hqusd g to bewn 1 with the new rule set put

i» BIPRU 12 The new requirements include the overall bqudity rules nsk to) hreshald and ls, stress teshing $cenargs
contngency finding plan, suantitative reporung and the documentstion of the intereel hqmd:ty ldnqum:y mm:m {ILAAY

"

The Bank’s bquidity policy 15 10 engure the Bank a1 oll umes paintuns solvency through a prudent fanding profile end appropniate mix of assets to snsyre
campliance with the overall iquidity adequacy prisciple as defined in BIPRU 1221 The Bank s solvency has to be echieved on » self sufficiency basis

The policy documen: sets cot the Bank s hquidity management framework and sets out the overall iquiduty policy, iquduy nisk appenite, l]m.shulds and
tolerance fevels, and systems and controls Seruor menagemens 13 responsible for regubarly ceviewing this poliey d and foz
tf sty to the Board 17 & imely manner

The Bank will continue t evolve us hquidity risk o based on feedback from the FCA/PRA exp , and from developments in
market and industry best practices

The Group Assets and Lasbulies Committes (GALCO) has respansibiity for the formul of the overall strategy and oversight of the esaet liability
management funcion Roles and responmbilities of GALOO nchude but are not limuied to -

Establishing the Bank's Liquidity and Interest Rate polities including changes in the Bank’s Base Rete and deposit interest rates
- Montoring Liquidity and merket exposure imite
- Review of the Trensury market trends and forecasts on interest rates and PX rates and to decido on the Bank & sirategy,
Devefoping the sterling and currency interest rete fosecasts to be used for planning and budgeting purposes,
« Review of the breackes of uny of the FCA/PRA guidelines on the iquidity p of the Bank and deciding on the actios to restore/bring the
7 within the gurdelines agreed vmh the FCNPRA
- To review marke! valustions oflhe Bank's portfoho of Floating Rate Notes and Fexed Income Secunties and (o approve furthes courses of ection iof
any invesiment isdividually fell by 5% or more or 18 downgraded n 1t extemal ratag 1o below the investment grede,
+ Review of exchange profits and FX income trends of the Bank snd plan for the future,
+ Rewview of ke Bank's hiquechiy position n the uight wo | month blnd and Capital Adsquacy Raug,
- Mznagement of Liquchty during stringeat cond and b
+ Review end moniles g ind: and funding sources,
Providing o forum for the exchange of views on quidity rolated matters,
Mamagement of thresholds and comphiance with the Liundity policy,
~ Review of tres testing results and consderation of the impact of stress reauhs on the approp of 10n3 1elating to the
Effectivenesa of diversification across the Bank's chosen sources of funding,
- Estimates of future balance sheet growth,
- Abtlity 1o sccess unsecured funding,
Abulity 1o convert currencies through use of foreign exchange swap markets,
Reguler review of the Bank’s contingency funding plan (CFF) and to incorporste chsnges if any required bascd on experience,
- Rewview of large exposurey; and
= Review of liqudity reports

Market rlsk

Market nisk 13 the nsk of oss due 1o adverse movements i market rates of prces, tuch s fotergn exchange rales mtorest mtes and equity prices The Bank
does ot mamntatn &n achive trading book and hence carmies linuted market risk which emanstes from musmaiches i structursl assets and Lebilities
posilions

(1) Interest rute nsk

Interest rate sk anses when there 15 & rmsmaich between positions which are subject 1o Iaterest s ad)usiments within & specafic perod A substentiat part
of the Bank 3 ascts end labilities ave subject to flosting rates and hence are re-priced simultaneousty However, the Bank 15 cxposed 10 1nterest rate nisk s
o rosull of mismatchos on a relatively small portion of ts asseta and liabilities and asscts funded through equity The mayor portion related to tha ruk 13
reflected tn the banking book

The Bank manages ity interest rate exporare through an interest rte gap report whereby assets and Jiabik are ol d 1ntg o apprep time band,
based on the nextanterest re fix date.

The interest nsk 13 then esleulated ax o 2% ympace oa earnings of the reulting nét poution for each time band, in kne wath the Basel Commiee's
recommendsuon

Enterest senmdlvity

The impact of an increase m nterest rates has an rmpact on a0 entity 5 nterest carnings An increase of 100bps cn intezest rates results would have had »
positive tmpact of £112 000 on net interest income for the year ended 31 December 2013 ( 2012 £548,000)
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(1) Foreign exchange risk

The Bank's assets are typically funded in the same currency as that of the business transacted 1n order to ehminate foreign exchange expasure Foreign
currency transactions are undertaken only on behalf of customers who are covered from the market on the same day

The Bank's foresgn exchange nsk appetite 15 defined by GALCO and momitored on a darly basis

The foreign exchange position nisk 1s calculated as 8% higher of the net overbought or oversold position n foreign currencies

Operetonal risk

Operational nisk 1s the nisk of loss resulting from weaknesses in systems, procedures and people or from external events The Bank has adopted the ‘Basic
Indicator Approach’, which as the BIPRU sourcebook states 15 “The Operational Risk Capital Requirement’ (ORCR) under the Basic Indicator Approach
equal to 15% of the three-year average of the sum of (8) A firm’s net interest income, and {b) A firm’s net non-mterest income

The RMF will reduce any operanional risk to 2 mimimum, although in view of the number of unknown external factors, the framework 15 regularly
revicwed and overall nsk management 15 kept at a high profile within the business to ensure any unmitigated operational nisk 1s wdentrfied at an carly
stage

The data available 10 the bank since its inception shows that the bank has made insigruficant operational losses dunng the period to date The ievel of
complainis recetved are murumal and insufficient to identify any particular trends or weaknesses

Counterparty risk

Counterparty credrt nisk (CCR) ts the nisk to the Bank that a counterparty 10 a transaction could default before the final sefilement of the transaction's
cash flows In the normal course of business the Bank enters into foreign ¢xchange contracts on behalf of i1s customers which are generally covered by
entening wnto rectprocal transactions with other banks wn the market on a daily basis to avoid position risk Counterparty credit risk emanating from these
transactions 15 managed by mamntaining appropniate colfateral from customers to mitigate customer defanlt exposure at the time of settlement. Exposures
on Banks which arc other counterparties to these transactions are managed within averall limit aflocations determined a5 pant of the Bank's credut
assessment of such institutions

Capital management

The Bank 15 managing and momtoring 1ts capital resources as per the Individual Capital Guidence (ICG) as set out by the FSA The Bank’s capital
resources consist of pmd-up capital, retamned sarmings and lower Tier [T capital There are no terms and condiions attached to the Bank's Tier 1 capital
resources except for the capital gearing rules prescribed by the FCA/PRA

The firms own assessment of the capital required to hold against its risks 1s known as ICAAP (Intemal Capital Adequacy Assessment Process) and the

SREP (Supervisory Review and Evaluation Process) is the assessment conducted alongside the ARROW review to assess the overall nsks of the firm The
SREP also tncludes a quahitative and a quantitatsve assessment of the ICAAP
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