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1

Introduction

United National Bank Limited trading as United Bank UK (“UBL UK” or “the Bank”) is a UK bank authorised by
the Prudential Regulation Authority and regulated by the Financial Conduct Authority (FCA) and the Prudential
Regulation Authority (PRA).
United Bank UK was formed in 2001 from the merger of the UK branches of two Pakistani banks, United Bank
Limited and National Bank of Pakistan, which had been operating in the UK since the mid-1960s.

1.1

Background

The original Basel Accord was agreed in 1988 by the Basel Committee on Banking Supervision (BCBS). The 1988
Accord, now referred to as Basel 1, helped to strengthen the soundness and stability of the international banking
system as a result of the higher capital ratios that it required.
Basel 2 is a revision of the existing framework, which aimed to make the framework more risk sensitive and
representative of modern banks' risk management practices.
The Basel Accord (Basel 2) was implemented in the European Union via the Capital Requirements Directive
(CRD). It affects banks and building societies and certain types of investment firms.
The framework consists of three pillars:
Pillar 1: This framework sets out the minimum capital requirements firms will be required to meet for credit,
market and operational risk.
Pillar 2: Under Pillar 2, firms and supervisors have to take a view on whether a firm should hold additional capital
against risks not covered in Pillar 1 and must take action accordingly.
Pillar 3: The aim of Pillar 3 is to improve market discipline by requiring firms to publish certain details of their
risks, capital and risk management practices.
Basel 3 has been developed by the BCBS to overcome some of the weaknesses believed to have caused the
banking crisis of 2008. It was enacted in the UK from 1st January 2014 via the CRD 4 & CRR. Therefore, the
Bank’s capital requirement in this document has been shown under the new framework.

1.2

Disclosure Policy: Verification, Medium, Location & Principal Activities

This document represents the Pillar 3 disclosures of United Bank UK for December 2014. These disclosures have
been prepared purely for the purpose of explaining the basis on which the Bank has prepared and disclosed certain
capital requirements; providing information about the management of risks relating to those requirements.
This report has not been prepared for any other purpose. Therefore, it does not constitute any form of financial
statement of the Bank nor does it constitute a forward looking projection of the Bank.
The following sets out the Bank’s Pillar 3 Disclosure Policy as applied to Basel III including the location of this
information, verification, frequency and the Bank’s principal activities.
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1.2.1 Location
This report is published on the United Bank UK corporate website as part of the Bank’s publically disclosed
financial information: (http://www.ubluk.com/about-us/company-financials/).

1.2.2 Verification
The Bank’s Pillar 3 disclosures have been primarily prepared to explain the capital requirements as well as the
management’s strategies on risks. This is not a financial statement and hence has not been audited.
This document has been prepared to satisfy the Pillar 3 disclosure requirements set out in the CRR. The Bank does
not seek any exemption from disclosure on the basis of materiality or on the basis of proprietary or confidential
information.

1.2.3 Frequency
These disclosures are updated annually unless there are in the meantime significant changes in the risk profile or
governance structure of the Bank.

1.2.4 Principal activities
The principal activities of the Bank are to provide conventional and sharia compliant retail banking products
through its branch network in major cities in the UK and online; wholesale banking, treasury and money
transmission services to individuals, companies and financial institutions; investment, lending and trade finance
facilities to businesses of all sizes in the emerging markets.

2 Governance – Board & Committees
2.1

The Board

The Board of Directors has responsibility for the overall governance and risk management of the Bank. There are a
maximum of six non-executive directors and one executive director on the Board. Directors are appointed by the
shareholders and selected according to their knowledge, experience and the needs of the Bank. The directors as at
the date this report was published were:
Name

Appointed

Mr M Kamal
(Chairman)

8 August 2014

Mr W Husain

6th February 2012

United Bank UK

Membership

th

BRC

Skill/Experience
Chairman of Karachi Stock Exchange &
National Bank of Pakistan with over 33
years experience in Retail Banking & the
Financial sector.
CEO of UBL Pakistan with over 30 years
experience in banking.
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Directorship
Executive

Directorship
Non-Executive1

Nil

5

1

1
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Name

Appointed

Mr M Aslam

1st December 2010

Mr R Wilton

30th September 2011

Mr M M Khan (CEO)*

20th May 2009

Directorship
Executive

Directorship
Non-Executive1

Almost 40 years experience in industrial
and banking sectors. Current public
member of Network Rail.

Nil

1

Career banker with 41 years’ experience at
HSBC including extensive experience in
Structured Banking.

Nil

1

Former Head of Corporate Banking at
UBL & President of Saudi Pak Bank with
over 34 years banking experience.

1

Nil

Membership
BACC
BRC
HRARC
BACC
BRC
HRARC
BRC

Skill/Experience

1
= the number of other directorships excludes group companies
* = executive director
BACC = Board Audit & Compliance Committee
BRC = Board Risk Committee
HRARC = Human Resources Appointments & Remuneration Committee

The Board of Directors has overall responsibility for the establishment and oversight of the Bank’s risk
management framework.
The Bank’s risk management policies are established to identify and analyse the risks faced by the Bank, to set
appropriate risk limits and controls, and to monitor risks and adherence to limits. Risk management policies and
systems are reviewed regularly to reflect changes in market conditions, products and services offered. The Bank,
through its training and management standards and procedures, aims to develop a disciplined and constructive
control environment, in which employees understand their roles and obligations.
The Board has established a Board Risk Committee (BRC) and a Board Audit and Compliance Committee (BACC)
for reviewing the adequacy of the risk management framework in relation to the risks faced by the Bank and to
monitor compliance with the Bank’s risk management policies and procedures. The BACC is assisted in these
functions by Internal Audit. Internal Audit undertakes both regular and ad hoc reviews of risk management controls
and procedures, the results of which are reported to the BACC.
The Bank also has a Chief Risk Officer (CRO) who reports to the Chief Executive Officer (CEO) and has a dotted
line to the Chair of the BRC. The CRO is responsible for overseeing all aspects of risk management within the
Bank including its implementation and effectiveness.
The Bank sees its key risks as being:
-

Credit Risk - the potential risk that arises from customers (or counterparties) failing to meet their
obligations as they fall due: The Management Team has formed the Line Credit Committee which is
responsible for the oversight of credit risk. The members of this are the CEO, CFO and CRO. For facilities
in excess of its mandate BRC approval is sought. Exposures are monitored daily and appropriate action
taken should a credit limit be breached.

-

Anti Money Laundering and Counter Terrorist Finance - ensuring that the Bank is not used for the purposes
of money laundering or funding terrorism with the ensuing risk of regulatory censure, fine or personal
prosecution. In the past 12 months, an Enhanced Due Diligence committee has been set up to cover issues
arising from these risks under the chairmanship of the CRO. This committee meets fortnightly and includes
business heads and the Money Laundering Reporting Officer (MLRO).

-

Operational Risk - is the risk of loss arising from failed or inadequate internal processes or systems, human
error or other external factors. The risk is managed by individual business areas that have responsibility for
putting appropriate controls for their business in place.
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Each business area has an appointed risk owner and accountable executive who co-ordinate control and risk
assessments on a regular basis. This process is led by the CRO.
In order to ensure the Bank has sufficient capital to cover these operational risks the Bank also maintains a
range of insurance policies to cover eventualities such as business interruption, loss of computer systems,
crime etc.
-

Market Risk - the risk that the value of, or income arising from, the Bank’s assets and liabilities varies as a
result of changes in interest rates or exchange rates. This incorporates a range of risks but the principal
element is interest rate risk.

-

Interest rate risk - arises from imperfect matching of different interest rate features, re-pricing dates and
maturities of mortgages, savings and wholesale products. The Bank manages this exposure on a continuing
basis, within limits set by the Assets and Liabilities committee using a combination of on and off-balance
sheet instruments.

-

Liquidity Risk - the Bank’s liquidity policy is to maintain sufficient liquid resources to cover cash flow
imbalances and fluctuations in funding in order to retain the solvency of the Bank and to enable the Bank to
meet its financial obligations. This is achieved through maintaining a prudent level of liquid assets, through
moderate wholesale funding and management control of the growth of the business.

Further detail is contained in Section 6, with an expanded list of the risks faced by the Bank shown in Appendix
IV.
The diagram below shows the various Board and Management Committees and their reporting lines:
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2.2

Board & Executive Committees

Board of Directors

Audit & Compliance
Committee

HR Appointment &
Remuneration Committee

Board Risk
Committee

Management
Committee

Enhanced Due
Diligence Committee
 Review operating
strategy,
execution &
performance of
EDD in respect of
higher risk
counterparties.
 Review systems
capability to
monitor high risk
transactions.
 Receive reports &
statistics from
MLRO/AML
 Review resource
availability to
manage high risk
counterparties.

United Bank UK

Assets & Liabilities
Committee

 Manage and

monitor the
financial risk
exposure of the
Bank including
liquidity, funding,
interest rate and
foreign exchange
risks
 Manage balance
sheet growth
 Sets pricing for
financial assets
and liabilities
 Monitor
regulatory
prudential
measures.

Line Credit
Committee

 Proposes policy

changes
 Overseas quality
of credit capacity
in line with
strategy
 Review new
credits and
approve credits
up to delegated
level of authority
 Oversees
recovery of NPLS.

Business Committee

Management
Risk Committee

Steering Committee

Security Committee

Investment
Committee

 Oversees the

 Carries out
assessment of
new products
 Proposes risk
mitigation
actions
 Provides
oversight for
all risks
 Reviews
ICAAP & ILAA
 Reviews Risk
register
 Reviews Loss
Register.

 Oversees the
implementation
of strategic
change
 Provide guidance
and direction to
individual
projects
 Agrees changes
to the scope of
projects
 Approves project
time and cost
variances
 Prioritises
deliverables by
allocation of
scarce resources.

 Monitors the threats
to information
assets
 Reviews the
security of the Bank
 Approves the
security policy and
responsibilities of
departments and
individuals
 Reviews security
incidents and
implements change
to prevent
reoccurrence
 Monitors data
protection within
the Bank.

 Monitors the
performance of
the Bank’s
investment
portfolio
 Monitors the
inherent risks of
the portfolio
 Performs the first
level screening of
any proposed new
investments
 Considers and
approves any
requests for
liquidating assets
held within the
portfolio.









Bank’s business
performance
Provide advice to
CEO in the
management of
the Bank’s
business
Manage
continued
development of
the Bank’s
business
Manage
operational,
compliance,
credit and
personnel issues
Implement Board,
Regulatory &
Committee
business

Page 7 of 45

20 July 2015

2.3

Diversity Policy

United Bank UK is committed to the principle of equal opportunity in employment.
Accordingly, management will ensure that recruitment, selection, training, development and promotion
procedures result in no job applicant or member of staff receiving less favourable treatment because of a
protected characteristic i.e. race, colour, nationality, ethnic or national origin, religion or belief, disability, trade
union membership or non-membership, gender, sexual orientation, pregnancy and maternity, gender
reassignment, marriage/civil partnership, age or on the basis of being a part-time or fixed term worker. The
Bank’s objective is to ensure that individuals are selected, promoted and otherwise treated solely on the basis of
their relevant aptitudes, skills, abilities and the needs of the organisation.
Management has the primary responsibility for successfully meeting these objectives by:
 not discriminating in the course of employment against a member of staff or job applicants
 not inducing or attempting to induce others to practise unlawful discrimination
 bringing to the attention of staff that they may be subject to action under the Disciplinary Procedure for
unlawful discrimination of any kind.

2.4

Board Recruitment policy

Directors are nominated by the shareholder banks and their appointment is approved by the Board. The Board
considers each nomination on the basis of the individual’s competence, skill and experience measured against
identified objective criteria. The Board is keen to promote diversity when recruiting new directors and
regulatory approval is co-ordinated through the Company Secretary.
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3

Risk Management

The management of risk is a key element of the overall management of the Bank’s operations and the Board’s
policy is that all risks should be identified, evaluated and managed appropriately. This will form the basis for
better decision-making and will enable management to focus its activities appropriately.
A risk management culture should be embedded in all business operations. This means that:
 an appropriate and effective risk management system should permeate the fabric of the Bank as a whole;
 there will be an open and receptive approach to mitigating risks effectively;
 all staff are responsible for encouraging good risk management practice in their areas of work;
 everyone in the Bank must contribute to the implementation of this policy and the Risk Management
Framework.
Specific risk tolerance/appetite thresholds must be approved by the Board in relation to specific business
activities and in aggregate for the whole Bank.
Each business unit is responsible for managing the risks arising from its activities, and for ensuring that these
risks are within the risk appetite parameters defined by the Board.
Risks will be:
 Identified;
 Evaluated in accordance to the risk appetite set by the Board;
 Mitigated where needed;
 Monitored;
 Reported;and
 Reviewed.

3.1

Risk Management Objectives

The Bank operates a risk management policy designed to achieve the following:


Appropriate risk management procedures and methods for the identification, assessment, management,
control/mitigation/reduction, monitoring and reporting of risks;



Timely updates to risk policies and risk management procedures in coordination with senior
management, in line with industry best practice;



Defined limits and parameters for accepting risks and set to continuously upgrade criteria for the early
identification of risks;



Continuous evaluation of the material risks in new and existing business activities;



Regular reporting to the CEO and the Board of Directors, through the Board Risk Committee, on risk
management issues, including credit and market risk limits, limits of authority and the result of stress
tests;



Completion of the Internal Capital Adequacy Assessment process and comparison of the results with
regulatory capital assessments;



Development of risk appetite statements and the risk strategy which is aligned with business targets;



Performance of stress tests for material risks;



Development of guidelines for the appropriate incorporation of risk management principles in business
activities;



Evaluation of the liquidity position of the Bank and completion of the annual ILAA assessment in line
with regulatory requirements.
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3.2

Risk assessment process

The Bank maintains a Risk Register for assessing risks, which is populated with risks from previous risk
reviews and risk analysis exercises. All employees of the Bank are additionally responsible for notifying risk
events to their line managers. These risk events are collated using an off-the-shelf risk management software
solution, and analysed by the Management Risk Committee on a quarterly basis. Those risk events that
represent a new risk are added to the Risk Register. The risks contained in the Risk Register are quantified by
estimating the probability and likelihood of occurrence, which are then weighted for volatility and risk
aggregation as explained below.
The Risk Register is subject to regular review at a frequency reflecting the nature of the risk and the degree of
threat to the Bank's business.
There are a number of ways in which a risk is quantified in terms of capital allocation:
Scorecard Assessment: Here, probability of the threat and the estimated impact is assessed as outlined under
Risk Quantification below.
Stress Test: This approach is used for assessing the impact of concentration risk, interest rate risk and strategic
risk. Stress test models have been used to determine best and worst outcomes which form the basis for the
capital assessment.
Standardised Approach Risk Weightings: For credit risk, internal capital is allocated according to the risk
weightings used to calculate regulatory capital under Standardised Approaches.
Capital Planning Models: Capital Planning models are used to determine future capital requirements taking
into account the business plans as well as stress test outcomes.
Immaterial: A risk is deemed immaterial if it is assessed to have an impact of £10,000 or less or has been
assessed in conjunction with another risk and has been discounted to avoid duplication and double counting.

3.3

Risk Management Structure & Organisation

The Board retains overall responsibility for the oversight of risk and risk management within the Bank and
determines what types of risks are acceptable. The Board will approve specific Risk Appetite and Risk
Tolerances taking recommendations from the Board Risk Committee, ALCO, Line Credit Committee and
Management Committee as appropriate.
The formal structure for risk management is:
a) Management Risk Committee (MRC)
The MRC will undertake the day-to-day design, implementation and oversight of a risk management
framework which will enable the risks to be controlled within the risk appetite and reported upon to the
Board. The MRC will satisfy itself that risks are being actively managed, with the appropriate controls in
place and working effectively.
The Management Risk Committee will:
 determine, regularly review and implement the Risk Management Framework
 determine the resources to be applied to risk management
 embed a positive approach to risk management throughout the Bank
 routinely review risk management information and reports
 ensure that the Board remains appropriately informed
 arrange for independent reviews of the Bank’s risk management
 review and make recommendations to the Board for any changes in policies.
b) Board Risk Committee (BRC)
The Board Risk Committee is responsible for:
 reviewing the risk appetite statements proposed by the Management Risk Committee
United Bank UK
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ensuring that they are appropriate for the effective operation of the firm
recommending risk appetite statements to the Board for approval
reviewing the firm’s overall risk framework and ensuring that it is appropriate for the firm’s
activities
for considering and approving exposures over the limits delegated to the firm’s management team.

c) Board Audit and Compliance Committee (BACC)
The BACC is responsible for ensuring the quality and effectiveness of the systems of assurance of
internal controls, in particular the Internal Audit and Compliance departments.
d) Line Credit Committee
The Line Credit Committee is responsible for the risk profile, quality and performance of loans and
borrowers.
e) Assets and Liabilities Committee (ALCO)
The ALCO manages and monitors the assets and the liabilities and the capital and liquidity of the Bank
to ensure that they are within the Bank’s risk appetite and consistent with the approved ICAAP and
ILAA. ALCO will also review and alter key interest rates for the Bank’s assets and liabilities.
f) Management Committee (ManCo)
ManCo is responsible for the day-to-day management of the Bank and therefore will ensure that risks
are identified, controlled, and reported. ManCo will also facilitate the desired risk culture throughout the
Bank’s staff and operations.

3.4

Risk Reporting

3.4.1 General
Actual risk exposure will be monitored against the defined appetite/tolerance. New risks and changes in risks
are reported with explanations and reasons. The results of this monitoring will be reported to the Board. This
will enable the Board to gain assurance that risks within the Bank are being properly managed. The reports will
also allow the Board to review and assess whether the defined risk appetite/tolerance remains appropriate,
particularly as strategic objectives are progressed and the Bank’s risk profile changes.

3.4.2 Incident reporting
All staff are responsible for reporting any incidents/potential incidents that could result in a loss for the Bank.
The report is made via dedicated software. The incidents are described including potential loss and remedial
action.
Business Area Managers review the incidents that occur within their operational area and consider if it is a risk
on the register that has crystallised or if the risk has increased in impact and/or likelihood. Such a risk will be
escalated to the CRO immediately. Alternatively, the Business Area Manager will consider if the incident could
recur and if mitigating action is appropriate. A report is submitted to the CRO quarterly. The incident log is
reviewed by the CRO every month.
All staff are required to confirm that all incidents have been reported every six months.

3.4.3 Business Area Risks
Business Area Managers monitor the risks within their business area. Where a risk crystallises or increases in
impact and/or likelihood, it is immediately escalated to the CRO. Business Area Managers are also required to
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review their environment and report immediately to the CRO any potential threats or changes to the risks to
their business area or the Bank.
Business Area Managers make a report on the risks for their area to the CRO at least every quarter. At the end
of each quarter they are required to review all of the risks on their risk register, comment on the changes and
confirm that no further risks in their area have come to their attention. All reports are to be submitted to the
CRO.

3.4.4 Key Business Risks
Senior management monitor the key risks and report on any changes to the CRO immediately. All the Key
Risks are reviewed by the senior management team and the results of that review are reported to the CRO
quarterly. Senior Managers are also required to review their environment and report immediately to the CRO
any potential threats or changes to the risks to their business area or the Bank.

3.5

Risk crystallisation / New Risks

Any new risk or a risk that has crystallised or through changes has increased in impact and/or likelihood will be
reviewed by the CRO in consultation with the CEO and the Deputy CEO as they arise. Immediate remedial
action and/mitigating action will be considered and implemented. Any new risks will be added to the relevant
risk register.

3.6

Reports to the Risk Committee & Board

The CRO will:
Consolidate and update the risk registers
Review and consolidate all risk reports
Review and investigate the incident log
Write a risk report to include:
 all items of significance
 highlight risks that have changed in the intervening period
 highlight any new risks
 report on the risk monitoring and reporting throughout the Bank.
The Board Risk Committee and Board will receive an update on:
The Key Risk register
The incident log
Risk report
Report from Head of Internal Audit.

3.7

Risk quantification (excluding stress tests)

Risk is first assessed on its probability (likelihood) and impact using a scorecard method. The purpose of this
initial assessment is to shortlist those threats which are significant. In some instances, threats of a similar nature
are combined. During this analysis, previous loss events are discussed and noted.
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The likelihood of a threat materialising is assessed on the basis of its expected frequency expressed in years:
Code
6
5
4
3
2
1

Expected to occur
At least once a year
In the next year or two
In next five years
In next ten years
In next twenty years
Very unlikely (not for thirty or more years)

For assessing internal capital requirements, the residual impact is estimated i.e. the impact of the event taking
into account existing controls. The loss assessment is made in terms of the impact on anticipated earnings
(profit) and capital (reserves).
The estimated loss is based on the total cost for the 'loss event', except in the case of events occurring once a
year or more, in which case the annual cost is estimated, net of any accounting provisions. Estimates cover
costs for both remedial work and preventative measures against re-occurrence.
The greatest possible impact on earnings and capital, regardless of controls in place, is entered under Maximum
Value. This provides an indication of potential volatility - see below.

3.8

Risk aggregation & capital allocation method

Capital is allocated according to estimates which are assessed by the relevant risk owners.
Although estimates are based on current and past experience, these are further weighted according to their
potential volatility i.e. the margin of possible error. For example, if the maximum possible impact of a threat is
£100,000 and it is estimated to be £90,000, the margin of possible error is small. On the other hand, an estimate
of £20,000 could be out by 500%, and is therefore weighted to reflect the higher volatility.
In arriving at an overall capital allocation, capital assessments are aggregated for all risks. It is reasonable to
assume that in any one year, not all threats will materialise (although care must be taken to recognise any risks
that are interrelated i.e. may trigger one another).
As noted above, in the risk assessment process the likelihood of a threat is expressed in terms of its expected
frequency. An event may have a £100,000 impact, but if it is expected to occur once in ten years, the 'average
impact' spread over the ten years is only £10,000.
Of course, in the real world the risk either does or does not materialise in any one year. Furthermore, some
years may well suffer a higher than average number of occurrences than would be expected according to the
statistical averages. For this reason, the 'average impact' must be further weighted to take these factors into
account.
Low probability risks are given the highest weightings, since their unexpected occurrence will be far greater
than the average. Any estimated costs that are expected to occur in the year will require no additional
weighting, since their 'average impact' is in fact the same as the full assessment.

3.9

Stress testing

Not all risks can be readily assessed as described above. For assessing the impact of concentration risk, interest
rate risk, market risk and strategic risk, stress test models have been used incorporating a set of assumptions for
considering worst case scenarios.
Stress tests are also used to consider the impact of stressed conditions on meeting future capital requirements.
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3.10 Internal Audit
The primary role of Internal Audit is to help the Board to protect the assets, reputation and sustainability of the
organisation by:
 assessing whether controls are in place to identify significant risks and assess whether these are
appropriately reported by management and the Management Risk Committee to the Board;
 assessing whether they are adequately controlled; and
 challenging the Executive Committee on the effectiveness of governance, risk management and internal
controls.
The Company’s Internal Audit function will achieve this through the following core responsibilities:
 to propose an annual audit plan based on its understanding (after discussion with management) of the
significant potential risks to which the organisation could be exposed;
 to carry out audits of functions and processes in accordance with the annual audit plan and any
additional special investigations requested by management, the Board, the Board Audit & Compliance
Committee or the regulators;
 to assess the adequacy and effectiveness of the controls in the functions and processes audited and to
issue recommendations for where and why improvement is required (where appropriate) based on the
result of work carried out;
 to verify compliance with those recommendations;
 to report to the Board Audit & Compliance Committee in relation to Internal Audit matters.
In addition to the above, Internal Audit also provide feedback and challenge on the effectiveness of the
Company’s control framework through attendance at relevant governance committees and through stakeholder
management meetings.

3.11 Risk Statement
The Bank’s Risk Statement is provided in Appendix II. This has been approved by the Board and it describes
the Risk Appetite and how this feeds into the Bank’s overall strategy. The Board maintains a Risk Appetite
which is regularly monitored with formal reviews of the risk measures in conjunction with the long term
planning process.
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4

Own Funds

United Bank UK is 55% owned by United Bank Limited (UBL) and 45% owned by National Bank of
Pakistan (NBP). Both parent banks are established and profitable banks in Pakistan, and committed to the future
growth of The Bank. This is confirmed by their injection of £15 million of additional funding in October 2014,
taking their total investment in the Bank to £45 million.
The table below shows the breakdown of United Bank UK’s capital resources:
31 Dec 2014
£’000

Type of Capital

31 Dec 2013
£’000

Common equity tier one capital
Paid up capital instruments

£45,000

£30,000

Retained earnings

£18,806

£14,402

£624

£885

£64,430

£45,287

-

-

£1,537

£1,938

£500

£434

£2,037

£2,372

£66,467

£47,659

Revaluation reserves
Common equity tier one capital
Additional tier one capital
Tier two capital
Subordinated loan*
General credit risk adjustments
Total tier two capital
Total regulatory capital**

Tier one capital comprises the permanent share capital and the fair value reserve resulting from the revaluation
of property and investments. This is the core capital of the Bank and acts as a buffer to absorb losses to protect
depositors and other creditors of the Bank.
Tier two capital is the supplementary capital and in United Bank UK’s case it comprises Subordinated Loans
amortised over the life of the loan and collective provision for the known but individually unidentified
impairment of its loan portfolio.
*Subordinated Loan amount is amortised over the life of the loan.
**A reconciliation of the regulatory capital to the balance sheet is shown in Appendix III.
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5 Compliance with CRD IV and the overall Pillar 2 Rule
5.1

Internal Capital requirements

In order to protect the solvency of the Bank, the Bank holds internal capital resources to absorb unexpected
losses. The capital held is determined by the regulators guidance.
The Bank has adopted the Standardised Approach to calculate its Pillar 1 minimum capital requirement for
Credit, Market and Operational risks.

5.2

Assessment of Internal Capital Adequacy Approach

The diagram below illustrates the approach taken to formulate the Bank's internal capital requirements:

Credit
Risk

Market
Risk

Op
Risk

Pillar 2 Capital

Pillar 1 Capital

Credit
Risk

Market
Risk

Op
Risk

Stress
Testing

Other
Risks

The boxes in blue represent the minimum regulatory allocations of capital for Credit Risk, Market Risk and
Operational Risk i.e. Pillar 1 Capital. The boxes in yellow represent the Bank's own capital assessments for
Market Risk, Operational Risk, Stress Testing and Other Risks.


Credit Risk: The Pillar 1 minimum capital requirement for Credit Risk, based on the Basel 3 framework
under the Standardised Approach, is taken as the starting point in considering what internal capital may be
required. The internal capital assessment includes consideration as to whether the Pillar 1 capital
calculation fully captures the Credit Risk faced by the Bank.



Market Risk: United Bank UK does not operate a trading book but in terms of the regulatory framework,
is required to hold capital against Market Risk in the banking book for foreign currency risk. The Bank's
own assessment of Market Risk covers Foreign Exchange Rate Risk and Interest Rate Risk.



Operational Risk: Basel 3 sets out a simple means to calculate Pillar 1 capital required to meet
Operational Risk requirements. Under the Basic Indicator approach (followed by the Bank) this is 15% of
the Bank's average operating income taken over the last three years. The Bank's own assessment of
Operational Risk covers all material risks that do not fall into the other elements shown in the diagram.



Stress Testing: This element covers risks that have been assessed from stress tests and for which the Bank
believes that Pillar 1 has not adequately captured their potential capital requirements. These are:
Concentration Risk, Strategic Risk and Interest Rate Risk in the banking book as well as Market Risk for the
price movement in the investment portfolio and Other Business Risk.



Other Risks: This element refers to the Bank's own assessment of Pension Obligation Risk.



Pillar 2 Capital is the Bank's internal capital assessment over and above Pillar 1 Credit, Market and
Operational risk capital requirements. This is arrived at by simply deducting the regulatory Pillar 1 capital
requirement (shown in blue in the above diagram) from the Bank's overall internal assessment (shown in
yellow above).

United Bank UK

Page 16 of 45

05 August 2015

5.3

Pillar 1 Capital Requirements

The table below shows the overall exposures, capital requirement and risk weighted assets of the Bank under
the adopted Standardised Approach.
The Bank’s Pillar 1 capital requirement is based on 8% of its risk-weighted assets. The Bank uses Fitch credit
ratings in order to calculate the risk-weighted assets for its exposures to rated institutions. Where an institution
is not rated by Fitch, the Bank uses its internal assessment to rate the institution. The Bank’s other exposures are
to unrated entities. The exposures, capital requirements and risk weighted assets within each exposure class at
31 December 2014 were:

Minimum Capital Requirement 8%
Central government or central banks

Exposure

RWA

£’000

£’000

Capital
Requirement
£’000

84,807

47,289

3,783

5,353

2,677

214

59,539

51,246

4,100

Multilateral development banks

-

-

-

International organisations

-

-

-

Institutions

142,823

69,072

5,526

Corporate

36,209

35,008

2,801

Retail

12,034

7,146

572

Secured by mortgages on immovable property

14,379

8,736

699

Exposures in default

24,692

31,091

2,487

Items associated with particular high risk

-

-

-

Covered bond

-

-

-

Claims on institutions and corporates with a short-term
credit assessment

-

-

-

Collective Investments undertakings

-

-

-

Equity

-

-

-

21,177

20,682

1,655

Credit Risk Minimum Capital Requirement

401,013

272,947

21,837

Credit Risk (Standardised)

401,013

272,947

21,836

Credit valuation adjustment

-

1

0

Operational Risk (Basic Indicator Approach)

-

20,551

1,644

401,013

293,499

23,480

Regional Governments or local authorities
Public Sector Entities

Other items

Pillar 1 Capital Resources Requirement
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As at 31 December 2014, the Bank had surplus capital over and above its minimum capital resources
requirement of £9.011 million.
The Bank has assessed the required Capital Planning Buffer (CPB) going forward. The CPB is identified so that
it can be used to absorb losses and/or to cover increasing capital requirements in adverse circumstances that are
outside the Bank’s normal and direct control. The Bank has projected its capital resources and capital
requirements over a four year horizon, incorporating the impacts of stressed conditions to assess movements in
capital resources and capital requirements in adverse circumstances. On the basis of these stressed capital
projections and following the £15 million capital injection in 2014, the Bank has not identified a need to raise
capital to cover both the planned growth over the next four years and to meet the additional requirements arising
should adverse circumstances materialise that are outside the Bank’s normal and direct control.
On an annual basis the Bank will ensure that growth is limited to the level supported by the existing capital.
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6

Principal Risks

The principal risks that the Bank is exposed to are as follows:








Credit Risk
Financial Crime & Anti-Money Laundering Risk
Market Risk
Liquidity Risk
Regulatory & Compliance Risk
Operational Risk
Other Risks.

Details on each principal risk are provided below.

6.1

Credit Risk

Credit Risk is the risk of financial loss to the Bank if a customer or counterparty to a financial instrument fails
to meet its contractual obligations, and arises principally from the Bank’s loans and advances to customers and
other banks. For risk management reporting purposes, the Bank considers and consolidates all elements of
credit risk exposure (such as Individual Obligor Default Risk, Sector and Country Concentration Risk).
The Board of Directors has delegated responsibility for the management of Credit Risk as well as Other Risks to
the Board Risk Committee. The main duties of the Board Risk Committee are:















To ensure that the systems, policies and procedures for the identification, evaluation, management and
monitoring of risks are carried out;
To determine the policies and principles that govern the identification and evaluation of risks as well as
the procedure for their management;
To ensure that Senior Management fully understands and applies the desired levels of risk taking, as
specified by the Board of Directors, and also that personnel understand and apply the risk taking and
management policy and that excessive risk taking is not encouraged;
To review the Capital Management Policy and recommend it to the Board of Directors;
To ensure that the internal risk management framework and the procedures for risk management in the
decision-making process are carried out for all the activities of the Bank;
To evaluate annually, based on the report of the Risk Management Unit, the adequacy and effectiveness
of the risk management policy and the appropriateness of risk limits, the adequacy of provisions and in
general the adequacy of Own Funds in relation to the level of risks undertaken;
To review and propose to the Board the Bank’s liquidity, capital and other risk appetite statements;
To ensure that stress tests and related procedures are carried out as appropriate on all major risks, at least
on an annual basis and, where necessary, to challenge the appropriateness of limits and the adequacy of
capital in relation to budgets and to communicate the results to the Board;
To review and evaluate the Internal Capital Adequacy Assessment Process report (ICAAP), which aims
to evaluate the important risks undertaken by the Bank;
To review and evaluate the Internal Liquidity Adequacy Assessment report (ILAA), which aims to
evaluate the important liquidity risks undertaken by the Bank;
To ensure that the risk profile of the Bank is in line with the risk appetite and capital planning and to
make any relevant recommendations to the Board;
The approval of credits and credit provisioning up to a level set by the Board and the approval of credit
policy, amendments and deviations thereto. To consider and recommend to the full Board credits and
credit provisioning in excess of its limit for approval.
The approval of the Credit Policy Handbook and all amendments thereto.
The review and recommendation to the Board, where required, of all lending policies.
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The Bank mitigates Credit Risk by:






Focusing on business sectors it knows well or has an established connection.
Limiting the size of exposures to any particular entity/group.
Limiting the aggregate size of exposures to any particular sector and country.
Obtaining security cover and where appropriate personal guarantees for the exposure.
Regularly reviewing the credit risk grading of each exposure.

The Bank’s maximum exposure to credit risk by class of financial instrument is shown in the table below:
31 Dec 2014
Carrying
Maximum
Value
Exposure
£’000
£’000
36,746
36,746

Cash and balances with central banks
Loans and advances to banks:
Loans and receivables
Loans and advances to customers:
Loans and receivables
Investments:
Held-to-maturity
Available for sale
Derivative financial assets:
Currency forwards
Unutilised Overdraft Commitment
Total

31 Dec 2013
Carrying
Maximum
Value
Exposure
£’000
£’000
13,843
13,843

5,121

5,121

5,000

5,000

192,011

192,011

131,872

131,872

136,651

136,651

200,797

200,797

257

257
2,074
372,860

4,478

4,478
2,602
358,592

370,786

355,990

The table below shows the residual maturity breakdown of all exposures by class as at 31 December 2014:
Less than
three
months

£’000
36,446
63,188
38,550
138,184

Cash, loans and advances to banks
Loans and advances to customers
Investments
Total

Between
three
months
and
one year
£’000
5,000
41,441
1,350
47,791

Between
one year
and
five years

Over
five years

£’000

£’000

73,705
83,039
156,744

13,482
18,823
32,305

Total

£’000
41,446
191,816
141,762
375,024

The table below shows the breakdown of the Bank’s on-balance sheet credit exposure (excluding investment)
categorised by the degree of risk of financial loss:

Debt Securities

Carrying amount
Individually impaired:
Grade 5b: Substandard
Grade 6: Doubtful
United Bank UK

2014
£’000
136,651

2013
£’000
200,796

Loans and advances to
customers
2014
2013
£’000
£’000
192,011
131,872
6,698
8,428
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2014
2013
£’000
£’000
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-
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Debt Securities

Grade 7: Loss
Allowance for Impairment
Carrying Amount
Past due but not impaired:
Grade 4b: Watch list
Up to 30 days
30-90 days
Grade 5a: Substandard
Up to 30 days
30 – 90 days
90 – 180 days
180 days +
Carrying amount
Neither past due nor impaired:
Grade 1- 3: Low to fair risk
Grade 4a: Watch list
Carrying amount

2014
£’000
9,113
(798)
8,315

2013
£’000

128,336

200,796

136,651

200,796

Loans and advances to
customers
2014
2013
£’000
£’000
2,760
2,591
(4,682)
(2,618)
13,204
10,043
-

Loans and advances to
banks
2014
2013
£’000
£’000
-

-

-

1,369
-

2,269
1,521

-

-

-

3,639
-

-

-

1,369

82
7,511

-

-

177,028
410
192,011

113,889
428
131,872

5,121

5,000

5,121

5,000

6.1.1 Impaired loans
Impaired loans are loans for which the Bank determines that it is probable that it will be unable to collect all
principal and interest due according to the contractual terms of the loan agreement.

6.1.2 Past due but not impaired
Loans where contractual interest or principal payments are past due, but the Bank believes that impairment is
not appropriate on the basis of the level of security/collateral available and/or the stage of collection of amounts
owed to the Bank.

6.1.3 Allowances of impairment
The Bank establishes an allowance for impairment losses that represents its estimate of incurred losses in its
loan portfolio. The main component is a specific loss provision that relates to individually significant exposures
and represents the amount remaining after deducting the expected discounted cash flows from the outstanding
loan principal and accrued interest at the balance sheet date.

6.1.4 Write-off policy
The Bank writes off a loan balance (and any related allowances for impairment losses) when the Board Risk
Committee determines that the loans are uncollectible.
This determination is reached after considering information such as the occurrence of significant changes in the
borrower/issuer’s financial position such that the borrower/issuer can no longer pay the obligation, or that the
proceeds from collateral will not be sufficient to pay back the entire exposure.
The Bank holds collateral against loans and advances to customers in the form of mortgage interests over
property and liens over cash deposits. Collateral is not held over loans and advances to banks. The table below
shows a breakdown of the credit exposure by collateral type.
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Loans and advances to
customers
31 Dec 2014
31 Dec 2013
£’000
£’000
Individually impaired
Property
Cash
Unsecured
Other
Past due but not impaired
Property
Cash
Other
Neither past due nor impaired
Property
Cash
Unsecured
Other
Carrying amount

Loans and advances to
banks
31 Dec 2014 31 Dec 2013
£’000
£’000

6,834
4,564
1,806

7,064
778
2,201

-

-

-

-

-

-

-

-

50,201
118,982
9,624
192,011

59,112
52,389
10,328
131,872

5,121
5,121

5,000
5,000

The average loan to value ratio for customer loans secured by property is 59% (2013: 62%); calculated by
dividing the balance owed to the Bank by the latest valuation held for the property. Independent property
valuations are undertaken on a three yearly basis as a minimum where the loan to value ratio is greater than
50%, and more frequently where it is likely that there has been a material change in value.

6.1.5 Forbearance Policy
The Bank periodically assesses whether there is objective evidence that a financial asset or a portfolio of
financial assets is impaired. In conducting this assessment, management takes account of any forbearance
arrangements it has with its customers. The Bank has a detailed forbearance policy and as part of the arrears
management process, the Bank will consider providing a forbearance facility to the borrower after considering
each case and analysing it based on its own merits and the specific circumstances of the borrower. The primary
aim of providing a forbearance facility to a borrower is to enable the complete recovery of the debt through the
full repayment of arrears. Where the circumstances of the borrower mean that this primary aim is not
achievable, the secondary aim is to move the customer into a “sustainable terms” position on their debt. In all
cases the provision of forbearance aims to minimise the risk of the borrower ultimately defaulting on their debt
and losing their security.
As at 31 December 2014, all grade 5b, 6 and 7 loans and advances had been considered for forbearance (2013:
same).

6.1.6 Movement in the Bad Debt Provision
The table below shows the movement in the bad debt provision:
31 Dec 2014
Specific
£’000

31 Dec 2014
Collective
£’000

31 Dec 2014
Total
£’000

31 Dec 2013
£’000

At 1st January

2,304

315

2,619

804

Increase in provisions for impaired loans

1,878

185

2,063

1,830

-

-

-

(15)

4,182

500

4,682

2,619

Amounts written-off
At 31st December
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At the end of 2014 the Bank held one investment property, which was the collateral for a non-performing loan
transferred to the Bank from United Bank Limited (UBL) at the time of the merger.
The investment property is occupied by tenants, and the lease expires in 2023 with a tenant only break clause in
2017. Rental income from the property is shared between the Bank and UBL. UBL’s share of the rental income
is paid to UBL via the preference share ‘C’ issued by the Bank.

6.1.7 Wrong Way Risk
Wrong way risk is defined as the risk that occurs when exposure to counterparty is adversely correlated with the
credit quality of that counterparty. The Bank has no exposure to wrong-way risk.

6.1.8 Investments
All investment securities held by the Bank at 31 December 2014 are listed (2013: same). The Bank holds
securities of African Bank Investment Limited with a fair value rate of £ 8.3million as at 31 December 2014,
which although are quoted, had trading suspended in 2014 due to restructuring. The holdings have been fair
valued using a discounted cash flow model and have been classified under fair value hierarchy level 3. Details
of the provision held for this security can be found in Note 18 of the 2014 financial statements. All the other
securities held by the Bank are quoted and traded in an active market. Available for Sale securities have been
fair valued under fair value hierarchy level 1.
In 2014, a total of £368,791 (2013: £4,895,978) was reclassified from investment revaluation reserves to profit
and loss on de-recognition of available-for-sale securities.
Below is a reconciliation of the opening and closing balance of securities held as well as the sector
concentration analysis:
2014
£’000
200,796
105,593
(169,030)
(462)
(246)
136,651

As at 1 January
Purchases
Sales
Interest/Amortisation
Unrealised Losses
Balance as at December 31

2013
£’000
215,347
167,296
(166,631)
(5,288)
(9,928)
200,796

6.1.9 Credit risk concentration
The Bank manages credit risk concentration by setting exposure limits to groups/individual counterparties,
sectors and countries.
The Bank monitors credit risk concentration against limits daily. Any excesses, actual or potential, are notified
to the Line Credit Committee for ratification, approval and/or recommendation to the Board Risk
Committee/Board for direction as to remedial action.
The table overleaf summarises the sector and location concentration risk for the Bank:
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Concentration by sector

Central and local government
Food, beverage, tobacco
Textiles, leather, clothes
Other manufacturing
Retail
Wholesale including import and export
Transport, storage, communication
Real estate - buy, sell, develop and letting
Financial
Other service industry
Individuals
Total

Loans and
advances to
customers

Loans and
advances to
banks

Loans and
advances to
customers

Loans and
advances to
banks

31 Dec 2014
£’000
21,527
29,675
1,058
665
5,400
8,400
98,231
2,636
24,419
192,011

31 Dec 2014
£’000
5,121
5,121

31 Dec 2013
£’000
41
26,753
1,068
50
2,078
58
8
10,415
52,224
233
38,944
131,872

31 Dec 2013
£’000
5,000
5,000

Loans and
advances to
customers

Loans and
advances to
banks

Loans and
advances to
customers

Loans and
advances to
banks

31 Dec 2014
£’000
68,022
31,802
43,108
27,773
21,306
192,011

31 Dec 2014
£’000
5,121
5,121

31 Dec 2013
£’000
74,271
8,751
18,201
29,842
807
131,872

31 Dec 2013
£’000
5,000
-

Concentration by location

Great Britain
Europe
South Asia
Africa
Rest of world
Total

5,000

6.1.10 Counterparty Credit Risk
Counterparty Credit Risk can be defined as the risk that the counterparty to a transaction could default before
the final settlement of the transaction’s cash flows.
The Bank uses over the counter (OTC) derivative (forward foreign exchange) transactions to hedge exposures
on foreign exchange risk. The CCR mark to market method is used to measure exposure value and details of
exposure are provided in the tables below:
Measure for exposure value under the CCR Mark to Market Method
Counterparty Credit Risk Exposures:
CCR Mark to Market Method
Interest rate contracts
Contracts concerning foreign currency rates and gold
Contracts concerning equities
Contracts concerning precious metals except gold
Contracts concerning commodities other than precious metals
Total

United Bank UK

Page 24 of 45

December 2014
£’000
383.6
383.6

05 August 2015

Net Derivative Credit Exposure
Net Derivative Credit Exposure
Gross positive fair value
Less: Netting benefits
Netted current credit exposure
Less: Collateral Held
Net Derivatives Credit Exposure

December 2014
£’000
256.9
256.9

December 2013
£’000
4,479
4,479

The Bank does not net or hold collateral. Hence, gross positive fair value of contracts, netting benefits, netted
current credit exposure, collateral held and net derivative credit exposure are not applicable to the Bank.

6.1.11 Credit Risk Mitigation
The Bank has put policies in place which allows the use of credit mitigation to reduce Counterparty Credit Risk.
As at December 2014 the Bank has not made use of collateral.

6.2

Financial Crime & Anti Money Laundering Risk

The requirement for a risk-based strategy
The Money Laundering Regulations 2007 require all UK banks and other regulated firms to assess their money
laundering/terrorist financing risks and determine how they will be managed. The FCA also requires that in
accordance with senior management responsibilities and corporate governance requirements, all regulated
financial services firms must conduct and document an AML/CTF risk assessment.
The level of inherent risk within any bank or financial institution is determined through the consideration of a
range of factors including:







The nature of its ownership and regulatory status.
Its customer, product and activity profiles.
Its distribution channels.
The complexity and volume of its transactions.
Its processes and systems.
Its operating environment.

All banks must be able to demonstrate to the FCA as their Supervisory Authority the appropriateness of the
measures introduced to manage their perceived risks. Consequently, United Bank UK’s risk-based strategy has
been documented as part of its anti-money laundering policies and controls.
United Bank UK’s risk-based strategy
United Bank UK’s risk-based strategy includes:
 Assessing the Bank’s vulnerabilities to money laundering and terrorist financing;
 Assessing the risk that is posed by the Bank’s products and services, including their characteristics, the
way they are delivered and how they are used;
 Assessing what risk is posed by the Bank’s customers, including the means by which the customer is
acquired, who the Bank’s customers are, where they are located, their organisational structure and what
they do;
 Designing and implementing controls and procedures to manage and mitigate the money laundering and
terrorist financing risks that have been determined, paying particular attention to the factors that have
been assessed as presenting higher levels of risk;
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6.3

Applying increased levels of customer due diligence and monitoring to reflect increasing levels of risk;
Monitoring a customer’s instructions, transactions and activity in their accounts against known and
expected behaviour and characteristics;
Monitoring transactions against the HMT Consolidated Financial Sanctions List, OFAC and EU;
Recording the results of the risk assessment and the controls that have been put in place; and
Regularly monitoring and reviewing the Bank’s risks and keeping this information relevant and up-todate.

Market Risk

Market Risk is defined as the current or prospective risk to earnings and capital arising from adverse
movements in asset prices, foreign exchange rates as well as interest rates in both the trading and banking book.
In relation to the Bank, Market Risk arises predominantly from the overnight foreign exchange positions that
the Bank maintains as part of its regular banking operations and from the interest rate risk in the banking book
which includes the investment portfolio.
The monitoring and management of Market Risk is the responsibility of the Treasury Department, while the
monitoring of Market Risk exposures is the responsibility of the Risk Management Unit. The Board, the Board
Risk Committee, as well as the ALCO Committee, assume a supervisory and monitoring role in the process.
The Risk Management Unit defines and reviews the implementation of risk policies and procedures regarding
Market Risk. Specifically the Risk Management Unit monitors FX, Interest Rate Risk, and overall risk analysis
of Market Risk exposures. Stress tests are periodically performed for the major risk factors. Major market
developments, new risks undertaken and Major Risk limit breaches are also analysed.
The objective of the ALCO is to derive the most appropriate strategy for the Bank, in terms of the mix of assets
and liabilities given its expectations of the future and the potential consequences of interest rate movements,
liquidity constraints and foreign exchange exposure and capital adequacy.
The Risk Management Unit is responsible for reviewing/developing and enhancing a) the Market Risk
department policies and procedures manual and b) the Market Risk management methodologies manual. The
manual describes the principles of managing Market Risk, the responsibilities of the Risk Management Unit, the
procedures for setting/approving limits and limit excesses and other relevant procedures as well as the
methodologies and assumptions used in measuring the Market Risk exposures for limit monitoring and
reporting purposes.
The Bank’s policy is that the Treasury Department may take small “trading” positions in either the foreign
exchange market, and/or the UK gilt market (provided the trading book is within the de-minimise limit as
expressed in the CRR) only. As such the role of the Treasury Department is limited to managing the structure of
the balance sheet, hedging foreign exchange and Interest Rate Risk and providing specific products to meet
customer needs as required. As such the Bank’s Market Risk under Pillar 1 is limited to Foreign Exchange Risk.
The Bank’s policy regarding trading is not expected to change going forward. The Bank is in the process of
automating and streamlining a number of monitoring processes within the Treasury Department as well as
within the Risk Management Department in order to improve the efficiency of the monitoring process. Interest
Rate Risk in the banking book which includes the investment portfolio is examined and quantified under Pillar
2 where a stress test is used to quantify the impact of interest rate movements in the Banking Book.
The Risk Management Unit is responsible for reviewing annually and setting appropriate limits in line with the
defined risk appetite of the Bank, covering foreign exchange limits (spot, forward, and swap), intra day and
overnight open position limits by currency, gross forward limit, total net short position limit, permissible
currencies and permissible foreign exchange products.
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The Bank holds a designated AFS investment portfolio in order to enhance the return from wholesale funds.
This investment mandate requires that such assets are Investment Grade, readily saleable, have less than ten
years to maturity and may not be traded.
Following the introduction of Individual Liquidity Adequacy Standards (ILAS) in 2010, the Bank has created a
Liquid Assets Buffer containing qualifying securities that are readily realisable. This portfolio is designated
Available For Sale (AFS), and is therefore marked-to-market with movements in value accounted for within the
investment revaluation reserve. During the last year the Bank has added other securities to the AFS portfolio
that do not qualify for the Liquid Assets Buffer but do provide an additional source of liquidity.
6.3.1 Interest Rate Risk
Interest Rate Risk is the exposure of the Bank to adverse movements in interest rates; Interest Rate Risk arises
from holding assets and liabilities and on and off-balance sheet exposures, with different maturity dates, for
fixed rated products or re-pricing dates for floating rate products.
Three sources of Interest Rate Risk to earnings and economic value are considered:
(i)
mismatches in the re-pricing characteristics of assets and liabilities;
(ii)
yield curve risk;
(iii) basis risk.
The stress test on Interest Rate Risk is analysed based on the FSA017 return which calculates the NPV
sensitivities by re-pricing gap for +/-200bp parallel movements in the yield curve.
The analysis calculates assets and liabilities re-pricing in specific time buckets. When fixed rate liabilities in a
time bucket exceed fixed rate assets in the same bucket, a “negative gap” exists for that period, indicating that a
rise in interest rates for that period would result in an increase in net interest income, while a fall in interest rates
would result in a decrease in net interest income.
The table below shows the impact on income of a 200 basis point rise or fall in the yield curve for all the main
currencies held by the Bank:
2014
200 basis
points
increase
£’000
(3,206)

% of total
capital
resources
(4.8%)

200 basis
points
decrease
£’000
3,830

% of total
capital
resources
5.8%

The analysis presented includes all assets and liabilities in the banking book which also includes the assets held
under the investment portfolio. Most of the impact on net interest income arises from the periods over three
years and is driven by holdings in the investment portfolio.
The Bank recognises that under the Pillar 2a assessment the capital impact over a 12 month period is calculated.
In the case of the Interest Rate Risk, the Bank also recognises that even though the bonds (fixed rate) mature/reprice in periods over 12 months, any movement in interest rates will have an immediate impact on the value of
the holdings, and for this reason the Bank considers the impact of an interest rate movement over the whole
horizon.
Basis risk arises from the fact that financial products may use different indices for pricing purposes and those
indices may move differently and thus expose the Bank to a potential loss of income. An example is the assets
earning interest based on the Bank’s own Base Rate, while customer deposits receive interest based on Libor
Rates. An increase in Libor rates without a corresponding increase in Base rates would result in a “squeeze” to
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the Bank’s profitability. Yield curve risk relates to changes in the shape of the yield curve and its impact on the
Bank’s profitability.
The policy of the Bank is to price all retail/commercial placements/exposures at floating rates or at fixed rates
for fixed periods on appropriate rollover dates. The Bank is currently in the process of reviewing various Asset
and Liability systems so as to monitor and manage the structure of the Bank’s balance sheet and monitor the
impact on Net Interest Income from changes in interest rates.
In the meantime the Bank is monitoring the average duration of the portfolio, on a day-to-day basis and the
funding profile of the Bank. The Bank has a material exposure arising from movements in UK and US interest
rates and as such it is monitoring market expectations on interest rates and their impact on the Net Interest
Income of the Bank.
6.3.2 Foreign Exchange Risk
Foreign Exchange Risk is that arising from:
(i) Foreign exchange deals made on behalf of customers, where significant rate movements occur before
currency positions are successfully matched; and
(ii) The effect of exchange rate movements on the valuation of the Bank's balance sheet.
Valuation risk arises from the US dollar profit and loss that is converted to sterling on a monthly basis. The
potential impact is not considered material.
The policy for the management of foreign exchange risk is set out in the Bank's Policy Statement for foreign
exchange, approved by the Asset & Liability Committee (ALCO) and ratified by the Board. It is submitted to
the Board annually, or more frequently if required, for re-approval and/or amendment.
The Treasury Department constantly monitors the net open position, according to the procedures laid down in
the Treasury Manual, to ensure compliance with external and internal limits, and coverage of any such exposure
through the use of outright forward foreign exchange contracts.
Position Limits (Foreign Exchange)
The risk appetite of the Bank has been defined and agreed by the Board as a maximum open long or short
position in aggregate against GBP of up to £1.5 million. If the aggregate is to exceed £1 million the prior
approval of the CEO is required.
In addition, maximum intra-day exposure limits are also defined for major currency crosses (up to £3 million
for US$ against Sterling, Euros, Swiss Francs or Yen), other currencies (up to £0.5 million) and in total (up to
£5 million for US$ against all currencies). These intra-day limits are only to facilitate the conducting of spot
FX trades where the dealer is unable to simultaneously cover the customer’s order for a short period of time.
They are not intended to provide “proprietary trading” positions.
A long PKR position (up to £0.5 million) is used to facilitate branch remittances and covering nostro balances.
There is no dealing in FX Futures, FX Options or Options on FX Futures transacted by the Bank
The Board approves FX exposure limits. The ALCO delegates the day-to-day responsibility for the
management of FX exposure to the Treasury Department. New product limits and new exposure limits are
formulated at ALCO, recommended to, and sanctioned by the Board.
Foreign exchange positions are monitored on a daily basis. As mentioned above the Bank is currently
examining ways of strengthening the monitoring and reposting process.
Exposures created in foreign currency where customer funding is not available are covered through the use of
foreign exchange swaps that are transacted by the Treasury Department.
As well as using derivatives to hedge foreign exchange exposure, the Bank takes exchange rate contract orders
from customers and will cover these by entering into similar positions with third parties.
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6.3.3 Pension Obligation Risk
The Bank operates a defined benefit scheme that has been closed to new members for more than ten years, and
closed to future accrual from the start of 2010. The average age of the members is 55 years.
The Bank’s defined benefit pension scheme had its last triennial valuation carried out in 2014. The valuation
showed a £0.5 million surplus as at 1 January 2014. The FRS 17 valuation of the pension scheme’s assets and
liabilities for the 2014 year-end has shown a £0.1 million reduction in the deficit over the last year, mainly due
to the allowance that has been included for Guaranteed Annuity Rates following the change in assumption
adopted in the 2014 valuation. The decrease in the deficit has been recognised in the Statement of Total
Recognised Gains and Losses for the year. The Board continues to believe that the remaining deficit of £0.5
million is temporary, and the funding position will improve as the economy recovers.

6.4

Liquidity Risk

Liquidity Risk is the risk that a company will encounter difficulty in meeting obligations from its financial
liabilities.
The policy of the Bank is to always maintain sufficient liquidity to meet all known and likely demands which
could be made upon it by its customers and ensure that such liquidity is available on a day-to-day basis. In
terms of “survival period” (the amount of time that the Bank can operate during a period of stress before
running out of liquidity resources), this should be no less than three months.
The Bank’s approach to managing liquidity is to ensure, as far as possible, that it will always have sufficient
liquidity to meet its liabilities when due, under both normal and stressed conditions, without incurring
unacceptable losses or risking damage to the Bank’s reputation.
The liquidity position of the Bank is monitored daily, and regular liquidity stress testing is conducted under a
variety of scenarios covering both normal and more severe market conditions, as well as those scenarios
prescribed by the PRA in their handbook.
The Bank’s Treasury Department is responsible for maintaining sufficient liquidity to meet the Bank’s
obligations and to meet the specific liquidity requirements of the UK supervisory authorities. The key measure
used by the Bank for managing liquidity risk is the Liquidity Metric Monitor which shows the behaviourally
adjusted outflows over a three month horizon and compares this with the amount of Liquid Asset Buffer held by
the Bank. It also shows the Basel Committee on Banking Supervision (BCBS) Net Stable funding ratio and the
BCBS Liquidity Coverage Ratio at 30 days.
Under the Individual Liquidity Adequacy Standards (ILAS) regime the Bank has modelled the cash flows for
three specific scenarios prescribed in the PRA’s handbook:
(i)
(ii)
(iii)

an idiosyncratic stress test showing the impact of Bank-specific scenarios, such as damage to
reputation;
a market-wide stress test showing the impact of adverse market conditions; and
a combined idiosyncratic and market stress test.

The stress tests consider both the short-term (two weeks) and protracted (three months) impact and assess the
Bank’s survival period both before and after management actions to address shortfalls in liquidity requirements.
Assumptions are made about the behaviour of depositors and borrowers within each stress scenario in order to
calculate the cash flows. The outcome from the model is a detailed liquidity profile under each scenario, which
analyses the impact on the balance sheet and other key metrics resulting from the individual stress scenarios.
Key pressure points are identified, and the amount of liquid assets necessary to ensure at least a three month
survival period is calculated from the results.
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In the unlikely event of a liquidity crisis the Treasury Department would immediately invoke the contingency
funding plan which includes selling the Bank’s liquid asset buffer securities, or if more expedient, seeking
additional funds from the shareholders or borrowing in the market to alleviate the shortfall.
The Bank is funded mainly from retail deposits and shareholder funds. The Bank is not dependent on funding
from the wholesale market, but may use interbank funding from time to time to provide additional funding
when required.
The parent banks have confirmed their support to the Bank if there is a requirement for emergency funding.
Full details of the Bank’s liquidity risk management are contained in its ILAA.

6.5

Regulatory Risk

Regulatory Risk is the risk to earnings, capital and reputation associated with a failure to comply with an
increasing array of regulatory requirements and expectations from banking regulators. Regulatory Risk
governance begins at the Board level and cascades throughout the organisation. The Bank, through its
Compliance and Internal Audit functions, both ensures and assures there is adherence to the applicable
regulatory requirements and that the resources required for effective compliance are adequate and competent.
This ensures Regulatory Risk is minimised without jeopardising shareholders expectations. The Bank is
regulated by the PRA and FCA and is subject to EBA reporting requirements as implemented by the approved
authorities.

6.6

Operational Risk

Operational Risk is the risk of loss arising from inadequate or failed internal processes, systems and people or
from external events.
The general categories of Operational Risk faced by the Bank are summarised below including controls and
procedures that the Bank will consider to mitigate these risks. This list is not exhaustive and is merely indicative
of the nature of risks faced.

6.6.1 Systems and processes
The Bank makes use of many different systems (both IT and manual) which in turn involve a variety of
processes. The design, implementation and operation of these processes and systems may affect our
susceptibility to some types of operational losses e.g. processing errors, system failures, fraud etc.
The Bank will give consideration to the following areas when designing, implementing and operating any
processes or systems:
(i)
(ii)
(iii)
(iv)
(v)
(vi)

the controls in place that help prevent system and process failures or identify and assist their
prompt rectification e.g. pre-approval or reconciliations;
Indicators of process or system risk such as reconciliation exceptions, compensation payments,
documentation errors etc;
the importance and complexity of the processes and systems used including whether systems are
sufficiently integrated;
whether the design and use of a process and system allows us to comply adequately with
regulatory, statutory and business requirements;
whether the responsibilities for designing, developing, maintaining and supporting any IT
systems are clearly defined and performed; and
the confidentiality, integrity, security and availability of information held in systems.

When implementing new systems the following overall procedures will be followed:
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(i)
(ii)
(iii)

full specification of requirements will be produced;
request for proposal will be provided to alternative suppliers with full and detailed analysis of
responses;
full testing of the system and appropriate sign off before go-live including penetration testing,
load testing and disaster recovery testing.

All new procedures and policies are reviewed and approved by Compliance and Internal Audit.

6.6.2 People
The inappropriate management of the Bank’s employees may affect the Bank’s susceptibility to some types of
operational losses. For example, operational losses may arise as a result of breaches of fiduciary duty by
employees, internal fraud or human errors.
The Bank has the following controls to mitigate such risks:
(i)
(ii)
(iii)
(iv)
(v)
(vi)
(vii)

appropriate segregation of duties and supervision of employees;
effective and robust recruitment procedures;
effective review procedures to consider an employee’s honesty, integrity, competence, capability
and financial soundness;
appropriate systems and procedures and manuals that employees should refer to at all times;
sound remuneration policies that support effective risk management;
training processes that enable employees to attain and maintain competence; and
appropriate disciplinary and termination of employment policies and procedures that are
enforced.

6.6.3 External Events
The exposure of the Bank to Operational Risk may increase during times of significant change to the
organisation, infrastructure and business operating environment e.g. the undertaking of a new business activity,
the introduction or modification of processes and systems, changes in regulatory or legal requirements, the
invocation of the business continuity plan, etc.
The Bank will put the following systems and controls in place to mitigate such risks:
(i)
(ii)
(iii)
(iv)

the formulation of steering groups for managing change reporting to the Management
Committee;
planning, approval, implementation and review processes for any changes;
effective communication of changes to all staff; and
an effective and robust Business Continuity Plan.

6.6.4 Clients
A client, by the very nature of their circumstances or activities, may create a higher degree of Operational Risk
in terms of increased reputational risk for the Bank, increased potential for financial crime for both the Bank
and the client and increased compliance costs or risk for the Bank.
The Bank has the following controls to mitigate such risks:
(i)
(ii)
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6.7

Other Risks

6.7.1 Insurance
The Bank maintains insurance with the aim of reducing the monetary impact of operational losses. The level
and nature of insurance maintained is assessed by management on a timely basis to ensure it is adequate to
protect the Bank’s financial resources.
Whilst insurance should protect the financial resources of the Bank, consideration is also given to the following:
(i)
(ii)
(iii)
(iv)

the financial strength of the insurer;
the time taken for an insurer to pay claims which may be detrimental to the capital resources of
the Bank;
the effect of any limiting conditions and exclusion clauses;
The impact of self insurance and claims in excess of the policy terms.

6.7.2 Strategic/ Business Risk
This is the risk arising from changes in the Bank’s business, including the risk that the Bank may not be able to
carry out its business plan and its desired strategy including the risks arising from the Bank’s remuneration
policy.
In order to mitigate this risk, performance against strategic plans and budgets is monitored at the monthly
Business Committee’s extended meetings. Any material deviations from agreed business plans are investigated
and appropriate management actions are promptly taken.
The Bank is currently continuing with the existing business model whilst examining ways to improve efficiency
and reduce risks.
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7 Remuneration
7.1

Remuneration Governance and Decision Making
The Human Resources, Appointments & Remuneration Committee (HRARC) is responsible for the
oversight of remuneration policies within the Bank. The Committee is chaired by an independent nonexecutive director, and consists of the other non-executive directors as well as the CEO. The main
objectives of the Committee are to:



ensure that the Bank is in compliance with all relevant employment law; and
decide on total remuneration and benefits for senior staff and Executive Directors.

The Bank operates a discretionary bonus scheme that is related to both the Bank’s and individual’s
performance. Performance of the Bank is judged against financial targets agreed by the Board at the
start of the year, as well as regulatory compliance, and the prompt implementation of agreed Internal
Audit recommendations. Individuals’ performance is assessed during an annual appraisal and is
dependent on the achievement of objectives set at the start of the year.
The allocation of the bonus pool is determined by senior management in consultation with line
managers. The bonus allocated to members of the Business Committee is agreed by the HRARC, and
the CEO’s bonus is determined by the Board.

7.2

Performance and Reward

The Bank’s policy when determining remuneration arrangements is to ensure that there is a clear and
identifiable link between reward and performance. This is done by combining a number of remuneration
components so that an appropriate and balanced remuneration package, which reflects the business unit, the
employee’s rank in the Bank and professional activity as well as market practice is in place.
The four remuneration components are:
(i)

Fixed remuneration: This is determined on the basis of the role of the individual employee,
including responsibility and job complexity, experience, performance and market conditions;
(ii) Performance based remuneration: This remuneration is awarded in a manner which promotes sound
risk management and does not induce excessive risk-taking. It motivates and rewards high
performers who strengthen long-term customer relations, improve the Bank’s performance and
generate income and shareholder value. The Bank operates a discretionary non-contractual salary
increase and/or annual bonus scheme. In deciding whether to make any payments under the scheme,
the Bank takes into account its own financial results, its assessment of an individual’s contribution
towards those results, its assessment of their overall conduct and performance during the course of
the year and such other factors as it considers relevant;
(iii) Pension Schemes; and
(iv) Other benefits such as severance payment or compromise agreements.
The table below shows the remuneration charged to the Profit & Loss account during 2014:
Fixed
£’000

Staff Remuneration
Wages & salaries

Variable
£’000

Total
£’000

3,752

(173)*

3,578

Social security costs

437

59

496

Other pension costs

379

-

379

Total
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Fixed
£’000

Staff Remuneration
Average number of employees

Variable
£’000

Total
£’000
91

*Net of 2013 surplus accruals of -£698,000 & 2014 charge of £525,000.

The remuneration paid in 2014 was in respect of the principal activities of the Bank which is Retail Banking.
The Bank’s remuneration policy is in line with the Remuneration Code and the requirements of SYSC 19A.
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Appendix I: Declaration
Board Risk Management Declaration
The Board is responsible for reviewing the effectiveness of the Bank’s risk management arrangements and
systems of financial and internal control. These are designed to manage rather than eliminate the risks of not
achieving business objectives, and, as such, offer reasonable but not absolute assurance against fraud, material
mis-statement and loss.
The Board considers that it has adequate systems and controls with regard to the Bank’s profile and strategy and
an appropriate array of assurance mechanisms, properly resourced and skilled, to avoid or minimise loss.
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Appendix II: Risk Statement
Board Approved Risk Statement
The Bank’s strategic objective is to be the bank for our customers. We do this by earning their trust and
rewarding their loyalty. The Bank operates with a strong customer focus and provides simple, transparent
products which aim to deliver value for customers. The Bank’s strategy is pursued within a defined Risk
Appetite.
The Board expressed the Risk Appetite through a number of key Risk Appetite measures which define the level
of risk acceptable across three categories.
These Risk Appetite measures support the objective to manage profit volatility within prescribed limits which
are agreed with the Board annually. The Risk Appetite measures are integrated into decision making,
monitoring and reporting processes with early warning trigger levels set to drive any required corrective action
before overall tolerance levels are reached. Additional statements regarding the Bank’s Risk Appetite are stated
below:

Risk Appetite Quantitative Statements
1.

Risk Adjusted Measures



2.

The firm’s budgeted average annualised growth in risk weighted assets should not exceed 13.5% over a
four year horizon;
The firm’s average return on capital should exceed 3.0% over a four year horizon.

Stable Revenue
The firm’s annual budgeted “stable” revenue should represent at least 50% of the firm’s annual budgeted
total revenue.

3.

Investor Returns
The firm’s average return on capital over a four year rolling horizon should be higher than the average
return achieved by the firm’s peer group.

4.

Capital Adequacy
The firm has set a minimum target ratio of 13.0% of internal capital over total risk-weighted assets for
Pillar 1 risk.
The firm has set a target minimum ratio of Common Equity Tier 1 Capital over total risk-weighted assets
for Pillar1 risks of 12.5%.

5.

Earning Stability & Loss Exposure
The firm will manage its operational and business activities and exposures so as to avoid an event resulting
in a loss of more than 100% of budgeted pre-tax operating profit in any one year.

6.

Liquidity
The firm will ensure that its survival period under the firm’s own identified stress will be greater than 91
days.
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The firm will ensure that the BCBS Net Stable Funding ratio is greater than 100%.
The firm will ensure that BCBS Liquidity Coverage Ratio at 30 days is greater than 100%.

Risk Appetite Qualitative Statements
1.

Growth Rate
The firm’s budgeted balance sheet growth over a four year period should be at a sustainable and prudent
rate.

2.

3.

Reputation, Conduct and Customer Outcomes


The firm has Zero Appetite for any situation or action that could damage or have a negative impact on
its reputation and brand image.



The firm has Zero Appetite for any conduct or product that could result in unfair outcomes during any
element of the conduct risk lifecycle which includes product development, sales, after sales processes
and culture.



The firm has Zero Appetite for negative outcomes for its customers. The firm will not engage in any
activity and/or will refrain from any activity (sell or market products or services) that would lead to
negative outcomes for its customers. The firm will make every endeavour to ensure that its customers
are treated fairly.

Regulatory Standing
The firm will manage its activities so as to ensure that it complies in letter and spirit with relevant
regulatory requirements as defined by the firm’s regulators, the PRA and FCA, as well as other relevant
regulatory bodies such as HMRC.

4.

Acceptable Risks
The firm will pursue opportunities through products and exposures where:





5.

the firm is supported by appropriate expertise and capabilities;
activities remain of an appropriate scale relative to the underlying risk and reward;
concentration risks are limited to appropriate levels;
products and services enhance customers’ experience.

Unacceptable Risks
The firm has no appetite for activities and exposures arising through:





high risk, leveraged or complicated derivative products;
speculative investments;
products or services that could result in negative customer outcomes;
countries with a high corruption index, or exposed to money laundering without establishing
appropriate mitigants.

Detailed calculations of capital and liquidity requirements are contained in separate ICAAP and ILAA
reports which are presented to the Board on an annual basis for approval.
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Appendix III: EBA Regulatory capital balance sheet reconciliation

Assets
Loans and advances to customers
Of which: collective impairment provision
Total Assets
Liabilities
Subordinated Loan capital
of which: Tier 2 capital
Total Liabilities

Balance Sheet
Extract
£’000
192,011

Balance Sheet
components
£’000

Ref.

500

a

1,537

b

45,000

c

8,324

d

(7,700)

e

14,402
4,405

f
g

392,970
2,015
328,540

Equity
Called up share capital
of which: amount eligible for equity tier 1 capital

45,000

Revaluation reserves
of which: other comprehensive income
Investment revaluation reserves
of which: other comprehensive income
Retained earnings
of which: prior year retained earnings
of which: current year profits

8,324
(7,700)
18,806

Total Equity

64,430

Total Liabilities & Equity

392,970

Appendix III: EBA regulatory capital balance sheet reconciliation
£’000
45,000
18,806
624
64,430

Capital instruments
Retained Earnings
Accumulated other comprehensive income
Common Equity Tier 1 capital
Qualifying own funds included in tier 2 capital issued by subsidiaries and held by
third parties
Qualifying own funds –gross provisions held in tier 2 capital
Tier 2 capital
Total Capital
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1,537
500
2,037

Ref.
c
f+g
d+e

b
a

66,467
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Appendix IV: Expanded Risk faced by the Bank
Risk
Credit Risk

Financial Crime

Liquidity Risk

Interest Rate Risk

Foreign Exchange
Risk

Market Risk

Country Risk

Operational Risk

Legal Risk

Reputational Risk

United Bank UK

Definition
The risk of negative effects on the financial results and
capital of the Bank caused by borrower’s default on its
obligations to the Bank.
Ensuring that the Bank is not used for the purposes of
money laundering or funding terrorism with the
ensuing risk of regulatory censure, fine or personal
prosecution. Also ensuring that the Bank does not
suffer loss due to theft or frauds committed against it
either by internal or external parties.
The risk of negative effects on the financial result and
capital of the Bank caused by the Bank’s inability to
meet all its obligations as they fall due – i.e. it runs out
of cash to pay its creditors.
The risk of negative effects on the financial result and
capital of the Bank caused by changes in interest rates.
If we are lending at a fixed rate and funding that
lending through variable rate funds which than
increase as a result of market movements to more than
the lending rate – we make a loss.
The risk of negative effects on the financial result and
capital caused by changes in exchange rates.
The risk of change in the market price of securities
held in the book pending sale, financial derivatives or
commodities traded or tradable in the market. If their
value goes down below what we paid for them, then
we may face a loss.
Risks relating to the country of origin of the entity to
which a Bank is exposed is the risk of negative effects
on the financial result and capital of the Bank due to
the Bank’s inability to collect claims from such entity
for reasons arising from political, economic or social
conditions in such entity’s country of origin. Country
Risk includes political and economic risk and transfer
risk.
The risk of negative effects on the financial result and
capital caused by omissions in the work of employees,
inadequate internal procedures and processes,
inadequate management of information and other
systems (IT) and unforeseeable external events. We
lose money if someone does not follow policy/
procedure or if our IT systems are inadequate.
The risk of loss caused by penalties or sanctions
originating from court disputes due to breach of
contractual and legal obligations with our clients and
penalties and sanctions pronounced by our regulators
(FCA/PRA).
The risk that due to poor behaviour the Bank’s
reputation is damaged resulting in losses caused by a
negative impact on its market position which can
negatively impact on the Bank or could lead to a run
on the Bank.
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Applicable

Risk Impact

Yes

High

Yes

High

Yes

High

Yes

High

Yes

High

Yes

High

Yes

High

Yes

High

Yes

Medium

Yes

Medium
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Risk

Conduct Risk

Strategic Risk

Regulatory Risk

United Bank UK

Definition
The risk of not providing fair customer outcomes or to
behave with integrity in any of its business dealings.
This is meant to ensure that the Bank has proper
systems, controls and governance from the Board of
Directors down.
The risk of loss caused by the lack of a long-term
development component in the Bank’s business model,
lack of realistic budgets and having the right
management team to deliver it.
The risk of breaching regulations resulting in a fine
and reputational damage.
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Applicable

Risk Impact

Yes

Medium

Yes

Low

Yes

High
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Appendix V: Capital Instruments main features template
1
2

Issuer
Unique identifier (eg CUSIP, ISN or Bloomberg identifier for private
placement)
3
Governing law(s) of the instrument
Regulatory Treatment
4
Transitional CRR rules
5
Post-transitional CRR rules
6
Eligible at solo/(sub-)consolidated/solo & (sub-)consolidated
7
Instrument type (types to be specified by each jurisdiction)
Amount recognised in regulatory capital (currency in million, as of
8
most recent reporting date)
9
Nominal amount of instrument
9a
Issue price
9b
Redemption price
10
Accounting classification
11
Original date of issuance

12
Perpetual or dated
13
Original maturity date
14
Issuer call subject to prior supervisory approval
15
Optional call date, contingent call dates and redemption amount
16
Subsequent call dates, if applicable
Coupons/dividends
17
Fixed or floating dividend/coupon
18
Coupon rate and any related index
19
Existence of a dividend stopper
Fully discretionary, partial discretionary or mandatory (in terms of
20a
timing)
20b
Fully discretionary, partial discretionary or mandatory (in terms of
amount)
21
Existence of step up or other incentive to redeem
22
Non-cumulative or cumulative
23
Convertible or non-convertible
24
If convertible, conversion trigger(s)
25
If convertible, fully or partially
26
If convertible, conversion rate
27
If convertible, mandatory or optional conversion
28
If convertible, specify instrument type convertible into
29
If convertible, specify issuer of instrument it converts into
30
Write-down features
31
If write-down, write-down trigger(s)
32
If write-down, full or partial
33
If write-down, permanent or temporary
34
If temporary write-down, description of write-up mechanism
Position
in subordination hierarchy in liquidation (specify instrument
35
type immediately - senior to instrument)
36
Non-compliant transitioned features
37
If yes, specify non-compliant features
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CET1
United National Bank Limited
Private placement
English Law
CET 1
CET 1
Solo
Common Equity
£45m
£1
£1
Not applicable
Shareholders’ equity
£30,000,000 ‘A’ Class 9 November,
2001
£15,000,000 ‘A’ Class 23 October 2014
Perpetual
Not applicable
No
Not applicable
Not applicable
Floating
Not applicable
No
Fully discretionary
Fully discretionary
No
Non-cumulative
Non-convertible
Not applicable
Not applicable
Not applicable
Not applicable
Not applicable
Not applicable
No
Not applicable
Not applicable
Not applicable
Not applicable
All liabilities
No
Not applicable
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Appendix VI: Own funds disclosure
The following Own Funds disclosure aims to reflect the capital position of the Bank.
Common Equity Tier 1 capital: instruments and reserves
1

Capital instruments and the related share premium accounts

(A) Amount at
disclosure date
(£000)
45,000

18,806.3

26 (1), 27, 28, 29,
EBA
list 26 (3)
list 26 (3)
list 26 (3)
26 (1) (c)

624.2

26 (1)

of which: ordinary share capital

5
5a
6
7

of which: instrument type 2
of which: instrument type 3
Retained earnings
Accumulated other comprehensive income (and other reserves, to include unrealised gains and
losses under the applicable accounting standards)
Funds for general banking risk
Amount of qualifying items referred to in Article 484 (3) and the related share premium
accounts subject to phase out from CET1
Public sector capital injections grandfathered until 1 January 2018
Minority interests (amount allowed in consolidated CET1)
Independently reviewed interim profits net of any foreseeable charge or dividend
Common Equity Tier 1 (CET1) capital before regulatory adjustments
Additional value adjustments (negative amount)

8

Intangible assets (net of related tax liability) (negative amount)

9

11

Empty Set in the EU
Deferred tax assets that rely on future profitability excluding those arising from temporary
differences (net of related tax liability where the conditions in Article 38 (3) are met) (negative
amount)
Fair value reserves related to gains or losses on cash flow hedges

12

Negative amounts resulting from the calculation of expected loss amounts

13
14

Any increase in equity that results from securitised assets (negative amount)
Gains or losses on liabilities valued at fair value resulting from changes in own credit standing

15

Defined-benefit pension fund assets (negative amount)

16

Direct and indirect holdings by an institution of own CET1 instruments (negative amount)

2
3
3a
4

10

17

18

19

20

Holdings of the CET1 instruments of financial sector entities where those entities have
reciprocal cross holdings with the institution designed to inflate artificially the own funds of the
institution (negative amount)
Direct and indirect holdings by the institution of the CET1 instruments of financial sector
entities where the institution does not have a significant investment in those entities (amount
above the 10% threshold and net of eligible short positions) (negative amount)
Direct, indirect and synthetic holdings by the institution of CET1 instruments of financial sector
entities where the institution has a significant investment in those entities (amount above 10%
threshold and net of eligible short positions) (negative amount)

20a

Empty Set in the EU
Exposure amount of the following items which qualify for a RW of 1250%, where the
institution opts for the deduction alternative

20b

of which: qualifying holdings outside the financial sector (negative amount)

20c

of which: securitisation positions (negative amount)

20d

of which: free deliveries (negative amount)

21

Deferred tax assets arising from temporary differences (amount above 10% threshold, net of
related tax liability where the conditions in 38 (3) are met) (negative amount)

22
23

Amount exceeding the 15% threshold (negative amount)
of which: direct and indirect holdings by the institution of the CET1 instruments of financial
sector entities where the institution has a significant investment in those entities
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(B) Regulation
(EU) No 575/2013
Article reference

26 (1) (f)
486 (2)
483 (2)
84, 479, 480
26 (2)
64,430.5
34, 105
36 (1) (b), 37, 472
(4)

36 (1) (c), 38, 472
(5)
33 (a)
36 (1) (d), 40, 159,
472 (6)
32 (1)
33 (b)
36 (1) (e), 41, 472
(7)
36 (1) (f), 42, 472
(8)
36 (1) (g), 44, 472
(9)
36 (1) (h), 43, 45,
46, 49
(2) (3), 79, 472 (10)
36 (1) (i), 43, 45,
47, 48
(1) (b), 49 (1) to
(3), 79,
470, 472 (11)
36 (1) (k)
36 (1) (k) (i), 89 to
91
36 (1) (k) (ii), 243
(1) (b),
244 (1) (b), 258
36 (1) 9k) (iii), 379
(3)
36 (1) (c), 38, 48
(1) (a),
470, 472 (5)
48 (1)
36 (1) (i), 48 (1)
(b), 470,
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Common Equity Tier 1 capital: instruments and reserves

24

Empty Set in the EU

25

of which: deferred tax assets arising from temporary differences

25a
25b

35
36

Losses for the current financial year (negative amount)
Foreseeable tax changes relating to CET1 items (negative amount)
Regulatory adjustments applied to Common Equity Tier 1 in respect of amounts subject to preCRR treatment
Regulatory adjustments relating to unrealised gains and losses pursuant to Articles 467 to 468
of which: filter for unrealised loss 1
of which: filter for unrealised loss 2
of which: filter for unrealised gain 1
of which: filter for unrealised gain 2
Amount to be deducted from or added to Common Equity Tier 1 capital with regard to
additional filters and deductions required pre CRR
of which:
Qualifying AT1 deductions that exceed the AT1 capital of the institution (negative amount)
Total regulatory adjustments to Common Equity Tier 1 (CET1)
Common Equity Tier 1 (CET1) capital
Capital instruments and the related share premium accounts
of which: classified as equity under applicable accounting standards
of which: classified as liabilities under applicable accounting standards
Amount of qualifying items referred to in Article 484 (4) and the related share premium
accounts subject to phase out from AT1
Public sector capital injections grandfathered until 1 January 2018
Qualifying Tier capital included in consolidated AT1 capital (including minority interests not
included in row 5) issued by subsidiaries and held by third parties
of which: instruments issued by subsidiaries subject to phase out
Additional Tier 1 (AT1) capital before regulatory adjustments

37

Direct and indirect holdings by an institution of own AT1 instruments (negative amount)

26
26a

26b
27
28
29
30
31
32
33

34

38

39

40

41

41a

41b

41c

42
43

Holdings of the AT1 instruments of financial sector entities where those entities have reciprocal
cross holdings with the institution designed to inflate artificially the own funds of the institution
(negative amount)
Direct and indirect holdings of the AT1 instruments of financial sector entities where the
institution does not have a significant investment in those entities (amount above the 10%
threshold and net of eligible short positions) (negative amount)
Direct and indirect holdings by the institution of the AT1 instruments of financial sector entities
where the institution has a significant investment in those entities (amount above the 10%
threshold net of eligible short positions) (negative amount)
Regulatory adjustments applied to additional tier 1 in respect of amounts subject to pre-CRR
treatment and transitional treatments subject to phase out as prescribed in Regulation (EU)
No 575/2013 (i.e. CRR residual amounts)

Residual amounts deducted from Additional Tier 1 capital with regard to deduction from
Common Equity Tier 1 capital during the transitional period pursuant to article 472 of
Regulation (EU) No 575/2013

Of which items to be detailed line by line, e.g. Material net interim losses, intangibles, shortfall
of provisions to expected losses etc
Residual amounts deducted from Additional Tier 1 capital with regard to deduction from Tier 2
capital during the transitional period pursuant to article 475 of Regulation (EU) No 575/2013
Of which items to be detailed line by line, e.g. Reciprocal cross holdings in Tier 2 instruments,
direct holdings of non-significant investments in the capital of other financial sector entities, etc
Amount to be deducted from or added to Additional Tier 1 capital with regard to additional
filters and deductions required pre-CRR
of which: possible filter for unrealised losses
of which: possible filter for unrealised gains
of which:
Qualifying T2 deductions that exceed the T2 capital of the institution (negative amount)
Total regulatory adjustments to Additional Tier 1 (AT1) capital

United Bank UK

Page 43 of 45

(A) Amount at
disclosure date
(£000)

(B) Regulation
(EU) No 575/2013
Article reference
472 (11)
36 (1) (c), 38, 48
(1) (a),
470, 472 (5)
36 (1) (a), 472 (3)
36 (1) (l)

467
467
468
468
481
481
36 (1) (j)
64,430.5
51, 52

486 (3)
483 (3)
85, 86, 480
486 (3)
52 (1) (b), 56 (a),
57,
475 (2)
56 (b), 58, 475 (3)
56 (c), 59, 60, 79,
475 (4)
56 (d), 59, 79, 475
(4)

472, 472 (3) (a),
472 (4),
472 (6), 472 (8)
(a), 472
(9), 472 (10) (a),
472
(11) (a)

477, 477 (3), 477
(4) (a)

467, 468, 481
467
468
481
56 (e)
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44
45
46
47

48
49
50
51
52

53

54
54a
54b
55

56

56a

Additional Tier 1 (AT1) capital
Tier 1 capital (T1 = CET1 + AT1)
Capital instruments and the related share premium accounts
Amount of qualifying items referred to in Article 484 (5) and the related share premium
accounts subject to phase out from T2
Public sector capital injections grandfathered until 1 January 2018
Qualifying own funds instruments included in consolidated T2 capital (including minority
interests and AT1 instruments not included in rows 5 or 34), issued by subsidiaries and held by
third parties
of which: instruments issued by subsidiaries subject to phase out
Credit risk adjustments
Tier 2 (T2) capital before regulatory adjustments

(A) Amount at
disclosure date
(£000)

(B) Regulation
(EU) No 575/2013
Article reference

64,430.5
62, 63
486 (4)
483 (4)
1,536.9

500
2,036.9

87, 88, 480
486 (4)
62 (c) & (d)
63 b) (i), 66 (a), 67,
477
(2)

Direct and indirect holdings by an institution of own T2 instruments and subordinated loans
(negative amount)
Holdings of T2 instruments and subordinated loans of financial sector entities where those
entities have reciprocal cross holdings with the institution designed to inflate artificially the own
funds of the institution (negative amount)
Direct and indirect holdings of the T2 instruments and subordinated loans of financial sector
entities where the institution does not have a significant investment in those entities (amount
above 10% threshold and net of eligible short positions) (negative amount)
of which: new holdings not subject to transitional arrangements
of which: holdings existing before 1 January 2013 and subject to transitional arrangements
Direct and indirect holdings by the institution of the T2 instruments and subordinated loans of
financial sector entities where the institution has a significant investment in those entities (net of
eligible short positions) (negative amount)
Regulatory adjustments applied to Tier 2 in respect of amounts subject to pre-CRR treatment
and transitional treatments subject to phase out as prescribed in Regulation (EU) No 575/2013
(i.e. CRR residual amounts)

66 (b), 68, 477 (3)
66 (c), 69, 70, 79,
477 (4)

66 (d), 69, 79,
477(4)

472, 472 (3) (a),
472 (4),
472 (6), 472 (8)
(a), 472
(9), 472 (10) (a),
472
(11) (a)

Residual amounts deducted from Tier 2 capital with regard to deduction from Common Equity
Tier 1 capital during the transitional period pursuant to Article 472 of Regulation (EU) 575/2013

of which: items to be detailed line by line, e.g. material net interim losses, intangibles, shortfall
of provisions to expected losses etc
56b

56c

57
58
59
59a

475, 475 (2) a),
475 (3),
475 (4) (a)

Residual amounts deducted from Tier 2 capital with regard to deduction from Additional Tier 1
capital during the transitional period pursuant to Article 475 of Regulation (EU) No 575/2013
of which: items to be detailed line by line, e.g. reciprocal cross holdings in AT1 instruments,
direct holdings of non-significant investments in the capital of other financial sector entities, etc
Amount to be deducted from or added to Tier 2 capital with regard to additional filters and
deductions required pre CRR
of which: possible filter for unrealised losses
of which: possible filter for unrealised gains
of which:
Total regulatory adjustments to Tier 2 (T2) capital
Tier 2 (T2) capital 2
Total capital (TC = T1+T2)
Risk weighted assets in respect of amounts subject to pre-CRR treatment and transitional
treatments subject to phase out as prescribed in Regulation (EU) No 575/2013 (i.e. CRR
residual-amounts)

467, 468, 481
467
468
481
2,036.9
66,467.4

472, 472 (5), 472
(8) (b),
472 (10) (b), 472
(11) (b)
475, 475 (2) (b),
475 (2)
(c), 475 (4) (b)

of which: items not deducted from CET1 (Regulation (EU) 575/2013 residual amounts) (items
to be detailed line by line, e.g. deferred tax assets that rely on future profitability net of related
tax liability, indirect holdings of own CET1, etc)

60
61

of which: items not deducted from AT1 items (Regulation (EU) No 575/2013 residual amounts)
(items to be detailed line by line, e.g. reciprocal cross holdings in T2 instruments, direct
holdings of non-significant investments in the capital of other financial sector entities, etc)
Items not deducted from T2 items (Regulation (EU) 575/2013 residual amounts) (items to be
detailed line by line, e.g. indirect holdings of own T2 instruments, indirect holdings of nonsignificant investments in the capital of other financial sector entities, indirect holdings of
significant investments in the capital of other financial sector entities etc)
Total Risk Weighted Assets
Common Equity Tier 1 (as a percentage of risk exposure amount)

United Bank UK
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477, 477 (2) (b),
477 (2)
(c), 477 (4) (b)
293,499
22.0%

92 (2) (a), 465
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62
63

Tier 1 (as a percentage of risk exposure amount)
Total capital (as a percentage of risk exposure amount)

Common Equity Tier 1 capital: instruments and reserves

68
69

Institution specific buffer requirement (CET1 requirement in accordance with Article 92 (1) (a)
plus capital conservation and counter-cyclical buffer requirements, plus systemic risk buffer,
plus the systemically important institution buffer (G-SII or O-SII buffer) expressed as a
percentage of risk exposure amount)
of which: capital conservation buffer requirement
of which: counter-cyclical buffer requirement
of which: systemic risk buffer requirement
of which: Global Systemically Important Institution (G-SII) or Other Systemically Important
Institution (O-SII) buffer
Common Equity Tier 1 available to meet buffers (as a percentage of risk exposure amount)
Empty set in the EU

70

Empty set in the EU

71

Empty set in the EU

64
65
66
67
67a

72

74
75

Deferred tax assets arising from temporary differences (amount below 10% threshold, net of
related tax liability where the conditions in 38 (3) are met)

79

Credit risk adjustments included in T2 in respect of exposures subject to standardised approach
(prior to the application of the cap)
Cap on inclusion of credit risk adjustments in T2 under standardised approach
Credit risk adjustments included in T2 in respect of exposures subject to internal ratings-based
approach (prior to the application of the cap)
Cap for inclusion of credit risk adjustments in T2 under internal ratings based approach

80

Current cap on CET1 instruments subject to phase out arrangements

81

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

82

Current cap on AT1 instruments subject to phase out arrangements

83

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

84

Current cap on T2 instruments subject to phase out arrangements

85

Amount excluded from T2 due to cap (excess over cap after redemptions and maturities)

76
77
78

(B) Regulation
(EU) No 575/2013
Article reference
92 (2) (b), 465
92 (2) (c)

(A) Amount at
disclosure date
(£000)

(B) Regulation
(EU) No 575/2013
Article reference
CRD 128, 129, 130

CRD 131
22.0%

United Bank UK
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CRD 128

36 (1) (h), 45, 46,
472
(10), 56 (c), 59, 60,
475
(4), 66 (c), 69, 70,
477 (4)
36 (1) (i), 45, 48,
470,
472 (11)

Direct and indirect holdings of the capital of financial sector entities where the institution does
not have a significant investment in those entities (amount below 10% threshold and net of
eligible short positions)
Direct and indirect holdings of the CET1 instruments of financial sector entities where the
institution has a significant investment in those entities (amount below 10% threshold and net of
eligible short positions)
Empty set in the EU

73

(A) Amount at
disclosure date
(£000)
22.0%
22.6%

36 (1) (c), 38, 48,
470,
472 (5)
500

62
62
62
62
484 (3), 486 (2) &
(5)
484 (3), 486 (2) &
(5)
484 (4), 486 (3) &
(5)
484 (4), 486 (3) &
(5)
484 (5), 486 (4) &
(5)
484 (5), 486 (4) &
(5)
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