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OVERVIEW

In compliance with the Central Bank of U.A.E. guidelines and Basel Il accord; these disclosures include information on the Group's
risk management objectives and policies, risk assessment processes and computation, capital management and capital adequacy.

Quantitative information on risk assessment (per standardized approach) includes:

* Risk weighted assets of the Group - credit risk, market risk and operational risk

e Credit risk profile of gross credit exposure by counterparty classifications, rated/ unrated
* Profile of gross credit exposure by economic activity, geographical region and maturity
* Profile of credit risk mitigation by economic activity, geographical region and maturity

* Profile of impaired loans by economic activity and geographical region

Information on capital adequacy includes:
e Capital adequacy computation

e Capital profile — Tier I and Tier I
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RISK MANAGEMENT OBJECTIVES AND POLICIES

Overall Risk management framework and processes:

The complexity in the Group's business operations

and diversity of geographical locations requires
identification, measurement, aggregation and

effective management of risk. The Group manages

its risks through a comprehensive risk management
framework which incorporates organizational structure,

risk measurement and monitoring processes.

The key features of the Group's comprehensive
risk management framework are:
* Risk management is embedded in the
Group as an intrinsic process
* The Board of Directors (the Board) has the overall
responsibility of managing risk and provides the
overall risk management direction and oversight.
* The Group’s risk appetite is determined by
the EXCO and approved by the Board.
e The Group’s overall risk management
policies are managed by the Group risk
management function (“Group risk”), headed
by the Chief Risk Officer (“CRO"). This function
is independent of the business divisions.
¢ Credit, market, operational and liquidity
risks are managed in a coordinated
manner within the organization.
¢ Board committees meet regularly and are
responsible for monitoring compliance
with the risk management policies and
procedures, and reviewing the adequacy
of the risk management framework.

The Group risk assists senior management in

controlling and actively managing the Group’s

overall risk profile. This function also ensures that:

* Risk policies, procedures and methodologies
are consistent with the Group's risk appetite.

* The Group's overall business strategy is
consistent with its risk appetite.

* Appropriate risk management architecture and
systems are developed and implemented.
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Scope and nature of risk reporting tools:

The comprehensive risk management framework
enables the Group to identify, assess, manage and
monitor risks using a range of quantitative and
qualitative tools. Some of these tools are common to
a number of risk categories, while others are tailored
to the particular features of specific risk categories
and enable generation of information such as:
 Credit risk in commercial and consumer

lending, collateral coverage ratios, limit

utilisations and past due alerts.
* Quantification of the susceptibility of the

market value of single positions or portfolios

to changes in market parameters (commonly

referred to as sensitivity analysis).
¢ Quantification of exposures to losses due to extreme

and sudden movements in market prices or rates.

Risk management process:

Through the risk management framework, transactions
and outstanding risk exposures are quantified and
compared against authorised limits, whereas non
quantifiable risks are monitored against policy
guidelines and key risk and control indicators. Any
discrepancies, excesses or deviations, are escalated to
the management for appropriate and timely action.

Credit Risk

Credit Risk is the risk that a customer or counterparty
will fail to meet a commitment thereby, resulting in
a financial loss to the Group. Credit risk also captures
‘Settlement risk , which is the risk of a counterparty
failing to deliver on a financial markets transaction

at settlement, and ‘Residual risk; which arises from

an insufficient ability to realize collaterals later.

Credit risk management and structure:

The approach to credit risk management is

based on the foundation of preserving the
independence and integrity of the credit

risk assessment, management and reporting
processes combined with clear policies, limits and
approval structures in the business segments.

RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)

The Group's credit policy focuses on the core
credit policies and includes lending parameters,
target businesses, specific policy guidelines,
management of high risk customers, provisioning

guidelines and cross over activity.

The Board and the Board Credit and Investment
Committee (“BCIC") have delegated authority to certain
members of the senior management to facilitate and
effectively manage the business. A chain of specific
delegated limits are vested upon individuals starting
from business unit levels to the Chief Executive Officer
("CEO"). However, the board and the BCIC retain

the ultimate authority to approve larger credits.

Independent functions within Group risk manage
credit risks on the corporate and retail portfolios.

Management of Corporate Credit Risk:

The process for managing corporate

credit risk is as follows:

* Credit facilities are granted based on the detailed
credit risk assessment of the counterparty. The
assessment considers the purpose of the facility,
sources of re-payment, prevailing and potential
macro-economic factors, industry trends and
the customer’s standing within the industry.

* The credit facility administration process
is undertaken by a segregated function to
ensure proper execution of all credit approvals
and maintenance of documentation and
proactive controls over maturities, expiry
of limits and collateral valuations.

* Borrower risk grading — Presently each borrower is
rated on a scale of 1 to 5, in line with the Central
Bank of UAE requirements. In preparation for
Internal Rating models, each borrower is also in
parallel risk graded along a 28 grade Masterscale
according to its risk characteristics. The Masterscale
introduced during the latter part of the year has 24
performing grades from 1a to 4f and four non-
performing or default grades from 5a to 5d. Rating
models have been developed and implemented

across various business segments of the Group,
and are presently under validation/testing.

¢ Management of high risk accounts — This
includes identification of delinquent accounts
and controls applicable for close monitoring.
Policies on interest suspension and provisioning
are strictly adhered to thereby reflecting
actual income and quality of assets.

* Exceptions monitoring and management
— Exceptions are monitored and managed
in line with credit policies.

Management of Consumer Credit Risk:

¢ Anindependent unit formulates retail credit
policies and monitors compliance.

Policies are reviewed and updated on a
regular basis to ensure that current market
trends are considered on a timely basis. 5

Retail lending is handled through a workflow
driven system that assists underwriters in assigning
limits and in the approval of exceptions.

¢ All new products are evaluated against approved
policy guidelines. The evaluation takes into
account the risk and reward dynamics.

The risk grade of an account reflects the associated
risks measured by the delinquency history.
Application and behavior PDs are used to map
retail exposures to the Emirates NBD Masterscale,
which is presently under validation/testing.

Credit Risk Monitoring:

The Group's exposures are continuously monitored
through a system of triggers and early warning signals,
which are used in the risk grading process. These are
supplemented by monitoring of account conduct,
valuation of collateral and market intelligence.

The health of the Group's credit portfolio is
continuously assessed/ monitored on the basis

of exception/management information reports/
returns generated by the business units. Credit risk
is also monitored on an ongoing basis with formal
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RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)

monthly and quarterly reporting to ensure senior
management is aware of shifts in the credit quality of
the portfolio along with changing external factors

A specialised “Special Loans Group”team handles the

management and collection of problem credit facilities.

Development and Testing for Advanced

Models (Bll - IRB Approach)

The Group has, over the years, committed to enhance
Risk Management tools and practices, as a strategic
business advantage. Credit Risk management is at
the forefront of such developments, and following
paragraphs describe the present state of play.

Emirates NBD Masterscale

The group has developed and is in the process of
implementing a new ratings Masterscale comprising
of 24 performing and 4 non performing grades. The
rating Masterscale is the first step towards having a
consistent view on credit risks across counterparties
and products i.e. retail, corporate, small and medium

enterprises, sovereigns, banks and financial institutions

Corporate and SME Models

Like most financial institutions in the region, Credit Risk
in unrated corporate segments has not been amenable

to a high degree of quantification (e.g. calculation

of PD, LGD, EAD, etc) similar to advanced economies
elsewhere. The bank has developed internal models
to determine the probability of default for corporate
and SME segments of the portfolio. However, the
absence of sufficient numbers of defaults required to

statistically validate these models are still not available

since the market has been witnessing growth in the
last decade. These models are therefore judgmental
models. Similarly, transparency and reliability in the
Corporate and SME financial statements is not up
to desired standards and hence restricts the models
ability to predict outcomes reliably and consistently.
However, all efforts are being made to ensure that
models are refined on an ongoing basis to improve
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their predictive power. The developments have
also been constrained by the absence of good
financial and economic data in public domain.

Financial Institutions Models

The group has also developed internal models for

its banks and financial institutions portfolios. These
models have been developed using the shadow
ratings approach which has proved during the recent
turmoil to be more accurate than relying purely on the
external rating agencies as banks internal processes
and procedures have been aligned to ensure that
deterioration in credit quality of the counterparties are
picked up proactively through early warning signals
monitoring. This ensures that the group revises its
strategy for risky counterparties in a timely manner.

Retail Scorecards

The credit underwriting has gone through a complete
overhaul with the introduction of application and
behavior scorecards for all retail offerings. Application
scorecards are used to approve or reject customers
while behavior scorecards are used in cross-selling
campaigns, collections and portfolio monitoring. The
group plans to introduce risk based pricing in 2010.

RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)

The following chart provides an overview of the rating landscape at Emirates NBD. It

can be seen that most of the rating models were implemented in 2009.

Corporate

e Corporates with Financial Statements

* Corporates without Financial Statements
* SMEs with Financial Statements

* SMEs without financial statements

Retail

* Personal Loans (Nationals)

e Personal Loans (Expatriates)

* Auto Loans

* Credit Cards

* Home Loans
Islamic Products

e \ehicle Murabaha

* Goods Murabaha

e Credit Cards

* Other Murabaha
Consumer Finance

* Product Finance

* Unsecured Personal Loans
Specialized Lending

* Project Finance

¢ Object Finance

e Commercial Real Estate
Financial Institutions & Banks
Sovereigns

Model development

Ready
Ready
Ready
Ready

Ready
Ready
Ready
Ready
Ready

In Progress
Not Started
Completed
Not Started

Completed
Completed

Not Started
Not Started
Not Started
Completed
Not Started

Implementation Roll-out Date
Completed Q3 2009
Completed Q3 2009
Completed Q3 2009
Completed Q3 2009
Completed June 09
Completed July 09
Completed Aug 09
Completed Nov 09
Completed Apr 09
Not Started 2010
Not Started 2010
Not Started 2010
Not Started 2010

7
Product rolled back
Completed Q2 2009
Not Started 2010
Not Started 2010
Not Started 2010
Completed Oct 09
Not Started Q22010
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RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)

Group credit risk mitigation strategy:
The Group operates within:

1. Exposure ceilings imposed by the
Central Bank of the UAE;

2. Exposure ceilings imposed by the
Board / BCIC / Management;

3. Country limits approved by the Board
/ BCIC/ Management; and

4. Various sectoral / product ceilings.

Portfolio diversification is the basis of the Group's credit
risk mitigation strategy. Diversification is achieved by
setting customer, industry and geographical limits.

The risk transfer in the form of syndicated loans,
risk participation agreements with other banks,
credit default swaps and sale of loans are globally
accepted practices followed by the Group,
where appropriate, to limit its exposure.

Collateral management:

Credit risk assessment identifies the primary sources
of repayment which are the obligor’s normal business
cash flows and/or normal personal income. Where
credit facilities are secured by a collateral, the Group

seeks to ensure the enforceability of the facilities.

Acceptable collateral includes deposit marked with
lien, mortgage over land and property, movable
assets including inventory, securities, investment
grade bonds, gold and guarantees. The maximum
lending value and the valuation frequencies are
documented in the corporate credit policy.

Collaterals are revalued as a general rule as per

the policy. However adhoc valuations are also
carried out depending on the nature of collateral
and general economic condition. This enables the
Group to assess the fair market value of the collateral
and ensure that risks are appropriately covered.

Collaterals and guarantees are effectively used
as mitigating tools by the Group. The quality of
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collateral is continuously monitored and assessed.

The Group's policy is to pursue timely realisation of the
collateral in an orderly manner. The Group generally
does not use non-cash collateral for its own operations.

Loans with renegotiated terms

Loans with renegotiated terms are loans, the
repayment plan of which have been restructured to
align with the changed cash flows of the borrower
with no other concessions by way of reduction

in the amount or interest, but in some instances
with improved security. These loans are treated

as standard loans and continue to be reported in
the renegotiated loans category until satisfactory
compliance with the revised terms for a period

of twelve months from the date of restructuring.
Renegotiated loans are secured by a combination of

tangible security and corporate/ personal guarantees.

Impairment assessment

The asset portfolio is reviewed at least quarterly
at a minimum or as often as necessitated. The
accrual or non-accrual status of the asset is re-
assessed and appropriately risk graded as per
the credit policy on risk grades. Impaired assets
are classified as such through approvals on a
credit memorandum and reported at least on
quarterly intervals to the Board sub committees.

Watch list

The asset portfolio is reviewed quarterly at
a minimum. Potential problem credits are
identified in time and transferred to "watch
list" category and monitored closely.

Past due but not impaired

Exposures where contractual interest or principal
payment are past due for more than 90 days but
the group believes on individual assessment that
the impairment is not appropriate considering the

borrower’s ability to pay, past track record, overall

RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)

exposure levels, materiality of the past due, types of
collaterals, quality of borrower’s receivables and/or the
stage of collection of the amounts owed to the group.

Definition of default

A counterparty is marked as default:
(a) In case of Corporate Exposures, if the Group
considers the counterparty unlikely to pay
due to one of  the following conditions:
* A material credit obligation has been
put on non-accrual status.
* Distressed restructuring of a credit obligation.
* Selling of a credit obligation at an economic loss.
* The Group or a third party has filed for
the counterparty’s bankruptcy.
(b) In case of Retail, if the exposure is past due for more
than 90 days, it is considered to be in default.

Measurement of specific impairment

Corporate: The Group determines the allowances
appropriate for each individually significant loan
or advance on an individual basis. The impairment
losses are evaluated at each reporting date.
Allowances are made in accordance with IFRS
where early warning signs of losses are evident.
Specific impairment is assessed when a credit
exposure shows a significant perceived decline

in the credit quality or when an obligation is

past due or over-limit for more than 90 days.

Retail: Criteria for provisions is based on products,
namely, credit cards and other retail loans. All
retail loans are classified as non-performing at

90 days and provisions are made in line with the

Group’s income and loss recognition policies.

Measurement of collective impairment

Provisions for collective impairment are made based
on the IAS 39 guidelines. Impairments that cannot
be identified with an individual loan are identified
on a portfolio basis. The Group has adopted the
following methodologies for determining the

collective portfolio impairment provisions:

Corporate: Historical loss rates for different industry
sectors are calculated to determine the collective
impairment provisions for the corporate portfolios.
To ensure that the impact of economic cycles

is incorporated, the loss rates are benchmarked
against published default histories observed over
economic cycles in different markets. Industry specific
adjustments are made to reflect the current market
conditions. A number of stress scenarios are run to
ensure that the reserves are adequate and reflect a
realistic level of collective impairment provisions.

Retail: Collective impairment provisions for the

retail portfolios are determined based on a flow
rates methodology. Flow rates for various retail loan
products are monitored over a period of time to
determine the average flow rates. The flow rates
and average loss rates for various historical windows
are considered to determine the appropriate

level of collective impairment provisions.

Write offs

Corporate: Facilities where partial loss of principal
is expected and full recovery of interest and

fees is not expected or which are overdue for
180 days or more are transferred on a case-by-
case basis to the Specialised Loans Group for
specialised remedial management and, where

appropriate, write off as approved by the board.

Retail: Retail loans are written off in the
event of a compromise settlement agreed
between the Group and the customer.

Market Risk

Market risk is defined as exposure to adverse
changes in the market value of portfolios and
positions in financial instruments caused by
changes in market factors. This can be divided into
basic market risk factors such as foreign exchange
rates, interest rates, volatilities and equity prices.

a Emirates NBD



RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)

Market risk management is designed to mitigate the
amount of potential losses on open positions which
may arise due to unforeseen changes in market prices/
rates (e.g. foreign exchange rates, interest rates or
securities prices). The Group transacts in diverse set

of financial instruments, both physical and derivative,
that include securities, currencies and equities.

The Group uses appropriate and standard market
models for the valuation of its vanilla positions and
liquid structured products; and receives regular
market information from common market data
providers in order to measure and monitor market
risk. Policies, procedures and the trading limits are in
place to ensure the implementation of market risk
oversight of day-to-day operations, in accordance
with the Board's defined risk appetite. These are
reviewed periodically to ensure that they remain in
line with the Group’s general market risk philosophy.
In addition to its internal policy and procedures, the
Group is required to comply with the guidelines
and regulations of applicable jurisdictions (e.g. The
Central Bank of the UAE, DFSA) it operates in.

The market risk management function is a function
independent of business/risk taking activities,

and reports to the CRO. All market risk limits are
approved by BCIC and delegated through Group
Asset Liability Management Committee ("ALCO”) to
Global Markets and Treasury division (“Treasury”).
Any new limits or extensions to existing limits are
reviewed and if appropriate, supported by market
risk management function before being proposed
to the BCIC for approval. This ensures that all limits
are approved and delegated in close consultation
with market risk management function. All limit
breaches are recorded by market risk management
function and reported to the CRO, head of Group
Treasury and the responsible desk head.

Group Treasury must provide adequate explanation
for any limit breaches and the strategy to remedy the
breach. All limit breaches and related information are
reported to Group ALCO on monthly basis.
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The market risk management function monitors limit
utilization on a daily basis through a multi-layered limit
monitoring system which uses data and reports from
the treasury systems.

A limit monitoring report is prepared on a daily basis
and the historical utilizations for all limit exposures

are presented for periodic management review. This
forms a part of the monthly Group ALCO pack which is

provided to senior management.

The following is a sample of limit-types monitored by
market risk management function on a daily basis:

* Stop loss limit for foreign exchange and interest rate
derivatives trading desk.

e Overall PVO1 limits for the Interest Rate Derivatives.

e PVO1 Limits by time buckets.

 Spread Risk for USD/AED and USD/SAR to control
exposure in the pegged currencies.

* Open Position limits for foreign exchange by three
currency groups and overall open position limits.

e Option premium limits for buying options.

e Contract limits for exchange traded products such as
interest rate futures and bond futures.

* Notional limits for forward rate agreements and
Interest rate swaps (IRS) /Currency interest rate
swaps (CIRS).

* Greeks (Delta, Gamma and Vega) limits for options
trading.

* Value at Risk (VaR) Limits

Foreign exchange risk hedging strategies are used to
ensure that positions are always within established
limits. The Group has a conservative policy towards
foreign exchange risk and has set limits on positions
by currency. Foreign exchange risk is measured using
position reports showing the net long or short position
for currencies, which are monitored on a real-time
basis. Foreign exchange risk is actively managed using

spot and forward foreign exchange instruments.

RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)

Trading book managed by market risk management

All new products are authorized only if adequate
infrastructure has been assured and approved by
senior management. Trading risk limits for foreign
exchange, securities, interest rate products and
derivatives are reviewed annually and approved by
relevant authorities. The Group treasury is responsible
for managing trading risk exposure within approved
trading risk limits. These limits are low in comparison
to the balance sheet size. Systems and procedures are
in place to monitor and report related exposure on a
daily basis.

To measure and monitor the interest rate risk in the
trading book, the Group employs PVOT and VaR limits.
Contract limits are established for exchange traded
products, and notional limits are put in place for IRS/
CIRS. Delta, Gamma and Vega limits are established for
options trading.

Interest Rate Risk in the Banking Book

The Group measures, monitors and manages the
interest rate risk in its banking book that constitutes
repricing risk, yield curve risk, basis risk, and optionality,
as appropriate.

Group risk management ensures that data inputs are
adequately specified (commensurate with the nature
and complexity of the Group’s holdings) with regard

to rates, maturities, re-pricing, embedded options, and
other details to provide a reasonably accurate portrayal
of changes in economic value or earnings.

Group risk management also ensures that systems
assumptions (used to transform positions into cash
flows) are reasonable, properly documented, and
stable over time. Material changes to assumptions are
documented, justified, and approved by Group ALCO.
The primary techniques used for measuring a bank's
interest rate risk exposure is through '‘Gap Analysis’
with a repricing schedule that distributes interest-
sensitive assets, liabilities, and off balance sheet
positions into “time bands”according to their maturity

(if fixed-rate) or time remaining to their next repricing
(if floating rate). These schedules generate indicators
of the interest rate risk sensitivity of both earnings
and economic value to changing interest rates.

For measuring overall interest sensitivity in the
banking book, the Group conducts stress tests by
simulating 200 basis point parallel shifts to the yield
curve(s), and corresponding and its impact on its Net
Interest Income. To measure and manage interest

rate risk and its possible impact on Economic Value

of the entity, the Group has established limits based
on the PVO1 (Price Value of a Basis Point). In addition
to repricing gap analysis, separate investment and
funding strategies are prepared and tested against the
PVO1 limits prior to execution, for restructuring the
balance sheet. The interest rate gaps and sensitivity
tests (NIl and PVO1) are measured on a monthly basis
by Group Risk Control, and monitored by Group ALCO.

VaR based risk monitoring
¢ VaR based risk monitoring

Market Risk management function has
implemented Reuters'KVaR+ system for
Value-at-Risk (VaR) calculations, scenario

building, and stress testing trading risk.
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The VaR is calculated according to the
two different methodologies:

1. Historical Simulation

2. Monte-Carlo Simulation

The Monte-Carlo Simulation implemented at
Emirates NBD uses a transformed distribution
(based on the empirical distribution to preserve
the characteristics of the original distribution).

The different VaR combinations which
are running on a daily basis in the KVaR+
system are given in the table below:

Methodology

Historical Simulation 95%
99%

Monte Carlo 95%
99%

Confidence Level

RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)

Holding Period (Horizon)
1 day

10 days

180 days (Banking Book)

1 day
10 days
180 days (Banking Book)

1 day
10 days
180 days (Banking Book)

1 day
10 days
180days (Banking Book)

RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)

The KVaR+ system has been configured to highlight
the independent impact of every single risk factor
that contributes to the total VaR figure. Thus

the bank’s management is able to disaggregate
daily total VaR by the following risk types:

* Interest Rate VaR
¢ Currency VaR
* \olatility VaR
* Residual VaR

Year end Value at Risk:

* Confidence Level : 99%

¢ Holding Period : 1 day

* Methodology: Monte Carlo Simulation

Total Value at Risk 2009

AED
As at 31 December 4,439,597
Average 3,762,012
Minimum 1,519,081
Maximum 7,305,834

13
2008
AED

1,785,544

1,725,990
101,320
4,657,650
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RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)

Operational Risk

Operational risk is the risk of losses resulting
from inadequate or failed internal processes,
people and systems, or from external events.
It thus excludes strategic and reputation risks
but includes legal and regulatory risks.

The Group-wide operational risk policy outlines
the approach and the governance structure for
the monitoring and managing of operational
risks and to ensure compliance with the Basel

Il requirements. The Group's operational risk
framework, as summarized below, is progressively

being implemented across all group entities.

As part of the implementation of the Basel |l
requirements, the Group's risk management
process enables identification, assessment,
reporting, management and monitoring of the
Group's operational risks. Line management has
primary responsibility for managing operational
risks with the executive committee having
overall authority to sanction operational risks and
approve operational risk mitigation measures.

The Group has set-up the Group operational risk
function within the Group risk to establish the
framework and governance structure set out in

the operational risk policy. This function develops
and implements the methods for the identification,
assessment and monitoring of operational risks
throughout the Group and provides regular and
comprehensive reporting on operational risks

to Senior Management. The function supports
business and other support units to monitor

and manage their individual operational risks.
Furthermore, Group operational risk also provides
analyses and reports on operational risks to Senior
Management and conducts independent oversight

and monitoring of risks and mitigating measures.

The governance structure of operational risk
is regulated through ‘Group Operational Risk
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and Compliance Committee’ (ORCC). The ORCC
reviews the Group's operational risks on a periodic
basis, and the effectiveness of existing controls

to mitigate these risks. The ORCC reports to EXCO
and requires Senior Management involvement
from every unit and major entity of the Group.

The Group has implemented the following processes

to proactively monitor and manage operational risks:

* For the assessment of any operational risk of a
new or amended product or process prior to
its implementation, the Group established the
Control Risk Self Assessment (CRSA) process. This
enables identification and mitigation of operational
risks prior to the introduction of new products,
processes, systems or any major change initiatives.

* The internal loss data collection process enables
an effective and efficient management of the risk,
i.e. analyzing the root cause, improving controls
and mitigating the loss potential. The responsibility
for the identification of and notification on
operational risk events lies with the line managers
of the business and support units, i.e. where
these events are encountered. The operation risk
management function supports the respective
units in the analysis of operational risk events and
provides Group-wide reporting on these events.

e |T Security processes ensure confidentiality,
integrity and availability of Group’s information,
information systems and its resources through
the selection and application of appropriate
safeguards. The Group operational risk function
ensures that security processes are integrated
with strategic and operational planning
processes to secure the organization's mission.

e A comprehensive insurance program is in place as
an integral component of the Group's operational
risk mitigation strategy. The Group Business
Continuity Management (BCM) policy enables
the implementation of measures to protect the

RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)

Group’s resources and maintain the availability of

business operations in the event of a disaster.

Liquidity Risk

Liquidity Risk refers to the inability of the Group to
fund an increase in assets and meet obligations
as they come due, known as structural funding
risk, or because of the inability to convert assets

into cash, known as market liquidity risk.

Liquidity risk is managed in a conservative and
forward looking manner, employing practices

and processes for risk identification as part of the
ALCO process and using a number of monitoring
methodologies (cash flow mismatch/liquidity gap,
liquid asset cushion, funding capacity, funding
diversification and deposit concentration).

An independent function within risk is responsible for
liquidity measurement, monitoring and control and
reports risk exposures directly to the Group's ALCO.

The ALCO, which consists of the Chief Executive
Officer, Chief Risk Officer, Chief Financial Officer,
Head of Treasury as well as of the heads of the
business units, is the central authority for identifying
and managing such risk. The ALCO holds ultimate
responsibility for the establishment, review and
approval of the Group's banking book interest rate
risk policy, guidelines, and limits, approved by the
Board. The ALCO holds monthly meetings for a
complete review of the Group's market risk positions,

including the interest rate risk in its banking book.

The primary measure employed for risk management
is using a mismatch analysis between assets

and liabilities for different periods with a focus

on shorter time frames. These gap reports are

based on contractual cash flow at record level,
retention and decay assumptions for non-maturing
assets and liabilities and potential liquidity

demand through undrawn commitments.

The Group’s ALCO has supporting policies, limits and
processes in place to control the flow of funds with its
subsidiaries, and overseas operations. The subsidiaries
coordinate their capital and wholesale market funding
at optimal pricing through Group Treasury, under

the oversight and direction of the Group’s ALCO.

Liquidity Risk Monitoring:

All funded liquidity risk positions are monitored and
evaluated by Group risk to identify mis-matches of
future cash inflows and corresponding maturity of
liabilities over the short term and by major currencies.

The Group ALCO reviews the funding capacity,

and its sensitivity to any key event, based on the

judgment of the Group Treasury function that is

responsible for maintaining diversified funding

sources within Capital and Money Markets. 15

The Group applies a prudent mix of liquidity controls
which provide security of access to funds without
undue exposure to increased costs of funds from the
liquidation of assets or aggressive bidding for deposits.
The Group's approach to manage the liquidity risk is to
ensure that it has adequate funding from diversified
sources at all times. The Group ALCO monitors the
concentration risk through a combination of indicative
triggers (as opposed to prescriptive Limits) that include:

* Depositor concentration;

e Maturity analysis;

* Varied funding programs; and
e Investor diversification.

Liquidity Risk Mitigation

The Group ALCO, in conjunction with Group Treasury
is primarily responsible for implementing the liquidity
management strategies on structural positions, and
maintaining adequate liquidity buffers for possible
distress situations. Other business units contribute

to overall structural liquidity management through
product mix strategies and deposit targets.

The Group ALCO, in line with the best practices,
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RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)

recognises that users and providers of liquidity as

a resource should be incentivized in an equitable
and transparent manner. This is achieved through
the Funds Transfer Pricing (FTP) system which is
aligned to charge/compensate for liquidity of the
underlying assets or structural nature of underlying
liabilities. These processes are embedded into product
pricing decisions and performance measurement
systems. Group risk function in conjunction with
Treasury and finance function manages and
calibrates the FTP system for the Group, in the light

of business strategies or market movements.

Reputation Risk

Reputation Risk is the risk of potential loss of
earnings and future revenue, loss in market value
or lack of liquidity supply due to deterioration of
reputation. Reputation risk also includes the threat

to the brand value of a financial institution.

Reputation risk can arise as a consequence of
failures with a strong negative perception of
clients, shareholders, creditors or the public.
Therefore, the Group has established and
implemented robust processes and controls to
ensure a positive perception of the Group.

Regulatory/Compliance Risk

Regulatory/Compliance Risk is the risk of sanctions
and/or financial losses due to the failure to comply

with applicable laws, regulations or guidelines.

This risk type is considered and managed as part

of operational risk. However, the Group has an
independent compliance function within risk
management, with necessary mandate and authority
to enforce compliance on a Group wide basis. This
includes compliance within various jurisdictions
where the Group operates and active monitoring and
reporting on Anti Money Laundering (AML) issues.
The Group has also a well embedded “Know-Your-
Customer” (KYC) policy at the operational level.

BASEL Il - PILLAR Il DISCLOSURES FOR THE YEAR ENDED 31 DECEMBER 2009

Concentration Risk

Concentration Risk is the risk related to

any single exposure or group of exposures
with the potential to produce losses large
enough to threaten a bank’s financial health
or ability to maintain its core operations.

The Group recognizes the importance of concentration
risk and strictly adheres to the individual and
aggregate regulatory set percentage limits for

the Group's capital base. Corporate credit follows
concentration risk in areas like country, industry and
individual level concentration. Retail credit follows
concentration level by employer, nationality and
income segments. There are no automatic triggers
for policy changes or early actions, but these
concentration indicators are closely tracked and
manually monitored on quarterly basis to ensure that
the portfolio is free of major concentration risks.

At present there is no specific capital
requirement for concentration risk.

Within the new economic capital framework,
concentration risk will be considered implicitly.
The Group intends to include single name as
well as sector concentrations within the credit
portfolio model. Therefore, this risk type will not
be treated as a stand-alone risk and, hence, it is
not quantified as a specific capital charge.

Business Risk

Business Risk refers to the risk of loss due to
unexpected changes in the recent and / or future
business volumes and margins, caused by changes
in the competitive environment, general business

cycle effects and macro-economic disruptions.

Business Risk includes the Earnings at Risk
perspective related to the bank's earnings and
profitability, the Reputation Risk perspective

and the Indemnity Risk perspective.

RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)

Emirates NBD employs, at present, a model to quantify

the potential impact resulting from Business Risk.

Risk management framework and
processes at Emirates Islamic Bank (EIB)

Risk Management at EIB

Basic philosophy, methodologies and traditional
areas of Risk Management are aligned with parent
company’s commercial banking risk models, but
unique risk challenges of Islamic banks as well as
areas like Sharia non-compliance risk are considered
within ambit of EIB’s risk management processes.

There is an independent risk management unit within
EIB which works in conjunction with Group risk.

Key features of risk management in

EIB are summarized below:

* Independent Risk Management
ownership at EIB level.

* Dotted line relationships with Group RISK.

* Group RISK's tools / processes being utilized
and acclimatized for use by EIB.

The following work streams summarize the
coordination with Group RISK of Emirates NBD:

* EIB specific Risk Strategy Development
and Appetite Definition

* Corporate Risk Governance model refinement

* Market Risk Framework — EIB backs out its Trading
exposures to Group Treasury, and therefore
the market risk control is performed centrally.
Investment Book exposure is maintained
independently, with periodic reviews from
Group Risk Management functions.

 Operational Risk Framework is managed locally
by EIB Operational Risk Committee, and benefits
from periodic support from Group Operational Risk
on policies and self assessment methodologies.

¢ Group Liquidity Risk policy adoption, in line
with the Group ALCO defined framework.

e Compliance and AML Framework, in line
with Group Guidelines and policies

* Basel Il Compliance: Pillar 1 - Basis of establishing
risk framework. Presently, EIB is ‘standardized
approach’compliant, and is working towards
IRB methodology through the use of Credit
Rating Models built at Group RISK.

* Inputs into Group Wide Internal Capital Adequacy
Assessment Process (ICAAP): Pillar 2.

¢ |Inputs into Group Wide Stress Testing.

Respective risk management processes are

executed through regular management

interaction at forums below:

¢ EIB Board Credit and Investment Committee (EIB
BCIC): includes three senior executives of the
Group, who are also directors on the EIB Board.

EIB Asset Liability Management Committee

(EIB ALCO): Led by Group RISK. Members
include two senior executives of Group TRY

and three senior executives of Group RISK.

* EIB EXCO: Includes observers from Emirates NBD
IT, Group HR as well as Group Internal Audit.

EIB Board Audit Sub-Committee: Includes
director(s) that are Emirates NBD's executive(s).

EIB Internal Audit: Reports to Emirates
NBD's internal audit function.

Treasury: EIB's Money Market and Trading
requirements are centralized with Group Treasury.

IT Security: EIB falls within security
ambit of Emirates NBD.

Recovery: EIB uses recoveries department of Emirates
NBD to follow-up recovery of legacy portfolio as
well as some new loss accounts on corporate side.

Capital management and stress testing

The Group adheres to the regulations set out by the
Central Bank of the United Arab Emirates which has
reconfirmed the requirements in relation to Basel Il /
Pillar 2 in its circular 27/2009, dated 17 November, 2009.
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RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)

According to the guidelines issued by the Central
Bank of the United Arab Emirates, all banks have
to prepare a forward-looking capital adequacy
assessment and to submit a comprehensive report
annually before or by 1 March, 2010. The Group
has proactively complied with the regulatory
expectations on Capital Management since 2007.

The implemented internal capital adequacy
assessment process is based on economic capital
and defines adequacy as balance of capital supply,
in form of available financial resources, and capital
demand, in form of cushion against unexpected
losses from credit, market, operational, business
risks and interest rate risk / banking book.

In brief,

¢ Credit Risk - Monte-Carlo simulation based
Portfolio Model for Credit Value at Risk,

¢ Market Risk - Market Value at Risk complemented
by Basel Il / Standardized Approach,

* Operational Risk - Basel Il / Standardized Approach,

* Business Risk - volatility driven
parametric Value at Risk, and

* Interest Rate Risk / Banking Book - Net-Interest
Income volatility model (complementary to PVOT1).

The Credit Risk quantification model is predominately
based on Basel Il compliant Internal Ratings and
incorporates the relevant correlations and inherent
concentration levels. The aggregated capital demand
across risk types is the result of a Gaussian Copula
model. Recognizing the importance of Islamic
Finance, the models employed have also been built

to address the specific parameters of such portfolios.

The forward-looking Internal capital adequacy
assessment process is based on base-case
assumptions, reflecting the Group’s current financial
budget and business expectations under business
as usual conditions. In order to determine the
impact of adverse conditions, the Group employs
an Integrated Stress Testing Framework.

BASEL Il - PILLAR Il DISCLOSURES FOR THE YEAR ENDED 31 DECEMBER 2009

The application of stress testing in this context

is two-fold. Firstly, it is applied to provide a
comprehensive analysis on the impact in terms

of balance sheet structure, financial performance,
capitalization levels and funding profile. In this
case, there is no specific capital charge due to stress
testing. Secondly, the results are used to assess the
outcome and stability of economic capital models.

In summary, the actual assessment of capital adequacy
in terms of economic capital is carried out quarterly
and the corresponding results, for base-case and under
stressed conditions, are monitored against the latest
version of the integrated risk forecast and Group's

risk appetite as set out in Group’s risk strategy. A key
benefit of the quarterly analysis and reporting is the
derivation of business and risk management decisions.

For the 2010-2011 planning cycle, the Group continues
to further refine the model parameterization and
quantification approaches, and to further integrate

the economic capital into the overall performance
measurement and management framework.

Implementation of Basel Il guidelines
Adoption of foundation / advanced IRB

The Group is compliant with Standardized
Approach with effect from 31st December 2007.

Development on Advanced IRB Approaches is a
multi track initiative, within the guidelines of the
Central Bank and the Group is planning to complete
migration to advanced approach by January 2011.

Basel Il Standardized Approach - Credit risk & credit
risk mitigation

Under Standardised Approach, all credit exposures
are assessed according to the counterparty
classifications and against the ECAI ratings as advised
under national discretion (November 2009):

RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)

 Claims on sovereign and central banks
in the GCC are risk weighted at 0%.

* Domestic currency claims on a non commercial GCC
Public Sector Enterprise (PSE) are treated as claims
on their sovereigns if their central bank or monetary
authority treats them as such. Foreign currency
claims on such a PSE are risk weighted one grade
less favorable than its sovereign i.e. 20% risk weight.
Claims on other foreign PSEs are risk weighted
one grade less favorable than its sovereign.

* Claims on commercial companies owned
by a GCC sovereign or PSEs that operate as
commercial organizations are treated as claims
on a corporate and risk weighted in accordance
with ratings from acceptable ECAls.

e ECAIlratings are also used to determine the capital
requirements against exposures to banks and
financial institutions. The group uses option 2 (one
of alternative risk weight and ECAI ratings matrices
as prescribed in the Basel Il accord) for determining
the capital requirements in line with the supervisory
discretion adopted by the UAE Central Bank.

* Claims on corporate entities are risk weighted at
prescribed risk weights applicable per the latest
ECAl rating of the counterparty. Claims on unrated
corporate entities are risk weighted at 100%.

» Consumer banking exposure is classified into
‘Qualified Residential Mortgage,'Qualified
regulatory retail portfolio’and ‘Others’; per the
CBUAE Basel Il guidelines and risk weighted
at 35%, 75% and 100% respectively

* All other assets are classified between ‘assets
under higher risk categories'and ‘others’; and
risk weighted at prescribed risk weights.

For standardised capital adequacy calculations,
the following rules are applied consistently for

determining the appropriate ECAI ratings:

* Where more ECAI ratings of two acceptable
rating agencies are available, the lower
(worse) of the two is considered

e Where the ECAl ratings are split evenly
between all four rating agencies, the more
conservative ratings are considered.

* Acceptable ECAl agencies are Moody'’s,

S&P, Fitch and Capital Intelligence.
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INFORMATION ON SUBSIDIARIES AND SIGNIFICANT INVESTMENTS (Continued)

31 DECEMBER 2008

Description of
Regulatory Capital

Description of

Description of business

%
Ownership

Country of
Incorporation

Name of Subsidiary/ Associate

Accounting

Treatment
(Consolidation/

Deduction from

Treatment
(Consolidation/

Investment
Accounting)

capital/ Neither)

Associate companies of Emirates Bank International PJSC

Neither - Included
in gross credit
exposure at

Equity accounting

Real estate

476

Dubai, UALE.

Union Properties PJSC

carrying value

Neither - Included
in gross credit
exposure at

Equity accounting

General and life insurance

36.7

Dubai, UAE.

National General Insurance Company PSC

carrying value

CONSOLIDATED CAPITAL STRUCTURE

Tier 1 Capital

Paid up share capital / common stock
Reserves

Statutory reserve

Special reserve

General reserve

Minority interests in the equity of subsidiaries
Innovative capital instruments

Other capital instruments (Refer Note)
Surplus capital from insurance companies

Less: Deductions for regulatory calculation
Less: Deductions from Tier 1 capital
Tier 1 Capital (A)

Tier 2 Capital (B)
Tier 3 Capital (C)

Total eligible capital after deductions (A+B+C)

Note

2009 2008
AED 000 AED 000
17,827,899 17,322,647
1,964,205 1,629,205
8,859,342 7471,272
94,145 96,776
4,000,000 -
32,745,591 26,519,900
- (282,671)

23
(6,091,646) (6,139,331)
26,653,945 20,097,898
15,178,143 4,925,895
41,832,088 25,023,793

In June 2009, the Group issued regulatory tier | capital notes amounting to AED 4 billion. The notes are perpetual,

subordinated, unsecured and have been issued at a fixed interest rate for the first five years and on a floating rate basis

thereafter. The bank can elect not to pay a coupon at its own discretion. Note holders will not have a right to claim the

coupon and the event is not considered an event of default. The notes carry no maturity date and have been classified

under equity.

Emirates NBD
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CREDIT RISK MITIGATION AS PER STANDARDISED APPROACH

2008

2009

Risk weighted

Gross credit

Risk weighted

Gross credit
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90,150

134,719

Foreign exchange risk

418,908

317,082

Total capital requirement
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BASEL Il - PILLAR Il DISCLOSURES FOR THE YEAR ENDED 31 DECEMBER 2009
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QUANTITATIVE DISCLOSURES FOR EQUITY POSITION IN THE BANKING BOOK

31 DECEMBER 2009

(a) Quantitative Details of Equity Position

Type FS Category
(AFS/FVPL)
Equities 2,943,162

Collective investment schemes
Any other investment

Total 2,943,162

(b) Realized, Unrealized & Latent revaluation gains/ (losses) during the year

AED '000s
Particulars AFS
Gains (Losses)
Realized gains (losses) from sale
and liquidations 35,941
Unrealized gains (losses) recognized
in the balance sheet but not through
profit and loss account (64,866)
Latent revaluation gains (losses)
for investment ecorded at cost but
not recognized in balance sheet of
profit and loss account -
Total (28,925)

(c) Items in (b) above included in Tier I/ Tier 1l Capital

AED '000s
Tier Capital Amount
Amount included in Tier | capital
(realised gains) 44,670
Amount included in Tier Il capital
unrealised gains) -
Total 44,670

BASEL Il - PILLAR Il DISCLOSURES FOR THE YEAR ENDED 31 DECEMBER 2009

Basel Il Category
(Banking book)

AED '000s
Current Year
Publicly Traded Privately Held

503,753 2,439,409

503,753 2,439,409

QUANTITATIVE DISCLOSURES FOR EQUITY POSITION IN THE BANKING BOOK (Continued)

31 DECEMBER 2009

(d) Capital requirements by Equity groupings

AED '000s
Grouping Amount
Strategic Investments 14,112
Available for Sale 280,204
Held for Trading 19,057
Total capital requirement 313,373

(e) Equity Investments (Quoted/ Unquoted) -Including private equity investments

Particulars Banking Book

(Per Basel Il Definition)
Quoted 503,753
Unquoted 2,439,409
Total 2,943,162

AED '000s

Trading Book
(Per Basel Il Definition)
119,106

41
119,106

(a Emirates NBD



42

QUANTITATIVE DISCLOSURES FOR EQUITY POSITION IN THE BANKING BOOK (Continued)
31 DECEMBER 2008

(a) Quantitative Details of Equity Position

AED '000s

Type FS Category Basel Il Category Current Year
(AFS/FVPL) (Banking book) Publicly Traded Privately Held
Equities 3,828,116 3,828,116 912,783 2,915,333
Collective investment schemes - - - -
Any other investment - - - -
Total 3,828,116 3,828,116 912,783 2,915,333

(b) Realized, Unrealized & Latent revaluation gains/ (losses) during the year

AED '000s
Particulars AFS
Gains (Losses)
Realized gains (losses) from sale
and liquidations (314,736)

Unrealized gains (losses) recognized
in the balance sheet but not through
profit and loss account (1,045,963)

Latent revaluation gains (losses) for
investment recorded at cost but not

recognized in balance sheet of
profit and loss account -

Total (1,360,699)

(¢) ltems in (b) above included in Tier I/ Tier Il Capital
AED '000s
Tier Capital Amount

Amount included in Tier | capital
(realised gains) -

Amount included in Tier Il capital
(unrealised gains) -

Total -

BASEL Il - PILLAR Il DISCLOSURES FOR THE YEAR ENDED 31 DECEMBER 2009

QUANTITATIVE DISCLOSURES FOR EQUITY POSITION IN THE BANKING BOOK (Continued)

31 DECEMBER 2008

(d) Capital requirements by Equity groupings

AED '000s
Grouping Amount
Strategic Investments -
Available for Sale 382,812
Held for Trading 4321
Total capital requirement 387,133

(e) Equity Investments (Quoted/ Unquoted) -Including private equity investments

Particulars Banking Book
(Per Basel Il Definition)

Quoted 912,783
Unquoted 2,915,333
Total 3,828,116

AED '000s
Trading Book
(Per Basel Il Definition)

27,006

43
27,006
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INTEREST RATE RISK IN BANKING BOOK

IMPACT OF 200 BPS SHIFT IN YIELD CURVES ON NET INTEREST INCOME

Shift in yield curves 2009 2008

AED 000 AED 000
+200 basis points 457,292 284,854
-200 basis points (871,276) (737,169)



