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Executive Summary

1.1 Background to the Bank

Al Rayan Bank PLC provides Sharia compliant savings, finance and current account services to over 90,000 personal, business and
premier customers and was the first Islamic bank in the UK to receive a public rating. The Bank has an Aa3(cr) rating from Moody's
Investors Service (Moody’s), one of the leading global ratings agencies.

The parent company and majority shareholder, of Al Rayan
Bank PLC (the Bank) is Al Rayan (UK) Limited, the UK subsidiary
of Masraf Al Rayan Q.P.S.C. Masraf Al Rayan is a Qatar

based Islamic bank providing banking, financial, investment
and brokerage services across Qatar. Masraf Al Rayan was
incorporated in January 2006 and is licensed by Qatar Central
Bank. Masraf Al Rayan is one of the largest banks in Qatar.
Our ambition is for Al Rayan Bank to be the most trusted,
Sharia compliant bank in the UK, providing Premier and
Commercial Property Finance. We do this by keeping our
business simple and connecting with each other through living
our “One Team” values every day, creating a great place to
work and a great place for customers to bank. We promote
ethical banking, embrace and celebrate diversity and we care
about having a positive impact on the world around us.

Current products include Commercial Property Finance (CPF),
focused on residential investment financing, Premier Home
Purchase Plans, current accounts and a range of savings
accounts catering for different needs for resident and non-
resident customers.

The Bank's Board of Directors has delegated responsibility for
day-to-day management to the executive team, led by the
Chief Executive Officer.

The Bank serves its customers through a variety of channels,
including online and mobile, telephone and in person, through

its Premier and Commercial office in London.

The Bank prides itself on delivering value for customers.

¢TEAM
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1.2 Purpose of the Pillar 3
Disclosures

This document comprises the Bank's Pillar 3 disclosures on
Capital and Risk Management as at 31st December 2022. It
has two principal purposes:

» To provide useful information on the capital and risk profile
of the Bank; and

» To meet the regulatory disclosure requirements under the
UK Capital Requirements Regulation (“CRR"), Part 8 and
the rules of the Prudential Regulation Authority (“PRA") as
amended and as on-shored by the UK

1.3 Summary metrics

Capital ratios have remained in excess of regulatory
requirements throughout the year and as at 31st December
2022, Common Equity Tier 1 (CET1) ratio is 14.9% (2021:
15.1%) and Total Capital Ratio is 17.5% (2021: 18.1%).

Key metrics

Table 1: Available capital £m

The leverage ratio is calculated per the Capital Requirements
Directive IV (CRD IV) which measures the relationship between
Tier 1 capital and total assets, to supplement risk-based capital
requirements. At present, the Bank is not within the scope of
the UK Leverage Framework Regime as its deposit levels are
less than £50 billion. The Bank, as per risk appetite, maintains a
prudent limit well above the PRA prescribed minimum leverage
ratio requirement for larger institutions.

Under the European Banking Authority’s (EBA) rules on
leverage, the leverage ratio is calculated by dividing Tier 1
capital by on-balance sheet and off-balance sheet assets.
The leverage ratio remained above regulatory requirements
throughout the year, and as at 31st December 2022 is 6.7 %
(2021: 6.8%).

As at 31st December 2022, the Bank’s Liquidity Coverage
Ratio (LCR) was 458% (2021: 635%). The LCR exceeds the
UK regulatory minimum requirement.

Full details regarding the Bank’s overall financial position can be
found in the Annual Report and Financial Statements for the
year ended 31 December 2022 (the Accounts). A summary of
the key metrics is shown below.

2022 2021
Total Risk Weighted Assets (RWA) 1,022.3 943.9
Common Equity Tier 1 152.7 142.4
Additional Tier 1* 3.0 3.0
Tier 1 155.7 145.4
Tier 2** 22.7 25.0
Total Capital 178.4 170.4

*Additional Tier 1 capital was drawn down from the ultimate parent company during 2019

**The first £10m tranche and second £5m tranche of Tier 2 capital held by the Bank began to be amortised from the available capital balance from 24 March 2022,
in line with regulatory requirements, as these had a remaining maturity of less than five years after this date. The remaining £10m will begin to be amortised during
2023. This is not expected to impact the Bank’s activities, as there will be sufficient capital available to continue operations. The amortisation of Tier 2 funding has been

incorporated in the Bank’s capital forecasts.

"The Leverage ratio reported within the 2021 disclosures was 6.4%, however, the Bank is now aligning to the new requirements for disclosures (effective 1st January
2022) therefore the leverage ratio reflects that which is reported within Annex 1, template KM1 which excludes claims on central banks. Throughout the document where

2021 leverage ratio is reported it will be 6.8% rather than 6.4%.
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Table 2: Capital ratios as a percentage of RWA (%)

2022 2021
Common Equity Tier 1 Ratio 14.9% 15.1%
Tier 1 Ratio 15.2% 15.4%
Total Regulatory Capital Ratio 17.5% 18.1%
Table 3: CRR Leverage ratio (£m/%)
2022 2021
Total Leverage Ratio Exposure 2,306.6 2,152.8
Leverage Ratio 6.7% 6.8%
Table 4: Liquidity Coverage Ratio (%)
2022 2021
Liquidity Coverage Ratio 458% 635%
Table 5: Net Stable Funding Ratio (%)
2022 2021
Net Stable Funding Ratio 155% 150%
Table 6: Profit after tax (£m)
2022 2021
Profit after tax 16.5 9.0
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Introduction

1.4 Background

The Basel Il regulatory framework is implemented through
the Capital Requirements Regulation (CRR) and Capital
Requirements Directive (CRD), together referred to as CRD IV.

The CRD IV framework includes three “pillars’:

Pillar 1 Minimum capital requirements relating to credit,
market and operational risks;

Pillar 2 Firm’s own internal assessment of additional capital
reguirements relating to specific risks not covered
by the Pillar 1 minimum capital requirement. This
additional capital requirement is subject to review
by the PRA;

Pillar 3 Disclosure of information relating to the risk assessment
process and resulting capital adequacy. The Pillar 3
Disclosures are designed to promote market discipline
through external disclosure of a firm’s risk management
framework and risk exposures

The UK implemented CRD V on 31st December 2020, with
the aim of addressing the adequacy and effectiveness of
capital and liquidity resources. This implementation included
an improved approach, known as Pillar 2, for managing

and controlling profit rate risk in the banking book (PRRBB).
Additionally, it introduced several measures specific to the
European Union (EU) to promote greater consistency in both
micro and macro prudential supervision, while also enhancing
proportionality in prudential requirements.

The Bank’s disclosures have been prepared in accordance with
the UK Capital Requirements Regulation (CRR) Disclosure part
of the PRA rulebook following the implementation of PS22/21
‘implementation of Basel Standards: Final rules” which came
into force on 1 January 2022.

1.5 Scope of application

The Bank has no trading subsidiaries; therefore, this document
only contains the Pillar 3 disclosures for Al Rayan Bank PLC.

1.6 Basis and frequency
of disclosures

Unless stated otherwise, all data is at or for the year to 31st
December 2022, with 31st December 2021 comparatives. The
term CRD IV is used throughout these disclosures as a collective
term for CRD IV, CRR and the PRA's policy statements.

PILLAR 3 DISCLOSURES | INTRODUCTION

This report is in accordance with the rules laid out in the
Capital Requirements Regulation (Part 8) as amended

and onshored by the UK. This includes revised disclosure
requirements applicable from 1 January 2022 following the
UK implementation of the remaining provisions of Capital
Requirements Regulation II.

The Bank qualifies as a small and non-complex institution in line
with the requirements set out in article 4 (145) CRR, therefore,
the Bank has included only those disclosure templates which are
applicable to such an institution within Annex 1.

This document will be updated annually and will be based

on the Bank’s most recent audited financial statements and
regulatory returns. The regulatory returns go through a six-

eye check with reconciliation to management accounts and
variance analysis explained where applicable. However, the
disclosures may differ from similar information in the Bank’s
Accounts which are prepared in accordance with International
Financial Reporting Standards (IFRS). Therefore, the information
in these disclosures may not be directly comparable.

Both the Financial statements and the Pillar 3 disclosures can
be found on the Bank’s website.

1.7 \Verification

These disclosures have been reviewed and approved by the
Bank’s Executive Management Committee, Board Audit
Committee and the Board.

1.8 External audit

The disclosures provided in this document have been internally
verified by management but have not been subjected to
external audit.

1.9 Board responsibility for
risk management

The Board has overall accountability and ownership for ensuring
that the Bank has an appropriate system of risk management

in place to ensure risks in the bank are quantified, identified,
assessed, managed, mitigated and reported.

The Board considers that, as at 31st December 2022, it had

in place adequate systems and controls regarding the Bank'’s
risk profile and strategy. Furthermore, the Board can confirm
that the Bank remained within defined regulatory limits for risk
exposure throughout the year for all principal risks.



Governance Structure

The Bank has established an Enterprise-Wide Risk
Management Framework (‘EWRMF’) to ensure that risks

are appropriately managed throughout the organisation.
Key elements of the framework include a risk focused
governance structure, a risk appetite approved by the Board
that covers all primary risks within the Bank’s risk taxonomy,
and an internal control framework to govern risk.

The EWRMF is designed to provide a structured approach to
appropriately manage risks. This framework is used to identify,
assess, manage, and mitigate risks that may impair the delivery
of the Bank’s strategic and business objectives.

Figure 1: Al Rayan Bank Governance Structure

The responsibility for the management of risk within the
Bank lies with the Board, who have delegated to Executive
management the authority to maintain day to day control of
the management of risk as set out in the Bank’s Management
Responsibilities Map (‘MRM’). The MRM sets out the Bank’s
overall governance structure, including the Committees
responsible for risk management.

As shown in the chart below, the Board is supported by the
Board Risk Committee (BRC) and Executive management
(through the Executive Committee and sub-Committees such
as the Executive Risk Committee (ERC) and the Asset & Liability
Committee (ALCO) in managing risk.
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1.10 Board of Directors and Board level committees

The Board has overall accountability to ensure that the Bank governance is supported through a series of sub-committees,
has an appropriate system of risk management in place such operating under delegated mandates; each has its own terms
that risks in the Bank are identified, assessed, managed, of reference. The roles of the permanent Board committees are
mitigated, and reported as appropriate. The Board's risk outlined below:

Figure 2: Role of the Board and its relationship to key committees

» Overall accountability to ensure that the bank has an appropriate system of risk management
in place to ensure risks are identified, assessed, managed, mitigated and reported

» Leads the development of and approves the bank’s strategy and risk appetite

» Ensures risk management is appropriate and functioning; and monitors the adequacy
of financial resources in the light of the bank’s risk exposures

» Board sub-committee providing oversight and advice to the Board on current and future
risk exposures and risk strategy

22:::‘;;2'; » Provides oversight of the development, implementation and maintenance of the RMF,
risk appetite, risk strategy, and key policies, to ensure they are in line with emerging
regulatory, corporate governance and industry best practice

» Board sub-committee that assists the Board in fulfilling its responsibilities in relation
. to accounting reporting practices and independent monitoring and reviewing of the
Board Audit internal controls
Committee

» Assesses Internal Audit reviews on the effectiveness of the risk management framework
and whether a sound system of internal control is maintained

» Board sub-committee that ensures that the bank has a Board, SMFs and Certified
Employees in place who are suitably qualified, experienced and trained, and that

AL effective succession planning is undertaken

& Nomination

» Ensures remuneration policies and practices are compliant with the FCA Remuneration

|
! Committee i > C ; -
| Code, make proper use of risk-based objectives, and are designed to attract, retain and
| motivate the bank’s employees
|
|
; » The CEO's forum for major operational decisions, responsible for assisting the CEO in
; . the performance of duties, including managing and overseeing all aspects of the bank’s
———————— Execut'lve business and operations and assessing and controlling risk across the bank
Committee

» Delegates authority to management sub-committees described in the Governance and
Delegated Authorities section of this document

» Fully independent committee comprising three leading scholars who are experts in the
interpretation of Islamic law and its application within Islamic financial institutions

:uarelfvisor » Ensures the bank complies with Sharia principles and provides advice and support in
Cofnmitteey developing and delivering Sharia compliant services and outcomes to its customers

» Reports to the shareholders by way of a Sharia audit report in the bank’s Annual Report
and Accounts
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1.11 Executive/Management level committees

Executive Committee (‘ExCo’)

The ExCo is the Chief Executive Officer’s (CEO) forum for major
operational decisions and is responsible for assisting the CEO in
the performance of their duties, including:

» The development and implementation of strategy, the
strategic plan, risk appetite, operational plans, policies,
procedures and budgets for consideration by the Board

» The monitoring of operating and financial performance

» The assessment and control of risk

» The prioritisation and allocation of resources; and

» The monitoring of competitive forces in each area of operation

Assets & Liabilities Committee (ALCO’)

The ALCO is a management committee that is primarily
responsible for monitoring market, capital and liquidity and
funding risks. This includes monitoring risks associated with profit
rates in the banking book, open foreign exchange positions, the
composition of assets and liabilities, funding mismatches, capital
adequacy, liquidity, wholesale credit risk and the results of liquidity
stress tests and the approval of new products.

It is chaired by the CFO and is also responsible for the ongoing
development and maintenance of the ILAAP, and its annual
submission to the Board.

Two further sub-management committees also report to the
ALCO, which are the Profit Allocation Committee and the
Product Pricing & Development Group.

Executive Risk Committee ("ERC’)

The ERC is the principal 2nd Line risk oversight committee and
is chaired by the CRO. It has full authority to act on all material
and / or enterprise-wide risk and control matters across the
Bank. ERC provides executive input on risk management issues
to the Board, BRC and ExCo, including recommendations

on risk appetite, policies and risk management strategies.

The ERC is the principal risk monitoring forum for all of the
Bank’s primary risks and is also responsible for the ongoing
development and maintenance of the ICAAP and its annual
submission to the Board.

Credit Committee ('CC’)

The CC is a sub-Committee of ExCo, chaired by the CEO.

The principal purpose of the Credit Committee is to review
and opine on applications for Commercial Property and Retail
Finance requests presented by the Business, in accordance with
the discretionary limits set by the Board. The Committee will
also review appropriate management information, policies and
papers as required relating to credit risk across the Bank.

Legal & Regulatory Compliance Committee (‘LRCC’)

The LRCC is a sub-Committee of ERC and is chaired by

the Head of Compliance. Its primary purpose is to provide
summarised upwards reporting to the ERC on relevant Legal,
Regulatory and Compliance risks and/or recommendations for
approval, including as a minimum: Management information,
new and emerging risks, horizon scanning, policies, compliance
monitoring reports, regulatory interactions, mandatory
regulatory reporting, and changes to the management
responsibilities map and SMCR developments.

Operational Risk Committee ("ORC’)

The Operational Risk Committee is a sub-committee of the

ERC and is chaired by the Head of Operational Risk. Its primary
purpose is to provide summarised input to the ERC on relevant
Operational Risk and/or recommendations for approval,
including as a minimum: Risk appetite — significant breaches of
supporting metrics, Risk Control Self-Assessment (RCSA) output,
Business Incident reporting, development of the Operational Risk
plan and oversight of other in scope Risk types.

Change and Projects Committee (‘CPC’)

The CPC is a sub-committee of ExCo and is chaired by the
COO. The Committee is responsible for the initial authorisation,
ongoing oversight and decision making on all significant
projects within the Bank. It also monitors the Bank’s overall
project delivery plan, ensuring sufficient resources are allocated
to each project and provides oversight on financial and risk
management of projects. The Committee is also responsible for
reviewing and maintaining oversight, monitoring and assessing
performance against the transformation plan and managing

all change activity within the bank. Accountability for projects
rests with the Executive sponsor of each project.

Environment, Social and Governance Committee
("ESGC’)

The ESGC is a sub-committee of the ExCo and is chaired by
the Chief People Officer. Its primary purpose is to oversee

the Bank’s approach to integrating environmental, social,

and governance practices into its business strategy and
operations, and its impact and sustainability. The ESGC is the
Bank’s principal forum for developing core ESG objectives and
metrics to ensure appropriate monitoring and reporting to

all key stakeholders and at appropriate governance forums
including the Board or Board sub-committees as appropriate.
Furthermore, the committee will monitor and assess current
and emerging ESG trends, relevant national standards and
legislative requirements; and identify how these are likely to
impact on the strategy, operations, and reputation of the Bank;
and determine whether and how these are incorporated into or
reflected in the Bank’s ESG policies and objectives.
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Enterprise-Wide Risk
Management Framework

The purpose of the EWRMF is to provide a consistent and
transparent approach to managing risks across the Bank. It
provides a high-level understanding of the Bank’s approach
to risk management and sets out roles and responsibilities
for the management of risk by different functions within

the Bank, including front-line business functions, the Control
functions (Risk, Compliance etc), and Internal Audit. It also
provides a blueprint of how the Board, through delegation of
authority to Committees and the Executive Team, establishes
risk appetite and associated limits for the bank’s activities.

Sound risk management supports the business strategy and
enables the bank to minimise losses (both financial and
reputational), provide a fair and appropriate service to its
customers and deliver returns for shareholders in a Sharia
compliant manner.

The EWRMF is supported by a more in-depth suite of policies
that detail how risks are managed across the bank on a more
granular basis. The structure of the Framework ensures that
risk management at the Bank:

Figure 3: The Bank's EWRMF

Risk Management Framework

Boards & Committees

Bank Risk Objectives

» Is agreed by the Board

» s transparent and visible to colleagues

» s implemented consistently across the bank

» Supports the Bank in reaching its strategic objectives

» Promotes fair and appropriate service to customers
in a Sharia compliant manner

» Promotes a risk aware culture

The adoption of, and compliance with, the EWRMF evidences the
Bank’s ongoing focus on embedding effective risk management
and emphasises the Board’s commitment to incorporating the
management of risk into everyday thinking, behaviours, processes
and business practices. The responsibility for ensuring effective
implementation and monitoring of EWRMF compliance lies with
the Bank’s CRO, overseen by the management level ERC.

The figure 3 below articulates the Bank's EWRMF, which is
described in more detail in the EWRMF document.

Risk Culture

Risk Appetite
> . . .
x Risk Policy Oversight c

o
2 F=
= Risk Operating Model =2
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1.12 Primary Risks

The Bank identifies 13 primary risk types. These risk types provide the structure of the EWRMF and each is supported by a Board
approved policy that sets the expectations for managing the risk.

Figure 4: Primary risk types within the EWRMF

1

10

1

12

13

Strategic & Business Model Risk

Capital Risk

Liquidity & Funding Risk

Market Risk

Credit Risk

Conduct Risk

Compliance and Legal Risk

Environmental, Social, &
Governance (‘ESG’) Risk

People Risk

Operational Risk and Resilience

Financial Crime Risk

Information & Cyber Risk

Sharia Non-Compliance Risk

Loss resulting from a failure to define, deliver, or execute the Bank’s strategic goals
and objectives, or that result in impacts to the Bank’s business model viability.

Loss arising from a sub-optimal quantity and quality of capital, or a breach of
regulatory capital requirements

Loss arising from an inability to meet liquidity obligations as they become due,
from an unstable funding profile or from a lack of availability of funds

Loss arising from reductions in earnings and/or value from unfavourable market
movements

Loss resulting from (a) the failure of other parties to meet their financial obligations

to the Bank and (b) the deterioration of creditworthiness of parties to which the
Bank is exposed

Loss resulting from unfair customer outcomes

Loss resulting from failing to comply with laws, rules, regulations, standards and
codes of conduct, or from litigation

Loss resulting from failure to manage environmental risks such as physical and
transitional climate risks, and from failure to manage corporate behaviour

appropriately across all stakeholder groups, market practices, and wider society.

Loss resulting from failure to recruit, retain, train, manage, reward and incentivise
appropriately skilled staff to achieve business objectives

Loss resulting from inadequate or failed internal processes, people, systems or from
external events

Loss resulting from engaging with or facilitating criminal conduct in breach of
financial crime laws, rules and regulations

Loss resulting from the compromise of information relating to its confidentiality,
integrity or availability

Loss resulting from failing to comply with Sharia product requirements

Note that the Bank defines ‘loss’ in these descriptions to include financial losses, unfair customer detriment, reputational damage
and regulatory sanction.
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1.13 Three Lines of Defence approach to risk management

While the Board of Directors is ultimately accountable for
the Risk Management Framework, everyone in the Bank has
responsibility for risk management.

The Bank operates a ‘three lines of defence’ model in order
to embed clear risk management roles and responsibilities.

First line of defence: Line management within each business
area is responsible for the identification, measurement,
monitoring, mitigation, management and reporting of the risks
within the Bank’s risk appetite, ensuring appropriate controls
are in place and operating effectively.

Second line of defence: Risk and Compliance functions
provide risk management expertise and challenge managers
and staff in their performance of risk management activities
through independent reviews, monitoring and testing.

Third line of defence: The Bank’s Internal Audit function is
responsible for independently reviewing the effectiveness of
the risk management structure and providing assurance on the
effectiveness of internal controls across both the first and the
second line of defence. The Internal Audit function is currently
co-sourced with a specialist firm and reports directly to the
Chair of the Audit Committee. The Board Audit Committee

Figure 5: Risk Appetite Statements

approves the internal audit work programme and receives
reports on the results of the work performed.

The Bank has a co-sourced internal audit function with
the expectation this will enhance the quality and further
strengthen the third line of defence. The internal audit
function is also supported by resources from the Group’s
(MAR) internal audit function.

Specific Sharia compliance monitoring activities performed

by the Sharia Compliance Department fall within the second
line of defence. The Sharia Compliance Department also
conduct an independent Sharia audit on an annual basis to
provide assurance to the Sharia Supervisory Committee on
the appropriateness and operational effectiveness of Sharia
product governance, Sharia non-compliance risk management
and internal Sharia compliance controls.

1.14 Risk Appetite

Risk Appetite statements are approved by the Board and
aligned to the Bank’s strategic plans. These are defined as
the maximum level of risk tolerance the Board considers
appropriate in meeting its strategic business objectives. The
Risk Appetite statements are shown below:

Risk Appetite Statement

Strategic &

Business Model provide appropriate returns to customers and shareholders

We ensure that we have an effective operating model and achieve sufficient levels of profitability, to maintain a sustainable business over the long term and to

Z::::tear;tlal : We expect to maintain a prudent level of capital resources, with sufficient ability to absorb capital movements without breaching regulatory requirements
Liquidity We expect to maintain prudent levels of liquidity which are more than sufficient to meet the Bank's obligations as they fall due, including forecast requirements
Funding We manage the overall funding mix to ensure stability on an ongoing basis
Trading We accept a low level of volatility in the assets in which we invest, and avoid holding proprietary positions

We minimise risks relating to the effect of changes in Bank of England base rate and other market rates, such that we avoid incurring any significant losses or
Market T . ; . X

excess volatility in either Economic Value of Equity (EVE) or the consolidated statement of profit and loss
Credit Risk We provide financing to customers of appropriate creditworthiness, supported by high quality security to minimise the risk of loss

Operational Risk

We expect to provide efficient and reliable systems and services to our customers and employees, within approved impact tolerances

We recruit, develop, support and retain a committed, capable, diverse and inclusive employee base, which displays the organisational culture, values and

We expect to conduct business ethically, with honesty and integrity. We seek to ensure our customers are provided with good outcomes from the business

& Resilience
RETB behaviours expected of all
Conduct Risk

promptly and fairly
Compliance
& Legal Risk transparent manner
Sharia Non-

Compliance Risk

Information
& Cyber Risk

Financial

e (I activities relating to financial crime

We operate in a manner which conforms with Sharia principles and rules

they undertake with us. We expect to maintain an environment where staff members are comfortable in raising concerns and having those concerns dealt with

We comply with all laws, rules and regulations in a manner proportionate to the nature and scale of the bank, and to deal with our regulators in an open and

We adopt strong, risk-based cyber security practices and technological solutions that will aim to minimise the risk of a material cyber security event occurring.
We seek to comply with all information and data related regulations and laws in a manner proportionate to the nature and scale of the bank

We have no appetite for systematic weaknesses in its financial crime systems and controls or any breach of the Financial Crime Laws and regulations, applying to
its Business and its activities. We do not undertake Business with individuals or entities we suspect are subject to sanctions, or are engaged in and/or exposed to

Please note, the Bank has no appetite to undertake trading activities or to take proprietary positions in financial instruments. The trading RAS above relates to purchasing

short-dated sukuk for the purposes of HQLA.
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The risk appetite framework is organised by risk type and
cascaded using a top-down approach as illustrated in Figure 6
below. Board level Risk Appetite Metrics ('RAMSs’) and Additional
Monitoring Metrics ('AMMs’), are used to ensure that supporting

Figure 6: Risk Appetite Framework

Based on the bank’s Risk Objectives,
the Board approves key Risk Appetite
Statements and limits.

» Overall limits and action orientated

risk appetite statements are embedded throughout the business.
The continual monitoring, reporting and escalation of these
metrics and AMMs supports the Bank in identifying drivers
behind the higher-level Board risk appetite statements.

» The articulation of the Bank Risk
Objectives that need to be achieved in

i lish i +“— A ;
triggers are established and monltored at o Bank delivering the strategic plan to ensure
each Board, BRC, ERC and ExCo meeting |7 Risk s
o Lo long term sustainability of the bank
-4 Objectives
> Oversight, challenge and coordination of Bt
Risk Appetite Limits is undertaken by the B3 » Board level Risk Appetite Statements
Risk Function % . : » Sets the tone from the top
Q Risk Appetite )
» Clear business ownership and z Statements » Organised around key risk types
accountability for each Risk Appetite Limit S » Drives more detailed limits and policies
O
» Organised by risk type and calibrated g » Quantification of the Risk Appetite
top-down. Quantitative statements and B Statements
gf;ak“(t)ag};itli'\gts are inked to the Bank 'c> azhiﬁf&e:;:) <4—— » Monitored at BRC, ERC and ExCo
° . U
3 » Embedded in key operating limits
» Additional Monitoring Metrics (AMM) 5 and policies

are used to ensure that Risk Appetite
Limits are embedded throughout the
business, helping to identify the drivers
behind performance against the higher-
level Risk Appetite Statements and Limits

Credit risk

Credit risk is the risk of loss risk of loss resulting from (a) the failure
of other parties to meet their financial obligations to the Bank and
(b) the deterioration of creditworthiness of parties to which the
Bank is exposed. The risk arises primarily from the Bank’s secured
and unsecured finance provided to customers and the investment
of surplus funds in Sharia compliant wholesale deposits with bank
counterparties and sukuk investments.

The Bank’s risk appetite for credit risk is such that we must
provide financing to customers of appropriate creditworthiness,
supported by high quality security to minimise the risk of loss.

Management of credit risk

The Board of Directors have delegated responsibility for the
management of credit risk to the Credit Risk Committee
through the ERC. An independent Credit Risk department
reports to the Chief Risk Officer who is responsible for
oversight of the Bank'’s credit risk, including:

» Formulating credit policies in consultation with other
business units, covering credit assessments, collateral
requirements, risk reporting, legal requirements and
compliance with regulatory and statutory requirements
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Additional Monitoring
Metrics (AMM)

» Management Key Risk Indicators
embedded within operating
management information and controls

» Establishing authorisation limits and structures for the
approval and renewal of credit exposure limits

» Reviewing and assessing credit risk prior to agreements
being entered into with customers

» Limiting concentrations of exposure to counterparties,
countries or sectors and reviewing these limits

» Ongoing assessment of exposure and implementation of
procedures to reduce this exposure

» Ongoing monitoring of compliance with policies to provide
assurance to executive management and to the Board

» Providing advice, guidance and specialist skills to all business
areas to promote best practice throughout the Bank in the
management of credit risk

» Adherence to country and counterparty limits, for amounts
due from other banks, is monitored on an ongoing basis by
the Bank's Treasury department, with a detailed review of all
limits at least annually. Senior management receive regular
reports on the utilisation of these limits
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Table 7 shows the credit risk exposures and the composition of the Pillar 1 capital requirements for credit risk as at 31st December

2022 and 31st December 2021:

Table 7: Pillar 1 capital requirements: credit risk: 31 December 2022 (£m)

Minimum
IFRS Balance Credit risk Average credit Risk Weighted capital % of total
Sheet exposure risk exposure Assets Requirements RWA
Treasury assets 353.1 353.1 294.5 85.2 6.8 9.1%
Investment securities 108.8 108.8 116.8 1.2 0.1 0.1%
Home purchase plans 1,099.7 1,099.7 1,143.3 391.9 31.4 41.9%
Commercial property finance* 789.4 789.4 748.4 418.6 33.5 44.7%
Other assets** 49.3 37.9** 17.7 36.7 2.9 3.9%
Sub-total 2,400.3 2,388.9 2,320.6 933.5 74.7 99.7%
Commitment to finance* 8.0 5.3 2.8 0.2 0.3%
Sharia compliant derivatives 0.6 1.3 0.1 0.0 0.0%
Total 2,400.3 2,397.5 2,327.2 936.4 74.9 100%
*These two amounts have been combined and reported as Commercial property finance in all the following tables.
** QOther asset exposures exclude deferred tax (£8.3m) and intangibles (£3.1m), which are deducted from own funds.
Table 8: Pillar 1 capital requirements: credit risk: 31 December 2021 (£m)
Minimum
IFRS Balance Credit risk Average credit Risk Weighted capital % of total
Sheet exposure risk exposure Assets Requirements RWA
Treasury assets 246.8 246.8 306.5 38.9 3.1 4.5%
Investment securities 123.5 123.5 150.3 0.2 0.0 0.0%
Home purchase plans 1.192.0 1.192.0 1,221.2 422.4 33.8 48.8%
Commercial property finance* 669.7 669.7 636.9 388.7 31.1 44.9%
Other assets** 26.9 15.2** 19.1 13.3 1.1 1.5%
Sub-total 2,258.9 2,247.2 2,334.0 863.7 69.1 99.8%
Commitment to finance* 0.7 3.0 1.1 0.1 0.1%
Sharia compliant Derivatives 1.0 2.2 0.3 0.0 0.0%
Total 2,258.9 2,248.9 2,339.2 865.1 69.2 100%

*These two amounts have been combined and reported as Commercial property finance in all the following tables.
** QOther asset exposures exclude deferred tax (£7.6m) and intangibles (£4.1m), which are deducted from own funds.
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Table 9: Movements in RWAs for credit risk from 1 January 2022 to 31 December 2022

fm
Increase in Treasury assets 46.2
Increase in investment securities 0.9
Decrease in home purchase plans (30.5)
Increase in commercial property finance 31.5
Other 233
Sharia Compliant Derivatives 0.1
Credit Risk RWAs increase for 2022 71.3
Table 10: 31 December 2022 Exposures subject to Standardised Approach (£m)
Financing - Financing -
Individuals Commercial Financial Sovereign  Other Assets Total
Treasury assets - - 273.6 79.5 - 353.1
Investment securities - - - 108.8 - 108.8
Home purchase plans 1,099.7 - - - - 1,099.7
Commercial property finance - 797.4 - - - 797.4
Other assets - - - - 37.9 37.9
Sharia compliant derivatives - - 0.6 - - 0.6
Total 1,099.7 797.4 274.2 188.3 37.9 2,397.5
Table 11: 31 December 2021 Exposures subject to Standardised Approach (£m)
Financing - Financing -
Individuals Commercial Financial Sovereign  Other Assets Total
Treasury assets - - 157.2 89.6 - 246.8
Investment securities - - 1.1 122.4 - 123.5
Home purchase plans 1,192.0 - - - - 1,192.0
Commercial property finance - 670.4 - - - 670.4
Other assets - - - - 15.2 15.2
Sharia compliant derivatives - - 1.0 - - 1.0
Total 1,192.0 670.4 159.3 212.0 15.2 2,248.9
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Table 12: 31 December 2022 Standardised Approach by risk weight percentage (£m)

Asset Class 0% 20% 35% 50% 75% 100% 150% Total
Treasury assets 79.5 172.0 - 101.6 - - - 353.1
Investment securities 103.0 5.8 - - - - - 108.8
Home purchase plans - - 1,088.8 - 0.2 10.7 - 1,099.7
Commercial property finance - - 594.7 - - 181.6 21.1 797.4
Other assets 1.23 - - - - 36.7 - 37.9
Sharia compliant derivatives - 0.6 - - - - - 0.6
Total 183.7 178.4 1,683.5 101.6 0.2 229.0 21.1 2,397.5
Table 13: 31 December 2021 Standardised Approach by risk weight percentage (£m)
Asset Class 0% 20% 35% 50% 75% 100% 150% Total
Treasury assets 89.6 132.2 - 25.0 - - - 246.8
Investment securities 1224 1.1 - - - - - 123.5
Home purchase plans - - 1,183.6 - 0.8 7.6 - 1,192.0
Commercial property finance - - 466.5 - - 158.6 453 670.4
Other assets 1.87 - - - - 133 - 15.2
Sharia compliant derivatives - 0.5 - 0.5 - - - 1.0
Total 213.9 133.8 1,650.1 25.5 0.8 179.5 45.3 2,248.9
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1.15 Credit Concentration Risk

Credit Concentration risk is the risk of loss arising from
inadequate diversification of credit risk across sectors. The
risk arises due to exposure to geographical locations, industry
sectors or particular customers or institutions.

The Board sets counterparty, country, and regional limits in
respect of asset classes. The Credit Committee monitors both
sectoral and geographic concentration for each finance asset
class and ALCO reviews counterparty, country, and regional
limits in respect of Treasury assets and investment securities.
Adherence to the Treasury limits is monitored daily. The
minutes of the Credit Committee and ALCO meetings are
available to the Board.

Geographic distribution of credit risk exposures

The Bank’s credit risk exposures, based on the location of the
asset being financed, are largely within the UK, however as at
31st December 2022, £205 million of the Bank’s assets were
held outside the UK (31 December 2021: £131.7 million) of
which £131.6 million account for Treasury assets.

Table 14: Credit risk exposures analysed by exposure class: 31 December 2022

Global
UK Rest of the World Supra-national Total
(Em)  Middle East (£m) (£m) (£m) (£m)
Treasury assets (bank counterparties) 221.5 131.6 - - 353.1
Investment securities 35.9 7.0 5.8 60.1 108.8
Home purchase plans 1,099.5 - 0.2 - 1,099.7
Commercial property finance 797.1 - 0.3 - 797.4
Sharia compliant derivatives 0.6 - - - 0.6
Total 2,154.6 138.6 6.3 60.1 2,359.6
Table 15: Credit risk exposures analysed by exposure class: 31 December 2021
Global
UK Rest of the World Supra-national Total
(Em)  Middle East (£m) (£m) (£m) (£m)
Treasury assets (bank counterparties) 199.7 471 - - 246.8
Investment securities 39.9 211 - 62.5 123.5
Home purchase plans 1,191.8 - 0.2 - 1,192.0
Commercial property finance 669.6 - 0.8 - 670.4
Sharia compliant derivatives 1.0 - - - 1.0
Total 2,102.0 68.2 1.0 62.5 2,233.7
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Distribution of Credit risk exposures by residual maturity

Table 16: Residual contractual maturity of credit risk exposures: 31 December 2022

More than 5
<1year (£m) 1 -5 years (£m) years (£m) Total (£m)
Treasury placements and cash balances with banks 353.1 - - 353.1
Investment securities 29.4 79.4 - 108.8
Home purchase plans 37.9 171.1 890.7 1,099.7
Commercial property finance 99.5 631 66.9 797.4
Sharia compliant derivatives 0.6 - - 0.6
Total 520.5 881.5 957.6 2,359.6
Table 17: Residual contractual maturity of credit risk exposures: 31 December 2021
More than 5
<1year (Em) 1-5years (£m) years (£m) Total (Em)
Treasury placements and cash balances with banks 246.8 - - 246.8
Investment securities 5.6 117.9 - 123.5
Home purchase plans 44.0 189.3 958.7 1,192.0
Commercial property finance 137.3 472.3 60.8 670.4
Sharia compliant derivatives 1.0 - - 1.0
Total 434.7 779.5 1,019.5 2,233.7

Credit risk management: Financing to customers

Credit risk is managed in accordance with credit risk policies,
the risk appetite and the EWRMF. Credit risk policies and
performance against risk appetites are reviewed regularly.

The Bank seeks to mitigate credit risk by focusing on business
sectors where the Bank has specific expertise and through
limiting concentrated exposures on larger facilities, certain
sectors and other factors which can represent higher risk.

The Bank also seeks to obtain security cover, and where
appropriate, personal guarantees, from applicants/customers.
Affordability checks in line with regulatory guidance on income
versus outgoings, and with stressed profit rates, are also carried
out in relation to Home Purchase Plan to assess an applicant’s
capacity to meet payments.

The Bank maintains a dynamic approach to credit risk
management and aims to take necessary steps if specific
issues are identified or if credit performance deteriorates, or is
expected to deteriorate, due to customer, economic or sector-
specific weaknesses.

Credit Risk Mitigation: Financing to customers

The Bank uses a wide range of techniques to reduce the
credit risk of its financing activities. The most basic of these
is performing an assessment of the ability of a customer to
service the proposed level of financing without distress using
stressed profit rates. These affordability checks are carried
out on all retail customers. The risk is further mitigated by
obtaining collateral against the financing provided.

The principal indicators used to assess the credit security of
performing assets are finance-to-value (FTV) ratios.
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Impairment of financial assets

Impairment of financial assets is based on a forward-looking
expected credit loss (ECL) approach for financial assets
classified as amortised cost and Fair Value through Other
Comprehensive Income (FVOCI). The ECL approach utilises
historical information, current conditions and forecasts of
future economic conditions to generate the expected credit
loss for assets. Multiple economic scenarios are modelled
and weighted as part of the ECL calculation using a variety
of future economic assumptions, including a central scenario
which is based on the assumptions used in the Bank’s financial
planning process, updated for any changes to the prevailing
economic conditions at year end. At initial recognition,
financial assets are categorised as stage 1 and an impairment
provision is required for ECL resulting from default events
expected within the next 12 months (12-month ECL).

The Bank assesses exposures to be in stage 2 when the
accounts are more than 30 days past due or where there

has been a significant increase in credit risk compared to

initial recognition. The Bank considers both quantitative and
qualitative factors based on early warning indicators and expert
credit risk assessment when making the determination. For
assets in stage 2, the ECL recognised is equal to the expected
loss calculated over the life of the exposure.

Financial assets are classified as stage 3 when there is objective
evidence that the exposure is credit impaired, with expected
credit losses still calculated on a lifetime basis. Exposures may
be deemed to be impaired if they are more than 90 days

past due or otherwise considered to be in default (including
possession, insolvency and assets beyond term expiry). Criteria
of application is consistent with the definition of default used
for internal credit risk management purposes. The impairment
provision is determined using the same calculation as stage 2,
but with the Probability of Default (PD) set to 100%.

A movement of amount between stages 1 to 3 for the year
2022 can be found within Annex 2 as well as a table showing
finance assets which are past due.

1.16 Market Risk (including Profit
Rate Risk in the Banking Book
and FX Risk)

Market Risk is defined by the Bank as the risk of loss arising
from reductions in earnings and/or value from unfavourable
market movements. The Bank accepts a degree of market risk
in the banking book but does so in a way that manages and
controls market risk exposures to optimise return on risk while
maintaining a limited and clearly controlled market risk profile
consistent with the Bank’s relatively small size and complexity.

The Bank’s risk appetite for Market Risk is such that we must
minimise risks relating to the effect of changes in Bank of
England base rate and other market rates, such that we avoid
incurring any significant losses or excess volatility in either
Economic Value of Equity (EVE) or the consolidated statement
of profit and loss.

The Bank does not run a proprietary trading book, and therefore
for Pillar 1 purposes is only required to calculate a market risk
requirement in respect of its foreign currency positions. The
Bank has no appetite to undertake trading activities or to take
proprietary positions in financial instruments.

The base currency of the Bank is GBP, and any net positions in
other currencies than GBP results in a foreign currency risk own
funds requirement.

The Bank receives the vast majority of its funding (liabilities)

in GBP but a portion of the Bank’s liabilities are in USD. This
creates a currency mismatch, which is hedged using sharia
compliant forward rate FX swaps. These are prefunded swap
lines, and the Bank may need to post additional collateral if its
position is adversely impacted.

Market risk for the Bank is primarily associated with Profit Rate
Risk in the Banking Book ('PRRBB’). PRRBB is the risk (today or
in the future) to the Bank’s capital and earnings resulting from
adverse movements in profits rates, due to changes in rate
indices (i.e. Bank of England Base Rate) which are used as a
benchmark only by the Bank.

All profit rates and re-pricings are reviewed at ALCO or its
sub-committees. ALCO is principally responsible for monitoring
market risk, and it also reviews sensitivity of the Bank'’s assets
and liabilities to standard and non-standard changes in
achievable effective rates.

The net profit income sensitivities are indicative and based

on scenarios and shocks prescribed in Rule 9.4A of the PRA
Rulebook: CRR Firms: Interest Rate Risk Arising from Non
Trading Activities Instrument 2020. They are also in accordance
with Article 448(1) of the European Capital Requirements
Regulation (CRR).

Calculations are done under the following scenarios:

» Parallel up;

» Parallel down;

» An immediate shock of +/-200 basis points (‘bps’) to the
current market implied path of profit rates across over
one year;

The EVE sensitivities are based on the six Basel Standard
Outlier shocks:

» Parallel up;

Parallel down;

Steepener (short rates down and long rates up);
Flattener (short rates up and long rates down);

Short rates up; and

vV v.v v Vv

Short rates down

2The term “Interest Rate Risk” is a legal terminology refers to Profit Rate Risk,
which accurately reflects the operational nature of Al Rayan Bank.
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1.17 Operational RISk The rglevant indicator is calcglated following the prescription
in Article 316 of the CRR. It is the sum of the elements listed
Operational risk is defined as the loss resulting from inadequate or below considered with their positive or negative signs:
failed internal processes, people, systems or from external events.
1. Profit/rent receivable and similar income
The Bank’s risk appetite for Operational Risk is such that we
expect to provide efficient and reliable systems and services to our 2. Profit/rent payable and similar charges
customers and employees, within approved impact tolerances.
3. Income from shares and other variable/fixed-yield securities
The Bank has applied the Basic Indicator Approach ('BIA’)
in accordance with Title Ill Chapter 2 of the CRR in order to 4. Commissions/fees receivable
calculate its Pillar 1 operational risk capital requirement.
5. Commissions/fees payable
According to the CRR, under BIA, the own funds requirement
for operational risk is equal to 15% of the average over three 6. Net profit or net loss on financial operations
years of the relevant indicator.
7. Other operating income

Table 18 and 19 below show movements in RWAs for
operational risk during 2022 and 2021:

Table 18: Operational risk RWAs flow statement and minimum Pillar 1 capital requirement 2022

fm
RWAs at 1st January 2022 78.8
Increase in revenue generation 71
RWAs at 31st December 2022 85.9
Operational risk Pillar 1 capital requirement at 31st December 2022 6.9
Table 19: Operational risk RWAs flow statement and minimum Pillar 1 capital requirement 2021
£m
RWA:s at 1st January 2021 75.2
Increase in revenue generation 3.6
RWAs at 31st December 2021 78.8
Operational risk Pillar 1 capital requirement at 31st December 2021 6.3
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1.18 Liquidity & Funding Risk

Liquidity & Funding risk is defined by the Bank as the loss
arising from an inability to meet liquidity obligations as they
become due, from an unstable funding profile or from a lack
of availability of funds. The Bank’s business model and balance
sheet requires long-term assets to be funded by contractually
shorter-term liabilities, creating a risk of not meeting liabilities
as they fall due, should significant liability outflows occur.

The Board has established the Bank’s Treasury Policy,
and associated limits, with the intention of achieving

the following objectives:

» To operate within the Bank’s Liquidity and Funding
Risk appetite

» To meet obligations as they fall due

» To manage and control the impact of maturity mismatches

Table 20: HQLA portfolio

31 December 2022 (£m)

The Bank’s risk appetite for liquidity and funding risk is to
ensure that we maintain prudent levels of liquidity which are
more than sufficient to meet the Bank’s obligations as they fall
due, including forecast requirements and manage the overall
funding mix to ensure stability on an ongoing basis.

Assessment

The Bank’s ILAAP sets out how it manages liquidity risk and
the appropriate amount of liquidity the Bank should hold.
The ILAAP is an integral part of the liquidity risk management
framework and is updated at least annually, and more
frequently if there are significant changes to business profile,
business plan or operating environment.

As part of the ILAAP, the Bank maintains a High Quality Liquid
Asset ("HQLA') buffer consisting of the Level 1 assets (Central
government and Multilateral development Assets) and Level
2A assets (Public sector assets). In the event of a liquidity
crisis these assets could be liquidated via outright sale, and
management recognise that a haircut may be experienced on
liquidation of the assets, particularly the Level 2A assets.

The Bank's HQLA portfolio, which is analysed (post haircut) at
31 December 2022 and at 31 December 2021 as follows:

31 December 2021 (£m)

Central Bank Reserve Account 70.7 85.0
Central governments 79.0 60.0
Regional governments and central banks - -
Multinational development banks 29.4 61.9
Corporates 0.0 1.1
Cash 1.2 1.9
Total 180.3 209.9

Liquidity Ratios

The CRR provides for two liquidity safeguards: the Liquidity
Coverage Ratio (“LCR") which aims to improve the resilience
of banks to liquidity risks over a 30-day period. The Net Stable
Funding Ratio (“NSFR") which aims to ensure that banks have
an acceptable amount of stable funding to support their assets
over a one-year period of extended stress.

Liquidity Coverage Ratio

The Bank's approach to calculating its LCR in accordance

with the provisions of the PRA Rulebook: CRR Firms: Liquidity
(CRR), and PRA Rulebook: CRR Firms: Liquidity Coverage Ratio
(CRR) (the “LCR Rules”, and together the “Liquidity Rules”) is
explored in this section.

The LCR Rules contains the following calculation for LCR:

Liquidity Buffer

Liquidity Coverage Ratio (%) =

Net Liquidity Outflows over a 30-day calendar day stress period

PILLAR 3 DISCLOSURES | ENTERPRISE-WIDE RISK MANAGEMENT FRAMEWORK 21



22

The objective of the LCR is to ensure the short-term resilience
of the liquidity risk profile of banks. It does this by ensuring
that banks have an adequate stock (liquidity buffer) of
unencumbered HQLAs that can be converted easily and
immediately into cash to meet liquidity needs for a 30-calendar
day liquidity stress scenario. The LCR ratio of 100% or more
means that the Bank will have sufficient liquid assets to meets
its obligations as and when they fall due, even in case of a
severe stress for a period of at least 30 calendar days.

The Bank’s LCR as at 31st December 2022 was 458% (31st
December 2021: 635%) which is in excess of the minimum
standard of 100% mandated by the PRA. A breakdown of the
calculation for both 2022 and 2021 can be found in Annex 1
template KM1.

Net Stable Funding Ratio

The Bank has used the NSFR to analyse the stability of its
funding profile. The NSFR requires the Bank to hold enough
stable funding to cover the duration of long-term assets. The
NSFR was introduced through the Basel Ill framework, and in
July 2021, the PRA published PRA Rulebook (CRR) Instrument
2021, which formally introduced the NSFR as a requirement
from 1 January 2022.

Available Stable Funding (‘ASF’) is measured based on the
broad characteristics of the relative stability of the Bank’s
funding sources, including contractual maturities of all liabilities
and the differences in the propensity of different types of
funding providers to withdraw their funding. Generally, higher
weighting is given to liabilities that have residual maturity

of over 1 year (i.e. the longer dated liabilities are given a
favourable treatment, compared to shorter term liabilities).

Available Stable Funding

Net Stable Funding Ratio (NSFR)

> 100%
Required Stable Funding

The Bank’s NSFR as of 31st December 2022 is calculated to be 155% which is in excess of the regulatory requirement of 100%.
A breakdown of the calculation for both 2022 and 2021 can be found in Annex 1 template KM1.

Asset Encumbrance

As of 31st December 2022, the Bank has not undertaken any
securitisation activities. Furthermore, the finance assets and
securities are unencumbered, with the intention for this to
remain the status quo going forward. However, in the past the
Bank has been able to successfully securitise a portion of its
finance assets in order to raise funds.

The Bank has also not undertaken any repo transactions as of
31st December 2022.

1.19 Sharia non-compliance risk

Sharia non-compliance risk is the risk of loss arising from
products, services, transactions and counterparty placements
not complying with Sharia requirements. The Bank’s primary
purpose is to provide Sharia compliant banking to customers.
The Sharia compliant nature of each transaction, product and
service offered is therefore critical to the success of the Bank.

The Bank’s risk appetite for Sharia non-compliance risk is such
that we must operate in a manner which conforms with Sharia
principles and rules.

Sharia compliance oversight of each transaction, product and
service offered is achieved through appropriate governance

that includes the Sharia Supervisory Committee (SSC), which
seeks to ensure that the Bank’s operations are in compliance

with Islamic law. The SSC is comprised of experts in the
interpretation of Islamic law and its application within modern
day Islamic financial institutions. The SSC meets on a regular
basis to review all material contracts and agreements relating
to the Bank’s transactions, certifying every product and service
offered. On a day-to-day basis, the Bank’s Sharia Compliance
Department, oversees the adherence of transactions, processes
and procedures to ensure that all are operated in accordance
with Sharia requirements. Regular Sharia Compliance audit
reviews are also completed by the Sharia Compliance function.

1.20 Group Risk

Group risk is the risk that the financial position of a firm may
be adversely affected by its relationships (financial or non-
financial) with other entities in the same group or by risk which
may affect the financial position of the whole group, including
reputational contagion.

Though the Bank has a majority shareholder (Masraf Al Rayan), it
operates as a stand-alone entity in the UK and does not have shared
functions with either. Moreover, the Bank is not overly reliant on
funding from the Parent companies as there are no formal Group
arrangements in place; if this funding were to be unavailable,

the Bank would be able to raise funding from the market, either
through retail deposits or through the capital market.

PILLAR 3 DISCLOSURES | ENTERPRISE-WIDE RISK MANAGEMENT FRAMEWORK



1.21 Financial Risks from
Climate Change

The Bank’s Climate Change Risk Policy acts as the overarching
document that brings together the roles and responsibilities,
and the Bank’s approach to managing the risks associated
with climate change. This Policy sets out the principles and
standards that Al Rayan Bank will adopt in response to the
potential material financial impacts it faces from exposure to
climate related financial risk, and ensures that it aligns itself
with industry and governmental expectations to achieve a net
zero economy by 2050. Furthermore, it forms the basis for
managing and monitoring climate change risk and establishes
the framework required to ensure that climate change risk
management and sustainability is embedded in the Bank’s
longer-term strategy.

In 2022, the Bank engaged with an external real estate data
specialist to conduct an assessment of the financial impact of
climate change to the Bank’s real estate financing portfolios.
Overall, the Bank's review found that the impact of climate
change on the assessed portfolios was deemed to be negligible.

1.22 Conduct Risk

Conduct Risk at Al Rayan is defined as the risk of unfair
Customer Outcomes as a result of the Bank'’s strategy or
practices that we undertake. To ensure any Conduct Risk is
proactively identified and managed, Al Rayan has developed a
Conduct Risk Policy that builds upon the approach to treating
customers fairly.

The Bank’s risk appetite for conduct risk is such that we must
conduct business ethically, with honesty and integrity. The
Bank seeks to ensure our customers are provided with good
outcomes from the business they undertake with us. The Bank
expects to maintain an environment where staff members are
comfortable in raising concerns and having those concerns
dealt with promptly and fairly.

This policy applies to the whole customer journey as defined
across the following 5 facets:

1. Culture
2. Product Design

3. Sales

i

. Responsible Financing

5. After Sales

It is a structured and disciplined approach to the management
of Conduct Risk and has been designed to ensure:

» The Bank has processes in place to identify, measure,
manage and report on Conduct Risk ensuring that
customers are treated fairly throughout the customer
journey and defined Customer Outcomes are achieved

» Appropriate governance and oversight arrangements are
in place across the business in relation to Conduct Risk

» Roles and responsibilities are clear, there is appropriate
challenge, and the customer is at the heart of governance
and decision-making processes

» Conduct Risk Appetite has been defined to ensure the
Bank only carries out business where Conduct Risk has
been evaluated and the residual risk exposure is within the
Conduct Risk Appetite

» All employees are educated to ensure they aim to always
deliver fair Customer Outcomes

» Conduct Risk is considered as part of the Bank’s Business
Change/transformation framework and process

» The Bank’s 3rd parties and vendors apply the principles
of Conduct Risk and seek to achieve ARB defined
Customer Outcomes

» Compliance with applicable laws and regulations

» Achieving fair outcomes for our customers is at the heart
of Al Rayan’s vision, mission, strategic plans and values. The
Bank is also in the process of conducting significant work
regarding Consumer Duty, focusing on the standard of
care that firms give consumers, throughout 2022/23. The
implementation plan was approved by the Board in October
2022. Overall, completion of the project is expected to be in
line with regulatory requirements.

1.23 Financial Crime Risk

Financial Crime Risk is defined at the Bank as the loss resulting
from engaging with or facilitating criminal conduct in breach of
financial crime laws, rules and regulations.

The Bank’s risk appetite for financial crime risk is such that we
have no appetite for systematic weaknesses in our financial
crime systems and controls or any breach of the Financial Crime
Laws and regulations, applying to its Business and its activities.
The Bank does not undertake Business with individuals or
entities we suspect are subject to sanctions or are engaged in
and/or exposed to activities relating to financial crime.

The Bank has invested significantly in the management of
financial crime risk since 2018 and the controls in managing
this risk are now materially stronger. However, financial crime is
a material non-financial risk across the industry. This has been
exacerbated by the recent COVID-19 pandemic (e.g., market-
wide increases in fraud), so remains a prominent risk within the
Bank'’s Pillar 2A operational risk assessment.
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Capital Requirements

and Resources

In line with regulatory guidance, Pillar 1 capital requirements
are derived from the Bank’s assessment of the Capital
Requirement for Credit Risk, Operational Risk and Market
Risk (‘Pillar 1 Capital Requirement’).

The Bank adopts the standardised approach to credit risk and

the basic indicator approach to operational risk to calculate the
minimum Pillar 1 capital requirement. As the Bank’s overall net
foreign-exchange position was less than 2% of its total own funds,
the Bank has not reported any capital requirement for Pillar 1.

In addition to the risks covered under Pillar 1 (credit, market
and operational risks), all other material risks to which the
Bank is exposed were assessed as part of the Bank’s Internal
Capital Adequacy Assessment Process (ICAAP). Financial and
capital forecasts were prepared covering a three-year period
incorporating all current and planned strategic initiatives,
products and services, enabling the Board to assess the level of
capital required to support both current and future activities.

The ICAAP is undertaken at least annually and more frequently
should the Bank’s strategic plans, forecasts or risk profile
change. The results of the ICAAP indicate the minimum capital
required to be maintained by the Bank to support current and
future activities. The results are documented and approved by
the Board and are assessed by the PRA as part of its supervisory
review of the Bank.

The ICAAP is integrated in normal business activities. The
impact on capital requirements of new, and changes to
existing, business processes, products and services are assessed.
Strategic decisions are made following an assessment of their
impact on capital, ensuring adequate capital is maintained at
all times and that it is efficiently utilised.

The ICAAP is considered by the PRA as part of its Supervisory
Review and Evaluation Process (SREP) and is used in part to
determine the Total Capital Requirement (TCR) for the Bank. The
Board approved ICAAP will highlight risks faced by the business for
which additional capital above Pillar 1 (8.00% of total risk weighted
assets) is required. The additional capital will be part of the Bank’s
Pillar 2A requirement which forms part of the organisation’s overall
TCR requirement. Further information for years 2022 and 2021 can
be found within Annex 1, template KM1.

Capital adequacy is monitored as per risk appetite by ALCO
and reported to ERC, BRC and the Board.

1.24 Pillar 1 Capital

The Bank's overall capital requirement under Pillar 1 is
calculated by adding together the capital requirements for
credit risk, market risk, and operational risk. However, as per
Article 351 of the CRR, the net foreign exchange holding of
the Bank is below the de minimis and thus the Bank does not
hold Pillar 1 capital for market risk.

The following table shows the Bank’s capital requirement and
capital surplus under Pillar 1 as at 31st December.

Table 21: Pillar 1 requirement and total capital resource

2022 (£m) 2021 (£m)
Total Capital Resource 178.4 170.4
Total Pillar 1 Capital Requirement 81.8 75.5
Surplus over Pillar 1 requirements 96.6 94.9
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1.25 Total Capital Resources

The following table shows the composition of the Bank’s regulatory capital position as at 31st December 2022 and at 31st December 2021.

Table 22: Overview of RWA & Pillar | (calculated using standardised approach)

31 December 2022 Pillar 1 Capital 31 December 2021 Pillar 1 Capital

RWA Requirement RWA Requirement

(£m) (£m) (£m) (£m)

Credit risk 936.4 74.9 865.1 69.2
Operational risk 85.9 6.9 78.8 6.3
Total requirement 1,022.3 81.8 943.9 75.5
Capital resources 178.4 170.4
Capital resources surplus over Pillar 1 requirement 96.6 94.9

As at 31st December 2022, total capital resources have increased by £8 million to £178.4million (2021: £170.4 million) over 2021
as a result of the inclusion of the Bank’s 2022 audited total comprehensive income for the year in retained earnings offset by the
increase in deferred tax assets and mark-to-market of sukuk.

The table below shows movements in regulatory capital during 2022.

Table 23: Movement in regulatory capital during 2022

£m
Total Capital at 01st January 2022 170.4
Increase in retained earnings 15.7
Decrease in intangible asset deduction 1.0
Increase in deferred tax deduction (0.7)
Increase in mark-to-market (5.7)
Decrease in additional value adjustment 0.01
Amortisation of Tier 2 balance* (2.3)
Total Capital at 31st December 2022 178.4
Reconciliation of statutory equity to regulatory capital resources
Table 24: Reconciliation of statutory equity to total regulatory capital resources
31-Dec-22 £m 31-Dec-21 £m
Equity per statement of financial position 167.2 157.2
Regulatory adjustments
Add: tier 2 issuance 22.7 25.0
Less: deferred tax assets (8.3) (7.6)
Less: intangible assets (3.1) (4.1)
Less: additional value adjustment (0.1) (0.1)
Total capital resources 178.4 170.4
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Regulatory capital requirement buffers CRD 1V buffers

The Bank is subject to a number of CET1 capital buffers

over and above the required minimum CET1, Tier 1 and

total capital ratios. These capital buffers were implemented
under CRD IV. The buffers applicable to the Bank include the
capital conservation buffer (CCB) of 2.5% and the counter-
cyclical buffer (CCyB). The Financial Policy Committee (FPC)

is responsible for setting the UK countercyclical capital buffer
which creates a cushion for banks to absorb potential losses in
the event of a stress.

As at 31st December 2022, the institution specific CCyB rate
for the Bank is 0.65% (2021: 0.0%). The buffer requirement
is based on the relevant risk weight assets multiplied by the
specific buffer rate.

The FPC announced a further increase in the UK countercyclical
capital buffer from 1% to 2% to be effective from July 2023.

Further information for years 2022 and 2021 can be found
within Annex 1, template KM1.
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PRA buffer

The stress testing conducted in the Bank’s ICAAP forms the
basis for the PRA buffer assessment. Following their review, the
PRA sets a PRA buffer, which in combination with the CRD IV
combined buffer is held to ensure the Bank can withstand an
adverse economic downturn.

This is set by the PRA and is not disclosed.

Further information for years 2022 and 2021 can be found
within Annex 1, template KM1.

1.26 Leverage ratio

The leverage ratio measures the relationship between the
capital resources of the Bank and its total assets. The leverage
ratio is calculated by dividing Tier 1 capital resources by a
defined measure of on and off-balance sheet items.

At present, the Bank has no minimum leverage requirement
as it is currently not within the scope of the UK Leverage
Framework Regime as its deposit levels are less than £50
billion. However, the Bank maintains the ratio well above the
minimum leverage ratio requirement.

The Bank's Leverage ratio as at 31st December 2022 is 6.7%
(2021: 6.8%). Further information for years 2022 and 2021
can be found within Annex 1, template KM1.



Remuneration Code Disclosures

The financial services regulator issued its Policy Statement
$S2/17 (February 2023) and UK CRR Article 450, which set
out their requirements in this regard. The Remuneration
Code is set out in SYSC 19A of the FCA Handbook.

Approach to remuneration and policy

Al Rayan Bank PLC qualifies as a Tier 3 firm under the Code. It
is required to disclose certain qualitative items and quantitative
remuneration items.

This statement sets out the disclosures required under the
Code as they apply to the Bank. The Remco is responsible

for the governance and implementation of the Code and the
annual review of adherence to it. The Remco is comprised of
three non-Executive Directors. The Company Secretary or their
nominee is secretary of the committee but carries no vote in
decision making. The majority of non-Executive Directors are
regarded as being independent of Al Rayan Bank and possess
the necessary skills to exercise the appropriate judgement.
The Remco has recently reviewed and approved the Bank’s
remuneration policies.

Board recruitment

Appointment of Executive Directors

A new Executive Director would be recruited on terms in
accordance with the approved Directors’ Remuneration Policy
at that time. The Bank’s Remuneration Policy balances the
need to have appropriate remuneration levels with the ability
to attract high-performing individuals to the Bank. With

this in mind, the starting point for the Remuneration and
Nominations Committee (Remco) in setting a remuneration
package for a new Executive Director will be to structure a
package in accordance with the Remuneration Policy, based on
the individual’s knowledge and experience.

Remco recognises that, when recruiting externally in particular,
it may be necessary to compensate an individual to ensure that
they are remunerated effectively. The areas where Remco may
exercise its discretion in order to achieve this are set out in the
Remuneration Policy. This may arise in particular in relation to
bonus and incentive plans given that variable performance-
related pay is widely used in the financial services industry to
incentivise senior management.

Appointment of Non-Executive Directors

A new Non-Executive Director would be recruited on terms

in accordance with the approved Remuneration Policy at that
time. The Board has delegated specific powers and authority
to Remco to lead the appointments process for nominations to
fill Board vacancies. It is also responsible for keeping the size,
structure and composition of the Board under regular review,
and for making recommendations to the Board with regard to
any changes necessary.

Remco also formulates succession plans for the Chairman,
Non-Executive Directors, and the senior Executives. Before

an appointment is made by the Board, Remco evaluates the
balance of skills, knowledge and experience on the Board and,
in the light of this evaluation, prepares a description of the
role and capabilities required for a particular appointment. In
identifying suitable candidates, Remco will:

» use open advertising or the services of external advisers to
facilitate the search;

» consider candidates from a wide range of backgrounds; and

» consider candidates on merit and against objective criteria,
including reference to the FCA and PRA's “fit and proper”
test, and the competence and capability criteria set out as
part of their approach to approving individuals. Care is also
taken to ensure appointees have enough time available to
devote to the position on an ongoing basis

Responsibility for determining the individual remuneration and
benefits package of each of the Bank'’s Executive Directors and
the Chairman lies with the Remco.

The remuneration of Non-Executive Directors is set by the
Board. No Director or senior manager is involved in any
decisions as to their own remuneration.

Diversity & Inclusion

The Bank is committed to diversity and ensuring that all of

Al Rayan Bank'’s colleagues are offered equal opportunities
throughout their career. Further, the Bank ensures that
employees are not discriminated against, directly or indirectly,
on the basis of age, ethnic or national origin, religion or beliefs,
sexual orientation, gender, marital status or disability. This
commitment applies equally to members of the Board. The
Board strongly supports the principle of boardroom diversity,

of which gender is one important aspect. However, the Board
does not have a measurable target for gender representation
on the Board. All Board appointments are made on merit,

in the context of the skills, experience, independence and
knowledge which the Board as a whole requires to be effective.
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a b C d
. MB Supervisory | MB Management Other senior Other identified
£m (where applicable) . -

function function management staff

Number of
! identified staff / . 6 "
P Fixed . Total f|xe.d £0.4 £ €14 £1.1

remuneration remuneration

Of which:
3 cash-based £0.4 £- £1.4 £1.1

Number of
9 identified staff 7 - 6 M
10 Total variable £ £- £1.1 £0.3

. remuneration
Variable
remuneration .

Of which:
11 cash-based £- £- £1.1 £0.3
12 Of which: deferred £- £- £0.2 £-
17 Total remuneration (2 + 10) £0.4 £- £2.5 £1.4

The Code requires that banks identify senior management, risk takers, staff engaged in control functions and any employee receiving
total remuneration that takes them into the same remuneration bracket as senior management and risk takers, whose professional
activities have a material impact on the firm’s risk profile and designate them as “Identified Staff”.

In total, 24 Identified Staff have been recognised as being
employed during the year. Additional restrictions apply to the
remuneration of Identified Staff. All Directors (Executive and
Non-Executive) and Senior Managers have been identified as
Identified staff. Our highest paid director had either variable or
total remuneration in excess of £500,000.

The Bank has in place a discretionary bonus scheme and the
payment of awards is linked to achievement of the Bank'’s
overall business objectives, as well as affordability based on the
end of year financial results. Bonus awards under the schemes
qualify as “variable remuneration” as defined in the Code. The
Bank’s performance year runs from 1 January to 31 December.
This bonus scheme is in place to reward staff for performance
during the current performance year. The purpose of the
scheme is to recognise and reward staff for their individual

contribution towards the Bank achieving its business objectives.

A retention scheme was also put in place in 2022 for
selected colleagues and is due to be paid in 2025 if certain
criteria is met. The scheme was put in place as a retention
tool for key colleagues.

At the beginning of each performance year, objectives are
agreed for each individual based on the Bank’s corporate
objectives and linked to their specific job role. Achievement
of these objectives is reviewed periodically throughout

the performance year as part of the Bank’s performance
management process and at the end of the year an assessment
is made of each individual's overall performance against the
agreed objectives. All individual ratings are calibrated as part
of the annual performance management cycle. Whether any
awards will be payable at the end of the performance year
will depend on whether the Bank has met its overall business
objectives, including mandatory risk management objectives
and the end of year financial results. For all SMF roles 25% of
any awarded bonus will be deferred over a set 3-year period.
A third of the deferred bonus would be paid to the Executive
SMF’s each year over the 3-year period. As a Level 3 firm The
Bank can disapply the bonus deferral provision however The
Bank believes it is best practice to implement bonus deferral
which can be subject to claw back. Budget proposals are
presented to Remco each year, including Remcode colleagues.
Guaranteed bonuses are not offered as part of Al Rayan Bank'’s
current performance award arrangements, except where
agreed during a hiring process.

3 MB is an abbreviation for Management Body in line with definitions found within article 3 (1) Capital Requirements Directive 2013.
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Annex |

Key Metrics Template — KM1

a e
31/12/2022 31/12/2021
fm fm
Available own funds (amounts)
1 Common Equity Tier 1 (CET1) capital 152.7 142.4
2 Tier 1 capital 155.7 145.4
3 Total capital 178.4 170.4
Risk-weighted exposure amounts
4 Total risk-weighted exposure amount 1,022.3 943.9
Capital ratios (as a percentage of risk-weighted exposure amount)
5 Common Equity Tier 1 ratio (%) 14.93% 15.08%
6 Tier 1 ratio (%) 15.23% 15.40%
7 Total capital ratio (%) 17.45% 18.05%

Additional own funds requirements based on SREP (as a percentage of risk-weighted exposure amount)
UK 7a  Additional CET1 SREP requirements (%) 2.82% 2.82%
UK 7b  Additional AT1 SREP requirements (%)
UK 7c  Additional T2 SREP requirements (%)
UK 7d  Total SREP own funds requirements (%) 10.82% 10.82%

Combined buffer requirement (as a percentage of risk-weighted exposure amount)

8 Capital conservation buffer (%) 2.50% 2.50%

UK 8a  Conservation buffer due to macro-prudential or systemic risk identified at the level of a Member State (%)

9 Institution specific countercyclical capital buffer (%) 0.65% 0.00%
UK 9a  Systemic risk buffer (%)

10 Global Systemically Important Institution buffer (%)

UK 10a Other Systemically Important Institution buffer

11 Combined buffer requirement (%) 3.15% 2.50%

UK 11a Overall capital requirements (%) 13.97% 13.32%

12 CET1 available after meeting the total SREP own funds requirements (%) 28% 28%
Leverage ratio

13 Total exposure measure excluding claims on central banks 2,306.6 2,152.8

14 Leverage ratio excluding claims on central banks (%) 6.7% 6.8%

Additional leverage ratio disclosure requirements

Liquidity Coverage Ratio

15 Total high-quality liquid assets (HQLA) (Weighted value -average) 173.6 163.0
UK 16a Cash outflows - Total weighted value 159.4 209.6
UK 16b Cash inflows - Total weighted value 255.1 276.2
16 Total net cash outflows (adjusted value) 39.8 52.4
17 Liquidity coverage ratio (%) 442% 357%
Net Stable Funding Ratio*
18 Total available stable funding 1,982.3
19 Total required stable funding 1,280.8
20 NSFR ratio (%)* 155%

*The Net Stable Funding Ratio has only been reported for 2022 as this is reported within a new set of regulatory returns which were not applicable as at
31st December 2021, however, the amount calculated by the Bank and reported within the 2021 disclosures was 146%.
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Overview of risk weighted exposure amounts — OV'1

a b 4
Total own
Risk weighted exposure funds
amounts (RWEAs)  requirements
31/12/2022 31/12/2021 31/12/2022
fm fm fm
1 Credit risk (excluding CCR) 936.3 864.8 74.9
2 Of which the standardised approach 936.3 864.8 74.9
3 Of which the foundation IRB (FIRB) approach
4 Of which slotting approach
UK 4a  Of which equities under the simple riskweighted approach
5 Of which the advanced IRB (AIRB) approach
6 Counterparty credit risk - CCR 0.1 0.3 0.0
7 Of which the standardised approach 0.1 0.3 0.0
8 Of which internal model method (IMM)
UK 8a  Of which exposures to a CCP
UK 8b  Of which credit valuation adjustment - CVA
9 Of which other CCR
15 Settlement risk - - -
16 Securitisation exposures in the non-trading book (after the cap) - - -
17 Of which SEC-IRBA approach
18 Of which SEC-ERBA (including IAA)
19 Of which SEC-SA approach
UK 19a  Of which 1250%/ deduction
20 Position, foreign exchange and commaodities risks (Market risk) - - -
21 Of which the standardised approach
22 Of which IMA
UK 22a Large exposures - - -
23 Operational risk 85.9 78.8 6.9
UK 23a  Of which basic indicator approach
UK 23b  Of which standardised approach
UK 23c  Of which advanced measurement approach
24 Amqunts below the thre.sholds for.deductiqn ) ) )
(subject to 250% risk weight) (For information)
29 Total 1,022.3 943.9 81.8
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Impairment and provisions

Please see below a breakdown of past due exposures by asset class and movement in impairment provisions for the year.

Table 25: Past due exposures for the year to 31 December 2022

Commercial
Treasury assets Investment property finance  Home purchase

(£m) securities (£m) (£m) plans (£m) Total (£Em)
Neither past due nor impaired 353.1 108.8 780.8 1,084.0 2,326.7
Past due but not impaired: - - - - -
Up to 3 months - - - 4.8 4.8
3 to 6 months - - 0.2 5.2 5.4
6 to 12 months - - - 2.1 2.1
Over 12 months - - 8.4 3.6 12.0
Total gross exposure 353.1 108.8 789.4 1,099.7 2,351.0

Table 26: Past due exposures for the year to 31 December 2021

Commercial
Treasury assets Investment property finance  Home purchase

(£m) securities (£m) (£m) plans (£m) Total (Em)
Neither past due nor impaired 246.8 123.5 669.7 1,183.3 2,223.3
Past due but not impaired: - - - - -
Up to 3 months - - - 0.8 0.8
3 to 6 months - - - 3.0 3.0
6 to 12 months - - - 3.0 3.0
Over 12 months - - - 1.9 1.9
Total gross exposure 246.8 123.5 669.7 1,192.0 2,232.0

Table 27: The movement in impairment provisions for the year ended 31 December 2022

ECL Stage Stage 1 £m Stage 2 £m Stage 3 £m Total £m
Balance at 1st January 2022 1.3 1.8 0.4 3.5
Charge for the year 1.2 (1.7) 0.6 0.2
Amounts written off during the year - - - -
Balance at 31st December 2022 2.5 0.1 1.0 3.7
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