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Overview

Bank Negara Malaysia (“BNM”) guidelines on capital adequacy require Alliance Bank Malaysia Berhad and its subsidiaries

(“the Group”) to maintain an adequate level of capital to withstand potential losses arising from its operations. BNM’s capital

adequacy guidelines covers 3 main aspects:

(a) Pillar 1 – covers the calculation of risk-weighted assets for credit risk, market risk and operational risk.

(b) Pillar 2 – involves assessment of other risks (eg interest rate risk in the banking book, liquidity risk and concentration risk)

not covered under Pillar 1. This promotes adoption of forward-looking approaches to capital management and stress

testing/risk simulation techniques.

(c) Pillar 3 – covers disclosure and external communication of risk and capital information by banks.

The Group maintains a strong capital base to support its current activities and future growth, to meet regulatory capital

requirements at all times and to buffer against potential losses.

To ensure that risks and returns are appropriately balanced, the Group has implemented a Group-wide Integrated Risk

Management Framework, with guidelines for identifying, measuring, and managing risks. This process includes quantifying

and aggregating various risks in order to ensure the Group and each entity has sufficient capital to cushion unexpected losses

and remain solvent.

In summary, the capital management process involves the following:

(i) Monitoring of regulatory capital and ensuring that the minimum regulatory requirements and approved internal ratios.

(ii) Estimation of capital requirements based on ongoing forecasting and budgeting process.

(iii) Regular reporting of regulatory and internal capital ratios to management.

Besides that, the Group’s capital adequacy under extreme but plausible stress scenarios are periodically assessed via a

Group-wide stress test exercise. The results of the stress tests are reported to senior management, to provide them with an

assessment of the financial impact of such events on the Group’s earnings and capital.

The Group’s Pillar 3 Disclosure is governed by the Group Disclosure Policy on Basel II Risk-Weighted Capital Adequacy

Framework – Pillar 3 which sets out the minimum disclosure standards, the approach for determining the appropriateness of

information disclosed and the internal controls over the disclosure process which covers the verification and review of the

accuracy of information disclosed.
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1.0 Scope of Application

The Basel II Pillar 3 Disclosure is prepared on a consolidated basis and comprises information on Alliance Bank Malaysia

Berhad (“the Bank”), its subsidiaries and associate companies. The Group offers Conventional and Islamic banking

services. The latter includes the acceptance of deposits and granting of financing under the Shariah principles via the

Bank’s wholly-owned subsidiary, Alliance Islamic Bank Berhad. Information on subsidiary and associate companies are

available in Notes 13 and 14 of the audited financial statements.

The basis of consolidation for the use of regulatory capital purposes is similar to that for financial accounting purposes as

prescribed in Note 2(b) to the audited financial statements, except for the investments in subsidiaries which are engaged

in nominees activities and sales distribution are excluded from the regulatory consolidation and is deducted from

regulatory capital.

There are no significant restrictions or other major impediments on transfer of funds or regulatory capital within the

Group.

There were no capital deficiencies in any of the subsidiaries of the Group that are not included in the consolidation for

regulatory purposes as at the financial year end.

The capital adequacy information is computed in accordance with Bank Negara Malaysia’s revised Risk-Weighted Capital

Adequacy Framework (RWCAF-Basel II). The Group has adopted the Standardised Approach for credit risk and market

risk, and Basic Indicator Approach for operational risk.

2.0 Capital

In managing its capital, the Group’s objectives are:

(i) to maintain sufficient capital resources to meet the regulatory capital requirements as set forth by Bank Negara

Malaysia;

(ii) to maintain sufficient capital resources to support the Group’s risk appetite and to enable future business growth;

and

(iii) to meet the expectations of key stakeholders, including shareholders, investors, regulators and rating agencies.

In line with this, the Group aims to maintain capital adequacy ratios that are comfortably above the regulatory

requirements, while balancing shareholders’ desire for sustainable returns and high standards of prudence.

The Group carries out stress testing to estimate the potential impact of extreme, but plausible, events on the Group’s

earnings, balance sheet and capital. The results of the stress test are to facilitate the formation of action plan(s) in

advance if the stress test reveals that the Group’s capital will be adversely affected. The results of the stress test are

tabled to the Group Risk Management Committee for deliberation.

The Group’s and the Bank’s regulatory capital are determined under Bank Negara Malaysia’s revised Risk-weighted

Capital Adequacy Framework and their capital ratios comply with the prescribed capital adequacy ratios.

2.1 Capital Adequacy Ratios

Under Pillar I, the Group has adopted the Standardised Approach in determining the capital requirements for credit

risk and market risk and applied the Basic Indicator Approach for operational risk. Under the Standardised

Approach, risk weights are used to assess the capital requirements for exposures in credit risk and market risk,

whilst the capital required for operational risk under the Basic Indicator Approach is computed as a fixed percentage

of the Group’s average gross income.
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3.0 Credit Risk

Credit risk is the risk of financial loss arising from the inability of a borrower or counterparty to meet its obligations. Credit

risk arises mainly from loans, advances and financing activities as well as financial transactions with counterparties,

including interbank activities, derivatives instrument and debt securities.

Risk Governance

The Board has overall responsibility for credit risk oversight of the Group through the Group Risk Management

Committee (“GRMC”). The GRMC is responsible for reviewing and approving credit risk policies. In addition, the GRMC

reviews and assesses portfolio quality through regular reports which include the quality of newly acquired accounts,

quality of the existing loan portfolio, delinquency trends and loss trends.

Credit Risk Management

Credit risk management begins with initial underwriting and continues through the borrower’s credit cycle. Statistical

techniques in conjunction with experiential judgement are used in portfolio management, covering underwriting

guidelines, product pricing, setting credit limits, operating processes and metrics to quantify and balance risks and

returns. In addition, credit facility limits and credit concentration limits are applied to prevent over-concentration of risks.

Concentration risk is managed by limiting exposure to single borrower/group, credit rating grade and industry segments.

These limits are aligned with business strategies of the respective units, taking into consideration the regulatory

constraints.

Credit facilities are reviewed regularly; the larger ones on group exposure basis and the small ones on portfolio basis.

Problem loans and loans with early warning signs are subject to early warning reporting framework.

Business Risk and Business Portfolio Management functions ensure that credit risks are being taken and maintained in

compliance with group-wide credit policies and guidelines. These functions ensure proper activation of approved limits,

appropriate endorsement of excesses and policy exceptions, monitor compliance with credit standards and/or credit

covenants established by management and/or regulators. These functions also subject all credit facilities to regular

review including the conduct of accounts and rating; facilities with indications of deterioration in quality are subject to the

early warning frameworks. Recovery of problem or impaired loans are managed by specialists who are independent of

the business units.

An independent credit review team conducts regular review of credit processes. These reviews provide senior

management with objective and timely assessments of the effectiveness of credit risk management practices and ensure

policies, guidelines and procedures are being adopted consistently.

Stress testing are used to ascertain the size of probable losses under a range of scenarios for the loan portfolio and the

impact to bottom lines and capital. These scenarios are performed using different market and economic assumptions to

assess possible vulnerability and effective mitigating actions required.

Impaired Loans and Provisions

FRS 139 has been adopted for the treatment of impaired loans and loan loss provision. Please refer to Note 2(i)(i) of the

audited financial statements for accounting policy of impaired loans, advances and financing.

Past due accounts are loan accounts with any payment of principal and/or interest due and not paid, but are not classified

as impaired. Loans are classified as impaired if the judgmental or mandatory triggers are triggered.

Individual assessments are performed on impaired accounts with principal outstanding RM1 million and above.

Discounted cashflow method will be used to determine the recoverable amounts. The remaining loans portfolio are then

collectively assessed for impairment allowance provision. The Group applied transitional arrangement as prescribed in

the guideline issued by BNM for collective assessment, based on 1.5% of total outstanding loans, net of individual

assessment allowance.
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3.0 Credit Risk (cont’d)

3.2 Past Due Loans, Advances and Financing Analysis

Past due but not impaired loans, advances and financing are loans where the customer has failed to make a

principal or interest payment when contractually due, and includes loans which are due one or more days after the

contractual due date but less than 3 months.
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3.0 Credit Risk (cont’d)

3.4 Assignment of Risk Weights for Portfolio Under the Standardised Approach (cont’d)

For the purpose of determining counterparty risk weights, the Group uses external credit assessments from Rating

Agency Malaysia (“RAM”), Malaysian Rating Corporation (“MARC”), Standard and Poor’s (“S&P”), Moody’s and

Fitch. In the context of the Group’s portfolio, external credit assessments are mainly applicable to banks / financial

institutions and rated corporations. The Group follows the process prescribed under BNM RWCAF-Basel II to map

the ratings to the relevant risk weights. The ratings are monitored and updated regularly to ensure that the latest and

most appropriate risk weights are applied in the capital computation.

The following tables show the rated exposures according to rating by Eligible Credit Assessment Institutions

(“ECAIs”):
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3.0 Credit Risk (cont’d)

3.4 Assignment of Risk Weights for Portfolio Under the Standardised Approach (cont’d)

The following tables show the rated exposures according to rating by Eligible Credit Assessment Institutions

(“ECAIs”) (cont’d):
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3.0 Credit Risk (cont’d)

3.4 Assignment of Risk Weights for Portfolio Under the Standardised Approach (cont’d)

The following tables show the rated exposures according to rating by Eligible Credit Assessment Institutions

(“ECAIs”) (cont’d):
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3.0 Credit Risk (cont’d)

3.4 Assignment of Risk Weights for Portfolio Under the Standardised Approach (cont’d)

The following tables show the rated exposures according to rating by Eligible Credit Assessment Institutions

(“ECAIs”) (cont’d):

3.0 Credit Risk (cont’d)

3.4 Assignment of Risk Weights for Portfolio Under the Standardised Approach (cont’d)

The following tables show the rated exposures according to rating by Eligible Credit Assessment Institutions

(“ECAIs”) (cont’d):
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3.0 Credit Risk (cont’d)

3.4 Assignment of Risk Weights for Portfolio Under the Standardised Approach (cont’d)

The following tables show the rated exposures according to rating by Eligible Credit Assessment Institutions

(“ECAIs”) (cont’d):
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Note:

There is no outstanding securitisation contract at the Bank and the Group that required disclosure of ratings 

and short term rating of securitisation by approved ECAIs.

3.5 Credit Risk Mitigation (“CRM”)

The Group uses a wide range of collaterals to mitigate credit risks. For the purpose of computing Basel II capital

charge for credit risk, the process of using guarantees and eligible collaterals as credit risk mitigants are as

prescribed in the RWCAF.

In the course of lending, the Group does accept collaterals that are not eligible under the RWCAF. The process of

taking collaterals whether or not eligible under RWCAF, including valuation method and loan to value are defined in

the Credit and Product Programmme; and the Credit Risk Management Framework. Main collaterals acceptable to

the Group include cash, guarantees, commercial and residential real estates, and physical collateral/financial

collateral for example motor vehicles or shares. Guarantees on loans are accepted after the financial viability of the

guarantors have been ascertained.

3.0 Credit Risk (cont’d)

3.4 Assignment of Risk Weights for Portfolio Under the Standardised Approach (cont’d)

The following tables show the rated exposures according to rating by Eligible Credit Assessment Institutions

(“ECAIs”) (cont’d):
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3.0 Credit Risk (cont’d)

3.5 Credit Risk Mitigation (“CRM”)

The following tables represent the Bank and the Group’s credit exposure including off balance sheet items under the

standardised approach, the total exposure (after, where applicable, eligible netting benefits) that is covered by

eligible guarantees and credit derivatives; and eligible collateral after haircuts, allowed under the RWCAF.
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3.0 Credit Risk (cont’d)

3.5 Credit Risk Mitigation (“CRM”) (cont’d)

The following tables represent the Bank and the Group’s credit exposure including off balance sheet items under the

standardised approach, the total exposure (after, where applicable, eligible netting benefits) that is covered by

eligible guarantees and credit derivatives; and eligible collateral after haircuts, allowed under the RWCAF. (cont’d)
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3.0 Credit Risk (cont’d)

3.6 Off-Balance Sheet Exposures and Counterparty Credit Risk

Counterparty Credit Risk (“CCR”) for derivatives transactions is the risk that the counterparty to a transaction could

default before the final settlement of the transaction’s cash flows. Unlike a loan where the credit risk is unilateral i.e.

only the lending bank faces the risk of loss, CCR on derivatives creates bilateral risk of loss. This means either party

of the transaction can incur losses depending on the market value of the derivative, which can vary over time with

the movement of underlying market factors.

For derivatives, the Group is not exposed to credit risk for the full face value of the contracts. The CCR is limited to

the potential cost of replacing the cash-flow if the counterparty defaults. As such, the credit equivalent amount will

depend, inter alia, on the maturity of the contract and on the volatility of the rates underlying that type of instrument.

Derivatives are mainly utilised by the Bank and the Investment Bank for hedging purposes with minimal trading

exposures. CCR is mitigated via enforcement of margin collateral requirements, supplemented by margin calls in

response to revaluation triggers. The Group’s derivatives transactions are governed by the International Swaps and

Derivatives Association (“ISDA”) master agreement. The ISDA agreement contractually binds both parties to apply

close-out netting across all outstanding transactions covered by an agreement if either party defaults or other

predetermined events occur.

The off-balance sheet exposures and their related counterparty credit risk of the Bank and the Group are as follows:
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4.0 Market Risk

Market risk is the risk of losses arising from on and off-balance sheet positions arising from movements in market prices.

This includes movements in interest rates, foreign exchange rates, equity prices, commodity prices and their implied

volatilities. For the Islamic bank, market risk include rate of return risk and displaced commercial risk.

Risk Governance

The governance structure for market risk management starts with the Board of Directors which has the overall oversight

on market risk management and defines the risk philosophy, principles and core policies. The Board is in turn assisted by

the Group Risk Management Committee (“GRMC”) which is principally responsible to oversee management activities in

managing risks. Its responsibilities include reviewing and approving risk management policies, risk exposures and limits

whilst ensuring the necessary infrastructure and resources are in place. At Senior Management level, the Group Assets

and Liabilities Management Committee (“GALCO”) manages the Group’s market risk by reviewing and recommending

market risk frameworks and policies; ensuring that market risk limits and parameters are within the approved thresholds;

and aligning market risk management with business strategy and planning.

Organisationally, market risks are managed collectively via the 3 lines of defence concept. Financial Markets as the risk

taking unit assumes ownership of the risk and manages the risk within the approved policies, risk limits and parameters

as set by the GRMC or GALCO. The risk control function is undertaken by Group Risk Management which provides

independent monitoring, valuation and reporting of the market exposures. This is supplemented by periodic audit

checking/sampling by Internal Audit.



4.0 Market Risk

Market Risk Management

For the Group, market risk is managed on an integrated approach which involves the following processes:

(i) identification of market risk in new products and changes in risk profiles of existing exposures.

(ii) assessment of the type and magnitude of market risks.

(iii) adoption of various market risk measurement tools and techniques to quantify market risk exposures. For example, 

Value-at-Risk (“VaR”), price value of a basis point (“PV01”) and repricing gap analysis.

(iv) adoption of 3 Lines of Defense concept for monitoring of market risk; Business Units forming the 1st Line, Group 

Market Risk Management as the 2nd Line and Internal Audit functioning as the 3rd Line.

(v) scheduled and exception reporting on market risk exposures.

Hedging Policies and Strategies

The Group had established a hedging policy which outlines the broad principles and policies governing hedging activities

by the Group to manage or reduce risk exposures. All hedging strategies are approved by the GALCO and monitored

independently by Group Risk Management. Furthermore, all hedging strategies are designated upfront and recorded

separately under the hedging portfolios. Hedging positions and effectiveness are reported monthly to management.

Market Risk Capital Charge

For the Group, the market risk charge is computed on the standardised approach and the capital charges are mainly on 

the bonds, foreign exchange and equities portfolios.

Regulatory capital requirements

The risk-weighted assets and capital requirements for the various categories of risk under market risk are as follows:
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5.0 Operational Risk

Operational risk is the risk of direct or indirect loss resulting from inadequate or failed internal processes, people and

systems or from external events.

Risk Governance

Management, escalation and reporting of operational risks are instituted through various committees such as Group

Operational Risk Management Committee and GRMC as well as the Board.

The responsibilities of the Committees and Board include the following:

(i) Oversight and implementation of the Operational Risk Management (“ORM”) Framework;

(ii) Establishment of risk appetite and the provision of strategic and specific directions;

(iii) Regular review of operational risks reports and profiles;

(iv) Addressing operational risk issues; and

(v) Ensuring compliance with regulatory and internal requirements including disclosures.

Operational Risk Management

The Group has adopted the following guiding principles for operational risk management:

(i) Sound risk management practices as outlined in the ORM Framework. This is in accordance with Basel II and

regulatory guidelines. (For Islamic Banking, a separate ORM Framework has been adopted to be in compliance with

the Islamic Financial Services Board (“IFSB”) and our regulatory bodies.)

(ii) Board and Senior Management oversight.

(iii) Defined responsibilities for all staff.

(iv) Established operational risk methodologies and processes applied in the identification, assessment, measurement,

control and monitor of risks.

(v) Regular dashboard reports are submitted to Senior Management and Risk Management Committee.

(vi) Continuous cultivation of an organisational culture that places great emphasis on effective operational risk

management and adherence to sound operating controls.

The ORM framework is supported by a comprehensive group-wide Integrated Operational Risk Management system

which comprises Loss Event Data Collection, Risk Control Self Assessment as well as Key Risk Indicator modules

that are in place to facilitate the management of operational risk. In addition, our Operational Risk team has

inculcated a strong risk culture throughout the entire Group through its continuous training programme. Business

continuity and disaster recovery exercises are being conducted at scheduled periodic intervals.

Introduction of new product or services are subject to risk review and sign-off process by the various departments

which are independent from the business risk taking unit. Approval of the introduction of new products and services

are by Senior Management and/or designated Committee.

For Bank’s outsourcing activities, there are guidelines established consistent with regulatory requirements that

stipulates the requirements and procedures in carrying out a proper due diligence on the service provider from the

start, laying down agreed duties and responsibilities of Service Providers indicators in Service Level Agreements

(“SLA”), executing regular follow-up checks and reviews as well as back up business continuity plans which are part

of the Bank’s important elements.

The Group also insure against operational losses which are termed as high-impact loss events as an effective form

of risk mitigation. Internal audit plays its part in ensuring an independent assurance of the implementation of the

Framework through their regular audit reviews and reports to the Group Audit Committee.

The Basic Indicator Approach has been adopted to calculate the operational RWA as at 31 March 2011.
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7.0 Interest Rate Risk/Rate of Return Risk in the Banking Book (cont’d)

Interest rate risk/rate of return risk in the banking book (“IRR/RORBB”) arises from exposure of banking book positions to

interest rate/profit rate movements. IRR/RORBB arise mainly from mismatches in the repricing characteristics of banking

assets and liabilities such as loans/financing, mortgages, treasury assets designated as available-for-sale or held-to-

maturity and deposits. IRR in the banking book is inherent in the Bank and Investment bank operations while RORBB is

inherent in the Islamic bank operations.

Risk Governance

IRR/RORBB is managed collectively by GALCO, Financial Markets, Group Finance and Group Risk Management. Each

of the above parties has clearly defined roles and responsibilities to provide oversight and manage IRR/RORBB within

the defined framework and structure as approved by the Board of Directors/GRMC. GALCO assumes the overall

responsibility in managing IRR/RORBB by setting the directions, strategy and risk limits/parameters for the Bank/Group.

On the ground, Financial Markets is tasked to execute the approved strategy by managing the asset liabilities as well as

the funding and liquidity needs of the Bank/Group. Group Finance and Group Risk Management provide support in

respect of risk monitoring and reporting of the banking book exposures; and ensuring regulatory as well as accounting

requirements are met.

6.0 Equity Exposures in Banking Book

The Bank and the Group hold equity positions in banking books as a result of debt to equity conversion, for social-

economic purposes, or to maintain strategic relationships. All equities are held at fair value. For quoted equity, fair value

is estimated based on quoted or observable market price at the end of the reporting period; and for those unquoted

equity, the fair value is estimated using certain valuation technique.

The following table shows the equity exposures in banking book:
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systems or from external events.

Risk Governance

Management, escalation and reporting of operational risks are instituted through various committees such as Group

Operational Risk Management Committee and GRMC as well as the Board.

The responsibilities of the Committees and Board include the following:

(i) Oversight and implementation of the Operational Risk Management (“ORM”) Framework;

(ii) Establishment of risk appetite and the provision of strategic and specific directions;
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The Group has adopted the following guiding principles for operational risk management:

(i) Sound risk management practices as outlined in the ORM Framework. This is in accordance with Basel II and

regulatory guidelines. (For Islamic Banking, a separate ORM Framework has been adopted to be in compliance with

the Islamic Financial Services Board (“IFSB”) and our regulatory bodies.)

(ii) Board and Senior Management oversight.

(iii) Defined responsibilities for all staff.

(iv) Established operational risk methodologies and processes applied in the identification, assessment, measurement,

control and monitor of risks.

(v) Regular dashboard reports are submitted to Senior Management and Risk Management Committee.

(vi) Continuous cultivation of an organisational culture that places great emphasis on effective operational risk

management and adherence to sound operating controls.

The ORM framework is supported by a comprehensive group-wide Integrated Operational Risk Management system

which comprises Loss Event Data Collection, Risk Control Self Assessment as well as Key Risk Indicator modules

that are in place to facilitate the management of operational risk. In addition, our Operational Risk team has

inculcated a strong risk culture throughout the entire Group through its continuous training programme. Business

continuity and disaster recovery exercises are being conducted at scheduled periodic intervals.

Introduction of new product or services are subject to risk review and sign-off process by the various departments

which are independent from the business risk taking unit. Approval of the introduction of new products and services.
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7.0 Interest Rate Risk/Rate of Return Risk in the Banking Book (cont’d)

IRR/RORBB Management

The guiding principles in managing IRR/RORBB include:

(i) prudent approach in management of IRR/RORBB that commensurate with the Group’s size and business activities.

(ii) IRR/RORBB are accurately measured and any mismatches identified, reviewed and reported monthly to GALCO.

(iii) Establishment, close monitoring and reporting of limits and triggers.

The Group uses a range of tools, including the following primary measures to quantify and monitor IRR/RORBB:

(i) Interest rate/profit rate sensitivity (“PV01”): expresses the impact of one basis point shift in yield curves on a portfolio’s

fair value. This measures outright directional interest rate/profit rate risks.

(ii) Static repricing gap analysis: essentially involves offsetting interest-sensitive assets against liabilities in specific time

bands to derive the net repricing gap for that time interval. Risk is measured by the gap amount and the length of time the

gap is open.

(iii) Net interest income/profit income simulation: assesses the impact of interest rate/profit rate changes on earnings

specifically net interest income/profit rate. This simulation is normally used to assess short-term interest rate

exposure/profit rate movement. Results of the above analysis are monitored and reported monthly to GALCO and GRMC.

The Group generally adopts the assumptions as per BNM’s New Liquidity Framework for measurement of IRR/RORBB.

The following tables present the Bank’s projected sensitivity to a 100 basis point parallel shock to interest rates across all

maturities applied on the Bank’s interest sensitivity gap as at reporting date.

Note:

The foreign currency impact on NII/EV is considered insignificant as the exposure is less than 5% of Banking Book

assets/liabilities.

8.0 Shariah Governance Disclosures and Profit Sharing Investment Account (“PSIA”)

The detailed disclosures under this section can be referred to Note 7.0 of Alliance Islamic Bank Berhad’s Pillar 3 report.


