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Disclosures on Risk Based Capital (Basel II) Pillar III  
 

The following detailed qualitative and quantitative disclosures are provided in accordance with 

Guidelines on Risk Based Capital Adequacy by Bangladesh Bank. The purpose of these 

requirements is to complement minimum capital requirement and Supervisory review process. 

These disclosures are intended for more transparent and more disciplined financial market where 

the participants can assess key information about the Bank's exposure to various risks.  
 

The bank has an approved disclosure policy to observe the disclosure requirement set out by the 

Bangladesh Bank and International Financial Reporting Standards (IFRS) and International 

Accounting Standards (IAS) as adopted by the Institution of Chartered Accountants of Bangladesh 

(ICAB) into Bangladesh Financial Reporting Standards (BFRS) and Bangladesh Accounting 

Standards (BAS) where relevant to the bank. 
 

Guidelines on Risk Based Capital Adequacy are structured around the following three aspects or 

pillars of Basel II: 

 

 Minimum capital requirements to be maintained by a bank against credit, market and operational 

risk; 
 

 Supervisory Review i.e. Process for assessing overall capital adequacy in relation to a bank's 

risk profile and a strategy for maintaining its capital at an adequate level; 
 

 Market Discipline i.e. to make public disclosure of information on the bank's risk profiles, capital 

adequacy and risk management. 

 
1. Scope of application 
 

Qualitative Disclosures: 
 
Bank has no subsidiaries and Basel II is applied at the Bank level only. 

 
2. Capital Structure 
 

Qualitative Disclosures: 

 

Standard Chartered Bank, Bangladesh capital structure consists of Tire I Capital and Tier II Capital. 

The regulatory capital is broadly classified into three categories – Tier I, Tier II and Tier III. The 

computation of the amount of core (Tire I) and supplementary (Tier II and Tier III) capitals shall be 

subject to the following conditions: 
 

 The amount of Tier II Capital will be limited to 100% of the amount of Tier I capital. 
 

 Fifty percent (50%) of revaluation reserves for fixed assets and securities eligible for Tier-2 

capital. 
 

 Ten percent (10%) of revaluation reserves for equity instruments eligible for Tier II capital. 
 

 Subordinated debt shall be limited to a maximum of 30% of the amount of Tier I capital. 
 

 Limitation of Tier III: A minimum of about 28.5% of market risk needs to be supported by Tier 1 

capital. Supporting of Market Risk from Tier III capital shall be limited up to maximum of 250% of 

a bank‟s Tier I capital that is available after meeting credit risk capital. 

 
Tier I capital of the bank includes fund deposited with   Bangladesh Bank, actuarial gain, and 

retained earnings. Tier I capital, also called „Core capital‟ of the bank. 
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Tier II (supplementary) consists of general provision and 50% of revaluation reserve for held to 

Maturity (HTM) and Held for trading (HFT) securities. 
 

The bank does not have any Tire III capital. 

 

Quantitative Disclosures: 
 

The details of capital structure as at 31 December 2010 are provided as under: 

 

Tier I :   

Fund Deposited with BB 2,049,054,457 

General Reserve 735,905 

Retained Earnings 11,877,584,237 

Actuarial Gain 2,806,650 

 Sub-total    13,930,181,249 

 
Tier II :   

General Provision        2,311,753,000  

Revaluation Reserve for HFT Securities 50%          125,912,299 

Amortized Discount on HTM Securities 50%           143,635,419  

 Sub-total      2,581,300,718 
 

Total      16,511,481,967  

 
3. Capital Adequacy 
 

Qualitative Disclosures: 
 

Our approach to capital management is driven by our desire to maintain a strong capital base to 

support the development of our business, to meet regulatory capital requirements at all times and to 

maintain good credit ratings. 
 

Strategic, business and capital plans are drawn up annually covering a three year horizon and are 

approved by the Management Committee (MANCO). The capital plan ensures that adequate levels 

of capital and an optimum mix of the different components of capital are maintained to support our 

strategy. 
 

The capital plan takes the following into account: 
 

• regulatory capital requirements 

• forecast demand for capital to support the credit ratings 

• increases in demand for capital due to business growth, market shocks or stresses 

• available supply of capital and capital raising options 

• internal controls and governance for managing the Bank‟s risk, performance and capital 

 
We use a capital model to assess the capital demand for material risks, and support our internal 

capital adequacy assessment. Each material risk is assessed, relevant mitigants considered, and 

appropriate levels of capital determined. The capital modeling process is a key part of our 

management disciplines. 
 

A strong governance and process framework is embedded in our capital planning and assessment 

methodology. Overall responsibility for the effective management of risk rests with the Management 

Committee (MANCO).  
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Standardize Approach is followed for computation of capital charge for credit risk, market risk and 

Basic Indictor Approach for operational risk. 

 

Quantitative Disclosures: 

 

Details of Risk Weighted Assets as on 31 December 2010: 

 

Risk Weighted Assets:   

On Balance Sheet Exposures 91,866,492,400 

Off Balance Sheet Exposures 31,129,849,670 

Credit Risk 122,996,342,070 

    

Market Risk 1,703,765,600 

    

Operational Risk      20,257,288,878  

    

Total Risk Weighted Assets   144,957,396,547  

  

Capital requirement for Credit Risk 11,069,670,786 

Capital requirement for Market Risk 153,338,904 

Capital requirement for Operational Risk 1,823,155,999 

Minimum Capital Requirement      13,046,165,689 

  

Capital Adequacy Ratio 11.39% 

Tier I Capital Ratio 9.61% 

 
Risk management 
 

Effective risk management is fundamental to being able to generate profits consistently and 

sustainably and is thus a central part of the financial and operational management of the Bank. 

Through the risk management framework Standard Chartered manages enterprise-wide risks, with 

the objective of maximizing risk-adjusted returns while remaining within the Group‟s risk appetite. As 

part of this framework, the Group uses a set of principles. The Bank‟s Risk Management Principles 

overlay all risk policy and decision-making. These principles comprise five statements of intent that 

describe the Bank‟s approach to the management of risk and the risk culture that the Bank wishes to 

sustain: 

 
 Balancing risk and return: The Bank takes risk in line with the requirements of stakeholders 

and within our risk appetite, consistent with our approved strategy but avoids taking risks which 

have a material probability of causing financial distress to the Bank‟s or its clients or customers. 
 

 Responsibility: The Bank takes responsibility to ensure risk-taking is disciplined and focused, 

particularly within our area of authority and takes account of our social responsibilities and our 

commitments to customers in taking risk to produce a return. 
 

 Accountability: The Bank only takes risk within agreed authorities and where there is 

appropriate infrastructure and resource; risk-taking is transparent, controlled and reported. 
 

 Anticipation: The Bank anticipates material future risks and ensure awareness of all known 

risk. 
 

 Competitive advantage: The Bank seeks competitive advantage through efficient and 

effective risk management and control. 
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4. Credit Risk 

Qualitative Disclosures: 

Credit risk is the potential for loss due to failure of a counterparty to meet its obligations to pay the 
Bank in accordance with agreed terms.   
 

Credit risk is managed through a framework which sets out policies and procedures covering the 
measurement and management of credit risk. There is a clear segregation of duties between 
transaction originators in the businesses and approvers in the Risk function. All credit exposure 
limits are approved within a defined credit approval authority framework. 
 

A comprehensive framework is in place for the management of counterparty credit risk. This 
includes a structured process for the delegation of credit approval authority and for monitoring 
compliance with appetite. Policy and procedures are defined to support credit underwriting activities 
at all levels of the Group. These policies are defined at 3 levels-Group, Business and Country level. 
 

All credit decisions are subject to underwriting standards which mandate defined processes and 
procedures for performing credit checks and detailed due diligence reviews. Systems and controls 
are in place to monitor collateral value and loan covenants. Each counterparty is also required to 
have an approved limit in place prior to drawdown of funds. Limit excesses are actively managed 
and subject to reporting and escalation.  
 

Counterparties are subject to credit rating and these ratings are reviewed on a regular basis. Active 
monitoring of account level activity and limit utilization trends help to inform the early alert and risk 
trigger mechanisms. Potential problem accounts are investigated, monitored and appropriate action 
is taken. Standing Committees dedicated to account and portfolio monitoring supported by portfolio 
information reports are a well established discipline. The portfolio is monitored from the point of view 
of industry concentrations, risk grade distribution and tenor and security profiles amongst other 
parameters. 
 

Credit risk from traded products is managed within the overall credit risk appetite for corporates and 
financial institutions. The credit risk exposure from traded products is derived from the positive 
mark-to-market value of the underlying instruments, and an additional component to cater for 
potential market movements. 
 

Past dues and impaired exposures are defined in accordance with the relevant Bangladesh Bank 
regulations. Specific and general provisions are computed periodically in accordance with the 
Bangladesh Bank regulations. 
 
Quantitative Disclosures: 
 
Details of Credit Risk as on 31 December 2010: 
 

Gross credit risk exposures:   

Funded 136,435,704,972 

Non-funded 63,086,721,613 

Total 199,522,426,585 

Distribution of risk exposure by claims:   

Cash and cash equivalents 1,734,124,842 

Claims on Sovereigns and Central Bank 28,380,420,609 

Claims on Banks 14,813,799,405 

Claims on Corporate 38,370,833,691 

Claims on Medium Enterprise 7,461,534,153 

Claims on Retail Portfolio and Small Enterprises 2,927,597,794 

Claims on Consumer Loans 20,107,823,038 

Claims secured by residential properties 9,564,484,774 

Claims secured by commercial real estate 1,567,344,327 

Past due loans & NPLs 3,109,358,726 

Others Assets 8,398,383,613 

Off Balance sheet items 63,086,721,613 

Total 199,522,426,585 
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Credit Risk Mitigation:   

Claims secured by financial collateral      12,321,819,880  

Net exposures after the application of haircuts      11,160,631,334  

Claims secured by eligible Guarantee                               -    
  

Gross non performing assets (NPAs)   

Non Performing asset (NPAs) to outstanding loan and advance 3.74% 
    

Movement of non performing assets (NPAs)   

Opening balance        2,537,587,371  

Net movement during the year           571,770,535  

Closing balance        3,109,357,906  
    

Movement of specific provision for (NPAs)   

Opening balance of Specific Provision        1,646,862,451  

Written off during the period            (27,080,290) 

Recovers during the period          (362,467,115) 

Provision made during the period           922,512,356  

Closing Balance of Specific Provision        2,179,827,402  
 

5. Market Risk   
 

Qualitative Disclosures: 

 

Market risk is the potential for loss of earnings or economic value due to adverse changes in 

financial market rates or prices. It covers both Price Risk in the Trading Book and Interest Rate Risk 

in Banking Book (IRRBB). 
 

The trading activities in SCB Bangladesh are handled by the Financial Markets team with the main 

focus on the FX Trading desk that acts principally to support the client franchise business. The 

Rates trading desk trades in BDT bonds. 
 

VAR is used as the primary measure for controlling the market risk. It is computed using the 

historical simulation method with 97.5% confidence interval and a one day holding period. This is 

supplemented by other limits like PV01, Tenor and NOP limits as appropriate to ensure that the 

activity is run in a controlled manner. 
 

A daily report on the VAR and PV01 is circulated to the traders and the Head of Global Markets. The 

Traders are required to operate within approved limits which are reviewed at least once annually. 

Traders are encouraged to seek pre-approvals where they feel a proposed transaction can exceed 

the limits.  
 

The Bank uses the standardized (market risk) approach to calculate market risk for the trading book 

exposures for the purpose of regulatory reporting. Trading book consists of positions in financial 

instruments held with trading intent or in order to hedge other elements of the Trading Book. A 

capital charge will be applicable for financial instruments which are free from any restrictive 

covenants on tradability, or able to be hedge completely. Generally, investments in „Held for 

Trading‟ portfolios are focal parts of the Trading Book. 
 

Quantitative Disclosures: 
 

Details of Market Risk as on 31 December 2010: 
 

Capital requirements for: Amount in BDT 
 

Interest rate risk              50,292,945  

Equity position risk                               -    

Foreign exchange risk           103,045,959  

Commodity risk                               -    
 

 Total           153,338,904 
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6. Operational Risk 
 

Qualitative Disclosures: 

 

Operational risk is the potential for loss arising from the failure of people, process or technology or 

the impact of external events. It is the Bank‟s objective to minimize exposure to operational risks, 

subject to cost trade-offs. This objective is ensured through a framework of policies and procedures 

that drive risk identification, assessment, control and monitoring at business / function, country 

levels. 
 

Responsibility for the management of operational risks rests with the business and functional 

management as an integral part of their role. An independent Operational Risk function within the 

Group Risk function works alongside business and functional management, to ensure operational 

risk exposures are managed within acceptable risk tolerance limits. Group Operational Risk is 

responsible for setting the operational risk policy, defining standards for measurement and for the 

operational risk capital calculation. 
 

Governance over operational risks is ensured through a defined structure of risk committees at 

group, business function and country levels. Country Operational Risk Committees (“CORC”) have 

the responsibility for oversight of operational risks and significant issues at a country level. The 

monthly CORC process ensures that operational risks, losses and results of assurance reviews are 

managed within acceptable risk tolerance limits.  
 

The bank‟s Pillar I approach is Basic Indicator Approach (BIA) as set out in the Guidelines on Risk 

Based Capital Adequacy. 
 

The bank proactively monitors its exposure to material loss events by leveraging on internal 

experience (via risks and losses) and industry experience. The types of events that could result in a 

material operational risk loss / business disruption include: 

 
 Internal and external fraud. 

 Damage to physical assets. 

 Business disruption and system failures. 

 Failure in execution, delivery and process management. 

 
Quantitative Disclosures: 

 
Capital requirement for Operational risk as on 31 December 2010 was BDT 1,823,155,999. 

  
Liquidity risk 
 

Liquidity risk is the potential that the Bank either does not have sufficient liquid financial resources 

available to meet all its obligations as they fall due, or can only access these financial resources at 

excessive cost. Liquidity in each country is managed by the Country ALCO within the pre-defined 

liquidity limits set by and in compliance with Group liquidity policies and local regulatory 

requirements. Group Treasury and GMR propose and oversee the implementation of policies and 

other controls relating to the above risks. 

 


