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Strategic Report
For the year ended 31 December 2017
The Directors present their Strategic Report for Sonali Bank (UK) Limited ("Sonali" or the
"Bank" or "SBUK") for the year ended 31 December 2017.

Principal activity
The Bank's principal activity involves providing Trade Finance related services. Trade Finance
and Corporate Loans have remained the principal source of income for the past few years. In
2017, the Bank was not able to achieve the level of expected Trade Finance business partly due
to regulations restricting the Bank's ability to have exposure in excess of25% of its base capital.
Retail activities include remittance services to Bangladesh and offering customer deposit
accounts. The shareholders and the Board of SB UK decided to close the retail deposit business
in July 2017 with the closing process starting in September 2017 and accounts operationally
closed to customers on 11 December 2017. All unclaimed balances were transferred to a
Barclays Bank trustee account, 'SBUK Unclaimed Retail Deposits Trust', administered by
Trustee, Richard Long & Co. in three tranches on 29 December 2017, 16 February 2018 and
27March2018.
Following retail deposit account closure, the principal business activities of the Bank are:

I. Trade Finance mainly relating to Bangladeshi imports and exports including
discounting of bills, add confirmation and negotiation etc;
2. Corporate Loan to Biman Bangladesh Airline ('"Biman"), the national carrier of
Bangladesh and fully owned by the Government of Bangladesh;
3. Lending of funds to banks in the UK and to selected Bangladeshi banks;
4. Deposit taking from banks that are incorporated and operated in Bangladesh; and
5. Remittance services to the Bangladeshi community in the UK.
Review and analysis of the business during the year
Business Objectives
The Bank's main business objective continues to be the provision of Trade Finance and Trade
Finance Banking related services for Bangladeshi banks. It also aims to provide services to
individuals and businesses in the form of foreign exchange remittances from the UK to
Bangladesh.
The Bank also has the objective of making large corporate finance Joans towards state owned
organisations in Bangladesh.
The Bank does not invest in debt. Credit facilities have been largely confined to those in support
of foreign trade transactions and no bad debts have arisen from this business.
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Strategic Report (continued)
For the year ended 31 December 2017
Key Pe1formance Indicators (K.Pls)

The performance of the Bank in 2017 in comparison to 2016 is presented by using the following
key performance indicators:
£ are stated in thousands
Pcrfonnancc Indicator

Total Income
Total Expenditure
Loss before tax
Net Loss to Total lncorre*
Total Assets
Capital and Reserves
Return on Capital*
Return on Assets*
Regulatory Capital required
Capital available
Liquidity Covcmge Ratio(%)

2017

2016

£8,754
£8,879
-£125
-l.43%
£240,078
£61,812
-0.20%
-0.05%
£16,120
£61,812
211%

£9,375
£9,671
-£296
-3.16%
£272,941
£28,474
-1.04%

-0.l 1%
£18,996
£28,474
244%

Change
-6.63%,
-8.19%
57.60%
54,59%
-12,04%
117.08%
-80.47%
-51.80%
-15.14%
117.08%
-13.52%1

*Profitability ratios have been calculated based 011 Loss before tax and 011 the year-end Capital
and Reserve

Business review
Financial performance during tlte year

Total income which include interest income, fees and commissions and other operating income
for the year has reduced by 6.63%. Interest income remained the main contributor with a total
figure of £6, I 96,684 (2016: £6,731,450) showing a decrease of 7.94% compared to last year.
Interest income from discounted bills was£ 1,330,767(2016: £2,139,583) and the gross interest
income from Pre Delivery Payment (PDP) loan to Biman was £4,129,807 (2016: £3,928,979).
Total income for the year was £8,753,988 (2016: £9,375,355). The decrease in total income is
mainly attributable to the part repayment of the PDP loan and drop in Trade Finance business.
Commission income from Trade Finance was £1,710,924 (2016: £2,706,700) which is an
overall decrease of 36.79% during 2017. The Bank is taking steps to increase the number of
banking counterparties to manage the restrictions imposed by the large exposure regulations.
A positive change is therefore anticipated in 2018. Commission income from Remittance
business was £180,344 (2016: £264,393) which is a reduction of 31.79% compared to the
previous year.
Total interest expense for the year amounted to £2,864,601 (2016: £2,406,805). The interest
margins are explained in detail in note 28. The operating expenses for the year amounted to
£5,864,913 (2016: £6,143,314) which includes personnel expenses amounting to £2,716,673
(2016: £2,755,914) and legal and professional fees of£745.135 (2016: £1,173,074).
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Strategic Report (continued)
For the year ended 31 December 2017
Provisions for liabilities and charges were£ l 35,222 (2016: £164,222) after writing back excess
provisions of £13,600.
In 2017, the total cost of redundancies was £701,917 which, alongside the reduction in revenue,
was the major reason for the loss in 2017. However, taking into account that in 2018, salaries,
pension and tax costs will be lower than 20 l 7 by an estimated £744,802 alongside expected
lower professional fees, these savings will assist SBUK to return to profitability in 2018.
Loss before tax (LBT) for the year was £125,496 (2016: Loss of £296,006).
Fimmcial position at the reporting date

The balance sheet structure slightly changed largely because a tranche of the Biman PDP loan
has been paid although there has been some additional drawdown but albeit small on Biman
loans. The total size of the balance sheet was £240,077,557 (2016: £272,940,797).
During the year, customer deposits have decreased because SBUK decided to close retail
deposit taking activities. There are PDP financing of £95,433,267 to Biman which is also fully
collateralised by a deposit from the Central Bank of Bangladesh.
SBUK's liquidity position continues to be managed in line with policies. SBUK did not face
liquidity challenges in the year 2017 and will continue to pursue a similar liquidity management
policy in the future. The Bank has remained well capitalised and at the end of the year, the
Bank had a surplus capital of £45,692,178 over its regulatory capital requirement.
As part of continuous support, the Bank has received funds from its shareholders (in proportion
of their respective shareholdings), £17,066,538 (51 %) from the Government of Bangladesh
and £16,397,262 (49%) from Sonali Bank Limited. These funds have increase the Banks' share
capital from £28,000,000 to £61,463,800 i.e. 120% increase over the existing capital.
Future developments
The Bank has continued to follow its strategy of emphasising its Trade Finance business which
is considered to be the best opportunity for the Bank in order to ensure its sustainability both
in the short term as well as in the long term. The decision of changing the strategy from Retail
to Trade Finance is proving successful as the revenue contribution from Trade Finance is higher
than retail business.
The Bank will continue to place emphasis on a conservative and risk aware approach to its
business whilst aiming for steady growth. The Board discussed a three year strategic Business
Plan in its meeting held in December 2017 and later in February 2018 covering 2018-20.
Business development activities in Bangladesh to develop Trade Finance business have proved
to be productive. The Bank will continue efforts to diversify and increase these activities.
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Strategic Report (continued)
For the year ended 31 December 2017

The Bank has made a Pre Deliver Payments (PDP) loan for purchasing aircraft by Biman.
These Joans were granted against fuU cash collateral received from the Central Bank of
Bangladesh and also by a sovereign guarantee provided by the Government of Bangladesh. If
good opportunities for further business arise, these will be assessed in line with the Bank's
conservative lending rules.
Going concem

The financial statements are prepared on a going concern basis, as the Directors are satisfied
that the Bank has sufficient resources to continue in business for the foreseeable future. In
making this assessment, the Directors have considered future projections of profitability,
liquidity, capital resources and the Bank's risk profile.
Management has made an assessment of the Bank's ability to continue as a going concern and
is satisfied that it has the financial resources to continue in business for the foreseeable future.
This includes surplus capital at 31 December 2017, over regulatory thresholds of £45.7m; a
liquidity coverage ratio of 211 % against a requirement of I 00%; and positive profit and cash
flow projections foUowing reorganisation of the business. Losses in 2016 and 2017 were
largely due to non-recurring regulatory fines and restructuring costs respectively.
In the second half of 2017, in order to reduce the risk concentrated on a small number of
clearers, new banking arrangements were required to be put in place to support the USD based
Trade Finance business. In early 2018, the Bank also opened a new facility to make payments
in key operating currencies to suppliers. These new arrangements are operating effectively.
With these and existing facilities, the Bank will be able to continue to provide its current
services and settle its liabilities as they faU due.
Having regard to aU of the above, the Board is of the opinion that the Bank will be able to
continue as a going concern. Therefore, the financial statements continue to be prepared on the
going concern basis.
Govema11ce

During the year under review the Board continued to monitor and shape the overall business.
It provided strategic direction and set the risk appetite for the Bank to satisfy the stakeholders
and to achieve the Bank's objectives. Training for the Board members and senior management
has been undertaken to update them with the latest regulatory and legal developments.
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Strategic Report (continued)
For the year ended 31 December 2017

Principal risks and uncertainties
General Risks Control & Management I11for111atio11
Overall, the Bank's risk profile remains risk averse. Management continually monitors the key
risks that the Bank faces using the Key Risk Indicators within the Risk Dashboards and assesses
the controls used for managing these risks. The Board's Risk & Compliance Committee (RCC)
receives bi-monthly reports of all major risks; Risk Dashboard Management Information and
the Risk Register. Risk issues are discussed at Risk and Compliance Committee (RCC)
meetings in order to assess their relevance and their possible impact. The Board of Directors
formally reviews and documents the accepted risks within the Risk Appetite Statement on an
annual basis

Operational risk
The Bank regularly updates its policies and procedures for safeguarding against operational
risks. This is an ongoing and evolutionary process which reflects the ever changing methods
of doing business.
There is an inherent operational risk in the Trade Finance business. The Bank has identified a
number of key operational risk areas and these are monitored on a regular basis via the
Operational Risk Dashboard and Operational Risk Incident Log.
Operational risk has a significant impact on the continuity of the business and growth of the
Bank. The Management conduct regular reviews of the effectiveness of internal controls
covering material risks including operational risk. The Board obtains confirmation as required
that management takes the necessary action to remedy any weaknesses identified through the
operation of the Bank's control framework, and through the internal audit process.
Risks and uncertainties arising from financial instruments

Liquidity risk and liquidity 111a11ageme11t
The Bank has been following and will continue to follow a 'risk averse' policy in regard to
liquidity management. A high level of liquidity is maintained at all times in accordance with
long established practices to allow the Bank to withstand any sudden or extreme liquidity
situation. There were no unexpected outflows of funds in the year.
The Bank's objectives include the ability to meet known and anticipated withdrawals, tax
liabilities and management expenses. Sufficient liquidity is maintained and monitored
regularly via the Liquidity Risk Dashboard. The closure of retail business has no material
impact on liquidity of the Bank.
The Bank has not faced liquidity challenges in the past and it will continue to pursue a similar
liquidity management policy into the future, as described above and in note 28 of the financial
statements.
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Strategic Report (continued)
For the year ended 31 December 2017
Credit risk and credit management

The Bank's primary exposure to credit risk is through Money Market Placements, Discounting
of Bills, advising letters of credit relating to Trade Finance transactions and short term loans to
banks in Bangladesh. There is one corporate loan to Biman which is fully collateralised by a
cash deposit as well as being covered by a sovereign guarantee from the Government of
Bangladesh.
The Bank's management and RCC monitors the risks reported within the Credit Risk
Dashboard and uses their extensive knowledge and experience to assess credit risk. In addition,
reference is made to rating agencies and other external analysis. This approach is supported by
the fact that the Banks have never had any credit loss.
Interest rate risk and interest rate management

It is the Bank's policy to match interest bearing assets and liabilities. All interest bearing
liabilities are monitored in line with market movements, with the exception of term deposit
accounts where the interest rate is fixed in advance. The Bank is subject to minimal interest
rate risk but the Bank's management and RCC monitors the risks reported within Liquidity
Risk Dashboard.
Foreign currency risk and foreign currency management
The Bank has assets and liabilities in foreign currencies. Taking into account the short-term
nature of the Bank's foreign currency transactions, exchange gains or losses are recognised in
the profit or loss as they arise. The Bank's policy is to restrict its net short open position to
£2,000,000. This limit is monitored at all times and the Bank's management and RCC monitors
the risks reported within the Liquidity Risk Dashboard.
Capital risk and capital management

The Bank maintains a sound Capital position which is above the regulatory requirement under
stress and normal business conditions. The Bank continuously monitors its capital position and
the Management and RCC monitors the risk reported within Market Risk Dashboard. SBUK
has implemented CRD IV capital requirement regime and complies these rules.
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Strategic Report (continued)
For the year ended 31 December 2017

Approval
This report was approved by the Board and signed on its behalf by:

M Sarwar Hossain
Chief Executive Officer
23 April 2018
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Directors' Report
For the year ended 31 December 2017

The Directors are pleased to present their Annual Report and Financial Statements for the year
ended 31 December 2017.
As permitted by Schedule 7 to the Large and Medium-sized Companies and Groups (Accounts
and Reports) Regulations 2008, the financial risk management objectives and policies,
exposure to risks and future developments of the Bank, which are required to be disclosed in
the Directors' Report have been omitted as they are included in the Strategic Report on pages
4 to I 0.

Directors
The Directors, who served during the year, are as follows:
SM Mahmud Hussain (appointed on 21 December 2017)
Dr M Aslam Alam (resigned on 21 December 2017)
M Sarwar Hossain
Md. Amirul Islam Chowdhury (resii,111ed on 1 September 2017)
David Blackmore*
John Kenrick Williams*
Md. Obayed Ullah Al Masud*
Steven George Boult
Paul Mark Johnson* (appointed on I January 2017)
* Non-Executive Director
The Directors had no beneficial interests in the share capital of the Bank nor held the rights to
subscribe for shares in the Bank during the year.

Directors qualifying i11de11111ity
A Directors and Officers insurance policy is maintained with the cost borne by the Bank.

Dividends
No interim dividend was paid during the year. The Directors recommend a final dividend of
£nil (20 I 6: £nil).

Future developme11ts
The Bank will continue to place emphasis on Trade Finance business. This has been discussed
in detail at page 6 (future developments) of the Strategic Report.
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Directors' Report (continued)
For the year ended 31 December 2017
Statement of directors' responsibilities in respect of the Annual Report and the Financial
Statements

The Directors are responsible for preparing the Annual Report and the financial statements in
accordance with applicable law and regulations.
Company law requires the Directors to prepare financial statements for each financial year.
Under that law they have elected to prepare the financial statements in accordance with
International Financial Reporting Standards as adopted by the European Union (IFRSs as
adopted by the EU) and applicable law.
Under company law the Directors must not approve the financial statements unless they are
satisfied that they give a true and fair view of the state of affairs of the Company and of its
profit or loss for that period. In preparing the financial statements, the Directors are required
to:
•

select suitable accounting policies and then apply them consistently;

•

make judgements and estimates that are reasonable, relevant and reliable;

•

state whether they have been prepared in accordance with IFRSs as adopted by the EU;

•

assess the Company's ability to continue as a going concern, disclosing, as applicable,
matters related to going concern; and

•

use the going concern basis of accounting unless they either intend to liquidate the
Company or to cease operations, or have no realistic alternative but to do so.

The Directors are responsible for keeping adequate accounting records that are sufficient to
show and explain the Company's transactions and disclose with reasonable accuracy at any
time the financial position of the Company and enable them to ensure that its financial
statements comply with the Companies Act 2006. They are responsible for such internal control
as they determine is necessary to enable the preparation of financial statements that are free
from material misstatement, whether due to fraud or error, and have general responsibility for
taking such steps as are reasonably open to them to safeguard the assets of the Company and
to prevent and detect fraud and other irregularities.
The Directors are responsible for the maintenance and integrity of the corporate and financial
information included on the Company's website. Legislation in the UK governing the
preparation and dissemination of financial statements may differ from legislation in other
jurisdictions.
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Directors' Report (continued)
For the year ended 31 December 2017
Statement of disclosure of information to the auditor

The Directors, at the date of the approval of the annual report have taken all the necessary steps
to make the auditor aware of any relevant audit information.
As far as the Directors are aware, there is no relevant audit information of which the Bank's
auditor is unaware.
Auditor

Pursuant to section 487 of the Companies Act 2006, the auditor will be deemed to be
reappointed and KPMG LLP will therefore continue in office.
Approval

This report was approved by the Board and signed on its behalf by:

\-r;~/
·········~·····················
M Sarwar Hossain

Company Secretary
23 April 2018
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or's re or
to the members of Sonali Bank (UK) Limited
1. Our opinion is unmodified

We have audited the financial statements of Sonali
Bank (UK) Limited (""the Bank"") for the year ended
31 December 2017 which comprise the Statement
of Comprehensive Income. the Statement of
Financial Position. the Statement of Changes in
Equity and the Statement of Cash Flows and the
related notes. including the accounting policies in
note 2.

overview
Materiality:
financial
statements as a
whole

0.5% 12016: 0.5%) of Net assets

Risks of material misstatement
Recurring risks

In our opinion the financial statements:

£309k 12016: £145kl

vs 2016

Going concern

give a true and fair view of the state of the
Bank's affairs as at 31 December 2017 and of its
loss for the year then ended;
have been properly prepared in accordance with
International Financial Reporting Standards as
adopted by the European Union; and
-

have been prepared in accordance with the
requirements of the Companies Act 2006.

Basis for opinion
We

conducted

our

audit

in

accordance

with

International Standards on Auditing (UK) ("ISAs
(UK)") and applicable law. Our responsibilities are
described below. We believe that the audit evidence
we have obtained is a sufficient and appropriate
basis for our opinion. Our audit opinion Is consistent
with our report to the Audit Committee.
We were appointed as auditor by the Bank in 2015,
prior to the Bank becoming a public interest entity.
The period of total uninterrupted engagement is for
one financial year ended 31 December 2017 as a
public interest entity and three financial years ended
31 December 2017 in total. We have fulfilled our
ethical

responsibilities

under,

and

we

remain

independent of the Bank in accordance with, UK
ethical requirements including the FRC Ethical
Standard as applied to public interest entities No
non-audit services prohibited by that standard were
provided.
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2. Key audit matters: our assessment of risks of material misstatement

Key audit matters are those matters that, in our professional judgment, were of most significance in the audit of the financial
statements and include the most significant assessed risks of material misstatement (whether or not due to fraud) identified by
us, including those which had the greatest effect on: the overall audit strategy; the allocation of resources in the audit; and
directing the efforts of the engagement team. We summarise below the key audit matters, in decreasing order of audit
significance, in arriving at our audit opinion above, together with our key audit procedures to address those matters and, as
required for public interest entities, our results from those procedures. These matters were addressed, and our results are
based on procedures undertaken, in the context of, and solely for the purpose of, our audit of the financial statements as a
whole, and in forming our opinion thereon, and consequently are incidental to that opinion, and we do not provide a separate
opinion on these matters.
----

Going Concern: Ability to
maintain banking relationships
Refer to page 7 (Strategic report)
and page 22 (Note 2.2: Going
concern)

--

The risk

Our r!lSJ)onse

Loss of banking facilities:

Our procedures included:

The Bank, in common with others in the
sector, is exposed to the risk of
withdrawal of banking facilities by its
providers and not being able to replace
these on a timely basis.
Future correspondent banking
relationship is a key factor for the
directors in their consideration of going
concern.

Evaluation of directors' assessment:
evaluating their assessment of banking
facilities;
Inspecting regulatory correspondence
and direct enquires with the regulators:
inspecting correspondence between the
Bank and the PRA and FCA, and discussion
with the regulators to identify if there were
any additional matters that may impact the
Bank's ability to perform as a going concern
that we should be aware of; and
Enquiry of directors: meeting with the
directors to enquire about the status of the
counterparty bank relationships.
Our results

We found the Bank's judgement, that there
was no material uncertainty to be disclosed,
to be appropriate.
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3. Our application of materiality and an overview of the
scope of our audit

6. We have nothing to report on the other matters on
which we are required to report by exception

Materiality for the financial statements as a whole was set
at £309k (2016: £145kl, determined with reference to a
benchmark of net assets as at 31 December 2017, of which
it represents O 5% (2016: 0.5% of net assets). We consider
net assets to be the most appropriate benchmark as it
provides a more representative measure year on year than
profit before tax.

Under the Companies Act 2006, we are required to report
to you if, in our opinion:

We agreed to report to the Audit Committee any corrected
or uncorrected identified misstatements exceeding £15k
12016 £7k), in addition to other identified misstatements
that warranted reporting on qualitative grounds. Our audit of
the Bank was undertaken to the materiality level specified
above and was performed at the Bank's head office in
London.

adequate accounting records have not been kept by the
Bank, or returns adequate for our audit have not been
received from branches not visited by us; or
the financial statements are not in agreement with the
accounting records and returns; or
certain disclosures of directors' remuneration specified
by law are not made; or
-

we have not received all the information
explanations we require for our audit.

and

We have nothing to report in these respects.

7. Respective responsibilities
Directors' responsibilities

Net assets
£61.9m (2016: £29.0m)
£309k
Whole financial
statements materiality

12016 £145kl

■ Net

Assets

£15k
Misstatements
reported to the audit
committee (2016: £7k)

4. We have nothing to report on going concern
We are required to report to you if we have concluded that
the use of the going concern basis of accounting is
inappropriate or there is an undisclosed material uncertainty
that may cast significant doubt over the use of that basis for
a period of at least twelve months from the date of approval
of the financial statements. We have nothing to report in
these respects.

5. We have nothing to report on the strategic report and
the directors' report
The directors are responsible for the strategic report and
the directors' report. Our opinion on the financial
statements does not cover those reports and we do not
express an audit opinion thereon.
Our responsibility is to read the strategic report and the
directors' report and, in doing so, consider whether, based
on our financial statements audit work, the information
therein is materially misstated or inconsistent with the
financial statements or our audit knowledge. Based solely
on that work:
we have not identified material misstatements in those
reports;
in our opinion the information given in the strategic
report and the directors' report for the financial year is
consistent with the financial statements; and

As explained more fully in their statement set out on page
12, the directors are responsible for: the preparation of the
financial statements including being satisfied that they give
a true and fair view; such internal control as they determine
is necessary to enable the preparation of financial
statements that are free from material misstatement,
whether due to fraud or error; assessing the Bank's ability
to continue as a going concern, disclosing, as applicable,
matters related to going concern; and using the going
concern basis of accounting unless they either intend to
liquidate the Bank or to cease operations, or have no
realistic alternative but to do so.
Auditor's responsibilities
Our objectives are to obtain reasonable assurance about
whether the financial statements as a whole are free from
material misstatement, whether due to fraud or other
irregularities (see below), or error, and to issue our opinion
in an auditor's report Reasonable assurance is a high level
of assurance, but does not guarantee that an audit
conducted in accordance with ISAs (UK) will always detect
a material misstatement when it exists. Misstatements can
arise from fraud, other irregularities or error and are
considered material if, individually or in aggregate, they
could reasonably be expected to influence the economic
decisions of users taken on the basis of the financial
statements.
A fuller description of our responsibilities is provided on the
FRC's website at www.frc_orq.ukjauditorsresponsibllities.

Irregularities - ability to detect
We identified areas al laws and regulations that could
reasonably be expected to have a material effect on the
financial statements from our sector experience, through
discussion with the directors and other management (as
required by auditing standards). and from inspection of the
Bank's regulatory and legal correspondence.
We had regard to laws and regulations in areas that directly
affect the financial statements including financial reporting
(including related company legislation) and taxation
legislation. We considered the extent of compliance with
those laws and regulations as part of our procedures on the
related financial statement Items.

in our opinion those reports have been prepared In
accordance with the Companies Act 2006.
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In addition, we considered the impact of laws and
regulations in the specific areas of regulatory capital and
liquidity, conduct, financial crime including money
laundering, sanctions list and market abuse regulations
recognising the financial and regulated nature of the Bank's
activities. With the exception of any known or possible noncompliance, and as required by auditing standards, our work
in respect of these was limited to enquiry of the directors
and other management and inspection of regulatory and
legal correspondence. We considered the effect of any
known or possible non-compliance in these areas as part of
our procedures on the related financial statement items.

We communicated identified laws and regulations
throughout our ·team and remained alert to any indications
of non·compliance throughout the audit.
As with any audit, there remained a higher risk of non,
detection of non~compliance with relevant laws and
regulations Irregularities, as these may involve collusion,
forgery, intentional omissions, misrepresentations, or the
override of internal controls<
8. The purpose of our audit work and to whom we owe
our responsibilities
This report is made solely to the Bank's members, as a
body, in accordance with Chapter 3 of Part 16 of the
Companies Act 2006 Our audit work has been undertaken
so that we might state to the Bank's members those
matters we are required to state to them In an auditor's
report and for no other purpose. To the fullest extent
permitted by law, we do not accept or assume
responsibility to anyone other than the Bank and the Bank's
members, as a body, for our audit work, for this report, or
for the opinions we have formed.

Mike Heath (Senior Statutory Auditor}
for and on behalf of KPMG LLP, Statutory Auditor
Chartered Accountants

15 Canada Square
London E14 5GL
23 April 2018
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Statement of Comprehensive Income
For the year ended 31 December 2017

Notes

2017
£

2016
£

6,196,684
(2,864,601)

6,731,450
(2,406,805)

3,332,083

4,324,645

1,891,268
(163,570)

2,971,093
(278,242)

1,727,698

2,692,851

Continuing operations

Interest and similar income
Interest and similar expense

4
5

Net interest income
Fees and commission income
Fees and commission expense

6
7

Net fee and commission income
Otl1er operating income / (expense)

8

Net operating income
Administrative expenses
Personnel expenses
Depreciation
Total operating expenses
Provision for liabilities and charges

9
11

27

Loss before tax

Income tax expense
Loss for the year attributable to equity holders

666,036

(327,188)

5,725,817

6,690,308

(3,073,712)
(2,716,673)
(74,528)

(3,302,431)
(2,755,914)
(84,969)

(5,8(,4,913)
13,600

(6,143,314)
(843,000)

(125,496)

(296,006)

13

(94,93 I)
(125,496)

(390,937)

(125,496)

(390,937)

Other comprehensive income

Total comprehensive income for the year attributable to equity holders

The accompanying notes from pages 22 to 62 form an integral part of these Financial
Statements.
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Notes

31-Dec-17
£

31-Dec-16
£

16,990,695
125,287,665
95,454,635
1,081,144
1,223,545
24,840
15,033

34,818,181
105,229,864
129,400,609
2,179,531
1,271,962
25,617
15,033

240,077,557

272,940,797

177,132,428
238,449
758,966
135,622

223,508,032
142,664
2,151,534
18,500,557
164,222

178,265,465

244,467,009

61,463,800
348,292

28,000,000
473,788

61,812,092

28,473,788

240,077,557

272,940,797

ASSETS
Cash and bank balances
Loans and advances due from banks
Loans and advances due from customers
Otl1er assets
Property and equipment
Investment property
Deferred tax assels

14
15
17
19
20

21
23

Total assets

LIABILmES
Deposits from banks
Derivative instruments held at fair value through profit or loss
Customer accounts
Other liabilities

Provisions

24
16
25
26
27

Total liabilities
EQUITY
Capital and resenrcs
Issued capital
Retained earning;
Equity attributable to equity holder.;

Total equity and liabilities

30

The Financial Statements were approved by the Board of Directors and authorised for issue on
23 April 2018 and s v n their behalf by:

~;~~~t~~~··············
Company Registration number: 3792250
The accompanying notes from pages 22 to 62 form an integral part of these Financial
Statc111cnts.
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At 1 January 2016

Issued capital

Retained earnings

Total equity

£

£

£

28,000,000

864,725

28,864,725

Loss for the year

(390,937)

(390,937)

Total comprehensive income

(390,937)

(390,937)

At JI Decembcr2016

28,000,000

473,788

28,473,788

At I January 2017

28,000,000

473,788

28,473,788

Loss for the year

(125,496)

(125,496)

Total comprehensive income

(125,496)

(125,496)

Shares issued

33,463,800

At31 Decembcr2017

61,463,800

33,463,800

348,292

61,812,092

The accompanying notes from pages 22 to 62 form an integral part of these Financial
Statements.
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Notes

2017
£

2016
£

(125,496)

(296,006)

74,528
(13,600)

84,969
843,000
2,503
286,022
395,565
1,612,059

Operating activities
Loss before tax from continuing operations
Adjustment for:
- Depreciation
- (Reversal) I Provision made during tbe year
- Loss on disposal of fixed assets
- Intangible assets written-off
- Foreign exchange (gain)/loss

20,21
27
20
22

(295,754)
{234,826)

Change in operating assets
Change in operating liabilities
Litigation and settlements during the year
Tax paid
Net cash flows from operating activities

21,454,185
(66,172,944)
(15,000)
(45,094,081)

(89,610,430)
54,369,189
(3,465,978)
(155,000)
{37,546,166)

Investing activities
Purchases of property and equipment
Purchase of intangible assets
Net cash flows used in investing activities

(25,334)
22
(25,334)

(95,255)
(95,255)

Financing activities
Proceeds from issuance of shares during the year
Amounts received from shareholders
Net cash from financing activities

33,463,800

Net decrease in cash and cash equivalents
Cash and cash equivalents at I January
Effects of currency translation on cash and cash
equivalents
Cash and cash equivalents at 31 December

14

33,463,800

17,066,538
17,066,538

(11,655,615)

{20,574,883)

87,298,895

107,647,644

295,754

226,134

75,939,034

87,298,895

The accompanying notes from pages 22 to 62 form an integral part of these Financial
Statements.
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1.

Corporate information

Sonali Bank (UK) Limited ("'Sonali" or "the Bank" or "SBUK") is a private company limited
by shares and incorporated in the UK and registered in the England and Wales. The Bank's
registration number is 3792250. The Bank is domiciled in the UK and its registered address is
29-33 Osborn Street, London, El 6TD. The principal activity of the Bank is described on page
4.
The Bank is authorised by the Prudential Regulation Authority and regulated by the Financial
Conduct Authority and the Prudential Regulation Authority.
2.

Accounting policies

2.1

Basis of preparation

These Financial Statements have been prepared in accordance with International Financial
Reporting Standards ("IFRS") as adopted by the European Union and in accordance with the
applicable provisions of the Companies Act 2006.
The Financial Statements have been prepared on the historical cost basis except for derivatives
which are carried at fair value.
2.2

Going concern

Management has made an assessment of the Bank's ability to continue as a going concern and
is satisfied that it has the financial resources to continue in business for the foreseeable future.
This includes surplus capital at 31 December 2017, over regulatory thresholds, of£45.7m; a
liquidity coverage ratio of 211 % against a requirement of I 00%; and positive profit and cash
flow projections following reorganisation of the business.
In the second half of 2017, in order to reduce the risk concentrated on a small number of
clearers, new banking arrangements were required to be put in place to support the USD based
Trade Finance business. In early 2018, the Bank also opened a new facility to make payments
in key operating currencies to suppliers. These new arrangements are operating effectively.
With these and existing facilities, the Bank will be able to continue to provide its current
services and settle its liabilities as they fall due.
Having regard to all of the above, the Board is of the opinion that the Bank will be able to
continue as a going concern. Therefore, the financial statements continue to be prepared on the
going concern basis.

2.3

Presentation of Financial Statements

The Bank presents its Statement of Financial Position in order of liquidity. An analysis
regarding settlements within 12 months after the reporting date (current) and more than 12
months after the reporting date (non-{:urrent) is presented in note 28.
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2. Accounting Policies (Continued)
2.4

Foreign currency translation

The Financial Statements are presented in GBP Sterling. The Bank's functional currency is
also GBP. The Bank is carrying out business mainly in GBP, USO, EUR and Bangladesh Taka
(BOT).
2.5.

Financial instruments - initial recognition and subsequent measurement

(i)

Date ofrecog11ition

All financial assets and liabilities are initially recognised on the trade date; this being the date
that the Bank becomes a party to the contractual provisions of the instrument.
(ii)

Initial measurement offi11a11cial instruments

The classification of financial instruments at initial recognition depends on their purpose and
characteristics and management's intention in acquiring them. All financial instruments are
initially recognised at fair value plus, in the case of financial assets and financial liabilities not
held at fair value through profit or loss, directly attributable transaction costs.
(iii)

Derivatives recorded at fair value through profit or loss

The Bank uses foreign exchange swaps and forwards. Derivatives are initially recognised at
fair value and carried as assets when their fair value is positive and as liabilities when their fair
value is negative. Changes in the fair value of derivative instruments are recognised in profit
or loss.
(iv)

Fina11cial assets classified as loa11s a11d receivables

Financial assets classified as loans and receivables include amounts due from banks, due from
customers and other assets. Loans and advances to banks include money market funds,
deposits, corporate loans, current account balances and discounted bills. Loans and receivables
are non-derivative financial assets with fixed or determinable payments that are not quoted in
an active market. They are included in current assets, except those with maturities greater than
12 months after the reporting date. Loans and receivables are initially recognised when cash is
advanced to the borrowers at fair value inclusive of transaction costs. Loans and receivables
are subsequently measured at amortised cost using the effective interest rate method, less any
allowance for impairment. Amortised cost is calculated by taking into account any discount or
premium on acquisition and fees and costs that are an integral part of the financial asset.
(1\)

Financial liabilities

Apart from derivatives, the Bank classifies all other financial liabilities as other financial
liabilities measured at amortised cost. Other financial liabilities are initially recognised at fair
value, net of directly attributable transaction costs, and are subsequently measured at amortised
cost using the effective interest method, with interest expense recognised on an effective yield
basis.
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2. Accounting Policies (Continued)
2.5.
Financial instruments (con tinned)

initial recognition and subseqnent measurement

Other financial liabilities held at amortised cost include amounts due to banks, due to customers
and other liabilities.
(i•i)

Cash and cash equivalents

Cash and cash equivalents as referred to in the cash flow statement comprises cash on hand,
nostro accounts with different banks, designated money market placements and amounts due
from banks on demand.

(vii)

Collateral 011 loans and advances lending and borrowing

Certain loans and advances, and lending and borrowing transactions are collateralised by
securities or cash. The transfer of the loans and advances to counterparties is only reflected on
the Statement of Financial Position if the risks and rewards of ownership are also transferred.
Cash advanced or received as collateral is recorded as an asset or liability.

2. 6.

Impairment of financial assets

The Bank assesses al each reporting date whether there is any objective evidence that a
financial asset or a group of financial assets is impaired. A financial asset or a group of financial
assets is deemed to be impaired if, and only if, there is objective evidence of impairment as a
result of one or more events that have occurred after the initial recognition of the asset (an
incurred loss event) and that loss event (or events) has an impact on the estimated future cash
flows of the financial asset or the group of financial assets that can be reliably estimated.
Evidence of impairment may include: indications that the borrower or a group of borrowers is
experiencing significant financial difficulty, the probability that they will enter bankruptcy or
other financial reorganisation, default or delinquency in interest or principal payments, and
where observable data indicates that there is a measurable decrease in the estimated future cash
flows such as changes in arrears or economic conditions that correlate with defaults.
For financial assets carried at amortised cost (such as amounts due from banks and loans and
advances due from customers), the Bank first assesses individually whether objective evidence
of impairment exists for financial assets that are individually significant, or collectively for
financial assets that are not individually significant. If the Bank determines that no objective
evidence of impairment exists for an individually assessed financial asset, it includes the asset
in a group of financial assets with similar credit risk characteristics and collectively assesses
them for impairment. Assets that are individually assessed for impairment and for which an
impairment loss is, or continues to be, recognised are not included in a collective assessment
of impairment.
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2. Accounting Policies (Continued)
2.6.

Impairment of financial assets (continued)

If there is objective evidence that an impairment loss has been incurred, the amount of the loss
is measured as the difference between the asset's carrying amount and the present value of
estimated future cash flows (excluding future expected credit losses that have not yet been
incurred). The carrying amount of the asset is reduced through the use of an allowance account
and the amount of the loss is recognised in profit or loss. Interest income continues to
be accrued on the reduced carrying amount and is accrued using the rate of interest used to
discount the future cash flows for the purpose of measuring the impairment loss.
The interest income is recorded as part of interest and similar income. Loans together with the
associated allowance are written off when there is no realistic prospect of future recovery and
all collateral has been realised or has been transferred to the Bank.

2. 7.

Offsetting financial instruments

Financial assets and financial liabilities are offset and the net amount reported in the Statement
of Financial Position if, and only if, there is a currently enforceable legal right to offset the
recognised amounts and there is an intention to settle on a net basis or to realise the asset and
settle the liability simultaneously. This is not generally the case with master netting agreements,
therefore, the related assets and liabilities are presented gross in the Statement of Financial
Position. Income and expenses are not offset in the profit or loss unless required or permitted
by any accounting standard or interpretation and as specifically disclosed in the accounting
policies of the Bank.

2.8.

Financial guarantees

In the ordinary course of business, the Bank gives financial guarantees, consisting ofletters of
credit, guarantees and acceptances. Financial guarantees are initially recognised at fair value,
being the premium received. Subsequent to initial recognition, the Bank's liability under each
guarantee is measured at the higher of the amount initially recognised less cumulative
amortisation recognised in the profit or loss and the best estimate of expenditure required to
settle any financial obligation arising as a result of the guarantee.
Any increase in the liability relating to financial guarantees is recorded in the profit or loss.
The premium received is recognised on a straight line basis over the life of the guarantee in the
profit or loss within net fees and commission income.

2.9.

Property and equipment

Property and equipment is stated at cost, less accumulated depreciation and any accumulated
impairment losses. Depreciation is calculated on a straight line basis so as to write off the cost
of property and equipment to their residual values over their estimated useful lives. Land is not
depreciated. The estim:ited useful lives nre :1s follows:
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2.9.

Property and equipment (continued)

•

Freehold buildings

- 20 to 40 years

•

Computer equipment

- 3 years

•

Other furniture and equipment

- 5 to 20 years

•

Leasehold improvements

- Over the lease term

Changes in the expected useful life are accounted for by changing the depreciation period or
method, as appropriate, and accounted for on a prospective basis as changes in accounting
estimates.
Property and equipment is derecognised on disposal or when no future economic benefits are
expected from its use. Any gain or loss arising on derecognition of the asset, which is calculated
as the difference between the net disposal proceeds and the carrying amount of the asset, is
recognised in other operating income/expenses in the profit or loss in the year the asset is
derecognised.
2.10.

l11vest111e11t property

Investment property is property held either to earn rental income or for capital appreciation or
both, but not for sale, or the supply of services in the ordinary course of business. Investment
property is initially recognised at cost, including transaction costs, and subsequently measured
at cost less any accumulated depreciation and any accumulated impairment losses. The useful
life of the investment property is estimated to be 40 years.
2.1 ].

l11ta11gible assets

Intangible assets acquired are stated at cost less accumulated amortisation and any accumulated
impairment losses. Amortisation is calculated on a straight line basis to allocate the cost of the
intangible assets over their estimated useful lives of 3 years.
(i)

Acquired Software

Costs associated with maintaining computer software programmes are recognised as an
expense as incurred. Separately acquired software licenses are measured at cost, less
accumulated amortisation and any accumulated impairment losses. Amortisation is calculated
on a straight line basis to allocate the cost of software over their estimated useful lives of 3
years.
(ii)

Software developme11t

The assets under construction are internal software development costs which are not in use and
have been treated as intangible assets.
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2. Accounting Policies (Continued)

2.12.

Impairment ofnon-fi11ancial assets

The Bank assesses at each reporting date whether there is an indication that an asset may be
impaired. If any indication exists, or when annual impairment testing for an asset is required,
the Bank estimates the asset's recoverable amount. An asset's recoverable amount is the higher
of an asset's or cash generating unit's ("CGU's") fair value less costs to sell and its value in
use. Where the carrying amount of an asset or CGU exceeds its recoverable amount, the asset
is considered impaired and is written down to its recoverable amount.
In assessing value in use, the estimated future cash flows are discounted to their present value
using a pre-tax discount rate that reflects current market assessments of the time value of
money and the risks specific to the asset. In determining fair value less costs to sell, an
appropriate valuation model is used. These calculations are corroborated by valuation multiples
or other available fair value indicators.

2.13.

Pension benefits

(i)

Defined benefit pension plan

Certain employees are members of the defined benefit pension scheme operated by the Bank's
parent entity in Bangladesh ("the Bangladesh Pension Scheme"). The Bank makes
contributions to the Bangladesh Pension Scheme on behalf of these employees, but is not liable
for any further benefits accruing to the members. The Bank therefore classifies and accounts
for the defined benefit pension scheme as a defined contribution scheme in these Financial
Statements. On that basis, the contributions to the Bangladesh Pension Scheme are recognised
as an expense in the period to which they relate.
(ii)

Defined contribution pension plan

Certain other employees are members of a defined contribution pension scheme. Contributions
are recognised as an expense in the period to which they relate.

2.14.

Provisions

Provisions are recognised when the Bank has a present legal or constructive obligation as a
result of a past event, it is probable that the Bank will be required to settle that obligation and
a reliable estimate can be made of the amount of the obligation. The amount recognised as a
provision is the best estimate of the consideration required to settle the present obligation at
the reporting date, taking into account the risks and uncertainties surrounding the obligation.
Where a provision is measured using cash flows estimated to settle the present obligation, its
carrying amount is the present value of those cash flows.
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2.14.

Provisions (continued)

Where some or all of the economic benefits required to settle a provision are expected to be
recovered from a third party, a receivable is recognised as an asset if it is virtually certain that
reimbursement will be received and the amount of the receivable can be measured reliably.
2.15.

Recognition of income and expenses

Revenue is recognised to the extent that it is probable that the economic benefits will flow to
the Bank and the revenue can be reliably measured. The following specific recognition criteria
must also be met before revenue is recognised.
(i)

Interest and similar income and expense

For all financial instruments measured at amortised cost, interest income or expense is
recognised using the effective interest rate ("EIR"). The effective interest rate is the rate that
exactly discounts estimated future cash payments or receipts through the expected life of the
financial instrument or a shorter period, where appropriate, to the net carrying amount of the
financial asset or financial liability. The calculation takes into account all contractual terms of
the financial instrument including prepayment options and includes any fees or incremental
costs that are directly attributable to, and an integral part of, the instrument, but not future credit
losses.
The carrying amount of the financial asset or financial liability is adjusted if the Bank revises
its estimates of payments or receipts. The adjusted carrying amount is calculated based on the
original effective interest rate and the change in carrying amount is recorded as interest and
similar income for financial assets and interest and similar expense for financial liabilities.
(ii)

Fees and commission income

The Bank earns fees and commission income from a diverse range of services it provides to its
customers. Fee income can be divided into the following two categories:

a.

Fee income earned from services that are provided over a certain period of time

Fees earned for the provision of services over a period of time are recognised in the profit or
loss over the period that the service is provided. Loan commitment fees and other credit related
fees for loans that are likely to be drawn down are deferred, together with any incremental costs
and recognised as an adjustment to the effective interest rate when the loan is provided. When
it is unlikely that a loan will be drawn down, the loan commitment fees are recognised over the
commitment period on a straight-line basis.

b.

Fee incomefrom providing transaction services

Fees arising from the provision of services for a third party such as remittance services or trade
finance commissions are recognised on completion of the underlying transaction. Fees or
components of fees that are linked to a certain performance are recognised after fulfilling the
corresponding criteria.
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2.16.

Leases

The determination of whether an arrangement is a lease or contains a lease, is based on the
substance of the arrangement and requires an assessment of whether the fulfilment of the
arrangement is dependent on the use of a specific asset or assets and the arrangement conveys
a right to use the asset. A lease is classified as a finance lease where the arrangement transfers
substantially all the risks and rewards of ownership of the asset to the lessee. All other leases
are classified as operating leases.
Bank as a lessee

Leases that do not transfer to the Bank substantially all the risks and benefits incidental to
ownership of the leased items are operating leases. Operating lease payments are recognised as
an expense in the profit or loss on a straight-line basis over the lease term.

2.17.

Current tax

Current tax assets and liabilities for the current and prior years are measured at the amount
expected to be recovered from or paid to the tax authorities. The tax rates and tax laws used to
compute the amount are those that are enacted or substantively enacted by the reporting date.
2. 18.

Deferred tax

Deferred tax is provided in respect of the tax effect of all temporary differences that have
originated but not reversed at the reporting date. A deferred tax asset is regarded as recoverable
and therefore recognised only when, on the basis of all available evidence, it can be regarded
as more likely than not that there will be suitable taxable profits from which the future reversal
of the underlying temporary differences can be deducted. Deferred tax is measured on a nondiscounted basis at the average tax rates that are expected to apply in the periods in which the
temporary differences are expected to reverse based on tax rates and laws that have been
enacted or substantively enacted by the reporting date.
2.19.

Significant accow1tingj11dge111ents, estimates and assumptions

The preparation of the Bank's Financial Statements requires management to make judgements,
estimates and assumptions that affect the reported amount of revenues, expenses, assets and
liabilities, and the accompanying disclosures, as well as the disclosure of contingent liabilities.
Uncertainty about these assumptions and estimates could result in outcomes that require a
material adjustment to the carrying amount of assets or liabilities affected in future periods.
The key assumptions concerning the future and other key sources of estimation uncertainty at
the reporting date, that have a significant risk of causing a material adjustment to the carrying
amounts of assets and liabilities within the next financial year, are described below. The Bank
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2.19.

Significant accountingjndgements, estimates and assumptions (continued)

based its assumptions and estimates on parameters available when the Financial Statements
were prepared. Existing circumstances and assumptions about future developments, however,
may change due to market changes or circumstances beyond the control of the Bank. Such
changes are reflected in the assumptions when they occur.
Financial instruments carried on the balance sheet at fair value

In accordance with IFRS 13 Fair Value Measurement, the Bank categorises financial
instruments carried on the balance sheet at fair value using a three level hierarchy. Financial
instruments categorised as level I are valued using quoted market prices and therefore there is
minimal judgement applied in determining fair value. However, the fair value of financial
instruments categorised as level 2 and, in particular, level 3 is determined using valuation
techniques including discounted cash flow analysis and valuation models. These valuation
techniques involve management judgement and estimates the extent of which depends on the
complexity of the instrument and the availability of market observable information. Valuation
techniques for level 2 financial instruments use inputs that are based on observable market data.
Level 3 financial instruments are those where at least one input which could have a significant
effect on the instrument's valuation is not based on observable market data. Determining the
appropriate assumptions to be used for level 3 financial instruments requires significant
management judgement. All derivative financial instruments were categorised in level 2 as at
31 December2017 (note 16).
Impairment losses on loans and advances

The Bank reviews its individually significant loans and advances at each reporting date to
assess whether an impairment loss should be recorded in the profit or loss. In particular,
management's judgement is required in the estimation of the amount and timing of future cash
flows when determining the impairment loss. These estimates are based on assumptions about
a number of factors and actual results may differ, resulting in future changes to the allowance.
Loans and advances that have been assessed individually and found not to be impaired are
assessed together with all individually insignificant loans and advances in groups of assets with
similar risk characteristics. This is to determine whether provision should be made due to
incurred loss events for which there is objective evidence, but the effects of which are not yet
evident. The collective assessment takes account of data from the loan portfolio (such as levels
of arrears, credit utilisation, loan-to-collateral ratios, etc.) and judgements on the effect of
concentrations of risks and economic data.
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2.20. Sta11tlards, i11terpretatio11s and ame11d111e11ts to publishetl sta11tlards that is 110I yet
effective

Certain new standards, amendments and interpretations have been issued by the IASB that are
not yet effective for these Financial Statements.
The Bank has not adopted any of these standards, amendments or interpretations early.
The adoption of the below mentioned standards which are considered to be the most relevant
to the Bank, amendments and interpretations in future years are not expected to have a material
impact on the Bank's Financial Statements.
IFRS 15 'Revenue from Contracts with Customers' - effective on or after 1 Janua,y 2018

The standard replaces !AS l l 'Construction Contracts', !AS l 8 'Revenue' and related
interpretations on revenue recognition, presenting a five stage approach to the recognition of
revenue.
The standard provides a principles-based approach for revenue recognition and introduces the
concept of recognising revenue for obligations as they are satisfied. The standard must be
applied retrospectively. While it is expected that a significant proportion of the Bank's revenue
will be outside the scope of IFRS 15, the impact of the standard is still to be assessed.
IFRS 16 'Leases' - effective on or after 1 January 2019

IFRS 16 introduces a single lessee accounting model and requires a lessee to recognise assets
and liabilities for all leases with a tenn of more than 12 months, unless the underlying asset is
of low value. A lessee is required to recognise a right-of-use asset representing its right to use
the underlying leased asset and a lease liability representing its obligation to make lease
payments. IFRS 16 substantially carries forward the lessor accounting requirements in !AS 17.
Accordingly, a lessor continues to classify its leases as operating leases or finance leases, and
to account for those two types of leases differently. The impact of the standard is currently
being assessed.
IFRS 9 'Financial instruments' - effective on or after 1 Ja1111a1y 2018

The standard replaces !AS 39 'Financial Instruments: Recognition and Measurement',
containing revised requirements in relation to classification and measurement of financial
assets and liabilities, impainnent of financial assets and hedge accounting.
The Bank continues to assess the full impact of adoption ofIFRS 9 'Financial instruments' on
its future Financial Statements. The assessment made by the Bank is preliminary as not all
transition work requirements have been finalised and therefore may be subject to adjustments.
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2.20. Standards, interpretations and amendments to published standards that is not yet
effective (continued)

Classification and measurement of financial assets and liabilities - IFRS 9 applies a
classification approach for all types of financial assets based on the entity"s business model for
managing the financial assets and the contractual cash flow characteristics of the financial
asset. Financial assets should be classified and measured depending on the entity"s business
model for managing the financial assets and the contractual cash flow characteristics of the
financial asset. A business model whose objective is to hold assets only in order to collect
contractual cash flows can hold financial assets at fair value through profit or loss or at
amortised cost.
A business model whose objective is to hold and sell assets in order to collect contractual cash
flows can hold financial assets at fair value through profit or loss or fair value through other
comprehensive income. Any financial assets in other business models are held at fair value
through profit or loss. IFRS 9's approach for financial liabilities is essentially unchanged from
lAS 39. Financial liabilities should be classified and measured at amortised cost or fair value
through profit or loss, with changes in the fair value of an entity's own credit risk being
recognised in other comprehensive income.

Impairment of financial assets - IFRS 9 applies a single impairment model to all financial
assets, which involves recognising expected credit losses. Initially, 12-month expected credit
losses on financial assets are recognised in the profit or loss, with interest revenue being
calculated on the gross carrying amount. If the credit risk increases significantly, then lifetime
expected credit losses on financial assets are recognised in profit or loss, unless the financial
asset is low risk, with interest revenue continuing to be calculated on the gross carrying amount.
If the credit risk increases significantly and the financial assets become credit-impaired, then
lifetime expected credit losses on financial assets continue to be recognised in the profit or loss,
with interest revenue being calculated on the amortised cost.
Hedge accounting - IFRS 9 introduces a new hedge accounting model, which more closely
aligns hedge accounting with risk management activities undertaken by entities. Given the
Bank does not undertake hedge accounting, this element of new standard will not have an
impact on the Bank.
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3.

Geographical Information

The Bank mainly conducts its businesses in the UK and Bangladesh. There are few
counterparties from outside the above two countries where the Bank conducts limited business.
The following tables show the geographical breakdown of income, expenses and net asset
position of the Bank for relevant periods.
Geographical- By Destination: 2017

Interest and similar income
Interest and similar expenses
Fees an<l commission income
Fees and commission Expenses
Other operating income
Segment measure of revenue
Central expenses

UK
£
497,313
(416)
180,344
(37,393)
666,036
1,305,884

Bangladesh
£
5,690,655
(2,864,185)
1,710,924
(126,177)

Other
£
8,716

4,411,217

8,716

Loss on ordinary activities before taxation
Segment net assets/(liabilities)

Total
£
6,196,684
(2,864,601)
1,891,268
(163,570)
666,036
5,725,817
(5,851,313)

(125,496)
14,875,356

(48,680,250)

95,616,986

61,812,092

UK
£
170,854
(966)
264,393
(36,241)
(327,188)
70,852

Bangladesh
£
6,404,812
(2,405,839)
2,706,700
(242,001)

Other
£
155,784

6,463,672

155,784

Total
£
6,731,450
(2,406,805)
2,971,093
(278,242)
(327,188)
6,690,308
(6,986,314)

Geographical• By Destination: 2016

Interest income
Interest expenses
Fees & commission income
Fees & commission Expenses
Other operating income
Segment measure ofprofrt
Central expenses
Loss on ordinary activities before taxation
Segment net asseLs/(liabilities)

(296,006)
23,015,460

(45,962,297)

51,420,625

28,473,788
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3. Geographical Information (Continued)
All corporation tax is paid in the UK and all the employees are in the UK. Further, SBUK has
not received any Government grants.
Net assets under the heading "Other" are cash placements and deposits with the branches of
foreign banks.

4.

Interest and similar income

Loans and advances due from banks
Interest income from designated money market placements
Interest income from money at call
Interest income from discmmted bills
Interest income from fixed loans
Loans and advances due from customers
Interest income from UK individual customers
Interest income from Bangladesh corporates

5.

2016

£

£

70,320
413,505
1,330,767
251,989

51,172
265,900
2,139,583
345,241

296
4,129,807
6,196,684

575
3,928,979
6,731,450

2017

2016

£
2,245,487
578,745
38,851

£
1,768,239
627,453
8,967

1,004
514
2,864,601

1,092
1,054
2,406,805

2017

2016

£

£

180,344
1,710,924
1,891,268

264,393
2,706,700
2,971,093

Interest and similar expense

Deposits from banks
Interest expense to central banks
Interest expense to Sonali Bank Limited
Interest expense to other banks
Customer accounts
Interest expense to corporate customers
Interest expense to retail customers

6.

2017

Fees and commission income

Earned on remittances
Earned from trade finance
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7. Fees and commission expense

Payable on bank charges
Payable on service charges

2017
£

2016
£

37,393
126,177
163,570

36,241
242,001
278,242

2017
£

2016
£

19,612
25,932
324,738
295,754
666,036

15,267
19,000
34,110
(252,901)
(142,664)
(327,188)

2017
£

2016
£

745,135
2,328,574
3,073,709

1,173,074
2,129,357
3,302,431

2017
£

2016

74,528

84,969
81,256

8. Other operating income/ (expense)

Bank charges and dishw-sement income
Rental income
Other operating income
Foreign exchange gain/ (Joss)
Changes in fuir value on forward foreign exchange contracts

9.

Administrative expenses

Legal and professional fees
Other administrative expenses

10.

Loss before tax

Loss before tax is stated after charging:
Depreciation of property, equipment and investment property
Operating lease rentals
Auditor's remuneration - audit fees

62,470
157,000

£

110,000
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11.

Personnel expenses

Employee costs
Wages and salaries
Social security costs
Defined benefit pension schemes (group)
Money purchase pension schemes

2017

2016

£

£

2,311,103
278,125
5,544
121,901
2,716,673

2,374,479
253,930
3,845
123,660
2,755,914

The average numbers of employees within each area of the businesses at the reporting date
were:

Wholesale
Retail
Central staff
Management

12.

2017
No.

2016
No.

13
18
18
3
52

15
29
23
3
70

2017

2016

£

£

636,785
32,604
669,389

323,126
25,205
348,331

Directors' remuneration

Emoluments
Money purchase pension schemes

The highest paid Director received remuneration of£ 150,000 and a contribution of £8,000 to
the Director's money purchase pension scheme.
One of the Directors took a loan of £5,000 at the rate of I .40% on I February 2016 for three
years. The loan was granted on the standard staff loan terms and conditions as per staff
handbook and policy document. This loan is being paid monthly through payroll deduction.
The outstanding balance on this loan as at 31 December 2017 was £1,845. The maximum
amount of loan outstanding during the year was £3,495. There was no loan granted or
outstanding to any of the other Directors in the year.
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13.

Income tax

2017

2016

£

£

Current tax expense
Prior year adjustment
Deferred tax (Note 23)
Income tax expense

110,848
(I 9,045)
3,128
94,931

The charge for the year can be reconciled to the loss for the year as follows:

Loss before taxation
Income tax calculated at 19.25% (2016: 20%)
Expenses not deductible for tax purposes
Depreciation on non-qualifying assets
Diflerence in tax rates
Adjns!Jnent to prior years
Unrecognised tax losses
Income tax expense

2017
£

2016
£

(125,496)

(296,006)

(24,158)
7,519

(58,612)
159,952
9,009
2,799
(18,217)

16,639
94,931

The UK corporation tax rate was reduced from 21 % to 20% (effective from I April 20 I 4,
enacted in Finance Act 2014) and to 19% (effective from I April 2017, enacted in Finance
(No.2) Act 2016). Further reductions have been made, to 17% (effective I April 2020, enacted
in Finance Act 2016). The deferred tax asset at 31 December 2017 has been calculated at 17%.
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14.

Cash and cash equivalents

Cashon band
Other nostro and designated money market fund
Money at call

14.

2016

£

£

24,077
16,966,618
58,948,339
75,939,034

145,888
34,672,293
52,480,714
87,298,895

2017

2016

£

£

24,077
16,966,618
16,990,695

145,888
34,672,293
34,818,181

2017

2016

£

£

58,948,339
19,839,326
46,500,000
125,287,665

52,480,714
37,249,150
15,500,000
I 05,229,864

Cash and bank balances

Cashon hand
Other nostro and designated money market fund

15.

2017

Loans and advances due from banks

Money at call
Discounted bills
Fixed loans to banks

An analysis of the maturity of these amounts due is included in note 28.

16.

Derivative instruments at fair value through profit or loss

The table below shows the fair values of derivative financial instruments recorded as assets or
liabilities together with their notional amounts. The notional amount, recorded gross, is the
amount of a derivative's underlying asset, reference rate or index and is the basis upon which
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16.

Derivative instruments at fair value through profit or loss (continued)

changes in the value of derivatives are measured. The notional amounts indicate the volume of
transactions outstanding at the year end and are indicative of neither the market risk nor the
credit risk
As at31 Dcccmber20l7
A'iscts held at
fnirvaluc

held at fair

Notional
amount

£

value
£

£

Liabilities
held at fair

Notional
amount

Liabilities

Derivative instmmcnl'i
Foreign exchange currency swaps

As at31 Dccemhcr2016
Assets held at
fair value

value
£

£

£

142,664

3,000,000

Derivative instruments
Poreign exchange currency swaps

The Bank uses FX currency swaps to economically hedge non-sterling currency balances with
other banks. This year there was no need for any hedging.
The Bank uses widely recognised valuation models for detem1ining fair values of nonstandardised financial instruments of lower complexity, such as currency swaps. For these
financial instruments, inputs into models are generally market-observable and include the
foreign exchange spot and forward rates and interest rate curves. The credit quality of neither
the counterparty nor the Bank is a factor in the model. Given the short maturity (under 5
months) of the derivatives at the year end, it is not considered significant to the fair value.
As such, the foreign exchange currency swaps use level 2 inputs to calculate the fair value.
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16.

Derivative instruments at fair value through profit or loss (continued)

The following table shows an analysis of financial instruments recorded at fair value by level
of the fair value hierarchy:
Lc, cl 2
£

Level 3

£

Levell

Level 2

Level 3

£

£

£

Level 1
At31 December2017

1

£

Total
£

Financial Liabilities
Derivative i11struments
- Foreign exchange currency swaps

At 31 December 2016
Financial Liabilities
Derivative instruments
- Foreign exchange currency swaps

142,664

Total
£

142,664

During the year, nil (2016: nil) financial assets and liabilities were transferred between different
levels of the fair value hierarchy. There is no change in valuation techniques from previous
year.

17.

Loans and advances due from customers

Loans to staff
Loans to Bangladesh corporate

2017

2016

£

£

21,368
95,433,267

24,635
129,375,974

95,454,635

129,400,609

An analysis of the maturity of these amounts due is included in note 28.
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18.

Cash collateral held on loans and advances borrowed and lent

The Bank received cash collateral against loans and advances, letters of credit provided and
guarantees given. The carrying value of the amounts of cash that the Bank has received as
collateral is as follows:
As at31 December2017

Liabilities
Due to banks
Due to customers

Cash
collateral
pledged on
letters of
credit

Cash
collateral
pledged on
guarantee
given

£

£

43,100
43,100

152,534
152,534

Cash
collateral
pledged on
letters of
credit
£

Cash
collateral
pledged on
guarantee
given
£

As at 31 December2016

Liabilities
Due to banks
Due to customers

19.

100,000
100,000

Other assets

Prepayments and accrued income
Other debtors

2017
£

2016
£

1,055,288
25,856
1,081,144

1,840,919
338,612
2,179,531

Page 41

Sonali Bank (UK) Limited
Annual Report and Financial Statements

Notes to the Financial Statements
For the year ended 31 December 2017
20.

Property and equipment
Freehold land and
buildings

Office equipment
and furniture

Computer
equipment

Total

£

£

£

£

1,931,232

414,236

316,232

2,661,700

25,334

25,334

Cost

At 1 January 2017
Additions in the year
Disposals in the year
As at 31 December 2017

Accumulated depreciation and impairment
At 1 January2017
Charge for the year
Disposals
As at 31 December 2017
Carrying amount
As at 3 l December 2017

1,931,232

414,236

341,566

2,687,034

696,221
52,622

395,057
5,020

298,460
16,109

1,389,738
73,751

748,843

400,077

314,569

1,463,489

1,182,389

14.159

26,997

1,223,545

Freehold land and

Office c<1«ipmcnt

Computer

and furniture

equipment

£

£

£

£

At I January 2016
Additions in the year
Disposals in the year

l,931,232

493,854

326,899

2,751,985

1.931,232

(79,618)
414,236

(10,667)

As at31 Dcccmbcr2016

(90,285)
2,661,700

292,957
16,152
(10,648)
298,460

1,393,328
84,192
(87,782)
1.389,738

17,771

1,271.962

buildings

Total

Cost

316,232

Accumulated depreciation and impaimicnt
At I January 2016
Charge for the year
Disposals

643,595

As nt31 Dcccmbcr2016

696,221

456,776
15,415
(77,134)
395,057

1,235,01 I

19,180

Carrying amount
Asat31 Dcccmbcr2016

52,626

There have been no indicators of impairment identified during the current or prior financial
years.
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21.

Investment property
2017
£

2016
£

Opening balance
Additions in the year

38,031

38,031

Closing balance

38,031

38,031

Opening balance
Charge for the year

12,414

11,637

777

777

Closing balance

13,191

12,414

Carrying amount

24,840

25,617

As at 31 December 2016

25,617

26,394

As at 31 December 2017

24,840

25,617

Cost

Accumulated depreciation

The Bank's investment property consists of just one property in Luton. The Bank has chosen
to adopt the cost model as the measurement basis for the investment property. As at the
reporting dates, the fair value of the investment property is assessed to be £147,000 (2016:
£147,000). The fair value has been determined based on valuation performed by Peter Hill
chartered surveyor on 5 January 2016. Management believes that there has been no significant
change in the fair value of the property since its last valuation and hence no further revaluation
is carried out.
The Bank has no restrictions on the realisability of its investment property or the remittance of
income and proceeds of disposal. There are no contractual obligations to either purchase,
construct or develop investment properly or for repairs, maintenance and enhancements.
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22.

Intangible assets
2017

2016

£

£

Cost
As at 1 January 2017
Additions in the year
Disposals in the year
As at31 Decembcr2017

190,797
95,225
(286,022)

The intangible assets represented software under development. In 2016, following a decision
not to pursue the development of the software, these assets were considered to be fully impaired
and management decided to write-off these assets.
23.

Deferred tax assets
Accelerated
capital
allowances
£

As at I January2016
Credit to the profit or loss (note 13)
At 31 December2016

18, 161
(3,128)
15,033

Credit to the profit or loss (note 13)
At31 December2017

15,033

The following is the analysis of the deferred tax balances recognised separately in the
Statement of Financial Position:
2017

Deferred tax asset

2016

£

£

15,033
15,033

15,033
15,033

Tax losses amounted to £97,875 are not recognised in these financial statements.
As a result of the Finance (No.2) Act 2015 the rate of corporation tax will fall to 19% with
effect from 1 April 2017 and as a result of the Finance Act 2016, the rate will fall to 17% with
effect from I April 2020. As temporary differences will take a number of years to reverse, the
relevant deferred tax balances have been re-measured using the effective rate of 17%.
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24.

Deposits from banks

Due to central banks (Note I 7)
Due to Sonali Bank Limited
Due to other banks

25.

2017

2016

£

£

95,433,267
81,310,127
389,034
177,132,428

129,375,974
85,236,736
8,895,322
223,508,032

2017

2016

£

£

5,438

32,153
713,095

233,011
238,449

1,406,286
2,151,534

Customer accounts

Due to corporates
Current accounts
Term deposits
Due to retail customers
Current and savings accounts

The shareholders and the Board of SBUK decided to close the retail deposit business in July
2017 with the closing process starting in September 2017 and accounts operationally closed to
customers on 11 December 2017. All unclaimed balances were transferred to a Barclays Bank
trustee account, 'SBUK Unclaimed Retail Deposits Trust'. administered by Trustee Richard
Long & Co in three tranches on 29 December 2017, 16 February 2018 and 27 March 2018.
26.

Other liabilities

Accruals and deferred expenses
Other creditors
Remittance funds held

2017

2016

£

£

585,250
162,382
11,334
758,966

1,360,080
17,128,006
12,471
18,500,557

Page 45

Sonali Bank (UK) Limited
Annual Report and Financial Statements

Notes to the Financial Statements
For the year ended 31 December 2017
27.

Provisions for liabilities and charges

0I-Jan-17

Legal costs provision
Oldham brnnch provision
Onerous contract (Manchester branch)

Release during
the year

Settlement
during the year

£
12,600
100,022
51,600

£

£

(5,000)
(8,600)

(15,000)

164,222

(13,600)

(15,000)

31-Dcc-17

£
12,600
80,022
43,000
135,622

In the provisions, the onerous lease contract relates to a lease expiring in five years, The
remainder is expected to be used within one year.

28.

Financial risk management

28.1

Financial instrument and risk management

Risk is inherent in the Bank's activities but is managed through a process of ongoing
identification, measurement and monitoring, subject to risk limits and other controls, This
process of risk management is critical to the Bank's continuing viability and each individual
within the Bank is accountable for the risk exposures relating to his or her responsibilities.
The Bank is exposed to credit risk, liquidity risk, foreign currency risk and interest rate risk. It
is also subject to country risk and various operating risks.
The independent risk control process does not include business risks such as changes in the
environment, technology and industry. The Bank's policy is to monitor those business risks
through the Bank's strategic planning process.

28.2

Liquidity risk

Liquidity risk is defined as the risk that the Bank will encounter difficulty in meeting
obligations associated with financial liabilities that are settled by delivering cash or another
financial asset. Liquidity risk arises because of the possibility that the Bank might be unable to
meet its payment obligations when they fall due under both normal and stressed circumstances.
To limit this risk, it is the Bank's policy to manage assets with liquidity in mind and monitoring
future cash flows and liquidity on a daily basis.
The Directors have designed a liquidity risk management policy in order to manage the Bank's
funding and liquidity requirements. The objectives of the policy are:
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28.

Financial risk management (continued)

28.2

Liquidity risk (continued)

•

to maintain adequate liquidity to meet known and anticipated withdrawals, wholesale
funding maturities, tax liabilities and capital and management expenses; and

•

to maintain adequate liquidity to cover unexpected cash flow imbalances.

The Bank operates a policy of holding surplus cash as a highly liquid resource, so that it always
has enough to cover all credit balances held by retail customers in current accounts and deposit
accounts. This policy is managed by the Treasury Manager, reviewed by the Asset and Liability
Committee ("ALCO") and endorsed by the Board. The only other liquid resource the Bank
maintains is an investment in a money market fund managed by a third party. This acts as the
Bank's liquidity buffer in accordance with regulatory requirements.
There has been no change in Bank's liquidity policy from previous year.
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28.

Financial risk management (continued)

28.2

Liquidity risk (continued)

The table below summarises the contractual maturities ofundiscounted cash flows of financial
assets and liabilities:

On demand

In not more

More than

More than

than three three nvmtbs one year hut
months but not more not imrc than
than one year
fi\'c years

£
At31 Dcccmhcr2017
Financial assets
Cash and bank balances (note 14)
Loans and advances due from banks
Money at call (note 15)
Discounted bills (note 15)
Fixed loans to banks (note 15)
Loans and advances due fromcustorrcrs
Loans to staff(note 17)
Loans to Bangladesh cotporates (note 17)
Interest rcceivabk
0 ther asset<;
Other debtors (note 19)
Total undiscountcd financial assets

£

£

£

16,990,695
51,568,266

More
than
five
years

Total

£

£

16,990,695
7,380,073
11,184,515
38,000,000

58,948,339
19,839,326
46,500,000

8,654,811
8,500,000
3,765

272,638

654,865

17,603
95,433,267
10

25,856
68,584,817

56,837,226

17,813,441

95,450,880

23,029,684
189,967

14,000,000
199,067

44,280,443

21,368
95,433,267
927,513
25,856
238,686,364

Hnancial liabilities

Dt..-,msits from banks
Due to centr.1! banks (note 24)
Due to Sonali Bank Limited (note 24)
Due to other banks (note 24)
Custom.-r accounts
Due to corporates (note 25)
Due to retail custorn..'fS (note 25)
Other liabilities
Olher cnxiitors
lnl<..'rcst payable
Remittance funds heU (note 26)
Total undiscountcd financial liabilities
Total utxli<:counted financial a<;,sets/(lD.bilitics)

95,433,267

5,438
233,0 II
483,903
814
11,334
23,954,151
286%

95,433,267
81,310,127
389,034
5,438
233,011

16,301

341,835

14,215,368
400%

44,622,278
40%

95,433,267
100%

483,903
358,950
11,334
178,225,064

134%
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28.

Financial risk management (continued)

28.2

Liquidity risk (continued)

More than !\lore than
three months one year hut
than three
but not more not roorc than
mont1lS
limn one year
five years

In not more

On demand

£
At3I Dcccmbcr20l6
Financial assets
Cash arrl bank bahoccs (ootc 14)
Loans ard advaoces due Jh1m banks

Motl(.-y at call (oote 15)

22,258,312

87,298,895

69,737,897

27,824,866

12,679,552

70,933,009

8,529,914

42,793,654
1,624,175
365,408

32,153
73

713,095
1,406,213

Louro to Bangbdcsh cotporates (ootc 17)

Total unliscountcd fimocDI assets /(!Dbilitics)

4,000,000
8,461

13,682
86,582,320

1,219,481
338,612
86,596,002

86,582,320

£

Total

£

52,480,714
37,249,150
15,500,000
24,635
129,375,974
1,670,394
338,612
271,457,660

129,375,974
85,236,736
8,895,322
745,248
1,406,286

55,173

87,491

944

570,054

46,958,662
149%

71,5911,554
39%

142,664

17,917,087
12,471
39,171,250
22Y%

five
years

34,818,181

14,990,838
11,500,000
2,492
42,793,654
450,913

Fixed barn to banks {mtc 15)

Total undiscountcd financial liabilities

£

52,480,714

Loans to staff(oole 17)

Financial liabilities
Deposits from banks
Due to central banks (oote24)
Due to Somli Bank Limited (note 2A)
Due to other banks (rote 24)
Cu,;tmrcr accounts
Due lo corporates (m!C 25)
Due to retail custo1rc1S (mtc 25)
Other lubilities
Dcriv.itivc instrurn:nts h:.:kl at fair value tlrrough
profit or bss*
Other creditors
lntcn..'St payabk:
Rcmittan.:c funis hckl (ootc 26)

£

34,818,181

Discounted bills (oote 15)

Intcn.-st n.-ceivable
Othcrassets(notc 19)
Total undiscountcd financial assets

£

More
than

86,582,3211
100%

17,917,087
570,998
12,471
244,302,786
Ill%

*Flows relating to foreign exchange currency swaps is calculated as £142,664 i.e. inflows
£3,000,000 minus outflows £3,142,664 atfi1ture leg,

Page 49

Sonali Bank (UK) Limited
Annual Report and Financial Statements

Notes to the Financial Statements
For the year ended 31 December 2017
28.

Financial risk management (continued)

28.3

Interest rate risk

It is the Bank's policy to match the interest earned from assets with the interest borne by the
liabilities. All interest bearing liabilities are monitored in line with market movements, with
the exception of term deposit accounts where the interest rate is fixed in advance. The Bank is
therefore, subject to minimal interest rate risk.
The majority of the Bank's interests bearing liabilities are at fixed interests except the
Bangladesh Bank collateral deposit and non-interest bearing remittance funds held. All interest
bearing assets are short term money market deposits, bills of exchange and current account
balances. Therefore, there is no significant exposure to mismatched interest bearing assets and
liabilities.
The re-pricing characteristics of the Bank's assets and liabilities are mismatched and subject
the Bank to interest rate risk. The Bank's financial assets and liabilities summarised in the table
below are included at carrying amount and categorised by the earlier of contractual re-pricing
or maturity dates.
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28.

Financial risk management (continued)

28.3

Interest rate risk (continued)

In not more
On demand

£
At31 Dcccmhcr2017
Financial assets
Cash arrl bank balaoccs (role 14)
Loans mrl advm-ces due from banks
Money at call (oole 15)
Discounted bills (rote 15)

More than

More than

three months one year hut
than three
hut not more not more than
months
than one year
five years

£

£

£

Non~intcrcst
bearing

£

16,990,695
51,568,266

Fixed bans to banks (rote 15)

Total
£

16,990,695
7,380,073
11,184,515
38,000,000

58,948,339
19,839,326
46,500,000

8,654,811
8,500,000

Loans an:I advaoces due from
custmrers (note 17)
Loans to staff

Loan.c; to Bangladesh cotporatc
Other assel'i (oote 19)
Interest receivables etc

Financial liabilities
Deposits from banks (oote 24)
Due to central banks
Due to Sonali Bank Limited
Due to other banks

3,765

17,603
95,433,267
10
95,450,880

21,368
95,433,267
25,856
927.513
238,686,364

25,856

68.584,817

272,638
56,837,226

654,865
17,813,441

23,029,685
189,966

14,000,000
199,068

44,280,442

95,433,267

95,433,267
81,310,127
389,034

Custorrer accmmts (mte 25)

Due to corpomtcs
Due to retail custorrers
Other liabilities (ootc 26)
Other'*
Interest Payables
Rcmittan::c furrls hck:I

5,438
233,011

5,438
233,011

23,458,100

14,199,068

44,280,442

95,433,267

483,903
358,950
11,334
854,187

Interest rate sensitivity gap

45,126,717

42,638,158

(26,467,0(llj

17,613

(854,187)

Curru!ative gap

45,126.717

87,764,875

61,297,874

61,315,487

60,461,300

483,903
358,950
11,334
178,225,064
60,461,300
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28.

Financial risk management (continued)

28.3

Interest rate risk (continued)
In not more
On demand

£

At3I Dcccmbcr2016
Financial assets
Cash and bank balaocc (note 14)
Loans and advances due from banks
Money at call (note 15)
Discounted bil?:i (note 15)
fixed loan'> to banks (note 15)
Loam and advances due from
cu.,:;tomcrs {note 18)
Loans to staff (note 17)
Loam to Bangladesh corporate

More than
three months

l\.torc than

one year hut
than three
hut not more not more than
months
than one year
five years
£

£

£

Non~lntcrcst
bearing

Total

£

34,818,181

£

34,818,181
52,480,7[4
37,249,150
15,500,000

52,480,714
14,990,838
11,500,000

22,258,312
4,000,000

2,492

8,461

42,793,654

13,682
86,582,320

24,635
129,375,974

86,596,002

1,670,394
271,119,048

Other assets (note 19)

87.298,895

450.913
69.737,897

1,219,481
27,486.254

12,679,552
8,529,914

42,793,654
1,624,175
365,408

70,933,009

32,153
73

713,095
1,406,213

Interest receivables ctc

Financial liabilities
Deposits from banks (note 24)
Due to central banks
Due to Sona.Ii Dank limited
Due to other banks
Customer accounts (note 25)
Due to corporates
Due to retail custotlll!rs
Other liabilities (note 26)
Derivative instruments held at fair
value through profit or loss""
Other"'*
Interest Payables
Remittance funds hell

55,173

86,582,320

129,375,974
85,236,736
8,895,322
745,248
1,406,286

87,491

142,664

21,241.692

46,957,718

71.020.500

86,582.320

17,917,087
570,998
12,471
18,500.556

Interest rate sensitivity gap

66,057,203

22,780,179

(43,534,246)

13,682

(I 8,500,556)

Cumulative gap

66,057,203

88,837.382

45,303,136

45,316,818

26,816,262

17,917,087
570,998
12,471
244.302.786
26,816,262

*Flows relating to foreign exchange currency swaps is calculated as£ 142,664 i,e, inflows
£3,000,000 minus outflows £3,142,664 atfitlure leg,

** This includes £17,066,538 towards the additional capitalfi'om one of the shareholder,

Page 52

Sonali Bank (UK) Limited
Annual Report and Financial Statements

Notes to the Financial Statements
For the year ended 31 December 2017
28.

Financial risk management (continued)

28.3

Interest rate risk (continued)
2016

2017
%

Weighted

%

Fixed

Weighted

Assets
Cash and bank balances

0.00% - 0.30%

Loans and advances due from banks
Money at call

0.16% - 1.40 11/o

0.17% - 0.62%

Discounted bills

1.14'}0 - 6.03 11/o

1.00%-6.22%

Fixed loans to banks

0.50o/o - 2.00%

0.53% - 3.00'}0

Loans and advances due from
customers
Loans to UK individual
customers
Loans to staff
Loans to Bangladesh
corporate
Liabilities
Deposits from banks
Due to central banks

5%

5%

4.13% - 4.66%

0.00 (1/o - 1.4%
3.83°/4 - 5.43%

2.23% - 2. 76%

1.9011/o - 2.30%

Due to Sonali Bank Limited

0.00% - 1.15%

0.00¾1 - 1.0 l c1/o

Due to other banks

0.00% - 0.05°/4

0.00% - 0.05%

0.00% - 0.15%

0.05%-1.54%

0.00%-0.15%

0.00% - 0.15 1%

Customer accounts
Due to corporates
Due to retail customers

Fixed

The following sensitivity analysis has been determined based on the exposure to interest rate
risk at the reporting date. The hypothetical sensitivity of the Bank's reported profit to a 1%
increase or decrease in the respective interest rates to which the Bank is exposed would be to
£603,380 (2016: £436,464).
Interest received from loans and advances to banks were variable and ranged from 0. I 6% to
6.03%. Management consider the carrying value to be equal to the fair value for all financial
assets and liabilities as the majority of the Bank's financial assets and liabilities mature within
six months' time except the loan amount £95,433.267 to Biman which is fully collateralised
by the deposit placed by the Central Bank of Bangladesh.
The loan to Biman has a floating interest rate and the carrying value deems to approximate fair
vnlue.

Page 53

Sonali Bank (UK) Limited
Annual Report and Financial Statements

Notes to the Financial Statements
For the year ended 31 December 2017
28.

Financial risk management (continued)

28.4

Credit risk

Credit risk is the risk of loss as a result of any market counterparties failing to fulfil their
contractual obligations. The Bank's primary exposure to credit risk is through financial
instruments such as loans and advances due from customers and discounted bills.
The Bank does not operate a large loan portfolio. The loans and advances due from customers
balance of £95,454,635 (2016: £129,400,609) principally comprise one corporate loan to
Biman (note I 7). This loan is funded by a non-recourse deposit placed by the Central Bank of
Bangladesh (note I 8).
The Board of Directors has delegated responsibility for the management of credit risk to the
Credit Committee. The Credit Committee is responsible for all credit related risks and for
developing and reviewing credit policy guidelines. The Committee is responsible for reviewing
all loans and advances granted by the Bank and also responsible for ensuring the maintenance
of a strong internal credit risk control. In addition, reference is made to rating agencies and
other external analysis as required. A prudent and conservative approach has been adopted
regarding the choice of counterparties in the past and the practice will be pursued.
The credit quality of all financial assets is considered to be satisfactory and in line with existing
credit policies. The Bank has not identified any assets that are past due in the current or prior
year.
The Bank's exposure to concentration credit risk is through money market placements and
discounted bills relating to Trade Finance. The Bank does not have any significant exposure
with any single counterparty. Additionally, concentration of credit risk to any counterparty did
not exceed the standard credit risk limit set out by the Credit Committee.
The Bank's Credit Committee sets out the exposure limit for each counterparty on the basis of
their past performance, credit rating and business forecasts. On the basis of that, the Bank has
not suffered credit losses in the current or prior year.
There has been no change in the Bank's credit policy from the previous year. The Bank's
maximum exposure to credit risk is set out below:

Cash and bank balance
Due from banks
Due from customers
Other assets (excluding prepaid expenses)
Olfbalance sheet irrevocable commitments

2017
£

2016
£

16,990,695
125,287,665
95,454,635
902,045
5,824,799
244,459,839

34,8 I 8,181
105,229,864
129,400,609
2,009,031
4,549,412
276,007,097
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28.

Financial risk management (continued)

28.4

Credit risk (continued)

The Bank manages the credit quality of financial assets using internal and external credit
ratings (e.g. Fitch). The table below shows the credit quality by class of asset for all financial
assets exposed to credit risk, based on the Bank's credit rating system. There are no amounts
'past due but not impaired' and no 'individually impaired' amounts.
At31 Decembcr2017

Neither past due nor impaired

Total
£

Financial assets
Cash and bank balances
Loans and advances due from banks
Money at call
Discounted bills
Fixed loans to banks
Loans and advances due from customers
Loans to staff
Loan,; to Bangladesh corpomtc
Other assets
Other debtors

AAA to A
13,150,891

BBB to B
3,839,804

48,948,339

10,000,000
19,839,326
26,500,000

20,000,000

Unratcd
16,990,695
58,948,339
19,839,326
46,500,000
21,368

21,368
95,433,267

25,856
47,224

953,369
238,686,364

95,433,267

82,099,230

927,513
156,539,910

Credit rating according to Fitch Rating agency for the banks and corporate and sovereign rating
for Bangladesh government owned entities.
At 31 December 2016

Neither past due nor impaired

Total
£

Financial assets
Cash and bank balances
Loans and advances due from banks

AAA to A
26,266,066

BBB to B
8,552,115

Money at call
Discounted bills
Fixed loans to banks
Loans and advances due from customers
Loans to staff
Loans to Bangladesh corporate
Other assets
Other debtors

38,420,625

14,060,089
37,249,150
12,500,000

2,500,000

Unratcd
34,818, 18 I

500,000
24,635

24,635
95,853,317
33,522,657

509,137
1,033,772

2,179,531
271,628,185

95,853,3 I 7
33,522,657

67,186,691

1,670,394
203,407,722

52,480,714
37,249,150
15,500,000

Credit rating according to Fitch Rating agency for the banks and corporate and sovereign rating
for Bangladesh government owned entities.
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28.

Financial risk management (continued)

28.4

Credit risk (continued)

Fair value of financial assets and liabilities
The following table summarises the carrying amounts and estimated fair values of financial
assets and liabilities.
2017
£
Note

Fair value
hierarchy

Cash and bank balances

Carrying
value

2016
£

Fair value

Carrying

value

Fair value

16.990,695

16,990.695

34.818,181

34,818,181

58,948,339

58,948,339

52,480,714

52,480,714

2

66,339,326

66,339,326

52,749,150

52,749.150

3

95,454,635

95,454,635

129,400.609

129,400,609

Money at call

2

Loans and advances due from banks

3

Loans and advances due from customers

4

Other assets

3

2

1,081,144

1,081,144

2,179,531

2,179,531

Deposits from banks

3

2

177,132,428

177,132,428

223,508,032

223,508,032

Customer accounts

3

3

238,449

238,449

2,151,534

2,151,534

Other liabilities

3

2

758,966

758,966

18,500,557

18,500,557

I. These are balances with banks. The carrymg amount of these financial assets are
representative of their fair values.
2. These assets represent overnight placement with an international investment bank and short
term placements with other banks. The carrying value reflects fair value.
3. For financial assets and financial liabilities measured at amortised cost, however all these
assets and liabilities are short term with variable rates and carry no significant credit
risk, therefore the carrying value is deemed to be equivalent to fair value.
4, This amount represents loan to corporates. This loan is fully collateralised by cash and carry
no significant credit risk, therefore the carrying value is deemed to be equivalent to fair
value.
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28.

Financial risk management (continued)

28.5

Foreign currency risk

The Bank holds both assets and liabilities denominated in currencies other than GBP, its
functional currency. It is therefore exposed to currency risk as the value of the foreign currency
assets and liabilities will fluctuate in line with changes in foreign exchange rates.
The Bank manages its exposures to changes in foreign exchange rates by monitoring its
overnight foreign exchange positions and maintaining these positions within the parameters set
by the Board. The Bank does not currently deal in Derivative instruments for speculative
purposes, however it holds foreign exchange currency swaps to manage its operational
exposure to foreign currency risk arising on certain transactions and balances (refer to note 16
for further details).
The table below considers financial assets and financial liabilities denominated m the
currencies of the Bank's principal foreign exchange exposures in aggregate:

Financial assets
Denominated in US Dollars
Denominated in Euro
Denominated in Taka

Financial liabilities
Denominated in US Dollars
Denominated in Euro
Denominated in Taka

2017
£

2016
£

161,074,515
23,430
161,097,945

206,549,811
4,097,315
3,249
210,650,375

2017
£

2016
£

160,995,806
23,430
6,439
161,025,675

205,679,196
1,339,020
207,018,216

The Bank's main exposure through foreign currency risk is in USO as set out in the table below.
Whenever required, the exposure is economically hedged through foreign exchange swaps.
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28.

Financial risk management (continued)

28.5

Foreign currency risk (continued)

Financial assets
Financial liabilities

Notional FX derivatives
Net economically hedged FX position

29.

2017

2016

£

£

161,091,507
161,019,236
72,271

210,647,126
207,018,216
3,628,910
3,000,000
(2,129,385)

Capital management

The policy of the Bank is to maintain an actively managed capital base to cover risks inherent
in the business and meet the capital adequacy requirements of the Re!,'lllators. The adequacy of
the Bank's capital is monitored using, among other measures, the rules and ratios established
by the Basel Committee on Banking Supervision (BIS rules/ratios) and adopted by the PRA in
supervising the Bank.
There have been no breaches reported in the Bank's externally imposed capital requirements
in the current and preceding year.

29.1.

Capital management policy

The primary objectives of the Bank's capital management policy are to ensure that the Bank
complies with externally imposed capital requirements and maintains strong credit ratings and
capital ratios in order to support its business and to maximise shareholders' value.
It is the Bank's policy to monitor daily these requirements and subject those to stress testing as
part of the Internal Capital Adequacy Assessment Process ("ICAAP"). The ICAAP is presented
to the Board for challenge and approval. An impact assessment on the internal and regulatory
capital adequacy is required to be made before launching any new products or undertaking new
activities.
The Bank manages its capital structure and makes adjustments to it according to changes in
economic conditions and the risk characteristics of its activities. In order to maintain or adjust
the capital structure, the Bank may adjust the amount of dividend payment to shareholders,
return capital to shareholders or issue capital securities. No changes have been made to the
objectives, policies and processes from the previous years.
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29.

Capital management (continued)

29.2.

Regulatory capital

Tier 1 Capital - CETl

Ordanry share capital
Retained earnings
Total Tier 1 capital

2017
£

2016
£

61,463,800
348,292
61,812,092

28,000,000
473,788
28,473,788

Regulatory capital consists of Tier I capital, which comprises share capital and retained
earnings, including current year loss. The total regulatory capital requirement was£ 16,119,914
against total capital of £61,812,092.

30.

Share capital and reserves

Authorised, issued and fully paid shares of£ 1 each

At 1 January 2017
Share issued during the year
At31 December2017

Issued and fully paid shares of£ I each

At 1 January 2017
Share issued during the year
At 31 Decemher2017

2017
£
61,463,800
28,000,000
33,463,800
61,463,800

Number
61,463,800
28,000,000
33,463,800
61,463,800

2016
£
28,000,000
28,000,000
28,000,000

Number
28,000,000
28,000,000
28,000,000

Share capital represents the nominal value of ordinary shares issued and fully paid. The issued
share capital carries one voting right per share and does not carry any rights to fixed income.
On 26 October 2017, the share capital was increased by 33,463,800 through issuance of new
shares to its shareholders in the proportion of their respective shareholdings, 17,066,538 ( 5 I%)
to the Government of Bangladesh and 16,397,262 (49%) to the Sonali Bank Limited.
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31.

Letters of credit and guarantees

As at the reporting date, the Bank had the following confirmed letters of credit and guarantees:

Letters of credit opened/confirmed
Sonali Bank Limited
Other banks

Guarantees

2017

2016

£

£

5,672,265
5,672,265

757,515
3,691,897
4,449,412

152,534

100,000

All confirmed letters of credit will expire within one year.

32.

Operating lease commitments

The Bank leases property under non-cancellable operating lease agreements which have a term
of 1 to 5 years.
The future aggregate minimum lease payments under the non-cancellable operating leases are
as follows:

Land and buildings
2017
2016
Operating lease payments due:
!none year
In more than one year but less than five years
In more than five years

£

£

31,792
109,644

58,100
113,836
27,600
199,536

141,436
33.

Related party transactions

33. l

Compensation of key management personnel

The key management personnel are considered to be the Directors. Please refer to note 12 for
details of the Directors' remuneration.
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33.

Related party transactions (continued)

33.2

Transactions and balances with Government entities

The Bank's ultimate controlling party is the Government of Bangladesh. Individually
significant transactions with entities controlled by the Government of Bangladesh are as
follows:
A loan with Biman Bangladesh Airlines and collateral deposit from the Central Bank of
Bangladesh to fund the Biman Loan amounted to $129,312,077 equivalent to £95,433,267
(2016: $159,326,512 equivalent to £129,375,974).
Transactions and balance between group entities which are related parties are as follows:

In2017
From parent
From other group entities

In 2016
From parent
From other group entities

Interest
income
£

Interest
expense
£

28,346
4,285,819

578,745
2,245,487

4,314,165

2,824,232

47,324
4,346,194

627,453
1,768,239

4,393,518

2,395,692

The following loans and advances were in place at the reporting date:
Amounts due
from

Amounts due
to

£

£

2,178,478
107,939,167

81,310,127
95,699,443

110,117,645

177,009,570

1,833,899
137,548,500

85,233,487
133,823,379

139,382,399

2 I 9,056,866

At 31 December2017

From group entities
From other related parties

At 31 December 2016

From group entities
From other related parties
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34.

Events after the year end

The shareholders and the Board of SBUK decided to close the retail deposit business in July
2017 with the closing process starting in September 2017 and accounts operationally closed to
customers on 11 December 20 I 7. All unclaimed balances were transferred to a Barclays Bank
trustee account, 'SBUK Unclaimed Retail Deposits Trust', administered by a Trustee, Richard
Long & Co; in three tranches on 29 December 2017, 16 February 2018 and 27 March 2018.

35.

Ultimate controlling party

The ultimate controlling party is the Government of Bangladesh. The Bank's shares are held
as follows:
5. The Government of Bangladesh

51 %

6. Sonali Bank Limited

49%

Sonali Bank Limited registered office is 35-42,44 Motijheel Commercial Area, Dhaka-1000Bangladesh. It is a company incorporated in Bangladesh and is wholly owned by the
Government of Bangladesh.

36.

Contingent Liabilities/ Assets.

There is no contingent liability or asset other than those described in note 31.
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