








































































Bahrain Middle East Bank B.S.C.

At 31 December 2018
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

27 FINANCIAL RISK MANAGEMENT (continued)

a) Credit risk (continued)

Inputs, assumptions and techniques used for estimating impairment

Significant increase in credit risk

Measurement of ECL

In determining whether credit risk has increased significantly since initial recognition, the Bank uses its
internal credit risk grading system, external risk ratings, delinquency status of accounts, expert credit
judgement and, where possible, relevant historical experience. The Bank may also determine that an
exposure has undergone a significant increase in credit risk based on particular qualitative indicators that it
considers are indicative of such and whose effect may not otherwise be fully reflected in its quantitative
analysis on a timely basis. As a backstop, the Bank considers that a significant increase in credit risk
occurs no later than when an asset is more than 30 days past due (Stage 2).

PD estimates are estimates at a certain date, and are calculated using Standard & Poor's recovery studies
data after consideration of the contractual maturities of exposures and estimated prepayment rates and are
derived using the Vasicek model. The PIT PD estimates are converted to cumulative PIT PDs for
exposures that have tenors in excess of one year and that are assessed on lifetime PDs. The lifetime PDs
are calculated by compounding the 12 month PIT PDs.

The criteria for determining whether credit risk has increased significantly vary by portfolio and include
quantitative changes in the probability of default (PDs) and qualitative factors, including whether the
exposure has been watch-listed, whether the exposure is more than 30 days past due (Stage 2) and as a
backstop based on delinquency.

These parameters are generally derived historical and market data. They are adjusted to reflect forward-
looking information as described above.

When determining whether the risk of default on a financial instrument has increased significantly since
initial recognition, the Bank considers reasonable and supportable information that is relevant and available
without undue cost or effort. This includes both quantitative and qualitative information and analysis, based
on the Bank’s historical experience and expert credit assessment and including forward-looking
information.

• Probability of default (PD);
• Loss given default (LGD); and

LGD is the magnitude of the likely loss if there is a default. The LGD models consider the forecasted
collateral value (including credit insurance) and recovery costs of any collateral that is integral to the
financial asset.

The key inputs into the measurement of ECL are the term structure of the following variables:

• Exposure at default (EAD).
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