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Abstract

This study is concerned with financial engineering and its role in the creation of financial
instruments to manage credit risks in financial institutions. The studyfurther highlights the
most important credit risks facing banks and innovative financial instruments to manage
them.The purpose of this study is to understand how financial engineering can be used to
reduce credit risks. Through innovative derivatives, banks have been able to manage credit
risks and mitigate the effects of credit default.This study presents the experience of The
Emarates’ First Abu Dhabi Bank which is one of the leading banks in the financial industry
and in the use of innovative financial products and tools to face credit risks. The study
demonstrates that theBank uses an important type of derivativesto manage its credit risks.
These derivatives are called Credit Default Swaps (CDS)and are considered to be the core of
credit derivatives. They enabled the Bank to reduce credit risk exposure.

Keywords : Financial institutions <Financial engineering ¢ Credit derivatives ¢ Credit risks ¢
First Abu Dhabi Bank
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