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Part 1 corporate company name 4 Filling in this form

Corporate name of
overseas company @

lGulf International Bank B S C

UK establishment
number
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Please complete in typescript o in
bold black capitals

All fields are mandatory unless
specified or indicated by *

OThis 1s the name of the company in
its home state.

Part 2

Statement of details of parent law and other
information for an overseas company

Legislation

Please give the legislation under which the accounts have been prepared and,

OThis means the relevant rules or

if applicable, the legislation under which the accounts have been audited legislation which regulates the
preparation and, if applicable, the
Legislation ® lBahraln Commercial Companies Law audit of accounts.
Accounting principles
Accounts Have the accounts been prepared in accordance with a set of generally accepted |@ please msert the name of the
accounting principles? appropnate accounting organisation
b
Please tick the appropriate box or body
[ No GotoSectionA3
Yes Please enter the name of the orgamsation or other
body which 1ssued those pninciples below, and then go to Section A3
Name of organisation l
or body © International Accounting Standards Board
Accounts
Accounts Have the accounts been audited? Please tick the apprapniate box

] No Goto Section AS
Yes Go to Section A4
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Audited accounts
Audited accounts Have the accounts been audited in accordance with a set of generally accepted | @ Please insert the name of the
auditing standards? appropriate accounting
orgamsation or body
Please tick the appropnate box
[ No. Go to Part 3 "Signature’
Yes Please enter the name of the organisation or other body which 1ssued
those standards below, and then go to Part 3 "Signature’
Name of organisation llnternatlonal Federation of Accountants
or body ©
Unaudited accounts
Unaudited accounts | Is the company required to have its accounts audited?
Please tick the appropriate box
O No
Yes
Part 3 Signature
| | am signing this form on behalf of the overseas company
Stgnature Signature
C. Heaze
This form may be signed by
Director, Secretary, Permanent representative
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Statement of detalls of parent law and other information for an overseas company

B Presenter information

n Important information

You do not have to give any contact information, but if
you do 1t wall help Companies House if there Is a query
on the form The contact information you give will be
visible to searchers of the public record

Contact name

Company name

Post tawn

County/Region

=TT

Coartry

on

I Tetephone

Checklist

We may return forms completed incorrectly or
with information missing

Please make sure you have remembered the

following-

1 The company name and, if appropriate, the
registered number, match the information held on
the public Register

O You have completed all sections of the form,
if appropnate

0O You have signed the form

Please note that all this information will appear
on the public record

@ Where to send

You may return this form te any Companies
House address

England and Wales

The Registrar of Companies, Companies House,
Crown Way, Cardiff, Wales, CF14 3UZ

DX 33050 Cardiff

Scotland

The Registrar of Compantes, Companies House,
Fourth floor, Edinburgh Quay 2,

139 Fountainbridge, Edinburgh, Scotland, EH3 9FF
DX ED235 Edinburgh 1

or LP - 4 Edinburgh 2 (Legal Post)

Northern Ireland

The Registrar of Companies, Companies House,
Second Floor, The Linenhall, 32-38 Linenhall Street,
Belfast, Northern [reland, BT2 8BG

DX 481 N R Belfast 1.

n Further information

For further information, please see the guidance notes
on the website at www companieshouse gov uk
or email enquines@companieshouse gov uk

This form is available in an
alternative format. Please visit the
forms page on the website at
www.companieshouse.gov.uk

This has been provided free of charge by Compantes House
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Gulf International Bank (G!B) aims to be the international GCC bank with regional expertise, global outreach and innovauve
financial solutions, and to be a value-adding partner, leveraging cutting-edge technology and superior human capital

GIB's mission 15 to provide innovauve, convenient and customised financial products and services and, in parallel, to build and
retzin a reputation for trust, quality and relability in order to establish GIB as the partner of choice and create long-term
refattonships This will enable the Bank to add value for its customers, be an employer of choice and meet shareholders’
objectives

The Bank was established in the Kingdom of Bahran In 1975 It 1s owned by the six GCC governments, with the Public
Investment Fund of Saudi Arabia holding a majoricy stake (97 2 per cent) GIB has branches in London, New Yorik, Riyadh and
Jeddah, and representauve offices in Berruc and Abu Dhabi, in addition to its main subsidiary, Gulf International Bank (UK)
Limited, and Riyadh-based G!B Financial Services

GIB
ealD

GULF INTERNATIONAL BANK
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FINANCIAL

2030 2009 2008 007 2006

EARNINGS (US$ millions) h
Net income/(loss) after tax 1004 (1526) (396 2) @573 2555
Net interest income ] ggé; 2065 2883 3056 2577
Fee and commission Income 412 407 733 a8 658
Operating expenses 133 1228 1429 1412 1440
FINANCIAL POSITION (US$ millions)
Toal assets 155277 16,2077 250335 299540 247872
Loans J'?@@eﬂ 9,298 | 12972} 12,601 8 B,1450
Investment securities i 2%:%’;8 20181 22205 80707 B4219
Senior term financing ?;:L?,f? 3,0079 24315 26578 1,867 |
Equity 19180 L7794 19255 22153 1,856 6
RATIOS (per cent) '
Profitability ‘
Return on average equity i’i’.{q 82) (91 372 143
Return on average assets {4§%;(§€ ©n {I}] (2.8) il
Capital ;‘}%’{ )
Risk asset ratio 5 vg%; !

- Total e ﬁ%@ﬁ 223 173 120 e

= Tier | 187, 164 125 95 87
Equity 2s % of total assets o i’f’i};‘z 1o 77 74 75

- W

Asset Quality ..
Securities as % of total assets 203 128 97 314 28
Loans as % of tota) assets 4844 . 574 5t8 421 329
Liquidaty B
Liquid assets ratio st.0 412 463 528 6512
Deposits to loans cover {times) ? 1.6 | 4 16 18 23

' From 2008, the risk asset ratio is calculated in accordance with CBB's Base! 2 guldehines, comparative ratlos are presented in accordance

with the Basel | guidelines of the Basel Committee on Banking Supervision

1 Deposits include Senior Term Financing

CREDIT RATINGS

Long-term

Short-term
Individuat
Financial Strength

Standard & Poor's

BBB+

Capital Intelligence
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Mr. Mansour bin Sateh
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Mr Sulalman bin Abdullah
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Kingdom of Saudi Arabia
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Professor
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President and CEQ

Saud] Arabian Mining Company
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On behalf of the Board of Directors, It is my privilege
to present the annual report for Gulf International
Bank (GIB) for the year ended 3Ist December 2010 |
am pleased to report that this year marked the Bank's
return to profitabllity In addidon, we started the
implementation of a new strategy designed to transform
GIB into a pan-GCC universal bank.

This turnaround illustrates the success of the proactive
measures inidated by GIB in 2009 and further reinforced
during 2010 These included deleveraging and derisking
the balance sheet through a managed reducuon in
the loan portfalio, restructuring the loan portfclio to
reduce undue concentration, eliminating lower-rated
exposures, strengthening the Bank’s funding position
by diversifying funding sources and restructuring the
asset and (fabllity maturity profile, and aligning the
organisation and Infrastructure, and associated costs, to
masntain an efficient cost-to-Income ratic.

GIB reported consofidated net income after tax of
US$600 4 million, compared with a loss of US$1526
million for the prior year Net interest income, which
represented the Bank's principal income source, was
24 per cent down on 2009 The year-on-year decrease
was attributable to the deleveraging and derisking
of the balance sheet, and the prevailing historical low
level of interest rates Fee-related income at US$422
million was US§1 § million higher chan the previous
year reflecting the on-going focus by GIB on enhancing
fee-based revenue

Trading profits at US$127 million largely comprised

WELCOMING THE FUTURE

customer-refated  forelgn  exchange income, while
other income of US$12.7 million consisted principalty
of dividends received from listed equity investments
and profits realised on investment securities Toral
expenses of US$113 3 million were US$9 5 million or
8 per cent lower than 2009, dluserating the successful
implementation of proactive measures taken last year
to align the cost base with the Banks business
model A net provision charge of only US$4 0 milhion
was recorded for 2010, reflecting the prudent and
conservatlve provisioning actions taken by GIB in 2009

“This year marked the Bank’s return

to profitability. In addition, we started

the implementation of a new strategy

designed to transform GIB into a pan-

GCC universal bank. This turnaround

illustrates the success of the proactive
measures Initiated by GIB in 2009 and

further reinforced during 2010

Consolidated total assers at the yearend stood at
US$155 billion, with the asset profile reflecting a
high level of hiquidity that is being maintained as a
precautionary measure in the prevailing challenging



r'
market environment. Cash and other liquid assers,
and placements, totalled US$4 6 billion, representing a
high 30 per cent of total assets Investmen: securities,
which principally comprise highly-rated and liquid debt
securities Issued by major flnancizl institutdons and
reglonal government-related entitles, amounted to
US33 | billion Following the actions taken to derisk
the batance sheet and efiminate vulnerability to external
shocks, GIB has no exposure to EU government debe,

and accordingly has not been affected by the recent
turmoll in the European government debt markets

Loans 2nd advances amounted to LS$7 5 billion, being
US$! 8 bidlion down on the 2009 year-end level As a
result, the |oan to equity ratio was a conservative 4
times, while the ratio of lcans to deposits and term
finance was a prudent 6| per cent. During 2010, GIB
condnued to adopt a cautous approach to its lending
activities dua to unpredictable market conditions

During 2010, GIBs funding profile was significandy
strengthened by the successful closing of a SAR 35
bilkon (US5$933 million) S5-year bond issue Origimally
targeted for SAR 3 billion, the final issue was Increased
to satisfy substantial demand from Investors, with
orders totalling SAR 6 3 billion In November 2009, GIB
successfully completed a SAR 2 billion 3-year bond in
Saudi Arabia, which was oversubscribed three times
Such demand from a drverse group of highly respected
insttutional investors reflected the strong market

confidence in GIB Through these recent bond issues,

GIB has successfully reduced Its previous rellance on
short-term wholesale deposits, thereby more closely

aligning cthe maturity profile of the Bank's assets and
llabllicies Total term finance at the end of the year
totalled US$3 7 billion, up by US$02 billion on 2009,
GIB has no material term finance matunities until 2012

“GIB has successfully reduced

previous reliance on short-term
wholesale deposits, thereby more
closely aligning the maturity profile of

the Bank’s assets and habilities.”

GIB's Base! 2 total and tier | capltal adequacy ratlos at
the end of the year were an excepdonally strong 24 per
cent and |19 per cent respectively These significandy
exceed CBB minlmum ratios, and are also high by
international comparison The results of a quantitative
impact study of the effect of the new Basel 3 guldelines
confirmed that GIB Is already fully compliant with
the new capital and leverage ratios that are to be
implemented on a progressive basis through to 2019

The Bank continued during 2010 to strengthen its
corporate governance and risk management framework
A comprehensive review was conducted to ensure
GIB's compliance with the new Code of Corporate
Governance for the Kingdom of Bahrain Issued by
the Ministry of Industry & Commerce, together with
additioral requirements of the Central Bank of Bahrain
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Underscoring GIB's financial performance was the re-
affirmation of the Bank’s long-term issuer ratings by
Fitch, Moody's and Standard & Poor’s Such recognition
consututes a positve independent endorsement of the
proactive and conclusive actions taken by GIB and its
shareholders to address the chatienges created by the
global financial crisis

The financial performance of GIB during 2010 was
achieved against a backdrop of continued global
economic voladlity and challenging reglonal market
condidons A number of important initatives and
developments contributed to a mild revival in the
worldwide macroeconomic  environment, and a
moderate improvemnent in global business sentiment
and investor confidence These included the passing of
an act in the United States that represented the most
sweeping overhaul of banking regulations since the
1930s, the positive results of stress tests by a number
of EU banks, the introduction of Basel 3, che latest
round of quantitative easing by the Federal Reserve,
and the stabllisation of oscillating ofl prices However,
these events were offses, to some degree, by concerns
regardmg the continued pressure on the US dollar,
the contagion of EU sovereign debt, increasing global
currency tensions, the threat of rising inflatlon, and che
possibility of a double-dip recession in some countries

“The Bank continued during 2010 to
strengthen its corporate governance
and risk management framework.”

The stabilisation of oll prices, which averaged US$79 per
barrel in 2010, helped to alleviate concerns across the
GCC about the lack of liquidity, stresses in the banking
sector and subdued credit activity Regional economies
exhibited reasonably stable growth rates during 2010,
in ine with IMF forecasts, and higher than the global
average growth rate Government budgets were not
severely affacted by the crisls, and the economic outlook
for the region remains positive, both in the medium and
long term

The GCC states contnue to beneflt from the buffer
of substantial financia) reserves bullt over the years
of strong oll prices Their underlying macroeconomic
fundamentals remaln sound, and the IMF is forecasting
GDP growth of over 6 per cent in 201t Oil prices
are expected to remain stable, and the International
Energy Agency predicts global cil demand to rise by
around 2 per cent In 201 | The decision by the Federal

WELCOMING THE FUTURE

“The financial performance of GIB
during 2010 was achieved against
a backdrop of contunued global
economic volatlity and challenging
regional market conditions.”

Reserve in Novermnber to purchase US$600 billion of US
government bonds s expected to assist the American
economy in this latest round of quantitative easing, with
a consequentla) increase In global liquidity In turn, this
should benefic the GCC through increased capital flows
via bond investments

The ability of GIB to take advantage of this positive
outlook for the region will undoubtedly be enhanced
by the Board’s approval in 2010 of the Bank’s new
strategy This enails the transformation of GIB into a
pan-GCC universal bank, based on four main pillars
of corporate banking, Investment banking, asset
management and retall banking. The new institution
will benefit from more diversified and stable funding.
and additional revenue streams, thus reducing volatility
and minimising che effects of external shocks The focus
of GIB's existing commercial banking activities will shift
from transactional lending co relaucnship management,
supported by a new sulte of products and services
These will be aimed at specific segments in different
GCC markets, commencing with Saudi Arabla.

A key objective of the new business mode! and strategy
Is to provide shareholders by 2015 with an enhanced
return on equity that will be competitive with the
Bank’s peers The Board has appointed advisors and
consultants to assist management with the efficlent
implementation of the new strategy, with the inital
phase targeted for completion by the end of 2011 The
Board is confident that the new strategy will enable GIB

“The Bank’s new strategy  entails
the transformation of GIB into a pan-
GCC universal bank, based on four
main pillars of corporate banking,
investment banking, asset management
and retail banking”




10 take advantage of emerging business opportunities,
continue its key role in Saudi Arabla and the region
as a leading financial institution, and ensure greater
prosperity for our sakeholders

On behalf of the Board of Directors, | would like to
express my sincere appreciation for the financial
support and guidance of our shareholders, the trust and
loyalty of our clients, the pasitive collaboraucn of cur
business partners, and the constructve cooperation
of the regulatory and supervisory authorities in the
various jurisdictions where GIB operates

Finally, | would like to pay tribute to the professionalism
and dedication of che Bank’s management and staff
during 2010, and thank them for their positive atttude
towards the cultural change that is cruclal w the
successful implementadon of GIB's new strategy

Jammaz bin Abdullah Al-Suhaimi
Chalrman
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MANA

Yihya A. Alyahya
Ci

ief Executive Officer
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As a resule of the proactive measures to stabilise the
Bank that were inrtiated during the previous year, GIB
entered 2010 on a cautiously optimistic note, in view
of the challenges posed by the ongoing impact of the
global financial crisis and continued challenging market
conditions in the region With an improved balance
sheet structure, GIB was in a stronger position at the
beginning of the year to take advantage of new business
opportunities arising from the global and regional
economic and market recovery, and to address the
challenges of a return o profitability and the Bank's
future strategic direcdon

During the year, GIB conunued to deleverage and
derisk the balance sheet through a managed reduction
in the lozn pordolio, align the cost base with the Bank's
business model, and strengthen the Bank’s funding
position by diversifying funding sources and reducing
the asset and ilability mismatch These measures proved
to be successful through the continued adoption of a
cautious approach to new lending, the loan portfolio
had reduced to US$7 5 billion at the end of the year,
compared with US$93 billion at the end of 2009,
while total expenses at US$113 3 million were 8 per
cent lower than the previous year The Bank further
strengthened its funding base through the closing of a
SAR 35 blllion (US$933 million) 5-year bond Issue in
2010 Although the issue was originally targeted for
SAR 3 billion, the fimal issue was increased to sadsfy
substantial demand from investors, with orders totalling
SAR 6 3 billion GIB also met its objective of reterning to
profitability’ net income after tax was US$100 4 million,
compared with a loss of US$152 6 million for 2009

WELCOMING THE FUTURE

“As a result of the proactive measures
to stabilise the Bank that were initiated
during the previous year, GIB entered
2010 on a cautiously optumistic note,
in view of the challenges posed by the
ongoing impact of the global financial
crisis and continued challenging market
conditions in the region.”

The successful achievement of these measures during the
year was underscored by the affirmation of the Bank's
long-term issuer ratings by Fitch (A), Moody's (A3} and
Seandard & Poor's (BBB+) with a Stable Oudook. The
rating agencies noted GIB's strong ownership structure
and capitalisation, Improved liquidity, and conservative
provisioning. This affirmadon by the three major
Inzernadonal raung agencies constitutes an important
Independent vote of confidence in the Bank. [t also
reflects GIBs abllity to withstand the unprecedented
pressures caused by the global financial crisis, and its
commitment to continue its leading role In the region's
financial community

BUSINESS ACHIEVEMENTS
Overall, 2010 proved to be another challenging year




for business, affected by a contnued lack of liquidity
and associated credit squeeze, and subdued corporate
and Investor confidence In response to these testing
conditions across the region, GIB reorganised its
wholesale banking business during the year Into two
maln divisions — Commercial Banking and Investment
Banking. The Commercial Banking divislon — which
comprises project and structured finance, syndications,
and Isfamic financing — was restructured to provide a
more focused response to clients’ needs and maximise
cross-selling opportunities

GIB achieved 3 number of notable business successes
in 2010 The Bank was mandated by Saudi Binladin
Group (SBG) to arrange a SAR 6 billion (L'S$! 6 billicn)
syndicated flnancing facility to finance the first phase of
the expansion of King Abdulaziz Internationa! Airport In
Jeddah, Saudi Arabla As the Coordinating Arranger, GIB
will structure a syndicated facility with a consortium
of regional and international banks for the issuance of
performance bonds, advance payment guarantees, and
letters of credit on beha!f of SBG, as well as a short-
term Murabaha financing for working capltal The facility,
the largest of its kind to be arranged in the Kingdom in
recent years, is expected to be completed in early 2011

GIB has already facilltated the issuance of the necessary
performance bonds and advance payment guarantees
for the project under a syndicated SAR 4 biliion bridging
facilicy, signed in October 2010

During the year, GIB received approval from Saudi
Arablan Monetary Agency (SAMA) to establish a new
branch in Al Khobar, Saudi Arabia, which ts planned to

be operationa! in 201 | The new branch will enable the
Bank to expand its operations in the Eastern Province
of the Saudi Arabia, build stronger refauonships with
customers, and achieve greater market penetration
In the region’s largest economy It will also provide
centralised back office operauonal support for the
Bank's other branch offices in Riyadh and Jeddah

“Affirmation by the three major
international rating agencies constitutes
an important independent vote
of confidence in the Bank. It also
reflects GIB’s ability to withstand
the unprecedented pressures caused
by the global financial crisis, and its
commitment to continue its {eading role

"

in the region’s financial community

GIB maintalns a presence outside the GCC region
through branches in London and New York and a
representative office in Belrur. Based on significant
trade flows end long-term relationships with the GCC,
the Bank's international trade finance and insttutional
lending is mainly conducted in the MENA region In
2010, the Bank continued to support intermadonal

9
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contractors and sponsors involved in projects across
the reglon with their banking requirements

In 2010, GIB's Treasury adopted a proactive approach
to tackle funding challenges, given the persisting
deterioravon in global and regional liquidity and the
assoclated credit squeeze While continuing to leverage
its long-standing relationships with key depositors,
the Treasury team worked closely with the wholesale
banking relationship managers to generate new deposits,
with a focus on reducing depositor concentration and
extending the tenor of hablliues

Client business in forelgn exchange remained strong
during 2010, and GIB continued to meet growing
dernand for innovative products to hedge interest rate
and currency risks against high market voladlity

Despite challenging market conditons, GIB was
successful in further developing its Investment Banking
franchise through several important advisory mandates
The Bank’s Saudi-based subsidiary, GIB Financial Services
LLC (GIBFS). was financial advisor, lead manager and
co-underwriter for the US$23) million initial public
offering by Abduliah AM Al-Khodan Sons Company,
the largest premium [PO in Saudi Arabla during 2010
In Bzhrain, GIB acted as regional lead manager for the
US$163 million IPO of Alurmimlum Bahrain (Alba) This
involved the sale by Bahrain’s soverelgn wealth fund,
Mumtatakae, of an 12 per cent stake in Alba. GIBFS was
also Jolnt book runner and joint lead manager on the
debut bond issuance by Arab Petroleum (nvestments
Corporation (APICORP} The SAR 35 billion
S-year floating rate note, rated A1 by Moody’s, was
oversubscribed three times, with an aggregate book size
of SAR 6 billion It is the first callable bond to be issued
in the Saudi capital market.

“GIB achieved a number of notable
business successes in 2010.

GIB schievements in the reglonal debt capita) markets
were recognised by recelpt of the ‘Best GCC Bonds
lssuer in 2010° award by the UK.based World Finance
mgzna The judging pane! evaluated originality and
innavation, market leadership, transparency, good
goverrance and continued progress. This independent
recognition undertines GIB's position as one of the mast
active financh! institudons in the kssuance of debt capital
markez Instruments in the reglon during 2010 GIB will
build upon izs established capabilicies to play a Jeading role
in tha development of che reglon’s debt capital markets.

WELCOMING THE FUTURE

“Despite challenging market
conditions, GIB was successful n
further developing 1ts Investment
Banking franchise through several
important advisory mandates.”

During the year, the Bank finalised plans for the launch of
a new private equity fund focused on the manufacturing
sector in Saudi Arabla The fund will seek to Invest in
greenfield and growth capital Invesument opportunities
in the small and medium enterprises (SME} sector in
the Kingdom. In line with GIB's new asset management
strategy, the Bank's London-based subsidiary. GIBUK,
hunched the Emerging Markets Opportunities Fund
(EMOF)in 2010 With iniial assets of more than US$100
milhon, EMOF Is a muld-strategy, absolute return
product, investing across emerging markets, focusing on
fixed Income credit. it Is considered to be one of the
fargest emerging market fund launches in the world by
a single manager At the end of the year, total assets
under management by GIB stood at US$18 2 billlon

NEW STRATEGY IMPLEMENTATION

In kate 2009, GIB embarked upon the development
of a new strategy and appropriate business model to
ensure the ongoing growth and viability of the Bank.
The new strategy was approved by the Board in july
2010; it Involves the transformation of GIB from a
wholesate bank into a pan-GCC universal bank, with
a business model comprising retail banking, corporate
banking, Investment banking and asset management.
This will provide more diversified and stable sources
of funding, and additional revenue streams, reduce the
Bank's vulnerability to external shocks, and provide
shareholders with an enhanced return on equity that will
be compettive with GIBs peers The new retail banking
business wil} be based on the 'light rewil’ concept that
has praved to be successful in Europe and Asia. ke will
be introduced first in Saudi Arabla, and then rolled
out across the GCC The Bank's existing commercial
banking activides will shift from transactional lending
to a relztionship management approach, with a sectoral
rather than country focus

Importantly, the new strategy will build on a number
of GIB's inherent strengths and unique competitive
advantages. These indude the Bank's excellent regional
refationships, franchises and footprint, as well as its
global outreach and relationships with international




institutions In addition, GIB has a strong leadership
position in certain niche areas such as project finance,
syndications, and equity capital markets, and a highly
experienced and dedicated team

In August 2010, GIB management put into action
an ambitious strategy Implementation programme,
with project management officers being assisted by
external consultants and advisors The successful
Implementation of G!Bs new strategy will require a
significant cultural change, with a greater focus on
relationship management and cross-selling in order
to maximise business opportunities, enhance revenue
generation, and thereby boost profitabilicy

“Without  doubt, the proacuve
measures taken during 2010 have
strengthened GIB's ability and readiness
to take advantage of the positive
economic outlook for the GCC region™

To suppore this, 8 number of change management
inithatives wers kunched during the year These included

workshops to introduce GIB's new strategy, business
model, and vision, mission and values, and a corporate
culture survey o measure strategic chrity, customer
orientadon and commitment to change by saff In
sddition, human resources policies and procedures are
being reviewed to ensure that they address the changing
needs of the business. These embrace the development
and retention of young talented individuals who have che
abllity o take on more challenging roles in the future: new
assessment tools and procedures for recruitment and
ensuring that our performance rmanagement measures
and supports our new strategy and business model.

At the same tme, GIB maintained its focus on
maintaining the highest levels of operatonal excellence
to support the business divisions In che delivery of a
diversified range of financial services to clients The
8ank condnued to streamline and re-engineer back
office processes and IT systems and strengthen the
professional standards of operational saff, to provide a
strong base for the implementation of the new strategy

LOOKING AHEAD

During 2010, the GCC again demonstrated its restlience
to withstand the worst effects of the global financial
crisis. From an economic and business perspective,

the fuwure oudook for the GCC remains positive,
led by a continued revival in global economic growth,
higher oil prices, and expansionary budgets by regional
governments Having stabllised in 2010, oll prices
are expected to rise to remain suable on the back
of increased global demand As a result, the GCC
economy is forecast to grow by over 6 per cent next
year and continue to outstrip the global average growth
rate Projects in the GCC, both underway and planned,
have an estimated value of over US$2 trillion, while
IPOs in the region, which numbered only 13 In 2010,are
expected to increase in 2011

A posluve underlying factor, in the short o medium
term, continues to be the liquidity that was accurmnulated
during the growth years of record oil prices This will
allow governments to continue funding infrastructure
projects, and will provide fiscal breathing space to
support the ongoing recovery and eventual expansion
of the regional economy Additionally, as globa! growth
plcks up, there will be greater demand for oil and gas,
and by-products such as petrochemicals, which will help
accelerate and sustain economic growth

Without doube, the proacdve measures taken during
2010 have strengthened GIB's ability and readiness to
take advantage of the positive economic outlook for the
GCC region The Bank is well positioned to capitalise
on emerging business opportunites resuldng from the
ongoing recavery in market conditions, and to continue
to play a leading role in the development of the region's
financial sector

Yahya A, Atyahya
Chief Exactitive Officer
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GIB recorded consolidated net income after tax of
US$100 4 million, compared with a loss of US$1526
mithion in the prior year

Net Interest Income, which at US$1562 million
represented the Bank's principal income source, was
24 per cent down on 2009 The year-on-year decrease
was atrributable to the deleveraging and derisking
of the balance sheet, and the prevailing historical low
level of Interest rates Fee-related income at 1J5$42 2
million was US$I1 5 million higher than the previous
year reflecting the on-going focus by GIB on enhancing
fee-based revenue Trading profits at US$I2L7 million
largely comprised customer-related forefgn exchange
income, while other income of US$127 million
consisted principally of dindends received from listed
equity investments and profits realised on Investment
securities Total expenses of US§I13 3 million were
LIS$9 5§ million or 8 per cent lower than 2009, illustrating
the successful implementation of proactive measures
taken in the previous year to align the cost base with
the Bank’s business mode! A net provision charge of
only US$4 0 million was recorded for 2010, reflecting
the prudent and conservative provisioning actions taken
by the Bank in 2009

NET INTEREST INCOME

Net interest income at US$156 2 million was US$50 3
million or 24 per cent lower than in the prior year Net
interest income Is principally derived from the following
sources -

* margin income on the wholesale lending portfolio,

WELCOMING THE FUTURE

Net income development (US$ millions)

2006 2007 2008 2009 2010

« margin income on the investment securities
portfolio,

»  money book actlvities, and

* earnings on the investment of the Group's net free

capital

Net interest income also Incorporates the cost of term
finance

The year-on-year decrease in net interest income was
fargely aceributable to (j) lower intgrest earnings derived




from the wholesale lending pertiolio as a result of a
managed decrease in loan volumes being partly offset
by higher lending margins, (i) lower Interest earnings on
the investment of the net free capital attributable to the
reduction In US interest rates to historically low fevels,
and (in) a higher cost of term finance as a result of new
term finance raised during 2609 and 2010

Interest earnings on the wholesale lending pordolio
accounted for two thirds of the Group's net interest
income The interest earnings derived from wholesale
lending were 26 per cent lower than In the prior year
due to the managed reduction in the loan portdolio
during 2009 and 2010 as part of the Infuative to
delever and densk the balance sheet. The impact of the
reductuon in the loan volume was partly offset by an
Increase in loan margins.

Margin income on the investment securides portiolio
accounted for & per cent of net interest income
In 2010 The investment securitles portfolo is
primarily maintained as a fiquidity reserve The key
factors underpinning the portfolio are therefore
liquidity and quality rather than its income generating
characteristics

Money book earnings represent the differential between
the funding cost of interest-bearing assets based on
internal transfer pricing methodologies and the actual
funding cost incurred by the Bank. This includes benefits
derived from the mismatch of the repricing profile of
the Group's Interest-bearing assets and liabilives Money
book earnings in 2010 were |15 per cent lower than

“GIB recorded consolidated net income
after tax of US$100.4 million, compared
with a loss of US$152 6 million in the

prior year.”

in the prior year reflecting the flat Interest rate curve
prevalling during the year and the resultant challenge in
generanng interest earnings from repnang mismatches
The meney book nevertheless generated more than 10
per cent of the Group's netinterestincome  As a result
of the focus on deposits from counterparues in the
GCC and wider Middle East, the increase in costs in the
international interbank market during 2010 associated
with the eurozone crisis had lictle impact on the Bank's
Interest earnings

Earnings on the investment of the Group’s net free
capltal were 26 per cent lower than in the prior year
although nevertheless accounted for almost one
fith of net interest income The net free capital was
largely uninvested during the earlier part of the year
with the uninvested funds placed on a short term
basis in the money market This strategy was adopted
o protect the Bank from potental capital losses
resulting from any unanticipated increase in bond ylelds
as a result of market expectadons of a rising interest
rate environment. investment in shorter 2 and 3 year
duration bonds was increased during the third quarter
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of the year as It became evident that the economic
conditions in the United States were not conducive
to a rise in US Interest rates in the short term At
the end of 2010, circa half of the Bank’s net free capital
was invested In shorter duration fixed rate instruments,
generating an enhanced return over shore term interest
rates Earnings on the net free capital In 2010 were
negatively impacted by the historically low short term
US interest races prevailing throughout the year

The cost of term finance increased in 2010 as a resuk of
new term finance ralsed during 2009 and 2010, chereby
contributing to the year-on-year decrease in net Interest
income The new term finance was ralsed to reduce cthe
mismatch between the maturities of che Bank’ assets and
liabilities and accordingly reduce the Group’s expasure to
fiquidity risk The Group historical refiance on funding
longer tenor assets with short term deposies and the
assoclated Hquidity end refinancing risk were recognised
in 2009, and proactive actions were tken to raize new
term finance to minimise chis undue risk. As 3 result,
simost US$L.0 billion of new term finance was ralsed
during 2009 and 2010. This effectively sddresses one of
the key focuses of the new Basel J repufatory guidelines
whereby banks will have less sbility to fund longer
tenor assets with shorter tenor wholesale deposits. The
inttiatives to reduce the Group's exposure to Bquidity risk
resulted in a US$24.2 milllon or 12 per cent year-on-year
reduction In the Group's net Interest Income.

Gross Income composition (X)

Teul 1000 1000 1000 1000 (00O

WELCOMING THE FUTURE

“As a result of the focus on deposits
from counterparties in the GCC and
wider Middle East, the increase In
costs in the international interbank
market during 2010 associated with
the eurozone crisis had little impact
on the Bank’s interest earnings.”

NON-INTEREST INCOME

Non-interest income compnses fee and commission
Income, trading income, and other income

Fee and commission income at US$42.2 millon was
US$1 5 milion higher than in the prior year Fee and
commission income was also more than double
the leve!l when the GCC-focused merchant banking
strategy was adopted in 2002 An analysis of fee and
commission [ncome with prior year comparatives
Is set out in note 21 to the consolidated financlal
statements Investment banking and management fees
were LUS$24 4 million for the year, thereby representing
58 per cent of fee and commission Income This income
category comprises fees generated by che Group’s asset
management, fund management, corporate advisory
and underwriting activities Investment banking and
management fees were at a simifar level to the prior
year and incorporated fees derived from a number of
significant debt and equity capital market mandates
during the year, as commented on in more deail in
the Management Review section of the Annual Report.
As referred to In note 34 to the consolidated financial
statements, assets held In a fiduciary capacity amounted
to US$182 blllion at 31st December 2010 being 10
per cent up on the 2009 year end level GIB therefore
continues to be the largest Arab-owned commercial
asset manager Commissions on letcers of credit and
guarantee at US$16 0 million were the second largest
source of fee-based income and contnued to make an
Important contribution to fee and commission income
A 9 per cent year-on-year Increase in commissions on
letters of credit and guarantee reflected an enhanced
focus on supporting customers'’ commercial and trade
finance requirements.

The Group's various trading acdvitles recorded a
US$12.7 million profit compared to a US$28.2 million
profit in the previous year Trading income is reported
inclusive of all related income, Including interest income,




gains and losses arising on the purchase and sale, and
from changes in the fair value of trading securities,
dividend income, and interest expense. induding afl
related fundingcosts  Ananalysis of trading incomeis set
out In note 22 to the consolidated financia! statements
Trading income in 2010 principally comprised an US$8 7
million profit arising on customer-related foreign
exchange business All proprietary trading acdvides
were terminated in early 2009 as part of the Bank's
derisking initiatives A US$3 5 milhion profit arose on
externally managed hedge funds compared to US$13 0
milllon in the prior year The externally managed hedge
funds were the fargest contributor to trading income
in 2009 During 2010, the Bank continued to actively
reduce its exposure to hedge funds The Group's hedge
funds classified as held-for-trading were reduced from
US$50 2 million at che end of 2009 to only LSS5 6
million at 31st December 2010 The Bank is continuing
to exit lts remalning investments in hedge funds

Other income of US$ 12.7 miltion principally comprised
dividends on equity investments classified as available-
for-sale and profits realised on the sale of investment
securites for credit reasons. Pricr year other Income
of US$106 milllon included profits of LIS$8 3 million
arising on the repurchase of che Groups own
subordinated debt The Group repurchased US$390
milhon of a subordinated floating rate note maturing in
2015 at a discount. This profit was exceptional in nawre

OPERATING EXPENSES

Expenses development {US$ millions)

2006 2007 1008 2009 2010

B Cost-to-
incomerato 355 412 443 429 4O

* Excludes US$ 15 milion of non-recurring scracegy-ralaoed casts.

Operating expenses at U5$113 3 million were US$9 S
million or 8 per cent down on the prior year However,
2010expensesincluded US$ 1 5 Omillion of non-recurring
costs associated with the Implementaton of the Group's
new unfversal bank business strategy Excluding these
exceptional, non-recurring costs, operating expenses
were US$24 5 million or 20 per cent lower than the
prior year 2009 expenses were also U5$20 | million or
14 per cent down on 2008. Thus, the Group's operating
expenses have reduced by US$44 6 million or 31 per
cent during 2009 and 2010 This reflects the significant
beneficial Impact on operating expenses derwved from a
cost realignment programme implemented in 2009 The
programme included a reducuon in staffing levels in line
with the Bank’s operating model, a migration to uniform
IT pladforms, and associated operational efficiencies. The
full extent of the cost savings was evident in 2010 as
the cost realignment programme was implemented in
stages during 2009

The Group’s cost-to-Income ratio, excluding the
exceptional strategy-related expenses, was 44 per cent
in 2010, a highly efficient ratio in comparison with peer
banks

Staff expenses, which accounted for almost two chirds
of total normalised operating expenses, were US$158
million or 20 per cent down on the prior year The
significant year-on-year decrease was attributable to a
reduction in headcount inldated In 2009 The Group's
total headcount at 3| st December 2010 of 440 staff was
121 or 12 per cent lower than at the end of 2008 The
headcount reduction took place at both Head Office in
Bahrain and in GIBUK

Premises expenses at US$100 million were US$2.3
milkon or 19 per cent down on the prior year The
year-on-year decrease was attributable to a lower
rent expense in the Group's London-based subsidiary,
GIBUK, as a result of reduced space requirements
following the restructuring of GIBUK’s business
activities in 2009

Orther operaung expenses, excluding the US$150
million exceptional strategy-related costs, were
US$6 4 million or |9 per cent down on the prior year
Reductions were recorded in most expense categories
as a result of ongoing cost saving initfatives, atthough
most notably in [T-refated expenses as a result of the
migration of GIBUK to the Head Office core banking
system in 2009

PROVISIONS

Following prudent provisioning actions in 2008 and 2009
in andcipation of a higher level of corporate defaults
in the weakening economic environment at that dme,
provisioning requirements in 2010 were limited
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In 2010, there was a US$$3 0 million release of investment
security provisions and a US$90 milion provision
charge for loans and advances

The Investment security provision release was principally
ateributable to the release of surplus provisions arising
on the closure of non-core impaired exposures The
exposures were closed out at values higher than the
provisioned net book values The resultant unrequired
surplus provisions were accordingly released to Income
All investment security specific provisions, amounting to
US$44 2 million, refated to impaired equity investments
The specific provisions represented 77 per cent of the
gross value of the impaired investments

The US$90 million loan provision charge comprised
spedfic provisions of US$4 0 million and an increase in
the non-specific loan provision of LS$50 million The
specific provision charge entrely related to increases
in specific provisions for exposures that were already
spedifically provisioned No specific provisions were
esaablished in 2010 for loan exposures that were not
previously provisioned

CAPITAL STRENGTH

Total equity amounted to US$1,9180 million at 31st
December 2010 At the 2010 year end, the rauo of
equity and Tier | capital to total assets were |23 per
cent and 12 4 per cent respectively, ratios that are high
by International comparison The average Tier | capital
to total assets rato of the top 1,000 world banks was
52 per cent according to a survey published in The
Banker magazine In July 2010

A US$138 & million increase In tota!l equity during 2010
comprised the US$100 4 million profit for the year, anda
US$38 2 million net increase in the fair value of avallable-
for-sale securities and dervative cash flow hedges In

“With a total regulatory capital base
of US$2,508.8 million and total risk-
weighted exposure of US$10,321.7
million, the nisk asset ratio calculated
in accordance with the Central Bank
of Bahrain's Basel 2 guidelines was 24 3
per cent while the Tier | ratio was a
particularly strong 18.7 per cent”
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Risk asset ratio (%)
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accordance with IAS 39, changes In the falr values of
securities chssified as avaltable-for-sale, and derivative
cash flow hedges are accounted for in equity through the
comprehensive statement of income The net increase
in the fair value of avallable-for-sale securities reflected
the ongoing Improvement in the market environment
and a contracton in credit spreads resuting in an
improvement In the far value of the Investment
securities portfolio. The unrealised revaluaton loss on
investment securities at the 2010 year end was only
US$21 5 million compared to US$64 5 million at the
end of 2009 This represented only 07 per cent of
the total hir value of the available-for-sale securities
pordolio. The relatively srall unrealised revaluation loss
reflected the high quality of the investment securities
pordolio Investment securides principally comprise
investment grade-rated debr securites issued by major
international and regional financial institutions and
government-related entities

0

With a tota! regulatory capital base of US552.5088
milion and total nsk-weighted exposure of US$10,3217
million, the risk asset rauo calculated In accordance with
the Central Bank of Bahrain’s Basel 2 guidelines was 24 3
per cent while the Tler | rado was a particularty strong
18 7 per cent.In accordance with International regulatory
guidelines, the fair value adjustments to equity arising
under IAS 39 in relatlon to available-for-sale securities
and derivative cash flow hedges are excluded from the
regulatory capital base, with the exception of unrealised
gains and losses on equity investments Asa result,at the
2010 year end net fair value losses of US$12.0 million
were added back to equity to derive the regulatory
capital base for capital adequacy purposes The Bank’s




“Subsequent to the 2010 year end,
the Bank received formal approval
from the Central Bank of Bahrain to
adopt the standardised approach for
operational risk.”

regulatory capital base is enhanced by subordinated
term financing facilides The amount Included in Tier 2
capital in respect of subordinated term finance at 31st
December 2010 was LUS$438 8 million This was net of
a discount of US$T2L2 million for subordinated term
finance that Is within five years of its final contracusal
maturity date The subordinated term financing facihtes
are approved for inclusion In Tier 2 capital for capital
adequacy purposes by the Bank's regulator, the Central
Bank of Bahrain (CBB)

At 315t December 2010, the regulatory capltal base,
excluding subordinated term financing, amounted to
US$2.070 0 million This level of regutatory capital would
support an addiional US$3 5 billion of 100 per cent
risk-welghted assets while stll maintalning the Group's
warget minimum risk asset ratio of |5 per cent The
Group therefore has more than sufficlent regulatory
capital to support future growth plans

The risk asset ratio incorporates both market and
operational risk-weighted exposures The Basel 2 Pillar
3 report, set out in a later section of the Annual Report,
provides further detalls on capital adequacy and the
Bank's capital management framework. The Group's
policies in relation to capital management are et out
in note 26 to the consolidated financial statements. As
described In more detall In the note, the Group's policy
is to maintain a strong capital base so as to maintain
investor, counterparty and market confidence and to
sustain the future development of the Group's business

Subsequent to the 2010 year end, che Bank recetved
formal approval from the Central Bank of Bahrain
to adopt the standardised approach for operational
risk. This demonstrates that the Bank’s regulator Is
satisfied that the Bank’s operational risk framework
meets the guidehnes prescribed by both the Centrzl
Bank of Bahrain and the Basel Committee for Banking
Supervision

ASSET QUALITY

The geographical distribudon of risk assets is set out In
note 27 to the consolidated financial statements The

credit risk profile of financlal assets, based on internal
credit ratings, Is set out in note 26(a) to the consolidated
financial statements. This note demonstrates thac 78
per cent of all financial assets, comprising placements,
securities and loans, were rated 4- or above, ie the
equivalent of investment grade-rated

Furcher assessment of asset quality can be facilitated
by reference to note 36 to the consolidated financial
statements on the fair value of flnancial instruments
Based on the valuation methodologies set out in that
note, the net fair values of all on- and off-balance sheet
financial instruments at 3|st December 2010 were
not significandy different to their carrying amounts
All non-trading securities are classified as avaflable-for
sale and measured at fair value Investment securitles
are accordingly stated at falr value in the consolidated
balance sheet.

At the 2010 year end, placements and Investment
securities accounted for 30 per cent and 20 per cent
of total assets respectively while loans and advances
represented 48 per cent.

Investment Securitres

Investment securites totalled US$3,0678 million
at st December 2010 The investment securities
portfolio, which is entirely dassified as available-for-sale,
primarily represents the Group’s liquidity reserve and

Asset mix by category (%)
100

80

40

20
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"Other 20 51 18 14 16

Tota! 1000 1000 1000 (000 1000

17

GIB ANNUAL REPORT 2010




18

accordingly, principally comprises investment grade-
rated debt securiues Issued by major international and
regional financial instituoons and government-related
enuties

An analysis of the basis used for determining the
fair values of investment securities is set out In note
36 to the consolidated financial statements At 3lst
December 2010, US$2,933 8 million or 99 per cent
of Investment securities that were valued at fair value,
were valued based on quoted prices while an addiuonal
US$1069 milllon was vatued based on cost less
provisions for impairment. Onty US$27 | million was
based on other valuation techniques This represented
private equity fund investments for which the falr values
were based on the net asset values of the funds No falr
values of available-for-sale securities were derived from
maodelled-based valuation methodologles

Investment securities comprise two types of debt
security portiolios and a imited investment in equitles
and equity funds. The larger debt security portfolio
comprises floating rate securicies or fixed rate
securitles that have been swapped to yleld constant
spreads over LIBOR. These accounted for €3 per cent
of the total investment debt securities at the 2010 year
end The smaller debt security portfolio represents
the investment of the Group's net free capital In fixed
rate securides This portfolic amountad to US$1,004 4
million at the end of 2010 and comprised investments in
OECD and GCC government-refated bonds The Group
had no exposure to troubled curozone government
debt, ie no exposure to Greek, Irish, Portuguese and
Spanish government debt.

Investment debt securities rating profile

LIS millions %

WELCOMING THE FUTURE

Equity investments at the end of 2010 amounted to
US$342 9 millon Equity investments at 31st December
2010 included tisted equrtes amounting to US$1900
million received in setdement of a secured past due lean
The remamning equity investments largely comprised
private equity-related investments

An analysts of the investment securities portfolio by
rating category is set out in note 8(a) to the consolidated
financial statements US$2,435 8 milllon or 89 per cent
of the debt secunues at the 2010 year end were rated
A- or above Based on the rating of the issuer; a further
US$207 é million or 8 per cent of the debt securities
represented other Investment grade-rated securides
Thus 97 per cent of the total debt securities comprised
investment grade-rated securities

Other debt securides, the Issuers of which are rated
below BBB-/Baa3 or are unrated,amounted to US$81 5
million at the end of 2010, thus comprising only 3 per
cent of the total investment debt securites pordolio
These largely comprised securides issued by unrated
GCC entities

There were no past due securites at 3Ist December
2010

impaired investment securities, representing securities
against which a specific provision is maintained,
amounted to only US$57 7 million at 31st December
2010 They comprised investments in managed funds
that are closed to redemption for the foreseeable
future, and private equity investments The total specific
provisions for impairment at 3Ist Decemnber 2010,
amounting to US$44 2 million, represented 77 per cent
of the gross impaired investment secunties The Group
also held non-specific portfolio provisions of US$23 &
million at the 2010 year end

Loans and Advances

Loans and advances amounted to US$7.510 1 million
at the 2010 year end This represented 2 U5$1,7880
million or 19 per cent decrease compared to the 2009
year end 95 per cent of the loan portfolio at the 2010
year end represented lending within GIB’s core market
in the GCC states

Based on contracwal maturities at the balance sheet
date, 34 per cent of the loan portfolio was due to
mature within one year while 58 per cent was due to
mature within three years Only 30 per cent of loans
were due to mature beyond five years Detalls of the
classificaton of loans and advances by Industry are set
out In note 9{a) to the consolidated financial statements
while the geographical distribution of loans and advances
is contained in note 27 At 3Ist December 2010, 40




Loan maturity profile
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per cent of the loan portfolic comprised exposure to
the energy, cil and petrochemical sector This reflects
the Group's strategic focus on project finance and
syndicated lending in the GCC states

The credit risk profile of loans and advances, based on
Internal crediz ratings, is set out in note 26(a) to che
consolidated financial statements US$4,668 3 million
or 62 per cent of total loans were rated 4- or above,
le the equivalent of Investment grade.rated Only
UUS$326 3 million or 4 per cent of loans and advances
were classified as individually impaired Individually
impared loans represent loans for which there is
objective evidence that the Group will not collect afl
amounts due in accordance with the contractual terms
of the obligation Therefore, 96 per cent of loans and
advances were not Individually impaired

Total loan loss provisions ac 31st December 2010
amounted to US$642.3 milhon Counterparty speciflc
provisions amounted to US$397 3 million while non-
spedfic provisions were US$2450 millon Tora!
provisions of US$642.3 million represented 80 per cent
of the gross book value of unsecured past due loans

Specific provisions are determined based on the
recoverable amount of the loan The recoverable amount
is measured as the present value of the expected future
cash flows discounted based on the Interest rate at
the Incepdon of the facllity Non-specific provisions are
determined on a portfolio basis utiiising an incurred loss
mode] The incurred loss model estimates the probable
losses inherent within the pordolio at the balance sheet

date but that have not been specifically idenufied The
modelis based on applicable credit ratings and associated
historical default probabilities, loss severity and rating
mugrations, and reflects the current macroeconomic,
polrical and business environment and other pertinent
indicators

Non-specific loan provisions at 31st December 2010
amounted to US$2450 million, representng 33
per cent of non-specifically provisioned loans The
praobabllives of default applied in the lculauon of
the non-specific provisions at 3|st December 2010
equated to a speculative-grade default rate of 13 9 per
cent, exceeding the previous highest corporate default
rates witnessed in July 1991 The default rates applied
in the calculation of the non-specific loan provision and
the resultant provisioning levels for senior, unsecured
exposure by internal rating category were as follows -

Internal Probability Senlor, unsecured

rating of default provisioring
grade {PD1) tevel
i 003% -
2+ 003% -
2 003% .
2- 006% -
3+ 018% 01%
3 0 24% 0%
3- 036% 02%
4+ 1 02% 06%
4 I O5% 06%
4- I 29% 08%
5+ 225% 1 4%
5 348% 1%
5- 621% 7%
6+ 987% 59%
[ 27 93% 16 8%
6- 39 45% 237%
7 :x¥ 1} 4 50 2%

The provisioning level is based on a Loss Given Default
(LGD) of 60 per cent for senior, unsecured exposure

For the purpose of the calcutation of the non-spedific
pravision, the Bank only takes account of collateral held
in the form of cash or exchange-traded equities Yvhile
collateral in the form of securities, unlisted equities and
physical assets is used for risk mitigation and protection
purposes, it is not tzken into account in the calculation
of the non-specific provision.
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“Fee and commission Income at
US$42.2 milion was US$!.5 milhon
higher than in the prior year. Fee and
commission Income was also more
than double the level when the GCC-
focused merchant banking strategy
was adopted in 2002

The gross and net book values of unsecured past due
loans at 31st December 2010 amounted to US$80| 3
million and US$4466 million respecdvely The
provisioning coverage for unsecured past due |oans was
therefore 44 per cent. Net unsecured past due loans
included US$381 6 million of loans that were subject to
restructuring programmes and for which interest was
current and being paid on due dates The restructurings
were all at an advanced stage and expected to
be finalised within the firse half of 2011, following
which the loans will revert to performing status The
restructuring programmes are not anticipated to result
in an economic loss for the Group. Excluding the past
due loans that were under restructuring and current,
other nec unsecured past due loans were only US$65 0
milhion, representing 0 9 per cent of ol net loans Past
due loans are defined as those loans for which either
principal or interestis aver 90 days past due Under IAS
39, interest on impaired loans should be recognised in
Income based on the net book value of the loan and the
interest rate that was used to discount the future cash
flows for the purpose of measuring the recoverable
amount. However, In accordance with guidelines Issued
by the Bank’s regulator. the CBB, Interest on past due
loans s only to be recognised in Income on a cash basis
In view of the Group's high provisioning coverage for
impaired loans, the difference between the two bases of
accounting Is not material

Other Asset Categories

Cash and other liquid assets, amounting to US$1,043 9
million at the 2010 year end, are anatysed in note 5 to
the consolidated financia! statements. They principally
comprised cash and balances with banks,and certificates
of deposits held for liquidity management purposes

Placements totalled US$3,576 3 million at the 2010 year
end and were well diversified by geography as illustrated
In note 27 to the consolidated financial statements
Placements were largely with GCC and European bank

WELCOMING THE FUTURE

counterparties, representing the Group's two principal
operating locatdons Placements represented 23 per
cent of total assets at the 2010 year end A high level
of placements was being maintained in the prevailing
uncertain and volatile market environment.

Trading securites at US$797 millon comprised
Investments in managed funds, providing exposure
to emerging market government-related debt and
alternative [nvestments During 2010, the Bank's
investments in hedge funds were reduced from
US$50 million at the end of 2009 to US$5 million at
the 2010 year end The Bank Is continuing to reduce
its investments in hedge funds with che intendon of
fully exiting the investments at the earliest possible

opportunicy

Risk Asset and Commitment Exposure

Risk asset and commitment exposure at 3 Ist December
2010 amounted to US$17,427 7 milion Rusk assets
and commitments comprise all assets included in the
batance sheet (with the exception of ather assets) and
credit-related conungent ftems. As referred to earlier,
an analysis of risk asset and commitment exposure by
category and geography is contained in note 27 to the
consolidated financlal statements As is evident from
this note, US$11.589 7 million or &7 per cent of total
risk assets and commitments represented exposure to
counterparties and entities located in the GCC states

Risk asset and commitment exposure

LSS millions %
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The remaining risk asset exposure largely represented
short term placements with major European banks An
analysis of derivative and foreign exchange products is
set out in note 30 while a further analysis of credit-
related contngent items together with their risk-
weighted equivalents is contained in note 31

FUNDING

Bank and customer deposits at 31st December 2010
totalled US$8,7036 milion Customer deposits
amounted to US$6,479 2 milllon ac the 2010 year end,
representing 74 per cent of total deposits A lower
funding requirement resuling frem the deleveraging
inltiatives implemented during 2009 and 2010, including
the sale of non-core investment securities and a
reduction In the loan portfolio, as well as proactive
acdons to reduce undue depositor concentrations
contributed to a significant reduction in the Bank's
funding requirements and a resultant decrease In both
customer and bank deposits Bank deposits at 3lst
December 2010 amounted to US$2.2244 million,
representing only 26 per cent of total depesits

Total deposits are analysed by geography in note 12
to the consolidated financial statements US$6,74% 6
million or 78 per cent of towl deposits were derived
from counterpardes in GCC countries. Deposits
derived from non-MENA countries, principally Europe,
amounted to US$1,299 2 million or only |5 per cent of
total deposies This compares to placements with non-
GCC counterparties of LU5$3.355 5 million The Group
is therefore a net placer of funds in the international
interbank market, and accordingly has no net reliance
on the international interbank market.

“The Group’s cost-to-income ratio,
excluding the exceptional strategy-
related expenses, was 44 per cent
in 2010, a highly efficient ratio In
comparison with peer banks.”

Securides sold under agreements to repurchase (repos)
were LJS$945 5 million at 3st December 2010 The
Bank udlises its high qualicy and highly rated investment
securities to raise funding on a collateralised basis where
effective from a cost and tenor perspective, as well as
constantly validates Its ability to repo the securitles as
part of the Group's liquidity contingency plans

Deposits - geographical profile

US$ millions %

Total 87036 00O

Senior term financing at 31st December 2010 totalled
US$3,176 & millon New senior term finance of
US$1,033 3 million was ralsed during 2010, including a
groundbreaking SAR 3 § billon 5 year bond Issue The
new term finance was raised in advance of maturities
in 2010, amountng in total to US$B64 & million
US$2.816 & million, or well over three quarters, of the
Group's senfor term financing is not due to mature untll
2012 Further commentary on liquidity 2nd funding is
provided in the Basel 2 Pillar 3 report.
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SOUND GOVERNANCE

GIB was established in the Kingdom of Bahrain by
Amir Decree law No 30 of 1975 and pursuant to an
Agreement of Esmblishment to which the Governments
of Bahrain, Kuwait, Oman, Qartar, Saudi Arabia, and
the Uniced Arab Emirates were signatories Pursuant
to GI8's Agreement of Eswablishment and GIBS
Articles of Assoclation (collectively, the Constitutional
Documents), the Consttutional Documents shall take
effect even if they conflict with the laws of the Kingdom
of Bahrain

GIB has long recognised the imporance of sound
corporate governance as a critical factor in attaining
faimess for all stakeholders, and achleving organisational
integrity and efficlency Since 2003, GIB has published
a statement on corporate governance in its Annual
Report The Board of Directors and management
are fully committed to complyng with established
corporate governance and compliance global best
practice, to ensuring that GIB remains at the forefront
of corporate governance in the Kingdom of 8azhrain
and wherever it operates, and to formally entrenching
a cutture of professional corporate governance in the
framework of the organisation.

As an internadonal financial instituuon, GIB also
complies with the requirements of the regulatory and
supervisory authoritles in the various |urisdictions
where It operates

During 2010, GIB continued to strengthen ks corporate
governance framework with pardcular emphasis on
increasing the awareness and understanding of directors,
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management and staff on this important topic

This reflects the Bank's commitment to enhancing
corporate govermance, financlal transparency and
fairness in the disclosure of financial information for
the benefit of all users of that information, including
regulators, customers, counterparties, rating agencies
and other stakeholders

“The Bank's website also provides
access to GIB’s Annual Reports, and
all the information contained in these
reports is therefore accessible globally
Thatinformation includes management
discussion on the business activities
of the Bank, as well as discussion and
analysis of the financial statements and
risk management.”

DEVELOPMENTS IN 2010

In 2010, GIB undertook the following measures to
enhance lts Corporate GGovernance practices

The new Corporate Governance Code of the Kingdom
of Bahrain, issued by the Ministry of Industry and




Commerce in March 2010, was reviewed in order to
determine its Impact on GIB.

In October 2040, when the CBB Integrazed these new
requirements within Its Rulebook, GIB undertook a
major review of the new requirements to assess the
impact on GIB's existing practices

In November 2010, GIB undertook a detailed review of
the Bank’s corporate documents (including Mandates of
the Board of Directors and Board Committees) In order
to align them with the new Corporate Governance
requirements to the extent the new requirements do
not conflict with GIB's Constitutional Documents

In December 2010, G!B submitted its Assessment
& Action Plan in relaton to the new Corporate
Governance requirements to the CBB

SHAREHOLDERS
The current shareholding structure of GI8 is as follows
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ORGANISATION

The Bank has a corporats governance structure in place
that segregates funcdons and responsibilities, reflecting
the necessary dwision of roles and responsibllides
between the Board of Directors and management.

* There is an effective 2nd appropriately constituted
Board of Directors responsible for the stewardship
of the Bank and the supervision of the Bank's
business, which recelves from management such
information zs is required to property fulfill its duties
and the duties of the committees that asskst it, and
which delegates to management the authority and

responsibility for managing the day-to-day business
of the Bank,

¢ There is an effective and appropriately organised
management structure responsible for the day-to-
day management of the Bank and the imptementation
of Board-approved strategy, policies and internal
controls

*  There ls a clear division of roles and responsibilities
between the Board of Directors and management,
and between the Chalrman and the Chief Executive
Officer (CEQ)

* There are defined and documented mandates and

responsibilicdes (as well as delegated authorities,
where applicable) for

*  The Board of Directers
®* The Chairman of the Board
* The Board Committees

23

GI1B ANNUAL REPORT 2010




24

* The CEO

*  The Management Committees

The Bank's corporate pgovernance structure and
organisation chart is set out on page 114 of this Annual
Report.

BOARD OF DIRECTORS

In accordance with the Bank's Ardcles of Assoclation,
directors are appointed by the Bank's shareholders

The Board comprises seven non-executive directors,
incleding the Chairman and Vice-Chairman, who
together bring a wide range of skills and experience to
the Board Their biographies are set out on page 115 of
this Annual Report,

independence of Directors

The Bank has in place Board-approved detalled criteria
to determine whether a director should be classified as
independent or non-independent Such criteria setouta
number of factors which would prevent a director from
being classified as independent Directors prevented
from being classified as independent by the criteria are
aucomatically classified as being non-independent, and
all other directors are autornatically classified as being
independent. As at 3lst December 2010, only two
directors of the Bank are classified as non-independent
in accordance with the approved criteria, and all the
other directors of the Bank are classified as independent
(se¢ table on page 25)

“As an international financial insticution,
GIB also complies with the requirements
of the regulatory and supervisory
authorities in the various jurisdictions
where it operates.”

Board Responsibilities

The Board is responsible for the strategic direction
of the Bank, maintining an appropriate organisation
structure, approving major policies, monitoring business
performance, operations and the integrity of interna
controls, nurturing proper and ethical behaviour,
providing appropriate oversight, and conducung
corporate governance In a transparent manner

The Board performs its responsibilities as a supervisory
board while delegating to the Bank's management the
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responsibllity for the day-to-day management of the
Bank within policies, guidelines and parameters set by
the Board

“A proactive structure of officers i1s in
place to ensure group-wide compliance
with AML/CFT procedures, and the
timely update of the same to reflect the
changes In regulatory requirements”

tn fulfillment of the requirements of the corporate
governance rules of the CBB, letters of appointment are
issued to newly-elected directors

*  First, reminding them that directors are responsible
for contnbuting to the oversight of the Bank's affairs
with professionalism and Integrity, with the 2im of
achieving the strategic and financial objectives
adopted by che Board,

*  Second, pointing our that a key responsibility of
the Board is to fill the gap between stzkeholders
(shareholders, creditors, employees, depositors,
investment account holders, etc} to whom
the Board owes a duty of care, and executive
management, by menitoring management closely on
behalf of stakeholders, and

*  Third, drawing attention to the fact that a detalled
description of directors' responsibllities Is outlined
in the Mandate of the Board and in the Mandate of
Directors, as adopted by the Board, and that these
responsibilities are to be carried out in line with the
standards of the Code of Conduct adopted by the
Board

In preparation for Board and committee meeungs, the
directors receive in a timely manner regular reports
and all other information required for such meetings,
supplemented by any addidonal information specifically
requested by the directors from tme to tme Fhe
directors also receive monthly financial reports and
other regular management reports that enable them
to evaluate the Bank's and management’s performance
against agreed objectives As prescribed in the Bank’s
Articles of Associatlon, the Board plans at least four
meetings per year, with further meetings to occur at the
discretion of the Board.

The detalls of Board membership and directors’
attendance during 2010 are set out in the following table




DIRECTORS’ ATTENDANCE JANUARY TO DECEMBER 20190

i

HR &
) Executive  Audit
Board Committee Committee Committes
Board Members Meetings Mestings Meetings Meeatings
HE Mr ammaz 1 (8) 1 (6)*
Abdullah Al-Suhaimi
Charman
Mr Mansour Saleh 6 (6) 6 (8) 2 (3
Al Maiman
Vice Chairman
HE Dr Harmad 6 (6) (8
Sufaiman Al-Baral
Dr Abdullah Hassan 6 (6) 6(6)* 2D
Al-Abdul-Gader
Mr Sukiman Abdullah 6 (6) 6 (6)
Al-Hamdan
Mr Abdulla & (6) 6 (5)
Mohammed Al Zamil
Mr Khaled Saleh 6 (6) 6(6) 2(2)
Al-Mudaifer
* Committes Chalrman

Compensation Risk Policy
Committee
Meetings

I3)*

T

313

Executive! independent/

MNon- Non- '
Executive lridependant
Non- Independent
Executive

MNon- Non-

Executive  independent
Non- Non-

Executive  Independent ‘
MNen- Independent
Executive

Non- Independent
Executive

Non- Independent
Executive

Non- Independent
Executtve

{in 2010, che Chairman was on leave of absence for medical reasons, albeit continuously engaged with other Board
members and with management. When required duning his absence, his role as Chairman was delegated to the Vice-
Chairman) Figures in brackets indicate maxamum number of meeungs during the period of membership. i

BOARD COMMITTEES

The Committees of the Board of Directors derive their authorities and powers from the Board Detalls of committee
members’ attendance are bisted in the table above

[aoa.rd Committees

Executive Commitree

Audit Committee
HR & Compensation Committee

Risk Pelicy Commitres

Member Name

Mr Jammaz Abdullah Al-Suhaiml
Mr Mansour Saleh Al Maiman

Dr Hamad Suluman Al-Bazas

Mr Sulaiman Abdultah Al-Hamdan

Dr Abdullah Hassan Al-Abdul-Gader
Mr Abdulla Mohammed Al Zamil
Mr Khaled Saleh Al-Mudaifer

Mr Mansour Saleh Al Maiman
Dr Abdullah Hassan Al-Abdul-Gader
Mr Khaled Saleh Al-Mudaifer

Dr Hamad Suliman Ak-Bazai
Mr Abdulla Mohammed Al Zamil
Mr Sulaiman Abduftah Al-Hamdan

7
Member Position |
—d

Chalrman
Member
Member
Member

Chalrman
Member
Member

Chalrman
Member
Member

Chairman
Member
Member

25

GIB ANNUAL REPORT 2010 E




26

CORPORATE

Executive Committee

The mandate of the Execuuve Committee requires it,
among other things, to

*  Assist the Board in formulating the executive poficy
of the Bank and controlling its implementauon

¢ Assist the Board by reviewing, evaluating, and making
recommendations to the Board with regards to
key strategic issues such as mergers, acquisitions,
privatisatdon, or material changes key strategic
objectives or direction.

*  Approve credit limics that exceed the authority
of the CEO subject to the limits approved by the
Board

* Carry out addidonal responsibiliies specifically
mandated to the committee by the Board

*  Exerdse, In circumstances in which it Is impossible
or impractical to convene a meeting of the Board
and subject to applicable law and the Constitutional
Documents, the powers of the Board on matters for
which the Board has not otherwise given specific
direction The Board may, acting unanimously, modify
or amend any decision of the committee

In all cases, the members of the committee must
exercise their business judgement to act in what they
reasonably believe to be in the best interests of the
Bank and its shareholders

Audit Committee

The mandate of the Audic Committee requires it
ameng other things, to

*  Assist the Board in fulfilling its statutory and
fiduciary responsibilities with respect to internal
controls, accounung policies, auditing and financial
reporting practices

*  Assist the Board In its oversight of (i) the integnty
and reporting of the Bank's quarterly and annual
financial statements, {n) compliance with legal and
regulatory requirements, 2nd () the independence
and performance of the Bank's internal and external
auditors

* Review the activiles and performance of the
internal audit functon.

The mandate of the Audit Committee provides further
partculars on financial reporting processes, process
improvements, as well zs additional ethical and legal
compliance overview responsibllides The Group Chief
Auditor reports functionally to the Audit Committse,
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and administratively to the CEO

“The Board has adopted a comphance
framework that reflects the principles
for promoting sound compliance
practices at GIB, which demonstrates
the Bank’s adherence to apphcable
legal and regulatory requirements and
to high professional standards”

Human Resources & Compensation Committee

The mandate of the Human Resources & Compensation
Committee requires it, among other things, to

*  Assist the Board in fulfilling its responsibilities for
the Bank’s human resources and remuneration

policies.

* Review the Bank's human resources and
compensation policy proposals, and makes the
necessary recommendations in that regard for
approval by the Board

* Ensure that the Bank’s remuneradon levels remain
competitive for the Bank to continue to awract,
retain and motivate competent staff to achieve the
strategy and objectives of the Bank.

* Review the Bank’s succession plan report for
submission to the regulators

Risk Policy Committee

The mandate of the Risk Policy Committee requires it,
among other things, to

* Assist the Board in fulfilling ks oversight
responsibilities with respect to setting the Bank’s
overall risk appetite, parameters and fimits within
which it conducts lts activides

* Ensure that the Bank has an effecdve risk
management framework in place and that all risk
controls operating throughout the Bank are In
accordance with regulatory requirements and best
practice standards for management of risks in banks

* Ensure that realistic policles in respect of
management of all significant risks are drafted and
approved appropriately




* Review the Bank’s risk profile and significant risk
positions

* Approve with management the overall credit risk
palicy limits

*  Recelve, review, challenge and recommend for
approval,by the fufl Board.any proposed amendments
to tha overall risk appetite for the Bank

* Ensure that roles and responsibilites for rnisk
management are clearly defined, and that they
remain independent of business development.

* Ensure that, on a umely basis, management informs
the committee of al! significant risk arising and that
it Is comforuable with management's responses and
action taken to address such findings

* Ensure that management reports significant
excesses and exceptions, as and when they arlse, to
the commuttee for informadon 2nd review

¢ Monitor whether management maintains a culture
that rewards the recognition, communication and
management of risks

“The Bank has a corporate governance
structure In place that segregates
functions and responsibilities, reflecting
the necessary division of roles and
responsibilities between the Board of
Directors and management”

MANAGEMENT

The senior management team, which is responsible for
the day-to-day management of the Bank entrusted to it
by the Board, is headed by the CEQ, who is assisted by
the Managing Director-Chlef Financial Officer, the Head
of Treasury, the Managing Director-Chief Risk Officer,
the Managing Director-Merchant Banking, the Chief
Human Resources Officer, and the Chief Operations
Officer The biographies of the Managing Dlirectors are
sez out on page | |6 of this Annual Report.

Seven committees assist the CEO in the management
of the Bank

* Management Committee

¢  Group Risk Committee

*  Assets and Liabiidies Committee (ALCO)

* Human Resources Committee

* Information Technology Steering Committee
* Information Security Management Committee

¢  Operational Risk Commiteee

“In December 2010, GIB submitted its
Assessment & Action Plan in relation
to the new Corporate Governance

requirements to the CBB.”

These committees derive their authorues from the
CEQ, based on the authorities and limits delegated by
the Board of Directors

In fulfilling ks principal responsibility for the day-to-day
management of the Bank, the senior management team
is required to implement Board-approved policies and
effective controls, within the strategy and objectives set
by the Board

Letters of appointment are Issued to members of the
senior management team setting out their specific
responsibilities and accountabilities that include assisting
with and contributing to the following:

*  Formulation of the Bank’s strategic objectives and
direction

* Formulation of the Bank’s annual budget and
business plan

* Ensuring that high-level policies are in place for all
areas and that such policles are fully applied

*  Setting and managing of risk/return targets in line
with the Bank’s overal! risk appetite

* Determining the Banks overall risk based
performance measurement standards

* Reviewing business units’ performance and initiadng
appropriate action

* Ensuring that the Bank operates to the highest
ethical standards, and complies with both the letter
and spirit of the law, applicable regulations and
codes of conduct,

* Ensuring that the Bank is an exemplar of good
business practice and customer service
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Their attention is also drawn to the fact that these
obligations are in addition to their specific functional
responsibilities and objectives, and those set out in the
Bank’s Corporate Policy Manual

STAFF COMPENSATION

In ine with industry best practice, and in consultadon
with external independent remuneration consultants,
GIB has established a comprehensive staff compensation
policy based on total compensation

The scheme consises of the following for all staff except
the CEQ-

* A ficed component representng basic pay
allowances and benefits, which are reviewed and
compared annually with market levels, based on
an Independent market survey and adjusted as
appropriate

* A varlable component representing a performance-
related award linked to the performance of the
Bank, the contribution of the relevant unit and the
individual’s personal performance The scheme is
based on defined quantitative as well as qualitative
measures

* Based on established criteria, the performance
bonus of the Managing Directors Is recommended
by the CEQ for review and endorsement by
the Boards Human Resources & Compensadon
Committee, subject to Board approval

“In October 2010, when the CBB
integrated these new requirements
within 1ts Rulebook, GIB undertook a
major review of the new requirements
to assess the impact on GIB’s existing
practices.”

CEO COMPENSATION

*  The CEO Is appointed by the Board of Directors
for a term of three years Renewal is considered
prior to the explration of each term

* The fixed compensation components are
negotated and determined at tme of renewal,
with assistance and input from independent external
compensation evaluaton experts

*  Theperformance bonus of the CEQ Is recommended
28
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by the Board's Human Resources & Compensadon
Committee, and approved by the Board based on
the estabished scheme mechanism approved by
the Board

BOARD OF DIRECTORS COMPENSATION

To assist with establishing the appropriate structure and
leve! of compensation, independent external consultants
are involved to advise on market practice and provide
suggestions Generafly, the compensation is linked to
actual actendance of meetings

The structure and level of the compensaton for the
members of the Board of Directors are approved by the
AGM and consist of the following:

s Attendance fees payable to members attending
different Board-related committees meetings

¢ Allowance to cover travellng, accommodadon
and subsistence, while attending Board and related
commiuees meetings.

s A pre-defined fixed amount representing an anntal
remuyneration fee

STRATEGY & OBJECTIVES

Given the impact of the global financlal crisis and
economic downturn during 2009, the Board appointed
the Boston Consulting Group to assist the Board
and management in developing a new appropriate
business model and a strategy to achieve it This was
approved by the Board of Directors on 23rd July 2010
The new strategy entails the transformadon of GIB
into a pan-GCC universal bank, based on four main
pillars of corporate banking, Investment banking, asset
management and retail barking. The new institution will
benefit from more diversified and scable funding. and
additional revenue streams, thus reducing volatilicy and
minimising the effects of external shocks

A key objective of the Bank’s new business model and
strategy s to provide shareholders by 2015 with an
enhanced return on equity that will be competitive
with the Banks peers On 2lst August 2010, the
Executive Committee appointed Roland Berger
Strategy Consultants to assist management with the
implementation of the new strategy; the initial phase I
targeted for completion by the end of 2011

COMPLIANCE

The Board has adopted a compliance framework
that reflects the principles for promoung sound
compliance practices at GIB, which demonstrates the
Bank’s adherence to applicable legal and regulatory




requirements and to high professional standards The
role of the compliance function is o assist senior
management to ensure that the actvities of GIB and
its saaff are conducted in conformity with applicable
taws and regulations, and generally with sound practices
pertnent to those actvides The Head of Compliance
(Bahrain), who reports directdy to the CEQ, also has
access to the Board of Directors through the Audit
Committee, if required

In ensuring that the tone emanates from the top, the
CEQO issues a yearly message to all of GIB reminding
everyone of the importance of complying with all
laws and regulations applicable to GIB's operations,
good compliance behaviour is rewarded by making it a
mandatory measurement item in staff evaluations

“GIB 1s committed to enhancing
corporate  governance, financial
transparency and fairness in the
disclosure of financial information
for the benefit of all users of that
information, including  regulators,
customers, counterparties, rating
agencies and other stakeholders.”

ANTI-MONEY LAUNDERING

The Bank’s current ant-money laundering and combating
the finandng of terrorism (AML/CFT) procedures and
guldelines in place at GIB conform to che legal and
regulatory requirements of che Kingdom of Bahrain
These legal and regutatory requirements largely reflect
the FATF recommendations on Money Laundering and
speclal recommendations on Terrorist Financing

The GIB AML/CFT procedures and guidelines apply
to all of the Banks offices, branches and subsidiaries,
wherever located. In addition, che GIB endties located
outside Bahrain are subject to the laws and requirements
of the jurisdictions where they operate, and if local
standards differ, the higher standards apply

Systems are In place to ensure that business relatlonships
are commenced with dients whose identity and
activities can reasonably be established to be legitimate,
to collect and record all relevant client information, to
monitor and report, suspicous transactions, to provide
periodic AMUCFT tralning to employees, and to review

with external auditors the effecdveness of the AMLU/
CFT procedures and controls The GIB AMUCFT
procedures prohibic dealing with shell banks

A proactive suructure of officers bs in place to ensure
group-wide compliance with AMUCFT procedures, and
the dmely update of the same to reflecz the changes
In regulatory requirements. This toructure consises of
the Head of Compliance (Bahrain) and Growp Money
Laundering Reporting Officer, MLROs, and Deputy MLROs,

CORPORATE COMMUNICATIONS

The Bank has in place a Corporate Communications
pohicy in lne with the requirements of the Central
Bank of Bahrain, to ensure that the disclosures made
by the Bank are fair, transparent, comprehensive and
tmely, and reflect the character of the Bank and the
nature, complexity and risks inherent in its business
activiles  Main communications channels include an
Annual Report, corporate brochure, newsletter, and
announcements In the appropriate media.

This eransparency is also reflected in the Banks websita
(www.giboniine com) that provides subsantal information
on the Banl, inchuding its profile and miescones, vision,
mission, serategy and objectdves, its Code of Conduct; ks
firancial smatements, and its press releases.

DISCLOSURES

The Bank’s website a'so provides access to GIB's Annual
Reports, and all the information contained in these
reports is therefore accessible globally Thae Information
includes management discussion on the business
activities of the Bank, as well as discussion and analysis
of the financial statements and risk management. The
financia! Informaton refleces che latest international
accounting standards requirements, including the
increased level of disclosure resuling from the
adoption of Intemational Financlal Reporting Standard
No 7 - Financtal Instruments Disclosures, such as the
disclosures on related party transactions in note 35 to
the consolidated financial statements

The Board-approved Disclosure Policy is in accordance
with the requirements of Basel 2 Pillar 3,in compliance
with CBB rules The objective of this policy Is to ensure
transparency in the disclosure of the financial and risk
profiles of the Bank to all Interested parties

CODE OF CONDUCT

The Bank's website also contains the Board-approved
Code of Conduct that contains rules on conduct, ethics
and on avoiding conflicts of interest, applicable to all the
employees and directors of the Bank.
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The Code of Conduct is designed to guide all employees
and directors through best practices to fulfill cheir
responsibiildes and obligatons towards the Bank's
stakeholders (shareholders, clients, seaff, regulators,
suppliers, the public, the host countries in which the
Bank conducts business, etc), in compliance with all
applicable laws and regulations

“The Code of Conduct is designed
to guide all employees and directors
through best practices to fulfill
their responsibilities and obligations
towards the Bank’s stakeholders
(shareholders, clients, staff, regulators,
supphers, the public,the host countries
in which the Bank conducts business,
etc ), 1n compliance with all applcable
laws and regulations”

The Code addresses such issues as upholding the law and
following best practices,acting responsibly, honestly, fairly
and ethically; avoiding conflicts of interest; protecting
Bank property and data, protecting dlient confidenual
informauon and safeguarding the informadon of others,
complying with Inside Informadon rules and with the
prohibition on insider trading preventng money
taundering and terrorism financing: rejecting bribery
and corruption, avolding compromising gifts, as well as
speaking up and ‘whistle-blowing’

Members of staff can also access the Code of Conduct
on the GIB Intranet, where it is available both in English
and Arabic

POLICY ON CONNECTED COUNTERPARTIES

The Board-approved Policy on Connected Counterparties
governs GIBs dealings wich such pardes. The Policy
defines which parties are considered to be connected
with GIB within the criterta set by che CBB, and Imposes
not only the Emintons phced by che CBB but also
addivonal criterta Imposed by GIB. Tha policy sets out
the internal responsibilides for reporting GIB's connected
counterparties exposures to the CBB,and the disclosures
to be made in GIS's financha! statements and Anmnl
Reports, n line with applicable disclosure requirements.
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INDEPENDENT AUDITORS’ REPORT

Repart on the consolidated financlal statements

We have audited the accompanying consolidated financial statements of Gulf International Bank BS C (“the Bank™) and lts subsidiaries
{together the “Group”), which compnse the consolidated statement of financial position as at 315t December 2010, and the consolidated
statements of income, comprehensive income, changes in equity and cash flows for the year then ended, and notes comprising a summary of
significant accounting policies and other explanatary information

Responsibility of the board of directors for the consolidated financial statements

The Board of Directors of the Bank is responsible for the preparation and falr presentation of these consolidated financial statements in
accordance with International Financial Reporting Standards, and for such internal control as the board of directors determines is necessary
to enable the preparation of the consolidated financha! s@tements that are free from material misstatement, whether due to fraud or error

Auditers’ responsibility

Our responsibllity Is to express an opinion on these consolidated financial statements based on aur audit We conducted our audk in
accordance with International Standards on Auditing. Those standards require that we comply with ethical requirements and plan and perform
the audit to obtain reasonable assurance about whether the consolidated financhl statements are free from material misstatement

An audit involves performing procedures to obtain audit evidence about the amounts and disctosures in the consolidated financlal statements
The procedures selected depend an our judgment, including the assessment of the risks of material misstatament of the consolidated financial
statements, whether due to fraud or error In making thase risk assessments we consider incermal control relevant to the entity’s preparation
and fair presentauon of the consolidated financh) satements in order to design audit procedures that are appropriate in the circumstances,
but not for the purpose of expressing an opinion on the effectiveness of the endty's internal control An audlt also includes evaluating the
appropriateness of accounting policies used and the reasonableness of accounting estmates made by management, as well as evaluating the
overall presentation of the consolldated financial scatements

We belleva that the audit evidence we have obained Is sufficient and appropriate to provide 3 basis for our audit opinien

Opinion

In our opinion, the consolidated financial statements present fairty, in all material respects, the consolidated financial positon of the Group
as at 3 Ist December 2010, and Its consolidated financial performance and its consolidated cash flows for the year then ended in accordance
with International Financta! Reporting Standards

Report on other regulatory requirements

As required by the Bahrain Commercial Companies Law and the Central Bank of Bahrain Law, we repart that the Bank has maintained proper
accounting records and the consofidated financial staternents are in agreement therewith,. the financhal information contained in the chairman's
statement Is consistent with the consolidated financial statements, we are not aware of any violatlons of the Bahrain Commerctal Companies
Law, the Central Bank of Bahratn Law, the terms of the Bank’s license or the terms of the Bank's memarandum and articles of association
having occurred during the year that might have had a material adverse effect on the business of the Bank or on I financlal position, and
satisfactory explanations and Information have been provided to us by the management In response to all our requests

o

KPMG

Public Accountants

Manama, Kingdom of Bahrain
1 2ch February 2011
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ASSETS
Cash and other hquid assets
Placements

Trading securides
Investment securities
Loans and advances
Other assets

Total assets

LIABILITIES

Deposits from banks

Deposits from customers

Securides sold under agreements to repurchase
Other liabllities

Senior term financing

Subordinated term financing

Tota! Nabllitles

EQUITY
Share capita

Reserves

Retained earnings

Tota! equity

Total llabllitles & equity

At 3l 12.10 At3t 1209
US$ millions LSS millions
1,043.9 5082
35743 4,101
T79.7 502
30678 20181
75101 9,298 |
249.9 232.0
15,527 7 162077
2,224 4 15542
6,479.2 74953
945 5 5650
27130 949
3,176 6 3,007 ¢
511.0 5110
13,609.7 14,4203
2,5000 21,5000
2887 2301
(670.7) (950 7)
1,918 0 1,779 4
15,5217 16,2077

The consolidated financial statements were approved by the Board of Directors on 12th February 2011 and signed on its behalf by*-

Jammaz bin Abdullah Al-Suhaiml
Chairman

Mansour bin Saleh Al Maiman
Vice Chalrman

Yahya bin Abdultah Atyahya
Chief Executive Officer

The notes on pages 38 to 80 form an Integral part of these consolidated financlal statements
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CONSOLIDATED STATEMENT
JF 1\

Interest income
Interest expense

Net Interest Income

Fee and commission income
Net trading Income
Other Income

Total income

Staff expenses

Premises expenses

Other operating expenses
Total operating expenses

Net Income before provisions and tax

Provisions for investment securites
Provisions for loans and advances
Net income { (loss) before tax
Taxation charge on overseas activities
Net income / (loss)

Eornings per shore

Jammaz bin Abdullah Al-Suhaimi
Chalrman

Note
20
20

21
2
23

24

37

Mansour bin Saleh Al Maiman
Vice Chalrman

Year ended Year ended
31.12.10 311209
US$ millions USS millions
172.4 4628
1162 2563
1562 2065
422 407
127 202
127 106
223.8 1860
614 771
10.0 123
419 333
113.3 122.8
110.5 1632
5.0 480
(9.0) (3517
106 5 (1505)
én (2.1}
100.4 (152.6)
US$0 04 (LSS0 08)
Yahya bin Abdullah Alyahya
Chief Executive Officer

The notes on pages 38 to B0 form an integral part of these consohdated financial statements
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Net Income / (loss)

Other comprehenstve income
Cash flow hedges -
- net fair value gains
- net amount transferred to the consolidated statement of income
Avallable-for-sale securities -
« net falr value gains
- net amount transferred to the consolidated statement of income
Total other comprehensive income

Total comprehensive Income

The notes on pages 38 to BO form an integral part of these consolidated financial statements

Year ended Year ended
31210 311209
US$ millions USS millions
100.4 (152 6)

0.9 99

7N (60)

336 26

44 -
382 65
138 6 (146 1)
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|

At Ist January 2009
Net loss for the year

Other comprehensive income -
- Cash flow hedges
net fair value gains
- Available-for-sale securities
net fair vatue gains
Transfers in the year -
- Transfers to consolidated statement of incomne
Toral other comprehensive income

Total comprehensive incormne
At 315t December 2009

Net income for the year

Other comprehenstve income -
- Cash flow hedges

net fair value gains
- Awaflable-for-sale securitles

net falr value galns
Transfers in the year -
- Transfers to consolidated stazement of income
Total other comprehensive income
Total comprehensive income
Transfers from retained earnings
At 315t December 2010

Share Retalned
capital Reserves earnings Total
USS millions US$ mililons US$ millions US$ millions
2,5000 223 6 (798.1) 1,925.5
- - {152.6) (1526)
- 99 - 99
- 26 - 6
- {60) - 60)
. 65 - 65
- 65 (152 6) (146 1)
2,500.0 2301 (950 7) 1,779.4
- - 100 4 1004
. 09 - 09
- 86 - 386
. (13) . (13)
. 382 - 382
- 382 100 4 1386
- 204 (20 4) -
2,500.0 2887 (870 7) 1,9180

The notes on pages 38 to 80 form an Integrat pare of these consolidated financlal statements
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CONSOLIDATED STATEMENT
! ‘ DV

Year ended Year ended
31010 311209
US$ milllons USS millons
OPERATING ACTIVITIES
Nez income / (loss) after tax 100.4 (152 6)
Adjustments to reconcile net income / {loss) to net cash inflow
from operating actvitles
Provisions for investment securities (50) (430)
Provisions for loans and advances 90 3617
Realised profits on investment securities 59 (12)
Amortisadon of investment securities 77 03
{increase} / decrease in accrued interest recetvable (193) 1776
Increase / (decrease} in accrued interest payable 88 {143 5)
Net increase In other net assets (1%.3) {403)
Net (increase) / decrease in trading securities (1% 5) 1569
Net cash Inflow from operating activites 4.9 3109
INVESTING ACTIVITIES
Net decrease / (increase) in placements 524.8 637)
Decrease in due from shareholders - 48320
Net decreass in loans and advances 1,779.0 33124
Purchase of investment securities (1,800.9) 77
Sale and maturity of invesument securities 782.6 3492
Net cash inflow from Investing activities 1,255.% 83022
FINANCING ACTIVITIES
Net decrease In deposits from banks {329 9) (8317}
Net decrease in deposits from customers (1,0161) (7.5138)
Net Increase / (decrease) in securities sold under 380s (679 8)
agreements to repurchase
Net increase in senior term financing 1687 5764
Decrease in subordinated term financing - (3% 0)
Net cash outflow from financing activities {198.7) (8,487 %)
Increase In cash and cash equivalents 5357 2052
Cash and cash equivalents at Ist January 5082 3030
Cash and cash equivalents at 3[st December 1,043 9 5082

The notes on pages 38 to B0 form an intagral part of these consolidated financial statements
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for the year ended 3 |st December 2010

21

212

23

24

a)

INCORPORATION AND REGISTRATION

The parent company of the Group (the Group), Gulf International Bank BSC (the Bank), is a Bahraini Shareholding Company
incorporated In the Kingdom of Bahraln by Amirl Decree Law No 30 dated 24th November 1975 and is reglstered as a conventional
wholesale bank with the Central Bank of Bahrain The registered office of the Bank is located at Al-Dowall Building. 3 Palace Avenue,
Manama, Kingdom of Bahrain

The Group ks principally engaged In the provision of whalesale commercial and Investment banking services The Group operates
through subsidiarles, branch offices and representative offices located in six countries worldwide The total number of staff employed by
the Group at the end of the financlal year was 440

ACCOUNTING POLICIES

The principal accounting policies adopted in the preparation of the consolidated financial statements are set out below -

Basis of preparation

The consolidated financiat statements have been prepared In accordance with International Financial Reporting Standards and
in conformity with the Bahrain Commercial Companies Law and the Central Bank of Bahrain and Financhal Institutions Law The
consolidated financhal statements have been prepared under the historical cost convention as modified by the revaluadion of trading
securities, avaitable-for-sale securlties and dertvative financlal Instruments as exphined in more detall in the following accounting policies
Recognised assets and liabilities that are hedged by derivative financial instruments are also stated at fair value in respsct of the risk that
is being hedged The accountng policies have been consistendy applied by the Bank and its subsidiaries and are consistent with those of
the previous year

Consalidation principles

The consolidated financial statements include the accounts of Gulf International Bank B'S € and its subsidiaries Subsidiary undertakings
are companies and other entities, including special purpose entities, in which the Bank holds, directly or indirecdy. more than one half
of the votlng rights, or otherwise has the power to exercise effective control over the financial and operating policies of the entity All
Intarcompany balances and transactions, including unrealised gains and losses on transactons between Group companies, have been
eliminated

Forelgn currencies

ltems included In the consolidated financial statements of the Bank and its principal subsidiaries are measured based on the currency of
the primary environment in which the encity operatas (the functiona! currency) The consolidated financial statements are presented in
US Dollars, representing the Bank's functional and presentation currency Transactons in foreign currencles are converted to US Dollars
at the rate of exchange prevailing at the date of the transaction Monetary assets and liablities denominated in foreign currencies are
transhated Into US Dollars at market rates of exchange prevalling at the batance sheet date Realised and unrealised forelgn exchange
gains and losses are included in trading income

Financial assets and liabilities

Financlal assets and liabilitles comprise all assets and liabilities reflected In the statement of financial position, atthaugh excluding
Investments in subsidiaries, assoclated companies and joint ventures, employee benefit plans, property and equipment, deferred taxation
and raxation payable

Initial recognition and measurement
Financlal assecs are classifiad at inception into one of the following three categories -

*  held-for-trading
+ loans and recetvables
* available-for-sale financial assets

Financlal assets, other than those held-for-trading, are initially recognised at fair value, Including transaction costs thac are directly
attributable to the acquisition of the financial asset.

Financial labilities are initially recognised at fair value, representing the proceeds received net of premiums, discounts and transacdon
costs that are directly attributable to the financial libilicy
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9

ACCOUNTING POLICIES {continued)

Financial assets and fHabilities {(continued)

Initial recognition and measurement (continued)

All regular way purchases and sales of financial assets and Habilities held-for-trading are recognised on the trade date, ie the date
on which the Group commits to purchase or sell the financial asset or labllicy All regutar way purchases and sales of other financial
assets and habilities are recognised on the settlement date, t & the date on which the asset or lability is recelved from or delivered to
the counterparty Regular way purchases or sales are purchases or sales of financial 2ssets that require delivery within the tme frame
generally esmblished by regulation or convention in the market place

Subsequent measurement
Subsequent to injthal measurement, financlal assets and liabilities 2re measured at either falr value or amortised cost, depending on their
classification -

Held-for-trading
Held-for-trading financial assets and liabilities are assets or llabllides acquired or incurred for the purpose of generating a profit from
short-term fluctuations in price or are included in a portfolio in which a pattern of short-term profit aking exists

Held-for-trading financial assets and liabilities are measured at fair value The fair value for financlal assets and labilites traded in active
markets is based on quotad prices, Including quotations obtained from lead managers, brokers and dealers The bid price is used to
measure flnancial assets and the offer price is used to measura financial lizbilitles Mid-market prices are used to measure fair value only
to the extent chat the Group has financial assets and labllicies with offsetting risk positions.

Realised and unrealised gains and losses, interest earned or incurred, and dividends received on held-fortrading financial assets and
Habilitles are Included in trading Income

Loans and receivables
Loans and receivables are non-dertvative financial assets with fixed or detarminable payments that are not quoted In an actve markat,
other than those chssified as held-for.urading The majority of the Group's loans and receivables are included in the loans and advances

category

Financlal assets clssified as lcans and receivables are stated at amortised cost using the effective interest rate method as described in
note 2.7(a), less provision for impairment, with interest revenue recognised in the consolidated statement of Income

Available-for-sale finoncial assets

Avallable-for-gafe financial assets are assets which are intended to be held for an indefinite period of time and may be sold in response
to needs for liquidity, changes In interest rates, or concerns with respect to credit deterloration Avallable-for-sale financial assets are
measured at fair value The fair value for available-for-sale financial assets In active markets is based on quoted prices, including quotations
obtained from lead managers, brokers and dealers The fair value for available-for-sale financial assets in inactive markecs is determined
using appropriate valuation techniques Valuation techniques include comparison to similar instruments for which there are observable
prices, and discounted cash flow techniques Unquoted and illiquid equity investments for which fair values cannot be reflably measured
are stated at cost less provision for impairment.

Unreafised gains and losses arising from changes in the fair values of avallable-forsale financia! assets are recognised in other
comprehensive Income The cumulative fair value adjustments on available-for-sale financial assets which are 1old or otherwise disposed
or become impaired, and which had previcusly been recognised In other comprehensive income are transferred to the consolidated
statement of income

Non-trading financial liabilties
All financhal ltabilites, other than those designated as heldfor-trading, are classified as non-trading financial liabililes and are measured
at amortised cost using the effective interest rate method as described in note 2.7{a}

Derecognition of financial assets and liabilities

Financial assets are derecognised and removed from the consolidated statement of financlal patition when the right to receive cash
flows from the assets has expired, the Group has transferred i contractual right to recetve the cash flows from the assess, and
substantially all the risks and rewards of ownership, or where control Is not retained Financlal liabllizies are derecognised and removed
from the consclidated statement of financial position when the obligation ks discharged, cancetled, or expires
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246

ACCOUNTING POLICIES (continued)

Impairment of financial assets

A provision for impairment is established where there is objective evidence that the Group will not callect all amounts due, including
both principal and interest, in accordance with the contractual terms of the credic facdiy Objective evidence that a financial asset is
impaired may Include a breach of contract, such as default or definquency in interest or principal payments, the grantdng of a concession
that. for economic or legal reasons refating to the borrower’s financial difficulties, that would nat otherwise be considered, indications
that it is probable that the borrower will enter bankruptey or other financial reorganisation, the disappearance of an active market, or
other cbservable data refating to a group of assets such as adverse changes in the payment status of borrowers or issuers in the group,
or economic condiions that correlate with defaults In the group. For equity securities chssified as available-for-sale, a significant or
prolonged decline in fair value below cost is considered in determining whether a securicy i3 Impaired Where such evidence exists, the
cumulative net loss that has been previously recognised In other comprehensive income Is wransferred to the consolidated statement
of Income The amount of the cumulatrve loss that is removed from other comprehensive income and recognised in the consclidated
statement of income Is the difference between the acquisition cost and current fair value, less any impairment loss on that securicy
previously recognised In the consolidated statement of income

With the exception of provisions for the impalrment of available-for-sale financhl assets, provisions for tmpairment are determined
based on the difference between the net carrying amount and the recoverable amount of the financial asset. The recoverable amount is
measured as the present vatue of expected future cash flows, including amounts recoverable from guarantees and collateral, discounted
based on the interest rate at the inception of the credic facility or; for debt instruments remeasured to fair value, at the current market
rate of Interest for a similar financial asset. Provisions for the impairment of available-for-sale financial assets are determined based on
the difference becween the acquisition cost, net of principal repayments and amartisation adjustments, and che fair value of the financial
asset, less any mpalrment loss previously recognised in the consolidated statement of income Cumutative losses previously recognised
in other comprehensive ir are reclasufied from the available-for-sale securities revaluation reserve In equity to the consolidated
statement of income

Provisions for impairment are also measured and recognised on a coflective batis in respect of impairments that exist at the batance
sheet date but which will only be Indvidually identified in the future Future cash flows for financial assets that are collectively assessed
for impairment are estimated based on contractual cash flows and historical loss experiences for assets with similar credit risk
characterisucs Historical loss experience Is adjusted, based on current observable data, to reflect the effects of current conditions that
did not affect the penod on which the historical loss experience Is based

Provisions for impairment are recognised In the consolidated statement of income and are reflected in an allowance account against
loans and advances and investment securides

Financlal assets are wricten off after all restructuring and collection activities have taken ptace and the possibility of further recovery ts
considered to be remote Subsequent recoverles are included in other income

With the exception of provisions for the impairment of available-for-sale equity Investments, provisions for impalrment are released and
transferved to the consolidated statement of income where a subsequent increase in the recoverable amount is refated objectively to
an event occurring after the provision for impairment was established Impairment provisions for avallable-for-sale equity investments
are only released and transferred to the consolidated satement of income on the redemption or sale of the investment.

Financlal assets which have been renegothated are no longer considered to be past due and are replaced on performing status when
all principal and interest payments are up to date and future payments are reasonably assured Financla! assets subject to individual
impairment assessment and whose terms have been renegotiated, are subject to ongoling review to determine whether they remain
impaired or should be considered past due

Offsetting financial assets and liabilities

Financlal assets and financial liabillties are only offset and the net amount reported in the consolidated statement of financial position
when there is a fegally enforceable right to set off the recognised amounts and there is an intention to settle on a net basis, or to realise
the asset and settle the lhability simultaneously
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ACCOUNTING POLICIES {continued)

Revenue recognition

Interest income and interest expense

Interest income and interest expense for all interest-bearing financlal assets and labllides except those classified as held-for-trading are
recognised using the effactive interest rate method The effective interest rate method is 3 method of calcutating the amortised cost
of a financial asset or Lability and of allocating the interest income or interest expense over the expected ife of the asset or liabllity
The effective interest rate is the rate that exactly discounts estmated future cash flows through the expected life of the financial asser
or liability or, where appropriate a shorter period, to the net carrying amount of the financta! asset or liability The application of the
effective interest rate method has the effect of recognising interest income and interest expense evenly In proportion to the amount
outstanding over the period to maturity or repayment. In calculating the effective interest rate, cash flows are estimated taking into
consideration all congracwal terms of the financial asset or kability but excluding future credit losses Fees, including loan originadon
fees and early redemption fees, are included in the calcutatlon of the effective interest rate to the extent that they are considered to be
an integral part of the effective interest rate

Interest income I3 suspended when either interest or principal on a credit facility is overdue by more than 90 days whereupon all unpald
and accrued interest is reversed from income Interest on non-accrual facilities Is Included in income only when recelved Credit facilicies
are restored to accrual status only after all delinquent interest and principal payments have been brought current and future payments
are reasonably assured

Fees and commissions
Fees and commissions that are integral to the effective interest rate of a financial asset or liability are included in the calculation of the
effective interest rate

Orther fees and commissions are recognised as the related services are performed or received, and are included in fee and commission
income

Net trading income

Trading incoms arises from earnings generated from customer business and market making, and from changes in falr value resuling from
mavements In interest and exchange rates, equity prices and other market variables Changes In fair value and galns and losses arlsing on
the purchase and sale of net trading instruments are included in net trading income, together with the related interest income, interest
expense and dividend income

Duvidend income
Dividend Income Is recognised as follows -

- dividends from equity instruments classified as held-fortrading are recognised when the right to receive the dividend is established
and are included in net trading income

= dividends from equity instruments classified as available-for-sale are recognised when the nght to receive the dividend is established
and are included in ather income

- in the separate financial statements of the Bank, dividends from subsidiaries are recognised when received

Securities financing arrangements

Securities purchased under agreements to resell (reverse repurchase agreements) and securities sold under agreements to repurchase
(repurchase agreements) are treated as collaceralized lending and borrowing transactions and are recorded in the consolidated statement
of financtal position at the amounts the securities were Initially acquired or s0ld Interest earned on reverse repurchase agreements
and interest incurred on repurchase agreaments are included in interest income and interest expense respectively Securities purchased
under agreements to resell are included in cash and other liquid assecs

Premises and equipment

Land is stated at cost. Other premises and equipment are stated at cost less accumulated depreciation The residual values and usefu
tives of premises and equipment are reviewed at each balance sheet date, and adjusted where appropriate Where the carrying amount
of premises or equipment is greater than the estimated recoverable amount, the carrying amount is reduced to the recoverable amount.

Generally, costs assoctated with the maintenance of existing computer software are recognised as an expense when incurred However,
expenditure that enhances and extends the benefits of computer sofoware programs beyond their original specifications and Iives Is
recognised 25 a capital improvement and capitalised as part of the original cost of the safcware
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2

ACCOUNTING POLICIES (continued)

2 10 Other provisions

Other provisions are recognised when the Group has a present legal or constructive obligation as a result of a past event, it is probable
that an outflow of resources embodying economic benefies will be required to settle the obligation, and a reliable estimate can be made
of the 2mount of the obligation

Derlivative financial instruments and hedge accounting
Derivative financial instruments are contracts, the value of which is derived from one or more underlying financial {nstruments or
indices and include futures, forwards, swaps and options in the interest rate, foreign exchange, equity and credit markats

Derivative financial instruments are recognised in the consolidated statement of financial position at fair value Fair values are derived
from prevailing market prices, discounted cash flow models or optlon pricing models as appropriate In the consolidated statement of
financial position, derivative financial instruments with positive fair values (unrealised gains) are included in other assets and derivative
financial instruments with negatve falr values (unrealised losses) are included in ocher liabilities

The changes in the fair values of derivative financial instruments entered into for trading purposes or to hedge other trading positons
are included in net trading income

The recognition of changes in the falr values of derivative financial instruments entered into for hadging purposes Is determined by the
nature of the hedging retationship. For the purpases of hedge accounting, derivative flnancial instruments are designated as a hedge of
either (i) the hir value of a recognised asset or tability (fair value hedge), or (ii) the future cash flows attributable to a recognised asset
or liabllity or a firm commitment (cash flow hedge}

The Group's criteria for a derivative financial instrument to be accounted for as a hedge include -

- the hedging Instrument, the related hedged item, the nature of the risk being hedged, and the risk management cbjective and strategy
must be formally documented at the inception of the hedge.,

- &t must be clearly demonstrated that the hedge is expected to be highly effective in offsetting the changes in fair values or cash flows
attributable to the hedged risk In the hedged item,

- the effectiveness of the hedge must be capable of being reliably measured, and

- the hedge must be assessed on an ongoing basis and determined to have actually been highly effective dhroughout the financia!
reporting period

Changes in the fair values of derivative financial instruments that are designated, and qualify, as fair value hedges and that prove to be
highly effective in relation to the hedged risk, are included in net trading Income together with the corresponding change in the falr
value of the hedged asset or lability that is acznbutable to the risk that is being hedged. Unrealised gans and losses arising on hedged
assets or labilltles which are ateributable to the hedged risk are adjusted against the carrying amounts of the hedged assets or Imbilities
in the consolidated statement of financial position If the hedge no longer meets the criterfa for hedge accounting, any adjustment to the
carrying amount of a hedged interest-bearing financial instrument Is amortsed to income over the remaining perlod to macuricy

Changes in the Rir values of derivative financial instruments that are designated, and qualify, as cash flow hedges and that prove to be
highty effective in relation to the hedged risk, are recognised In other comprehensive income Unrealised gains or losses recognised in
other comprehensive income are transferred to the consolidated statement of income at the same time that the income or expense of
the corresponding hedged Item Is recognised in the consclidated statement of income and are included in the same income or expense
category as the hedged ivem. Unrealised gains or losses on any ineffective portion of cash flow hedging transactions are included In nec
trading income

The interest component of dertvatives that are designated, and qualify. as fair value or cash flow hedges Is included in interest income or
interest expense relating to the hedged ivem over the life of the derivative instrument

Hedge accounting Is discontinued when the derivative hedging instrument either expires or b sold, terminated or exercised, or no
longer qualifies for hedge accounting Gains and losses arising on the termination of derivatives designated as cash flow hedges are
recognised In inzerest income or interest expense over the original tenor of the terminated hedge transaction
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ACCOUNTING POLICIES (continued)

Derwvative financia! instruments and hedge accounting {continued)

Some hybrid instruments contaln both a derivative and non-derivative component. In such cases, the derivative is categorited as an
embedded derivative If the economic characteristics and risks of the embedded derivative are not closely related to those of the host
contract, and the overall contract Itself is not carried at fir value, the embedded derivative is bifurcated and measured at fair value If
it is not practically possible to bifurcate the embedded derivative, the entire hybrid instrument is categorised as held-for-trading and
measured at fair value Changes in fair value are included in net trading Income

Financial guarantees

Financla! guarantees are contracts that require the Group to make specified payments to relmburse the holder for a loss It Incurs
because a specific debtor fails to make payment when due in accordance with the terms of a debt instrumenc. Financi guarantees are
issued to financial institutions and other counterparties on behalf of customers to secure loans, overdrafts and other banking facilities,
and to other parties in relation to the performance of customers under obligations refated to contracts, advance payments made by
other parties, tenders and retentions

Financial guarantees are initally recognised at fair value on the date the guarantee is issued The guarantee babllity is subsequently
measured at the higher of the initial measurement, less amortisation to recognise the fee income earned over the period, and the
present value of any expected financhl obligation arising as a result of an antcipated non-recoverable payment under a guarantee Any
Increase in a fiabilicy relating o guarantees Is recognised in the consolidated statement of income In the consolidated statement of
financkl pesition, financial guarantees are included in other fabllities

Post retlrement benefits

The majority of the Group's employees are eligible for post retirement benefits under either defined benefit or defined cantribution
pension plans which are provided through separate trustee-adminiscered funds or insurance plans The Group also pays contributions
to Government defined contribution pension plans in accordance with che legal requirements in each location

The Group's contributions to defined contribution pension plans are expensed in the year to which they relate

The pension costs for defined benefit pension plans are assessed using the projected unit credit method The cost of providing pensions
Is charged to income 50 as to spread the regular cost of pensions over the service lives of the employees, in accordance with the advice
of an independent qualified actrary who conducts a full valuation of che plan every three years The pension obligaton is measured
as the present value of the estimated future cash flows using Interest rates of government securities which have terms to maturity
approximating the terms of the refated lability

Actuarial gains and losses are recognised in income when the net cumulative unrecognised actuzrial gain or loss at the end of the
previous financhl year exceeds |10 per cent of the higher of (i) the fair value of the plan assets, and (i) the present value of the fund
obligations That pordon of the net cumulative unrecognised actuarial gain or loss Is recognised in income over the expected average
remaining working lives of the employees participating in the plan Otherwise, the actuarial gain or loss is not recognised

Taxation

Current tax
Current taxation is the expected tax payabla on the taxable income for the year, using tax rates enacted at the balance sheet date, and
includes any adjustments to tax payable in respect of previous years

Deferred tax

Deferred tax Is provided, using the liability method, for temporary differences arising between the tax bases of assets and liabilities and
their carying amounis for financial reportng purposes A deferred tax asset is recognised only to the extent that it is probable that
future taxable income will be available against which the unutifised tax losses and credits can be utilised Currently enacted tax rates are
used to determine deferred taxes

2 15 Cash and cash equivalents

In the consolidated statament of cash flows, cash and cash equivalents compnse cash and other Lquid assets
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for the year ended 3 1st December 2010

2 ACCOUNTING POLICIES (continued}

2 |16 Segment reporting
An operating segment Is a distinguishiable component of the Group that is engaged in business activities from which revenues are
earned and expenses are Incurred, including revenues and expenses that relate to transactions with any of the Group’s other operating
segmants All segments have discrete financial Information which is regularly reviewed by the Group'’s Management Committes, being
the Group's chief operating decision maker, to make decisions about resources allocated to the segment and to assess ks performance

2 17 Fiduciary activities
The Group administers and manages assets owned by clients which are not refiected in the consolidated financlal satements Asset
management fees are earned for providing investment management services and for managing mutual fund products Asset administradon
fees are earned for providing custodial services Fees are recognised as the services are provided and are included in fee and commission
income

2 18 Dividends
Dividends on issued shares are recognised as a llability and deducted from equity when they are approved by the Bank's shareholders

2 19 Comparatlves
Where necessary, comparative figures have been adjusted to conform with changes in presentation in the current year

2 20 Future accounting developments
The International Accounting Standards Board (IASB) have issued a number of new standards, amendments to standards, and
interpremtions that are not yet effective and have not been applied in the preparation of the consolidated financial statements for the
year ended 3 | st December 2010 The relevant new standards, amendments to sandards, and interpretatons, are as follows -

- IFRS 9 - Financhl instruments The new standard is effective for financial years beginning on or after Ist January 2013 The standard
amends the measurement categories currently defined under LAS 39, specifically, held-to-maturity, loans and receivables and avallable-
for-sale categories are eliminated The standard also amends the accounting for embedded derivatives and the rules regarding
derecogniton of financtal assets and liabilities The Group Is currently evaluzting the potential effect of this sandard which is
expected to require certaln valuation and associated presentational changes

a4
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ACCOUNTING ESTIMATES AND ASSUMPTIONS

The preparation of the consolidated financhal statements requires management to make estmates and assumptions that affect the
reported amounts of certaln financial assets, liabilities, income and expenses

The use of estimates and assumptions is principally limited to the determinatdon of provisions for impairment, the valuation of finangial
Instruments, and the valuation of the Group's defined benefit pension plan as exphined in more detaill below -

Provisions for Impairment
Financial assets are evaluated for impairment on the basis set out in note 2.5

In determining provisions for impalrment, judgement is required in the estimation of the amount and timing of future cash flows

In addltion to provisions for impairment against specific assets, the Group also maintains provisions that are measured and recognised
on a collectlve basls Key assumptions included in the measurement of the portfolio provisions include dat on the probabllity of default
and the eventual recovery amount in the event of a forced sale or write off These assumptions are based on observed historical data and
updated as considered appropriate to reflect current conditions. The accuracy of the portfolio provisions would therefore be affected
by unexpected changes in these assumptions

Equity securities classified as available-for-sale are considered to be impaired when there has been a signifiant or prolonged decline in
fair vatue below cost. The determination of significant or prolonged requires judgement. In making the judgement, a number of factors
are mken into account Including the normal volatilicy In valuation, evidence of a deterioration in the financlil condition of the Investee,
industry and sector performance and operational and financing cash flows

Fair value of financial assets and liabilities

Where the fair value of financial assets and HRabilides cannot be derived from active markets, they are determined using a variety of
valuadon techniques that Include the use of mathematical models The input to these models Is derived from observable markers where
avaifable, but where this is not feasible, a degree of judgement is required In determining assumptions used in the modets Changes In
assumptions used in the models could affect the reported fair value of financhal assets and Habllides

Retirement benefit obligations

Management, in coordination with an Independent qualifled actuary, are required to make assumptons regarding the defined benefit
pension plan, changes in which could affect the reported ilabilicy, service cost and expected return on pension plan assets The principal
actuarial assumptions for the defined benefit pension plan are set outin note | | and Include assumptions on the discount rate, expected
return on pension phn assets, mortality, Auture salary increases, and inflacion Changes in che assumptions could affect the reported asset,
service cost and expected return on pension plan assets

as

GIB ANNUAL REPCRT 2010




46

for the year ended 31st December 2010

CLASSIFICATION OF ASSETS & LIABILITIES

The classification of assets and liabilitles by accounting categorisation was as follows -

At 31st December 2010
Cash and other liquid assets
Placements

Trading securides
Investment securities

Loans and advances

Other assets

Total assets

Deposits from banks
Deposits from customers
Securities sold under
agreements to repurchase
Other Uabiliues

Senior term financing
Subordinated term financing
Equity

Total liabllities & equity

At 31st December 2009
Cash and other Hquid assets
Placaments

Trading securities
Investment securlties

Loans and advances

Other assers

Total assets

Deposits from banks
Deposits from customers
Securities sold under
agresments Lo repurchase
Orher liabihoes

Senlor term financing
Subordinated term financing
Equity

Total liabilities & equity

Financlal Non-

Habilities finznclal

Held-to- Loansand Held-for-  Avallable- at amortised assets &
maturity recelvables trading for-gale cost labilitles Total
US$ millions USS millions US$ millions US$ millions US$ milllons USS millions US$ milllons
927.6 116.3 - - - - 1,043.9
3,57613 - - - - - 35763
- - 79.7 - - - 9.7
- - - 3,067.8 - - 3,067 8
- 1,510.1 - - - - 7,510.1
- 1457 671 - - 37.1 249.9
4,503 9 77724 146.8 3,067.8 - 37. 15,5277
- - - - 2,224 4 - 2,224.4
- - - - 64792 - 6,419 2
- - - - 945.5 - 9455
- - 85612 - - 186.8 2713 0
. - - - 3,176 6 - 3,176 8
- - - - 5110 - 511.0
- - - - - 1,918.0 1,918.0
- - 862 - 13,3367 2,104 8 15,5277
1774 2306 - - - - 5082
4,101 | - - - - - 41011
- - 502 - . . 502
- - - 20181 - - 10181
- 92981 - - - - 9,298 |
- 104 9 605 - - 666 2320
43787 96336 17 20181 - 666 16,2077
- - - - 2,554 2 - 25542
- - - - 74953 - 74933
- - - - 5650 - 5650
- - 1375 - - 1574 2949
- - - . 3,007 9 - 3,0079
- - - - 5110 - 5110
. - - - - 1,779 4 1,779 4
- - 1375 - 14,133 4 19358 16,2077

The held-for-trading category includes the fair values of derivatives designated as fair value and cash flow hedges.

The Group did not have any financial assets or financial labilities classified as fair value through the statement of income, other than
those classified as held-for-trading, at either 315t December 2010 or 315t December 2009
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a)

CASHAND OTHER LIQUID ASSETS

312130 311209

US$ millions USS milllons

Cash and balances with banks 1163 2306

Certificates of deposlt 721.0 510
Reverse repos 1800 -

Government bls 26 & 266

1,043 9 5082

PLACEMENTS

Placements at 315t Decernber 2010 included placements with central banks amounting to US$633 § millien (2009 US$1,251 2 milllon)
The placements with central banks represented the placement of surplus liquid funds

TRADING SECURITIES

Iniz10 31209
USS$ millions USS milllons
Debt securities 500 -
Managed funds 94 502
Listed equities 03 -
7.7 502

Debt securites comprise investments In debt securitles issued by governments, quask-government entides, and government-awned entties.
Managed funds comprise funds placed for investment with specialist managers

INVESTMENT SECURITIES

Composition
The credit rating profile of investment securides, based on the lowest rating assigned by the major International rating agencies, was as
follows -

3102110 311209
US$ mitllons *x LIS$ millions %
AAA toA- [ Aaa 1o Al 2,435 8 89 4 1,404 8 761
BBB+ to BBB- / Baal to Baad 207.8 7.6 3651 198
Ocher debt securittes 815 30 766 41
Total debt securities 1,724 % 100.0 18465 1000
Equity investments 3429 1716
3,087.8 20181

Investment tecurities principally comprise Investment-grade rated debt securities issued by mafor internationa! financial institutions and
government-refated entides.

At 31st December 2010, 89 4 per cent of debt securities were rated A- / A or above (2009 76 | per cent)

Equity investments at 315t December 2010 included listed equites amounting to US$190 O million recelved in sewlement of a secured
past due loan.
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for the year ended 3|st December 2010

b)

)

d)

INVESTMENT SECURITIES {continued)

Provisions for impairment
The movements in the provisions for the imparment of investment secunties were as follows -

2010 2009

USS millions US$ millions

At st January 975 7765
Exchange rate movements (05) (08)
Amounts utilised (24 2) {6302)
Release for the year {50) (480)
At 315t December 478 975

The amounts utllised during the year ended 31st December 2010 prinapally comprised amounts written off on the redemption of
externally managed funds The redemptions resulted in the refease of unutilised provisions for impairment and no incremental losses
arose as a result of the redemptions

The amounts utlised during the year ended 31st December 2009 principally comprised LIS$563 5 million on the write off of the Group's
Investments In structured investment vehicles (5IVs), and write offs of US$49 5 million on the settlement of credit defaule swaps The
write offs on the 51Vs and credit default swaps were fully covered by specific provisions for impairment. No incremental losses arose as
a result of the write offs

Impaired securities
Impaired securities represent securities for which there Is objective evidence that the Group will not collect all amounts due, including
both principal and interest, in accordance with the contractual terms of the security

Impalred investment securities and the related specific provisions for impairment were as follows -

3o 311209
mpalrment Carrying Impairment Carrying
Gross  provisions amount Gross  provisions amount
USS$ milllons US$ milllons US$ millions USS milllons  US$ millions  US$ millions
Equity tnvestments 51.7 44.2 13.5 84§ 671 169
Non-specific / pordfolio provisions 136 303
Total provisions for impairment &71.8 975

Toral specific provisions for tmpairment at 31st December 2010 represented 76 & per cent of gross impaired Investment securities
(2009 799 per cent)

There were no past due debt securities at 31st December 2010 or 315t December 2009

Unquoted equity investments

Investment securities at 31st December 2010 included US$106 9 million (2009 US$125 2 million) of unquoted equity investments
for which fair values cannot be reliably measured These investments are stated at cost less provision for impalrment. They principally
represent private equity investments and investments in managed entities, the undertying investments of which are primarily of either
a corporate debt or private equity nature, managed by external specialist managers and international investment banks There are no
active markets or other appropriate methods from which to derive reliable fair values for thesa investments The Group intends to exit
these investments principally by means of IPOs or private placements.
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e)

INVESTMENT SECURITIES (continued)

Reclassified securities

At Ist October 2008, and in accordance with the amendments to IAS 39 - Financlal Instruments Recognidon and Measurement, a
number of externally managed funds that were no longer held for the purpose of sale in the short term were reclassified from held-
for-trading to avallable-for-sale Due to the adverse impact of the severe market conditions prevalling at the tme, which was considered
to meet the IAS 3% amendment definition of a rare event, the managed funds are closed to redemptions for the foreseeable future The
funds were reclassified at thelr net asset values on the date of transfer on |5t Octcber 2008 The movements in the carrying amount of
the reclassified funds were as follows -

Carrying

amount

USS$ milllions

At st October 2008 . 60.8
Provisions for impairment (31.7)
Net movement 42
At 31st December 2008 1.3
Net movement 813)
At 315t December 2009 19.0
Net movement xn

At ¥Ist December 2010 18,9

During 2008, subsequent to the data of transfer, no amounts were recognised in income other than provislons for impatrment. During
2010, realised gains of US$07 milllon (2003 US$0 S million) were recognised as realised profits on investment securities in other
income In the consolidated statement of income These profits would have been recognised as trading income had the atsets not been
reclassified

LOANS AND ADVANCES
311210 311209
USS$ milllons USS millions
Gross loans and advances 8,152.4 99312
Provistons for Impairment (642 3) (634 1)
Net loans and advances 75101 9,298 |
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for the year ended 31st December 2010

a)

b)

LOANS AND ADVANCES (continued)

Industrial classification

The classification of loans and advances by industry was as follows -

Energy, oll and petrocheamical
Trading and services
Financial

Transporauon
Manufacturing

Construction

Real estate

Communication
Government

Other

Provisions for impairment

302,10 311209
US$ millions US$ millions
30108 3,1355
1,192 5 1,349 6
1,103.7 16204
8129 8278
5957 6919
5333 6410
365.5 7680
266.8 446 4
tes ¢ 201
8913 1318
8,152.4 99322
(642.3) (634 1)
75101 92981

The chssificauon of loans and advances by industry reflects the Group’s histarica! strategic focus on project and structured finance In

the Guif Cooperation Council (GCC) states.

Gross boans at 3 st December 2010 nchided ihamic-related transacdons amocnting to USS1,501.4 milion (2007 US$2,043 4 million).

Provisions for impairment

The movements in the provisions for the impairment of loans and advances were as follows -

2010 2009
Non- Non-

Speclfic Speclfic Total Specific Specific Total

USS milllons USS millions US$S milllons US$ millions  US$ millions  USS millions

At st January 3941 2400 6341 942 1800 2742
Amounts utilised (08) - (08) (18) - (18)
Charge for the year 4.0 50 %0 3017 600 67
At 3Ist December 1973 2450 6423 394 | 2400 6341

The level of non-specific loan provisions reflect the application of higher probabilities of default in the calculation of provisions for
impalrment measured on a collective basis Higher probabilities of default are anticipated to result from che impact of the global
recession on the regional economic environment The probabilities of default applied in the calcutaton of the collective provisions of
impairment equate to a speculative-grade mean defautt rate of 139 per cent, exceeding the previous historical high corporate default

levels witnessed in july 1991

Non-specific provisions at 3 |st December 2010 reprasented 3 3% of non-specifically provisioned loans (2009 2.6%)

Amounts utilsed during the years ended Jist December 2010 and 315t December 2009 represented provisions utllised on the

settlement of the related loans
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d)

)

LOANS AND ADVANCES (continued)

Past due loans
The gross and carrying amounts of loans for which either principal or interest was over 90 days past due were as follows -

EIR AL Mnes
Gross Carrylng amount Gross Carrying amount

Financial Financial Fimncal Financial
Corporates institutions Corporates Institutions Corporates  Instiutions Corporates  Institutions
USS millions US$ millions USE millions US$ millions  USS millions US$ milllons LSS millions USY millions

Secured 84.3 - 84.3 - 1981 - 198 | -
Unsecured

Under restructuring

and current 47172 - 3816 - 610 . 305 -

Other 154.7 169.4 41.3 217 1478 1554 353 254
Total Unsecured 4319 169.4 4129 3.7 2088 155 4 658 254

Corporates Include loans extended for investment purposes

Net unsecured past due lozns of US$446 6 milllon included LIS$381 6 milion of loans that are subject to restructuring programmes and
for which interest I3 current and being paid on due dates The restructurings are expected to be finalised wichin the six months ended
30th june 201 1, following which the loans will revert to performing status The restructuring programmes are not anticipated to result
in 2n economic loss for the Group.

The overdue status of past due but not impaired toans based on original contractual maturities was as follows -

31210 311209
LIS$ millions US$ millions

Less than | year 2357 -
Years 2to § 267 1981
262 4 198 )

At 315t December 2010 interest-in-suspense on past due loans amounted to US$59 5 million (2009 US$25 4 million)

Renegotiated loans

There were no renegotated loans during either the year ended 3|5t December 2010 or 3 (st December 2009 Renegotiated loans
are loans that have been restructured due to a deterioradon in the borrower's financia! positdon and where the Group has made
concessions that it would not have otherwise considered

Collateral
During the year ended 315t December 2010, the Group took possession of listed equities received in settement of a secured past due

loan The equitles are classified as investment securities The carrying amount of the equities at 315t December 2010 is set owut in note
8(a)
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for the year ended 31st December 2010

10 OTHERASSETS

31 02,10 311209

US$ millions LSS milions

Accrued interest, fees and commissions 77.1 578
Derivatve financial instruments 67.1 606
Premises and equipment 371 404
Prepaid pension cost 16.5 176
Prepayments a0 100
Deferred items 4.8 40
Other, including accounts receivable 393 416
249.9 2320

Derivative financial instruments represent the positve fair values of derlvative financial instruments entered into for trading purposes,
or deslignated as falr value or cash flow hedges An analysts of the fair value of derivative financlal instruments is set out in note 30 (d)

An analysis of the prepaid pension cost is set out In note 11

11 POST RETIREMENT BENEFITS

The Group contributes to defined benefit and defined contribution pension plans which cover substantially all of is employees.

The Bank maintalns defined contribution pension plans for the majority of its employees Contnbutions are based on a percentage of
satary The amounts to be paid as retirement benefits are determined by reference to the amounts of the contributons and investment
earnings thereon The total cost of contributions to defined contribution pension plans for the year ended 3ist December 2010
amounted to US$5 | million {2009 US$5 3 million)

The Bank's principaf subsidiary, Gulf International Bank (UK} Limited (GIBUK). maintains a defined benefit pension plan for a number
of its employess. The assets of the plan are held independently of the subsidiary’s assets in a separate trustee administered fund
The pension costs are charged to income so as to spread the regular cost of the pensions aver the service lives of the employees, in
accordance with the advice of an independent qualified acary who conducts a full valuation of the plan every three years using the
projected unit credit method In the intervening years the calculadion iz updated based on Information received from the actuary The
latest full actuarial valuation was carried out at st January 2008

a) The amount recognised in the consolidated statement of financial position Is analysed as follows -

31010 3209

USS$ millions US$ millions

Fair vatue of plan assets 148.0 1448
Present value of fund cbligations 1525 1498
Plan defici (4 5) (50)
Unrecognised actuarial loss 2.0 226
Net asset in the consolidated statement of financlal positon 165 176
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b)

<}

d)

POST RETIREMENT BENEFITS (continued)

The movements in the fair value of plan assets were as follows -

1010 2009

USS millions US$ millions

At st January t44 8 175
Expected return on plan assets 7.3 71
Contributions pald by the Group X ] 15
Benefits paid by the plan (3 6) (31)
Actuarial galns 53 70
Exchange rate mavements (6.6) 148
At 315t December 1430 1448

The plan assets at 315t Deacember 2010 comprise equity and debt securities in the ratio of 34 per cent and 66 per cent respectively
(2009 30 per cent and 70 per cent respectively) Cash holdings within the plan assets are included in debt securities

The expected and actual returns on the plan assets for the year ended 313t December 2010 were US$? 3 million and US$12.2 million
respectively (2009-USS$7 | millionand US$10 5 millon respectively} The overall expected rate of return on the plan assets is determined
based on market prices, applicable to the period over which the obligation is to be settled The expected return is determined separately
for equity and debt securities

The movements in the present value of fund obligations were as follows -

2010 200%

US$ millions LIS$ millions

Ar st January 149.8 101s
Current service cost 0.9 11
Interest cost ai 77
Actuarial losses 41 273

Benefits paid by the plan (36) an
Exchange rate movements (6 8) 153
At 33t December 1515 1498

The movements in the net asset recognised in the conschdated statement of finanoal position were as follows -

2010 2009

US$ millions USS millions

At |1z January 17.6 162
Net expense Included in staff expenses (3.0 (05)
Contributions pald by the Group 0.8 15
Exchange rate movemnents 1.1 04
At 315t December 155 176

The Group paid US$0 8 million in contributions to the plan during 2010 and expects to pay US30 B milllon during 2011
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for the year ended 3Ist December 2010

e)

g}

POST RETIREMENT BENEFITS (continued)

The amounts recognised in the consolidated statement of income were as follows -

2010 200%
USS millions US$ millions
Current service cost 0.9 11
Interest cost 81 77
Expected rewurn on plan assets (7.3) (YA}
Amortisation of actuarial loss 1.3 -
Gains on curtallments and settlements - (12)
Net expense included in staff expenses 30 05
The principal actuarial assumptions used for accounting purposes were as follows -
2010 2009
Discount rate 5.6% 57X
Expected return on plan assets - equities 7.7% 73%
Expected return on plan assets - bonds 5 4% 51%
Future salary increases 4 8% 48%
Future increases to penslons in payment 36X 4%
Historical information
2010 2009 2008 1007 2006
USS millions  US$ millions  US$ millions  US$ milllons  USS millions
Fair value of plan assers 148 0 i448 Hn7s 1699 132.5
Present value of fund obligations 152.5 1498 1015 1625 1617
Plan (deficit) / surplus (4 3) {50 160 74 {292)
Experience gains on plan assets 4.8 100 12 42 15
Experience {losses) / gains on plan liabilities {(35) (26) {146) (12} 03
DEPOSITS
Deposits from customers include deposits from central banks
The geographical composition of total deposits was as follows -
L1210 316209
US$ milllions LSS millions
GCC countries 6,749 6 6,609 1
Other Middle East and Norch Africa countries 6548 25405
Orther counries 1,299 2 8999
8,703 6 10,0495

GCC deposits comprise deposits from GCC country governments and central barka and acher institutions headquartered in the GCC sates.
At 313t December 2010, GCC deposits represented 77.5 per cent of total deposits (2009 65 8 per cent)

The significant decrease in deposits from Other Middle East and North Africa countries during the year ended 3 15t December 2010
reflected pro-accive actions taken by the Group to reduce depositor cancentrations as part of a programme to enhance and swrengthen

the Group's funding profile and liquidity management.

Tota) deposits at 31st December 2010 included Islamic-related transactions amounting to US$2,022 8 milhon (2009 US$ 1,459 2 million)

Istamic-retated transactions comprised murabaha contracts
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SECURITIES SOLD UNDER AGREEMENTS TO REPURCHASE

The Group enters into collateralised borrowing transactions (repurchase agreements) in the ordinary course of its financing acuvities
Collateral is provided in the form of securities held within the investment securities portfolio. At 31st December 2010, the fir value
of Investment securiues that had been pledged as collateral under repurchase agreements was US$1,002.0 million {2009 US$8582
milion) The collateralised borrowing transactions are conducted under standardised terms that are usual and customary for such
transactions

In additlon to the repurchase agreements mentioned above, during the year ended 3ist December 2010 a contractua! standby facility
was concluded providing the Group access to US$500 0 milllon of collateralised funding based on pre-determined terms The faciliy is
avaitable to be drawn, in full or in part, at the Group’s discretion between st February 2011 and 3 1sc January 2012

OTHER LIABILITIES

311210 311209

USS$ millions US$ millions

Dertvatlve financlal instruments 862 1375
Deferred kems 811 532
Accrued interest 48.4 396
Orher, including accounts payable and accrued expenses 763 646
1713.0 2949

Derivative financial Insuruments represent the negative fair vatues of derivative financial instruments entered into for trading purposes,
or designated as fair value or cash flow hedges An analysis of the fair value of derrvative financial instruments I3 set out in note 30 (d)

SENIORTERM FINANCING

31210 31 1209

Maturity US$ mililons LSS millions

Floating rate loans 2011 3800 3600

Fleating rate lean 2012 1,200 0 1,2000

Floating rate note 2012 533113 5333

Istarnic murabaha term facility 2012 500 500
Istamic murabaha term facility 03 160.0 -
Floating rate note 2015 9333 -

Floating rate loans 2010 - 8500

Istamic murabaha term facllity 2010 - 146

3,176.8 3,007 9

At 315t December 2010, senior term financing amounting to US$360 0 million was contractually due to mature within the subsequent
twelve months (2009 US$864 6 million) During the year ended 31st December 2010, the Group raised US$1,033 3 million of new
senior verm finance (2009 US$883 3 million)
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SUBORDINATED TERM FINANCING

iz 0
Maturity US$ milllons USSJr:-nl:Ii:?:
Floating rate note 2015 361.0 3610
Floating rats loans 2016 150.0 1500
5Kl 0 5110

The subordinated term financing facilities represent unsecured obliganons of the Group and are subardinated in right of payment to the
claims of depositors and other creditors of the Group that are not also subordinated The subordinated financing facilities have been
approved for inclusion In tier 2 capttal for capltal adequacy purposes by the Bank's regulator, the Central Bank of Bahrain

SHARE CAPITAL

The authorised share capital at 3 15t December 2010 comprised 3 0 billlon shares of US$1 each (2009 3 0 billion thares of US$| each)
The issued share capital at 3Ist December 2010 comprised 2§ billion shares of US$1 each (2009- 2.5 billion shares of US$1 each) All
issued shares are fully pald

RESERVES
Avallable-
forsale
Cash flow securities
Share Compulsory Voluntary hedge revaluation
premlum reserve reserve reserve reserve Total
US$ mitlions USS$ millions US$ millions USS millions US$ millions USS milllons
At st January 2009 16 169 2 1967 72 67.1) 223 6
Arising In the year -
- Cash flow hedges
net fair value gains - - - 99 - 99
- Available-for-sale securities
net fair value gains - - - - 26 26
Transfers in the year -

I - e - o
Net gains - - - 39 26 [33
At 315t December 2009 76 169 2 1067 " (64 5) 23101
Arfsing in the year -

- Cash flow hedges

nex fair value gains - - - o9 - 09

- Available-for-sale securities

net fair value gains - . - - 386 k1
Transfers in the year -
- Transfers to consolidated
statement of income ) ) ) 67 44 ()
Net galns - - - (48) 430 382
“Fransfers from retained eamnings - 102 102 - - 204
At 3ist December 2010 1.6 179.4 169 43 (21.5) 288.7

WELCOMING THE FUTURE



20

21

RESERVES (continued)

In accordance with the Bank’s articles of assaclation, 10 per cent of the Bank's net profit for the year is required to be transferred o
each of the compulsory and voluntary reserves Transfers to the non-distributable compulsory reserve are required until such time as
this reserve represents 50 per cent of the issued share capiral of the Bank The voluntary reserve may be udlised at the discredon of che
Board of Directors

DIVIDENDS

No dividend is proposed in respect of the financial year ended 3|5t December 2010

NET INTEREST INCOME

2010 2009
USS$ miilions USS milllons

interest Income
Placements and other liquid assets 81 565
Investment securides LR 7l
Loans and advances 207.4 3292
Total interest Income 272 4 4628

Interest expense
Deposits from banks 2nd customers 61.5 193 4
Securides sold under agreements to repurchase 34 240
Term financing 51.3 89
Total interest expense 1612 2561
Net interest income 156.2 2065

Interest income on loans and advances includes loan origination fees that form an integral part of the effective interest rate of the loan

Accrued but uncollected interest on impaired loans included in interest income for the year ended 315t December 2010 amounted to
US$0 5 millton (2009 USS1 3 milllon) There was no accrued but uncollected Interest included in interest income on past dus loans or
past due investment securities for either the year ended 31st December 2010 or 315t December 2009

FEE AND COMMISSION INCOME

2010 2009
USS$ millions USS millions

Fee and commisslon Income
Investment banking and management fees 244 246
Commissions on letters of credit and guarantee 160 147
Loan commitment fees 1.2 15
Other fes and commisslon income 1.5 Ié
Toral fee and commission income 431 42 4
Fee and commission expense (09 (t7
Net fee and commilssion Income 4.2 407

Investment banking and management fees comprise fees refating to the provision of Investment management and financlal services,
including asset and fund management, underwriting activides, and services refating to strucwred financing, privatisatons, IPOs, and
mergers and acquisitions
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FEE AND COMMISSION INCOME (continued)

Investment banking and management faes for the year ended 315t December 2010 included fee income relating to the Group s fiductary
acdvities amounting to US$15 2 million (2009 US$17 7 million)

Fee and commission expense principally comprises security custody fees

NET TRADING INCOME

2010 2009

US$ millions US$ millions

Foreign exchange 8.7 12
Managed funds 35 130
Interest rate derivatives 05 13
Debt securities - 27
127 282

Trading income comprises gains and losses arising both on the purchase and sale, and from changes in the fair value, of trading
inscruments, together with the related interest income, interest expense and dmdend income Trading income accordingly incorporates
all income and expenses related to the Group’s trading activities

Forelgn exchange includes spot and forward foreign exchange contracts, and currency futures and options
interest rate derivatives inchudes Incerest rate swaps. forward rate agreements, interest rate options, interest rate futures,and credit derivatives.

An analysis of the basis used for determining the falr values of held-for-trading financial assecs and lablirties is set out in note 36

OTHER INCOME

Other income principally comprises dividends on available-for-sale equity investments and profits realised on the sale of investment
securitlies Other income far the year ended 315t December 2009 also included profits of US$S 3 million arising on the repurchase of
subordinated debc

OTHER OPERATING EXPENSES

Other operating expenses for the year ended 3 15t December 201¢ included US$15 O million of non-recurring costs assatiated with the
implementation of the Group's new business strategy (2009 nil}

SEGMENTAL INFORMATION

Segmental information Is presented In respect of the Group's business and geographical segments. The primary reporting farmat, business
segmenty, reflects che manner in which financia! information is evahated by the Board of Directors and the Group Hanagement Comunittse

Business Segments
For financlal reporting purposes, the Group Is organised into four main operating segments -

- Merchant Banking the provision of wholesale commercial financing and other credit facllities for corporate and Institutional
customers, and the provision of financlal advisory services refating to structured financing, privatisatons, IPOs and mergers and
acquisitions

- Treasury the provision of a broad range of treasury and capltal market products and services to corporate and financhal institution
clients, money market, proprietary tnvesument and trading activitles and the management of the Groups balance sheer, Including
funding.
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25 SEGMENTAL INFORMATION (continued)

a) Business Segments (continued)
- Financial Markets the provision of asser and fund management services

- Corporate and support unlts income arising on the Investment of the Group’ net free capital funds and expenses incurred by
support units

The results reported for the business segments are based on the Group’s internal financial reporting systems The accounting policies
of the segments are the same as those applied in the preparation of these consolidated financia! statements and are set out in note
2. Transactions between business segments are conducted on normal commercial terms and conditions. Transfer pricing between the
business units Is based on the market cost of funds

Segment results, assets and habilities comprise items directly attributable to the business segments Liabilities reported for corporate
and support units comprise senlor and subordinated term finance facilities and related accrued interest, the cost of which ks recharged
to the relevant operating business segments

The business segment analysis Is as follows -

Corporate
Merchant Financlal  and support
Banking Treasury Markets units Total
USS millions USS millions USSmillions USS milllons  USS milllons

2010

Net Interest income 107.6 201 - 5 156.2

Toral income 1358 3513 18.1 346 123.8

Segment result 106.5 89 10.5 (49.4) 106 §

Taxation charge on overseas activities (6.1)
Net tncome after tax 100 4

Segment assets 7,961.0 7,488.0 96 &9.1 15,527.7

Segment liabilities - 10,357.3 8.8 3,242.4 13,6097

Total equity 1,918 0

Total ltabilities and equity 15,527.7

2009

Net interest income 1455 2% - 341 2065

Total income 1704 514 28 424 2850

Segment result (209 4) 279 98 212 (150 5)
Taxation charge on overseas acthvities (21)
Net loss after tax (152 6)
Segment assats 9.7316 6,392.1 65 775 16,207 7

Segment labilities - 11,3532 144 30607 14,428 3

Total equity 1,779 4

Toral liabilities and equity 16,207 7
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25 SEGMENTAL INFORMATION (continued)

b) Geographical segments
Although the Group's three main business segments are managed on a worldwide basis, they are considered to operate in two
geographical markets the GCC and the rest of the world

The geographical composition of tota! income and total assets based on the location in which transactions are booked and income is
recorded was as follows -

2010 2009
Total Total Toral Tota)
income assets income assets
USS mililons US$ miilllons USS millions  USS milions
Bahrain 153 4 11,238 8 1959 10932 4
Saudi Arabia 35.0 2,234 426 30139
Toral GCC 188 4 13,4702 2385 13945 3
Other countries 354 2,057 5 475 2,261 4
223 15,5277 2860 16,2077

“The geographical znalyses of deposits and risk assets are set out in notes |12 and 27 respectively

26 RISK MANAGEMENT

The principal risks assoclated with the Group's businesses are credit risk, market risk, liquidity risk and operational risk.The Group has
a comprehensive risk management framework In place for managing these risks which is constancly evolving as the business activitles
cthange in response to credit, market, product and other developments The risk management framework Is guided by a number of
overriding principles Including the formal definition of risk management governance, an evaluation of risk 2ppetits expressed in cerms
of formal risk limiw, risk oversight independent of busmess unis, disciplined risk assessment and measurement including Value-at-
Risk {VaR) methodalogles and portfolio stress testing, and risk diversification The Board of Directors set the Group's averall risk
parameters and risk tolerances and the significant risk management poficies. A Board Risk Policy Committee reviews and reports
to the Board of Directors on the Group’s risk profile and risk taking actviues. A Management Committee, chaired by the Group
Chief Executive Officer, has the primary responsibillcy for sanctoning risk taking actlvities and risk management policies within cthe
overall risk parameters and tolerances defined by the Board of Directors A Group Risk Committee, under the chairmanship of the
Chief Risk Officer and comprising the Group'’s mast senior risk professionals, provides a forum for the review and approval of risk
measurement methodologies, risk control processes and the approval of new products The Group Risk Committee also reviews all risk
policies and limits that require the formal approval of the Management Commitcee The risk management control process is based on
a detalled structure of policles, procedures and limits, and comprehensive risk measurement and management Informatlon systems for
the control, monitoring and reporting of risks Perlodic reviews by Internal and external auditors and regulatory authorities subject the
risk management processes to additional scrutiny which help to further strengthen the risk management environment.

The principal risks assoclated with the Group's businesses and the related risk management processes are described in detaif in the Basel
2 Pillar 3 disclosure report In the Annual Report, and are summarised below together with additlonal quantitatve analysls -

a) Creditrisk

Credit risk Is the risk that counterparties will be unable ta meet their obligations to the Group. Credit risk arises principally from the
Group’s lending and investment activities in addition to other transactions involving both on- and off-batance sheet financial instruments
Disciplined processes are in place at both the business unit and corporate level that are Intended to ensure that risks are accurately
assessed and properly approved and monltored Formal credit imits are applied ac the individual transaction, counterparty. country and
portfolio levels Overall exposures ars also evaluated to ensure a broad diversification of credit risk. The credit management process
involves the monitoring of cancentrations by product, Industry, single obligor, risk grade and geography, and the regular appratsal of
counterparty credit quality through the analysks of qualitative and quantitative information
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26 RISK MANAGEMENT (continued)

2)

Credit risk (continued)

Credit risk is actively managed and rigorously monitored In accordance with well-defined credit policles and procedures Prior to
the approval of a credit proposal, » detalled credit risk assessment Is carried out which includes an analysis of the obligor's financial
condition, market pasition, business environment and quality of management. The risk assessment generates an internal credit risk
rating for each exposure, which affects the credit approval decision and the terms and conditions of the transaction For cross border
transactions an analyshs of country risk Is also conducted The Group bases its credit decision for an individual counterparty on the
aggregate Group exposure to that counterparty and all its retated entities Groupwide credit limit setting and approval authorisation
requirements are conducted within Board approved guidelines, and the measurement, monitoring and control of credit exposures are
done on a Groupwide basis in 2 consistent manner

The Group also mitigates its credit exposures on foreign exchange and derivative financlal instruments through the use of master netting
agreements and collateral amangements

Maximum exposure to credit risk
The gross maximum exposure to credit risk before applying collateral, guarantees and other credit enhancements was as follows -

31210 311209
US$ milliions US$ millions
Balanca sheet items*

Cash and other liquid assets 1,043 9 5082
Placements 35743 4,101 t
Trading securides %7 5012
Investment tecurities 1,047.8 20181
Loans and advances 7.510.0 9,298 |
Other assets, excluding derivative-refated items 77.1 578
Total on-balance sheet credit exposure 15,354.9 16,0335

Off-balance sheet Items.
Credit-related contingent items 2,149.9 21604
Foreign exchange-related ttems 1n.s 95
Derivative-related tems 90.1 690
Total off-balance sheet credit exposure 1,25L.9 2,2389
Tota! gross credit exposure 17,608 8 18,272.4

Credit Risk Profile

The Group monitors, manages and controls credit risk exposures based on an Internal credit rating system that rates individual obligors
based on a rating scale from | o 10, subject 1o positive (+} and negative {-} modifiers for rating grades 2 to 6 The Internal credit
rating Is a measure of the credit-worthiness of a single obligor, based on an assessment of the credit risk refating to senior unsecured,
medium term, foreign currency credit exposure The primary objectives of the internal credit rating system are the maintenance of 2
single uniform standard for credit quality measurement, and to serve as the primary basis for Board-approved risk parameters and
delegated credit authority limits The internal credit rating system also serves as a key input into the Group's risk-adjusted return on
capital (RAROC) performance measurement system Ratings are assigned to obligors, rather than facilides, and reflect a medium term
time horizon, thereby rating through an economic cycls The internal ratings map directly to the rating grades used by the international
credit rating agencies as follows -
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2)

RISK MANAGEMENT (continued)

Credit risk (continued)

External Rating

internal Historical default Fitch and

internal rating grade classification rate range Standard & Poor's Moody’s
%

Investment grade
Rating grade | Standard 000-000 AAA Aaa
Rating grade 2 Smandard 000-004 AA Aa
Rating grade 3 Swandard 007-009 A A
Rating grade 4 Standard 017-04) BBB Baa
Sub-Investment grade
Rating grade § Standard 053-134 BB Ba
Rating grade 6 Standard 270-986 B B
Rating grade 7 Standard 1798 cCC Caa
Classified
Rating grade 8 Substandard 2798 cC Ca
Ratlng grade 9 Doubtful 2798 C C
Rating grade 10 Loss - D -

The historica) default rates represent the range of probabiliy of defaults between the positive and negative modifiers for each rating
grade based on Standard & Poor’s one year default rates for the 29 years from 1981 wa 2009 for senlor unsecured cbligadons The default

rates represent the averages over the 29 year period and therefore reflect the full range of economic conditions over that period
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26 RISK MANAGEMENT (continued)

a)

Credit risk (continued)

The credit risk profile, based on internal credit ratings, was as follows -

31210 31 1209
Placements Placements
& other liquid Loana and & other liquid Loans and
assets Securitles advances assers Securittes advances
USS millions USS mitlions US$ millions LSS milions  USS millions  USS millions
Nelther past due nor impalred
Rating grades | wo 4- 4,570.2 2,6464 4,6683 45733 1,76%9 6,132.8
Rating grades 5+ to 5- 500 101.5 1,514.0 360 295 1,858 6
Rating grades 6+ o 6- - 300 654 4 - 302 5701
Rating grade 7 - - 847 - 169 1285
Equity investments - 356 1 - - 2049 -
Carrylng amount 4,620.2 3,134 0 6,921 4 46093 2,051 4 86900
Past due but not Impalired
Rating grades | to 7 - - 262 4 - - 267
Rating grade 8 - - - - - 171 4
Carrying amount - - 2624 - - 1981
Past due and Individually
Impalred
Rating grade 7 - - 674 - - .
Rating grade 8 - - 799 - - 93
Rating grade 9 - - 1212 - - Bl Y
Carrylng amount - - 2685 - - 9112
Individually impalred but not
past due
Rating grades | to 7 - - 453 - - 2572
Rating grade 8 - - 125 - - 363
Rating grade ¢ - - - - - 253
Equity invesuments - 135 - - 169 -
Carrylng amount - 13.5 57.8 - 169 lig8
Total 462012 1475 75101 4,609 3 20683 92981
The above analysis is reported net of the following provisions for impalrmenc-
Provislons for impalrment - (67.8) {642 3) - (97.5) (634 1)

Individually impaired financial assets reprasent assets for which there is objective evidence that the Group will not collect all amounts
due, including both principal and interest, in accordance with the contractual cerms of the obligation
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b)

RISK MANAGEMENT (continued)

Credit risk (continued)

The Group holds collateral against loans and advances in the form of physical assets, cash deposits, securities and guarantees The amount
and type of collateral is dependent upon the assessment of the credit risk of the counterparty The market { fair value of the collateral
Is actively monitored on a regular basis and requests are made for additonal collateral in accordance with the terms of the underlying
agreements Collatera! is not usually held against securities or placements and no such collateral was held at either 315t December 2010
or 315t December 2009

An analysis of the credit risk in respect of foreign exchange and derivative financhal instruments is set out in note 30 while the notional
and risk-weighted exposures for off-batance sheet credit-related financial instruments are set out In note 31

Credit risk concentration

The Group monitors concentrations of credit risk by sector and by geographic location The industrial classification of loans and
advances Is set out in note 9 The geographical distnbution of risk assets Is set out in note 27 An analysis of the credit risk in respect
of foreign exchange and derivauve financial Instruments is set out in note 30

Settlement risk
Settdemnent risk is the risk of loss due to the failure of a counterparty to honour ks obligations to deliver cash, securitles, or other assets
as contractually agreed

For certain types of transactions, the Group mitigates this risk by conducting settlements through a settlement or clearing agent o
ensure that a trade is settled only when both parties have fulfilled their contractul settlement obligauons Serdement Emits form part
of the credit approval and limit monitoring process

Market risk

Market risk Is the risk of loss due to adverse changes in Interest rates, foreign exchange rates, equity prices and market conditions such
as liquidity The principal market risks to which the Group is exposed are interest rate risk, foreign exchange risk and equity price risk
assoclated with Its trading, Investment and asset and Habllity management activities The portfolio effects of holding a diversified range of
instruments across a variety of businesses and geographic areas tontribute to a reduction in the potential negative impact on earnings
from market risk factors

. Trading market risk: The Group's trading activities principally comprise trading in debt and equity securities, foreign exchange
and derhvative financial instruments Derivative financial instruments Include futures, forwards, swaps and options in the
interest rate, forelgn exchange, equity, credit and commodity markets The Group manages and controls the market risk within
its trading portfolios through limit structures of bath a VaR and non-VaR nature Non-VaR based constraints refate, inter alia,
to positions, volumes, concentrations, allowable losses and matwrities VaR is a risk measurement concept which uses statistical
models to estimate, within a given level of confidence, the maximum potentlal negative change in the market value of a portfolio
over a specified tme horzon resulting from an adverse movement in rates and prices ks recognised that there are limitations
to the VaR methodology These limirations include the fact that the historical data may not be the best proxy for future price
movements The Group performs regular back testing exercises to compare actual profits and losses with the VaR estimates to
monitor the statistical validity of the VaR model VaR is calculated based on the Group's markes risk exposures at the close of
the business each day Intra-day risk levels may vary from those reported at the end of the day In addivon, losses beyond the
specified confidence lavel are not capwured by the VaR methodology VaR is not a measure of the absotute limit of market risk
and losses in excess of the VaR amounts will, on occasion, arise To manage the risk assoclated with extreme market movements,
the Group conducts stress testing which measures the impact of simulited abnormal changes in market rates and prices on
the market values of the portfolios The compasition of the debt and equity trading securities ks set out in note 7 An analysis
of derivative financial Instruments, including the VaR of foreign exchange and derivative trading contracts, is set out in note 30
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b)

RISK MANAGEMENT (continued)

Market risk {continued)
The VaR by risk class for the Group's trading positions, as calcutated in accordance with the basis set out in note 33, was as follows -

1010 e
31 1210 Average High Low 311209 Average High Low
USS millions USS milliems USS milllans USS milllons USS millions  USS millions USS millions  US$ millions
Interest rate risk 13 02 [ ] 0.1 0l 04 | 4 ol
Foreign exchange risk 0l ol 02 - - ot 02 -
Equity risk 01 03 07 0.1 06 213 40 06
Total diversified risk 13 05 14 0.2 06 15 49 06

- Non-trading market risk: Structural Interest rate risk arises in the Group's core balance sheet as a result of mismatches In the
repricing of Interest rate sensitive financlal assets and liabilitles The associated interest rate risk is managed within VaR limits and
through the use of models to evaluate the sensitlvity of earnings to movements in interest rates The repricing profile and refated
Interest rate sensitivity of the Group’s financial assets and liabilities are set out in note 2% The Group is exposed to che impact
of changes in credit spreads on the fair value of available-for-sale debt securities Movements in the far value of available-for-sale
securities are accounted for in equity Credit spread risk is managed within VaR limits and through the use of models to evaluate the
sensitivity of changes In equity to movements in credit spreads Based on the avallable-forsale debt securities held at 315t December
2010 a | b p.increase in credit spreads would result in & US$0 8 million decrease in falr value (2009 LIS$0.5 million) The Group does
not mainain material forelgn currency exposures In general, the Group's policy is to match financial assets and liabilities in tha same
currency or to mitdgate currency risk through the use of currency swaps Details of significant foreign currency net open positions

are set out in note 30{e)

The more significant market risk-related activities of a non-trading nature undertaken by the Group, the related risks associated with

those activities, and the types of derivative financial instruments used to manage and mitigate such risks are summarised as follows -

Activity Risk Risk Mitigant

Management of the return on vartable Reduced profitability due to a fall in short  Recelve fixed interest rate swaps
rate assets funded by shareholders’ term interest rates
funds

Fixed rate assers funded by floating rate  Sensitivity to Increases in short term Pay fixed interest rate swaps
liabilities interest rates

Sensitivity to strengthening of US$ against Currency swaps
other currencies

Investment in forelgn currency assets

Profits generated in foreign currencies  Sensitivity to strengthening of US$ against Forward forelgn exchange contracts and
other currencies purchased currency options
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<)

q)

RISK MANAGEMENT (continued)

Liquidity risk
Uquidity risk Is the rigk that sufficlent funds are not available to meet the Group’ financial obligations on a punctual basts as they fall
due

Liquidity management policies are designed to ensure that funds are available at all times to meet the funding requirements of the Group,
even In adverse conditions. In normal conditions the objective is to ensure that there are sufficient funds avalable not only te meet
current financial commitments but also to facilitate business expansion These objectives are met through the appfication of prudent
liquidity controls These controls provide security of access to funds without undue exposure to increased costs from the liquidaton of
assets or the aggressive bidding for deposits The Group’s hiquidity contrals ensure that, over the short term, the future profile of cash
flows from maturing assets is adequately matched to the maturicy of liabilldes Liquidity controls also provide for the maintenance of a
stock of liquid and readily reafisable assets and a diversified deposit base in terms of both maturides and range of depositors

The management of liquidity and funding s primarily conducted in the Group’s individual geographic entlties within limits set and
approved by the Board of Directors The limits take account of the depth and liquidity of the market in which the entity cperates 13
the Group’s general palicy that each geographic entity should be self-sufficient in refadon 1 funding Its own operations.

The Group's tiquidity management policies include the following:-

- the monitoring of (1) future contractual cash flows against approved limits, and (n) the level of fiquid assets available in the event of 2
stress event

- the monitoring of balance sheet hiquidity ratios

. the monitoring of the sources of funding in order to ensure that funding is derived from a diversified range of sources
- the monitoring of depositor concentrations kn order to avoid undue refiance on individuzl depositors

- the maintenance of a satisfactory level of term financing; and

- the maintenance of liquidity and funding contingency plans These plans identlfy early indicators of stress conditions and prescribe the
actlons to be taken In the event of systemic or other crisis, while minimising adverse fong term implications for the Group's business
activities

The Group has established hmits which restrict the volume of liabllities maturing in the short term An independent risk management
function monttors the future cash flow maturity profile against approved fimits on a dally basis The cash flows are monitored against
limits applying to both dally and cumulative cash flows occurring over a 30 day period The cash flow analysis is also monitored on a
weekly basis by the Assets and Liabilities Commites (ALCO)

Customer deposits form a significant part of the Group's funding The Group phices considerable importance on maintaining the sability
of both tts customer and interbank deposits The stability of deposits depends on maintaining confidence in the Group’s fimancal strength
and financia) uansparency

The maturity profile of assets and biabifities is set out in note 28 An analysis of debt Investment securities by rating classification is set
out tn note 26(a)

Operational rsk
Operational risk is the risk of unexpectad losses resulting from inadequate or failled Internal controls or precedures, systems fallures,
fraud, business Interruption, compliance breaches, human error, management fllure or inadequate staffing.

A framework and methodology has been developed to identify and controt the various operational risks While operational risk cannot
be entirely eliminated, it Is managed and mitigated by ensuring that the appropriate Infrastructure, controls, systems, procedures, and
trained and competent people are In phice throughout the Group. A strong internal audit function makes regular, independent appraisals
of the control environment In all identfied risk areas Adequately tested contngency arrangements are also in place to support
operatlons in the event of a range of possible disaster scenarios
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e)

RISK MANAGEMENT (continued)

Capital management
The Group's lead regulator, the Central Bank of Bahram (CBB) sets and monltors capital requirements for the Group as a whole The
parent company and individual banking operations are directly supervised by their local regulators

As referred to in mora detal] in note 1), the Group adopted the Basel 2 capiral adequacy framework with effect from #st jaruary 2008,

In applylng current capital requirements, the CBB requires the Group to maintain a prescribed minimum ratie of total regulatory
capinal to total risk-weighted assets The CBB's minimum risk asset ratio is |2 per cent compared to a minimum ratio of 8 per cent
prescribed by the Basel Committee on Banking Supervision The Group calculates regulatory capital requirements for general market
risk n its trading pordolios using a Value-at-Risk model and uses the CBB's prescribed risk weightings under the standardised approach
to determine the risk-weighted amounts for credic nisk and specific market risk. Operational risk is calculated by applying the CBB's
prescribed alpha co-efficient to the Group’s average gross income for the preceding three financial years

The Group's regulatory capital is analysed into two tiers -

- Tier | capktal, comprising issued share caprtal, share premium, retained earnings and reserves, adjusted to exclude revaluation gains
and losses arising on the remeasurement to fair value of available-for-sale securities and derivative cash flow hedging transactions
with the exception of unreahsed losses arising on the remeasurement to fair value of equity securities classifiad as available-for-sale
securities

- Tier 2 capital, comprising qualifying subordinated term finance, collective impairment provisions and 45 per cent of unreafised gains
arising on the remeasurement to fair value of equity securities classified as avaitable-for-sale securicles

The CBB applies various limits w elements of the capital base The amount of innovative tier | securitues cannot exceed 15 per cent of
total tier | capital, qualifying tier 2 capital cannot exceed tier | capitl, and qualifying subordinated term finance cannot exceed 50 per
cent of tier | capital There are also restrictions on the amount of collective impairment provislons that may be included as part of tler
2 capital Collective impairment provisions cannot exceed | 25 per cent of total risk-weighted assets

The Group’s risk exposures ere categorised a3 either trading bock or banking book, and risk-weighted astets are determined according o
specified requirements chat seek to reflect the varying levels of risk atached to assets and off-balince sheet exposures.

The Group's policy is to maintain a strong capital base so0 as to maintain investor, creditor and market confidence and to susnin the
future development of the business The impact of the leve! of capital on shareholders’ return Is also recognised as well as the need wo
maintain a balance between the higher returns that might be possible with greater gearing and the advantages and security afforded by
a sound capital positlon The Group manages its capital structure and makes adjustments to the structure taking account of changes in
economic conditions and strategic business plans The capltal structure may be adjusted through the dividend payout, the issue of new
shares and through subordinated term finance arrangements

The Group and its individually regulated operations complied with all externally imposed captital requirements throughout the years
ended 31st December 2010 and 3)st December 2009

There have been no material changes in the Group's management of capital during the years ended 31Ist December 2010 and 31st
December 2009

The capital adequacy ratio calcutation is set out in note 33

67

GIB ANNUAL REPORT 2010




NOTES TO THE CONSOLIDATED

for the year ended 3 1st December 2010

27 GEOGRAPHICAL DISTRIBUTION OF RISK ASSETS

31zio0 311209
Placements Credit-related
& other liquid Loans and contingent
assets Securities advances Items Total Toral
US$ millions US$ milllons USS millions  USS millions  USS$ milllions US$ millions
GCC 1,2647 1,506.7 7,140 9 1,677.4 11,5897 13,5119
Other Middle East & North Africa . 45 4 1971 618 305.5 4528
Europe 1,0493 7181 1870 2058 3,940 2 25711
North America 24.2 598.9 02 183.9 807.2 1,295
Asla 4820 249.5 47 200 756 1 3008
Latin America ' 289 - - 89 -
4,6202 3,147 5 1,510 1 2,149.9 17,4277 181361

At 315t December 2010, risk exposures to customers and counterpardes in the GCC represented 66 5 per cent (2009 74 5 per cent)
of total risk assets The risk asse profile reflacts the Group's strategle focus on merchant banking activities in the GCC states

An analysis of dertvative and foreign exchange Instruments is set out in note 30

28 MATURITIES OF ASSETS AND LIABILITIES

The maturicy profite of the carrying amount of assets and labilities, based on the contractual maturity dates, was as follows -

Over
Within 4 months Years Years 5 years
3 months to | year 2Tand3 4and 5 and other Total
f US$ millions US$ millions USS millions US$ millions US$ milllons US$ millions
At 3kst December 2010
Cash and other liquid assets 816.3 2276 - . - 1,043 9
Placements 3,576) - - - - 35763
Trading securities 53.0 - - - 267 %7
Investment securities - 4713 881.4 1,048 9 866.0 3,067.8
Loans and advances 1,783 1,144 4 1,817 1 9390 2,231 3 7,510.1
Other assets 58.0 24.2 60 - 1617 249 9
Total assets 58819 1,867.5 21,7047 1,987 9 30857 15,5277
Deposits 47169 1.977.9 88 - - 8,703 &
Set:;r:re];; ;a’::s:nder agreements 777.6 1679 . . . 945.5
Other liabilicles 102§ 160 61 1.2 1472 2730
Term financing - 3600 1,883.3 1,294.3 150.0 3,687 6
Equity - - - - 1,218.0 1,9180
Total liabillties & equity 7.597.0 21,5218 1,898.2 1,295 5 2,21512 15,5217
At 315t December 2009
Total assets 70121 18248 30317 1,396 2 29429 16,2077
Tora! labilitles & equity 95644 2,1403 2,1842 95 23093 16,2077
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18 MATURITIES OF ASSETS AND LIABILITIES (continued)

The asset and hability maturities presented in the table above are based on contractual repayment arrangements and as such do not
take account of the effective maturities of deposits as indicated by the Group’s deposit retention records Formal liquidity controls are
nevertheless based on contractual asset and fability maturities

The gross cash flows payable by the Group under financial liabillties, based on contractual maturity dates, was as follows -

At 315t December 2010
Deposits

Securities sold under agreements to repurchase

Term financing

Derivative financal instruments
- contractual amounts payable
- contractual amounts recelvable

Total undiscounted financial liabilides

At 315t December 2009
Deposits

Securides sold under agreements to repurchase

Term financing

Derivative financial Instruments

- tontractual amounts payable

~ contractual amounts recetvable
Total undiscounted financial liabilities

Within

3 months
USS milllons USS milllons USS milllons

4 months
to | year

Years
2and 3

Years
4 and §

Qver
3

years
USS milllons US$ millions

4,728.0 1,994.9 9.6 . -
7791 169.4 . - .
21 4015 1,991.2 1,401 9 157.0
354 948 203.8 189.1 112.8
(15 1) (63 3) (167 9) (142.9) (100.9)
75295 2,5973 2,036.7 1,426 ) 168 9
88544 12361 91 - .
5735 - . - .
216 8863 22560 550 5447
861 884 1895 1456 2104
{105) (57 6) (1679) (146 8) (212.8)
95048 2,1533 22868 538 5423

Information on the contractual terms for the drawdown of gross loan commitmnents is set out in note 3|

The figures In the table above do not agree directly to the carrying amounts in the consolidated statement of financtal position as they
Incorporate all cash flows, on an undiscounted basis, refated to both principal as well as those associated with future coupon and interest
payments Coupons and Interest payments for periods for which the Interest rate has not yet been determined have been calculated
based on the relevant forward rates of interest prevalling at the batance sheet date

A maturity analysis of derivative and foreign exchange Instruments based on notianal amounts Is set out in nate 30{c)
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INTEREST RATE RISK

The repricing profile of assets and liabilitles categories were as follows -

Non-interest

Within Months Months Over bearing
3 months 4toé Ttol2 | year items Total
USS$ millions US$ millions USS millions US$ millions US$ millions US$ milllions
At 315t December 2010
Cash and other liquid assets 816.3 227.6 - - - 1,043.9
Placements 35763 - - - - 3,576 13
Trading securiues 53.0 - - . 67 197
Investment securities -
- Fixed rate - 25.4 1180 8010 - 1,004 4
- Floating rate 1,694 5 49.6 . - (23 6) 1,720 5
- Equities & equity funds - - - - 342.9 3419
Loans ang advances 6,001.7 1,643 4 v4.8 13.2 {245 0) 75101
Other assets - - - - 149.9 249.9
Total assets 12,1418 1,946.0 2748 814.2 350.9 15,527.7
Deposits 7,750.5 B&L S 869 4.5 - 8,703 6
s‘:::‘:::: t‘;"f:u chase 7.6 167.9 . . . 945 5
Other liabilides - - . - 2730 1730
Term financing 3,627.6 60.0 - - - 3,687.5
Fquity - - - - 1,918.0 1,918.0
Total liabilicles & equity 12,1887 1,089 5 869 45 2,191.0 15,527.7
Interest rate sensitivity gap (139) 856.5 1879 B809.6 (1,840 1) -
Cumulative interest rate
sensitlvity gap (139 842.6 1,030.5 1,840.1 - -
At 35t Decemnber 2009
Cumulative intarest rate
sensitivity gap 24137 22769 1,728 18908 - -

The repricing profile Is based on the remaining period to the next inzerest repricing date The repricing profile of placements incorporates
the effect of interest rate swaps used 1o lock-In a return on the Group's net free capital funds. Derivative financial instruments that have
been used for asset and liabllity management purposes to hedge expasure to interest rate nsk are incorporated in the repricing profiles
of the related hedged assets and Fabilities The non-specific loan provision is deducted from non-interest bearing assets

The substantial majority of assets and liabilities reprice within one year Accordingly there is limited exposure to interest rate risk. The
principal Interest rate risk beyond one year as set out in the asset and labllicy repricing profile, represents the investment of the Group's
net free capital In fixed rate government securities At 315t December 2010 the modified duration of these fixed rate securities was
2.44 Modified duration represents the approximate percentage change in the portfolio value resutung from a 100 basis point change in
yield More precisely in doltar terms, the price value of a basls point of the fixed rate securities was US$197,000

Based on the repricing profile at 315t December 2010, and assuming that the financla! assets and [abilitles were oo remamn until
maturity or settlement with no action taken by the Group to alter the interest rate risk exposure, an immediate and sustained one
per cent Increase in interest rates across all maturities would result in a reduction in net income before tax for the following year and
in the Group's equity by approximately US$!1 | million and US§32.2 million respectively (2009 US$S 6 millon and US$10 9 million
respectively) The impact on the Group's equity represents the cumulative effect of the increase In interest rates over the entire duration
of the mismatches in the repricing profite of the interest rate sensitive financial assets and liabilides.
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INTEREST RATE RISK (continued)

The Value-at-Risk by risk class for the Group's trading positions is set out In note 26 The market risk relatng to foreign exchange and
derivative trading Instruments is set out in note 30

DERIVATIVE AND FOREIGN EXCHANGE INSTRUMENTS

The Group utilises dertvative and forelgn exchange instruments to meet the needs of its customers, to generate trading revenues and as
part of its asset and liability management (ALM) activity to hedge its own exposure to market risk. Derivative instruments are contracts
whose value Is derived from one or more financial instruments or indices They include futures, forwards, swaps and options in the
Interest rate, foreign exchange, equity, credit and commodity markets Derivatives and forelgn exchange are subject to the same types
of credit and market risk as other financia! Instruments The Group has appropriate and comprehenstve Board-approved policies and
pracedures for the control of exposure to both market and credit risk from its derivative and foreign exchange activities

In the case of derivative transactions, the notional principal typlcally does not change hands It is simply a quantity which Is used o
calculate payments While notional principal Is a volume measure used in the derivative and forelgn exchange markets, it is neither a
measure of market nor credit risk. The Groups measure of credit exposure is the cost of replacing contracts at current market rates
should the counterparty default prior to the settlement date Credit risk amounts represent the gross unreafised gains on non-margined
transactions before taking account of any collateral held or any master netting agreements in phce

The Group participates in both exchange traded and over-the-counter (OTC) derivative markets Exchange traded instruments are
executed through a recognised exchange as standardised contracts and primarily comprise futures and options OTC contracts are
executed between two counterparties who negotiate specific agreement terms, including the underlying Instrument, nodonal amount,
maturity and,where appropriate,exercise price In general.the terms and conditions of these transactions are ilored to the requirements
of the Group’s customers although conform to normal market practice Industry standard documentation is used, mast commonly in the
form of a master agreement. The existence of a master netwing agreement is intended to provide protection to the Group in the event
of a counterparty default.

The Group's principal foreign exchange transactions are forward foreign exchange contracts, currency swaps and currency options
Forward foreign exchange contracts are agreements to buy or sell a specified quantity of foreign exchange on a specific future date atan
agreed rate A currency swap involves the exchange, or notional exchange, of equivalent amounts of two currencies and a commitment
to exchange interest periodically unti! the principal amounts are re-exchanged on a specified future date Currency opuions provide the
buyer with the right, but not the obligation efther to purchase or sell a fixed amount of a currency at a specified exchange rate on or
before a specified future date As compensation for assuming the option risk, the option seller (or writer) receives a premium at the
start of the option period

The Group's principal interest rate-relatad derivative transactions are interest rate swaps, forward rate agreements, futures and options
An interest rate swap s an agreement between two parties to exchange fixed rate and floating rate Interest by means of periodic
payments based upon a notlona! principal amount and the interest rates defined in the contract. Certain agreements combine interest
rate and foreign currency swap transactions, which may or may not include the exchange of principal amounts In 3 forward rate
agreement. two parties agree a future settfement of the difference between an agreed rate and a future interest rate, applied to a
notional principal amount for an agreed period. The settlement, which generally occurs at the start of the contract period, is the
discounted present value of the payment that would otherwise be made at the end of that period An interest rate future is an exchange
traded contract for the delivery of a standardised amount of a fixed income security or time deposit at a future specified dats Inzerest
rate options, including caps, floors and collars, provide the buyer with the right, but not the obligadon, either to purchase or sell an
interest rate financial instrument at a specified price or rate on or before a specified future date

The Greup’s principal equity-related derivative tansacdons are equity and stock Index options An equity option provides the buyer
with the right, but not the obligation, either to purchase or sell a specified stock or index at a specified price or level on or before a
specified future date

The Group buys and sells credit protection through credit default swaps Credit default swaps provide protection against the decline
in value of a referenced asset as a resuk of credit events such as default or bankruptey It is similar in structure to an option whereby
the purchaser pays a premium to the seller of the credit default swap in retwrn for payment related to the deterioration in value of the
referenced asset. Credit default swaps purchased and soid by the Group are classifled as derivative financlal instruments
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a)

b)

for the year ended 31st December 2010

DERIVATIVE AND FOREIGN EXCHANGE INSTRUMENTS (continued)

Product analysis
The table below summarises the aggregate notional and credit risk amounts of forelgn exchange, Interest rate, credit and equrty-refated
derrvative contracts

Notional amounts Credit risk

Trading Hedging Total amounts
US$ millions USS$ millions US$ millions US$ millions

At 31st December 2010
Foreign exchange contracts -
Unmatured spot, forward and futures contracts 3979 2,095 1 2,493 0 .9

Interest rate contracts.-

Interest rate swaps 1,9378 5,073 1 T1.010.9 899
Cross currency swaps - 400 0 4000 -
Options, caps and floors purchased 243 - 243 0.2
Options, caps and floors written 24.3 - 2413 -
1,986 4 5,473 1 7,459 5 0.1

Credit contracts -

Protection scid 250 - 250 -
Total 1,409.3 7,568 2 99718 1020
At 315t December 2009
Total 30122 4,204 0 72162 785

There is no credit risk in respect of options, caps and floors written, and protection sold on credit contracts as they represent
obligations of the Group.

At 315t December 2010 the Value-at-Risk of the foreign exchange interest rate and credit derivative trading contracts analysed in the
table above, as calcutated in accordance with the basis set out in note 33, was US$0 | million, US$0 | million and nil respectively (2009
mil, US$0 | million and nil) Value-at-Risk is a measure of market risk exposure and Is accordingly separate and in addition to the credit
risk exposure represented by the credit risk amounts in the table above

Counterparty analysis
311210 311209

Banks Corporates Total Total
USS$ millions USS millions US$ millions USS$ milions

Credit risk amounts

QECD countries 46 - 346 189
GCC countries 03 540 54.3 496
Other countries - 131 131 100

349 871 10290 785

Credit risk is concentrated on major OECD-based banks and GCC-related customers
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d)

e)

DERIVATIVE AND FOREIGN EXCHANGE INSTRUMENTS (continued)

Maturity analysis

Years Years Over
Year | 1&3 4&5 S years Total
USS$ millions US% milllions US$ milllions US$ mliiflons US$ millions

At 31st December 2010

Foreign exchange contracts 2,493.0 . - - 2,493 0
Interest rate contracts 4,218.0 9567 1,140.6 1,144 2 7,459.5
Credit contracts - 25.0 - - 150
Total 67110 9817 1,140.6 1,144 2 99775
At 31st December 2009

Yol 41350 1,424 1 681 1,269 0 72162

The Group’s derivative and foreign exchange activities are predominantly short-term in nature Transactions with mawrities over one
year principally represent either fully offset crading transactions or transactions that are designated, and qualify, as fair value and cash
flow hedges

Fair value analysis

311210 311209
Positive Negative Positive Negative
fair value falr value fair value fair value
USS millions USS millions US$ millions  USS milhions
Derivatives held for trading--
Forward foreign exchange contracts 2.2 2 22 (447
Interest rate swaps and swaptions 649 (61.4) 5813 (537)
&1 9 605 (98 4)
Derivatives held as cash flow hedges -
Forward foreign exchange contracts - - ot -
Derivatives held as fair value hedges -
interest rate swaps - (227) - (391)
Amount included in other assets/ (other llabllities) 7.1 {86 2) 506 {137 5)

Significant net open positlons
There were no significant derivative trading or foreign currency net open positons at either 31st Decernber 2010 or at 315t December
2009

Hedge effectiveness

Galns and losses recognised in the consolidated statement of income refating to falr value hedging relationships were as follows -

2010 2009

US$ miilions US3$ millions

Net gains on derivative fair value hedging instruments 209 274
Net losses on hedged hems attributable to the hedged risk 28.9 274

There wers no Ineffective portions of derivative fair value or cash flow hedging transactions recognised In the consolidated statement
of income in either the year ended 315t December 2010 or 3 1st December 2009

Certain derivative cash flow hedging transactions were unwound during the year ended 31st Decernber 2009 The resultant realised

profits are being recognised in the consolidated smarement of income over the respective tenors of the origimal transactions for periods
w2014
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for the year ended 31st December 2010

31

32

33

CREDIT-RELATED FINANCIAL INSTRUMENTS

Credit-relsted financla! instruments Include commitments to extend credit, standby letters of credit and guarantees which are designed
to meet the financing requirements of customers The credit risk on these transactions Is generally less than the contractual amount.
The table balow sets out the notional principa) amounts of outstanding credit-related contdngent items and the risk-weighted exposures
calculated In accordance with the capital adequacy guidefines of the Basel Committes on Banking Supervision

315210 31209

Notional Risk- Notlonal Rusk-

principal weighted principal weighted

amount exposure amount exposure

US$ milllions WUS$ milllons US$ millions LSS millions

Direct creditc substtutes 1640 147.6 1716 1614

Transaction-refated contingent items 1,2372 4743 808.7 3224

Short-term self-diquidating trade-related contingent items 0912 419 2343 483
Commitments, including undrawn loan commitments and

underwriting commiunents under note lssuance and
revolving faciliues 5395 224 8 945 8 4502
2,1499 889 6 11604 9823

Commitments may be drawndown on demand

Direct credit substitutss at 315t December 2010 included financtal guarantees amounting to US$101.8 mitlion (2009 US$138 5 million)
Financlal guarantees may be called on demand

Credit-related financlal istruments are reported gross before applying credit risk mitigants such as cash collateral, guarantees and
counter-indemnities At 31st December 2010 the Group held cash collateral, guarantees, counter-indemnities or other high quallty
collateral in refanon to credit-retated financlat instruments amounting to US$178.7 million (2009- US$115 1 mithon)

CONTINGENT LIABILITIES

Littgation

The Bank and its subsidiaries are engaged in litigation In various jurisdictions The litigadon involves claims by and against Group
companies which have arisen in the ordinary course of business The directors of the Bank. after reviewing the clatms pending against
Group companies and based on the advice of relevant professional legal advisors, are satlsfied that the outcome of these claims will not
have a material adverse effect on the financial pasition of the Group.

CAPITAL ADEQUACY

The CBB’s Basel 2 guidelines became effective on Ist January 2008 as the common framewark for the implementation of the
Basel Commitzee on Banking Supervision’s (Basel Committee) Basel 2 capital adequacy framework for banks Incorporated in the
Kingdom of Bahrain

Tha risk asset ratio calculated in accordance with the CBB3s Basel 2 guldelines was as follows -
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CAPITAL ADEQUACY (continued)

Regulatory capital base
Tier | capital
Toral equity

Adjustment to exclude net fair value losses

Tier | capital

Tier 2 capiaal
Subordinated term financing

Non-specific provisions subject to | 25% risk weighted exposure limitation

Unrealised gains on fair value of equity investments

Tier 2 capital
Total regulatory capltal base
Risk-welghted exposure

Credit risk
Bafance sheet items
Cash and other liquid assets
Placements
Investment securities
Loans and advances
Other assets

Off-balance sheet items
Credit-related contingent items
Foreign exchange-related items
Derlvative-related items
Forward phcements
Repo counterparty risk

Credlt risk-welghted exposure
Morket rick

General market risk

Specific market risk
Market risk-welghted exposure
Operational risk
Operational risk-welghted exposure
Total risk-welghted exposure
Tier | risk asset ratio
Total risk asset ratio

30210 311209
US$ milllons US$ millions
1,218.0 17794
12.0 534
1,910.0 1,8328
4388 5110
129 0 1394
110 57
578.8 656 1
2,508.8 24889
3210 31209

Notlonal Risk- Noticnal Risk-
principal welghted principal weighted
amount exposure amount exposure
US$ millions US$ milllons US$ millions  USS millions
1,043.9 2712 5082 738
35743 8718 4,101 1 5935
3,067 8 L2112 20181 1,067 %
7,510 1 6,3948 9,298 | 7,557 1
2499 1855 2320 1864
8,73412 94787
2,149.9 8896 2,160 4 9823
2,491.0 g0 33104 100
7.484.5 15.9 39058 35

Ha.9 218 - -

89 -
9672 9959
9,701.4 10,4746
61.2 415
679 82.8
1291 1243
4912 5505
10,3117 11,1494
18.7% 16 4%
24.3% 223%
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33

34

35

CAPITAL ADEQUACY (continued)

For regulatory Basel 2 purposes, the Group has initially adopted the standardised approach for credit riske In dme and subject to
approval by the CBB, the Group plans to adopt the {oundation internal raungs-based (FIRB} approach for credit risk as it is more
closely aligned to the Group's internal risk and capital management methadologies For market risk, the Group uses the internal modes
approach GIB has initlally adopted the basic indicator approach for determining the capita! requirement for operational risk, although is
planning to adopt the standardised approach for operational risk subject to approval by the CBB

In accordance with the capital adequacy guldelines of the CBB, revaluation gains and losses arising on the remeasurement to fair value
of avallable-for-sale securities and derivative cash flow hedging transactions are excluded from ter | capltal with the exception of losses
arising on the remeasurement to fair vatue of equity securities classified as avallable-for-sale In accordance with the CBB's guidelines,
gains arising on the remeasurement to fair value of equity securities chassified as avallable-for-sale are included in tier 2 capimal, although
{imited to 45 per cent of the unrealised revaltation gain

The Group's subordinzted term financing facilities have been approved for inclusion In der 2 capitat by the CBB. During the last five
years before maturity, a cumulative amortisation (discount) factor of 20 per cent per year is to be applied to the facilitias As at 3ist
December 2010 the amortisation amount excluded from tier 2 capital amounted to US$72.2 million (2009 nil)

The Group calcutates the regulatory capital requirement for general markex risk uslng aValue-at-Risk model The use of the internal model
approach for the calculation of the capital requirement for generat market risk has been approved by the Bank's regulator, the CBB The
multiplication factor to be applied to the Value-at-Risk calcutated by the Internal modet has been set at 35 (2009 3 5) by the CBB

Value-az-Risk is calculated based on a 99 per cent confidence level, a ten-day holding period and a twelve-month historical observauon
period of unweighted dawa from the DataMetrics regulatory data set. Correlations across broad risk categories are excluded Prescribed
additions in respect of specific risk are made to the general market risk The resultant measure of market risk 1s multplied by 12.5, the
reciprocal of the 8 per cent international minimum capital ratlo, to give market risk-weighted exposure on a basls consistent with credit
risk-weighted exposure

The Group calcutates the regulatory caphal requirement for operational risk by applying an alpha co-efficient of |5 per cent to the
average gross income for the preceding three financlal years

FIDUCIARY ACTIVITIES

The Group conducts investment management and other fiduciary activites on behalf of dients  Assers held in trust or in a fiduciary
capacity are not assets of the Group and accordingly have not been included in the consolidated financial statements The aggregate
amount of the funds concerned at 31st December 2010 was US$ 18,206 5 million (2009 US$ 16,638 7 milhon)

RELATED PARTY TRANSACTIONS

The Group's refated party transactions are limited to the compensation of its directors and executive officers

The compensation of key management personnel was as follows -

2010 2009

USS$ millions US$ mithons

Short term employee benefits 54 59
Past-employment benefits 04 05
58 64

Key management personnel comprise members of the Board of Directors, the Group Chief Executive Officer and the Managing
Directors of the Group.

Post-employment benefits principally comprise compensation paid to personnel on retirement or resignatlon from the services of
the Group.

There were no other refated party transactions
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FAIRVALUE OF FINANCIAL INSTRUMENTS

The Group's financiz! instruments are accounted for under the historical cost method with the exception of trading securitles, available-
for-sale securitles and derivative financial Instruments By contrast the falr value represents the amount at which an asset could be
exchanged, or a liabllity setdled, in a transaction between knowledgeable, willing pardes in an arm’s length transaction Differences
therefore can arise between book values under the historical cost method and falr value estimates Underlying the definition of fair
value Is the presumption that the Group s a going concern without any intention or requirement to curtail matariafly the scale of Its
aperation or to undertaka a transaction on adverse terms Generally accepted methods of determining falr value include reference to
quoted prices or to the pricing prevailing for similar financal instruments and the use of estimation techniques such as discounted cash
flow analysis

Based on the valuation methodologies outlined below, the Rir values of all on- and off-batance sheet financial instruments were not
significantly different to their carrying amounts

Trading & Investment securities
The fair values of securities are based on quoted prices or valuation techniques with the excepton of investments In unquoted equity
investments for which fair values cannot be reliably measured. the fair values of which are based on thelr carrying amount.

Loans and advances

The fair values of loans held for trading are based on quoted markst prices The fair valies of other loans on a floating interest rate
basls are principally ssdmated at book valus less provislons for impairment. The fair values of troubled sovereign debt are based on
market bid prices The fair values of impaired loans are estimated at the recoverable amount, measured as the present value of expectsd
future cash flows discounted based on the interest rate at the Incepton of the loan The fair values of fixed rate loans are estimated on
a discounted cash flow basis utllising discount rates equal to prevailing market rates of interest in the respectiva currencies for loans of
similar resldual maturicy and credit qualicty

Term financing

The fair value of term financing is based on observable market dam, including quoted market prices for debt instruments issued
by stmilarly rated financial institutions and with simifar maturities, or estumated on a discounted cash flow basis utilising currently
prevailing spreads for borrowings with similar maturities The fair values of senior term fimancing and subordinated term financing
at 315t December 2010 were US$3,163 | million and US$446 6 million respectvely (2009 US$2,958 2 million and US$461 7 milllon
respectively)

Other on-balance sheet items

The fair values of foreign exchange and derivative financh! instruments are based on market prices, discountad cash flow techniques
or optlon pricing models as appropriate The fair values of all other on-balance sheet financial assets and liabllities approximate their
respective book values due to their short term nature

Credit-related contingent items

There was no material falr value excess or shortall in respect of credit-related off-balance sheet financial instruments, which include
commitments to extend credit, standby letcers of credit and guarantees, as the related future income streams reflected contractual fees
and commissions actually charged at the balance sheet date for agreements of similar credit standing and maturity Specific provisions
made in respect of individual transactions where a potential for loss has been idendfied are included in provistons for the impairment of
loans and advances
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36

37

FAIR VALUE OF FINANCIAL INSTRUMENTS (continued)

Credit-related contingent items (continued)
The valuatson basis for financial assets and financl liabilities carried at fir value was as follows -

Valuation
based on Other
Quoted observable valuation
prices market data techniques
(level 1) (level 2) {leve! 3)
US$ millions USS$ millions USS$ milliens
At 3Ist December 2010
Financial assets
Trading securities 7.7 . -
Investment securities 19318 - 27.1
Drerbrative financial insouments - &87.1 .
Financial liabilines
Derivative financial Instruments - 861 -
At 3ist December 2009
Financial assets
Trading securities 502 - B
Investnent securities 18680 - 249
Deerivative financtal instruments - 606 -
Financlal liabllities.
Dertvativa financial instruments - 1375 -

Quoted prices Include prices obtained from lead managers, brokers and dealers Investment securities valued based on other vatuadon
techniques comprise private equity investments that have been valued based on price / earnings ratios for similar entities The majority
of the Group's financial assets and habllities that are carried at falr value are valued based on quoted market prices At 315t December
2010,97 0 per cent of financlal assets carried at fair value were valued based on quoted prices (2009 95 7 per cent)

During the year ended 31st December 2010 the value of investment securities whose measurement was determined by other vahradon
techniques {level 3 measurement) increased by US$2.2 million The increase entirely comprised changes In assigned vahuations, as
recognised In other comprehensive incame No transfers out of, or Into, the level 3 measurement classification occurred during the year
ended 315t December 2010

EARNINGS PER SHARE

Basic earnings per share is calculated by dividing the net income / (loss) atributable to the shareholders by the weighted average number
of shares In tssue during the year

2010 2009
Net income / (loss) after tax {US$ millions) 1004 {152.6)
Weighted average number of shares in lssue (millions) 2,500 2,500
Baslc earnings per share US30 04 (US$006)

The diluted earnings per share Is equivalent to the basic earnings per share set out above
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PRINCIPAL SUBSIDIARIES

The principal subsidiary compantes were as follows -

Gulf International Bank (UK} Limited
GIB Financlal Services LLC
GIB Investment S PC

AYVERAGE CONSOLIDATED STATEMENT OF FINANCIAL POSITION

The average consolidated statement of financlal position was as follows -

Assets

Cash and cther liquid assets
Placements

Due from shareholders
Trading securities
Investment securities

Loans and advances

Orther assets

Total assets

Liabllittes

Deposits from banks

Deposits from customers

Securitles sold under agreements to repurchase
Qther llablities

Senlor term financing

Subordinated term financing

Total labilitles

Total equity
Total llabilities & equity

Country of Ownership interest
Incorporation 31210 311209
United Kingdom 100% 100%
Kingdom of Saudi Arabia 100% 100%
Kingdom of Bahrain 100% 100%
311z10 31209
US$ milllons USS millions
7872 2653
4,206 3 44819
- 1,1482
386 13386
2,515.5 20526
8,340.4 11,2281
170 3 2731
16,0683 19.582.8
2,904 4 28367
6,897.5 10,8082
46012 1,026 8
1559 2181
3,155.¢ 22197
5110 5339
14,184.0 17,643 4
1,884 2 1,939 4
16,0683 19,5828
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)

PARENT COMPANY

The condensed unconsolidated financlal statements of Gulf International Bank 85 C were as follows -

Condensed statement of financial position

Assets

Cash and other liquid assets
Placements

Trading securities
Investment securities
Investments in subsidiaries
Loans and advances

Other assets

Total assets

Liabilities

Deposits from banks

Deposits from customers

Securitles sold under agreements to repurchase
Other liabilides

Senior term financing

Subordinated term financing

Total llabllitles

Total equlty

Total liabilities & equity

31,1210 311209
US$ millions US$ millions
1209 1970
1,448.0 2,258¢9
560 479
3,047.8 20177
2435 2357
7,5100 9,307 4
2152 195 4
13,661.4 14,2600
21,0670 23260
4,579 4 55574
1,145.8 7500
2628 2881
3,176 6 3.007¢9
5110 5110
11,742.6 12,480 6
1,918 8 1,779 4
13,661 4 14,2600

The investments in subsidiaries are accounted for at fair value Gains and losses arising from changes in che falr values of the investments

are accounted for In equity

Condensed statement of income

Net interest income

Fee and commission incame

Net trading income

Other Income

Total Income

Operating expenses

Net Income before provisions and tax
Provisions for investment securities
Provisions for Joans and advances
Net income / (loss) before tax
Taxaton charge on overieas activities
Net Income / {loss)

WELCOMING THE FUTURE

Year ended Year ended
311210 311209
WSS millions US$ millions
1439 1933
223 203
44 172
1ne 913
1875 240 |
84 4 776
103.1 1625
46 4684
(9.0) {361 7)
987 (1508)
(55) an
932 {152 5)
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