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Gulf International Bank

Gulf International Bank [GIB] aims to be the international
GCC bank with regional expertise, glebal outreach and
innovative financial solutions; and to be a value-adding
partner, leveraging cutting-edge technology and superior
human capitat.

GIBs mission is to provide innovalive, canvenient
and customised financial products and services and,
in parallel, to build and retain a reputation for trust, quality
and reliability in order to establish GIB as the partner of
choice and create long-term relationships. This will enable
the Bank ta add value for its customers, be an employer of
choice and meeat shareholders’ objectives.

The Bank was established in the Kingdom of Bahrain in
1975, and it is licensed by the Central Bank of Bahrain as
a conventional wholesale bank. It is owned by the six GCC
governments, with the Public Investment Fund of Saudi
Arabia holding a majority slake (97.2 per cent]. GIB has
branches in London, New York, Riyadh and Jeddah, and
representative offices in Beirut and Abu Dhabi, in addition
to its main subsidiaries, Londan-based Gulf Internatienal
Bank (UX) Limited, and Riyadh-based GIB Capital LLC.
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Financial highlights

2013 2012 201 2010 2009
Earnings [US$ millions]
Net income / loss] after tax 1215 1179 104 5 100 4 (152 4|
Net interest income 1431 149 4 1438 1542 2065
Fee and commuission income 620 547 485 422 407
QOperating expenses 1514 1341 1198 1133 1228
Financial position (US$ millions]
Total assets 21,156 9 17704 8 167889 155277 162077
Loans 8,317.2 71103 67518 75101 92981
Investment securities 37258 35601 31517 30678 20181
Senior term financing 2,3329 24327 346903 3474 6 3.007%9
Equity 2,264 0 21302 19628 19180 17794
Ratios (per cent)
Profitability
Return on average equity 55 58 54 54 (82
Return on average assets 04 07 04 0é 07
Capital
Risk asset ratio (Basel 2)
- Total 89 201 233 243 223
-Tier i 169 174 192 187 164
Equity as % of total assets 107 120 "7 124 o
Asset quality
Securities as % of total sssets 179 207 193 203 128
Loans as % of tatal assets 393 402 402 48 4 574
Liquidity
Liquid assets ratio 588 579 582 500 412
Deposits to loans cover (trnes) 21 20 20 14 14
' Deposits include seauar term finanzing
Credit ratings
Moody s Rating Agency of Capital
Credit Fitch Ratings Standard & Poors Malaysia Intelligence
Long-term A A3 BBB+ Ady A
Short-term F-1 P-2 A-2 5 Al
Viability BBB- - - -
Financial strength - D+ - BBB+
Outlook Stable Negative Positive Stable Stable
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Chairman’s
statement

HE Jammaz bin Abdullah Al-Suhaim:
Chairman

On behalf of the Board of Directors, 1t 1s my privilege and
pleasure to present the Annual Report of Gulf International
Bank {G!B] for the fiscal year ended 31+ December 2013
Despite continued global economic volatiity and challenging
regional market conditions, this proved to be a period of
significant progress for the Bank, highlighted by strong
financial results and the successful on-going implementation

of our new business strategy

| am pleased lo report that GIB posted a strong financial
performance for 2013 Consclidated net income after tax grew
by 3 per cent to US$121 5 million comparad te US$1179 millien
for the previous year This was despite a significant increase
n expenses relating to the on-going smplementation of the
new bustness strategy Total income increased by 9 per cent to
US$278 3 mutlion fram US$255 0 million in 2032 with higher
contributions from almast all income categories Net interest
income of US$163 1 million was US$13 7 million ar 9 per cent
higher than the previous year, reflective of increases in both loan
volumes and margins, as the Bank successfully re-orientated its
lending activities away from its traditional transactional-based
long-term project and structured finance 1o relationship-based
business with large and mid-cap corperates

The successful nurturing of relationstups with large and mid-
cap carporates during the year in ine with our new business
strategy, resulted in a 17 per cent increase in loan velumes as
well as increases in non asset-hased, client-related revenues In
this contexl, non-interest income of US$115 2 million comprised
41 per cent of total iIncome, compared to 10 per cent in 2008 This
growth illustrates the success of GIB s new strateqic focus an
nan asset-based relationship-ariented products and services as
well as the increased focus on the support of clients commercial
and trade finance requirements

Fee and cemmission income the largest contributor to nan-
interest earnings at US%42 0 million grew by 9 per cent The
year-on-year growth reflected increased contributions from the
broad range of relationship-orientated products and services that
support customers commercial and trade finance requirements
Foraign exchange inceme was US$17 4 million compared with
US%21 3 mullion in the previous year Customer-related foreign
exchange income was at an exceptionally high level in 2012
Foreign exchange income comprised revenues derived entirely
from client-related actvities n particular structured products
designed to assist clients in hedging their fereign exchange
expasures i volatile markets Trading income at US$9 3 milbon

was US$5 0 million lower than 2012 due to a more subdued
market environment Trading income included revaluation gains
on investments 1n funds managed by the Bank s London-based
subsidiary GIB [UK] Limited Income from these managed funds
was at an exceptionally high level during 2012, due in particular
to buoyant market canditions for emerging market deb! that was
nat repeated in 2013 Other income of U5$26 5 million, which
compared with US$13 3 million in the previous year included an
exceptional ong-off US$15 3 million recovery arising from the
liquidation of a structured investment vehicle that was written off
during the financial crisis of 2008

Total expenses for the year increased by 11 per cent to US$151 6
million, due pnmarily to the on-going implementation of GIB s
new pan-GCCuniversalbanking strategy Thisincluded extensive
investment in human capital (nformation technology, and
prermises to support the planned launch of the new retail banking
business in 2014 However 1t should be noted that the cost-to-
income ratio of 54 per cent in 2013 nevertheless remained on par
with the previous year

Consalidated total assets at the year end stoad at US$21 2 billion,
up 19 percentirom US$17 7billionatthe endof 2012 withthe asset
profile reflecing an extremely high level of liquidity Cash and
other liquid assets, reverse repos and short-term placements,
amounted ta US$8 7 billion, representing an exceptionally tigh
41 per cent of total assets Investrnent securities of US$3 7 billion
largely camprised highly-rated and liquid debt secunities 15sued
by major financial institutions and regional government-related
entiies The increase in loans and advances to US$8 3 billion
from US$71 billien 1n 2012 illustrated the on-going growth m the
Bank s lending activities as well as the success achieved in the
focus an developing constructive relationships with large and
mig-cap corporates

In addition GIB s funding profile continued to strengthen during
2013 with customer depasits growing by 42 per cent to US$13 5
billion This robust funding position demonstrated the continued
confidence of our clients and counterparties based on the
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“Additional recognition of our business
achievements was highlighted in the
form of further major industry awards
during 2013."

Bank s strong ownership and financial strength This was also
reflected by the total and tier t capital adequacy ratios which
stood at 189 per cent and 1469 per cent respectively GIBs
prudent capital management and Liquidity framework means
that 1t has already met the majority of the requirements under
the new Basel 3 directive This has been assisted by GIB s move
away from shart-term wholesale funding and the maintenance
of a substantizl uquidity reserve in the form of highly-rated,
marketable and liquid debt securities of which 93 per cent can
be liquidated within seven days

During 2013, the international rating agencies also endarsed
thair confidence in GIBs tinancial strength with the re-
affirmation of our short-and long-term credit ratings In a
sigraficant development Standard & Poor s [S&P] upgraded its
Stand-Alene Credit Profile [SACP) for GIB from BBB- to BBB,
and its rating cutlook from Stable to Positive S&P noted the
significant improvement in GIB s funding prefile, and stated that
they positively viewed our new strategy ta transform the Bank s
business model The agency also highlighted the Bank s robust
capiial and earnings adequate risk position, and strong liquidity
This follows the earlier upgrade by Fitch of GIB s Viability Rating
from BB+ to BBB- Such endorsements are further independent
vabidation of the actions we have taken over the past four years
to restructure and transform the Bank through the adoption of a
new business strategy

Additional recegnition of our business achievements was
highlighted in the form of further major indusiry awards during
2013 These reqional awards covered the areas of investment
banking assel managemenl and Shariah-comphliant financial
services plus a special award from Malaysias leading rating
agency following GIB s establishment of the Malaysian Ringgit 35
billlon Sukuk Al-Wakala Medium-Term Nate Programme in 2012

In additian, | wauld Like te congratulate the Bank s CEO, Dr Yahya
A Alyahya onhisappointment as a Board member of the Institute
of International Finance, and a member of the Conciliation and

Arbitration Panels of the Internationat Center for Settlement of
Investment Disputes Theseprestigious appaintments acknowledge
fus status as a leader in the financial services industry

| am pleased to report that we continued to make sound progress
during the year in implementing our new business strategy
to transform GIB into a pan-GCC universal bank providing
innovative customer-centric solutions Qur strategy I1s based
on three main pillars the first pillar 1s the transiormation of
our wholesale banking inte a relationship-based business with
a focus on the cross-sell of fee-based producis and services
te a broader client base, the second the expansion into retail
banking to pravide more stable and less costly funding, the
third the expansion of our asset management capabilities 1n the
region with new products and greater synergy between GIB (UK}
Limited and GIB Capital

By successfully bullding new carporate banking and ireasury
relationships with large- and mid-cap corporates GIB has
developed and grown its loan pertfolio increased non asset-
based, client-related revenues through higher levels of cross-
selling, and enhanced its funding prafile by attracting and
mamntaining a high level of customer deposits GIB Capital led
five major regional investment banking deals in 2013, including
the Kingdom of Bahrains US$15 billion bond i1ssue, a SARI
bilien sukuk 1ssue by Saudi Binladen a SARé77 million debt
re-profiing and a SARZ00 million rights 1ssue for Middle East
Specialised Cable Company, in additien to finalising a number
of advisory mandates The Bank s Shariah-compliant banking
business witnessed encouraging growth during the year, and
was further strengthened with the establishment of two new
Shariah Supervisory Boards for the Kingdom of Saudi Arana
and the rest of the GCC GIB s asset management business atso
performed well recording an increase in institetional investors
and a marked growth in funds under management, with the GiB
Emerging Markets Opportunities Fund continuing to outperform
1ts related indices
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Chairman’s statement
(continued]

“Supporting these business activities, and the
realisation of our new strategy, 1s an enduring
commitment to the highest standards of

governance and ethical behaviour™

By the end of 2013 GIB had finalised maost of the key elements
necessary for launching the new retail banking business in
2014 This conslitutes an enormaus achievement by both staff
and senor management This included a significant investment
in research and social media-based marketing the recruitment
and traiming of 176 new staff during the year, the development of
a green field IT infrastructure, the fiting-out of three provincial
branch offices, and working closely with the Saugh Arabian
Monetary Agency [SAMA] and the Saudi Credit Bureau [SIMAH]
lo finalise all necessary approvals and licences GIB Retail will
offer clients a unique digital-based self-service retail banking
concept providing significant cost-savings and efficiency in
addition to superior customer service

Supporting these bustness actwities, and the realisation of
our new strategy, 1s an enduring commitment to the highest
standards of governance and ethical behaviour During 2013
we strengthened the Bank s corporate governance and risk
management frameworks to ensure compliance with the latest
rules and requirements of requlators in the various urisdictions
in which GIB operates Due to our traditional conservative
provisiening paolicy the Bank 15 already fully-compliant with
the stricter regulations relating to provisioning that are to be
introduced by the Central Bank of Bahrain (CBB] and SAMA n
2014 Also during the year the Bank s operationat nsk policies
and processes were upgraded to cover the additional and
differing nisk thresholds pertaining to retail banking compared
to wholesale banking while business continuity planning and
information securily were substantiatly enhanced

GIB 15 also committed ta fulhllng its social responsibility as
a concerned corporate citizen Duning 2013, we continued to
support and participate in a range of phitanthropic and culteral
aclvities in Bahrain and the wider GCC as well as contributing
to the development of the regicnal banking industry Staff were
also encouraged to engage in community outreach activities that
improve the quality of life for society By way of example, staff
participated in a blood donation drive and activities 1n support of
breast cancer awareness

Based on the significant overall progress achieved during 2013
we are oplimishie about GIB s prospects in 2014 Substantial
foundations have been put in place which will support our new
strategic abjectives to grow and develop our business With oil
prices remaining stable, the GCC region - which constitutes our
main market-isexpectedto continue 1ts robust GDF growth with
the short-term outlook remaining positive However given the
likelthoad of conuinued global economic and market volatility and
on-going regional political and social tensions, we are conscious
that the year ahead will continue to be highly challenging for the
banking industry Far GIB in particular, the start-up costs of our
new retaill business will be substantial and are likely to impact
our bottomn line {or the next few years until the business s fully
operational and making an effective contribution to revenues

On behalf of the Board of Directars, | would like to express
my sincere appreciation far the confidence and suppart of
our shareholders the trust and loyalty of our clients the
encouragement and cooperation of our counterparties and the
advice and quidance of the requlatory and supervisory bodies in
the various jurisdictions in which GIB operates | would also like
to take this opportunity to pay special tribute to the commitment
and professionalism of our management and staff, and thair
positive athitude towards embracing change and implementing
the Bank s new strategy

H £ Jammaz bin Abdullah Al-5uhaimi
Chairman
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Management
review

Dr Yahya A Alyahya
Chief Exacutive Officer

| am pleased to report that GIB achieved an excellent overall performance
in 2013 Although not without its challenges - including global economic
uncertainty, volatile market conditions, and regional geo-political tensions
- the year witnessed an improvement over 2012 For GIB, it was a better year
across all fronts Financially, we achieved an increase in revenues, with all
business lines contributing to the bottom line, operationally, we continued
to strengthen our support infrastructure, while strategically, we moved
closer to becoming a pan-GCC universal bank and regional retail innovator

Nurturing relationships

We made significant progress during 2013 in transfarming
our wholesale banking business The establishment of new
corporate banking and treasury relabionships with mid- and
large-cap corporates resulted in substantial growth in the loan
portfolio, an expanded client base a higher level of cross-selling
of fee-based products and an improved funding profite

The toan baok grew by 17 per cent during the year, due to
a combination of new clients, generating greater business
with existing clients, and closing a number of noteworthy
conventional and Shariah-compliant financing deals GIB was
the lead arranger for SAR3 billion contract financing facilities
to Saudi Binladin Group for the expansicn of King Abdullah
International Airport at Jeddah The facilities comprised a sukuk
1ssue of SAR1 billion, and LC and LC-refinancing of SARZ billion
The Bank also arranged a US%1 billion murabaha facility and
SAR14 bilion revolving murabaha faclity for Saudi Aramco
Mabil Refinary Company, a US$500 million yara syndication for
Sharjah Electricity and Water Autharily, and a US$250 million
revolving credit facility for Mumtalakat, the soveraign wealth
fund of the Kingdom of Bahrain In addition GIB participated n a
SAR195 billion Shariah-comphant financing facility for Arabian
Centras Company, a US$228 million facility for flyduba, and a
US$50 million revolving credit facility for United Steel Company

Another key achievement in 2013 was a notable increase in the
cross-selling of corporate and investment banking treasury
and trade finance services and products This resulted in an
Increase In non asset-based client-related revenues, which now
account for over 41 per cent of total income During the year
GIB mtroduced innovative new treasury praducts including a
wider range of structured FX option hedge transactions for GCC
corporate clients and a range of commodity swaps and options,
and profit rate swaps to Saudi Arabian clients Importantly, the
Bank s funding profile continued to improve during 2013 as

we successfully sitracted a hugher level of customer deposits,
which grew substantially during 2013 by 42 per cent from the
prior year end

Saudi-based GIB Capital our investment banking arm, led a
number of high-profile regional deals in 2013 These include
the Kingdom of Bahrains US$15 billion bond 1ssue which was
49 times over-subscribed, the SAR1 hillion sukuk issue by
Saudi Binladin Graup and the SAR477 million debt re-profiling
and SARZ0C million rights 1ssue for Middle East Specialised
Cables Company In addition, GIB Capital was apponted joint
lead manager and financial adwiser for Zan Bahrains IPC,
advised Saudi Aramco Mobil Refinery Cornpany on raising multi-
currency debt financing completed the debt re-profiling for a
GCC petrochemicals company, and adwised on a US$500 million
syndicated facility for a regional utiiies company

GIB s asset management business, which 1s managed by our
London-based subsidiary - GIB (UK| Limited - enjoyed anather
successfulyear, generating increasedresponse frominstitutional
investors This resulted in total funds under management
growing by 21 per cent to US$11 2 billion at the 2013 year end
During the year, GIB won a new US$17 hillion fixed income
mandate, which will significantly increase both assets and fees
under management The Bank s flagship hedge fund - the GIB
Emerging Markets Opportunities Fund [EMOF] - continued to
outperform all related benchmarks Since inception in August
2010 EMOF s funds under management have increased from
US$106 million la nearly US$300 millien In 2013 approval was
receved far the introduction of an additional share class to the
Fund which should be available for subscription 1n early 2014

EMOF 1s mulb-strategy long / short emerging markets-focused
hedge fund that invests in sovereign and corporate rate fixed
income securities In both international and local currencies The
Fund s strategy, combined with the UK s regulatory environment
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and the Bank s proactive portfolio management skills, enables
GIB to compete effectively an a global basis We are currently
developing plans to expand our asset management capabilities
in the region with the introduction of new products innovative
marketing and greater synergy between GIB [UK] Limited and
GIB Capital

Going retail

Akey pillar of GIB s pan-GBCC unwversal banking strategy 1s our
planned entry into retal banking Tremendous progress was
made during 2013 with the majonty of elements in place for
a launch in 2014 A notable achievement during the year was
the recruitment of new staff wth the appropriate educational
backgrounds, skill sets and athtudes, which was followed by
an intensive two-manth tranng programme In addiion a
green field IT infrastructure was developed featuring highly-
sophisticated back-end systerns to deliver a simplified customer
experience and three main branch offices were fitted out
which will offer customers accessibility and canvenience Also
during the year, an appropriate risk framework was develaped,
and discussions were held with regulatory bodies to finalise all
necessary approvals and licences

Although based on the proven light retail caoncept, GIB s retail
banking model 15 unique to the Middle East It 1s targeted at
people who trust and are comfortable with technology, and are
accustomed to conducting their various daily transactions online
Technology will play a key role in delivering superior customer
service and exceptional value for money By leveraging social
media GIB has been able to design its new retail products and
services with the cooperation of potential customers through a
variety of social media platforms There are already over 50 000
followers on Facebook Twitter and YouTube while anintroduclory
online video has recorded nearly one million hits to date

Growing recognition

GIBs progress and achievements have been underscored
by international rating agencies re-affirming our short- and
long-term credit ratings, and upgrading our standalene credit
profiles These endorsements validate the successful acticns we
have taken over the past four years to restructure and transform
the Bank through the adoption of a new business strategy
Additional recognition took the form of further industry awards
during the yzar These include Best Investment Bank - Bahrain
by Global Banking and Finance Review for the third successive
year, Best Investment Bank — Middle East by Islamic Business
and Finance and First RAM-rated Foreign Entity by the Rating
Agency of Malaysia Uniquely for the third consecutive year the
GIB Emerging Markets Oppertunities Fund was nominated for
the Emerging Markets category of the Eurohedge Awards

Such awards help to enhance the profile of GIB and suppart
the Bank s marketing and new business development activities
In this respect, GIB actively sponsored & number of industry
conferences and events during 2013 These include the annual
US-Saudi Business Opportunities Forum tn the USA and the
Eurcmoney  Financial  Sustanability and  Competitiveness
conference m Saud Arabla

Supporting the business

During the year, GIB continued to enhance its Iinstitutional
capability and support infrastructure We remnforced our
corpecrate governance framework to ensure compliznce with
all relevant regulatory requirements, and further strengthened
our risk management policies processes and procedures In
addition particular emphasis was placed on enhancing our
human capital To support GIB s wision of being the employer-of-
choice in the regional banking industry we continued te invest
substantially in the professional development and personal weli-
being of our staff during 2013
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Management review
[continued)

“The main information technology focus In
2013 was on finalising the new green field
IT infrastructure for retail banking”

Responding tc the challenges of the Bank s headcount rising
from 565 to 741 during 2013 we wmplemented a number
of key mitiatives in the areas of induction and orientation
cultural change succession planning talent management and
training Change agents from each department act as a team
to facilitate monthly meetings by managers and their staff to
ensure that everybody fully understands and centributes to the
implementation of GIB s new strategy and business abjectives
The talent development programme, which was launched in
2012 made good progress during the year This programme
dentifies high fliers from the core busimass divisions and
supperts them with focused career development plans

In addtion GI8s graduate training programme recruis 20
high-calibre GCC university graduates every stx months and
providas thern with theoretical and on-the-johtraining across the
organisation over a two-year period The Bank s main training
focus during 2013 was on user acceptance testing of the new retail
banking system, especially for staff from the retail, operations
and nisk dvsions logether with skills trammng in the areas of
customer service communications risk and compliance

The performance appraisal system was further enhanced with
key performance indicators linked to strategic and business
objectives, and training needs analysis used to identify the
devalopment needs of each employee At the same time an
independent market review was conducted to ensure that staff
salaries and benefits remain competitive Particular emphasis
was placed on internal communications and crass-divisional
teamwaork, social activities to enhance morate and camaraderie,
and initiatives to encourage staff creatmity

The main infarmation technology focus 1n 2013 was on finalising
the new green field IT infrastructure for retail banking Two
new data centres were established in the Eastern Province of
Saudi Arabia with data replication capabilities, and application
systems were installed for a ¢all centre and internet banking To
support the digital-based customer experience new innovative

devices were also installed These nclude assisted service
terminals which provide one-stop account opening and ather
convenient services

In addition, we made good progress in implementing another
major technology project during the year, which involves the
replacement of GIB s core banking system The new system
will inlegrate the Bank s Bahrain-based front and back office
operations of wholesale banking and treasury and faciltate
our strategic expansion Into other GCC countries Progress to
date includes the successful completion of data migration and
systemns integration testing while user acceptance testing 15
planned forearly 2014

Engaging the community

GIB wmplements 1ts enduring commitment to corporate social
responsibility in a number of different ways The Bank has
long supparted philanthropic and cultural imbatves in Bahrain
and the GCC that help to promote praserve, and honour the
unigue culiural identity of the region In 2013, we provided major
financial suppart for the rastoration of Beit Khalaf the former
home of a prominent pearl merchant, to help preserve Bahrains
rich architectural heritage

The Bank also places special emphasis on encouraging staff to
participate incammunity-related activives Inthesmpaortant area
of promoting health awareness, we supported the Bahrain Think
Pink cancerawarenessand fund-raiging campaign, participated
In Movember - a glabal movement for supporting men s health,
and raising ewareness about prostate cancer and organised
blood donation drives by staff in Bahrain and Landon The GIB
team once again took part in the annual Bahrain Marathon
Relay, which 1s a majar fund-raiser for local charities while staff
also engaged in communmity sporting and sacial events To help
unlock the hidden creative talents and innovatien of our staff, the
Bank orgamised a Celebration of Art event at its Head Office in
Bahrain to showcase their artistic talents and creativity
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Looking ahead

We are very optimistic about the prospects for GIB in 2014 Given
anotheryearof volatility anduncertainty in 2013 thereare hopeful
signs of an improvement in the global economy, and an easing
of geo-political tensians and turmoil in the Middle East Closer
to heme the IMF has revised upwards its forecast economic
growth for the GCC to 4 4 per centin 2014 This i1s based on a
rise in oil production increased government spending and the
an-going implementatien of large infrastructure projects acress
the region Imgroved investor confidence should result in greater
inflows inta the region which will have a beneficial impact en our
business

It 1s safe to say that the major structural adjustment of the past
few years - including the de-risking and deleveraging of the
balance sheet - 1s behind us, and has prowvided an excellent
foundation from which to build and grow the Bank implement
our new strategy and meet our ambitious business chjectives
Qur considerable achievements during the year will pave the way
for even greater success in 2014 We will continue to nurture our
client relationships launch our new retail banking business, and
move closer to becoming a truly pan-GCC universal bank

In conclusion, 1 express my sincere appreciation to our Board of
Directors, and our clients and counterparties, for their respective
guidance support and encouragement during 2013 |n particular
| would lke to acknewledge the tremendous centribution of our
management and staff They have clearly demonstrated their
willingness and determination ta nise to the challenge of change,
and meet the Bank s extremely ambitious strategic goals and
business targets Thair energy enthusiasm, and hard work are
highly appreciated

Dr Yahya A Alyahya
Chief Executive Officer
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“Our considerable
achievements during
the year will pave the
way for even greater
success in 2014”
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Financial review

GIB recorded consolidated net income after tax of U5$121 5 million
being US$3 6 million or 3 per cent up on the prior year This was the
fourth successwve year of profitability growth since the implementation
of new strategic initiatives to address weaknesses in the Group's
business model exposed by the 2007/8 financial crisis Since 2009,
G!B has recorded consistent year-on-year growth in profitability

Year-on-year increases were recorded in all income categories,
with the exception of foreign exchange and trading income Net
interest income which at US$1631 million represented the
Bank s largest income source, was US$137 milion or ¢ per
cent up on 2012 During 2013, toans and advances the principal
source of the Bank s net interast earnings, increased by US$1 2
billion or 17 per cent The grawth in the loan portfolio reflected
the leveraging of GIB s expertise to serve the Bank s large and
mid-cap customers In addition, non-interest ncome of us$i1s 2
millien comprised 41 per cent of total income, compared to 11
per cent in 2008 This growth llustrates the success of GIBs
new strategic focus on non-asset based, relationship-orientated
products and services and on supparting custemers commercial
and trade finance requirements

Fee-related income at US$62 0 million was US$53 million
or 9 per cent higher than the prior year As a result fee-based
income comprised more than one-fifth of tatalincome, reflecting
further positive progress in the implementation of GIB s strategic
focus on non-asset based, relationship-orientated services
Foreign exchange income was US$174 million compared to
US$21 3 million in the prior year Foreign exchange income
principally comprised prafits generated on customer-related
foreign exchange contracts The strong level of Income reflected
a focus on the cross-selling of treasury products to clienls,
and the introduction of new products and services ta meet
client needs Trading income at US$93 rmiilion for the year
was US$5 0 million lower than the prior year due to & mere
subdued market environment in 2013 Trading income mainly
comprised revaluation gains on Investments in funds managed
by the Bank s London-based subsidiary GIB [UK] Limited Qther
income of US$245 millian for the year compared to US$133
mitlion 1n 2012 Howaever, other inceme included an exceptional,
one-off US$15 3 millian recovery ansing on the bguidation of a
structured investment vehicle that was written off during the
2007%8 financial crisis The remaining other income principatty
comprised dividends on equity investments

Total expenses of US$H151 6 mullion for the year were 11 per cent
up on the prior year The year-on-year Increase in expenses
reflected on-going investment in the implementation of GIBs
GCC-iocused universal banking strategy A net pravision charge
of US$4 2 millionwas recorded for 2013 The lmited provisianing
requirement for a fourth consecutive year reflected the improved
risk profile of the Bank as well as prudent and conservative
provisioning actions taken in previous years

Gross income development [US$ mitlions)
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Net interest income

Net interest income at US$163 1 million was US$13 7 million or
9 per cent higher than in the prior year

Net interest income 1s principally derived from the following
sQurces -

- margin income an the wholesale lending partfolie,

- margin income on the investment securities portfolio

= money book activities and

- earnings on the investment of the Group s net free capital

Net interest income also incorporates the cost of term finance

The year-gn-year increase In net mnterest income was largety
attnbutable to (Il higher interest earnings derived from the
wholesale lending portfolio, (1] higher interest earnings on the
investment securities portfalio and{in] a lower term finance cost
as term finance facilities maturing during 2012 and 2013 were
largely funded through surplus Liquid resources A reduction
in the volume of longer tenor loans resulted 1n a reduced
requirement for term funding thereby benefiting the Groups
Interest earnings

Interest earnings an the whalasale lending portfolio accounted
for 76 per cent of the Groups net interest tncome before the
cost of term finance Interest earnings derived from wholesale
lending were 23 per cent hugher than the prior year due to both a
higher average performing loan volume during 2013 and higher
average perfarming lean marging The average performing loan
volume during 2013 was 21 per cent higher than in 2012 while
average periorming loan marginswere 3b p up on the prioryear
The increase in performing loan volumes and margmns reflected
the success thal has been achieved in the transformation of the
Bank s wholesale banking strategy to focus on relationship-
based lending to large and mid-cap corporates

Margin iIncome on the investment secunties portfolio accounted
for 12 per cent of net interest income before the cost of term
finance The interest earnings from the investment securihies

portfolio were 37 per cent up an the prior year The year-on-year
Increase was attributable toan 8 percent year-on-year increase
in the average volume of investment securities and a mcre
significant 12b p or 9 per cent increase 1n the average spread on
the portfolio resulting from higher margins on new investment
security purchases in 2012 and 2013 The investment securities
porifolic 1s primarily maintained as a Uquidity reserve The key
factors underpinning the portfolio are therefore Liquidity and
quality rather than incorme-generating characteristics

Money book earnings represent the differential between the
funding cost of interest-bearing assets based on internal
transfer pricing methodologies and the actuat funding cost
incurred by the Group This inctudes benefits derived from the
rismatch of the repricing profile of the Group s interest-bearing
assets and Liabilities Money bocok earnings in 2013 accounted
for 12 per cent of net interest incame before term finance costs
and were 29 per cent lower than the prior year Money book
earnings were exceptionally high i 2012 In addition in 2013,
money book earnings of the Bank s London-based subsidiary,
GIB UK} Limited were impacted by new regulatory Lquidity
reserve requirements Nevertheless, during 2013, the Group
was successful in further increasing deposit average tenors
while reducing its cost of funds

Earnings on the iInvestment of the Group s net free capital which
accounted for 11 per cent of nel interest income before term
finance cosls, were & per cent lower than the prior year The net
free capital was largely invested in shorter duration government
bonds reflecting the Group s view that ecanomic conditions in the
United States were not conducive to a nse in US interest rates in
the short-term although the shortertenor fixed rate instruments
provide the opportunity to reinvest an maturity at higher yelds in
the event that interest rates rise inthe short- to medium-term as
a result of a more coanstructive cutlaok for the US econamy At
the end of 2013, half of the Group s netfree capital was invested in
shorter duration fixed rale instruments generating an enhanced
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Financial review
(continued)

return aver short-term interest rates Earmings on the net free
capital in 2013 were alsc negatively impacted by the histerically
low short-term US interest rates prevaling throughout both
years A rise in US interest rates would have a direct beneficial
impact on the Group s interest earnings

The cost of term finance decreased in 2013 a5 a result of the
maturity of term finance facilities thal were not refinanced due
to a lower term finance requirement as a resull of a reduction
in the volume of langer tenor assets In particular the growth in
the lozn portfolie witnessed during 2013 comprised a proportion
of shorter-lerm lending The Group nevertheless continues to
rminimise Its previous reliance on funding longer tenar assets
with short-term deposits and the associated liquidity and
refinancing risk, with proactive aclions having been laken aver
the previous four years to raise new term finance to minimise
this undue risk As a result, at 31 December 2013, the valume
of iliguid assets or assets maluring beyond one year that were
funded by non-sticky or short-term deposits represented less
than 17 per cent of custamer deposits The remaining customer
deposits and all bank depasits therefore funded shorter tenor or
ltquid assets This effectively addresses one of the key facuses
of the new Basel 3 regulatory guidelines whereby banks will
have less ability to fund longer tenor assets with shorter
tenor wholesale depcsits The initiatives to reduce the Group s
exposure to Liguidity sk resulted ina US$44 9 million or 22 per
cent reduction in the Group s net interest income 1n 2013

Gross income camposition (%)
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Non-interest income

Non-interest ncome comprises fee and commission ingome
foreign,exchange income, trading income, and other income

Fee and commission income at US$62 0 million was US$5 3
million or 9 per cent higher than in the prior year An analysis
of fee and coemmission income with prior year comparatives
1s set out in nole 22 lo the consalidaled financial statements
Commissions on letters of credit and guarantee at US$312
mullion were th largest source of fee-based income A US$23
million or 8 per cent year-on-year Increase i COMmMISSICNS on
letters of credit and guarantee reflected an enhanced focus
on supporiing customers commercial and trade finance
requirements Investment banking and management fees were
US$272 millen for the year, thereby representing the second
largest cantrbution to and 44 per cent of, fee and commission
income  This ncome category comprises fees generated by
the Group s 3sset managernent fund management, corparate
adwisory debt and equity capital markets and underwriting
activities  Investment banking and management fees were
8 per cent higher than the prior year level and incorporated
fees derived from a number of debt and equity capital market
mandates during the year, as commented on in more detailin the
Managament Review section of the Annual Report Asreferredto
In nole 33 ta the consolidated financial statements assets heldn
ahiduciary capacity amaunted to US$11 2 billion at 319 December
2013 representing a U5$2 0 billion or 22 per cent increase over
the prior year Lean commutment fees at US$2 5 mullion were at
the prior year level

Foreign exchange income at US$174 milion for the year
was U5%$39 million lower than the prior year level Foreign
exchange income principally comprised income generated fram
custorner-mibated foreign exchange transactions that were
offset in the market with matching transactions Accordingly
there 15 no market risk associated with lhe transactions that
contribute to this matenal source of Income The strong foreign
exchange earnings reflected the success achieved in the cross-
selling of innavative products lo meet customers neads and
requirements and the development of new products to meet
those needs A grawing demand 1s baing witnessed for the
praducts as cuslomers experience the benefits derved fram
the new products in assisting them to effectively manage and
hedge their currency exposures Importantly, during 2013 the
Group experignced repeat business from new clients for these
innovative and effective foreign exchange products As referred
to In the Financial Review section of the 2012 Annual Repert, a
part of the foreign exchange income generated in 2012 related
to the hedging of one customers future foreign exchange
requirements and was therefore one-off in nature

The Group s various trading actmvities recorded a US$9 3 million
profit far the year compared to a US$14 3 mallion profit in the
previous year Tradingincome 1s reported inclusive of all related
income Including nterest income gains and losses arising
on the purchase and sale, and from changes in the fair value
of trading securities dwvidend income, and nteresl expense,
including all related funding costs An analysis of trading income
15 set out innote 24 ta the consolidated financial stalements As

CONTENTS




®

ANNUAL REPORT 2013

referred to in note 24 to the consolidated financial statements,
trading Income included an amaount of US$5 9 million in relation
to a recovery of an underlying investment in a fund managed by
the Group The amount had been written off in previous years
Excluding this one-off item, trading income i 2013 principally
comprised profits recorded on managed funds The investment
in managed funds represented an investment in an emerging
market government-related debt fund managed by GIBUK The
fund, the Emerging Markets Opportunities Fund, generated a 74
per cent return n 2013

Other income of US$26 5 million was recerded for the year An
analysis of other income 1s set cut in note 25 to the consolid-
ated financial statements Other incomae principally compnised a
US$15 3 mullion recovery arising on the liquidation of a structured
investment vehicle that was written offin 2007 and US$9 é million
of dividends receved from equity investments classified as fair
value thraugh other comprehensive income (FYTOCI)

Key profitability drivers

Loan velume
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Continued focus on cross-selling of treasury
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assist customers 0 hedging their market risk
expesures Year-on-year decrease was due

Operating expenses

Operating expensas at US$151 4 million ware US$15 5 mullion or
11 per cent up on the prier year The year-an-year increase was
the result of costs associated with the implementation of the
Group s new universal banking strategy Nevertheless despite the
year-on-year Increase in operating expenses the cost-to-income
ratio was maintained at 54 per cent much the same level as in
the previous year The Group therefore continued to matain an
efficient ratio of cost-ta-income despite the investments that are
being made to contribute to the future ncome growth of the Graup

Staff expenses, which accounted for two-thirds of total operating
expenses, were US$H10 3 milhon or 11 per cent up on the prior
year The year-on-year increase was aliributable to an increase
in headcount during 2013 The Graups total headcount at 31
December 2013 of 741 staff was 176 higher than at the end of
2012 The increase in headcount reflected an enhancement of
resources in business areas and certain support functions as
well as the business build teams for the planned new retail bank
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Premises expenses at US$13 ¢ milicn were US$3 1 mition up on
the prior year This was due to rent costs relating to the Group s
new Kingdom of Saudi Arabia Head Office premises localed
in Bhahran in the Eastern Province of Saudi Arabia and new
premises for the Central and Western Province main branches
to accormmodate the new retail bank stares

Qther operating expenses at U5$36 4 million were US$2 1 millien
ar 6 per cent higher than inthe prior year The year-on-year increase
was due to expenses relating to the on-going investment associated
with the implementation of the new business sirategy and in
particular costs relating to new infermatian technology initiatives

Expenses development [US$ millions)
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Provisions

Following prudent provisioning actions 0 previous years
in anticipation of a higher level of corporate defaults in the
weakening economic environment at that time net provisioning
requirements in 2013 were limited

In 2013, there was a US$4 2 million provision charge entirely
representing a net provision charge for loans

The US$4 2 rillion loan provision charge arcse on the
alignment of specific provisions with new provisioning guidetines
implemented by the Saudi Arabian Monetary Agency, and simitar
guidelines set out in a consultation paper 1ssued by the Central
Bank of Bahrain GIB s specific and nen-specific loan provisions
at 31* Decermnber 2013 were therefore fully compliant with these
new pravisioning guidelines in advance of thair implementation
dates There was no matenial net impact resulting from this
realignment of provisions In addiion US$210 million was
reallocated from the non-specific provision ta specific pravisions
in relation to twe impaired loan facilities

Capital strength

Total equity amounted 1o US$2 264 0 million at 31! December
2013 At the 2013 year end, the ratio of equity and tier 1 capital
to total assets were 107 per cent and 10 3 per cent respachively
ratios that are high by international camparison

A US$1338 milion increase in total eguity during 2013
comprised the net of the US$1215 million prafit for the year a
US$34 8 million net increase in the fair valua of dervative cash
flow hedges and equity Investrnents classified as FVTOCI and
the remeasurement of the defined benefit pension fund and
a US%22 5 million decrease in equity anising on the adoption of
|AS 19R - Employee Benefits frewsed] an 1% January 2013 The
decrease in equity anising on the adoptian of IAS 19R represented
the transition impact arising cn the adoption of 1AS 19R on the
opening balances of retained earnings on 1 January 2013 [AS
19R requires the recognition of changes in the defined benefit
pension plan ohligations and in the fair value of plan assets when
they occur and hence eliminates the corridor approach permitied
previcusly, and accelerates the recognition of past service costs
All actyarial gains and losses are recognised immediately
thraugh other comprehensive inceme in order for the net pension
plan asset or bability to reflect the full value of the plan surplus
ar deficit The new accounting policy was applied to the opening
balance of retained earnings at 1% January 2013 The transaction
impact at 1% January 2013 was to reduce the pension plan
deferrad asset by US$19 2 million and to recognise an expected
future obligation to the pension plan of US$3 3 million, resulting
in an overall reduction in retained earnings of US$22 5 million

Risk asset ratio (%)
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With a total regulatory capital base of US$2,440 9 mullion and
total risk-weighted exposure of US$12921 6 million, the risk
asset ratio calculated In accordance wath the Central Bank of
Bahrain s Basel 2 guidelines was 189 per cent while the tier 1
ratio was a particularly streng 169 per cent In accordance with
international regulatory guidelines, the farr value adjustments
to equity arising under IFRS % in relation to derivative cash ilow
hedges are excluded from the regulatory caprtal base Unrealised
gains and losses on equity investments classified as F¥YTOCl are
included in the regulatory capital base although unrealised gaing
are limited to 45 per cent of the unrealised revaluation gains The
Group s regulatory capital base 15 enhanced by subordinated
term financing facilities The amount included in tier 2 capstal at
31 December 2013 In respect of subordinated term finance was
US$125 6 million This was net of a discount of US$352 2 million
for suberdinated term finance that s within five years of its final
contractual maturity date The subordinated term financing
facilities are approved for inclusion in tier 2 capital for capitat
adeguacy purposes by the Group s regulator the Central Bank
of Bahrain

At 31 Decemnber 2013 the regulatory capital base, excluding
subordinated term financing, amounted to US$2,315 3 mitlion
This level of regulatory capital would support an additional
US$2 5 billion of 100 per cent nsk-weighted assets while still
masntaining the Group s target minimum risk asset ratio of 15 per
cent The Group therefore has more than sufficient regulatory
capital to support future growth plans

The risk asset ratio incorporates hoth market and cperational
risk-weighted exposures With approval from the Central Bank
of Bahrain, the Group applies the internal models approach for
market risk and the standardised approach for determining
the capital requirement for cperational risk This demonstrates
that the Groups regulator 1s satisfled that the Groups nisk
management framework fully meets the gudelines and
requirements prescribed by both the Central Bank of Bahrain
and the Basel Commuttee for Banking Supervisian

The Basel 2 Pillar 3 report set cut In a later section of the Annual
Report prowides further detaill on capital adequacy and the
Group s capital management framework The Group s policies
in relation to capital management are set out 1n note 27 to the
consolidated financial statements As described in more detail in
the note, the Group s policy 1s to maintan a strong capital base
so as to maintain investor, counterparty and market confidence
and to sustain the future development of the Group s business

Asset quality

The geographical distribution of risk assets 1s set aut in note 28
to the consolidated financial statements The credit risk profile
of financial assels, based on Internal credrt ratings, 1s set oul In
note 271(b] to the consoldated financial statements This nate
demonstrates that 82 per cent aof all financial assets, comprising
Liguid assets placements, securities and loans were rated 4- or
abaove, 1e the equivalent of investmant-grade rated

Asset mix by categary {%)
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Further assessment of asset quality can be facilitated by
reference to note 37 to the consalidated financial statements on
the fair value of financial instruments Based on the valuation
methodolagies set out in that note the net fair values of all on-
and off-balance sheel financial instruments at 31% December
2013 were not significantly different to their carrying amounts

At the 2013 year end, cash and other liquid assets reverse
repos and placements accounted for 41 per cent of total assets
Investment securities accounted for 18 per cent while loans and
advances represented 39 per cent
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Investment securities

Investment securities 1iotalled U5$3,7258 million at 31¢
December 2013 The investment securibies portfolio primarily
represents the Groups lguidity reserve and accordingly
principally comprises investment-grade rated debl secunties
issued by major international and regional financiat institutions
and government-related entities

Invesiment securiies comprise two types of debt secunty
portfolios and a limsted investment in equites and equity
funds The larger debt security portfolio comprises floating
rate securtties or fixed rate securities that have been swapped
to yield constant spreads over LIBOR These accounted for
US%$2 185 5 million or almost two-thirds, of the 1otal snvestment
debt secunities at the 2013 year end The smaller debt security
portfolio represents the investment of the Group s net free capital
in fixed rate securiies This porticlio amounted to US$1,2319
million at the end of 2013 and comprised nvestments in OECD
and GCC governmant-related bends The Group had no exposure
to troubled eurazone government debt 1 & noexposurete Greek,
Irish Italian, Portuguese or Spamsh government debt

Equity investments at the end of 2013 amounted to US$308 4
million Equity imvestments at 315 December 2013 included bsted
gquities amounting to U5$164 ¢ mullion receved in settlement
of a secured past due loan The remaining equity investments
largely comprised private equity-related investments

Investment deht securities rating profile

al

Us$ millions %

AAAtOA-/Aaato A3 ® 30489 892
BB2+ to BBB-/Baal to Baal Ld 3485 108
3,4174 1000

An analysis of the investment securities portfolio by rating
category 15 set out i note 91 to the consolidated financial
statements US$3 0489 million or 8% per cent of the debt
securities at the 2013 year end were rated A- /A3 or above Based
an the rating of the tssuer, a further US$368 5 millson or 11 per
cent of the debt securities represented other investment-grade
rated securities Thus, all debt securittes comprisaed investment-
grade rated securities

The fair value of investment debt secunilies at 31 Decemnber
2013 was US$3.446 4 mitian The fair value was accordingly
US$29 0 rullion higher than amortised cost The higher fairvalue
compared 10 the amaortised cost of the investment debt secunties
reflected the high quality and high ratings of the securities

There were nopast duge or impaired investment securities at 31%
Decermnber 2013

Loans and advances

Loans and advances amounted to US$8 3172 mullion at the 2013
year end This represented a U5$1,206 9 million or 17 per cent
increase compared to the 2012 year end 94 per cent of the loan
portfolio at the 2013 year end represented lending within GIB s
core market in the GCC states

Based on conlractual maturities at the balance sheet date 49
per cent af the laan porifolio was due to mature within one year
while 72 per cent was due to mature within three years Only 14
per cent of loans were due 1o mature beyond five years Details
of the classification of loans and advances by industry are set
out In note 10 2 to the consolidated financial statements while
the geographical distribution of loans and advances Is contained
in note 28 At 31 December 2013 26 per cent of the grass loan
porifelio comprised exposure tothe energy, cil and petrochemical
sector This reflects the Groups previous strategic focus on
project finance and syndicated lending in the GCC states

Loan maturity profile

o

Us$ millions %

Year 1 @ 41027 493
Years 2 & 3 L] 18837 227
Years 4 & 5 [ 11519 138
Over Syears Q 1178% V2
8,3172 1000
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The credit risk profile of loans and advances, based on internal
creditratings, 1sset out in note 27 1[bl to the consolidated financial
statements US%$5 056 0 million ar 61 per cent of total loans were
rated 4- or above 1e the equivalent of investment-grade rated
Only US$41 5 mullion of loans and advances were classified as
indwidually impaired  Indwiduatly wnpasred loans represent
loans for which there 1s objective evidence that the Group will not
collect all amounts due 1n accordance with the contractual terms
of the obligation Therefare, 99 per cent of loans and advances
were not individually impaired

PDO loan development

U5$%$ millions %
100

1000

750

500 —

Specific provisions are deterrmined based on the recoverzble
amount of the loan The recoverable amount 1s measured as
the present value of the expected future cash flows discaunted
based on the interest rate at the inception of the facility Nan-
specific provisions are determined on a portfolio basis utilising
an meurred loss model The incurred loss model estimates the
probable losses inherentwithin the portfolio at the balance sheet
date but that have not been specifically identified The maodel 15
based on applicable credit ratings and associated historical
defautt probabilities loss severity and rating migratians, and
reflects the current macroeconomic political and business
environment and other pertinent indicators

Non-speaific loan provisions at 31* December 2013 amounted
to US$168 8 million representing a high 2 0 per cent of non-
specifically prowsiened loens The probabiliies of default
applied in the calculation of the non-specific provisions at 31+
December 2013 equated to a speculative-grade default rate of
139 per cent, exceeding the previcus mighest corporate default
rates witnessed 1n July 1991 The default rates applied in the
calculation of the non-specific loan prowision and the resultant
provisioming levels for senior unsecured expasure by internal
rating category were as follows -

250

0
2009 2010 2011 2012 2013

Gross PDO leans
[USS millions| 5623 B854 5B25 4629 4759
Gross PDO Loans
as % of gress leans 57 109 79 460 53

Total loan loss prowisions at 31 December 2013 amounted to
US$5971 3 million Counterparly specific provisions amaunted lo
US%423 3 million while non-specific prowisions were US$168 0
rmithon Total provisions of US$5913 million represented 124
per cent of the gross book value of past due loans There was
accordingly a significant buffer of prowsions in excess of the
volume of past due loans

Senror,

Internal Probatality unsecured
rating of default provisioning
grade [PDs) Level
% %

1 003 -

2+ 003 -

2 003 -

2- 006 -

3+ 018 01

3 024 01

3- 036 02

4y 105 06

4 105 04

4- 129 08

5+ 225 14

5 348 21

5- 521 37

b+ 387 59

[ 2793 168

b~ 3945 237

7 83 &1 502

The provisioning level 1s based on a Loss Given Default (LGD| of 60 per cent for
seniar unsecured exposure
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For the purpase of the calculabion of the non-specific provisian
the Group only takes account of collateral held in the form of
cash or exchange-traded equities While collateral in the farm of
securities unbisted equities and physical assets is used for risk
mitigation and protection purposes it 1s not taken into account in
the calculatian of the non-specific provision

The gross and nat book values of past due loans at 31 December
2013 amounted to US$4759 milion and US$614 mullion
respectively The specific provisioning coverage for past due
loans was therefore 87 per cent Past due loans are defined as
those loans far which either principal or interest is over 90 days
past due Under IAS 39 interest on impaired leans should be
recognised in income based on the net book value of the toan and
the interest rate that was used lo discount the future cash flows
for the purpose of measuring the recoverable amount However,
in accordance with guidelines 1ssued by the Group s regulator
the CBB interest on past due loans 1s only to be recognised in
income on a cash basis In view of the Group s high provisioning
coverage for ympaired loans the difference between the two
bases of accounting 1s not material

Other asset categories

Cash and other liquid assets amounting to US$1,659 4 million
at the 2013 year end, are analysed in note 5 to the consolidated
financial statements They principally comprised cash and
balances with banks government bills, and certificates of
deposits held for iquidity management purposes

Placements totalled US$5,264 & mullion at the 2013 year end and
were well diversified by geography as illustrated in note 28 to
the consolidated financial statements Placements were largely
with GCC, European and North American bank counterparties
representing the Groups principal operating locations
Placements represented 25 per cent of total assets at the 2013
year end A high level of placements was being maintained in the
prevailing uncertain and velatile market environment At the end
of 2013, placements were supplemented by US$1 742 7 million
of securities purchased under agreements ta resell These
represented collateralised placements thereby reducing the
Group s risk expasure to the financial institution sector

Trading securities at US$509 million largely comprised
investments in managed funds, providing expasure to emerging
market government-related debt

Risk asset and commitment exposure

Risk asset and commitment exposure at 31* December 2013
amounted to US$25,900 7 million Risk assets and cammitments
comprise all assets included In the balance sheet {with the
exception of other assets| and credit-related contingent tems
As referred to earlier, an analysis of risk asset and cammitment
exposure by categery and geography is contained in note 28 to
the consolidated financial statements As is evident from this
note US$175591 multion or 68 per cent of total risk assets and
commitments represented expasure to counterparties and
entities located in the GCC states The remaining risk asset
axposure largely represented short-term placements with
major European and North American banks An analysis of
derivative and foreign exchange products 1s set out in note 31 to
the consolidated financial statements while 3 further analysis of
credit-related contingent items tagether with their nisk-weighted
equivalents s contained tn note 32

Risk asset and commitment exposure

o

P
Us$ millions %

GCC [ 175591 478
Cther MENA ® 479 03
Europe [ 53307 205
MNarth America [ ] 20397 78
Asia L] 8551 33
Latin America 4 482 02
255007 1000
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Funding

Bank and customer deposits at 31 Decemnber 2013 totalled
US$14,8976 millon Customer deposits amounted to
US$13,451 3 million at the 2013 year end, representing 90 per
cent of total deposits Bank deposits at 31 December 2013
amounted to US$1,446 3 million representing enly 10 per cent
of tatai deposits

Total depasits are analysed by geography in note 13 to the
consolidated financial statements US$10,224 8 million or 49
per cent of total deposits were derved from counterparties in
GCC countries Deposits derived from non-MENA countries,
principally Europe, amaunted ta US$4 0462 7 million or 27 per cent
of total deposits The deposiis from counterparties in non-MENA
cauntries largely related to deposit activity by GIBUK These
deposits do not represent a core funding source for the Group
This compares to placements, reverse repos and other liquid
assets with non-MENA counterparties of US$5,283 2 million and
are placed on a short-term basis in the maney market The Graup
1s therefare a net placer of funds in the international interbank
market and accordingly has no net reltance on the international
interbank market

Securities sold under agreements to repurchase [repos] were
US%785 2 million at 31% December 2013 The Group utilises its
high quality and highly rated investment securities to raise funding
on a collateralised basis where effective from a cost and tenor
perspeclive as well as constantly validating its ability to repo the
securities as part of the Group s liguidity contingency plans

Sentor term financing at 31 December 2013 totalled US$2,332 ¢
million Term finance and equity represented 120 per cent of
loans maturing beyond one year

Deposits — geographical profile

|

U5% millions %

GCC countries L] 10224 8 48 4
Other MENA ® 4il1 41
Dther countries o 40627 273
14,8974 1000
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Corporate governance

statement

Sound governance practices

When GIB was establshed in 1975, its Agreesment of
Establishment and Articles of Association executed al the time
by the GCC Gevernments that created it, set the foundation
of solid governance practices for the Bank From the start
sound corporate governance has been essential a1 GIB bath
in achieving organisational integrily and efficiency as well as in
attaining fairness for all stakeholders

Over the years GIB has progressively adapted and implemented
standards of corporate governance relevant ta publicly-traded
financial insututions although 1t 15 not a listed company and
since 2003 GIB has regularly published a statement on corporate
governance in its Annual Reports

In 2010, when the Central Bank of Bahran [CBB] intreduced new
corporate gavernance requirements for banks in Bahrain GIB
had already put in place many measures thai are hallmarks of
good corporate governance practices such as comprehensive
mandates for the Board of Directors for directors and for Board
cormmitiees a Code of conduct [Code on conduct ethics and
avoiding canflicts of interestlin both English and Aratic published
on the Bank s website a detalled Corporate Policy Manual and
aperating policies that anticipated the CBB s new requirements

In 2011 GIB adopted additional measuras thatincluded, amangst
other things, a new Board Charter, updated mandates for
the Board commutiees, a new Whistle Blowing Program that
enhances the whistle blowing provisions already existing in the
GIB Cede of conducl, a review of the classification of directors
and a realignment of Board commiltees

In 2012, the Board reassessed its composition and recanstituted
Its committees As part of this exercise the Board established
a dedicated Corporate Governance Committee in February 2013
and approved its mandate in April 2013

In 2013 the CBB introduced new requirements on sound
remuneration of approved persons and matenal risk-takers The
new rules are effective from 1 July 2014 and GIB arranged to
complete a gapping analysts to take the necessary steps to fully
comply with the new requirements

The Board and its respective committees mandates are subject
to an annual review to ensure that they cantinue to reflect the
current processes, best practices and any new regulatory
requirements The last updates were initiated and approved by
the Board inDecember 2013

The Board Charter is posted 1nits entirety on the Bank s webstte
[www gib com) and by itself largely reflects the carporate
governance requirements contained in the HC [High Level
Controls) Module of the CBB Rulebook Volume 1

The measures adopted by GIB formally entrenched a culture
of professional corporate governance in the organisation They
also demenstrated GIB s commitment to financial transparency
fairness and disclosure of financial Information that will benehit
all users of such information including regulators, customers
counlerparties, rating agencies and other stakehalders

In March of every year the Board of Directors prepares for
its shareholders Annual General Meeuing [AGM] and for the
CBB a report on GIBs compliance with the CBB rules on
corporate governance, which explains any non-compliance The
explanations contained in this year s Comply or Explain report
are reproduced at the end of this section of the Annual Report

GIB discloses in the Annual Repart the additional information
required to be disclosed in accordance with Section PD-13 8 of
the CBB Rulebook Volume 1, and the Board is alsa disclesing
to the shareholders the informatian to be disclosed to them
annually under Section PD-4 11 of the Rulebaok
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Strategy and objectives

During 2013, the Bank made significant progress inimplementing
its new strategy The pursut of this strategy means a total
cultural transformation within the Bank as 1t moves towards
the introduction of retail banking whilst continuing to pursue its
existing wholesale and investment banking actvities, but with a
different focus to boost 1ts customer relations capabilities and
expand the customer base

Under the new strategy GIB will be transforeming iiself into a
pan-GCC unwversal bank based on four man pillars corporate
banking nvestment banking asset management and retail
banking The new institution will benefit froam more diversified
and stable funding and additional revenue streams, thus
reducing volatilty and mimimising the effects of external shocks

A key objective of the Bank s new business medel and strategy 1s
to provide sharehalders with an enhanced return on equity that
will be competitive with the Bank s peers

The Board and its respective

Shareholders

.
;L {

\ N2
By ﬁ’*‘%’

1,,52.:--

The current shareholding structure of GIB 1s as follows -

IShanehaldan

Public Investment Fund

Hingdom of Saud Arabra

Kuwait Investment Authority

State of Kuwait

Qatar Holding Cempany
State of Qatar

Bahrain Mumtalakat Holding Cormpany

Kingdom of Bahrain

Ministry of Finance
Sultanate of Oman

Emirates [nvestment Authority

United Arab Emirates

Committees’ mandates are subject

to an annual review to ensure that

they continue to reflect the current

processes, best practices and any
new regulatory requirements

97226%

0730%

0730%

0438%

0 438%

0438%

CONTENTS




—————e—(Z)y— ANNUAL REPORT 2013

Corporate governance statement
[continued}

Orgamisation - rules and rotes

GIB maintains a carparate governance structure that delineates
and segregates the functions, rales and respansibilities of the
Board of Directors and management and ensures that the
requisite separate attribution of respensibilities between them
is maintained -

- There 15 an effecuve and appropriately constituted Board of
Directors responsible for the stewardship of the Bank and
the superwvision of 1ts business, It receives from management
all information required to praperly fulfil 1s duties and the
duties of the committees that assist it, and 1t delegstes to
management the authority and responsibility for managing the
day-to-day business of the Bank

- Thereis an eifective and apprepriately organised management
structure responsible for the day-to-day management of the
Bank and the wmplementation of Board-approved strategy,
policies and controls

- There 15 a clear division of roles and responsibilities between
the Board of Directors and management, and between the
Chairman and the Chief Executive Officer (CEQ|

- There are defined and documented mandates and
responsibilities [as well as delegated authorities where
applicable] for senior management

The Bank s corporate governance structure and argamsation
chart s set out on page 31 of this Annual Report

Board of Directors

Under GIB s Articles of Association {AoA] the Board 1s comprised
of up to ten members to be appointed or elected every three
years The AoA gives the right to each sharehelder holding 10 per
cent of the share capital to appoint one member on the Board
The shareholders exercising this right alse have the right to
terminate such appointment and replace the relevant directors
The appointment of directors 1s subject to prior approval from
the CBB In 2012, the shareholders re-appointed the directors for
a new three year term

GIB has a written appointment agreement with each director
This agreement describes the directors powers duties,
respansibilities and accountabilities, as well as sther matters
relating to ther appointment including ther term, the ume
commitment envisaged, ther assignment on the Board
committees, their remuneration and expense reimbursement
entitlement and their access to mdependent professional advice
when needed

At the year end, the Board comprised seven non-executive
directors, cluding the Charman and Vice Charrman who
together bring a wide range of skills and experience to the Board
Their biographies are set out on page 32 of this Annual Report

Independence of directors

The independence or non-independence of the directors 1s
subject 1o an annual review by the Board of Directors As at 31
December 2013, two direclors af the Bank were classified as
non-independent In accordance with the CBB regulations, and
the other direciors were classified as independent [see table on
page 28]

Board responsibilities

The Board 1s respansible for the overall business performance
and strategy of the Bank

The Board establishes the objectwes of the Bank, the adoption
and annual review of strategy the management structure and
responsibilities and the systems and controts framawork |t
manitors management performance, and the implementation of
strategy by management, keeps watch over canflicts of interest
and prevents abusive related party transactions

The Board 1s also responsible for the preparatien and far
representation of the consolidated financial statements in
accordance with International Financial Reporting Standards
and for such wmternal controls as the Board determines 1s
necessary to enable the preparation of the consolidated financial
statements that are free from material misstatement whether
due to fraud or error

The Board also convenes and prepares the agenda for
shareholders meetings, and assures equitable treatment of
shareholders mcluding minonity shareholders

Finally the Board delegates lo management the responsibitity
for the day-to-day management of the Bank in accardance with
policies, guidelines and parameters sel by the Baard

In preparation for Board and committees meetings the directors
receive in a timely manner, regular reports and all ather
information required fer such meetings supplemented by any
additional information specifically requested by the directors
from time to time The directors alsa receive monthly financial
reports and other regutar management reports that enable them
to evaluate the Bank s and management s performance against
agreed objectives As prescribad in GIB s Articles of Association
the Board plans at least four meetings per year, with further
meetings te occur at the discretion of the Board

The Board of Directors did not consider any issues that were
outside the ordinary course of business during 2013

The details of Board membership and directors attendance
during 2013 are set out In the following table
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Directors attendance January - December 2013

[BozcdloHNEYecutive AUt RemunecationiliRiskibolicyllGoVertanc it xecut ivel/Sllindependenty]
0 zectorsEECommitteeliCommittecliCommitic NNNNC ommiitecIRCommittcelNong [Nonz
imeetingsEEmcetingsIlmesting - Jmcetings} im=etingsElimeetings) executivellindependent
HE Jammaz bin 4l8) 1z Non- independent
Abdultah At-Suhaimi exacutive
Charrman
H E Dr Hamad bin alsl 2(2) 5(5)* Non- Nan-
Sulaiman Al-Bazai executive independent
Vice Chairman
Professer Abdultzh bin - 8[8) 27 4la1* 2021 Non- Independent
Hassan Alabdulgader executive
Mr Sulaiman bin 718 2(2) 4l4)° Non- Independent
Abdullah Al-Hamdan executive
Mr Atdulla bin 88l 414] 55 2(2) Non- Independent
Mohammed Al Zark executive
Mr Khaled bin Saleh 7i8) &l¢) 4l4] 202) Non- Indepandent
Al-Mudaifer executive
Mr Omar Hadir 8l8] &[6) afal Non- Nan-
Al-Faris) executive independent

* Commitiee Chairman
Figures in brackels indicale the maximum number of meetings during the year

Board committees

The committees of the Board of Directors derive their authorities and powers from the Board Detads of committees memberships
and altendance are listed in the 1ables below -

Board committees’ memberships

Iiembenpositicn]

Executive Committee H E Jammaz bin Abduklah M-Suharm Charman
H E Dr Hamad bin Sutaiman Al-Bazai Member
Professor Abduliah bin Hassan Alabdulgader Member
Mr Sulaiman bin Abdullah Al-Hamdan Member
Audit Committee Professor Abdullah bin Hassan Alabdulgader Chairman
Mr Khated bin Saleh Al-Mudaifer Member
Mr Omar Hadir Al-Farisi Member
Nomination & Remuneration Committee Mr Sulaiman bin Abdultah Al-Hamdan Chairman
Mr Abdulla bin Mohammed Al Zamil Member
Mr Khaled bin Saleh Al-Mudarfer Member
Risk Poticy Commitiee HE Br Hamad bin Sulaiman At-Baza Chairman
Mr Abdutla bin Mehammed Al Zamil Member
Mr Omar Hadir Al-Faris) Member
Corporate Governance Commutiee Professor Abdullah bin Hassan Alabdulgader Chairman
Mr Abdulla brin Mohammed At Zamil Member
Mr Khaled in Saleh Al-Mudarfer Member
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Corporate governance statement
(continued)

Board and committees meetings during 2013

, Executive Committee

s

Audit Commttee

Naminatien & Remuneration Committee

.

Risk Policy Committee

Carporate Governance Commuittee

Executive Committee

The mandate of the Executive Commuittee requires 1t among
other things, to -

- Assist the Board in formulating the executive palicy of the
Bank and controlling its smplementation

Assist the Board by reviewing evaluating, and making
recommendations {¢ the Board with regard to key strategic
issues or material changes n key strategic abjectwves or
direction

- Approve credit Umits that exceed the authonty of the CEO
subject to the Limwts approved by the Board

Carry oul additional responsibiliies specifically mandated to it
by the Board

Exercisethe powersofthe Beardanmattersforwhichthe Board
has not otherwise given speafic direction in circumstances in
which 1t 15 impossible or impractical to convene a meeting of
the Board [and subject to applicable law and GIB s Agreement
of Establishment and Articles of Associatien) However, the
Board may, acting unamimously, modify or amend any decision
of the commuttee on such matters

In all cases the members af the committee must exercise ther
business judgement te act in what they reasonably belizve to be
in the best interests of the Bank and iis shareholders

7" February
14" March
255 Apnit

25" May

25" July

24™ August
18™ Qctober
12* Decernber
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4% December

M —
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170 April
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10" January
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& February
18" April
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Audit Committee

The role of the Audit Commultee is to review the Group s financial
position and make recommendatiens to the Board on financial
matter, internal controls, campliance and legal requirements lts
respansiblibes nclude -

- Assisting the Board in 1ts oversight of (] the integrity and
reporting of the Banks guarterly and annual financial
statements [n) compliance with legal and regulatory
requirements, (i} the Bank s systams of internal controls, and
(v the qualifications independence and performance of the
Bank s internal and external auditors

- Qverseeing parformance of the Bank s :nternal audit function
and independent audits

The mandate of the Audit Committee prowides further particulars
on financial reporting processes process Improvements, and
additional ethical and legal compliance overview responsibilities
The Group Chief Auditor reports functionally to the Audit
Commuites and admimistratively ta the CEO
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Risk Policy Commuttee

The commiltee assists the Board in fullilling ils oversight
respansibilities in respect of setting the overall risk appetite,
parameters and lmits within which the Bank conducts its
activities On an on-going basis the committee -

- Ensures that realistic policies 1n respect of management of all
significant risks are drafted and approved appropnriately

Recewves, reviews challenges and recommends for approval
by the Board any proposed amendments to the cverall risk
appetite of the Bank

- Monitors whether management maintains a culture that
rewards the recognition, communication and management of
risks

- Ensures that roles and responsibilities for risk management
are clearly defined with Group and/or division heads directly
responsible, and that heads of risk management and the
controt functions are in supporting or mantoning roles
independeat of business development

- Ensures that management reports significant excesses and
exceptions, as and when they arise, to the commitiee for
informatian and review

- Ensures thal, on a timely basis management informs
the commuttee of all significant rnisks ansing and that 1§ 15
comiartable with management s responses and actions taken
to address such findings

Reviews the Bank s nisk profile and significant nsk positions
and in so doing -

» Receives reports on credit exposure by country credit
grade, industry /cancentration and credit stress tests

> Recewves reports on liquidity and market risk postions
(VaR]

> Receive updates on operational risk management

> Receives reports on changes to credit approvals or
extension processes, credit risk measurement market risk
measurement and risk contral measures

Nominatian & Remuneration Committee

The principal objective of the commuttee ts to help the Board with
ensuring that the Bank s remuneration levels remain competitive
forthe Bank ta continue to attract, retain and motivate competent
staff to achieve the strategy and objectives of the Bank The
responsiilities of the Committee, as stated in its mandate also
include but are not imited to, the following -

Nomunation matters
~ Assessing the skills and competencies required on the Board
the committees of the Board and seriar management

- Assessing from time o time the extent to which the required
skills are represented on the Board and senier management

- Establishing processes for reviewing the perfarmance of the
indwidual directors and the Board as a whole

- Establishing processes for reviewing the performance of
the individual senior executives and senior management as
awhole

Overseaing direclors corporate governance educational
activities

Establishing processes for the idenbificalion of suitable
candidates for senior management and identifying and
recommending individuals gualified lo became members of
senior management

Establishing a succession plan for senior managerment

Remuneration matters
Rewviewing and making recommendations to the Board in respect
of lamang other things) -

- The executive remuneration and incentive policy
- The remuneration of the CEQ

- The executive incentive plan

- The remuneration of directors

Corporate Governance Committee

The rale of the committee 1s to assist the Board in shaping and
manitoring the corparate governance policies ltsresponsibilities
include -

Gverseeing the development of corporate governance policies

Monitoring  the Banks compliance with
requirernents relating to corporate gavernance

regulatory

Review mandates and performance evaluations of the
Board and its commuttees, and recommend to the Board
any wnprovements deemed necessary or desirable to the
mandates

Review classification of individual directors and declaration
of directors and members of senior management regarding
their outside actimties and interest te determine whether any
cenflict af interest exists and take appropriate steps In that
regard

- Overseaing the Banks public reparting on corporate
governance matters

Evaluation of the Board of Directors

The mandates of the Corporate Governance and the Nemination &
Remuneration cammittees as well as the Board Charier, reflact
the requirement that the Board must conduct an evaluation of
its performance and the performance of each committze and of
each individual directer at least annually The Board reviewed
independent perfermance reports from each of its committees
as well as a report on s own performance by evaluating the
major actwities undertaken during the year in comparison with
the respective mandates The evaluation of individuat directors
included measurable rating scales, self-evaluations and the
Chairman sinput Areportonthzevaluatians conducted eachyear
15 alsa provided to shareholders at each Annual General Meeting
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Corporate governance statement
[continued)

Induction and the continuing education of directors

During 2012, new and re-appointed direclors received, logether
with their written appointment agreements an induction manuat
containing GIBs Agreement of Establishmenl and Articles of
Association the Board Charter and mandates of the Board
commitiees the GIB Code of conduct [Code on conduct, ethics
and Avotding canilicts of interest] the GIB Policy an insider
trading, chinese walls & persanal account dealing and the CBR
Principles of Business

In 2013 the Board was provided with a presentation on the U 5
Faraign Account Tax Compliance Act {FATCA] Furthermore
\he Board committees regularly recewve updates on key
developments in the regulatory and other areas that fall under
their responsibilittes isuch as the updale on the International
Accounting Standard [1AS19) and the Basel Commuttee paper on
the internal audit function in banksl

The Board also stresses the impartance of providing traning and
development opportunities for the directors In 2009 the Board
passed a resolution to encourage directors te seek any training
they deem necessary [with the Bank bearing the expenses of
such training), and the directors are {requently briefed on the
availability of training opportuntties

Management

The senior management team 15 responsible for the day-to-
day management of the Bank entrusted to 1t by the Board It s
headed by the CEQ, wha 15 assisted by the Chief Financial Dificer,
the Chief Risk Dfficer, the Head of Wholesale Banking the Head
of Retail Banking, the Chief Investment and Treasury Officer
the Chief Information Ofiicer and the Chief Human Resources
Officer The biographies of members of the senior managesment
tearn are set out on page 34 of this Annual Report

Eight commuttees assist the CED in the management of the Bank
which are -

- Management Committee

Strategy Steering Cammittee

- Group Risk Committee

- Asseis and Liahilities Committee [ALCO)

- Human Rescurces Commities

- Information Technology Steering Commuttee

- Information Security Management Committee
- Operational Risk Commuttee

These commuttees derive their authonties from the CEQ based
on the authorities and bmits delegated by the Board of Directors

In fulfiling 1its principal responsibiity for the day-to-day
management of the Bank, the senior management team 1s
requred to implement Board-approved policies and effective
cantrols, within the strategy and objectives set by the Board

Letters of appointment are issued to members of the senior
rmanagemantl Lleam setting out their speaific responsibilities and
accountabilities that include asststing with and contributing to
the following -

- Farmulation of the Bank s sirategic objectives and direction
- Formulation of the Bank s annual budget and business plan

- Ensuring that tugh-level policies are In place for all areas and
that such policies are fully applied

- The setting and management of risk / return targets i line
with the Bank s overall risk appetite

- Determining the Banks overall risk-based performance
measurement standards

- Reviewing business units  performance and mitiating
appropriate action

- Ensuring that the Bank operates to the highest ethical
standards and complies with both the tetter and spinit of the
law, applicable regulations and codes of conduct

- Ensuring that the Bank 1s an exemplar of good business
practice and customer service

Their attention is also drawn to the fact that these obligations
are In addition to therr specific functional respansibilities
and objectives and those set out in the Bank s Corporate
Policy Manual

Compensation

The Bank remunerates its directors and officers fairly and
responsibly As per the Momination & Remuneration Commitiee
mandate as well as the Board Charter, the remuneration
of directors and officers must be sufficent to attract, retain
and motivate persons of the quality needed to run the Bank
successfully, and the Bank must avoid paying more than I1s
necessary for that purpose Upan the recommendation of the
Board, the shareholders have approved a remunearation palicy
which includes a policy on performance-based incentive plans

Staff compensation

GIB has established a comprehensive staff compensation palicy
based on tolal compensation that 1s in line with industry best
practice Thiswas done in consultation with externalindependent
remuneration consultants

The scheme consists of the following for all staff except the CEO -

- A fixed component representing basic pay allowances and
benefits, which are reviewed and compared annually with
market levels based on an independent market survey and
adjusted as appropriate

1

A variable 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 15 based on defined financial as well as non-
financial measures

- Based onestablished critera, the performance bonus of sentor
management 15 recommended by the CEO for review and
endorsement by the Normination & Remuneration Committee,
subject to Board approval
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CEOQ compensation

- The CEQ 1s appointed by the Board of Directors for a term of
three years Renewal is considered prior to the expiration of
each term

- The fixed compensalion components are agreed at the ime af
renewal with assistance and input from independent external
compensaiion evaluation experts

- The perfermange bonus of the CEQ 1s recommended by the
Neminaticn & Remuneration Cammittee, and approved by the
Board

Board of Directars compensation

To assist with establishing the appropriate structure and
level of compensation, independent external consultants
advise on market practice and provide suggestions on Board
compensation The compensation 15 linked 1o actual attendance
of meetings The structure and level of the campensation for the
members of the Board of Directors are approved by the AGM and
consist of the following -

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

- Allowancetocovertravelling accommodationandsubsistence,
while attending Board and related committees meetings

- A pre-defined fixed amount representing an annual
remuneration fee

In 2013, the aggregate remuneratian paid to Board members and
senior management was US$8 9 mullion of which US$2 4 million
was paid to the Board members

Corporate communications

The Bank has in place a Carporate communications policy which
ensures that the disclosures made by GI8 are fair, transparent,
comprehensive and timely and reflect the character of the
Bank and the nature complexity and risks inherent in its
business activities Main cemmunications channels include the
Annual Report, corporate brochures staff newsletters and
announcements in the appropriate media

This transparency 1s also reflected in the Bank s website [www
gib com] that provides substantal information on the Bank,
including its prafile and milestanes, vision, mission, values,
strategy and objectives I1ts financial statements, and its press
releases

Code of conduct

The Bank s website also contains the Board-approved Code of
canduct that contains rules on conduct, ethics and an avoiding
conflicts of interest, applicable to all the employzes and
directors of the Bank The Code of conduct is designed 1o guide
all employees and directors through best practices to fulfil therr
responsibilities and obligations lowards the Bank s stakeholders
[shareholders, clients, staff, regulators, suppliers, the public,
the hast countries in which the Bank conducts business eic| in
compliance with all applicable laws and regulations

The Code addresses such 1ssues as upholding the law and
following best practices acting responsibly, honestly fairly
and ethically avoiding conflicts of interest, protecting Bank
praperiy and data, pratecting client cenfidential information and
safequarding the information of others complying with mside
information rules and with the prohibition on nsider trading
preventing money launderning and terrorism financing regecting
bribery and corruption avoiding compromising gifts, as well as
speaking up and whistle blowing

All employees and directors of the Bank are reminded every
year of their obligations under the Code of conduct by means
of an emnall from the Bank that includes a copy of the Code of
conduct [in Enghsh and Arabic] and everyone 1s required to
sign an Acknowledgment and Declaration confirming that they
have received and read the Code of conduct, understand its
regurements, have followed and will continue to follow these
requirements and agree that if they have any concern about any
pessible misconduct or breach of the Code of conduct they will
raise the concern with the appropriate persons within the Bank
as per the Code

In addition alt employees of the Bank must sign an annual
Declaration on outside employment and other actwities to
ensure that na conflicts of interest exist These declarations
are addressed 1o the Banks Human Resources department
Similarly all directors and members of the management
Commitiee must complete and sign a simiar annual Declarabion
addressed to the Corporate Governance Committee of the Board

Disclosures

The Bank s website also provides access to GIBs Annual
Reports and all the informatien contained (n these reports
15 therefore accessible globally That 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 financial information reflects
the latest internaticnal accounting standards reguirzments
including the revised employee benelits standard 1ssued under
International Accounting Standard No 19 as well as increased
level of disclosure resulting from the adoption of Internatienal
Financial Reporting Standard No 13 - Fair Value Measurement

The Board-approved Disclosure policy 1s in accardance with
the requrements of Basel 2 Pillar 3 1n compliance with CBB
rules The objective of this policy 1s to ensure transparency in
the disclosure of the financial and risk profiles of the Bank to all
interested parties

Policy on connected counterparties

The Board-approeved policy on connected counterparties governs
GIB s dealings with such parties The policy defines which parlies
are cansidered to be connected with GIB within the criteria set
by the CBB and impcses not only the imitations placed by the
CBB bui also additional cnteria imposed by GIB The policy sets
aut the internal responsibilities far reporting GIB s cannected
counterparties exposures to the CBB and the disclosures to be
made in GIB s financial statements and Annual Reparts in line
with applicable disclosure requirements
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Corporate governance statement
{continued)

Policy on related party transactions

GIB has a Board-appraved policy for the approval of related party
transactions The Banks dealings with its shareholders are
conducted an an arms-length basis in respect of its exposure to and
deposits receved fromthem Ifloans are extended torelated parties,
these are approved on the basis of authonties delegated by the
Board of Directors to the CEQ If the leans exceed these authorities,
then further approval from the Executive Committee or the Board
15 requested The Bank will not deal with any of its directors in a
lending capacity It should be noted that Article 14 of the Articles of
Association prevents directors of the Bank from having any interest,
directly or indirectly, in any coniract with the Bank

All loans to seniar management members (including the CEQ
and his direct reports| as well as staff of GIB, are governed by
the policies applicable to staff These policies are reviewed by
the Nomination & Remunaration Commuttee of the Board at least
annually No deposits are accepted from semor management
All dealings with companies associated with a GIB director or
mernber of tha senior management are referred to the Board of
Directors for approval

Material transactions that require Board approval

The Bank has delegatad credit authority to the CEQ based on a
risk-rating matrix When censidering transaciions any exposure
to an entity that exceeds the CEQ s Limit will require the approval
of the Board Executive Commitiee or the Board of Directors

Compliance

The Compliance framework adopted by the Board reflecs the
principles for promoting sound compliance pracuces at GIB It
alse demanstrates the Bank s adherence to applicable tegat and
regulatory requirements and to hugh professional standards The
role of the Compliance function is to assist senior management
to ensure that the activities of GIB and its staff are conducted in
conformily with applicable laws and regulations, and generally
with sound practices pertinent to those activities The Head of
Compliance (Bahrainl who reports directly ta the CEQ, also has
access to the Board of Directors through the Audit Committee,
if required

In ensuring that the tone emanates fram the top the CED 1ssues
a yearly message to all of GIB employees reminding everyone
of the impartance of complying with all laws and regulations
applicable to GIB s operations, good compliance behawviour 1s
also rewarded by making 1t a mandatory measurernent item In
staff evaluations

Anti-money laundering

The Bank s current anti-meney laundering and combating the
financing of terrarism (AML / CFT] procedures and guidelines 1a
place at GIB confarm to the legal and regulatory requirements of
the Kingdomof Bahrain These legal and regulatoryrequirements
largely reflect the FATF recommendations on Money Laundering

and speaial recommendations on terrortsm financing The GIB
AML / CFT procedures and guidelines apply to all of the Bank s
offices branches and subsidiaries wherever located Inaddition
the GIB entities located outside Bahrain are subject to the laws
and requirements of the junsdictions where they operate and if
local standards differ, the higher standards apply

Systems are i place to ensure that business relationships
are commenced with clients whose tdentity and activities can
reasanably be established to be legitimate, to collect and regord
all relevant client information to monitor and report suspicious
transactians to provide perwodic AML / CFT traming o
employees and to review with external auditors the effective-
ness of the AML / CFT procedures and controls The GIB
AML / CFT procedures prohibit dealing with shell banks A
proactive structure of officers 1s1n place to ensure group-wide
compliance with AML / CFT pracedures, and the timely update
of the same ta reflect the changes in regulatary requirements
This structure consists of the Head of Compliance {Bahrain]
and the Group Money Laundering Reporting Officer, MLROs
and Deputy MLROs

Corporate governance framework - audit review

The Internal Audit rewew of the Bank s Corporate Governance
framewark 15 conducted annually as a separate project since
the introduction of the corporate governance rules in 2010
Accordingly the latest audst review was underiaken in June
2013 The purpose of the audit was to provide a level of assurance
aver the processes of corporate governance within the Bank
The scope df the audit included reviewing the existing policies
procedures and current practices followed by GIB in Light of the
CBB rules contained in the HC Module of the CBB Rulebook

The overall conclusson of the audit review was that the Corporate
Governance framework of GIB appears to be operating effectively
and 15 providing a seund framawork to contral the risks inherent
in GIB s current business activities

Status of compliance with the CBB rules [Module HC)

GIB1sn compliancewiththe CBB rules on Corporate Gavernance
outlined i Module HC of the CBB Rulebook, and instances of
nan-compliance in 2013 are explained as foliows -

Under Article 2 of GIB s agreement of establishment approved
by Decree Law No (30] for the year 1975 [as amended from time
to ime) [the Agreement of Eslablishment |, GIB 15 subject to
the Agreement of Establishment and its AoA [together the GIB
Constitutional Documents ] and in the event of any conflict
between the GIB Constitutional Documents and the internal
law of the Kingdom of Bahrain, the terms of the Constitutionat
Documents shall prevail As a result, certan Corporate
Gavernance requirements under HC-1 and HC-4 that are in
conflict with the AcA such as the nomination ¢f directors, the
attendance requirements for directors and the prohibition
against praxies at Board meetings, have not been adapted
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Organisation and '
corporate governance chart
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Biographies of the
Board of Directors

H E Jammaz bin Abdullah Al-Suhaimi (1)
Chairman

H E Al-Suhaimijoined GIB as Chairman of the Board of Directars
in 2008 and was re-elected in 2009 and 1n 2012 for three years
Prior to that, he served hetwean 2004 and 2004 as Chairman and
Chief Executive of the Saudi Aratia Capital Market Authority the
regulatory body for the capital market in the Kingdom of Saudi
Arabia During the period 1989 ta 2004, he was Deputy Governor
of the Saudi Arabian Monetary Agency He initially joined SAMA
as Director-General for Banking Caontrol He also served as
Deputy Director General of the Saudi Industrial Cevetopment
Fund from 1982 to 1984 In November 2009, he was appointed
Vice Chatrman and member of the Board of Directors of the Saudi
Arabian Investment Company [Sznabil Investments] He has also
hetd board memberships in many ieading public and private
organisations (ncluding the Saudt Arabian General Investmant
Autharity the General Petroleum and Minerals Organisation the
National Company for Cooperative Insurance and the London-
based Saudi Internatienal Bank [which merged with GIB in
1999] HE Al-Suhairmi holds a Bachelor s degree 1 Electrical
Engineering from the University of Washington sn Seattle USA

H E Dr Hamad bin Sulaiman Al-Baza: (1) (3]
Vice Chairman

K E Dr Al-Bazai was appointed to GIB s Board of Directors in
1999 He s currently the Vice Minuster of Finance for the Kingdom
of Saudi Arabia Prior to that he served as Deputy Minister of
Finance for Economic Affairs Dr Al-Bazal s a Board member
of the Southern Region Cement Campany and Tatweer Education
Holding Company He holds a BA in Admunistrative Sciences
from King Saud University in Saudi Arabia and an MS and a PhD
in Ecanamics from Calorado State University, USA

Professor Abdullah bin Hassan Alabdulgader (1) (2] (5]

Professor Alabdulgader jained GIB s Board of Directars in 2009
He was Professor of Management Information Systems at King
Fahd University of Petroleum and Minerals from 1981 to 2012
Fram 2004 to 2009 he served as Comnussioner at the Saud
Arabia Capital Market Authority ICMA] During his tenure he
led corporate governance code development As a founding
executive directar of the GCC Beard Directors Institute, he
continues prometing corporate governance in the region He
currently serves on a number of boards of directors and audn
commuttees of public companies, including the Saudi Company for
Devetopment and Technology Investment, Riyad Bank Ma aden
and Allianz Saud) Fransi Cooperative Insurance Company He
contributes to the accounting / auditing profession through the
Sauds Arabia Organization of Certified Public Accountants He
holds a BSc degree in Business Administration, an MBA fram
King Fahd University of Petroleum and Minerals, and 8 PhD In
Business Administration from the University of Colorado, USA

Mr Sulaiman bin Abdullah Al-Hamdan (1) (4]

Mr Al-Hamdan joined GIB s Board of Directors 1n 2009 Mr Al-
Hamdan 1s the Group Chief Executive Officer of National A
Services Group [NAS Holding) in Saudi Arabia since November
2008 Prior 1o that he held various positions at the Saudi British
Bank, including that of Deputy Managing Director and General
Manager Personal Banking He worked at the Saud Fund for
Development between 1979 and 1985 Mr Al-Hamdan 1s a Board
member of NAS Holding and a member of the Board of Trustees
at Al-Yamamah University Mr Al-Hamdan had previously served
as Board member and Chairman of Saudi Hollandi Capstal and
Board member of Middle East Specialized Cables Company
[MESC} and Ahlia Cooperative Insurance Company Mr Al-
Hamdan holds a Bachelor of Arts in Administrative Science from
King Saud Unversity [1979] and an MBA from the Unwversity of
New Haven, USA (1985}

Mr Abdulla bin Mohammed Al Zamil [3) (&) (5)

Mr Al Zamil joined GIBs Board of Directors in 2009 He s the
Chief Executive Officer and Board member of Zamit Industnal
Investment Company “Jomt Stock Company™ He was the
company s Chief Operating Officer from 2004 to 2009 Prior to
that he was Senior Vice President at Zamil Air Conditioners
He started his career at Zamil Air Conditioners in 1987 as an
industrial engineer Mr Al Zamil 1s a board member of many
companies including Gulf Insulation Group (GIG] and Ranco-
Zamil Concrete Industries He s also Chairman of the Board
of GIB Capital Chairmzn of the Board of Saudi Global Parts
[joint venture between the KSA Public Invesiment Fund and
Singapore Ports Authontyl in addition ta his Board membership
of the Eastern Province Chamber of Commerce He holds a BA
in Industrial Engineering fram the University of Washington in
USA[1987] and an MBA in Financial 2nd Business Administration
from King Fahd University of Petroleum and Minerals (1992]

Mr Khaled bin Saleh Al-Mudaifer [2) (4) (5]

Mr Al-Mudaifer joined GIB s Board of Directors in 2009 He 15
the President and CEO of Maaden He joned Maaden in March
2004 as Vice President for Industriat Affairs In 2007, he became
Vice President for Phosphate and New Business Development
Prior to that he was the Managing Director of Qassim Cement
Company [1993-2004] Between 1987 and 1993 he held vartous
positions in Eastern Petrochemical Company [Sharq - a SABIC
affeliate] last of which as Vice President-Finance Currently heis
Board and Execulive Committee Member of Maaden Khated in
the past was a Board member of Qassim Cement Company and
Saud) Arabian Railway Company Mr Al-Mudaifer hclds a BS¢ in
Engineering (1984] and MBA (1987] from King Fahd University of
Petraleum and Minerals
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Mr Omar Hadir Al-Fansi (2] (3)

Mr Al-Farisi joined GIB s Board of Directors in November 2012
He 1s Managing Mermnber of Diyala Adwsors LLT i New York
[since 2003) and an adwvtsor to the Public Investment Fund of
Saudi Arabia Previously, Mr Al-Fanisi was an investment banker
at Credit Suisse First Boston in New York (2000-2003) where he
focused on energy sector financings mergers and acquisitions
and related transactions Prior to his career in banking, Mr Al-
Farisi was an attorney at the law firm of White & Case in New
York (1994-2000) where he was a member of its Corporate and
Financiat Services Department Mr Al-Farisi earned hus BA In
Econormics fram the University of Notre Dame and a JO from
Columbia University School of Law

(1) Executive Cammittee member

(2) Audit Committee member

(3) Risk Policy Committee member

14) Nomination & Remuneration Committee member
[5) Corporate Governance Committee member
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Dr Yahya A Alyahya
Chief Executive Officer - Gulf International Bank
Chatrman - Gulf International Bank (UK] Limited

Mr Alyahya served on the Board of The World Bank Group as
Executive Director representing Saudi Arabia from 1999 ta 2006
During that period he served in many capacities, most notably
as Dean of Executive Directors and Charrman of the Board
Steering Committee [2003-2006] Chawman of the Personnel
Commuittee and member of the Budget Committee {2002-2003)
Vice Chairman of lhe Audit Committee and member of the
Governance Commuttee (2000-2002] Prior to that Mr Alyahya
served as Advisor to the Governor Saud Arabian Monetary
Agency (1999, General Manager of E A Juffal & Bros in Riyadh
[1994-1999), Founder and Director General, The Institute of
Barking SAMA n Riyadh [1989-1994] Professar of Industrial
and Systems Engineering at King Saud University Riyadh [1984-
1989) and the University of Michigan USA [1983-1984) Lecturer
on Matching Problems and Algonthms at the Indian Stabstical
institute Bangalare India [1982] and a Project Analyst at the
Saudi Industrial Developrnent Fund, Riyadh [1975] Mr Alyahya
has also served on the boards and board committees of many
organisations mosi netably the Group of Twenty (G-20] High
L.evel Panel on Infrastructure Investment [HLPII {2011, Sanabil
Strategy Steering Group [2018), Oger Telecom (2004-2011], Saudi
Relfirstreinsurerin SAl[2007-2008], Guli Investment Corparatian
(GIC] [2006-2008), Nattonal Commeraial Bank [NCB) (2008], Gulf
Internationat Bank [G1B) {1999-2001] Saudi Engineering Society
[1579-1999) Audit Commutiee of AlBank AlSaud AlFrans: (1997-
1999] and Saudi Agriculturat Bank [1992-1995] Mr Alyahya
holds @ PhD in Industrial and Systems Engineering from the
University of Michigan, Ann Arbor [1983] and 15 a Graduate of the
UPM [1979] Currently Mr Alyahya 1s Chief Executwve Officer of
Gulf Internationat Bank [618) since January 2009 He also chairs
the Board of Shuatbah Water and Electricity Company (first WPP
in SA] and Shuaibah Expansion Project Company [SAl He 15 also
a Board Director 12013} and a member of the Emerging Markets
Advisory Council of the Institute of International Finance (IIF] and
member of World Bank s International Centre fer Settlement
of Investment Disputes (ICSID] Panels of Conciliators and of
Arbitrators {2013

Stephen Wiilliams
Managing Director — Chief Financial Officer

Chartered Accountant member of the Institute of Chartered
Accountants in England and Wales [ICAEW] BSc Economics
Unwersity College Cardiff United Kingdom Mr Willlams joined
GIB in 1987 Hewas appainted Group Financial Contreller in 2000
and Chief Financial Officer in 2008 He 1s directly rasponsible for
Group-wide statutory, regulatery and management reporting,
finangial and balance sheet planning, capital management
and GIB s Operations, Administrative Services, and Enterprise
Project Management Office (EPMQI Mr Willams 1s responsible
for GIB s Basel 3 imptementation project and 15 a member of the
tnstitute of International Finance s (IIF] Working Group on Capital
Adequacy and Working Group on Liguidity Mr Willams 1s the
Vice Chairman of GIBs Management Committee a member
of the Enjaz 2015 Steening Committee Group Risk Commitiee
and Operatinal Risk Commuttee, and 1s the Chairman of the
Bank Assets and Liabliies Committee Prior to joming GIB
Mr Williams warked for KPMG in London and the Middie East

Mr Jose Maria Marigomen
Managing Director - Wholesale Banking

After a successful tenure as Chief Risk Officer, Mr Marigomen
assumed his current position in July 2012 with overall
responsibilites over the entire Wholesale Banking business
covering corporate banking, investment banking and private
equity He concurrently serves in the Boards of Directors of
GIB Capital LLC and Gulf International Bank [UK] Limited and
15 a member of GIB s Management Committee and Enjaz 2015
Steering Committee Mr Marigamen 1s an experienced banker
with over 30 years of diverse international exposure including
senior postings in the Middle East Asiaand LatinAmerica During
most af his professional career, he was a Citibank /Citigroup
expatriate staff [1984-2004} with assignments in Saudh Arabia
[Samba Financial Group), Turkey South Korea and Mexico, bath
in the relationship and risk management areas He also warked
as Chief Risk Officer far twe large Indonesian banks (2005-2008]
and was actively involved 1n the banks transformation process
Immediately prior to joining GIB in February 2011 he was the Chief
Risk Officer at Aunma Bank, a Shanah-compliant bank in Saudi
Arabia, where he was a key member of the senior management
team which successiully launched the bank in 2008 let the
establishment of the Alinma Tokio Marine Company and was a
member of the Board of Direclors of Alinma Investment Compary
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Mr Sakhr Almulhem
Executive Vice President - Acting Head of Retail Banking

Mr Almulhem joined GIB in 2011 as Seniar Vice President-
Head of Praposition in Retall Banking and in 2013 he was
appeinted Acting Head of Retail Banking Mr Atmulhem s a
management professional with more than 18 years of experience
spent n increasingly accountable positions In countries across
North and Central Amenca, the UK and the Middle East
He has a demcnstrated track recerd in managing retail
business, combining leadership with sound business practices
to position business for long-term growth and profitability His
banking career started in SABB where he held different roles
including Relatienship Management Branch Management,
Head of Quality Management and Senior Manager of Consumer
Finance Working for the National Commercial Bank, he held
the positien of VP Regional Manager and VP Head of Sales
Oevelopment, befgre taking on the role of SVP Division Head
of Retall Customear Management Mr Almulhem is 3 member
of GIBs Management Committee and the Enjaz 2015 Steering
Commuttee Mr Almulhem holds a BAin Business Administration
in Marketing and a Master of Business Administration

Mr Abdullah Al-Zahran
Executive Vice President - Chief Investment and Treasury Officer

Mr  Al-Zahrani joined GIB as Executive Vice President —
Chief tnvestment and Treasury Officer in August 2011 His
rasponsibilities cover Treasury, Investments Department and
Financial Institutions Group Prior to joining GIB Mr Al-Zahran
was with Riyad Bank [2005-2011] where he was Seniar Vice
President and Assistant Treasurer His banking career kicked
off 1n 1993, when he joined Saud) Arabian Monetary Agencys
Investment Department Furthermore his previous professional
experience includes Senor Trader at National Commercial
Bank Jeddah [1998-2002] and then subsequently, he joined
Arab National Bank as Assistant General Manager and Head of
Partfolio Management [2002-2003] where he was respansible
for setting strategy allocating assets and managing the
differant proprietary portfolios for the bank Mr Al-Zahraniis a
member of GIB s Management Committee Assets and Liabilities
Commiitee Provisioning Committee and the Enjaz 2015 Steering
Committee

Mr Masood Zafar
Managing Directar - Chief Risk Qfficer

Chartered Accountant Fellow of the Institute of Chartered
Accountants in England and Wales Mr Zafar joined GIB in 1982
in Internal Audit He was apponted Chief Internal Auditor in
1987 In 2004 he was appointed Chief Credit Officer reporting
ta the Chief Operating Officer and Head of Risk In 2012 he was
appointed Chief Risk Officar Mr Zafar 1s a member of GIBs
Management Committee, Group Risk Commitlee Assets and
Liabibties Committee and Operational Risk Committee Prior to
jaining GIB Mr Zafar warked for Ernst & Young in London and for
KPMG in Bahrain
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Independent auditors’ report
to the shareholders

Report on the consolidated financial statements

We have audited the accompanying consolidated financial statements of Gutf Infernational Bank BS C lthe Bank ] and its
subsidiaries [togetherthe Group |, which comprise the consolidated statement of finzncial position as at 31 December 2013,
the consolidated statements of incarme comprehensive income, changes in equity and cash flows for the year then ended, and
notes comprising a summary of significant accounting policies and other explanatory information

Responsibiity of the Board of Directors for the consolidated financial statements

The Board of Directors of the Bank is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with International Financial Reporting Standards and for such internal control as the Board of
Direclors determines 1s necessary to enable the preparation of the consolidated financial statements that are free from
materiat misstatement, whether due to fraud or error

Auditors’ responsibility

QOur responsibility 1s to express an opinion on these consolidated financial statements based on our audit We conducted
our audit 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 finangial
statements are free from material misstatement

An audtt involves perferming procedures to obtain audit evidence about the amounts and disclosures in the censobidated
financial statements The procedures selected depend on our judgement, including the assessment of the risks of material
musstatement of the consolidated financial statements whether due to fraud or error In making those risk assessments we
consider internal control relevant to the entity s preparation and fair presentation of the consclidated financial statements in
order to design audit procedures that are appropriate in the circumstances but not for the purposc of expressing an opinien on
the effectiveness of the entity s internal control An audit also includes evaluating the appropriateness of accounting policies
used and the reasenableness of accounting estimates made by management, as well as evatuating the overall presentation
of the consolidated financial staternents

We believe that the audit evidence we have obtained 15 sufficient and appropriate te provide a basis for aur audit opinion

Opnion

Inour opinton the consolidated financial statements present fairly, in alt material respects the consolidated financial position
of the Group as at 31 Decernber 2013, and its consolidated financial performance and its consolidated cash flows for the year
then ended 1n accordance with International Financial Reporting Standards

Report on other regulatory requirements

As required by the Bahrain Commercial Companies Law and the Central Bank of Bahrain [CBB) Rule Book [Volume 1}, we
report that the Bank has maintained proper accounting records and the conselidated financtal slatements are In agreement
therewath, the financial informatian contained in the chairmans statement 15 consistent with the consolidated financral
statements, we are not aware of any wiolations of the Bahrain Commercial Companies Law, the Central Bank of Bahrain
and Financiat Institutions Law the CBB Rute Book [Volume t and applicable prowisions of Volume &) CBB directives or the
terms of the Bank s memeorandum 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 1ts financial pasition, and satisfactory explanations and information have
been provided to us by the management in response to alt cur requests

KPH &

KPMG

Public Accountants

Manama, Kingdom of Bahrain
15" February 2014

A)
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Consolidated statement
of financial position

311213 311212

Nate US$ mitlsons us$ millions
ASSETS
Cash and other Liquid assets 5 1,659 & 1107 4
Securities purchased under agreements to resell 6 | 1,742 7 10108
Placements 7 5,264 & 44797
Trading securities g’ 509 1005
Investment securities g 37258 35601
Loans and advances 10 8,317 2 71103
Other assets 1 3963 3360
Total assets ' 21,156 9 17 704 8
LIABILITIES .
Deposits from banks 13 1,446 3 2,222 4
Deposits from customers 13 . 13,4513 94719
Secunties sold under agresiments to repurchase 14 l 7852 5977
Other liabilities 15 3974 3721
Senior term financing 14 2,332¢ 24327
Subordinated term financing 17 4778 4778
Total Labilities 18,892 9 15574 6
EQUITY !
Share capital 18 2,5000 25000
Reserves 19 3743 3282
Retatned earnings (610 3) [698 0]
Total equity 2,264 0 21302
Total abilities & equity 21,156 9 17,704 8

The consolidated hinancial statements were approved by the Board of Directors on 16" February 2014 and signed en its

behalf by -
N\
ﬁ
Jammaz bin Abdullah Al-Suhaimi Abdullah bin Hassan Alabdulgader Yahya bin Abdullah Alyahya
Chairman Chairman of the Board Audit Cemmittee Chief Executive Officer

The nates on pages 43 to 91 form part of these consolidated financial statements
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Consolidated statement

of Income

Year ended Year ended
311213 311212
Nate US4 millions 5% millons
Interest income 21 305.3 2890
Interest expense 21 142 2 132 6
Net interest income 1631 149 4
Fee and commitssion iIncome 22 620 567
Fareign exchange mncame 23 17.4 213
Trading income 24 23 143
Other income 25 265 133
Tatal income 278.3 2550
Staff expenses 10t 3 910
Premises expenses 139 108
Other operating expenses 34 343
Total operating expenses 151 & 1361
Net income before provisions and tax 126.7 g9
Proviston release for investment securities 9 - 13
Provision charge for loans and advances 10 [4.2) {20l
Net incomne before tax 1225 1212
Taxation charge on overseas activities {100 (33l
Net income 1215 1179
Earnings per share 38 Us$o 05 Us$0 05

N

—

Jammaz bin Abduttah Al-Suhaimi
Chairman

IR

Abdullah bin Hassan Alabdulgader
Chairman of the Board Audit Commuttee

The notes on pages 43 to 91 form part of these canseolidated financial statements

e

Yahya bin Abdutlah Alyahya
Chief Executive Officer
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Consolidated statement of
comprehensive Income

Year ended Year ended
311213 311212
U5% millions US$ millions
Net income k 1215 179
Other comprehensive Income -
Items that may subsequently be reclassified to consolidated statement of Income -
Cash ftow hedges -
- net changes in fair value - 04
- net amount transferred to consolidated statement of income (14) [25)
(14 21
Iltems that will not be rectassified to consolidated statement of Income -
Investment securities -
- net changes wn fair value of equity mvestments classified as
fair value through other camprehensive income {FVTOCI) ' 277 ni9
- realised gains / [losses) on equity investments classified as
‘ fair value through other comprehensive income 34 o1
Remeasurement of defined benefit pension fund 51 -
‘ 362 (170
Total other comprehensive income 348 (14 1)
Total comprehensive income ‘ 156 3 1038

! The nates an pages 43 Lo 91 form part of these censolidated financial statements
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Consolidated statement
of changes In equity

Share Retained
capital Reserves earnings Total
Note uUs$ milions us$ mitlions Us$ millons US$ milltons

At 1% January 2013 25000 3282 (698 0) 2,130 2
Transition adjustment on adeption of IAS 19R 2 - - [22 5) {225l
At 1% January 2013 - restated 2,500 0 3282 (720 5) 2,107 7
Net income for the year - - 1215 1215
Other comprehensive income for the year - 263 85 348
Total comprehensive income for the year - 263 1300 1563
Transfer from retained earnings - 19 8 [1% 8} -

At 31 December 2013 2,500 0 374 3 1610 3] 2,264 0
At 1* January 2012 25000 324 4 (798 0} 20264
Net income for the year - - 17s 17¢
Other comprehensive income for the year - (14 0] 1] 41l
Total cemprehensive income for the year - (14 0] 1178 1038
Transfer from retained earnings - 178 [178] -

At 31* December 2012 2,5000 3282 (68 0) 2,130 2

The notes on pages 43 1o ?1 form part of these consolidated financial staternents
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Consolidated statement
of cash flows

Year ended Year ended
311213 311212
Note Us$ mittions Us$ milliens
OPERATING ACTIVITIES
Net income . 1215 179
Adjustments ta reconcile net income to net cash inflow from operating actmities - !
Provisions for investrment securities l - [113)
Provisions for loans and advances 42 g0
Realised profits on debt investment secunties (RI]] (04)
Amorusation of iInvestment securities i 191 211
Amortisation of senior term financing ; 02 -
Net increase in statutory deposits with central banks ! 166 9) 32 2)
Net increase in securities purchased under agreements to resell i (731 9] {730 8)
Net increasel / decrease in placements ; 784 9) 9143
Net decrease / increase] in trading securities ! 496 (168)
Net increase 1n loans and advances | (1,211 1) (387 5)
Decrease / lincreasel in accrued interest recevable | 62 (10 8]
Increase in accrued Interest payable ! 17 19
Net [increase) / decrease in other net assets (257) 23
Net [decrease] f increase in deposits from banks : (776 11 6731
Net increase In deposits from customers ' 3.9794 9516
Net cash inflow from operating activities . 584 2 15216
1
INVESTING ACTIVITIES !
Purchase of Investment securiies : (804 3] 113418l
Sale and maturity of investment securiies 6177 9799
Net cash outflow fram tnvesting activities (186 &) (3619
FINANCING ACTIVITIES :
Met increase in secunities sold under agreements to repurchase ' 1875 344
Net decrease in senior tarm financing ' (100 0} (1257 &}
Nat cash inflow / [outflow] fram financing activities 875 (943 2]
Increase in cash and cash equivalents | 4851 2165
Cash and cash equivalents at 1% January i 1,030 7 8142
Cash and cash equivalents at 31* December 5 ' 1,515 8 10307

The notes on pages 43 to 91 form part of these cansolidated financial statementis
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Risk management and capital adequacy report [continued)

31# December 2013

10 Glossary of abbreviations

ALCO
AMA
Basel Commitiee
CBB

CCF

cko

CEO

CFQ

CRO

EAD

FCA

FIRB Approach
FVTOCI
GCC

GIB
GIBUK
The Group
{CAAP
IFRS

tGD
MENA
ORMF
oTC

PD

PRA

PSE
RARQC
RWA

VaR

Assets and Liabiliies Committee

Advanced Measurement Approach

Basel Committee for Banking Supervision
Central Bank of Bahrain

Credit Conversion Factor

Collateratised Debt Obkligation

Chief Executive Officer

Chief Financtat Officer

Chief Risk Cfficer

Exposure at Default

Financial Conduct Authority [of the United Kingdom]
Foundation Internal Ratings Based Approach
Fair Value through Other Comprehensive Income
Guli Cooperation Counail

Gulf International Bank B S C

Gulf International Bank fU K ) Limited

Gulf International Bank B S C and subsidiaries
Internal Capital Adequacy Assessment Process
Internatienal Financizl Reperting Standards
Loss Given Default

Middle East and North Africa

Operational Risk Management Framework
Over-The-Counter

Prabability of Default

Prudential Regulation Authority [of the United Kingdom]
Public Sector Entity

Risk-adjusted Return on Capital

Risk-weighted Amount

Value-at-Risk

(A)
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Corporate

Gulf International Bank B S C.
Head Office

Al-Dowali Building
3 Palace Avenue
PO Box 1017
Manama

Kingdom of Bahrain

Talephone

General +973 17534000

FX & Money Markets +973 17 530030
Treasury Sales +973 17 511 511

Fixed Income / Derwvatives +97317522 521
Investments +973 17 522 672

Investment Banking +973 17 522 671
Internaticnal Banking +373 17 522 402
Financial Institutions +973 17 522 685

Fax

General +973 17522 633

Treasury Sales +973 17522 422

FX & Money Markets +973 17 522 530
Investrments +973 17 522 629
Investment Banking +973 17 542 790
International Banking +973 17 522 647
Financial Institutions +973 17 542 730

SWIFT GULFBHBM

Reuters Direct Dial
Forex Unit & Options GIBB
Treasury Sales GIBA

www gib com

directory

Branches
Riyadh

Mezzanine floor, South Tower
Abraj Atta awuneya

King Fahad Road

PO Box 93413

Riyadh 11673

Kingdom of Saudi Arabia

Telephone
General +946112180888
Treasury +966 11218 1192

Fax

General +964 112180088
Carporate Banking +966 11 218 1184
Treasury +964 11218 1155

SWIFT GULFSARI
Jeddah

Bin Homran Centre

Office No 506B

HRH Prince Mohammed Bin Abdulaziz 5t
PO Box 40530

Jeddah 21511

Kingdom of Saud: Arahia

Tel +946 12 6607770
Fax +966 12 660 6040

SWIFT GULFSARI
London

One Knightsbridge
London SWIX 7XS
United Kingdom

Telephone
General +44 207393 0410
Treasury +44 20 7393 0441

Fax
General +44 20 7393 0458
Treasury +44 2073930430

SWIFT GULFGB2ZL
New York

330 Madisan Avenue
New York, NY 10017
United States of America

Tel +12129222300
Fax +1212 92\2 2309

SWIFT GULFUS33
Cayman Islands
C/o New York Branch

Representative Offices
Lebanon

Gefinor Centre
Block B

Office Number 1401
PO Box 113/4%73
Beirut

Lebanon

Tel +961 1739505
Fax +941 1739503

United Arab Emirates

4 floor Arab Monetary Fund Building

Corniche Road

PQ Box 27051

Abu Dhabi

United Arab Emirates

Tel +9712621 4747
Fax +9712 6311964

Principal Subsidiaries

Gulf International Bank (UK] Limited

One Knightsbridge
London SW1X 7X5
United Kingdom

Tel +44 207259 3456
Fax +44 207259 6060

Cables SAUDIBANK
LONDON SW1

SWIFT SINTGB2L
GIB Capitat LLC

3% floor South Tower
Abraj Attaawuneya

King Fahad Road

FO Box 89589

Riyadh 11673

Kingdorn of Saudi Arabia

Tel +966 112180555
Fax +%66 112180055
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Notes to the consolidated
financial statements

Far the year ended 31* December 2013

21

Incorporation and registration

The parent company of the Group Gulf International Bank BSC {the Bank), 1s a Bahrain: Shareholding Company
incorporated in the Kingdom of Bahrain by Armur Decree Law No 30 dated 24" Novernber 1975 and (s registered as a
conventional wholesale bank with the Central Bank of Bahrain The registiered office of the Bank 1s located at Al-Dowali
Building 3 Palace Avenue Manama Kingdorn of Bahrain

The Bank and its subsidiaries [the Group), 1s principally engaged tn the provision of wholesale commercial asset
management and investment banking services The Group operates through subsidiaries, branch offices and
representative offices located in six countries worldwide The tolal number of staff employed by the Group at the end of
the financial year was 741

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

Basis of preparation

The consolidated financial statements have been prepared in accordance with International Financat Reporting
Standards [FFRS} and in conformity wath the Bahram Commercial Companies Law and the Central Bank of Bahrain
and Financial Institutions Law The consolidated financial statements have been prepared under the histonical cest
corwention as madified by the revaluation of trading securities equity investment securities and derwative financial
instruments as explained in more detail in the following accounting pelictes Recognised assets and hiabilities that are
hedged by dervative financral instruments are also stated at fawr value 1n resgact of Lhe risk that 1s being hedged The
accounting policies have been consistently applied by the Bank and i1ts subsidiaries and are consistent with those of
the previous year except for the adoption of applicabte new accounting standards with effect from 1% January 2013 as
referred to below

IAS 19R - Employee Benefits [revised)

The Group adopted the revistons to IAS 19 on 1 January 2013 The most significant amendment relates to the accounting
for changes in defined beneht pension plan obligations and assets IAS 19 [revised] or IAS 19R requires the recognition
of changes 1n defined benefit pensian plan obtigations and in the fair value of plan assets when they occur, and hence
eliminates the carridor approach permitted previously and accelerates the recognition of past service costs All actuanal
gains and losses are recognised immediately through other comprehensive incorne in order for the net pension plan
asset or kahility to reflect the fuil value of the plan surplus or deficit

The new accounting policy has been applied to the apentng balances of the current year The transition impact of adopling
1AS 19R on the opering balances at 1% January 2013 was to reduce the pension plan deferred asset by US$1% 2 million
and 1o recognise an expected future obligation to the pension plan of US$3 3 million resulting in an overall reduction in
retained earnings of US$22 5 million

The revisions te 1AS 19 have an immaterial rmpact on the comparalive numbers presented in the Group s censolidated
financial statements and have therefore not been applied retrospectively ta prior periods

IFRS 10 - Consolidated Financial Statements
IFRS 10 mintroduces a single control model to determine whether an investee should be consolidated {FRS 10 has been
applied retrospectvely and has had no impact an the Group s consolidated financial statements

IFRS 12 - Disclosure of Interests in Other Entities

IFRS 12 brings together inte & single standard all the disclosure requirements relating te an entity s interests
subsidianies and other entities IFRS 12 has been applied prospectively and has resulted in some enhanced disclosures
in the Group s consolidated financial statements

A
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Notes to the consolidated financial statements {continued)
For the year ended 31* December 2013

2.

21

22

2.3

24

al

Accounting policies [continued)
Basis of preparation {continued)

IFRS 13 - Fair Value Measurement

IFRS 13 provides a single source of guidance on how far value 1s measured The adoption of IFRS 13 has resutted in the
Group prowiding fair value disclosures for its linancial instruments measured al air value 1n the Group s consolidated
financial statements The required disclosures have been included in note 37

Consolidation principles

The consolidated financial slatements include the accounts of Gull International Bank BSC and its subsidiaries
Subsidiary undertakings are companies and other entities including special purpose entities, which tha Bank controls
The Bank controls an entity when it 1s exposed to or has rights to, vanable returns from ts involvernent with the entity
and has the ability to affect these returns through its power over the entity The substdiary s accounts are derecognised
from the consolidated financial statements fram the point when the conlrol ceases Ail intercompany balances and
transactions ncluding unrealised gains and losses on transactions between Group companies have been eliminated

Foreign currencies

lterns included n the consalidated inancial statements of the Bank and 1ts subsidiaries are measured based on the
currency of the primary environment :n which the entity operates (the functional currencyl The cansclidated financial
staternents are presented in US Dollars representing the Group s functional and presentation currency Transactiens in
foreign currencies are converted to US Dollars at the rate of exchange prevailing at the date of the transaction Monetary
assets and liabilies denorminated n faretgn currencres are translated into US Dollars at market rates of exchange
prevailing at the balance sheet date

Financial assets and Liabilities

Financial assels and liabitities cemprige all assets and Liabibilies reflected in the statement of inancial position although
excluding investmeants in subsidiaries associated companies and jont ventures, employee benefit plans, property and
equipment deferred taxation and taxation payable

Initiat recognition and measurement
The Group recognises financial assels and liabiliies 1n the consobidated statement of financial position when and enly
when, the Group becomes party to the contractual provisions af the instrurment

Financial instruments are classified at inceptian into ong of the following calegonies, which then datermine the
subsequent measuremnent methodology -

Financial assets are classified into one of the following three categories -

- financial assets at amortised cost

- financial assets at fair value through other comprehensive income (FYTOCH)
- financial assets at fair vatue through the profit or loss (FVTPL)

Financial liabilities are classified into one of the followsng two categories -

- financiat Labilities at amortised cost
- financizl Liabiities at fair value thraugh the profit or loss {FVTPL]

Financial assets are intially recognised at far value, including transaction costs that are directly attributable to the
acquisition of the financiat assel

A
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Notes to the consolidated financial statements [continued}
For the year ended 31 December 2013
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a)

b)

Accounting policies [continued)
Financiat assets and Labilities [continued)

Imitial recognition and measurement [continued)
Financiat lizbihities are initially recogmised at fair value, representing the proceeds recerved net of premiums, discounts
and transaction costs that are directly attributable to the financial lability

All regular way purchases and sales of financial assets and liabilittes classified as FVTPL are recognised on the trade
date, t e the date anwhichthe Group commits to purchase or setl the financiat asset orliability All reqularway purchases
and sales of other financiat assets and Liabilities are recognised on the settlemant date, 1 e the date on which the asset
or liability ts recesved from or delivered to the counterparty Regular way purchases or sales are purchases or sales
of inancial assets thal require delivery within the ime frame generally established by regulation or convention in the
market place

Subsequent measurement

Subseguent to Initial measurement financial assets and lambities are measured at either amortised cost or fair value
The classification and the basis for measurement are subject to the Group s business model for managing the financiat
assets and the cantractual cash flow characteristics of the financial assets as detailed below -

Financial assets at amartised cost
Financial assets are measured at amortised cost using the effective interest rate method if -

- the assets are held within a business modal whese objective 1s ta hold assets in order to collect contractual cash
flows, and

- the contractual terms of the financial assets gwe rise an speciited dates to cash flows that are solely payments of
principal and interest on the principal amount outstanding

If erther of these two criteria 15 not met the financial assets are classified and measured at fair value, either through the
profit or loss (FVTPL) or through other comprehensive incaome [FVTOCI)

Additionally even if a financral asset meets the amortisad cost criteria the entity may choose to designale the financiat
asset at FVTPL Such an election 1s irrevocable and applicable only if the FVTPL ctassification signifrcantly reduces 2
measurement of recognition INconsistency

Financial assets at fair value through other comprehensive income (FVTOCI)
At instial recogmition the Group can make an irrevocable election to classify an equity investment that is not held for
trading as FVTOCI

For this purpose, a financial asset 1s deemed lo be held for trading if the equity investment meets any of the foliowing
conditions -

- 1t has been acquired principally for the purpose of selling in the near term

- on inivial recognition, 1t 15 part of a portfolto of identified financiat instruments that are managed logether and for
which there 1s evidence of a recent actual pattern of short-term profitabibity, or

- s a dervative and not designated and effective as a hadging instrument or a financial guarantee

A
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2.5

Accounting policies [continued)
Financiat assets and bhabilities [continued)

Subsequent measurement [contmued]

The irrevocable electton 1s on an instrument-by-instrument basis If an equity investment 1s designated as FVTGCI all
gains and losses except for dividend income are recogriused in other comprehensive iIncome and are not subsequently
inctuded in the consolidated statement of iIncome

Financial assets at fair value through the profit or loss [FVTPL)
Financial assets not otherwise classified above are ctassified and measured as FYTPL

Financiat liabilities at amortised cost
All financial Labiliiies, other than those classified as financial liabilities at FVTPL are classified as financial lisbilities at
amortised cost and are measured at amortised cost using the effective (nterest rate method as described i note 2 7(al

Financral habilities at far value through the profit or loss
Financial Liabibttes not otherwise classified above are classified as financial labstities at FVTPL This classification
includes derivatives that are liabilities measured at fair value

Derecognition of financial assets and Uabilities

Financial assets are derecognised and remaved from the consolidated statement of financial position when the night to
receive cash flows from the assets has exptred, the Group has transferred its contractual night to receswve the cash flows
from the assets and substanbally all the risks and rewards of ownership or where control 15 not retained Financial
Liabiliies are derecagmised and removed from tha consolidaled statament of financial posilion when the obligation 15
discharged, cancelled, or expires

impairment of financial assets

Only financial assets that are meesured at armortised cost are tested for impairment A provision for impairment Is
established where there 1s objective evidence that the Group will not cotlect all amounts due including both princtpal
and interest 1n accordance with the contracteal terms of the credit facility Objective evidence that a financial asset 15
impared may include a breach of contract, such as default or delinquency in interest or principal payments the granting
of a cancession that for ecenamic or legal reasons retating to the borrower s financial difficulties wauld not otherwise
be cansidered, indications that 1L 1s probabie that the borrawer will enter bankruptcy er other financial reorgamisation, the
disappearance of an active market or other observable data retating to a group of assets such as adverse changes in the
payment status of borrowers or 1ssuers in the group, or econermic conditions that correlate with defaults in the group

Provisions for impairment are determined based on the difference between the net carrying amount and the recoverable
amount of the nancial asset The recoverable amount 15 measured as the present value of expected future cash flows
including armounts recoverable from guarantees and collateral discounted based on the interest rate at the inception of
the credit facility or, for debl instruments, at the current market rate of interest for a similar financial asset

Provisions fer impairment are atso measured and recognised on a collective basis in respect of impairments that exist
at the balznce sheet date but which will only ke indwidually 1dentified in the future Future cash flows fer financtal
assels Lhal are colleclively assessed for iImpairment zre estmated based on contractual cash flows and historical loss
experiences for assets with similar credit nsk charactenistics Historical loss experience is adjusted based on current
observable data, to reflect the effects of current conditions that did not affect the period an which the historical loss
experience 1s based

A
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27

a}

b!

Accounting palicies (continued]

Impairment of financial assets [continued]
Provisions for impairment are recognised in the consolidated statement of income and are reflected in an allowance
account against loans and advances and investment securities

Financial assets are written off after alt restructuning and coltection actwvittes have taken place and the possibility of
further recovery 1s considered to be remote Subsequent recoveries are included in other income

Provisions for impairment are released and transferred to the consolidated statement of income where a subsequent
tncrease In the recoverable amount is related objectively to an event occurring after the provision for impairment was
established

Financial assets which have been renegctiated are ne lenger 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 Financial
assets subject to individuzl iImpairment assessment and whose terms have been renegotiated are subject to en-going
review to deterrine whether they remain smpaired or should be considered past due

Offsetting financial assets and Uabilities

Financial assets and financial liabilities are only offset and the nat amount reparied in the consolidated statement of
financial postlion when there 1s a legally enforceable right to set off the recogmised amounts and there 15 zn intention to
settle on a net basis or to realise the asset and settle the kability simultaneousty

Revenue recognition

Interest income and interest expense

Interest income and interest expense for all interest-bearing financial assets and Liabilities except those classified
as FVTPL are recognised using the effective interest rate method The effective interest rate method 15 a method of
calculating the amortised cost of a financial asset or Liability and of allocating the interest income or interest expense
over the expected life of the asset or iability The effectve interest rate 1s the rate that exactly discounts estimated future
cash flows through the expected life of the financial asset or iabidity or, where appropriate, a shorter period, to the nat
carrying amount of the financial asset or lability The application of the effective iterest 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 [n calculating the effective interest rate cash flows are estimated taking 1nto consideratian all
contractual terms of the financial asset or liabilily but excluding future credit losses Fees, including loan ongination
fees and early redemption fees are included in the calculation of the effective interest rate lo the extent that they are
considered to be an integral part of the effective interest rate

Interest income 1s suspended when either snterest or principal on a credit facility 1s overdue by more than 20 days
wheraupon all unpaid and accrued interest 1s reversed from income Interest on non-acerual faciliies 1s inctuded in
income only when receved Credit facibities are restored to accrual status only after all delingquent interest and principal
payments have been brought current and future payments are reasonably assured

Fees and commissions
Fees and commissions Lhat are integral to the effective interest rate of a financiat asset or liabality are inctuded in the
calcutation of the effective interest rate

Other fees and commissions are recognised as the related services are performed or recewved and are included in fee
and commission INCome

(A)
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d)

28

29

Accounting policles [continued)
Revenue recognition [continued)

Trading and foreign exchange income

Trading and foreign exchange income arise from earnings generated from customer business and market making and
frorn changes in fair value resulting from movements i interest and exchange rates, equity prices and other market
variables Changes in fair value and gains and losses ansing on the purchase and sale of trading instruments are
included in trading income together with the related interest incoma snterest expense and dividend income

Dividend income
Dividend income ts recognised as foltows -

- dividends fram equily nstruments classified as FVTPL are recogmised when the right to receive the dwidend 15
established and are included in trading income

- dwidends from equity instruments classified as FYTOC) are recognised when the right to receve the dwidend 1s
established and are included in other Income

Securities financing arrangements

Secunttes purchased under agreements to resell {reverse repurchase agreements] and securities sold under agreements
to repurchase [repurchase agreements] are treated as collateralised lending and borrowing transactions and are
recorded 1n the consolidated statement of financial pasition at the amounts the securilies were initially acquired or sotd
Interest earned on reverse repurchase agreements and interest incurred on repurchase agreements are inciuded 10
tnterest income and interest expense respectively

Premises and equipment

Land Is stated at cost Other prermises and equipment are stated at cost less accumulated depreciation The restdual
values and useful lives of premises and equipment are reviewed at each balance sheet date and adjusted where
appropriate Depreciation s calculated using the straight-line rmethod over various periods Where the carrying amount
of prermises or equipment 1s greater than the estimated recoverable amount, the carrying amount 15 reduced to the
recoverable amount

Generally, costs associated with the maintenance of existing computer software are recognised as an expense when
mncurred However, expendiiure that enhances and extends the beneits of computer software programs beyond their
original specifications and lives 1s recognised as a capital improvement and capitalised as part of the original cost of the
software

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 15 prebable that an outflow of resources embodying economic benefits will be required to settle the obligation, and a
reliable estimate can be made of the amount of the obligation
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2 Accounting policies (continued)

2.11 Renvative financial instruments and hedge accaunting
Derwvative financial instruments are contracts, the value of which 15 derved from one or mare underlying financiat
instruments or indices, and include futures, forwards swaps and options In the interest rate foreign exchange equity
and credst markets

Derwative financial Instruments are recegnised tn the consolidated statement of financial position at fair value Fair
values are derved from prevailing market prices discounted cash flow models or option pricing madels as appropnate
In the consolidated statement of financial position, derwative financial Instruments with positive fair values (unrealised
gans] are included in other assets and derwative financial instruments with negative fair values funrealised losses) are
included i other tabibties

The changes in the fair vatues of derivative financial instruments entered into for trading purpeses or to hedge other
trading positions are included n trading income

The recogrizien of changes in the fair values of dervative financial instruments entered into for hedging purpases
is determined by the nature of the hedging relationship For the purposes of hedge accounting, dervative financial
instruments are designzted as a hedge of either [I] the fair value of a recogmised asset or liabilty {fair value hedgel, or
in] the future cash flows altnbutable to a recagmised asset or Lbability 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 rtem the nature of the risk being hedged and the risk management
chjective and strategy must be formatly documented at the inception of the hedge

- it must be clearly demonstrated that the hedge 1s 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 on-going basis and determined to have actually been highly effective throughout
the financial reporting period

Changas in the fair values of derwatwe financial mstruments that are designated and qualify, as fair vatue hedges
and that prove to be highly effective in relation to the hedged risk are included in trading income together with the
cerresponding change in the fair value of the hedged asset or liability that is attributable to the risk that 1s being hedged
Unrealised gains and losses arising on hedged assets or liabilities which are attributable to the hedged risk are adjusted
against the carrying amounts of the hedged assets or hiabilities in the consolidated staiement of financial position If the
hedge no longer meets the criteria for hedge accounting, any adjustment to the carrying amount of a hedged interest-
bearing financial iInstrument 1s amortised to income aver the remaining perod to maturity

Changes in the fair values of derwative financial instruments that are designated and qualify, as cash flow hedges znd
that prove to ke highly effective in relation to the hedged risk are recognised in ether comprehensive income Unrealised
gatns or losses recognised in other comprehensive income are transferred to the censolidated statement of Income at
the same time that the Incere or expense of the corresponding hedged item 1s recognised 1n the censolidated statement
of income and are included in the same Income or expense category as the hedged term Unrealised gains or losses on
any ineffective portion of cash flow hedging transactions are included in trading income

The interest component of dervatives that are designated and quatify as fair value or cash flaw hedges 1s included in
interest income or Interest expense relating to the hedged ttem over the life of the dervative instrument

(A)
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Accounting policies [continued)

2 11 Derivative financial instruments and hedge accounting [continued|

Hedge accouniing is discontinued when the dervative hedging nstrument either expires or 1s sold, terrminated or
exercised, or no longer qualifies for hedge accounting Gains and losses arsing on the termination of derwatwes
designated as cash flow hedges are recognised in interest Income of interest expense aver the onginal tenor of the
terminated hedge transaction

Some hybrid snstruments contain both a dervative and non-derivative component In such cases the dervative 1s
calegorised as an embedded derivative |f the host contract 1s accounted for under 1FRS 9 then the hybnid financial
instrument 15 holistically assessed as to whether it should be measured at amaortised cost or as fair value [f the host
contract 15 not accounted for under IFRS 9 and the econamic characteristics and risks of the embedded dervative are
not closely related to those of the host contract and the overall contract itself 1s not carried at fair value the embedded
derwative ts bifurcated and measured at fair value If it 1s not practically possible to hifurcate the embedded derwvative,
the entire hybrid instrument is categorised as a financial asset at FVTPL and measured at fair value Changes in fair
value are included in trading income

2 12 Financial guarantees

Financial guarantees are contracts that require the Group to make specified payments to reimburse the holder for aloss
it incurs because a specific debtor fails to make payment when due :n accordance with the terms of a debt instrument
Financial guarantees are 1ssued to financial inshitutions and other counterparties on behalf of customers to secure
loans overdralts and other banking facitiies and to other parties in retation to the performance of customers under
obligations related o contracts, advance payments made by other parties, tenders and retentions

Financial guarantees are initially recogrised at fair value on the date the guarantee 15 1ssued The guarantee hability
15 subsequently measured at the higher of the imitial measurement, less armortisation to recognise the fee income
earned over the perind or the present value of any expected financiat abligation arising as a result of an anbicipated
non-recoverable payment under a guarantee Any increase In a lLiability relating to guarantees Is recogmsed in the
consolidated statement of income In the cansalidaled statement of financial position, financial guarantees are inctuded
in other liabilities

2 13 Past retirement benefits

The majerity of the Group s employses are eligible for post retirement benefits under either defined benefit or defined
contribution pension plans which are provided through separate trustee-administered funds or insurence plans
The Group also pays contributions to Government defined contribution pension plans i aceordance with the legal
requirements in each location

The Graup s contributions to defined contribution pension plans are expansed Iin the year t¢ which they relate

The calculation of obligations In respect of the defined benefit pension plan is perfarmed by a qualified actuary using
the projected umit credit method The Group s nel obligation 1s calculated by estimating the amount of future benefit that
employees have earned in the current and prior pertods, discounting that amount and deducting the fair value of the
plan assets When the calculation results ina potential asset for the Group the recognised asset I1s limited to a ceiling
<o that 1t does not exceed the economic banefits available in the form of refunds from the plan or reductions in future
contrnibutions

A

TABLE OF
CONTENTS




—————————{(5T)— ANNUAL REPORT 2013

Notes to the consolidated financial staternents (continued)
Far the year ended 31 December 2013

2

Accounting policies [continued}

2 13 Post retirement benefits [continued]

Remeasuremenis of tha net defined henefit biability or asset which compnses actuamal gains and losses the return
of plan assets [excluting interest] and the effect of the asset ceiling, are recogrised immediately i the consolidated
statement of other comprehensive income The Group determines the net interest expense orinceme on the net defined
benelit hability or asset for the year by applying the discount rate used to measure the defined benelit obligation at
the beginning of the year to the opening net defined benefit lability or asset Net interest expense and other expenses
related to the defined benefit plan are recogrised in the consalidated statement of income

When the benefits of a plan are changed or when a plan s curtailed the resulting change in benefit that refates ta past
service or the gain or loss on curtailment is recognised immediately in the consolidated statement of iIncome The Group
recognises gains and losses on the settlement of a defined benefit plan when the sattlement occurs

2.14 Taxation

al

bl

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

Deferred tax

Deferred tax 1s provided, using the labibty method for temporary differences arising between the tax bases of assets
and liabiities and their carrying amounts for financial reporting purposes A deferred tax assetis recognised only to the
extent that it 1s probable that future taxabte iIncome will be available against whech the unutiised tax losses and credits
can be utiised Currently enacted tax rates are used to determine deterred taxes

2.15 Cash and cash eguivalents

in the consclidated slatement of cash flews, cash and cash equivalents comprise cash and ather iquid assets excluding
statutory deposits with centrat banks

2.16 Segment reporting

An operating segment I1s 2 distinguishable component of the Group that 1s engaged In business activities frem which
revenyes are earned and expenses are incurred including revenues and expenses that relate to transactions with any
af the Group s other operating segments All segments have discrete financial information which 1s regularly reviewed
by the Group s Management Cemmittee, being the Group s chief operating decision maker, to make decisions about
resources allocated to the segment and to assess its performance The Group s Management Commuttee assesses the
segments based on net interest iIncome which accounts for the majonity of the Group s revenues

2 17 Fiduciary activities

The Group admimisters and manages asseis owned by clients which are not reflected in the consclidated financial
statements Assel management fees are earned for providing investment rmanagement services and for rmanaging
mutual fund products Asset administration fees are earned for providing custedial services Fees are recognised as the
services are provided and are included in fee and cernrmission income
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Notes to the consolidated financial statements [continued)
Far the year ended 31" December 2013

2  Accounting policies [continued)

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

2 19 Shariah compliant banking
The Group cffers various Shariah compliant products to its custorners The Shariah compliant activities are conducted In
accordance with Shariah principals and are subject to the supervision and approval of the Group s Sharah Supervisory
Board The disclosures set out i the consolidated financizl statements in retation to these acimties are prepared in
accordance with Financral Accounting Standard 18 issued by the Accounting and Audiing Organisation for Islamic
Financial Institutions (AAQIF))

2 20 Comparatives
Where necessary, camparative figures have been adjusted to conform with changes in presentatian in the current year

2 21 Future accounting developments
The International Accounting Standards Board (IASB have i1ssued a number of new standards amendments {0
standards, and interpretations that are not yet effective and have not been applied in the preparation of the consolidated
financial statements for the year ended 31% December 2013 The relevant new standards amendments to standards
and interpretations, are as follows -

- 1AS 19 - Employee Benefits lamendments to 1AS 19R] applies to contributions from employees or third parties to
defined beneht plans The objective of the amendments 1s to ssimplify the accounting for contributions in certain
circurnstances The amendments are effective for annual periods beginming on or after 1% January 2014 The Group 1s
not expecling a significant impact from the adoption of this amendment

IERS 9{2013] - Financial Instruments Hedge Accounting land amendments to IFRS 9 IFRS 7 and IAS 39) was published
in November 2013 The new standard amends some existing paragraphs of IFRS 9 and adds a new chapter on hedge
accounting to replace the hedge accounting requirements in IAS 39 The new hedge accounting requirements in IFRS ¢
{2013} align hedge accounting more closely with risk management practices resulting in more usefulinfermation The
requirements also establish a more principle-based approach to hedge accounting The Group 1s currently evaluating
the potential effect of this standard and determining a date of imitial application

3  Accounting estimates and assumptions
The preparation of the consolidated financial stzalements requires management to make estimates and assumptions
that affect the reported amounts of certain financial assets, Liabilities, income and expenses

The use of estimates and assumptions 1s principally hrmited to the detersmunation of prowisiens for impatrment, the
valuation of financial instruments, the valuation of the Group s defined beneht pension plan and i determining control
relationships over investees as explained n more detail below -
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Notes to the consolidated financial statements (continued)
For the year ended 31* December 2013

31

3.2

33

34

Accounting estimates and assumptions [continued}

Provisions for impairment
Financial assets are evaluated for impairment on the basis sel outin note 2 5

In deterrmining provisions for impairment judgement 1s reguired in the estimation of the amount and timing of future
cash flows

In additson to provisiens for impairment against specific assets the Group also maintains provisions that are measured
and recognised on a collective basis Key assumptions included in the measurement of the portfotio provisions include
data on the probability of default and the eventual recovery amount in the event of a forced sale or write off These
assumplions are based on observed istorical dala and updated as considered apprapriate Lo reftect current condiions
The accuracy of the portfolio provisions would therefore be affected by unexpected changes in these assumptions

Fair value of financial assets and Uabilities

Where the fair value of financial assets and iabilires cannot be derved from active markets, they are delerminad using
avariety of valuation technigues that include the use of mathematical models The input to these models 1s derived from
observable markets where available but where this 15 not feasible, a degree of judgernent 1s required in determining
assumptions used in the medels Changes in assumptions used in the models could affect the reported fair value of
financial assets and Liabilities

Retirement benefit obligations

Management in coordination with an independent qualified actuary, are required 1o make assurnptions regarding the
defined benefit pension ptan The principal actuarial assumptions far the defined benefit pension plan are set out In note
12 and include assumptions on the discount rate, return on penston plan assets mortality, future salary increases and
inflation Changes in the assumptians could affect the reported asset, service cost and return on pension plan assets

Determination of control over investees

The Group acts as fund manager to a number of srvestment funds The determination of whather the Group controls an
imvestment fund i1s based on an assessment of the aggregate economic interests of the Group in the fund and ncludes
an assessment of any carried inderests expected management fees, and the investors rights to remove the Group as
fund manager

Management are required to conclude whether the Group acts as an agent for the investors in the fund, or if the
underlying fund 1s eontrolled by the Group

The principal investment funds are et out in note 35
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Notes to the consolidated financial statements [continued)
For the year ended 31 December 2013

4. Classification of assets and liabillties
The classilication of assets and Liabilities by accounting categorisation was as follows -

Financial Financial Financial Non-
assets at assets & Financial ULabilities at financial
amortised Liamlities assets  amortised assets &
cost atFVTPL  atFVTOC! cost  lLiabilities Total
US$ millions  USS millions  US$ mill US$ milhions  USS millions  US$ millishs
At 31* December 2013
Cash and other hquid assets 16594 - - - - 16594
Securities purchased
under agreements to resell 1,742 7 - - - - 1,742 7
Placements 52646 - - - - 52646
Trading securities - 50 ¢ - - - 50 ¢
Investment securities 34174 - 084 - - 3,7258
Loans and advances 83172 - - - - 83172
Other assets 1329 1749 - - 88 5 3963
Total assets 20,534 2 2258 308 4 - 885 21,156 9
Deposits from banks - - - 1,4463 - 14463
Deposits from custemers - - - 134513 - 134513
Securities sold under
agreements to repurchase - - - 7852 - 78512
Other Liabilities - 192 4 - 1429 64 1 3994
Senior tarm financing - - - 23329 - 23329
Subordinated term financing - - - 4778 - 4778
Equity - - - - 2,264 0 2,264 0
Total habilities & equity - 192 4 - 18,636 4 2,328 1 21,156 ¢
At 31% December 2012
Cash and other liquid assets 11074 - - - - 11074
Securities purchased
under agreements to resell 10108 - - - - 10108
Placements 44797 - - - - 44797
Trading securities - 1005 - - - 1005
Investment securities 32499 - 2902 - - 3,5601
Loans and advances 71103 - - - - 71103
Other assets 1433 1229 - - 698 3360
Total assets 17121 4 223 4 290 2 - 59 8 17 704 8
Deposits from banks - - - 22224 - 22224
Deposits from customers - - - §4719 - CEYAR
Secunties sold under
agreements o repurchase - - - 5977 - 9977
Other Labilities - 181 4 - 1217 690 37121
Senior term financing - - - 24327 - 24327
Subordinated term financing - - - 4778 - 4778
Equity - - - - 21302 21302
Total Liabilities & equity - 1814 - 15 324 2 21992 17 704 8

The ather assets and olher habililies classtfied as financial assets and liabitities at FVTPL comprise the fair values of
derivatives designated as fair value and cash flow hedges

The fair value analysis of dervative financial instruments 1s set out in note 31 4
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Notes to the consolidated financial statements [continued)
For the year ended 31* December 2513

5 Cashand other liquid assets

311243 311212

Us$ millions Us% milions

Cash and balances with banks 2128 9023
Certificates of deposit 510 3019
Government bills 1,281 0 2265
Cash and cash equivalents . 1,515 8 1,030 7
Statutory deposits with central banks 143 6 767
Cash and other lquid assets 1,659 4 1107 4

Statutory deposits with central banks are subject to local regulations which provide for restrictions on the deployment of
these funds

&  Securities purchased under agreements to resell
The Group enters into collateralised lending transactions [reverse repurchase agreements) in the ordinary course of its
operating activities The collaterat 1s in the form of highly rated debt securities The collateralisad lending transactions
are conducted under standardised terms that are usual and customary for such transactions

7  Placements
Plagements at 31% December 2013 included placements with central banks amounting to US$8%1 4 rmillion (2032

US$318 4 million} The placements with central banks represented the ptacement of surptus kquid funds

8 Trading securities

311213 311212

U5% mitlions US% millions

Managed funds ' 509 388
Debt securities - 617
50 9 1005

Debt securities comprised investments (n debt securtties 1ssued by emerging market governments quasi-government
entiies and government-owned entities

Managed funds comprised funds ptaced for investment with specialist managers
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Notes to the consolidated financial statements [continued)
For the year ended 31* December 2013

9 Investment securities

21 Composition
The credit rating profile of nvestment securiies, based on the lowest rating assigned by the major international rating
agencies was as follows -

311213 311212

US$ millions % US$ millions %

AAA to A- / Aaato A3 3,048 9 892 29013 887

BBB+ to BBB- / Baal to Baa3 3685 108 3493 107

Other debt securities - - 193 06

Total debt securities 3,417 4 1000 3,269 9 1000
Equity investments 308 4 2902
37258 3.5601

Investment securities principally comprised investment-grade rated debt securities issued by major international
financial institutions and government-related entities

Debt securities ara classified as investment sacurities al amartised cost and equity mvestments are classified as FVTOC

9.2 Provisions for impairment
The moverments In the provisions for the impairment of mvestment securities were as foilows -

2013 2012

Us$ millions USS miliens

At 1* January ; 77 190
Release for the year l - (113
At 31 December ' 77 77

At 31% December 2013, the provisions for the impairment of invesiment secunties entirety comprised non-specihic
provisions for debt investment securities determuned on a collectve basis

10. Loans and advances

10.1 Composition

311213 311212
Us$ mituons USS millions

{
Gross loans and advances ! 8,908 5 77360
Provisions for impairment | (591 3] (625 7]
Net loans and advances ! 8,3172 71103
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Notes to the consolidated financial statements [continued)
Far the year ended 31 December 2013

10 Loans and advances [continued)

10 2 Industrial classification

311213 311212

1s$ miltons US5% millions

Energy, ol and petrochemical . 2,334 3 23393
Trading and services 1,791 0 13484
Financial 1,333 9 14249
Transportaticn 1,048 4 8855
Manufacturing 9195 649 5
Construction 686 1 466 5
Communication 299 9 3013
Real estate 2751 1438
Government , 85 50
Other 218 1718
' 8,908 5 77360

Provisions for impairment {591.3} (625 7)
8,372 71103

The classification of loans and advances by industry reflects the Groups histonical strategic focus on project and
structured finance in the Gulf Cooperation Council [GCC] states

Gross oans at 31% December 2013 included Shariah-compliant transactions amounting to US$2,407 B multion (2012
US$1,865 0 mithion]

10 3 Provisions for impairment
The movements in the provisions for the impairment of toans and advances were as follows -

2013 2012
Specific Non-specific Total Specific  Non-specihic Totat
US$ millions US$ millions USS$ millions US$ millons US$ mitlions US$ miltions

At 1% January 4367 1890 6257 409 2 2100 6192
Exchange rate movements 03 - 03 02 - 02
Amounts utslised (38 9 - (389 27 - 27
Amounts reallocated 210 (210 - 210 (210) -

Charge for the year 42 - 42 90 - g0
At 31# December 4233 1680 5913 4367 1870 6257

The level of non-specific loan provisions reflect the application of stressed probabilities of default in the calcuiation of
provisions for impairment measured on a collective basis Stressed probabilities of default are anticipated to result from
the impact of the global recession on the regional econormic environment The probabilities of default applied in the
calculation of the collective previsions of impatrment equate to a speculative-grade mean default rate of 13 7 per cent
exceeding the previous historical high corporate default levels witnessed in July 1991

Non-specific provisions at 31% December 2013 represented 2 0 per cent of non-specifically previsioned loans (2012 27
per cent)
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Notes to the consolidated financial statements [continued)
For the year ended 31* December 2013

10 Loans and advances [continued)

10 3 Provisions for impairment {continued|
The gross amount of specifically provisioned loans at 31 Decernber 2013 was US$453 & million [2012 US$718 9 mullion]
Total specific provisions at 31% December 2013 represented 93 4 per cent of leans against which a spacific provisien had
been made (2012 60 7 per cent]

Amounts utiised during the years ended 31% December 2013 and 31# Decemnber 2012 represented provisions utitised on
the settlement or sale of the related loans No incremental losses arose on the seltlement or sale of the loans

Provision releases during the years ended 31 December 2013 and 31* December 2012 arose on the repayment of the
related loans

10 4 Past due loans
The gross and carrying amounts of loans for which either principal or (nterest was over 90 days past due were as

follows -

31.1213 311212
Carrying Carrying
Gross Amount Gross Amount
Us$ millions Us$ milbons US$ millions. 5% mithons

[
Corporates i 336 4 47 2937 1275
Financial institutions I 13¢5 17 1692 323
. £159 814 4629 159 8

Corporates include loans extended for investment purposes

The overdue status of gross past due loans based on original contractual maturit:es was as fotlows -

31.1213 311212

Past due Past due Past due Past due

but not and but nat and

imparred impaired impaired impaired

Us$ millions UYS5% mullions US$ mitlions US$H millions

Less than 1 year ' 42 64 4 173 -
Years 2tc b ! 627 354 6 1003 3453
! 66 7 4090 . 176 3453

AL 31% December 2013 interest-in-suspense on past due loans amounted to US$135 0 million (2012 US$98 3 million]

10 5 Restructured loans
There were no restructured loans during the years ended 31 December 2013 and 31% Decemnber 2012 Restructured
loans are loans on which the Group has agreed concessions that would not ordinarily have been accepted, due to the
financial position of a customer

10 & Collateral
The Group did not take possession ot any collateral during the years ended 31* December 2013 and 31 December 2012
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11

12

Other assets
311213 311212
Us$ millions US$ millions
Derwvative financial iInstruments 174 9 1229
Accrued interest fees and commissions 00 962
Prepayments 54.0 163
Prermises and equipment 283 312
Deferred items 35 31
Prepaid pension cost 27 192
Other including accounts recevable 429 471
963 3360

Dervative financial instruments represent the positive fair values of derivative financial instruments entered inta for
trading purposes, or designated as fair value or cash flow hedges An analysis of the fair value of derivative financial
instruments 1s set out 10 note 31 4

An analysts of the prepaid pension cost is set out in note 12

Post retirement benefits
The Group contributes to defined benefit and defined contributian pension plans which caver substantially all of its

employees

The Bank maintains defined contribution pension plans for the majority of its employees Contributions are based an a
percentage of salary The amounts to be paid as retirament benefits are determineo by reference (o the amounts of the
contnbutions and investment earmings thereen The total cast of contributions to defined contribution pension plans for
the year ended 31* December 2013 amounted to US$5 6 million (2012 US$5 7 million}

The Bank s principal subsidiary, Gulf International Bank [UK) Lirmited {GIBUK) maintains a defined benefit final salary
pension plan for 8 number of its employees The assets of the plan are held ;ndependently of the subsidiary s assets in
a separate trustee administered fund The fund 1s subject to the UK regulatory framework for penstons

The fund exposes the Group to the risk of paying unanticipated contributions in times of adverse experience Such events
could be members tving for longer than expected higher than expected flation or salary growth, and Lhe nisk that
increases in the fund s obligations are not met by a corresponding improvernent in the value of the fund s assets

As explained in note 21 the Group adopted IAS 19R on 1 January 2013 The rewsed standard requires additional
disclosure which has been presented below from the penod since adoptien The comparatives have not been restated
and are presented 1n accordance with the oniginal 1AS 19 The transitton impact of adopting 1AS 19R was 1o reduce net
assets by US$22 5 million as shown in notes 12 1 and 12 4 betow
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12 Post retirement benefits [continued)

12.1 The amount recognised in the cansolidated statement of financial position 15 analysed as follows -

311213 311212

US$ milhons USH millions

Fair value of plan assets 2010 1768
Present value of fund obligations 1983 1801
Net asset / [uability) 27 (33
Unrecognised actuarial loss [eliminated on adoption of 1AS 19R] - 225
Net asset in the consolidated statement of financial position 27 192

The net asset of US$2 7 million 1s recagnisable on the basis that future econormc benefit1s availabte to the Group in the
form of a reduction in future contributions

12 2 The movements in the fair value of plan assets were as follows:-

2013 2012
USS mullions US$ milbons
At 1% January 176 8 1571
Included in the consclidated statement of income -
- Interest income on the plan assets ' TS -
Included in the consolidated statement of other comprehensive income -
- Remeasurements - ,
- Return on plan assets excluding interest incame 133 -
QOther movements -
- Exchange rate movements ' 50 76
- Contributions paid by the Group 14 15
- Benefits paid by the plan (34) (32
- Prior year actuarial gains and expected return on plan asset - 138
At 31 December . 2010 176 8

|

i The plan assets at 31% December 2013 compnised exposure to equities multi-asset funds, and debt and hedging funds
in equal proportion and have a quoted price In an active market The hedging funds are designed to hedge the majority
of inflation and interest rate nisk

A/
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Notes to the consolidated financial statements [continued)
Far the year ended 31* December 2013

12. Post retirement benehits [continued)

12 3 The movements in the present value of fund obligations were as follows -

2013 2012
YS$ milliens US$ milions
At 1% January 180 1 1515
Included 1n the consolidated statement of iIncome -
- Current service cost 07 0%
- Interest cost on the fund abligaticns 79 78
Included in the consolidated statement of other cormprehensive income -
- Remeasurements due to changed actuanal assumptions -
- Demographic assumptions (7 4) -
- Financial assumptions 72 -
- Experience 84 -
Other movements -
- Exchange rate movernents 48 77
- Benefits paid by the plan (3 4) 32
- Prier year actvarial losses - 15 4
At 31* December 198 3 180 1

12.4 The movements in the net asset recognised in the consolidated statement of financial position were as follows -

2013 2012

US$ milllons US% millons

At 1# January 192 179
Transition adjustment on adoption of IAS 19R (22 5) -

At 1% January - restated (3 3) 179

Net expense included 10 consolidated statement of ncome 07 (04}
Remeasurement included in consolidated statement of comprehensive income 51 -

Contributions paid by the Group 14 15

Exchange rate movernents 02 02

At 31¢ December 27 19 2

The Group patd US$1 & mullion in contributions to the plan during 2013 and expects te pay US$0 6 miltion during 2014

12 8§ The principal actuanal assumptions used for accounting purposes were as follows -

2013 2012
Discount rate 4 6% 4 6%
Retail price inflation 34% 33%
Consumer price inflaticn 24% 26%
Pension increase rate 33% 32%
Salary growth rate 30% 43%
Average life expectancy [years) a9 89
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Notes to the consolidated financtal statements [continued)
For the year ended 31* December 2013

12

Post retirement benefits [continued)

12 § Sensitivity information

13.

14

The present value of the fund s obligations which has a weighted average duration of 22 years was calculated based
on certan actusrial assumptions Shoutd any one of the key assurnptions change by an amount that s probable whilst
hotding the other assumptions constant the present value of the funds obligations would increase or decrease as

follows -
2013
US$ milllons
Life expectancy increased by 1 year ' 59
Discount rate increased by 0 1% {43
Consumer price inflation increased by 0 1% 38
Retall price inflation increased by 0 1% 38
Salary growth rate increased by 0 1% 02
Deposits
The geographical composition of total deposits was as follows -
311213 1212
US$ milliens US$ millions
GCC countries 10,224 8 81243
Other Middle East and North Africa countries 6101 5241
Other countries 4,0627 3.0459
14,897 & 11,6943

GCC deposits comprise deposits from GCC country governments and central banks and other institutions headquartered
in the GCC states

At 31% December 2013 GCC deposits represented 4§ & per cent of total deposits (2012 695 per cent]

The Increase 1n deposits from other countries duning the year ended 31* December 2013 reflected a higher level of
deposit activity by the Group s Londen-based subsidiary, Gulf Internaticnal Bank (UK} Limited

Total deposits at 31* December 2013 included Shariah-compliant transactions amounteng to US$2 897 7 million (2012
USS1 791 5 milbon] Shariah-compliant transactions comprise murabaha contracts The increase in Shariah-compliant
deposits during the year ended 31 December 2013 reflected a generally higher funding reguirement associated with
higher Shariah-compliant loan volumes

Securities sold under agreements to repurchase

The Group enters into collateralised borrowing transactions {repurchase agreements! in the ordinary course of its
financing actmties Collateral 1s provided 1n the form of securities held within the investment securities portfolio At
31% December 2013, the fair value of investment securities that had been pledged as cotlateral under repurchase
agreements was US$847 7 mitlon (2012 US$640 8 million] The collateralised borrowing transactions are conducted
under standardised terms that are usual and customary for such transactions

(A

TABLE OF
CONTENTS



ANNUAL REPORT 2013

Notes to the consolidated financial statements (continued)
For the year ended 31* December 2013

15 Other Liabilities

14

17

31213 311212

5% millions US$ millions

Dervative financial instruments 192 4 18t 4
Deferred itemns 4.1 690
Accrued interest 605 588
Other inctuding accounts payzble and accrued expenses 824 629
399 & 3721

Derwative financial instruments represent the negative fair values of denvative financial instruments entered into for
trading purposes or designated as fair value or cash flow hedges An analysis of the fair value of derivative financial

Instruments is set aut in note 31 4

Senior term financing

311213 311212

Maturity US$ millions Us$ millions

Murabaha term faciity 2014 3000 3000
Floating rate repurchase agreements 2014 b4 9 649
Floating rate note 2015 9332 9332
Floating rate repurchase agreements 2015 354 354
Floating rate loan 20156 500 0 5000
Floating rate note 2017 499 4 4992
Murabaha term facihty 2013 - 1000
23329 24327

The US$500 0 mellion floating rate loan maturing in 2016 was prowded by the Group s majority shareholder the Public
Investment Fund The loan was based on market rates and standardised terms that are usual and customary for such

transactions

At 315 Decernber 2013, the fair value of investment secunities that had been pledged as collateral under term repurchase

agreements was USH137 7 mullion (2012 US$143 5 mitlion]

Subordinated term financing

311213 311212

Maturity USS miltions Us$ mitbons

Fleating rate note 2015 3278 32748
Floating rate loans 2016 150 0 150 0
4778 477 8

The subordinated term knancing facililies represent unsecured cbligatrons of the Group and are subordinated in right of
payment to the claims of depositors and other creditors of the Group that are not alse subordinated The subordinated
financing faciities have been approved for inclusion in tier 2 capital for capitat adequacy purposes by the Banks

requlator, the Central Bank of Bahrain
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18 Share capital
The authorised share capital at 31 December 2013 comprised 3 0 billion shares of US$1 each (2012 3 0 bitlion shares of
US$%1 each] Theissued share capital at 31% December 2013 comprised 2 5 billion shares of US$1 each (2012 2 § hilion
shares of USH1 each] Allissued shares are fully paid

19 Reserves

Investment

Cash flow securities

Share Compulsory  Veluntary hedge revaluation
premium reserve reserve reserve reserve Total

US$ miltions. Us$ millions Us$ millions US$ milllons Us$ miltions  US$ mitlions

At 1% January 2013 76 196 8 1343 14 (119 3282
Net fair value gains on

cash flow hedges - - - - - .
Net fair value gains on equity

investments classified as FYTOCH - - - - 277 277
Transfers to consclidated

statement of income - - - {14) - [14]
Net {decrease] / Increase - - - [14) 277 263
Transfers from retained earnings - g9 79 - - 198
At 31* December 2013 76 2067 144 2 - 158 3743
At 1% January 2012 76 1879 1254 35 - 324 4
Net fair value gains on

cash flow hedges - - - 04 - 04
Net fair velue losses on equity

Investments classified as FVTOCI - - - - (119) 19
Transfers to consolidated

statement of Income - - - (28] - [25)
Net decrease - - - 21 {11 9] 14 0]
Transfers from retained earnings - 89 89 - - 178
At 31* December 2012 76 196 8 1343 14 [119] 32812

In accordance with the Bank s articles of association, 10 per cent of the Bank s net profit for the year 1s required to be
transferred to each of the compulsory and voluntary reserves Transfers to the non-distnibutable compulsory reserve
are required until such time as this reserve represents 50 per cent of the 1ssued share capital of the Bank The voluntary
reserve may be utilised at the discretion of the Board of Directors

The investment securities revaluation reserve entirely comprised unrealised far value gains and losses on equity
investments arising stnce the adoption of IFRS ¢ on 1# January 2012

20, Dwidends
Ne dwidend 1s proposed in respect of the financial year ended 31 December 2013
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21,

22

Net Interest income

Year ended Year ended
311213 31212
US$ millions US$ millions
Interest incomne

Placements and other liquid assets 31.8 437
Investment securities 58 6 57 4
Loans and advances 214 9 1879
Total interest incocme 3053 2890

Interest expense
Deposits from banks and customers 829 569
Securibies sold under agreements to repurchase 33 b4
Term financing 56 0 663
Total interest expense 142 2 1396
Net interest income 163.1 149 4

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

rate of the loan

Accrued Interest en impaired loans included in interest income for the year ended 31* December 2013 amounted to
US$1T 4 mitlion (2012 US$1 4 mitlion] There was no accrued but uncotlected interest included in interest iIncome on past
due loans or past due investrment securities for either the year ended 31 December 2013 cr 31% December 2012

Fee and commission income

Year ended Year ended
311213 311212
US$ milllons US$ millions

Fee and commission income
Commissions on letters of credit and guarantee na 289
Investment banking and management fees 272 252
Lean commitment fees 2.5 25
Qther fee and commission Income 25 16
Total fee and commission Inccme 634 58 2
Fee and commission expense i14) 15)
Net fee and commission incame 620 56 7

Investrnent banking and management fees camprise fees relating to the provision of investment management and
financial services, including asset and fund management, underwriting actvities and services relating ta structured

financing, privatisations, initial public offerings and mergers and acquisitions

Invesirnent banking and management {ees for the year ended 31 December 2013 inctuded fee income relating to the

Group s fiduciary actvities amounting to US$16 0 mellion (2012 US$14 0 million]

Fee and commission expense principally comprises security custady fees
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23

24

Forelgn exchange sncome
Foreign exchange incorne principally comprises custamer-initiated foreign exchange contracts which have been offset

in the market with matehing contracts There is no rematning market risk associated with these offset customer-refated
foreign exchange contracts

+

Foreign exchange inctudes spot and forward fereign exchange contracts and currency futures and options

Trading income

Year ended Year ended

311213 311212

US$ milllons US$ mullions

Managed funds . g5 36
Equity securities ! 09 -

Interest rate derivatives 02 08

Debt securities ‘ [13) 29

! 93 143

Trading income comprises gains and losses arising both on the purchese and sale, and from changes in the fair value
of trading instrurments together with the related interest incorme, interest expense and dividend tncome Trading Income
accordingly Incorporates all iIncome and expenses related to the Group & trading activities

incorne on managed funds ncluded an amount of US$5 9 mulbion i relation to a recovery of 2n underlying investment in
a fund managed by the Group The amount was wniten off in a previous year

25 Other income

Year ended Year ended
311213 311212
Us$ milllons US$ millisns

1
Recoveries on previeusly written off assels 158 15
Dividends on equity investments classified as FVTOCI 924 92
Net reatised profits on investment debt securities ! 11 04
Recognition of dividend income arising on the adoption of IFRS 9 ! - 22
, 265 133

Recoveries on previously written off assets principally comprised a 1J5%$15 3 million recovery ansing on the liquidation of
a structured investment vehicte that was written off in 2007

A
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26 Segmental information
Segmental information 15 presented in respect of the Group s business and gecgraphicat segments The primary
reparting format business segments, reflects the manner in which financial informatian 1s evaluated by the Board of
Directors and the Group Management Committee

26 1 Business segments
For inancial reporting purpases, the Group 1s erganised inle four main operating segments -

Wholesale banking the provisson of wholesale commerciat iinancing and other credit faclities far corporate and
institutional custerners and the provisson of financiat advisory services retating to structured financing privatisations,
inttiat public offerings, and mergers and acquisitions

Treasury the provision af a broad range of treasury and capital market products and services to corporale and financial
nstitution clients money market proprietary investrnent and trading activities and the management of the Group s
balance sheet including funding

Financial markets the provision of asset and fund management services

Corporate and support units income ansing on the invesiment of the Group s 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 which
report interest revenue and interest expense on a net basis The accounting pelicies of the segments are the same
as those applied in the preparation of these consolidated financiat statements and are set out 1n note 2 Transactions
between business segments are conducted on normal commercial terms and conditions Transfer pricing between the
business units 15 based on the market cost of funds

Segment results assets and babilities comprise items directly attributable to the business segments Lisbiities reported
far corparate and support umits compnise senior and subordinated term finance facilities and related accrued interest
the cost of which 1s recharged to the relevant operating business segments
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26 Segmental information [continued)

26.1 Business segments (continued)
The business segment analysis 15 as follows -

Corporate
Wholesale Financial and support
banking Treasury markets units Total
Us$ milllons US$ milliens USs$ millions USs$ millions US% millions
2013
Net interest income 50 6 618 - 407 1631
Total income 1111 961 245 46 6 2783
Segmen! result 637 B4 4 18 6 (44 2) 1225
Taxatton charge on overseas activities 10)
Net income after tax 1215
Segment assets 8,489 9 12,3961 12 % 259 0 21,156 ¢
Segment liabilities - 15,998 3 81 2,886 6 18,892 ¢
Total equity 2,264 0
Total liabilities and equity 21,156 ¢
2012
Net interest income 427 631 - 434 149 4
Total income 504 97 & 176 49 4 2550
Segment result 392 869 112 (156 1] 1212
Taxation charge on overseas activities (33
Net income after tax 1179
Segment assets 7,286 2 10159 4 141 2451 17 704 8
Segment liabilibes - 12 400 2 98 2,964 6 15574 6
Totat equity 21302
Total liabilities and equity 177048

26 2 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 total income and total assets based on the location 1n which transactions are booked

and tncome 15 recarded was as follows -

2013 2112

Total Total Total Totat

income assets ncome assets

US5% millians US$ millions US$ millions Us% millions

GCC 2245 15,6517 1910 131214
Other countries 538 5,505 2 640 4 5832
2783 21,156 ¢ 255 0 17 704 8

The geographical analyses of deposits and risk assets are set out in nates 13 and 28 respectively

[A)
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27 Risk management

The principal risks associated with the Group s businesses are credit risk, market risk, liquidity nsk and operatienal risk
The Group has a comprehensive risk management framework in place for managing these rnisks which 1s constantly
evolving as the business activities change 1n response to credit market product and other developments The risk
management framewaork 1s guided by a number of overriding principles inctuding the formal defimtion of risk managerent
governance anevaluation of risk appetite expressed in terms of formal risk limits, risk oversight independent of business
units disciplined nisk assessment and measurement including Value-at-Risk (VaR) methodalogies and pertfolio stress
testing and risk diversification The Board of Directors set the Group s overall rnisk parameters and risk tolerances
and the sigrificant risk management policies A Board Risk Policy Committee reviews and reports to the Board of
Directors an the Group s nisk profile and risk taking activiies A Management Committee, chaired by the Group Chief
Executive Officer has the primary responsibility for sanctroming rnisk taking activities and nisk management policies
within the overall risk parameters and tolerances defined by the Board of Directors A Group Risk Commuttee under the
chairmanship of the Chief Risk Ofiicer and comprising the Group s most senior risk professianals, provides a forum for
the review and approval of risk measurement methodologies, risk control processes and the approval of new products
The Group Risk Commuittee also rewiews all nisk polictes and imits that require the formal approval of the Management
Committee The risk management control process Is based on a detailed structure of policies procedures and imits
and comprehensive risk measurement and management information systems for the control, momitoring and reporting
of nisks Periodic reviews by internal and external auditors and regulatory authonties subject the risk management
processes to additional scrutiny which help te further strengthen the risk managernent ervironment

The pnincipat risks assooated with the Group s businesses and the related nsk management processes are descmbedin
detatl in the Basel 2 Pillar 2 disclosure report in the Annual Report, and are summarnised below together with additional
quantitative analyses -

27.1 Credit risk

Credit risk 15 the nisk that counterparties will be unable te meet their obligations to the Group Credit risk arises
principally from the Group s tending and investment activities 1n additian to other transactions invelving both on- and
off-balance sheet financiat 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 monitored Formal credit bmits
are applied at the indvdual transaction, counterparty, country and portfolio levels Overall exposures are also evaluated
to ensure a broad diversificatien of credit risk The credit management process involves the monitaring of concentrations
by product industry single obligor risk grade and gecgraphy and the regular appraisal of counterparty credit quality
threugh the analysis of qualitative and quantitative information

Credit risk 1s actively managed and rigorously monitcred in accordance with well-defined credit policies and procedures
Prior to the approval of a credst proposal a detailed credit risk assessment s carried out whichincludes an analysis of the
obligor s financial condition, market pasition, business enviranment and quality of management The risk assessment
generates an internal credit nsk rating for each exposure which aifects the credit approval deaision and the terms and
conditions of the transaction For cross border transactions an analysis of country risk s alse conducted The Group
bases its credit decision for an individual counterparty on the aggregste Group exposure to that ccunterparty and all
its retated entities Groupwide credit limit setting and approval authorisation requirements are conducted within Board
approved guidelines and the measurement momitoring and control of credst exposures are done on a Groupwide basis
in a consistent manner

The Group alsc mitigates Its credit exposures on foraign exchange and derwvative financiat instruments through the use
of master netling agreements and collateral arrangements

A
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27 Risk management [continued]
27.1 Credit nisk [continued]

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

as follows -
31213 1212
US$ millions. US$ millions
Balance sheet items - '
Cash and other liquid assets 1,659 4 1107 4
Securities purchased under agreements to resell ' 17427 10108
Placements 5,264 6 44797
Trading securities 509 1005
Investment securities 3,7258 3,59601
Loans and advances 8,317 2 71103
Accrued interes! recevable . 900 952
Total on-balance sheet credit exposure 20,850 6 174650
Off-balance sheet items -
Credit-related contingent items v 5,1401 43451
Foreign exchange-related items ! 2905 2246
Derivative-related items ' 486 704
Total off-balance sheet credit exposure 5,479 2 46403
Total gross credit exposure 256,329 8 221053

bl Credit risk profile

The Group monitors manages and controls credit risk exposures based on an internal credit rating system that rates
individual abligors based on a rating scale from 1 1o 10, subject to positive [+] and negative -} madifiers for rating grades
2 to 6 The internal credit rating 1s a measure of the credit-warthiness of a single obligor, based on an assessment of
the credit sk relating to seruor unsecured, medium-term foreign currency credit exposure The primary objectives of
the internal credit rating system are the maintenance of a single uniform standard for credit quality measurement, and
to serve as the primary basis for Board-approved risk parameters and delegated credit authority imits The internal
credit rating system also serves as a key input into the Group s risk-adjusted return on capital [RARGC) performance
measurement system Ratings are assigned to obligors, rather than facliies, and reflect a medum-term time horizen,
thereby rating through an economic cycle

A
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27 Risk management [continued]

27 1 Credit risk [continued)

b)

Credit nisk profile (continued)

The internal ratings map directly to the rating grades used by the international credit rating agencies as tollows -

External rating

Historical Fitch and

Internal default rate Standard
Internal rating grade classification range % & Poor's Moody's
Investment grade
Rating grade 1 Standard D00-000 AAA Aaa
Rating grade 2 Standard 000-003 AA Aa
Rating grade 3 Standard 006-007 A A
Rating grade 4 Standard 014-035 8BB Baa
Sub-investment grade
Rating grade 5 Standard 047-121 BB Ba
Rating grade 6 Standard 240-817 B B
Rating grade 7 Standard 26 85 ccc Caa
Classified
Rating grade B Substandard 26 85 cc Ca
Reting grade 9 Doubtful 26 85 C C
Rating grade 10 Loss - D -

The historical default rates represent the range of probability of defaults between the positive and negative modifiers
for each rating grade based on Standard & Poor s one year default rates for the 32 years from 1981 to 2012 for senicr
unsecured obligations The default rates represent the averages aver the 32 year period and therefore reflect the fult

range of economic conditions over that period

0
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27 Risk management [continued)

27 1 Credit risk [continued)

b]

Credit risk profile [continued)

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

311213 311212
Placements, Placements,
reverse reverse
repos & repos &
other Liguid Leansand other liquid Loans and
assets Securities  advances assets  Securittes  advances
Uss millions US$ millions  BUSS milions  LS$ millions US$ millons  US$ millions
'
Neither past due nor impaired '
Rating grades 1 to 4- : 8,591 4 3,417 4 5056 0 46,5829 32460 43682
Rating grades 5+ to b- ! 751 - 2,784 0 159 856 22015
Rating grades &+ to é- l - - 3622 - - 1845
Rating grade 7 - - - - - -
Equity investments i - 3593 - - 3290 -
Carrying amount ' 8,666 7 3,776 7 8,202 2 65979 36606 675472
Past due but not impaired
Rating grades 1to 7 - - 535 - - 739
Carrying amount i - - 535 - - 739
1
Past due and individually impaired
Rating grade 7 - - &8 - - -
Rating grade 8 - - - - - 20
Rating grade 9 ‘ - - 19.2 - - 402
Carrying amount - - 260 - - 422
|
Individually impaired but not past due
Rating grades 110 7 : - - - - - 1630
Rating grade 8 H - - 3b5 - - -
Rating grade 9 | - - - - - 770
Carrying amount i - - 356 - - 2400
' 8,666 7 3,776 7 8,317 2 46,5979 36606 71103
The above analysis is reported net of the following provisions fer impairment -
Provisions for impairment , - 77 (591 3} - [7 7] (625 7]

Indmdually impaired financial assets represent assets for which there 15 objective evidence that the Group will nol
collect all amounts due including both principal and interest in accordance with the contractual terms of the obligation

Unimpaired financial assets are stated net of allocated nan-specific provisions for impairment

A
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27 Risk management {continued)

27 1 Credit risk [contmued}

b

cl

d

Credit risk profile [continued)

The Group holds collateral against loans and advances in the form of physicat assets, cash deposits securities and
guaraniees The amount and type of collateral 1s dependent upon the assessment of the credit nisk of the counterparty
The market / far value of the cellateral 1s actively monitored on a regular basis and requests are made for additional
collateral in accordance with the terms of the underlying agreements Collateral i1s not usually held against securities or
placements and no such collaterzl was held at either 31* December 2013 or 31% December 2012

An analysis of the credit risk in respect of foreign exchange and derwative financizl instruments s set out in note 31
while the national and risk-weighted exposures for off-balance sheet credit-related financial instruments are set out In
note 32

Credit nisk concentration

The Group momiters concentrations of credit risk by sector and by geographic location The industrial classification of
loans and advances 1s set out In note 10 2 The geographical distribution of nsk assets 1s set out 1n note 28 An analysis
of the credit risk in respect of foreign exchange and derwative financial Instriments s set out in note 21

Settlement nsk
Settlement risk 1s the risk of loss due to the failure of a counterparty to honour its obligations to deliver cash securities
or other assets as contractuatly agreed

For certain types of transactions, the Group mitrgates this nisk by conducting setttemients through a settlement or
clearing agent to ensure that a trade 1s settled only when both parties have fulfilled their contractual settlement
obligations Settlement Lirmits form part of the credit approval and Urmit monitoring process

27.2 Market risk

Market risk ts the risk of loss due to adverse changes in interest rates foreign exchange rates, equity prices angd market
conditions such as bquidity The principat market risks to which the Group I1s exposed are interest rate risk foreign
exchange risk and equity price risk associated with its trading, investment and asset and lrability management acuvities
The portfolio effects of hatding a diversified range of instruments across a variety of businesses and gesgraphic areas
contribute to & reduction in the potenhal negative iImpact on earnings from market risk factors

Trading market risk

The Groups trading actvities principally comprise trading in debt and equity securities foreign exchange and
derivative financial instruments Derwvative financial instruments include futures, forwards, swaps and options
in the interest rate, foreign exchange, equity, credit and commodity markets The Group manages and controls the
market risk within its trading portfolios through limit structures of both a2 VaR and non-VaR nature Non-VaR based
censtraints relate inter alia te positions volumes cencentrations, allowable losses and maturiies VaR s a risk
measurement cencept which uses statistical models to estimate, within a given tevel of confidence, the maximum
potential negative change in the market value of a porticlic over & specified ime horizon resulting from an adverse
movement In rates and prrces 1t 1s recogmsed that there are imitations to the VaR methodology These limitations
include the fact that the historical data may not be the best proxy for future price movernents The Group performs
reqular back testing exercises 1o compare actual profits and losses with the VaR estimates to monitor the statistical
validhty of the VaR model VaR is calculated hased on the Group s market risk exposures at the close of the business
each day Intra-day risk levels may vary frem those reported at the end of the day In addition iosses beyond the
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27. Risk management [continued)

27 2 Market risk (continued}

al

bl

Trading market risk [continued]

specified confidence level are not captured by the VaR methodalogy VaR s not a measure of the absolute Ll of market
risk and losses In excass of the VaR amounts will on occasion, arise To manage the nsk associated with extreme
market movements the Group conducts stress testing which measures the impact of simulated abnermal changes in
market rates and prices on the market values of the portfolios The composition of the debt and eguity trading securities
is set out in note 8 An analysis of derwative financial instruments, including the VaR of fareign exchange and derivative
trading contracts, 1s set out in note 31

The VaR for the Group s trading positions as calculated in accordance with the basis set outin note 34 was as follows -

2013 2012
31.1213  Average High Low 311212  Average High Low
Us$ millions  US$ nullions  US$ millions _US$ mitliens  USS millions  US$ mitbons US$ malions  US$ millions

Total VaR 10 13 23 09 09 i1 13 08
Total undiversified
stressed VaR 20 38 53 20 18 37 42 31

Haon-trading market risk

Structural interest rate risk arises in the Groups core batance sheet as a result of misratches i the repricing of
interest rale sensitive financial assets and Liabiliies The associated interest rate nsk 15 managed within VaR Limits and
through the use of models to evaluate the sensitivity of earmings to movernents (n interest rates The repricing profile
and related interesl rate sensitvity of the Group s financial assets and babilities are set out tn note 30 Movements inthe
fair value of equity investment securities are accounted forin other cemprehensive income The Group does not maintan
material forergn currency exposures tn general, the Group s policy 18 to match financial assets and babilities in the same
currency or to mitigate currency sk through the use of currency swaps Details of significant foreign currancy net open
posttions are set out in note 315

The more signilicant market risk-related actvities of a non-trading nature underlaken by the Group the related risks
associated with those activittes and the types of derwvative financial instruments used to manage and mitigate such
visks are summarised as follows -

Activity Risk Risk mitigant

Management of the return on
variable rate assets funded by
shareholders funds

Fixed rate assets funded by
floating rate liabilities

Investment in foreign currency
assels

Profits generated in foreign
currencies

Reduced prafitability due toa
fallin short-term interest rates

Sensitivity to Increases In
short-term interest rates

Sensitivity to strengthening of
US$ against other currencies

Sensitvity to strengthening of
US$ against other currencies

Recerve fixed interest rate swaps

Pay frxed interest rate swaps

Currency swaps

Forward foreign exchange contracts

and purchased currency options
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27 Risk management {continved]

27 3 Liquidity risk
Liquidity risk 1s the risk that sufficient funds are not available to meet the Group s financial obligations on a puactual
basis as they fall due

Liqudity management policies are designed to ensure that funds are available at all times to meet the funding
requiremenis of the Group even in adverse conditions in normal conditions the objective 1s to ensure that there are
sufficient funds available not only to meet current financial commitments but also to facilitate business expansion
These objectives are met through the application of prudent liquidity controls These contrals provide security of access
to funds without undue exposure to increased costs from the liquidation of assets or the aggressive tndding for deposits
The Group s liguidity cantrols ensure that over the short-term the fulure profile of cash flows Irom maturing assets ts
adequatety matched to the matunity of Llabibties Ligwndity controls also provide for the maintenance of a stock of iguid
and readily real:sable assets and a diversified deposit base in terms of both maturittes and range of depositors

The management of liquidity and funding 1s primarily conducted in the Group s indwidual geographic entities within
limits set and approved by the Board of Directors The Urnits take account of the depth and liquidity of the market in
which the entity aperates It 1s the Group s genaral policy that each geagraphic entity should be self-suffictent in relation
to funding its own operations

The Group s liguidity management policies inctude the following -

- the monitoring of il future contractuat cash flows against approved limuds, and [u] the leval of iquid resources avaitable
In 2 stress event

- the morutoring of balance sheet lgudity ratios

- the manitaring of the sources of funding in order to ensure that funding 15 derived from a diversified range of sources

- the momtoring of depositor concentrations in order to avord undue reliance on mdwidual depositars

- the mantenance of a satisfactory leve! of term financing

- the maintenance of appropriate standby funding arrangements and

- the maintenance of liquidity and funding contingency plans These plans identify early indicaters of stress conditions
and prescribe the actions to be taken tn the event of systemic or other crisis while mimmising adverse long-term
implications for the Group s business activities

The Group has established approved limits which restrict the valume of Labilites maturing in the short-term An
independent risk management function manitars the future cash flow maturity profile against approved iimits on a daity
basis The cagh flows are monitorad against limits applying to both daily and cumulative cash flows accurning over a 30
day period The lquidity imits ensure that the net cash outflows over a 30 day period do not exceed the eligible stack
of availabte liquid resources The cash flow analysis 1s also monitored on a weekly basis by the Assets and Lizbilittes
Committee [ALCO}

Customer deposits form a significant part of the Groups funding The Group places considerable importance on
maintaming the stability of both its customer and interbank depesits The stability of deposits depends an mamtamning
confidence in the Group s financial strength and financial transparency

The matunty profile of assels and hahilities 15 set out in note 29 An analysts of debt investment secunties by rating
classification is set out in note 27 1
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27. Risk management [continued}

27 & Operational risk
Operational sk 1s the nisk of unexpected losses resulting from inadequate or falled 1nternal controls or procedures
systerns fatlures, fraud business interruption compliznee breaches, human error, management failure or inadequate
staffing

Aframework and methodology has heen developed to rdentify and control the various operational risks While operational
risk cannot be entirely eliminated 1t 1s managed and mitigated by ensuring that the appropriate infrastructure, controls
systems procedures and tramned and competent people are in place throughout the Group A strong internal audit
function makes regular, independent apprarsals of the control environment in all identified rsk areas Adequately tested
contingency arrangements are also in place to support operations in the event of a range of possible disaster scenaros

27 5 Capital management
The Group s lead regulatar the Central Bank of Bahrain [CBB, sels and manitors capital requirements for the Group as
a whole The parent company and indvidual banking eperations are directly supervised by their local regulators

As referred to 1n more detait In note 34 the Group adopted the Basel 2 capitat adequacy framework wath effect from 1%
Sanuary 2008

In applying current capital requirements, the CBB requires the Group to maintain a prescribed minimum ratio of total
requlatory capuial to total nsk-weighted assets The CBBs minimum nsk asset ratio 13 12 per cent compared to a
minimum ratio of & per cent prescribed by the Basel Committee on Banking Supervision The Group calculates regulatory
capital requirements for generat market risk in its trading portfolios using a Value-at-Risk model and uses the CBB s
prescribed nisk-weightings under the standardised approach to determine the risk-weighted amounts for credit nisk and
specific market risk Operational sk 1s calculated w accordance with the standardised approach The regulatory capital
requirement 1s calculated by applying the CBB s prescribed range of bela coefficients, ranging from 12 to 18 per cent to
{he average grass income far the preceding three financial years for each of e:ght predeflined business lines

The Group s regulatory capital 1s analysed into two tiers -

- tier 1 capital, comprising 1ssued share capital share premiumn retaned earnings and reserves adjusted to exclude
revaluation gamns and losses arising on the remeasurement to fair value of derivative cash flow hedging transactions
and unreatised gans on equity investment secunties

- tier 2 capital, comprising qualifying subordinaled term finance, collective impairment provisions angd 45 per cent of
unrealised gamns ansing on the remeasurement to fair value of equity investment securities

The CBB applies various Limits to elements of the capital base The amount of nnovative trer 1 securities cannot exceed
15 per cent of total tier 1 capital qualifying tier 2 capital cannot exceed tier 1 capital and qualifying subordinated term
finance cannol exceed 50 per cent of ler 1 capital There are also restnctions en the amount of collective imparrment
provisions that may be included as part of ter 2 capital Collective impairment provisions cannot exceed 1 25 per cent of
credit nisk-weighted assets

The Group s risk exposures are categorised as either trading book or banking book, and risk-weighted assets are
delermined according to specified requirements that seek ta reflect the varying tevels of risk atiached 1o assels and off-
balance sheet exposures

0

TABLE OF
CONTENTS




——————(77— ANNUAL REPORT 2013

Notes to the consolidated financial statements {continued)
For the year ended 31* December 2013

27 Risk management [continued)

27 5 Capital management (continued)
The Group s policy 1s to maintain a strang capital base sao as ta maintam investor creditor and market confidence and
to sustan the future development of the business The impact of the level of capital on shareholders return 1s also
recognised as well as the need to maintain 2 balance between the higher returns that might be possible with greater
gearing and the advantages and security afforded by a sound capital posiion The Group manages its capital structure
and makes adjustments to the structure taking account of changes in econormic conditions and strategic business plans
The capital structure may ke adjusted through the dividend payout and the issue of new shares

The Group complied with all externally impesed capitat requirements throughout the years ended 31% December 2013
and 31% Decemnber 2012

There have been no matenal changes in the Group s management of capital during the years ended 31% December 2013
and 31% December 2012

The capital adequacy ratio calculation 1s set out in note 34

28. Geographical distribution of risk assets

311213 311212

Placements, Credit-

reverse repos related

& other iquid Loansand conttngent
assets Securittes  advances items Total Total

US$ millions  US$ millans  USS millons  US§ millions  US$ millions  USS millions

GCC 3,341.0 1,765 & 7.8083 4,644.2 17,559 1 133254
Other Middle East & North Africa 425 24 223 0.5 67 9 54 4
Europe 3,582 4 1,153 3 Ne 263 4 5,330 7 53460
North America 1,180.2 560 0 1014 198 1 2,039 7 20733
Asla 520 6 29213 83 33.9 8551 8769
Latin America - 29 453 - 48 2 379

8,664.7 3,776 7 8,317 2 51401 25,9007 21713 %

At 31 December 2013, risk exposures to customers and counterparties in the GCC represented 67 8 per cent {2012 41 4
per cent] of total risk assets The risk asset profile reflects the Group s strategic focus on wholesale banking activities in

the GCC states

Placements, reverse repos and other liquid assets exposure to Eurape principally comprised exposure to financial
institutions located in France Sweden, Switzerland and the Umited Kingdom

An analysis of dervative and foreign exchange instrurents is set out tn note 31
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29 Maturities of assets and Liabitlibes
The maturity profile of the carrying amount of assets and Liabibilies, based on

the contractual malurily dates was as

follows -
Over
Within 4 months Years Years Byears
3Imonths  to1year 2and 3 Land5 and other Total
US$ milions  US$ millions  US$ millions  US$ mitiions  US$ millions  US$ millions

At 31* December 2013
Cash and other liquid assets 1,295 1 3643 . n - 1,659 4
Securities purchased

under agreements to resatl 1,680 1 152 6 - - - 1,742 7
Placements 4,646 7 6179 - - - 5,264 &
Trading securities - - - - 509 50.9
investment securities 2815 475 4 1,626 9 9233 4387 3,725 8
{eans and advances 2,745 8 1,356 ¢ 1,883.7 1,151 ¢ 11789 8,317 2
QOther assets 93 4 668 788 15 155 8 3763
Total assets 10,622 & 3,043 9 3,589 4 2,076 7 1,824 3 21,156 %
Deposits 11,067 3 38258 - 49 - 14,897 &
Secunities sold under

agreements to repurchase 785.2 - - - - 785 2
Other Uiabilities 1362 620 767 13 1232 3994
Term financing - 364 9 1,946 4 49% & - 28107
Equity - - - - 2,264 0 2,264 0
Total Liabilities & equity 11,988 7 4,252 7 2,023 1 505 2 2,387 2 21,156 9
At 31% December 2012
Total assets 7,803 7 2,406 8 31314 21926 21703 17704 8
Total abilities & equity 10,237 8 23216 1,6837 11525 23092 17 704 8

The asset and biability matunties presented 1n 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 Greup s deposit retention recerds

Formal liquidity contrals are nevertheless based on contractual asset and Liability ratunities
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29. Maturities of assets and Wabilihies [continued)

The gross cash flows payable by the Group under financial babilities based an contractual matunity dates was as

follows -
Over
Within 4 months Years Years 5years
3months  to1year 2and 3 Land5 and other
Us$ mitbions  US$E millions  US$ multiens  US$ milliens  US$ mitlions
At 31* December 2013
Deposits 11,085 2 3,861 6 49 - -
Securities sold under agreements to repurchase 7871 - - - -
Term financing 27 4055 2,014 1 523 2 -
Derwvative financial instruments
- contractual amounts payable 74 4 123 6 2703 833 451
- contractual amounts receivable 51 2) (105 1) (236 9) (80 3} (44 4)
Total undiscounted financial habilities 11,905 2 4,285 & 2,052 4 526 2 07
At 31 December 2012
Depcsits 97488 19759 - - -
Securities sold under agreements to repurchase 3843 2159 - - -
Term financing 49 1533 1,783 6 11802 -
Dervative financial instruments
- centractual amounts payable 765 1105 2337 n77 478
- contractual amounts recevable {41 8] {95 2) (175 0] (102 8] (39 5)
Total undiscaunted financial Labibities 10,1727 23604 18123 11951 B3

Information on the contractual terms for the drawdown of gross loan cormmitments s set aut in note 32

The figures in the table above do not agree directly to the carrying amounts in the consolidated statement of financial
posilian as they incorporate all cash flows onanundiscounted basis, retated to both principal aswell 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 prevailing at the balance sheat

date

A matunity analysis of derwative and foreign exchange instruments based on notional amounts is set out in note 31 3
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30. Interest rate risk
The repricing prolile of assets and Liabilities categories were &s follows -

Non-interest

Within Months Months Over bearing
3 months Ltod Tto12 1year items Total
Us% mitlions US$ millions US$ millians US5% millions US4 milllons Us$ milllans

At 31 December 2013
Cash and other liquid assets 1,4251 194 5 398 - - 1,659 4
Securities purchased

under agreements to resell 1,580 1 162 6 - - - 1,742 7
Placements 4,970 2 294 4 - - - 5,264 &
Trading securities - - - - 50 ¢ 509
Investment securities

- Fixed rate - 261 2 88 ¢ 8818 - 1,231 9

- Floating rate 1,6005 5927 - - i77) 2,185 5

- Equities - - - - 308 4 308 4
Loans and advances 65,6618 1,649 & 111 627 (168 0) 8,317 2
Other assets - - - - 396 3 3943
Total assets 16,237 7 3,155 0 2398 44 5 579 9 21,156 ¢
Deposits 14,039 & 6921 165 9 - - 14,897 &
Securities sotd under

agreements to repurchase 7852 - - - - 7852
Other Liabilities - - - - 3994 994
Term financing 1,946 4 8643 - - - 28107
Equity - - - - 2,264 0 2,264 0
Totat Uabilities & equity 16,771 2 1,556 4 166 9 - 2,663 4 21,156 9
Interest rate sensitivity gap {533 5] 1,598 & 739 9445 (2,083.5) -
Cumulative interest rate

sensitivity gap (533 5) 1,065 1 1,139 0 2,0835 - -

At 31* December 2012
Curmulative interest rate
sensitivity gap (497 0] 443 6 749 6 20340 - -

The repricing profile 1s based an ihe remaining period 1o the nexl interest repricing dale Derwvative hnanciat instruments
that have been used for asset and hiability management purposes to hedge exposure 1o interest rate nsk are incorporated
in the repricing profiles of the related hedged assets and Liabilities The nan-specihic investment secunty and loan
provisions are classified In non-interest bearing items

The substantial majonty of assets and labilities reprice within one year Accordingly there is limited expasure to interest
rate risk The principalinterest rate risk beyond one year as set out in the assel and Liability repricing profile, represents
the tvestment of the Group s net free capital in fixed rate government securities At 31 December 2013 the modified
duration of these fixed rate securities was 2 43 Modified duration represents the approximate parcentage change in the
portfolio valua resulting from a 100 basis point change in yield More precisely in dollar terms the price value of a basis
point of the fixed rate securities was U5$218,000
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30

31.

Interest rate risk (continued)

Based onthe repricing profile at 31% December 2013 and assuming that ihe financial assets and lahiliies were to remain
until maturity or settlement with no action taken by the Group to alter the interest rate risk exposure anmmediate and
sustained one per cent increase In mterest rates acress all maturities would result in an yncrease in net income before
tax for the following year by approximately US$1 6 mitlion (2012 reduction of US$1 0 million] and an increase in the
Group s equity by US$0 3 mullion (2012 125%$3 8 mullion] 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 profile of the interest
rate sensttive financial assels and Liabilities

The Value-at-Risk by risk class for the Group s trading positions 1s set out in note 27 The market risk relating to derivative
and foreign exchange instruments classified as FVTPL 1s set outin note 31

Denvatives and foreign exchange instruments

The Group utitises derivative and foreign exchange instruments to meet the needs of its customers to genarate trading
revenues and as part of its asset and lability management [ALM] activity to hedge its own exposure to market risk
Derwvative instruments are contracts whose value 1s 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 Derwatives and fareign exchange are subject to the same types of credit and market risk as other financial
instruments The Group has appropriate and comprehensive Board-approved policies and procedures for the control of
expesure to both market and credit nisk from its dervative and foreign exchange actvities

In the case of derivative transactions, the notional principal typically does not change hands It 15 simply a quantity
which 1s used toc calculate payments While nottonal principal 15 a velume measure used in the derivative and foreign
exchange markets 1t 1s nesther a measure of market nor credit nsk The Group s measure of credit exposure 1s the cost
of replacing contracts at current market rates should the counterparty default prior te the settlement date Credit risk
amounts represent the gross unrealised gains on nen-margined transactions before taking account of any collateral
held or any master netting agreements in place

The Group participates In both exchange traded and over-the-counter [OTC] dervatwe markets Exchange traded
instruments are executed through a recognised exchange as standardised contracts and primanly comprise futures and
options OTC contracts are executed between two counterparties who negatiate specific agreement terms, including
the underlying instrument, notional ameunt maturity and where appropriate, exercise price In general, the terms and
condiions of these transactions are tallored to the requirements of the Group s customers although conform to narmal
market practice Industry standard documentation is used most commonly in the form of a master agreement The
existence of a master netting agreement 1s intended to prowide protection to the Group tn the event of a counterparty
default

The Group s principal foreign exchange transactions are forward foreign exchange contracts currency swaps and
currency opticns Forward foreign exchange contracts are agreements te buy or sell a specfied quantity of foreign
exchange on a specific future date at an agreed rate A currency swap involves the exchange or notional exchange of
equivatent amounts of two currencies and a commitment to exchange interest periodically until the principal amounts
are re-exchanged on a specified future date Currency options grovide the buyer with the right but nat the obligation
either to purchase ar 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 selter [or writer] receves a premium at the start of the option
period

Q
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Derivatives and foreign exchange instruments (continued)

The Group s principal interest rate-related derwative transactions are interest rate swaps forward rate agreements
futures and options An Interest rate swap is an agreemant between two parties to exchange fixed rate and floating
rate interest by means of periadic payments bhased upon a notional principal amount and the interest rates defined in
the contract Certain agreements combine interest rate and feraign currency swap transactions which may or may
not inctude the exchange of principal amounts In a forward rate agreement two parties agree a future settlement of
the difference between an agreed rate and a future interest rate, apphed to a notional principal amount for an agreed
period The settlement which generally oceurs at the start of the contract pertod, 15 the discounted present value of the
payment that would otherwise be made at the end of that period An interest rate future 1s an exchange traded contract
far the delwery of z standardised amount of a fixed income security or ime deposit at a future specified date Interest
rate opilons, including caps floors and collars, provide the buyer with the right, but nat the obligation, either to purchase
or sell an interest rate financial Instrument at a specthed price or rate on or before a specified future date

The Group s principal equity-related dervative transactions are equity and stock index options An eguity option provides
the buyer with the right, bul not the abligation, erther to purchase or sell 2 specified stock or index at a specified price
or level on er before a specified future date

The Group buys and sells credit protection through credit default swaps Credit default swaps provide protect:on against
the decline In value of a referenced asset as a result of credit events such as defaull or bankruptey It 1s simitar in
structure to an aption whereby the purchaser pays a premium to the seller of the credit default swap in return for
payment related to the deterioration in value of the referenced assat Cradit default swaps purchased and sold by the
Group are classified as denwative financial instruments

31 1 Praduct analysis

The table below summarises the aggregate notional and credit risk amounts of foreign exchange, interest rate credit
and equity-related dervative contracts

Notional amounts  Credit risk
Trading Hedging Total amounts
US$ millisns Us$ milliens US$ millicns us$ milliens

At 31* December 2013
Foreign exchange contracts -
Unmatured spot forward and futures contracts 6,422 5 1,599 2 8,017 2905
Options purchased 2927 - 2927 -
Options written 2927 - 2927 -
7.007 ¢ 1,599 2 8,607 1 2905
Interest rate contracts -
Interest rate swaps 1,131 6 7,615 5 8,747 0 486
Cross currency swaps - 5333 5333 -
Options, caps and floors purchased 243 - 243 -
Options, caps and floors written 243 - 243 -
1,186 1 8,148 8 9,328 ¢ 486
8,188 0 9,748 0 17,936 0 339.1
At 31# December 2012 84685 B 7822 172507 7952

There 1s no credit risk in respect of caps and floors written ang options as they represent obligations of the Group

A
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31 Derivatives and foreign exchange instruments [continued)

31 1 Product analysis (continued)

At 31% Decemnber 2013, the Value-at-Risk of the foreign exchange interest rate and credit dervative trading contracts
analysed tn the table above was US$0 1 mullion, mit and nil respectively (2012 nit rit and nil respectivelyl Value-at-Risk
15 a measure of market risk exposure and represents an estimate with a 99 per cent level of canfidence of the potentiat
toss that rmight anise if the positions were to be hetd unchanged for ten consecutive business days The estimate 1 based
on a twelve month historical cbservation penod of unweighted data from the DataMetrics data set

31 2 Counterparty analysis

31.1213 311212
Banks Corporates Governments Tetal Total
USS$ millians US$ millians US$ millians USS$ miltlions U5% millions
OECOD countries 2315 661 - 297 6 2376
GCC countries 32 253 0.7 302 388
Other countries 02 11.1 - 113 188
2349 1035 07 3391 2952

Credit nisk 1s concentrated on major OECD-based banks and corporates

31 3 Matunity analysis
Years Years Over
Year 1 2and3 Land 5 5 years Total
Us$ millions US$ millions US$ millions US$ millions US$ milllons
At 31* December 2013

Foreign exchange contracts 6,256 5 2,2309 1197 - 8,607 1
Interest rate contracts 5,107 ¢ 2,037 5 1,876 0 3075 9,3289
11,364 4 4,268 4 1,995 7 3075 17,9360
At 31 December 2012 9 656 7 4,467 7 2744 3 3840 172507

The Groups denvative and foreign exchange activities are predominantly short-term in nature Transactions with
maturities over one year principally represent either fully offset trading transactions or transactions that are designated

and qualify as {air value and cash flow hedges
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31 Dervatives and fareign exchange mstruments [cantinued]

31 4 Fair value analysis

311213 311212
Positive Negative Positive Negative
fair value fair value fair value fair value
US% millions US$ millians US$ millions US$ miilions
}
Derivatives classified as FVTPL - !
Forward foreign exchange contracts ! 1397 (1361 474 (757
Interest rate swaps and swaptions ; 352 339 555 {53 6}
‘ ! 174 9 (170 0} 1229 (129 3]
1
1
Dervatives held as cash flow hedges - ;
Interest rate swaps ! - - - -
i
Derwatives held as fair value hedges - 5
Interest rate swaps ! - (22 4} - (52 1)
Amount included in other assets / (other Uabilities) ! 174 9 {192 4) 122 % {181 4)

31.5 Significant net open positions

There were no significant derivative trading or fareign currency net open positions at either 31 December 2013 or at 31

December 2012

31 & Hedge effectiveness

! Gains and losses recogrused In the consolidated statemnent of income relating to fair value hedging retationships were

as follows -

2013 2012

Us$ mitions US$ millians

Net gains / [losses) on derivatives fair value hedging instrurments
Net [losses) / gains on hedged items attributable to the hedged nisk

|
1

284 21
(28 4) 21

There were no ineffective portions of derivative fair value or cash flow hedging transactions recognised In the consolidated
staternent of iIncome in either the year ended 31* December 2013 or 31 December 2012

Certain dervative cash flow hedging transactions were unwound during the year ended 31% December 2009 The
resultant realised profits are baing recognised in the consolidated statement of income gver the respective tenors of the

original transactions fer persads to 2014

A
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33

Credit-related financial instruments

Credii-related financial instruments include commitmenls to extend credit standhy letters of credit and guarantees
which are designed Lo meel the financing requirements of customers The credit nsk on these transactions 1s generally
less than the contractuat amount The table below sets out the notional principal amounts of outstanding credit-related
contingent items and the risk-weighted expesures catculated in accordance with the CBB s Basel 2 guidelines

31 12.13 311212

Notional Risk- Notional Risk-
principal weighted principal weighted
amount exposure amount exposure

US$ mitticns US$ miltions USE mitlions US$ mithigns

Direct credit substitutes 522 4 478.6 3841 3767
Transaction-related contingent iterns 2,482 1 ?17.0 2,959 8 9355
Short-term self-liquidating trade-related contingent items 7070 106.1 ¥i0 %1

Commitments, including undrawn loan commitments
and underwniting commitments under note
issuance and revolving facilires 1,428 & 452 1 808 2 2959
5,140 1 1,953 8 43451 14632

Comrmutments may be drawndown on demand

Chirect credit subshtutes at 31* December 2013 included financial quarantees amounting to US$432 3 million (2012
US$315 5 mullion) Financial guarantees may be ealled on demand

The notional principat amounts reported above are stated gross before applying credit risk mitrgants such as cash
collateral, guarantees and counter-ndernmities At 31% Decemnber 2013 the Group held cash collateral guarantees
counter-indemrities or other high quality collateral in relation to credit-related contingent items amounting toe US$985 8
mithion (2012 US$849 6 muttion]

Contingent Liabilities

The Bank and its subsidiaries are engaged in Litigation in vartous jurisdictions The litigation invelves clarms by and against
Group cornpanies which have arisen in the ordinary course of business The directers of the Bank after reviewing the
claims pending against Group companies and based an the advice of relevant professional legal advisors, are satishied
that the outcome of these claims will net have a material adverse effect on the financial postion of the Group

Capital adequacy

The CBB s Basel 2 guidelines became elfective on 1¢ January 2008 as the commaon framework for the implementation
of the Basel Committze on Banking Supervision s (Basel Commitiee] Basel 2 capital adequacy framework for banks
tncorporated in the Kingdom of Bahrain
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34 Capital adequacy [continued]
The risk asset ratio calculated in accordance with the CBR s Basel 2 guidelines was as follows -

31.1213 31212
US$ mitlons US$ millions
Regulatory capital base !
Tier ¥ capital - !
Totat equity . 2,2640 21302
Tier 1 adjustments ! (78 2) (75 4}
Tier 1 capital ¢ 2,1858 2,054 8
Tier 2 capital - f
Subordinated term financing L1256 2211
Non-spacific provisions [subject o 1 25% credit nsk-weighted exposure Limit) 1525 1473
Tier 2 adjustments ‘ (2300 i519)
Tier 2 capital i 2551 3165
Total regulatory capital hase 2,440 % 23713
Notional Risk- Notional Risk-
principal  weighted principal  weighted
amount exposure amount eXposure
US$ millions  HS% milions  US$ miligns __ US$ muthions
Risk-weighted exposure
Credit nisk .
Balance sheet items - !
Cash and other iquid assets 1,659 4 704 1,107 4 204 2
Secunities purchased under agreements to resell 1,742 7 212 10108 78
Placements 5,284 6 1,023 2 L4797 1,018 ¢
lnvestment securities 37258 1,3020 35601 13190
Loans and advances 8,3172 7,507 &4 71103 65154
Qther assets, excluding derivative-related items 2214 185 4 2131 193¢
10,109 6 926172
Off-balance sheet items -
Credit-related contingent items 65,1401 1,953 8 43451 1,663 2
Foreign exchange-related items 8,607 1 800 96370 616
Dervative-related items 92,3289 197 76137 141
Forward ptacements 519 64 683 i37
Repo counterparty risk ' - 335 - 217
2,093 4 1,774 3
Credit risk-weighted expasure 12,2030 110355
Market risk —
General market risk 1510 1860
Spectfic market risk : 472 871
Market risk-weighted exposure 198 2 2731
Operational risk
Operational nsk-weighted expasure 520 4 4724
Total nsk-weighted exposure 12,921 6 117807
Tier 1 risk asset ratio , 16 9% 17 4%
Tatal risk asset ratio ' 18 9% 20 1%
o
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34 Capital adequacy [continued)
For regulatory Basel 2 purposes the Group has inihally adopted the standardised approach for credit nsk In time and
subject to approval by the CBB the Group plans to adopt the foundation internal rat:ings-based [FIRB] approach fer
credit risk as it 1s mere closely aligned to the Group s internal risk and capital management methodologies For market
risk the Group uses the internal medels approach GIB applies the standardised appreach for determiming the capital
reguirement for operational nisk

Inaccordance with the capital adequacy gutdelines of the CBB revaluation gains and losses arising on the remeasurement
to fair value of derivative cash flow hedging transactions and unrealised gains on equity investment securibies are
excluded from tier 1 capital In accordance with the CBB s guidelines gains arising on the remeasurement to farr value
of eguity Investment secunities are included In tier 2 capital, although Limited to 45 per cent of the unrealised revatuzation
gain

The Group s subordinated term financing facilities have been approved far inclusian n tier 2 capital by the CBB During
the last five years before maturity, a cumulative amortisation {discount] factar of 26 per cent per year 1s to be applied
to the facilibhes As at 371¢ Decemnber 2013, the amert:sation amount excluded from uer 2 capital amounted to US$352 2
rmillion (2012 US$256 7 rutlion)

The Group calculates the regutatory capital requirement for general market risk using a Value-at-Risk model The
use of the internal model approach for the calculation of the capitat requirement for general market risk has been
approved by the Bank s regulator, the CBB The ruttiplication factor to be applied to the Value-at-Risk calculated by
the internal model has been set at 30 {2012 3 0] by the CBB representing the regulatory rmunimum During 2012, the
CBB implemented revisions to the market risk framework, which have become known as Basel 25 Consequently the
inclusion of metrics such as a stressed VaR measure has been includad in the calculation of the regulatory capital
requirement

Value-at-Risk 15 calculated based on a 99 per cent confidence level, a len-day halding period and & twalve-month
historical observation period of unweighted data from the DataMetrics regulatory data set Correlations across broad
risk categories are excluded Prescribed additions in respect of specific risk are made ta the general market risk The
resultant measure of market risk 1s multiplied by 125 the reciprocal of the 8 per cent tnternational mintmum capitat
ratio, to give market risk-weighted exposure on a basis consistent with credit nsk-weighted exposure

The reguiatory capital requirement for operational risk is calculated by the Group in accordance with the standardised
approach The regulatory capital requirement 15 calculated based on a range of beta coefficrents, ranging from 12 to
18 per cent, applied 1o the average gross income for the preceding three financial years for each of eight predefined
bustness lines

(A
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36

Fiduciary activities
The Group conducts investment management and other fiduciary activibies on behall of clients Assels held in Lrust or
in a iiduciary capacity are not assets of the Group and accordingly have not been included n the consolidated financial
statements The aggregate amount of the funds concerned at 31% December 2013 was US%11,152 5 million (2012
US%9 185 5 million]

The Group acts as fund manager to an investment fund called the Emerging Market Opportunities Fund In its capacity
as fund manager, the Group is entitled to performance and management fees The Group maintains an investment with
the fund

The investors are able to vote by simple majority to remove the Group as the fund manager without cause, and the
Group s aggregate economic interest s less than 20 per cent As a result the Group has cencluded that it acts as agent
for the investors 1n this case, and therefore has not consoklidated the fund

The maxmum exposure to loss Is equal to the carrying amount of the trading securities which at 31% December 2013
amounted to US$4T 1 mitlion [2012 US$35 8 mitlion)

Related party transactions

The Group 15 owned by the six Gulf Cooperative Council (SCC] governments, with the Public Investment Fund holding
a majority (97 2 per cent] controlling stake The Public Investment Fund 1s an investment bedy of the Saudi Arabian
Mimistry of Finance There were ne individual or collectively sigmficant transactions with the Public Investrment Fund
during the years ended 31% Decemnber 2013 or 31* December 201 2 other than the senior term loan referred to i note 16

The Group transacis with various entities contralled, jointly controlled or significantly influenced by the six GCC
governments these transactions are conducted 1n the ordinary course of the Group s business on terms comparable to
those with other entities that are not government-related

The Group s other related parly transactions are limited to the compensatian of its directors and executive efficers

The compensation of key management personnel was as follows -

2013 2012

Us$ milllons US$ mullions

Short-term employee benefits i 84 87
Post-employment benefits 05 05
89 22

Key management personnel comprise mernbers of the Board of Directors  the Group Chief Executive Officer and the
Manaqing Directors of the Group

Post-emptoyment benefits principally compnise compensation paid o personnet on retirement or resignation from the
services of the Group

A
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37 Fair value of financial Instruments

The Group s financial instruments are accounted for under the histarical cost method with the exception of trading
securities, equtly investment secunties and denvative financial instruments By contrast the fair value represents the
price that would be recewed to sell an asset, or paid to transfer a Liabibity 1n an orderly transaction between market
participants at the measurement date Differences therefore can arise between book values under the historrcal cost
method and fair value estrmates Underlying the defimition of fair value 1s the presurnptian that the Group 15 a going
concernwithout any intention or requiremnent to curtail materially the scale of its operation or to undertake a transaction
on adverse terms Generally accepted methods of determining fair value include reference to quoted prices [level 1
measurement] or to the pricing prevailing for similar financial instruments [level 2 measurement] and the use of
unobservable inputs in estimation techniques such as discounted cash How analyss [level 3 measurement]

The valuation methodologies applied are outhined below

37 1 Trading securihies
The fair values [level 1) of trading securities are based on guoted prices or valuation techniques

37 2 Investment securities
The fair values {level 1] of equity nvestment securities are based on guoted prices or valuation techniques The fair
values of debt investment securities are based on quoted market prices (level 1) and approximate the carrying values

37 3 Loans and advances
Tha fair values (level 2] of loans on a floating inlerest rate basis are principally estimated at book value less provisions
for impairment The fair values (level 3] of iImpaired loans are estimated at the recoverable amount measured as the
present value of expecied future cash flows discounted based on the interest rate at the inception of the toan The far
values of fixed rate loans are estimated on a discounted cash flow basis utilising discount rates equal to prevailing
market rates of interest in the respective currencies for loans of similar residual matunity and credit quality The fair
values [level 2] approximate the carrying values

37.4 Term financing
The fairvatue of term financing 1s based an observable market data inciuding quoted market prices for debt instruments
issued by similarly rated financral institutions and with simitar maturities, or estimated on a discaunted cash flow basis
utiltsing currently prevailing spreads for borrowings with similar matunties The fair values [levet 2] of senjor term
financing and subordinated term financing at 31* December 2013 approximate therr respective book values

37.5 Other on-balance sheet items
The fair values of fareign exchange and dervative financial Instruments are based on market prices discounted cash
flow techniques or option pricing models as appropriate The fair values of all other on-balance sheet financial assels
and Liabslities approximate their respective book values due to thewr short-term nature

37.8 Credit-retated contingent items
There was no matena! fair value excess or shortfall in respect of credit-related off-hatance sheet financial instruments
which include commitments to extend credit standby letters of credit and guarantees, as the related future mcome
streams reflected contractual fees and commissions actually chargad st the balance sheel date for agreements of
similar credit standing and maturity Spacific provisions made in respect of indndual transactions where a potential for
loss has been identified are inctuded In provisions for the impairment of loans and advances

0
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37  Falr value of financial instruments {continued]

37.7 Valuation basis

The vatuation basis for financial assets and financial liabilities carned at fair value was as follows -

Valuation
based an Other
Quaoted chservable valuatian
prices market data techniques
ltevel 1) [tevel 2) flevel 3)
U5$ millisns US$ millions US$ millions
At 31% December 2013
Financial assets -
Trading securities 509 . -
Investment securities - equities 1758 - 1326
Derwative financial instruments - 174 % -
Financal babikities -
Derwvatwe financial insiruments - 1924 -
At 31 December 2012
Financizl assets -
Trading securities 1005 - -
Investment securities - equities 1609 - 1293
Dervative financial instruments - 1229 -
Financial liabilities -
Derwative financial instruments - 1814 -

Quoted prices include prices obtaned from lead managers brokers and dealers Investment securities valued based
on other valuation techniques comprise private equity investments that have been valued based on price / earmngs and

price / back ratios for similar entities, discounted cash flow techniques or other valuation methodalogies

During the year ended 31 December 2013 the value of investment securities whose measurement was determined
by other valuation techrugues {level 3 measurement) increased by U3$3 3 multion {2012 US$22 3 million] The increase
principally comprised changes in assigned valuations as recognised in other comprehensive income No transfers out
of, or into, the level 3 measurement classification occurred during the year ended 31 December 2013 Similarly, no
transfers between lavel 1 and level 2 measurement classifications were made during the years ended 31 December

2013 and 31 December 2012

Sensitivity of the movement 1n the fairvalue of financial instrumenis inthe level 3 categery is assessed as not significant

to other comprehensive income or total equity
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Earnings per share
Basic earnings per share are calculated by dividing the net income attnibutable to the sharehotders by the weighted
average number of shares 1n 1ssue during the year

2013 2012
Net income [US$ mllions] 1216 1179
Weighted average number of shares in 1ssue Imillionsj 2,500 2,500
Basic earn:ngs per share (US$) 005 005
The diluted earnings per share Is equivatent to the basic earnings per share set out above
Principal subsidiaries
The principal subsidiary companies were as follows -
Principal activities Country of incorporation
Gulf International Bank (UK] Limited Asset management United Kingdom
GIB Capital LLC Investment banking Kingdom of Saud) Arabia

The Group s ownership interest in the principal subsidiary cormmpanies was 100 per cent for the years ended 31% December
2013 and 31= December 2012

Average consolidated statement of finanaial pasition
The average consclidated statement of financial position was as follows -

311213 311212
USS milliens USE millions

ASSETS :
Cash and other quid assets ) 1,476 4 12025
Securities purchased under agreerments to resell ’ 1,514 5 4938
Placements ) 55191 58813
Trading securities ) 8% 6 211
Investment securities . 3,727 1 3,446 7
Loans and advances 7,882 0 65368
Other assets 309 5 230 6
Total assets 20,518 2 17 882 8

LIABILITIES

Deposits from banks ! 1,892.4 1,774 4
Deposits from custemers 12,532 8 10,117 3
Secunties sold under agreements to repurchase 6912 3495
Cther Liabilities ! 3243 2251
Senior term financing . 2,381 1 28944
Subordinated term financing ! 4178 4778
Total Labilities : 18,299 6 15,838 7
Total equity : 2,218 & 20441
Total Labilities & equity ! 20,518.2 178828
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Executive Summary
The Central Bank of Bahrain [CBB] Basel 2 guidelines prescribe the capital adequacy framework for banks incorporated in
the Kingdom of Bahrain

This Risk Management and Capitat Adequacy report encompasses the Basel 2 Pillar 3 disclosure requirements preseribed by
the CEB based on the Basel Commuttee s Pillar 3 gudelines The report contains a description of GIB s risk management and
capital adequacy policies and practices including detailed information on the capital adequacy process

Since 2006 GIB [the Group] has routinely been monitoring capitat adequacy for tnternal capital management purposes based
on bath the Basel 2 standardised and the foundaticn internal ratings based (FIRB| approaches for credit sk the standardised
approach for operational risk and the internal models approach for market risk

For requlatory purposes, GIB has adopted the standardised approach for credit nisk In time and subject to the CBB permutting
the use of the internat ratings based approach, GIB plans to adopt the FIRB approach for eredit risk, as it 1s more closely
aligned to the Group s internal capital managernent methodotogies GIB uses the internal models approach for market risk
and the standardised approach for deterrmng the capital requirement for operational risk

The disclosed tier 1 and total capital adequacy ratios comply with the minimum capital requirements under the CBB s Basel
2 framework

GIB s total risk-weighted assets at 31% Decernber 2013 amounied to US$12 921 6 mitlion Credit nisk accounted for 94 5 per
cent, market risk 15 per cent and operational risk 4 0 per cent of the total risk-weighted assets Tier 1 and total regulatory
capital were US$2 185 8 million and US$2 440 9 million respectively

At 31 December 2013, GIB s tier 1 and total capitat adequacy ratios were 16 9 per cent and 18 ¢ per cent respectively GIB
aims to maintan a tier 1 capital adequacy ratio above B per cent and a total capitat adequacy ratio in excess of 12 per cent

G1B views the Baset 2 Pillar 3 disclosures as an important contribution to increased nisk transparency within the banking
ndustry, and partscularly important during market conditions characterised by high uncertainty In this regard, GIB has
provided more disclosure in this repert than is required in accordance with the CBB s Pillar 3 guidelines in order to provide
the level of transparency that 1s believed to be appropriate and relevant to the Group s various stakeholders and market
participants

All frgures presented in this repart are as at 31* December 2013 unless otherwise stated

A
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Risk management and capitat adequacy report (continued)}
31" December 2013

11

al

The Basel 2 framework
The CBB s Basel 2 framework 15 based on three pillars consistent with the Basel 2 framework developed by the Basel
Committee as follows -

- Pillar 1 the catculation of the nsk-weighted amounts (RWAs) and capital requirement
- Pillar 2 the supervisary review process, including the Internal Capital Adequacy Assessment Process (ICAAR]
- Pillar 3 the disciosure of risk management and capital adequacy infermation

Pillar 1

Pillar 1 prescribes the basis for the calculation of the regulatory capital adequacy ratio Pillar 1 sets out the definition
and calculations of the RWAs and the derivation of the regulatory capital base The capital adequacy ratio 15 calculated
by dwviding the requlatory capital base by the total RWAs

With the introduction of Pillar 2, the CBB will implement a rmunimurm ratio threshold to be deterrmined for each institution
yndividually as described n more detail in the Pillar 2 section of this report As at 31% Decernber 2013 and pending
the finalisation of the CBB s Piltar 2 guidetines all banks incorporated in Bahrain are required to maintam a minimum
capital adequacy ratio of 12 per cent

The CBB alse requires banks incorporated in Bahrain to maintain a buffer of 5 per cent above the mimimum capital
adequacy ratio In the event that the capital adeguacy ratio falls belaw 12 5 per cent additional prudential reporting
requirements apply and a farmal action plan setting out the measures to be taken to restore the ratio above the target
level 1s to be formulated and submitted to the CBB Consequently the CBB requires GIB to maintain an effective
ririmum capital adequacy ratio of 125 per cent No separate mimimurn tier 1 ratio is required to be maintained under
the CBB s Basel 2 capital adequacy framework Hawever the maintenance of a strong tier 1 ratio 15 nevertheless a focus
of GIB s internal capitat adequacy assessment process as it represents the core capital of the bank

The table below summarises the approaches available for calculating RWAs for each nisk type 1n accordance with the
CBB s Basel 2 capitat adequacy framework -

: Credit risk Market risk ; Operationalrigk
Standardised approach Standardised approach Bastc indicator approach
Foundation internal ratings based Internat models approach Standardised approach

approach [FIRB]
The approach applied by GIB for each risk type 1s as follows -

Credit risk
For regulatory reporting purposes, GIB applies the standardised approach for credit risk

The RWAs are deterrmined by multiplying the credit exposure by a nisk weight factor dependent on the type of counterparty
and the counterparly s external rating, where available

Internally GIB also calculates the capital requirement under the more risk-sensitive and complex FIRB approach,
although the resultant ratio 1s not baing used for regulatory compliance purposes at present

A
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Risk management and capital adequacy report [continued)

31% December 2013

1. The Basel 2 framewark {continued]

11 Pillar 1 [continued)

bl Market risk
For the regulatory market risk capitat requirement GIB applies the internal models approach based on a Value-at-Risk
[VaRl model The use of the internal models approach for the calculation of regulatory market risk capital has been
approved by the CBB

¢} Operational nisk
linder the CBB s Basel 2 capital adeguacy framework, all banks incorporated in Bahramn are required to apply the basic
indicator appreach for operational risk unless approval 1s granted by the CBB to use the standardised approach The
CB8 s Basel 2 guidebines do not currently permit the use of the advanced measurement appreach [AMA] for operational
risk The standardised approach for the calculation of requlatory operational risk capital has been approved by the CBB
Under the standardised approach, the requlateory capitzl requiremnent Is catculated based on arange of beta coefficients,
rangtng from 12 1o 18 per cent applied to the average gross income for the preceding three financial years for each of
eight predefined business lines

12 Pillar2

Pillar 2 defines the process of supervisory review of an institution s risk management framewcrk and, ultimately 1ts
capital adequacy

Under the CBB s Pillar 2 guidelines, each bank is 1o be indwvidually assessed by the CBB and an indwviduat minimum
capital adequacy ratio 1s to be deterrmined for each bank The CBB 1s yet to undertake the assessment exercises, which
will atlow their setting of mimimum capital ratios in excess of 8 per cent, based on the CBB s assessment of the financiat
strength and risk management pract:ices of the institution Currently, pending finalisatton of the assessment process all
banks incerporated in Bahrarn are required to mamntain a 12 per cent menimum capital adequacy ratio

Pillar 2 comprises two processes -

- an Internal Capital Adequacy Assessment Process (ICAAP] and
- a supervisory review and evaluation process

The ICAAP incorporates a review and evatuation of nisk managerent and capital relative to the nisks to which the bank
15 exposed GIB s ICAAP has been developed around its economic capital framewerk which is designed to ensure that
the Group has sufiicient capilal resources available to meet requlatory and iternal caprtal requirements, even during
periads of econamic or financial stress The ICAAP addresses all components of GIB s nisk management from the daily
management of more material risks to the strategic capital management of the Group

The supervisory review and evsluation precess represents the CBB s review of the Group s capital management and an
assessment of internal contrals and corporate governance The supervisory review and evaluatian process 1s designed
to ensure that institutions identify their material nisks and allocate adequate capital, and emnploy suffictent management
processes to support such risks

The supervisory review and evaluation process also encourages institutions to develop and apply enhanced risk
management technigues for the measurement and meonitoring of risks i addition to the credit market and operational
risks addressed tn the core Pillar 1 framework Other risk types which are not covered by the mimmum capital
requirements in Pillar 1 include Liquidity risk interest rate nisk in the banking hook business sk and concentration
risk These are covered either by capitat or nsk management and mit:gation processes under Pillar 2

A
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Risk management and capital adequacy report (continued)
31" December 2013

1  The Basel 2 framework [continuedi

1.3 Pillar3
tnthe CBB s Basel 2 framework, the third pitlar prescribes how when, and at what level information should be disclosed
about an institution s risk management and capital adequacy practices

The disclosures comprise detailed qualitative and quantitative information The purpose of the Pillar 3 disclosure
requirernents 1s to complemert the first twa pillars and the associated supervisary review process The disclosures are
designed to enable stakeholders and market participants ta assess an nstitution s nisk appetite and risk exposures and
to encourage all banks via market pressures to move toward mare advanced forms of risk management

Under the current regulations, partial disclosure consisting mainly of guantitative analysis 15 required during half year
reparting, whereas fuller disclosure 1s required to concide with the financial year end reporting

In this report GIB's disclosures are beyond the mimmum regulatory requirements and provide disclosure of the risks 10
which it 15 exposed both on- and off-balance sheet The disctosures in this report are in addition to the disclosures set out
in the consolidated financial statements presented n accardance with International Financial Reporting Standards (IFRS]

2  Group structure and averall risk and capital management
This section sets out the consolidation principles and the capital base of GIB as catculated in accordance with the Pillar
1 guidelines and describes the principles and policies applied in the management and control of nisk and capital

21 Group structure
The Group s financial statements are prepared and published on a full consolidation basis, with ali subsidiaries being
cansolidated 1n accordance with IFRS For capitat adequacy purposes, ail subsidianies are included within the Gulf
Internationat Bank BS C Group structure However, the CBB s capital adequacy methodology accommodates both
normal and aggregation forms of consolidation

Under the CBB capital adequacy framework subsidiaries reporting under a Basel 2 framework in other regulatory
jurisdictions may at the banks discretion, be consolidated based on that jurisdiction s Basel 2 framework rather
than based on the CBB s guidelines Under this aggregation consoli¢gation methedology the risk-weighted assets of
subsidranes are consolidated with those of the rest of the Group based on the guidelines of therr respective regulator 1o
determine the Group s total nsk-weighted assets

GIB s principat subsidiary Gulf International Bank (UK] Lirnited (GIBUK], 1s regulated by the Financial Conduct Authority
[FCAJ and the Prudential Regulation Authority [PRA] of the United Kingdom, and has calculated tts nisk-weighted assets
in accordance with the PRAs gurdelines

The principal subsidiaries and basis of consolidation for capital adequacy purposes are as follows -

Subsidiary Domicile Ownership Consolidation basis
. Guif Internationat Bank {UKkLimited « Umted Kingdom . 100% Aggregation '
GIB Capital LLC Saudi Arabia 100% Full Consolidation

Nao investments in subsidiaries are treated as a deduction from the Group s regulatory capital

A
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Group structure and overalt risk and capital management [continued)

Risk and capital management

GIB marntains a prudent and disciplined approach to risk taking by upholding a comprehensive set of nsk management
policies processes and limits employing professienally qualified peopie with the appropnate skills, investing In
technology and traiming and actively promoting a culture of spund risk management at alt levels A key tenet of this
culture 15 the clear segregation of duttes and reporting lines between personnel transacting business and personnel
processing that business The Group s nisk management 1s underpinned by its ability fo identify measure, aggregate and
manage the diferent types of risk it faces

The Board of Directers has created from among its members s Board Risk Policy Commuttee to review the Group s risk
taking activittes and report to the Board in this regard The Board has the ultimate responsibility for setting the overall
risk parameters and toterances within which the Group conducts its activities including responsibility for setting the
capital ratio targets The Board reviews the Group s overall risk profile and significant risk exposures as well as the
Group s major risk policies processes and controls

The Management Committee, chaired by the Chief Executive Officer [CEQ), has the primary responsibtlity for sanctioning
risk taking policies and actvities within the tolerances defined by the Board The Group Risk Committee assists the
Management Committee in performing its risk retated functions

The Group Risk Commuttee, under the chairmanship of the Chief Risk Officer [CRQ] and comprising the Group s most
senior sk professianals, provides a forum for the review and approval of new producis risk measurement methodelogies
and risk control processes The Group Risk Committee also reviews all risk poticies and LUmits that require approval by
the Management Committee The Assets and Liabilities Commuttee [ALCG] chaired by the Chief Financial Officer (CFO),
provides a forum for the review of asset and Liability actmvities within GIB It co-ordinates the asset and liability functions
and serves as a link between the funding sources and usage In the different business areas

From a control perspective the process of sk management is facilitated through a set of independent functions which
report directly to sentor management These functions include Credit Risk, Market Risk Operational Risk Financial
Control and Internal Audit This multi-faceted approach auds the effective management of risk by identifying, measuning
and monitortng risks from a variety of perspectives

Internat Audit 1s respansible for carrying out a nisk-based programme of work designed to prowde assurance that assets
are being safequarded This involves ensuring that contrals are in place and working effectively in accardance with Group
policies and precedures as well as with laws and regulations The work carried cut by Internal Audit iIncludes providing
assurance on the effectiveness of the nsk management functions, as well as that of controls operated by the business units
The Board Audit Comruttee approves the annual audit plan and also receives regular reports of the results of audit work

The Group s policy 1s to maintain a strong capital base so as to maintain investor, creditor and market confidence and to
sustain future business development The Group manages its capital structure and makes adjustments to the structure
1aking account of changes in econermic conditions and strategic business plans The capital structure may be adjusted
through the diwidend payout or the 1ssue of new shares

The CFO 1s responsible for the capital planning process Capital planning includes capital adequacy reporting economic
capital and parameter estmation 1e probabtlity of default (PD) and loss given default (LGD] estimates, used for the
calculation of economic capital The CFO 1s also respensible for the balance sheet management framework

A)
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2.4

a)

Group structure and overall risk and capital management [continued)

Risk and capital management lcontinued)
The governance structure for risk and capital managernent i1s set out in the table below -

X Board of Directors

Board Audit Commattee Board Risk Policy Committee
: Chief Executive Officer
Management Committee Group Risk Committee Assets and Liabilities Committee
{Chairman CEQ} {Chairman CRO) {Chairman. CFO)

The risk, Uquidity and capital management responsibibities are set out in the table below -

i Chief Executive Officer ~ ;
Chief Financiat Officer Chief Risk Officer
(CFO} {CROI
Balance sheet management framewark Risk management framewcrk and policies
Caputat management framework Group credit control
Credit nsk
Market risk
Operationat sk
Liquidity nsk
Risk types

The major nisks associated with the Group s business activities are credit, market, operational and liquidity risk These
risks together with a commentary on the way in which the risks are managed and controtied are set oyt in the following
sections based on the Basel 2 pilar in which the risks are addressed

Risk in Pillar 1
Pilar 1, which forms the basis far the calculation of the raguiatory capital requirement, addresses three specitic risk
types credit market and operational sk

Credit nisk

Credit sk 15 the nsk that a customer, counterparty or an 1ssuer of securities or other financial instrumenis fails
to perform under its contractual payment obligations thus causing the Group lo suffer a loss in terms of cash flow
or market value Credit risk is the predominant risk type faced by the Group in its banking investment and treasury
activities both on- and off-balance sheet Where appropriate the Group seeks to mumamise its credit exposure Using a
vartety of techmques including but not irmted to the followsng -

- entering netting agreements with counterparties that permit the ofisetting of receivables and payables
- obtaining cotlateral

- seeking third party guarantees of the counterparty s obligations

- Imposing restricions and covenants on barrowers

A
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a)

bl

Group structure and overall nisk and capital management (continued)
Risk in Pillar 1 [continued!

Credit sk [continued

Credit nisk s actively managed and rigorousty monitered in accordance with well-defined credit policres and procedures
Prior to the approval of a credit proposal, a detailed credit risk assessment 1s undertaken which incledes an analysts of
the obligor s financial condition, market position, business enviranment and quality of management The risk assessment
generates an internal credit risk rating for each counterparty which affects the credit approval decision and the terms
and conditions of the transactiocn For cross-border transactions, an analysis of country risk 1s also conducted The credit
decision for an individuat counterparty 1s based on the aggregate Group exposure to that counterparty and a2l its related
entities Groupwide cred:it Lirnit 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 0 a
consistent manner Overalt expasures are evaluated tc ensure broad diversification of credit risk Potential concentration
risks by product, industry, single obligor credit risk rating and geography are regularly assessed with a view to improving
overalt partfolio dwerstfication Estabbished limits and actual levels of exposure are regularly reviewed by the Chief Risk
Officer Chief Credit Officer and other members of senior management All credit exposuires are reviewed at least once
a year Credit policies and procedures are designed to identify at an early stage exposures which require more detailed
moenitoring and review The credit risk associated with fereign exchange and derwative instruments 1s assessed In 2
manner simitar to that associated with on-batance sheet actisties The Group principalty utilises derivative transactions
to facilitate customer transactions and for the management of interest and foreign exchange risks associated wath
the Group s tonger-term lending borrowing and investment activities Unlike an-balance sheet products, where the
principal amaunt and interest generally represent the maximum credit exposure, the notional amount relating to 2
foreign exchange or derivative transaction typically exceeds the credit exposure by a substantial margin The measure
of credit exposure for foreign exchange and derivative instruments 1s therefore more appropriately considered to be the
replacement cost at current market rates plus an add-on amount commensurate with the position s size volatility and
remaining lUife Derivative contracts may also carry legal nsk the Group seeks to minirmise these risks by the use of
standard contract agreements

Market risk

Market risk ts the risk of loss of value of a financsal instrument or a portfolio of financial instruments as a result of
adverse changes in market prices and rates and market conditiens such as Liquidity Market nsk arrses from the Group s
trading asset and lability management, and investment actwities

The categonies of market risk to which the Group 1s exposed are as follows -

Interest rate risk results from exposure to changes :n the level slope curvature and volatility of interest rates and
credit spreads The credit spread risk 1s the risk that the interest yield for a security will increase with a reduction tn
the security price, relative to hbenchmark yields as a result of the general market movements for that rating and class
of security Interest rate risk 1s the principal market risk faced by the Group and arises from the Group s mvestment
activities in debt securitres, asset and liabiity management and the trading of debt and off-balance sheet dervative
tnstruments

Foreign exchange risk results fram exposure to changes in the price and volatitity of currency spot and forward rates
The principal foreign exchange risk anises from the Group s foreign exchange ferward and derwative trading activities
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c)

Group structure and overall risk and capital management {continued]

Risk in Pillar 1 [continued)

Market risk [continued)

Equity risk arises from exposures te changes in the price and volatility of individual equities or equity indices

The Group seeks to manage exposure to market nisk through the diversification of exposures across dissimitar markets
and the establishment of hedges in related securittes or off-balence sheet dervative instruments To manage the
Group s exposures, 1n addition to the exercise of business judgement and management experience the Group utilises
limit structures including those relating to positions portfolios matunities and maximurmn allowable losses

A key element in the Group s market risk managerment framework s the estimation of potential future losses that may
arise from adverse market movements The Group utilises Value-at-Risk [VaR] to estimate such losses The VaR s
derwed from quantitative models that use statistical and simulatien methods that take account of all market rates and
prices that may cause a change tn a position s value These include interest rates, foreign exchange rates and equity
prices their respective volatilities and the correlations between these variables The Groups VaR is calculated on a
Monte Carlo simulation basts using historical volatilities and correlatians to generate a profit and loss distribution from
several thousand scenarios

The VaR takes account of potential diversification benefits of different posibons both within and across different
portfolios Consistent with general market practice VaR 1s computed for alt financtal instruments for which tnere are
readily available daily prices er suitable proxies VaR s viewed as an effective risk management tool and a valuable
addition to the non-statistically based Urrut structure 1t permits a consistent and uniform measurement of market risk
across all applicable products and actvities Exposures are monitored against a range of Umits both by nisk calegory and
portfolioc and are regularly reported to and rewewed by senior management and the Board of Directors

An inherent ltmitation of VaR 1s that past market movements may not provide an accurate prediction of future market
losses Historic analyses of market moverments have shown that extreme market movernents [1 & beyond the 99 per cent
confidence level] occur mare frequently than VaR modets predict Stress tests are regularly conducted to estimate the
potential economic losses In such abnarmal markets Stress testing combined with VaR provides a more comprehensive
preture of market nsk The Group regularly performs stress tests that are constructed around changes in market rates
and prices resulting fram pre-defined market stress scenarios including both historical and hypothetical market events
Histarical scenarios include the 1997 Asian crisss, the 1998 Russian crisis the events of 9/11 and the 2008 credit crisis Tn
addition, the Group performs stress testing based on internally developed hypothetical market stress scenarios Stress
testing 1s performed for all matenal market risk portfolios

Operational risk

Operational risk is the risk of loss arising from nadequate or failed internal processes, people and systems or from
external events whether intentional, unintentional or natural It 1s an inherent risk faced by all businesses and covers
a large number cf potential operational risk events including business interruption and systems failures, internal and
external fraud employment practices and workplace safety customer and business practices, transaction execution
and process management, and damage to physical assels
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a)

Group structure and overall risk and capital management [continued)
Risk in Pillar 1 (continued)

Operatianal risk (continued)

Whatst operational nisk cannot be eliminated in its entirety the Group endeavours to runimise the risk by ensuring
that a streng control infrastructure 15 in place throughout the orgamisation The vamous procedures and processes
used to manage operational risk snctude effective statf training, appropriate controls to safeguard assets and records,
regular recenciliation of accounts and transactions close monitoring of risk imits, segregation of dulies and financial
management and reporttng In addition other control strategies including business continuity planming and insurance
are i place to complement the control processes as applicable

The Group has an independent operational nsk function As part of the Groups Operational Risk Management
Framework {ORMF), comprehensive nisk assessments are conducted which identify operational risks inherent in the
Group s activities processes and systems The controls in place to mitigate these risks are also reviewed, and enhanced
if necessary

Risk in Psllar 2

Other risk types are measured and assessed in Pillar 2 G!B measures and manages these risk types although they are
not included 1n the calculation of the regulatory capital adequacy ratio Most of the Pitlar 2 nisks are included in GIB s
calculation of internal economic capital Pillar 2 risk types include bguidity risk, interest rate risk in the banking book
business risk and concentration risk

Liquidity nsk

Liquidity risk 1s the risk that sufficient funds are not available to meet the Group s financial obligations on a punctual
basts as they fall due The nisk arises from the tirning differences between the maturity profiles of the Group s assets and
Labiities Itincludes the risk of losses anising fram the following -

~ forced sale of assets at below normal market prices
- raising of deposits or borrowing funds at excessive rates
- the investment of surplus funds at below market rates

Liquidity management policies are designed to ensure that funds are available.at all tmes to meet the funding
requirements of the Group even i adverse conditions [n normal cenditions the objective 1s to ensure that there are
suificient funds available not anly to meet current financial commitments but aiso lo facititate business expansion
These obyectives are met through the application of prudent liquidity controls These controls provide access to funds
without undue exposure te Increased costs from the liguidation of assets or the aggressive bidding for deposits

The Group s hguidily controts ensure that, over the short-term, the future profite of cash flows from maturing assets 1s
adequately matched to the ratunty of babiittes Liquidity cantrols also provide for the maintenance of a stock of liquid
and readily realisable assets and a diversified deposit base in terms of bath maturities and range of depositors

The management of Lquidity and funding 15 primanly conducted in the Group s indwidual geographic entsties wathen
approved Umits The limits ensure that contractual net cash flows occurning over the fatlowing 3C day period do not
exceed the eligtble stock of available kiguid resources

it)s the Group 5 general policy that each geographic entity should be self-sufficient in relation to funding its awn operations
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2.6

Group structure and overall risk and capital management {continued)
Risk in Pillar 2 {continued)

Liquidity risk {continued}
The Group s lquidity management policies include the following -

- the monioring of (¢) future contractual cash flows against approved imits and (i} the lavel of Liguid resources avallable
in a stress event

- the monitoring of balance sheet iquidity ratios

- the monttoring of the sources of funding in order te ensure that funding 1s derved frorm a dwersified range of sources

- the monitoring of depositor concentrations in order to avaid undue reliance on indwiduat depositors

- the maintenance of a satisfactary laval of term financing

- the maintenance of appropriate standby funding arrangements and

the maintenance of liquidity and funding contingency plans These plans identify early indicators of stress condstions

and prescribe the actions to be taken in the event of a systemic or other cnisis, while mirimising adverse leng-term

imptications for the Group s business activities

1

Interest rate risk in the banking book

Structural interest rate risk arises in the Group s core balance sheet as @ result of mismatches in the repricing of
interest rate sensitive financial assets and Liabilities The asscciated interest rate risk 1s managed within VaR imits and
through the use of models to evaluate the sensitivty of earnings to movements in interest rales

Business risk

Business risk represents the earnings votatility inherent in all businesses due to the uncertainty of revenues and costs
associated with changes in the economic and competitive ervironment Business sk 1s evaluated based on the observed
volability 1n historical profits and losses

Concentration risk
Concentration nisk 15 the risk related o the degree of diversification intha credit portfotio 18 the nsk inherent i doing
business with large customers or not being equally exposed across industries and regions

Concentration risk 1s captured in GIB s economic capital framework through the use of a credit risk portfelio mogel which
constders single-name concentrations in the credit portfolio Economic caprtal add-ons are applied where counterparty
exposures exceed specilied thresholds

Potenuial concentration risks by product, industry single abligar, and geography are regularly assessed with a view to
impraving overall portiolio divarsification Established birmits and actual levels of exposure are regularly reviewed by
sentor management and the Board of Directors

Monitering and reporting
The monttoring and reporting of risk 1s conducted on a daily basis for market and Liquidity risk, and on a monthly or

quarterly basis for credit and operational nisk

Risk reporting 1s regularly made to senior managernent and the Board of Directors The Board of Diwrectors receives
internal risk reports covering market credit, operational and bguidity nisks

Capital management mcluding regulatory and internal economic capial ratios 1s reported to sentor management and
the Beard of Directors on a menthly basis
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Regulatory capital requirements and the capital base
This section describes the Group s regulatory capital reguirements and capital base

The composiion of the tolal regulatory capital requirement was as follows -

Lom 15%

M credit nsk capital
. Operational risk capital
I Market nsk capial

94 5%

3.1 Capital requirements for credit risk

For regulatory reporting purposes GIB calculates the capital requirements for credit risk based on the standardised
approach Under the standardised approach on- and off-balance sheet credit exposures are assigned to exposure
categories based on the type of counterparty or underlying exposure The exposure categories are referred to Inthe CBB s
Basel 2 capital adequacy framewaork as standard portfolios The primary standard portfolios are claims on sovereigns
claims on banks and claims on corporates Following the assignment of exposures to the relevant standard partfolios
the RWAs are derived based on prescribed nsk-weightings Under the standzrdised approach the risk-wetghtings are
provided by the CBB and are determined based an the counterparty s external credit rating The external credit ratings
are derved from eligible externalt rating agencies approved by the CBB GIB uses ratings assigned by Standard & Poor s,
Moody s and Fitch

An overview of the exposures RWAs and capital requirements for credit risk anzlysed by standard portfolio 1s presented
in the table below -

Rated Unrated Total Average Capital

exposure exposure exposure risk weight RWA reguirement

USs$ miltions US$ miltions Us$ mitlions % 1SS millions UsS millions

Sovereigns 40433 - 40433 0% 77 0%
PSEs - 32 32 100% 32 04
Banks 94727 3045 97772 28% 27114 3254
Corporates 11599 83206 94805 93% BB415 10610
Equities - 3102 3102 123% 3828 459
Past due loans - 718 718 139% 795 1ne
Other assets 269 155 3 1822 86% 154 9 i88
14,702 8 91858 23,868 4 51% 12,203 0 1,664 3

Exposures are stated after taking account of credit risk mitigants where applicable The treatment of credit risk mitigation
1s explained in more detail in section 4 4{vi) of this report

The unrated exposure to banks principally represents unrated subordinated loans to rated banks

The defimtions of each standard portiolio and Lhe relaled RWA requirements are set out In seclion 4 of this report

(A)
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Regulatory capital requirements and the capital base (continued]

Capital requirements for market rnisk
GIB uses a Value-at-Risk [VaR] model to calculate the regulatory capital requirements relating to genarat market risk

The VaR calculated by the internal modet (s subject to a multiplication factar determined by the CBB GIB s multiplication
factor has been set at the regutatory msvmum of 3 © by the CBB

Prescribed additions in respect of specific risk are made to general market nsk The resuitant measure of market risk
1s multipbied by 12 5, the reciprocal of the theoretical § per cent mimimum capital ratio, to give market risk-weighted
exposure an a basis consistent with credit risk-weighted exposure

The RWAs and capital reguirements for market risk are presented in the table below -

Capitat

RWA requirement

US$ milllons US$ milllons

Interest rate nisk 1373 165
Foreign exchange risk 137 16
Totzl general market risk 1510 181
Total specific market risk 47 2 57
198 2 238

From April 2012, the general market risk calculation tncludes the addiion of stressed VaR in accordance with CBB
guidelines

Capital requirements for operationat risk
For regulatory reporting purposes the capital requirement for operattonal risk s catculated according to the standardised

approach Under this approach the Group s average gross income over the preceding three financial years 1s multiplied
by a range of beta coefficients The beta coefficients are determined based on the business line generating the gross
income and are prescribed in the CBB s Basel 2 capital adequacy framewori and range from 12 to 18 per cent

The capital requirement for operational risk at 31* December 201 3 amounted to US$62 4 million
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Regulatory capital requirements and the capital base [continued)

Capital base
The regulatory capital base Is set out In the table below -

Tier 1 Tier 2 Total
US% millions US% millions Us$ millions

Share capital 25000 - 25000
Share premium 76 - 76
Compulsory reserve 2067 - 2067
Voluntary reserve 144 2 - 144 2
Retained earnings 1610 31 - (630 3]
Unrealised (losses] / gains on fair valuing equity investments 22 3] 171 (52
Collective impairment provisiens [subject to 1 29% credit RWA imitation] - 1525 1525
Subordinated term finance - 1256 1256
Regulatory capital deductions {40 1) (40 1) (80 2|
Tier 1 and tier 2 capital base 2,185 8 2551 24409

Tier 1 capital 1s defined as capital of the same or close to the character of pard up capitat and comprises share capital,
share premium, retained earnings and eligible reserves Retained zarnings after inclusion of full year profits, are
ncluded 1n tier 1 foltowing the external audit Eligible reserves exclude revaluation gains and losses arising on the
remeasurement to fair value of denvative cash flow hedging transactions, although include unrealised gains and
lasses arising on the remeasurement to fair value of equity investment securities classified as fair value through other
comprehensive income FVTOCI] Unrealised losses on equity investment securities classsfied as FVTOCH are included in
tier 1 capital anc unrealised gans are included in tier 2 capital

Tier 2 capital comprises qualfying subordinated term finance, collective impairment provisions and 45 per cent of
uareatised gross gains ansing on the remeasurement to fair value of equity investment secunlies classified as FVTOCI

The subordinated term finance facitiies amounting to US$125 6 mitlion, represent unsecured ebligations of the Group
and are subordinated in right of payment to the claims of depositors and other creditors of the Group that are not also
subordinated The subordinated term finance has been approved for inclusion in tier 2 capital for regulatory capital
adequacy purposes by the CBB During the last five years before contractual maturity, a cumulative amortisation
(discount] factor of 20 per cent per year 1s to be applied to the facilires At 31% December 2013 the amortisation amount
excluded from tier 2 capital amounted to US%$352 2 mitlion

In accordance with the CBB single obligor regulations, certain large single ocbligor exposures that were pre-approved by
the CBE are required to be treated as regulatory capital deductions The deductions are applied 50 per cent against trer
1 and 50 per cent against tier 2 At 31* Decernber 2013 the aggregate of the large single obligor exposures deducted
from regulatery capital emounted to US$80 2 million

The CBB applies various limits to elements of the regulatory capital base The amount of innovative tier 1 secunities
cannot excead 15 per cen! of total tier 1 capital qualifying tier 2 capitat cannot exceed trer 1 capital and qualifying
subordinated term finance cannot exceed 50 per cent of tier 1 capital There are also restrnctions on the amount of
collective impatrment provisions that may be included as part of tier 2 capitat

(A)
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34 Capital base [continued}
In accordance with the CBB s Basel 2 capital adequacy framework, securitisation exposures that are rated below 8B-or
that are unrated are to be deducted from regulatory caprtal rather than included in RWAs At 31% Decernber 2013 the
Group had ne exposure to secuntisations
There are no impediments on the transfer of funds or regulatory capital within the Group other than restrictions over
transfers of statutory deposits with central banks and safeguards to ensure minimum regulatory capital requirements
are met for subsidiary companies

4  Credit nsk - Pillar 3 disclosures
This section describes the Group s expasure to credit sk and prowides detailed disctosures on credit risk in accordance
with the CBB s Baset 2 framework in relation to Piflar 3 disclosure requirements

4 1 Definition of exposure classes

GIB has z diversified an- and off-balance sheet cradit portfolio, the exposures of which are dwided into the counterparty
axposure classes defined by the CBB s Basel 2 capital adequacy framework for the standardised approach for credit
risk A high-level description of the counterparty exposure classes referred to as standard portfolios in the CBB s Basel
2 capital adequacy framework, and the generic treatments, 1e the risk weights to be used to derve the RWAs are as
follows -

Soverergns portfotio

The sovereigns portfolio comprises exposures to governments and their respective central banks The rnisk weights are 0
per cent for exposures in the relevant domestic currency or in any currency for exposures to GCC governments Foretgn
currency claims on other sovereigns are risk-waighted based on thei external credit ratings

Certamn multilateral development banks as deterrmined by the CBB may be included in the sovereigns portfolio and
treated as exposures with a 0 per cent risk-weighting

PSE portfolio

Public sector entities [PSEs] are risk-weighted according to their external ratings with the exception of Bahrain PSEs
and domestic currency ¢clasms on other PSEs which are assigned a 0 per cent nsk weight by their respective country
regulator

Banks portfolio
Claims on banks are nsk-weighted based on their external credit ratings A preferential risk weight treatmentis available
for qualifying shorl-term exposures Short-term exposures are defined as exposures with an ariginal tenor of three
manths or less

The Banks porifolic also includes claims on investment firms, which are risk-weighted based on their external credit
ratings although without any aption for preferential treatrment for short-term exposures

Corpaorates portfolio

Claims on corporates are risk-weighted based on their external credit ratings A 100 per cent risk weight 15 assigned
to unrated corporate exposures A preferential risk weight treatment 1s available for certain corporates owned by the
Gavernment of Bahrain as determined by the CBB, which are assigned & O per cent risk weight

0
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Credit risk - Pillar 3 disclosures [continued)
Definition of exposure classes (continued)

Equities portfolio

The equities portfolio comprises equity investments in the banking book, 1e In the investment securities portfalio and
non-qualifying equities and funds in the trading portfolie The credit [specific] sk for qualifying equilies in Lhe trading
book 1s inctuded 1n market risk RWAs for regulatory capital adequacy calculation purposes

A 100 per cent risk weight 1s assigned to listed equities and funds Unlisted equities and funds are risk-weighted at 150
per cent Investments in rated funds are nsk-weighted according to their external credit rating Equity investments in
securitisations are deducted from the regulatory capital base

In addition te the standard pertfolios other exposures are assigned to the following exposure classes -

Past due exposures

All past dua loan exposures, rrespective of the categorisation of the expasure if it were performing, are classified
separately under the past due exposures asset class A risk-weighting of either 100 per cent or 150 per cent 1s applied
depending on the levet of prowision maintained against the loan

Other assets and holdings of securitisation tranches
Other assets are risk-weighted at 100 per cent

Securitisation tranches are risk-werghted based on their external credit ratings and tenor Risk-weightings range from
20 per cent to 650 per cent Exposures to securitisation tranches that are rated below BB- or are unrated are deducted
from regulatory capital rather than being subject to a risk wetght

External rating agencies

GIB uses ratings 1ssued by Standard & Poor s, Moody s and Fitch ta derive the risk-weightings under the CBB s Basel 2
capitat adequacy framework Where ratings vary between rating agencies, the highest rating from the lowest two ratings
15 used to derwe the nisk-weightings for requlatory capital adequacy purposes

Credit rsk presentation under Basel 2
The credit nsk exposures presented in this report may differ from the credit nisk exposures reperted in the consolidated
financial staternents Differences arise due lo the application of different methodologies as illustraled below -

- Under the CBB s Basel 2 framework off-balance sheet exposures are converted into credit exposure equivalents by
applying a cred:t conversion factor [CCF} The off-balance sheet exposure 1s multiplied by the relevant CCF applicable
to the off-balance sheet exposure category Subsequently the exposure is {reated in accordance with the standard
portfolios referred to in section 4 1 of this repart 1n the same manner as on-balance sheet exposures

- Credit fisk exposure reparting under Pillar 3 1s frequently reported by standard portfolios based on the type of
counterparty The financial statement presentation IS based on asset class rather than the relevant counterparty For
example a loan to a bank would be classified in the Banks standard portfobio under the capiial adequacy framework
although 1s classified in toans and advances in the consolidated financial statements

Certain eligible collateral is applied te reduce exposure under the Basel 2 capital adequacy framework whereas no
such collateral netting 15 applicable in the consolidated financial statements

A
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43 Credit risk presentation under Basel 2 [continued)
- Based on the CBB s Basel 2 guidelines certain exposures are either included i or deducted from regulatory captal
rather than treated as an asset as inthe consolidated financial statemants
- Under the CBB s Basel 2 capitat adequacy framework external rating agency ratings are based on the highest rating
from the lowest two ratings whule for internal credit sk raanagement purposes the Group uses the lowest raling
4 & Credit exposure
al Gross credit exposure

The gross and average gross exposuretocredit nisk before applying coltateral guarantees and other credit enhancements
was as follows -

Gross credit  Average gross
exposure credit exposure

US$ millions. US$ miliions
Balance sheet items -
Cash and other liquid assets 16594 1,476 4
Securities purchased under agreements to resell 17427 19145
Placements 52646 55191
Trading securities 509 8% 6
Investment securities 3,7258 3,7271
Loans and advances 83172 78820
Accrued interest receivable 900 922
Total on-balance sheet credit exposure 20,850 & 20,300 9
Off-balance sheet items -
Credit-related contingent items 5,140 1 45872
Derwative and foreign exchange instruments 33N 3280
Total off-balance sheet credit exposure 5,479 2 49152
Total gross credit exposure 26,3298 25,2161

The average gross credit exposure 1s based on daily averages during the year ended 31% December 2013

The gross credi exposure for dervative and foreign exchange instruments 15 the replacement cost {current exposure}
representing the cost of reptacing the contracts at current market rates shoutd the counterparty default prior to the
settlement date The gross credit exposure reported in the table above does notnclude potential future exposure Further
details on the counterparty credit nisk retating 1o off-balance sheet exposures are set out in seckion 7 30) of this report

0
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Credit risk - Pillar 3 disclosures [continued)

Credit exposure [continued]

Credit exposure by geography

The classification of credit exposure by geography, based an the location of the counterparty, was as follows -

Placements,
reverse repos

Accrued

& ather liquid Loans and interest Off-balance
assets Securities advances receivable sheet tems Total
US% millions  S% milliens  US$ millions  US$ multions  US% millions  US$ millions
GCC 33410 1745 6 78083 501 4,684 9 17 649 9
Other MENA 425 26 223 o1 07 482
Europe 35824 1,153 3 3316 279 449 6 5544 8
North America 11802 5500 014 78 2610 21104
Asia 5206 2923 83 39 830 9081
Latin America - 29 453 02 - 48 4
8,666 7 3,776 7 8,317 2 900 5,479 2 26,329 8
The MENA region compnises the Middle East and North Africa
Credit exposure by industrial sector
The classification of credit exposure by industrial sector was as fallows -
Ptacements,
reverse repos Accrued
& other liqu:d Loans and interest Off-balance
assets Securities advances receivable sheetitems Total
US$ mitlions  US$ milllens  US% millions  US% mallions  US$ millllons  US$ millions
Financial services 65372 1,934 0 11737 44 3 376 4 10045 6
Construction - - 6280 34 34431 40947
Government 21295 10988 83 134 1323 33825
Energy, o1l and petrochemical - 2854 22543 80 5857 31334
Trading and services - - 15568 50 3457 1,508 5
Transportation - 497 10277 19 945 1,173 8
Manufacturing - - 9008 42 2041 1,109 1
Communication - 42 6 2939 15 431 3811
Equity investments - 3593 - - 33 3426
Real estate - 69 269 6 158 302 308 2
Other - - 2041 54 2008 410 3
8,666 7 3,776 7 8,317 2 900 5,479 2 256,329 8
A}
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Credit risk - Pillar 3 disclosures [continued]
Credit exposure [continued}

Credit exposure by internal rating

The credit nisk profile based on internal credit ratings was as follows -

Placements,
reverse repos Accrued
& other Liquid Loans and Interest Off-balance
assets Secunities  advances recervable sheetitems Total
us$ millions  US$ mitlions  US$ millions  US$ milliens __ US$ millions _ US$ miltlons

Neither past due nor impaired
Rating grades 1to 4- 8,591 6 3,417 4 50560 751 17671 18,907 2
Rating grades 5+ to 5- 751 - 278410 135 36520 6,524 6
Rating grades &+ to 6- - - 3622 11 516 4149
Rating grade 7 - - - 03 52 55
Equity investments - 3593 - - 33 362 6
Carrying amount 86667 37767 B2022 90 54792 262148
Past due but not impaired
Rating grades 1to 7 - - 535 - - 535
Carrying amount - - 535 - - 535
Past due and individually impaired
Rating grade 7 - - 68 - - 68
Rating grade 9 - - 192 - - 192
Carrying amount - - 240 - - 260
Indivadually impaired but not past due
Rating grade 8 - - 355 - - 355
Carrying amount - - 3556 - - 355

8,666 7 3,776 7 8,317 2 900 54792 26,3298

The analysis 15 presented prior to the application of credit nsk mibigation techniques

The Group s nternal credit rating system 1s commented on in more detail 1in section 8 1 of this report
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Credit risk - Pillar 3 disclosures lcontinued)
Credit exposure [continued}

Credit exposure by maturity
The maturity profile of funded credit exposures based on contractuat maturity dates was as follows -

Placements,
reverse repos Accrued
& other iquid Loans and interest
assets Securittes  advances recewvable Total

US$ milllons  US$ millions  US$ mitlions  US$ milllons  USS$ miltions

Within 3 months 75219 2615 27458 650 10 594 2
4 months to 1 year 11448 4754 13569 250 30021
Years 210 5 - 25502 3063596 - 55858
Years 610 10 - 113 800 4 - 117
Years 11to 20 - 267 3280 - 3547
Qver 20 years and other - 3514 505 - 4021

B,6667 3,776 7 8,317 2 fc0 20,850 &

An analysis of off-balance sheet exposure 1s set out In section 7 of this report
Secunities exposure over 20 years comprises equity investments and the secunities non-spectic provision

Equities held in the banking book

Equity investments included in investment secunities in the consolidated balance sheet are included n the equities
standard portfolio 1n the Pillar 1 credst nsk capital adequacy framework Such equity investment securities principally
comprtse listed equities received in settlement of a past due loan investments of a private equity nature, and investments
in funds managed by specialist managers

At 31 Decermber 2013 equity investment securities held in the banking book amounted to US$308 4 million of which
USH164 9 million comprised listed equities recewved 1n settlerment of a secured past due loan and US$246 7 million
comprised managed funds

Dunng the year ended 31* Decemnber 2013 US$3 4 mullien of gams were realised on equity vestments At 31%
December 2013 gross unreatised gains on equity investment securities amounted to US$38 ¢ miltion 45 per cent of
the unrealised gans, or US$17 1 million, was included in tier 2 capital Gross unrealised losses on equity investrment
secunities amaunted 1o US$22 3 million and were deducted from tier 1 capital in accordance with the CBB s Basel 2
capital adequacy framework

Credit rnisk mitigateon

The credit exposure information presented in section 4 of this report represents gross exposures prior to the application
of any credit risk mitigants Collateral stems and quarantees which can be used for credit nsk mitigation under the
capital adequacy framework are referred to as eligible coilateral Only certain types of collateral and some i1ssuers
of guarantees are eligible for preferential nsk weights for regulatory capital adequacy purposes Furthermore the
collateral managemant process and the terms in the collaterat agreements have to fullil the CBB s prescribed minimum
requirements {such as procedures for the momtoring of market values insurance and legal certainty] set out In their
capital agequacy regulations
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Credit risk - Pillar 3 disclosures [continued)
Credit exposure [continued]

Credit sk mitigation [continued]
The reduction of the capital requirement attributable to credit nsk mitigatien 1s calculated in different ways depending
on the type of credit sk mitigation as follows -

- Adjusted exposure amount GIB uses the comprehensive method for financial collateral such as cash, bonds and
shares The exposure amount is adjusted with regard to the financiai collateral The size of the adjustment depends
on the votatility of the collateral and the exposure GIB uses volatility adjusiments specified by the CBB known as
supervisory haircuts, to reduce the beneiit of collateral and to Increase the magnitude of the exposure

Substitution of counterparty The substitution method 15 used for guarantees, whereby the rating of the counterpartyis
substituted with the rating of the guarantor This means that the credit nisk in respect of the counterparty 1s substituted
by the credit risk of the guarantor and the capital requirement s thereby reduced Hence a fully guzsranteed exposure
witl be assigned the same capital treatment as 1f the exposure was ta the guarantor rather than to the counterparty

Descriptian of the main types of credit nsk mitigation

GIB uses a variety of credit risk mitigation techniques in several different markets which contnbute to risk diversification
and credit pretection The different credit nisk mitigation techniques such as collaterat, guarantees credit derivatives
netting agresments and covenants arve used to reduce credit nisk All credit nsk mitigation activities are not necessartly
recagnised for capital adequacy purposes as they are not defined as eligible under the CBB s Basel 2 capital adequacy
framewark e g covenants and non-eligible tangible coliateral such as unguoted eguities

Exposures secured by eligibte financial collateral. guarantees and credit derwatives, presented by standard pertfolio
were as follows -

Of which secured by
Exposure before Eugible Eligible guarantees
credst risk mitigation collateral or credit derivatives
US$ mittions us$ millions US$ mitlions
Sovereigns 3132 - 3132
Banks 37796 2,4351 11587

Corporates 2331 1129 -

Guarantees and credit derivatives

Only eligible providers of guarantees and credit dervatives may be recogrused in the standardised approach for credit

risk Guarantees issued by corporate entties may only be taken into account sf their rating corresponds to A- or higher
The guaranieed exposures receive the risk weight of the guarantor

GIB uses credit dervatives as credit risk protection onty 1o a limited extent as the credit portfolio 1s considered to be

weall divers:fied

A
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Credit risk - Pillar 3 disclosures [continued)
Credit exposure (continued)
Credit nisk mitigatton [continued]

Collateral and valuation principles

The amount and type of collateral i1s dependent upon the assessment of the credit nisk of the counterparty The market /
fair value of the collateral I1s actively monitored on & regutar basis and requests are made for addibonal collateral in
accordance wath the terms of the facility agreements In general lending s based on the customer s repayment capacity
rather than the collateral valve However collateral i1s considered the secondary alternative if the repayment capacity
proves inadequate Collateral s not usually held against securities or placements

Types of eligible collateral commonly accepted
The Group holds collateral against loans and advances i the form of physical assets cash deposits, securtties and
guarantees

Impaired credit facilities and provisions for impairment

Indiwvidually imgaired financial assets represent assets for which there ts objective evidence that the Group will not
collect all amounts due including both principat and interest in accordance with the contractual terms of the obligation
Objective evidence that a financial asset 1s impaired may include a breach of contract, such as default or delinguency in
interest or principal payments, the granting of a concession that for economic or legal reasons relating to the borrower s
financtal difficulties, would not otherwise be considered ndications that « 1s probable that the borrower will enter
bankruptcy ar ather financial re-organrsation the disappearance of an active market, or other observable data relating
to a group of assets such as adverse changes in the payment status of borrowers or issuers in the group or economic
cenditions that correlate with defaults in the group

Provisions for imparrment are determined based on the difference between the net carrying ameunt and the recoverable
amount of a financial asset The recoverable amount 1s measured as the present value of expected future cash flows
enctuding amounts recoverable from guarantees and celtatersl

Provisions for impairment are also measured and recognised on a collective basis in respect of impairments that exist
at the reparting date but which wilt only be individually identified in the fulure Future cash flows for financiat assets that
are collectively assessed for impasrment are estimated based on contractual cash flows and historical loss experiences
for assets with similar credit nsk charactenstics Historical loss experience is adjusted based on current observable
dala, 1o reflect the effects of current conditions that di:d not affect the period an which the historical loss experience
1s based Provisions for impairment are recognised in the consolidated slatement of inceme and are reflecied in an
allowance account agamnst loans and advances and investment securities
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45 1Impaired credit facilities and provisions for impairment {continued)
a}l Impaired loan facilities and related provisions for imparment
Imparired loan facibties and the related provisions for impairment were as follows -
Gross  Impairment
exposure provisions Net exposure
USS millions US$ mitlions USs$ millions
Corporates 2813 255 3 260
Financial institutions 1721 1680 41
453 4 4233 301
Impaired loan facilities of US$453 4 milbon include leans amounting to US$44 3 million that were not past due but for
which spectic provisions had been esiablished as a matter of prudency 9 8 per cent of impaired loan faciliies were
therefore current In terms of both principal and interest Total specific provisions represented 93 4 per cent of loans
against which a specific provision had been made
The impaired loan facilities were principally to counterparties in the GCC
b} Provisions for impairment - loans and advances
The movements in the provisions for the impairment of loans and advances were as follows -
Specific provisions
Finanoal Collective Total
Corporates institutions Total provisions  provisions
USS$ milliens US$ millions US$ millions US$ milllons Us$ millions
At 1% January 2013 2436 1931 4367 1890 6257
Exchange rate movements - 03 03 - 03
Amounts utilised - [389] (389 - 138 %}
Amounts reallocated 210 - 210 (210 -
[Releasel / charge for the year %3 135 47 - 42
At 31 December 2013 2553 168 0 4233 168 0 5913
Stressed probabilities of defautt are anticipated to result from the impact of the global recession on the regionat economic
emvironrent The probabilities of default applied in the calculation of the collective provisicns of impairment equated to
a speculative-grade mean default rate of 13 9 per cent exceeding the previous histarical high corporate default levels
witnessed i July 1991
¢} Impartred iInvestment secunities and related provisions fer impairment
There were no impaired debt investmeant securities at 31 December 201 3
d) Provisions for impairment - investment securittes

There were no movements n the collective proviston for the impairment of nvestrnent securities during the year ended

31% December 2013 The collective provision at 31% December 2013 was US$7 7 mutlion

0
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Credit nsk - Pillar 3 disclosures [continued)

Past due facilities

In accordance with guidelines 1ssued by the CBB, credit facilities are placed on non-accrual status and interest income
suspended when either principal or interest 1s overdue by 90 days whereupon unpaid and acerued interest 1s reversed
from incame Interest on nen-accrual facilities 1s included i income enly when received Credit faciities classified as
past due are assessed for impairment in accordance with the IFRS guidelines as set out in section 4 5 of this report A
specific provision s established only where there s objective evidence that a credu facibity 1s impaired

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

Carrying
Gross amount
US$ millions US$ millions

Corporates 336 4 497
Financial Institutions 1395 17
4759 614

The past due loan facilthies were principally to counterparties in the GCC
Non-specific loan provisions of US$168 0 mAlion represented 2 7 tmes the net carrying amount of past due loans

The averdue status of gross past due loans based on original contractual maturities were as follows -

Less than Years Over
1 year 2and 3 3 years Total
USS mikllons tS$ millions US$ millions 5% millions

Corporates 58 6 930 1848 3364
Financial Institutions - 117 1278 1395

58 & 104 7 3124 475 9
Investment securitres

There were no debt investment secunities for which either principal or interest was over 90 days past due
Market risk - Pillar 3 disclosures

Market risk

Market risk 1s the nsk of loss due to adverse changes in interest rates foreign exchange rates equity prices and market
conditions such as lquidity The principal market risks to which the Group 1s exposed are interest rate risk and foreign
exchange risk associated wrth its trading vestment and asset and liability management activities The portfolio
effects of halding a diversified range of instruments across a variety of businesses and geographic argas contribute o a
reduction in the potential negative impact on earmngs from market risk factors

The Group s trading and foreign exchange activities principally comprise trading in debt secunties foreign exchange
and derwative financial instruments Derwvative financial instruments include futures, forwards swaps and options in
the interest rate and foreign exchange markets The Group manages and controls the market risk within its trading
portfolios through limit structures of both a VaR and non-VaR nature Non-VaR based constraints relate, inter alia, to
positions volumes, concentrations allowable losses and maturities
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Market risk - Piltar 3 disclosures [contnued)

YaR model

A key element in the Group s market risk management framework Is the estimation of potentiat future losses that may
arise from adverse market movements Exposure to general market risk1s calculated utiising a VaR model The use of
the internal model approach for the calculation of the capital requirement for general market nsk has been approved
by the CBB The multiplicatson factor to be applied to the VaR calculated by the internal model has been set at the
regulatory mimimum of 3 0 by the CBB

An inherent limitation of VaR 1s that past market movernents may not prowide an accurate prediction of future market
losses Historie analyses of market movements have shown thal exireme market movements {1 e beyond the 99 per
cent confidence level] accur mare frequently than VaR models predict Stress tesls are therefore ragularly conducted to
estimate the potential economic losses n such abnormat markets Stress testing combined with VaR prowides a more
comprehensive picture of market risk The Group regutarly performs stress tests that are constructed around changes in
market rates and prices resulting from pre-defined market stress scenzrios including both histerical and hypothetical
market events Historical scenarios include the 1997 Asian crisis the 1998 Russian crisis the events of 9/11 and the
2008 credit crists In addition, the Group performs stress testing based on internally developed hypothetical market
stress scenarios Stress testing 1s performed for all material market risk portfolios

From April 2012 the CBB has required that the VaR used for reguiatory capital adequacy purposes incorporate 3 stressed
VaR measure This measure 1s intended to replicate the VaR for the Group s market risk exposures during periods of
stress The stressed VaR Is :ncreased by the multiplication factor and then added to the actual VaR to determine the
regulatory capital requirement for market risk

A key objective of asset and Liability management 1s the maximisation of met interest income through the proactive
management of the asset and liability repricing profile based on anticipated movements in interest rales VaR-based
limils are utilised to manage the risk associaled with fluctuations in Interest earmngs resulting from changes in inlerest
rates The asset and Liablty repricing profile of the variaus asset and liability categories 1s set oui in section 8 2l of
this report

For internal sk management purposes, the Group measures losses that are anticipated to occur wathin a 95 per cent
confidence level internally the Group measures VaR utilising @ ene-month assumed halding period for beth trading
and banking book positiens For regulatory capital adequacy purposes, the figures are calcutated using the regulatory
VaR basis at a 99 per cent confidence level (2 33 standard dewviations] and a ten-day holding period using one-year
unweighted historical daily movements in market rates and prices Correlations across broad risk categores are
excluded for regulatory capital adequacy purpeses

The VaR for the Group s trading positions as calculated in accordance with the requlatory parameters set out above was
as follows -

311213 Average High Low

Us$ millions USS millions uUs$ milllons US$ millions.

Total VaR 10 13 23 0%
Tatal undwersified stressed VaR 20 38 53 20
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5  Marketrisk - Pillar 3 disclosure [continued)]

52 VaR model {continued)
The graph below sets out the total VaR for all the Group s trading activities at the close of each business day throughout
the year ended 31* December 2013 -

30

] L
(=] w

US%$ millons
p

a0

Trading Value-at-Risk daily devetopment

Feb March April May June July Aug Sep Oct Nav Dec

The daily trading profits and losses during the year ended 31* Decernber 2013 are summarised as follows -
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Market risk - Pilar 3 disclosure [continued)

VaR model [continued}

The Group conducts daily YaR back testing both for regulatory campliance purposes and for the internal evaluation of
VaR against aclual trading profits and losses During the year ended 31# December 2013 there were no instances of a
daily trading loss exceeding the trading VaR at the close of business on the previous business day

The five largest daily trading losses during the year ended 31* Decernber 2013 compared to the 1-day VaR at the close
of business on the previous business day were as follows -

Daily trading losses  1-day VaR
US$ th e US$ thousands

21% June 8 31
2" August b 27
21% March 5 17
10 May 5 20
5" April 4 1

Sensitivity analysis

The sensitivity of the interest rate risk in the banking book to changes ininterest rates 15 set outin section 8 2L of this
report

Following the adoptson of IFRS ¢ Financial Instruments Recognition and Measurement with effect from 19 January 2012
the Group 5 investment debt securities are measured at amertised cost However, the Group nevertheless monitors the
impact of changes n credit spreads on the fair value of the debt securities

Operational nsk - Pillar 3 disclosures

Operational risk

Whilst operational nisk cannot be eliminated in its entirety the Group endeavours to mimmise it by ensunng that a
strong control infrastruciure 1s 1n place throughout the orgamsation The various procedures and processes used to
manage operational risk include effecve staff traming, appropriate controls to safeguard assets and records regutar
raconcilialion of accounts and transactions, close monttoring of nsk limits segregation of duties, and financial
management and reporting In addition, other control strategies including business continuity planning and insurance
are In place to complement the procedures, as applicable

As part of the Group s Operational Risk Management Framework [ORMF], comprehensive risk setf-assessments are
cenducted, which identify the operatianal risks mherent tn the Group s activities processes and systems The controls
in place to mitigate these risks are also reviewed and enhanced as necessary A dalabase of measurable operational
risk events Is maintained together with a record of key risk (ndicators which can provide an early warning of possible
operational risk

The capital requirement for operational risk 1s calculated for regulatory purposes according to the standardised
approach, in which the regulatory capital requirement 1s calculated based on a range of beta coefficients ranging from
12 to 18 per cent, applied ta the average gross income for the preceding three financial years for each of eight predefined
business lines Consequently, the operational risk capitat requirement is updated only on an annual basis
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Oif-balance sheet exposure and securitisations
Dff-balance sheet exposures are divided into two exposure types In accordance with the calculation of credit nsk RWAs
in the CBB s Basel 2 capital adequacy framework -

- Credit-related contingent items Credit-related contingent 1tems comprise guarantees credit commitments and
unutitised approved credit facilies

- Derwative and foreign exchange instruments Derivative and forergn exchange instruments are contracts the value of
which is derived from one or more underly:ng financial instruments or indices and include futures forwards, swaps
and options n the interest rate foreign exchange equity and credit markets

In additron to counterparty credit nsk measured within the Basel 2 credit nisk framework derwvatives also incorporate
exposure to market risk and carry a potential market nisk capital requirernent as commented on in mare detail in
section 5 of this report

For the two off-balance exposure types, there are different possible values for the calculation base of the regulatory
capstal requirement as commented on below -

Credit-related contingent items

For credit-related contingent items the notional principal amount 1S converted to an exposure at defautt (EAD] through
the application of a credit conversion factor fCCF] The CCF factor 1s 50 per cent or 100 per cent depending on the type
of contingent item, and 1s intended to convert off-balance sheet notienal amounts into equivatent on-balance sheet
exposures

Credit commitmenis and unutilised approved credit facilities represent commitments that have not been drawndown
or utiised The notional amount prowdes the calculation base to which a CCF 15 applied for calculating the EAD The
CCF ranges between 0 per cent and 100 per cent dependtng on the approach, product type and whether the unutilised
armounts are unconditionally cancellable or irrevocable

The table below summanses the notonal principal amounts RWAs and capital requirements for each credit-related
contingent category -

Notional
principal Capitat
amount RWA requirement

US$ millions US% millians US$ millions

Direct credit substitutes 2224 4786 574
Transaction-related contingent items 24821 2170 100
Short-term self-liquidating trade-related contingent items 7070 1061 127
Commitments 14286 4521 54 3

5,140.1 1,953 8 234 4

Commitments include undrawn loan commitments and underwriiing commmitments under note 1ssuance and revolving
facilities, and may be drawndown on demand

The notronal principal amounts reported above are stated gross before applying credit risk mitigants, such as cash
collateral guarantees and counter-indemmittes At 31* December 2013 the Group held cash collateral guarantees
counter-indemnities or other high quality collateral in relation to credit-related contingent items amounting to
US$985 8 rmullion
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Derivative and foreign exchange instruments

The Group utilises derivative and fareign exchange instruments to meet the needs of its customers to generate trading
revenues and as part of Its assat and Lability management actmty te hedge 1ts own exposure to market risk Dervative
and foreign exchange instruments are subject 10 the same types of credit and market nsk as other financial instruments
The Group has appropriate and comprehensive Board-approved policies and procedures for the control of exposure to
bath credit and market risk from its derivative and foreign exchange activities

In the case of derivative transactians, the notional principal typically dees not change hands It 1s simply a quantity
which 1s used to calculate payments While notional principal 1s a volume measure used in the dervative and foreign
exchange markets 1tis neither a measure of market nar credit risk The Group s measure of credit exposure 1s the cost
of replacing contracts at current market rates should the counterparty default prier to the setttement date Credit nsk
amounts represent the gross unrealised gains on nen-margined transactions before taking account of any collateral
held or any master netting agreements in place

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 counterparlies who negotiate specific agreement terms
including the underlying instrument, notional amount maturity and, where appropriate, exercise price In generat,
the terms and conditions of these transactions are tallored to the requirements of the Group s customers although
conform lo nermal market practice Industry standard documentation is used mast commonty in the form of a master
agreement The existence of a master netting agreement 15 intended to provide protection to the Group i the event of
a counterparly default

The Group s derwative and foresgn exchange actmties are predominantly short-term in nature Transactions with
maturities over ane year principally represent either futly offset trading transactions or transactions that are designated
and qualify, as fair value or cash flow hedges

The aggregate notional amaunts for derwative and foreign exchange nstruments at 31% December 2013 were as follows -

Trading Hedging Total
USS millllens US$ millions US$ milliens

Foreign exchange contracts -

Unmatured spot forward and futures contracts 6,422 5 15992 80217
Options purchased 2927 - 2927
Options written 2927 - 2927

7007 ¢ 15992 8 607 1

Interest rate contracts -

Interest rate swaps 11345 76155 87470
Cross currency swaps - 5333 5333
Options, caps and floors purchased 243 - 243
Options, caps and floors written 263 - 243
11801 81488 93289

8,188 0 9,748 0 17,936 0
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Off-balance sheet exposure and securitisations {continued|

Counterparty credit risk

Counterparty credit nisk is the risk that a counterparty to a contract In the interest rate, foreign exchange equity or credit
markets defaults prior to the matunity of the contract The counterparty credit risk for dervative and forergn exchange
instrurments 1s subject to credit imits on the same basis as cther credit exposures Counterparty credit nsk arises in
both the trading book and the banking book

Counterparty credit risk cateulation

For regulatory capital adequacy purposes, GIB uses the current exposure method to calculate the exposure for
counterparty credit risk for denvative and foreign exchange instruments in accordance with the credit risk framework in
the CBB s Basel 2 capital adequacy framework Cradit exposure comprises the sum of current exposure [replacement
cost] and potential future exposure The potential future exposure is an estimate, which reflects possible changes in
the market value of the indwvidual contract during the remaining bfe of the contract and 1s measured as the notional
princepat amount multiplied by a nsk weight The risk wesght depends on the nisk categorisation of the contract and the
contract s remaining ife Netting of potential future exposures on contracts within the same legally enforceatle netting
agreement s dene as a function of the gross potential future exposure

The EAD RWAs and capital requirernents for the counterparty credit risk of denvative and foreign exchange instruments
analysed by standard portfolio 1s presented in the table below -

Exposure at Default (EAD)
Current Future Total Capital
exposure exposure exposure RWA requirement
Us$ millions USS millions iSS millions US$ millions US$ milltans

Banks 2350 457 a7 945 13
Corporates 360 43 403 50 06
Governments 671 - 671 - -

3391 700 409 1 995 119

Mitigation of counterparty credit risk exposure

Risk mitigation techniques are widely used to reduce exposure to single ceunterparties The most commen risk
miligation technique far derivative and foreign exchange-related exposure 1s the use of master netling agreements,
which allow the Group to net positive and negative replacement values of centracts under the agreement 1n the event
of default of the counterparty

The reduction of counterparty credit sk exposure for derwvative and foreign exchange instruments through the use of
risk mitigation technigues 1s demonstrated as foltows -

Effect Netted

Current of netting current
exposure agreements exposure
U5% millions LSS milllens Us$ millions

Counterparty credit nsk exposure 3391 [6 8] 3325

A

TABLE OF
CONTENTS




...-————@—— ANNUAL REPORT 2013

Risk management and capital adequacy report (continued]}
31 December 2013

74

81

Off-balance sheet exposure and securitisations tcontinued]

Securitisations

Securitisations are defined as struciures where the cash flow frem an underlying poot of exposures is used to secure
at least two different stratfied risk positions or tranches reflecting different degrees of credit risk Payments to the
investors depend upon the performance of the underlying exposures, as opposed to being derived from an obligation of
the enuity originating those exposures

At 31% Decernber 2013, the Group had no exposure to securitisation tranches

The Group provides collateral management services to five coltateralised debt obligatons [CDOs] 1ssued between 2002
and 2006 The CDOs are intended to extract relative value from a wide range of asset classes across a broad spectrum of
credit ratings The underlying collateral of the CDOs includes leveraged loans restdential and commercial real estate
consumer hinance lending to small and medium sized enterprses and othar recewables Each CDO holds up to 65
individual investments

At 31% December 2013 the underlying investments 1n the CDOs for which the Group acled as cotlateral manager
amounted to US$0 8 billion At 31% December 2013, GiB did not hold any exposure to CDOs managed by the Group

Internal capital including other risk types
GIB manages and measures other risk types that are notincluded under Pillar 11n the CBB s Basel 2 framework These
are principally covered 1n the Group s Internal economic capital model

This section describes GIB s economic capital model and discusses the treatment of the other risk types that are not
addressed 1n Pillar 1 of the CBB s Basel 2 framework

Economic capital model
For manyyears GiB has applied economic capitat and risk-adjusted return on capital [RAROC] methodologies which are
used for both decision making purposes and performance reporfing and evaluation

GIB calcutates econamic capital for the following major nisk types credit market and operating risk Operating nsk
ineludes business risk Additionatly the econommic capital model explicitly incorporates concentration risk, interest rate
risk 1n the banking book and business risk

The composition of econornic capital by nisk type and business unit was as follows -

§9% 08%

15 0% - 1

2B2%
B Credtt risk capial

. Market risk capital
- Operaung nsk capital

BB Whotesale banking

I Treasury
. Financial markets

781% 75 9%
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Internal capital including other risk types {continued]

Economie capital medel (continued]
The primary differences between economic capital and regulatory capital under the CBBs Basel 2 framework are
summarised as follows -

- In the economic capital methodology the confidence level for ali risk lypes 15 set at 99 88 per cent, compared 1o 990
per cent in the CBB s Basel 2 framework

credit risk 1s calculated using GIB s estimates cf probabitity of default loss qiven default and exposures at default
rather than the regulatory values n the standardised approach

the economic capital model utilises GIB s embedded internal rating system as described in more detail later in this
section of the report te rate counterparties rather than using the ratings of credit rating agencies or the application
of a 100 per cent nsk-weighting for unrated counterparties

concentration nsk)s captured in the economic capitat model through the use of an internal credi nisk portfolio model
and add-on factors where applicable

- the economic capital model applies a capital charge for interest rate risk in the banking book

- the economic capital model applies a business risk capital charge where applicable

Internal rating system

The economic capital modelss based on an internal credit rating systern Theinternal credit rating system is used throughaut
the organisation and 15 inherent in all business decisions relating to the extension of credit A rating 1s an estimate that
exclusively reflects the quantificalion of the repaymeant capacity of the customer, 1 e the risk of customer defaull

The Group momitors manages and controls credit risk exposures based on an internal credit rating system that rates
mdividual obligers based on a rating scale from 1 to 10 subject to positive [+] and negative {-] madifiers for rating grades
2 1o 6 Theinternal credit rating 1s a measure of the credit-worthiness of a single obligor based on an assessment of the
credit nsk retating to sentor unsecured medium-term foreign currency credit exposure The primary objectives of the
mternal credit rating system are the maintenance of a single uniform standard for credit quality measurement, and to
serve as the prnimary basis for Board-appraved risk parameters and detegated credit authonty lmits The internal credit
rating system also serves as a key input into the Group s RAROC performance measurement system Ratings are assigned
to obligers, rathar than facilities, and reflect 8 medium-term time harizon, thereby rating through an econamic cycle

(A)
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8.1 Economic capital mede! {contmued)
The internal ratings map directly to the rating grades used by the internatianal credit rating agencies as llustrated
below -
Historical Fitch and
Internat default rate Standard &
Internal rating grade classification range % Poor’s Moody's
Investment grade
Rating grade 1 Standard gco-000 AAA Aaa
Rating grade 2 Standard 000 -003 AA Aa
Rating grade 3 Standard 006 -007 A A
Rating grade 4 Standard 014-935 BBB Baa
Sub-investment grade
Rating grade 5 Standard 047-121 BB Ba
Rating grade & Standard 240-817 B B
Rating grade 7 Standard 2685 ccc Caa
Classified
Rating grade 8 Substandard 26 85 cC Ca
Rating grade 9 Doubtful 2685 c c
Rating grade 10 Loss - D -
The raling mapping dees not intend ta reflect that ihere 1s a fixed relationship between GiB s internal rating grades and
those of the external agencies as the rating approaches differ
The historical defaull rates represent the range of probability of defaults [PDs} between the positive and negative
modifiers for each rating grade based on Standard & Pacr s one year default rates for the 32 years from 1981 to 2012 for
serior unsecured obligations The default rates represent the averages over the 32 year period and therefore reflect the
full range of economic conditions prevailing over that period
8 2 Other nisk types
al Liqudity nsk

The Group has established approved limits which restrict the volume of Liabiities maturing In the short-term An
tndependent nsk managernent functson monrtors the future cash flow maturity profile against approved limits on a daily
basis The cash flows are monitored against Limits applying to beth daily and cumulaiive cash flows occurring over a 30
day period The Liquidity imits ensure that the net cash outflows over a 30 day period do not exceed the eligible stack
of available iquid resources The cash flow analysis 15 also manitored on a weekly basis by the Assets and Liabiliues
Commuttee {ALCO]

Customer deposits form a significant part of the Groups funding The Group places considerable importance on
maintaining the stabilsty of both its customer and interbank deposits The stability of deposits depends on maintaining
confidence in the Group s financial strength and financial transparency
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Internal capital tnetuding other nisk types (continued)
Dther nisk types (continued)

Liquidity nisk [continued|

The funding base Is enhanced through term financing, amounting to US$2,810 7 million at 31% December 2013 Access to
avalabte but uncommitted short-term funding from the Group s established Middle East and international relatiensheps
provides additional comfort tn addition to the stable funding base the Group maintains a stock of liquid and marketable
securities that can be readily sold or repoed

Contractual standby facilities are available to the Group providing access to US$500 0 mellion of collateralised funding
based on pre-determined terms The facibities are available to be drawn n full orin part, at the Group s discretion up to
15" February 2014

At 31# Decemnber 2013 64 6 per cent of total assets were cantracted to mature within one year With regard to deposits,
retention records demonstrate that there 1s considerable divergence between their contractual and effective maturities

US$10 224 8 mullion or 48 & per cent of the Group s deposits at 31 December 2013 were from GCC countries Historical
experience has shown that GIB s deposits from counterparties in the GCC region are more stable than deposits derived
from the international interbank market At 31 December 2013, placements and other liquid assets with counterparties
1in non-GCC countries were 1 1 times the deposits recesved demonstrating that the Group 1s a net lender of funds in the
international 1nterbank market

Concentration rnisk

Concentration risk Is the credit risk stemming from nol having a well dwversified credit portictio 1 e the risk inherent in
doing business with large customers or being overexposed in particutar industries or geagraphic regions GIB s internal
economic capital methodology for credit nisk addresses concentration nsk through the application of a single-name
concentration add-on

Under the CBB s single obligor regulations banks tncorporated in Bahrain are required to obtamn the CBB s approval
for any plarned exposure to a single counterparty or group of connected courderparties, exceeding 15 per cent of the
regulatory capital base At 31= December 2013, the following single obligor exposures exceeded 15 per cent of the
Group s regulatory capital base (| e exceeded US$346 1 million) -

On-balance 0ft-balance Tatal

sheet exposure sheet exposure exposure

Us$ miltlons US$ milllons 5% milllans

Counterparty A 314 4 1355 4499
Counterparty B KA 126 4045
Counterparty C 1541 2314 3835

These exposures had been approved by the CBB i accordance with the CBB s single abligor regulations  Under the
CBB s regulations single obligors include entities In which there 1s an ownership interest of 20 per cent or more

In accordance with the CBB single obligor regulations, certain excess exposures that were pre-approved by the CBB are
required to be treated as regulatory capital deductions The deductions are to be applied 5C per cent against tier 1 and
90 per cent against tier 2
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82 Other risk types lcontinued}

¢} Interest rate risk in the banking book
Structural interest rate risk arises i the Groups core balance sheet as & result of mismalches in the repricing of
inlerest rate sensitive inancial assets and Liabiities The asscciated interest rate nisk 1s managed within VaR bimits and
through the use of models to evaluate the sensitivity of earnings to movements in interest rates

The repricing profile of the Group s assets and liabiliies including the trading book, are set out 1n the Lable below -

Non-interest

Within Months Months Dver bearing
3 months Ltob 7tc12 1vyear itemns Tatal
US$ mitlions Us$ milllons 5% millions Us$ millions Us$ millions US$ milllons

Cash and other liquid assets 1,425 1 194 5 398 - - 1,659 4
Secunities purchased

under agreements to resell 1,5801 1626 - - - 17427
Placements 49702 294 4 - - - 52646
Trading securities - - - - 509 509
Investrment securities -

- Fixed rate - 2612 88 ¢ 8818 - 12319

- Floating rate 16005 5927 - - (77 21855

- Equities - - - - 3084 308 4
Loans and advances 66618 16496 N 827 (168 0 83172
Qther assets - - - - 3963 3963
Total assets 14,2377 3,155 0 239.8 Q4L4LS 579 9 21,156 ¢
Deposits 14039 6 4921 165 9 - - 14,897 6
Secunties sold under

agreements to repurchase 7852 - - - - 7852
Other Liabilities - - - - 3994 399 4
Term financing 1,946 4 8643 - - - 28107
Equity - - - - 22640 2,264 0
Total Uabilities & equity 16,771 2 1,656 &4 155 9 - 2,663 4 21,156 9
Interest rate seasitivity gap {533 5] 1,598 6 739 Q445 (2,083 5} -
Cumulative interest rate

sensitivity gap (533 5) 1,065 1 1,13%.0 2,0835 - -

The repricing profile 1s based on the remaining period ta the next interest repricing date Derwative inancial instruments
that have been used for asset and liability management purposes to hedge exposure to interest rate risk are incorperated
in the repricing profiles of the related hedged assets and Liabilities The non-specific investment secunty and loan
provisions zre ctassified in non-interest bearing items

The substantial majority of assets and liabilities reprice within one year
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Internal capital including other risk types [continued)
Other risk types [continued}

Interest rate risk in the banking book [continued]

Interest rate exposure beyend one year amaunted to only UUS$944 5 mutlion or 4 5 per cent of total assets This exposure
principally represented the investment of the net free capital funds in fixed rate gavernment securities At 31% December
2013, the modifted duration of thase fixed rate government securities was 2 43 Modified duration represents the
approxtmate percentage change in the portfolio value resulting from a 108 basis point change inyield More precisely in
dotlarterms the price value of a basis point of the fixed rate securities was US$218 000

Based on the repricing profile at 31% December 2013 and assuming that the financial assets and habilities were to remain
until maturity or settlement with no action taken by the Group to alter the interest rate risk exposure an itmmediate and
sustainad one per cent (100 basis points) increase in inlerest rates across all maturties would result in an increase In
net income before tax for the following year and in the Group s equity by approximately US$1 & mition and US$E 3 multion
respectively The impact on the Group s equity represents the cumulative effect of the iIncrease i interest rates over the
entire duration of the mismatches in the repricing profile of the interest rate sensitive finanetal assets and Liabwities

Foreign exchange risk
The Group does not maintain material foreign currency expesures In general, the Group s policy 15 to match assets and
babiities in the same currency or to mitigate currency risk through the use of currency swaps

Bustness risk
Business risk represents the earnings velatility inherent in atl businesses due to the uncertainty of revenues and costs
due to changes in the econoruc and compebitive environment

For economic capital purposes business risk 1s calculated based on the annualised cost base of applicable business
areas

Capital adequacy ratios and other i1ssues

Capital adequacy ratios

The Group s policy 1s to maintain a strong capital base so as to preserve Investor creditor and market canfidence and
to sustain the future development of the business The impact of the level of capital on shareholders return s also
recognised as well as the need to mamtain @ balance between the higher returns that might be possible with greater
gearing and the advantages and security afforded by a sound capital position The Group manages its capital structure
and makes adjustments to the structure taking account of changes in economic conditions and strategic business plans
The capital structure may be adjusted through the dividend payout or the issue of new shares

The capital adequacy ratios of GIB s principal subsidiary, GIBUK, and the Group were as follows -

GIBUK Group
Total RWAs [US$ millions) 9811 12,921 6
Capital base (US$ miltions) 2658 24409
Tier 1 capital (US$ millions] 2658 21858
Tier 1 ratie {per cent} 271 169
Total ratio (per cent) 271 18¢
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9. Capital adequacy ratios and other 1ssues [continued)

91 Capital adequacy ratios [conunued}
GIB aims to maintain a minimum tier 1 rabio in excess of 8 per cent and a total capital adequacy ratio in excess cof 12 per
cent The CBB's current mimimum total capital adequacy ratio for banks incorporated in Bahrain 1s set at 12 per cent
The CBB does not prescribe a minimum ratic requirement for tier 1 capital
Strategies and methods for masntaining a strong capital adequacy ratio
GIB prepares multi-year strategic projections on a roling annuzal basis which include an evaluation of short-term capital
requirements and a forecast of longer-term capital resources
The evaluation of the strategic planning projections have historically given nise to capital injections The capstat plannming
process tniggered the raising of additional tier 2 capital through a US$400 million subordinated debt issue in 2005 to
enhance the total regulatory capital adequacy ratio and a US$500 mithon capital increase in March 2007 to provide
additional tier 1 capital to support planned medium-term asset growth A further US$1 0 billion capital increase took
place in December 2007 to enhance capital resources and compensate for the impact of provisions relating to exposures
impacted by the global credit crisis

9.2 ICAAF considerations

Piliar 2 1in the Basel 2 framework covers two main processes the ICAAP and the supervisory review and evaluation
precess The ICAAP involves an evaluation of the dentification measurement, management and contral of material
risks 1 order to assess the adeguacy of internal capital resources and to determene an internal capital requirement
reflecting the risk appetite of the institution The purpase of the supervisory review and evatuation process is to ensure
that institutions have adequate capital to support the risks to which they are exposed and to encourage nstitutions to
develop and apply enhanced risk managerment techniques 1n the menitonng and measurement of nisk

GIB s regulatory capial base exceeded the CBB s mimimum requirement of 12 per cent throughout the year ended 31+
December 2013 Based on the results of capital adequacy stress testing and capitat ferecasting GIB considers that the
buffers held for regulatory capital adequacy purposes are sufficient and that 548 s internal mimmum capital targets of 8
par cent lor tier 1 caputal and 12 per cenl {or total capilal are adequate given iis current rigk profile and capilal posilien
The Group s regulatory capital adequacy ratios set out in section 9 1 of this repart significantly exceeded the minimum
capial targets and are high by international comparison

GIB uses its internal capital models economic capital, and capital adequacy calculations based on the CBB s FIRB
approach for credit nsk when considering internal capital requirements bath with and without the application of market
stress scenaros As a number of Pillar 2 risk types exist within GIB s economic capital framework (1 e interest rate nsk
in the banking book concentration nisk and business risk), GIB uses its extsting mternal capital measurements as the
basis for deterrmiming additional capital buffers GIB considers the results of its capital adequacy stress testing, along
with economic capital and RWA forecasts to determine s internal capital requirement and to ensure that the Group 1s
adequalely capitatised 1n stress scenanios reflecting GIB s risk apgelle
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