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GULF INTERNATIONAL BANK B.S.C.

Gulf International Bank i a wholesale commercial bank based in Babrain. It is wholly owned
by Gulf Investment Corporation (GIC), the international investment banking corporation
owned equally by the governments of the six member states of the Gulf Cooperation Council
(GCC) — Babrain, Kuwait, Oman, Qatar, Saudi Arabia and the United Arab Emirates. The
Banks primary business focus s on the GCC market and the associated trade and financial
Flow.s between this area and the industrialised world.

Target clients include major indigenous private-sector corporations, Gulf-based
Sfinancial institutions, multinational companies active in the region and the governments of the
GCC ostates themvelves. Branches in London and New York and representative offices in
Stngapore, Abu Dhabi and Beirut asswt in servicing this client base. GCC market knowledge,
expertise in its ndustries, extensive product skills, international reach and a commitment to

excellence are distinguishing features of the bank.
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C.

Financial Highlights

*Includes Term Financing

1997 1996 1995
EARNINGS (US$ millions)
Net Income after Tax 86.4 94-3 89.8
Net Interest Revenue 109.6 110.3 106.8
Other Income 54.0 38.8 33.3
Operating Expenses 46.7 44.3 42.7
_ FINANCIAL POSITION (USS millions)

Total Assets 9,523.9 8,082.9 8,433.3
Loans 3:478.7 3,436.5 3,258.4
Trading Securities 192.1 86.2 134.6
Investment Securities 3,047.0 2,817.6 2,386.1
Shareholders’ Equity 693.9 652.5 603.0
RATIOS (%)
Profitability
Return on Shareholders’ Equity 12.5 14.5 14.9
Return on Assets 0.9 1.1 I.I
Capital
BIS Risk Asset Ratio

- Total 12.0 I1.7 1.5

—Tier 1 10.7 10.4 10.3
Shareholders’ Equity as % of Total Assets 7.3 7.3 7.2
Loans as a multiple of Equity (times) 5.0 5.3 5.4
Asset Quality
Loans as % of Total Assets 30.5 38.3 38.6
Securities as % of Total Assets 34.0 32.3 20.9
GCC Country Risk as % of Total Assets 25.8 25.2 28.1
GCC & OECD Country Risk as % of Total Assets 84.4 83.8 84.6
Liquidity
Liquid Assets Ratio 61.6 60.2 50.4
Deposits* to Loans Cover {times) 2.3 2.2 2.2
LONG-TERM DEBT RATINGS
BankWatch A- A- -
Moody'’s Baa2 Baa2 -
Standard & Poor’s BBB+ BBB+ -
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GULF INTERNATIONAL BANK B.S.C,
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GULF INTERNATIONAL BANK B.S.C.

Chairman’s Statement

n bekalf of the Board of Directors, I am pleased to present the twenty-first
annual report of Gulf International Bank (GIB) for the financial vear
ended 31st December 1997. Steady growth in the Bankly core business

actwities continued during the year with the result that GIB has again achieved healthy

profits. The Banky consistently good financial performance, together with its focus on

taking a lead role in arranging finance for both private sector and government projects

are significant contributors to its position as one of the Middle East’s primary financial
tnotitutions. GIBG future potential is further strengthened by the decision of the GCCYy

Supreme Council permitting the Bank to open branches throughout the GCC states.

In 1997 the Bank generated a record operating result
before provisions of $116.4 million, representing an
I1.4 per cent increase over the prior year. In
accordance with GIB’s conservative and prudent
provisioning policy, provisions for credit
losses have been enhanced to cover any
possible risks relating to exposures in
South East Asia. Net Income, after
allocation of $30.0 million to credit
provisions, was $86.4 million, representing
a 12.5 per cent return on Shareholders’
Equity. On the basis of these commend-
able results, the Board proposes maint-
aining the dividend at 10 per cent of the
paid-up share capital of $450.0 million.

Total Assets advanced by $341.0 million or 6.0 per
cent to $9,523.9 million at the 1997 year end with
increases recorded in both the loan and investment
security portfolios.

Throughout 1997, which overall was characterised by
firm oil prices and a highly liquid world economy, the
Bank has successfully strengthened its leading position
in the GCC states. Core business activities continue to
be linked with the main economic
activities of the region itself. Accordingly,
the Bank’s primary focuses are on lending
to public bodies and private sector
institutions, medium-term industrial
project finance, asset-backed finance,
international trade finance and treasury
operations. In this respect, healthy levels
of economic growth in the region have
engendered substantial new project
activity and attracted positive attention among the
broader international financial community of which
the Bank has been able to take the fullest advantage.
The Bank has continued to take measures building and

strengthening relationships with clients and counter
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Chairman’s Statement

continued

parties with a view to consolidating existing areas of
expertise as well as furthering its ambitions for
diversification. At the same time the Bank will benefit
significantly from the fact that many clients, partic-
ularly the governments of the GCC states, are also
looking to diversify their economic bases. The Bank
also increased its commitment to the growing Islamic
banking market in the Gulf, in accordance with its
resolve to remain responsive to customer requirements.

GIB’s focussed target market, its ability to quickly
respond to client’s needs and, in coordination with its
parent GIC, its ability to offer more products and
financing services places the Group in the forefront to
capitalize on the increasingly complex role which
financial institutions are expected to play in the future
development of the area. The capital markets

capability at GIC and GIB's ability to access those

markets is one such example.
As a result of gaining permission from the GCC'’s

Supreme Council to open branches in the GCC states, -

the Bank’s competitive position has been strengthened
by this clear sign of commitment from the GCC
governments. In particular, GIB’s ability to attract
wholesale business from financial institutions based in
the Gulf, from multinationals active in the Middle East
and from GCC governments will be enhanced. The
benefits of expansion will also enhance GIB’s position
as a preferred GCC banking counterparty for
wholesale transactions originating with financial
institutions based outside the Middle East. In addition,
expansion will reinforce the Bank’s capacity to provide
project finance in the region.

Acknowledgement of GIB’s growing stature is
demonstrated in the favourable comments and ratings
of international rating agencies. The Bank’s strong
business franchise within the GCC and its continued
success in converting large project and corporate
finance opportunities in the region lie at the
foundation of their_ assessments. Asset quality,
capitalisation and proﬁtability are also key factors in
their assignment of investment grade ratings. Along
with enhanced risk management systems and a newly
created Risk Committee (created to monitor and
enforce the whole of the Bank’s risk profile) these are
vital elements in the institution’s ongoing well-being.
In 1997 the Bank was aiso awarded the title “Best Bank
in Bahrain” by Euromoney Magazine.

The impressive progress made by the Bank in so
many important areas and its prominent position in its
core markets is attributable to the outstanding efforts
and expertise of GIB’s management and its staff. I
extend my thanks both to them and to my fellow Board
members for their valued support. GIB will continue to
reciprocate by supporting its people, and ultimately its
clients and correspondents, through the provision of
appropriate training of the highest quality and upgrades
to technology. We look forward with enthusiasm and
confidence to achieving our future objectives.

Ibrahim Abdul-Karim
Chairman
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1 the twelve months to year-end 1997, Gulf International Bank (GIB) once again
achieved excellent results. Robust profitability reflects the continued strength of the

Bank s competitive edge, reputation, acknowledged expertise and strategic business

Jocus. GIBY ongoing commitment to tight risk management fully supports its position
as a market leader in the Gulf. With its long hwtory of successful, high profile

tnvolvement in government projects and a substantial growing number of private sector

projects, GIB remains ideally placed to take full advantage of the opportunities arising

from significant investment in a variety of projects throughout the Gulf and elsewbere.

Expansion and excess liquidity characterised world
economies throughout much of rgg7 with most areas
showing continued growth, albeit at a slower pace than
previously. The associated demand for oil also
continued to .grow, contributing positively to an
improved economic performance in the Gulf, which
has both large oil reserves and a high installed capacity
to access those reserves. Oil producers in the region
experienced surpluses. At the same time, the region’s
stock markets rose significantly, all six GCC states
posted lower budget deficits than in 1996, oil prices
remained firm throughout the year and currencies in
the GCC states successfully maintained their stability
against the US doilar. There was some lowering in
expected demand for oil as events in South East Asia
gathered momentum towards the end of the second
half. Nevertheless, prospects for the Gulf oil industry
remain good and the region can expect to benefit well
into the early years of the new millennium.
Governments around the region have again shown

a high degree of fiscal discipline, a substantial drive
towards improving administrative efficiency and
continued commitment to encouraging private sector
funding for a broad range of major sectors. This
includes next-phase development in oil, gas, heavy
industry and infrastructure schemes and is consistent
with the recognised desirability of increasing
diversification into areas other than oil. Activity levels
and consumer confidence remained high, attracting
additional international players to the region.

The Bank maintains a strong commitment to
pursuing wide ranging strategies that enhance the
quality of its products and services. It will continue to
build on its undoubted strengths and promote its
reputation as the region’s lead banker of choice with
world-level expertise to support its core wholesale
banking businesses in medium-term industrial project
finance, corporate lending, asset-backed finance,
Islamic banking services, internatonal trade finance
and treasury services.
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Economic buoyancy in the GCC and other Arab
countries, together with the project and trade activity
engendered by such favourable conditions, will
continue to attract newcomers to the area. GIB's
unique understanding of the area and its financing
requirements, combined with its own ability to identify
outstanding opportunities and -develop close
relationships with top-tier clients, ensure that the
Bank’s leading position is securely underpinned.

As local governments push forward with strategies
designed to strengthen their economies through
diversification aimed at supporting a sustajnable move
away from dependence on oil, GIB is
able to strengthen its business base.
Closer coordination with GIC will
also enable the two institutions to
offer clients and potential clients a
widening range of complex services
for the future development of the
GCC states. It is expected that there -
will be particular emphasis on joint activity in supply-
ing customer requirements in capital markets as their
borrowing practices develop and diversify.

The Bank's ability to maintain effective risk
management strategies has again been crucial to its
increased success. As ever, its stance throughout the
year was one of prudence based on sound evaluation
and monitoring. This approach forms one of the
cornerstones of the excellent ratings afforded to the
Bank by the international rating agencies, Standard &
Poor’s, Moody's and BankWatch. Added to the
extensive regional expertise of the specialist teams, the
Bank has successfully increased its knowledge and skills
in the US, European and Asian markets. The strong
ties with GIC have again provided further support.

The Bank’s reputation has been further highlighted
and enhanced following the GCC Supreme Council’s
decision permitting GIB to open branches in the six
member states. Moves such as this, cleariy signalling
continued high levels of government confidence in the

Working with clients

to pmv[()e novative and

appropriately packaged

Jfinancial services to

dattify thelr needs.

Bank, serve to complement the confidence already
demonstrated by regional and international financial
institutions. This broader manifestation of confidence
in turn reinforces the trust placed in the Bank by its
many clients with whom it has developed close and
supportive professional relationships. Consequently, it
is anticipated that more and more clients will seek
to extend the nature of the requirements which the
Bank is chosen to supply. As the GCC states continue
their drive towards increased privatisation, new
opportunities will inevitably arise,

PROGETT FINANCE

s sl
-y H

GIB has again succeeded in consoli-
dating its position as a major player
in the syndicated financing of a wide
range of prominent projects around
the region. Sentiment surrounding
such projects has been extremely
positive among international invest-
ment bankers, who have participated on a vast scale in
privately-funded, major infrastructure programmes.
During the year, the Bank has played a salient role in
the
participation of GCC banks, in line with its ongoing

every syndicated transaction involving
strategy and by working with clients to provide
innovative and appropriately packaged loans to secure
these deals.

GIB experienced a markedly buoyant year in its
home markets and completed more than ten major
project finance transactions in 1997. From a total of
almost seventy transactions to which the Bank was
party, a syndication agreement in Oman proved to be
one of the largest commercial loans undertaken in the
Middle East. During the year, GIB was also the lead
banker in a syndicated financing arrangement that
provided a uniquely structured ro-year loan of $;500
million to SCECO-East, a Saudi Arabian utility, for the
construction of the Ghazlan power station. Another
deal the

sizeable and prestigious concerned

PAGE TEN



GULF

INTERNATIONAL

BANK B.S§S.C,

Hlanagement Review

continued

commercial financing of a Saudi petrochemical project
Saudi
aromatics plant located in Jubail. The first completely

for Chevron Petrochemical

Company's
private industrial petrochemical project, it was also the
first in the Gulf to be funded on a limited recourse
basis. Year-end was notable for two valuable contracts
with Air Finance Corporation Ltd, a government
owned company, for the purchase of aircraft by Saudia
Airlines the national flag carrier and the Jorf Lasfar
Energy Corporation a “ground breaking” independent
power project in Morocco.

GIB has an equally significant wealth of under-
standing and expertise in power, oil
and gas. The continuing focus on
close monitoring of the Bank’s port-
folio was a key element in the year’s
success, supporting lending decisions
and avoiding over-concentration in
geographical or sectoral zones and
ensuring that the minimisation' of
risk remained a central theme across the board. This
approach produces a sound basis for business and the
Bank’s relationships with local and regional banks
remains productive and complementary.

At a wider international level the professionalism of
GIB’s expert teams and their exceptional delivery
standards have been crucial to the enhancement of the
Bank’s position as the preferred counterparty for
leading international financial institutions. It will
therefore continue to build on these relationships and
on the extensive established and nascent relationships
developed with many of the world’s major industrial
corporations and Export Credit Agencies.

GIB anticipates that the next decade will create
further outstanding opportunities in project finance
given World Bank estimates of the amount of
investment required in infrastructure in GIB’s natural
markets. Likewise, hydrocarbon wealth in the Gulf,
low-cost raw materials for petrochemical projects and
identified requirements for finance in the Gulf

GIB possesses a wealth of
understanding and expertise
in the major industrics

of the region, namely, power;

otl, gas and petrochemical..

region’s petrochemical and electricity sector can be
expected to create extensive scope for GIB’s proven
and evolving skills.

TRADE FINANCE AND SLAMIC BANKING

GIB’s ability to develop profitable trade finance
products is supplemented by its facility to structure
tailormade products for individual clients by drawing
on expertise from-the different specialisations within
the Bank. Trade finance activities typically involve co-
operaticn throughout GIB’s international network and
have been instrumental in consolidating the Bank’s
position as the premier Arab Bank.
Documentary credit confirmation
and refinancing operations along
with the capacity to issue suitable
letters of credit were the main source
of GIB’s new and ongoing business
and have continued to <create
opportunities with prime corporates
in the GCC market. The London branch made a
valuable contribution to the Bank’s trade finance book,
not least in respect of facilitating export shipments of
hydrocarbons from the GCC and other parts of the
Arab world into Europe. Correspondent banking
relationships in place with the key banking institutions
also play an important role in the Bank’s growth and
standing.

GIB has increased the diversification of its Islamic
banking offer through the provision of successful asset-
backed project and trade finance deals. Wholesale
non-interest bearing trade-related facilities remain the
major focus. As a consequence, GIB has been able to
attract substantial funds to non-interest bearing Islamic
investment opportunities and it will continue to
highlight the potential of international markets. With a
view to the longer term, a certain amount of capacity
during 1997 was targeted at identifying and converting
more medium-term transactions, in accordance with

clients’ gradually changing needs.

PACGE ELEVEN
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Treasury and Capital Markets at GIB report increased
activity, volumes and profitability for 19¢97. The money
market improved, interest income exceeded budget
expectations and foreign exchange improved its
performance over the previous year. Successful
utilisation of GIB’s treasury expertise was the main
factor in achieving these resuits. The Bank was able to
offer customers high-yielding off-balance sheet
derivative and foreign exchange instruments, and
hedge its risks to produce significant investment
income from its involvement. At the same time,
building volume in customer business
remains the primary focus of activity
ahead of market risk taking.

The effectiveness of GIB’s risk
management strategies and tech-
niques in Treasury underpins the
widespread international confidence
placed in its operations which are
independently acknowledged to be among the most
sophisticated in the Gulf. Implementation of further
improvements in back-office systems began in 1997 and
the Bank expects to increase its lead over competitors
in terms of ability to exploit the most up-to-date risk
evaluation techniques with benefits to marketing,
trading practices and management reporting.

As part of its commitment to diversification of risk
and lengthening the maturity of its liabilides to
increase protection against potential short-term
liquidity, the Bank signed a $200 million debut floating
rate note in July. Arranged by Chase Manhattan
International Limited and co-lead managed by Gulf
Investment Corporation, the note was floated in the
international capital markets with the intention of
attracting non-traditional term investors and cpening
up a new pool of funds. It has already created high
levels of demand. This success represents further
substantial evidence of GIB’s international standing
and the quality of the issue itself. Asset quality

Transactions to salisfy

ciafoner ll(’(’()d I‘(’H?(H-IZ

the primary focus of the

Bank s treasury activity.

continues to be a key theme and a growing percentage
of GIB’s assets are invested in securities issued by
European or US entities and rated A and above by
international rating agencies. A large proportion of
these securities are floating rate notes outside the GCC
and are concentrated in G10 countries.
R N S
Based in Bahrain, GIB is supported internationally by
branches in London and New York and by
representative offices in  Lebanon, United Arab
Emirates (UAE) and Singapore.

Trade finance remained a major
source of business for the London
branch which was particularly active
in facilitating hydrocarbon exports
from the GCC and Middle East to
Europe. It also played a significant
support role to many GCGC-based
projects as well as Lexpanding its
structured debt expertise; extended the average tenor
of its liabilities and increased its counterparties for
currency and money market activities. In addition to
intensified coverage of the North African market
London branch was able to increase its referral to the
Islamic Banking Division in Bahrain. In New York, GIB
maintained its commitment to business in the GCC. In
addition, it was very active in the telecommunications,
media and cable industries through its involvement in
of

complexity for world-class clients. These included

high-value transactions with varying levels
uniquely structured banking facilities for Time Warner
Inc; credit faciliies for WorldCom; letter of credit
facilities for FLAG (Fibreoptic Link Around the
Globe); vendor financing and bank facilities for Sprint
Spectrum PCS; and structured financing for Global
Telesystems Lid.

Against an economic background that continued to
strengthen along with Lebanon’s reconstruction

efforts, the Lebanon representative office enjoyed a
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particularly rewarding year enabling GIB to work more
closely with its counterparties. Its co-operation with the
to GIB’s
participation in a $r1oo million syndicated facility

Project Finance Division contributed

for France Telecom Mobiles Liban. Strong links with
other divisions of the Bank continue to provide and
support a variety of new business. The Singapore
representative office is geared towards conducting
valuable market research in the region to support the
Bank’s UAE
representative office has focused on developing

activities, while activity in the
relationships and business locally with a range of
multinationals. During the year, GIB
took the opportunity to make a
satisfactory sale of its shareholding in

its Omani associate, GIBCorp Oman.

TECHNOLOGY AND RISK
MANAGEMENT

Commitment to quality operations
and profitable business practices mean that GIB
reviews its technology requirements regularly to help
reinforce its lead position in the region with regard to
banking, management and communications systems.
Like many businesses around the world, GIB has
instituted detailed programmes to eliminate exposure
to the “Millennium Bug”. The “Year 2000” project team
conducted a comprehensive compliance review that

A Risk Conunittee

was established during the

year with reaponsihiity

to aversee the active

management of all rivke.

subsequently led to the development of a full action
plan to eliminate any non-compliant units. Full testing
will be completed during 1998 to ensure that GIB is
Year 2000 compliant. The Bank is also gearing up its
systems to be capable of dealing with introduction of
the new Euro currency which is expected to be
launched in 1999. The Bank will also be active in
establishing compliance among customers, correspon-
dents and counterparts.

The Bank remains committed to tight control and
management throughout its businesses, with particular
ongoing emphasis on cost control, risk management,
management information systems
and global communications. A senior-
Ievel Risk Committee, chaired by the
Group Chief Executive Officer, was
established during the vyear, with
responsibility for advising on and
monitoring the Bank’s overall risk
strategies. GIB is regarded as having
a noteworthy commitment to career development for
its employees and the provision of ongoing specialist
training. This, together with a rigorous selection
programme, is key to GIB’s successful recruitment and
retention of employees able to complement the skills
of existing teams and contribute substantially to its
future in an

success increasingly competitive

marketplace.
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et Income after Provisions and Tax was $86.9 million for the vyear

representing a 12.5 per cent return on Shareholders’ Equity. At the operating

level the Bank generated a record operating profit before provisions of $116.4

million, representing an 11.4 per cent increase over the prior year pre-provision result.

The year-on-year advance reflected strong performances in the Banky core businesses

and in particular s0lid earnings growth in its core commercial banking activity. Revenue

growth was also achieved through an advance in non-interest earnings and the continued

containment of operating expendsed.

]
|
|
;
|
E‘

NET INTEREST REVENUE

Net Interest Revenue at $109.6
million was marginally down on the
prior vear. A lower interest rate
environment prevailed in most
economies in 19¢7. The Bank was
nevertheless able to sustain the level
of the

investment of its net free capital

interest earnings on
funds. As a result a higher amount of
capital was available for investment.
Improved interest earnings were
the Bank’s

commercial banking portfolio with

recorded on core
improved margins combined with a
volume  of
Money book

higher  average

performing loans.
earnings in 1997 were also up on the
prior year with advantage being

taken of lower interest rates to

NET INCOME AFTER TAX

T8 unibions L]
Net bieaye abrer Tux HUS

NET INTEREST MARGIN

Coun
uis

Hry
8604

minimise the overall cost of funding.
In contrast, there was some margin
contraction on the floating rate
investment security portfolio as
maturing assets were replaced at
reduced margins. In addition, during
the year under review the Bank
increased, on a selective basis,
investments in externally managed
funds from which income is derived
in the form of dividends and capital
gains. The increased funding cost
associated with the higher average
volume of these non-interest bearing
contributed to a
decrease in the net interest margin,

investments

based on the average of opening and
closing interest-bearing assets, to 1.22
per cent from r1.27 per cent in the
prior year.
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Other Income rose by 39.2 per cent to $54.0 million.
The increase was principally attributable to a significant
$10.2 million advance in Profits on Trading Securities
and also to an $8.6 million profit realised on the sale of
the Bank’s investment in an associated company,
GIBCorp Oman LLC. The year-on-year increase in the
Profit on Trading Securities was largely attributable to
profits generated on externally managed funds. An
analysis of Other Income with prior

OPERATING EXPENSES &

year comparatives is contained in [EEPSTERIrERY
Note 15 to the Financial Statements.
Profit on Investment Securities of $9.4
million represented realised profits

on fixed income securities and profits

LT RLELLARY R AR A

on floating rate debt securities called

TS millns

back by the issuers. Dividend income

Operating Expenses

of $8.5 million was received from -

Per o

Pracluctivity Ragio

equity investments of a structured
finance nature and from externally
managed funds.

OPERATING EXPENSES
Operating Expenses at $46.7 million
were 5.4 per cent up on the prior
year. Staff Expenses recorded a
modest $o0.3 million rise to $30.3
million. The effect of salary rises was
largely offset through the contain-
ment of other compensation related
expenses. Premises Expenses at $4.3 million were
much in line with the prior year while Other Expenses
recorded a $2.z million advance against the prior year.
This largely reflected higher depreciation expenses
resulting from an ongoing enhancement of the Bank’s
computer systems.

CAPITAL STRENGTH
Shareholders’ Equity rose by 6.3 per cent to $693.9
million. This resulted from earnings retentions of $41.4

Wi

RNy

million after a ro.0 per cent Proposed Dividend of $45.0
million. Shareholders” Equity and Tier 1 Capital both
represented 7.3 per cent of Total Assets, ratios that are
high by international comparison. The average Tier 1
capital to total assets ratio of the top 1,000 banks in 1997
was 4.6 per cent according to a survey published in The
Banker in July 1g97. _

With a total capital base of $774.8 million and total
risk~weighted exposure of $6,475.4 million the risk asset
ratio calculated according to the
guidelines of the Basle Committee on
Banking Supervision was 12.0 per cent.
The risk asset ratio at the 1997 year end
incorporates market risk-weighted
exposure. Exposure to market risk has
been calculated utilising a Value-at-

WS Risk model in accordance with the
" provisions of the Amendment to the
Capital Accord to Incorporate Market
Risk. The high proportion of
Shareholders’ Equity within the total
capital base resulted in a Tier 1 ratio of
10.7 per cent. This ratio is particularly
high by international standards. Note
the
provides further detail on capital
adequacy. The
calculated in accordance with the

22 to Financial Statements

risk asset ratio

i 97
120
10.7

117
Liv4

guidelines of the Bank’s regulatory
authority,
Agency (BMA), was 12.7 per cent at the 1997 year end
(1996: 12.3 per cent). Under the BMA guidelines GCC
governments and government-owned entities are

the Bahrain Monetary

accorded the same preferential risk weighting as for
OECD governments. With effect from 1st January 1998
the BMA has instituted a minimum risk asset ratio of 12
per cent compared to a minimum of 8 per cent
prescribed by the Basle Committee.

Factors which contribute to the favourable capital
adequacy position are the strong capital base, the level

PAGE SIXTEEN




GULF INTERNATIONAL BANEK B.S.C.

Financial Review

continued

of general provisions and significant exposure to
major OECD country governments and to the
banking community. It is management’s goal to
maintain the strong capital adequacy position. The
Bank utilises a range of risk management benchmarks
against the capital base. For example, in terms of
credit risk management, exposures by industry,
customer and country are controlled against the
capital base. Absolute and segmented loan volumes
are also monitored against the equity base. At the
1997 vear end Loans and Advances represented 5.0
times Shareholders’ Equity compared to 5.3 times
in 1gg6.

LeRET QUALITY
The Bank’s principal strategic focus is on the GCC
states and their major trading partners in the
industrialised world. Geographical diversification of
risk occurs to a large degree naturally as a result of the
Bank’s participation in these international relation-
ships. In order to obtain an assessment of the
geographic diversification of risk assets particular
reference should be made to Note 18 to the Financial
Statements, Further assessment of asset quality can be
facilitated by reference to Note 25 to the Financial
Statements on the fair value of financial instruments.
Based on the valuation methodology set out in that
note the net fair values of all on- and off-balance sheet
financial instruments exceeded their net book values at
315t December 1497 by $g9.6 million.

At the 1997 year end Loans and Advances
represented 36.5 per cent of Total Assets while
Investment Securities accounted for 32.0 per cent.

Loans and Advances

Loans and Advances increased by $42.2 million to
$3,478.7 million at the 1997 year end. Based on
contractual maturities at the balance sheet date 53.0
per cent of the portfolio was due to mature within one
year while 76.5 per cent was due to mature within three

years. Details of exposure within the portfolio to GCC
and OECD country governments are contained in
Note 7 to the Financial Statements while the
geographic distribution of Loans and Advances is set
out in Note 18 to the Financial Statements. 48.4 per
cent of the portfolio represented lending within the
GCC states while the balance was largely made up of
exposure to the GCC countries’ major trading partners
in Europe, North America and Asia. The portfolio
contained no significant concentrations by industrial
sector. As discussed in Note 25 the net fair value of
loans and advances exceeded their net book value by
$6¢.1 million.

Total loan loss provisions at 31st December 1997
amounted to $789.6 million. Country and counterparty
specific provisions amounted to $615.5 million while
general provisions were $174.1 million. The loan loss
provision charge for the year of $23.0 million - which
was in addition to a $7.0 million charge in respect of
investment securities as commented on in more detail
in the following section of the review — comprised
increases in the specific and general provisions of $18.0
million and $5.0 million respectively. The general
provision at the year end represented 4.8 per cent of
loans net of specific provisions.

Specific provisions in respect of troubled sovereign
exposure are determined with reference to matrices of
the relevant regulatory authorities. Specific provisions
in respect of other loans are made to the full extent of
the estimated potential loss while general provisions
are maintained to cover possible future losses which as
yet have not been identified. It is bank policy to write
off loans after all reasonable restructuring and
collection activities have taken place and the possibility
of further recovery is considered to be remote.

The Bank adopted a prudent and conservative
approach with respect to provisions against exposures
which may be potentially impacted by the financial
crisis witnessed in South East Asia in the latter part of
1997. Although no individual exposures were identified
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for which a specific provision was considered necessary,
provisions for country risk were nevertheless enhanced
in view of the generally uncertain financial climate in
those South East Asian countries with economic
adjustment  programmes by the
International Monetary Fund.

The gross and net book values of non-performing

supported

loans amounted to $516.3 millon and $24.0 million
respectively. As a result the gross volume of non-
performing loans continued to be

substantially below the total of

specific and general provisions. This -
means that rather than the earnings

on the Bank’s net free capital funds

being impaired, there is a positive

earnings  enhancement.  Non-
performing loans at their net book
value of $z4.0 million represented
just 0.7 per cent of net loans being at
the same level as in 1996. Non-
performing loans at their net book value also
represented only 3.5 per cent of Shareholders’ Equity.
Loans on which interest or principal is go days or more
overdue are without exception placed on a non-accrual
basis and all unpaid and accrued interest is reversed
from income. Interest on non-accrual loans is

accounted for only when received.

Investment Securities
Investment Securities increased by $229.4 million to
$3,047.0 million at 3ist December 1997. The year-on-
year increase largely reflects the growing preference of
international institutions for raising finance through
the capital markets rather than the traditional lending
market. The investment securities portfolio is aiso used
as a means of enhancing geographical diversification
of the Bank’s risk assets with well over three-quarters of
the portfolio comprising securities of North American
and European issuers.

Investment Securities principally comprise two debt

ASSET MIX BY GEOGRAPHY

security portfolios. The larger debt security portfolio
comprises floating rate securities or fixed rate
securities that have been swapped to floating to yield
constant spreads over LIBOR. These account for three-
quarters of the total investment pertfolio. The smaller
debt security portfolio is made up of OECD
government fixed income securities. This represented
the partial investment of the Bank’s net free capital. At
the 1997 year end approximately two-thirds of the fixed

income portfolio was invested on a
the
European government bond markets

currency hedged basis in

while the balance was invested in the
US Treasury market.

An analysis of the investment
securities portfolio is contained in
Note 6 to the Financial Statements.
$858.8 million or 28.2 per cent of the

Rl

iy

_portfolio at the 1997 year end
represented AAA-rated securities.
Based on the rating of the issuer a further $1,629.4
million or 53.5 per cent of the portfolio represented
investment grade debt securities. Thus 81.7 per cent of
the total portfolio comprised investment grade
securities. Other Debt Securities at the end of 1997
amounted to $349.5 million. These securitdes are
largely of a loan substitution nature and as such are not
necessarily rated. The credit risk associated with these
securities is rigorously monitored within the overall
credit risk management process. The securities are

requirements as standard lending and contingent
transactions. Equities and Equity Funds at 31st
December 1997 amounted to $zo0g.3 million. The equity
and equity fund portfolio principally comprised equity
investments in special purpose vehicles providing
leveraged exposure to high quality debt securities. The
portfolio also included a wide range of externally
managed funds which provide a diversified exposure to
equity, debt and real estate markets.

therefore subject to the same stringent credit
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Total investment securities provisions at 3ist
December 1997 amounted to $37.6 million. Specific
provisions, which comprise provisions in respect of
both permanent diminutions in value and also
troubled sovereign exposures as determined with
reference to regulatory authority matrices, amounted
to 515.0 million while general provisions were $21.7
million. The charge for the year of $7.0 million
comprised increases in the specific and general
provistons of $6.3 million and $o.7
million  respectively. At 31st
December 1997 the market value of
the investment security portfolio
exceeded the book value by $30.5

million.

Poreent
Other

Other Interesi-bearing Asset Categories
Placements with Banks increased by
4.6 per cent to $2,281.4 million and shabet et
were well diversified by geography as
illustrated in Note 18 to the Financial
Statements. Placements with Asian counterparties
almost entirely comprised placements with the larger
Japanese city centre banks.

Money Market Instruments amounting to $260.7
million principally comprised US and German
government Treasury bills.

Trading Securities at $192.1 million principally
comprised listed debt securities. Trading Securities at
the 1997 vear end also included $73.7 million of
managed funds. The funds, which are managed by
international institutions with acknowledged expertise
in their field, provide diversified exposure to foreign
exchange and international debt markets. Trading
Securities are accounted for at market value.

Risk Asset and Commitment Exposure

Risk assets and commitments at 31st December 1997
amounted to $12,5:18.4 million. Risk assets and
commitments comprise all assets included in the

Placements and Mones

'
'
i
'
i

1

balance sheet (other than Fixed and Other Assets) and
Creditrelated Contingent Items. As alluded to earlier
an analysis of risk asset and commitment exposure by
category and geography is contained in Note 18 to the
Financial Statements. An analysis of derivatives and
foreign exchange products is set out in Note 21(a)
while a further analysis of Creditrelated Contingent
[tems together with their risk-weighted equivalents is
contained in Note 21(b) to the Financial Statements.

ASSET MIX BY CATEGQRY

CREDIT RATINGS

During the year under review the
Bank’s investment grade debt ratings
were reaffirmed by Standard & Poor’s,
Moody’s and BankWatch. Both
Financial Strength and Global Issuer
ratings are awarded on a scale from A
to E. These two ratings are specific to

26,7

Moody's and BankWatch respectively.

JLG
EARH B .5
Lo 100.0
BankWatch Moody’s Standard
& Poor’s
Long-term A- Baa2 BBB+
Short-term TBwW-1 P3 A2
Financial Strength - C -
Global Issuer B/C - -

Standard & Poor’s ratings reflect ‘the bank’s growing
[Jranchise in the Gulf region, its strong capitalisation, both at
the bank level and shareholder level, and good financial
performance’. According to BankWatch ‘GIB is a well run
bank with exceptional management reporting systems which
enables proper enforcement of prudent lending, investing and
asset and Gability management policies’ while Moody’s
financial strength rating ‘s one of the highest assigned in
the Gulf region and reflects the bank’s strong franchise in the
Gulf as well as its healthy financial fundamentals’. It is an
objective of GIB to manage itself in such a manner as
to retain and enhance the assigned ratings.
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GIB maintains a prudent and professional approach to
risk-taking. The Bank actively promotes a risk
management culture that accords high value to
disciplined and effective risk management and
employs professionally qualified people with
appropriate risk management skills, The Bank has
instituted a comprehensive risk management process
which effectively identifies, measures, monitors, and
controls risk exposures and that is
by
management and the Board of

. LOAN MA
senior

subject to oversight
Directors. GIB is also fully supportive
of the risk management recommen-
dations of the Basle Committee on
Banking Supervision and the actions
being taken by national supervisory
the
application of appropriate and

authorities with respect to

adequate risk management principles.

The Bank’s risk management
control process is based upon a
detailed
procedures and limits, a compre-

structure of policies,

hensive risk measurement process
and a strong management informa-
tion system for the control, moni-
toring and reporting of risks. All
significant policies are approved by

: 1(: |:u( ;’ll;-lll:l:.;-:.m

el Nenth Ahie g

Euarope
Nonth Atneriva

the Board of Directors. Policies are
consistent with corporate strategy,
capital strength and management

Earin Ameien

expertise. Both policies and proce- ot

dures are reviewed regularly in order
to ensure their continued appropriateness. Integrated
bankwide limits are an essential component of the risk
management process. This permits management to
control exposures and to monitor the assumption of
risk against predetermined approved tolerances.
Global limits are established for each major type of

Japan and Other Asia

et oone

risk. These are generally sub-allocated to individual
business units.

During the year under review the Bank established a
Risk Committee under the chairmanship of the Group
Chief Executive: Officer with the responsibility to
oversee the active management of all risks involved in
the Bank's business. The Risk Committee is the senior
authority within the integrated risk -management

hierarchy. The role of the committee includes.

the
management of the overall risk

responsibility  for strategic
profile, ensuring the adequacy of the
risk management infrastructure and
coordination of the various specialist
The Risk
Committee provides a forum for

risk control areas.

Ussamblions

discussion of risk issues by senior
management personnel as well as
ensuring that the Bank is aware of
the latest developments in risk
management practice within the
financial services industry.

A market risk management unit
within the financial controls function
which
management skills and is capable of
' of
management information contributes

possesses market  risk

‘informative  interpretation

b s nulbions

positively to the overall effectiveness

hebaXi] HRCI LS

LG
26,1
ey
106
1.
0.8

of the risk management process. The
Bank ensures that all risks associated
with a product or line of business are
clearly understood and are monitored
and reported to senior management
by professionally qualified and experienced personnel
outside the business unit responsible for transacting
that business.

A strong internal audit function is also of particular
importance. The internal audit function conducts
periodic reviews of the adequacy and integrity of the

PAGE TWENTY ONE




GULF INTERNATIONAL BANEK B.S.C(C.

Financial Review

continued

risk management process. Auditing procedures are
designed to ensure the integrity of the measurement,
control and reporting systems and compliance with
approved policies and procedures. The Chief Auditor
reports regularly to the Audit Committee of the Board
of Directors. Recommendations from both the internal
and external auditors are considered positively by
senior management. In cases where remedial action is
deemed appropriate, such action is undertaken
promptly.

A fundamental risk manage-
ment tenet within GIB is the clear
segregation of duties and report-
ing
transacting business and personnel

lines between personnel

processing that business. Key
elements of the processing envi-
ronment are clearly defined proce- [ S
dures, adequate systems infra-
structure and a comprehensive
system of internal controls.

The Asset and Liability Committee ("ALCO"}, which
comprises members of senior management, provides a
forum for treasury risk management. ALCO meets on
a weekly basis to review matters relating to both the
asset and liability management function and trading
strategies.

The Bank manages risks associated with off-balance
sheet derivative instruments as part of its overall risk
management function. Financial and risk management
disclosures with respect to off-balance sheet financial
instruments are set out in Note 21 to the Financial
Statements. The disclosure provides details of
derivative and foreign exchange transactions at 31st
December 1997 analysed by type of product,
counterparty and maturity.

The major risks of GIB are credit, market, liquidity
and operational. These are discussed in more detail in
the following sections.

SECURITIES RATING PROFILE

Por et

8.3
100.0

Credit Risk

Credit risk represents the risk that a counterparty will
fail to perform according to agreed terms and
conditions, thus causing the bank to suffer a loss in
terms of cash flow or market value. It measures this risk
in relation to banking and treasury products both on
and off the balance sheet.

Credit risk is actively managed and rigorously
monitored in accordance with well-defined credit
policies and procedures. The credit-
worthiness of each counterparty. is
assessed, and appropriate credit limits
established within delegated
authority by the Credit Committee.

are

Credit limits are also established for
countries, utilising a country risk review
PEe—— systern. Overall industry and product
. exposures are also evaluated to ensure a

broad diversification of credit risk.
Established limits and actual levels of

Ledu |

exposure are regularly reviewed by the
Chief Credit Officer and senior management. Credit
policies and procedures are designed to identify, at an
early stage, exposures which require more detailed
monitoring and review. The Bank has implemented a
credit risk rating system and a watchlist for this
purpose. The Bank uses these together with the
classification system in determining the appropriate
level of specific and general provisions for credit losses.

The credit risk associated with foreign exchange and
derivative products is assessed in a manner similar to
that associated with on-balance sheet activities.
However, unlike on-balance sheet exposures where the
principal amount and interest generally represents the
maximum credit exposure, the notional amount
relating to a foreign exchange or derivative transaction
typically exceeds the maximum possible credit loss by a
substantial margin. The Bank’s measure of credit
exposure for foreign exchange and derivatives
contracts is therefore more appropriately considered
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to be their replacement cost at current market rates,
should the counterparty default prior to the settlerent
date. The gross positive market values or credit risk
amounts of foreign exchange and derivative
transactions are set out in Note z1 to the Financial
Statements. The total credit risk amount in respect of
all such transactions outstanding at the 1997 year end
amounted to only $66.5 million before taking account
of the risk-reducing benefits of any collateral held or
legally enforceable netting agree-
ments. The note also highlights that
69.5 per cent of the total credit risk
was concentrated on major OECD-
based banks and was predominantly
short-term in nature with go.o per
cent of transactions outstanding at
the end of 1997 due to mature within

one year. Ol Other Conmtries

TOTAL

Market Risk

Market risk is the risk that the value of a financial
instrument or a portfolio of financial instruments will
change as a result of a change in market conditions.
This risk arises from the Bank's trading, asset and
liability management and investment activities in the
interest 'rate, foreign exchange and equity markets.
The Bank has a limit structure incorporating both VaR-
based and non-VaR-based limits with respect to market
risk. There are a variety of non-VaR-based constraints.
These relate, inter alia, to positions, volumes,
concentrations, maximum allowable losses and
maturities. Exposures are monitored against the range
of limits and regularly reported to, and reviewed by,
$enior management.

A key element in market risk management is the
estimation of potential loss that may arise from adverse
changes in market conditions. GIB utilises a Value-at-
Risk system to estimate such losses. Value-at-Risk takes
account of variables that may cause a change in

pordolio value. These include interest rates, foreign

DEFPOSITS - GEOGRAPHIC PROFILE }

1000

exchange rates, securities prices, their respective

volatilities and the correlations between these
variables. GIB uses exponentially weighted historical
one-day movements in these variables from the
RiskMetrics™ data set in estimating potential future
losses from its trading and asset and liability activities as
well as from its investment portfolios. These estimates
assume normal market conditions and take account of
potential diversification benefits of different positions
both within each and across different
portfolios.

. GIB measures losses that are
anticipated to occur within a 95 per
cent confidence level. This implies
that there is a 3 per cent or I in 20
chance of a loss exceeding the VaR
over the prescribed time horizon or
holding period. A 1-day horizon is
relevant for trading activities while a
longer horizon is more appropriate for both asset and
liability management and investment activities. Since
the substantial majority of GIB’s exposure to market
risk resides within its investment rather than its trading
activity, VaR at the total bank level is consolidated
utilising a 25-working day rather than a 1-day holding
period.

The graph on page 24 sets out the total Value-at-Risk
of all activities at the close of business each day
throughout the year. The figures are calculated at the
5 per cent risk level (1.65 standard deviations) and at
the z5-working day horizon based on the RiskMetrics™
monthly data set. On this basis VaR over the period
averaged $7.5 million and varied within the range of
$4.9 million to $10.8 million. (At a I-day rather than a
23-day horizon but at the same 5 per cent risk level
average VaR was $1.5 million and varied between $1.0
million and $z.2 million.) At the 1997 year end VaR at
the 25-day horizon amounted to $10.8 million. The risk
profile presented in the financial statements was
therefore reasonably typical of the average prevailing
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during the year under review.

A major objective of asset and liability management
is the maximisation of net interest income through the
proactive management of the asset and liability profile
based on anticipated movements in interest rates.
Nominal gap and VaR-based limits are utilised to
control fluctuations in interest earnings resulting from
changes in interest rate levels. The asset and liability
repricing profile and details of the effective interest i
rates prevailing at the year end
on the various asset and
liability categories are set'qut
in Note 20 to the Financial
Statements. The
profiles of securities and loans
the effect of
interest rate swaps used to

repricing
incorporate

modify the interest rate charac-

Jan Feb Mar Ape M

teristics of specific ransactions.
By contrast interest rate swaps and forward rate
agreements that have been used for asset and liability
management purposes to hedge overall exposure to
interest rate risk are included separately as Off-Balance
Sheet Items. As illustrated in Note 20 the substantial
majority of the Bank’s assets and liabilities reprice
within one year. The volume of net interest-bearing
assets repricing over one year amounted to $470.0
million or 4.9 per cent of Total Assets. This largely
represented the fixed rate investment securities
portfolio which had a modified duration of 2.25 at the

year end.

The Bank views VaR as an effective risk management |
tool and a valuable addition to the non-statistically |

based limit structure. It permits a consistent and
uniform measure of market risk across all applicable |
products and activities based on the assumption of L
The Bank therefore }

|

assumes rnarket risk on a prudent basis in recognition

normal market conditions.

of the fact that market shocks may result in losses in |

excess of those anticipated from VaR. A broad mix of }
i
|

limits are thus employed. This notwithstanding GIB
recognises that limits in themselves are an aid to -
rather than a substitute for — sound judgement. The
Bank recognises sound judgement as the cornerstone
of effective market risk management.

_Liquidity Risk and Funding
L.iquidity' risk management ensures that funds are
avajlable at all times to meet the funding requirements
of the Bank.

GIB’s liquidity management
policies are désigned to ensure
that '
conditions the Bank has access

even under adverse
to adequate funds to meet its
obligations. In  normal
conditions the objective is to

ensure that there are sufficient

g v g ey Occ Nov e

funds available not only to
meet current commitments but also to provide the
flexibility to expand when opportunities arise. These
objectives are met through the application of a
prudent mix of liquidity controls. These controls
provide security of access to liquidity without undue
exposure to increased costs from the liquidation of
assets or the aggressive bidding for deposits. The
liquidity controls ensure over the short term that the
future profile of cash flows from maturing assets is
adequately matched to the maturity of lLabilities.
Liquidity controls also provide for the maintenance of
a stock of liquid and marketable assets and also an
adequately diversified deposit base in terms of both
maturities and range of counterparties. During the
year under review the contractual maturity profile of
the Bank's funding base was further enhanced through
the issue of a $200 million five-year floating rate note.
This was the Bank’s first floating rate note issue and
increased total term financing to $750 million at the
1997 year end. Deposits from Customers provide a
further stable source of funding.
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The asset and liability maturity profile by individual
asset and liability category based on contractual
repayment arrangements is set out in Note 19 to the
Financial Statements. At the 1997 year end 35.3 per
cent of Total Assets were due to mature within three
months. A significant portion of assets with longer
term maturities were readily realisable securities. With
regard to deposits the Bank's retention records
demonstrate that there is considerable divergence
between their contractual and effec-
tive maturities. By way of example
average deposits in 1997 from those
counterparties with deposits over $1o0
million at the 1997 year end

amounted to $6,104 million. Thus,

these deposits of a core nature
together with Shareholders’ Equity
and Term Financing were more than |
double thus than
adequately funded the least liquid
asset category, Loans and Advances.

and more

The loan portfolio is also comfort-
ably exceeded by the more stable
deposits from the GCC region.
Deposits from GCC country govern-

YR AN

ments and central banks and other
institutions headquartered in the fime
Depenits 1o

GCC states at 315t December 1997
amounted to $4,691.5 million. GCC

Loans Cener
T fides Do B

deposits to total loans cover was therefore 1.3
times. Total deposits and term financing coverage to
loans was 2.3 times compared to the previous year’s
level of 2.2 while the liquid assets ratio, which expresses
bank balances, money market instruments, placements
with banks and securities as a percentage of total assets,
improved year-on-year from 60.2 per cent to
61.6 per cent.

LIQEID ASSETS RATIO

Operational Risk

Operational risk is the potential for loss caused by
human error, fraud or the failure to record, monitor or
account for transactions and positions.

Operational risk is mitigated by a comprehensive
systemn of internal controls. This includes systems and
procedures to monttor transactions and positions, the
confirmation of transactions, appropriate segregation
of duties and periodic reviews by both internal and
external auditors.

Of particular concern are the
serious technical challenges faced by
many of the world’s computer
systems in processing date related
information beyond 1st January 2000.
The Bank has already undertaken a
Year 2000 compliance review of all in-
house and third pérty developed
computer  software, hardware,
information delivery services and
communication systems. An action
plan has been initiated to develop or
acquire the required revisions to
non-compliant systems. Full testing
of all systems will take place in the
second half of 1998 with the aim of
achieving compliance of the Bank’s
in-house systems by 31st December
1998.
continues to be maintained with customers, corre-

In addition, a dialogue
spondents and counterparts as to the status of their
own Year 2000 projects.

The Bank is also proactively considering and
addressing the operational, accounting, legal and
strategic risks associated with European Economic and
Monetary Union (EMU) and in particular the
introduction of the Euro.
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GULF INTERNATIONAL BAXNEK B.S5.C.

Auditors’ Report to the Shareholders

We have audited the financial statements of Guif International Bank B.S.C. as at, and for the year ended, 31st
December 1997 as set out on pages 29 to 435.

HESPECVIN G RESPONSIBILITIES OF DIRECTORS AND AUDITORS
These financial statements are the responsibility of the directors of the Bank. Our responsibility is to express an
opinion on these financial statements based on our audit.

We conducted our audit in accordance with the Bahrain Audit Law 26/ 1996 and in accordance with International
Standards on Auditing. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the é.ccounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for

our opinion.

OPINION

In our opinion, the financial statements present fairly, in all material respects, the financial position of Gulf

International Bank B.S.C. as at 315t December 1997, and the results of its operations and its cash flows for the -

year -then ended, in accordance with International Accounting Standards and comply with the Bahrain
Commercial Companies Law 1975 (as amended) and the Bahrain Monetary Agency Law 1973 {(as amended).

OTHER REGULATORY MATTERS

In addition, in our opinion, the Bank has maintained proper accounting records and the financial statements
are in agreement therewith. We have reviewed the accompanying Chairman’s Statement and confirm that the
information contained therein is consistent with the financial statements. To the best of our knowledge and
belief, no viclations of the Bahrain Commercial Companies Law 1975 (as amended), or the Bahrain Monetary
Agency Law 1973 (as amended), or the terms of the Bank'’s licence or Agreement of Establishment and Articles
of Association have occurred during the year that might have had a material adverse effect on the business of
the Bank or on its financial position. Satisfactory explanations and information have been provided to us by
management in response to all our requests.

dine

KPMG
Public Accountants, Manama, Bahrain
18th February 1gg8
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At 31.12,97

. TOTAL LIABILITIES & SHAREHOLDERS' EQUITY

Ibrahim Abdul-Karim
- Chairman

The notes on pages 32 to 45 form part of these financial statements.

Dr. Abdullah 1. El- Kuwalz
General Mfmager

Note K Al 31.12.96 7
US$ millions US$ millions
ASSETS '
Cash and Balances with Banks 85.9 53.4
Money Market Instruments - 3 260.7 266.3
Placements with Banks 4 2,281.4 2,182.1
Trading Securities 5 192.1 86.2"
Investment Securities - 6 3,047.6 2,817'.6
Loans and Advances 7 3:478.7 3,436 |
Fixed Assets 8 13.6 13.0
Other Assets 164.5 127.8
TOTAL ASSETS 9,523.9 8,982.9
LIABILITIES _ - ‘
Deposits from Banks ' 4,456.8 4,130.8
Deposits from Cﬁstomers 2,7748 28365
* Securites Sold under Agreements to Repurchase . 6562 - 606.3
.‘Proposed Dividend : ' 45.0° 450
" Other Liabilities _i- “10 . 472 161.8 N
Term Financi;ig R I _ L 7500 . -{-5'5'0.5_;
TOTAL LIABILITIES | 7 88300 - 83304
- SHAREHOLDERS®EQUITY . : Kl
Share Capital | a2 450.0 . 4500
" Reserves , I3 24319 _ 202.5-"_
'SHAREHOLDERS’ EQUITY o " 693.9 C652.5 0 1
9,523.9

' 8,082.9 |
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GULF INTERNATIONAL BANK B.S5.C.

~ Statement of Income and Appropriations

\'
I
|
|

Year Ended

The notes on pages 32 to 45 form part of these financial statements.

Year Ended
Note 31.12.97 31.12.96
7 US$ millions USS millions
{INTEREST REVENUE .
Interest and Fees on Loans 14 257.7 237.8
Interest on Placements and Mbney Market Instruments 133.2 . 118.5 -
Interest on Securities 16G.0 162.5
559-9 518.8
INTEREST EXPENSE 450.3 408.5
NMET INTEREST REVENUE 109.5 110.3
Provision for Loan Losses 7 {23.0) (10.0)
Provision for Investment Securities 6 (7.0) -
NET INTEREST REVENUE AFTER PROVISIONS . 79.6 100.3
OTHER INCOME ' 15 54.0 38.8
NET INTEREST AND OTHER INCOME 133.6 139:1.
OPERATING EXPENSES ‘ _
Staff 16 30.3 30.0 ‘. '
Premises - 4.3 e
Other CoT2. 9.9
o , _ 467 443
NET INCOME BEFORE TAX _ 8.9 - . 948 |
Overseas Tax L I 17’  {05) © {0.3)
"NET INCOME AFTER TAX _ e 86.4 045 b
APPROPRIATIONS - _ 7
- Compuls‘ory,Reservé B 13 8.6 ) 9.4 7|
‘ Yplun't’a_rjé R_esért_'e 13 - 8.6 94 |
'Proposed Dividend T 450 _45.0
Retained Eérnings 13 242 307 °
' 86.4

- 94-5
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GULF INTERNATIONAL BANK B.S.C.

Statement of Cash Flows

Year Ended Year Ended —l
312,97 31.12.96

US$ millions 1S% millions

OPERATING WITIVITIES

Net Income 86.4 94.5

Adjustments to reconcile Net Income to Net Cash '
(Outflow) /Inflow from Operating Activities:

Provision for Loan Losses 23.0 10.0
Provision for Investment Securities 7.0 -
Profit on Investment Securities {0.4) (12.9)
Profit on sale of Associated Company (8.6) -

_ Amortisation of Investment Securities 3.0 © 3.4
Depreciation of Fixed Assets ' 1.9 1.9
(Increase) /decrease in accrued interest receivable (24.5) . 22.8
Increase/ (decrease) in accrued interest payable 9.5 (26.4)
(Increase) /decrease in other net assets (36.3) 367
Net (increase) /decrease in Trading Securities {105.9) 48.4

 NET CASH (OUTFLOW)/INFLOW FROM OPERATING ACTIVITIES (5399 - 1783
. INVES_TING ACTIVITIES ) ) i o ) -
Net increa_,sé in Placements with Banks . K - . ' (69.3) " o (48.8)' 4
Net increase in Loans and Advances l - . 3 - o (65.2) ~ ~ (188.1) "
Purchase of Investment Sectirities ' : ' ©(1,250.4) ( 1_,216.-3)"
Sale and maturity of Investment Securities S : ' L0103 7941
Proceeds frb'm‘sa.l'e of Assc_:éiate'd Compahy' S o , R~ % R g
Purchase of Fixed Assets : - : N (z.5) (1.9)"
NET CASH OUTFLOW FROM INVESTING ACTIVITIES - - . (388.4) . (661.0)" ;

.FIN_.—\NCING ACTIVITIES . -

Net increase/ (ée'crea.se) in Deposits from Banks 7 - 326.0 ) ('1'66.9) E
Net (decrease)/increase in Deposits from Customers ' (61.7) o 1832
Net increase in Securities Sold under Agreements to Repurchase 49.9 _ 1'67:0 .
Increase in Term Financing ' o E 200.0 . 12500
Dividends paid Lo - (45.0) (45.0)

' NET CASH INFLOW FROM FINANCING ACTIVITIES . - : C 469.2 . 4483
INCREASE/(DECREASE) IN CASH AND CASH EQUIVALENTS 26.9 o (34.4)' ,
CASH AND CASH EQUIVALENTS AT 1ST JANUARY . ' : 3107 354.1
CASH AND CASH EQUIVALENTS AT 31ST DECEMBER o ~ 3406.6 © 319.7

Cash and Gash Equivalents comprise Cash and Balances with Banks and Money Market Instrements. Movements in Trading Securities and Loans and Advances are stated
net of transfers in respect of bonds received: in seulement of sovereign debt principal claims.

The notes on pages 3z to 45 form part of these financial statements.
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GULF INTERNATIONAL BANK B.S5.C.

\Iotes to .the Frnanelal Statements

Far the Year Ended 31st December 1997

INCORPORATION AND REGISTRATION ,
Gulf International Bank B.S.C. (“the Bank”) is a Bahraini Shareholding Company incorporated in the State of-
Bahrain by Amiri Decree Law No. 30 dated 24th November 1975 and is regtstered as an oﬁ'shore banktng unit with
the Bahrain Monetary Agency
The Bank is wholly owned by Gulf Invesiment Corporatton G.5.C. (“GIC™), an international investment
company registered in the State of Kuwait and owned equally by the governments of the six member states of the
Gulf Cooperation Council (“GCC”) - Bahram Ruwait, Oman, Qatar, Saudi Arabia and the United Arab Emirates.
THe Bank is principally engaged in the provision of wholesale banking services.

ACCOU .'\’“'“\G POLKCEES
The accountmg and reporting policies of the Bank comply with Internatlonal Accountlng Standards and conform
with prevailing practices within the banking industry.

'Ihe,followitrg is a description of the more significant accounting policies adopted by the Bank:

20F ol rzfmrf Convention

The financial statements have been prepared under the htstortcal cost convention.

2.z Money Jt[mketmsrmments . -
Money Market Instruments are stated at cost, ad_]usted for t_he amorttsatlon of premtums and accretion of
. discounts. . :

© 2.3 Secur:tzes :

o r'Tradtng Secunues a.nd Secunnes Sold but not yet Purchased are stated at market value. Reahsed and unirealised |

"proﬁts and 'losses are mcIuded in Other Income Secunues Sold but not yet Purchased are mcluded in- Other '
‘Liabilitiés. " : S ' : ‘
, Investment Securmes are stated at cost ad_]usted for the amornsatton of premlums and accrenon of drscounts less
provisions for credlt losses. ' ‘ C

Bonds received in settlement of soveretgn debt interest and principal claims are capttahsed at the samenetbook |

valué as other debt obhgauOns of that country ‘The capmﬂtsed amount of bonds recetved in settlement of mterest '
claims is cred1ted to Interest and Fees on I..oans :

2.4 Secuniws annungArranaements . - : . . . : _
Securities. Purchased under Agreements to Resell (resale agreements) and Securmes SoId under Agreements tok‘

' '.Repurchase (repurchase agreements) are-treated as collateralised lending and ‘oorrowmg transactions and are
stated.at the amounts lent or- borrowed Securities Purchased under Agreements to Resell are tncluded in Money

Market Instruments Tl ‘

Subszdzanes cmd 4ssoctated Compames o o s L

: Investments in sub51d1ary compantes are not matena.l to the ﬁnanaal statements and are accordmgly stated atcost. |
less provmon for permanent diminution in value. Investments in assocrated companies which are intended to be-
held for the Iong term are accounted for by the equity method. The Bank’s share of the retained earnings of
. ' associated companies is .determined ‘with reference to the most recent audlted ﬁnanc:al statements and the latest
unaudited financial information available to sharehoIders Investments in assoc1ated companies which. are not
intended to be held for the long term are stated at cost less provision for permanent diminution'in value. '
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GULF INTERNATIONAL BANK B.S5.C.

Notes to the Fmanelal Statements

For the Year Ended 31st December 1997
continued

1+

ACCOUNTING POLICIES consinned
2.6 Lowns and Advances -
Loans and Advances are stated net of provisions for credit losses.
Loans on which interest or principal is 90 days or more overdue are placed on a non-accrual basis and all unpaid

-and accrued interest is reversed from income. Interest on non-accrual loans is included in income only when

received. Loans are restored to accrual status only after all delinquent interest and principal payments have been
brought current, a regular payment performance has been established and future payments are reasonably
assured. - -

Loans are written off after all restructuring and collection activities have taken place and the possibility of
further recovery is considered to be remote.

2.7 Provisions for Credit Losses

Provisions for credit losses comprise both specific and general provisions. Specific provisions are mamtamed to
cover identified potential losses and permanent diminution in the value of investments. Specific ‘provisions in
respect of troubled sovereign exposures are determined with reference to matrices of the relevant regulatory - -
authorities. Specific provisions in respect of other credit exposures are made to the full extent of the estlmated'

-potential loss or permanent diminution in value. General provisions are maintained to cover pOSSIbIe losses which
as yet have not been identified. Provisions for credit losses are deducted from the reIevant asset category

28 F r‘:ed Assets . .
Land is stated at cost. Other fixed assets are stated at cost less accumulated deprecratton Deprec1at10n is computed

- ona stralght hne bams over the estimated useful life of each asset category as follows

Buildings - = Tenyears -

_Inswallations . - Four years or penod of lease rf Ionger
-+ Office Furniture -~ ~ Six years

Office. Equ1pmenr. ~ Four years

Motor Yeh_lcles " — Three years

i

2.9 Forezgn CurrencyConverszon T S S e

- :Assets and hab1ht1es denommated in forergn currencies are converted i into US Dollars at market rates of exchange -

prevailing on the ba.la.nce sheet date Reallsed and unreahsed fore1gn exchange proﬁts and losses are 1ncIuded in
Other Income. : : : '

2.10 Off-Balunce Sheet Derivative and Foreign. Exchange Instruments o S : ‘ :
Off-balance sheet financial instruments include’ futures,. forwards, swaps and optlons in the mterest rate a.nd-
foreign exchange markets. The Bank utilises these instruments to satisfy the requirements of its customers, for
proprietary tradmg purposes and to hedge its own exposure to interest rate and currency risk. - L

Those instruments entered into for tradlng purposes or to hedge or.her tradmg posmons are ma.rked—to—market' )
with associated profits and losses included in Other Income. - R ‘

Profits and losses on instruments entered into for hedging purposes, other than those referred to above, are -
recognised in Interest Revenue or Interest Expense on an amortisation basm over the lives of the hedged assets
or liabilities. :

2,11 Renremeni and Oﬂrcr Termma! Benqﬁts ‘
Reurement and other terminal benefits are accrued for during the employees’ period of service in accordance w1th
contractual obligations and regu]auons applicable in each location. '
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CULF INTERNATIQONAL BANK B.S.C.

DNotes to the Financial Statements
For the Year Ended 31st December 1997
continued

2

MONEY MARKET INSTRUMENTS ‘ )
Money Market Instruments at 31st December 1997 included US and German government Treasury bills and

. Securities Purchased under Agreements to Resell amounting to usszor.2 million and usss.o million respectively

(1996: Uss211.4 million and uss3s.o million respectively).

?LA.C.E.‘JENTS-":\’ITH BANKS
Placements with Banks at 315t December 1997 included placements with non-bank financial institutions amounting
to Usss53.9 million (1996: usst50.3 million). -

TRADING 3ECURITIES )
The classification of Trading Securities was as follows:

3L12.97 31.12.96

‘ US$ millions US§ millions

_ Listed debt securities : , I10.2 78.1
Managed funds : ' , 57 -
Equities . - 62 . 8.1

‘ - 192.1 86.2

The externally managed funds provide a diversified exposure to foreign exchange and international debt markets.

. INVESTMENT SECURITIES h

‘a) Classification of Investment Securities :

T JrIz.gy - : L © 3rrzgh
Book Value - Market Value . Book Value = Market Value
’ : - . . o US$ millions  USS millions .UUSS miliions US$ millichs
.AAA/Aaa rated debt securities -~ - - . - - 858.8 866.0 ~ 962.8 980.3
" Debt securities of other i mvesr.ment grade lssuers : . " 16294 L6449 1,390.9 1,415.6 .
Other debt securities R - T ©'340.5 - 358.0 307.2 316,
Equities and equity funds - o S .. 2093 . 2086 1567 163.0

3,047.0. _ 3,077.5 L2 817 6 2 875 o

i The market va.lue of Investrnent Securities at 31st December 1997 1ncluded net unreallsed gains on secunues of
Uss39 .3 million (1996: Uss72. 4 million) and net unrealised losses of Uss8.8. million (1996 UssI 5 o million). on interest
" rate swaps used to convert fixed rate securities to a floating rate basis. :

Equities and equity funds at 31st December 1997 included investments in subs;dlanes and associated compames -
of Ussﬁ 2 million (1996: Uss17.6 m1lhon) During 1997 the Bank sold its 49 per cent investment in GIBCorp Oman .

LLC. The profit realised on the sale is set out in Note 15.

b Prou'umm for bwestment Securities”

The movements in the provisions for investment securities were as follows:

) 1997 I : 1996 o
Specific General Total _ Specific General _Tatal
1J8% millions  USS$ millions  US$ millions USS$ millions = US$ millions US$ millions
At 1st January 9.6 21.0 "30.6. o7 22.9 30.6
Charge/ (Credit) for the year o 6.3 0.7 7.0 1.9 (1.9) - -
At 315t December 15.9 217 . 37.6 9.5 21.0 30.6
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CULF

INTERNATI{ONAL BANK B.S5.C.

Notes to the Financial Statements

For the Year Ended 31st December 1997

continued

7

LOANS AND ADVANCES ILI2.97 1r.12.96
USS millions USS$ millzons
Gross Loans and Advances 4,208.3 4,228.8
Provisions for Loan Losses (789.6) {792.3)
Net Loans and Advances 3478-7 3,436.5

w) Concentrations of Loy and Advances

Net Loans and Advances at 3ist December 1997 included exposure to GCC country governments of
Uss465.4 million (1996: Uss$544.6 million) and OECD country central government and agency risk of uss258.7 million

(1996: Uss429.2 million).

There were no significant concentrations by industrial sector at 31st December 1997 and at 31st December 1996,

b) Provisions for Loan Losses

The movements in the prov151ons for loan losses were as follows:

1997 1946
Specific General Total Specific General Total -
US$ millions  US$ millions  US$ millions US$ millions USS millions ~ US$ millions
At 1st January 623.2 169.1 792.3 652.9 159.6 . 8125
Exchange rate movements (16.3) - (16.3) (13.9) - - (13.9)
Amounts utilised (9-4) - (9.4) (16.3) . - (16.3)
Charge for the year 8.0 5.0 23.0 0.5 9.5 . 10,0
At 315t December - 615.5 174.1 789.6 623.2 16g.1° -792.3
¢} Non- PerfomzmtrLoam : .
The gross and net book values of loans on which interest. was not bemg accrued were as follows: _
- iR 97 jLIzg6 -
Net Book "~ Net Book
. Gross Value Gross " Value
- / USS millions  US$ millions USS$ millions US$ millions
Sovergignr 479.5 19.3 .500.9 99 .
Corporate 36.8 4.7 41.4 13.1 -
' 516.3. '24.0. §51.3 23.0
FIXED ASSETS Frechold Premises and
Land.  Buildings ' Equipment Total
US$ millions  US$ millions  USS$ millions  US$ millions
At 315t December 1497 . .
Cost _ - 8.9 26.8 - 18.8 54-5
Accumulated Depreciation - 26.0 14.9 40.9
Net Book Value 8.9 0.3 3.9 13.6 -
At 3:'55 December 1996 o 7
Net Book Value 8.9 0.8 13.0

3.3
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GULF INTERNATIONAL BANK B.5.G.

Notes to. the Financial Statements

For the Year Ended 31st December 1997
: conn.nued

0.

DEPOSITS - :
Of total deposits at 315t December 1997 amounting to Uss7,231.6 million (1996: uss6,967.3 million), uss4,661.5 million

_ (1996: Uss4,722.6 million) were from GCG country governments and central banks and other institutions head-

RESERVES. - -/ . - . S B e
ST ' B - Compulsory | Voluntary . - Retained. A
- Reserve ‘Reserve - . Earnings CTotl | Towl 1 .
o : D S .. US$ milliois ~ US$ miltions - US$ millions  USS miltions =~ US$ niillions - |.
At 1st_]anuary S 457 457 IILI . 202.5 153.0°
Transferfrom Statement of B o S P S T _
~ Income andAppropnauons vt i 86 0 86 - 242 . 41.4. 49.5 |
' At3xstDecember S T B 543 1353 2439 202.5 -

14.

quartered in the GCC states. Deposits from central banks are included in Deposits from Customers.

OTHER LIABILITIES - ‘
Other Liabilities at 31st December 1997 included Securities Sold but not yet Purchased amounting to Uss2.1 million
(1996: Uss34.6 millior).

L TERM FINANCING 311297 Jn12.96

. 'US$ millions  US$ millions.

US$ Floating rate loan due in 2000 300.0 300.0

US$ Floating rate loan due- between 2001 and 2003 : o 250.0 250.0.
US$ Floating rate note due in 2002 : ‘ : 200.0 - -
750.0 550.0

SHA %PITAL o ‘ . - : . : 351297  an1ag6

- USs millions TUSS millions .

Aur.honsed IssuedandFullyPald ’ P B R 500 450.0

The Issued Share Cap1tal at 3ist December 1997 and 315t December 1996 compnsed 450 mllhon shares of USSI each :

Under the prov151ons of Arucle 52 of t_he Bank’s Arncles of Assoaauon 10 per cent of net proﬁts are to be‘ :

transferred to .each of the Compulsory a.nd Voluntary I Reserves

INTEREST AND FEES ON. LOANS - : .
Interest and Fees on Loans mcluded USss2.9 rmlhon (1996r Usso. 5 million) represenung the net book value of bonds

. received in setdement of soverelgn debt interest claims.
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-GULF INTERNATIONAL BANK B.S5.C.

- Notes to the Financial Statements

For the Year Ended 313t December 1997

continued
t3. OTHER INCOME . 1997 1996
US$ millions  USS millions
Profit on Trading Securities ‘ 14.3 4.1
Profit on Investment Securities 9-4 12.7
Profit on sale of Associated Company 8.6 -
Dividend Income 8.5 8.6
Commissions on Letters of Credit and Guarantee - 72 7.2
.. Profit on Foreign Exchange : 5.3 © 4.4
Fee and Sundry Income - 0.7 Lz
Share of Profits of Associated Companies ‘ - 0.6

540 388

ETIREMENT AMD OTHER TERMINAL BENEFITS
The Bank has defined contribution pension plans which cover the majority of its employees. Contributions are
based on a percentage of salary. The amounts to be paid as retirement benefits are determined by reference to the
" amounts of the contributions and investment earnings thereon. The Bank also pays contributions to Government
defined contribution pension plans in accordance with the legal requirements in each location. '
The total cost of retirement and other terminal benefits included in Staff Expenses for the year ended.
3ist December 1997 amounted to Uss3.7 rmlhon (1996: Uss3 4 million).

17 OVERSEASTAX: - - o - ol
. Provision for overseas taxanon is mcluded in Other. Llabﬂmes and represents the tax charge for the yea.r on - '. ‘
~ overseas branch activities. :

13, GEOGRAPHIC DISTRIBUTION OF RISK ASSETS'

. o B : .3_3.1-2.97 - - o E 3:..12.96 ;
. .Placéments ~ Securities & - - Credit-related” : .
& Balances Money Market . Loans and Conringent . ) .
.with Banks  Instruments Advances . Irems- ~ . Total Tt Total
| L - " USS millions  US$ millioris - US$ millions  US§ millions - USS millions ‘USSr_nﬂlionsf:-',':_
GCC . : . 551.8 222.0 - 1,682.1 1,054.3 - . 3,5102 - 3,035.1
Other Middle East&: North Afnca , " 126.3 852 . 1818 139.8 . 853310 359.7 _7,'
Europe - - . ‘ 535.6 - 1,584.4. . 4986 691.8 3:310.4 31530 -
North America S o 3922 12858 3634 10549 ° 3,000.3 - 2,909.9 -
Japan & Other Asia = - - . 64 z750 - 6834 2318 1,951.6 . 1,881 0"
Latin America . - S - 474 - . 69.4 - = 168 . 6oy
Total - B 23673 - 34998 34787 _ 31726 12_,518.4; 15,3996, |-

An analysm of denvauves a.nd forelgn exchange products is set out in Note 21 (a).
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GULF INTER;‘»I:\TIONA'L BANK B.S.C.

\Iotes to the Financial Statements

_ For the Year Ended 31st December 1997
continued

£y, MATURITIES OF ASSETS AND LIABILITIES
The asset and liability maturity profile was as follows:

Within Month ¢4 Years Years  Over 5 years
3 months to 1 year 2and 3 . 4and 5 and other Total
US$ millions  US$ millions  USS millions  US$ millions  US§ millions  US$ millions

At st December 1997

Money Market Instruments 214.2 46.5 - - - 260.7
Placements & Balances with Banks 1,753.9 6134 -~ - - - 2,367.3
Securities 222.9 441.0 790.5 642.5 1,133.2 3,239.1
Loans and Advances 1,050.4 791.9 8zo.1 476.4 339.9 3,478.7
Fixed & Other Assets 119.4 45.1 - - 13.6 178.1
Total Assets ' © 3,360.8 1,037.9 1,619.6 1,118.9 1,486.7 9,523.9
Deposits ‘ - 6,083.1- 1,028.5 120.0 . - - - 17,2316
Securities Sold under Agreements ) -

to Repurchase 65602 - - - - 656.2

Proposed Dividend & Other Liabilities 1271 65.1 - - - 192.2
Term Financing : - .- 300.0 . 400.0 50.0 750.0
Shareholders’ Equity S - - - - 693.0 © 693.9
Liabilities & Shareholders’ Equity .. - = 6,866.4 1,093.6 420.0 .400.0 . 743-9 0,523.0
At ’rst December 1996 7 S o - o ‘ S
Total Assets - S el 3663.5 - 1,204.T 1,635.4 1,201.4 1,128.5 . 8,982.9
Llablhtles & Shareholders’ Equlty - 6 628. 8 1,097.9 - 53.7 400'0 ' 802 5 "8,082.9

The asset and liability maturities are based on contractua.l repayment arrangements and as such do not take account

of the effective maturities of deposns as indicated by the Bank’s deposit retention records. Counterparues each with
deposits over Uss1o million at 31st December 1997 had average ‘deposits throughout 1997 amountmg 10 Uss6,104 ml]hon '
(1996 Usss,706 million). Formal 11qu1d1ty controls are nevertheless based on contractual ]1ab111ty matunues
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GULF INTERNATIONAL BANK B.S5.C.

™otes to the Financial Statements
For the Year Ended 31lst December 1997

continued

20, INTEREST RATE RISK

The repricing profile and effective interest rates of the various asset and liability categories were as follows:

Non-interest Effective’
Within Months Months Over bearing Interest
3 months 306 Tto 12 I year items Total Rases
USS millions  USS$ millions U858 millions . USS$ millions  USS millions  USS millions %
At grst Deeember 195
Money Market Instruments 214.2 13.2 33.3 - - 260.7 434
Placements & Balances - '
with Banks 1,753-9 466.0 147.4 - - 2,367.3 5.66
Trading Securities ' 110.2 L - - - 81.9 . 192.1 - 4.26
Investment Securities: ' ‘
— Fixed rate , - - 178.2 464.2 - 642.4 553
- Floating rate 1,861.6 347-4 8.0 - (z1.7) 2,195.3 6.33
~ Equities & Equity Funds - - = - 209.3 209.3 -
Loans and Advances 2,425.1  1,058.7 163.2 5.8 (174.1) 3,478.7 7.24
Fixed & Other Assets - - - - 178.1 178.1 -
Total Assets 6,365.0 1,885.3 530.1 470.0 273.5 9,523.9
Deposits : 6,203.1 696.0 332.5 - - 7,231.0 5.49
‘Securities Sold under - : : :
Agreements to Repurchase 656.2 - - - - 6562 4-43
Proposed Dividend & E o : . . -
" Other Liabilities. ‘ o= - = - ‘1922 0 - 192.2 =
. Term Financing 750.0 - - - - = 7500 . 6.3
’ Shareholdérs’ Equity ' - - - - 693.9 693.9 - . — .
. Liabilities & Shareholders’ o : o '
Equity _ . 7,600.3 696.0 332.5 - 886.1 9,523.9 .
Balance Sheet Items (1,244.3) | 1,180.3 197.6 '470.0 (612.6)- . = g
. Off-Balance Sheet Items - 157.1 . (425.3). - 268.2 - - -
~Interest Rate Sensitivity Gap _ (1,087:2) 764.0  465.8 470.0 . (612.6) T
Cumulative Interest Rate . . ' ,
Sensitivity Gap -~ (1,087.2)  (323.2) 142.6 612.6 - -

At 315t Dece;nber 1606
Cumulative Interest Rate o : _ _ -
Sensitivity Gap - (396.7) . 35.7 135.6 722.8 - . =

The repricing profile is based on the remaining period to the next interest repricing date. The repricing profiles.
of securities and loans incorporate the effect of interest rate swaps used to modify the interest rate characteristics
of specific transactions. Interest rate swaps and forward rate agreements that have been used for asset and liability -
management purposes to hedge overall exposure to interest rate risk are included separately as Off-Balance Sheet
Iterns. Their impact on effective interest rates is reflected in Deposits. The general provisions for security and loan
losses are deducted from non-interest bearing assets. . ' e
" The substantial majority of the Bank’s assets and liabilities reprice within one year. Accordingly there is a limited
exposure to interest rate risk. The fixed rate investment securities portfolio is the principal asset or liability category
to reprice over one year. At 31st December 1997 the modified duration of this portfolic was 225 (1996: 3.70).

Modified duration represents the approximate percentage change in the portfolio value resulting from a-100 basis

point change in yield. More precisely in dollar terms the price value of a basis point of the portfolio was Us$149,000
(1996: US3224,000). '
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GULF INTERNATIONAL BANK B.S.C.

Notes to the Flnancml Statements
For the Year Ended SIst December 1997

continued

21, OFF-BALANCE SHEET FINANCIAL INSTRUMENTS
) Dertvatives and -Farcr'gn E\'dmn;ge Products
The Bank utilises derivatives and foreign exchange instruments to meet the needs of its customers, to generate
trading revenues and as part of its asset and liability management (ALM) activity to hedge its own exposure to
interest rate and currency risk. The Bank has appropriate Board-approved procedures for 