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if appropriate.
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Second Floor, The Linenhall, 32-38 Linenhall Street,
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DX 481 N.R. Belfast 1.
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For further information, please see the guidance notes i
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Gulf International Bank

Headguartered in the kingdom of Balrair, and withh branch off:cos in London
and New York, Gulf International Bank (GIB) provides clients with a vital
investment and business conduit between the region and the rest of the world.

wWaorking in partnership with its clients, the Bank delivers innovative bespoke
finaricial solutions for corporate and global transaction banking, debt and cquity
capital market-related transactions: plus financial advisery, asset management
and treasury. GIB also pioneered the introduction of digital retail banking in

the MENA region through the launch of meem in Kingdom of Saudt Arabia and
Kingdom of Bahrain. Supported by a cutting-edge digital ecosysterm and an
expericneed team of over 1,000 stafl, the Banlk operatus in strict accerdance to
the highest global standards of ethical and professional conduct.

Commencing operations in 1976, GiB is licensed by the Central Bank of Bahrain
as a conventional wholesale bank. It is owned by the governments of the six
Gulf Cooperation Council {GCC) States, with the Kingdom of Saudi Arabia
holding a majority stake.

The Bank's principal subsidiaries are GIB (UK) Limited in London and GIB Capital
in Riyadh, Kingdom of Saudi Arabia. it has international branches in London and
New York; and regional branches in Riyadh, Jeddah, Dhahran and Abu Dhabi,
togethor with a representative office in Dubai. Marking an important milestonc
in its strategy to becorne a pan-GCC universal bank, GIB is currently in the final
stages of converting its branches in Kingdom of Saudi Arabia into a localiy-
incorporated bank.
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Financial
highlights

Earmngs (WSS mibors

Net income after tax

Net interest income

Fee and commission income

Operating expenses

Frrancial sosition (LT

Total assets

Loans

Investrment securities

2017

700

0.4

2531

i88.2

72.6

70.2

240.0

192.1

25,471.3

22,9058

24,192.4 21,300.2

10,043.1

97451

91614 79315

39938

4,066.4

3.8845 38445

Senior term financing

3,263.6

27616

2,420.0 33729

Fquity

P

Profitability

2,4109

2,357.4

2,431.0 2,3507

Return on average equity

Return on average assets

Capital
Risk asset ratio (Basel 2)

- Total

A;;Fier 1

Fquity as % of total assets

Asset quality

Securities as % of total assets

Loans as % of total assets

Lty

Liquid assets ratio

Deposits to loans cover {times) *

! Deposils include senior terrm financing

CREDIT HATINGS
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Ratings

Capital
intelligence

Long-term Deposit Rating BBB+
Long-term Senior Unsecured Debt Rating BBB+
Short-term Deposit Rating F2
Outlook Stable

Baal
Baal
p-2
Negative

A+
Al
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Chairman’s
statement

On behalf of the Board of Directors,
it is my privilege to present the
annual report and consolidated
financial statements of Gulf
International Bank (GIB) for the
fiscal year ended 31 December
2018. While the continuation of
economic uncertainty and market
volatility had been expected,
there were also a number of
unexpected global events which
posed new challenges for the GCC
region. Accordingly, GIB adopted a
proactive approach to navigating
the risks arising from such a
scenario.

Economic and market background

The synchronised deceleration in global growth and increased
financial market volatdily wailnessed in 2018 were nfluenced
by several critical factors These included escalating global
trade tensions, the economic slowdown in China, uncertanty
over US monetary policy, and ongoing geopolitical
developrments Despite this challenging backdrop, the GCC
region 1s expected to achieve GDP growth of 2 4 per cent

in 2018 and 3 0 per cent In 2019 following a 0 4 per cent
contraction in 2017, according te latest forecasts by the IMF
This positive outlook 1s supparted by the sustained increase
inoll prices, a slower pace of fiscal consolidation, and the
growing success of economic transformation programmes by
governments across the region, led by Saudi Arabia

After facing twa years of significant prossure, the regional
banking sector oxtub ted signs of recovery in 2018 benefiting
from stronger economic growth and increased government
spending on public infrastructure projects GCC banks
continued to take steps to restructure their operating models
in order te cope with an increasingly complex digitized and
technology-driven ecosystem This is allowing them to place
greater focus on business growth and new development
oppertunities, build and maintain customer loyalty, and
strengthen their competitiveness

Financial results

I am pleased to report that GIB delivered an improved top
ine financal porferinance in 2018 Gross mcome mcrcased
by 11 per cent to US$398 5 million from US$360 3 mithon
the previous year, while net income before provisions and
tax also grew by 11 per cent to U5%$133 1 millon compared
with US$ 120 3nltionin 2077 These positive resutls refloct
continued growth and higher contributions from the Bank’s
diversificd Business ines et interest incorne increased by
US$20 6 million or 8 per cent to US$273 7 million, while .
non-interest income increased by 16 percent to US$124 8
rmillion The latter s attnbutable to a higher return on GIB
Capital-managed KSA equity iInvestmenits, and fee income
from GIB Capital's discretionary portfolio management
rnandates, together wath anincrease of 32 per cent in
customer-related foreign exchange ncome The Bank also
benefited lrom an exceplional recovery on a prov ou-ly
wrilten-off assel

Total operating expenses in 2018 rase by 11 per cent to
Us$265 4 rullion frerm US$240 0 million a year earlier

The increase 15 attributable to costs associated with the
ongoing implementation of GIBS husimess diversification and
expansion strategy, including the planned new subsidiary

in Saudi Arabia, as well as additional investment in the IT
infrastructure to support the launch of innovative new
services and products

CONFLITS
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Dr Abdullah bin Hassan Alabdulgader
Chairman

After an cacestione Lo previen charpe ot LS5 355 1
mithion, a net loss of US$227 O million was recarded in 2018
compared with net income of U$$70 O rrullion in 2017 The
provisions relate to challenging macro-economic conditions
which iImpacted the business enwvironments of several GCC
countries inwhich the Bank operates, resulting in a hugher
level of non-performing loans during 2018 The higher level
of prowvision coverage at 103 per cent for non-performing
loans will enable GiB to focus on its strategic and business
imtiatives in 2019 vathout undue distractions, and also
enable the planned new subsidiary in Saudi Arabia to
comrnent e operations o1 a firm ooung

GIB continued to mamtain a strong balance sheet n 2018
Consclidated total assets at the end of the year stood at
US$27 S billion, an increase of 8 per cent from US$25 5
bBllonat the end of 2017 wath tha asse. arofile of ccting

a high level of lquidity Cash and other liguid assets, and
shart-term placements, increased by 21 per cent to US$12 8
bilion, representing 47 per cent of total assets Placemenls
wilh banks exceeded deposits from banks, with GIB
continuing to be a net lender Lo the interbank market Loans
and advances in 2018 reduced margnally to US$9 8 billion
compared with US$10 0 bilbon in the previous year

Funding profile

The Banles fundiig prodre raoroved duning 20018 due to
continued growth In corporate customer deposits, and also
increased contributions from meem digital banking and global
transaction banking activittes, which constitute important
new sources of less costly and more stable funding Customer
deposits grew by 15 percentin 2018 to U5%18 3 billion,
accounting for 89 per cent of total deposits, and exceeding
loans and advances by 1 8 times GIB also closed a US$500
rerllion Abree e hoane o, beobils, sbach svas oersul oo
and upsized from an mitrat amount of Us$250 million due to
strong appetite from nine leading regional and international
Lacks rolle chirg cont e gtk corfidor e o GIb

Ratings confirmation

The internationat rating agenaies agan cndorsed then

cenfroeo oo Dok ol trerg tood re o SO U it

Borta o tned toe bonde - laae torepe soc g el ok

(IDR) atl "BBB+’ with a Stable outlook, while Moody*s Investars

[ T T AT I U PO PR F Y (O IR B O A RV S

with a Negalive outlook The Bank™ ratings were maintained

despile: a change in Moady's Balwain sovereign rating 1o

‘BB from BB+ and the revision of the Kingdoms Country
sl U BB T Ve e

b e e e

strong shareholding structure, adequate capitalisation and

Sirreteere ot

PR ST TR SN [V8 O R TR IR R N

competent management, and stable asset quality and tugh
uguidity They al o reflect che ot that the rogon' y of the
Bank’s operating activities are outside Bahrain, and therefore
vmalfected by the doangrade of t o tlangdom of Babraim:
sovercin ratin g S ificanty, GIE s the enly _ankon Bahr=in
whose ratings are not subject to the Moody's sovereign
rating cap

Strategic progress

Implementation of the Bank’s strategy to be a leading
pan-GCC universal bank gathered greater momentum
during the year The b mcst <on TIC 2N sirategic husiiess
devclopmer te erta ed hinal preparations for corverting wlBe
branches in Saudi Arabia inlo a locally-incorporated bank,
woteh s A anned to take place duerng the first gquanter o
2019, and the launch of meernin Bahrain during April 2018,
awthe regions first futly -cigntal retail Fans fooatur myr ondir e
customer onboarding

The establishment of the new subsidiary, Gulf International
Bank - Saudi Arabia, marks an important milestone in

our regional expansion inbiatives, and will open up new
opportumibe~ n e ropc ns Irpre-Lmisekel Boat-oreflects
the steps we are taking to align GIB%S strategy more closely
with the Kingdom's Vision 2030 in this respect, we recently
established a new Micro, Small and Mediem Enterprises
(MSME) function, which will support the Government's
objective of boosting the development of the Small and
Medium Enterprises (SME) secter as a cntical engine of
econamic growth

Innovation and sustainakility
The imporlance that GIB places on innovation as a distinct
corrpet ar dforcnr stoe seas il oratcd byt o male 3
e selopirndsad e theyeas Thedn o Lol odihe
formation of a new Board level Innovation Commiltee
cebecratobothe Tist ofite w4 st e plnb Thantirg
industry  which wilt guide and encourage the growth
of Innovative intiatives acioss the Bank Inthe second. a
dedicated Ipnovation function was established lo work
closely wath the busmess lines in developig and launching
new Innovative products and services In addition, GIB%S
Rowad Awards and Recogrilion programme will incorporate
a new Innovalion Award in 2019 Lo foster a greater sense
I AT
development s vall move GIB closer to achieving its vision
[N R AR I PN N I B R TN B A T RIS TS T PR [T
innovative solutions’, supported by its cultue of excellence
and its cate values of collaboration perceplrveness, agility
and integrity

hper e [ L L AL Y NS S
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Chairman’s statement (continued)

GIB also recognises s responaibility as a financ.al nstitution
to support the economic, social and environmental
sustainability of the communities in which it operates

around the warld During 2018 the Bank’s corporate social
responsibility programme - WAGIB — was strategically
realipgned Lo Our business activities a~ the most effective way
of creating sustainable value for stakeholders To illustrate
this point, GIBUKS now hve-year assel managien ent strategiic
plan - ‘Responsible Investments, Sustainable Growth’ —
places sustainability at the heart of its business activities
Reinforemng this commitment, the UK-based subsidary
became a signatory to the UN-supported Principles of
Responsible Investment (PRI n 2018, the first and only bank
with majority Saudi ownership to have signed up GIBUK has
published a number of well-received thought pieces on topics
including ‘Sustanable and Responsible Investments’, and
‘ESG Data indiscretions A Sanity Check on Practicality”

Institutional capability

During 2018 we continued to strengthen GIB's institutional
infrastructure in order to support the realisation of our
strategy and continued business growth (n this respect,

we significantly enhanced our human capita Lhrough the
recruitrmei of highly expenenced and qualified professicndis
across a range of disciplines, and further strengthened the
Executive Management Team We also continued to invest
in latest technologies, such as robotics, to streamtine back
office operations and mprove cos. efficiencics

In addition, we enhanced the Bank’s corporate governance
and risk managerment frameworks to comply with the latest
regulatory reguirements, and ensure that GIB remamns robust
and resilient in the face of increasingly volatile economic and
market conditions Particular focus was placed on addressing
certain nsk issues identified as a result of the provisioning
exercise These include a more cautious approach to the
onboarding of new clients, managing nsk more closely at a
country level enhancing remedial efforts and repalansation
of problem accounts, and adopting more aggressive recovery
strategles

New Board of Directors

In August 2018, a new Board of Directors was appointed for
a three-year term | would lke to welcome the members of
the new Board at this important juncture for the Bank, and
look forward to the contributions they will make towards
the achievernent of GIB's strategic and business objectives
The experience of our new Directors In areas such as digital
banking innovation and legal and financial affairs, wil.

add significant value to the Bank and the “ulfilmert of the
aspirations of our shareholders, clients and employees
I'would alse like to extend my sincere appreciation to the
exiting Board, whose members played a positive role in
enhancing the Bank’s regional and international presence

Looking ahead

The ecenomic outlook for the GCC in 2019 remains positive,
with the IMF forecasting regional GDP to reach 3 O per cent,
together with strong growth in each of the six Gulf States
This s expected to be supported by a continuation of higher
oll prices, stronger non-oil sector growth prospects, and
improved economic and market conditions ansing from
government-led reforms Together with a slower pace of US
menetary tightening and a weaker dollar, these factors are
likely to translate into a favourable operating environment,
wath signific ant new business oppartunitics, winch wall
benefit the GEC banking sector

Wizh branch offices in Loncon and New York Gutf
‘International’ Bank has a distinct advantage over many

of its larger regional competitors by being able to provide
clients with a vital iInvestment and business condult between
the repnot and the rest of the world CIB also benehits

from highly-supportive shareholders, a high-calibre and
cxporienced team of pafeswionas, diversifiod susiness
actmties and geographic footprint, and unique market
knowledge and insight Due 1o the Banks signilicent slaatege,
business and operaticnal achievernents in 2018 and previous
years we entor 2019 walh greater enthusiasm, conhidence
and optimism, and a stronger sense of purpose with which to
face the many challenges that he ahead

Acknowledgements

On behalf of the Board of Directors, | would like to express
my sincere appreciation for the unwavering con® dence

and support of our shareholders, the endunng trust and
loyalty of our clients, and the continued encouragement and
cooperation of our counterparties We are also grateful for
the ongoing advice and guidance that we receive from the
regulatory and supervisory bodies i the various junisdictions
under which GIB operates | also take this opportunity to
pay tribute to the commitment and professionalism of our
management and staft anc therr positive attitude towards
embracing change and implementing the Bank’s ongoing
strategic and cultural transformation in another highly-
challenging year

Dr. Abdullah bin Hassan Alabdulgader
Chairman of the Board
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review

Looking back over the past twelve
months, it is increasingly evident
that global economic uncertainty
and market volatility, disruptive
technologies and unpredictable
external shocks, are now the
norm rather than the exception.
Notwithstanding this challenging
backdrop to 2018, | am pleased
to report that GIB passed a
number of important new
milestones in its journey towards
further geographic expansion
and business diversification, and
improved operational efficiency.

Management

10

KEY HIGHLIGHTS OF THE YEAR

# Entered the final stoges of establsbung CIB™ new Saud
Arabian subsidiary

4 Launched meem digital retail bank in Bahrain and grew
meem in Saudi Arabia

4 Developed innovative new digital Global Transaction
Banking products and services

4 Expanded Asset Management business with launch of
new mutual funds in Saudi Arabia

& Increased investment intechnology to improve
operational and cost efficiencies

4 Introduced '‘Bullding the GIB Talent Pipeline’ inthative to
enhance hurnan capital

I'woutd like to highlight sorne of the notable achieverments
N 2018 that demonstrate the excellent progress we have
made against The Bank's five key strategic focus arcas
These are reported in more detail in the following Strategy
Report

Dunng the yoar, we investled considerable time and efiont

i inalising preparalions for Lhe establishment of GIB'S

new subsidiary in Saudi Arabia This involved addressing all
necessary regulatory requirements, and putting in place a
robust operating infrastructure to manage cost efficiencies
through the centralisat:on and automaticn of key support
functions While our standing in the Kingdom of Saudi Arabia
15 historically strong, the new subsidiary will serve to cement
our presence, and enable GIB to cormpete as a peer in the
market as a local entity, no lenger constrained by its foreign
branch status

In another notable mitestone, we successfully launched
meern as Lthe first digilat retail bank n the Kingdom of
Bahrain, and the first inthe region Lo offer digital onboarding
of customers This was very well received and enjoyed a very
strong uptake At the same time, we strengthened meem in
Saudi Arabia through a new ontine onboarding solution and
enhanced digital architecture, together with the introduction
of new innovative products and services

AR
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Mr. Abdulaziz A Al-Helaissi
Group CEQ and Board Member

Our Glebal Transaction Banking (GTB) digital
proposition, which initially focused on trade
hnane e and cash manar cment ~e v cs was
augmented during the year with a range of
innovative new products and services, many of
winich zre the fir- to be allerpd in the euion
They include open banking through the use of
application programming interfaces {APIs), virtual
account mznagement cuppychyn fns cea o
reai ume data management These have enabled
GIB to attract numerous new clients from
business segrments that were previeusly the sole
province of larger local and regional banks

We ajso expanded our asset management
business through the introduction of new
products and services, most notably the launch
of the Bark's first 1 vo mutual ooty Fands
Saudi Arabia by GIB Capital
With total discretionary
assets under managerment of
=‘ ‘ US$15 6 billion, GIB ranks as

' : ;- ' one of the largest institutional
asset managers in the region

Lo R Developing a robust,

resilient and secure support
' nfrastructureremans a
o TRV key strategic priority, and
' we continued to investin
enhancing our human and
! e e techmcal resources during Lhe

year New mmnovalive learning

imitiatives have been designed and intreduced
to position GIB as a ‘talent magnet’ for GCC
rodiar ol thie tego sl firas crzlac e e ston
wid o dezlop che L paserd Lot our s 1all e
addition, increased automation, iIncluding the
use of robotics and straight through processing
(STP), 15 helping to drive operational and cost

[ B T O N N P A ATl
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One of the key contributing factors to our
success over the past 43 years has been the
Bank’s enthusiasm to adapt and change in a
conartly-cenlvimye plabalfic ancrl cavironmic o
Innovation s a critical competency that we
continue to foster in order to remain a pioneer in
the region and beyond, and further strengthen
our competitive edge

Looking ahead to 2019, we will continue to
bulld upon our achievements to date in order
to v stronger fing caliesints and prcater
shareholder value This will be driven by the
Gnpons dieer- G 3non of ur busmess roix =
geographic footprint Despite the numerous
challenges Lhat lie ahead, we are oplimistic
about GIB's future prospects

Abdulaziz A. Al-Helaissi
Group CEO & Board Member
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Management review (continued)

Sliete v dee et

INCREASE & DIVERSIFY REVENUES

ussS398.5mn 108%

12

21% 174%

Gross income Increase in revenues Increase in Growthin
increased by 11% from Global Transaction Treasury cross- revenues from
Banking (GTB) sell income meem Saudi Arabia

Gross income Increased by 11 per cent to US$398 5 .
rmillion, sllustrating continued growth, higher contributions
and cross-~elling by the Bank’s diversificd business ings

and ther ability to dnive business even n challenging

times

Treasury cross-sell income grew by 21 per cent

Gross income of meem Saudi Arabia rose by 174 per cent.

DELIVER AN EFFECTIVE FUNDING PROFILE

USS18.3bn 1.9 times

Customer deposits Customer deposits

grewby 15% exceeded loans and
advances

- QIBs funding prafile improved dunng 2018 due to -

a continued growth in customer deposits, and also
increased revenues from meem digital banking and
Global Transaction Banking (GTB) activities

»  Customer deposits grew by 15 per cent in 2018 to
US%$18 3 billion, accounting for 89 per cent of total
deposits, and exceeding lcans and advances by 1 9 times

+ Constructive developments by meem and GTB are
important contributions to the chnitical strategic objective
of generating less costly and more stable scurces of
funding

+  Liabilities portfctio of meem Saudi Arabia increased by
35 percent

SUPPCRT FOR SMEs

{llustrating the alignment of GIB's strategy with Vision 2030 of the Kingdom of Saud:
Arabia, the Bank has established a new Micro, Small and Mediurn Enterprises {(MSME)
function This will support the Government’s objective of boosting the development of the
under-served Small and Medium Enterprises (SME) sector as a critical engine of economic
growth, while also diversifying GIB’s business activities and sources of revenue

Global Transaction Banking revenues increased by
108 per cent

GiB Capital launched its first bwa conventional and Shara
compliant mutual funds in Saudi Arabia, and commenced
provision of online brokerage services on Tadawul

Retall Banking expanded its geographic reach with the
faunch of meem Bahram

USS$S500mn  100%

New 3-year financing facitity Increase in GTB
with nine regional and habilities
international banks

GTB labilities grew by 100 per cent

The successful divessiication of labiities inctiative by
Treasury, iIncluding a new focus on opportunistic longer-
term deposits, resulted in an enhancement i both
depositor concentration and weighted average tenor

CIB closed a USESC0 millien three year firancing facility
which was oversubscribed and upsized from an imitial
amount of US$250 million from nine leading regional
and imternational banks reflecting continued market
confidence

CONTEMTS
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Management review (continued)

IMPROVE OPERATIONAL & COST EFFICIENCIES

pEE o F b v Erro s
ro :}‘ e'} jﬂ# [ -‘:Pia(‘,t ;"\i’
Improvement in straight- Improved IT system
through processing uptime level

Gl enhanced back office opeat onal efficicrey wath an
improved Information Technology system uptime level of
99 8 per cent, and 10 per cent improvement i straight
through processing (STF)

Increasing use of robotics 1s enabling the automation of
poatr e raanual tases and ooy st to forus onmzee
productive activities

Treasury New order management system, FX
accumutator and Lest auternation tool have produced
sipnticant savings i bme and conts

BECOME AN EMPLOYER OF CHOICE

13

Risk Inihated automation of credit review and approval
process to facilitate faster decision making and enhanced
monitoring

GIB UK Implementation of Finastra SWIFT Bureau service
has combined Lhree separate business applications

into a single online solution, while & new module to the
Asset Managerment systern has resulted in the complex
statistical analysis of portfolio perfermance being
complrted moce ¢ oiently woithou - ma wabintervertiors

New custom-destgned Operations Centre in Dhahran s
on track for completionin third quarter of 2019

441 YR b days
Different nationativies GCC Natronals as ratio Targeted traming
employed across the of total Group headcount days per person by
Group of 1.008 stuff new GIB Academy

Launched new '‘Building the GiB Talent Pipeline’ initiative
to support development of the Bank's people and
performance culture through attracting, developing and
retaining the best talent in the GCC

Introduced new GIB Career Development Framework
with series of formal training and development

prour s nes e are thettrerdesd 4 0o allovel.
have the opportunity to develop ther skills and progress
their careers

Partnered with the Londen Business School Lo develop
the Senior Leaders and Fulure Leaders programmes,

Sl tep oland o world Lo Tearmings jcearney

Launched Licence to Lead programme to certify people
manager s in being able to hold cntical conversations with
therr team members

GIB Young Professional Development Programme
(renamed Jammas Al Subaimi Graduate Programme in
hanour of the Bank's late Charman) has provided training
and career cpportunitics for 153 ligh calibre GCC
graduales since its launchin 2013

New purpose-built GIB Academy opened at Dhahran
ffice with a curnculum embracing clas roon trarmyt,
e-Learning and external courses, and target te provide an
average of 5 training days per employee

GIB UK launched a Graduate Recruilrment and Student
Internship Programme in 2018

GIB UK joined the Forward Institute, sct up by a select
group of major organisations to help the next generation
of leaders mect complex challenges facing business and
saclety

Total Gioup headcount at end of 2018 was 1,008 of
which 78 per cent are GCC Nationals and 26 per cent are
women

Schoo!
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Management review (continued)

Frpiving
Wanmov et

+  GIBisrecognised as a regional pioneer
and leader in FinTech through its
groundbreaking Retail Banking {meem)
and Global Transaction Banking (GTB)
digital services

- Astrategic partnership with Bahrain FinTech Bay will help
drive GIB's innovation agenda

= Anew Board-level Innovation Committee was formed
— believed to be the first of it~ kind in the globatl banking
industry - to gude and encourage the growth of
innovative initiatives across the Group

- Adedicated Innovation Team has been established to
help the business lines develop and launch new innovative
products

Lo moeet clien
Managoement . y :
. — : S : - GIB's Rowad Awards and Recognition Programme will

Global Transaction Banking (GTB): Now

ncorporate a new Innovation Awarg in 2019 to foster
a greater sense of personal creativity and innovation

needs e
among staff

meem

First Sharia-compliant digital bank in the world

First digital retail bank in the GCC

g meem

mal First digital retail bankon the region to provide online

Ashal P
onboarding

Finance Buyout
B e R e »  Comprehensive product and services offenng with
GIB Capital: Laun 1 Lwo new equity mutaal _ unigue berﬂuﬂﬂts
> d commencec » 24/7 customer support by phone, email and online
community channels

1 signatory Lo the Principles
nentl (PRI
- T B SAMA SANDBOX

GIB participated in a SAMA sandbox to test
and enable the online onboarding of digital
retail banking custormers in Saud: Arabia

Business Continuity Management: Commenced

preparations for live Disaster Recovery switch PRINCIPLES FOR RESPONSIBLE INVESTMENT

rerin the secot arter 019.
over he second quarter of 201 GIB UK 1s a signatory to the UN-supported Principles

. T N for Responsible Investment (PRI) This underlines the
GTEB DIGITAL SERVICES Bank’s belief that 'investment activity can no longer
Cash Management Virtual Account support economic activity that 1s unsustainable’
eBanking Management (eVAM)
cCollect Supply Chain Finance - Principles for
eWallet Real-lime Dala [ 1] PRI Responsibie
Open Banking (AP Management EER Investment

COHITENT S
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Management review (continued)

CORPORATE BANKING

<+, Dubai Aerospace

N Enterprise Limited

Dubai Aerospace Enterprise Limited: Mandated lead
arra g fintpcier hedoe covr teronrty Faoiiy agert
and security trustee for an 8-year US$117 million
facritvtopa-i-fima-cet e acgque onot ~every A320-
SO0 arerar leged o areg ool srline

GLOBAL TRANSACTION BANKING

Oman Trading International (OT!) Limited: Extended
US$225 mithon structured trade facility to this global
Lrading conglomerate providing holistic supply chain
hnznoe ~alutons The hiehly-flevible progremme hos
reminied one of the mo- L ettcient ~aurces of iguid-ty by
improving the cash conversion cycle

Provided eCeollect solution, an integrated collection
management proposition, for a large msurance company
in Saudi Arabla GIB's digital collection management

has helped the insurance company to seamlessly
manage its receivables frorm brokers, franchises, agents
and corporate chients, and improved their operational
Crliciene y GlB s processng 2o cor conl of the conmoalry -
annual collection through this platform

Implemented Digital Wallet for a leading poi L service
Ot etan Sy rud A by effonng pre-furded eMRLlTet
through advanced virtual account management te
reduce Lime taken for container clearance in the seaport
Online wvoice presentment and payments are helping
brokers track therr comtainer status and payment slatus
inreal time Casy integration through Open Banking

APl technology enables the port operator to manage
payments directly through it ERP system

Digttal Wallet for ¢ port setvice operalor n Saud)
cvedasi b coponn e ke deWallet toreduce
time taken for contamer clearance

15

L. 9.5
' Year

L

Al Dur Power & Water Company, Bahrain:

Carte pa edina 95 yea facltvtopart-ief e
existing debt of the Kingdom's largest independent
power and water project

GIB CAPITAL

Bond / Sukuk Issuances
Kingdom of Saudi Arabia Triple tranche US$11 biltion bond

Kingdom of Bahrain US3$1 bilion Sukuk
- Sullanate of Oman US$1 5 billion Sukuk

Islammic Development Bank, Saudi Arabia Two Sukuk with
total value of US$2 55 bitlion

Nogaholdig, Bahraim Us$] Dillon duat-ti anche Lond wsuan:

Financial Advisory

»  Saudi Tabreed District Cooling, Saudi Arabia: Financial
Advisor on private placement of minority shareholding of
Lthe company to the IBDB Infrastructure Fund Il

- Byrne Equipment Rental, UAE: Financial Adwvisor on sale
of the company to Itgan Investments, VPower Group and
e Focihc

A
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Awards

* Mergermarket Middle East
M&A Awards

Middle East Bonds & Loans Bank
of the Year

* EMEA Finance Middle East
Banking Awards

Best Investment Bank, Middle East
(3" consecutive year)

Best Local investment Bank, Saud:
Arabia (3'% consecutive year)

Best Local investment Bank, Bahrain
(3'9 consecutive year)

Best Foreign Investment Bank, Oman
(2" consecutive year)

Y 1% Regional / 7* Overall

GIB Capital DCM Rankings

Y Global Banking & Finance

Review Awards
Best Investment Bank in the GCC

* Global Finance Awards

Best Investment Bank for New
Financial Technology in the Middie East

* Transform Awards MENA

Gold Best Visual Identity from the
Financial Sector

Bronze Best Creative Strategy

MENA Governments & Agencies (2017 1% and 6'1)

2" Regional
GCC Bonds & Sukuk (2017 2"9)

2™ Regional
MENA Bonds & Sukuk (2017: 2)

16
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Sustainability and corporate
citizenship review

GIB recognises that sustainable development is an institutional
commitment, and constitutes an integral part of the Bank’s
pursuit of both good corporate citizenship and sound business
management. GIB honours this commitment through its
WAGIB Sustainability and Corporate Social Responsibility (CSR)
Programme.

in 2018, WAGIB was strategically realigned to the Bank’s
business activities as the most effective and relevant way of
creating sustainable value for all stakeholders. In addition, to
ensure that this commitment permeates the entire organisation,
Sustainability & CSR key performance indicators (KPIs) were
introduced. Divisions are now required to organise a minimum

of four initiatives each year in which their team members must
participate. Divisional initiatives are highlighted in this Review.

WAGIB programme pillars are:

SUSTAINABILITY P

i : .
! . .
2
7

“ i '

BANKING AND FINTECH HEALTH AND WELL-BEING

COMPLIANCE & RISK ENVIRONMENTAL PROTECTION

3 G TS e E L L
CAREER DEVELOPMENT  COMMUNITYERAAEMENT i« 5 33

i nlg
- WAGIB
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Sustainability and corporate citizenship review (continued)

SUSTAINABILITY

Responsible Investment

In Septernber 2018, GIBUK became a signatory to the
UN-supported Principles for Responsibie Investment
(PR1), a- the lirst and only bank wilh majonily Saud
ownership to sign up This underlines the Bank’s belief
that investment activity can no longer support economic
activity that 1s unsustainable” PRI s the world's leading
proponent of responsible investment which seeks ta
promote understanding of the investment implications of
environmental, sccial and governance (ESG) factors GIBUK
has so far published two well-received thaught pieces
‘Sustainable and Responsible investing’ and 'ESG Data
Indiscretions A Sanity Check an Practicality’

Sustainable Financing

Through its iInvestment banking, corporate lending and trade
finance actvitics, GIB contnibutes to the econoriue, business
and social sustainabiity of the GCC 'n 2018, the Bank jointly
managed sovereign and sub sovereign bonds and Sukuk
Issuances by Saudi Arabia, Bahrain and Oman, and two Sukuk
1ssues from the 1D8, a multilateral Istamic development
bank promoting social and economic developrnent in Mushim
countnes and communities worldwide In addition, GIB
supported projects in Bahrain and Saudi Arabia providing
seawater desalination and renewable energy, environmental-
inendly and energy-efficient district cooling, and wafe.
sustamnacle and efficient metro public transportation

World Economic Forum

GIB is a member of the World Econormic Forurm (WEF),
which is a leading international orgamisation for public-
private cooperation Established in 1971, WEF engages the
foremost political, business and other leaders of society to
shape global, regional and industry agenda The Forum’s
activities are founded on the stakeholder theory, which
asserts that ‘an organisation 1s accountable to all parts

of society’

Sustainable Development Impact Summit

Katherine Garrett-Cox, CEO of GIBUK, was a speaker at the
second WEF Sustainable Develcpment Impact Summit heid
at the UN General Assembly in New York dunng September
Over 700 delegates from 70 countries attended the event,
which aimed to shape an agenda for action on driving
progress towards meeting the UN Sustainable Development
Goals, and serve as a platform for harnessing cutting-edge
saientific, lechnologreal and digital innovat ons

SUSTAINABLE
DEVELOPMENT

GLALS

The Forward Institute

GIBUK s a mermber of the Forward institute, which was

set up by a select group of major organisations to help the
next generation of (eaders meet the complex challenges
facing business and sociely The purpose of the Institute 1s
to bulld a movernent for responsible leadership in and across
organisations from the public, private and social sectors

Celebrating Cultural Diversity

GIB’s pilot Cuttural Diversity Day, with the theme ‘GIB - The
Melting Fol was held at Dhahiran Office during August
Thisinitative aime Lo bning diiffcrent nationalilies and
cultures in the Bank together to celebrate cultural diversity
through varnous activities such as sharing knowledge
about traditions, food, mustc and naticnal attire GIB's
tolat headeount of 1008 stait comprse- 34 diiferent
nationalities

One Young World Summit

Representatives from GIBUK attended this annual forum for
Young Leaders from global and national companies, which
was held at the Hague in October 2018 The forum discussed
a range of topics which are aligned with the Principles for
Responsible Investment

One Young World, The Hague

CONTENTS
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Sustainability and corporate citizenship review (continued)

Euromoney Saudt Arabwa Conference 2018 Rivadh

Euromoney KSA Conference

For the 13" consecutive year, GIB was lead sponsor of

the Curomoney Saudi Arabia Conference 2018 1n Riyadh,
orgamsed in cooperation with the Saudi Ministry of Finance
This year's event provided a timely update on the Kingdom's
Jjourney towards the goals of Vision 2030 GIBUK CEC
Katherine Garrett-Cox participated in a panel entitled ‘Saud
and Global Economy’, and Head of Investment Management

at GIB Capital, Osama Alowedi took part in a panel on “Equity

Capital Markets’

Bonds, Loans & Sukuk Conference

GIB was Gold sponsor of the Bonds, Loans & Sukuk
Conference held in Dubar during Apnl This s the only event
that brings togetherissuers, borrowers, investors and
bankers to discuss trends and developments m the local and
international bond, syndicated loan and Sukuk markets Rod
Gordon, Head of Debt Capitat Market s at GIB Capital tock
partina panel entitled ‘Ratings outlook and capital markets
How downgrades and assessment of macroeconomic
underpinings are impacting bond, loan and Sukuk markets’,
while Mahmoud Nawar, Vice President - Debt Markets,
participated in a panel themed 'Establishing sovereign sukuk
[T [ R R S Vbl | tanes Tdne ¢
must do next to move Lhe industry forward’

fug hpran e cefl

Arabnet Conference

GIB sponsored the Arabnet 2018 Conference held in
Riyadh during December Represent ing Lhe Bank was Al
Achkar, Head of Stralegy & Innovation, who took part in
apanel on 'Banking Innovatien  Transforming Channels’
Discussion focused on the innovation strategies that banks
are pursuing, and the investments being madce in new
technologies that aim Lo transformthe banking seclor

BANKING & FINTECH

DB Sukuk Summit

GIBUK was the main sponsor of the Islamic Development
Bank’s inaugural Sukuk Sumymit held in London during March
in partnership with the UK Government and the London
Stock Exchange Group The Summit brought together

125 experts from gevernment, supranational institutions,
central banks, international and regional banks, FinTech and
aradenia 10 discuss lalost doveloprern tsan lslanne iinance
and Sukuk A total of three representatives from GIBUK and
GIB Capital attended the Summit

Bahrain Fintech Bay

GiB 1s a founding partner of Bahrain FinTech Bay, a strategic
partnership that drives the Bank's innovative agenda, as
well as reinforeing its commitrment to support the Kingdom
of Bahrain's FinTech ecosystem development initiative
Considered Lo be the largest hub of its kind in the MENA
region, Bahrain FinTech Bay provides i1ts partners with a
dedicated physical tocation combined with a strong value
proposition to incubate msight ful, scalable and impactful
Fintech nitiatives

T
PRI

HIRY Y]

tslamic Devetopment Bank's inauqural Sukuk Sumnit London

comn
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Sustainability and corporate citizenship review (continued)

BANKING & FINTECH

BAB Annual Forum Bahran

Transaction Banking Landscape

GIB's Global Transaction Banking (GTB) division hosted a
Client Conference in Dubai during March entitled ‘Ermerging
Transaction Banking Landscape An Outiook on Digitisation
and Working Capital Optimisation’ The event covered

the latest digital developments in cash management,
recelvables management. supply chain finance and tailored
treasury solutions

BAB Annuat Forum

G1B was a Strategic Partner of the 2018 Annual Forum of
the Bahrain Association of Banks in Novermber, which was
themed ‘FinTech Opportunities & Challenges for Bahrain's
Banking (ndustry’ The Forum was held under the patronage
of the Central Bank of Bahrain CBB) and inaugurated by
CBB Governor HE Rasheed Al Mara) GiB Head of Strategy
& Innovation Al Achkar took part in a panel addressing ‘The
Relationship between Banks and FinTech’ during which he
shared the Bank's pioneering digital retail banking (meem}
experience, and tus views on current FinTech innevation
initiatives by the banking secter

COMPLIANCE & RISK

10* Compliance & AML Seminar

GiB sponscred the 10" Compliance and Anti-Money
Laundernng Seminar for the second consecutive year,
which was held in Riyadh during September The serminar
was hosted by Thomson Reuters in partnership with The
Institute of Finance of Saud Arabia

12" MENA Regulatory Summit

GIB sponsored the 12" MENA Regulatory Summit held

in Bahrain during February, which was co-hosted by
Thomson Reuters and the Central Bank of Bahrain Thermned
“Navigate Regulations, Manage Risks and Enable Growth”,
the surmnmit was attended by regulatory, governance, risk
and compliance professionals from across the region

Compliance and Anti-Money Laundering Seminar. Rryadh

CONTTIS
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Sustainability and corporate citizenship review (continued)

CAREER DEVELOPMENT

Jammaz Al-Suhaimi Graduate Programme

Twenty-eight graduates from the class of 2017 graduated
from this programme in February 2018 Previously called
the GIB Young Professional Development Programme and
renamed in honour of Lhe tate Chairman, this programme
has provided traiming and recruitment opportunities for 106
figh-calibre GCC graduates since 1t was launched in 2013

TradeQuest Programme

GIB was a Silver sponsar of the 2018 TradeQuest
Programme, a business-education partnership which was
eslablished 21 years ago Conducted under the patronage
of the Bahrain Bourse (BHB), the programme provides school
students wilh the ocpportunity to participate in a simulated
competition by invesling in companies bsted on the BHB and
the New York Stock Exchange The participating schocols
receve advice and guidance from banking sector executives
on the systems and regulations of both stock exchanges,
how to analyse and select which shares to invest in, and

how to manage a share portfolio, in addition to tips on how
ooy e then prese s aban teamiwer ko contbe b and Goee
management skills

tammaz Al Subarmi Graduate Programme - Class of 2017

GIBUK Graduate Recruitment Programme

Introduced in October 2018, this programme has already
ooyl Tost bveag u s el rane e Lenden:
School of Leonomics) The 18-month programme
ey e rale oy e et
departments of the Bank, together with support to achieve
CFA accreditation

elemmatee, e o

Thosc Whao Inspire -

a UNESCO-backed global movement Bahrain

These Who Inspire

CAB ~uppoted the publicabion of the first edhibion of 'Thote
Who Inspire - Bahrain', which aims to inspire young Bahramis
to actuese vedf-fulbment follovsthe ) pa-sions and
contribute more to ther community and country it contains
profies ot iven and women troim all velk - of ife aho are
role models of success, including Abdulrahman Al Amer
from GIB Treasury 'Those Who Insprre”  a UNESCO-backed
global movernent - 1s a book collection with the purpose of
encouraging Millennials to pursue therr dreams and believe in
themselves

Student Internships

GIB provided a total of 29 internships in 2018 for university
students in Bahramn, Saud) Arabia and London These arc
designed to help students with practical work experience,
and topana bettor vader<tandirg of - enloeg amd hinar e

A

rgrn
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Sustainability and corporate citizenship review (continued)

Saudi Women in the Driving Seat

In celebratian of the decrsion to allow women to drive In Saud
Arabia, GIB posted banners with messages of enc ouragement
at the entrance to ailits offices in Saudi Arablia and Bahrain The
Bank also hosted two traning sessions at its Dhahran office
The hrst was an awareness session conducted by the General
Department of Traffic covering pre-driving preparations road
safety and trathic regulations, while the second prowided
women with a car dniving simulator experience

Women in Technology Programme

Now in its second year, the ‘Women in Technology' training

' programme for Saudi women 1s organised by GIB In

Women's Forurn far the Econarmy & Saciety Parrs poartnership with Effat Uruversity A lead g private non-
profit higher education institut on for womer in Saudi Arauia,
Effat University operates nder tie urnzreha of King Faal's
Charitable Foundation The 10-week programme is designed
to empower Saudi women by rmproving their employment
skills through computer iteracy and professional
development traiming, which will enable them to begin their
careers and pave the way for new training cpportunities The
second batch of 15 students graduated in November

Women’s Forum for the Economy & Society

seven female staft from Bahram, Saudi Arabia and London
attended this Forum’s annual meeting in Paris during
November as GIB Ambassaders The Forum is a leading
platform dedicated to highhghting women's voices and
perspectives on global issues GIBUK CEQ Katherine Garrett-
Cox was a member of a panel addressing ‘Gender and

Financial Security’ FoundHER Festival

GIBUK CEO Kathenne Garrett- Cox participated as a panellist
at a special FoundHER event organised by the Allbright

Club in London, where she spoke about ‘The Importance of
Purpose alongside Profit in Business’

International Women's Day

To celebrate the occasions of International Women's Day,
Women's Month and Mother’s Day, GIB distributed min
bouquets as a small Loken of appreciation 1o female staff in
Bahrain and Saudi Arabia In addition, the Human Resources
division announced a number of Initiatives designed to
cmpower and support female staff across the Bank

Bahraini Women’s Day

in December, GI8 celebrated Bahraini Women’s Day, which
recognises the social and econemic contribution of Bahrain
women to the Kingdom, by supporting Bahramni female
entrepreneur Jawaher Almoayyed, and donating half of all
proceeds of a Cookie Sale to support the ermpowerment of
wormen through education

Women in Finance Network (KSA)

GIBUK CEO Katherine Garrett-Cox was a keynote speaker at
the second annual Bloomberg “Women in Finance Network’
event held in Riyadh in October Topics of discussion sncluded
the maost relevant issues fseing women in f nanece Loday, the
irmpact of reforms on the Saudi economy, and career tips on
how to succeed in the financial services sector

Saudrwomenin the dnving scat, Dhakian

COMFLFIS
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Sustainability and corporate citizenship review (continued)

HEALTH & WELL-BEING

Bloed Donation Campaigns

Oyer 80 Bank ~tafl donaled ther blogd catich oo

save 270 lives) at campaigns organised during July and
August with hospitals in Bahrain, Dhahran and Jeddah
GIB employees in Bahrain were recognised by King
Hamad Hospital for their enduring support to the local
community through annual blood donations In Riyadh,
the King Faisal Hospital brought a mobile blood denation
unil to the GIB office, which alse comsiccd ancopoatnn
orstaft fromothorcompar o to cake ool

Cancer Awareness

During the International Breast Cancer Awareness
Monthin October, GIB once again supported the
activities of the Think Pink charity in Bahrain A special
Think Pink breakfast was organised at the Bank’s
headqguarters, which was attended by docters from the
Londo ™ Bieast Core Cent e who give aduvi e to<tart GiR
also sponsored a Think Pink Golf & BBQ event crganised
by the Royal Golf Club

GIRUK engaced with tenants s offir o cuilding at
One Knightsbridge, London to organise a Cake Sale in
September to raise funds for MacMillan Cancer Support

internatronal Breast Cancer Awareness Manth Bohram

World Down Syndrome Day Bahran

World Down Syndrome Day

GIB continued its long standing support for the Bahrain
Down Syndiome Society (BD5S) and the Down Syndrome
Charitable Association (DSCA)Y in Saudi Arabia The Bank
sponsored a BDSS awareness event at The Avenues in
Bahrain Bay, and made a donation towards the construction
of a new DSCA centre in Riyadh

GIB Health Day
The Bank organised its annual Health Awareness Day In

Nowve 1 her Tor«<Eaff frong Bahran and Sandr Arsbrs Toey
received advice from several health, dietary and keep-
Llspecialsts molnding how to ad. pt aoeal work-life
balance

e
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Sustainability and corporate citizenship review (continued)

ENVIRONMENTAL PROTECTION

World Earth Day tree planting exercise, Bahrain

Tree Planting Exercise

To celebrate World Earth Day on 22™ April, GIB organised its
third consecutive tree planting initiative, mvolving over 100
Bank staflf and members of the public More than 300 trees.
shrubzs and flowers were pla-{ed to enhance the existing
flora al Ibn Al-Nafees Ga-denin Sitra, Bahirain

Plastics & Recycling

The Bank’s Treasury team in Bahrain orgamnsed a collection
of plastic recyclables for donation to the Bahrain Association
for Parents and Friends of the Disabled This was a GIB
WAGIB Divisional CSR initiative GIBUK has stopped
porchasing plasta bottled drninking water far its office staft
as part of its commitment to support the environment The
Bank has alsc introduced a recycling scheme

Food Bank Initiative

In collaboration with Bahrain Food Bank and Conserving
Bouriios chardes, GIB <taff packed untoud hed fuad lett over
from the Bank’s annual Ghabga event This resulted in 405
separate meals being delivered to individuals and families in
need

Beach Clean-up

GiB's Finance Team in Dhahran got together to clean up one
of the Kingdorn’'s beaches - Azizyah Beach in the Fastern
Province - during July This was a WAGIB Divisional CSR
Imtiative

COMMUNITY ENGAGEMENT .

38 Bahrain Marathon Relay

GiB fielded two teams in the 38™ Bahrain Marathon Relay
held at Bahrain International Circuit in November, which is
one of the Kingdom’s most popular and enduring chantable
fund-raivng events The meem Bahram team won first
place in the Financial Institutions category, and was third
overall

City Giving Day

In September, GIBUK participated in City Giving Day, which s
part of the Lord Mavyor's Appeal (LMA} Chanty that supports
the Sarmantans, Place2Be and On Side Youth Zones The
Bank also took partin an annual five-kilometre race in the
City during December, which involved over 1,500 people
running to raise money for LMA charities

JP Morgan Corporate Challenge

GIBURK “olded 17 tunnersan tis annual 5 6 kilometre road
run across London which 1s open to groups of full-time
employees from public and private sector institutions Its
aimas to promote fitress, camaraderie and learnwaerk, and
raise money for local charities

38Y Bahrain Marathon Relay held at Bahrara international Circurt

CONTOHT
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Sustainability and corporate citizenship review (continued)
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Dream Society Ghabga

GIB Treasury in Bahrain organised a Ghabga to suppoert

the Dreams Society Founded in 2013, this charity's goal 15
Lo brmgr oy to chiveron affected by ternrnal pingss o5y a
debilitating disease, by making therr treasured dreams come
true This was a WAGIB Divisional CSR Initiative

3" Annual GIB Golf Cup
The 3''edition of the GIB Golf Cup took place i Riyadh
duning November 2018, with participation from more than
30 players comprising world ranked golfers and members of
the Riyadh business community T \nnual

GIR Gl (g nd

tap |

Bahrain Pop-up Market

Timed to coincide with Bahrain's National Day, the Human
Resources dwvision organised a GIB Pop-up Markel to
support Bahrami talent and local start up businesses

The market featured numerous stalls, together with live
traditional cooking and music The festive occasion was well
attended by members of the public, and GIB management
and-taff Thiswas 2 WAGIB D sl D3R Imbative Annual GIB Golf Cup Riyadh

Helping Hand for Orphans

GIB's Treasury and Administration teams in Bahrain invited
thirty children from Al Sanabel Orphan Care for a‘'mowvie and
popcorn’ night at GIB's premises, as a WAGIB Divisional CSR
Initiative

Back-to-Werk Initiative

GIBUK arranpged a facility tar ~tart Lz donate wa rkpplace
nterview-ready’ clothing to help two chanties Suited and
Booted and Smart Works, which support low income men
and women returning to work

GIB Pop-up Marke ! to suppor Bafrar talent Bahiam



meem

JEUGENE IESUNEY | R POV
B ' Bl afiondt Bank

ok Tk
i

www.meem.com

meem Digital Banking .. Flexibility and Innovation

ingovative

Diglta [Bank
in the region

e N, iy i




GIB Annual Report 2018

Economic
review 2018

GLOBAL DEVELOPMENTS

Real GDP Growth (%)
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Key Trends 2018

= sromg hscalexpanaon b the United Stales L oporied
global growtlh momentum al the start of the year, and
ofluel slowe expanaionir some cther larie econornm os
Fooru e Cxpe =100 athed <tead, aver the fust
six to nine months of 2018, exceeding 3 per cent in
e chized tera o Hioviover econerie prospedts coftered
apn b ooty threafltor amic st epbroncd unce tainy

!

capturcd both by iim=s ol mar ket otant v and glo Lo
economic policy uncertainty By October 2018, sharp
ey rctiormanplobol e b bets had resaliod noeter s

declines ineguities acioss most major stock markets, and
highlighted the growing fragility in investor sentiment
amid concerns that global giowth may have peakead

»  The deternicration in cxpectalions has concided wilh &
e plehe cneert oy dorprnea by Tnanc = ek
velatility and economic poliey uncertainty The nsen
the latter over the course of the year was largely dinven
by the increasingly protectiorist tift in US trade policies,
L A I T O] B T NN RS T PO SN SN B FRR TR B BRSO
trading partners The heightened uncertainty about trade
policy in turn has weighed on future global investment
decsions There has also been a tapenng in glabal
economic ndicators, notably globat industnal production
and merchandise trade growth, alonguide business

[ N U P4
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Inthe Uniled States, the economy continued to expand
at afast pace in 2018, as tax cuts and spending increases
stimulated demand The US Federal Reserve also
continued to raise the policy interest rates as aresult,
and fuelled an appreciation in the US dollar against most
other currencies Nevertheless, underlying uncertainty
prevailed in tine with global trends as interest rates on
US long-term bonds have increased less, and point to
imvestor views of nsks to future growth Onlhe other
hand, both Japan and Europe slowed down, 1he former
altnbuted to a series of natural disasters and adverse
weather conditions, and the latter attributed to trade
termons 2re sl uneerla -ty ltaly « Bodpet stand-off
strikes in France and continued political uncertainty in
Span, weighing on sentiment

In the emerging and developing markets, tightening
monetary policy inthe United States, a strengthening Us
dotlar helghtened francal ket volathly, and risinys
ris prermiarms oteesshiod capal cutilovs and currency
pressures In many countnes, with sorme vulnerable
countries exponesTine substantial finmneial st ss
Meanwhile, in China, growth continued to moderate,
reflecti- g <lo ving external dem:=nd growih fesace-baterl
by the trade r TUwath the unerd Siatesy and necessa-y
fizncialrey-Jlatory bghilering, a'theugh Lthe ha- been
pras Lially offwct by continned pel ey strnobos

The year proved to be particularly eventful in the
currency markets Inthe UK, the unclear direction of
Brexil and the prolonged period of uncertainty weighed
heavily on the pound, while tighlening US monetary peolicy
provided a strong basis for the US dollar Lo strengthen At
the same time, growing econoric uncertainty in Europe
has meant that despite the end of the guantitative easing
fatop e piLtpCols of iy shdt oo nterestrotes s
weakened considerably

Cnergy markets began the year on a solid foot ing with
growing expectalions of a continued upward trajectory
in ol prices Inslead, towards the latter half of the year,
the oil market expericnced its worst annual toss since

{1 The v bl omm oo ca 7 ael was
combination of unexpected oxpansion insupply, and
crnerging concerns of aill demand growing more slowly
than previously anticipated At the sarme time, volatile
[T T PO IO B TS (O B S B T B S B O B A Y
and rsing interest rates weighed further on ol market
sentiment Meanwhile continued giowth in US shale ol
further fuelled uncertanty in the ol market

vt
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GLOBAL QUTLOOK

Expansion of the global economy s expected to continue in
the near term, although the consensus view of global growth
forecasts for 2019 and 2020 have been revised downward
The International Monetary Fund (iMF) has also lowered its
expectations, with the global economy forecast to grow

at 35 percentin 2019 and 3 6 per cent In 2020 (0 2 and

01 percentage points below its Octeber 2018 projections)
The IME attrnibuted the revision to the negative effects of
tanfi increases enacled)n the Unted States and China

and softer global momentumin the second half of 2018,
inciuding Germany with the introduction of new automobile
fuel emission standards, and italy, where concerns about
sovercgn and inancial 71k weghed on domestuic demand

The likely softeningnthe economic momentuny s attnbuted
to a combmation of factors These include the continued
nepative effects of the t-ade dispute between the Uinited
States and China, increased risk of deteriorating economic
prospects i Europe and some emerging markets, and
ongoing concerns of greater withdrawal (Brext) of the
United Kingdom from the European Union

The unclear direction of monetary policy, particularly in
the United States, has added to concerns following the US
Federal Reserve's recent pivot towards a more cautious
stance about the scope for increasing interest rates This
ha- blurred the outlook on global fimanaial conditions,

and increased nisks of abrupt policy reversals notably if
global growth surprises on the upside Nevertheless, more
aggressive Interest rate increases and further tightening in
global financial conditions coutd polenbially spark inancial
pressure across emerging market countries, notably those
economies with external vulnerabilities.

The extrermne volatility 1n global crude oil prices over the past
year, marked with some of the highest pnices seen in almost
four years as well as scrme of the largest single-day drops, Is
attributed to geopolitical concerns financial moves, supply
and demand, as well as some impact from the simmering
trade dispute Heading into 2019, the focus will remain on the
Organisation of Petroleum Exporting Countnes (OPEC) and
Its cooperation agreement to adjust producticn with Non-
OPEC countries, notably Russia, as well as developments in
the US shale ol market Increased uncertanty in demand
dynanucs will alsoinlluence the Lragectory of ol prices amid
a variety of global economic indicators signaling the growing
risk of ol demand deceleration

The risk of political stress has escalated, largely rooted in
growing populist tendencies around the world Key among
these include 1) the inward-looking and protectionist stance
of current US policies and the adverse consequences for
global growth, ) the nse of mationalist agenda leading to
increased policy uncertainty and unpredictability, and

iy country specific pobrical events including Brexit and
ongoing developments in [taly

GCC OUTLOOK

Strengthering oll prices enabled an overall improvernent n
the GCC's economic performance during 2018, notably in
the external and fi-Ccal pocitions However towares the ¢lose
of the yoar the confluence of weake: global growth volatile
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financial rmarkets, plobal and regional geopolitical ¢ natlenges
and increased fragility in il prices have elevated regional
risks going forward Added to thisis the uncertain duration of
the oIl production cuts in cecmpliance with the OPEC / Non-
OPEC deal, which may also dampen economic activity over
the coming year

These rising challenges notwithstanding, the recent dovish
shift nUS menelary policy will provide some respite for Lhe
Gulf region through the pegged exchange rates Towards the
end of 2018, the spread of GCC interbank rates had dropped
sharply, and reduced the attractiveness of docmestic money
markets Amid expectations of a pause in the US rate rises at
least for the coming six months, this will ease the pressure on
regional central banks to mirror policy tightening, which also
dragged on growth in the non-oil economy The IMF projects
growth in the GCC countries to continue recovering and
average 3 per cent In 2019 mainly due to the implementation
of public investment projects

Overall sentiment towards the GCC economies remains
buoyed by regional governments continuing to pursue
structural and fiscal refarms, privatizing public assets,
impraving economic efficiency, and reducing ~ussidies, while
expanding the role of the private sector with the aim of
encouraging private investrment and job creation Meanwhile,
expansonary fiscal pohicy wall continue Lo support the non
oil sector and offset the challenpes posed by a fragite orvate
investment appetite and regional tensions

The ongoing adjustment process is being supported by
still-low public debt tevels and substantial financial buffers
GOC soverewn bortowing has tsen sharply inan effoit to

tap external furding to Nnance deficits and support tho
economic reform process Regional capitat market activity
has increased amid the surge in GCC debt 1ssuances, which
has included a combination of conventional bonds and Sukuk
issuances This is supporting the further development of GCC
capitat markets, including buillding the yield curve and setting
benchmarks A substantial and sustained improvement in oil
prices can reduce the need te borrow externally, but this s
unlikely to be the case

In the near term, Investor appetite will meet the continued
uptick in supply supported by the fact that debt levels inthe
GCC remain at healthy levels despite rising sharply in some
cases, and the recent improvement in GCC fundamentals
along with ongoing economic and social reform, thereby
making the region relatively more attractive for investment
prospects The widening of spreads as a consequence

of nsing interest rates in the United States has also
underpinned the strong appeal of GCC paper, although there
1s growing risk of sovereign credit downgrades, particularly
I GCC regional grow th stows domestic and external deficits
creep back up Thisin turn may have an adverse impact on
investor demand and / or the cost of borrowing

Devpite some expected softenimg i ope-ating condition-,
the GCC banking systems are Likely to remain stable,
reflecting weakened but stil sclid lean performance and
strong capital Government spending and stimulus packages
will support the economy and underpin the performance of
regional inancizhinstitutions although there May be some
nse i profitatility pressuresif downside rishs matenalize
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GCC DEVELOPMENTS
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Financial
review

GIB recorded total income of
US$$398.5 miltion for the year,
which was US$38.2 millionor 11
per cent higher thanin 2017, with
increases in net interest income,
foreign exchange income, and other
income being marginally offset by
decreases in fee and commission
income and trading income.
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The US$38 2 million year on-year growth in total income
was 50 per cent higher than the increase In total expenses
of US$25 4 million, largely associated with the ongoing
implementation of the GIB's business expansion and
diversification strategy, inciuding the new subsidiary nthe
Kingdom of Saudi Arabia that is planned to be operational

in the second quarter of 2019, as well as additional
investments in the IT infrastructure to support the launch of
innovative products and services, with a particular emphasis
on digitasation for the benef t of custorers and in order

to achieve effective cost efficiencies inthe future After

an exceptional provision charge of US$353 1 million, GI8
recorded a net loss after tax of US$227 O million compared
with net ncome after tax of US$70 0 nullionin 2017

Net interest income, which at U$$273 7 million represented
the Bank's largest income source, was US$20 6 millien or 8
percent up on the prior year This reflected positive progross
in the implementation of GIB's strategy, as the Bank continues
to successfully re-orientate its lending activities from
transactionai-based, long-term project and structured finance
to a relationship-based focus on corporate and institutional
clients Additionally, as explained in more detail in the net
interest iIncome section of the Financial Review, these positive
developments were accompanies by a decrease in the
Group’s wholesale deposit premium expense and a reduction
in the blended cost of funding as a result of meaningful
progress in the strategically important global transaction
banking and retall banking initiatives

Fee and commission income at US$61 2 million comprised

15 per cent of total ncome Foreign exchange income at
Us$18 6 million was 32 per cent up on the prior year, and
primanly comprised revenue from custormer-related activities,
and in particular, revenues derived from bespoke structured
products designed to assist customers in hedging ther forergn
exchange exposures In volatile markets

Trading incorne at US$9 5 million principally compnsed
customer-related interest rate dervative income and gains on
investments in funds managed by both the Group’s London-
based subsidiary, GIB (UK) Limited, and its Saudi Arabia-based
subsidiary, GiB Capital

Other income at US$35 5 million was US$28 O mullion higher
thanin 2017 manly due to an exceptional asset recovery of
Us$76 6 midlion znsing on the sac of a previously witten off
asset

An exceptionat loan provision charge of US$353 3 million in
2018 compared to a U5$43 7 milbon charge in 2017 The
provistons related to challenging macro-economic conditions,
which impacted the business environments of several GCC

COMTER,
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Financial review (continued)

countries in which GIB operates, contributing to a number of
borrow e~ Capenenc ng siresses fmarcal orcunnstances and
resulting in a higher level of non-performing loans in 2018
Consistent with the Bank’s prudent approach to prowisioning,
increased provisions were proactively made, resulting in a
non-perfarming loan provision coverage ratio of 103 per cent

NET INTEREST INCOME

Net interest income at US$273 7 millicn was US$20 6 million
higher thann the prior year

MNel interest e ome 1 EHncipaliy dosed T the fellovane souces

matgin income on the wholesale loan portfolio,

- margin income on the investment securnities portfolo,
money book activities,

- retal banking, and
earnings on the Investment of the Group’s net free capital

Met intere-tincame s ol-onet of the ce-t or ten Lnanee
and premiums over the benchmark interest rates on
wholesale deposits

Higher interest earnings were derived from the investment
securities portfolio, the money book, retail banking, and

the investment of the het free capital Additionally, these
underlying positive trends in interest earnings were
sccoimpanied oy a 'S cost of torm Sronoe and 3 00ccase
1N the wholesale deposit prermium expense In 2018 An
ongoing decrease In the wholesale deposit. premium expense
1e partly attnbutable to notable success achieved in the
growth of more stable and lower cost global transaction
banking related call and current deposit accounts and retail
deposits

Interest earnings on the wholesale loan portfolio accounted
for 62 per cent of the Group’s net interest incorne, before the
vos of termiinasce andwhoosale dopeasi pre e Cxpores
Margin income derived from wholesale lending was 8 per cent
lower than the prior year Average performing loan volumes
at Us$10 1 billion wers in ine with the prior year, although
average performing loan margins were 19 basis pomnts lower
than the prior year The lower average performing loan margin
in 2018 compared to 2017 was ptincipally attnbutable

to a number of higher margin loans being placed on non
performing status during 2018, thereby diluting the overall
blended average loan margin The average performing loan
marginn 2018 was never theless higher than the average

la v eecerde cpag e 20000 fed g Ao ber e fil
denved from the strategic focus onrelationship lending, as
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Gross income development
(Us$ millions)

4000 - —_— e —— —
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® Munnterest mcome a5 198 10/ 1248
£ Het riore-i reome 1m0 1882 2331 2737
Gross income 2276 3060 3605 3885

Margin income on the investment securities portfolio
accounted for 9@ per cent of net interest income, before the
co-t ot term firance a dwvoolesale depo-it premuniex) ense
The nterest earnings from the investment secunities portfolio
rere Yo perce thigoer tha™ i the pnor yeer reflectiogra 143
per cent year-cn-year increase in the average mnvestment
security volume The investment secunties portfolic 1s
primarily maintaned as a iquidity reserve The key factors
underpinning the portfolio are therefore lquidity and quality
rather tharn income generating charactenstics

Moy ook oarmimg s e prnosed Theebflorer nab bt e the
funding cost of interest- beaning assets based on internal
transfer pncing methodologies and the actual funding cost
weoarred b e cngn o e e lodes b ae B denee from
thescemrmalelon e repoeirg pralle af
bearing assets and liabilities Moncy book earmings in 2018

accounted for 14 per cent of net imlerest income, before the
ELATRI D

Fie Core - and e =

oGt ter

and werc 2 per cent up on the prior year
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Financial review (continued)

While interest earnings generated by the new digital retail
bank, meem, in 2018 were below the threshold to report

as a separate operating business segment in note 26 to the
consolidaled financial statements that sets out business
segment information, retail banking nevertheless recorded a
more than 250 per cent year-on-year increase in net interest
ncome in 7018 The significant mcrease in net nteres=l income
generated by retaill banking was attributable to growth in retail
deposits, which accounted for 15 per cent of the Parent Bank’s
customer deposits at the 2018 year end, a gradual reduction
in the premiumn over benchmark rates, and the launch of retail
asset products in the fourth quarter of 2018

Earnings on the investment of the Group's net free capital,
which accounted for 13 per cent of net interest income, before
the cost of term finance and whalesale deposit premium
expense, were 52 per cent up on the prior year The net free
capital was targety invested in shorter duration government
bonds and beneined from the scin Us interest rales

during the year with the shorter tenor fixed rate mstruments
providing the opportunity to reinvest on maturity at tugher
yrelds as interest rates rise in the short-to-medium-term

At the end of 2018, more than half of the Group's net free
capital was imvested in sharter duration hined rate imsoromoents
generating an enhanced return over short-term interest

rates A further nse in US interest rates would have a direct
benefictal impact on the Grosp's interest carmings

The Group continues to minimise 1ts previous reliance on
funding longer tenor assets with short-term depesits, and

the as~oclaled iguicily ane refinancing risk, with proaciive
actions having been taken over the previous live years Lo raise
new term finance to minimise this pozential risk As aresult

at 31" December 2018, the volume of iliguid assets or assets
maturing beyond one year that were funded by non-sticky or
short-term deposits represented cnly 3 per cent of non-sticky
customer deposits The majonty of customer deposits, and

all bank deposits, therefore funded shorter tenor or iguid
assels This effectively addiesses one of Lhe key locuses of
the new Basel 3 iquidity regulatory guidelines whereby bhanks
will have less ability te fund longer tenor assets with shorter
tenor wholesale deposits The initiatives to reduce the Group’s
oxposure ta hgquadity nsk through vanous forms of terms finance
resulted ina US$33 2 million or 11 per cent reduction in the
Groups nel interest income in 2018 The cost of term fimance
1n 2018 was nevertheless 20 per cent lower thanin 2017

This was due Lo a lower average volume of tairm nance dunng
2018 as disclosed nnole A4 Lo the consohdated Tinancat
statements The success achieved from the strategic focus on
generating more stable and sticky retail and global transaction
banking deposits has resulted in a reduced requirernent for
bighar cost term finance to fund longer tenor assats
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Gross income composition (%)
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NON-INTEREST INCCME

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

Fee and commission income at US$61 2 million was 16 per
cent down on the prior year level An analysis of fee and
commission Income with prior year comparatives s set
octmnote 721 te the conschdated hnamcial statements
Commussions on letters of credit and guarantee were the
largest source of fee-based income, comprising 51 per cent

of fee and commission income for the year, while investment
banking and management fees at US$24 4 million represented
40 per cent Investment banking and management fees
compnise fees generated by the Group’s asset management,
fund management, corporate adwiscry, debt and equity capital
markets, and underwriting activities

COMENTS




GIB Annual Report 2018

Financial review (continued)

Key profitability drivers

Driver 2018
&
Loan volume 5

Loan margins

Incorme on net free
capital

Treasury money book

Cost of tunding

Fee and commission
INncome

Treasury custorner-
related income foreign
exchange and interast
rate denvatives

o

Operating expenscs

Lean provisions

oo TS I T FR I T

oo [N S i PTE T : Pt

Average loan volumes in line with
previous year
Decrease in core loan portfolio margins
attributable to a number of higher loan
margin loans being placed on non-
performing status during 2018

Increase ininterest yield due to nsing
US$ interest rates and yields

Frice e meznggrme it o interost
reprieing msriat o profile

Notable success achieved in the growth
of more stable and lower cost global
transaction banking-related call and
current deposit accounts and retail
deposits

Lower level of investment in funds
managed by the Group, and lower
petfornance-related foes goncrated by
thwe funds refloct vo of the challeny img
market environment prevailing during
2018

lHigher incorme on client-related FX
tran= et ons, Cffset by o ver mgo e
from client-related interest rate
derivatives in 2018

Higher depreciation and maintenance
of iInformation technclogy assets,
introduction of Value-Added Tax in

KSA and UAL, and $7 4 rmillion of
exceptional non recurning expenses
Signaficant loan prow o e
retating to challenging macro-economic
condilions and a higher level of non
perfornming loans

et Ll

2019 and beyond

Planned increase 1n 2019 and beyond to
target level of $11 billion

Increase in loan margins through
strategic re-orientation of lending
activities

Berefit F omrsing imterect -1 e
envirenment

Cngoing increase N asset and babibty
volumes

term firance “o be -optaced £ ¢ lower
cost retall and global transaction
banking deposits in the medium- to
long-term

Focus on cross selling of fee-based
preducts and services

Focus on cross-selling of treasury
products and development of new
preducts

Reduction In expenses as a result of
disciplined and focused cost reduction
prograrmimes

Srec o poovl e g 136

oo pirere il

o brar o nen s pec e re o ns
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Expenses development (US$ millions)
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Qperaling expenses

The year-on-year reduction in fee and commission iIncome
was largely due to a U5$10 O million, or almost one third,
decrease in investment banking and management fees

This reflected a lower level of invest ment in funds managed
by the Group, and in particular, lower performance-related
fees generated by the funds ref.ective of the chalenging
market environment prevailing during 2018 This was most
notable in a detenoration in the emerging markets which
were adversely impacted by the US / China trade relationship
Asset management fees were much in bne with the prior year
level As referred toin note 35 to the consolidated financ:al
statements, assets beldin a fiducrary capacity amounted te
US$1S 6 billien at 317 December 2018 compared to US$15 9
billion at the end of 2017 However, fund management

fees were one third the level recorded in 2017, due to the
lower levet of investment in the funds and the absence of
performance fees

Foreign exchange income at US$18 & million for the year was
US$4 S million or 32 per cent higher than the pricr year Foreign
exchange income principally comprised income generated
from customer-intiated foreign exchange transactions

that were offset i the market with matching transacgions
Accordingly, there s no market risk assoclated with the
transactions that contribute to this material source of Income
The wtrong foreign exchange earmings reflecred cortinued
success In the cross-setling of innovative products to meet
custorners’ needs and requirements, and the development

of new products to meet those needs A growing demand 1s
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being witnessed for these praducts as customers expenence
the benefits desved ineffectively managing and hedging
therr currency exposures During 2018, the Group continued
to expand Its customer base to create a broader and a more
desirable diversification of earmings hom these products as
weill as generating repeat business from existing clients

The Group's various trading activities recorded a US%9 5

million profit fo- the year compared Lo a USS13 Omulion proft

in the prior year Trading income 1s reported inclusive of all

related income, Inciuding interest incorne, gains and losses

arising on the purchase and sale, and from changes in the

fair value of trading securities, dividend income, and interest

expense, and including all related funding costs An analysis

of trading ncorne 15 set out In note 23 to the consolidated

firancial slatements frading income in 7018 principally

comprised profits recorded on custamer-relaled intorest rate

dervative Income, and on eguity securities classified as fanr

value through the prefit or loss (FYTPZy A US$6 O rilbien profil

was generated from customer-related interest rate dervatives, ‘
representing 63 per cent of trading Income In 2018 This was

only rmarginally loweer than the profd recorded i Lhe prior

year During the last few years, the interest rate derivative

product range was expanded, with a greater focus on working

constructively with customers to identfy opportunities to

hedge their interest rate exposures, particularty 1 the context

of expectations of a rising interest rate environment A net

gain of US$3 5 million was recorded on all other trading-

related activities, compnising trading investments in equity and I
debt securities, and managed funds The Group has a lmited |
risk appetite for trading activities As set out in the analysis

of trading securnties in note 8 Lo the consolidated financizl

statements, the majonty of the Group’s trading activities relate

to seed investments in funds managed by the Group’s asset

management subsidiaries In KSA and the UK

Other income ¢f US$35 5 millen was recorded for the year
An analysis of other income s set out 1 note 24 to the
corsolidated financial stalemerils Olher income principally
comprised US$26 7 million of recoveries on previously written
off asscls, and USH8 6 mullion of dividends receved Trom
couily mvestments classifiod as far value thraugh other
comprehensive Income (FVTOCH A US$24 9 miliion year-
on-year increase in asset recoveries was mamly due to an
exceptional asset recovery of US$26 5 milhon in 2018 arising
on Lhe sale of a previously written aif assel

OPERATING EXPENSES

Operating expenses at US$265 4 million were US$25 4
million or 11 per cent up on the priar year The year-on-year
increase was principally attributable to costs associated with
the implementation of the Group's new universal banking
strategy, in particular the new digital retall bank (meem), and
depreciation and mamtenance of mformation technotogy assels
Us$7 4 mulhon, or almest one thind of the year-cn-year nciease
N operating expense- were exceptional and ore-off in nature as
referred Lo note 25 to the consphdated Tinancial statements

CONTENT S
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Sttt expenses chuctiab JSS20o6 & million ar counted o
almost 60 per cent of total operating expenses, were
US%$14 2 milion or 10 per cent up on the prior year US$3 0
million, or almost one third, of the increase comprised
exceptional, non-recurring expenses in relation to ex-
employee costs The remaining year-on-year increase was
largely due to a cost of living allowance for employees In
Saud! Arabla, which was introduced in 2018, and general
salary increments A reduction in total headcount took place
dunng 2018 as resources previously engaged on a number
of infrastructure related projects were no longer reguired
following the successful completion of these projects This
trend 1s expected to continuein 2019

Premises expenses at US$23 0 mithon were US$3 4 million up
onthe prior year [his was partly due to an excepticnal

US$1 5 million reserve in relation to potential additional costs
as woicted vath cnor car office 1t out L ctiates and higher
retail banking prerises expenses associated with new retait
stores In KSA and Bahrain

Uther operating expenses at US$85 & million were US$7 8
rrillion higher than the prior year The year-on-year Increase
was principally due to a hugher IT depreciation expense, Value
Added Tax (VAT) that was implemented i KSA and the UAL
at the beginmng of 2018, and the introduction of managed
service contracts during the year During 2018, a number of
IT-related resources were transferred to a managed service
arrangement whereby the Bank engaged vendors to provide
cpeched se vice 1ather than chglge fencase o direct y Thowe
airenpernents esulled o amere cosUoflec nal prove wn of
routine {T support services

PROVISIONS

In 2018, the Group made an exceptional net loan provision
charge of US%353 1 milion, compared to a US$43 7 nullion
net charge in 2017 Consistent with the Bank's prudent
approach to provisioning, increased provisions were pro
actively made during 2018, resulting in a non-performing lean
provision coverage ratio of 103 per cent at the 2018 year end
[he e imge comerod horwet ol 1w 39 2l et
Gt BTRTo i o= et WS T s Gpilneriae nosnes b

(stage 1 and 2) provision charge

CAPITAL STRENGTH

lotal equity amounted to US$2,196 2 mullion at 31
December 2018 At the 2018 year end the ratie of equity and
tier 1 capital lo total assets were both 8 0 per cent, ratios that
are relatively high by international comparisen

AUSS214 7 milion decrease in total equity duning 2018
mamly compiised the net of the US$227 0 nullion loss for
the yvear an US%11 5 milhion net increase in the fan value of

: RN Y A T S P LA
L e Y A I O PR TOr (N NIV RNIY
pension fund of the Group's London based subsidiary, GIBUK
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with a total regulatory capital base of US$2,341 4 millien and
total nsk-weighted exposure of US$16.108 3 mullion, the risk
asset 1atio calculated in accordance with the Centrai Bank of
Bahrain's Basel 3 guidetines was 14 5 per cent while the tier
1ratiowas 13 6 per cent Inaccordance with internaticnal
regulatory guidelines, the fair value adjustments to equity

g, ander RS Gancrcabior to desv 1hee ¢ 3sh flow heoges
are excluded from the regulatory capital base, while unrealised
peatt w aad b en en egaty mveste onts Classhied as BV IO

are included in the regulatery capital base

The nisk asset ratio incorporates both market and operational
risk weighted exposures With approval from the Central
Bank of Bahrain (CBB), the Group applies the internal models
approach for market rnisk, and the standardised approach

for determining the capital requirement for operational risk
this gerene srstos that e Caoops sepulats v =ot-hed

that the Groups rsk management framework fully meets

the guidelnes and reguirements prescribed by both the
Central Bank of Bahtain and the Basel Committee for Banking
Supervision

The Risk Management and Capital Adequacy report set out

in a later section of the Annual Report provides further detall
on capital adequacy and the Group's capital management
framewaork 1he Group's policies inielation to captal
management are set out nnote 27 5 to the consolidated
(TR I PRI RPN L Ll el
the Groups policy 15 to mamtain a strong capital base so as to
R N B Y S oyl ke Aol

sustain the futlire development of the Group's business
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Asset mix by category (%)
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ASSET QUALITY

The geographical distnibution of nisk assets 1s set out in note
2810 the consolidated tinancial slaterments The credit risk
profile of financial assets, based on internal credit 1atings |s set
adlinnote 27 1/h) Lo the consolidaled financial statements
Thi~ note dermonstrates that 80 per cent of all financial assets
comprising iquid assets, placements, secunties, loans, and
credit-related contingent items, were rated 4- or above, 1e at
or above the equivalent of investment-grade rated

Further assessment of asset quality can be facilitated by
reference Lo note 37 to the consolidated inancial statement s
onthe far value of financial imstrumeaents Based an Lthe
valuation methodologies set out inthat note, the net farr
values of all on- and off-balance sheet Tinanaal instrumen.s
at 31 December 2018 waore not sigmficantly d fferent Lo ther
carrying amounts

At the 2018 year end, cash and other iquid assets, reverse
repos and placements accounted for 47 per cent of total
assets, Investment securities accounted for 14 per cent, while
loans and advances represented 36 per cent
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Investment Securities

Investment secunties totalled U5$3,897 2 million at 31+
Decernber 2018 The investment securities portfolio primanty
represents the Group's iquidity reserve and accordingly,
principally comprises investment-grade rated debt securities
1ssued by major internaronat and regional inancialinstitutions
and government-related entities

Investment securities cormnprise two types of debt security
portfolios and a limited investment in equities and equity
funds |he farger debt secunty portfolio cormprises floating
rate secuntios or fixed (ste secunties that have been swapped
to yield constant spreads over LIBOR These accounted for
USs$2,887 5 million, or 77 per cent, of total nvestment debt
securities at the 2018 year end The smaller debt secunty
portfolio represents the investment of the Group’s net free
captalm ixec rale securities This portfolio amaunted

te US$841 2 milion at the end of 2018 and comprised
investments in OECD and GCC government-related bonds

Equity investments at the end of 2018 amounted to US$168 5
rmillion Equity investrments at 31* December 2018 included
listed equities amounting to U5$125 6 million recerved a
number of years previously in settlement of a secured past
due loan These equity securty heldings are being gradually
liguidated over time The remaining equity iInvestments largely
comprised private equity-related investments

An analysis of the Investment securities portfolio by rating
category s sel oul innote 9 1 1o Lre cansolidated financial
statements US$3,207 8 milhion or 86 per cent of the debt
securities at the 2018 year end were rated A- / A3 or above
Based on the rating of the 1ssuer, a further Us$273 6 million
or 7 per cent of the debt securities represented other
investment-grade rated securities U$%$247 3 million or 7 per
cent of debt securities were rated below investment grade,
1e below BBB- / Baa3 These principally comprised debt
securities 1ssued by a GCC government

There were no past due or impaired investment secunties at
31" December 2018 All debt securities at the 2018 year end
were categorised as stage 1 for provisioning purposes

Loans and Advances

Leans and advances amounted to US$9,827 8 millon at the
2018 year end This represented aUS$225 3 million or 2

per cent decrease compared to the 2017 year end, due to

a U5%$350 3 million increase in provisions As s evident from
note 4010 the consalidated finanoial staterments, the averapge
volume of loans and advances during 2018 was U5%10,262 0
million, being in line with the average volume dunng 2017
Gross loans and advances at 31+ December 2018 were
US$125 0 milion up on the 2017 year end

CONTLHTS
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Based on contractual maturities at the balance sheet date, 61 Loan maturity profile
per cent of the loan portfolio was due to mature within one
year while 80 per cent was due to mature within three years
Only 11 por enl el loans veore dae to mature boyornd fne
years Detads of the clas<ification ot gans and advacos tny
Inciasty re set Ut nnte 10 2 (o the consolidated Bin ool
statements while the geographical distnibution of leans and
advances s contained in note 28 At 31 December 2018, 18
per cent of the gross loan portfolic comprised exposure to the
energy, oill and petrochemucal sector compared to 38 per cent
strheend 0f 01T Thes sectonal ospo-ure tetlects th e Groups
previous ~trateglc ‘o s on rroject finar co ane syrdhcated
lending in the GCC states These tower margin transaction
Based ey 2oy ioansarc anmn oft sl s A tre 2018 yeny

end, the largest industry sectonal exposure was to the trading
and services sector, comprising 19 per cent of gross loans,

ref cotmg Loestratev o focus onrelalionsbup bascn loncim, uss

There was limited exposure to the construction (8 per cent of millions E
gross loans) and real estate (7 per cent of gross loans} sectors ©oYerrd 39%ED e
at the 2018 year end ® voue b 15876 153
- - € YrLre 4 & 9152 [
T ook pr e ile e loans ane sy anees Ca-em o mter o al Cover 3 yoers 124, 1 e
credit ratings, 1s set out in note 2/ 1(b) to the consclidated - - Y N

francial starcments USS6 189 Zimidlerion md por come - 98178 1000

of total loans were rated 4 or above, 1e the egurvalent of
investrnent grade-rated Only US$732 3 rillion or 7 per cent
of loans and advances, net of provisicns for impairment, were
¢ assihierd aw<lape 2 erpisures in G ardance waith ikl - 6
(M e Lanexposures that mad o epeaenced a sy and
increase in credit nisk since inceptien In addition, exposures
clasained saotage 30 accordarce wath IFRS 812014 ve-c
only US$26 1 miflion, net of provisions for impairment Stage
Jeapon e arte Those exposures wioach are e hicatly
provisioned based on the present value of expected future
ca by i

Investment debt securities rating profile

Total lean loss provisions at 317 December 2018 amounted to
USSTa3 S mirlion Counterperty e Ne provie s s sb pe 3)
amneti od to HSS673 3 nben wehile non e aflie proviaons
(stages 1 and ?) were US$140 6 million fotal prowisions of
UsS$763 9 million represented 103 per cent of the gioss book
value of past due loans

SoCUl e v ono e detomane Tha e ol cocawer Lle us$
amount of the loan The recoverable amount s measured miitions Yo
As e Srcsent satne of the oo bed Bt cre ©ashotlows & AMALGA Aaitoss Y im e BREG
discounted based on the interest rate at the inception of the @ Li_ 1oDPE R oLl Baas FEEES s
de‘UW RE (ofe By kol oa PR L
LA T TR A T R ST S LR W L DS AN SN AN A G 37z87 1000
December 2018 represented a high 1 4 per cent of non

syt v o s oned oon
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PDC lean development (US$ millions)
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For the putpose of the calculat on of Lthe nor-speaific (stages
1 and 2) provisions, the Group only takes account of collateral
held in the form of cash or exchange-traded equities While
collateral in the form of securities, unlisted equities and
physical assets 15 used for nsk mitigation and protection
purposes, It Is not taken into account In the calculation of the
non-specific provi<ion

The gross and net beok values of past due loans at 317
December 2018 amounted to US$741.3 milion and
USST18 G mithion respectavely The specific provisioning
coverage for past due loans was 84 per cent Past due loans
arc defincd as those oans for which either prncipal or interest
15 over 90 days past due Under IFRS 9, interest on impared
loans should be recogrised in ncome based on the net book
value of the loan and the interest rate that was used to
dircouni the future cash flows for the purpose of measunng
the recoverable amount However, In accordance with
guidelines issued by the Group's regulator, the CBB, interest
on past due leans 1s only te be recognised in income on a
cash basis Inview of the Group’s high provisioning coverage
forimpaired loans the difference between the two bases of
accounting Is not matenal

Risk asset and commitment exposure

uss
millions Yo
8 GCC 207874 ST
@ Europe 77076 246
@ MNorth America 19651 63
Asla 8210 Z/
1 atin America 27 o0
Other MEINA 67 00
31,3300 1000

Deposits - geographical profite

us$
millions. e
@ GCC countries 13,5740 636
@ Other MUNA 4669 23
€ Olher countrier 66537 322
20,6946 1000
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Other Asset Categories

Cash and other iquid assets, amounting to US$5,114 2
million at the 2018 year end, are analysed in note 5 to the
cormohdated financial - ater onts They pomcp=by compo-ed
cash and balances with central banks and banks mn the key
geographic locations in which the Group operates

Placements totalled U$$6,770 8 million at the 2018 year

enrd and were well dive-afied by poopera by asallustratedin
rote 28 13 the conschdzted financial stater nents Placemments
were largely with European, GCC and North American bank
counterparties, representing the Group's principal operating
locations Placements represented 25 per cent of total

assets at the 2018 year end The year-on-year increase in
placements was principally due to an increase in deposits
Somerustamers re oo bing g el o fovel ol depositb ac ity

by the Group's Lendon based subsidiary, Gulf International
Bank (UK) Lirnited At the end of 2018, placements were
supplemented by US$1,015 9 mithen of securities purchased
under agreements to resell These represented collateralised
placements, thereby reducing the Group’s risk exposure to the
Lnarcatmslit Tins sect o

An analysis of trading secunities 1s set out in note 8 to the
corsclicated timaraiat < ate nente Trading secunit.es it
US$177 7 million at 31 December 2018 largely comprised
nvestments in managed funds

Risk Asset and Commitment Exposure

Risk asset and commitrnent exposure at 317 December

7018 amounted to US$31,330 C million Risk assets and
commitments comprise all assets included inthe balance
sheet (with the exception of other assets) and credit-related
contingent items As referred to earlier, an analysis of risk asset
and commitment exposure by category and geography is
contamed imin.te Jo e the consobdated tmancial stztements
Asis evident from this note, US$20,787 4 million or 66 per
cent of total risk assets and commitments represented
exposure to counterparties and entities located in the GCC
states The remaining ri1sk asset exposure largely represented
short-term placements with major turopean banks, and
Investment securities 1ssued by highly-rated issuers in Europe,
North Amedca, and Asia Ananalysis of denvative and foreign
exchange products s set out In note 31 to the consolidated
Froamorat <tatemer ~omre e fartber ey ol ored e et
contingent items together with ther nsk-weighted equivalents
Is contained in note 32
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FUNDING

Bank and customer deposits at 31" December 2018 totalled
Us$20,694 6 milbon Custormer deposits amounted to
US$18,322 4 milion at the 2018 year end, representing 88
per cent of total deposits Bank deposits at 31 December
2018 amounted to US$2,3727 2 million, representing cnly 12
per cent of total deposits

Total deposits are analysed by geography in note 13 to the
consatidate d fineneal <tate ments WSS 34577 0midlion or féo
per cent of total deposits were derived from counterparties in
GCC countries Deposits derived from non-MENA countries,
principally Europe, amounted to US$6,653 7 milion or 32

per cent of total deposits The deposits from counterparties
mnon-MENA countries 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 iquid assets with non-MENA counterparties of
US$8,599 7 million which are ptaced on a short-term basis

tn the money market The Group is therefore a net placer of
funds in the internationat nterbank rmarket, and accordingly
has no net reliance on the internaticnal interbank market

Secunties sold under agreements to repurchase (repos) were
US$735 4 milbon at 31° December 2018 The Group utiises
its tugh quality and highly rated investment securities to raise
toncing on a colbateralicead basis whore chective from a cost
and tenor perspective, as well as constantly validating its
ability to repo the securities as part of the Group’s iguidity
contingency plans

Se-wrlerm fnaner gal 2 Decemnber 2018 tetalled
USE3 332 Ganlhon Tern finance and equity repre~entea 113
per cent of loans maturing beyond one year

Further commentary on iquidhty and funding 1s provided in the
Risk Management and Capital Adequacy report

LA S N
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Corporate

When Gulf International Bank
B.S.C. (“GIB” or the “Bank”) was
established in 1975, its Agreement
of Establishment and Articles of
Association (AoA), executed at the
time by the GCC Governments
that created it, set the foundation
of solid governance practices for
the Bank. From the start, sound
corporate governance has been
considered essential at GIB, both in
achieving organisational integrity
and efficiency, as well as in attaining
fairness to all stakeholders.

40

governance report

SCOUND GOVERNANCE PRACTICE

Over the years, GIB has progressively adopted and
implemented standards of corporate governance relevant

to publ cly-rraded financial nstitutions, althoughitis not a
listed cormpany Since 2003, the Bank has regularly published
a statement on corporate governance In its annual reports

Currently, GIB has in place many measures that are
hallmarks of good corporate governance practices, such as
comprehensive mandates for the Board of Directors (Board)
and for Directors and for Board Cammittees, a Code of
Conduct (Loede of Conduct, Ethics and Avording Cunflc s of
Interest) in both English and Arabic pubbshed on the Bank's
website, and a detalled operating policy that anticipated
the new requirements of the Central Bank of Bahrain

(CBB) Subsequently, GIB adopted additional measures that
included, among other things, an updated Board Charter and
updated mandates of the Board Committees, an enhanced
Whistle Blowing Policy, a Board Corporate Governance
Committee, the establishment of a dedicated Corporate
Governance Unit within the Compliance department, and
an update of its vanable remuneration framework to fully
comply with the Sound Remuneration Practices issued by
the CBB

The Board and its respective Committees’ mandates are
subject to an annual review to ensure that they continue to
reflect Lhe current processes, best practices and any new
regulatory requirements The last updates were shared with
the Board on its meeting of 16 " December 2018

The Board Charter s postedinits entirety on the Bank's
website (www gib com), and tarpely reflect s the corporate
gevernance requirements contained in the HC (High Level
Controis) Module of the CBB Rulebook Velume 1

COHIpHIE



GIB Annual Report 2018

41

Corporate governance report (continued)

The measures adopted by GIB fermally entrenched a
cutture of professional corporate governance across the
organisation They also demonstrated GiB's commitment to
snancal transzarene g ranness one desclosere of Gnancsl
n‘crmaticn that will boeaefit alo gsers o suchimformstion,
including regulators, customers, counterparties, rating
agencies and other stakeholders

In March of every year, the Board prepares for its
Sharehoiders’ Annual General Meeting (AGM) a report
on GIB’s compliance wath the CBB rules on corporate
governance, which explains any non-compliance The
explanations contained in this year's “Cornply or Explam”
report are reproduced at the end of this Report

GIB discloses in the Annual Report additional information
required to be disclosed in accordance with Section PD-1 3 8
of the CBB Rutebook Volume 1, and the Board also discloses
Lo the Shareholders the information required to be disclosed
to them annually in accordance with Section PD-6 1 1 of the
Rulebook

SHAREHOLDERS

The current shareholding structure of GIB 15 as follows

Percentage of

Shareholder shareholding
Public Investment Fund 97 226%
Kingdom of Saud) Arabia

Kuwait Investment Authority 0730%
State of Kuwait

Qatar Holding Company 0 730%
State of Qatar

Bahrain Mumtalakat Holding Company 0438%
Kingdorn of Bahrain

State General Reserve Fund 0438%
Sultanate of Oman

Emirates Investment Authority 0438%

Urmited Arab Emirates

ORGANISATION — RULES AND ROLES

GIB maintains a corporate governance structure that
delineates and segregates the functions, roles and
responsiblities of the Board and Management, and ensures
that the requisite separate attribution of responsibilities
between them 1s maintamed

Thes s an e ective snd appropriat cly constiuted Boare
responsible for the stewardship of the Bank and the
supervision of its business It receives from Management
allinformatior regunedio preperiy fullil s dutees 2rad the
duttes of the committees that assist it, and 1t delegates
to Management the authority and responsibility for
managing the day-to day business of the Bank

= The s an e fective ana opropnately areansed
management structure responsible for the day-to-day
management of the Bank and the implementation of
Board approved strategy, pelicies and controls

- Thereis a clear division of roles and responsibilities
between the Board and Management, and between
the Share anand the Group Chief Exec utive Officer
(CEQ)

There are defined snd dorn mented i dates 3nd
responsibilities (as well as delegated authorities where
apphecable) for Serior Management

The Bank's corporate governance structure and crganisation
chart s set out on page 64 of this Annual Report
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BOARD OF DIRECTORS

Under GIB's AoA, the Board cornprises up to 10 members
to be appeinted or elected every three years The AoA
gives the right to each Shareholder holding 10 per cent of
the share capital to appoint one member on the Board
The Shareholders exercising this right also have the nght
to terminate such appointment and replace the relevant
Directors The appontment of Directors 1s subject to
prior approval from the CBB In August 2018, the Public
Investment Fund (PiF), as holder of 97 226 per cent
shareholding percentage, appointed the new Board of
Directors for the period from August 2018 till August 2021

During the first Board meeting in Oc tober 2018, Dr Abdullah

Alabd_ulgader was appointed as the Chawrran of the Board,
and Mr Abdulla Al Zarmil as the Vice Chairman of the Board

GIB has a wntten appaintment agreement with each
Director This agreement describes the Directors’ powers,
duties, responsibilities and accountabilities, as well as
other matters relating to their appointment including
their terrm, the time commitment envisaged, their
assignment to Board Committees, thewr remuneration and
expense reimbursement enlitlement, and their access to
ndependent professional advice when needed

At the year end, the Board comprised eight Directors of
whom seven are non-executive directars, including the
Chajrman and Vice Chairman, and one executive Director,
who together bring a wide range of skilis and experience to
the Board Therr biographies are set out on page 57 of this
Annual Report

INDEPENDENCE OF DIRECTORS

The independence or nen-independence of the Directors

15 subject to an annual review by the Board As at 31
December 2018, one Director of the Bank was clasufed

as non-independent in accordance with CBB regulations,
and the other Directars were clasw®:ied a- imdependent (nee
table on page 43)

BOARD RESPONSIBILITIES

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

The Board estabiishes the objectives of the Bank, the
adoption and annual review of strategy, the management
structure and responsibilities, and the systems and controls
framework It monitors Managerent performance, and the
implementation of strategy by Management, keeps watch
over conflicts of interest, and prevent = abusive related party
transactions

The Board s also responsibie for the preparation and fair
represenation of the censolidated financial s* atements
in accordance with International Financial Reporting
Standards, and for such internal controls as the Board
determines s necessary to enable Lhe preparation of
the consolidated financ-a staternents that are free fror
material misstatermnent, whether due to fraud or error

The Board also convenes and prepares the agenda for
Shareholders’ meetings, and assures eguitable treatment of
Shareholders including minonty Shareholders

Finally, the Board delegates to Management the
responsibility for the day-to-day management of the Bank in
accordance with policies, guidelines and parameters set by
the Board

In preparation for Board and Committee meetings, the
Directors recelve, In a timely manner, regular reports and all
other information required for such meetings, supplemented
by any addiional information speci® cally requested by

the Directors from time to time The Directors also receive
monlhly financial reporls anc other regular management
reports that enable them to evaluate the Bank's and
Management's performance against agreed objectives

As prescribed 10 GIB's AoA, the Board plans at least four
meetings per year, with further meetings to occur at the
discretion of the Board

The details of Board membership and Directors’ attendance
during 2018 are set out in the follow:ng table

CoAdFITI
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DIRECTORS’ ATTENDANCE JANUARY - AUGUST 2018 MEETINGS

Board members

Dr Abdullah bin Hassan
Al-Abdul-Gader

Mr Abdulla bin
Mohammed Al Zarmil

Mr Khaled bin Saleh
Al-Mudaifer

™Mr Ormar Hadir Al-
Faresi

Dr Yahya Abdutlah
Alyabya

Mr Abdulaziz Al
Helaissi

DIRECTORS’ ATTENDANCE AUGUST - DECEMBER 2018 MEETINGS

Board members

Dr Abdullah bin
Hassan Al-Abdul
Gader

Mr Abdulia bin
Mohammed Al Zarmil

Mr Abdulaziz bin
Abdulrahman Al-
Helaissi

Dr Najerm bin Abdulla
AlZad

Mr Sustan bin Abdul
Malik Al-Sheikh

Mr Bander bin
Abdulrabtman bin
Mogren

Mr Frank Schwab

Mr Rajesv Kakar

Figures in (brackets) nd cate the max mum number of meetings during the year

Board

5(5)

5(5)

2(3)

5(5)

5(%)

5(5)

Board

2(2)

2(2)

2(2)

2(2)

2(2)

@)

2(2)

22

Executive

Committee

5(5)

Executive
Committee

1

1¢1)

1

1L

1

Audst

(0

Nomination Corporate
Audit Remuneration Risk Policy Governance
Commitiee Committee Commuttee Committee
(1)
33 33 1Ty
33 3(3 (1)
33 El)] H3
3(3) 3{3)
Nomination Corporate
Remuneration Risk Policy Governance Innovation
Coemmittee Committee Committee Committee Committee
1 1
(M
1 (1) (1)
11
¥ 1
1(1y 1(1)
11

1

Executive /
Non-
Executive

Nor-
Executive

Non-
Executive

Non-
Executive

Non-
Executive

Non
Executive

Executive

Executive/
Non-
Executive

Non-
Executive

Non-
Executive

Executive

Non-
Executive

Non
Executive

Non-
Fxocutive

Non
Executive

Non
Excculive

43

Independent /
Non-
independent
Independent
Independent
Independent
Independent

Independent

MNan-
Independent

Independent /
Non-
independent

Independent
Independent

Non-
Independent

ndependent
Independent

Independent

Independent

independent

Q
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BOARD COMMITTEES

The Committees of the Board derive therr authorities and powers from the Board Details of Committees’
mermbership and attendance are listed in the tables below

BOARD COMMITTEES' MEMBERSHIP (JANUARY - AUGUST 2018)

Board committees

Executive Committee

Audit Committee

Nomination & Remuneration Committee

Risk Policy Committee

Corporate Governance Committee

Member name

Dr Abdullah bin Hassan Alabdulgader
Dr Yahya bin Abdulla Alyahya
Mr Abdulaziz Al-Helaiss

Dr Yahya bin Abdutla Alyahya
Mr Khaled bin Sateh Al-Mudaifer
Mr Omar Hadir Al-Farisi

Mr Khaled bin Saleh Al-Mudaifer
Mr Abdulla bin Mohammed Al Zamil
Mr Cmar Hadir Al-Farisi

Mr Ormar Hadir Al-Farisi
Mr Abdulla bin Mohammed Al Zamil
Dr Yahya bin Abdulla Alyahya

Mr Abdulla bin Mohammed Al Zarmil
Dr Abdullah bin Hassan Alabdulgader
Mr Khaled bin Saleh Al-Mudaifer

BOARD COMMITTEES’ MEMBERSHIP (AUGUST - DECEMBER 2018)

Executive Committee

Audit Committee

Nomination & Remuneration Committee

Risk Policy Committee

Corporate Governance Committee

Innovation Commitiee

Member name

Dr Abdullah bin Hassan Alabdulgader
Mr Abdulaziz Al-Helalissi

Mr Sultan bin Abdul Matik Al-Sheikh
Mr Frank Schwab

Mr Rajeev Kakar

Mr Sultan bin Abdul Malik Al-Sheikh
Mr Abdulla bin Mohammed At Zamil
Mr Rajeev Kakar

Mr Abdulla bin Mohammed Al Zamil
Dr Najem bin Abdulla Al-Zaid
Mr Bander bin Abdulrahman bin Mogren

Dr Najern bin Abdulta Al-Zad
Mr Frank Schwab
Mr Rajeev Kakar

Dr Najern bin Abdulla Al-Zaid
Mr Abdulla bin Mohammed Al Zamil
Mr Bander bin Abdulrahman bin Mogren

Mr Frank Schwab
Mr Abdulaziz bin Abdulrahman Al-Helaissi
Mr Sultan bin Abdul Malik Al Shertkh

44 I

Member position

Chairman
Member
Member

Chairman
Member
Member

Chairrman
Member
Mermber

Chairman
Member
Member

Chairman
Member
Member

Member position

Chairman
Member
Member
Member
Member

Chairman
Member
Member

Chatrman
Member
Member

Chairman
Merber
Member

Chairman
Member
Member

Charrman
Member
Member

CONTERIT
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BOARD AND COMMITTEES MEETINGS DURING 2018

Type of meeting

Board Committee

Executive Committee

Audit Committee

Nomination & Remuneration
Committee

Risk Policy Committee

Corporate Governance
Committee

Nomination Committee

Meeting dates

~O R W

BN = PV S ol N DA N

AN —

16 February 2018
29 March 2018

13 Apni 2018

29 May 2018

24 July 2018

21 October 2018
16 December 2018

11 february 2018
16 February 2018
29 March 2018

13 Apnl 2018

24 July 2018

16 December 2018

16 Fcbruary 2018
12 April 2018

23 July 2018

15 December 2018

15 February 2018
20 March 2018

23 July 2018

15 December 2018

16 February 2018
12 April 2018

23 July 2018

16 December 2018

15 February 2018
15 December 2018

16 February 2018

EXECUTIVE COMMITTEE

The mandate of the Executive Committee requiresil, amaong
other things, te

1 Assist the Board in formulating the executive policy of the
Bank and controlling its implementation

2 Assist the Boaird by reviewing, evaluating, and making
recommendations to the Board with regard to key
strategic issues or matenal changes in key strategic
objectives or direction

3 Approve credit imits that exceed the authonty of the
Group CEO, subject to the hmits approved by the Board

A Curyoct addiie alrosporeb hhes spoe licalv e anda od

to it by the Board

5 Exercise the powers of the Board on matlers for which
the 3oard has nat othorwese i en sgeaific d rectier in
circumstances in which it 1s impossible or impractical
to convene a meeting of the Board {(and subject to
applicable law and GI8’s Agreement of Establishment
& Articles of Association) However, the Board may,
acting unamimously, modify or amend any decision of the
Committec onsuch matters

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

AUDIT COMMITTEE

The role of the Audit Cormrmittee s to review the Group’s
Nrane el pesttion and miake recoraerdal ons to the Board
on liranoal nattors rternal conaly ¢ cmmaswanc 2 and legal
requirements Its responsibilities include

1 Assisting the Board inits oversight of (1) the integrity and
resorting of the Gan<s uastony and ool finaneiat
statements, (i) compliance with legal and regulatory
requirements, (m) the Bank’s systems of internal
contrel nd oviethe g anhe it e ndependenee and
performance of the Bank’s internal and external auditors

2 Overseeing performance of the Bank's internal audit
funclion and independent audits

The mandate of the Audit Committee provides further

1ror e vl e e o R L B B P O R A S L
improveiments, and additional ethical and legal compliance
overview 1esponsibilities The Group Cheef Auditor reports
functionally to the Audit Committee and administiatively Lo
the Group CrO

A
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RISK POLICY COMMITTEE

The Comnuttee assists the Board in futhlling its oversight
responsibilities in respect of setting the cverall risk appetite,
parameters and bmits withun which the Bank conducts its
activities On an on-going basss, the Committee

1 Ensures that realistic policies in respect of management
of alusignificart risks are drafteo and approved
appropriately

2 Receives, reviews, challenges and recornmends for
approval by the Board any proposed amendments to the
averali nisk appetite of the Bank

3 Monitors whether Management maintains a culture
that rewards the recogmition, communication and
management of risks

4 Ensures that roles and responsibilities for risk
management are learly detined with Group and/
or dwision heads directly responsible, and that heads
of nsk management and the control functions are in
supperting or monitonng roles, independent of business
development

5 Ensures that Managenment reports significant excesses
and exceptions, as and when they arise, to the
Committee for information and review

& Ensures that, on a timely basis, Management informs the
Camrmritlee of all significant risks ansing, and that ibis
comfortable with Management’s responses and actions
taken to address such findings

7 Reviews the Bank's risk profite and signficant risk
positions and In so doing

- Recewves reports on credit exposure by country, credit
rating. industry/cencentration, nonperforming toans
and credit stress tests

- Receives reports on iquidity and market risk positions
{vVaR)

- Receves updales on operational nsk managerment
- Receves updates on cyber risks
- Receives updates on strategic risks

Receves reports on changes to credit approvals or
extension processes, credit nsk measurement, market
risk measurement and risk control measures

- Recewves updates on retall banking nisks

NOMINATION & REMUNERATICON COMMITTEE

The principal objective of the Committee I1s to help the
Board in ensurnng that the Bank's remuneration levels
rermnain competitive for GIB to continue to attract, retain
and motivate competent stalf Lo achiove the stralegy
and objectives of the Bank The responsibilities of the
Committee, as stated in 1its mandate, also include, but are
not limited to, the following

Nomination matters:

1 Assessing the skills and competencies required on
the Board, the Committees of the Board, and Senior
Management

2 Assessing from time to time the extent to which the
required skills are represented on the Board and Senior
Management

3 Establishing processes for reviewing the performance of
individual Directors and the Board as a whole

4 Establishing processes for reviewing the performance of
individual Senior Executives and Serior Management as a
whole

5 Overseeing Directors’ corporate governance educational
activities

6 [Establiching processes for theidenufication of suitable
candidates for Senior Management, and identifying and
recomimendmng mdviduals qual fied to becorne mernbers
of Senior Management

7 Establishing a succession plan for Senior Management

Remuneration matters:
Reviewing and making recommendations to the Board in
respect of

1 The executive remuneration and incentive policy which
neludes the fixco and vanable remuneration for approved
persons, and maternial risk-takers

2 Policies relating to recruitment, retention, performance
measurement and termination for the Directors, Group
CEO and Senior Management

3 Approve, monitor and review the remuneration system to
ensure the system operates as intended

4 Approve Lhe remuneration amounts for each approved
person and material risk-taker, as weli as total vanable
remuneration to be distributed, taking account of total
remuneration including salanes, fees, expenses, bonuses
and cther employee benefit~

5 Review the stress testing and back testing results
before approving the total variable remuneration to be
distributed, including salaries, fees, expenses, bonuses
and nther employee benefil-
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CORPORATE GOVERNANCE COMMITTEE

The role of the Committee Is to assist the Board in shaping
and monitoring the corporate governance policies Its
responsiilties mciude

1 Overseeing the development and maintenance of
corporate governance policies

2 Monitering the Bank's compliance with regulalory
requirements relating to corporate governance

3 Reviewing mandates and performance evaluations of the
Board and its Committees, and recommend Lo the Board
any improvernents deemed necessary or desirable to the
rmandates

4 Reve-wnp o lesificat ooy findeed ool Birecters and
declaration of Directors and members of Senior
Management regarding their outside activities and
interests to detecrine whetl e any conthct of interest
exists, and take appropriate steps inthat regard

5 Overseeing the Bank's public reporting on corporate
governance matters

INNOVATION COMMITTEE

The role of the Commuttee 15 Lo assist the Board inits
responsibilities by cverseeing and advising on the Bank's
nnovation and digitisation agenda, including but not irmited
to, nnovation and digital banking strategy, and innovation
portfolio Its responsibilities include

1 Support the Management as a sounding board

2 Review and recommend to the Board the approval of the
Bank's innovation strategy and operating model that has
been presented by Management Review and discuss
b aat crnergnarrevaion o dicennolog, - elalcd
Issues and trends

3 Provide guidance and support in managing the
organisation’s cultural challenges

4 Owversee Management’s development and
implementation of the Bank's innovation strategy, and
its alignment with the Bank's overall strategic objeclives,
including (1) Bank's progress inimplementing its
innovation pipeline, and (1) post implermentation results
of all key innovations, mcluding the achievement of

[ N N R Y T T R UL S T R Lo I S IYR

EVALUATION OF THE BOARD OF DIRECTORS

The mandates of the Corporate Governance and the
Nomination & Remuneration Committees, as well as the
toara C~ater, reftect e requirerment that the Zoard nust
canduct an evaluation of its performance, the performance
of each Committee, and of each individual Director, at least
annually

The Board reviewed independent performance reports
from each of its Committees as well as a report onits own
performance, by evaluating the major activities undertaken
during the year in companson with the respective mandates
The evaluation of individual Directors mncluded measurable
rating scales, self-evaluations and the Chairman’s input

A report on the evaluations conducted each year 1s also
provided to Shareholders at each AGM

INDUCTION & THE CONTINUING EDUCATION OF
DIRECTORS

The Board and its Committees regularly receive updates on
key developments in the regulatory and other areas that fall
under their respensibilities

The Board also stresses the importance of providing tramming
and development opportunities for the Directors The Board
has passed a resolution to encourage Directors to seek any
tranmng they deem necessary (with the Bank bearing the
expenses of such training), and the Directers are frequently
briefed on the avalability of traiming opportunities

On 20-21 October 2018, the Bank's Corporate Goverpance
Urit, in collaboration with the Sentor Managerment Team,
held thorough and comprehensive Board Inductien sessions
as part of the process of educating the newly-appointed
Board members on the Bank’s strategy, culture and
performance
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MANAGEMENT

The Senior Management team is responsible for the day-
to-day managernent of the Bank entrusted to 1t by the
Board It 1s headed by the Group CEQ, who s assisted by

the Sroup Chief Financia, Officer Group Chief Risk Gfficer,
Croup Chief Operating Officer, Group Wholesale Banking
Head, Retall Banking Head, Group Chief Investment and
Treasury OHicer, Group Head of Complance & Governance,
and Group Human Resources Officer The tiographies of the
key members of the Senior Management team are set out on
page 60 of this Annual Report

The following 1+ level management committees assist the
Group CEO in the management of the Bank

Management Committee

Group Risk Committee

Assets and Liabilities Committee (ALCO)
Job Evalvation Committee

Information Secunity Management Committee
Operational Risk Committee

Tender Review Commuittee

Credit Committee

Strategy Execution Committee

10 Change Control Board

11 investment Committee

o~ b WN

These Committees denve ther authorities frorm the
Group CEO, based on the authonties and imits delegated by
the Board

Im futfilling 1t principal responsibinty for the day-te-day
management of the Bank, the Sermor Management team s
required tomplement Board approved policies and effect.ve
controls, within the strategy and objectives set by the Board

Letters of appointment are 1ssued to members of the Senior
Manapement leam setting out their spectfic responsibilities
and accountabilities that include assisting with and
contributing to the following

1 Formulation of the Bank's strategic objectives and
direction

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

3 Ensuning that high-level policies are in place for all areas,
and that such policies are fully applied

4 The setting and management of nsk/return targets intine
with the Bank’s overalt risk appetite

5 Determining the Bank's overall nsk-based performance
measurement standards

6 Reviewing business units’ performance and initiating
appropriate action

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

8 Ensuring that the Bank is an exemplar of good business
practice and customer service

Their attenticn 1s also drawn to the fact that these
obbigations are in addition to thew specific functional
responsibilities and objectives, and those set cut in the
Bank’s Corporate Policy Manual

REMUNERATION

The Bank’s total compensation policy, which includes

the varabte remuneration policy, sets out GIB's policy on
remuneration for Directors and Senior Management, and
the key factors that were taken into account in setting the

policy

The Bank adopts Sound Remuneration Practices in
accordance with CBB requirements The Board approved
the framework and incentrve components, and obtained
Shareholders’ approval at the 2015 AGM The key features of
the remuneration framework are summarised below

Remuneration strategy

The Bank's basic compensation philosephy Is to provide a
competitive level of total compensation to attract, retain
and mntivate quabified and competent employees ~he
Bank’s variable remuneration policy 1s driven primarily

by a performance-based culture that aligns employee
interests with those of the Shareholders of the Bank These
elements support the achievement of set objectives through
balancing reward for both short-term results and long-Lerm
sustainable performance The strategy s designed to share
its success and to align employees’ incentives with the risk
framewaork and risk cutcomes

The quality and long-term commitment of all employees is
fundarmental to the success of the Bank The Bank therefore
aims to attract, retam and motivate the very best people
who are committed to maintaining a career with the GIB,
and who will perform therr role i the long-term interests

of Shareholders The Bank’s reward package comprises the
following key elements

«  Fixed pay

- Benebls

= Annual performance bonus
= Deferred bonus share plan

Arobust and effective povernance frarmework ernsures
that the Bank operates within clear parameters of its
compensation strategy and policy All compensation
matters, and cverall compliance with regulatory
requirements, are overseen by the Nomination and
Rermmuneration Committee of the Board (NRC)

CONTERTS
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The Bank's remuneration policy, in particular, considers the
role of each employee, and has set guidance depending

on whether an employee 15 a Material Risk Taker andror

an Approved Person in business Line, contrel or support
functions An Approved Person is an employee whose
appointment would require prior regulatory approval
becausc of the significance of the el witbin the Banlke, ard
an employee s considered a Matenal Risk Taker if they head
up sgnfieaat busress ioes and any ndieriuals aatin ther
controlhave a matenalimpact on e Bank s risk profile

To ensure alignment between whalt s paid to employees and
the business strategy, GIB assesses Bank-wide, divisional
and individual performance against annual and long-term
Fard -on foaneor whertives s vimg <oddanhine
with the business planining and performance management
process This takes into account adherence to the Bank's
values, risk and compliance measures and, above all, acting
with mtegrity Altogether, performance is therefore judged
not only on what is achieved over the short- and long-term,
but also importantty on how it 1s achieved, as the latter
contrnibutes Lo the long term sustainability of the business

TR

NRC role and focus

The NRC has oversight of all reward policies for the Bank’s
employees The NRC 1s the supervisory and governing

body for compensation policy, practices and plans It s
responsible for determining, reviewing and proposing
variable remuneration policy for approval by the Board

It 1s responsible for setting the principles and governance
framework for all compensation decisions The NRC ensures
that all persons must be remunerated fairly and responsibly
The remuneration policy is reviewed on a periodic basts te
reflect chane e<anmarked gr-ot ces asd tae Lus ncss plan
and 1 sk profile of he Bank

The aggregate remuneration paid to the NRC members
during the year in the form of sit ing fees amounted to
Us$36,000 {2017 US$54,000]

Scope of application of the remuneration policy

The principles of this remuneration policy apply on a Group
wide basts However, application of deferral requirements
andissue of non cash instruments for foreign branches and
subsidiaries of the Bank s determined by applicable local
regulations and market norrms

Board remuneration

The Bank’s board remuneration s determimned by its
Shareholders in line with its Articles of Assoctation The
compensalion s hnked lo acludl attendance of meelings
The structure and level of Lthe compensalion for the
members of the Board are approved by the AGM, and consist
of the following

= Atte dancefees payablctore cbers
Board-related Committee meetings

trondi gdiffoient

- Allowance to cover travelling, accommeaedation and
subsistence, while attending Board and related
Committee meetings

A pre-derned “xed amonunt representing an anu il
remuneration fee

in 2018, the aggregate remuneration paid to Board members
and key Management was US$14 4 millon [2017 US$13 5
milion] of which US$2 6 milhion [2017 US%$2 3 mithon] was
paid to the Board members

Variable remuneration for staff

The variable remuneration 1s performance related and
consists prmarily of the annual performance bonus award
A~ o part of the wtan'swar zblerevungrat o0 U e annual
bonus reward consists of delivery of operational and
fimenciat targety set eachyew e indrvidual perfarmonce
of the employees in achieving those targets, and their
contrnibution to delivering the Bank's strategic objectives

The Bank has adepted a Board-approved framework to
devetop a transparent link between variable remuneration
and performance The framewaork s designed on the basis
that the cornbmatien of mecting Loth iinanoal periormanee
and actvevement o other non-hoanciel factors woatd, all
other things bemng equal, deliver a target bonus pool for

the employees, prior to consideration of any allocation te
business lines and employees individually In the framework
adopted to deterrmuine the vaniable remuneration pool, the
NREC amis b balance the distribunion of the Bask < prefits
between Shareholders and employees

The key performance metrics at the Bank level include

a combinaticn of short-term and long-term measures,
inshanelode peefilabilily wolveney, bauidiiy and goveth
indicators The performance management process ensures
that all goals are appropnately cascaded down to respective
business units and employees

it determimning the amount of variable remuner ation, the
faan . Lortedro sething spectf Clargets <hings
etk comnsarable bottor np, ~ething A pra®ttarpet o
other qualitative performance measures that would result
In atarget top down bonus pool The bonus pool is then
adjusted to take account of risk via the use of nsk-adjusted
measures

cesloba
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The NRC carefully evaluates practices by which
remuneration is paid for potential future revenues
whose timing and likelhood remain uncertain The NRC
demonstrates that its decisions are consistent with an
assessment of the Bank's financial condilion and future
prospects

The Bank uses a formalised and transparent process to
adjust the bonus pool for quality of earnings It is the Bank'’s
objective Yo pay out bonuses out of realised and sustainable
profits IFthe quality of earning« s rat «trong. the profiz base
could be adjusted based on the discretion of the NRC

For the Bank to have any funding for distribution of a bonus
pool, threshelds of financial tarpels have Lo be achieved
The performance measures ensure that the total vanable
remuneration s generally considerably contracted where
subgdued or negative f nancial performance of the Bani
occurs Furthermore, the target bonus pool, as determined
above, 1s subject to risk adjustments in line with the risk
adjustment and linkage framework

Remuneration of control functions

The remuneration level of staff in the contiol and suppot
functions allows the Bank to employ qualified and
experienced perscnnel in these functions The Bank ensures
that the mix of fixed and varable remuneration for control
and support function personnel is weighted in favour of
fixed remuneration The vanable remuneration of contiol
functions 15 based on furction-specific objectives, and 1s not
to be determined by Lhe indindual financial performance of
the business area they monitor

The Bank's performance management system plays a major
role 1n deciding the performance of the suppaort and control
units on the basis of the objectives set for them Such
objectives are more focused on non-financial targets that
include nsk, control, comptiance and ethical considerations,
as well as the market and regulatory environments, apart
from value adding tasks which are specific to each unit

Variable remuneration for business units

The variable remuneration for the business units 1s primanly
decided by the key performance objectives set through

the performance management system of the Bank Such
objcctives conlam financial and non-financial targets,
including sk control, compliance and ethical considerations,
as well as the market and regulatory environments

Risk assessment framework

The nisk assessment framewaork of GIB aligns variable
remwneration to thie nisk profile of the Bank, and a <o ersures
that the remuneration policy reduces employees' incentives
to take excessive and undue risk The Bank considers both
guantitative measures and qualtative measures in the risk
assessment process, and risk adjustments are applied to
ensure that the Bank's remuneration policies are aligned to
its risk appetite

The NRC considers whether the variable remuneration policy
15 10 Une with the Bank's risk profile, and ersures that threugh
the ex-ante and ex-post sk assessment framewerk and
processes, remuneration practices where potential future
revenues, whose tirming and likelihood remain uncertan, are
carefully evaluated

Risk adjustments consider all types of risks, including
intangible and other risks such as reputation risk, liquidity
rsk and the cost of capital The Bank undertakes nsk
assessTent Lo review inancial and operationai performarnice
against the business strategy and risk performance, prior

to distnibution of the annual bonus GIB ensures that total
variable remuneration dees not lirmit its abibity to strengthen
Its capital base

The bonus pool considers the performance of the

Bank, which i1s considered within the context of its risk
management framework This ensures that the variable pay
poolis shaped by nsk considerations and Bank-wide notable
events

The size of the variable remuneration pocl and its allocation
within the Bank considers the full range of current and
potential nisks, including

»  The capital required to support the rnsks taken

+  The level of hguidity nsk assumed in the conduct of
business

= Consistency with the timing and likelihood of potential
future revenues incorporated into current earnings

The NRC keeps itself abreast of the Bank’s performance
against the risk management framework The NRC will use
this information when considening remuneration to ensure
that return, risk and remuneration are aligned

CONTEHTS



GIB Annual Report 2018

51

Corporate governance report (continued)

Risk adjustments

The Bank has an ex-post risk assessment framework, which
Is a qualitative assessment to back-test actual performance
against risk assumptions

ives s ahere the Ba kosuffecs atenal lossos ool s fancial
performance, the risk adjustment framework would work as
follows

- There would be considerable contraction of the Bank’s
total variable remuneration

- Atthe individual level, poor performance by the Bank
would mean ndividual KPIs are not met, and hence
employee performance ratings would be lower

Reduction in value of deferred shares or awards

+ Possible changes in vesting periods, and additional
deferral applied to unvested rewards

Lastly, if the qualitative and quant itative impact of a loss
wcicent s cende-nd grahe or s a malus o clawl ek of
previous bonus awards may be considered

The NRC, with Board approval, can rationalise and make the
following discretionary decisions

« Increase/ reduce the ex-post adjustment

« Consider additional deferrals or increase in the quantum
of share awards

» Recovery through rmalus and clawback arrangements

Malus and clawback framework

The Bank's malus and clawback provisions allow the NRC

to determine that, il appropriate, unvested elerments under
the deferred bonus plan can be forfeited/adjusted, or the
delivered vanable remuneratian could be recovered in
cortam situations, The intention 1s to allow the Bank to
respond appropriately f the performance factors, on which
reveard o101 veere borea trrnront ot coreticct tha
corresponding performance i the longer term All deferred
rernuneration awards conlain provisions that enable the
Bank to reduce or cancel Lhe awards of employees whose
individual behaviour has had a materially detnimentalimpact
on GIB duning the concerned performance year Any decision
to take back an ndividual’s award can only be Laken by the
NRC

The Bank' malus and clawback provisions allow the Board
le determune that, if appropniate, vested/unvested clements
under the deferred bonus plan can be adjusted/cancelled

ertaimsilualions These events include, butl are not imited
Lo, the following

- Reasonable evidence of misbehaviour or material error
by the employee causing harm to the Bank’s reputation,
or where the employee's actions have amounted to
misconduct, incompetence or negligence

= Theermployce™ Busine-o unit suffers a mate 135!
downturioinots inancial per formance or a thedenal nsk
managerment fatlure, or a materal restatement cf the
financial stateme nts of 1re Bank

= The employee deliberately misleads the market and/cr
Sharebiolder i relation to the finanoal porormiznce of
the Bank

< Asgnificart deteroratiornnthe fnone v Cealtn of the
Bank, or the relevant line of business incurnng losses

Clawback can be used If the malus adjustment on the
uovested pernorasinsull cieol e n e nature and
magnitude of the 1ssue

Components of variable remuneration

Vanable remuneration has folfowing main components
Upfront cash The portion of the vanable remuneration
that is awarded and paid out in cash on
conclusion of the performance evaluation
process for each year

Deferred cash The porticn of vanable remuneration that
15 awarded and paid in cash on a pro rata

basis cver a period of 3 years

The portion of vanable remuncration
that 1s awarded and 1ssued in the ferm of
shares on conclusion of the performance
evalualion process for each year

Upfront share
awards

Deferred shares  The portion of variable remuneration that
is awarded and paid in the form cf shares
on a pro-rata basis over a period of 3

years

All deferred awards are subyect Lo malus provisions All share
aoeard e eleogsodothie b el al e onn ey moiter

a =1ix month retention peniod from the date of vesting The
number of equity share awards s linked to the Bank's share
price as pei the rules of GIB's Share Incentive Scherme Any
draidend on these shares is released to the employee, along
s thes T s e sften Uhe recr Trorep oo
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Deferred remuneration
All employees at the grade of Senior Vice-President (SVP) and higher shall be
subject to deferral of vanable remuneration as follows

Allecation of variable remuneration

Group CEOQ, MDs and the

Element of variable 5 most highly-paid business SVP and Deferral

remuneration line employees higher period Retention Malus
Upfront cash 40% 50%  Nome - -
Upfront shares - 10% None & months Yes
Deferred cash 10% - 3 years* - Yes
Deferred share awards 50% 40% 3 years* 6 maonths Yes

* The deferral vests on a pro-rata basis over a 3-year peniod

57

Clawback
Yes
Yes
Yes
Yes

The NRC, based onils assessment of role probles and rsk taken by snemployee coutd increase the coverape of employees

that would subject to deferral arrangements

Details of remuneration

Board of Directors

uUs$ 000's 2018
- Remuneration Fees 1,873
+  Travel Expenses 595
«  Other Expenses 13

2017
1,657
518
110
2,285

Employees
2018
. ‘ Variable remuneration
Signon |Guaranteed:
Fixed remuneration bonuses, bonuses | Upfront Deferred
' ! !
Number | | ' (Cash/ ' (Cash/ |

Us$ 000’s of staff © Cash | Others ' shares) shares) ] Cash ‘Shares’i Cash |, Shares Others,  Total
Sl .- RVttt et A uts s A Euu Y s P

Approved persons

- Business Lines 6 2,858 282 - - 831 3 200 1011
- Control & Support 15 4,184 408 - - 475 57 31 385
Other Material Risk 14 3,513 325 - - 416 63 25 378
Takers
Other Staff 204 25982 4990 - - 1,942 30 - 119
Overseas Staff 773 71426 19,132 - - 11,304 - - -
TOTAL 1,012 107,963 25137 - - 14,968 153 256 1,893

Piheupiront ctorcs are vested Goorant and par ‘o <) month o roelention et

5,185
5,540
4,720

33,063
101,862
150,370

Cther stali expenses reported in the consohdaled slatement of incorme Lhat have not beenirdluded i the talsle above,
amounting to Ls36 5 million, comprisciadirect staff costyincludirg tran ng, recrutment, —etirernent, relocation, e

assurance contributiors and differences between accrued staff expenses and the amownts actually pard

CONTER -



GIB Annual Report 2018 53
Corporate governance report (continued)
2017
varable remuneration
Signon  Guaranteed
Fixed remuneration  bonuses bonuses Upfiont Deferred
Number {Cash/ (Cash 7/
US3 000’ of ~rab Cash Others shares) shares) Cash  Shares: Cash Shares OGthers Total
Approved persons
Business Lines 5 2,741 286 - - 857 8 204 1054 - 5,150

- Control & Support 14 3,616 413 - - 450 58 25 356 4,918
Other Material Risk 13 3041 369 413 64 23 372 - 4,282
Takers
Other Staff 245 25,480 4,524 - 2,844 a3 173 33,064
Overseas Staff 850 68,730 13,724 - 11,425 $3.949
TOTAL 1,127 103,608 19,386 - - 15989 173 252 1,955 - 141,363
T e uptrant shares v ¢ tos o crant an tpaid after o Gomanth ool ntichp o e
Uther stafl expenses repurted ot e consolidated = tatement of inc orne that have not beenmcluded in the table above,
amieunt my o UsS 1 2 miiion ¢o - prscincnect saft cost- wclucirg tramnng recrutmaent expenses, reliement e
assurerce contubutions ard aifforences bet weon cccrued ~taff expenses and the armer ats actualiy pad
Deferred Awards

2018
Shares
Cash Others Total
Us$ 000’s Number Us$ 000's Us$ 000’s US$ 000's

Opening balance 4418 3,460,008 3,418 - 3,866
Awarded during the period 252 2,151,356 2,128 2,380
Paid out / released during the period (222) (1.924,565) (1,901) (2123)
Service, performance and risk adjustments - - - -
Corporate action adjustment
Changes in value of unvested awards (9N (94)
Closing balance* 479 3,686,799 3,550 - 4,029

* Cloeing balanco sharc valuc based on MNAY as on 31-12 18

Severance payments

The severance payments during the year amounted to US$742,400 {2017 US$79,047} of which the highest paid Lo a single

personamounted to US$160,000 [2017 US$33,302]
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CORPORATE COMMUNICATIONS

The Bank has in place a Corporate Communications Strategy
which ensures that the disclosures made by GiB are far,
transparent, comprehensive and timely, and reflect the
character of the Bank and the nature, complexity and risks
inherent In 1ts business activities Main communications
channels include the website, annual report, corporate
brochures, slafl newslel Lers, and announcemerts i the
appropriate media

This transparency 1 also rellecled in Lhe Bank's websile
(www.gib com) which provides substantial information on
the Bank, including its profile and milestones vision, mission,
vilues, strateyy and objectives, its financial statements lor
the lasl fve years at least andits press releases

CODE OF CONDUCT

The Bank's website also contains the Board-approved
Code of Conduct (Cede) that contains rules on conduct,
cthics and onavording confhicts ot inte ost, applic able to alt
employees and Directors of the Bank The Code is designed
to guide all employees and Directors through best practices
to fulfil thewr responsibilitics and obligations Lowards the
Bank™ stakeholder« (Shaieholders, clients, <faff, regutators,
suppliers, the public, and the host countries in which

the Bank conducts business, etc), in compliance with all
applicabte laws and regutations

The Code addresses such 1ssues as upholding the law and
following best practices, acting responsibly, honestly, fairly
and ethically, avo.ding conflicts of interest, protecting Bank
property and data protecting client-confidential information
and safeguarding the information of others, complying

with inside information rules and with the prohibition on
msider trading; preventing money laundenng and Lerronsm
hinancing, rejccting bribery and corruption avoiding
compromising gifts, as well as speak ng up and "'whisile
blowing’

All employees and Directors of the Bank are reminded
every year of their obligations under the Code by means

of an ernall from the Bank that includes a copy of the

Code (n English and Arabic), and everyone is required £o
sign an Acknowledgment and Declaration confirming that
they have received and read the Code and understand its
requirements, have followed and will continue to follow
these requirements, and agree that if they have any concern
ahout any possible musconduct or hreach of the Code, they
will raise the concern with the appropriate persons within
the Bank as per the Code

In addition, all employees of the Bank must sign an annual
Declaration on outside employment and other activities, to
crnsure thal no conflicts of nteiest exist these Declaratons
are addressed to the Bank’s Hurman Resources department
Simitarly, att Directors and members of the Managerment
Committee must complete and sign a similar annual
Declaration, addressed Lo the Corporate Governance
Committee of the Board

DISCLOSURES

The Bank’s website also provides access to GIB’s annuat
reports, and all the information contained inthese reports
is therefore accessible globally The information includes
Management discussion on the business activities of the
Bank, as well as discussion and analywis of the financial
statements and rs< management The financial information
ref'ects the late<t International Financial Reporting
Standards that were applicable for adoption in 2018

The Board-approved Disclosure Policy is 1n accordance with

the requirernents of Basel Il Pillar 3, in compliance with CBB
rules The cbhjective of this policy 1s to ensure transparency In
the disclosure of the financial and nsk profies of the Bank to
all 'nterested parties

POLICY ON CONNECTED COUNTERPARTIES

The Board-approved Polhcy on Connecied Counterparies
governs GIB s dealings with such parties The poacy defines
which parties are considered to be connected with GIB
within the critena set by the CBB, and imposes not only

the limitations placed by the CBB but also additional
criteria imposed by GIB The policy sets out the internal
responsibibties for reporting G'B's connected counterparties
exposures to the CBB, and the disclosures to be made in

GIB s financial statoments and annyat reporls, inline with
applcable disclosure requirements

POLICY CN RELATED PARTY TRANSACTIONS

GIB has a Board-approved Code of Canduct which governs
the conflict of irteiests and related party transactions The
Bank’s dealings with its Shareholders are conducted on an
arms-length basis in respect of iIts exposure to and deposits
recerved from them If loans are extended to related parties,
these are approved on the basis of authorities delegated

by the Board to the Group CEQ [f the loans exceed these
authorities, then further approval from the Executive
Committee or the Board 1s requested The Bank will not deal
with any of its Directors in a lending capacity It should be
noted that Article 16 of the Articles of Asscciation prevents
Drirectors of the Bank from having any interest, directly or
indirectly, In any contract with the Bank

Al loans to Senior Mapagernent members (including the
Group CEO and his direct reports), as wetl as staf- of GiB, are
gaverned by the policies applicable to staff These polictes
are reviewed by the Nomination & Remuneration Committee
of the Board at teast annualty All dealings with companies
assoclated with a GIB Director or member of the Senior
Management are referred to the Board for approval

CONTEITS
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MATERIAL TRANSACTIONS THAT REQUIRE BOARD
APPROVAL

The Bank has delegated credit authority to the Group
CEQ based on a risk-rating matrix When considering
transactions, any exposurc to an entity that exceeds the
Group CEO’s imit will require the approval of the Board
Executive Committee or the Beard

COMPLIANCE

The Comphance frame aock ador od by the Pusd e lect -
the principles for promoting sound comphance practices at
GIB It also demonstrates the Bank’s adherence to appbcable
legal and regulatory requirements, and to high professional
standards The role of the Compliance function is Lo assist
Senior Management in ensuring that the activities of GIB
arnd e statfare conaactedn confarmnity wity Lpicw e
laws and regulations, and generally with sound practices
pertinent to those activities The Greup Head of Compliance
& Corporate Governance, who reports directly to the Group
CEO, also has access to the Board through the Audit &
Corporate Governance Cormmittees, if required

Compliance risk s the nsk of legal or regulatory sanctions,
materal f-ancial los- o damage ta the coutelion ot thio
Bank arising from fallure to compty with the requirernents of
apphcable laws, rules, regulations and related self-regulatory
organisations’ standards and codes of conduct (collectively,
applicable laws, rules and regutations) Group Compliance
independently assesses complance nisk and evaluates

the business and control units for adherence te applicable
laws, rules and regulations, including identifying compliance
issues and risks, performing independent spot checks, and
reporting on the state of compliance activities across the
Bank

The Bank's approach to the management of comphance
risk 15 described in the Group Compliance Policy, which
outlines the requirement s of the Bank's group compliance
preetemrne and dehines rales and sospon b Lics o
Board, Semor Management, Business and Corlrol units,
Internal Audil, and the three lines of defence in managing
compliance risk The requirements work together to dnve
a comprehensive risk based approach for the proactive
Clent e ation peetoaperne ol dess Db ool sornp b arce
nsks throughout the Bank

The Group Camphance Policy also sels the requirement s

for reporting compliance nisk information to Executive
Management as well as the Board or appropriate Board level
cormmuttees nsupport of Group Compliance respansibility
for conducting independent oversight of the Bank's
campliance tisk manageiment activilies The Board provides
oversight of complance nsk manly thooughits Aucht
Commuttee and the Cotporate Governance Camnuliec

In ensuring that the tone emanates from the top, the

Group CEO 1ssues a yearly message to all of GiB ernployees
reminding everyone of the importance of complying with all
laws and regulations applicable to GIB's operations Good
compliance behaviour :s also rewarded by havingit as a
miandd slory measurciment crtenon e stafl cvalbalor -

During 2018, the Bank was penalised by the CBB due

to Failure in complying with the deadline subrmission
requirement under the Reporting Requirements Module,
section BR-4A 2 “Internet Security Measures” for the
required activity under the Operational Risk Management
section OM & 2 “Internet Security for all Banks” The amount
of the Financial Penalty imposed was BD 800 (U532,122) for
eacn day of late tiling, tpprepat np to BE 0 400 (23 10.576;

The crgtorne tar e A stReor s by made to folhil
CBE requirements under Public Disclosure Module section
PD-1 3 37, and the Enforcement Madule sections EN-6 1 3 &
EN 133

ANTI-MONEY LAUNDERING

The Bank's current Antr-Money Launderning and Combating
the Financing of Terrorism {(AML/CFT) procedures and
guidelines conform o the legal and regulatory requirement s
of the Kingdom of Bahrain These legal and regulatory
reguireser e largc by reflec U the FATE reva s micndat o s

on Money Laundenng GIB's AML/CFT procedures and
pudelnes apply to a'lof toie Bank w officer branchies

and subsidiaries, wherever located Inaddition, the GIB
entities localed outside Bahrain are subject to the laws and
requirements of the jurisdictions where they operate, and if
lescal stal daros diffes the lugher scaadares asply

Systems are in place to ensure that business relationships
are commenced with clients whose identity and activitics
canreascnably be established to be legitimate, Lo collect
and record all relevant client informatien, to monitor and
report suspictous transactions, Lo provide periodic AML/CTT
traimng to employees, and to review with exterpal auditors
the et tivenimes o the #0100 77 peccodine - el evatie

The Bank's AML/CFT procedures prohubit deating with

sl b b A proactee biucbro of oo fee < nplace re
ensure Group-wide compliance with AML/CFT procedures,
e by peda e Db e e toaciie Do che e

mregulatory requirernents This structure consists of the
Group Head of Compliance and the Group Money Laundering

ot boo g Sl e, PR s and Dl pualy e JP

A
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CORPORATE GOVERNANCE FRAMEWORK - INTERNAL
AUDIT REVIEW

The Internal Audit review of the Bank’s Corporate
Governance framework 1s conducted annually as a separate
project since the introduction of the Corporate Gevernance
Rules in 2010 Accordingly, the latest audit was undertaken
In Cctober 2017 The purpose of the audit was to provide

a level of assurance about the processes of corporate
governance within the Bank The scope of the audit included
reviewng the existing palicies, procedures and current
practices foltowed by GIB in light of the rules contained in
the HC Module of the CBB Rulebook

The cveralt conclusion of the audit was that the Corporate
Governance framewcerk of GIB appears to be operating
cftect vely, and s providing a sound framework to control
the risks inherent in GiB's current business activities

STATUS OF COMPLIANCE WITH THE CBBE RULES
{MODULE HC)

GIB complies with the CBB rules on Corporate Governance
outlined in Module HC of the CBB Rulebook, and instances of
non-compliance in 2018 are explained as follows

« Conflict with GIR'S Agreement of Establishment &
Article of Association, mamly i connection with the
remuneration of Directors in Module HC-55 2, HC-55 4
andHC-555

Module HC-5 4 37 regarding the variable remuneration
not being applicable to GIB due to the adoption of the
phantorn shares scheme for deferred bonuses

« Module HC-6 6 33 related to risk management
framework The Bank is in the process of concluding an
external review exercise In order to obtain a satisfactory
report that the Bank’s Risk Managerment policies are in
compliance with CBB regulations

Under Article 2 of GIB's Agreement of Establishment
approved by Decree Law No (30) for the year 1975

(as amended from tirme to time) (the Agreement of
Establishment), GIB is subject to the Agreement of
Establishment and its AoA (together the GIB Censtitutional
Docurmnents), and inthe event of any conflict between

the GIB Constitutional Documents and the internal law of
the Kingdom of Bahrain, the terms of the Constitutional
Documents shall prevail As a result, certain Corporate
Governance requirements under HC-1, HC-4 and t1C-5
that are i confhctwith the AnA <uch as the nomimation of
Directors, the attendance requirements for Directors, the
prohibilion against proxies at Board Meetings, and the Board
of Directors total remuneration, have not been adopted

CORETENTS
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Dr. Abdullah bin Hassan Alabdulgader
Flected Chairman on 15 December 2017
Director since 2009

Dr Abdullah bin Hassan Alabdulgader 1s an independent
consultant He 1s Charrman of Saudi Telecom Company (STC),
and also serves as Director of Saudi Araban Investment
Company (Sanabil), Saudi Arabian Railroads Company

(SAR), and AlFaisaliah Group Prior to this, he was Professor
of Business Administration at King Fahd Universily of
Petroleum and Minerals, and a Commussicner at the Saud
Capital Market Authority, where he led development of

the Kingdom'’s corporate governance code As a Founding
Executive Director of the GCC Board Directors Institute, he
continued to promote corporate governance in the region
Doctor Alabdulgader holds a PhD in Business Administration
from the University of Colorado Boulder, USA, and MBA

and BSc degrees in Business Administration from King Fahd
University of Petroleum and Minerals He has 37 years’
prefessional experience

Mr. Abdulla bin Mohammed Al Zamil
Vice Chairman since 2018

Mr Abdulla bin Mohammed Al Zamil1s Board Member and
Chuef Exccutive Officor of Zamil Ingustrnal Investient
Company, having previcusly served as Chief Operating
Cfficer Frion taothis boewas Scnior Vice Prosident gt Zamal
Air Conditioners, where he started his career as an industrial
engincer He s Charrman of GIB Capital LLC, Saudi Global
Ports & Dammam Airports Company (DACO) Mr Al Zamil's
board memberships include Gulf International Bank (UK)
Limuted, Gulf International Bank (Bahran), Guif Insulation
Group (G1G), Ranco-Zamil Concrete Industries, and Viva
Bahram Board memberships of government entities include
the Castern Province Council, General Authonty of Cial
Avciation, K g betud Specinbeod Hospi sl o oedl ss on sl
organisations including Saudi Food Bank (Etaam), Endeavar

- Saudi Arabia, and Dhahran Ahliyya School Mr Al Zamil
holds an MBA (with a concentrationin Nnance) from King
Fahd University of Petroleum and Minerals, Saudi Arabia,

and a Bachclor's degree in Industriat Engineering fram the
University of Washington USA He has 32 years’ professional
cxperence
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Board of Directors

Mr. Abdulaziz A. Al-Helaissi
Director since 2016
(oup Chicf Executive Cfficer Golf Internabional Bank

Mr Abdulaziz Al-Helaissi was appointed Group Chief
Creciteee Officer of Gult Inte naticnal Banlkon 1- February
2016 He was previously Deputy Governor for Supervision

at the Saudi Arabian Monelary Authority (SAMA), having
started there in 2013 At SAMA, his responsibilities included
oversight of the banking, insurance and Finance Company
~octers o artpapes, leaang and other ron bank findree
nstitutions) He was additionally responsible for consumer
protection Prior to SAMA, Mr Al-Helaissi was Semior Country
Officer o d Menaging Tirector Tor IPRMe-pan Chase aswell
as Head of Global Corporate Banking for the MENA region
between September 2010 and May 2013 Larlierin his career,
he was Central Province Area General Manager at Saud!
Eritish Bank (SATD), o~ affilale of H3BC covenng ail koy ines
of business including corperate and consumer banking He s
the Chairman of Guif International Bank (UK) Limited and the
Board Member of GIB Capital LLC He previously served on the
Board of the Saudi Stock Exchange {Tadawul) Mr Al-Helasss
holds a BA 1In Economics from the University of Texas, Austin,
LSA He attended the International Executive Programme at
INSEAD, France, and the Advanced Management Program at
Wharton Business School, University of Pennsylvania, USA He
has 29 years' professional expenence

Mr, Sultan bin Abdul Malek Al-Sheikh
Director since 2018

Mr Sultan Abdul Malek Al Sheikh s Vice President, Saud
investment Division al the Public Investment Fund of Saud)
Arabia (PIF}, where he manages and monitors a group of PIF
asscts Mr Al Shelkh was also part of the team who worked
onrestructuring PIF in 2015 e s also a Board member

of Saudi Fisheries Company and The Helicopter Company

as well as an Executive Committee member of Saud
Telecom Company Prior £o Jjoining PIF, Mr Al Sheikh was
Vice President, Investrnent Bankig at Saudi Frans Capital
Previously, he worked at the Saudi Capital Market Authority
(CMA), Securities Listing Department, during the time at the
CMA he was seconded to HSBC  London working with the
Equity Capital Markets team Mr Al Sheikh staried his career
as atelationship manager, Corporate Banking Group at the
Mational Commereial Bank (NCB) of Saudi Arabia Mr Al
Shetkh holds a Masler of Science inFinance from The George
Washington University, USA and a Bachelor of Science in
Mnance fraom King Fahad Unmiversily of Petroleumn & Minerals,
Saudi Arabia He has 14 years' professional expenience
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Mr. Bander bin Abdulrahman bin Mogren
Director since 2018

Mr Bander bin Abdulrahman bin Mogren is Chief Operating
Officer at the Public Investment Fund of Sa.dr Arabla

(PIF} He s also a Member of the PIF Portfolio Companies
Normination Committee, a Board Member of Saud
Development and Investment Company (TAQNIA) and a
Member of its Remuneration Committee, Board Member
of Howiah Cormpany and a Mermber of its Remuneration
Commuttee, and a Member of the Remuneration
Committees of Tadawul, Sanabil Investments and Noon
previously, he was Managing Director of Human Resources
and Corporate Services at NCB Capital, and Head of Human
Resources at Jadwa Investment, as well as having held a
number of managenal positions at Saudi Telecom Company
(STC) Mr Mogren holds a Bachelor's degree, double major
in Human Resources and Business Administration, from
Eastern Washington University, USA He has 18 years’
professional expenence

Dr. Najem bin Abdutlah AlZaid
Director since 2018

Dr Najem bin Abdullah AlZaid 1s the Founding Partner of
Z29&R Law Firm n association with Hogan Lovells He s the
vice Chairman of The Mediterranean & Gulf Cooperative
Insurance & Reinsurance Company, and the Saudi Electnicity
Company He s also a Board member of the National Centre
for Privatization & PPP, as well as a member of the Saud
Stock Exchange (Tadawul) Regulatory Policies and Oversight
Committee Priorto founding ZS&R, Dr AlZaid was Chief
Governance & Legal Officer al Al Rajhi Bank, and previously
served as a Commissioner and Board member of the Saud
Capital Market Authonty (CMA) appointed by Royal Order
Dr AlZaid holds a Doctor of Junidical Science (S J D) from
the George Washington University Law Schoot, USA, a
Master of Laws (LL M) from the University of Minnesota
Law School, USA, a High Diptoma in Law frem the Institute
of Public Admimistration, Saudi Arabia, and a BA in Islamic
Junsprudence and Law from Umm AlQura University,

Saudr Arabia In addition, he completed the Harvard Law
School Leadership Program and the London Business
School Management Development Programme Dr Najern
participates in many regional and international conferences
and symposia as speaker, moderator and paneliist He has
23 years' professional experience

Mr. Rajeev Kakar
Director since 2018

Mr Rajeev Kakar i1s a seasoned barker, business founder,

and entrepreneur with over three decades of expernence

and dcep expertise in financial services especially o Retal
and SME banking, across multiple global markets such

as the high-growth emerging Ching, India, Asia Pacific,

and CEEMEA countries He has a strong track record of
successiully cperating larpe tanks and financial msttutions
and leading business turnareunds, as well as a demaonstrated
ability to conceptualize and execute multi-country business
strategies, lead acquisitions and transformations, taunch
areen-field financial services bucinesses, and deliver
profitabiity over a sustamed period He 15 a Board meniber
of Eurobank Ergasias S A, and is also a member of the Global
Adwvisory Board of the University of Chicago’s Booth Scheol
of Business, USA, the industry Adviscry Board of SP Jain
Schoot of Globat Management, UAE, and the Pan-1IM Board,
Indian Institute of Management

untit July 2018, he was the Co-founder & Global
Managernent Board member of Fullerton Financial Holdings
(FFH), a wholly-owned subsidiary of Temasek Holdings

In hus senior role with Fullerton, he served as Executive
Vice-President (EVP}, Global Head of Consumer Banking
and Regional Chief Executive Officer (CEWY fo Central &
Eastern Europe, Middle East and Africa (CEEMEA) He was
also the Founder, Managing Director and CEQ of Duria
Finance, 3 cnt-venlure finance Company 1 the UAE with
Fullerton Financial Holdings and Mubadala Development
Company as strategic investors Among his prior roles are

a number of senior management positions at Citibank N A
over an 18-year penod, including his last role till 2006 as
Regional CEQ & Division Executive of the Turkey, Middte
East & Africa (TMEA) region Other milestones in Mr Kakar’s
career include his role as Independent Non-Executive Board
Director of Visa Internaticnal, CEEMEA, based in London, UK
(2004-2006) Mr Kakar helds an MBA, Finance & Marketing
fram the Indian Institute of Management, and a Bachelor of
Technology, Mechanical Engineering from the Indian Institute
of Technology He has 30 years’ experience
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Mr. Frank Schwab
Director since 2018

Mr Frank Schwab s the Co-founder of FinTechForum de

and Chawrman of Hufsy, Copenhagen/Berlin He s also a
member of the Technology Advisory Board of Sberbank,
Moscow Previously, Mr Schwab was the CEQ of GIZS GmbH
& Co KG (Sparkassen-finanzgruppe /paydirekt) and Fider
TecS AG He was also a Senior Advisor to McKinsey on
banking transformation in Germany, and has held numerous
management roles at Deutsche Bank AG including Director
for Strategy, Architecture, Business Development and
Innovation, Group Technology & Operations and Private &
Business Clients |T & Operations, as well as Head of Internet
& £ Commerce Technology, among others Mr Schwab holds
an Executive MBA from Ashridge, UK, and completed a Bank
Ofhe o Apprent oosbngs wath Dewt che Fark, Mans b,
Germany, and Study of Computer Science and Business
Administration at the University of Mannheim He has 21
years’ professional expenence
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Abdulaziz A. Al-Helaissi

Gruup Chiefl Exccutive Officer & doard Member
Chairman - Guif International Bank (UK) Limited
Member of Board Executive Committee and Chairman of
Management Committee

Abdulaziz Al-Helaissi has 29 years' banking and regulatory
experience, primarily in the Kingdom of Saudi Arabia He
Joined GIB in his current position in February 2016 Prior to
this, he was Deputy Governor for Supervision at the Saud
Arabian Monetary Authority (SAMA), where he started in May
2013 His responsibilities included oversight of the banking
andnsurance sectors togetherwilh finance compaiy
regulation (mortgages. lcasing and other non bank finance
Institutions) and consumer protection Prnor to joining SAMA,
Abdulasis was Senior Country Officor and Managing Director
- Saudi Arabia, and Head of Global Corporate Banking -
Middle East & North Africa, for JPMorgan Chase between
September 2020 and May 2013 Earlier in bys career, he was
Area General Manager - Central Province at Saudi British
Bank (SARB), an affilate of HSBC covering all Iines of business
including corporate and consumer banking His various board
memberships have included Tadawul (Saudi Stock Exchange)
Abdulaziz holds a Bachelor of Arts degree in Economics from
the University of Texas in Austin, USA

Mushari Faisal Al Otaibi

Group Chief Operating Officer and KSA Cowntry -tead
Member of Management Committee, KSA Management
Committee, Human Resources Commuittee, Operational Risk
Management Committee, Business Continuity Committee,
information Technology Committee and Information Security
Comimuttee

Mushar At Ctaibi has cver 27 years' experience In the
arcas of Back Office Operations, Auman Resources, Retail
Banking and Wealth Management He joined GIB as Deputy
Chief Operating Cfficor and KSA Country Head in August
2016, and was prormoted (o Group Chief Operating Officer
and KSA Country Head in February 2018 He s responsible
for Operations, Operational Improvement and Quality,

and for Business Support Functions such as information
Technology, Procurement, Administration and Corporate
Communications He is also the Country Head for Saud:
Arabia Prior to tus current post, Musharn was General
Manager - Operations and Processing at the Saudi British
Bank (SABB) in Saudi Arabia Durning his 25 years with SABB,
he held a number of positions with executive management
responsibility across key areas of the bank These include
Head of Human Rescurces Relationship Management,
Regional Head of Retail Banking and Wealth Management,
Senior Executive - Network Services and Processing, and
Deputy Head of the Credit Card Centre
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Senior management

Mushar attended the High Perfarmers Leadership
Programme at INSEAD, France, and attended Finance for
Non-Finance Executives Programme at London Business
Schoel in UK

Stephen D. Williams

Group Chief Financial Ofticen

Member of the Management Commuttee, Charman of the
Bank Assets & Liabilities Committee, and Member of the Group
Risk Committee, Operational Risk Management Commuttee,
Inforrnation Secunity Management Commuttee and Tender
Review Commuttee

Stephen Willams has 38 years' international experience in
banking, accountancy and audit Joining GIBIn 1987, he was
appointed Group Financial Controller in 2000, and assumed
His current position as Group Cheef Financial Officerin april
2008 Stephen s responsible for Group-wide statutory,
regulatory and nignagement reporting, fimancial and
balance sheet planning, capital planning and management,
internal controls, and accounts payable Prior to joining

GIB, he worked for KPMG In Londen and the Middle East A
Certified Chartered Accountant and Member of the Institute
of Chartered Accountants in England and Wales (ICAEW),
Stephen s the Bahrain country representative for the ICAEW
He holds a BSc degree n Economics from Cardiff University,
UK, and 1s a Mernber of the Institute of International Finance
Waerking Groups on Capital Adequacy and Working Liquidity

Osamah Mchammed Shaker

Chief Executve Sfhicer - GIB Capital

Board Member and Member of Management Committee and
Investment Committee

Osamah Mohammed Shaker has over 20 years' experience
mn Investment banking, asset management and banking
regulatory control He jeined GIB in his current pesiion in
June 2016 Prior to this, Osamah was Director General of
Banking Control at the Saud| Arabtan Monetary Authority
(SAMA), responsible for overseeing and regulating all
commercial banks in the Kingdom, and was also a Senior
Adwvisor to the Deputy Governor of SAMA Previously, he
gained over 16 years' experience ininvestment banking
and investment management with the Saud British Bank
(SABB) and HSBC Saudi Arabla With the latter, Osamah
held executive level pesitions as Managing Directer - Head
of Financial Markets, and Managing Director - Head of
Investments He was also a Faculty Member at the Institute
of Public Admimstration in Riyadh, Saudi Arabia, where he
taught Statistics and also provided statistical consultation
Osarnah holds a Master of Science degree in Statistics
from Colorado State University, USA, and a Bachelor of
Administrative Science degree in Quantitalive Melhods, from
King Saud University, Riyadh, Kingdorn of Saudi Aratna
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Katherine Garrett-Cox

Managing O reciar and Cheef Exccutive Gificer
Gulf International Bank (UK) Limited

Member of Management Commitiee and Investment
Commuttee

Katherine Garrett Cox has over 29 years’ experience inthe
giobal asset management industry, managing institutional
and retail funds across a broad range of investment
disciplines Katherine joined GIB UK in her current position in
Dctaber 2G4/ EBrior tothis ~he wes Crief Execotioe Ofticer
and Executive Director of Allance Trust PLC She previously
Servel as Cluet Irve-timent O cer mndd Frecutive Direcios
of Marley Fund Management (now Aviva investors), and
et lnvestine s Glifee of Aberacon Avcet YManapemeon:
PLC Katherine is a Member of the Supervisory Board of
Deutsche Bank AG, and previously served as a member of
the UK Prime Minister's Business Adwisory Group and the
Scottish Business Board She was awarded a CBE in 2014 for
services to the asset management industry, and charitable
services through the Baring Foundation Katherine 1z a Fellow
of the Thunderbird School of Global Management, USA, and
a Member of the UK Society of Investment Professionals,
CFA Institute She holds a BA Honours degree in History from
Durham University, UK, and studied Leadership and Public
Policy for the 21 Century at John £ Kennedy School of
Government, Harvard University, USA

Ravi Krishhan

Group Head of Wholesale Banking

Member of Munagement Commuttee, Assets & Liabilities
Commuttee, Operational Risk Management Cormirmittee and
information Security Commuittee

Ravi Krnishnan has over 18 years’ banking expenence in the
GCC Joining GIB in 2004 i the Project Finance division, he
was subsequent ly appomnted Head of Project Advisory, Head
of Credil Products, and Head of Relationship Management
for GCC and International Markets tle was appointed Acting
Group | lead of Wholesale Banking in 2015, and assumed

tus current position in November 2016 Prior Lo joining GIB,
Ravi worked wilh Arab Petroleum Investments Corporation
(APICCRP) in Saudi Aralia as a member of the Project Finance
learn Previously, he was a Management Consull ant with
KEMG in the UK and Bahrain Raviis a Fellow of the Institute
of Chartered Accountants of India, and a Member of the
Institute of Cost & Works Accountants of India, and the
Institute of Company Secietaries inIndia

Steven J. Moulder

Group Chuef inve timent & Froasury Oeor

Member of the Management Committee, Human Resources
Committee Assets and Liabilities Comnttee, Operational Risk
Management Commuttee and Information Security Commit tee

Steven Moulder has 40 years’ international experience in
banking and treasury He started his career with GIB In 1987
as a Senicr Dealer Foreign Exchange at the London Branch In
18587, he was appointed i{ead of Treasury and then in 2000,
Head of Treasury & Banking Services at the newly-established
GIB (UK) Limited Steven moved to GIB Bahrainin 2009 as
Head of Treasury Capital Markets and was apponted Acting
it fnvestinent & Treasary Offteer 1 2015 e desaried bis
current position in June 2016 Prior to joining GIB, he was a
Foreign Exchange Dealer with the London branches of Crocker
National Bank, ABN Bank ang the Bank of New Zealand
Steven attended the Advanced Developrment Programme at
Cras held Ureeor by Sebool af Monapomoene UK

Arun Hari

Grovp Chrel Rist Sihicer

Mermiber of Management Committee, Charrman of Group

Risk Comnuttee, Operational Risk Management Committee,
Information Security Committee and a Member of Credit
Commuttee, invesirnent Comnuttee, Change Control Board,
Human Resources Committee, Assets & Liabilities Committee
and Tender Review Comimuttee

Arun Harl has over 27 years’ corporate banking experience

in the MENA region, and has enjoyed a long and successful
career at HSBC Group in the UAE and Saudh Arabia He

joined GIB in his current position in June 2018 Most recently,
Arun held the position of Country Head of Global Banking

for the Saud British Bank (SABB) Saudi Arabia, overseeing
multi-functional teams responsible for providing relationship
coverage Lo major corporates and institutional clents He
was instrumental in setting up the Global Banking Business
as a stand alone business division and developing it into a
Cr ket e e contr uter “Tor AT Prior to that, he was
the Regional Head of Corporate Banking for SABB™s Central
Frovince Region of KSA Before moving te SABB, Arun was
the tHead of Corporate & Institutional Banking al HSBC Abu
Dhaty He holds a BSc in Mathematics from Mahatma Gandhi
University, India and an MBA from Scuthern New Hampshire
University, USA

A
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Senior management biographies (continued)

Khalid M. Mahmoed
Group Chief Auditor
Secretary of the Board Audit Committtee

Khalid Mahmood has cver 33 years’ experience in banking,
regulatory compliance and audit Joining GIB's Internal
Audit department in 1987, he was appointed Head of
Financial Audit in 2004 and Acting Group Chief Auditorin
2010 He was then appointed Group Head of Compliance &
Group MLRO In 2012, before taking up his current position
in May 2016 Prior to jeiming GIB, he worked with KPMG in
Bahrain Khalid holds an Associated Accounting Diploma
from the University of Bahramn, and attended the Gulf
Executive Program at Darden School of Business, University
of virginia, USA

Yasser A. Al-Anssari

Group Comphance and Governance Head & Group Money
Laundering Repor ting Offcer

Secretary of the Board, Member of Management Commuttee,
Operational Risk Management Commuttee and Information
Security Committee

Yasser Al-Anssart b as over 20 years expenence mthe field
of compliance and governance in the Kingdom of Saud)
Arabia, at a government level and with international and
domestic banks He joined GIB in tus current position in
May 2016 Prior to this, Yasser was Advisor to the Saud
Arabian Civil Service Minister on Compliance & Governance
Affars Previously, he was Global Chief Compliance Officer
with Al Rajht Bank, Head of Compliance & AML at the
Riyadh branch of JPMorgan Chase Bank, Country Head of
Compliance & AML Manager at the Riyadh branch of BNP
Paribas, and Compliance Manager at Saudi Hollandi Bank
During the early stages of his career, he worked at Samba
financiat Group and Riyadh Bank i vanous credit control,
nsk managernent and compliance positions Yasser holds
a Bachelor’s degree in Management with Compliance
from t-e University of Manchester UK Hes a Certified
Complance Officer (Institute of Bank ny - Saudi Arabian
Monctary Authonly) a Certified Anti-Money | aundering
Specialist (CAMS), and holds two Graduate Diplomas in Anti-
Money Laundering and international Compliance from the
International Compliance Association

Helen Janet Lloyd

Group Chiref Human Resources Otticer

Member of Management Commuttee, Human Resources
Commuttee and Information Security Cormimuttee

Helen Lloyd has over 30 years’ international experience

in human resources development, learning and cultural
transformation She joined GiB in her current position in April
2017 Pricr to this, Helen worked at RSA Group PLC where
she was HR Director - UK and International Previously, Helen
wa~ AGM - Organisatioral Effectivencss at Commercial Bank
of Qatar, and she spent six years at Lloyds Banking Group
PLC, latterly as Head of HR, Commercial Banking She also
worked for Grupo Santander in the UK, where she held a
number of senior positions in Human Resources In her early
career, she worked for Standard Bank of South Africaina
number of HR-related roles Helen holds an MBA from Heriot-
Watt University, UK, and a BA from the University of South
Africa (UNISA) She attended the Management Development
Programme at UNISA School of Business Leadership

Ali Riad Achkar

Group Head of Strategy Management O%ce &

Centre of Excellence

Member of Management Committee, Change Control Board,
Strategy Execution Steering Cornmittee and Board Innovation
Committee

Al Achkar has over 20 years’ professional expenence, of
which the past 14 have been spent in the MENA region,
focused onthe financ a services sector His experierce
primarily embraces strategy development and execution,
leading transformations {digital and non-digital) and
launching start-ups Since joining GIB in 2010, Al heads

the Strategy Management Office & Centre of Excellence,
through which he has steered the Bank’s strategy

and business madel transformation, along with the
conceptualisation and launch of GIB’s new digital retail bank
(meeny) - the first Shariah-compliant digital bankin the
world and the lirst digital bank ¢y Lhe region Al currently
focused on driving the Group-wide strategy, Logether

with other leading key pan-GCC imitiatives Prior to joining
GIB, All worked in a number of executive positions within
the MENA region with institutions including Dubau Istamic
Bank and Nebles Investments in Dubal, and Global Banking
Corporation in Bahrain

COMTTRITS



GIB Annual Report 2018

63

Senior management biographies (continued)

Jamal Abu AlSaud

Acng Grous Coaclinformation Officer and Directar of
Informatien Technology, Saudi Aratia

Member of Management Committee, Human Resources
Committee, Assets & Liabilittes Committee, Operational Risk
Committee and information Security Commuttee

Jamal Abu AlSaud has over 30 years' experience In
Informaticn Technology (IT) During this time, he has held
technical and management roles covering areas such

as IT strategy and governance, banking applications.,
infrastructure, management information systems (MIS),
business continuity and cyber security Jarnal joined GIB

i January 2011 as Group Deputy CIO, and led the IT
transformation pregramme to support implementation

of GIB's new pan-GCC business strategy, including

the development of retail banking (meem) and global
transaction banking (GTB) He assumed his current position
In May 2017, and has been responsible for establishing a
new IT infrastructure for the Bank's branch operations

and GIB Capital in Saudi Arabia Prior to joimng GIB, Jamal
was Vice President - T Infrastiucture & 1T Risk with

NCB Capital, Savdi Arabia, and T Business Development
Manager at National Commercial Bank (NCB), Saudi Arabia
Previously, he spent 15 years with the Saudi Arabian
Monetary Authority (SAMA), culrinating in Director of
Systems & Applications Development Jamal holds a BSc
degree in Systems Engineering from King Fahd University of
Petroleum & Minerals, Saudi Aratya He has also atlended
senior technical and management programmes at Harvard
RBusiness School, USA

Salah S. AlMashjari

Acting Group Head of Retall Banking

Member of Management Committee and Assets & Liabilities
Commuttee

Salah AlMashjar has over 19 years' experience In
commercial and retail banking in the GCC He joined GIB in
January 2017 as Head of Acquisitions  Retail Banking with
primary responsibility for establishing and implementing a
new acquisitions methodology for the digital retall banking
business (meem) He assumed his current position in August
2018 Prior to joiming GIB, Salah spent 17 years with the
Sawd Britsh Benild (5ALBL, ATter succosstully completing
e Bak < Officer Developme: L Rogramme, he held a
nurnber of relationship management and branch network
management roles These include Manager - Riyadh

Main Branch, and District Manager - Central Province,

Saudi Arabla Salah holds a Bachelor's degree in Business
Administration (with a specialisation in Marketing) from King
Saud University, Saudi Arabia He also attended the Serior
Leadership Programme by London Business Scheool, UK
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Organisation and corporate governance chart
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@770 Functions

Group Chief
Executive Officer
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Risk Management - -
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Risk Officer Treasury Officer
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Management Office & ::::ﬁ ;I :::i:;

Acimitration
Centre of Excellence

Corpol de Compmuundatiang,
Pres urement
Group Chief Human
Resources Officer
Group Head of Legal

vt ent Barkng Chief Executive Chief Executive Officer
i Officer Gulf International
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Independent auditors’ report to the
shareholders of Gulf International Bank B.S.C.

Report on the Audit of the Consclidated Financial Statements

Opmion

We have aucited the accompanying consoldated inancial statements of Gulf International Bark B 5 C {the 'Bank 'y anc its
sussidiar s (Logiether the * Group') whach corr prise the consolidated statement of fincncial position as at 31° December
2018, and the consoudated statements of income. comprehensive income, changes in equdy and cash flowes for the year then
ended, and noles to the consoldaled hnancial sla ements, ncludrg a summary of sigmficant accounting policies

In our opmioi, the accompanying consolidated financial statements prese t fairly, 10 all malenal respects, the con~olidaled
financial position of the Group as at 31% Decernber 2018, ard it~ consclidated financial performance and consolidates cash
Alows for the year then ended in accordance with Internaticnal Financial Reporting Standards (1FRS™)

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing ("ISA™} Our responsibilities under those
standards are further described i the Auditor’s re-ponsibilities for the audit of the consondated financial staterments <ection
of our report We are independent of the Group in accordance with the International Ethics Standards Board for Accountants’
Code o Ethics for Profeswicnat Accountarts (1IESBA Code™), ar-d we have fulfilied cur other etrical responstbilities n accordance
with the IESBA Code We belleve that the audit evidence we have obtamned s sufficent and azpropr ate to provide a basis for
our opinion

Key audit matters

Key audit matters are thowe matters that, inou professionaljudgment were of most significancemour audit of the _onsolidated
financral staterments for the year erded 317 December 2018 These matters were addressed in the context of our audit of the
consobidated financial statements as a whele and in forming our opinton therean and we do not crovide a separate opinizn
on these matters For each matter below, our description of how our audit addressed the matter s provided in that context

We have fuliilled the recponsibilities described i the Auditor’s responsibil ties for the auait of the consol dated hnanciat
statements section of our report, including in relation to these matters Accordingly, cur audit included the performance
of procedures designed to respond to oo assessmient of the risks of matenal nusstatement or the consohgated hinancal
statements The results of our audit procedures, including the procedures performed to address the matters below, provide
the bavis Tor our audil opinion on the accompanymng consoidaled fmancial statements

1. Impairment of loans and advances under IFRS9

How tHe key audit matter was addressed in the audit

The Group exercises  qgnificant judpment  uang - We gained an understanding of the Group’s key credit

Key audit matter

subjective assumptions over both when and how processes comprising granting, booking, monitering and
much te record as lean imparment, and estimation of provisloning and tested the ope-aling cficctivences of key
the amount of the impairment provision for loans and - controts over these processes,
advances

- We read the Group’s IFRS 9 based impairment provisioning
Loans and advances form a major portion of the Group’s policy and compared it with the requirements of IFRS 9 as well
assels, and due la Lhe agnificance of the juapnents as retevant regulatory guidelines and proncuncements, and

used In classifying loans and advances into various
stages stipulated n IFRS 9 and determining related - We assessed the soundness of the Group's loan grading
provision requirements, this audit area 1s considered a processes
key audit risk
Stage 1 and Stage 2 Provisions:
As at 31" December 2018, the Group’s gross loans and
advances amounted to US$ 10,5817 milion and the - - For tho provicon against exposures classified as Stape |1

related impairment provisions amounted to US$ 7639 and Stage 2, we obtained an understanding of the Group's
million, comprising U3$ 140 6 millon of provisionagainst © provisicning methodology, the underlying assumptions and
~ Stage 1 and 2 exposires and US$ 623 3 million aganst the suMcency of 1he dala used Sy management
cexposures lassified under Sltage X The imoareent
| provision policy Is presented in the accounting policies, +  We obtained an understanding of the Group’s internal rating
“andinNote 27 Lo the consolidated fimancal statements model for loans and advances We have read the annual

external vabdation report on the interpal rating model to
assess the appropriateness of the rating model,

+  We checkedthe appropnateness of the Group’s determination
of signiticant increasve in credit sk and the re~ultaat basis for
claseification of exposures intoyvanous stope-,
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Independent auditors’ report to the shareholders of
Gulf International Bank B.S.C. (continued)

Report on the Audit of the Consolidated Financial Statements (continued)

Key audit matters (continued)

1. Impairment of loans and advances under IFR59 (continued)

Key audit matter

How the key audit matter was addressed in the audit

For forward looking assumptions used by the Group in its
Expected Credit Loss ("ECL™) calculations, we held discussions
with management and corroborated the assumptiens using
publicly available information,

For a sample of exposures, we checked the appropriateness of
the Group's staging,

For Probability of Default (“PD™) used in the ECL calculations
we checked the Through the Cycle ("TTC") PDs with external
published data and checked the appropriateness of conversion
of the TTC PDs to Point in Time PDs,

We checked that the Loss Given Default used by the Group’s
management i the ECL calculations are those approved by
the Group Risk Committee,

For a sample of exposures, we checked Lhe appropnateness of
determining Exposure at Default, including the consideration
of prepayments ard rogayments o the s=<b howes and the
resultant anthmetical calculations,

We checked the completeness of loans and advances and
credit related contingent iterns included inthe ECL calculations
as of 31 ' December 2018,

wWe involved Risk and Information Systern specialists to verify
the appropnateness of the modet and data integrty, and

Wi oaacsscd the foancoal o stement dise onores Lo cnsuie
comphance with IFRS 9 Refer te the accounting policies,
criical accounting estimates and judgments, disclosures
of loans and advances and credit nsk management in notes
24 10 aned 37 respoctiecly Lo Lhie consoliatod Thancial
slatements

Stage 3 {Specific) Provisions:

For a sample of exposures deterrmined to be indvidually
impaircd, we obtained an understanding of lhe lalest
developrnenls i the counterparty’s situation and examined
i ot e b e of tut e sy Tovs ae o eche A the
resultant provision calculalions

For cach exposure in the sample selected, we re performed
the provision calculation by considenng the appiopriateness
of the management assumptions used and where possible
benchmarked the provision held to that across induslry
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Independent auditors’ report to the shareholders of
Gulf International Bank B.S.C. (continued)

Report on the Audit of the Consoclidated Financial Statements (continued)

Other information included in the Group's 2018 Annual Report

Otherinfosmation consists of Uiginfermation ncluded mthe Group’s 2018 Annual Repor |, other than the consolidateg hinancial
statements and our auditor’s report thereon The Board of Directors is responsible for the other information Prior to the date
of this auditor’s report, we obtained the Chairman’s Statement which will form part of the annual report, and the remaining
sections of Lne annual reperl are expecled (o be made availlable to us after that dale

Our opinion on the consohdated inancial statements does not cover the ctherinformation and we do not express any form of
assurance conclusion thereon

In connection with our audit of the conseiidated financial statements our ~esponsibility 15 to read the other information
identified above when it become- availasle and 1n doing o consizer whether the otherinforration s materiaily inconsisten:
with the corsohdated financial statements or our knovidedge obtained in the audit, or otherwise appears to be materiatly
misstated If, based on the work we have performed on the other inforrnation obtained prior to the date of the auditor's report,
we conclude that there 1s a material misstaterment of thus other information, we are required to report that fact We have
nothing to report in this regard

Rexponisibiities of the Board of Directors for the consohdated financial -tatements

The Board of Directors is responsibie for the preparation and far presentation of the consolidated financ@l stateme its i
accordance with IFRS and for sych internal control as the Board of Directors determines (s necessary to enatle the preparation
of consoldated financial «tatements that are free from matenal msstatement whether due to fraud or error

In preparnng the consolidated finaneial statements, the Boara of Dwectors s responsible for asseswmg the Group s sbinty (o
continue as a going concern, disclosing, as applicable. matters related to going concern and using the gaing concern basis
of accounting unless the Board of Directors erther intends to hquidate the Group or to cease operations, or has no realistic
alternative but to do so

Auditor « resporibihities Jor the audit of the concoltduted financral statement ~

Our objectives are Lo abtan reasenable assurance about whether the consohdated financial staternents as a whole are
free from material misstatement, whether due to fraud or error, and to 1ssue an auditor’s report that includes our opinion
Reasonable assurance 1s a high level of assurance, bul 1s not a guarantee that an audit conducted in accordance with ISAs
will always detect a matertal misstaternent when it exists Misstatements can arise from fraud or error and are considered
matenal if, ndiadually orin the aggregate, thoy could reaconably be expecieo to nfluence the econonnc decisions of wse™s
taken onthe basis of the-e consolidated hnancial statements

Aspart of an audit in accordance with ISA, we exercise professional judgment and maintain professicnal skepticrsm throughout
the audit We also

= ldenufy and assess the nisks of matenal mi-statement of the conschdated financial slatements, whether due Lo lraud
or orron, design and perform aed | procedures respon-ve 1o thoso risks, ard obtain audit evidence that w sufficient and
appropriate to provide a basis for our opinion The risk of not detecting a materal misstatement resulting from fraud 1s
higher than for one resulting frorm error, as fraud may involve collusion, forgery, Intentional omissions, misrepresentations,
or the overnde of internal control

»  Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are appropriate in
the circu stances, but not for the purpa: e of expressing an opinion or the effectiveness of the Group™s internal conirol

- Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and related
disclosures made by the Board of Directors

- Conclude on the appropriateness of the Board of Directors’ use of the going concern basis of accounting and, based cn the
audit evidence obtained whether a imzter:al uncertaimty exists related to events or conditions that may cast significant
doubt on the Group's ability to continue as a going concern If we conclude that a maternal uncertainty exists, we are
required to diaw attention In our auchtor's teport Lo the related diselosures in the corsohdated financial statements or, f
such disclosures are inadequate, to modify our opinion Our conclusiens are based on the audit evidence obtained up to
the date of our auditor's report However, future events or conditions may cause the Group to cease to continue as a going
concern
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Independent auditors’ report to the shareholders of
Gulf International Bank B.S.C. (continued)

Report on the Audit of the Consoclidated Financial Statements {(continued)

Auditor = responsibiittic L for (he qudit of the con ofidaied finuncial <tatemicnis (continued)

» bvaluate the cverall presentsl on, sttuchiz e and cantent of the consoligated financial~ tatement= includingg ' he aisciosures,
and whother the cormohdaled finmsncal staitements ropresent the andeitvicg: transactions and ovent- 1. marner thal
achieves fair presentation

- Oblam ~uiTcenl approcniate audit evidence regasding the T aocalinformation of 1ne ent aes o busiess ac livities within
the Crou s to express a0 of mon an tr e cone cidated finazrisd statements We are respansible for the di-ector, supervicion
and performance of the Group audit We remain solely responsible for our audit opinion

We communicate with the Group’s Audit Committee regarding, armong other matters, the planned scope and timing of the
audt and sign ficant eadit Iincings nciue ng any <igreficant deficienciesimnternal co bre that weadentify durr g ou audit

We also provide the Group's Audit Committee with a statement that we have compiied with relevant ethical requirements
regarding independence, and communicate to them all relationships and other matters that may reasonably be thought to
bear on our independence, and where applicable, related safeguards

From the matters communicated with the Group’s Audit Committee, we determine those matters that were of most
sgnficance nsthe audit of the consoncat=a tn ancizl statements of the tu ent cenicd end are the efore the key sudt matters
We describe these mattersinour auditor's report unless law or regulation precludes public disclosure about the matter orwhen,
n extremely rare circurnstances, we determine that a matter should not be cormnmunicated in our report because the adverse
oo sequenees of dong cowolld oo ably be copoctes fe osteaphithe parli=an terest ronef s of sach comnuncation

Report on Other Legal and Regulatory Requirements

As reguired by the Bahrain Commercial Companies Law and Volume 1 of the Central Bank of Bahrain (CBB) Rule Book, we
report that

&) thoBank hismacrtsocd proper act ountbirg revords 20 the con-obdaled financisl st stemeriaare 1ag coment thoewilh

by shic fis ar e ab i formanion cortzn od m tha Char an L Statemient s corsi-lent with the consol dted foanciai sta cmoents

) we are not aware of any violations of the Bahrain Commercial Companies Law, the Central Bank of Bahrain and MNnancial
Institutions Law, the CBB Rule Book (Volume 1 and applicable provisions of Yolume 6) and CBB directives, or the terms
of the Bank's memorandurn and articles of association during the year ended 31 December 2018 that might have had &
malena, dher-oofloct on be busness of (he Fank or enots coreshedsted Tnoneia posihion ared

dy sabisfactory explanations and ;formation have been provided to us by management in response to all our requests

The partner in charge of the audit resulting in this independent auditor’s report is Gordon Bennie

Samet ¥

Partner’s registration no 145
15 February 2018
Manama, Kingdom of Bahrain
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Consolidated statement of
financial position

ASSETS

Cash and other iguid assets

Secunties purchased under agreements to resell
Placements

Trading securities

Investment securities

Loans and advances

Other assets

Total assets

LIABILITIES

Deposits from banks

Deposits fromn customers

Secunties sold under agreements to repurchase
Other babilities

Senior term financing

Total liabilities

EQUITY

Share caprital

Reserves

Retained earnings

Total equity

Total liabilities & equity

Note

RO W o N3y

I

13
13
14
15
i6

17
18

31.12.18
Us$ millions

5,114.2
1,015.9
6,770.8
177.7
3,897.2
9,817.8
752.5
_2'1_',54'6_.1

2,372.2
18,322.4
735.4
581.9
3,338.0
25,349.9

2,500.0
361.4
(665.2)
2,196.2
27,546.1

/0

311217
Us$ mullions

3,7685
8550
65,0332
1918
3,9938
10,0431
5859
254713

21291
15,9858
1,1305

547 4
3,2626
23,060 4

25000
3525
(441 6)

2,4109

254713

The censolidates financial stalements were approvec by the Board of Dircctors on 157 February 2019 and signed on its behalf

by -
ODR b —=
Abdullah bin Hassan Alabdulgader Sultan bin Abdul Malek Al-Sheikh
Chairman Chairman of Board Audit Cornmittee
The notes on pages 75 to 127 form part of these consohdated hnancial ~talements

§§>

Abdulaziz A. Al-Helaissi

Group Chief Executive Gfficer

COMTETY
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Consolidated statement
of income

interest income

Interest expense

MNet interest income

Fee and commission incomae
Foreign exchange income
Trading incorme

Other income

Total income

Staff ovporee

Premises expenses

Other operating expenses
Total operating expenses

Net income before provisions and tax

Provision charge for loans and advances
Provision charge for other assets

Net (loss) / income before tax
Taxation charge

Net (loss) / income

OISR

L L 1 S T BF I N TR S R I T

o

Abdullah bin Hassan Alabdulgader Suitan bin Abdul Malek Al-Sheikh
Charrman Charrman of Board Audit Committee

b v g

Moo

20
20

21
22

23
24

25

10

73

Year ended Year ended
31.12.18 311217

Us$ milliens Us$ mithions
7648 595 2

491.1 3421

273.7 2531

61.2 726

18.6 141

9.5 130

355 75

398.5 3603

156.8 1426

23.0 j96

85.6 778

265.4 2400

1331 1203
{353.1) (43 7)

(0.2)

{220.2) 766
(6.8) 66

(227.0) 700

——
Abdulaziz A, Al-Helaissi
Crep Ul xeoul ve Cirfirer

A
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Consolidated statement of
comprehensive income

Net (loss) / income
Other comprehensive income:-

Items that may subsequently be reclassified to consolidated statement of income:-
Cash flow hedges
- net changes in fair value

Items that will not be reclassified to consolidated statement of income:-

Net chamges in fan vatue of equity investrments classified as fan vawe thrcugh other
comprehensive iIncome (FVYTOCH)

Remeasurement of gelined benefit pension fund

Total other comprehensive income / {loss)
Total comprehensive (loss) / income

1he otes o pages ¢Hto 122 1orm pat of these cansotidaled inancal statements

Year ended
31.12.18

Us$ millions

(227.0)

(1.4)
(1.4)

i1.5

2.2
13.7

12.3
(214.7)
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Year ended
311217

Us s milions

700

©05)
(©59)

(17 9
19
(16 0)

(165)
535
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Consolidated statement
of changes in equity

Share capital
Us$ millions

At 1* January 2018 2,500.0
Net. loss for the year -
Other comprehensive income for the year -
Total comprehensive income / (loss) for the year -
Transfer to retained earnings -
At 31* December 2018 2,500.0
At 1% January 2017 2,5000
Net icome far the year
Other comprehensive (loss) 7 ncome for the year -
Total cormprehensive {loss) / iIncome for the year -
Transfer frem retained earnings
Transfer to retained earmings -
At 31 December 2017 2,5000

PRI A R LT I I AN O S TP () F S T BT S VR P

Reserves
US%$ millions

3525
10.1
10.1

(1.2)

3614

3647

{18 4
(18 43
76
(14)
3525

Retained
earnings

US$ millions

(441.6)
(227.0)
2.2
(224.8)
1.2
(665.2)

(507 3)
760
19
719
(7 6)
14
(441 6)

73

Total
USs$ millions

2,410.9

(227.0)
12.3

(214.7)

2,196.2

2,357 4
700
(16 5)
535

2,4109

Q
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Consolidated statement
of cash flows

OPERATING ACTIVITIES
Net (loss) / income before tax

Adjustments Lo reconcile nel Income tu net cash flow
from operating actimties -

Prowvision charge for other assets

Prowision charge for loans and advances

Tax paid

Realised losses on debt investment securities

Amortisation of investment secunties

Amorlisation of senior Lerm financing

Net increase i statutory deposits with central banks

Net increase in securities purchased under agreements to resell

Net increase in placerments

Net decrease / (increase) in trading securities

Net increase In loans and advances

Increase in accrued interest recevable

Increase in accrued interest payable

Net decrease / (increase) in other net assets

Net increase / (decrease) in deposits from banks

Net increase in deposits from custorners

Net decrease in secunties sold under agreement to repurchase
Net cash inflow / {outflow) from operating activities

INVESTING ACTIVITIES
Purchase of investment securities
Matunty of investment securities

Net cash inflow from investing activities

FINANCING ACTIVITIES
I--Lance of scmor term Nnancingg
Malurity of senior term hinancing
Net cash inflow from financing activities
Increase in cash and cash equivalents
Net foreign exchange difference
Cash fmd cash equivalents at 1 January

Cash and cash equivalents at 31* December

The notes on pages »5 1o 122 o part of these consoldat cd hinancal staleronts

Year ended
MNoto 31.12.18

Us$ millions

(220.2)

0.2
353.1
(6.3)
8.1
0.5
(15.1)
(160.9)
(737.8)
14.1
(127.8)
(51.1)
60.5
29.6
243.1
2,332.6
(395.1)
1,327.8

(610.0)
682.2
72.2

1,016.0

(942.1)
73.9
1,473.9

(143.3)
3,552.6

5 4,883.2

74

Year ended
311217

Us$ millions

766

437
30

04

98

05

(44 5)
(220 0)
(1,317 9)
(999)
(341 7)
(47 6)
580
(162 3)
(425 1)
2542 3
(191 0)
(1217

(1,370 0)
1,3925
225

9836

(482 1)
5015
4023
2267
29236

" ass26
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Notes to the consolidated
financial statements

For the year ended 31* December 2018

2.1

2.2

Incorporation and registration

The parent company of the Group, Gulf International Bank B $ C {the Bank), 1s a Bahraimi Shareholding Company incorporated
i the Kingdom of Bahrain by Amin Decree Law No 30 dated 24" November 1975 and is registered as a conventional
vooolestie bank aod o orventonal roran bank wath the Cortal Bank of Ba ran theregmtoics office af vhe Bank - tocz1ed
at Al-Dowali Bullding, 3 Palace Avenue, Manarma, Kingdom of Bahrain

The Bank and its subsidianes (the Group),is principally engaged in the provision of wholesale commercial, asset management
and investment banking services, and recently entered a niche segment within retarl consumer banking The Group operates
thiough cubsadianes Lroneh o<ices and epresentatve offices cooted i hve . suntries worldowide The totilnamiber of <t aff
ot the end o the fi- anciatyearwa 1,01z

Accounting policies
1 e prnopal accounting pol cies wdoptedin the preparation of Lo consolidated haancial - tateents e vet out below

Basis of preparation

T ecornldnied Sancizl of vie o enks have vee  prepored i acc ordane ety International F-ancnd Sepo bing Standard-
{(IFRS) and in conformity with the Bahrain Commercial Comparmes Law and the Central Bank of Bahrain and Financial
In=tif _tion- 1aw The conschdated faancial <tatcrents have beer przpaed wnder the hetor cal cost cirvent oo as
modifie Ly The tewctaat uhof foading —ecunt e egint e stieent ~ecnnt es dervative inatcat t-bument and pensen
labitities as explained i mote detail in the following accounting policies Recogrised assels and labilities that are hedged
Ly detiat oo TNl coal astrorents oo glvo absted et fear value 10 e vect of the nslkithat w cor herged "he acconntirg,
policies have been consistently applied by the Group and are consistent with those of the previous year, excepl for the
arptien CTITRS 15 Reewer o f omeas tac - wth cusomers acth effed t fronn 1 january 2018 as referred to below

IFRS 15 - Revenue from contracts with customers

RS 18 mtrodite s 1rew T ee <lep racdel 3 enork tor deternn g vhether Fowrmuch amdw encevenue s recopn =od
RS 15 sa- boen o ples eticpect vely and b Lo e matcn L ofe chunthe Sroans consoldated inanciel statements
Contracts with customers impacted by the new standards are summarised below -

Interest income and management fees

Interest meoine aog nanagesent foos e ooy nised uaing b o offectve interost rate method cver the contras toat fe of
the feoility Fros, meldiog I~ cignmaton feos and early redeaaet on fees, 2re nel ded int o calcul tion of th~ cffcetve
nroresl ale to the estee Ui T oy are considerd b bo ana'eopra perl of thecffestn onndeiestrate ard arc nort o od on
a straight-line basis As part of the Group's internal policies, interest income and the amortisation of management fees are
suspended when erther interest or principalis overdue There is no matenal impact on the recognition of interest income or

management fees resulting from the application of this standard

Comimisstons on letters of credit and guarantee and related adwvising fees

Revenuc earned from the arrangement of lellers of credit or guarantee is recogrised as the services are performed or
reecved Comnmons anletton s of credn i die ates foes srorevosn-od after e transfer of ~emvieos vobal tean nossions
on letlers of guarantee are amortised over the life of the guarantec There is no maternal impact on the recognition of tetters
of credit or guarantee or related fees from the application of this standard

lnvestment banking fees

e ostrment car b rces cornne ¢ tros te alie s T Hhe e eer ot hineg b eer s Cos 1 ne b nilngs b e e e
! :

tlE T e DA e g el e an I e e el and Mot s i ot bor contact solone

Pl e phsses oty e e fuandabae o Lo cniecs e o cdanehic cotermmneumie s s et the o d Dors stpulated

i the contract The Group s also enlitled to advisory fees upon the completion of the transactions, which are only
recognised at the end of the contract There 1s no matenal impact on the recognition of investment banking fees resulting
from the applicalion of this standard

Consclidation principles

T R T N TR U U B PR ot FL N N T I R O VI A S ER A W E L EH B E I C T O (R L [T
are companics and ot her entilics ncluding special purpase entities, which the Bank contiols The Bank conlrols an entity
O O N T ] K AR O T (N T O A I R B R B TN N RR Lot N B L e L I N T 1 of | [ T
th, oot P R Y R T F R ST N O AV Y SRS LTS H AP SN R B ST AT A Fo T BT I | B IR RO

stalements from the pant when the comtrol ceases AllinLercompany balances and transactions, including umealsed gains
and losses an triansactions between Group companies, have been climinaled

o
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Notes to the consolidated financial statements
For the year ended 31 Decemnber 2018

2.3

2.4

a)

Accounting policies (continued)

Foreignh currencies

e consolidated financial statemoents are prosented in US Dollars, representing the Groups funclional and gresentation
currency, Transactions in foreign currencies are converted to US Dollars at the spet rate of exchange prevalling at the
date of the transaction Monetary assets and labilities denominated in foreign currencies are translated into US Dollars at
market rates of exchange prevailing at the balance sheet date

Financial assets and liabilities
Financial assets and labilities comprise all assets and habdities reflected inthe consclidated statement of financisl pesition,
although excluding employee benefit plans ano property and eguipment

Recognition and measurement
The Group recogmises financial assets and hablimes in the consolidated statermen: of financial postion when, and only
when, the Group becomes partly to the contractual provisions of the instrument

Fancial instruments are classified at inception into one of the following categones, which then determine the subsequent
measurement methodaclogy -

Financral assets are classthed into one of the following three catepones

finantial essets at amortised cost
- hnancral assets at far value throuh other comprehernsive income (FVT0CHE o
finangial assets at fair value through the profit or foss (FVTPL)

Francoil habilities are classified imto one of the following t vo categones -

- fmencial habilities at amotbised cost or
- fimancial habiltbies at fair value Lhrough the profit or loss (FYTPL

Financial assets arc intlially recogrised at far value including transaction costs aiir butable to e financial asset, wath e
exception of trade recevables which are recogrised at fair value Financial habitities are mitially recognised at fair value,
representing the proceeds received net of premiums, discounts and transaction costs that are directly attnbutable to the
financial labilily

Allrepular way purchases ana sates of linancial assets and habilities classified as FYTPL are recognised on the trade date. 1o
the date on which the Group commuts to purchase or sell the financial assel or labilicy All regular way purchases and sales
of other Ninancial assets and labilities are recogrised on the seftlement date, 1e (he date on which the assel or hability s
received frem or delivered Lo the counterparty Regular way purchases or sales are purchases o sales of financial asscts
that require delivery within the time frame generally established by regulation or convention in the market place

Subsequert toinmtal measurorrent, finsncial assets and tabid tes are measured at either amortised cost or faur value The
classif cation and the basis for measuiement are subject to tne Groups Bust.ess model for nanaging the inanoal assets
and the contractual cash Bow charactenstics af the Ninancial assets, as delalled below -

Financial assets at amortised cost

Firvancial assels are meas cred al amorli-ed cost using the effeciive interes: rale method if -
H

the assets are held withun a business madel whose abjective s to hold assetsin order fo collect contrac tual cask flowe,
and

- the contractual terms of the financial assets give ri-e on speaified dates to cash ‘lows that are solely payments of
principal and interest on the principal amount outstanding

If the frst crnitena s not met, the firancial assets are classified and measured at tair value through other comprehensive
mcorme (FVTOCH 1Fhoth critera are not met the financial assets are classified and reasured at fair value through the profit
or loss (FVTPL)

Addit onally even if a financal asset meets the antortisea cost critena, the Group imay Lhoase to designate the fmanciat
aseet at FVIPL such an election 15 srevocabile and apphcable only | the FVTRL dlasahication significantly reduces 2
measUrement or recognition iInconsistency

COadEN s
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Notes to the consolidated financial statements
For the year ended 31" December 2018

2.4

a)

b)

Accounting policies (continued)
Financial assets and liabilities {continued)
Recognition and measurement (continued)

Financral assets at for value through other comprehensive income (FYTOCH

At initial recogrition, the Group can make anirrevocable election to classify an equity iInvestment that is not held for trading
as FVTOCI

For ths purpece g Foaocaal aoes s desmed 12 be Leld for trading 17 the cqudy naestment meess arw of the ot ang
conditions -

- it has been acquired principally for the purpose of seling in the near term,

- enimiba recogniton it s part of a portfohio of idert fied “rarcal msteuner tw that ore rmanaged togetbor 2ne for wbeeh
the s cvizence of crecert actual pattern S shot term prov tability or

- e ader vative and ot designated and effective 2 a bedging instran ent or < financal guora - tee

The irrevocable election s on an instrurnent by-instrument basis If an equity mvestment 1s designated as FVTOCH, all gains
and losses except for dividend income, are recognised in other comprehensive iIncome and are not subsequently included
In the consolidated statement of iIncome

Fipiricial d-cets at fun value throuys the propt or e PV TRE)

Fieing el ass et~ not otbernv e o -~ Bed ahove are desshicd and mieasines as FYI-L

Frinancial iabilities at amortised cost

All buar el datiihies, eiber than those clasotaed =« fnamcial dab ities at TWVIFL are clas~fioc as fimancnt abilities at

amaos hised Cost ang e measured at o tised co-t using the effectine interest rate -viethod a- descnbed mnote 2 7ia;

Foncal habiddws of fair vabie aough the paofit o e

Fiovancial iab hies et other vise clas-hied abonve o 0 cogs-

derivatives that are liabilities measured at fair value

o= as franaal ehbe s 3t PV Trae ol sesification rolades

Modification of assets and liabilities

Financial assets

ifthe lerms of 2 fnanc & asecl are mcdified, Lhe Sroup ovelnatos whothior the cash Towes of the modifiod =s-o arc
substantially different 1f the cash Howes are < shatantially diffe-ont, be onginal financial asse s dercoagmsoe and g e
fiancal assetis recop on-cd at exther amortscd cost o farvialue If the cas' e die not <ubstantially differe=t then e
ochlieal on doos ok resu Ui derccoprntior of the “nang 3 a -0 o ls case, the Croopocs alouletes be pross carmysng
avour Lol the lmaencialcsne andrresoprn & the amenob ari- ng from adustieg the gro - carrynig amount ac s mcdiheation
gain or loss in the staternent of iIncome

Financial babilities

Tootaoup derecopr o a tnar e s Labably vt e oterm g e mrodiliedt ood The ¢ Tove s o the il b ooy 2re
\

St Canticlly differcn 0 b e case Ao Ao Al babahity Lasca on he readiloed fems s e cogriscd ot ather et ed
Conb o fanwelire The Becrcne o setween e o any gt smenrt b ioancal Laabeydone peeed and o b ol
Naty Uy ad Do Tiocrer s oo aose e b e il el mconnig

Q
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Notes to the consolidated financial statements
For the year ended 31 December 2018

2.5

2.6

Accounting policies (continued)

Impairment of financial assets
Impairment allowances for expected credit losses (ECLY are recepnised for linancial instrument~ that arc not meas<ured at
FVTPL Nompairment loss 1s recognised on eguity investments

An ECL provision s made at an amount equal to the lifetime ECL, except for the fellowing, for which they are measured as
al2-month ECL -

- debt investment securities that are deterrmined to have a low credit nsk (equivalent to investment grade rating) at the
reporting date, and
other financial nstraments for which tne credit risk has not increa~ed significantty since ther initta. -ecognition

The Group claswfiesits financialinstrements intostage 1 stage 2 and stage 3. hased onthe agpliec 'mparment methodology.
as described below -

- Stage 1 for nancialinstruments vwoere there has not been a wignificant increase in credit ik since imtial recogrnion
and that are not credit-impaired on onigination, the Group recognises an allowance based on the 12-month ECL

- Stage 2 for hnanaal instruments where there has been a significant increase 1n credit nsk since intial recognition but
that are not credit-impaired, the Group recognises an allowance for the lifetime ECL

- Stage 3 tor credit-imparred financial .nstruments the Group recognses the bfetime LCL

l/-month fe L (stage 1) the portiwon of LCL that results fror probasle default events on e fi 'a~cral instrumert wvattin 12
rmonths after the epotting date

Uifetime FOL (stage 2y 15 a probabibity wegr ted estimale of credit losses and s determined based on the difference
Letween the present value of ab cash shortfatls The eash shortfallis the difficrence Belween ol contractual cash flows that
are due 1o the Group and 1he present value of the recoverable amount, for finanesal assets that are not credit-impared at
the reporting date

Forstage 3hnancalinstruments, the provisicns for credi-imparment arc determ ned based on the difference between the
nel carrying amownl and Lhe recoverable amount of the finanoal assel The recoverable amourt s mea-ured as the presentl
value of expected fulure cash flows, Including amcounis recoverable from guarantees and collateral, discounted basced on
the interest rate at the inception of the credit facility or, for debt instruments, at the current market rate of interest for a
simlar financal asset

Provisions for credil-impairmrent arc recoginised inthe consolidaled statoment of income and are reflected in an atlowance
account against loans and advances, investment secunties, and placements

Financial assels are wiitten oft after all restiucturing and collec Lion actties have Laken place and there s no realistic
prospect of recovery Subsequent recoveries are included in other income

Financial assets that are measured at amortised cost are tested as to whether they are credit-impaired Objective evidence
that a binancial asset s credit- mpaned may include a breach of contracl, sucs as defau t or delinquency inonterest or
principal payments, Lhe granting of a cancession tha |, for econemic or legal reasons retaling to Lhe borrowers fimancial
aifficulties, would nol oltherwise be considered, indicalion- that il 1 prabable that the BYorrower will enter bankruptey or
other inanciat rearganisation, the diuappearance of an active market or other observab e datarelabing to a group of 1s-et.
such as adverse changes in the payment status of borrowers or 1ssuers in the group, or ecenomic cenditions that correlate
with defaults in the group

“inancial assets which have been renepotiated or modified are no longer considered to be post 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 individual impairment assessment and whase terms have been renegotiated, are subject to on-
EOINg review 1o determine whether they emain impaired or should be consicered past dee All renegotiated or modihed
faciities are classified as stage 2 o~ wtage 3 for a nurimarm peried of 12 months from the date of renggotiation The EUL on
renegotiated financial rstruments 1« imeasured based on whether the terms of repegotiation re<ulted m the derscogiition
of an existing asset

Offsetting financial assets and liabilities

Tmancial avsets and firaresl habiibios are only off-el and the net amount acported i the consehidated ~tatenment of
Foancizt posiion ahen there s a tegal y enforccable naht o ~et ofl the recognised amotnts and there s anintention to
settle on a net basis, or to realise the asset and setile the latility simultaneously

COMTERMIS
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Notes 1o the consolidated financial statements
For the year ended 31 December 2018

2.7

a)

b)

¢)

d)

2.8

2.5

Accounting policies (continued)
Revenue recognition

Interest income and interest expense

INLCIOSLINCOME ang mtorest cspense fo, allin erest-beznng “nancl scels and [1obitios cacopt thore claswfed a- TV TRL
arererogrised tsral the effectve mierest 1ale ethod The eifective inlercs! rate melhod o relrod of caleulating Lhe
amartsed coct of a financial asset or lub ity and of ailocating the mterest meome or inlerest cacense over the exjpectes
life oF the asset or lali Iy The effec ive mnterest rite s the r-~a that e.a0 y decounts cetimated furtre cask flows throah
the expecied e wi the rancial aswet cruab Lty o7 where approsnate, 3 ~Forler penad, to the met camying amoo~t of the
fincnccl a-vet or babiity The apy canion of the effective terest rate method has the effect of recogynwng interest ncone
and interest expense evenly In proportion to the amount outstanding over the period to matunty or repayment

Iy alewratirg the effective i terest rate ¢ash flows are e-tinated tohing vito consideration all catraciual tesins of the
frnariceal aomel or 1 Lty Dot exclunimg Futore < et lowses Fees noluding loan ongination feer o d ealy regemostor foes
e o

a concluded it e s ulation of tr e effec e intorest rate 1o e exte T inat they ore cor “1deres to oo anontepral part of
the eflectivemmte otz e

Inlerest income 1s suspended when el her interest or principal on a credit facility 1s overdue by more than 90 days whereupon
all unpaid and accrued interest ts reversed from income Interest on non accrual facilities is included in income only when
e ved Lredil Ta tes s o restored to acciual status only atter -l cehnguent ntere-tand procipal pay™ ents have bees
brought current and future payments are reasonably assured

Fees and commissions
fec s and coanasians thae areon tepral to

Beoeliecrna o dre oeale ot s hraaral as-c Lo Labiiny are o wianed nothe

calcul b of e rfioerie mtore st rate

Other fees and commissions are recognised as the related services are performed or received, and are included in fee and
COMMISsIon ncome

Trading and foreign exchange income

Trading and foreign exchange income arise from earnings generated from customer business and market making, and from
changes In fair value resulting from movements in interest and exchange rates, equity prices and other market vanables
Changes in far value and gains and losses arising on the purchase and sale of trading instruments are included in trading
ncome, together with the related interest iIncome, interest expense and dividend income

Dividend income
Dividend income is recognised as follows -

dinclends om cquity stk nl < lasatod as EVIPL are cegy nised when the g il w receve the doaeanns s
established and aie included in trading income

divider as foora o v s mienes lasabod oo EYTO0T ave teccy nised ed e b nght 18 eeeree the ddi dendd s
established and are included in other income

Securities financing arrangements

Secunties purchased under agreements to rescll (teverse repurchase agreerments) and securities sold under agreements
to 1cpurchase (tepurchase agreements) aie treated as collateralsed lending and borrowing transactions anc are recorded
mthe con chdated  totcment of Thancrcl o 12noal the ar oo i the seonrbes vere matall, acgumed or ~old Batere -
earned on reverse repuichase agreements and interest incurred on repurchase agreements are included N mterest income
and interest expense respectively

Premises and equipment

Landis stated at cosl Other premises and equipment are stated at cost less accumulated depreciation The iesiduat values
and useful lives of premises and cquipment are reviewed at cach balance sheet date, and adjusted where appropriate
Depreciation 1s calculated using the stiaight ine methad over various penods Whete the carrying amount of premises o
equipment 1s greater than the estimated recoverable amount, the carrying amounl s reduced Lo the recoverable amount

o abe e [ IO T AT SO I S FANY I SO LU L N B VPR S A R I L Kt L ST T A T R
e 4o Co oy ordboe o ot o ce o ot et be er bl ot cmand e Mo R I ST TR A AT
TN Y B TN T I TR O L P N S R TR IR SO | PO L O R B RN T R IR B«
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Notes 1o the consolidated financial statements
For the year ended 31* December 2018

2.10

2.11

Accounting policies (continued)

Other provisions

Other provisions are recogrised when the Group has a present legal or constructive obligation as a result of a past event,
it 1s probable Lthat an outNow of rosources embedying economic berefits will be required 10 setile the oblipgation, and a
rehable estimate can be made of the amount of the obligation

Derivative financial instruments and hedge accounting

Der vative financial instrumerts are contracts, the value of which i« cerived from one or more underlying iinancial
instruments or indices, and include futures, forwards, swaps and options in the interest rate, foreign exchange, equity and
credit markets

Denvative fnancalinst-urments are rtecoyrised 1t the conschdated statement of fnancial zosihon at fair vale e Fair valves
are derived from prevailing market prices, discounted cash flow models o option pricing models as appropnate

In the consclidated statement of financial pasition, dervative financial iInstruments with positive far values {un-ezlised
gainsy are ncluded in other assets and dervative financial instruments with negative far velues (unreabised losses) are
included in other habilities

The charges in the far values of derivative financalinstrumietits entered into fur trading purposes or to hedge other tradmg
positions are included in trading income

The recogtion or changes 1 the fair values of deswvative financial instruments entered nto for Pedging puiposes 15
detenmimed by the nature of the hegging relationstup For the purpose- of hedjie accounting, denvative fiancial instruments
are designated as a hedge of either {) the fair value of a recognised asset or liability (fair value hedge), or (1) the future cash
flovs altribul #bie te a recognised assct or habilily or a firrm cormrmilment (cash How hedye)

The Growp's critena for a aernvative financial instrument to be accousten for as a hedge nelude -

- the hedging instrument, the related hedged item, the nature of the nsk being hedged, and the rnsk management
objective and strategy must be formally documented at the mception of the hedge,

- il must be clearly demonstrated Lhat the hedpe s expected to be highly effective inoftsctung the changes n Tair values
or cash flows atirbutlable to the hedged nsk in the hedged item, including how Lthe Group wall address the hedge ratio,

- the effectivencss of the hodge must be capable of beiry ~ehably measured, and

- there 15 an economic relationship between the hedging inslrument and the hedped iterm and the effect of credit risk
does not dorminate the fair value changes of that relationship

Changes 'n the fair values of dervative hinancial imstruments that are designated, and qualiy, - fair value hedpes and tnat
prove to be hghly effectve in relation to the hodped nsk, are included in trading mcome together w th the corresponding
change n the farr value of the hedged asset or hability that is attributable to the risk that1s being hedged Unrealised gains
and losses arising on hedged assets or iabilities which are attributable fo the hedged risk are adjusted agamnst the carrying
amounts of the hedped aswots ar habilities in the con<clidated statement of finamrial position If the hedge no tonger meets
the criteria for hedge accounting, any adjistment to the carrying amount of a hedged interest-tearing financialinst rument
1s amortised to iIncome over the remaining pernod te maturity

Changes in the Fair values of denvative inancial inctruments that are dec gnated, and qualify, 35 cash flow hedges and that
prove to be Pighly effective in relatio » to the hedged ni<k. are recognised In oti-er comprehensive iIncome Unrealised gains
or losses recognised In other comprehensive income are transferred to the consolidated statement of income at the same
time that the income or expense of the corresponding hedged item 1s recognised in the consolidated statement of income
and are included in the sarme Ncome or expense category as the hedged itern Unrealised gains or loss@s on any ineffective
portion of cash flow hedging transactions are included in trading in¢come

The interest comporent of dervatives that are dewignated and qualify, as fair valye or cash flow hedges 1~ included in
interest income or interest expense relating to the hedged item over the life of the dervative instrurment

Hedge accounting 15 discontinued when the denvative hedging instrument ether expires or 15 sold, terrinated or
exercimed or 1o unger qualifies for hedpe accounting Games and losses arsirg on the termination of cernvatives dewignated
as ca~h flow hedges are recogrised ininterest meome or ntorest expense over the orgenal tonor of the tormnaied hedae
transaction

TN
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2.11

2.12

2.13

2.14

a)

b)

Accounting policies {continued)

Derivative financial instruments and hedge accounting (continued)

Some hybrid instruments contain both a dervative and non-derivative component In such cases, the denvative i1s
categonsed as an embedded denvative Embedded derivatives are separated from the host contract and accounted for
separately If certain critena are met Whers it 1s not practically possible to separate the embedded derwvative, the entire
iyl id sm-trimie Fis ca eporsea 1s A financiaiassel al FYTEL wnd mes ured ol frir value Changes- o far valee are includerd
in trading income

Financial guarantees

Financial guarantees are contracts that recure the Greup to niake specified saymmerts to reimburee the holder for a sy
tincurs becaw e o secfic debtor faly 1o make paynmens when due inaccordance vath the terms of a debt instrement
Financial pua-artees are ssued to financabmstitution- and other courters u ties on behalf of customer = to secore loa s
sverdraft- ane sther Lo ng facl tes, and to other part e i relation to the performance of oo ~tomers under ohligations
related to contracts, advance payments made by other parties, tenders and retentions

Financial grarantees are nittatly recognised at fair value on the date the guarantee is 1ssued The guarantee hability 1s
subsequently measured at the higher of the mitial measurement, less amortisation to recognise the fee income earned
over Lhe period, or the present value of any expected payments to settle the lability when a payment under the contract
Lias becone probatle The espected o= onfinanc sl poanantee s measuied at the e ecled payment torennbuise the
holder less any amounts 1hat the Group expects to recover Any increase in a lability relating to guarantees 1s recognised
methe consehdateod stotemer t of moeme Intb e corsolocred state cont of iinon-alocation fioa cul gurntec- are
included in other habilities

Post retirement benefits

The majarity of the Groaps employecs are e ible for, ostrcinesvent conefits udes o her defined oesofic on delned
contribution pension plans which are provided through separate trustee administered funds, insurance plans or are directly
funded by the Group The Group also pays contributions to government managed pension plans in accordance with the
legal requirements in each locaticn

The J-or ps o ontr bucns to det cd contls b bien ponsion plans ere cvsensad notb ey as towhior thay ritete

he caculatonof e ations mrespect of the deflined benc it pension plans are portormad by guatiiied actuanes . sing
the projoctod wot crodit method he Groups net ebligatien - calontated by esbimating the amount of futn o beoeht [aal
employees have earned in the current and prior perods, discounting that ameunt and deducting the fair value of the plan
assets When the calculation results in a potential asset for the Group, the recognised asset 1s lmited to a celling so that it
Gees nol escecd the oo snon e benctts avadabde nith e tormof cfonds frem che plans orrcducter s tuture contnsutions

etneasore 1o nts of e ne, dofeed tenent Dol by o ovs0l a b comiznse 2 beania, g Sios and osses the reran of plan
yas0ts (O ludiryritero-ty sad e effest of the Jsset s oling arere opnserl i vieoatel n the concobdated slaternent of
otheron ~pchenss e nsame The Groepaelerna e the netir erest expern-c oFinca e onthe nel aefined bencht bty
cioassel far the genr v app yirg Lhe divconnt role u ed o mceasure the delined benelo obligobion 2t the Beginning of the
veur to the ope wng et defined sesebt Ity or o et Hebimieiest expense i othes oacensesaeled to the defi od
bone fit e arerecsgrrad nithe cansobiriated atement ot ir 2o

Woer cPebenerr craponare chnpad o wbe o Lo carteced tne o contling © e m eecelt thit relates tapat
service of the gain of toss on cuttalment 1s recognised immediately in the consolidaled statement of income The Group
P e s anadeees ot settlen et ob defmounonent plane s b er the sett ement oot

Taxation

Current tax
Current taxation s the expected tax payable onthe taxable income for the year, using tax rates cnacled at the reporling
date, and nictudes any adjustments 1o tax payable in 1cspect of previous years

Deferred tax

R Ao R I B o (A SRR TOL N TE R AR | IV | IO TS

LTI RO T T BN B BTN AN VAU N TR SR (a0 (TS A E AR B FINT G BN RN TALS

i
'

U T O S I O A I Y PR PRt B B PR S B F U | LA U SO T R LIS (N PR RIS I SRR PRI TINY IS PR TR Nl
that it 15 probable that futuie laxable income will be available agaimst which the unutilised Lax losses and credits can be
utilised Deferied tax assets are reviewed al each ieporting date and are reduced to the extent that it 1s no longer probable

[ T T U P I B B L B A T T S BN B I R L T L O ST S A O A A | RN PR A

Curtently cnacled tax rates are used to determine detoired taxes

o
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2.15

216

217

2.18

2.19

2.20

2.21

2.22

Accounting policies (continued)

Cash and cash equivalents
In the consobidated staternant of cash llows, cash and cash equivalents comprise cash and other hguid assots, excluding
statutory deposits with central banks

Segment reporting

An operating segment 1s a distinguishable component of the Group that 1s engaged in business activities from which
revenues are earned and expenses are incurred, ncluding revenues and expenses that relate to transactions with any of
the Grroup's other operating segments All segments have diccrete financial information which = regulariy reviewed by the
Group’s Management Committee, being the Group’s chief operating decision maker, to make decisions about resources
allocated to the segment and to assess its performance The Groups Management Committee assesses the segments
based on net interest income which accounts for the majenty of the Group's revenues

Fiduciary activities

The Group administers anc manages assets owned by clents which are not reflected 1n the conschdated financial
starements Asset management fees are earned for providing investment management services and for managing mutual
fund preducts Asset admiristration fees are earned for providing custodial services Fees are recognised as the services
are provided and are included in fee and commussion income

Dividends
Dividends on 1ssued shares are recaginised as a liability and deducted from equity when they are approved by the Bank's
shareholders

Shariah-compliant banking

The Group offers vanous Shanahi-comnplant produc s 1o its customers The Shanab-comphant actvibies are corductad
in accordance with Shariah principles and are subject to the supervision and approval of the Group’s Sharnah Supervisory
Board The disclosures sct oul i Lhe consoldated fnancial steloments i relation Lo these activilics are prepared in
accordance with Financial Accounting Standard 18 1ssued by the Accounting and Auditing Crganisation for Islamic Financial
Institutions (AAOIFD

Comparatives
Where necessary. comparative Nigures have been edjusted to conform with changes in presentation in the current year

Future accounting developments

The international Accounting Standards Board (ASB) have issued a number of new standards, amendments to standards,
and interpretations that ate notl yel effective and have nol been applied in Lhe preparation of the consohdated hnancal
statements for the year ended 31% December 2018 The relevant new standards, amendments to standards, and
interpretations, are as follows -

- IFR5 16 - Leases -
IFRS 16 requires lessees to recognise most leases on thewr balance sheets as lease labilities, with the corresponding
rigiit of use assots IFRS “& s effectve for annua ooriods begmnirg on or alter 1 January 2019 Lessees must adopt
IFRS 16 using either a full retrospective or a modilied retrospeclive approach There s ne matcnab npact on the Group's
consolidated financial statements resulting from the apphcation of thi- standard

Capital management

The Group uses regulatory capital ratios and s economic capital framework to monitor its capital base The Group
manages its capital structure and makes adjustrments to the structure taking account of changes 1n economic conditions
and strategic business plans

Accounting estimates and assumptions
Ihe preparation of the consohidated finanaal statemerls reguies management to make extimates and a~~ormplions that
affect Lhe reported amcunts of cortain financial as~cts, kabilities, income and expenses

The use of estimates and assumptions s principally irmited to the determination of provisions for impairment, the valuation
of financialinstruments, the valuation of the Groups delined benefl L pension plans and i deterimining costretrelaliorships
over Investees, as explained in more detai below -

COMETMTS
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3.1

3.2

33

34

Accounting estimates and assumptions {continued)

Provisions for impairment
Financial assets are evaluated for impairment on the basis set out iInnote 2 5

ln deterrmunang imparment of Faancol assels, prdgernent s reguir din the esomation of the armount and tengs of future
cash llows o weli as op gesesamenl of whether the ciedit -l o the linonaial assel has ncreased siynilic anty, «ince
imtial recegnition and incorporation of forward looking information in the measurement of ECL The information about the
Judgerments made are set out In note 27 1

Fair value of financial assets and liabilities

Whiere 1re fair value of nnarcial assets and habiities carnot be deriveq from active markets they a-e deterruned usirg
a variety of valuation techmigues that include the use of matheratical models The input to these models I1s derived
from observable markets where avallable, but where this 1s not feasible, a degree of judgement is required in determining
aseumL1ors usedin tae mode - Changes nassumptions usea i the maonels coold affect thereported far valee of fnanci 2l
assets and liabilities

Retirement benefit obligations

SMasaperment n cogedhination adth oidep e dont qualbied gt ces At recured o make wssumiptions regarding e
defined Leneht per sior plans The prne pal winaral assumpt on- for the aer sed benefit wenson phns se -=lout inrote
12 and include assumptions on the discount rate, return on pension plan assets, mortality, future salary increases, and
rEatiore Changes ntne cseumptions o e fect the separticd arect soivit o cost & diclurior consion slan essets

Determination of control over investees

The Group acts as fund manager to a number of investrment funds The determination of whether the Group controls an
investment fund s based on an assessment of the aggregate economic interests of the Group in the fund and inctudes an
assessment of any carried interests, 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 iIf Lthe underlying
fund 1s controlled by the Group

A
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4.

Classification of assets and liabilities
The classification of assets and latilihies oy accounting calegonsabion was oy follows -

At 31* December 2018

Cash and other hquid assets

Secunties purchased under
agreements to resell

Placements

Trading securities

Investrnent securities

Loans and advances

Other assets

Total assets

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

Other liabilities

Senior term financing

Equity
_Total liabilities & equity

At 31*December 2017

Cash and other iquid assets

Secunties purchased under
agreements to resell

Placements

Trading secunties

Investment secunties

Loans and advances

Other assets

Total assets

Deposits from banks

Deposits from customers

Secunities sold under
agreements to repurchase

Other habilities

Seror Lerm financing

Equity

Total habilities & equity

The other a-tets and other Labilities classified as financial assets and

Financial
assets at
amortised
cost

Us$ miliions

5,114.2

1,015.9
6,770.8
3,728.7
9,817.8

345.3

26,792.7

37685

8550
60332
38231

10,0431

2447

247676

Financial
assets &
liabilities
at FVTPL
US% millions

144.3

144.3

1315

1315

derratives cesignated as far value and cash flaw hedges

Tne far value analysi« of dervative financial instrur ents s set out nnote 31 4

Financial
assets
at FVTOCI

Us$ milliens

Financial
liabilities at
amortised
cost

US$ millions

2,372.2
18,3224

735.4
371.0
3,338.0

25,139.0

21291
15,9898

1,1305
3330
32636

22,8460_ _

Non-
financiat
assets &
liabilities

Us$ millions

66.6

2,196.2

. 22628

82%s

24109
. 24938

84

Total
US$ millions

5,114.2

1,015.9
6,770.8
177.7
3,897.2
9,817.8
7525
27,546.1

2,372.2
18,322.4

735.4
581.9
3,338.0
2,196.2
27,5461

3,7685

8550
60332
1918
39938
10,0431
5855
_.254713

2,1291
159898

1,1305
547 4
3,2636
24109
254713

labiities at FVTRL comprise the farr values of

COMTER A
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9.1

Cash and other liquid assets

31.12.18 311217

US$ millions Uss millions

Cash and balances with central banks 4,262.0 28627
Cash and balances with banks 523.7 5875
Government bills 97.5 1024
Cash and cash equivalents 4,883.2 35526
Statutory deposits with central banks 231.0 2159
Cash and other liquid assets 5,114.2 37685

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 repuichase agreements) in the ordinary course of iLs
operating activities The collateral 1s in the form of hughly rated debt securnities The collaterahised lending transactions are
conducted under standardised terms Lhat are usual and customary for such transactions

Placements
Placements at 31' December 2018 included placements with central banks amounting te US$2,886 4 million (2017

US$1.749 1 milliomy The placements with central banks represented the placement of surplus iquid funds

Trading securities

31.12.18 311217

USs$ millions Us$ mulhons

Managed funds 106.4 1380
Equity securities 58.3 408
Debt securities 13.0 130
177.7 1918

Managed funds comprised funds placed for investment with specialist managers

Debt and equity sccunties comprised secunties acquired in relation to investment banking activities undertaken by the
Group The securities were held with the intention of selling in the near term

Investment securities
Composition

I e crecitating crehle ob 1 estooend o i Basod on the wanest racings s ned by the oo irernate pad ateag
agencies, was as follows -

31.12.18 311217

USs$ miilions % Us$ milions %

AAALO A/ Aaato A 3,207.8 86.0 33267 870

BEB. lo BEBB /Baalto Baa3l 273.6 7.4 267 1 70

BB+ toB-/BaltoB3 247.3 6.6 2293 50

Total debt securitics 3,728.7 100.0 3,8271 1000
Lauily mvesltments 168.5 1707
3,897.2 393938

L
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9.1

9.2

10.

10.1

Investment securities (continued)
Composition (continued)
Investment secunties principatly comprsed investment-grade rated debt secuntes issued by ~aion mternationad financia

institutions and government-related entities

Investment securities rated BB+ to B- / Bal to B3 at 31* December 2018 and 31° December 2017 principally comprised
GCC sovereign debt secunties

Dent securtties are classiied as Investorent secunt ew al amorlised coxt and equity investments are classified a~ FYTOCI

Provisions for impairment
The movements in the provisions for credit impairment of investrment securities were as follows -

Collective Specific 2018 Collective specific 2017
provisions provisions prowisions prowvisions
Stage 1 Stage2  Stage3 Total Stage 1 Stage 2 Stage 3 Total

US$ mullions US$ millions US$ millions US$ millions US$ mithions US$ millions US$ milions US$ milions

At 1** January and

31 December 45 - - a5 45 - - 45
Stage 1 provisions unde- IFRS @ ieflect the probability-weighted estimate of cxpec.od crodit losses, and compiise
both quantitative and gualitative informatton and analysis, based on the Group's histonical experience and taking into
consideration both internat and external indicators and including forward-leoking information

Lcans and advances

Composition
31.12.18 311217
US$ millions US$ millions
Gross leans and advances 10,581.7 10,4567
Provisions for impairment (763.9) (413 6}
Net loans and advances A _ 9,817.8 10,043 1

CLHTLHIE
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10.

10.2

03

Loans and advances {continued)

Industrial classification

31.12.18
Us$ millions

B7

311217
Us$ mullions

Trading and services 2,038.1 2,1888
Energy, oll and petrochermicat 1,872.4 18718
Financial 1,630.4 1,743 6
Transportation 1,507.7 14321
Manufacturing 1,232.4 1,186 7
Construclion 869.3 803 2
Real estate 707.7 5231
Communication 228.7 2310
Agriculture and mining 1735 1831
Government 121.8 1130
Other 199.7 803
10,581.7 106,456 7
Prowisions for impairment (763.9) (413 6)
9,817.8 10,043 1

Gross loans at 31- December 2018 included Shanah cormpliant transactions amounting to US$3,829 3 million {2017

Us$3.658 7 million)

Provisions for impairment

Collective Specific 2018 specific 2017
provisions provisions Provisions
Stage 1 Stage 2 Stage 3 Total Stage 2 Stage 3 Total

Us$ millions U$$ millions US$ millions US$ millions US$ mellions US$ rulliens USE mithons LSS millions

At 1* January 46.3 106.3 2610 413.6 830 2555 4210
Transfer to stage 1 0.5 (0.5) - - (27) -
Transfer to stage 2 (7.4) 74 - - 139 -
Transfer to stage 3 - (25.9) 25.9 - (29
Amounts utilised - - (2.2) {(2.2) - (51 2)
Exchange rate

movernents - - (0.6) {0.6) - 01
Nel remeasuremnent of

loss allowance (8.9) 228 339.2 353.1 150 437
At 31 December 30.5 110.1 623.3 763.9 1063 2610 4136
The tace Teoad stage 2 arovi-ions rcfloct ©oe pobabinty » spnted colinate of eqpetted crent oo onnnder et 2 1hie

provisions comprise both quantitative and gualitative information and analysis, based on the Groups hustorical experience
and taking into consrderation both internal and external indicators and includes forward looking information

Sporesc el e it e T s Beeed ot e ortiien e bl cenn el o e ctoan Lo AL e

1ecoverable amount of the loan

The US$339 2 mullion stage 3 provision for Lhe year ended 31 December 2018 principally related to a number of borrowers
[T S TR SR B S T R TR T A I R R R IR TE A S TR NI A NI 1L S O L PR N SR A T LI frerimg ol
the husiness environment inwhich the Group operates This contnibuted to an merease 1 past due loans dunng the year as

sl out ay nete 104
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l10.

103

10.4

10.5

10.6

Loans and advances (continued)

Provisions for impairment (continued)

The gross amount of stage 3 foans agamst which a stage 3 provisian had been made at 31 Decerniber 2018 was U5$649 2
million (2017 US$379 8 millon) Total stage 3 provisions at 31* December 2018, excluding provisions in relation to credit-
related contingent exposures, represented 83 6 per cent of stage 3 loans (2017 67 1 per cent}

Amounts utilised during the year ended 31+ Decernber 2017 mainly represented provisions utilised on the transfer of the
related loans Lo the memicra ~dure records Recovery effor' s on these ioans are stillongemg wath the intention Lo maximise
potential recoveres.

Total provisions at 31* December 2018 included U$%$88 2 million of prowvisions 1n relation to credit-retated contingent
exposures (2017-US$19 1 milhon)

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

31.12.18 311217

Carrying Carrying

Gross Amount Gross Armount

Us$ millions US$$ millions UJs$ millions Us$ millicns

Caorporates 719.1 107.9 454 2 1986
Financial sector 22.2 10.1 252 202
741.3 118.0 472 4 2188

Corporates include loans extended for investment purposes

Gross past due loans at 31" December 2018 ncluded L5%649 4 million of loans that were classified as stoge 3 for
provisioning purposes (2017 US$378 1 million)

At 31% December 2018, total specific provisions aganst past due loans represented 84 1 per cent of gross past due loans
(2017 54 4 per cent)

Restructured and modified loans

During the years ended 317 December 2018 and 31* December 2017 the Grovp madified the contractue! terms of a
number of facibities for commercie puiposes Such modifications did not result in the derecognition of any assets and the
result ng modification gains were immateral to the Croups consolidated statement of inceme The nature of modifications
1s set out innote 27 1

During the year ended 31 December 2018, the Group did not restructure any loans or make any cencessions that would
ordinan y have been accepted due to a detenaration in customess financial position (2017 $143 5 ma Loy

Collateral
The Group did not take possession of any collateral duning the years ended 31° December 2018 and 31* December 2017

CoMNHT
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11.

12.

12.1

a)

Other assets

31.12.18 311217

Us$ millions US$ mitkons

Acerped interest, fees and commissions 265.8 2147
Do vanve Tma cal e stiaraent~ 2191 1822
Premises and equipment 102.2 1116
Prepayments 48.1 273
Deferred items 37.8 201
Other, including accounts recevable 795 300
752.5 5859

L 1 =bive hoan Crabin=tiumeat s repre~cnd Hhe posiiive 1an calue, =i de ssbec frar gzl nste e - onre edieto fortradie g

WTpose = O e sinated o= far valbe o cash flow oo oc s Aananadyse ob o Tarvatue of doreeatt o finenoalrmstor went - -
frurg 3 ! 4
set out nnote 31 4

The increase in accrued Interest, fees and commissions at 31 December 2018 was principally due to an increase in
market benchmark rates

Post retirement benefits
The Croup men b e to cefued beneft and aofn s cont bot on peno eoples wbech cover s obstantially sl of ot
employees

The Bank maintains pension plans for the majonty of s employees Centrnbutions are based on a percentage of salary
The amousts te be pad 2. retirement berefits are cetermeed Iy reference to the amounts 1 tlh e contnbutions and
e stment earrenps therecn The total cost of cotnnutio s to defned Lenefit and defined cantnbut or pension plons fur
the year ended 31 " December 2018 amounted to US$17 8 milion (2017 US$13 8 million)

The Bunk™  ubsigeary, Gulf lnteraatio ~al Bank (JIK, Leteg (GIE Ky, mantaines o furded defined bor chit scheme whilst te
SaustArazian subsidizey QIG Captal C LS C (GIB L amtal g brind -, maintan anuafonced defned benelit schemne Both
pension schemes are covered in more detail in this note

Gulf International Bank (UK) Limited (GIBUK)

The Bam<s pnocpal subs diary Gul International Bank Uy o nited (@GGIBURY mamntans o fuoded der ned benaehit 1nal
salaly pension plan for a number of its employeces The assets of the plan are held independently of the subsidiary’s assets
n a separate trustee administered fund The fund s subject to the UK regulatory framewark for pensions

The fund exposes the Group to the nsk of paying unanticipated contributions intimes of adverse experience Such events
e S b M nces vy for longio ton expocted Db char cepected nif ation or <ol oy prowtin and tho nshk thict

increasasin the fund’s cbligations are not met by a correspending improvement in the value of the fund's assets

The amount recogrised in the consolidated statement of financial position is analysed as follows:-

31.12.18 3311217

Us$ millions ust melhons

Fan value of ptan assets 155.2 1818
Present value of fund obhgations 207.4 1936
Net liability in the conseolidated statement of financial position 12.2 118

The net lability ar gsset s avaluation measure denved using an actuanal mat hematical model The modellimg 1= performed
by an mndependent actuary based upon the measurement cntera stipulated by the accounting standard 1AS19 - Cimployee

PR P T B T L L L O L N I L L R R I S A I IR TN B Te N S KA

funding requirement to the pension planin the short term

The valuation measure indicates a pont in tune view of the fan value of Lhe plan's aswets loss a discounted micasure of the
plans future obligations over a duration of 19 years

Q
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12. Post retirement benefits (continued)
12.1 Gulf Internaticnal Bank (UK) Limited (GIBUK) (continued)

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

2018 2017
US$ millions US$ millions
At 1+ January 181.8 190 1
Included in the consolidated statement of income -
- Interest income on the plan assets 5.1 48
Included in the consolidated statement of other comprehensive income -
- Remeasurements -
- Return on plan assets excluding mterest income (12.1) 67
Other movements -
- Exchange rate movements 28.6 {100y
- Contributions paid by the participant 0.5
- Contnbutions paid by the Group 0.5 o5
- Benehts pad by the plan (9.2) (10 3}
At 31 December 195.2 1818

The plan assets at 31' December 2018 comprised a 35 per cent (2017 33 per cent) exposure to eguities and a 33 per
cent (2017 37 per cent) exposure to multi-asset funds, with the balance of the exposure to hedging funds and debt The
plun assets have o gquoled price in an active market and Lme Redging funds are dewigned to hedge the migjonty of mflation
and interest rate risk

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

2018 2017
U5$ millions Us$ millions
At 1+ January 193.6 2039
Included in the conscldated statement of income -
Current service cost 0.7 06
Past service cost 0.2 -
Interest cost on the fund obligations 55 52
Included in the consolidated statement of other comprehensive income -
- Remeasurements due to changed actuanal assumptions -
- Financial assumptions (14.1) 655
- Demographic assumphions (1.1) {(36)
Expernence 0.9 19
Other movements -
- Exchange rate movements 30.4 (10 6)
Contributions paid by the participant 0.5
- Benefite pad by the plan (9.2) (103)
At 31* December 207.4 1936

CORIETIe
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12.
12.1

d)

e)

£

12.2

Post retirement benefits (continued)
Gulf International Bank (UK) Limited {(GIBUK) (continued)

The movements in the net liability recognised in the consolidated statement of financial pesition were as follows:-

2018 2017

Us$ mitlions Us% milliens

At 1" January (11.8) (138)
Net expense included in consohdated staternent of income {1.3) {10)
Remeasurement included in censolidated statement of comprehensive income 2.2 19
Contributions paid by the Group 0.5 05
Exchange rate movernents (1.8} 0e
At 31* December (12.2) (11 8)

The Group paid US$0 5 millicn in contrabutions to the plan dunng 2018 and expects to pay US$0 4 mitlon dunng 2019

The principal actuarial assumptions used for accounting purposes were as follows:-

2018 2017
Discount rate (per cent) 2.9 25
Retal price nftat on (per cent; 3.2 32
Corsumer price nf ation (pe cent; 2.2 22
Pension increase rate (per cent) 31 31
Salary growth rate (per cent) 3.0 30
Average life expectancy (years) 89 89

Sensitivity information

The present value of the fund's obligations, which has a weighted average duration of 19 years, was calculated based on
certainactuanal assumptions Should any one of the key assumptions change by an amount that s probable whilst bolding
the olher assumptions constant, the present value of the fund's obligations would increase as follows -

2018 2017

uUs$ milliens LSS mitions

Life expectancy Increased by 1 year 0.2 02
Discount 1ate decreased by O 5 per cent 0.2 02
Iat crnnccaed by Q% per oot 0.2 02

GIB Capital C.).5.C. (GIB Capital} and Saudi Arabian branch
CIE Canttal s 0 pCIRCote g the s e S cdi e b - nchmoatan o anoed ocf ned Jonchit sob en o hneed
on the prevailing Saudi Labour Laws

The scheme exposes the Group to Lhe nisk of paying unanticipated conlrbutions in times of adverse experence Such

et 1ot de b oy el e s e Load Db theoe oo Lo fohicreor e e sl el S
withdrawals may be higher than assumed



GiB

Annual Report 2018 92

Notes to the consolidated financial statements
For the year ended 31* December 2018

12,
12.2

a)

b)

<)

Post retirement benefits (continued)
GI1B Capital C.J.5.C. (GIB Capital) and Saudi Arabian branch {cortinued)

The amount recognised in the consotidated statement of financial position is anatysed as follows:-

31.12.18 311217
Us$ millions us$ millions

Fair value of plan assets - -
Present value of fund obligations 129 79
Net liahility in the consolidated statement of financial position 129 79

The net bability or asset is a valuation measure derived using an actuarial mathematical model The moedelling s performed
by an iIndependent actuary based upon the measurement critena stipulated by the accounting standard 1A519 - Employee
Benelits A pension liabilily does nolindicate a funding requirement Lo Lthe pension plsnin the short term

The valuation measure indicates a point In time view of the fair value of the plan's assets less a discounted measure of the
plan’s future obligations over a duration of 10 years

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

2018 2017
US$ millions Us$ mithons
At 1 January 7.9 67
Included inthe consolidated statement of income

- Current service cost 5.6 23

- Interest cost on the fund obligations 0.1
Included in the consclidated statement of other comprehensive incarme -

- Remeasurements due to changed actuaral assurmptions -

- Financial assumptions 0.6 -

- Demographic assumptions (0.7) -

- Expenence 0.1 -
Other movements -

- Benehts paid by the plan (9.2) (11)
At 31+ December o 128 79
The principal actuarial assumptions used for accounting purpases were as follows:-

2018

Saudi Arabian
Branch GIB Capital
Discount rate {per cent) 4.6 4.6
Mortality rate (per cent) 75.0 75.0
Salary growth rate (per cent) 4.2 4.6

COaT s
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12.
12.2

d)

13.

i4.

15.

Post retirement benefits {continued}
GIB Capital C.J.5.C. {GIB Capital) and Saudi Arabian branch (continued)

Sensitivity information

The present value of the fund's obligations, which has a weighted average duration of 10 years, was calculated based on
certain actuarial assumptions Should any one of the key assumptions change by an armount that s probable whilst holding
the other assumptions constant, the present value of the fund’s obligations would increase / (decrease) as foltows -

2018

Us$ millions

Discount rate increased by O 5 per cent (0.7)

Discount rate decreased by 0 5 per cent 0.7

Long term salary increased by 0 5 per cent 0.6

Long term salary decreased by O 5 per cent (0.6)

Deposits

The geographical composition of total deposits was as follows

31.12.18 311217

US$ millions USE rillions

GCC counlries 13,574.0 12,6002

Other Middle East and North Africa countries 466.9 7793

Other countries 6,653.7 4,739 4

20,694.6 18,1189

GCC deposits comprise deposils from the Gulf Cooperation Councal (GCC) country governments and central banks and
other institutions headquartered in the GCC states

At 31 December 2018, GCC deposits represented 65 & per cent of total deposits (2017 69 5 per cent)

Tolal deposits at 31° December 2018 included Shanah-comptliant transactions amounting to U$$3,507 3 million (2017
UsS%$4,244 5 milllon) Shanah compbant transactions comprise murabaha contracts

Securities sold under agreements to repurchase

The Ceonlp e ndbersasla cullateralisor] AT transac hio s Tepurchas cagies toe nbenin | Lo ardn ey oo of - Tinarng ng
activities Collateralis provided in the form of securnities held within the investment secunties portfolio At 31 December
2018, the fair vaiue of investment securities that had been pledged as collateral under repurchase agreements was
US$784 8 milion (2017 UUS$1,183 8 milliony The collateralised borrowing transactions are conducted under standardised
terms that are usual and custemary for such transactions

Other liabilities

3i.12.18 311217

UsS$ millicns Us$ millions

Accrued interest 256.7 1961
Lo v dma end e e o 144.3 1315%
Deferred nems 66.6 829
Pension habilitics 25.1 118
Other including accounts payable and accrued expenses 89.2 1251
581.9 547 4
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15. Other liabilities (continued)
Lenwvative financal nstruments represent the negative fain values of dervative Tn ancial instiumen s entered into for trading
purpnses or despnaled as far value or cash flow hedges An analysis of the Taur value of derivative financial instrumentsas
set out In note 31 4

Deferred items represent amounts received, e g loan ongination fees, that are being amortised to income over the perod of
the related financal asset

An analysis of the pension babilities s set cut In note 12

16. Senior term financing

Maturity 31.12.18 311217

US$ millions US$ mitlions

Floating rate note 2019 5331 5333
Floating rate loans 2019 390.1 3901
Floating rate loans 2020 - 2023 1,065.0 4099
Floating rate repurchase agreements 2020 - 2028 318.5 2076
Floating rate note 2021 533.1 5333
Floating rate note 2022 498.2 497 7
Floating rate loans 2018 - 6917
3,338.0 32636

17. Share capital
The authorised share capital at 31* December 2018 comprised 3 O billion shares of US$1 each (2017 3 O bilion shares of
US$1 each) The issued share capital at 317 December 2018 compnsed 2 5 bilion shares of US$1 each (2017 25 billion
shares of US$1 each) Allissued shares are fully paid

18. Reserves

Investment

Cashflow  securities

Share Compulsery  Voluntary hedge revaluation
premium reserve reserve reserve reserve Total

US$ millions US$ millions US$ millions US$ millons  US$ millions  US$ millions

At 1 January 2018 7.6 225.8 163.3 (0.5) (43.7) 352.5
Net fair value losses on cash flow

hedges - - - (1.4) - (1.4)
Net fair value gains on equity

investments classified as FYTOCI - - - - 11.5 11.5
Transfers to retained earrings - - - - (1.2) (1.2)
Net {decrease) / increase - - - (1.4) 10.2 8.9
At 31 December 2018 _ ] ) 7.6 225.8 163.3 {1.9) (32.49) 361.4
AL 1% January 2017 76 2220 1595 - (24 4) 3647
Net far value losses on cash flow

hedges - - - (05) ©5)
Net fair value losses on equity

nvestmoents classified as TYTOC! - - - - 179 (179
Transfers to retained earnings - - - - 14 (14)
Net decrease - - - 05) 19 3) 198)
Transfers from retained earnings - 38 38 76
At 31 December 2017 76 2258 163 3 {05) 437) 3525

COMTENTS
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18. Reserves (continued)
In accordane oower v the Banks arbcles o association, T por cont ol the Bank™ nor proht tor Lhe ye o s regun ad Lo be
transferred to each of the compulsory and voluntary reserves Transfers to the compulsory reserve are required until such
time as this reserve represents 50 per cent of the issued share capital of the Bank The voluntary reserve may be utilised at
the discretion of the Board of Directors The compulsory reserve may be utilised as per the terms of the Bank’s articles of
assoclation
19. Dividends
Hodrade ds icpo.cid nre-pect of toe finanost years ended 21 Decermnber 2018 and 317 December 2017
20. Net interest incomne
Year ended Year ended
31.12.18 311217
Us$ millions Us$ milions
Interest income
Placements and ather igud assets 187.1 1136
Investment secunlies 1255 863
Leans and advances 452.2 3953
Total interest income 764.8 595 2
Interest expense
Deposits from banks and custormers 368.4 2353
Secunities sold under agreernents to repurchase 20.3 109
TOSU I al 1l 102.4 959
Total interest expense 491.1 3421
Net interest income 273.7 2531
Itere-lmeamo o oo o d areanc e neludes as orgnation lees b Tormoann edra par of P eefiect venleresl tale
of the loan
The increases 1n inlerest ncame on placements and other liguid assels, and interest expense on deposils from banks
and customners was principally due to an inciease in depesits from customers dunng the year ended 317 December 2018
reflec ing a lughes lesel of depo L actiat, by the Tro L Londen Lased o beerhare Cof Interrahicnal Ban - (ol Larited
This also accounted far an increase in cash and other iguid assets The increases in the average volume of cash and other
liquid assets, and deposits from customers is set out In note 40
Accrued interest on impaired and past due loans mcluded in inlerest income for the year ended 31 December 2018
amounted to mi (2017 nil) There was no accrued but uncollected interest included ininterest income on past due loans or
past due investment securities tor either the year ended 31 December 208 or 31 December 2017
21. Fee and commission income

Fee and commission income
Comnissions on letters of credit and guarantee
Investment banking and managemaont fees
Loan carmmitiment fees
Loan agend y fees
Retad fees
Ol her fee and commission ncome
Total fee and comimission Ncome
Fee and commission expense
Net fee and commission income

Year ended
31.12.18

US$ millions

31.2
24.4
3.9
1.2
0.8
1.7
63.2

(2.0)
61.2

Year cnded
311217

Ust mllens

336
144
32
13
07z
16
743
(7
720

[
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23

22,

23.

24,

Fee and commission income (continued)

Investment barking and manapgement fecs comprise fecs iclating Lo the provision of nwestrnent management and financal
services, Including aseet and fund management, underwriling: activitios, ard services relating Lo strucluied financing
prevatisations, nlial publbic of fenngs, and mergers and scgquisilions

Investment banking and management fees for the year ended 31% December 2018 included fee income relating to the
Group’s Niduciary actrvities samountieg to US319 3 muilion (2017 5%256 8 miliony The decrease in invesiment banking
and management fees was principally due to a lower level of investment in funds managed by the Group, and lower
performance related fees reflecting the challenging murket e wironment prevailing durnng the year ended 31+ December
2018

Fee and commission expense principally comprises secunty custody fees and bank charges and cormmissions

Foreign exchange income

Foreign exchange incorme prncipally comprses customer-imitiated forepn exchange contracts wh ch have beer offset in
the market with matching contracts There 5 no remanmg market risk asscclated with thesa offset castomer related
foreign exchange contracts

Foreign exchange includes spot and forward foreign exchange contracts, and currency futures and options

Trading income

Year ended Year ended

31.12.18 311217

us$ millions Us$ midtions

Interest rate dertvatives 6.0 66
Equity secunties 3.4 30
Debt securities 0.2 03
Managed funds (0.2) 20
Commodity cptions 0.1 o1
9.5 130

Trading income comprises gams and losses arising both on the purchase and sale, and from changes in the farr value, of
trading nstruments, together with the related interest income, interest expense and dividend income Trading income
accordingly incorporates all income and expenses related to the Group's trading activities

Interest rate denvative income principally comprises customer-inibiated contracts which have been offset m the ma-ket
with matching contracts There is ne remaming market risk associated with these contracts

Cther income

Year ended Year ended

31.12.18 311217

US$ millions US$ miilions
Reocoverices on preoviously written off assets 26.7 18
Dividends on equity investrments classified as TVTOL 8.6 69
Net realised losses on investment debt secunities - 0.4y
Realised lows onwaitteri oft asset - (10}
Sundry income 0.2 02
35.5 75

Recovenies an previously w itten off assets comprise recovernies on assets that 1ad previousty been edier writlen off or
transferred to the memorandum records

Cootdririne
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24.

25.

26.

26.1

Other income (continued}
Net realised losses on investment debt securities for the year ended 31" Decernber 2017 principally related to the sale of
securities due 1o credit concerns

The realise d loss on vritten oft a-set for tf o yeor onded 31 December 2017 related to a contractual conditional partiat
wite ol on 2 on o which the conditions wore met by the caslo - ¢ dunne the y car

Operating expenses
Operat g expensos ne urded USE7 4 llor of exceprconal expent ey vidich are sre-offF nalare

Segmental information

Segmental information is presented in respect of the Group's business and geographical segments The primary reporting
formiat, basnes - segments reflects the manner ir whicl firancizhirfarmation s eval ated by the Board of Ducctors and
the Group Management Committee

Business segments
For financial tepart ng oarpo-es the Groin, s argane ed o o mam cperanng segments

Whole- e bankog the prodsion of wholesale comimenc ac marciy ar d otrer crearr faclities tor co porate and
institutional custemers

- Treasw the crovsicn el abic o rar ge o treas oy a o capital M producis cnd ~e vces to corporato 2 d Bnarca
institution clients, money market, proprietary investment and trading activities and the management of the Group’s
balance sheet, including funding
Aot nanagen.ent a1 ves e DERGng the proasion of Cssel ong fund managoment sorvices, and of ranga
dvison g s ces relatiree Lo stiuctared Tina ey pre alis: tions, bl pubibe offeags and o gers end sogueibions
Hesd o coand supnarl unts mcome =osnne on L weestrient of the fionps net free sapid -1 funds ind expenee
incurred by support units, Including the investment in the retail banking strategy prior ta the launch of all planned retail
banking preducts and services

The res ol reported for U e cousingss ~opments are based o the & ouptanternal Baons al -ooorbng systene stnch report
interest revenue and inlerest expense on a net basis The accounting policies of the segments are the same as those
appbed nthe | iopareaon o thiese consolcGated friaraasl s latements and are ot out nonote 7 Trarsaction s bolveeen
business segments are conducted on normal commercial terms and conditions Transfer pricing between the business
units 1s based on the market cost of funds

Segment results, assets and llabilities compnise itemns directly attnibutable to the busimess segments Liabilities reported

for hiead ofte ¢ ard ~uppor L coils compre e retad rebsted coposts anco semon tevr opanes feorhies aind related accrecd
interest, the cost of which Is recharged to the relevant operating business segments

[ANEN]
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26. Segmentalinformation {continued)

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

Asset
management
and Head office
Wholesale investment and support
banking Treasury banking units
Us$ millions US$ milliens Us$ millions Us$ mitlions
2018
Net interest Income 152.1 89.1 - 325
Total incormne 2155 116.7 24.0 423
Segment result (177.6) 106.2 39 (152.7)
Taxation chérge
Net iIncome after tax
‘Ssglment asset§ 9,935.1 17,117.4 75.2 418.4
Segment habilities 2,234.1 18,272.5 - 4,843.3
Totat equity
Total habilities and equity
2017
Net interest income 1471 797 01 262
Totalincome - 1866 1005 375 357
Segment result 1060 909 201 (1404
Taxation charge
Net income after tax
Segment assets 10,150 3 14,802 3 685 . 450 2
Segment liabilities 1,1488 17,4235 - 4,488 1

Total equrty
Total labilites and equity

26.2 Geographical segments

98

Total
us$ mitlions

2737
398.5
(220.2)

(6.8)
(227.0)

27,546.1
25,349.9

2,196.2
27,546.1

2531
3603
766
©6)
700

254713
23,0604

2,4109
254713

Although the Group's four 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 in which transactions are booked and

incorne 1s recorded was as follows -

Total income

US$ mitlions

GCC 325.2
Other countries 73.3
3985

2018
Total assets

US$ millions

18,729.5
8,616.6
27,546.1

Total income
LSS millions

2758
845
3603

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

2017
Total assets

US$ rmullions

18,4932
69781
25,4713

[SFEIARIEY



GIB

Annual Report 2018 a5

Notes (o the consolidated financial statements
For the year ended 31* December 2018

27.

Risk management

The principal risks associated with the Group’s businesses are credit risk, market risk, hgquidity risk and operational nsk The
Group has a comprehensive risk management framewcrk in place for rmanaging these risks which 15 constantly evolving
as the business activities change 1n response to credit, market, product and other developments The nisk management
franeaoik s prrded by a numoer of overnding ponciples including the form ddelinihon of risk managen ent goverane e, an
evaluation of risk appetite expressed in terms of formal risk imits, nsk oversight independent of business units, disciptined
risk assessment and measurement including Value-at Risk (VaRy methodologies and portfolic stress testing, and risk
dreerafication The Boord of Directors set the Croups averall nck purarmeters ond nsk tolerancer aned the significant nsk
managerment policies A Board Risk Policy Commuttee reviews and reports to the Board of Directors on the Group’s risk
profie and risk tabi-g ar inaties including approsang oblipo” brmit by rating ndusiry and geograpay, and the review of
ratng back tewing exersees A Management Co = mittee chaired by the Group Chief Executine Officer hos the prirmary
responsibility for sanctioning risk taking activities and nisk management policies within the overall nsk parameters and
tolerarces defined by the Bowrd of Drectors A Croop Ri-x Cotaruttee u-der tne charmanshyp of the T hvef Rick Gificer and
comprising the Group’s most seniar risk professionals, provides a forum for the review and approval of risk measurement
methodotogies, sk control processes and the approval of new products, ncluding approval of LGDs and eligible collateral
for ECL calculations The Group Risk Committee also reviews all nsk policies and limits that require the formal approval of
the Management Committee The nsk management control process 1s based on a detailed structure of policies, procedures
and imits, and comprehensive risk measurement and management mformation systems for the centrol, monttonng and
reporting of risks The Prowvisioning Committee approves the categorisation of an exposure as stage 1, stage 2 or stage
3 Periodic reviews by internal auditors and regulatory authonties subject the nsk management processes to additional
scrutiny which help to further strengthen the sk management enviranment

The principal risks associated with the Group's businesses and the related rnisk management processes are described in
detall in the Basel 3 Pillar 3 disclosure report in the Annual Report, and are summarnsed below together with additional
guantitative analyses -

27.1 Credit risk

Credit nsk 1s the risk that counterparties will be unable to meel ther obligations 1o the Group Credit risk anses principally
Do the Oroupts, e dingg ard mvestr ent act il es 0 addit on to ether transachicns mvolvngg both o ane off-balance
stect hiraruic hnstegrment < n luding the spoce Cnsk tor cquit sinstrumients Disoplined processes arcnjpdace at both t e
business unit and corporate level that are intended to ensure that nsks are accuralely assessed and properly approved and
monitored Formal credit hmits are applied at the individual transaction, counterparty, country and portfolio levels Overalt
CRposure s e sleg cval tated 1o cnstne g broad dversificatior of Ceotosk nieoredit maragenie Tt poee -1 velves tne
monitoring of concentrations by preduct, industry, single obliger, risk grade and geography, and the regular appraisal of
counterparty credit quatity through the analysis of qualitative and quantitative information

it nshos etwety oo sged ond ngoror sy mcnitarerd g accordanee wilt well detned crecil policies ) d procedares,
Prior to the approval of a credit proposal, a detalled credit nsk assessment 1s carmned out which includes an analysis of
the ob 1yor fnsnceal condition araet po-t o7, busioess anvirenment ard o ity of miznagemier o The 1 5o ensrien”
cencrate- At e gl ciedis rekoat g Tor each esposure, which tHert- ine credr coproval secicon and the rerme 2nd
conditions of the transaction For cross border transactions an analysis of country nsk s also conducted The Group bases
its credit decision for an individual counterparty on the aggregate Group exposure to that counterparty and all its relaled
entities Groupwide credit imit setting and approval authonsation requirements are conducted within Board approved
guidelines, and Lhe measurement, monitaring and control of credil exposures are done on a Groupwide basisina consistent
manner

Thior e gt patesats | oil et s forc pn Cache o pe ard dernebiee Francial b vnent g g b e ot

master netting agreements and collateral arrangement s

R R S A P AR T SRR YR L O
W de e g e Ther the s ot delandtona s o b e e enb Do ceeone s s et conth s nee il 0 e o
the v e nedero e e B e P nbenober Chor s ccwant o b Ele s bont nedue s L efteet

This includes both quantitative and quabtative information and analysis based on the Groups histonical expetience and
taking nto cansideration both internal and external indicators and expert credit assessment and inclusion of forward
lockng mformation

iy L P L (RUTI RO R A it I T R T i B T Y T A E (I R
T S A | P by [T R O I L e e T T L A S T e ey
connbene b g el ity vl el b s s [ R G R ST AT B TS T S SO T T R S SERTY IR T
detenarated where they have been downgraded 6 nolches, 5 notehes, 4 notches and 3 nolches respectively since atial
LB T T T T O T O T T O e T B B O L I N NN O N A 5l

ERRP]
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27.

27.1

Risk management (continued)

Credit risk (continued)
Debt investment secunties are considered to have low credit risk when thewr credit risk rating 1s equivalent to aninvestment
grade rating or a debt investment security with simiar credit nsk characternistics

The criers for deternuring whether credit sk has increased significantly vary by portiote and mclude gquantitative
changes in the probability of default (PDs) and qualitative factors, including whether the exposure has been watch-listed,
whether the exposure 1s more than 30 days past due and as a backstop based on delinquency

Definttion of default

The Group considers a financiai asset to be in default when the borrower 15 unlikely to pay it credit obligations to the
Group In full, without recourse by the Group to actions such as lquidating coilateral, or the borrower 1s past due more
than 90 days on any credit obligation to the Group In assessing whether a borrower s in gefault, the Group considers both
qualtative factors such as breaches of covenants and quantitative factors such as overdue status and non-payment on
another obligation of the same 1ssuer to the Group

Incorporation of forward-looking information

The Group incorporates forward-looking information into both its assessment of whether the credit nsk of an instrument
has Increased signihcantly since s winal 1ecogmtior and its measurement of ECL Based on advice from the Chief
Economist and consideration of a variety of external actual and forecast information, the Group formulates a fundamental
view of the future direction of relevant economic variables as well as a reasonable range of possible scenarios

The Group has dentted cconcmic factors such as the irtersationat Monetary Tund (IMFP) trends<in fiscal balances and
GDP growth in key markets of the Kingdom of Saudi Arabia, United Arab Emirates and United States of America as well
as the views of the Chief Economist Given the nature of the Group's exposures and availability of histoncal statistically
reliable information, the Group derives the point-in-time (PIT} probability of default (PD) using the through-the-cycle (TTC)
PD data published by Standard & Poars (S&P) for each rating category The Group uses the Vasicek model to ink the TTC
PDs with forward tooking econormic factors to drive PIT PD estimates for each rating category The Vasicek model takes
into consideration forward looking econamic forecasts under three scenarios (base case, negative case, and positive case),
historical economic data, the asset correlation of each rating category {as per the Basel IRB economic capital formula),
and TTC PDs for denving PIT PDs The relationship between the economic factors and default and loss rates have been
developed using internal historncal data and relevant external market data

Measurement of ECL

The key input parameters into the measurement of ECL are the probability of default (PD), loss given default (LGD) and
exposure at default (EAD) These parameters are dernved from internally developed statistical models, other histoncal data
using both internal and external factors, and mcorporates forward-looking information

Pl estimates are estimates al a corlan date, and are caleulated using Stardaid & Poors recovery studies data after
consideration of the contractual matunties of exposures and esbimated prepayment rates and are denved using the
Vasicek model

The PIT PD estimates are canverted to cumulative PIT PDs for exposures that have tenors in excess of one year and that
are assessed on fetime PDs The lifehime PDs are calculated by compounding the 12 month PIT POs

LGD 15 the magmitude of the likely loss if there 1s a default The Group estimates LGD parameters based on the history of
recovery rates of claims agamst defaulted counterparties, based on historical data using both internal and external factors

EAD represents the expected exposure in the event of a default The Group dernves the EAD from the current exposure
to the counterparty and potential changes to the current amounts allowed under the contract inciuding amortisation
The EAD of a financial asset s s gross canying amount Sor lending commuwtments and financial guarantees, tne EAD 15
converted ko balance sheet equvalents

Subject to a masamwum of 12-maonth PD for financial assets for which cred't ~sk has not significantly increased, the Group
measures ECL considering the risk of default over the maximum contractual penod over which it 15 exposed to credit nsk

Where modeling ot a parameter s carmed out wn a collective basis, the financial instiuments are greuped on the basis of
shared rnisk charactenstics including mstrument Lype, credit nsk ratings and geographic location of the borrower

CCHTENTS
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27.

27.1

a}

Risk management (Contirived)

Credit risk (continued)

The Group calculates PIT PD estimates under three scenarios, a base case, negative case and positive case A probability
welghted ECL 1s then calculated by assigning probabilities, based on current market conditions, to each scenaric At 317
December 2018, the probabilities assigned to the base case, negative case and positive case scenarnos were in the ratto of
50 35 15 respectively (2017 50 35 15)

reafed hnonme! asset

The cartractuclterns ¢ f adesn 1 ay ke mcd hed for 1 number of ressens including chianging m~rket cond ons and other
ractors not relates to the ~ reent or potential credit detenioranion of a cu~ramer When the terins of 2 finaneinl asel are
medified and the mcdificati=n toes not revult in deeccgn bon the determnat on of whether the a-«ets credit ri-k ha~
merear ed signibo ity reflecs ¢ comparison of ite remzinng bfetime PD at ke repo ting date basec or modified tem- s,
with the remaining ifelime PD estimated based on data at initial recognition and the original contractual terms

The Crong enepoliates o2 to curtame < o firar cnb dficoties to maxnise collection opportunds oo and rranse
the nisk of default The Group granis forbearance on a selective basis if there is evidence that the custormer has made
all res~onakle effort, o onour the Lrgmal contractual tev 5 and the customeor « especled 1o be atle to mect the
ased Ler s Forbearance s aooalitarve  deator of o serfcant inGiesse i credit - sk and o Costomier would reed o
dermonstrate consistently good payment behaviour over a period of Uime before the exposure 1s no longer considered to
be credit-impaired, ar in default, or the PD has decreased such that the provision for credit-imparrment reverts to being
measured at an amount equal te the 12 month ECL

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

31.12.18 311217
US$ millions Us$ millions
Balance sheet items:

Cash and other liquid assets 5,114.2 37685
Securities purchased under agreements to resell 1,015.9 8550
Placements 6,770.8 65,0332
Trading securities 177.7 1918
Investment secunities 3,897.2 39938
Loans and advances 9,817.8 10,0431
Accrued interest recevable 265.8 2147
Total on-balance sheet credit exposure 27,0594 251001

Off-balance sheet items
Credit related contingent items 4,536.4 50279
Foreign exchange related ems 192.4 592
Denvative related tems 429.4 2784
Equity and commadity contracts 18 18
Total off-balance sheet credit exposure 5,160.0 5,367 3
Total gross credit exposure 32,2194 30,467 4

(A
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27. Risk management (continued)
27.1 Credit risk (continued)

b) Credit risk profile

102

The Group monitors, Mmanages and controls credit nsk exposures based on an internal credit rating system that rates
individual ohhgor- based on a raling ~cale from 1 to 10, subject (0 poritive ) and negative () modifiers for rating grades
2 to 6 The internal credit rating 1s a measure of the credit-worthiness of a singte obligor, based on an assessment: of the
credit risk relating to senior unsecured, medium-term, foreign currency credit exposure The primary objectives of the
internal credit rating system are the mantenance of a single umiform standard for credit quality measurement, and to serve
as the primary basis for Board-approved risk parameters and delegated credit authorrty limits

The internal credit rating system also serves as a key input into the Group's rnisk-adjusted return on caprtal (RAROC)

performance measurement system

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

Internal
Internal rating grade classification
Investment grade
Rating grade 1 Standard
Rating grade 2 Standard
Rating grade 3 Standard
Rating grade 4 Standard
Sub-investment grade
Rating grade 5 Standard
Rating grade 6 Standard
Rating grade 7 Standard
Classified
Rating grade 8 Substandard
Rating grade 9 Doubtful
Rating grade 10 Loss

Fitch and
Standard &
Poor’s

AAA
AL

BBB

BB

CCC

cC

Moody's

Aaa
Aa

Baa

Ba

Caa

Ca

COMHEME
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27.

Risk management {continued)

27.1 Credit risk (continued)

b)

Credit risk profile {(conLinued)

The o caitnsh predle based o m crondoredit rabings was as Tulldaws

Stage 1 (12-month ECL)
Rating grades 1 to 4-
Rating grades 5+ to 5
Rating grades &+ to 6-
Carrying amount (net)

Stage 2 (Lifetime ECL but not credit-impaired)
Rating grades 4 to 4-

Rating grades 5+ to 5-

Rating grades 6+ to 6-

Rating grade 7

Carrying amount (net)

Stage 3 (Lifetime ECL and credit-impaired)
Rating grade 8

Rating grade 9

Rating grade 10

Carrying amount (net)

Other credit risk exposures
Equity investments
Performance bonds
Carrying amount

Placements,
reverse repos
& other liquid

assets

Us$ millions

12,636.6
252.0
12.3
12,900.9

12,900.9

Securities
US$ mitlons

3,481.4
247.3

3,728.7

168.5

168.5
3,897.2

The above analysis & repoiled net of the following provisions for imparrment -

Stage 1
Stage 2
Stage 3
Total

(4.5)

(a.5)

Loans and
advances

Us$ millions

6,165.4
2,809.8

84.2
9,059.4

24.3
262.2
3425
103.3
7323

12.8

13.3

26.1

9,817.8

(30.5)
(110.1)
(623.3)
(763.9)

103

31.12.18
Credit-
related

contingent
items

Us$ milliens

2,612.3
714.8
38.7
3,365.8

0.2
45.2
1135
0.5
160.2

64.0
318
20.6
116.4

894.0
894.0
4,536.4
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27.

Risk management (continued)

27.1 Credit risk (continued)

b)

Credit risk profile (continued)

Placements,
reverse repos
& other bquid

assets

Us$ millions

Stage 1 (12-month ECL)

Rating grades 1 to 4- 10,5330
Rating grades 5+ to 5- 991
Rating grades &6+ te &- 246

Rating grade 7 -
Carrying amount (net) 10,656 7

Stage 2 (Lifetime ECL but not credit-impaired)

Rating grade 4-

Rating grades 5+ tc 5-

Rating grades &+ to 6-

Rating grade 7 -
Carrying amount (net) -

Stage 3 (Lifetime ECL and credit-impaired)

Rating grade 8 -
Rating grade 9 -
Rating grade 10 -
Carrying amount (net) -

Other credit risk exposures

Equity investments -

Performance bonds -

Carrying amount -
10,6567

Securities

US$ mullions

35938
2293

38231

1707

170.7
39938

The above analysis 1s reported net of the following provisions for impairment -

Stage 1 -
Stage 2 -
Stage 3 -
Total -

(45)

(45)

Loans and
advances

US3$ millions

59457
3,064 2
1144
Q2
9,124 5

107
3639
3214
1038
7998

500
288

1188

10,0431

{46 3)
(106 3)
(261 0)
(413 6)

104

311217
Credit-
related

contingent
items

Us$ millions

32125
5352
624

38101

03
475
1704

2182

529
123

0.4
656

32
9308
9340

50279

The 7-rated stage 1 exposure at 31¥ Decernber 2017 largely related to a past due but not impaired loan exposure

guaranteed by a government export credit agency

Stage 3 financial assels repre~ent as-ets for which there 1~ ohjective evidence that the Croup wiil not collect all arnount~
due, Including both principal and interest, :n accordance with the contractual terms of the obligation

COMBERITS
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27.
27.1

b)

9)

d}

27.2

a}

Risk management (continued)
Credit risk (continued}

Credit risk profile (continued)

The Group holds collateral aganst loans and advances in the form of physical assets, cash deposits, securities and
guarantees The amount and type of collateral is dependent upon the assessment of the credit nsk of the counterparty
The market / fair value of the collateral 1s actively monitored on a regular basis and requests are made for additional
collateral in accordance with the terms of the underlying agreements Collateral 1s not usually held against securities or
placements and no such collateral was hetd at either 31+ December 2018 or 31 " December 2017

The Group held collateral amounting to US$40 S milllon that was considered as a credit enhancement and hence reduced
tt e ECL of stawe 3fimancinlasers 5t 317 Decernber 2018 (2017 US$36 9 million)

Lnanalys s of the - edil nmic nsespect of foreig - exchasygre and dervative fnancal s burerts -cet outinne e 31 v hile
tme rouoral and b wep Med oo ares for of Sbalhnce - eet cred -related nnar sl etrurcents are set catinnole 37

Credit risk concentration

The Croup hortor Coire b Ao as £ f et rse by wector and by gecp-tphie Zcatine Theandostialclesncat o o' fown-
and advances 1s set aut In note 10 2 The geographical disinbution of risk assets s set cut In note 28 An analysis of the
credt tk reczect oficiey neschonge nd derseat ve nnondial notiumer s s set cut mnctc ol

Settlement risk
Settlement risk Is the risk of loss due to the failure of a counterparly to honour its obligations to deliver cash, secunities. or
other assets as contractually agreed

For certain types of transactions, the Group miligates this nisk by conducting settlements through a settlement or cleaning
apent L ovsure thet 3tade s settied ony vooen oot Coarhics have S Rlled shor contisctunl settiemenrt oblhp-tions
Settlement hmits form part of the credit approval and limit monitonng process

Market risk

Market nisk s the risk of loss due to adverse changes In Interest rates, foreign exchange rates, equity prices and market
concilions, such as iguidity The principal market risks Lo which the Group 1s exposed are interest rate risk, foreign exchange
rsk and equity price nsk associated withits trading, investment and asset and hability management activities The portfolio
offect of ol ng a discrsifiod ramge o insliumenes 2eooss @ va ety of Losancssen ona geegsapt e arcas conteboto to 2
reduction in the potential negatve impact on earpings from market risk factors

Trading market risk

The Group’s trading activilies principally comprise trading in debt and equily secunities, foreign exchange and derivalive
Dhace @ nbuments Detgatve et ol nsbourm ents e lode tutures doresard s seaps and options o the mteres| rate,
foreign exchange, equity, credit and commodity markets The Group manages and controls the markel risk within its
trading portfolios through it structures of both a VaR and non-VaR nature Non VaR hased constraints relate, inter alia,
to positions, volumes, concentrations, allowable losses and matunties VaR 1s a risk measurement concept which uses

Gl aode s toostirnle by pneertovel of o nfedene ¢ e masamone potential cpatnee st arpe nlo ke
el potTela g s spenlrd Do Bonenn il e [oa g er s bt Cne et g p e s e o
that Lthere are himitations ta the VaR methodology These imitations include the fact thal the histoncal data may not be the
Best fromgy o Bubere e oot The s aonp pelon wrep b Dack bes bngees e <o b mprpaie acba bore it el

losses with the VaR estimates to monitor the stalistical validity of the VaR model VaR s calculated based on the Group's
market risk exposures at the close of {he business each day Intra day nisk levels may vary from these reported at the end
of U oy dnadd Bron ow e v ey o d e peaifind cor fulone e ie el e ol topt red by tee i n cthodoleg o Ve et
ameasure of the absclute lmit of matket sk and losses i excess of the VaR amounts will, on occasion, arse To manage
the risk associated with extremie market mavernents, the Group conducts stress testing which measures the imparct of
simulated abnormal changes in markel rates and prices an the market values of the portfolios The composition of the debt

I T IS ATt A L T N PR R TS RETI R

IO T P e T TS N AR T B U A R SR o o Y B N LR T Ta PR L

exchange and denvative trading contracts, s sel out innote 31
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27.

Risk management (continued)

27.2 Market risk (continued)

a)

b)

27.3

Trading market risk (continued)
The VaR for the Group’s trading positions, as calculated in accordance with the basis set out 1 note 34, was as follows -

2018 2017
31.12.18 Average High Low 31.1217 Average High Low
US$ millions US$ millions US$ miluons US$ millions  US$ miions  US$ millions  US$ milions  US% mullions

Total VaR 35 2.4 3.7 1.8 18 18 25 01
Tatal undivers hod
stressed VaR 9.8 7.2 10.5 5.1 51 41 5.3 03

Non-trading market risk

Structural interest rate risk arises 1n the Group’s core bafance sheet as a result of mismatches in the repricing of interest
rate ~ensitive finnclal aswets and labilities The associated interest rate rnsk 15 managed within VaR inute and through
the use of models to evaluate the «ensitpaty of earnings to movements innterest rates The repricing profile and related
Interest rate sensitevity of the Groups inancia 3 ets and babidities are wet out in note 30 Movements in the far value of
equity investment securities are accounted for in other comprehensive income The Group does not maintain material
foreign currency exposures ingeneral the Groups policy s tomatel financial a--ets and | abilities in the same currency or
to mitigate curency nsk through the use of curtency swaps Detals of sigidicant foreign cur ency net apen po~it ons are
setout innote 315

The rmigre signiticant market risk retated activities of a non trading nature undertaken by the Group, the related rsks
as-octated with those at tivities, and the types of dervative fmancial instrumerts used to manage and mitigate such nishs
are summarised as follows -

Activity Risk Risk mitigant
rManagement of the returm on vanable  Reducea prafitabmity due fo @ farlin Receve fied intorost rate sweaps
rate assets funded by shareholders’ short-term interest rates
funds
Fixed rate assel~ funded by floating Sensitivity to Increases in short-term  Pay [ xed interes! rale swaps
rate habilities interest rates
investment 1n foreign currency assets  Sensitivity to strengthening of US$ Currency swaps

against other currencies
Profils prencrated i forcign cuirencies  Sensibivity to strengthening of US$ Forward foreign exchange contracts
against other currencies and purchased currency opltions
Liquidity risk

Liguidhty nisko s the sk that suficient funds are not available to meet the Croups inancial obligations ona punctual bass
as they fall due

Liguidity management policies are designed to ensure that funds are avallable at all imes to meet the funding requirements
of the Group. even in adverse conditions N aormal conditions the aljjective s Lo ensure thel there are ~uflicient funds
avatable not only to meet current financial commitments but alse to facilitate bu- ness expansion These objectives are
et through the application of prudent iquidity controls These controls provide security of access 1o funds without undue
exposure to increased costs from the iquidation of assets or the aggressive bidding for deposits The Group's bguidity
controls ensure that, over tre short-term the iuture profile of cash flows “rom matunng assels 1s adequately malched
to the rmaturity of labilities Liquidity controls also provide for the maintenance of a stock of iguid and readily realisable
assets a-d a diversified depostt base o tetrs of both matunties and renye of depositors

The management of liguidity and funding 1s primarnly conducted in the Group's ndividual geographic entities within lmits
set and approved by the Board of Directors The hmits take account of the depth and hquidity of the market in which the
cnlity operates [Lis the Groups yreneral pohioy taat each geoprashic entily skodld be scil - fhaentin relabion to fundigy
ILs own operations

COHITHTS
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27.

27.3

27.4

275

Risk management (continued)

Liquidity risk (continued)
The Group's ligudity management policies include the following -

- Lhe morenng of 0y fitic contraciaal cast Mo as agnnst app oved il = and () the ‘ceel of igad resowecos svalable
N astress event,

- the monitoring of balance sheet hiquidity ratios,

- the monitonng of the wovrce s of funding i order to encore toF Bonding e Aenivess from a dwversihed eangie of sonrees

- the moniloning of depositor concentrations in order to avord undue reliance on individual depositors,
the momntena~ce of a saticfactcry leso af termn finarncing

- the maintenance of appropnate standby funding arrangements, and

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

The Group has established approved limits which restrict the volurme of habilities maturing in the short-term Anindependent
Heb Miar apernent fnchion micenterst e faite cash tloa nvatonty orefite age st appaoved i onodaly Lases The cash
fleress e omite ed apor stomets 2peleng to both daly ard curmulat ve «ash flows aeournng oeer a 30 dey perea The
lggedchit s et e s that toonet cash ovtlows over o 30 Tay _enod Jo mat excecd © o chgible stock of - vnbatile hepag
resauiee- The s flov anglyor s gt eo mronitorcd i Aasveekly casm by e Assets and sl s Coramttee (ALCO)

Costor crdoponte forma e’ ©ant oAt

[

e ro S fands g T e Gro pplacosconsiderablenr orouneo oo aint - g
the sotality of bolhte ers omes cnd o torsark derose- Too tatahiy of de po-its Ao sends eno vantaning confidence o

the Geenpt hio-ne sbetrongtt crd hinaner b iranspoarene y

The oty profio of sesets aed Ibpmes oo gur o nate 20 Ap snsbh o of debd arvesionent cocunties by rating
classfica on s seoaulimnnte 77 )

Operational risk
Operationatrisk s 1he risk of unexpected losses resulting fromnadequate or failed internal controls or procedures, systems
Fatiies Trand, business rtemrepuor convplancs breachos hunae enor manapemen tadure on inadeguato staffiong

Aframework and methodology has been developed to identify and control the vanous operational risks While operational
risk cannot be entirely eliminated, it 1s managed and rmiligated by ensuring that the appropriate infrastructure, controls,
systerns, procedures, and tramed and competent people are in place throughout the Group A strong internal audit function
makes op . ban ndependenl apprasals o tie cont ol ersaomment i albidenbhicd nsk sreas Acceguatey te-ted eonbingene y
arrangements are also In place to support operations in the event of a range of possible disaster scenanacs

Capital management
The Group’s tead regutator, the Central Bank of Bahrain (CBB}, sets and monitors capital requirements for the Group as a
whole The parent company and individual banking operations are directly supervised by therr local reguiators

Lo cigned to oo e ast e nete 31 che caanp eepted Bael 5o pital Lacoprioy tnanean sk sl aliece o

January 2015 as required by Lhe CBB

In applying current capital requirements, the CBB requires the Group to mamtam a prescribed minimum ratio of fotal
regulatory capital Lo total risk weighled assets The CBB's mimirmum risk asset ratio 1s 12 5 per cenl compared to a
rminimum ratio of 8 per cent prescribed by the Basel Committee on Banking Supervision The Greup calculates regulatory
capital requirements for gencral market rish i its trading poitichos using a Value-at-Risk modet and uses the CBB
prescribed risk weightings under the standardised approach to determine the nisk-weighted amount s for credit nisk and
S T T e B T LT S T e B N N T L B L TS LT S e P T B O A P KL I P
E ] B P o S G N PR TR A TP I RS N A [T L N

ST TR T B T S U O T L A L N R ST

[ RIS (A [ RE AN S L R T S ANE TR | B S ST ve v do b Abepd b peectetond s e e s e
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27.

Risk management (continued)

27.5 Capital management (continued)

28.

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

- Tier 1 capital, compnsing i1ssued share capital, share premium, retained earmings and reserves, adjusted to exclude
revaluation gains and losses ansing on the re neasurement 'o fair value of dervative cash flow hedyi~g transactions

- Tier 2 capital, comprising qualilying subordiraled term finance and stage 1 and stage 2 impairment provisians for lcars
and advances, after applicatle hawcuts and celing Iimitations

The CBB applies various limits to elements of the regulatory capital base The amount of innovative tier 1 secunties cannot
exceed 15 per cent of total tier 1 capital, qualifying tier 2 capital cannot exceed tier 1 capntal, and qualifying subordinated
term finance canrot exceed 50 per cent of ter 1 capital There are also restrictions o0 the amount of stage 1 and »tage 2
impairment provisions that may be ncluded as part of tier 2 capital

The Group's risk exposures are categonsed as either trading book or banking book, and risk-weighted assets are determined
according to specined requirements that seels to reflect the va-ying tevels of nsk attached to asset- and off-balance <heet
exposures

The Croup® policy s ta mamtain a streng capital base su as to marrtan investor, creditor and market conhidence and Lo
sustain the future development of the business The impact of the level of capital on shareholders' return s also recognised
as welt as the need to mantain a balance between the higher returns that might be possible with greater gearing and
the advantages and security afforcon by a sound caoital position The Group managies its capital structure and makes
adjustments to the structure taking account of changes in econormic conditions and strategic business plans The capital
structure may be adjusted through the dividend payout and the 1ssue of new shares

The Group complied with all externally imposed capitat requirements throughout the years ended 31'* December 2018
and 31" December 2017

There have been no matenal changes in the Group's managerment of capital during the years ended 31" December 2018
and 31 December 2017

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

Geographical distribution of risk assets
31.12.18 311217

Placernents,
reverse Credit-
repos & related
other liquid Loans and contingent
assets Securities advances items Total Total

US$ millions US$ millions US$ millions US$ millions US$ millions  US$ mullions

GCC 4,301.2 2,778.0 9,603.6 4,104.6 20,787.4 20,0957
Other Middle East & North Africa - 3.5 2.0 1.2 6.7 299
Europe 7,028,5 385.4 137.7 156.0 7,707.6 6,787 4
North America 1,238.7 430.6 28.3 267.5 1,965.1 20177
Asia 3325 465.2 46.2 71 851.0 9629
Latin Amenca - 12.2 - - 12.2 197

_:_l2,9_0(_).9_ 4,074.9 9,8617.8  4,5364 31,3300 299133

CANTENTS
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28

29.

Geographical distribution of risk assets (continued)

At 31" December 2018, risk exposures to custorners and counterparties in the GCC represented 66 3 percent (2017 67 2
percenty of lotaly k< assets the sk assat orofile raflects the Groups = iratepie Tocus anvhols ~asle banki oy activitics int o
GCC states

Flacoments rever-0 jepo- and other hpnd assots exposu ¢ o Lurope privepally compo-ord expeosu m Lo fiannial
mstitutions located in the United Kingdomn, Netherlands, Switzerland and France

An analysis of dervative and foreign exchange instruments is set cut In note 31
Maturities of assets and liabilities

The rmatunty protle of the ca 1yirg a nount o1 z--et- habiit e~ and caty bied onthe confrectual motonty ditec voae
as foliows

Over
Within 4 months Years Years 5 years
3 months to 1 year 2and 3 4and5 and other Total

US$ millions  USS millions  US$ millions  USS% milbons  US$ millions  US$ millions

At 31° December 2018

Cash and other liquid assets 5,017.6 96.6 - - - 5,114.2
Securities purchased under

agreements to resell 5959 420.0 - - - 10159
Placements 5,627.1 1,143.7 - - - 6,770.8
Trading securities - - 13.0 - 164.7 177.7
Investment securities 149.5 380.0 568.1 575.5 2,224.1 3,897.2
Loans and advances 4,056.0 1,9029 1,897.6 919.2 1,042.1 9,817.8
Other assets 4118 50.1 11.9 13.7 265.0 752.5
Total assets 15,857.9 3,993.3 2,490.6 1,508.4 3,695.9 27,546.1
Deposits 16,623.3 3,948.0 119.8 3.5 - 20,694.6
Secunities sold under agreerments

to repurchase 359.3 376.1 - - - 735.4
Other iabilities 333.5 44.3 8.4 2.8 1859 581.9
Termi financing - 923.2 1,612.0 557.2 245.6 3,338.0
Equity - - - - 2,196.2 2,196.2
Total liabilities & equity 17,316.1 5,291.6 1,740.2 5705 2,627.7 27,546.1

At 31* December 2017
Total assets 13,3720 38780 3,279 2 1,796 2 3,145 9 25,4713
Total labilitics & cquity 16,4350 37578 1,384 0 1.0818 28127 254713

The asset and babiity maturiLies presented n the table above are based on contractual 1epayment arrangements and
e etedo et ke oo ol tecfroct e e o of oo o dicatod by 0 Canne de s b to b, e
Formal hguidity cantrols are nevertheless based on contractuat assel and liability maturities

[T
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29. Maturities of assets and liabilities (continued)
1ie gross cash flows payable by the Group under financial Fabilities, based on contractual matuniy dates, was as follows -

Over
Within 4 months Years Years 5 years
3 months to 1 year 2and3 4and5 and other

US%$ millions  US$ millions  US$ milliens  USS millions  US$ millions

At 31% December 2018

Deposits 16,975.6 4,151.6 120.0 3.7 -
Securities sold under agreements to repurchase 365.1 384.8 - - -
Term financing - 976.5 1,705.1 589.4 259.8
Denvative financial instruments
- contractual amounts payable 128.8 217.0 429.4 3025 324.6
- contractual amounts receivable (166.6) (215.5) (397.7) (257.4) (252.2)
Total undiscounted financial liabilities 17,302.9 5,514.4 1,856.8 638.2 3322

At 31 December 2017

Deposits 156026 27559 47 3 39
Securities sold under agreements to repurchase 7330 406 1 - - -
Torm financing 268 7058 1,402 2 1,132 8 1891
Denvative iinancal instromenls
- contractual amounts payable 100 3 1571 2613 1731 1928
- contractual amounts receivable (70 5) (125 5) (207 5) (124 6) (133 1)
Total undiscounted financial liabilities 16,3922 3,899 4 15033 1,185 2 2488

Information on the contractual terms for the drawdown of gross loan commitments 1s set out in note 32

The figures in 1he able abuve do not agree ducctly te the canying amounts in the conseidated statement of financial
Posion as ticy ncorporate all cash lows, onan undisceunted basis, iclated Lo both prinapal as well es those associated
with future coupon and interest payrments Coupons and interest payments for peniods 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 sheet
date

A maturity analysis of denvative and foreign exchange instruments based on notional amounts 1s set out in note 31 3

COMTEN:
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30.

Interest rate risk
Uoorep cngpooole T gescts and hanihiues catepones arnd ogoity weore as follows -

Non-interest
Within Months Months Over bearing
3 months 4to6 Ttol2 1 year items Total

Ust millions US$ millons  US$ millions  US$ millions  US$ millions  US$ mullions

At 31 December 2018

Cash and other iguid assets 5,001.4 96.6 - - 16.2 5,114.2
Securities purchased under

agreements to resell 595.9 3200 100.0 - - 1,015.9
Placements 5627.1 589.3 554.4 - - 6,770.8
Trading securities 13.0 - - - 1788 177.7
Investment sccurities

- Fixed rate 75.0 50.1 143.1 573.0 - 841.2

- Floating rate 2,861.3 30.7 - - (4.5) 2,887.5

Equities - - - - 168.5 168.5

Loans and advances 8,762.5 1,177.4 18.5 - (140.6) 9,817.8
Other assets - - - - 752.5 752.5
Total assets 22,936.2 2,264.1 816.0 573.0 956.8 27,546.1
Deposits 18,159.7 2,013.3 401.8 119.8 - 20,694.6
Securities sold under agreements

to repurchase 735.4 - - - - 7354
Other habilities - - - - 581.9 581.9
ferm financing 3,338.0 - - - - 3,338.0
Equity - - - - 2,196.2 2,196.2
Total liabilities & equity 22,233.1 2,013.3 401.8 119.8 2,778.1 27,546.1
Interest rate sensitivity gap 703.1 250.8 414.2 453.2 (1,821.3) -

Cumulative interest rate
sensitivity gap 703.1 953.9 1,368.1 1,821.3 - -

At 31 December 2017

Curmulative interest rate
sensitivity gap 3480 11187 14775 2,1666

Foo e s et s o or e e na ng et ol to b e oy Dt enl o cpe n e dele Dor vt o T s o pe e
that have been used for asset and lability management purposes to hedge exposure Lo interest rate nisk are incorporated
acttb ey prelte colthe el Lo dhedpea ane et aned b e The e Toelrapn e st it se ity ok Lae o
Lol Sreche fr ey nong g Tese DEea g teng

The substantial magonty of assets and habibties reprice wathin one year Accordingly, there s imited exposure 1o interest

e The |l nfeve rate b bryens ane 7 oo b ot b et cre Lkt repnoir o sroble repr e et
Hhe mcst ond cf i o et tee o 0t e o i nd ot e AL D Pere e 2008 dEe s Ve
chp e e I N LA G T ETE P I  [ TO L AT A0 B AL R O BT Gk L N R TR U SAOTR AN 1 B T S 1 AR A R ST PR AT

por toho value 1esulting from a4 100 basis point change nyield More piecrely indolla terms, the price value of a basis point
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30.

31.

interest rate risk (continued)

Based on the repnang profile al 314 December 2018, and assanming that the financial assets and labilitics were to rermain
until matunty or settlement with no action taken by the Group to alter the interest rate nisk exposure, an smmediate and
sustained one per cent increase In Interest rates across all maturities would result 1n an increase 1n net income before tax
for the following year by approximately US$18 5 milion and an increase 1n the Group’s equity by U5%$17 6 million The
impact on the Groups equity represents the commulalive effect of the incre2se in interest rales over the entire duration o}
the rrismatches in the repricing profile of the inferest rate sensitive financiar assets and labilities

The Value-at-Risk by rnsk class for the Group's trading positions s set cut in note 27 The market nisk relating to dervative
and foreign exchange instruments classified a~ FYTPL 15 set out 1 note 31

Derivatives and foreign exchange instruments

The Group utilises dervative and foreign exchange instrurments to meet the needs of its custorners, to generate trading
revenues and as part of its asset and hiability management (ALM) activity to hedge 1ts own exposure to market risk Derivative
nstruments are contracts whose value 15 denved 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 Dernvatives and
foreign exchange are subject to the same types of credit and market nsk as other finanaal nstruments The Group has
appropriate and comprehensive Board-approved policies and procedures for the control of exposure to both market and
credit nsk from its derivative and foreign exchange activities

In the case of dervative transactions, the notional principal typically does not change hands It s simply a quantity which
15 used to calculate payments While notional principal 15 a volume measure used in the derivative and foreign exchange
markets, it 1s neither 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 to the settlement date Credit nisk amounts
represent the gross unrealised gains on non-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) dervative markets Exchange traded
instruments are executed through a recognised exchange as standardised contracts and pnmarnly compnse futures and
oplions OTC contracts are oncculed between two countorpastios who negotiale specific agreement termes, including
the underlying instrurment, notional amount, matunty and, where appropriate, exercise prnce In general, the terms and
conditions of these transactions are tailored to the requirernents of the Group’s customers although conform to normai
market practice Industry standard documentation 15 used, most commonly in the form of a master agreement The
existence of a master netting agreement s intended to provide protection to the Group in the event of a counterparty
default

The Group’s principal foreign exchange transactions are forward foreign exchange contracts, currency swaps and currency
options Forward forcign exchange contracts are agreements 1o buy or sell a specified quantity of foregn exchange on a
specific fulure date al an agreed 1ate Acurrency swap involves the exchange, or notionzl exchange, of equivalent ameunts
of twe currencies and a commitment to exchange interest periodically until the principal amounts are re-exchanged on a
spectfied future date Currency options provide the biyer with the night, but not the obligation either to purchase or setla
fixed amount of a currency at a specified exchange rate on or before a specified future date As compensation for assuming
the option nisk, the option selier (or wnter) recerves a prermium at the start of the option period

The Group’s principal interest rate-related dervative transactions are interest rate swaps, forward rate agreements, futures
and options Aninterest rate swap s an agreement between two parties to exchange fixed rate aod floating rate interest oy
means of periodic payments bated upon a notienal prncipal ameunt and the interest rates defined n the contract Certain
agreements combine interest rate and foreign currency swap transactions, which may or may not include the exchange of
prncipat arounts 10 a torward rate agreement. two parties agree a future settlement of the difference between an agreed
rate and a future interest rate, applied to a nctional pnncipal amount for an agreed peried The settlement, which generally
occurs at the start of the contract peried, 1s 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 for the delivery of a standardised amount
of a fixed Income sceunty ¢f trne deposit at a future ~pecificd date Interest rate options, including caps, figors ang co'lars,
provige the Buyer with the nght, but not Lhe ob yiation, cither to purchase o <ol ananterest rate financialnstromer t at 2
speciied price or rate on or befure a spec Tied Tuture catle

The Group's principal equity-related dervative transactions are equity and stock index options An eguity option provides
Lhe buryer with the rghit, but not the oohgation, onthes to purchase or sell a specified stock or index al 3 specif od poee or
level on or cofure a speaifisd future date

ComdTenIS
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31.

Derivatives and foreign exchange instruments (centinued)

The Group buys and sells credit protection through credit default swaps Credit default swaps provide protection against
the decline in value of a referenced asset as a result of credit events such as default or bankruptcy Itis similar in structure
to an eption whereby the purchaser pays a premium to the seller of the credit default swap in return for payment related to
the deteoralion i value of the referenced avsel Credil defmule <woaps pochased and so o by the Group are clas-ilied as
dervative financizbinstaiments

31.1 Product analysis

The table below summanses the aggregate notional and credit risk amounts of foreign exchange, interest rate and
commodity contracts

Notional amounts Credit risk
Trading Hedging Total amounts
US$ millions US$ miltions Us$ millions Us$ millions
At 31* December 2018
Foreign exchange contracts,
Unmatured spot, forward and futures contracts 14,025.6 - 14,025.6 1916
Options purchased 67.6 - 67.6 0.8
Options written 67.6 - 67.6 -
14,160.8 - 14,160.8 192.4
Interest rate contracts -
Interest rate swaps 5,570.3 13,618.9 19,189.2 256.5
Cross currency swaps 4243 - 424.3 -
Ophons, caps and floors purchased 1,573.2 - 1,573.2 172.9
Oplions, caps and floors written 1,573.2 - 1,573.2 -
9,141.0 13,618.9 22,759.9 429.4
Eguity and commodity contracts -
Options and swaps purchased 72.8 - 72.8 1.8
Options and swaps writien 72.8 - 72,8 -
145.6 - 145.6 1.8
23,4474 13,6189 37,066.3 623.6
At 31* December 2017 16,7290 12,6291 29,3581 3394

There s no credit risk in respectl of options written as they represent obligations of the Group

At 31 December 2018, Lhe Value-at-Risk of the foreign exchange, interest rate and equity and commedily trading
contracts analysed in the table above was US$0 1 midbion, US$0 1 million and nil respectively (2017 U530 1 million, mil and
milrespectively) Value at Riskis a measure of market nsk exposure and represenls an estimate, with a 99 per cent level of
confrdence of the potontal lo s hatmegns srec il e poaten veretobe eld unchzaged for ton con ecutee b s
days The estimate s based on a twelve month histonical observation penod of unweighted data from the DataMetrics data
sel

31.2 Counterparty analysis

Financial 31.12.18 311217

sector Corporates Total Total

Us$ millions Us$ millions US$ millions Ust millhons

OLCD countrigs 4579 116 4695 2271

GCC countnes 18.8 135.2 154.0 112 3
Other countries - 0.1 0.1

476.7 146.9 623.6 3394
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31.

31.3

31.4

315

316

Derivative and foreign exchange instruments (continued)

Maturity analysis

Year 1 Years 2 & 3 Years 4 & 5  Over S years Total
Us$ milliens US$ millions US4 millions US$ millions US$ millions

At 31* December 2018
Foreign exchange contracts 14,156.4 4.4 - - 14,160.8
Interest rate contracts 9,859.1 3,1845 3,561.8 6,154.5 22,7599
Equity and commodity contracts 77.2 68.4 - - 145.6
24,0927 3,257.3 3,561.8 6,154.5 37,066.3
At 31 December 2017 18,3636 35407 26170 48368 29,3581

The Group's dernvative and foreign exchange activities are predominantly short-termin nature Transactions with maturities
over one year principally ropresent cither fully offseu Lrading tran<actions or transaclions that arc designated, ard qualify,
as far value or cash flow hedpes

Fair value analysis

31.12.18 311217
Positive Negative Positive Negative
fair value fair value fair value fair value
Us$ millions Us$ millions Us$ millions US$ milliens
Der vatives classified as FVYTPL -
Foreign exchange contracts 4.7 4.1) 131 (127)
Interest rate contracts 144.3 (136.6) 1257 (115 5)
Equity and commodity contracts 3.7 (3.8) 33 (33
152.7 (144.3) 1421 (131 5)
Derivatives held as fair value hedges -
Interest rate contracts 66.4 - 401 -
Amount included in other assets / (other liabilities) 219.1 {(144.3) 1822 {131 5)

Significant net open positions
There were no signilicant denvalive tradimg or foreign currency net open pastlions at either 31 Decermber 2018 or at 317
December 2017

Hedge accounting
The Group effers fixed rate Lability and aswet products to clientsin the norrral course of busimess The nteiest rate recerved
or paid 15 fixed for the term of the trorsactior, exposing the Group to mnterest rate nsk dunng the Ufe of the transaction

In order to rmitigate this interest rate rmarket nsk exposure, the Group uses interest rate swaps in one-to-one, one-to-many
and marny-to-many relationships The denvilive products effect.vely tie a floating nterest rate to the fixed rate client
transaction The hedging item is executed at the same tirme that the client- related transaction, the hedged item, 1s booked

Generally, the hedging item executed exactly matches the cnitical terms of the hedged item, that being the normmal valtue,
currency, trade date and matunty date and hence the hedge ratio s expected to remain close to 100 per cent The hedging
relationslup s generally Fighly effect.ve because the criticas terms of the instruments match at neeption @nd witl rterman
eflective thioughout the contractual tenm of the deivative untd matunty The critical terms are reviewed every reporting
date to ensure that the match persists

The Group's derivative instruments are also subject to credit nsk Credit nsk can anse on both the hedging instrument
and the hedged itemn in the form of counterparty credit nsk or the Groups own credit nsk The Group mitigates its credit
exposure through the use of master netting arrangements and collateral arrangements as set out innote 27 1 and credit
nisk s therefore, unlikely to dominate the change in fair value of such hedging instruments

CONTEHS



Glg

No

Annual Report 2018 115

tes to the consolidated financial statements

For the year ended 31" December 2018

31.

31.6

Derivative and foreign exchange instruments (continued)

Hedge accounting (continued)

The hedging relationship 1s tested at each reporting date by comparing the fair value of the hedging instrument with that of
tre b dyrod instiument asare-ult of trote tmp there < = doviat onto the hedge ratio thea meffectiveness o recopinises
in the consolidated statement of income The hedging relationship 1s subseguently either rebalanced or discontinued n
accordance with the Group's Board-approved policies and procedures

The hedp ngoirstiuments congise Bede es of fland ate o et el ixed 1ate yabiley prosnets wvathott e follovany mat iy
profile -

Year 1 Years 2 & 3 Years4& S  Over S years Total
US$ millions uUs$ millions US$ millions Us$ millions Us$ millions
Notional amaunts
At 31% December 2018
Fixed rate asset products 3,762.0 7331 378.0 2,123.8 6,996.9
Fixed rate habdity products 55093 609.2 503.5 - 6,622.0
At 31* December 2017
Fixed rate asset products 30460 12564 5627 1,340 4 6,2055
Mxed rate labilly products 5,386 9 5331 5036 - 64236

Gains and losses recognised in the consolidated statement of income relating to far value hedging relationships were as
follows -

2018 2017
4s%$ millions Us$ millions
Net gains an derivatives fair value hedging instrurments 26.7 158
Net losses on hedged itermns atlributable to the hedged nsk (26.7) (15 8)
The notional amount, fair values, and changes in farr vatues of hedging instiuments for the year ended 317 December 2018
e ascthe hare for e e hedpe incffectiere owere as follow-
Noticnal Fair Changes in
amount value fair value
Us$ millions US$ milliens US5$ millions
At 31° December 2018
Financial assets
Interest rate contracts 7,875.4 80.4 26.7
Financial liabilities
Interest rate contracts 5,643.5 (5.8) -
13,618.9 74.6 26.7
At 31¢ December 2017
Financial assets
Interest rate contracts 895006 537 125
Financial liabilities
Interest rate contracts 36785 (b5 8) 33
12,6291 A7 9 158
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31.6 Hedge accounting (continued)
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The carrying amount, accumulative changes in fair values, and changes in fair values of hedged instruments fer the years
ended 31% December 2018 and 31 Docervber J01 7 vsed as the bass for rec ogrsing hedge meffectiveness were as

follows -
Notional Fair Changes in
amount value fair value
Us$ millions Us$ millions US$ millions
At 31* December 2018
Financial assets
Placements and securities purchased under agreement to resell 3,039.1 (0.5) 0.8
Loans and advances 484.8 (10.3}) (2.5}
investment securities 3,473.0 (65.6) (25.5)
6,996.9 (76.4) (27.2)
Financial liabilities
Deposits and securities sold under agreement to repurchase 6,151.5 (0.3) (1.9)
Senior term financing 470.5 2.1 2.4
6,622.0 1.8 0.5
13,618.9 (74.6) (26.7)
At 31* December 2017
Financial assets
Placements and securities purchased under agreement to resell 2,784 2 (13) 01
Loans and advances 474 4 (78) 14
Investment securities 2,9469 40 1) (12 3)
6,2055 (49 2) (108)
Financial liabilities
Deposits and securities sold under agreement to repurchase 56030 16 20
senior Lerm financing 8206 ©3) (7 Oy
64236 13 50
126291 (47 9) (15 8)
Ihere wore noirelioctive s ions ol convative fan value or cash Bow hedging transac tions recognised n the consobidated

staternent of iIncome in ether the years ended 31' December 2018 or 31" December 2017

CONTIMGS
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32.

33.

34,

Credit-related financial instruments

Credit-relaten faancabinst-omerts i clude commilments 1o exlong crodit, slandby lettess of srodit and guarantecs siick
are desy ned Lo meel the Tinancing reguircment= of customers The credit rislcon 0 esc Lrarsachions s gencratly ess thar
the contractual amount The notional principal amounts of outstanding credit related contingent items and the nsk-
weighted exposures calculated in accordance with the CBB's Basel 3 guidelines were as follows -

31.12.i8 311217

Notional Risk- Notional Risk-

principal weighted principal weighted

amount exposure amount exposure

US$ millions Us$% millions Us$ millions Us$ mitlions

Direct credit substitutes 780.8 765.1 €723 654 3
Transaction-related contingent items 1,959.7 772.4 20207 7852

Short-term self-hguidating trade-related contingent
items 290.6 46.1 5152 878

Commitments, Including undrawn loan commitments
and underwril ing commitments under note
issuance and revolving facilities 1,505.3 691.5 1.8197 8302

4,536.4 2,275.1 50279 23575

Commitments may be drawndown on demand

Direct credit substitutes at 31 . «wee—hor 20712 mcluded hnatcrel suarentor - awountiog by USzebh 2 milion (G177
Us3oi4as miam hinancial suarantees may be called oo comang Provisions eoelation to arcitaeleted fnancal
instruments at 31 December 2018 amounted to US$88 2 million (2017 US$19 1 million)

The notional principal amounts reported above are stated gross before applying credit nsk mitigants, such as cash coliateral,
guarantees and counter-indemnities At 31° December 2018, the Group held cash collateral, guarantees, counter
indemmitses or other high quality collateral in relation to credit-related contingent items amounting to US$342 4 million
(2017 US$330 7 rrullion)

Contingent liabilities

The Bank and its subsidianics are engaged 1n litigation in vanous jurisdictions The litigation involves claims by and against
Group con panics ahich Fove o ome mtre ordic ary course of busness The director of the Bank after reviewsiy, the claims,
ROl gy aga nist Grows conp ey 2nd bared i the adace of relevant pofestioral legal advirors aie sat shed that the
suteome ol these clanm, s all net b ose s modenal adverse effect en the finZnowe posibhion of the Creup

Capital adequacy

Ihe e padepted theo B catal edag ey ramewo bowthiefigct tror 1 Janvary 2015 The CBB's Basel 3 gudelnes
Lecarme e et v 2 January 2015 as the common frarmework for the implementation of the Basel Committee on
Banking Supervision’s {Basel Committee} Basel 3 capital adequacy framework for banks incorporated in the Kingdom of
Bahrain The Group complied with all externally imposed capital requirerments tor the yeais ended 31 December 2018 and
31' December 2017

RN
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The nisk asset ratio calculated in accordance with the CBB's Basel 3 guidelines was as follows -

Regulatory capital base
Tier 1 capital
Total equity
Tier 1 adjustments
Tier 1 capital
Ter 2 capital
Stage 1 and stage 2 loan prowsions
Tier 2 capital
Total regulatory capital base

Risk-weighted exposure
Credit risk
Balance sheet items
Cash and other iguid assets
Securities purchased under agreements to resell
Placements
Investment securities
Loans and advances
Other assets, excluding derivative-related items

Gif-balance sheet items
Credit-related contingent items
Foreign exchange related items
Interest rate-related items
Equity and commodity contracts
Repo counterparty risk

Credit risk-weighted exposure
Market risk

General market risk

Specific market rsk
Market risk-weighted exposure
Operational risk
Operational risk-weighted exposure
Total risk-weighted exposure

Tier 1 risk asset ratio
Total risk asset ratio

Notional
principal
amount

US$ millions

5,114.2
1,015.9
6,770.8
3,897.2
9,817.8

533.4

4,536.4
14,160.8
22,759.9

145.6

31.12.18
US$ millions

2,196.2

2,196.2

145.2
1452
2,341.4

Risk-
weighted
exposure

US$ millions

102.3
4.3
1,063.0
1,006.8
9,2975
645.4
12,1193

2,275.1
52.4
265.4
1.2

353
2,629.4
14,748.7

575.3
78.8
654.1

705.5
116,108.3

13.6%
14.5%

Notionai
principal
amount

UsE millions

37685
8550
6,0332
35938
10,0431
4037

50279
82695
209154
1732

311217
LIS$ mslbons

241089
24109

1526
1526
25635

Risk
weighted
exposure

US$ millions

1180
78
1,083 4
11705
95159
7089
12,6045

2,3575
422
2590
04
306
2,6897
15,294 2

3796
906
4702

6459
16,410 3

14 7%
15 6%

[SINITRNIS
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34.

3s.

36.

Capital adequacy (continued)

For regulatory Basel 3 purposes, the Group has adopted the standardised approach for credit sk as mandated by CBEB for
all locally incorporated banks For market risk, the Group uses the internal models approach GIB applies the standardised
approach for determining the capital requirernent for operational risk

In accordance with the capital adequacy guidelines of the CBB, revaluation gains and losses ansing on the remeasurement
les fair volue of denval vo codh Mowe edaing Irersacticns are exclode d frem tier 1o capial while wire~isel groins i
[ossen ars ng an the temensurement fo far vilue of equity mvestent <ecanties clashed as fair v lue throush other
comprehensive income (FYTOCI) are included in tier 1 capital

The Group calculates the regulatory capital requirement for general markel risk using a Value-at-Risk model The use of
the internal model appreach for the calculation of the capital requirernent for general market rnisk has been approved by
the Bank’s regulator, the CBB The multiplication factor to be applied to the Value al Risk calculated by the internal model
has beenset al 30 (2017 3 0} by the CBB, representing Lhe regulatory mimimum The CBB market risk framework includes
metrics such as a ‘stressed VaR' measure in Lthe calculation of the regulatery capital requirernent

varug at Hiss - calculated baceo ona By sercer teonbdence lovel, aten-doy horoirg penad and o te elve-month ustorica
abservation period of unweighted data from the DataMetrics regulatory data set Correlations across broad risk categones
ate oxchided Prescnbed asd flons mresp e b or speifie 1« ar2 pm-ds tethe gene a matket sk The terbltant  neasuie of

market nisk s multiplied by 12 5, the reciprocal of the 8 per cent international mimnimum capitat ratio, Lo give market risk-
weighted exposure on a basis consistent with credit nsk weighted exposure

The regulatery capital requirernent for operational nsk s calculated by the Group in accordance with the standardised
apoate el The reguatey yoaptal regquircme it - eclcalated bases on rrangeod  otacacoicns ragn g rom 12 0o R por
conl, ppasa tathe -uerago rnoe s cen o for e preccdng hree fnar Gal years foreachiofl oghil prevsefl cd Bosiness nes

Fiduciary activities

T e Group condoc - mvenrmenl management and ether Cducrary 2o v nes on benalf of cien < Asocts he g trost er
ima Nduca sy cupacty 2re nel ac oty o7 the o 2red accordimgly heve nol beo o cloceozin tb corsolidated Ninancial
staternents The aggregate amount of the funds concerned at 31 December 2018 was U5$15,628 1 million (2017
Us$15,925 3 milben)

The Group acts as fund manager to a number of investment funds Inits capacity as fund manager, the Group is entitled Lo
performance and management. fees The Group maintains an investment in the funds

The basis for non-consolidation 1s as follows -

- The investors are able to vote by ssmple majority to remove the Group as the fund manager, without cause, and the
Group's aggregate economic nterest 1s 20 per cent As a result, the Group has concluded that it acts as agent for the
investors in these cases, and therefore has not consolidated the fund

- The Group has maority ownership of the fund, and while the fund meets the IFRS 10 critena for consolidation Lhe
Group bas decided not 1o consolidate on grounds of maternality

The maximum exposure Lo loss 15 equal to the carrying amount of the trading secuntics, which at 31 Decermnber 2018
amotnted to US$104 1 million (2017 US$107 O mullion)

Related party transactions

The Group 1s owned by the six Gulf Cooperative Councilt (GCC) governments, with the Public investment Fund holding
a majority (97 2 per cent) controlling stake The Public Investment Fund 1s an investment body of the Kingdom of Saudi
Arabia At 31 December 2018, the Group reported depoesits and therr related interest expense of US$1,663 5 nullion and
Us$22 2 million respectively (2017 US$1,104 2 million and US$18 4 rrillion respectively)

Fhe ol st arGroocen s centhio b oty Conerello g srgabe =l L 1o v i s et ot |l
these transactions are conducted in Lthe ordinary course of the Groups business on Lerms comparable to those with othet

entities that are not government relaled
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36.

37.

37.1

37.2

37.3

37.4

37.5

37.6

Related party transactions {continued)
The compensation of key management personnel was as follows -

2018 2017

US4 milliens US$ mullions

Short-term employce benefils 13.7 126
Post-employrnent bene® s 0.7 09
14.4 135

Koy management per-annel comprise menibers of the Beard of Orectors, the Group Chief Exccutive Officer and the
Managing Directors of the Group

Post employment benelils principally compnse compensabion pad to pesso net onaetirerment or 1esignation from the
services of the Group

Fair value of financial instruments

The Groups financial mstruments are accounted for uncer the historical cost methed with the excepton of trading
securities, equity Investment secur ties and dervative financialinstrurments which are accounted for at far value The fair
value represents the price that would be received to sell an asset, or paid to transfer a liability, in an orderly transaction
between market participants at the reasurerent date Diferences therefare can anse betweenr book vatues under the
Fistorical cost method and fan value estimates Undertying the definiticn of far value s the presumption that the Group
15 a going concern without any intention or requirement to curtail materally the scale of its operation or to undertake a
transaction on adverse terms Generally accepted methods of determiming fair value include reference Lo guoted prices
(level 1 measuremient) or to the pnong preval g for similar hinancaoinstrumients (level 2 measurement) a -d the use of
unsbservable inputs in estimation techmiges such as discounted cash flow analysis (level 3 measurement)

The valuation methodologies applied are outlined below

Trading securities
The farr values of trading securilies are based on quoted prices (level 1) or valuation techniques (level 2 or 3)

Investment securities

The fair values of eguity investment securities are based on quoted prices (level 1) or valuation technigues (level 2 or 3)
The fair values of debt investment securities are based on quoted market prices (level 1} and approximate the carrying
values

Loans and advances

The fair values (lovel 2) of loans on a floatirg interest rale basis are principally estimated at bock value The faw values (level
3) of impasred loans are estimated at the recoverable amount, measured as the present value of expected future cash
flovws discountad based or the Groups weghtod avorage discaurit rate Thie fair values of fixed rate loars are ostrmatod an
adiscounted cash flow bas s ut Lung discount rates equalio prevailing markel rates of interestin Iherespective currencies
for loans of similar residual matunty and credit quality The fair values (level 2) approximate the carrying values

Term financing

The: fair value of torm hinanang is ta~ed on observable market data, ncluding guoted market prices for debt mstiuments
msued by sendarly rated ngncial mstitutions acd wit! simdar matonties, or estimated on g discounted cast flow basis
ubibsingg currently provanling <preads for borrowangs with simitas matunities The far va ues (level 23 of servar term financimgg
at 31% Decernber 2018 approximate the carrying values

Other on-balance sheet items

The far values of foreign exchange and derivalive firancial mstruments are based onmaiket prices dgiscounted cash flow
techmiques or aption pricing models as appropriate The fair values of all other on-balance sheet assets and liabilities
approxirmate their respective bock values due to their short-term nature

Credit-related contingernt items

There was no matenal fan value excess o shorttall in respect of credld related off-baianc e sheet ngnast instiument s,
which include commitrments to extend credit, standby letters of credi and guarantees, as the related future income
stieamns rafloctod contrac tuai foos amd comnussians g tually charged 2t the balancc ~heet date fur apreetnoats of <ialar
credit standing and matunty Impairment provisions made in respect of Individual transactions where a potential for loss
has beendentified aro mcluded s provisans for thermpan ont of loans and acvances

CorE
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37. Fair value of inancial instruments {continued)

37.7 Valuation basis
The valuation basas fer

At 31% December 2018
Financial assets

AT

Quoted prices
(level 1}

Us$ millions

Trading securities 151.8
Investrment secunties - equitics 130.0
Derrvative financial instruments -
financial habilities
Dernvative financial instrurnents -
At 31* December 2017
Financial assets
Trading securitics 1657
Investment sccunties eguities 108 4

Do vative Gmareshirstrumernds

Financial labilities

Diertvative fancial - or inrent- -

12l assots and inancal isbibnes coarmec b Far wiloo wea - 3= toillowe

Valuation based
on cbservable
market data
(levet 2)

Us$ millions

0.7

219.1

144.3

09

1822

1315

121

Other
valuation
techniques
(level 3)

Us$ millions

25.2
8.5

252
623

Quoted prices Include prices obtaned from lead managers, brokers and dealers Investment securities valued based on
other valuation techmigues comprise private equity investments that have been valued based on price / earnings and price

Jnenk ration e

T o0 cntatess dfr ol

toc ca sflw lochn que s oo Lhar

e et hodolosen

During the year ended 31 ' Decemnber 2018, the value of investment securities whose measurement was determined by
other valuation lechnigues (level 3 measurement) decreased by US$23 8 million (2017 decrease of US$13 5 million) The
decrease principally compnised changes in assigned valuations

Shatre o fo ot ol the oos

Secomlber 20

Sienda by po brarsters betoseen el

b e asre bl cnon oo ed dunng The yeen- ended 27 December 2018 and 31

Toand les e

yvears ended 31 December 2018 and 317 December 2017

Sor bl y ol e ey
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38.

39.

40.

Earnings per share

122

Basic earnings pershare are calculated by dividing the net ncome attributable to the shareholders by the werghted average

number of shares in 1ssue during the year

Net (loss) / income (US$ millions)
Weighted average number of shares in1ss
Basic earnings per share (US$)

ue (millions)

The dituted earnings per share 15 equivalent to the basic earnings per share set out above

Principal subsidiaries

The principal subsidiary companies were as follows -

Gulf International Bank (UK) Limited
GIB CaptalCc JsC
GIB Markets Limited

Principal activities

Asset management
Asset management and investment banking
Treasury-related

2018 2017
(227.0) 700
2,500 2,500
(0.09) 003

Country of incorporation

United Kingdom
Kingdom of Saudi Arabia
Cayman Islands

The Group's ownership interest in the principal subsidiary companies was 100 per cent for the years ended 31" December

2018 and 31 December 2017

During the year ended 31" December 2017, GIB Capitals legal structure changed from a imited bability company (L L C) to

a closed joint stock company (C J5C)

Average consclidated statement of financial position
The average con~obdated statement of finanaial position was a- follows

ASSETS
Cash and other Liguid assets

Secunties purchased under agreements to resell

Placements

Trading securities
Investment securities
Loans and advances
Other assets

Tot§l assets

LIABILITIES
Deposits from banks
Deposits from customers

Securities sotd under agreements to repurchase

Qther labilities

Sentor terin financing
Total liabitities

Total equity

Total liabilities & equity

31.12.18 311217
U54% millions US% milions
6,416.4 4,744 8
937.7 7358
5,592.9 51687
192.3 1628
3,948.0 392286
10,262.0 10,3109
697.5 5502
28,94?.8 25,5958
2,092.0 2,275 6
19,222.3 16,1226
807.6 742G
510.2 5078
3,047.4 35593
25,6795 23,207 3
2,367.3 2,3885
28,046.8 255958
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Executive summary
The Central Bank of Bahrain (CBB) Basel 3 guidelines prescribe the capital adequacy framewaork for banks incorporated in the
Kingdom of Bahrain GIB adopted Basel 3 from 1 January 2015 as required by the CBB

This Risk Management and Capital Adequacy report encompasses the Pillar 3 disclosure requirements prescnbed by the CBB
based on the Basel Committee’s Pillar 3 guidelines The report contains a descrniption of GIB's nisk management and capital
adequacy policies and practices, including detailed information on the capital adequacy process

For regulatery purposes, GIB has adopted the standardised approach for credit risk GIB uses the internal madels approach for
market rnsk and the standardised approach for determiming the capital requirement for operational risk

The disclosed tier 1 and total capital adequacy ratios comply with the mimmum capital requirements under the CBB's Basel 3
framework

GIB's total nsk-weighted assets at 31 December 2018 ameunted to US%$16,108 3 mililen Credit nisk accounted for 91 5 per
cent, market risk 4 1 per cent and operational rnsk 4 4 per cent of the total nsk-weighted assets Tier 1 and total regulatory
capital were US%$2,196 2 milion and US%$2,341 4 millicn respectively

AL 31+ December 2018, GIB's tier 1 and total capital adequacy rahios were 13 6 per cent and 14 & per cent respechively GIB
aims to maintain a tier 1 capitat adequacy ratio above 10 5 per cent and a totat capital adequacy ratio in excess of 14 O per cent

GIB wiews the Pillar 3 disclosures as an important contribution to increased rnisk transparency within the banking industry, and
particularly mportant during market conditions characterised by high uncertamty in this regard, GIB has provided more disclosure
in this report than s required 1n accordance with the CBB's Pillar 3 guidelines in order to provide the level of transparency that s
beleved to be appropriate and relevant to the Group's vanous stakeholders and market participants

All higures mesented i thas report ate as at 31+ December 2018 unless otherwise stated

CONTIMI-



GIE

Annuat Report 2018 125

Risk management and capital adequacy report
31 December 2018

1.1

a)

b)

0)

The Basel 3 framework
The CBB's Basel 3 framework 15 based on three pillars, consistent wath the Basel 3 framework developed by the Basel
Commuttee, as follows -

- Pillar 1 the calculation of the risk-weighted assets (RWAs) and capital requirement
- Pillar 2 the supervisory revicw process, iIncluding the Internal Capital Adequacy Assessment Process (ICAAR)
- Pillar 3 the disclosure of nsk management and capital adequacy infermation

Pillar 1

Palar [ prescrshies the Ba e foribe caiculstion of the regulatory captal adequacy ratic P lise 1 wecs out the defimtion and
calculations of the RWAs, and the dervation of the regutatory capilal base The capilal adequacy ratio 13 calculated by
dividing the regulatory capital base by Lhe total RWAs

with the introduction of Pillar 2, the CBB will mplement a minimurm ratio threshold to be determined for each instilution
individually, as described in more detall in the Pillar 2 section of this report As at 31 December 2018, and pending
Bl et onof the CLBs Millar 2 puidelnes 21 bk wicorporaicd mBuboarrsare regueed te miZintun a maimuny capt al
adeguacy ratic of 12 5 per cent and a tier 1 ratio of 10 5 per cent

In the event that the capital adequacy ratio falis below 12 5 per cent, additional prudential reporting requirement s apply
and a formal action plan setting out the measures to be taken torestore the ratic above the target levelis 1o be formulated
and submitted to the CBB

The table below summarises the approaches available for calculating RWAS for each risk type in accordance with the CBB's
Basel 3 capital adequacy framewaork -

Approaches for determining regulatory capital requirements

Credit risk Market risk Operational risk
Standardised approach Standardised approach Basic indicator approach
Internal models approach Standardised approach

The approach applied by GIB for each risk Lype s as follows -

Credit risk
For regutatory reporting purposes, GIB apphes the standardised approach for credit risk

The RwAs are determined by multiplying the credit exposure by a risk weight factor dependent on the type of counterparty
and the counterparty's exlernal rating, where available

Market risk

For the regulatory market risk capital requirernent, GIB applies the internal models approach based on a Value-at-Risk (VaR)
model The use of the internal models appreach for the calculation of regulatary market nsk capital has been approved by
the CBB

Operational risk

Under the CBB% Bascl 3 capital adequacy framework, all banks incorparated in Bahrain are required to apply the basic
indicator approach for operationat risk unless approval 1s granted by the CBB to use the standardised approach The
CBB% Basel 3 guidehnes do not permil the use of the advanced measurement approach (AMA) for operational risk The
standardised approach for the calculation of regulatory operational nsk capital has been approved by the CBB

O S P L T BT S Lo B RN T ) B SR A LA I S I T AISTRR PRI Colevpatedd b e et bt LT
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1.2

1.3

The Basel 3 framework (centinued)

Pillar 2
Fllar 2 defmes the proce-~ of supervisory roview of an institutians nisk management framcwork and ullimatety, its copnal
adequacy

Under the CBB's Pillar 2 guidelines, each bank 1s to be indwidually assessed by the CBB and an indvidual minimurm capital
adequacy ratio i1s to be determined for each bank The CBB Is yet to undertake the assessment exercises, which will allow
their setting of hugher mimimum cagital ratios based onthe CB3* assessmier t of the financial stre- gth and rick management
practices of tme institution Currently, pending finalivation of rhe assessment process, atl banks incorporated in Bahrain are
regured to maintain a 12 5 per cent minmum capital adequacy ratic and a tier 1 ratio of 10 5 per cent

Piltar 2 comprises two processes -

- anlinternal Capital Adequacy Assessment Process (ICAAP), and
- asupervisory review and evaluation process

The ICAAP iIncorporates a review and evaluation of risk management and capital relative to the risks to which the bank s
exposed GIB's capital assessment has been developed around its economic capital framewark which 1s designed to ensure
that the Group has sufficient capital resources avalable to meet regulatory and nternol capital requremients even during
petiods of economic or financial stress Toe capital assessment adoresses all components of GiBs r~k management fiom
the daily managernent of more materiat nisks to the strategic capital managerment of the Group

The supervisory review and evaluation process represents the CBB's review of the Group’s capital management and an
assessment of internal controls and corporate governance The supervisory review and evaluation process 1s designed
Lo ensures trat mstitutions identify ther matena pshs and alloeate adequate captal, and employ sulficiont maragenie
processes to support such nsks

The supervisory review and evaluation process also encourages mstitutions to develop and apply enbanced nsk management
techniques for the measurement and monitenng of risks In addition to the credit, market and operational rnsks addressed
in the core Pitlar 1 framework Other risk types which are not covered by the mimmum capital requirements in Pillar 1
include -

- lhguidity risk

- interest rate risk in the banking book (IRRBB})
- concentration risk

- pensicn obligation risk

- reputational risk

- information technology nsk

- macroeconormic risk

- legalrisk

- strategic nsk

These are covered either by capital, or nsk management and mitigation processes under Pillar 2

Pillar 3
in the CBB'%s Basel 3 framewaork, the third pillar prescribes how, when, and at what level information should be disclosed
about an institution’s risk management and capital adequacy practices

The disclosures comprise detaited gualtative and gquantitative information The purpose of the Pillar 3 disclosure
reguirements I1s to cemplement the first two pitlars and the assocated supervisory review process The alsclosdres are
designed to enable stakeholders and market participants to assess an institution’s risk appetite and nsk exposures and to
encourage all banks, via market pressures, to move toward more advanced forms of risk management

Under the current regulations, partial disclosure consisting mainly of quantitative analysis i1s required during half year
reporting, whereas fuller disclosure is1required to coiraide with the financial year end reporting

In this report, GIBS disclosures are beyond the mimimum regulatory requirements and provide disclosure of the nisks to
winch it exposed botihon- and off balarce sheet The disclosuies i this eport atears addition to the disclosures <ot out
Nt consohdated finane al statemoents presented i accordance veth Internationst Financial Repar timg Standargs (if RS
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2.1

2.2

Group structure, overall risk and capital management
This section sels out the consolidation principles and the capital base of GiB as calculated in accordance wath the Pillar 1
guidelines, and descrbes the principles and policies applied in the management and control of risk and capital

Group structure

T e Groups inuncd stolenenls are preparsd and publbshed on o full corabda 1on Boass o with A1 subsidianes bemng
consolidated in accordance with IFRS For capital adequacy purposes, all subsidianes are included within the Gulf
International Bank B'S C Group structure However, the CBB's capital adequacy methodology accommeodates both normal
and aggregation forms of consolidation

Under the CBB capital adequacy framework, subsidiaries reporting under a Basel 3 framework in other regulatory
unsdictions may, at the bank's discretion, be consolidated based on that jurisdiction’s Baset 3 framework, rather than based
on the CBB% guwdelines Under this aggregation consolidation methodology, the rnisk-weighted assets of subsidiaries are
consolidated with those of the rest of the Group based on the guidelines of therr respective regulator to determine the
Group's total nsk-weighted assets

GIB's principal subsidiary, Gulf International Bank (UK) Limited (GIBUK), 1s regulated by the Financial Conduct Authority
(FCA) and the Prudential Regulation Authority (PRA) of the United Kingdorn, and has calculated its nsk weighted assets in

accordance with the PRAS guidelines

The principal subsidianies and basis of consolidation for capital adegquacy purposes are as follows -

Subsidiary Domicile Ownership Consolidation basis
Gulf Internatronal Bank {(UK) Limited United Kingdom 100% Aggregation
GIBCapitalCJSC Saudi Arabia 100% Full Consalidation
GI8 Markets Limited Cayman Islands 100% Fuli Consobdaticn

No investrments in subsidianies are treated as a deduction frorm the Group's regulatory capital

Risk and capital management

GIB maintains a prudent and disciplined approach to nisk taking by upholding a comprehensive set of risk management
prlcies puccsses 1 i fs emipy e profesiasally cualiled people st tbe rppeagr ate skils pves tinggir techyoingy
and trairung, and actively promoting a culture of sound risk management at all levels A key tenet of this culture 1s the clear
segregation of duties and reporting ines between persannel transacting business and personnel processing that business
The Sroop~r sk anage ent e or derpir-ed by its 2b ity to wdentify meaure apgregate o d manage t e deferent types
of nsk it faces

The Board of Directors has created from among its members a Board Risk Policy Committee te review the Group's risk
Laking activities and report to the Board in this regard The Board has the ultimate responsibility for setting the overall risk
parameters and tolerances within which Lhe Group conducts its activities, including responsibility for setting the capital
ralio Lo pete e Boasd cevietes the Uroup ool oo koprente o d sapiinica S sk opensure s e b e Groupst nay ol
risk policies, processes and controls

Toe P aravee-nt Comnnctee ch-nen byt vt Docotee GH o o0 o thepaoe gy e woeaabglity o ~ - Jbee g
nele tok g poiic o o d stabies v otbae the tcterore s g rCd ay the eaud Bre crn ¢kl Com oidte o st the
Management Comnuttee n performing its risk related functions

The e ish ccrdter e The chemce g et rbe back Boea Tl o R et v n e TGy p s vl
senjor risk prolessionals, provides a forum for the revicw and approval of new products, risk measurement mel hodologies
and sk control processes The Group Risk Commitiee also reviews all nsk polictes and inits thal requie approval by
the s el o b Fe A DD ah bt e AL Cochiied by b s Flmar s e
provides a forum for Lhe teview of assel and iabiily activilies within GIB it co ordinates the assel and hability functions and

P A T A B R TS AT

T O L TR R TS B K AL N IV e

from a cantral perspective, the process ol nsk management 15 facilitated thiough a set ol ndependent functions, which
repott directly to <enior management These functions include Credit Risk, Markel Risk, Operational Risk Nmancial Control
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monitorng 1isks from a varnety of perspectives
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2.2

2.3

2.4

Group structure, overall risk and capital management (continued)

Risk and capital management (continued)

Internal Audit i1s responsible for carrying out a risk-based programme of work designed to provide assurance that assets
are boing safeguarded This invalves ensunng that controls are in place ang working effectively in accordanco wit™ Group
policies and procedures as well as with laws and regulatians The waork carred out by Internat Audit includes providing
assurance en [he effectiveness of the qisk management functions, aswell as that of controls operated by the business urits
The Board Audit Committee approves the annual audit plan and also receves regular reports of the results of audit work

Tre Groups policy s to mantam 4 strong captal base <o as to mamtain mvestor, creditor and market confidence and to
sustain future business development 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 CFO 15 responsible for the capital planming process Capital planning includes capital adequacy reporting and the
internal Capital Adequacy Assessment Process (ICAAP) The CFO is also responsible for the balance sheet management
framework

The governance structure for nsk and capital management 1s set out in the table below -
Board of Directors
Board Audit Committee Board Risk Policy Committee

Group Chief Executive Officer

Management Committee Group Risk Committee Assets and Liabilities Committee
{Chairman: CEQ) (Chairman: CRO) {Chairman: CFQ)

The rnisk, iquidity and capital managerment responsibilities are set out In the table below

Group Chief Executive Officer

Group Chief Financial Officer Group Chief Risk Officer
(CFO) (CRO)
Balance sheet management framework Risk management framework and policies
Capital management frameworlk Group credit control
Credit nsk
Market risk
Operational risk
Liguidity risk

Risk types

The major rnisks associated with the Group's business activities are credit, market, operational and hiquidity risk These risks
together with a commentary on the way in which the risks are managed and controlled are set out in the following sections,
based on the Basel 3 pillar in which the rnisks are addressed

Risk in Pillar 1
Fiilar 1, which forns e basis for the caleatation of the regidatory capital requirement, adarosses throe spocific risk tvpies
credit, market and operational risk

eI
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2.4

a)

b)

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

Credit risk

Credit nakos the nsloth ab g customen, court Trparty or anscuet of ~counties or othor imancid ms o ents fats to perfor
under it~ conlratonal payment oblzal ons thos ¢using Lhe Gronp 'a cu'fes aloss imies s of casto T ove o ket valne
Credit nsk 1s the predominant risk type faced by the Group i its banking, investment and treasury activities, both on-
Aaad cff-balarce cheet Where approprinte the Croug seeke to wimmue 2 ts cred t exposure nsing a vinety of techiig. e
including, but not imited to, the following -

erterng nelling agreerment- A zoun.erparties that penmit the o= etting of recevables eno ayalbles
obtaiming collateral

- seeking third party guarantees of the counterparty’s obligations

- imposing restrictions and covenants on borrowers

credit rrs act very e ncged and g0 ooty mente ed o accondance wita el aehinerd credit poliiies zna procedures
Prior te Lthe approval of a credit proposal, a detalled credit nsk assessment 1s undertaken which includes an analysis of
the ol o nnobcy cordition aeabet posibion busme = 2ovl o mert 2rc geabby of matagement The sk assess et
LOE LT 0 e pal redt riak rat i For o eoch cont=iparty dacl affects the o oe W cpa oval decison ara the te s

and conditions of the transaction For cross border transactions, an analysis of country risk 1s also conducted The credit
decision for an individual counterparty 1s based on the aggregate Group exposure to that counterparty and all its related
entilies Groupwide credit imit setling and approval authensation reguirernents are conducted within Board approved
guidelines, and the measurement, monitoring and control of credit exposures are done on a Groupwide basis ina consistent
Manner Owerat 2o pesures arc cvalLated to ensu o Proad dveraficznion of ceodr et Bater bar corcentrsbion nske by
product, Industry, single obligor, credit nisk rating and goography are regularly assessed with a view to improving overall
portfols diverale st Eqtzrlbsted Drids and acleal levels of expouure aro rcad arty revevicd by oo Choef Bk OF cer
(TRQy CHinf Iredt Officor (O8O and o hor —ember of soriar mzanagen or | All crod P oxpanures are reviewed al least
once a year Credit policies and procedures are designed to identify, at an early stage, exposures which require more
detalled monitoring and review The credit nsk associated with foreign exchange and derivative instruments is assessed in
a manner similar to that associated with on-balance sheet activities The Group principally utiises derivative transactions
to facilitate customer transactions and for the management of interest and foreign exchange nsks associated with the
Group’ fanger term lending, borrowmng and investment activities Unlike on-balance sheet products, where Lhe principal
amount and interest generally represent the maximum credit exposure, the noticnal amount relating Lo a foreign exchange
or denvative 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 markel rates plus an add-on amount commensurate with the position’s size, volatility and remaining life Dervative
contracts may alse carry legal nsk, the Group seeks to minimise these risks by the use of standard contract agreements

Market risk

Market rek s the et lo of val ot abiramcabims b — ent o a portfole of inencalire trument - as g -ecul of adwve- o
changes in markot prices and rates, and market conditions such as hquidity Market risk arises from the Group's trading,
asset and liability management, and investment activities

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

Interest rate risk results fiom exposure to changes in Lhe level, slope, curvature and volablity of interest rates and credit
spreads The credit spread risk s the risk that the interest yield for a secunty will increase, with a reduction in the security
price, relative to benchmark yields as a result of the general market moverments for that rating and class of secunty interest
rate riskis the pnncipal market nsk faced by the Group and anses from the Group's investment activities in debt secunties,
Voecbared bty o peer b c e pading, of et oo oot bioinos shoet e e s e

Foreign exchange risk results from exposure to changes in the price and volatiily of currency spot and forward rates The
prancipal foreign exchange risk anses from the Group's foreign exchange forward and denvative trading aclivities

Equity risk arises from cxposures Lo changes in the price and volatility of imdividual cquities or equity indi es

[ v oy N ST o ' “ [ R R S KT [ S Jh::::\'mpr‘.\m aos e i ka
[T I T U I P TR SO I | I N P R STH T P Y T T T AT e B O R T A I AR T e I o
cxposules, 1IN addition to the exercise of business judgement and managerment experience, the Group utiises limit structures

ncluding those relating Lo positrans, portfolios, matunties and meaximum allowable losses

A

rrm



GlB

Annual Report 2018 130

Risk management and capital adequacy report
31* December 2018

2.4

b)

<)

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

Market risk (continued)

A key element in the Group’s market nsk management framework 1s the estimation of potential future losses that may anse
from adverse rmarket movements The Group utibses Value-at-Risk (VaR) to estimate such losses The VaR 1s derived from
quantitative models that use statistical and simulation methods that take account of all market rates and prices that may
cause a change in a position’s value These include interest rates, foreign exchange rates and equity prices, their respective
volatiities and the correlations »etween these variables Effective September 2018, the Groups VaR 15 calculated Laing a
histoncal based simulation Previously, the Group’s VaR was calculated on a Monte Carlo simulation kasis using histoncal
volatiities and correlations to generate a proht and loss aistribution from several thousand scenarios

The VaR takes accourt of potentral diver-ificat on benefits of ditfe-ent posutions Both withinand across different portfolios
Consistent with general inarket practice, VaR - cormputed for all financial instiuments for which there are readily available
daily prices o suitable proxies VaR s viewed as an effect-ve nie< management tool and a valuable addition to the non-
statistically based imit structure It permits a consistent and uniform measurement of market risk across all applicable
products and actiities Exposures are monitored agamnst a range of imits both by risk category andg portfolio and are
regularly reported to and reviewed by senior management and the Board of Directors

An inherent bmitation of VaR 1s that past market movements may not provide an accurate prediction of future market
losses Historic analyses of market movements have shown that extreme market movements (e beyond the 99 per cent
confidenice levely occur more frequently than VaR models predict Stress tests are regularly conducled Lo ostimale the
potential economic losses in such abnormal markets Stress testing combined with VaR provides a more comprehensive
picture of market risk The Group regularly performs stress tests that are constructed around changes i market rates
and prices resultng from pre defined markel stress scenarios, including both hictonical and hypothetical marke! event-
Historical scenanos include the 1998 Russian crisis, the events of 9/11 and the 2008 credit cnsis In addition, the Group
performs stress testing based on internally developed hypothetical market stress scenarios Stress testing 1s performed for
ali maternal market nisk portfolios

Operational risk

Operational risk 1s the risk of loss arising frorm inadequate or falled internal processes, people and systems or from external
events, whether intentional, unintentional or natural 1t s an inherent nsk faced by all businesses and covers a large
number of potential operational risk events including business interruption and systems falures, internal and external
fraud, employment practices and workplace safety, customer and business practices, transaction execution and process
management, and damage to physical assets

Operational risk 1s a distinct nisk category which the Group manages within acceptable levels through sound operational
risk management practices that are part of the day-to-day responsibilities of management at all levels Whilst operational
risk cannot be eliminated in its entirety, the Group endeavours to minimise it by ensuring that a strong control infrastructure
1s In place throughout the organisation

The objective in managing operational risk 1s to ensure control of the Group’s rescurces by protecting the assets of the
Group and munimesing the potential for finangiatloss The Group’s risk Management approach nveolves identifying, assessing,
managing, mitigating, monitoring and measurnng the nisks associated with all areas of the Group Control assessments are
performed on ail services of the Group with the participation of representatives from the relevant businesses, internal audt,
legal and the nsk «nd finante depa-tments Varnous polic es, procedures and processes are used to mianage operational
ik ard incluge etfective wtatf trainmg appropnate controls to safeguard assets and records regular reconcibation of
accounts and transactions, appropriate budgeting, target setting and performance review, compliance te regulations, close
monitoring of nsk hnwts, soprogation of duties, and fimancial managiement and reporting In add hon, pobicies have boen
put In place to manage other control mitigation strategies for business continuity planning, insurance and legal nsk (which
includes regular reporting Lo management on legal matters)

Qualitatwve and quantitative methodelegies and tools are used to identify and assess operational nsk and to provide
management with nformation for determining appropnate mitigating factors These tools include a database of operational
risk events categorised according to business lines and operational risk event types, a record of key risk indicators, which
can provide an early warning of possible risk, and a risk and control assessment process to analyse business activities and
identify operational nsks related to those activities The management of cperational nsk has a key cbjective of minimising
thesmpact of losses sufferec in Le ner-ai cour-e of businesy fexpedted 'ossesy and Lo avold 67 reduce the Ihelihood of
suffenng a larpe extrenmic unexpected) los- There s a dedicated Ope-auonal Rislolonetion for the Group which reposts
into the Operational Risk Management Committee and Group Risk Comrmittee The Board meets on a quarterly basis and
15 updated on all relevant aspects of the business including operational nisk managerment matters High impact risks and
issues of cntical importance are reported to the Board
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2.5

a}

b)

o)

Group structure, overall risk and capital management (continued)

Risk in Pillar 2

Other risk types are measured and assessed in Pillar 2 GIB measures and manages Lhese nsk types although they are not
included in the calculation of the regulatory capital adequacy ratio Most of the Pillar 2 risks are included in GIB' calculation
of internal econormic capital Pillar 2 nisk types include iguidity nisk, terest rate nisk in the banking book, business rnisk and
concentration risk

Liquidity risk

Liqurdity ks the rsicthat cufficient funds g e not Avallable to meet the Groops i cad onligat one 09 a puctualbesis as
they fal dic The  sieneos flom the ton g deferone s bebveecs the nutunty prer los of the Gooups assot- and 1 azilines
It includes the nsk of losses anising from the following -

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

Liquidity managernent policies are designed to ensure that funds are available at allimes te mect the funding requirements
ot be Group cvcnnn ad e cardibanns 17 nomaal condibione, the objocbive 1ora e e thal these are sellcient fans -
—valaboe ot onby Lot currer s Cnanecil comumitinents Bt sl to facnta o Putmes s espansian The so obvec ves are
met through the application of prudent Liguidity conlrols These controls provide access to funds without undue exposure
to increased costs from the liquidation of assets o the aggressive bidding for deposits

T o Groups bquidity conurol en-ure that, cver he short-teme b e tature pronle of cast 94 e tom rmeatunng assots s
adequately matched to the maturity of labilities Liquidity controls also provide for the maintenance of a stock of liquid and
Cathly realacle aascls 200 dingrsae - doposi basean tons of both vsouabe s and spp o of doposalo -

The management of liguidity and funding 15 primarly conducted in the Groups indwidual geographic entities within
pareved mrts 1o hnes enstee taal e Gobradiudl e Vo s o oo g ovet toe todoven: 3Aday prenod do ast oxeecd
the eligble stock of avalable liguid resources

1 e vaners penenalpel oy oot e e g obie enaly <Bosid be sell satiicier Dinvelahion o fomd S s oan operalbon -
The Group's bguidity management policies include the following -

- the monitenng ar [y herere contractu Leas floves agamet approved hrents ar d i tre leve L of i ad e coce availatule
Inastress event

- the monitorng of balance sheet iquidity ratios

- the no tonng on the s our e of Tuncmgan cdge toenswe tho runde gt der ved from a Znve fied riny e orsansces
the monitoring of depositor concentrations in order to avoid undue reliance on individual depositors
the marmtenaee of & Zusfactory bocel of termomm ancng

- the mantenance of appropriate standby funding arrangements, and
the mamntenance of iqudity and funding contingency plans These plans identify early indicators of stress conditions
and prescribe the actions to be taken in the event of a systermuc or other ensis, while minimising adverse long term
implications for the Group's husiness activities

Interest rate risk in the banking book

Structural mterest rate risk anses inthe Group's core balance sheet as aresult of mismatches inthe repricing of intere«t rate
Sonm b B et ot L tos The ooseen ted e o b sbe ea e vt b Vor et and b e b se
of models 1o evaluate the sensitivity of earmings to movements i interest rates

Concentration risk
AU I B T O [ N A A T .n'fr‘s,r-s FL S [ A 1 I Y SO B SR DY ;\;Mh‘\in TR I LA N Y B T EET A

busimess with large customers or not being equally exposed across industiies and regions

Concentiation risk 5 captured in GIBS Pillar 2 capital framewaork thiough the usc of a credit tisk portfolio inodel which
considers single name concentrations and sector cancentrations im the credit portfoho

[ A TS L SR SR B N [ B TRT) . k CU e e ey v N T P UL I

the Board of Directars

Polential concentrationisks by product, single obligon and geography are regularly assessed with a view to improving overall
e - -
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e)

£)

]

h)

2.6

Group structure, overall risk and capital management (continued)
Risk in Pitlar 2 (continued)

Pension obligation risk
Pension obligation risk s the risk that there may be a shortfall with respect ta pension beniehits due to cmiployees/former
ernployees withi Lhe del ned benefil scheme of the Group's wholly owned subsidiary, GIBUK

As part of GIB's ICAAP framewaork, an adverse scenano s applied to the scheme’s assets and habibfies on a level of seventy
expected no more than orce i every 200 years, 1e 2995 per cent ome year confidence level

Reputational risk

Reputational risk 15 the risk of fosses resulting from adverse perceptions about the Group, its brand and franchise by its
various stakeholders that 1s caused by a variety of internal and external factors Preventive measures, including controls
and processes have been deployed to manage reputational risk These include a robust and comprehensive governance
structure, whichs based o set of well-defined policies and proc edures

Information Technology (IT) risk

Technology cotinues to play a critical role 1 tiie Bank's operations and in the talfilment of its strategic objectives The
Group has in place a sound IT and Information Security governance framework that aligns its IT strategy and Information &
Cyber Security Strategy with its overall business ohjectives

Macroeconomic risk

Macroeconomic risk retates to the risk of increasing stress levels in the principal economies i which the Group operates
These rnisks can be triggered by political uncertainties, social unrests, high/low commodity prices, excessive leverage in the
hnanetal systorm or an uncompeb Live Dusiness covironmenl. Due Lo the systemie nature of these macroecononue Lrigyors
Lhere will be an adverse impact on the Groups profil bility and capital positiors and the extent of toss would depend on the
severity of the stress event

Macroeconomic risk 1s captured in GIBS ICAAP framework through the use of stressed macroeconomic forecast to gauge
the impact of potential losses that the Group could incur

Legal risk

In the ordinary course of its busiress, a- a partcipant i the linancial services mndustry, the Group may pursue tLigation
clarms agamst turd parl es and may also have itigation claims and/or regulatory proceedings filed against 4 The Bank has
arin-house legal department cormpnaing ol quabilied legal professionals The department has pul in place adequate policics
and procedures and uses assistance of professianal legal Tnms on need Lasis, to ensure effective and efticient management
of legal nsk

Monitoring and reporting
The monrtoring and reporting of sk s conducted on a daily basis for market and hquidity nisk, and on a rmonthly or quarterly
basis for credit and operational risk

Risk reporting 15 regularly made to senior management and the Board of Directors The Board of Directors receives internal
risk reparts covering market, credit, operational and tigquidity risks

Caputal management, including regulatory and internal econormie capital ratios, 15 reported 1o semor management and the
Board of Directors on a menthly basis

COMTENTS
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3.1

3.2

Regulatory capital requirements and the capital base
This section descnbes the Group's regulatory capital requirements and capital base

The compositian of the total regulatory capital requirement was as follows -

Tocgert bt

ik, b0

Capital requirements for credit risk

® ¢ porat onal s e

133

Forregulatory reporting purposes, GiB calculates the capital requirement s for credit risk based onthe standardised approach

Liges the wtar dard ~aod appr

on- and of- atarce ~heet tres exposul s 1o Toalned 1o eqpatuie ceteg nes based

on the type of counterparty or underlying exposure The exposure categories are referred to in the CBB's Basel 3 capital
adequacy framework as standard portfolios The primary standard portfolios are claims on sovereigns, claims on banks and
claims on corporates Followng the assignment of exposures Lo the relevant standard portfolios, the RWASs are derived
based on prescribed risk-weightings Under the standardised approach, the nsk weightings are provided by 1he CBB and are
determined based on the counterparlty’s external credit rating The external credit ratings are derived from eligible external
rating agencies approved by the CBB GIB uses ratings assigned by Standard & Poor’s, Moody's and Fitch

An overview of Lhe exposures, RWAs and capital requirerments for credit nsk analysed by standard portfolio 1s presented in

the table below -

Rated Unrated Total Average risk

exposure exposure exposure weight

Us%$ millions US$ millions Us$ millions %

Sovereigns 10,392 3 - 10,392 3 1%
PSEs 198 4 - 198 4

Banks 7,5609 - 75609 23%

Corporates 32430 85,7419 12,9849 91%

Equittes 2275 2275 120%

Past due loans - 741 3 7413 33%

Other aswels 434 5395 5829 105%

21,4380 11,250.2 32,688.2 45%

[ pos e ares Lot eo a™ e g acconnd of credibe sl pobpantsoawhaore ope able The tre

s explaned in more detail m section 4 4(g) of this report
Trodetn o Sof e et e it e elatod BAT ;otercnte a0

Capital requirements for market risk

IR

Capital
RWA requirement

Us% millions US$ millions

756 94

1,714 9 2144
11,8301 14788
2734 3472

244 8 306

6099 762
14,748.7 1,843.6
reer ot Crea it it st

Sl Tad b e

GIB uses a Value at-Risk (VaR) model to calculale Lhe regulatony capital tequirements relating Lo general market nisk

The VaR calculated by the imternal model 1s subtect to a multiphcation taclor determined by the CBB GIBS multiphcation

factor ha- been set al the regulatory mmmmum of 3 0 by lhe CEB

o S P O B B O L S S (T O A F 4 [ TR O I R L AL AR (T T
multiplied by 12 5, to give market risk weighted exposure on a basis consistent with credit nisk weighted exposure

v co o mcte ks

A

ok



G

Annual Report 2018 134

Risk management and capital adequacy report
31 December 2018

3.2

3.3

3.4

Regulatory capital requirements and the capital base {continued)
Capital requirements for market risk (continued)
The RWAs and capital requirernents for market nsk are presented in the table betow -

Capital
RWA. requirement

US$ millions  US$ millions

Interest rate risk 1010 126
Equities 4616 577
Foreign exchange risk 127 16
Total generat market risk 5753 719
Total specihe market nisk 788 99

654.1 818

The general market nsk calculation includes the addition of stressed VaR in accordance with CBB guidelines

Capital requirements for operational risk

For regulatory reporting purposes, the capital requirement for operational nisk 1s calculated in accordance with the
standardised approacn Under this approacn, The Group average gross income over Lhe preceding three financisl yoars s
multiplied by a range of beta coeflicients The hela coeflficients are determuned based on the business ine generating Lhe
gross income and are prescribed in the CBB's Basel 3 capital adequacy framewoerk and range from 12 to 18 per cent

The caprtal requirement for operational risk at 31 December 2018 amounted to US$88 2 mullion

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

CET 1 & Tier1 Tier 2 Total
Us$ milliens US$ milhons  US$ millions

Share capitat 25000 - 25000
Share prermium 76 - 76
Compulscry reserve 2258 - 2258
Voluntary reserve 1633 - 1633

Retained earmings (665 2) - (665 2}
Unrealised losses from fair valuing equity investments {33 4) - (33 4
Cash flow hedge reserve (19 - as
Coliective impairment provisions - 1452 1452

Tier 1 and tier 2 capital base 2,196.2 145.2 2,341.4

common equity ties TH(CET T)and tier 1 capitalis defined as capital of the <anie or close to the character of paid up capita
and compnises share capital, share premium, retained earnings and eligible reserves Eligible reserves exclude revatuation
gains and losses arsing on the remeasurement 1o fair value of denvative cash flow hedging transactions, although mnclude
un calised gairs and losses atisimg on Lhe temeasurement Lo far value of eguity mvestment secutilics classified as fan velue
through other comprebensive incame (FYTOCI) Regulatory capital deductions are applied to tier 1 and tier 2 capital with
respect to Investment expaosures for entities where the Group does not own more than 10 per cent of the issued share
capital of the ert ty ard to tier 1 capital to exclude any outstanding cash fluw hedge reserves

Tier 2 capital comprises collective impairment provisions

The CBB applies various limits to elements of the regulatory capital base The amount of innovative tier 1 secunties cannot
exceed 15 per cent of total ber 1 capstal, qualfying tier 2 capital cannot exceed tier 1 capital, and qualifying subordinated
termm finance canrot exceed 50 per cent of tier 1 capital There are alvo restrictions on the amount of collective imparment
prowisions that may be included as part of trer 2 capital

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 requirernents are
met for subsidiary companies

LONTIHT



GIB

Annual Report 2018 13%

Risk management and capital adequacy report
31t December 2018

4.1

Credit risk — Pillar 3 disclosures
This section describes the Group's exposure to credit nisk and provides detailed disclosures on credit risk in accordance with
the CBB's Basel 3 framework in relation te Pillar 3 disclosure requirements

Definition of expasure classes

CilE bes 1 divesilied on- and off-bulance sheet credil sorfolio, tre expo~ures G which ave diaded o The coanterarty
esprnure ol nes delired oy e CBBS Ba a1 5 coapil el sdeqguar ¢ bramewericlor the <1ar dordired amproseh for cren b -« A
high-tevel description of the counterparty exposure classes, referred to as standard portfolios In the CBB's Basel 3 capital
adequacy framework, and the generic treatments, 1 e the risk weights to be used to derive the RWAs, are as follows -

Sovereigns portfolio

The sovereigns partfolio comprises exposures to governments and their respective central banks The rnisk weighls are
per cent for exposures in the relevant domestic currency, or i any currency for exposures to GCC governments Foreign
currency claims on other sovereigns are risk-weighted based on their external credit ratings

Certan multiateral development banks as determined by the CBB may be included in the sovereigns portfolic and treated
as exposures with g 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 claims on other PSEs which are assigned a 0 per cent risk weight by their respective country regutator

Banks portfolic

Clarms on banks are risk-weighted based on therr external credit ratings A preferential risk weight treatment 1s avalable
far = Tongs s o {orms Cxpurlies Sanrh Lermm e apotarCs - et d g enpee b n T T o gt e o ol three vort o,
or less

Do Bar s portobo zleomelu o clanes on nvesteaeni Trre e oare redow csthited s ed onothen eotera aredis raangs
although without any option for prefecrential treatment for short-term expasures A regulatory deduction 1s applied Lo
investment expaosures for entilies where the Group does not own moie than 1C per cent of the issued share caprtal of the
bank

Corporates portfelio

Claims on corporates are risk-weighted based on therr external credit ratings A 100 per cent risk weight 15 assigned
to unraled corporate exposures A preferential risk weighl treatment 1s avalable for certain corporates owned by the
Government of Bahrain, as deterrmuned by the CBB, which are assigned a O per cent risk weight

Equities pertfolio

The equities portfolio comprises equity investments in the banking book, 1e nthe investment securities portfolio and non
el byine erpatizs and nads o b o lrod sy portiel g Tho - edt s aahioy ree for qued by o2uwe s n the roding ook s
included in market nsk RWAS for regulatory capital adequacy calculation purposes A regulatory deduction 1s applied to
mvestment exposures for entities where the Group does not own more than 10 per cent of the 1ssued share capital of the
entity

A 100 per cent risk weight 1s assigned to listed equities and funds Unlisted equities and [unds are risk-weighted at 150 per
cent Investments nrated funds are rsk weighted according Lo thoir external credit rating

Inaddition to the standard portfolios, other expoesures are assigned Lo the following exposure classes -

Past due exposures

Al paadoe coneae e e peche ot trocaters oa e rotine ey aoa o b creparfs o ae s Tiod cena il y
under Lhe past due exposures assct class A nsk weighting of either 100 per cont or 150 per cent 1s applicd depending on
the level of provision maintamned against the loan

Other assets and holdings of securitisation tranches
Cashbalances are sisk-wrighted at © percenl, other assets arc nisk weighted ol 100 per cent A credit valuation adjustment

(CVAY 15 applicd Lo applicable dervatl ive exposures

Secuntisation tranches are risk-weighted based on ther external credht ratings and tenor Risk weightings range hiom 20
per cent to 1250 por cont

eI
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4.2

4.3

4.4

a)

Credit risk - Pillar 3 disclosures (continued)

External rating agencies

GIB uses ratings 1ssued by Standard & Poor’s, Moody's and Fitch to derive the nsk-weightings under the CBB's Basel 3 capital
adequacy framework Where ratings vary between rating agencies, the highest rating from the lowest two ratings is used to
derive the risk-weightings for regulatory capital adequacy purposes

Credit risk presentation under Basel 3
Tre crednt nisk exposures presented in this report may differ from the credit nsk exzosures reperted in the consolidated
financial statements Differerces arse due to the application of different methodologies as llustrated below -

Under the CBBs Bavel 3 framework off-balance <heet exposures are converted intc credit exposure equivalents by
applying & credit conversion factor (CCF) The off balance sheet exposure 15 mutiplied by the relevant CCF applicable
to the off balance sheet exposure category Subseguently the exposure 1 treated in accoraarce with the standard
portfolios referred to in section 4 1 of this report in the same manner as on-balance sheet exposures

- Credit nsk exposure reporting under Pillar 3 1s frequently reported by standard portfolios based on the fype of
counterparty The financial staterne~t presentation 1= based on asset (lass rather than the relevant counterparty For
exarmple a loan to a bank wo ki be classified 1n the Banks standard portfolio urder the capite adequacy frameworlk
although 15 classified in loans and advances 1n the consolidated financial statements

- Certain eligible collateral is applied to reduce exposure under the Basel 3 capital adequacy framewaork, whereas no such
collateral netting s applicable in the con<olidated financial staterments
Based on the CBB's Basel 3 guidelines, certan exposures are either included 1n, or deducted from, regulatory capital
ralher than treated as an wssel as m the comohdated Ninancizt statements

- Under the CBB's Basel 3 capital adequacy framework, external rating agency ratings are based on the highest rating from
the lowest two ratings, while for internat credit risk management purposes the Group uses the lowest rating

Credit exposure
Gross credit exposure

The gross and average gross exposure to credit nisk before applying collateral, guarantees, and other credit enhancements
was as follows'-

Gross credit  Average gross
exposure credit exposure

Us$ millians US$ millions
Balance sheet items:
Cash and other lquid assets (ncluding cash balances) 51142 64164
Secunties purchased under agreements to resell 10159 9377
Placements 67708 55929
Trading securities 1777 192 3
Investment securities 3,857 2 3,480
Loans and advances 98178 10,2620
Accrued mterest and fees receivable 2658 2268
Total on-balance sheet credit exposure 27,059.4 27,576.1
Off-balance sheet items:
Credit-related contingent items 4,536 4 4,847 6
Dervative and foreign exchange instruments 6236 494 5
Total off-balance sheet credit exposure 5,160.0 5,342.1
Total gross credit exposure 32,2194 32,918.2

CONTERT,
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4. Credit risk — Pillar 3 disclosures (continued)
4.4 Credit exposure (continued)

a) Gross credit expasure {continued)
The average gross credit exposure 1$ based on monthly averages during the year ended 31* December 2018

The gross credit exposure for dervative and foreign exchange instruments 1s the replacement cost {current exposure)
representing the cost of replacing the contracts at current market rates should the counterparty default prior to the
settlement date The gross credit exposure reported in the Lable above does not include potential future exposure Further
detals onthe ~our terparty crecht Achrelziing o oft-belarce whees esposures are et out m-echon 7 3at of ts repart

b) Credit exposure by geography

T-e claswificatinn of credis exposure by geography biased an tre locabion o thie cotnterparty wa- v folloas -
Placements,
reverse repos Accrued
& other liquid lL.oans and interest-fees Off-balance
assets Securities advances receivable sheetitems Total

US$ millions Us$ millions uUs$ milliens uUs$ millions Us$ millions Us% millions

GCC 4,301 2 27780 56036 1334 4,258 8 21,0750
Curope 70285 3854 1377 116 4 466 6 81346
North America 12387 4306 283 110 3979 2,1065
Asia 3325 465 2 46 2 50 354 8843
Latin Amenica - 122 - 1z 2
MENA (excluding GCC) - 35 20 13 68

12,900.9 4,074.9 9,817.8 265.8 5,160.0 32,2194

The MENA region cormprises Lhe Middle East and Nerth Afnica

¢)  Credit exposure by industrial sector

The class foalior e credit ox osuie Ly md sun-lse o ton was a [oll e -
Placements,
reverse repos Accrued
& other liquid Loans and interest-fees Off-balance
assets Securities advances receivable sheetitems Total

us$ millions Us$ millions USs$ millions US$ millions us$ millions USs$ milliens

Government 77079 272180 1200 276 246 10098 1
Financial services 51930 6304 1,595 4 1767 1,0808 8,686 3
Encrgy, oll and petrochermical - 3879 18117 147 8421 30564
Trading and «ervices E 1,814 2 93 544 4 2.3679
Construction - 107 5508 27 15284 20926
Transportation 17 1.486 3 72 2758 11,8710
Manufactunng 2657 1,168 3 100 3640 18080
Real estate 911 697 6 75 6O 2 8564
Agnculture and mirung 1710 10 2018 4638
Communication 205 3 P2 138 22073
Equity mvestments 3332 01 3333
Othien 362 197 2 78 1241 365 3

12,900.9 4,074.9 9,817.8 265.8 5,160.0 32,2194

ot



Gig

Annual Report 2018

Risk management and capital adequacy report
31% December 2018

4.4

d)

Credit risk — Pillar 3 disclosures (continued)

Credit exposure (continued)

Credit exposure by internal rating
Thecredit sisk profile based oninternal credil rati-gs and presented basea on the Inlernational Finaneial Repor ting Stancards

(IFRS) @ — Financial instiument s classificabion was as foliows -

Stage 1

Rating grades 1 to 4-
Rating grades 5+ to 5-
Rating grades &6+ to 6-
Carvying amount (net)

Stage 2

Ratmng grades 1 to 4-
Rating grades 5+ to 5-
Rating grades 6+ to 6-
Rating grade 7
Carrying amount (net)

Stage 3

Rating grade 8

Rating grade 9

Rating grade 10
Carrying amount (net)

Other credit risk exposures

Equity investments
Performance honds

Carrying amount

The above analysis 1s reported net of the following prowsiens for impairment. -

Stage 1
Stage 2
Stage 3

Placements,

reverse repos

& other liquid
assets Securities

Us$ millons  US% millions

12,6366 3,494 4

2520 2473
123 -
12,8009 37417

- 3332

- 3332

12,200.9 4,074.9

- @5

- (4.5)

Loans and
advances

Us$ millions

6,165 4
28098

842
905914

243
2622
3425
1033

7323

128
133

261

9,817.8

(305)
(116 1)
(623 3)
(763.9)

Accrued
interest-fees
receivable

us$ millions

2297
324
05
2626

03
14
08
06
3.1

01

01
265.8

Off-balance
sheet items

Us$ millions

3,2286
7217
388
39891

03
46 2
1135
05
160.5

640
318
206
116 4

8940
894 0
5,160.0

138

Total

us$ millions

25,7547
4,063 2
1358
299537

249
3098
456 8
104 4
895.9

768
451
206
1425

3333
8940
12273
32,2194

(350)
(110 1)
(623 3)
(768.4)

COMIECS
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4.4

d)

e)

f)

Credit risk — Pillar 3 disclosures {continued)
Credit exposure (continued)

Credit exposure by internal rating {continued)

Followang e adeplion ¢ 1FRS 9 - Toanci nstranen'~ the Graup has dassabiod credit esposires i the 1ollavang

prescribed stages -

- Stayc Licr [nenaal mstrurments v bere there 1ie 1ot been a sigh beant e egwen oreddl 1sh - nee natial recogmiiion
and that are not credrt-impaired on onigination, the Group recognises an allowance based on 12 month expected credit
losses

- Stage 2 for finencabinstiorments vohere there tas beer a agn ficant mc-essein credit -k smce mitabrecopmnion bt
they are not credit-impaired, the Group recognises an allowance for the lifetime expected credit losses
Stage 2 rar cred  rnaaned Imencaln strommencs the Croupsrecognmes thedfetin e enpected seat los es

The analysis 1s presented prior to the application of credit risk mitigation techrmiques
The Group's internal credit rating system is cormmented on in mere detail in section 4 7 of this report

Credit exposure by maturity

Toemoinn ypeoh = of funded Cedtesp o es b edone ontoctie et Cedater cas g for o
Placements,
reverse repos Accrued
& other liquid Loans and interest-fees
assets Securities advances receivabte Total

Us$ milhions US$ mitlions Us$ millions USs$ millions US% milliens

Within 3 months 11,2406 1495 40560 2218 15,6679
4 months to 1 year 1,660 3 3800 19029 440 3,987 2
Years 2to 5 - 1,156 6 28168 - 39734
Years 6to 10 - 1,789 1 8538 - 2,6429
Years 11 to 20 - 2710 843 - 3553
Over 20 years and other - 3287 1040 - 4327

12,900.9 4,074.9 9,817.8 265.8 27,059.4

AdsAdalyst- of oft Lelenco shieel oxios e s et eutin oo hen 2ot ihs ot

SCCUTLeS Co 7 01D S 2O Reat i s cs 06U s nehibs Do e SOOI ICS Tie - S0 T | o sion

Equities hetd in the banking book

Equity investment s included in investment securities in the consolidated balance sheet are included in the equities slandard
portfolio in the Pillar 1 credit nisk capital adequacy iramework Such equily investlment secuntics principally comprise
lsted equities recoived In settlement of a past due loan, nvestments of a private equity nature, and investments in funds
managed by specialist managers

AL 31 December 2018, equity mvestment securities held in the banking book amounted to US$168 5 million, of which
US$123 6 million comprised listed equilies received In settlement of a secured past due loanand Us$ 1 1 O million comprised
managed funds

Dunng the year ended 31 December 2018, US$1 2 milhien of gains were realised on equity investments Al 31 Decermnber

2018, net unrcalised losses on equity investment sccuritios amounted to US$33 4 milbon and arc mcluded as a deduction
from tier 1 capital

IO
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4.4

8)

Credit risk — Pillar 3 disclosures (continued)
Credit exposure (continued)

Credit risk mitigation

The credit exposure information presented in section 4 of this report represents gross exposures prior to the application
of any credit nsk mitigants Collateral items and guarantees which can be used for credit risk mitigation under the capital
adequacy framework are referred to as eligible collateral Only certain types of collateral and some 1ssuers of guarantees
are eligible for preferential rsk weights for regulatory capital adequacy purpeses Furthermcre, the collateral management
process 2nd the terms i the collateral agreements have to fulfil the CBRS prescnbed mimimurn requirernents {(such as
procedures for the moritonng of market values, insurance and legal certainty) set out in their capital adequacy regulations

The reduction of the capital requirernent atlnbutable 1o credit risk mibigation - calculated i different ways, depending on
the type of credit nsk mitigation, as fellows -

- Adiusted exposure amoint GIB uses the comprehensive method for financial collateral such as cash, bonds ano -rares
The exposure amounl s adwsted withepard to the financial codateral 1he size of the adjustmics U deponds on Lthe
\to]aljljiy of the collateral and the cxposure GIB uses volabibty ad}uslmcrlt s speched by the CBE, known 2% SUREIVISOrY
haircuts, to redr ce the benehit of collaleral and to increase the mragnituce of the expo-ure

- Substitution of counterparty The substitution method 1s used for guarantees, whereby the rating of the counterparty 15
substituted with the rating of the guarantor This means that the credit nsk in respect of the counterparty is substituted
by the credit nsk of the guarantor and the capital requirement is thereby reduced Hence, a fully guaranteed exposure
will be assigned the same capital treatment as if the exposure was to the guarantor rather than to the counterparty

Description of the main types of credit risk mitigation

GiB uses avariety of credit rsk mitigation techiriques in several different markets whict contibuie to r-« diversificatior and
credit protection The different credit risle mitigation techniques such as collateral, guarantees, credit derrvatives, netting
agreements and covenants are used toreduce credit risk All credit risk mitigation activitres are not necessarily recognised
for capita' adequacy purncses as they are not defined as elgible under thie CBBY Basel 3 capital adequacy framoework, ¢ g
covenants and non eligible tangible collateral such as unquoted equities The recogrised credit nisk mitigation activities are
undertaken with vanous counterparties to ensure no additional credit or market risk concentrations occur

Exposures secured by olgble inancwd ccltateral suarantees anc credit denivatives prosented by standard por delio were as
follows -

Of which secured by:

Exposure before Eligible guarantees

credit risk mitigation Eligible collateral or credit derivatives

us$ millions Us$ millions US$ millions

Sovereigns 1121 - 1121
Banks 2,654 2 20586 3271

Corporates 603 4 144 7 -

Guarantees and credit derivatives

Only eligible providers of guarantees and credit derivatives may be recognised in the standardised approach for credit risk
Guarantees 1ssued by corporate entities may only be taken into account if therr rating corresponds to A- or higher The
guaranteed exposures receive the risk weight of the guarantor

GIB uses credit denvatives as credit nisk protection only to a imited extent as the credit portfolio 1s considered to be well
diversified

Collateral and valuation principles

The amount and type of collateral s dependent upon the assessment of the credit risk of the caunterparty The market/ fair
value of the collateral s aclively mormitored on a regular basts and requests are made for additional collateral in accordance
with the terms of the facility agreements In general, lending is based on the customer’s repayment capacity rather than the
collateral value However, collateral s considered the secondary alternative if the repayment capacity proves tnadequate
Collateral i1s not usually held against securities or placements

Types of eligible collateral commonly accepted
The Group holds collateral against loans and advances in the form of physical assets, cash deposits, securities and
guarantees

oI
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4.5

a)

b)

Credit risk - Pillar 3 disclosures (continued)

Impaired credit facilities and provisions for impairment

Inehrvid 13ty impared financrzt assets represent assels for atch here s oo jective cvdence that the Grows wilt nol cotces
all amounts due, including bolh principal and interest, in accordance with the contractual terms of the obligation Objective
evidenee Hial A nnanciel @ssel s mip2red 1oy nclede a wrcach of contracl such as defaull or delinguency e teres 1 o
PN Izal aymon s the s72n e of 4 conce son that Tor cconomic o legal reasons relating to Lo bortover’s “nancial
Aifhiealnes would ot < the nvise be conqidered, raedt orns bl at fs nrobabte that the bos wvser sall enves Baahroptoy o
olhor rizncalie cipanmation the dissppearance of anactin e markel or othosbaarvablo dale relal groaproup ora--ots
such as adverse changes in the payment status of borrowers or 1ssuers in the group, or economic conditions that correlate
with defaults in the group

Prove c1n [or imizarmens are delermimed Basea or the differesce belvieer the net corying amound and the recon e able
amMeunt of a fnancial eset The recocerable arvount © mzasured as the present e o7 ecpectod foture cash How -
including amounts recoverable from guarantees and collaterai

Provisions for impairment are also measured and recognised on a coliective basis in respect of expected credit losses and
greclesified o et ercrave 1or e 2onaccordince with IFRS 9

T e age | ard ~tage 2 crovriors efert e probaty gty weipt teo eclimate of evpected Gedit o sos The pro, sicns
comprise both quantitative and qualtative nformation and analysis, based on the Group's historical experience and taking
inLo consideration both internat and external indicalors and includes forward looking information

Fsossnansfor i pa o ent arerecopised i the eor sol doted  tate neat ot oone znd drereflectedsnar ol Zwan ceaocoun
against loans and advances, investment securities and placements

Impaired loan facilities and related provisions for impairment
Impatred loan faciiities and the related provisions for mpairment were as follows -

Gross Impairment Net

exposure provisicns exposure

Us4$ millions US$ rmullions US$ mitlions

Corporates 6270 6112 158
Financial sector 222 121 101
649.2 623.3 25.9

The impaired loan facilities were principally 1o counterpartics in the GCC

Provisions for impairment - loans and advances
The movermenls in Lhe provisions for the imparrment of loans and advances were as follows -

Specific Collective
provisions provisions
Stage 3 Stage 1 Stage 2 Total
Us%$ milhions uUs$ millions Us$ millions Uss$ milliens
At 1= January 2610 46 3 106 3 1136
Transfer lo stage 1 05 (05)
Transfer to stage 2 74 74
Transfel to stago 3 259 (259)
Amounts utilised (22) 22)
Exc hange rate movements {0 6) (0 6)
Nel remeasarement of loss allowance 3392 89) 228 3531
At 31* December 623.3 30.5 110.1 763.9
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4. Credit risk — Pillar 3 disclosures (continued)
4.5 Impaired credit facilities and provisions for impairment (continued)
c) Impaired investment securities and related provisions for impairment
There were no impaired debt investment securities at 317 December 2018
d) Provisions for impairment - investment securities
The movernents in the prowsions for the impairment of investment secunbes were as follows. -
Specific Collective
provisions provisions
Stage 3 Stage 1 Stage 2 Total
US$ millions US$ millions Us$ milions Us$ millions
At 1% January and 31 December 2018 - 4.5 - 4.5
At 31% Decemizer 2018 the provisions {or the impatrment of anvestment secunties enbrely comprised non-spectiic
provisions for debt investment securities determined on a collective basis
4.6 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 accrued interest is reversed from
neome inlerest onnon-acerual facibitios s included imincome only when recewed Credi faoibitios ¢lass<ified as past duc are
as5Cssed for impa rment n accerddra e wath the (FRS puicelines as ot out i sectian 4 b of this roport. A specific pravisiorn
is established only where there 1s objective evidence that a credit facility 1s impaired
a) 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
uUs$ millions us$ millions
Corporates 7191 1079
Financial sector 222 101
741.3 118.0
The past due loan facilities were principally to counterparties in the GCC
The overdue status of gross past due loans based on onginal contractual maturities were as follows -
Less than Years Over
1 year 2and 3 3 years Total
US$ millions US$ mullichs USs$ millions US$ millions
Corporates 2675 2975 1541 7191
Financial sector - 158 64 222
267.5 3133 160.5 741.3
b) Investment securities

There were no debt investment securities for which either principal or interest was over 90 days past due

COMTENSS
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4.7

5.1

Credit risk — Pillar 3 disclosures (continued)

Internal ratings

The Group monitors, Mmanages and controls credit sk exposures based on an internal credit rating systern that rates
ndwsrual ebliors based on aating seale frons D te 10, sufgect to postive () and negative (- madifiors for tat ng grades 2
to 6 The internal credit rating 1s @ measure of the credit-worthiness of a single obligor, based on an assessiment of the credit
nsk relating to senior unsecured, medium-term, foreign currency credit exposure The pnimary 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 Beard-approved nisk parameters and delegated credt authority hmits

The internal credit rating system is used throughout the crganisation and 1s inherent in all business decisions refating to

the cdension of crede A raling, i an eshirrate that exclusively reflects the guanbificatien of the repay rent capacity of
the customer, 1e the risk of customer default The internal credit rating system also serves as a key input into the Group’s
Fiske Adjustod Roturne o Capntal thASOU Y porlonmang o v casurnent < sLem Ralings otloct anwdon-ocimtrne fort/orn,

thereby rating through an economic eycle

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

Fitch and

Internal Standard &
Internal rating grade classification Poor’s Moody’s
Investment grade
Rating grade 1 Standard ALA Aaa
Rating grade 2 Standard AA Aa
Rating grade 3 Standard A A
Rating grade 4 Standard BBB Baa
Sub-investment grade
Rating grade 5 Standard BB Ba
Rating grade & Standard B B
Rating grade 7 Standard cCcC Caa
Classified
Rating grade 8 Substandard CcC Ca
Rating grade 9 Doubtful C c
Rating grade 10 Loss o -
T g map oy, Gees not leas tooof ool Thal Uore = 3 foee rc ahensha bolv ecnialBs e eslbratimg g dos o
thase of the oxtorm-l speene o a- ha o < ing -pprean s L Her

Market risk — Pillar 3 disclosures

Market risk

Market risk s the risk of foss due to adverse changes m interest rates, foreign exchange rates, commaodity prices, equity
prices and market conditicns, such as lquidity The principal market risks to which the Group 1 exposed are interest ratc
nsk and foreign exchange risk associated wilhits trading, mvestment and asset and bability management activitics The
portfo vetfocto st hel ap covericd e o ncttone it e svarie ot b e s s o s eraplies cree von Libe «
to areduction in the potential negative impact on earnings fiom market H_s|~< factors

The Groups trading and foreign exchange activities principally comprise trading n debl ~securities, foreign exchange and

B L F O O T T T R A T B O R N R TV T AT U1 ZOC N (OIS VA | e e e e
ralt and foreign exchange markets The Gioup manages and contiols the market nisk wathin its trading portfolios through
hmit structures of both a VaR and non VaR nature Non-VaR bascd constraints relate, inter ala, to pasihions, volumes,
concentiations, allowable losses and matunitics

o



GiB

Annual Report 2018 144

Risk management and capital adequacy report
31* December 2018

5.2

Market risk — Pillar 3 disclosure (continued)

VaR model

A key element in the Groups market nsk management framework is the estimation of potential future losses that may
arise from adverse market movements Exposure to general market risk is calculated utilising a VaR model The use of the
internal model approach for the calculation of the capital requirement for general market risk has been approved by the
CBB The mulbiphcation factor to be applied to the VaR cailculated by the internal medel has been set at the regulatory
minimum of 3 0 by the CBB

From Apnl 2012, the CBB has required that the VaR used for regulatory capital adequacy purposes incorporate a stressed
VaR measure This measure is intended to replicate the VaR for the Group’s market risk exposures during periods of stress
The stressed VaR is increased by the multiplication factor and then added to the actual VaR to determine the regulatory
capital requirement for market nsk

A key objective of asset and labiity management 1s the maximusation of net interest income through the prcactive
managenient of the asset and habiity repnicing prohle based on anticipated meovements ininterest rates VaR-based limits
are utilised Lo manage the sk associated with fluctuations inomterest earnings resulting from changes minterest cates 1he
asset arid habdily repricing profide of the varicus asset gnd bazitity caleganas s set out in soction 8 1(c) of th s report

For internal nsk managerent purposes, the Group measures losses that are anticipated to cccur within a 95 per cent
confidence level internaliy, the Group measures ValR ulibsing a one-month assumed holding period for bolh trading and
barking book posihiors For regulatory capital adequacy purposes, the ligures are calculated using the regulatory vaR
ba~1s at a 6% per cent confidence level (2 33 - tandard deviations) and a ten-day holdirg period using ane-year unweighted
historical daily movements in market rates and prnices Correlations across broad risk categories are excluded for regulatory
capital adequacy purposes

The VaR for the Group’s trading positions as calculated in accordance with the regulatery parameters set out above, was as
follows -

31.12.18 Average High Low

US$ millions US$ millions Us$ mullions US$ millions

Total VaR 35 24 37 18
Total undiversified stressed WaR S8 72 105 51

The graph below sets out the total VaR for all the Group's trading activities at the close of each business day Lthroughout the
year ended 31" December 2018 -

Trading Value-at-Risk daily development

]
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5. Market risk - Pillar 3 disclosure (continued)

5.2 VaR model (continued)

Tred 1 ytrad ng, prarts and Sases duning the yedr endea 317 December 2018 are summarised as follows -

Histogram of daity trading profits & losses

55

B

) H ‘}
o

145

41
1w I
Z :
3o : ]
B . 27 38
3 23
2
.
A B
- t - I 8
£ N o .
6 b i g4
3 & S Erd 3
2 2 A ¥ : %
1 = 2, . A
\ R i b E-'& 7 Lt . B
. - - \\\ ) . N ' . % K S o 5 B &

Daily profits / {losses)
Uss$ 000's

The Group conducts daily VaR back testing both for regulatory compliance purpeses and for the internal evaluation of VaR
gttt 40 oAl oz ot ana osacs Lunmg b yes nced 31 December 2018, there were no instances of a daily

trading loss exceeding the trading Var at the close of business on the previous business day

oo b lare fany tradt 3 o dunng theyea ordes 31

business on the previous business day were as follows

Daily trading
losses

US% thousands

December 2018 compared to the 1 day VaR at the close of

1-day VaR
US% thousands

11 'October 1,389 897
12" October 879 1,108
5" September 871 615
13" August 750 609

711 630

14 Seplembe

5.3

Sensitivity analysis
The sensilivity of the mtcrest rate nsk n the banking bock Lo changes i mterest rates 1s set out in section 8 1{c) of this

report

The Groups mvestment debt secunlics are measured at amortised cost However, The Group nevertheless monitors the
umpact of changesm credil spreads on the fan valie of the debt secunbies

thrs
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6.1

7.1

Operational risk - Pillar 3 disclosures

Operational risk

Whilst operational nsk cannot be eliminated in its entirety, the Group endeavours to minimise 1t by ensuring that a strong
control infrastructure 1s in place throughout the organisation The various procedures and processes used to manage
operational nisk include effective staff training, appropria.e controls 1o saleguard assels and records, regular reconaiiabion
of accounts aid lransac Lo, close monitoring of nuk 1mits, segregation of dules, and hinancizl managemen. and reporiing
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 (CRMF), comprehensive nsk self-assessments are
conducted, which identify the operational nsks inherent in the Group’s activities, processes and systems The controls in
place to mitugate these nsks are also reviewed, and enhanced as necessary A database of measurable operational risk
events s mantaned, together with a record of key risk indicators, which can provide an early warning of possible operational
risk

The Group has an independent operational nsk function As part of the Group's Operational Risk Management Framework
(ORMF), comprehensive risk assessments are conducted, which identify operaticnal risks mherent in the Group’s activities,
processes and systems The controls in place to mitigate these risks are also reviewed, and enhanced If necessary

The capital requirerment for operational risk 1s calculated for regulatory purposes according to the standardised approach,
inwhveh the repulatory capital requiremernit s calculated based on arange of beta cocfficierts, ranging from 17 1o 18 por
cent, apphed (o the average goss mcome for tne preceding three financial years for cach of eght predefined busimess lines
Consequently, the operational risk capttal reguirement 1s updated only on an annual basis

Off-balance sheet exposure and securitisations
Ofi-balance sheot exposares are divided Into Lwo exposurc types in accardance wiith the calculat on of credit nsk RWA-r
the CBB’s Basel 3 capital adequacy framework -

Credit-related contingent items Credit related contingent items comprise guarantees, credit commitments and
unutilised approved credit facilities

- Dervative and foreign exchange instruments Dernvative and foreign exchange instruments are contracts, the value of
which 15 derved fron one or mare underbying Tinancial mstrumient s or indices, and nelude ful ures, forwards sweaps and
options n the nterest rate, foreign exchange, equity and credit markets

(n addition to counterparty credit risk measured within the Basel 3 credit risk framework, derivatives also incorporate
exposure to market sk and carry a potential market risk caprtal requirement, as commented on in more detail in section S
of this report A credit valuation adjustment {CVA) 15 applied to the relevant dernvative exposure RWAS

For the two of (-balance exposure Lypes, Lhare are ditferent possitle values for the calcutalion bas¢ of Lthe reputatorny cap Lal
requirernent, as commented on below -

Credit-refated contingent items

For credit-related contingent items, the notional principal amount 1s converted Lo an exposure at default {EAD) through the
application of a eredit conversion factor (CCF) The CCF factars range from 20 per cent to 100 per cent depending on the
type of contingent item, and = intended 12 convert off-balance <heet notional amounts into eguivalent on-halance sheet
exposures

Crechit commitinents and unutiised approved credit facilities represent commitrments that have not been drawndown or
utiised The netional amount prowvides the calculation base to which a CCF s appled for calculating the EAD The CCF
ranges between 0 per cent and 100 per cent depending on the approach, product type and whether the unutiised amounts
are unconditionally cancellable or rrevocable

OHIEHTS
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7.1

7.2

Off-balance sheet exposure and securitisations (continued)

Credit-related contingent items (continued)
The table below summarises the notional principal amounts, RWAs and capital requirements for each credit-related
contingent category -

Notional
principal Capital
amount RWA  requirement
us$ millions LSS millions Us$ mitlions
Direct credit substitutes 7808 7651 95 6
Transaction-related contingent items 1,859 7 7724 96 6
Short-term self-iquidating trade-related contingent 1items 2906 461 58
Comimitments 1,505 3 6915 86 4
4,536.4 2,275.1 284.4

Commitments include undrawn loan commitrments and underwriting commitments under note 1ssuance and revolving
facibties, and may be drawndown on demand

The notional principal amounts reported above are stated gross before applying credi risk mitigants, such as cash collateral,
guarantees and counter indermnities At 31 December 2018, the Group held cash collateral, guarantees, counter
indemnities or other high quality collateral inrelation to credit related contingent items armounting to Us$342 4 million

Derivative and foreign exchange instruments

The Group utilses denvative and foreign exchange instruments to meet the needs of its customers, to generate trading
revenues and as part of its asset and liability managernent actmty to hedge its own exposure to market risk Derivative
and foroign oxchang, 2 v -umails, are suseet o e s ann hvpes of credil a d market risk as other Iimanasbinstrns cnt-
The Group has appropriate and cornprehensive Board approved policies and procedures for the control of exposure to both
credit and market risk fromits derivative and foreign exchange activities

In the case of dervative transactions, the notional principal typically does net change hands It 1s simply a quantity which
15 used to calculate payments While notional principal 1s a volume measure used In the denvalive and foreign exchange
markets, it 1s netther a measure of market nor credit nsk The Group* measure of credit exposure 1s the cost of replacing
contracts at current market ratles should the counterparty default prior to the settlement date Credit risk amounts
represent the gross unrealised gains on non margined transactions before taking account of any collateral held or any
master netling agrecments in place

The Group participates in both exchange traded and over the counter (OTC) dervative markets Exchange traded
inslruments are executed through a recognised exchange as slandardised contracts and primanly comprise futures and
apbcns 0 fuht e ale execited Detweren ban s ounte L es e aegotate cpeod qpeeeient tormy o lading,
the underlying instrument, notional amount, maturity and, where appropnate, exercise price In gencral, the tlerms and
conditions of these transactions are lalored to the requirements of the Groups customers although conform te normal
market praclice Industry standard documentation 1s used, most carmmonly 1n the form of a master agreement The
existence of a master netting agreement s ntended to provide protection to the Group in the event of a counterparty
default

The Groups dervative and foreign exchange activties arc predominantly short termin pature Transactions with matunities

vt e et princrpec b s o b etbee ol et b Dyt cact v o i achion vt cre degr et i
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7.2

7.3

a)

Off-balance sheet exposure and securitisations (continued)

Derivative and foreign exchange instruments {continued)
The aggregate notional amounts for dervative and foreign exchange instruments at 31% December 2018 were as follows -

Trading Hedging Total
Us% millions  US$ millions  US$ millions

Foreign exchange contracts -

Unmatured spot, forward and futures contracts 14,0256 - 14,0256
Options purchased 676 - 676
Options written 676 - 676

14,1608 - 14,1608

Interest rate contracts -

interest rate swaps 55703 13,6189 19,189 2
Cross currency swaps 4243 - 4243
Oplians, caps ond floors purcthaved 15732 - 15732
Options, caps and floors wiitten 15732 - 15732

91410 13,6189 22,7599

Equity and commeodity contracts:-

Options and swaps purchased 728 728
Options and swaps written 728 - 728
1456 - 1456

23,447.4 13,618.9 37,066.3

Counterparty credit risk

Counterparty credit nsk is the risk that a counterparty Lo a contract in the interest rate, foreign exchange, commodity,
equity or credit markets defaults prior to the maturity of the contract The counterparty credit nsk for derivative and foreign
exchange instruments 1s subject to credit imits on the same basis as other credit exposures Counterparty credit nisk arises
1n beth the trading book and the banking book

Counterparty credit risk calculation

For regulatory capital adequacy purposes, GIB uses the current exposure method to calculate the exposure for counterparty
credit nsk for dervative and foreign exchange instruments in accordance with the credit nsk framework in the CBB's Basel
3 capitat adequacy framework A capital charge 1o cover the risk of mark: to-market losses on expected counterparty fnisk
(CVA) 1s applied to over-the-counter derivatives Credit expasure comprises the sum of current exposure (replacement
costy and potential future exposure The potential future exposure 15 an estimate which reflects possible changes in the
market value of the indnidual contract during the remaining Life of the contract, and 1s measured as Lhe notional principal
amount multiplied by a nsk weight The nsk weaight depends on the nsk categonsation of the contract and the contract’s
remaining lfe Netting of potential future exposures on contracts within the same legally enforceable netting agreerment 1s
done as a function of the gross potential future exposure

The EAD, CVA, RWAs and capital requirements for the counterparty credit risk of dervative and foreign exchange
instruments analysed by standard portfolio, i1s presented in the table below -

Exposure at Default (EAD)

Current Future Tota! Capital
exposure exposure exposure CVA RWA requirement

US$ miillions Us$ millions US$ millions Us$ millions Us$ millions UsS$ millions

Banks 408 8 892 498 0 1202 1651 206
Corporates 2098 708 2806 202 2286 286
Governments 49 28 77 01 04 01

623.5 162.8 786.3 140.5 394.1 49.3

CORTENT
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7.3

b)

7.4

Off-balance sheet exposure and securitisations {continued)
Counterparty credit risk (continued)

Mitigation of counterparty credit risk exposure

Risk mitigation techriques are widely used o reduce exposure to single counterparties The mosl cermmon nisk mitigation
technique for derivative and foreign exchange-related exposure 1s the use of master netting agreements, which allow the
Group to net positive and negative replacement values of contracts under the agreement In the event of default of the
counterparty

The reduction of counterpartly credit sk exposure for dervative and foreign exchange instruments through the use of nisk
mitigation techrmiques 1s demonstrated as follows -

Effect of

Current netting Netted current

expasure agreements exposure

Us$ millons us$ milliens Us$ millions

Counterparty credit risk exposure 6235 (278 4) 3451
Securitisations

Sectrt e atens poede ne v as T sciure whore o oo ca floe trons g ey ng pe el of evponare s oo cceee a4

loast [v =~ ohiffercnt sb==t. 5 od ko pomilion- or trar cbes retlecting, it Fdep cosof crodiln <l Foymenls tothr nves o

depend upon the performance of the underlying exposures, as opposed to being derived from an obligation of the entity
originating those exposures

At 31' December 2018, the Group had no exposure to securitisation tranches

The Group provides collateral management services to three collaleralised debt obligations (CDOs) issued 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 undertying collateral of the CDOs includes teveraged loans, residential and commeraial real estate,
conebmer T e bencmp to s cdland rocdiurn s ed crtery tecs and et e rccent o rart CUEOhelds ap fo ool
Investments

At 31 Decermber 2018 the underlying nvestments in the CDOs for which the Group acted as collateral manager amounted
to US$0 2 billon At 31 December 2018, GIB did not hold any exposure to CDOs managed by the Group

Piltar 2 risks

GIB manages and measures other risk lypes thal are not included under Pillar 1 i the CBB's Baset 3 framework through
Internal Capital Adequacy Assessment Pracess (ICAAP) For this purpose, the Group has adopted a «Pillar 1 plus» approach
Pillar 1 capital calculations (for credit, market and operational risk) constitute the minimum capital required by the Group's
home regulater, the Central Bank of Bahiaim (CBB) Inaddition to the capitat assessment for Pillar 1 nisks, the Pillar 2 capital
Uoe rent cormderin e that e b coverer vlerquye oo e Bl Torodkee to e e fhioacn U gt alb oot aee for
all the underlying nisks of the Groups business This includes an analysis of the Group’s liguidity nisk, concentration risk,
interest rate 115k 0 the banking book {(IRRBB) pension cbligation nsk, reputation risk, information technology sisk and
mac roecanomic risk

This seclion describes GIB's Pillar 2 risks thal are not addressed in Pillar 1 of the CBBs Basel 3 framework
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8.1

a)

b}

c)

Pillar 2 risks (continued)
Other risk types

Liquidity risk

The Group has established approved limits which restrict the volume of labilities maturing inthe short-term Anindependent
TskK management funclion mo ator- the future cash flow matur Ly profile agninst approved imits on a daily ba~is The cach
flows are manilored aga nst vals applying to both daily and curulalive cash flows nccurring over a 30 day pernod The
bguidity Lt~ ensure that the nef cash outflows over o 30 day period do not exceed the elgble stock of avallable hgund
resources The cash flow analysis 1w also monitored o a weehly basis by the Assets and Liabilities Cormnttee (ALC O3

Custorner deposits form @ sytheant part of the Group’s funding The Group places considerable importance on mantamng
the stabibity of both its c ustomer and interbank deposits T e stability of deposits depends on mamtaming confidence in the
GCroups fmancial strength and financial trarsparency

Tme funding base s enhanced through term financing, amounting to US%3,338 O nuthon at 31 December 2018 Access to
avallable but uncommitted short-term funding from the Group's established GCC and mnternational relationships provides
additional comfort In addition to the stable funding base, the Group maintains a stock of iguid and marketable securities
that can be readily sold or repoed

At 31" December 2018, 72 6 per cent of total assets were contracted to mature wathin one year With regard to deposits,
retention records demionstrate that these s considerable divergence between therr contractual and effec ive matunties

US%13,574 0 millon or 65 & per cent of the Group's deposits at 31* Decermnber 2018 were from GCC countnes tHistorical
experience has shown that GIBs deposits from counterparties in the GCC region are more stable than deposits denved
from the international interbank market At 31 December 2018, placements and other liquid assets with counterparties
innon GCC countries were greater than the deposits received, demonstrating that the Group is a net lender of funds in the
international interbank market

Concentration risk

Conzcontration nskos the credit nisk stemn ing from not having 3 well diversified credit portfolio e the nskanficrent in daimg:
business with large customers or being overexposed in particular industries or geographic regions Concentration risk 1s
captured in GIB's Pillar 2 capital framewaork through the use of a credit nsk portfotio model which considers singte name
concentrations and sector concentrations in the credit portfolio

Under the CBB's single obhigor regulations, banks incorporated in Bahrain are required to obtain the CBB's approval for any
planned exposure to a single counterparty, or group of connected counterparties, exceeding 15 per cent of the regulatory
capital base At 31 December 2018, the following single obligor exposure exceeded 15 per cent of the Group's regulatory
capital base (le exceeding US$351 2 mitlion)

On-balance Off-batance Total

sheet exposure sheet exposure exposure

Us$ millions US$ millions US$ millions

Counlerparty A 7257 - 7257
Courlerparty B 1319 2900 4219
Counterparty C 3544 - 3544

Interest rate risk in the banking book

Structurafinterest rate sk anses inthe Group's core balance sheet as a result of mismatches inthe repricing of interest rate
senutive financial assets and nabiibe, The a-socated inlerest rate nsks riranaged walhun VaR hnits and trough the use
of models to evaluate the sensitivity of earnings to movemnents in interest rates
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8.

Pillar 2 risks {continued)

8.1 Other risk types (continued)

<)

Interest rate risk in the banking book (continued)
Pherep e pofilo of tae Croups as-ets and b Iies includ g the fradiog boak, are =et ort o the tatle below, -

Non-

interest

Within 3 Months Months Over bearing
months 4to06 Ttol2 1 year items Total

US% mullions  US% millions  US$ millions US$ millens  US$ mallions  US$ millions

Cash and other iguid assets 50014 866 - 162 51142
Securities purchased under
agreements to resell 585 G 3200 1000 - 10159
Placements 56271 589 3 554 4 - 67708
Trading secunties 130 - 1647 1777
Investment securities
Fixed rate 750 501 1431 5730 8412
Floating rate 28613 307 - (45) 2,887 5
Equities - - 1685 1685
Loans and advances 87625 1,177 4 185 - (140 6} 98178
Other assets - - - - 7525 7525
Total assets 22,936.2 2,264.1 816.0 573.0 956.8 27,546.1
Deposits 18,15%7 20133 4018 1198 20,6946
Securities sotd under agrcements
to repurchase 73514 - - - 7354
Other habiliies - - - 5819 5819
Tortn Dt g 33380 3,3380
Equity - - - 21962 2,196 2
Total liabilities & equity 22,233.1 2,013.3 401.8 1198 2,778.1 27,546.1
Interest rate sensitivity gap 703.1 250.8 414.2 453.2 (1,821.3) -
Cumulative interest rate
sensitivity gap 703.1 953.9 1,368.1 1,821.3 - -
threps e rohie e b cd i B g et b e aesble © taopre gl de e e Dt e T ol
that have been used fur asset and hability management purposes to hedge exposure to interest rate rsk are incorporated
Al v g bles i tbe s e e et cod i i 1 e ponesp cere e s e o s anad Lo pro e
AR L VLN FROTREN T CR N E R B TN R

The substantial majorty of assets and labilitics reprice within ane year

Interest rate asset exposure beyond one year amounted to US$573 0 million or 2 1 per cent of total assets This exposine

pla P e e ale b e bbb b e Do g T s da e e cm el b S L Decemnber
R e T T S I 1N L R PRI S [ e I A B N T o G DTN B S A U B (ST N
approximate percentage change in the portfclio value resulimg frem a 100 basts point change in yield More precisely in
I [ T S S e I R TP U L P B [ A

TR B B I O E T F I O N S A B A T K NI T SR WOt B NTR B T | LY I S A S T T

until matunty or seltieme nt with no action taken by the Group Lo aller the nlerest rale nsk exposdre, an immediate and
suslamed ane per cent (100 basis paints) mcrease innterest rates across all matunties would result i an increase n net
income befure tax for the following year and the Gioups equity of approximately US$18 5 mullion and US$17 6 mithon
RSV T A S T O L O G [ N PR B A KT S T K S A PO B N A 1

[ T Y T L o Y IO O PO [T S ST S I olt B AR 0 el S S | S RIS TA S I U B bl
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d)

€)

f)

g

Pillar 2 risks {continued)
Other risk types (continued)

Pension obligation risk

Ponsion obligation risk i~ the nsk thal there may be a shoridall wath respect 10 pension benehits duc Lo envployees/formes
erniptoyees waittin the deflined benefit ~cheme of the Groups wholly owned sutisdiary, GIBUK The scheme was closed to
new members during 2002 As a result the Group 1s exposed to the nsk that it will need 1o make further unexpected future
contributions to the scheme The nisk can arse from a number of factors including

- Increased life expectancy increasing the value of future liabilities,
- Falling nterest rates increasing the value of the future habilities,
- Falling equity prices reducing the value of scheme assets,

- Increased salaries for staff <tlbiv emsloyment

As part of GIB's ICAAP framework, an adverse scenanc 1s applied to the scheme’s assets and liabilities on a level of seventy
erpected no more than onice in every 200 years, 1e a 9% 5 per cent o e year conficence level

Reputational risk

Reputational risk s the risk of lasses resutling from adverse perceptions about the Group, its brand and franchise by its
various stakeholders that I1s caused by a vanety of internal and external factors Preventive measures, including controls
and processes have been deployed to manage reputational nsk These include a robust and comprehensive governance
structure, wlichs based o™ set ot well-defined policies and proccdurces

The Group has established a reputational risk reporting framework, prowiding relevant stakeholders with penodic overview
on key reputational nsks, loss event incidents, status of key risk indicators, and requred management action Traiming
sessions on reputational risks are organised for employees Lo create awareness among therm on reputational nsk, encourage
them to identify and understand emerging internal and external reputational risks, and guide them on the process to take
action in order manage or mitigate their impact

The Groups operaling model has been designed to cater transparency and approprate disclosures The Corporate
Communicaticns function of the Group has the responsibility to ensure effective communscations internally wath e
employees and externally with the media, shareholders, customers and authorities f 1s charged with the responsibility of
enhancing the mage and reputation of the GIB brand through the vanous activities such as advertising, public relations,
sponsorships, and donations

Information Technology (IT) risk

Technolegy cort aues Lo play a crtical iole 0 e Banks operations and n the folfilment of i~ stratopie objectives The
Graup has in place a sound IT and Information Security governance framework that aligns its IT strategy and Information &
Cyber Secunty Strategy with its overall business objectives

The Group has an IT Audit team with the mandate to exarmune and evaluate the Group's IT infrastructure, policies and
procedures and complance to those policies The audits determine whether IT controls protect corporate assets, ensure
data integnty and are aligned with the business overall objectives This culminates in an audit plan which 1s reviewed and
Aparoved by the Board Audit commuttee Based on the audit findings. exception reports and recormnmendations are prepared
and sent to the relevant unit for prompt response and/or implermentation Tollow up meetings are also made to ensure that
sues identif ed are properly resclved and the recomnendations made are being imp.emented

In addition, the Group has newly created two teams, Information Security Governance and Information Security Complance,
who have the mandate to perform detalled Information & Cyber Security Risk Assessments and Information Security
Compliance reviews

Macroeconomic risk

Macroeconormic risk relates to the nsk of increasing stress levels in the principal economies in which the Group operates
These rnisks can be triggered by political uncertainties, social unrests, high/low commodity prices, excessive leverage in the
financial systera o an uncompebtive business envitonment Due to the systenmc nature of these macroecononae trigpers
there vall be an adverse mipact on the Group - protitabiity and capital positiors and the extent of los< would depend on the
severity of the stress event

Macroeconomic risk 1s captured n GIB's ICAAP frarmework through the use of stressed macroeconomic ferecast to gauge
the impact of potentiat losses that the Group could incur
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8.1

h)

9.1

9.2

Pillar 2 risks (continued)
Other risk types (continued)

Legal risk

i the ordinary coor-c of 1t Lus o5 A~ 2 parndipent in the Foancsl scovices imdustey, the Goosp sy por-ac it whon
clarn s gl Cid e hies -ndsvn yalso bave Thpa o e anss anetZcnrepulal oy procecoing fled apansoib The Tiank has
arin o lepaldepartmesn compnsing ot o shficdleg al professionals Thedepartment us put in place adeguate polieies
Ao e cdures and use s as st ane e of profesaios wolegan Tirmis onneed Bases o cnmare offeet e and effeisnt management
of legal nsk

Capital adequacy ratios and other issues

Capital adequacy ratios

1o Groups polic v s 1 1hain 4 d - réhg Capt o Base =0 as 10 Lrosere nseslon (roadits ar o inarkor cor fidence an d Lo
sustain the future development of the business The impact of the level of capital on shareholders’ return is also recognised
as well as the need to mantan a balance between the higher returns that might be possible with greater geaning and
thr advantages =0 secwty aftorded by 3 cound cap il positon Do Group marages b capal strocbre and nralkes
adjustments to the structure taking account of changes in econormc conditions and strategic business plans The capital
structure may be adjusted Lhrough the dividend payout or the issue of new shares

The capital adequacy ratios of GIBs principal subsidiary, GIBUK, and the Group were as follows

GIBUK Group
Tolal Rwas (US$ nullions) 1,288 5 16,108 3
Capital base (US$ miltions) 3655 23414
Tier 1 capital (US$ millions) 3655 2,196 2
Tier 1 ratio (per cent) 28.4 13.6
Total ratio (per cent) 28.4 14.5

GIB aims to mantain a minmum tier 1 ratio in excess of 10 5 per cent and a total capital adequacy ratio in excess of 140
per cent

Strategies and methods for maintaining a strong capital adequacy ratio

GIB prepares muiti-year strategic projections on a rolling annual basis which include an cvaluation of short-term capital
requirements and a forecast of longer-term capital resources

The evaluation of the strategic planning projections have historically given nse to capital injections The capital ptanning
process triggered the raising of additional trer 2 capital throwgh a US$400 millon subordinated debt issue in 2005 to enhance
the totat regulatory capial adequacy ratio, and a US$500 mitlion capital ncrease in March 2007 to provide additional tier
1 capital to support planned medium lerim asset growth A further US$1 0 bilion capital increase took place in December
2007 to enhance capilal 1esources and compensate for the impact of lkely provisions relating to exposures impacted by
the global credit cnsis

ICAAP considerations

Pilar 2 in Lhe Basel 3 framework covers two main processes the ICAAP and the supervisory review and evaluation process
oo dras b ees e ol ahen o e ne e e e s sl et et ol e el e g
[ A TS [ N I BTN Y B I SR I LT I PRI U T I L O BT L T ] B N S VPR SVPRY  NEEN ST SO L SRR NI R T
appetile of the mstitution The purpese of the supervisory review and evaluation process is to cnsure Lthat institutions
have adequate capital ta suppoil Lhe rnsks Lo which they are exposed and to encourage nstiulions Lo develop and apply
enhanced nsk management techmiques m the monitanng and measurement of nsk

GIB% regulatony capital base exceeded the CBBS munimivm eguirement of 12 5 per cent throughout the year ended 31
December 2018 Bascd an the resulls of capital adeguacy stress testing and capial forecasting GIB considers that the

T T T I B T L L O P F RPN IR O R I KO O | R B L Rt I N A B I SR it
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capilal targets and are bagh by international comparizon
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10. Glossary of abbreviations

ALCO
AMA
Basel Committee
CBB
CCF
CcDO
CEO
CFO
CCOo
CRO
CWA
EAD
FCA
FVTOCI
GCC
GiB
GIBUK
Group
ICAAP
IFRS
iRRBB
LGD
MENA
ORMF
oT1C
PD
PRA
PSE
RARQC
RWA
vaR

Assets and Liabilities Commuttee

Advanced Measurement Approach

Basel Committee for Banking Supervision
Central Bank of Bahrain

Credit Conversion Factor

Collateralised Defst Obligation

Chuef BExccutive Otticer

Chief Financ al Offices

Chief Crodit Off cor

Crief Risk Off cor

Credit Valuation Adjustment

Exposure at Default

Financial Conduct Authonty (of the United Kingdom)
Fair Value through Other Comprehensive Income
Gulf Cooperation Council

Gulf International Bank BS C

Gulf International Bank (UK) Limited

Gulf International Bank B S C and subsidiaries
Internal Capital Adequacy Assessment Process
international Financial ReporLing Standards
Interest Rate Risk in the Banking Book

Loss Given Default

Middle East and North Africa

Operational Risk Management Framework
Over-The-Counter

Frobability of Default

Prudential Regulation Authority (of the United Kingdormn)
Putlic Sector Entity

Risk-adjusted Return on Caprtal

Risk-weighted Assets

Value-at-Risk
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