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m Audited accounts
Audited accounts Have the accounts been audited in accordance with a set of generally accepted | @ Please insert the name of the

auditing standards? appropriate acc%unting

tion .

Please tick the appropriate box. organisation of body

] No. Go to Part 3 ‘Signature’,
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You do not have to give any contact information, but if
you do it will help Companies House if there is a query
on the form. The contact information you give will be
visible to searchers of the public record.

[ Mecigomn Mevnd
(™™ o Fderved o gl

lrm_éu@fﬁ.ﬁmu
!
-

Cwnwm:gm

f:—-l_*ﬁ[_[ﬂl— EIRNS
P’:m Unanfed %M@m

= 020%F 259 203

Checklist

|—We may return forms completed incorrectly or
with information missing.

Please make sure you have remembered the

following:

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

3 You have completed all sections of the form,
if appropriate.

O You have signed the form.

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

E Where to send

You may return this form to any Companies
House address:

Engiand and Wales:

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

DX 33050 Cardiff.

Scotland:

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

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

or LP - 4 Edinburgh 2 {Legal Post).

Northern Ireland:

The Registrar of Companies, Companies House,
Second Floor, The Linenhali, 32-38 Linenhall Street,
Belfast, Northern Ireland, BT2 88G.

DX 481 N.R. Belfast 1.

EFurther information

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

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

This has been provided free of charge by Companies House.
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Gulf International Bank

Gulf International Bank B.S.C. [GIB} was
established in the Kingdom of Bahraim in
1975, and i 1s licensed by the Central Bank
of Bahrain as a conventional wholesale
bank. The Bank is owned by the six GCC
governments, with the Public Investment
Fund of Saudi Arabia holding a majerity
stake {97.2 per cent). In addition to its

main subsidiaries, London-based Gulf
International Bank [UK) Ltd., and Riyadh-
based GIB Capital L 1.C, the Bank has
branches in London, New York, Al Dhahran,
Riyadh and Jeddah; and was recently
granted a licence for a wholesale banking
branch in Abu Dhabi, and a representative
office in Dubai. GIB also has a representative
office in Beirut.
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OUR VISION

Gulf International Bank (GI2) aims Lo be the
international GCC bank with reg onal expertise,
global cutreach and innovative financial
soluticns; and to be a value-adding partner,
leveraging cutting-sdge technolagy ard superior
human capital.

OUR MISSION

GIB's miss'on is to grovide innovative, convanient
and cuslomised inancial products and services
and, in parallel, to build and relain a reputation
for trust, quality and reliabil'ty in order to
establish GIE as the partner of cheice ard create
long-term retationships. This enables the Bank
to add value for its customers, be an employer
of choice and meet shareholders ohjectives.
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Financial highlights

_ _ 2014 2013 2012 20Mm 2010
Earnings (US$ millians)
Net income after tax 85.6 i215 n7e 184.5 100 4
Net interestincome 158.0 1631 149 4 143 8 56 2
Fee and commission Income 62.9 £2.0 567 485 422
Operating expenses 164.9 1516 136.1 1198 1133
Financial position {US$ millions)
Total assels 21,300.2 211569 17,704 8 16,7889 15,5277
Loans 7,931.5 83172 7103 47518 75101
Investment securities 39445 3725.8 3.5601 31517 3,067.8
Senior term financing 3,372.9 23329 24327 3,6903 31766
Equity 2,350.7 2,264 0 21302 19628 19180
Ratios (per cent)
Profitability
Return on average equity 37 5% 58 5.4 54
Return en average assels 0.4 0.6 07 0.6 04
Capital
Risk asset ratio (Basel 2|

- Total 19.6 18% 20.1 233 24.3

-Tier1 18.1 169 174 192 87
Equity as % of lotal assels 11.0 107 12.0 .7 12.4
Asset quality
Securities as % of total assets 18.9 17.9 20.7 19.3 203
Loans as % of total assets 37.2 393 40.2 402 48 4
Liquidity
Liquid assats ratio 60.9 58.8 57.9 582 50.0
Deposits to loans cover [times]' 2.2 2.1 20 20 1.6
*Deposts nclude ser o ermfinanc ng -
Credit ratings
T h Moody's T - Rating Agency T B
Credit Fitch Ratings Standard & Poor’s of Malaysia Capital Intelligence
Long-term A A3 BB8+ AAT ’ A+
Short-term F-1 p-2 A-2 P1 Al
Vigbility BBB- - - - "
Financial strength - D+ - - BBB+
Outlook Stable Negative Stable Stable Stable
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Chairman’s statement

Un bobali af the 2eard o Diveclor - b s oy privile ge e
Llegrure to presert e senual repernt of Goif Iiternational
Bank (OIRItar the heralvoar ended 31 Derember 2014
Thie proved te me a pivetal year for GIB, durmg which

we mate excelien. progiess inmplement ng ow

pan GUU uriversal baneing strategy A key nighligh was
undochtedly the successtul soft launch of v new, et
punil b beralds he eginnie g of @ neve chapte

N BIE Cde s lonment ane groved b

H.E. Jammaz bin Abduilah Al-Suhaimi
Chairman

FINANCIAL PERFORMANCE

| am pleased 1o repert that GIB recorded & robust financial
perferrance for 2014. Total income of US$257.6 million for the
year reflected a strong level of net interest income at US$158,0
million, and higher contributions from fee and commission
income, and foreign exchange income. Total expenses for the
yearincreased by 9 per cent to US$164.9 million, due primanily to
costs relating to the launch of GIB's new retall banking business
Consolbdated net ncome after tax was LS$85.46 mullion,
compared to US$121.5 million for the previous year It should be
noted, however, that prier year income included two exceptional,
one-off iterns amounting to US$21.2 millien. Excluding these
exceptionalitems, the year-on-year decrease in net income after
tax was US$14.7 milison, which was largely attributable to the
investment in the new retail bank

As we predicted last year, the dilubien of profitabiity in 2014
arises from the substantial investment in establishing a new
retaill bank as part of our pan-GCC universal banking strategy,
and will continue through to the expected break-even of the
retail bank in 2018, |n addition, the Bank's mitiatives to minimise
the mismatch in the asset and liabibty maturity profile, and
preactive preparations for future growth in the core corporate
lean portfolio, resulted in the raising of additional term finance
during 2014, which has had an impact on profitability in the short-
term However, term finance will no longer be required ence
maore stable funding i1s provided by retail deposits generated by
the new retait bank, thereby contributing to an improvement in
profitability in the medium- to long-term.

Consolidated total assets at the year-end stood at US$213
billion, compared to US$21.2 billion al the end of 2013, with the
asset profile reflecting an extremely high level of lquidity Cash
and other Liquid assets, and short-term placements, totailing
US$9.0 billien, represented an exceptionally high 42 per cent
of lotal assets Invesiment securities of US$3 9 llion largely
comprised highly-raled and ligwd debl securiies 1ssued by
major financiat nstitutions and regional government-related
entiies. Shareholders equity at the end of 2014 stood at US$2 4

billion compared with US$2.3 billion al the end of the previous
year. Return on average equity [RoAE] for 2014 was 3.7 per cent
compared with 5.5 per cent for the previous year, RoAE has been
subdued due to the Bank s business medel, and we expect this
to continue In the short-term. However, with the successful soft
launch of the new retail bank, there s light al Lhe end of the
tunnel, Once the new business strategy achieves the planned
breakeven in four years time, we enwisage returns significantly
impreving to double-digits. In the meantime, | 'would like to thank
GIB s shareholders for their continued patience, understanding
and support,

The Bank's funding profile continued to strengthen during 2014,
with customer deposits standing at a sireng US$12.9 billion at
the end of 2014, Senior term finance stood at US$E3.4 bitlion at
the end of the year, representing a US$1.1 billion increase over
the previous year-end. The increase represented additional term
borrowings cf US$1.3billion raised to lengthen the maturity of the
Bank s liabilities as part of ongoing balance sheet management
inlhalives, In this context, GIB 1ssued a Saudi Riyat 2.0 billion five-
year floating rate note to investors in the Kingdom of Saudi Arabia
at a highly optimal spread of 72.5 basis points above SAIBOR in
May 2014 The Bank s robust funding positien demenstrates the
continued confidence of our clients and counterparties, based
on GIB s strong ownership and financial strength, The financial
strength 15 also reflected by the Bank’s Basel 2 total and tier
capital adequacy ratios, which stocd at an excepltionatly strong
19.6 per cent and 18.1 per cent respectively, at the end of the year.

INDUSTRY RECOGNITION

During 2014, the international rating agencies alse endorsed
their confidence in GIB's financial strength. In a significant
development, Fitch Ratings affirmed GIB's long-term issuer
default rating [IDR) at ‘A with a stable outlook, and its viability
rating [VR] at bbb- Fitch stated GIB s ratings are driven by an
extremely high probability of support from the Bank's long-
standing majority sharehelder, the Public investment Fund

A/



of Saud Arabia, which has been clearly demonstrated in the
past. The viability rating reflects the Bank's improved financial
metrics. particularly its strong Liquidity and capital position. The
agency also noted that GIB has significantly strengthened s
lunding profile, including raising slable cuslomer deposits, and
improving the term structure of wholesale funding

We regard this as an independent validation of the actions we have
taken over the past four years to restructure the Bank, along with
the implementation our new busingss strategy. The affirmation
of the viabilily rating alse underlines Fitch's assessment of GIB
on a standalone basis without sharehelder support, and reflects
GIB s fundamental financial strength and nisk profile Upgraded
tasl year, this raling 1s cne of the very few bank rating upgrades
since the financial crisis, Further recognition of our business
achievernents was highlighted in the form of additional industry
awards during 2014. GIB was named 'Best Investment Bank
in Bahrain and the Middle East and "Safest Bank in Bahram’
by the Global Finance Awards, and Best Investrment Bank in
the Middle East’ and Best Investment Bank in Bahrain’ by the
Global Banking & Finance Review Awards In addition, GIB won
the [slamic Investment Institution of the Year award at the 10%
annual World Islamic Funds & Financial Markets Conference

STRATEGIC PROGRESS

| am pleased to report that we made excellent progress during
the year in implementing our business strategy to transform
GIB into a leading pan-GCC universal bank providing innovative
customer-centric solutions Our strategy was originally based on
three main pillars The first 1 the transfermation of wholesale
bankingintoarelatonship-based business, withafocusoncross-
selling fee-based producls and services to abroader client base,
the second 1s aur entry into relall banking to provide more stable

and less-costly funding, and the third invelves expansion of our
asset management capabilities in the region, with new preducts
and greater synergy between GIB [UK) Limited and GIB Capital.

The annual review of aur strategy in December 2014 confirmed
the validity of the direction that GIB set for itself back in 2009,
Additionatly, in view of current economic factors and the
identification of business epportunities in the GCC, the Beoard
decided tc add Treasury and {nvesiment Banking as two
additional independent pillars of the Bank's strategy.

The key strategic tughlight of 2014 was undoubtedly the highly-
successful soft launch of GIB's unique lechnology-based retail
bank in Saudi Arabia under the brand ‘rmeem @’ This heralds the
achievement of a new milestone in the Bank s strategic direction,
In addition, 5IB obtained a wholesale hranch Licence in Abu Dhabi
and opened a new representative office in Dubai, signifying the
start of the roll-out of the Bank across the GCC.

INSTITUTIONAL CAPABILITY

In order to support the realisation of our new strategy and
continued business growth, we have focused on strengthening
the Bank s institutional capacity. Key initistives include the
creation of a new pesition of Chief Operating Officer, development
of a new human capital strategy, streamlring bank-wide end-
to-end operating processes and procedures, and revamping
the Group’s worldwide infermation technology infrastruclure. In
addition, operaticns and iT staff from Bahrain and Riyadh were
relocated and centralised at the new Saudi Arabian country
headquarters at Dhahran in the Eastern Province To ensure
continued compliance with the latest rules and requirements of
regulators in the various jurisdiclions in which GIB operates, we
alse further enhanced the Bank's corporate governance and risk
management frameworks,

LRl
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Chairman’s statement
ey

“The key strategic highlight of 2014 was
undoubtedly the highly-successful soft launch
of GIB’s unitque technology-based retail bank
in Saudi Arabia under the brand meem "
This heralds the achievement of a new
milestone in the Bank's strategic direction.”

LOOKING AHEAD

Based on cur significant achievements in 2014, we are optimistic
about GIB's prospects for next year. We have put in place solid
foundations through which to support our strategic abjectives
to grow and develop the business across the GCC region. The
decline in ol prices undoubtedly poses a challenge for the
regional econsmies However, the substantial accumulation
of financial reserves in the region in recent years will enable
GCC countries lo weather the worst of the downturn in the
short-term, Governments have reaffirmed therr cormmitment
to continue investing In major nfrastructure projects to drive
eccnomic growth and social stability; while the IMF has retained
its GDP growth farecast of around 4 per cent in 2014 and 2015
for the GCC, With the likelihood of continued global economic
and markel volatlity, we are conscious that the year ahead
will continue te be highly chaltenging for the regional banking
industry. Nevertheless, GIB 1s strongly positioned to face all
future challenges, and the Board has every confidence in the
Bank’s management to continue implementing our new strategy
and achieve sur ambitious business goals.

ACKNOWLEDGEMENTS

On behalf of the Board of Directors, | would like to express
my sincere appreciation for the unwavering confidence and
suppart of our shareholders, the enduring trust and loyalty of
our clients, the continued enceuragement and cooperation of
our counterparties, and the ongoing advice and guidance of the
regulatary and supervisory bodies (n the various junsdictions
in which GIB operates | also take this opportunity to pay
special tribute to the commitment and professionalism of our
management and staff, and ther positive attitude towards
embracing change and implementing the Bank's new strategy.

Jammaz bin Abdullah Al-Suhaimi
Chairman
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Chief Executive Officer’s report
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Or. Yahya A_ Alyahya
Chief Executive Dfficer

ECONOMIC BACKGROUND

An uneven global recovery continued in 2014, The improvement
in the US econemy was offset by a stalling recovery in Eurcpe,
and a slowdown by emerging markets A key theme that has
emerged for advanced economies, as well as emerging and
developing markets, i1s the urgent need for structural reforms
te strengthen the potential for sustainable growth. Underlying
this wesker-than-expected scenario, the IMF expects the global
economy to have grown by under 3 per centin 2014

In contrast, GDP growth for the Gulf Cooperation Councit [GCC)
15 forecast to be around 4 per cent for this year. The underlying
fundamentals of the region remain strong, and governments
have restated ther cemmitment ta continued investment In
major infrastructure projects. We expect the GCC to maintain
its consistent counter-cyclical fiscal policy approach since the
fingncial crisis, and that private sector grewth will continue
However, the recent decline in oil prices, which have dropped
below US$50.0 per barrel for the first tme since 2009, poses a
new set of challenges for GCC countries,

While healthyreserveswillenable them Lo survive the downturn in
the short-term, they will need to fund growth In @ more managed
manner, and ensure lhe efficient allocation of resources. This
could entall seeking alternative sources of funding, such as
the debt capital markets. GIB has consistently advecated this
approach, and it s consistent wilh the message from prominent
global forums such as the G20, IMF, World Bank and the Institute
of International Finance This would provide an oppertunity for
the regronal banking industry and for GIB i particular.

BUSINESS ACHIEVEMENTS

I am pleased to report that we made significant progress in
transforming GIB's whelesale banking business, with a focus on
expanding the client base while centinuing to nurture existing
relationships The Bank continued to offer innovative financial
solutions, generate grealer business with existing clients,
and close a nurmber of noteworthy conventional and Shariah-
compliant financing deals.

retal hanking innosater and a leadinag pan-GCC Liiverse bank

GIB was the coordinating bank and facility agent for the extension
of SAR10 5 bithien contract financing facilities to Saudi Binladin
Group for the expansicn of King Abdutaziz International Airport
at Jeddah, and an imtial mandated lead arranger and book
runner for a US$1 85 billion revalving credit facility for Oman Oil
Company, the Sultanate’s energy investment arm. In addition,
the Bank participated in & SARY.0 billion Shanah-compliant
financing facility for Fawaz Abdulaziz Alhokair Company

Another key achievernent in 2014 was a further increase in the
cross-selling of corporate and investment banking, treasury and
trade finance services and products. GIB introduced additienal
innovative treasury services designed to help clients hedge their
market exposures, covering foreign exchange, interest rate and
commodity structured products.

GIB Capital, the Group s investment banking arm based in Saud
Arabia, witnessed ils most active year to date, completing a
record 13 transactions and raising close to SAR50.0 billion for
clients. Deals closed include some of the most high-profile
transactions in the history of the region, while the volume of
completed transactions resulted in GIB leading the Bloomberg
league tables for equity and debt 1ssuance by Saudi Arabian
investment banks

The most notable egquily capital market deal was the SAR22 5
billon [US$6 0 billion] titial public offering (IPQ] of National
Commercial Bank (NCB), for which GIB Capital acted as co-lead
manager and co-financial advisor This is the largest IPQ to date
in the MENA region, and the secend-largest IPQ in the world
during 2014 In terms of debt capital market activity, GIB Capital
was the joint lead manager and joint book runner on NCB's
inaugurat Saudi Riyal 1ssue - a SARS.0 billion [US$1.3 billien] 10-
year Basel {ll-compliant tier 2 sukuk. This (s the largest sukuk
of its kind ta be 1ssued in Saudi Arabia to date. GIB Capital was
joint lead manager and joint book runner for a five-year US$1.5
billion sukuk 1ssue by the Islarmic Development Bank, and a 30-
year US$1,25 billion bond 1ssue by the Kingdom of Bahrain. GIB
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Capital was also active In debt adwvisory, acting as joint financial
advisor tp Sharjah Electricity & Water Autharity for refinzncing a
US$H5C0.0 million syndication ljara facility

GIB s asset management business, which 15 managed by our
London-based subsidiary - GIB [UK] Limited - enjoyed another
successful year, with total funds under management growing
by 16 per cent to US$13.0 billion at the end of 2014 A new five-
year strategic plan was developed for asset management, which
outlines the direction of the business, and how it will be further
integrated into the Group's strategy to become a leading pan-
GCC universal bank In 2015, GIB UK will be warking closely with
GIE Capitat to offer asset management products and services to
clients in Saudi Arabia and across lhe GCC region

STRATEGIC PROGRESS

During the year, we made significant progress in implementing
GIB's new strategy to become a leading pan-GCC unwversal
bank and a regional retail banking innovator. Without doubt,
the most notable strategic development was the soft launch
of the Group's new retall bank - Meem by GIB { meem @] - n
June 2014 This was slightly later than expected due to the
sheer complexity of the project. This entailed the receipt of all
necessary regulatory approvals and licences, the development
of a robust risk management framework, the recrutment
and training of over 200 staff, and the design and rollout of
the meam " brand It alse included the completion of three
unique ‘retail stores’ and rine nane-stores, and the go-live of
the first phase of 8 highly-sophisticated proprietary greenfield
IT nfrastructure, New innovative lrability products and services
such as an integrated current and savings account, ime deposits,
amulti-currency debit card and bills payment, were launched in
2014, Asset products, including credit cards and personal loans,
are planned to follow in 2015, supported by phase two of the new
IT infrastructure.

GIB s pioneening onbne retail banking medel 1s unique In the
Middle East Its targeted at technophiles who are accustemed
tc conducting thair various daily transactions online. State-of-
the-art technology will play a critical role in detivering superior
customer service and exceptional value for money. By leveraging
social media, GIB has been able to design its new retail products
and services with the cooperation of potential customers through
social groups. Through this concept of co-creation, innovative
products such as integrated current and savings accounts and
multi-currency debit cards were successfully launched in 2014
as reflected by the number of new accounts opened in the first six
menths exceeding expectations, Asset products including credit
cards and personal toans are expected to be launched in 2015,
Full details of this proneering retail banking concept are covered
separately in this Annuzl Report.

In ancther important strategic development, GIB obtamed a
licence fram the Central Bank cf the United Arab Emirates to
upgrade the Abu Dhabi Wholesale Banking Representative Office
to a full-fledged branch, and cpenead a new representative office
in Dubar This heralds Lthe start of the Bank's planned geographic
expansion strategy to establish a presence in key GCC markets.
Importantly, it will enable the future roll-out of retail banking
in the region, subject to the receipt of appropriate licences and
regulatory approval

SUPPORT INFRASTRUCTURE

We contnued to strenglhen and sireamline GIB's support
infrastructure in 2014, A new position of Chief Operating Officer
was eslablished, with responsibility for managing Enterprise
Pregramme Management Office, Corporate Communications,
Human Respurces, Information Technology, Operations,
Admipisiration, Pracurement and Operslions Improvement
Particular emphasis was placed on enhancing our human capital
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framework to support the Bank s vision to be the employer-of-
choice'inthe regional banking mdustry. Key initiatives include the
development and approval of a new two-year human resources
[HR) strategy, and the restruciuring and expansion ol the HR
dwisian. The Group s headceunt has risen dramatically over the
past three years as addtional rescurces have been taken on
board to faciitate implernentation of the new strategy At the end
of 2014, total staff worldwide numbered 930 comparad with 741
at the end of 2013 and 565 at the end of 2012

During the year, we commenced a complete overhaul of our
Group-wide IT infrastructure. This embraces a new regional and
international enterprise network, a replacement core banking
systemforwholesalebankingandtreasury, and anewproprietary
greenfield informatien technology (IT) infrastructure. The retail
liability |7 systern went live n 2014, and user acceptance testing
was conducted for the core banking system and retail asset IT
system, which are planned to go live in early 2015 | would like
to point out that the huge scope of these IT projects, and their
concurrent implementation, 1s unprecedented in the regional
banking industry, and constitutes an outstanding achieverment

OPERATIONAL CONSOLIDATION

Throughout the year, we focused an consolidating our regicnal
resources to enhance efficiencies and economies of scale, and
bring the Bank's operations closer to our clients We established
a new country headquarters lor Saudr Arabia at Bhahran in the
Eastern Province, together with new offices in Riyadh and Jeddah,
which alse house the new ‘meem @ retail banking stores. In
addition, the Group’s IT and Operations functions were relocated
from Bahrain to Dhahran, together with treasury staff from
Riyadh to Ohahran. This involved the relocation of over 400 staff
- a monumental task - including more than 200 Saudi nationals
who had been recruited for ‘'meem @ and undertook their initial
training in Bahrain before transferring to Saudi Arabia.

CORPORATE SOCIAL RESPONSIBILITY

We continued to iImplement GIB s corporate sociai responsibility
programme during 2014. In a key iniiative, the Bank hosted
the 2014 IIF MENA Regionat Economic Forum, which brought
together senlor decision makers, economists, financial experts
and advisors representing member firms of the Institute of
International Finance [IIF) across MENA, and global institutiens
active in the region. The Bank also places special emphasis on
encouraging staff to participate in community-related activities
GIB continued its participation in the annual Bahrain Marathon
Relay, which 1s a major fund-raiser for local charities, and was
once again the winning financial services team.

FUTURE OUTLOOK

We are optirmistic about the future prospects of GIiB, and remain
confident that the considerable achievernents during the year
will pave the way for even greater success in 2015 We have
established a firm footheld in Saudi Arabia, the region’s largest
economy, and extended cur presence in the dynamic and fast-
growing market of the UAE. Dur plans for 2015 include nurturing
existing chent relationships and expanding the mid-cap client
base, and the introduction of new retail asset products for
meem @  Next year will also witress the operung of the new
wheolesale banking branch in Abu Dhaby, and the go-live of our
revamped Group-wigde IT infrastructure We have identified new
opportunities for expanding our activities in the GCC region, and
have built a strong pipeline of deals and transactions. It will be
another challenging and busy year, with a continued focus on
imptementing our strategy, achieving cur ambitious business
targets, and moving closer to our vision of becoming a leading
pan-GCC universal bank.

APPRECIATIONS

In conclusion, | express my sincere appreciation to our Beard of
Directors, and our clients and counterparties, for theirrespective
gwdance, support and encouragement during 2014 In particular,
| would like to acknowledge the tremendous contribution of cur
management and staff. They have clearly demenstrated their
willingness and determinatien to rise to the challenge of change,
and meet the Bank's extremely ambitious strategic goals and
business targets. Their energy, enthusiasm, and hard work are
highly appreciated.

Dr. Yahya A. Alyahya
Chief Executive Officer

“Our plans for 2015 include nurturing

existing client relationships and
expanding the mid-cap client base;
and the introduction of new retail
asset products for meema”’
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Review of operations

“The most notable equity capital markets deal was
the SAR22.5 billion [US$6.0 billion] initial public
offering [IPO) by National Commercial Bank (NCB),
for which GIB Capital acted as co-lead manager
and co-financial advisor. This was the largest |PO
to date in the Middle East and North Africa (MENA]
region, and was the second-largest in the world

during 2014."

WHOLESALE BANKING

In 2014, GIB made further excellent progress in transforming its
whaolesale banking division into a relationship-based business,
focused on cross-selling fee-based corporate and mvestment
banking, treasury and trade finance products and services lo a
wider client base. This resulted in continued strong non-asset
based client-related revenues, which now account for almost
one quarter of total income.

Underlining the strength of the loan boek, a number of noteworthy
conventienal and Sharizh-compliant financing deals were closed
during the year. GIB was the coordinating bank and facility agent
for the extension of SAR10.5 billion contract financing facilibies
o Saudi Binladin Group for the expansien of King Abdulaziz
International Airport at Jeddah, and the mandated lead arranger
and book runner for a US$1.85 billion revolving credit facility for
Oman Ot Company, the Sultanate s energy investment arm GIB
also participated in a SAR1.0 bilbon Shariah-compliant financing
facility for Fawaz Abdulaziz Alhokair Company, and a US$420.0
milbion facility for Gunvor Group Additional deals included acting
as the mandated lead arranger for aircrafl financing for Flyduba,
and structuring a US$350.0 milbon non-recourse factoring
facility for a multinat:onal financial services corperation

In tine wilth GIB's stralegic objeclive to be a leading pan-GCC
universal bank, a new representative office was established in
Oubar, and a licence gbtained from the Central Bank of the United
Arab Emirates to upgrade the existing Abu Dhabi representative
office to a full-fledged whelesale banking branch. The Abu Dhabi
representative office has been serving the Bank's corporale
clients in the United Arab Emirates (UAF) for over 20 vears. The
decision to epen an office In Duba, a dynamic and high-patential
marketplace, strongly reinforces GIB s strategy of expanding
its market presence, strengthening its network, bullding close
relationships with clients, and providing a superior customer
experience.

INVESTMENT BANKING

GIB Caprtal, the Group's investment banking arm based in the
Kingdom of Saudi Arabia, witnessed its mosl active year to date
in 2014, completing a record 13 transactions and raising close
to SARS0.0 billien fer clients. Deals closed included some of the
most high-profile transactions in the history of the reqgion The
velume of completed transactions resulted in GIB Capital leading
the Bloomberg league tables for equity and debt issuance by
Saudi Arabian investment banks

The mosl notable equity capilal markets deal was the SAR22 5
billion {US$6.0 tillion] il publbe offering [IPC} by National
Commercial Bank [NCBI, for which GIB Capital acted as co-lead
manager and co-financial advisor This was the largest IPO to
date in the Middle East and North Africa [MENA] region, and was
the secend-largest in the world during 2014. GIB Capital was
also co-underwriter and co-lead manager for the SARS.6 hillien
[US$1.5 billien] rights 1ssue by Saudi Arabian Mining Company
[Ma aden], which was the largest in the Kingdom of Saudi Arabia
under the new tradable rights framework In terms of debt
capital markets activity, GIB Capital was joint lead manager and
Jjoint book runner for a five-year US$1 5 billion sukuk 1ssue by the
Islamic Development Bank, a 30-year US$1.25 bilion bond 1ssue
by the Kingdom of Bahrain, and 2 SAR5.0 billion {LiS$1 3 billion]
10-year Basel lll-compliant tier 2 sukuk by NCB GIB Capital was
also active In debt adwiscry, acting as joint financial advisor o
Sharjah Etectricity & Water Authority for refinancing 2 US$500.0
millien syndication ljara lacility

ASSET MANAGEMENT

GIB's asset management business, which 1s managed by its
London-based subsidiary, GIB [UK] Lirmited [GIBUK], recorded
another strong performance in 2014, with total funds under
management at the end of the year increasing by 16 per cent
to US$13.0 bilion GIBUK launched a new range of cash
management and money markets solutions, MENA bond and



equily portfolies, global fixed income and credit portfolios, and
investment advisory services, These products and services
complement GIB's proven expertise in managing passive global
equity mandates, and its strong offering in emerging market
lxed income The Bank's flagship product, the Emerging Market
Opportunities Fund [EMOF], continues to be ranked as a lop
decile performer In risk-adjusted returns over three years by
Eurphedge

A new five-year strategic plan for asset management was
developed during 2014, cutlining the direction of the business
and how it will be further integrated into GIB s strategy to become
a leading pan-GCC universal bank In bulding upon group
synergies, the aim 15 to parlner with clienls to provide innovative
and talored investment management solutions, nitially
leveraging existing skiils across a number of asset classes. In
2015, GIBUK will be working closely with GIB Capial to offer
asset management products and services in Saudi Arabia and
acress the Gulf Cooperation Council [GCC] region

TREASURY AND INVESTMENTS

GIB's core treasury business 1s conducted out of Bahramn,
Saudi Arabia and London. Ouring 2014, as parl of the Bank s
operational consolidation exercise, the treasury funclion in
Riyadh was relocated to the new country headquarters for Saudi
Arabia in Ohahran in the Eastern Province. In addition, plans
were developed to establish a futl-fledged treasury function in
the UAE for the first time, which will be located at the new Abu
Dhabi branch. The Bank s funding profile continued to strengthen
during 2014, Customer deposits stood at a strong US$12.9 billion
at the end of the year, demonstirating the continued confidence
of clients and counterparties As part of ongoing balance sheet
management Iniiatives, GIB successfully 1ssued a SAR2.0 billion
[US$533 0 million) five-year floating rate nate to investors in
the Kingdom of 5audi Arabia at a highly optimal spread of 72.5
basis points above SAIBOR. GIB continued to expand its treasury
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product suite during the year in order to support strategic cross-
selling intiatives 1in coerdinalion with the whalesale banking
bustness. Innovative new products to assist GCC corporate
clients with their hedging requirements, include a wider range
aof FX and commodity option-based strategies, commodity swaps
and interest rate hedging solutions, both conventional and
Shariah-compliant The Bank s investment securities portfolio,
which largely represents a iguidity reserve, increased to US$3.9
billion in 2014, This largely comprised highly-rated and Liquid
debt securities issued by major financial institutions and regional
government-related entities

RISK MANAGEMENT

The Bank's comprehensive risk management function comprises
dedicated units covering enterprise risk management, credit,
operational, market and lgudity risk, mformalion security,
economic analysis, and legal The risk management framework,
processes and precedures are reviewed annually to ensure
ongoing compliance with requlatory authorities in the various
Jurisdictians in which GIB operates. A major actwity in 7014
involved finalising all necessary approvals and licences for
the launch of the new retall banking business in Saudi Arabia,
together with developing a robust information security (IS)
framework 1S initiatives included certification of autornated
teller machines [ATMs] and self-service terminals [SSTs) by the
Saudr Payment Network (SPAN], and meeting requirements of
the Payment Card Industry Data Security Standard (PCI DSS)
In addition, a Security Operations Centre was established, and
a vulnerability management system installed, while external
penetration testing was successfully conducted. The Bank s
business continuity planning framewecrk was lesled twice during
2014 in line with regulatory requirements. This covered the two
retall banking data centres at Rwyadh and Dhahran in Saudi
Arabra, as well as the remote disaster recovery site, together
with the data centre and disaster recoverysite located in Bahram.
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HUMAN RESOURCES

During 2014, GIB significantly strengthened 1ts human capital
framework to supportthe Bank'svision of being the employer-of-
choice inthe regional banking industry. Key initratives include the
development and approvat of a new two-year human resources
[HR) strategy and supporling road map for implemenlalion,
and the restrucluring and expansion of the HR function A new
Organisational Development unit was established, which will
be responsible for supporting organisational design, employee
engagement and cultural transformatien  in addition, an
employee salisfaction survey was conducted and an engagement
task force was established to implement an approved action plan
based on staff feedback

The Bank maimntained its substanlial investment in training
and development during the year. The Young Professional
Development Programme, which recruits 20 high-calibre
GCC university graduates every six months, now has &40
participants recewing theoretical and on-the-job training across
lhe organisation In 2014, a new GCC-scurced development
pregramme was established, with 16 graduates from across the
reglon forming the first of two intakes each year. GIB s training
programme during the year focused on new hire orientation,
training to support the soft launch of the new retail bank,
user acceplance lesting for the new core banking system, and
mandatory Bank-wide regulatory traiming

Also during 2014, a task force was created to manage the
relocalion of over 400 stafl This encompassed lhe lransfer
of the Greup's IT and Operations functions from Bahrain to
Dhahran in the Eastern Province of Saudi Arabia, and treasury
staff from Riyadh to Bhahran It also inciuded the relocation to
Saud Arabia of over 200 Saudi nationals who had been recruited
for the new retall bank - Meem by GIB [ meem @) - and who
undertook their initial traiming in Bahrain The Group's headcount
has risen dramatically over the past three years as additional
resources have been recruited to facilitate implementation of the
new strategy At the end of 2014, total stoff worldwide numbered
930 compared with 741 1n 2013 and 565 in 2012 During the year,
an online cloud-based recruitment system was introduced, and
the corporate and retail banking career portals on the Bank's
website were enhanced

INFORMATION TECHNOLOGY

The leveraging of cutting-edge technology 1s a critical element
In achieving the Bank s vision, and implementing its strategy
and business model, Sigmficant progress was made in 2014 1n
completely averhauling the Group-wide IT infrastructure This
embraces a new regional and inlernational enlerprise nelwork,
a replacement core banking system, new front and back office
systems for treasury, and new proprietary IT systems for retail
banking. Key developments during the year included installing
the IT framework for the new Saud country headquarters :n
Dhahran, new offices in Riyadh and Jeddah, three new retail
stores and nine nano-stores in Saudi Arabia, the Abu Dhabi
branch and Dubal representative office, and the commissioning
of a disaster recovery data centre in Chahran. The retail liability
IT system went ive during 2014, and user acceplance testingwas
conducted for the new core banking system and retail asset IT
system. Other IT-related initiatives included SPAN certification
of retail banking ATMs and SS5Ts, and PCI DSS compliance for
the retail banking card programme, In addition, IT infrastructure
systems access for the new Abu Dhab branch and Dubal
representative office was finalised in readiness for inspaction
and approval by the Central Bank of the UAE Significant
investment was also made in improving imformation security in
areas such as secunity event monitoring, penetration testing and
identity management.

“In line with GIB's strategic objective
to be a leading pan-GCC universat
bank, a new representative office
was established in Dubal.”

c
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Meem by GIB [(meem @]

CORE

PROMISE

GIB PIONEERS NEW RETAIL BANKING CONCEPT

In June 2014, GIS launched its pioneering Shariah-compliant
retail bank in the Kingdom of Saudi Arabia. With its unique value
proposition of online and mobile banking, Meem by GIB [meem
«@'listargeted at technophiles who are accustomed to conducting
ther various daily transactions electronically Being active on
sociat media, they are used te dialogue rather than monologue,
and lo voicing their opinions and being listened to State-of-the-
art technology plays a critical role in delvering freedom and
convenience, superior customer service, and exceplional value
for money.

BRAND VALUES

The new retail bank's name ‘meemn @ 1s based on the Arabic
letter m', which 1s the most widely used letter in the Arabic
language. The core brand values are innovation, simplicity,
boldness, transparency and dynamism. The brand essence
15 ‘straight and simpte while the brand promise 15 to excel in
service  we dare to innovate ' The brand name 1s supported by a
flexible and dynamic calligraphic logo.

MONUMENTAL TASK

The launch took place later than expected due to the complexity
of the project, for which planning started four years ago This
entailed developing an appropriate nsk framework and finalising
allnecessaryapprovals and licences from reguiatory bodies, and
recruiting over 200 new staff with the appropriate educatienal
backgroungs, skill sets and attitudes, followed by an intensive
two-month training programme. [talso involved the development
of @ proprietary green field IT infrastructure featuring highly-
sophisticated back-end systems to deliver a simplified customer
experience, and construction of three umgue ‘retail stores In
Chahran, Riyadh and Jeddah, and nine nanc-stares in shopping
malls and setected technology-related retail outlets

COMMUNICATION
STORE CONCEPT
T [P

PROCESSES
1 . .

PRODUCTS
: ! ) '
CULTURE

ONLINE

CO-CREATION EXPERIENCE

The originof meem @ 15 based on a unique co-creation concept
By leveraging social media, GIB engaged with a large group of
potential customers named Meemers usingvarious socialmedia
channels such as Facebook, Twitter, YouTube and Instagram,
This co-creation experience - the first of its kind 1n the regional
banking industry - helped shape nat only the business model but
also the innovative product and service offering, as well as the
brand identity and core values.

MEEM'S

BOLD
PROPOSITION ANYWHERE
INNOVATIVE
o DYNAMIC
PRI
SIMPLE

WE DARE T0 INAN]
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STORE LOCATIONS
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SPEED AND CONVENIENCE

Meen by GIB [mesm o] offers unheralded freedom,
convenience and speed A new account can be opened in less
than 10 rrinutes, starting with an enline applicabion via a mobile
device or a self-service terminal. This s followed by a visit to
a retall store or nano-store to validate identity document [ID]
and supply a specimen signature, after which a debit card 15
issued immediately The opening of additional accounts can
be conducted entirely ontine, and takes a matter of seconds.
Retail stores, which are completely unlike traditional bank
branches, are conveniently located, aleng with nano-stores
located in shopping malls and selected technology-related retail
outlets The cpening hours for retail stores are from 9.30am to
4 30pm frem Sunday to Thursday, and the nano-slores are open
threughout the week from 9.00am to midnight

PRODUCTS AND SERVICES

New Innovative hiability products and services were the first to
be launched. These include a ‘One Pack Account’ that combines
the benefits of both current and savings accounts, online flexible
term {Murabaha] deposits, and unique multi~currency debit
cards Inaddition, meem @ can process bill payments on behalf
of custemers through a standing order faciity. Other useful
services include a budgeting tool that enables custemers to set
pre-defined spending lirmits for different classifications, and a
financial calendarthat assists customersin planning their annual
finances A range of assel products, including credit cards,
persanalloans and term leans based on the Tawarrug structure,
are undergoing user acceptance testing prior to being introduced
in 2015, supported by phase two of the new T infrastructure.

EASTERN PROVINCE

Dhahran - Bammam/Khabar Express Highway [Mair branch]
Khobar - Al Rashid Mall (Nano)

Khohar - eXtra Stere [Nano)

Dammam - eXtra Store [Nano)

CENTRAL REGIDN

Riyadh - Granada, G0SI Complex [Main branch)
Riyadh - Pancrama Mall [Nane)

Riyadh - Sahafa eXtra Stare IMana)

Riyadh - Wurood eXtra Store (Nano)

WESTERN PROVINCE

Jeddah - Prince Sultan Road [Main branch|
Jeddah - Old Airport Road eXtra Stare [Nana)
Jeddah - Red Sea Mall [Nano}

Jeddah - Prince Sultan eXtra [Nano)

CUSTOMER BENEFITS

Customers can choose from a broad range of channels through
which tc open accounts and conduct transactions These include
e-banking, a centact centre, and digital communication channels
such as mobite devices, e-mail, web chat, and secial media. By
eliminating the cosls associated with large physical branch
nelworks, meem @' generates significant savings for the Bank,
which are passed on to customers via higher rates of return for
deposits or lower service charges.
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PRODUCTS

MEEM ONE-PACK

The One-Pack 5 packaged
product, which has features of
Current and Savings accounts.
It comes with optional features

such as Jam Jar, Budgeting

tocl and Automatic sweep,

CURRENCY CARD

Allows customers to access
upto 4 different currencies
accounts, enhancing customer
experiente when conducting
transactions while traveling.

MURABAHA

Murabaha i1s an acceptable
form of credit sale under
Shariah lIslamic religious law].
Similar in structure to a
rent-ta-own arrangement,
the Intermediary retains
ownership of the praperty
unitil the loan ts paid
infull.

CREDIT CARD

The Credit Card 1s an enabler
foreur customners to access
revolving and spending credit
lines through POS/ATMs
by undertaking physical,
telephone and internet
transactiens.

BUDGET

This 1s an optional
feature of the One-
Pack, which enables
accounthelders
to budget and track
their spending.

JAM JAR

This 15 an optional feature
of the One-Pack, which enables
customners to save for a specific
purpese during a peried
selected by thern, Customers
setup a standing instruction to
automatically set aside funds
fram the One-Pack account
to a specific Jam Jar’ at
aselected frequency.

PERSONAL LOAN

The Persanal Finance product s

a supporting praduct for the deposit
customers, However, the unique selling
point for this praduct s its STP {Straight

through Processing] application and

approval. The disbursement 1s atso
automnated once the physical dacuments
are verified by store staff The objective

1s to make the proposition seamless

and easy for satisfying bank
customers’ one-off
financing neads,
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Corporate social
responsibility review

Dr.Yahya A, Alyahya

Chief Executive Officer, Gull Internatianal
Bank, addressmg the 2014 IIF MENA Regional
Economic Forum held in September 2014

in Bahrain

ine ves

CAREER DEVELOPMENT
Young Professional Development Programme

The Young Professional Development Programme was initiated
in January 2013 when the first batch of 20 fresh graduates came
on board, Derived from GIB's core values, lhe programme’s
objectives focus on employing the best qualified candidates
in the GCC region, and providing thern with an opportunity to
grow and becorme future leaders of GIB. As fresh graduates, the
jeining candidates have the privilege to begin their career in an
environment where they can learn and understand banking and
its main operations, and obtain their professional accreditation
and certification at the same time

The Programme supports the Banks wision of being the
‘employer-of-choice in the regienal banking industry. This
entalls attracting, nurturing and retaining a stream of talent,
and creating an environment where pecple are motivated to
deliver outstanding results and develop rewarding careers The
Programme, which recruils up 1o 20 high-calibre GCC university
graduates every six months, now has 76 participants from
Bahrain, Saudi Arabia, Kuwait and Oman undertaking a two-
year programme of theoretical and on-the-job traiming across
the organisatien Candidates are selected after successfully
completing a thorough process of tesls and evaluations Once
selected, the graduates underge a number of programmes
which include classroom courses, a jeb rotation plan within
selected departments, and finally their placement

Second Exhibition for Women and Labour

GIB 15 commilled lo providing women wilh employment
opportunities, and to supporting them to reach therr full potential
and advance thewr careers, Under the patronage of Her Royal
Highness Princess Sabeeka bin Ebrahim Al Khalifa, Wife of H.M.
the King and President of the Supreme Council for Women, GIB
participated in the Second Exhibition for Women and Labour in
Bahrain during October 2014, This three-day event opened the
daor for women to meetwith employers and explore job openings
and career opportunities in the market.
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EVENTS SPONSORSHIP
IIF MENA Regional Economic Forum

GIB hosted the 2014 IIF MENA Regional Economic Forum,
which brought together senior decision makers, economists,
financial experts and advisors representing member firms
of the Institute of International Finance (IIF] in MENA, and
global institutions active 1n the region. Held for the first tme
in the Kingdom of Bahrain during September 2014, this event
marked a significant milestone 1n furthering the longstanding
parinership and friendship between GIB and the IIF. The lwo-
day Forum addressed the challenges of economic diversification
and meaningful job creation in the oil-producing economies,
and prospects for political stability and sustainable economic
growth by Arab countries currently in the transition phase Italso
discussed matters concerning global energy markets and the
future role of the MENA ol preducers in global energy supplies.

The Forum was held under the patronage of H.E. Rasheed M
Al-Mara), Governor of the Central Bank of Bahrain, GIB Chief
Executive Officer Dr. Yahya Alyahya delivered the opeming
address and chared a panel discusston on Global and Regional
Prospects’ Keynote speakers included Dr. Marwan Muasher,
Vice President for Studies, Carnegre Endowment for International
Peace, Or. lbrahim A, Al Muhanna, Adviser lo the Minister,
Ministry of Petroleum and Mineral Resources, Saudi Arabia, Mr.
Thomas Laursen, Lead Econormist, MENA, World Bank Group,
Mr. Al Aissaoul, Economic Adviser, Arab Petroleum [nvestments
Corporation, and Mr. Adel El-Labban, Group Chief Executive
Officer and Managing Director, Ahlt United Bank.

Euromoney Saudi Arabia Conference

GIB was a lead spensor of the ninth annual Euromoney Saudi
Arabia Conference held in Riyadh, Kingdom of Saudi Arabia
during May 2014. Enttled ‘Innovation, Competition and the
Changing Dynamics of Globalisation, Lhe conference brought
together government officials, policy makers, financiers and
business leaders te share their thoughts and perspectives on the
role of the Kingdom in the region and the global econony
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H.E Or lbrahim Al-Assaf, Minister of Finance, inaugurated the
event which featured keynote participations by H.E. Or Mapd At
Moneef, Secretary General of the Supreme Economic Council,
and Mr Jamie Dimon, Chairman and CEO of JP Mergan. GIB
Charrman H.E Jammaz bin Abdullah Al-Suhaimi attended the
first day of the conference and spent time with officials and
delegates at the opening ceremeny, while CEO Dr Yahya Alyahya
participated in a panel discussion. The overriding theme at the
conference was the increasing importance of technelogy and
inncvation, particularly in the banking and inancial sector, and
alsc in the corporate seclor. For the first time this year, a debate
took place on the use of technclogy in finance

HEALTH AWARENESS
World Health Day Workshop

To promate health armong staff, and coinciding with World Health
Day on 8" April 20%4, GIB organised a general health warkshop
that was conducted by Dr. Nada Jawaher from the Royal Bahrain
Hospital. She provided adwice on lfestyle changes, and the
impartance of physical exercise and healthy eating. Dr. Jawaher!
also gave some practical tips on how to deal with the office
environment, and how simple office exercises and habits can
lead te a healthier Ufe, Participating staff receved a wital putse
check-up by the nursing tearn accornpanying Dr. Jawaheri.

‘Think Pink’ Cancer Screening

GIB organised a Think Pink breakfasl for slaff in Oclober
2014, together with a week-long fundraising programme
which included themed notebooks and mugs that employees
purchased. Proceeds were donated to the Oncology/Hematology
Centre (Breast Cancer Nursing Activities) al Salmaniya Hospital,
Bahrain Staffwerealsoinviled to atlend an inspiring presentation
about the Importance of early detection of breast cancer, which
was hosted by nurse and breast cancer patient, Rabab Idrees and
Dr Mariam Junaid fram Salmaniya Medical Hospital

COMMUNITY ENGAGEMENT

GIB encourages and supports staff to participate in community
angagement activities. For many years, the Bank has fielded
tearns in two of Bahrain's mest enduring annual charitable fund-
raising events - the Marathon Relay and the Raft Race

The Bank participated in the 2014 Bahra:n Marathon Relay, which
was organised by the Bahrain Round Table in association with the
Bahrain Athletics Asscciation. The GIB team won first place in
the financiat instiutions category, and overall third place from
among 174 parlicipaling leams

GIB also tock partin the 2014 Bahrain Raft Race organised by the
Rolary Club of Salmaniya. Ateam of 11 Bank employees took part
in the open sea all men's category
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The increase in expenses was attributable to the investment in
the implementation of the new GCC-focused universal banking
strategy and, in particular, the new retall bank which was
launched for custorners in the Kingdem of Saudi Arabiz under
the brand name ‘meem @ n January 2015 Net income after lax
in the fourth quarter was US$12.9 mullion compared to US$20 0
million in the fourth quarter of 2013.

Total income at US$257 é million was US$20 7 million or 7 per
cent lower than the prior year Excluding the excepticnal income
referred to above, total income was marginally up on the prior
year reflecting a strong level of net interest income and higher
contributions from fee and commission income, and foreign
exchange income. The notable increases in the strategically
important fee and comrmssicn inceme, and foreign exchange
incorme reflected continued success in the cross-sell of nan-
assel based products and services to the Bank's customers

Net interest income, which at US$158.0 mullion represented
the Bank s largest income source, was US$5 1 million or 3 per
cent down on the prior year. The year-on-year decrease was
principally attributable to higher costs associated with balance
sheet management Initiatives that form part of an on-going
programme te minimise the mismatch between the maturities
of assets and Liabllities. In this context, in May 2014, GIB 1ss5ued
a SAR2.0 billion five year floating rate note to investors in the
Kingdom of Saudi Arabia at a highly optimal spread of 725 b.p
above SAIBOR. Net interest income derwved from the wholesale
corporate lending activity increased by 4 per cent over the prior
year The year-on-year increase reflected a further increase in
the average loan volume as the Bank successfully recrientates
its lending activities from transactional-based long-term project
and struclured finance lo relationship-based large and mid-cap
corporates. This resulted in a 4 per cent year-on-year increase
in the average loan volume as well as increased non-asset based
customer-related activities.
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Fee and commissian income at US$62.9 million was US$0 9
million up on the prior year, and comprised one quarter of total
income. This further growth in fee and commission income
reflects the successthathas beenachieved in the mplementation
ol GIB's new stralegic focus on non-asset based, relationship-
orientated products and services, and on supporting customers
commercial and trade finance requirements. Foreign exchange
income at US$19 4 million was US$2 0 million or 11 per cent
up on the prior year Foreign exchange income principally
comprised cuslomer-related foreign exchange revenue, and In
particular revenue derived from structured products designed
to assist customers in hedging their foreign exchange exposures
in the current volatile markets. Trading income at U5$2 4 million
compared to a US$9 3 million profit in the prior year However,
pricryear trading income included an exceptional US$5 9 million
fairvalue gainona fund investment arising on the fund s recovery
of a previously written off investment Trading income principally
comprised gams on an investmenl 1in a fund managed by the
Bank's Lenden-based subsidiary, GIB [UK] Lirmited Other income
of US$14.9 million for the year compared to US$24 5 million in
the prior year. However, prior year other income included an
exceptional US$15 3 million recovery amsing on the liquidation of
a structured investment vehicle that had been written off in 2007
The remaining other income principally comprised dividends on
equity investments.

Total expenses al US$164.9 mullion for the year were 9 per cent
up on the prior year. The year-on-year INCrease In eXpenses was
attributable to the en-going investment in the implementalion of
GIB's new GCC-focused universal banking strategy

NET INTEREST INCOME

Net interest income at US$158.0 mithion was US$5 1 million or
3 per cent lower than in the prior year.

Net interest income 1s principally derived frem the following
sources -

* margin income on the whaolesale lending portfclic,

= rmargin incorne on the investment securities portfolio,

* money bhook activities, and

* earnings on the investment of the Group's net free capital.
Net interest income also incorporates the cost of term finance

The year-on-year decrease in net interest income was largely
attributable to (i} a higher cost of term finance associated with
a net US$1.0 billion increase in term finance during 2014, and
(1) lower interest received on past due loans. These two factors
more than offset a year-on-year increase n interest earnings
derived from the wholesale lending portfolio.

Interest earnings on the wholesale lending portfolio accounted
for 70 per cent of the Group's net interesl income before the cost
of term finance Margin income derived from wholesale lending
was 4 per cent higher than n the prior year due to a higher
average performing loan valume The average performing loan
volume during 2014 was b per cent hugher than in 2013 although
average performing loan margins were 2 b p. lower than in the
prior year as a result of a contraction incredit spreads watnessed
during 2014. The increase In average performing loan votumes
reflected the ongeing success that has been achieved in the
transformation of the Bank's wholesale banking strategy to focus
on relationship-based lending to large and mid-cap corporates.
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Margin thcorme on the (nvestment securities pertfolio accounted
for 12 per cent of net interest ncome before the cost of term
finance. The interest earnings from the investment securities
porlfolio were 3 per cent lower than in the prier year, The year-
on-year decrease was attributable to a marginal year-on-year
decrease In the average volume of investment debt securities
and a 1 b.p decrease in the average spread on the portfolio
resulting from the reinvestment of maturing securities at
lower prevalling spreads The investment securilies portlolio
15 primarily maintained as a bquidity reserve The key factors
underpinning the portfolio are therefore Liquidity and gually
rather than income-generating characteristics,

Money book earnings represent the differential between the
funding cost of interest-bearing assets based on internat transfer
pricing methodologies and the actual funding cost incurred by
the Group. This includes benefits derved from the mismatch in
the repricing profile of the Group s 1nterest-bearing assets and
liabilities. Money book earnings in 2014 accounted for 11 per cent
of net interest income before term finance costs, ana were 3 per
cent up on the prior year During 2014, the Group was successful
in further increasing deposit average tenors while reducing its
cost ol lunds

Earnings on the investment of the Group’s net free capital, which
accounted for ? per cent of net interest income before term
finance costs, were much in line with the prior year. The net
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free capital was largely Invested in shorter duration government
honds reflecting the Group s view that econemic conditions in the
United States were nol conducive to a rise In US interest rales in
the short-terrm, although the shorter tenor fixed rate instruments
provide the oppertunity to reinvest on maturity at higher yields in
the event that interest rates rise in the short- to medium-term as
a result of a more constructive outlook for the US econarmy At
lhe end ol 2014, more than half of the Group s net free capital was
invested in shorter duration fixed rate instruments, generating an
enhanced return over short-lerm interest rates. Earnings on the
net free capital in 2014 and 2013 were also negatively impacted
by the historically low short-term US interest rates prevailing
througheout both years A rise in US interest rales would have a
direct beneficial impact on the Group s interest earnings.

The costof term finance increasedin 2014 as a result of newterm
finance facilitres that were raised in advance of the matunity of a
SAR3 5 billion (US$933.3 mitlion] bond in April 2015, as well as
additional term finance that s required to support planned future
growth in the loan portfolio. The Group continues to minimise
its previous reliance on funding longer tenor assets with short-
lerm deposits, and the assocrated Liquidily and refinancing risk,
with proactive actions having been taken over the previous five
years to raise new term finance to minimise this undue risk. As
a resud, at 31 December 2014, the volume of iliquid assets or
assels maturing beyond one year that were funded by non-sticky
or short-term deposits represented less than 5 per cent of non-
sticky customer deposits The remaining customer deposits and
all bank deposits therefore funded shorler tenor or liquid assets.
This effectively addresses one of the key focuses of the new Basel
3 regulatory guidelines whereby banks will have less ability to
fund longer tenor assets with shorter tenor whaolesale deposits.
The initiatives to reduce the Group s exposure to Liguidity risk
resulted in a US$51.6 million or 25 per cent reduction in the
Group s net interest incorme 1n 2014.

NON-INTEREST INCOME

Non-interest income comprises fee and commssion incormne,
foreign exchange income, trading income, and other income

Fee and commission income at US$62 % million was US$0 9
million figher than in the prior year. An analysis of fee and
commuission incame with prier year comparatives 15 set out in
note 22 to the consolidated financiat statements Comrnissions
en letters of credit and guarantee at US$32.1 million were the
largest source of fee-based iIncome.

A US$0.9 million ar 3 per cent year-on-year Increase in
commigsions on letters of credit and guarantee reflected an
enhanced focus on supporting custormers’ commercial and trade
finance requirements. Investment banking and managemenl fees
wereUS$27 9 millionforthe year, thereby representing the second
largest contribution to, and 44 per cent of, fee and commission
incame This income cateqgory comprises fees generated by
the Groups asset managernent, fund management, corporate
adwisory, debt and equity capital markets, and underwriting
activities. Investment banking and management fees were
US%0.7 million higher than the prior year level and incorporated
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fees derived fram a number of debt and equity capital market
mandates during the year, as commented on in more detail in the
Review of Operations section of the Annual Report As referredto
in nole 35 to the consolidated financial statements, assets held in
a fiduciary capacity amounted to US$13.0 bitlion at 31% Decermnber
2014 representing a US$1.8 billion or 16 per cent increase over
the prior year. Loan commitment fees at US$2 0 millien were
US$0.5 million lewer than in the prior year with a focus on the
utilisation by custorners of therr commitrment facilitres

Foreign exchange income at US$19 4 million for the year was
US$20 milien up on the prior year level Foreign exchange
incoma  principally  comprised incorme  generated  fram
customer-initiated foreign exchange transactions that were
offset in the market with matching transactions Accerdingly.
there I1s no market risk associated with the transactions that
contribute to this matenial source of ncome The strong foreign
exchange earnings reflected the success achieved in the cross-
selling of Innovative products to meet customers needs and
requirements, and the develapment of new products te meet
those needs A growing demand 1s being witnessed for the
products as customers experience the benefits derived from
the new products in assisting them to effectively manage and
hedge their currency exposures. Importantly, during 2074 the

KEY PROFITABILITY DRIVERS

DRIVER 2014

Group expertenced repeat business from new clients for these
innovative and effective foreign exchange products. The Bank is
nevertheless continuing to expand its custormer base to create
a broader and a more desirable dversification of earnings trom
these products

The Group s various trading activiies recorded a US$2.4 million
profitfor the year compared to a US$9.3 mullien profitin the prior
year. Trading income is reported inclusive of all related income,
including interest income, gains and losses anising on the
purchase and sale, and from changes m the fair value of trading
securibies, dividend income, and interest expense, including all
related funding costs. An analysis of trading income 1s set out
in note 24 to the consolidated financial statements. As referred
to In note 24 to the conselidated financial stalemenls, (rading
income 1n 2013 included an amount of US$5.9 million in relation
to a recovery of an underlying investment in a fund managed by
the Group. The amount had been written off in previous years,
Exctuding this one-off item, trading income in 2014 principally
comprised profils recorded on managed funds. The investment
in managed funds represented an investment in an emerging
market government-related debt fund managed by GIBUK.
The fund, the Ernerging Markets Opportumities Fund, generated
al?Zpercentreturnin 2014

2015 AND BEYOND

Lean volume

o Increase in average loan volurne +$0 4 million

o Flanned increase in 2019 and beyond to target
leve! of $10 billion

Lean margins

large and mid-cap corporates

Continued increase in care loan portfelio
e margins by replacement of maturing lower
margin loan facilities with higher margin

Continued increase in loan margins by
0 replacement of lower margin lending with
higher margin rmig-cap corporates

Income on net
free capital

@ Yields remained at same low level asin 2013

o Rising interest rate environment in context
of rising inflatien

Term finance cost:

Lliquidity risk cost of $1 0 bilbon maturily in 2015

$1 4 billien of new term financing ahead

New term finance to be raised in the shert-term
o but replaced by retail deposits in the medum-
te long-term

Fee and commission

income o

equity funds

Foreign exchange
income: customer- o
related business

risk exposures

Focus on cross-selling of non-asset based
products and services, e.g investment banking o
services, asset management and privale

Continued focus an cross-selling of treasury
products and development of new products
to assist customers in hedging their market

Focus on cross-selling of non-asset based
products and services, @ g. investrent banking
services, asset management and private equity
funds

Continued focus on cross-selling of Lreasury

O products and development of new products to
assist custormers in hedging their market risk
exposures

Overhead
launch 1n 2015

Loan provisions

Continued investment relating to retail bank

e Specific provisioning requirernents largely
razllocated from non-specific provision buffer

Continued investrnent relating to retail bank
launch in 2015, and the development of the
Bank's strategic initiatives

Any specific provisioming requirement to be
reallocated from the non-speafic prowision bulfer
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Other income of US$14 9 million was recorded for the year. An
analysis of other iInzome 15 set out in note 25 to the consolidated
financial staterments Other income principally comprised
US$9.5 millian of dividends recewved from equity investments
classified as fair value through other comprehensive income
[FVTOCH and US$3 8 mullion of recoveries of previously written
off assets. Prior year income of U5%$26.5 million included an
exceptionat US$15.3 million recovery arising on the lguidation
ol a slructured Investment vehicle thal was written off in 2007,

OPERATING EXPENSES

Operating expenses at US$144 ¢ mithon were USH13 2 million or
9 per cent up on the prior year The year-on-year increase was
the result of cosls asseciated with the implementation of the
Group s new universal banking strategy

Staff expenses, which at US$115.4 million accounted for maore
than two-thirds of tctal operating expenses, were US$14.1 million
or 14 per cenl up on the prior year The year-on-year increase
was allributable to an increase in headcount during 2014 The
Group's total headcount at 31° December 2014 of 930 staff was
189 higher than al the end of 2013. The increase in headcount
reflected an enhancement of rescurces in business areas and
certain support functions, as well as the business build teams
for the new retail bank, The headcount at 31% December 2014
included 201 retall banking front office staff, representing an
increase of 108 compared to the 2013 year end.
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Premises expenses at US$157 million were US$1.8 million
or 13 per cent up on the prior year, This was due to renl and
depreciation costs relating to the Group s new Kingdem of Saud
Arzbia Head Office premises located in Dhahran in the Eastern
Province of Saudi Arabia, and new premises for the Central and
Western Province main branches to accommodate the new retail
bank stares

Other operating expenses at US$338 milion were US$2.6
million or 7 per cent lower than in the prior year The year-on-
year decrease was due to one-off expenses incurred in 2013
relating to the implementation of the new business strategy and,
in particular, costs relating to specialist external consultancy
advisors.

PROVISIONS

Following prudent provisioning actions In previous years
in anticipation of a higher level of corporate defaults in the
weakening ecenamic environment at that time, net provisioning
requirements in 2014 were Limited

in 2014, there was a US$5.8 muluon net provision charge
comprising a US$10 3 million provision charge for loans and 2
US$4 5 million release for investment securities,

The US$10.3 million loan provision charge comprised specific
provisions that were aligned with new provisioning guidelines
propesed by the Saudi Arabian Monetary Agency [SAMA] and
similar guidelines set out In a consultation paper 1ssued by the
Central Bank of Bahrain [CBBI. The new provisioning guidelines
require specific provisions te be determined based on the period
that credit facilities have been past due, with a 100 per cent
specific provision required for credit faciities that are mere
than 340 days past due. GIBs specific and non-specific loan
provisions at 31 Decernber 2014 were fully compliant with these
new provisioning guidelines 1n advance of their implementation
dates. In addition, US$20.0 million was reallocated from the non-
specific grovision to specific provisions in relation to a number of
impaired loan facilities for which new specific provisions were
required 1n accordance with the SAMA and CBB provisioning
guidelines.

The US$45 rmullion investment security provision release
arose on an adjustment to the historical loss estimate to reflect
the effects of currenl conditions in relation to the investment-
grade rated debt securities. The probabilities of default applied
in the calculation of the collective provisions for impairment
of investment securities at 31" December 2014 nevertheless
continued to reflect stressed probabiliies of default and
exceeded prevailing default levels

Tob b
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CAPITAL STRENGTH

Totat equity amounted to US$2,350 7 million at 31%* December
2014 At the 2014 year end, the ratio of equity and lier 1 capital
to total assets were 11 0 per cent and 10 8 per cenl respectively,
ratios that are high by international comparison

AUS$B6.7 million increase in total equity during 2014 comprised
the net of the U5%85.6 million profit for the year, a US$6.7 million
net increase in the fair value of derivative cash flow hedges and
equity investmenis classilied as FYTOCH, and a US$5 6 million
decrease in equity arising on the remeasurement of the defined
benefit pension fund of the Group s London-based subsidiary,
GIBUK.

With a total regulatory capital base of US$2,510.1 million and
total risk-weighted exposure of US$12,7821 million, the risk
asset ratic calculated in accordance with the Central Bank of
Bahrain's Basel 2 guidelines was 19.6 per cent while the tier 1
ratio was a particularly strong 18 1 per cent. In accardance with
international regulatory guidelines, the fair value adjustments
to equity arising under IFRS 9 1n retation to derivative cash flow
hedges are excluded from the regulatory capital base Unrealised
gains and losses on equily Investments classified as FVTOC! are
includedn the reguiatory capital base although unrealised gains
are imited to 45 per cent of the unrealised revaluation gains The
Group's regulatory capttal base 15 enhanced by subordinated
term financing faciities, The amount included in tier 2 capital at
31# December 2014 in respect of subordinated term finance was
US$30 0 million This was net of a discount of US$447 8 million

RISK ASSET RATIC
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for subordinated term finance that i1s within five years of its final
contractual matunity date The subordinated term financing
facilities are approved for inclusion in tier 2 capntal for capital
adequacy purposes by the Group s regulalor, Lhe Central Bank
of Bahrain

At 31 December 2014, the regulatory capital base, excluding
subordinated term financing, amounted te US%$2,480.1 million,
This level of regulatory capital would support an additional
US$3.75 billion of 100 per cent risk-weighted assets while still
maintaining Lthe Group's targel minimum risk assel ratio of 15 per
cent. The Group therefore has more than sufficient regulatory
capital to support future growth plans.,

The risk asset ratic sncorporates both market and operational
risk-weighted exposures With approval from the Central Bank
of Bahrain, the Group applies the internal models approach for
market risk, and the standardised approach for determiming
the capital requirement for operational risk This demonstrates
that the Group's requlator 1s satisfied that the Group's risk
management framework fully meets the guidelines and
requirements prescribed by both the Central Bank of Bahran
and the Basel Committee for Banking Supervision.

The Central Bank of Bahrain adopted the Basel 3 regulatory
capital framework with effect from 1t January 2015 The Basel
3 framework revises the definition of regulatory capital. The
applicatien of the Basel 3 regulatory capital framework on the
risk asset ratios at 31" December 2014 would have resulted in
a slight decrease in the lolal regulalory capital base by US$27 3
millien and a US$21.3 million increase in the tier 1 capital base
In addition, total nsk-weighted expesure weuld have increased
by US$35.4 million. The resultant Basel 3 total risk asset ratio
and tier 1 ratio would have been 19.4 per cent and 18 2 per cent
respectively. The adoption of the new Basel 3 regulatory capital
framework accerdingly has a very Umited impact on the Bank’s
regulatory capital ratios.

The Basel 2 Pillar 3 report sel out in a later section of the Annual
Repert provides further detail on capital adequacy and the
Group’s capital management framework. The Group's policies
in relation to capital management are set out in note 275 to the
consolidated financial statements. As described in more detailin
lhe note, the Group's policy 1s to maintain a strong capilal base
50 as to mantain invester, counterparty and market confidence
and to sustain the future development of the Group’s business

Asle b
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ASSET QUALITY

The geographical distribution of risk assets I1s set eut in note 28
to the consclidated financial statements The credit risk profile
of financial assets, based on iternal credit ratings, 1s set out i
note 271(b] te the consolidated financial statements This note
demonstrates that 83 per cenl of all financial assets, comprising
liquid assets, placements, secunities and leans, were rated 4- or
above, 1 e the equivalent of investment-grade rated.

Further assessment of asset qualily can be facilitated by
reference to note 37 to the consolidated financial statements on
the far value of financial instruments. Based on the valuation
methedologies sel out in that note, the net fair values of zll on-
and aff-balance sheet financial instruments at 31% December
2014 were not significantly different to their carrying amounts.

At the 2014 year end, cash and other lLiguid assels, reverse
repos and placements accounted for 42 per cent of tolal assets,
investrnent securities accounted for 19 per cent, while loans and
advances represented 37 per cent

Investment Securities

Investment securities totalled US$3%445 milbon at 31
December 2014 The investment securities portfolio primarity
represenls lhe Group's lLigquidity reserve and accordingly,
principally comprises investment-grade rated debt securities
issued by major international and regional financial institutions
and government-related entities

ASSET MIXBY CATEGORY
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Investment securities comprise two types of debt secunty
portfolios and a umited investment in equities and equity funds.
The larger debt secur:ity portfolio comprises floating rate
securities or fixed rale securilies that have been swapped to yleld
constant spreads over LIBOR These accounted for US$2 0%0.6
millien, or 57 per cent, of the total investment debt securities at
the 2014 year end The smaller debt secunty portfolio represents
the investment of the Group's net free capital in fixed rate
securities, This portfollo amounted to US$1546,3 million at
the end of 2014 and comprised investments in OECD and GCC
government-related bends The Group had no exposure to
troubled eurozone government debt, 1.e. no exposure to Greek,
Irish, ltalian, Pertuguese or Spanish government debt

Equity investmants at the end of 2014 amounted to US$307 6
million. Equity investrments at 31% Decernber 2014 included isted
equities amounting to US$174.8 million received in settlement
of a secured past due loan. The remaining egquily investments
largely comprised private equity-related investments.

An analysis of the investment securities portfolio by rating
category 15 set out In note 91 to the consolidated financial
staterments  US$3,298.3 million or 91 per cent of the debl
securities at the 2014 year end were rated A- / A3 or above, Based
on the rating of the 1ssuer, a further US$338.6 million or 9 per
cent of the debt securities represented other investment-grade
rated securities. Thus, all debt securities comprised investment-
grade rated securities.

The fair value of investment debt securities at 315 December
2014 was US$3,657 2 million, The faw value was accordingly
US$20 3 million ugher than amortised cast. The higher fair value
compared to the amartised cost of the investment debt securities
reflected the high quality and fugh ratings of the securities

There were no past due or impaired investment securities at
31 December 2014,

INVESTMENT DEBT SECURITIES RATING PROFILE

US$ millions %

® AAAtoA-/AaatoA3 3,298 3 907
® BBB-+10BBB-/Baal to Baa3 3384 93
3,6369 100.0
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Loans and Advances

Loans and advances amounted to US$7931.5 million at the
2014 year end. This represented a US$385.7 million decrease
compared to the 2013 year end As 1s evident from note 40 te
the consolidated financial statements, the average volume of
loans and advances during 2044 was US$8,205 4 million, being
US$323.4 million or 4 per cent higher than the average volume
during 2013, However, a nurnber of loan repayments towards the
end of 2014 resulted in a lower loan volume at 31 December 2014
compared to the 2013 year end. 94 per cent of the loan portfolio at
the 2014 year end represented lending within GIB's core market
in the GCC states,

Based on contractual maturities at the balance sheet date, 54
per cent of the loan portiolio was due to mature within one year
while 76 per cent was due to mature within three years Only 12
per cent of loans were due to mature beyond five years Details
of the classification of loans and advances by industry are set
out In note 10 2 to the consolidated financial staternents while
the geographical distribution of loans and advances is contained
in note 28. At 31¥" December 2014, 24 per cent of the gross loan
portfoliocomprised exposure Lo the energy, oll and petrochemical
sector. This reflects the Group's previous strategic focus on
project finance and syndicated lending in the GCC states,

The credit risk profile of loans and advances, based on internal
credit ratings, 15 set out in note 271[b] to the consoclidated
financial statements US$4,801 4 millian or 61 per cent of total
loans were rated 4- or above, te the equwvalent of investment
grade-rated. Only US$9.4 mullion of loans and advances, net
of provisions fer impairment, were classified as individually
impaired. individually impaired loans represent loans for which
there 15 objective ewvidence that the Group will nat collect all
amounts due n accordance with the contractual terms of the
cbligation. Therefore, 99.9 per cent of loans and advances were
not indvidually impaired

LOAN MATURITY PROFILE

US$ millions %

® Yearl 4,3095 543
< Years 2 & 3 17270 218
® Years4 &5 9234 146
Over Syears 971.6 123
7.931.5 100.0

Total loan loss provisions at 31 December 2074 amounted to
US$601.1 million, Counterparty specific provisions amounted to
US$453.1 million while non-specific provisions were US$148.0
milion Total provisions of US$601.1 million represented 128
per cent of the gross book value of past due loans There was
accorgingly a sigrificant buffer of provisions in excess of the
volume of past due loans

Specific provisions are determined based on the recoverable
amount of the loan, The recoverable armount 15 measured as
the present value of the expected future cash flows discounted
based on the interest rate at the inception of the facility Non-
specific provisions are determined on a portfelio basis utilising
an incurred loss model, The incurred loss model estimates the
prebable losses inherentwithin the portfolic at the balance sheet
date but that have not been specifically identified The model 15
based on appucable credit ratings and associated historical
default probabilities, loss severity and rating migrations, and
reflects the current macroeconomic, political and business
environment and other pertinent indicators

Non-specific loan provisions at 31 December 2014 amounted
to US%$148.0 million, representing a high 1.8 per cent ol nan-
specifically provisioned loans. The probabiliies of default
applied in the calculation of the nen-specific previsions at 31%
December 2014 equated to circa two and a half times the current
level of probabilities of default, exceeding the previcus highest
corporate default rates witnessed in July 1991 The default rates
applied in the calculation of the non-specific loan provision and
the resultant prowisioning levels for senior, unsecured exposure
by internal rating category were as follows -

Internal Probability Senior, unsecured
rating grade of default [PDs) provisioning level

% %
1 0.03 -
2+ 6.03 -
2 0.03 -
2- 00h -
3+ 015 01
3 020 01
3- 020 0z
4+ 042 04
4 088 05
4= 108 0é
5+ 188 1
5 290 17
5- 518 31
b+ 823 49
6 23728 140
b- 3288 197
7 6948 418

The provisioning evel 15 pesed on a _uss Given Default (LLD] of 60 per et far
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For the purpese of the calculation of the nen-specific provision,
the Group only tzkes account of collateral held in the form of
cash orexchange-traded equities White collateral in the form of
securities, unlisted equities and physical assets i1s used for risk
mitigation and protection purposes, itis not taken into accountin
the calculation of the non-specilic provision,

The gross and net book values of past due loans al 31 December
2074 amounted to US$4692 milben and US3161 rmullion
respectively The specific provisioning coverage for past due
loans was Lherefore 97 per cent Past due loans are defined as
those loans for which either principal or interest s over 90 days
past due Under IAS 39, interest on 'mparred loans should be
recognised inincome based on the net book value of the loan and
the interest rate that was used to discount the future cash flows
for the purpose of measuring Lhe recoverable amount However,
In accardance with guidelines issued by the Group s regulator,
the CBB, interest on past due loans 1s only to be recognised in
income on a cash basis In view of the Group s high prowisiening
ceverage for impaired loans, the difference between the two
bases of accounling 1s not matersal

PDOLOANDEVELOPMENT
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Other Asset Categories

Cash and other liquid assets, amounting to US$2,472.6 million
at the 2014 year end, are analysed in note 5 to the consolidated
financial statements, They principally comprised cash and
balances with central banks and banks, governmenl bills, and
certficates of deposits held for Liguidity management purposes,

Placements totalled US$5,180.5 million at the 2014 year end and
were well diversified by geography as illustrated in note 28 to
the consolidated financial statements Placements were largely
with GCC, European and North American bank counterparties,
representing the Groups principal operating locations
Placerments represented 24 per cent of total assets at the 2014
year end. A high level of placements was being manlained in the
prevailing uncertain and volatile market environment At the end
of 2014, placements were supplemented by US$1,305 2 rillion
of securities purchased under agreements to resell. These
represented collateralised placements, thereby reducing the
Group s risk exposure to the inancial institulion sector.

Trading securities at US$72.7 million largely comprised
investments in managed funds, providing exposure to emerging
market government-related debt.

Risk Asset and Commitment Exposure

Risk asset and commitment exposure at 31% Decemnber 2014
amaounted to US$Z4,883.0 million Risk assets and commitments
comprise all assels included in the balance sheet [with the
exception of other assets| and credil-related contingent itemns.
As referred to earlier, an analysis of risk asset and cammitment
exposure by category and geography is contained in note 28 to
the conseolidated financial statements. As is evident frem this
note, US$16,406 5 million or 64 per cent of total nsk assets
and commitments represented exposure to counterparties and
entities located In the GCC states. The remaining risk asset
exposure largely represented short-term placements with
major European and Narth American banks An analysis of
derivative and foreign exchange products is set out in note 31 to
the consolidated financial slatements while a further analysis of
credit-related contingent items together with their risk-weighted
equivalents is contained in note 32,

SLLE
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RISK 2SSET AND COMMITMENT EXFOSURE

US$ millions %
& GCC ) 16,406 5 859
Other MENA 469 0?2
®  Europe 53628 240
®  North Amenca 16196 65
_ MAsia 7916 32
®  LatinAmerica 55 4 0z
- 24,8830 100.0
DEPOSITS - GEOGRAPHICAL PROFILE
_ Us$ milliens %
®  GCC countries 9,856 0 6%7
& Other MENA 674 8 a8
®  Qlher countries 3.6071 255
14,1379 100.0

FUNDING

Bank and customer deposits at 31 December 2014 totalled
US$14,1379 million Customer deposits amounted o US$12,897 8
million at the 2014 year end, representing 91 per cent of total
deposits Bank deposits at 31% December 2014 amounted to
US$1,240 1 milbon, representing only 9 per cent of tolal deposits.

Total deposits are analysed by geography n note 13 to the
consclidated financial statements. US$9.856.0 million or 70
per cent of total deposits were deriwved from counterparties in
GCC countries Deposits derived from non-MENA countries,
principally Europe, amounted te U5$3,607 1 million or 26 per cent
of total deposits. The deposits from counterparties in non-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 liquid
assets with non-MENA counterparties of US$5,193.3 million and
are placed on a short-term basis in the money market. The Group
15 therefore a net placer of funds in the international interbank
markel, and accerdingly has na net reliance en the inlernalional
interbank market

Secunitizs sold under agreements to repurchase [repos| were
US$418.0 millicn at 31 December 2014 The Group utilses
its high quality and hughly rated investment securilies 1o raise
funding on a collateralised basis where effective from a cost and
tenor perspective, as well as constantly validating its ability to
repo the securities as part of the Group s liguidity contingency
plans

Senior term financing at 31 December 7014 totalled US$3,372.9
miltion Term finance and equity represented 171 per cenlof loans
maturing beyond one year New senior term finance of US$1,405 2
million was raised during 2014 The new term finance comprised
a SAR?20 bilbon (US$533.0 million] five year floating rate note
1ssued to investors in the Kingdom of Saudi Arabia at a highly
competitive spread of 725 b p. above SAIBOR, in addiion lo a
number of term deposits raised from the Bank's customer base.

Further commentary on Liguidity and funding is provided in the
Risk Management and Capital Adeguacy report
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“The Board establishes the objectives of the

Bank, the adoption and annual review of strategy,
the management structure and responsibilities,
and the systems and controls framework.”

SOUND GOVERNANCE PRACTICES

When Gulf International Bank BSC {"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
goverpance practices for the Bank From the start, sound
corporate governance has been essentizl at GIB, both in
achieving organisational integrity and efficiency as well as in
attaiming fairness fer all stakeholders,

Over the years, GIB has progressively adopted and implemented
standards of corporate governance relevant to publicly-traded
financiat mstitutions although 1t 1s not a listed company, and
since 2003 GIB has regularly published a statement an corporate
governance in its Annual Reports

In 2010, when the Central Bank of Bahrain [ CBB'] introduced
new corporate governance requirements for banks in Bahran,
GIB had already put in place many measures that are hallmarks
of good corporate governance practices, such as comprehensive
mandates for the Board of Directors ["Board |, for directors and
for Board committees, a Code of Conduct [Code on Conduct,
Ethics and Avoiding Conflicts of Interest) in both English and
Arabic published an the Bank s website, a detailed Corporate
Policy Manual and operaling policies that anticipated Llhe CBB's
new requirements.

In 201%, GIB adopted addittonal measures that included, amongst
olher things, a new Board Charler, updated mandates for
the Board committees, a new Whistle Blowing Pregram that
enhances the whistle-blowing prowisions already existing in the
GIB s Code of Conduct, a review of the classification of directors
and a realignment of Board committees.

In 2012, when the Board reassessed its composition and
reconstituted 1ts commitiees, the corporate governance
responsibilities vested under the Audit Commiltee was no longer
meeting the minimum independent membership requirements,

As a result, a dedicated Corporate Governance Committee
was established by the Board in February 2013, The Corperate
Governance Committee rnandate was later approved by the
Board in April 2013.

In 2014, the CBB introduced new requirements on sound
remuneration of approved persons and matenal risk-takers
and were effective from 1% July 2014. GIB arranged 1o take the
necessary steps to fully comply with Lhese new requirements

The Board and its respeclive commuittees mandates are subject
to an annual review to ensure that they continue to reflect the
current processes, best practices and any new regulatory
requiremants. The last updates were initiated and approved by
the Board in December 2014,

The Board Charter is posted in its entirety on the Bank’s website
[www.gib com] and by itself largely reflects the corporate
governance requirements contaned in the HC [High Level
Controls} Module of the CBB Rulebook Velume 1,

The measures adopted by GIB formally entrenched a cullure
of professional corperale governance in the organisation. They
also demonstrated GIB's commitment to financial transparency,
fairness and disclosure of financial infermation that will benefit
alt users of such information, including regulators, customers,
caunlerparlies, raling agencies and other stakeholders.

In March of every year, the Board prepares for its shareholders’
Annual General Meeting ["AGM"] and for the CBB a report on
GIB's cornphiance with the CBE rules on corperate governance,
which explains any non-compliance. The explanations contaned
In this year's ‘Comply or Explain” report are reproduced at the
end of this section of the Annual Report

GIB discloses in the Annual Report the additional information
required to be disclosed 1n accordance with Section PD-1.3 8 of
the CBB Rulebock Volume 1, and the Board 15 alse disclosing
to the shareholders the information to be disclosed te them
annuaily under Section PD-4 11 of the Rulebook.

Q
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SHAREHOLDERS

The current shareholding structure of GIB 1s as follows.-

Shareholder Percentage of
shareholding

Public Investment Fund 97.226%

ringdam of Saudi Arabia

Kuwait Investment Authority 0 730%

State of Kuwan

Qatar Holding Company 0730%

State of Qatar

Bahrain Mumtalakat Holding Company 0.438%

Kingdom of Bahran

Ministry of Finance 0.438%

Sultanate of Oman )

Emirates Investment Authority 0.438%

United Arab Emirates

ORGANISATION - RULES AND ROLES

GIB maintains a corporate governance structure that delineates
and segregates the functions, roles and responsibilities of the
Board and management, and ensures that the reguisite separate
attributicn of responsibibties between them 1s mantaned -

e There 15 an effective and appropriately conslituted Boeard
responsible for the stewardship ofthe Bank and the superwision
of 1ts business, 1t receives from management all information
required to preperly fulfil 1s duties and the duties of the
committees that assist 1t, and |l delegates to management
lhe authority and responsibiity far managing the day-to-day
business of the Bank.

aLHLA0L U654, b:wb

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

* There 15 a clear division of roles and responsibiliies between
the Board and management, and between the Charrman and
the Chief Executive Officer [CEQ)

¢ There are defined and documented mandates and
responsibiities {as welk as delegated authorities where
applicable] for semer management

The Bank s corporate governance structure and crgantsation
chart s sel out on page 47 of this Annuzl Report

BOARD OF DIRECTORS

Under GIB's AoA the Board s comprised of up to ten members to
be appointed or elected every three years The AcA 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 right to terrminate such appointment and
replace the relevant directors The appointment of directors 1s
subject to prior approval from the CBB. In 2012, the shareholders
re-appointed the directors for a new three year term.

GIB has a written appointment agreement with each director
This agreement describes the directors powers, duties,
responsibilities and accountabililies, as well as other matters
relating to their appointment including their term, the time
commitment envisaged, therr assignment on the Board
Commutlees, their remuneration and expense reimbursement
entitlement and their access to independent professional advice
when needed.

At the year end, the Board comprised seven non-executive
directors, including the Chairman and Vice-Chairman, who
together bring awide range of skills and experience to the Board.
Their biographies are set out on page 48 of this Annual Report

A
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INDEPENDENCE OF DIRECTORS

Thendependence or non-independence ofthedirectorsis subject
te an annual review by the Board, As at 31 December 2014, two
[2]) directors of the Bank were classified as non-independent in
accardance with the CBB regulations, and the other directors
were classified as independent [see table on page 34].

BOARD RESPONSIBILITIES

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

The Board establishes the objectives of the Bank, the adoption
and annual review of strategy, the managernent structure and
responsibilities, and the systems and controls framework |t
monitoers management performance, and the implementation of
stralegy by management, keeps walch over canflicts of interest
and prevents abusive related party transactions

The Board 1s also responsible for the preparatien and fair
representalion of the consolidaled financial statemenls In
accordance with Internstional Financial Reporting Standards,
and for such internal controls as the Board determines is
necessary to enable the preparation of the consolidated financial
statements that are free from material misstatement, whether
due to fraud or error,

DIRECTORS  ATTENDANCE JANUARY - DECEMBER 2014

The Board also converes and prepares lhe agenda for
sharehelders meetings, and assures equitable treatment of
shareholders including mmority shareholders,

Finally, the Board delegates tc management the respensibility
for the day-lo-day management of the Bank in accordance with
policies, guidelines and parameters set by the Board.

In preparation for Board and committees meetings. the directors
recewe, In & timely manner, regular reports and all other
information reguired for such meetings, supplemented by any
additional information specifically requested by Lhe directors
from time to time. The directors also receive monthly financial
reports and other regular management reports that enable them
to evaluate the Bank's and management’s performance against
agreed objectives As prescribed in GIB s Articles of Association,
the Board plans at least four meetings per year, with further
meetings to occur at the discretion of the Board

The Board did not consider any 1ssues that were outside the
ordinary course of business during 2014,

The detalls of Board membership and directors attendance
during 2014 are set out in the following table.

Nomination & Corporate
Executive Audit Remuneration Risk Pelicy Governance Executive/ Independent/
Board Committee Committee Committee Cominittee Committee Non- Non-
Board members meetings meetings meetings  meetings meetings meetings  executive independent
H E Jammaz kin Abdullah (8] 1) Non- Independant
Al-Sukatm, Chairman execulive
HE Dr Hamad bin Sulaiman  6[6) 101 44)* Non- Nen-
Al-Bazal, Vice Chairman executive independent
Professor Abdullah £18) ] £le)* 2(2)* Non- Independent
bin Hassan Alabdulgader executive
H E. Sulaiman bin Abdullah 416) M) bl6)* Non- Independent
Al-Harndan executive
Mr Abdulia bin Mohammed 4l6) 6(6] 4(4) 2{2) Non- Independent
Al Zamil executive
Mr Khaled bin Saleh 618 616 54l 2021 Nan- Independant
Al-Mudaifer executive
Mr Omar Hadir Al-Faris) 8l6) A1) 414) Non- Non-
execulive independent

* Cornrmittee Cha rman
Fig.res in brackete indicate the maxima ™ number of meeungs during the year

LN |
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BOARD COMMITTEES

The commuttees of the Board of Directors derive their autherities and powers from the Board. Details of committees” memberships
and attendance are listed in the tables below -

BOARD COMMITTEES MEMBERSHIPS

Board committees

Member name

Member position

Executive Comnmittes H.E Jammaz bin Abdullah Al-Suhaim Chairrman
H E Dr Hamad bin Sulaiman Al-Baza Member
H E Sulaiman bin Abdullah Al-Hamdan Member
Professor Abdullah bin Hassan Alabdulgader Member
Audit Committee Professor Abdullah bin Hassan Alabdulgader Chairman
Mr Khaled bin Saleh Al-Mudaifer Member
Mr Ormar Hadir Al-Fanis Member
Nomination & Remuneration Committee H E. Sulaiman bin Abdullah Al-Hamdan Chairman
Mr Abdulla bin Mohammed Al Zamil Member
Mr Khaled bin Saleh Al-Mudaifer Member
Risk Policy Cammittee HE Dr Hamad bin Sulaiman Al-Bazai Chairman
Mr Abdulla bin Meohammed Al Zamil Member
Mr Ornar Hadir Al-Farisi Memper
Corporate Governance Committes Prolasser Abdullah bin Hassan Alabdutgader Charrman
Mr Abdutla bin Mohammed Al Zarmil Member

Mr Khaled bin Saleh Al-Mudaifer

Member

BOARD AND COMMITTEES MEETINGS DURING 2014

Type of meeting

Meeting dates

Board of Directors

L=l R

15" February 2014
19" March 2014
26" April 2014

18" July 2014

16" October 2014
12" December 2014

Executive Committee

16" October 2014

Audit Committee

T P L) R —

14* February 2014
18" April 2014

17% July 2014

15" October 2014
279 November 2014
12" December 2014

Nomination & Remuneration
Committea

O N R —

11" January 2014
25" February 2014
18" March 2014

17" April 2014

18 Juty 2014

29t September 2014

Risk Policy Committee

19" February 2014
17" April 2014
17" July 2014

15" Oclober 2014

Corpoerate Governance Committee

I I

14™ February 2014
17 December 2014

EXECUTIVE COMMITTEE

The rmandate of the Executive Camnmittee requires it, among
other things, to -

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

Assist the Board by reviewing, evaluating, and making
recommendations to the Board with regard to key strategic
issuas or material changes 1n key strategic objectives
or direction.

Approve credil lmits Lhat exceed the authorty of the CEQ
subject to the lirmits approved by the Board.

Carryout additional responsibiliies specifically mandated to 1t
by the Board.

Exercisethe powersof the Boardon mattersforwhichthe Board
has not otherwise given specific direction in circumstances in
which it 1s impossible or impractical to convene a meeting of
the Board [and subject to applicable law and GIB's Agreement
of Establishment & Articles of Asseciation). However, the
Board may, acting unanimously, modify or amend any decision
of the committee on such matters

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

The role of the Audit Commuttee 1s o review the Group's financial
position and make recommendations to the Board on financial
matter, internal controls, compliance and legal requirements Its
responsibilities include -

« Assisting the Board in s oversight of [] the integrity and
reporting of the Banks quarterly and annual financial
statements, [n] compliance with legal and regulatory
requirements, (i) the Bank's systems of internal contrels, and
(W] the gualifications, ndependence and performance of the
Bank s internal and external audilors.

Overseeing performance of the Bank s internal audit function
and independent audits

The mandate of the Audit Committee providesturther particulars
on financial reporting processes, process improvements, and
additional ethical and legal compliance overview responsibililies
The Group Chiet Auditor reports functionally to the Audit
Comrmittee and administratively to the CEO

RISK POLICY COMMITTEE

The committee assists the Board in fulhilling its oversight
responsibililies in respect of selting the overall risk appetite,
parameters and lirruts within which the Bank conducts its
actnaties. On an on-going basis, the committee -

Ensures that realistic policies In respect of management of all
significant risks are drafted and approved appropriately.

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

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

Ensures that rotes and responsibilities for rigk management
are clearly defined, with Group andfor division heads directly
responsible, and that heads of risk management and the
control functicns are in supporting or monttoring roles,
independent of business development

Ensures that management 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 commillee of all significant risks arising and lhat it 1s
comfortable with management s responses and actions taken
to address such findings

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

- Recewes reports on credit exposure by country, credit
grade, industry/concentration and credit stress tests

- Recewves reports on iguidity and market risk positions (VaR]

- Recewves updates on operaticnal nsk managemenit,

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

NOMINATION & REMUNERATION COMMITTEE

The principal objective of the committee is to help the Board with
ensuring that the Bank's remuneration levels remain competitive
for the Bank to continue to attract, retain and motivate competent
staff to achieve the sirategy and objectives of the Bank The
responsibilities of the committee, as stated in 1ts mandate, also
include, but are not Limited to, the following -

Nomination matters:-

Assessing the skills and competencies required on the Board,
the commitlees of the Board and semor management

Assessing from time to time the extent to which the required
skills are represented on the Board and senior management

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

Establishing processes for reviewing the performance of the
individual senior executives and senior managernent as a whole

Cverseeing directors
activities,

corporate governance educational

Establishing processes for the dentification of suitable
candidates for senmor management and identifying and
recommending individuals gualified to become members of
senior rmanagement.

Establishing a succession plan for members of senor
management

Remuneration matters:-

Reviewing and making recommendaticns to the Board in
respact of -

The executive remuneration and incentive policy which
includes the fixed and variable remuneration for approved
persons, and material risk-takers.

Pelicies relating to recruitment, retention, performance
measurement and termination for the directors, the Chief
Execulive Officer and members of senior management

Approve, monitor and rewiew the remuneralion system to
ensure the system operates as intended.

Approve the remuneration amounts for each approved person
and material risk-taker, as well as tatal variable remuneration
tc be distributed, taking account of total remureration
including  salaries, fees, expenses, bonuses and other
employee benefits

Review the stress testing and back testing results before
approving the total variable remuneration to be distributed
including salaries, fees, expenses, bonuses and other
employee benefits

[A)
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CORPORATE GOVERNANCE COMMITTEE

The role of the commuttee 15 to assist the Board in shaping and
maonitoring the corporate governance policies. its responsibilities
include -

¢ Qverseeing the development and maintenance of corporate
governance policies

Monitering  the Bank's compliance  with
requirements relating to corporate gevernance,

regulatory

= Review mandates and performance evaluations of the
Board and its commuttees, and recommend to the Board any
improvemenls deemed necessary ordesirable to the mandates,

Review classification of indwvidual directors and declaration of
directors and members of senior management regarding their
outside activities and interest to determine whether any conflict
of interest exists and take appropriate steps in that regard.

Overseeng the Banks public reperting on  corporate
governance matters

EVALUATION GF THE BOARD OF DIRECTORS

The mandates of the Corparate Governance and the Nomination &
Remuneration committees, as well as the Board Charler, reflect
the requirement that the Board must conduct an evaluation of
its performance and the performance of each committee and of
each mdividual director at least annually The Board reviewed
independent performance reperts from each of tts commutlees
as well as a report on its own performance by evatuating the
malor activities undertaken during the year in comparison with
the respective mandates. The evaluation of individual directors
included measurable rating scales, self-evaluations and the
Chairmarn’s input A report on the evaluations conducled each
year Is also provided to shareholders at each AGM.

INDUCTION & THE CONTINUING EDUCATION
OF DIRECTORS

In April 2014, the Board was prowded a refresher session in the
form of 4 workshop on corporate governance covering key local
regulalians and lhe latest development impacting the Bank and
its board members. Furthermore, the Beard and its committees
regularly receive updates on key develspment in the regulatory
and other areas that fall under their responsibilities [such as
the update on the International Accounting Standards and the
remuneration regulations issued by the CBB)

Also, in December 2014, the Board receved an update in key
development in the regulations in jurisdictions where the Bank has
physical presence [Bahrain, Saudi Arabia and United Kingdom)

The Board also slresses the importance of providing lraining
and development cpporturities for the directors, The Board has
passed a resolution to encourage directors to seek any training
they deem necessary [with the Bank bearing the expenses of
such trainingl, and the directors are frequently briefed on the
avallability of training opportunities,

MANAGEMENT

The senior management team 1s responsible for the day-to-day
management of the Bank entrusted to it by the Board. It 1s headed
by the CEQ, who 1s assisted by the Managing Director-Chief
Financial Otficer, the Managing Director-Chief Risk Dfficer, the
Senior Managing Director-Chief Operating Officer, the Managing
Director-Wholesale Banking Head, the Retall Banking Head,
the Chief Investment and Treasury Officer, the Chief Information
Officer and the Chief Human Resources Officer. The biographies
of the key members of the senicr management team are set out
on page 59 of this Annusat Report.

Six comrmittees assist the CEO in the management of the Bank,
which are.-

+ Management Commuttee

+ Group Risk Committee

« Assets and Liabilliies Committee [ALCO)
* Human Resources Committee

+ Information Security Commutiee

+ Qperational Risk Commuittee

These committees derive their authorities fram the CEQ, based
on the authorities and limits delegated by the Beard.

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

Letters of appointment are 1ssued to membars of the senior
management team setting out their specific responsibilities and
accountabililies that include assisting with and centributing to
the following -

* Formulation of the Bank s strateqic objectives and direction.
+ Formulation of the Bank s annual budget and business plan,

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

The setting and management of risk/return targets in ine with
the Bank s overall risk appetile.

s Determining the Banks overall nsk-based gerformance
measurement slandards.

Reviewing business units’ performance and

appropriale aclion,

Initiating

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

)

Ensuring thal the Bank 15 an exemplar of good business
practice and customer service

Their attenticn is also drawn to the fact that these obligations are in
addition to therr specific functianal responsibilities and objectives,
and those set out in the Bank s Cerporate Policy Manual

1 b
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REMUNERATION

The Banks tolal compensation policy, which includes the
variable remuneration policy, sets out the Banks's policy an
remuneration for directars and senier management and the key
factors that were taken into accounl in setting the policy

During the year, the Bank has adopted the Sound Rermuneration
Practices issued by the CBB and has updated ils variable
rermuneration framework. The Board has approved the revised
policy framewark and incenlive compenents for submission te
shareholders approval at the 2015 AGM The key features of the
remuneration framework have been summarized below

Remuneration strategy

It 15 the Bank's basic compensation philosephy to provide a
competitive level of total compensation to attract, retan and
motivate gualified and competent employees The Banks
varigble remuneralion policy 1s driven primarily by a perfermance
based cullure that aligns employee interests with these of
the shareholders of the Bank These elements support the
achievernent of sel objectives through balancing reward fer both
short-term results and long-terr sustainable performance The
strategy1s designed to share its success, and Lo align employees
incentives with the risk framework and risk cutcomes.

The qualily and long-terrn commitrment of all employees 15
fundamental lo the success of the Bank The Bank lherefore
aims to attract, retain and motivate the very best people who are
committed to maintaining a career with the Bank, and who will
perform thair role in the long-terrminterests ¢f shareholders. The
Bank s reward package comprises the following key elermnents -

» fixed pay,

» benefits,

» annual performance bonus, and
* deferred honus share plan

A robust and effective governance framework ensures that the
Bank operates within clear parameters of its compensation
stralegy and policy. All compensation matters, and averall
compliznce with regulalory requirements, are overseen by the
Nomination and Remuneration Committee of the Board [ NRC ]

The Banks remuneration policy, in particular, considers the role
of each employee and has set guidance depending on whether
an employee 1s a Material Risk Taker and/for an Approved Person
in business line, control or support functions An Approved
Person 15 an employee whose appointment would reguire prior
regulatory approval because of the significance of the role within
the Bank and an employee 1s considered a Matenal Risk Taker
if they head up significant business lines and any individuals
within their cantrol who have a material impact on the Banks
risk prefile

In order to ensure alignment between what 1s paid to employees
and the business strategy, GIB assess bank-wide, divisional
and individual performance against annual and long-lerm
financial and non-financial objectives summarised in line with
the business planning and parformance management process

This takes into account adherence to the Bank's values, risk
and compliance measures and above all acting with integrity.
Altogether, performance 1s therefore judged not only on what
15 achieved over the short and long-term but also importantly
an how It 1s achieved, as the latter contributes to the long-term
sustainability of the business.

NRC role and focus

The NRC has oversight of all reward pelicies for the Bank's
employees The NRC is the supervisory and governing body for
cempensation policy, practices and plans. It 1s responsible for
determining, reviewing and proposing variable remuneration
policy for approval by the Board. It 15 respensible for setting
the principles and governance framework for all compensation
decisions. The NRC ensures that all persons must be
remunerated farly and responsibly. The remuneration policy
is reviewed on a periodic basis to reflect changes in market
practices and the business plan and risk profile of the Bank.

The aggregate remuneration paid to the NRC members during
the year in the form of sitting fees amounled lo US$51,000
{2013 US$36,000.

External consultants

Consultants were appointed during the year to adwise the Bank on
amendments to 1ts variable remuneration policy to be in line with
the CBB s Sound Remuneration Practices and industry norms
This included assistance in designing an apprepriate Share-
based Incentive Scheme for the Bank The NRC also appoinied
consultants during the year to perform a pay benchmarking
exercise to assist them in reviewing the total compensation
offered by the Bank.

Scope of application of the remuneration policy

The principles of this remuneration policy apply on a group-wide
basis However, application of deferral requirements and 1ssue
of non-cash instruments fer fereign branches and subsidiaries
of the Bank I1s determined by applicable local regulations and
market norms,

Board remuneration

The Bank'shoardremunerationis delermined byits shareholders
in line with its Articles of Association. The compensation is linked
to actual attendance of meetings The structure and level of the
compensation for the members of the Board are approved by the
AGM and consist of the following -

« Attendance fees payable to mernbers attending different
Board-related committees meetings.

» Allowancetocovertravelling, accommodaticnand subsistence,
while attending Board and related commitiees meetings

« A pre-defined fixed armount
remuneration fees,

representing  an  annual

In 2014, the aggregate remuneration paid to Board members and
key management personnel was US$8.5 million (2013 US$90
million] of which U5$2 5 mullion [2013 US$2.4 million] was paid
to the Board members
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Variable remuneration for staff

The variable remuneration 15 performance related and consists
primanly of the annual performance bonus award. As a part of
the staffs variable remuneration, the annual bonus rewards
consists of delivery of operational and Ninancial largels sel each
year, the individual performance of the employees In achieving
those targets, and their contribution to delivering the Bank s
strategic objectives,

The Bank has adopled a Beard approved framework te develop a
transparent link betweenvariable remuneration and performance
The framework 1s designed on the basis that the combination of
meeting both financial performance and achievement of other
non-Ninancial factors, would, all other things being equal, deliver
a target bonus pool for the employees, prior to consideration of
any allocation to business Lines and employees individually In the
framework adopted In determiming the variable remuneration
poo, the NRC aims to balance the distribution of the Bank's
profits between shareholders and employees,

The keyperformance metrics at the bank levelinclude a combination
of short term and long term measures and include profitability,
solvency, liquidity and growth indicators. The performance
management process ensures that all goals are appropriately
cascaded down to respective business units and employees.

In determining the amount of variable remuneration, the Bank
starts from setting specific targets, establishing market
comparable bolttom-up, setting a profit target and other
qualitative performance measures that would result in a target
top-down bonus pool The bonus pool 1s then adjusted to take
account of risk via the use of rigk-adjusted measures.

The NRC carefully evaluates practices by which remuneration is
paid for potential future revenues whose uiming and Likelihood
remain uncertain NRC demonstrates that its decisions are
consistent with an assessment of the Bank’s financial condition
and future prospects.

The Bank uses a formalized and transparent process to adjust
the bonus pool for quality of earnings, [t 15 the Bank's objective
to pay cut bonuses out of realized and sustainable profits If the
quality of earnings is not strang, the profit base could be adjusted
based on the discretion of the NRC.

For the Bank to have any funding for distribution of bonus
pool, thresholds of financial targets have to be achieved.
The performance measures ensure that the total variable
remuneration 1s generally considerably contracted where
subdued or negalive linancial perfoermance of the Bank occurs.
Furthermore, the target bonus pool as determined above s
subject to risk adjustments in line with the risk adjustment and
linkage framework.

Remuneration of control functions

The remuneration level of staff in the control and support
functions allows the Bank o employ qualified and experienced
personnel In these functions The Bank ensures that the mix of
fixed and variable remuneration for conlrol and support function
personnel 1s weighted In favour of fixed remuneration The

variable remuneration of control functions is based on functian-
specific objectives and 1s not to be determined by the individuat
financial performance of the business area they monstor

The Bank's performance management system plays a major
role in deciding the performance of the support and control urits
on the basis of the objectives set for them Such objectives are
more focused on non-financial targets that include risk, control,
compliance and ethical considerations as well as the market and
regulatory envirenment apart from value adding tasks which are
specific to each unit.

Variable compensation for business units

The variable compensation for the business units 1s primarily
decided by the key performance objectives set through the
performance rmanagement system of the Bank. Such objectives
contain financial and non-financial targets, including risk contral,
compliance and ethical considerations as well as market and
regulatory enwironment,

Risk assessment framework

The risk assessment framework of the Bank aligns variable
remuneration to the risk profile of the Bank and also ensures that
the Bank s remuneration policy reduces employees incenlives to
take excessive and undue nisk. The Bank considers both quantitative
measuras and qualitative measures In the risk assessment
process and nsk adjustments are applied to ensure that the Bank s
rermnuneration policies are aligned lo its risk appetite.

The Bank's NRC cansiders whether the variable rernuneration
policy 15 in Line with the Bank's risk profile and ensures that
through the Bank's ex-ante and ex-post risk assessment
framework and processes, remuneralion practices where
potential future revenues whase timing and Lkelhood remain
uncertain are carefully evaluated.

Risk adjustments take inte account for all types of risks, including
intanglble and cther risks such as reputation risk, lgquidity risk
and the cost of capital. The Bank undertakes risk assessment
to review financial and cperational performance agamnst the
business strategy and risk performance prior distribution of the
annual bonus, The Bank ensures that lolal variable remuneration
does not lirmit its ability to strengthen its capital base

The bonus pool takes into account the performance of the
Bank which 1s considered within the context of the Bank's risk
management framework This ensures that the variable pay peol
15 shaped by risk considerations and Bank-wide notable events

The size of the variable remuneration poel and its allocation
within the Bank takes into account the full range of current and
potential risks, including -

+ The capital required to support the risks taken,

» The level of iquidity risk assumad n the conduct of business,
and

« Cons:stency with the timing and Ukelthood of potential future
revenues incorporated into current earnings.
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The NRC keeps nself abreast with the Bank s perfsrmance
against the risk management framework. The NRC will use
this information when considering remuneration to ensure the
relurn, risk and remuneration are aligned

Risk adjustments

The Bank has an ex-post risk assessment framework whichis a
qualitative assessment to back-test actual performance against
risk assumptians,

In years where the Bank suffers material losses in the financial
performance, the risk adjustment framework would work
as follows -

* There would be considerable contraction of the Bank's total
variable remuneration

At the individyal tevel, poor performance by the Bank would
mean indvidual KPls are not met and hence employee
performance ratings would be lower

Reduction in value of deferred shares or awards

Possible changes n vesting perieds and additional deferral
applied to unvested rewards.

Lastly, if the gualitative and quanttative mpact of a loss
incident 15 considered sigrificant, a malus or clawback of
previous bonys awards may be considered.

The NRC, with Board s approval, can rationalize and make the
following discretienary decisions -

* Increase/redyce the ex-post adjustment

+ Consider additional deferrals or increase in the gquantum of
share awards

* Recoverythrough malus and clawback arrangements
Malus and Clawback framework

The Bank s malys and clawback provisions allows the NRC to
determine that, if appropriate, unvested elements under the
deferred bonus plan can be forfeited/adjusted or the delivered
variable compensation could be recovered in certain situations.
The intention 1s 1o allow the Bank to respond appropriately if the
perfarmance factors on which reward decisions were based turn
out not to reflect the correspending performance in the longer
term. All deferred compensation awards contain provisions that
enable the Bank to reduce or cancel lhe awards of employees
whose individual behaviour has had a materially detrimental
impact on the Bank during the concerned performance year. Any
decision to take back an ndividual's award can only be taken by
the NRC

The Bank's malus and clawback provisions allows the Bank's
Board to delermine that, if appropriate, vested/unvested
elements under the deferred bonus plan can be adjusted/
cancelled in certain situations, These events includes but not
bimited te the following -

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

+ The employee's business unit suffers a rmaterial downturn
in 1ts financial performance or a material risk managemenit
fallure or a material restatement of tha financiat statements of
the Bank.

The employee delberately musleading the market and/
or shareholders in relation to the financial performance of
the Bank.

* Asigniicant deterioration inthe financial health of the Bank or
retevant ine of business incurring losses.

Clawback can be used if the malus adjustment on the unvested
portion s insufficient given the nature and magnitude of the 1ssue

Components of variable remuneration

Variable remuneration has following mamn components -

The portion of the variable compensation that
1s awarded and paid out in cash on conclusion
of the performance evaluation process for
each year

Upfront cash

Deferred cash

The portien of variable compensation that is
awarded and paid in cash on a pro-rata basis
over a perod of 3 years,

Upfront share awards  The portion of variable compensation that
15 awarded and ssued in the form of shares
on conclusion of the performance evaluation

process for each year

Deferred shares The pertion of variable compensalion that
15 awarded and pawd in the form of shares

on a pro-rata basis over a penod af 3 years

All deferred awards are subject to malus prowisions, All share
awards are released to the benefit of the employee after a six (6]
maenth retention period from the date of vesting. The number of
equity share awards Is linked to the Bank's share price as per
the rules of the Bank's Share Incentive Scheme Any dividend on
these shares is released to the employee along with the shares
(1e. after the retention pericd|
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Deferred remuneration
All employegs from the grade of Senior Vice-President ["SYP | and higher shall be subject to deferral of variable remuneration
as follows -

Allocation of variable remuneration

CEO, MDs and 5 highest

Element of variable paid business line SYPand Deferral
remuneration employees higher period Retention Malus Clawback
Upfront cash 40% 50% none - - Yes
Upfront shares - 10% none & months Yes Yes
Deferred cash 10% - 3years* - Yes Yes
Deferred share awards 50% 40% 3years* & months Yes Yeg

* The daferral vosts on o pro-rata basis ovar 3 3 year peried
The NRC, based on its assessment of role profiles and risk taken by an employee could increase the coverage of employees that
wayld subyecl to deferral arrangements.

Details of remuneration

[a) Board of Directors

US$ thousands 2014 2013
Sitting fees 343 377
Remuneration fees 1,191 1179
Others* 936 8725
. 2,470 2,381

* Represents allowance ta cover travelling and accommodanon while attending 3oarz and related committees meetings incluang fees paid te a member fer providing
advise-y services to the Ban« .5$360,000 (2013 US£360,200
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2014

Variable remuneration
Fixed Signon | Guaranteed
remuneration bonuses honuses Upfrant Deferred
Number (Cash/ [Cash/

US$ thousands of staff Cash Others shares} shares) Cash | Shares | Cash | Shares | Others Total
Approved persons
- Business Lines 7 2,880 33 - - 793 8 188 972 - 5,172
- Conlrol & Support 9 2,740 297 - - 407 55 33 384 - 3918
Qther materjal
risk takers B 1,617 227 - - 188 38 - 150 - 2220
Other staff 241 24,452 4563 - - 2,697 34 - 145 - 31,893
Overseas staff 665 46,764 8,908 - - 8,105 - - - - 63,777

930 78,453 14,326 - - 12,190 137 221 1,451 - 106,978

Other staff expenses reported in the consolidated statement of income that have not been included in the table above, amounting to
LIS$8 4 million, comprise Indirect staff costs including traming, recrutment expenses, life assurance contributions, and differences
between atcrued staff expenses and the amounts actually paid

2013
Variable remuneration
Fixed Signon | Guaranteed
remuneration bonuses bonuses Upfront Deferred
Number [Cash/ [Cash/

US$ thousands of staff Cash Others shares)} shares] Cash | Shares | Cash | Shares | Others Total
Approved persons
- Business Lines 8 3.136 364 - - 217 - - - - 5,617
- Control & Support 9 2,508 274 - - 1.09 - - - - 3873
Other material
risk takers 14 2,658 308 - - 594 - - - - 3,462
Other staff 258 30,458 5,472 - - 3,585 - - - - 39,515
Overseas staff 452 28,240 6,696 - - 77 - - - - 42,647

741 66,700 13,114 - - 15,100 - - - - 95,114

Other stall expenses reported in the consolidated statement of income that have not been included in the table above, amounting to
US$6.2 rmillion, comprise indirect staff costs including training, recruitment expenses, Uif assurance contributiens, and differences
between accrued staff expenses and the amounts actually paid.

[c) Severance pay

The severance payments during the year amounted to US$410,117 [2013 US$191,210] of which the highest paid to a single person
amounted to US$162,403 [2013 US$125,798]
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CORPORATE COMMUNICATIONS

The Bank has in ptace a Corporate Communications Pelicy which
ensures Lhat the disclosures made by GIB are fair, transparent,
comprehensive and timely, and reflect the character of the
Bank and the nature, comptexity and nisks inherent in its
business activities Main communications channels include the
Annual Report, corporate brochures, staff newsletters, and
anneuncements in Lhe appropriale media

This transparency Is also reflected in the Bank s wabsite (www,
gib.com| that provides substanbial information on the Bank,
including its profile and milestones, vision, rissian, values,
strategy and objectives, its financial statements, and its press
releases

CODE OF CONDUCT

The Bank s websile also contains the Board-approved Code of
Conduct that contains rules on conduct, ethics and on avoiding
conflicts of interest, applicable to all the employees and
directors of the Bank The Code of Conduct 15 designed te guide
all employees and directors Lhrough best praclices Lo futflil therr
responsibilities and obligations lowards the Bank s stakeholders
[sharehelders, clients, staff, regulators, suppliers. the public,
the host countries in which the Bank conducts business, etc.), in
compliance with all applicable laws and regulations

The Code addresses such issues as uphalding the law and
following best practices, acting responsibly, honestly, fairly
and ethically, avording conflicts of interest, protecting Bank
property and data, protecting client confidenbial informaten and
safeguarding the wformation of others, complying with inside
infarmation rules and with the prohibition on insider trading,
preventing money laundering and terrorism financing, rejecting
bribery and corruption, avoiding compromising gifts, as well as
speaking up and ‘whstle blowing’,

All employees and directors of the Bank are reminded every
year of their obligations under the Code of Conduct by means
of an email from the Bank that includes a copy of the Code of
Conduct (in English and Aratic) and everyone 1s required to
sign an Acknowledgment and Declaration confirming that they
have receved and read the Code of Conduct, understand its
reguirements, have followed and will continue to follow these
requirements, and agree that If they have any concern about any
possible misconduct or breach of the Code of Conduct they will
raise the concern with the appropriate persons within the Bank
as per the Code.

In addition, all employees of the Bank must sign an annual
Declaration on cutside employment and other activities, to
ensure thal no conflicts of interest exisl, These Declarations
are addressed to the Bank s Human Resocurces depariment.
Similarly, all directors and members of the Management
Commitiee must complete and sign a similar annual Declaration,
addressed tothe Corporate Governance Committee of the Board

DISCLOSURES

The Bank s website alsc provides access to GIBs Annual
Reporls, and all the infermation contained in these reports
15 therefore accessible globally That information includes
management discussion on the business activities of the Bank,
as well as discussion and analysis of the financial statements
and risk management The financial nformatien reflects
the latesl internalional accounling slandards requirements,
including the revised employee benefits standard 1ssued under
International Accounting Standard No 19 as well as increased
level of disclosure resulting frem the adoption of International
Financist Reporting Standard No. 13 - Fair Value Measurement.

The Board-approved Disclosure Policy 1s in accordance with
the requirements of Basel 2 Pillar 3, in compliance with CBB
rules. The objective of this Policy 1s to ensure transparency in
the disclosure of the financial and risk profiles of the Bank to all
nterested parties

POLICY ON CONNECTED COUNTERPARTIES

Tre Board-approved Policy on Connected Counterparties
governs G!Bs dealings with such parties. The Policy defines
which parties are considered to be connected with GIB within
the criteria set by the CBB and imposes not only the Lmitations
placed by the CBB but also additicnal criteria imposed by GIB.
The policy sels out Lhe internal responsibiliies for reporting
GIB s connected counterparties exposures to the CBB, and the
disclosures to be made in GIB s financial statements and Annual
Reperts, in line with applicable disclosure requirements,

POLICY ON RELATED PARTY TRANSACTIQNS

GIB has a Board-approved Policy lor the approval of relaled parly
transactions. The Bank's dealings with 1ts sharehclders are
cenducted on an arms-length basis in respect of its exposure to
and daposits recewved frem them, If loans are extended to related
parties, these are approved on the basis of autherities delegated
by the Beard lo the CEQ. If the loans exceed these aulharities,
then further approval from the Executive Committee or the Board
is requested. The Bank will not deal with any of its directors in a
{ending capacity It should be noted that Article 16 of the Articles
of Association prevents directars of the Bank from having any
interest, directly or indirectly, 1n any centract with the Bank

All loans to senior management members (including the CED
and his direct reports), as well as staff of GIB, are governed by
the policies applicable to staff. These policies are reviewed by
the Nomination & Remuneration Commuttee of the Board at
least annually All dealings with companies associated with a GIB
director or member of the senior management are referred to
the Board for approval

(>
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MATERIAL TRANSACTIONS THAT REQUIRE
BOARD APPROVAL

The Bank has delegated credit authority to the CEO based en 2
risk-rating matrix. When considering transactions, any exposure
to an enhity that exceeds the CEO s it will require the approval
of the Board Executive Commiltee or the Board

COMPLIANCE

The Compliance framework adopted by the Board reflects the
principles for promoting sound compliance practices at GIB. it
also demonstrates the Bank s adherence to applicable legal and
regulatory requirements and to high professional standards. The
role of the Cornpliance function 1s to assist senior management
to ensure that the actvities of GIB and its staff are conducted in
conformity with applicable laws and regulations, and generally
with sound practices pertinent to those activites The Head of
Compliance (Bahrain), who reports directly to the CEC, also has
access to the Board through the Audit Committee, if required

In ensuring that the tone emanates from the top, the CEC 1ssues
a yearly message to all of GIB employees reminding everyone
of the importance of complying with all laws and regulations
applicable to GIBs operations, good compliance behaviour 1s
also rewarded by making it a mandatory maasurement item in
staff evaluations

ANTI-MONEY LAUNDERING

The Bank s current anti-moeney laundering and combating the
financing of terrorism [AML/CFT] procedures and guidetnes in
place at GIB conform to the legal and regulatory requirements of
the Kingdom of Bahrain. These legat andregulatoryrequirements
largely reflect the FATF recommendations on Meney Laundering.
The GIB AML/CFT procedures and guidelines apply to all of the
Bank's offices, branches and subsidiaries, wherever located.
tn addition, the GIB entities located cutside Bahrain are subject
to the laws and requirements of the jurisdictions where they
operate, and if local standards differ, the higher standards apply.

Systems are In place to ensure thal business relationships
are commenced with clients whose identity and activities can
reasonably be established te be legitimate, to collect and record
all relevant client information, to monitor and report suspicious
transactions, to provide pericdic AML/CFT training to emplayees,
and toreviewwith external auditors the effectiveness of the AML/
CFT procedures and controls. The GIB AML/CFT procedures
prohibit dealing with shell banks. A proactive structure of
officers 15 in place to ensure group-wide compliance with AML/
CFT procedures. and the timely update of the same to reflect
the changes in regulatory requirements. This structure consisis
of the Head of Compliance [Bahrain] and the Group Money
Laundering Reporting Officer, MLROs, and Deputy MLROs

CORPORATE GOYERNANCE FRAMEWQRK - AUDIT

The Internal Audit review of the Bank's Corporate Governance
framework 15 conducted annually as a separate project since
the introduction of the corporate governance rules in 2010,
Accordingly, the latest audit was undertaken in May 2014, The
purpose of the audit was to provide a level of assurance over the
processes of corporate governance within the Bank The scope
of the audit included reviewing the existing policies, procedures
and current practices followed by GIB in Light of the CBB rules
contaned in the HC Module of the CBB Rulebook

The overall conclusion of the audit was that the Corporate
Governance framewark of GIB appears to be operating effectively
and s providing a sound framewerk to cantrol the risks inherent
In GIB's current business aclivilies.

STATUS OF COMPLIANCE WITH THE CBB RULES
(MODULE HC)

GIBi1sincompliance with the CBB rules on Corpor ale Governance
sutlined in Module HC of the CBB Rulebook, and instances of
non-cempliance in 2014 are explained as follows -

* Module HC 7.2.2 regurres all directors to attend and be
available to answer questions from shareholders at any
shareholder meeting The Chairman of the Beard of Directors
did not attend the Annual General Meeting [ AGM”) that was
held on 19" March 2014. The Vice-Chairman of the Board
chaired the AGM.

Under Article 2 of GIB s Agreement of Establishment approved
by Cecree Law No. [30) for the year 1975 [as amended from
time to time] [the Agreement of Establishment’], GIB 1s
subject to the Agreement of Establishment and its AcA
(together the "GIB Constitutional Documents”), and in the event
of any conflict between the GIB Constilutional 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
HC-5 that are in cenflict with the AoA such as the nomination
of Direclors, Lhe altendance requirements for Direclors, the
prohibiticn against proxies at Board Meetings and the Board of
Directors total remuneration, have not been adopted.
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H.E. Jammaz bin Abdullah Al-Suhaimi [1]
Chairman

H E Al-Suhaimijoined GIB as Chairman of the Board of Directors
in 2008 and was re-elected in 2009 and in 2012 for three years,
Prior o that, he served between 2004 and 2006 as Chairman and
Chief Executive of the Saudi Arabia Capital Market Aulherity, the
regulatory body for the capital market in the Kingdem of Saudi
Arabia. During the period 198%-2004, he was Deputy Governar of
the Saudi Arabian Monetary Agency. He inihally joined SAMA as
Oirector-General for Banking Control He also served as Deputy
Director General of the Saudi Industrial Development Fund
from 1982 lo 1984 In Novemnber 2009, he was appointed Vice
Chairman and Member of the Board of Directors of the Saudi
Arabian Investment Company [Sanabil Investments] He has also
held Board memberships in many leading public and private
organisations, including the Szudi Arabian General Investment
Authorily, the General Petroleum and Minerals Orgamsation, the
National Company for Cooperative Insurance and the Londan-
based Saudi International Bank [which merged with GIB in
1999) HE Al-Suhaimi holds & Bachelor s degree in Electrical
Engineering from the University of Washington in Seattle, USA.

H.E. Dr. Hamad bin Sulaiman Al-Bazai (1] (3}
Vice Chairman

H.E. Dr Al-Bazai was appointed to GIB s Board of Directors in
199%. He 1s currently the Vice Minister of Finance for the Kingdom
of Saudi Arabia. Prior to that he served as Deputy Minister of
Finance for Econornic Affairs Dr Al-Bazaiis a Board Member of
the Southern Region Cement Company and Tatweer Education
Holding Company. He holds a BA in Administrative Sciences
from King Saud University in Saudi Arabia, and an MS and a PhD
in Econemics from Colorado Slale University, USA

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

Professor Alabdulgader jomed GIB's Board of Directors n
2009 He 1s serving on a number of boards of directors and
aucht committees of large companies, including the Saud
Arabian investment Company (Sanabil), the Saudi Company for
Oevelopment and Technelogy Investment (Tagmal, Riyad Bank,
and the Saud) Arabian Miming Company [Ma'aden). He chairs the
Advisory Committee of the Saudi Arabia Capital Market Authority
[CMA] and the Professional Quality Monitoring Commuttee at the
Saud Grganization of Certified Public Accountants (SOCPA] He
was Professor of Busimess Administration at King Fahd University
of Petroleurn and Minerals and served as Commissioner at
the Saud Arabia Capital Markel Authonity [CMA] During his
tenure, he led corporate governance code development As
a founding executive director of the GCC Board Directors
Institute, he continued promoting corporate governance in the
region. Professor Alabdulgader holds a BSc degree in Business
Administration and MBA from King Fahd University of Petroleum
and Minerals. He obtaned his Doctoral degree in Business
Admanistration frem the University of Colarado-Boulder, USA,

H.E. Sulaiman bin Abdullah Al-Hamdan (1) [4)

Recently, H.E, Al-Hamdan was appointed President of General
Authority of Civil Aviation in KSA. H.E. Al-Hamdan joned GIB's
Board of Direciors in 2009. He was lhe Group Chief Executive
Office at National Air Services [NAS Holding) in Saudi Arabia since
November 2008, and Board Member of NAS Holding He was a
Member of the Advisory Commission of the Supreme Economic
Council Prior to that he held various positions at the Saudi British
Bank, including that of Deputy Managing Director and General
Manager Personal Banking. He worked at the Saud Fund for
Development between 1979-1985 He was a Member of the Board
of Trustees at Al Yamamah University, and he was a Member of the
Advisary Commiltee to Industrial Management College at KFUPM
and al Prince Sultan Universily, HE Al-Hamdan had previously
served as Board Member and Chairman of Saud Holland: Capital
and Board Member of Middle East Specialized Cables Company
[MESC] and Al Ahlia Cooperative Insurance Company HE. Al-
Hamdan holds a Bachelor s degree in Admimistrative Science
from King Saud University (1979), and an MBA from the Universily
of New Haven Connacticut in USA (1985
(A
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Mr. Abdulla bin Mohammed Al Zamil {3) (&) [5)

Mr. Al Zamil joined GIB's Board of Directors in 2009, He 15 the
Chief Executive Cfficer and Board Member of Zamil Industrial
Investrment Company Joint Stock Company™ He was the
Companys Chief Operating Officer from 2004-2009 Prior to
that he was Senior Vice President at Zamil Arr Condilioners
He started his career at Zamil Air Conditioners in 1987 as an
industrial engineer Mr Al Zamil 1s a Board member of many
companies ncluding Gulf Insulation Group [GIG] and Ranco-
Zam| Concrete Industries He is also Chairman of the Board of
GIB Capital, Chairman of the Board of Saudi Glabal Ports [jeint
venture between the KSA Public Investment Fund and Singapore
Ports Authonity] and Board Member of GIB UK, in addition to
tus Board Membership of Human Resources Development
Fund (Government Entity] and Board member in Viva Babrain
{wholly owned by Saud:i Telecom Col, in addiion to Board
Membership in the following charity and community services
[non-profit organisations) Saudi Food Bank (Etazml, Endeavor
- Saudi Arabia & Dhahran Ahliyya School, Mr Al Zarmil holds a
Bachelor's degree in Industrial Engineering from the University
of Washingten, Seattle, USA, and an MBA with concentratien in
Finance fram King Fahd University of Petreleum and Minerals
[KFUPM], Dhahran, Saudi Arabia.

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

Mr. Al-Mudaifer joined GIB's Board of Directors in 2009 He 1s
the President & CED of Ma'aden. He joined Ma'aden in March
2004 as Vice President for Industrial Affarrs. In 2007, he became
Vice President for Phasphate and New Business Development.
Prior te that, he was the Managing Director of Qassim Cement
Company (1993-2004). Between 1987 and 1993, he held various
positions in Eastern Petrochemical Company [Sharg - a SABIC
affiliate) last of which as Vice President-Finance Currently, he
15 Board and Executive Comrttee Member of Ma'aden. Mr. Al-
Mudaifer in the past was a Board Member of Gassim Cement
Company and Saudi Arabian Railway Company Mr Al-Mudaifer
holds a BSc in Engineering (1984) and MBA [1987] from King Fahd
University of Petroleumn and Minerals (KFUPM], Dhahran, Saud
Arabia

Mr. Omar Hadir Al-Farisi (2] (3)

Mr. Al-Farisi joined GIB s Board of Direclors in November 2012
He i1s Managing Member of Diyala Advisors, LLC, in New York
[since 2003]) and an advisor to the Public Investment Fund of
Saudi Arabia. Previously, Mr. Al-Farisi was an investment banker
al Credit Suisse First Boston in New York (2000-2003) where he
focused on energy sector financings, mergers and acquisitions
and related transactions Prior to his career in banking, Mr. Al-
Farisi was an attorney at the law firm of White & Case in New
York [1994-2000] where he was a member of its Corporate &
Financiat Services Department Mr Al-Farisi earned his BA in
Economics from the University of Notre Dame, and a JD from
Columbia University School of Law,

(1) Executive Committee member

(2) Audit Committee member

(3] Risk Policy Committee member

(4] Nomination & Remuneration Committee member
(5] Corporate Governance Committee member
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Dr, Yahya A. Alyahya
Chief Executive Officer — Gulf International Bank
Chairman - Gulf International Bank [UK] Limited

Dr. Yahya Alyahya's diverse international professional experience
spans 39 years He was appoinled Chief Executive Officer of Gulf
International Bank (GIB] in January 2009 Prior to this, he served
on the Board of the World Bank Group as Executive Director
representing Saudi Aratia from 1999 to 2004. During this
period he acted as Dean of Executve Directers, Chairman of the
Board Steering Committee and the Persennel Committee, Vice
Chairman of the Audit Committee, and Member of the Budget
Committee and Governance Committee. Previous positions
include Advisor to the Governar, Sauds Arabian Monetary Agency
(1999), General Manager of E A. Juffall & Bros , Riyadh (1994-
1999), Founder and Director General, institute of Banking, Riyadh
[198%-1994), Professor of Industrial and Systems Engineering at
King Saud University, Riyadh (1986-1989) and the University of
Michigan, USA (1983-1986], and Lecturer on Matching Problems
and Algorithms at the Indian Statistical Institute, Bangalore,
India (1982) He started his career in 1975 as a Project Analyst at
the Saudi Industrial Development Fund, Riyadh

Dr Alyahya 15 currently Chairman of Gulf [nternational Bank
[UKI Limiled, Shuaibah Water and Eleclricity Company [the
first IWPP in Saud Arabia), and Shuaibah Expansion Project
Company In 2013, he was appointed as a Board Member of the
Institute of International Finance (IIF}, and (n 2014, Co-Chairman
of Emerging Markets Advisery Council [EMAC] at the Institute of
International Finance (IIF], and a Member of the Conciliation and
Arbitration Panels of the International Center for Settlement of
Investment Disputes. His previous board and board committee
memberships include the Group of Twenty (G20] High Level Panel
on Infrastructure Investment, Sanabil Strategy Steering Group,
Oger Telecom, Saudi Re, Gulf Investment Corporatien, Nationat
Commercial Bank, Gulf International Bank, Saudi Agriculturat
Bank, the Audit Committee of Al Bank Al Saud) Al Frans), and the
Saud Engineering Socety.

Dr Alyahya holds 3 PhD in Industrial and Systems Engineering
from the Unwversity of Michigan, USA, and 1s a Graduate of King
Fahd University of Petroleum and Minerals, Dhahran (KFUPM).

Stephen D. Williams
Managing Director - Chief Financial Officer

Member of Management Commitlee, Assets and Liabilities
Commuttee, Group Risk Commitiee, Operational Risk Committee,
and Information Security Commuttee

Stephen Willlams has 30 years international experience In
banking, accountancy and audit Joining GIB in 1987, he was
appointed Group Financial Cantroller in 2000, and Chief Financial
Otficer in 2608 He s currently responsible for Group-wide
statutery, regulatory and management reporting, financial and
balance sheet planning, and capital management. He also has
responsibility for the Bank's Basel 3 implementation project.
Prior to joining GIB, he worked for KPMG 1n Londen and the
Middle East

A certified Chartered Accountant and Member of the Institute of
Chartered Accourtants in England and Wales (ICAEW], Stephen
Willams helds a BSc Degree in Economics trom Cardiff Uraversity,
UK He s a Member of the Working Groups on Capital Adequacy
and Working Liguidity al the Institute of International Finance

Masood Zafar
Managing Director - Chief Risk Officer

Member of Management Committee, Assets and Liabilities
Committee, Group Risk Commuttee, Operational Risk Committee,
and Information Security Commultee

Masood Zafar has 35 years' international experience in banking,
accountancy, audit and risk management, Joining GIB in 1982in
the Internal Audit department, he was subsequently appointed
Chief Internal Auditer in 1987, Chief Credit Officer in 2004, and
Chiet Risk Officer in 2012 Prior te joining GIB. Mr, Zafar worked
at Ernst & Young in Londen, and KPMG in Bahrain

Masood Zafaris a Fellow of the Institute of Chartered Accountants
in England and Wales
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Biographies of senior management

Abdullah Al-Zahrani
Executive Vice President ~ Chief Investment & Treasury Officer

Member of Management Commuttee, Assets and Liabilities
Commuttee, Operational Risk Commuttee, and Information
Security Committee

Abduliah Al-Zahrani has 22 years regional experience In
banking, investments and treasury He joined GIB in his current
position in 2011 with responsibility for Treasury, Investments
Department and Financial Institulions Group Prior tojoining GIB,
he was Senior Vice President and Assistant Treasurer at Riyad
Bank for six years, His previous experience includes Assistant
General Manager and Head of Portfolio Management at Arab
National Bank, and Semior Trader at National Commercial Bank.
He started his career in 1993 as a Fixed Income Dealer in the
Investment Department at the Saudi Arabian Monetary Agency

Abdultah Al-Zahran: holds a BSc in Industrial Managemnent from
King Fahd University of Petroleum and Minerals, Saud) Arabia, and
15 a Graduate of INSEAD s International Executive Programme.

Stewart Macphail
Chief Operating Cfficer

Member of Management Committee and Operatronal Risk
Committee

Stewart Macphail joined GIB in his current position in Dacember
2014, As Chief Operating Officer, Stewart is responsible for
Group Operations, Information Technolegy, Human Resources,
Administration Services, Corporate Communications and the
Enterprise Programme Management Cffice

Stewart has over 26 years’ international business experience in
both financial services and other business sectors from retail to
construction. Over the past seven years Stewart has held arange
of senior executive roles and Board Director positions across a
dwerse range of business in the MENA region, fram large family
groups, public companies and private equity held businesses In
lhese positions Stewart has operaled at a strategic management
level, developing restructuring strategies and translating them
into clear operational implementation plans Prior to moving to
the Middle East, Stewart worked for GE Capital in Europe for over
12 years and was latterly the CEQ of GE Capital's Card Services
business inthe UK

Stewart Macphail holds a BA Honours degree in Business and
Law from Lancaster University, UK

Sakhr Bin Abdutrahman Almulhem
Executive Vice President - Head of Retail Banking

Member of Management Commuttee, Assets and Liabilities
Commuttee, Operational Risk Commuttee, and Information
Security Commuilee

Sakhr Bin Abdulrahman Almulhem has over 19 years experience
In the banking industry covering North and Central America,
the UK and the Middle East, He joined GIB in 2011 as Senior
Vice President - Head of Proposition in Retail Banking, and was
appointed to tus present position 1n 2013, Prier to joining GIB, he
was Senior Vice President — Divisional Head of Retail Customer
Management at National Commercial Bank [NCBJ, Saudi Arabia
His previeus positionswithNCB included Vice Fresident - Regional
Manager, and Vice President - Head of Sales Develapment. He
started hus career with SABB where he held various positions in
the areas of Relationship Management, Branch Management,
Quality Management and Consumer Finance

Sakhr Bin Abdulrahman Aimulhem holds an MBA and s BBA In
Marketing from Washington University, USA.

Mark Watts
Managing Director - Chief Executive Officer
Gulf International Bank (UK] Limited

Mark Watts has 27 years’ experience in asset managemant
ganed In the UK, USA and UAE, covering equities, fixed
income, alternatves, structured products, emerging markets,
currencies, derivatives, and real estate He was appointed to his
current postlion in 2014

Prior to joining GIB UK, Mark Watts spent four years with the
National Bank of Abu Dhabi, where hus final positionwas Managing
Director and Cheef investment Officer of the Asset Management
Group. Previously, he was Head of Asset Management at Qatar
Islamic Bank-owned European Finance House based in London,
and Head of Global Fixed Income at Aviva Investors. Before this,
he spent over 17 years at Baring Asset Management, a leading
UK-based inveslment management firm, working in the UK and
the US,

Mark Watts 1s & CFA Charter Holder, and a Fellow of the
Chartered Institute for Secunities & Investment [(CISI. He
holds Diplomas from the CIS| and the Internaticnal Security
Managers Association (ISMA), together with the islamic Finance
Quabfication (IFQ)
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Independent auditors report
to the shareholders

Report on the consolidated financial statements

We have audited the accompanying consolidated financial statements of Gulf Internaticnal Bank B.S C [the "Bank”) and its
subsidiaries [together the "Group”], which comprise the consolidated statement of financial position as at 31 December 2014,
the consolidated statements af Income, comprehensive income, changes tn equity and cash flows for the year then ended. and
notes, comprising 2 summary of significant accounting policies and ether explanatory information

Responsibility of the board of directors for the consolidated financial statements

The beard of directors 15 responsible for the preparation and fair presentatien of these consclidated financral statements in
accordancewith International Financial Reporting Standards, and for such internal control as the board ef directors determines
1s necessary to enable the preparation of consolidated financial statements that are free from maternial misstaterment, whether
due to fraud or error

Auditors’ responsibility

Qur responsibility 1s to express an opinion on these consolidated financial statements based on our audit. We conducted
our audit In accordance with International Standards on Audiing Those standards require lhal we comply with ethical
requirements and plan and perform the audil to obtain reasonahble assurance aboul whelher the consolidated financal
statements are free fram malerial misstalement

An audit involves performing procedures to obtain audit evidence about the amounls and disclosures in the consolidated
financial statements. The procedures selecled depend on our judgment, including the assessrnent of the risks of material
misstaternent of the cansolidated financial statements, whether due te fraud or errar, In making those risk assessments, we
consider internal controt relevant to the entity’s preparation and fair presentation of the consolidated financial statements in
order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on
the effectiveness of the enlily’s internal control An audil also includes evaluating the appropriateness of accounting policies
used and the reasonableness of accounting estimates made by management, as well as evaluating the overall presentation
of the cansolidated financial statements.

We believe that the audit evidence we have obtained 1s sufhicient and appropriate to provide a basis for our audit opinien.

Cpinion

Inour opinion, the consolidated financial statements present fairly, in all material respects, the consolidated financial position
of the Group as at 31 December 2014, and its consolidated financial performance and its consolidated cash flows for the year
then ended in accordance with International Financial Reporting Standards.

Report on other regulatory requirements

As required by the Bahrain Cammercial Companies Law and Volume 1 of the Central Bank of Bahrain [CBB) Rule Boak, we

report that

a) the Bank has maintained proper accounting records and the consclidated financial statements are 1n agreemant therewsth,

b] the financial infarmaticn contained in the chairman’s statement 15 consistent with the consolidated financial statements,

) we are not aware of any violations during the year of the Bahrain Commercial Companies Law, the Central Bank of Bahrain
and Financial Inslitutions Law, the CBB Rule Bock (Volume 1, applicable provisions of Volume 6 and CBB directives) ar
the terms of the Bank’s memarandum and articles of association that would have had a material adverse effect on the
business of the Bank or on its inancial posilion, and

d] satsfactory explanations and information have been provided to us by management In response o all our requests

KEPM G

—

KPMG Fakhro
Partner Registration No 83
13 February 2015




Consolidated statement
of financial position

31.12.14 311213
e Note U5$ millions US% millions
ASSETS
Cash and other Liquid assets 5 2,472.6 1,659 4
Securities purchased under agreements to resell 6 1,305.2 1,742 7
Placements 7 5,180.5 B,264 6
Trading securities 8 72.7 50 9
Investment securities g 3,944.5 37258
Loans and advances 10 7.931.5 83172
Other assets . . 11 393.2 3963
Total assets 21,300.2 21,1569
LIABILITIES
Deposits from banks 13 1,240.1 1,446 3
Deposits from customers 13 12,897.8 13,4513
Securities sold under agreements to repurchase 14 618.0 785 2
Other Labilities 15 342.9 399.4
Senior term financing 16 3,372.9 2,332.9
Suberdinated term financing 17 477.8 477.8
Total liabilities . } _ 18,949.5 18,892.9
EQUITY
Share capital 18 2,500.0 2,500.0
Reserves 19 3920 3743
Retained earnings . (541.3) [610.3)
Total equity 2,350.7 2,264.0
Total liabilities & equity 21,300.2 21,156.9

The consolidated financial staternents were approved by the Board of Directers on 13" February 2015 and signed on its
hehalf by -

N
ﬁ
Jammaz bin Abdullah Al-Suhaimi Abdullah bin Hassan Alabdulgader Yahya bin Abdultah Alyahya
Chairman Chairman of the Board Audil Commitlee Chief Executive Qfficer

The notes on pages 60 to 107 form part of these consolidated financial statements.
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Consolidated statement
of Income

Year ended Year ended
31.12.14 3112713
R e _ Note Us$ miltiens US$ millions
Interest Income 21 308.9 3053
Interest expense 21 150.9 142 2
Net interest incorne T 158.0 1631
Fee and commission income 22 62.9 620
Foreign exchange income 23 19.4 174
Trading income 24 2.4 g3
Other income ) __ 25 14.9 265
Total income 257.6 2783
Staff expenses 115.4 1013
Premises expenses 15.7 139
Other pperaling expenses o B8 3b4
Total operating expenses o 1649 1514
Net income before provisions and tax 92.7 126.7
Provision release for inveslment securities 9 4.5 -
Provision charge for loans and advances 10 (10.3) (4.2]
Net incormne before tax 86.9 122.5
Taxation charge on overseas activities 1.3) (10l
Net income 85.6 1215
Earnings per share 38 Us$0.03 US$0.05
N\
s ODR
Jammaz bin Abdullah Al-Suhaimi Abdullah bin Hassan Alabdulgader Yahya bin Abdullah Alyahya
Chairman Chairman of the Board Audit Committee Chief Executive Officer

The notes on pages 60 te 107 form part of lhese consolidated financial staternents
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Consolidated statement
of comprehensive iIncome

Year ended Year ended
31.12.14 311213
_ o U5% millions USE millions
Net income 85.6 1215
Other comprehensive income:-
Items that may subsequently be reclassified to consolidated statement of income:-
Cash flow hedges:-
- net changes in fair value (0.2 -
- net amgunt transferred to consolidated stalement of Income {0.1) [1.4)
{0.3) i1.4)
Items that will not be reclassified to consolidated statement of income:-
Net changes in fair value of equity iInvestments classified as
fair value through other comprehensive income (FYTOCI) 7.0 311
Remeasurement of defined benefit pension fund [5.6) 51
1.4 36.2
Total other comprehensive income 1.1 34.8
Total comprehensive income 86.7 156.3

The notes on pages 60 to 107 form part of these consolidated financial statements.
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Consolidated statement
of changes in equity

Share Retained
capitat Reserves earnings Total
US$ millions US4 millions us$ millions US$% millions
At 1% January 2014 2,500.0 374.3 1610,3) 2,254.0
Net income for the year - - 85.6 85.6
Other camprehensive income for the year - 2.9 (1.8} 1.1
Total comprehensive incorme far the year - 2.9 83.8 86.7
Transfar fram relained earnings - 14.8 [14.8) -
At 31" December 2014 2,500.0 392.0 1541.3) 2,350.7
At 1* January 2013 2,500.0 328.2 (720 5) 2.107.7
Net inceme for the year - - 1215 1215
Other comprehensive income for Lhe year - 26.3 85 348
Total comprehensive incoma for the year _ 263 1300 196.3
Transfer from retained earnings - 19.8 [198) -
At 317 December 2013 S 2,5000 3743 (61031 2.264.0

The notes on pages 60 to 107 form part of these consolidated financial statements.
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Consolidated statement
of cash flows

Year ended Year ended
31.12.14 31,1213
o . o ) ~ Note US$ millions U5% millions
OPERATING ACTIVITIES
Net income 85.6 121.5
Adjustments to reconcile net income to net cash inflow from operating actmties -
Provisions for investment securities (4.5) -
Provisions for loans and advances 10.3 4.2
Realised profits on debt investment securities (1.4) (1.1]
Amortlisation of investment securities 13.8 191
Amartisation of senior term financing 0.2 02
Net decrease / increase) in statulory deposits with central banks 10.6 (66 9}
Net decrease / increase) in securities purchased under agreements to resell 437.5 (731 9}
Net decrease / (increase) in placements 84.1 (784 9)
Net lincrease] / decrease in trading securities [21.8) 49 6
Net decreage / [increase] in loans and advances 375.4 1.211 1)
lIncreasel / decrease in accrued interest recevable (3.8) 62
Increase in accrued interest payable 8.3 17
Net increase in other net assets (54.7) [25.7]
Net decrease in deposits from banks {205.2) (776.1]
Net [decrease) / increase in deposils from customers ) {553.5) 3,979.4
Net cash inflow from operating activities o 180.1 584.2
INVESTING ACTIVITIES
Furchase cof inveslment securities 855.9) (804.3]
Sate and matunity of investment securities 627.0 £17.7
Net cash outflow from investing activities L {228.9) (186 6]
FINANCING ACTIVITIES
Net [decrease] / increase in securities sold under agreements to repurchase {167.2) 1875
Net increase / [decrease] in senior term financing 1,039.8 (100.0)
Net cash inflow from financing activities L 872.6 _ B75
Increase in cash and cash equivalents o 823.8 485.1
Cash and cash equivalents at 1* January - 1,515.8 1,030.7
Cash and cash equivalents at 31 December 5 2,339.6 1,515.8

The notes on pages &0 to 107 form part of these consolidated financial slatements
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Notes to the consolidated
financial statements

For the year ended 31¢ December 2014

2.1

2.2

2.3

Incerporation and registration

The parent company of the Group, Gulf international Bank B.S.C. (the Bank], 1s a Bahraini Shareholding Company
incorporated 1n the Kingdom of Bahrain by Amir Decree Law No. 30 dated 24™ November 1975 and 15 registered as a
conventional wholesale bank with the Central Bank of Bahrain The registered office of the Bank s located at Al-Dowali
Building, 3 Palace Avenue, Manama, Kingdom of Bahrain.

The Bank and its subsidiaries (the Groupl, 15 prnncipally engaged 1n the provision of wholesale commercial, asset
management and nvestment banking services. The Group operaies through subsidiares, branch offices and
representative cffices located in six countries worldwide The total number of staff employed by the Group at the end of
the financial year was $30.

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

Basis of preparation

The consolidated financial statements have been prepared in accordance with International Financial Reporting
Standards [IFRS] and in conformity with the Bahrain Commercial Companies Law and the Central Bank of Bahrain
and Finanoal Instiutions Law. The consolidaled financial statements have been prepared under Lhe hiustorical cost
convention as modified by the revalustion of trading securities, equity Investment securities, and derivative financial
instruments as exptained in more detail in the following accounting policies Recognised assets and Labilities that are
hedged by dervative financial instruments are alsc stated at fair value in respect of the risk that 1s being hedged The
accounting policies have been consistently applied by the Bank and its subsidiaries and are consistent with those of
the previous year, except for the adoption of applicable new accounting standards with effect from 1% January 2014 as
referred to below

IAS 32 - Financial Instruments: Presentation

The amendments to |AS 32 clarfy the requirements relating to the offset of financial assets and financial liabilities.
The amendments have been applied retraspectively and have not had a significant impact on the Group s consolidated
financial statements,

Consolidation principles

The consclidated financial statements include the accounts of Gulf International Bank B.S.C. and its subsidiaries,
Subsidiary undertakings are companies and other entities, including spacial purpose entities, which the Bank centrols
The Bank controls an entity when It 1s expesed to, or has rights to, varable returns from its involvernent with the entity
and has the ability to affect those returns through 1ts power over the entity. The subsidiary’s accounts are derecognised
frem the consolidated financial staternents from the point when the control ceases. All intercompany balances and
transactions, including unrezlised gains and iosses on transactiens between Group comnpanies, have been eliminated.

Fereign currencies

Itemms included in the censolidated financial statements of the Bank and its subsidiaries are measured based on the
currency of the primary environment in which the enlity operates [the funclional currency] The censolidated financial
statements are presented in US Dollars, representing the Group's functional and presentation currency. Transactions in
foreign currencies are converted to US Dollars at the rate of exchange prevailing at the date of the transaction Menetary
assets and liabilities denorminated in foreign currencies are translated into US Dollars at market rates of exchange
prevailing at the halance sheet date.

TABLT
LY
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Notes to the consolidated financial statements .

For the year ended 31 December 2014

2.4

a)

b)

Accounting policies |continued]

Financial assets and tiabilities

Financial assets and Liabilities comprise ali assets and Liabilities reflected in the staternent of hinancial pesition, although
excluding investments in subsidiaries, associated companies and joint ventures, employee benefit plans, property and
equipment, deferred taxation and taxation payable

Initial recognition and measurement
The Group recognises financial assets and liabilities in the consolidated statement of financial position when, and only
when, the Group becomes party to the contraclual provisions of the instrument.,

Financial mstruments are classified at inception nto one of the following categories, which then determine the
subsequent measurement methodolagy -

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

- financial assets at amortised cost
- financial assels al fair value through other comprehensive income [FYTOCH
- financial assets at fair value through the profit or loss [FVTPLI

Financial Labilimes are classified into one of the following two categories -

- financiel liabilities al amortised cost
- financial Liabilities at fawr value through the profit or loss {FVTPL]

Financial assets are imitially recognised at fair value, including transaction costs that are directly attributable to the
acquisition of the financial asset.

Financial liabilities are imitizlly recognised at fair value, representing the proceeds received net of premiums, discounts
and transaction costs that are directly attributable to the financial Lability.

All regular way purchases and sales of financral assets and Labilities classified as FVTPL are recogrised on the trade
date, 1.e the date cnwhich the Group commits to purchase or sell the financial asset or Lability. All reqularway purchases
and sales of other financial assets and babilities are recogrnised on the settlement date, 1.e the date cnwhich the asset
or Liability 15 receved from or delvered to the counterparty. Regular way purchases or sales are purchases or sales
of financial assets that require delivery within the time frame generally established by regulation or convention in the
market place.

Subsequent measurement

Subseguent to initial measurement, financial assets and liabilities are measured at either amortised cost or fair value.
The classification and the basis for measurement are subject te the Group s business medel for managing the financial
assels and the contractual cash flow characteristics of the financial assets, as detalled below.-

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

- the assets are held within a business model whose objective 1s to hold assets in order to cotlect contractual cash
flows, and

- Lhe cenlractual terms of the financial assets give rise on specihied dales Lo cash (lows that are solely payments of
principal and interest on the principal amount outstanding

A
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Notes to the consolidated financial statements ™+ -

For the year ended 31+ December 2014

2.4

b

¢l

Accounting policies {continued)
Financial assets and liabilities fcontin.ed]

Subsequent measurement [continued]
If either of these two criteria 1s not met, the financial assets are classified and measured at fair value, either through the
profit or loss [FVTPL] or through other comprehensive income (FVTOCI

Additionally, even if 2 financial asset meets the amortised cost criteria, the entity may choose to designate the financial
asset at FYTPL Such an election 1s irrevocable and applicable anly if the FYTPL classification significantly reduces a
Mmeasurement or recognition inconsistency.

Financial assets at fair value through other comprehensive mcome (FYTOCIH)
At imitial recognition, the Group can make an irrevocable election to classify an equity investrnent that 1s not hetd for
trading as FVTOCI

For this purpose, a financial asset 1s deemed to be held for trading if the equity invesiment meets any of the follewing
congiions -

- It has been acquired principally for the purpose of selling in the near term,

- onantial recogmition, 1ts part of & pertfolie of identified financial instruments that are managed together and for
which there 15 evidence of a recent actual pattern of short-term profitability, or

- It1s a derwalive and nol designated and effective as a hedging instrument or a financial guarantee

The irrevocabte election s on an instrument-by-mstrument basis If an equity investment 1s designated as FVTOCI, all
gains and tosses, except for dividend income, are recognised In other comprehensive income and are not subsequently
included in the consolidated statement of Income

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

Financial liabilittes at amortised cost
All financial Labilities, other than those classified as financial liabilities at FYTPL, are classified as financial Liabilities at
amortised cost and are measured at amaortised cost using the effective interest rate method as described in note 2 7{al.

Financial lrabiiies at fair value through the profit or loss
Financial liabilities not otherwise classified above are classified as financial Liabilities at FVTPL This classification
Includes dervatives that are Lahilities measured at fair value

Derecognition of financial assets and liabilities

Financial assets are derecognised and removed from the consclidated slatement of financial pesition when the right Lo
receive cash flows from the assets has expired, the Group has transferred its contractual right to recewve the cash flows
fram the assets, and substantizlly all the risks and rewards of ownership, or where control s not retained Financial
labilities are derecogrised and removed from the consolidated staternent of financial position when the obligation 15
discharged, cancelled, or expires
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Notes to the consolidated financial statements - O
For the year ended 31% December 2014

25

2.6

Accounting policies [continued]

Impairment of financial assets

Only financial assets that are measured at amortised cost are tested for impairment A provision for impairment 1s
established where there 15 objective evidence thal the Group will not collect all amounts due, including both principal
and interest, in accardance with the contractual terms of the credit facility Objective evidence that a financial asset I1s
impaired may include a breach of contract, such as default or delinquency in interest or principal payments, the granting
of a concession that, for economic or legal reasons relating to the borrower’s financial difficulties, would not otherwise
be considered, indications that it 1s probable that the borrower will enter bankruptcy or other financial reorgamsation,
Lhe disappearance of an active markel, or other chservable data relaling tc & group of assets such as adverse changes
in the payment status of borrowers or 1ssuers in the group, or ecenomic conditions thal correlate with defaults in the
group.

Provisions for impairment are determined based on the difference between the net carrying amount and the recoverable
amount of the financial asset. The recoverable amount 1s measured as the present value of expected future cash flows.
including amaunts recoverable from guarantees and collateral, discounted based on the interest rate at the inception of
the credit facility or, for debt instruments, at the current market rate of interest for a similar financial asset,

Provisions for impatrment are alsc measured and recognised on a collective basis in respect of impairments that exist
at the balance sheet date but which will only be indwvidually 1dentified In the future, Future cash flows for financial
assets that are collectively assessed fer impairment are estimated based on contractual cash flows and historical loss
experiences for assets with similar credit risk characteristics, Historical loss experience 1s adjusted, based on current
observable data, fo reflect (he effecis of current conditions that did not affect the period on which (he histarical loss
experience |s based.

Provisions for impairment are recognised in the consolidated statement of income and are reflected in an allowance
account egainst loans and advances and investment securities.

Financial assets are written off after all restructuring and collection activities have taken place and the possibility of
further recovery s considered to be remote Subsequent recoveries are included in other income.

Provisions for impairment are released and transferred to the consolidated staternent of income where a subsequent
increase in the recoverable amount 15 related objectively to an event occurring after the provision for impairmeant was
established

Financial assets which have been renegotiated are no longer censidered lo be past due and are replaced on performing
status when all principal and interest payments are up to date and future payments are reasonably assured Financial
assets subject to indmvidual impairment assessment and whose terms have been renegotiated, are subject to on-going
review to determine whether they remain impaired cr should be considered past due.

Offsetting financial assets and liabitities

Financial assets and financial Liabilities are only offset and the nel ameunt reported In the consclidated statement of
financial position when there is a legally enforceable right te set off the recegrnised ameunts and there 1s an intention to
settle an a net basis, or to realise the asset and settle the Lability simultaneously

it
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2.7
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2.8

Accounting policies [continued)
Revenue recoghition

Interest income and interest expense

Interesl incorme and interest expense for all interest-bearing financial assets and Liabilities except those classitied
as FVTPL are recogrised using the effective interest rate method. The effective interest rate method i5 a method of
calculating the emortised cost of a financial asset or lability and of allocating the interest income or interest expense
over the expected bie of the asset or liability The effective interest rate 1s the rate that exactly discounts estimated future
cash flows through the expecled life of the linancial asset or lability or. where appropriate, a shorter pericd, to the net
carrying amount of the financial asset or bability The application of the effective interest rate methed has the effect
of recognising interast income and interest expense evenly In proportion to the amount outstanding over the period to
maturity or repayment

In calculating the effective interest rate, cash flows are estimated taking into consideration all contractual terms of the
financial asset or tiability but excluding future credit losses, Fees, including loan origination fees and early redemption
fees, are Included 1n the calculation of the effective interest rate to the extent that they are considered to be an integral
part of the effective interest rate

Interest income 1s suspended when either interest or principal an a credit facility 1s overdue by mere than 90 days
whereupon all unpaid and accrued interest 1s reversed from income Interest on non-accrual facilities 1s included 1
income only when recerved Credit facilities are restored to accrual status only after all delinguent interest and principal
payments have been brought current and future payments are reasonably assured.

Fees and commissions
Fees and commussions that are integral to the effective interest rate of a financial asset or Liability are included In the
calculation of the effective interest rate.

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

Trading and foreign exchange income

Trading and foreign exchange iIncome arise from earnings generated from customer business and market making, and
frem changes in fair value resulting from movements 1n interest and exchange rates, equity prices and other market
variables. Changes in farr value and gains and losses arising on the purchase and sale of trading instruments are
included in trading income, logelher with the relaled teresl income, interest expense and dividend income.

Dividend income
Dividend income 1s recognised as follows:-

- dividends frem equity instruments classified as FVTPL are recognised when Lhe right 1o recewve the dividend is
established and are included in trading Income

- diidends from equity instruments classified as FVTOCI are recagnised when the right te recewe the dwvidend 1s
established and are included in other income.

Securities financing arrangements

Securities purchased under agreements to resell reverse repurchase agreements) and securities sold under agreements
to repurchase [repurchase agreements] are treated as collateralised lending and borrowing transactions and are
recorded In the consolidated statement of financial position at the amounts the securities were initially acquired or sold,
Interesl earned on reverse regurchase agreements and interest incurred on repurchase agreements are included in
interest income and Interest expense respactively.

A
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2.9

Accounting policies [continued]

Premises and equipment

Land Is stated at cost. Other premises and equipment are stated at cost less accumulated depreciation, The residual
values and uselul lives ol premises and equiprnent are reviewed al each balance shee! date, and adjusied where
appropriate Depreciation is calculated using the straight-line methed ever various periods Where the carrying amount
of premises or eguipment 1S greater than the estimated recoverable amount, the carrying amount is reduced to the
recoverable amount,

Generally, costs associated with the maintenance of existing computer software are recognised as an expense when
incurred. However, expenditure that enhances and extends the benefits of computer software programs beyond therr
or ginat specifications and lives 1s recognised as a capital improvement and capitalised as part of the original cost of the
software.

2.10 Other provisions

21

—

Other provisions are recognised when the Group has a present legal or constructive obligation as a resull of a past event,
17 1s probable that an outflow of resources embodying economic benefits wilt be required to settle the obligation, and a
reliable estimate can be made el the amount of the obligatien

Derivative financial instruments and hedge accounting

Derwvative financial instruments are contracts, the value of which I1s derived from one er moere underlying financial
instruments or indices, and include futures, forwards, swaps and options in the interest rate, foreign exchange, egquity
and credit markets,

Derivative financial instruments are recognised In the consatidated staternent of financial position at fair value Fair
values are derwved from prevailing market prices, discounted cash flow models or eption pricing models as appropriate

tn the censolidated statement of financial positien, derivative financial instruments with positive fair values {unrealised
gains) are included in other assets and derwative financial instruments with negative fair values lunrealised losses) are
ncluded in other Liabilities.

The changes in the far values of derivative financial instruments entered into for trading purposes or to hedge other
trading pesitions are included in trading income.

The recognition of changes in the fair vaiues of derwvative financial mstruments entered into for hedging purposes
15 delermined by the nalure of the hedging relationship. For Lhe purposes of hedge accounting, derwvative financial
instruments are designated as a hedge of either: (1] the fair value of a recognised asset or Liability [fair vatue hedgel, or
[n) the future cash flows attnbutable 1o a recogrused asset or liability or a firm commitment [cash flow hedge].

The Group’s criteria for a derivative iinancial instrument to be accounted for as a hedge include.-

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

- 1t must be clearly demonstrated that the hedge 15 expected to be highly effective in offsetting the changes in fair values
or cash flows attributable to the hedged risk in the hedged item,

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

- the hedge must be assessed on an on-going basis and determined to have actually been highly effective throughout
the financial reporting penod

In= b F
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2.

Accounting policies (cont nued;

2.11 Derivative financial instruments and hedge accounting {continued)

Changes in the fair values of dervative financial instruments that are designated, and qualify, as fair value hedges
and thal prove to be highly effective in relation to the hedged risk, are included in trading income together with Lhe
corresponding change in the fair value of the hedged asset or Liability that s attributable to the risk that 1s being hedged.
Unrealised gains and losses arising en hedged assets or habilities which are attributable to the hedged nisk are adjusted
agamnst the carrying amaunts of the hedged assets or Labilities in the consolidated statement of financial position, If the
hedge no longer meets the critenia for hedge accounting, any adjustment to the carrying amount of a hedged interest-
bearing linancial imstrumenl 1s amortised to Income over the remaining period to matunty

Changes in the fair values of derivative financial instruments that are designated, and qualify, as cash flow hedges and
that prove to be highly effective in relation to the hedged risk, are recognised in other comprehensive income Unrealised
gains or losses recognised In other comprehensive income are transferred to the consolidated statement of iIncome at
the same time that the iIncome or expense of the corresponding hedged item 1s recognised in the consolidated statement
of iIncome and are included 1n the same income or expense category as the hedged item. Unrealised gains or losses on
any ineflective portion of cash flow hedging transactions are included in trading income

The interest compenent of dervatives that are designaled. and gualfy, as fair value or cash flow hedges s included in
interest incorne or interest expense relating to the hedged item over the life of the dervative instrument.

Hedge accounting 1s discontinued when the derivative hedging instrument either expires or 1s soid, terminated or
exercised, or no longer qualifies lor hedge accounting Gains and losses arising on the lerminalion of derivatives
designated as cash flow hedges are recognised in Interest Income or interest expense over the original tenor of the
terminated hedge transaction.

Some hybrid instruments contain bath a derwvative and non-derivative component, In such cases, the derivative 1s
categorised as an embedded dervative If the host contract 1s accounted for under IFRS § then the hybrid finanemal
imstrument 15 holistically assessed as to whether 1t should be measured at amortised cost or as fair value. If the host
contract 1s nat accounted for under IFRS ¢ and the economic characteristics and risks of the embedded derwvative are
not closely related to those of the host contract, and the overall contract itsetf 1s not carned at fair valug, the embedded
derwvative 1s ufurcated and measured at fair value If it 1s not practically possible to bifurcate the embedded derivative,
the entire hybrid instrument 1s categorised as a financial asset at FVTPL and measured at fair value Changes in fair
value are included in trading iIncome

2,12 Financial guarantees

Financial guarantees are contracts thal require the Group to make specified payments to reimburse the holder for a loss
it incurs because a specific debtor fails to make payment when due 1n accordance with the terms of a debt instrument
Financial guarantees are issued to financial institutions and other counterparties on behalf of customers to secure
loans, overdrafts and other banking facities, and te other parties in relation to the parformance of customers under
obligations related to contracls, advance payments made by other parties, lenders and retentions.

Financial guarantees are inally recognised at fair value on the date the guarantee 15 1ssued The guarantee liability
Is subsequently measured at the higher of the imitial measurement, less amortisation to recegrise the fee income
earned over the peried, or the present value of any expected financial obligation arising as 2 result of an anticipated
non-recoverable payment under a guarantee Any increase In a Lability relating to guarantees 15 recognised In the
consolidated staterment of income |n the consolidated statement of financial position, financial guarantees are included
in other Liabilities.
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2.

Accounting policies [continuzd)

2.13 Post retirement benefits

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

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

The calculation of obligations in respect of the defined benefit pension plan is performed by a qualified actuary using
the projected unit credit method The Group’s net obligation 1s calculated by estimating the amount of future benefit that
employees have earned in the current and prior periods, aiscounting that amount and deducting the fair value of the
plan assets. When the calculation results in a potential asset for the Group, the recognised asset 1s imited to a ceilng
so that 1t does not exceed the economic benefits available in the form of refunds from the plan or reductiens in future
contributions

Remeasurements of the net defined benelt Lability or asset, which comprises actuarial gains and lesses, Lhe return
of plan assets [excluding interest] and the effect of the asset cailing, are recognised immediately in the consolidated
statement of other comprehensive iIncome The Group determines the net interest expense or income on the net defined
benefit Liability or asset for the year by applying the discount rate used to measure the defined benefit abligation at
the beginning of the year to the opeming net defined benefit iability or asset. Net interest expense and other expenses
related o the delined beneft plan are recogmsed in the conselidated stalement of income,

When the benefits of a plan are changed or when a plan 1s curtailed, the resulting change in benefit that relates te past
service or the gain or loss on curtaitment 1s recognised immediately In the consolidated statement of Incame. The Group
recognises gains and losses on the settlement of a defined benefit plan when the settlement occurs.

2.14 Taxation

a)

b)

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

Deferred tax

Delerred tax 1s provided, using the lLiability melhed, for temporary differences anising between the tax bases of assels
and Liabilities and their carrying amounts for financial reporting purposes. A deferred tax asset 1s recognised only to the
extent that it 1s probable thal future taxable income will be available against which the unutilised tax losses and credits
can be utiised Currently enacted tax rates are used to determine deferred taxes.

2.15 Cash and cash equivalents

In the censolidated stalement of cash flews, cash and cash equivalents comprise cash and other liquid assets, excluding
statutory deposits with central banks.
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2.

Accounting policies [continued]

2.16 Segment reporting

An operating segment 15 @ distinguishable component of the Group that 1s engaged in business activities from which
revenues are earned and expenses are incurred, including revenues and expenses Lhat relate to transaclions with any
of the Group’s other operating segments All segments have discrete financial information which 1s regularly reviewed
by the Group's Management Committee, being the Group's chief aperating decision maker, toc make decisiens about
resources allocated lo the segment and to assess its performance. The Group's Management Committee essesses the
segments based on net interest income which accounts for the majority of the Group's revenues

2.17 Fiduciary activities

The Group administers and manages assets owned by clients which are not reflected 1n the consclidated financial
statements Assel management fees are earned for providing investment management services and for managing
mutual fund products. Asset administration fees are earned for providing custodial services Fees are recognised as the
services are provided and are included in fee ard commission Income

2.18 Dividends

Dividends on 1ssued shares are recognised as a labilily and deducted from equity when they are approved by the Bank's
shareholders

2.19 Shariah comptiant banking

The Group offers various Shariah compliant products to its customers. The Shariah compliant activities are conducted in
accordance with Shariah principals and are subjecl Lo the supervision and approval of Lhe Group's Shariah Supervisory
Board. The disclosures set out In the consolidated financial statements Iin relation to these activities are prepared In
accordance with Financial Accounting Standard 18 i1ssued by the Accounting and Auditing Organisation for Islamic
Financial Institutions [AACIFI).

2,20 Comparatives

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

2.21 Future accounting developments

The International Accounting Standards Board {IASB] have issued a number of new standards, amendments to
standards, and interpretations that are not yet effective and have not been applied in the preparation of the consolidated
financial statements for the year ended 31* December 2014. The relevant new standards, amendments to standards,
and interpretations, are as follows -

- 1A5 19 - Employee Benefits:-
Further amendments to the treatment of defined benefit plans within 1A51% have been issued which clanfy how
an entity should account for contmbutions made by employees. The Group 1s assessing the potential impact on its
consclidated financial staterments resutting from the application

- {FRS 9 (2014] - Financial Instruments -
IFRS 9 (2014} was 1ssued as a complete standard including the requirements previously 1ssued and adopled, and
additional amendments to Introduce a new expected lass impairment model, and Urmited changes to the classification
and measurement requirements of financial assets. The Group is currently evaluating the potential impact of this
standard and determining a date of imtial application.
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3.1

3.2

33

3.4

Accounting estimates and assumptions
The preparation of the consolidated financial statements requires management to make estimates and assumpticns
that affect the reperted amounts of certain financial assets, labilities, income and expenses

The use of estimates and assumplions 1s principally Lirmited to the delerminalien of provisicns for impairment, the
valuation of financial mstruments, the valuation of the Group's defined benefit pension plan, and in determining control
relationships over investees, as explained in more detail below -

Provisions for impairment
Financial assets are evaluated for impairment on the basis set out In note 2.5,

In determining previsions for impairment, judgement 1s required in the estimation of the ameunt and timing of future
cash flows,

In addition to provisions for impairment against specific assets, the Group also maintains provisions that are measured
and recognised on a collective basis. Key assumptions included in the measurement of the partfolio provisions include
data on the probability of default and the eventual recovery amount in the event of a forced sale or write off. These
assumplions are based on observed historical data and updated as considered appropriale Lo reflect current condilions,
The accuracy of the partfolio provisions would therefore be affected by unexpected changes in these assumplions

Fair value of financial assets and liabilities

Where the fair value of financial assets and babilities cannot be derwved from active markets, they are deterrmined using
avariety of valuation lechniques that include the use of mathemalical models The input to these models is derved from
observable markets where available, but where this is not feasible, a degree of judgement Is required in determining
assumplions used 1n the models, Changes in assumptions used in the models could affect the reported fair value of
financial assets and Labilities.

Retirement benefit obligations

Management, in coordination with an independent quatified actuary, are required to make assumptions regarding the
defined beneht pension plan. The principal actuanal assumptions for the defined benefit pension plan are set out In note
12 and include assumpticns on the discount rate, return on pension plan assets, mortality, future salary increases, and
inflation Changes in the assumptions could affect the reported asset, service cost and return on pension plan assets.

Determination of controt over investees

The Group acts as fund manager to a number of investment funds. The determination of whether the Group controls an
investment fund 1s based on an assessment of the aggregate econamic interests of the Group in the fund and includes
an assessment of any carried interests, expected management fees, and the investors’ rights to remove the Group as
fund manager.

Management are reguired lo conclude whether the Group acls as an agent for the investors in the fund, or If the
underlying fund 1s controlled by the Group.

The principal investmant funds are set out in note 35,

[ S
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4. Classification of assets and liabilities
The classification of assets and Liabilities by accounting categonisation was as follows -

Financial Financial Financial Non-
assets at assets & Financial liabilities at financial
amortised liabilities assets amortised assets &
cost at FVTPL  at FVTOCI cost  liabilities Total
o ___Us$milliens  US$ millions  US$ milliens  US$ milbons  US$ millions  USS millions
At 31* December 2014
Cash and other liquid assets 2,724 - - - - 2,472.6
Securities purchased
under agreements to resell 1,305.2 - - - - 1,305.2
Placements 5,180.5 - - - - 5,180.5
Trading securities - 72.7 - - - 72,7
Investment securities 3,636.9 - 307.6 - - 3,944.5
Loans and advances 7,931.5 - - - - 7,931.5
Other assets 132.7 130.0 - - 130.5 393.2
Total assets 20,659.4 202.7 307.6 - 130.5 21,300.2
Deposits from banks - - - 1,240.1 - 1,240.1
Deposits from customers - - - 12,897.8 - 12,897.8
Securtties sold under
agreements to repurchase - - - 618.0 - 618.0
Other Liabilities - 131.0 - 150.0 61.9 342.9
Senior term financing - - - 3,372.9 - 3,372.9
Subordinated term financing - - - 477.8 - 477.8
Equity - - - - 2,350.7 2,350.7
Total liabilities & equity - 131.0 - 18,7556.86 2,412.6 21,300.2
At 31* December 2013
Cash and other liquid assets 1,659.4 - - - - 1,659 4
Securittes purchased
under agreements to resell 17427 - - - - 1.742.7
Placements 5,264.6 - - - - 5.264.6
Trading securities - 50.9 - - - 50.9
Investment securities 34174 - 308.4 - - 37258
Loans and advances 8317.2 - - - - 83172
Other assets 132.9 174.9 - - 885 3963
Total assets 20,534.2 225.8 308.4 - 88.5 21,1569
Deposits from banks - - - 1,446.3 - 1,446 3
Deposits from customers - - - 13,4561.2 - 13,4513
Securities sold under
agreements to repurchase - - - 785.2 - 7852
Other Labilities - 192.4 - 142.9 641 3994
Sentor term financing - - - 2,332.9 - 23329
Subordinated term financing - - - 477.8 - 477.8
Equty -~ - - - - 2,264 0 22640
Total liabilities & equity - 192.4 - 18,636.4 2,328 1 21,156 9

The other assets and other Liabilities classified as financial assets and Liabiliies at FVTPL comprise the fair values of
derwatives designated as fair value and cash flow hedges

The fair value analysis of derivative financial instruments 1s set out In note 31 4
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§. Cash and other Liquid assets

31.12.14 31.12.13

- o US$ millions US% millions

Cash and balances with central banks 1,51%.4 1.1
Cash and balances with banks 494.5 212.7
Certificates of deposit 51.0 51.0
Government bills L “_ 274.7 12510
Cash and cash equivalents 2,33%.6 1,515 8
Statutory depoesits with central banks . 133.0 1436
Cash and other liquid assets 2,472.6 1,657 4

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

The increase in cash and balances with central banks and the decrease in government bills at 31 December 2014 was
principally attmibutable to the deposit of Ligurd funds with central banks rather than investiment in government bills

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

7. Placements
Placements at 31 Decernber 2014 included placements with centrat banks amounting to US$1,511 0 million (2013

US$EB91.4 million] The placements with central banks represented the placement of surptus liguid funds.

8. Trading securities

31.12.14 311213

I ~ Us$ millisns usE millions

Managed funds 60.6 50.9
Equity securities 12.1 -
72.7 50.9

Equity securities comprised equities acquired in relation to investment banking activities undertaken by the Group, The
equities were held with the intention of selling in the near term.

Managed funds comprised funds placed for investment with specialist managers
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2.1

9.2

10.

Investment securities

Composition

The credit rating profile of investment securities, based on the lowest rating assigned by the major international rating

agencies, was as follows -

31.12.14 31123

US$ millions % Us$ milians %

AAA to A- [/ Aaz to A3 3,298.3 90.7 3,048.9 89 2

BBB+ to BBB-/Baal to Baal 338.6 9.3 3468.5 10.8

Total debt securiies 3,636.9 100.0 3,417.4 100 0
Equity investrments 307.6 3084
3,944.5 37238

Investment securities principally comprised investment-grade rated debt securities 1ssued by major international

financial institutions and government~related enbities

Debl securities are classified ss invesimenl securities at amortised cost and equity investments are classified as FVTOCI

Provisions for impairment
The movaments in the provisions for the iImpairment of investment securities were as follows -

2014 2013

o R US$ milliens US$ millions

At 1 January 7.7 7.7
Release for the year N ) (4.5) -
At 31* December 3.2 7.7

At 31+ December 2014, the prowisions for the impairment of investment securities entirely comprised non-specific

provisions for debt investment securities determined on a collective basis.

The provision release during the year ended 317 December 2014 arose on an adjustment to the histerical loss estimate
to reflect the effects of current conditions in relation to the investment-grade rated debt secunties The prebabilities
of default applied in the calculation of the collective provisions for impairment at 31% December 2014 nevertheless

continued to reflect stressed probabilities of default and exceeded prevailing default levels

Loans and advances

10.1 Composition

31.12,14 311213

o e - US$ millions US$ millions

Gross loans and advances 8,532.6 8,908 5
Provisions for impairment L . o (601.1) {591 3
Net loans and advances 7,931.5 83172
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10. Loans and advances [ccntinued

10.2 Industrial classification

31.12.14 311213
o . I USs$ milliens US%$ millions
Energy, ot and petrochemical 2,062.2 2.334.3
Trading and services 1,739.6 1,791 0
Financial 1,395.8 1,333.9
Transportation 1,068.8 1.048.4
Manufacturing 944.5 319.5
Censtruction T14.2 486.1
Communication 267.9 299.9
Real estate 143.3 275.1
Gevernment - 85
Dther o o 216.3 211.8

8,532.6 8,908.5
Provisions for impairment o (601.1) (5%91.3]

7.931.5 8.317.2

Gross loans at 31% December 2014 included Sharniah-compliant transactions amaunting to US$2,190 1 milbion (2013

US$2,407 0 million).

10.3 Provisions for impairment

The movernents i the provisions for the impairment of loans and advances were as follows -

2014 2013

Specific Non-spacific Total Specific Non-specific Total

i US$ millions US$ millions US$ millions Us4$ millions US$ miibons __ US$ millions

At ¥ January £423.3 168.0 591.3 4367 189 Q 6257

Exchange rate movements (0.5} - (0.5) 0.3 - 0.3

Amounts utiised - - - {38.9) - [38.9)
Amounts reallocated 20.0 (20.0) - 210 {21.0) -

Charge for the year 10.3 - 10.3 42 - 4.2

At 31% December 453.1 148.0 601.% 423.3 168.0 5913

The level of non-specific loan provisions reflect the application of stressed probabilities of default in the calculation of
provisions for impairrent measured on a collective basis, Stressed probabibities of default are anticipated to result from

the impact of the global recession en the regional ecenomic environment

Non-specific provisions at 31 December 2014 represented 1 8 per cent of non-specifically provisioned loans (2013 20

per cent).

The gross amount of specifically provisionad loans at 31% December 2014 was US$462 5 million {2013 US$453.4 mullion]
Total speciiic provisions at 31 December 2014 represented 98.0 per cent of loans aganst which a specific provisien had

been made [2013- 93 4 per cent]
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10. Loans and advances contirued

10.3 Provisions for impairment [continued|
Amounts utilised during the year ended 31% December 2013 represented provisions ubillised on the setilement or sale of
the relaled leans No incremenlal losses arase on the settlement or sale of Lthe loans,

Provision releases during the years ended 31% December 2014 and 31* December 2013 arose on the repayment of the
related loans.

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

follows -
31.12.14 31,1213
Carrying Carrying
Gross Amount Gross Amount
US$ millions Us$ millions ESE millions US% mullions
Corporates 335.1 9.4 336 4 497
Financial institutions o 134.1 6.7 B 1395 17
4692 16.1 4759 614

Corporates include loans extended for investment purposes

The overdue status of gross past due loans based on original contractual maturities was as follows -

31.12.14 311213

Past due Past due Past due Pasl due

but not and but not and

impaired impaired impaired impaired

L_ _ Us$ millions US$ millions US$H millions US$ millions

Less than 1year - 66.7 4.2 94.4
Years 2to 5 . 6.7 395.8 62.7 354.6
6.7 462.5 66.9 409.0

At 31% December 2014, interest-in-suspense on past due loans amounted to US$181.8 million 12013 US$135 0 rmullion)

Al 31% December 2014, the pasl due bul not impaired loan of US$46.7 million represenied a loan guaranteed by a
governmeant export credit agency.

10.5 Restructured loans
There were no restructured loans during the years ended 31% December 2014 and 31* December 2013. Restructured
loans are laans on which the Group has agreed concessions Lhal would not erdinarnly have been accepted, due lo the
financial position of a customer.

10.6 Collateral
The Group did not take possession of any collateral during the years ended 31 December 2014 and 31* December 2013
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11.

12.

Other assets

31.12.14 311213

o Us$ millions Us$ millions

Dervative inancial instruments 130.0 1749
Accrued inlerest, fees and cammissions 93.6 90.0
Prepayments 82.4 54.0
Premises and eguipment 45.4 283
Deferred items 2.7 35
Prepald pensien cost - 27
Other. including accounts receivable 371 429
o 393.2 3943

Dervalive financial instruments represent the positive fair values of dervative financial instrumenls entered inle for
trading purposes, or designated as fair value or cash flow hedges. An analysis of the fair value of dervative financiat
instruments 1s set out in note 31 4.

The increase In prepayments at 31* December 2014 was attributable to expenditure on new IT systerns relating to the
Group’s new retall bank thal was launched in early 2015

The increase in premises and equipment at 31% December 2014 was principally attributable to capitalised expenditure
on new premises In the Kingdom of Saudi Araba.

An analysis of the prepaid pension cost is set out In nate 12

Post retirement benefits
The Group contributes 1o defined benefit and deflined cantnbulion pension plans which cover substantially all of iLs
employees.

The Bank maintains defined contribution pension plans for the majerity of its employees Contributions are based on a
percentage of salary. The amounts to be paid 2s retirement benefits are determined by reference to the amounts of the
contributions and investmenl earnings thereon. The total cosl of contribulions to defined cantribution pension plans for
the year ended 31% Decernber 2014 amounted to US$9 0 million (2013: US$8 0 millionl.

The Bank’s principal subsidiary, Gulf International Bank [UK] Lirmited [GIBUK], maintains a defined benefit final salary
pension plan for a number of ts employees. The assets of the plan are held independently of the subsidiary’s assets In
a separate trustee adrministered fund, The fund 15 subject to the UK regulatory [ramework for pensions

The fund expases the Group to the nsk of paying unanticipated contributions in times of adverse experience. Such events

could be members living for longer than expected, higher than expected inflation or salary growth, and the nsk that
increases n the fund’s obligations are not met by a corresponding improvermnent in the value of the fund's assets.

LA I |
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12. Postretirement henefits [continued,

12.1 The amount recognised in the consolidated statement of financial position is analysed as follows:-

31.12.14 311213
o o o - . US$ millions. uss m\LLEn_g__
Fair value of plan assets 214.5 201.0
Present value of fund obligations 216.8 198.3
Net (liability) / asset in the consolidated statement of financial position (2.3} 2.7
12.2 The movements in the fair value of plan assets were as follows:-
2014 2013
o o o USS millions _US$ miliions
At 1# January 201.0 176 8
Included in the consolidated statement of income -
- Interest \ncome on the plan assets 8.8 7.9
Included in the consolidated statement of other comprehensive income -
- Remeasurements -
- Return on plan assets excluding interest income 20.3 13.3
Other maovernents -
- Exchange rate movaments (12,7 5.0
- Contributions paid by the Group 1.4 1.4
- Benefils paid by the plan (4.3 13.4]
At 31" December ) ) 214.5 201.0

The plan assets at 31* December 2014 comprised exposure to equilies, multi-asset funds, and debt and hedging funds
in equal properlian and have a quoled price in an active markel. The hedging funds are designed lo hedge the majonty

of inflation and Interest rale risk.

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

2014 2013
e . US$ millions US$ milliens
At 1™ January 198.3 1801
Included in the consolidated statement of income -
- Current service cost 0.7 07
- Interest cost on the fund obligations 8.6 79
Included in the consolidated statement of other comprehensive income -
- Remeasurements due to changed actuarial assumptions.-
- Demographic assumptions - (7.4]
- Financial assumplions 25,9 7.2
- Experience - 8.4
Other movements, -
- Exchange rate movements 112.7) 4.8
___- Benefits pai by the plen S . ) G
AL31% Decermber T T 216.7 198.3

T2
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12. Post retirement benefits (contirued’

12.4 The movements in the net (liability) / asset recognised in the consolidated statement of financial position were as

follows:-
2014 2013
_ USS milliohs Us% millions
At 1% January 2.7 (33]
Net expense included in conzolidated slatement of iIncome 0.7) (0.7]
Remeasurement included in consclidated statement ol comprehensive income (5.6) 5.1
Contributions paid by the Group 1.4 1.4
Exchange rate movements ) (0.1) 0.2
Al 31* December (2.3) 2.7

The Group paid US$1 4 million in contributions te the plan during 2074 and expects to pay US$0.8 million during 2015

12.5 The principal actuarial assumptions used for accounting purposes were as follows:-

- o 2016 2013
Discount rate 3.6% 4 4%
Retall price inflation 3.1% 3 4%
Consumer price inflation 2.1% 24%
Pension ncrease rate 3.1% 33%
Salary growth rate 3.0% 30%
Average life expectancy lyears] a9 ay

12.6 Sensitivity information
The present value of lhe fund's obligations, which has a weighted average duration of 22 years, was calculated based
on certain actuarial assumptions, Should any one of the key assumptions change by an amount that 1s probable whilst
hotding the other assumptions constant, the present value of the fund's obligations would increase or decrease as

follows -

2014
L e Us$ millions
Life expectancy increased by 1 year 0.2
Discount rate increased by 0 1% 0.2
Consumer price inflation increased by 0 1% 0.2
Retail price inflation increased by 0.1% 0.2
Salary growth rate increased by 0 1% 0.2

2517 L
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13.

14.

15.

Deposits
The geographical composition of total depasits was as follows -
31.12.14 31.12.13
. o U5$ milliens USS milbions
GCC countries 9.856.0 10,224 8
Other Middle East and North Africa countries 674.8 £101
Other countries ) 3,607.1 4,062 7
14,137.9 14,897 &

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

At 31 Decemnber 2014, GCC deposits represented 69 7 per cenl of lotal deposits [2013 68.6 per cent).

Deposits from other countries during the year ended 31 December 2014 and 31% December 2013 reflected a high level
of deposit activity by the Graup s London-based subsidiary, Gulf Internationat Bank [UK) Limited

Tolal deposils at 31 December 2014 included Shaniah-compliznt transactians amounting to US$3,153 7 mullion (2013
US$2.897 7 million] Shansh-compliant transactions comprise murabaha contracts. The increase in Sharniah-compliant
deposits during the year ended 31% December 2014 reflected a generally higher funding requirement assoctated with
higher Shariah-compliant loan volumes.

Securities sold under agreements to repurchase

The Group enters into collateralised borrowing transactions [repurchase agreements! in the ordinary course of ils
financing actvities Collateral 1s provided in the form of securities held within the investment secunties portfolio. At
31¢ December 2014, the fair value of investment securities that had been pledged as cotlateral under repurchase
agreements was US$711.3 million (2013 US$847.7 millien]. The collateralised borrowing transactions are conducted
under standardised terms that are usual and customary for such transactions.

Other liabilities

31.12.14 311213
. o US$ milllons _ _Ustmillions

Derwvative financial instruments 131.0 192.4
Deferred items 1.9 64.1
Accrued interest 68.8 60.5
Pension liability 2.3 -
Other, including accounts payable and accrued expenses . 78.9 824
342.9 399.4

Derwvative financizl instruments represent the negative fair values of derivative financial instruments entered into for
trading purposes, or designated as fair value or cash flow hedges An analysis of the fair value of dervative financial
instruments 1s set out 10 note 31 4.



79

Notes to the consolidated financial statements 1 <.
For the year ended 31 December 2014

16.

17.

18.

Senior term financing

31.12.14 319213
o Maturity Us$ millions US$ milians
Murabaha term facility 2014 - 3000
Floaling rate repurchase agresments 2014 - 649
Floating rate notea 2015 932.7 9332
Floating rate repurchase agreements 2015 35.4 354
Floating rate loan 2016 500.0 5000
Floating rate note 2017 499.6 499 4
Floating rate loans 2018 405.7 -
Floating rate note 2019 533.0 -
Floating rate lean o 2019 256.5 ) -
3,372.9 2,332.9

During the year ended 31* December 2014, the Group raised US$1,405 2 million of new senior term finance (2013 nill.
The US$500.0 million floating rate loan maturing in 2016 was provided by the Group s majority shareholder, the Public
Investment Fund. The loan was based on market rates and standardised terms that are usual and customary for such

transactions

At 31° December 2014, the fairvalue of investment secunities that had been pledged as collateral under term repurchase
agregments was US$50.1 million (2013 US$137.7 million)

Subordinated term financing

31.12.14 311243

o L Maturity Us$ miltions US$ miltions
Floating rate note 2015 327.8 327.8
Floating rate loans o 201¢é 150.0 150.0
477.8 477.8

The subordinated term financing facilities represent unsecured obligations of the Group and are subcrdinated in right of
payment to the ¢laims of depositors and other crediters of the Group that are not also suberdinated The subordinated
financing facilities have been approved for inclusion in tier 2 capital for capital adeguacy purposes by the Bank’s
regulator, the Central Bank of Bahrain,

Share capital

The authorised share capial at 31+ December 2014 camprised 3.0 billion shares of US$1 each (2013 3 0 billion shares of
US$1 each) The issued share capital at 31° December 2014 comprised 2.5 billion shares of US$1 each [2013 2.5 tillion
shares of US$1 each). Allissued shares are fully paid

sble i
~



80

Notes to the consolidated financial statements .

For the year ended 31 December 2014

19.

20.

Reserves
Investment
Cashflow  securities
Share Compulsory  Voluntary hedge revaluation
premium reserve reserve reserve reserve Total
US$ millions US$ millions USS millions US$ millions US$ millions US$ millions
At 1* January 2014 7.6 206.7 144.2 - 15.8 374.3
Net fair value losses an
cash flow hedges - - - (0.2) - (0.2)
Net fair value gains on equity
investrments classified as FYTOCt - - - - 3.2 3.2
Transfers to consolidated
statement of iIncome - - - (0.1) - (0.1)
Net ([decrease] / increase - - - (0.3) 3.2 29
Transfers from retained earnings - 7.4 7.4 - - 14.8
At 31* December 2014 7.6 2141 151.6 {0.3] 19.0 3%92.0
At 1* January 2013 7.6 196.8 134.3 1.4 [11.9] 328.2
Net fair value gains on
cash flow hedges - - - - - -
Net fair value gains on equity
investments classified as FVTOC) - - - - 277 27.7
Transfers to consolidated
staterment of income - - - _11.4) - (1.4)
Net [decrease) / increase - - - (1.4 27.7 26.3
Transfers from retained earnings - 2.9 9.9 - - 19.8
At 31" December 2013 7.6 206.7 144.2 - 15.8 374.3

In accordance with the Bank's articles of assocration, 10 per cent of the Bank's net profit for the year s required to be
transferred to each of the compulsory and voluntary reserves. Transfers to the compulsory reserve are required until
such ime as this reserve represents 50 per cent of the 1ssued share capital of the Bank The voluntary reserve may be

utilised st the discretion of the Board of Directors.,

The investment securities revaluation reserve entirely comprised unrealised fair value gains and losses on equity
nvestments arising since the adoption of IFRS 9 on 1% January 2012,

Dividends

No dividend is proposed in respect of the financial year ended 31+ December 2014

Tk b
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21,

22,

Net interest income

Year ended Year ended
31.12.14 311213
- . _ o US$ miltions Ust millions
Interest income
Placements and other liguid assels 37.7 318
Investrment securities 55.2 584
_ Loans and advances 216.0 ) 2149
Totalinterest income ] 308.9 3053
Interest expense —
Deposits from banks and customers 84.2 8279
Securities sold under agreements to repurchase 3.4 3.3
__Term financing - . 63.3 56.0
___Totalinterest expense T 7 L 150.9 1422
Net interest income ’ 158.0 163,1

Interest income on toans and advances includes loan origination fees that form an integral part of the effective interast
rale of the loan. '

There was no accrued interest on impaired loans included in interest income for the year ended 31+ Decermber 2014
[2013- US$1 4 million] There was no accrued but uncoltected interest included in interest income on past due loans or

past due investment securities for either the year ended 31% December 2074 or 31% December 2013,

Fee and commission income

Year ended Year ended
31.12.14 1213
. US% millions USs$ millions

Fee and commission income
Commissions on letters of credit and guarantee 32.1 31.2
Investment banking and management fees 27.9 27.2
Loan commitment fees 2.0 25
Other fee and commission income 2.4 25
Total fee and commussion income bh4 63.4
Fee and commission expense ) 11.5) o ha
Net fee and commission income _ 52.9 62.0

Investment banking and managemeant fees comprise fees relating to the prowision of investment management and
financial services, including asset and fund management, underwniling activities, and services relating to structured
financing, privatisations, intial public offerings, and mergers and acguisitions,

Investment banking and management fees for the year ended 31% December 2014 included fee income relating to the
Group's fiduciary activities amounting to US$20 8 million {2013 US$16 0 rmitbon)

Fee and cammission expense principally cemprises security custody fees

[EA
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23. Foreign exchange income

Foreign exchange income principally compnses cuslomer-initiated fareign exchange contracts which have been offset
in the market with matching contracts. There 1s no remaining markel risk essociated with these coffset customner-related
foreign exchange contracts.

Foreign exchange includes spot and forward foereign exchange contracts, and currency futures and options.

24. Trading income
Year ended Year ended
31.12.14 311213
. US$ millions US$ mullions
Managed funds 1.2 2.5
Equity securities 0.5 0.9
Interest rate derivatives 0.7 0.2
Debt securities - o - [1.3)
2.4 9.3
Trading income comprises gains and losses arising both on the purchase and sale, and frem changes in the fair value,
of trading instruments, tagether with the related interest incorme, interest expense and dividend income. Trading income
accordingly incorporates all income and expenses related to the Group's trading actmties.
Income on managed funds for the year ended 31+ December 2013 included an amount of US$5 ¢ million in relation to a
recovery of an underlying investment In a fund managed by the Group. The amount was writlen off in a previous year
25, Other income
Year ended Year ended
31.12.14 311213
L o US$ millions Us$ millions
Dwidends on eguity investments classified as FVTOCI 95 26
Recoveries on previously written off assets 3.8 158
Net realised profits on investment debt securities 14 1.1
Sundry income . 0.2 -
14.9 26,5

Recoveries on previously written off assels for the year ended 31+ December 2014 principally comprised a US$30
million recovery relating to a previously written off loan and a US$0.8 million debt security recovery. Recoveries on
previously written off assets for the year ended 31% December 2013 principally comprised a US$15.3 mitlion recovery
ansing on the lquidation of a slructured investment vehicle that was wnitten off in 2007
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26,

26.

sy

Segmental information

Segmental informaton 1s presented In respect of the Group's bustness and geographical segments The primary
reporting format, business segments, reflects the manner in which financial information s evaluated by the Board of
Directors and the Group Management Commiltee

Business segments
For financial reporting purposes, the Group is organised into four main operating segments -

Wholesale banking the provision of wholesate commercial financing and other credit facilities fer corporate and

institutional customers, and the provision of financial advisory services relating to structured financing, privatisaticns,

inthal public offerings, and mergers and acquisitions

- Treasury the provision of a bread range of treasury and capital market products and services to corporate and financial
institution clients, money market, proprietary investment and trading actvities and the management of the Group's
balance sheet, including funding.

- Financial markets the provisien of asset and fund management services,

Head office and support units income arising on the investment of the Group's net free capital funds and expenses

incurred by suppert units, including the investment in the retait banking strategy prior to the public launch of retail

banking activities.

The results reported for the business segments are based on the Group’s internal financial reporting systems, which
reporl interest revenue and interest expense on a net basis. The accounting policies of the segments are the same
as those applied in the preparation of these consolidated financial statements and are set out in note 2. Transactions
belween business segments are cenducled on normal commercial terms and conditions. Transfer pricing between the
tusiness units 1s based on the market cost of funds.

Segment results, assets and Liabilittes comprise items directly attributable to the business segments. Liabilities reported
for head office and support units comprise senior and subordinated term finance facilities and related accrued interest,
the cost of which 1s recharged ta the relevant operating business segments.

A

T b T
vEMIET



B4

Notes to the consolidated financial statements
For the year ended 31¢ December 2014

26. Segmental information [continued]

256.1 Business segments [con nued!
The business segment analysis is as follows.-

Head office
Wholesale Financial and support
banking Treasury markets units Total
US$ millions Us$ mitons US$ millions US$ millions Us$ milliens
2014
Net interest income 71.0 55.2 - 3.8 158.0
Total income 120.2 76.8 22.6 38.0 257.6
Segment result 87.9 bb.6 16,7 (64.3) 84.9
Taxation charge on overseas activities (1.3)
Net income after tax 85.4
Segment assets 8,086.1 12,846.2 39.0 328.9 21,300.2
Segment labilities - 15,0146 10.7 3,924.2 18,949.5
Total equity 2,350.7
Total Lighilities and equity 21,300,2
2013
Net interest income o 60 6 61.8 - 40.7 163.1
Total income 1111 961 24.5 466 278.3
Segment result 63.7 84.4 18.6 144.2) 1225
Taxallon charge on overseas actvities . (10
Net income after tax 118
Segment assets 8,489.9 12,367.8 40.2 259.0 21,156 9
Segment Lizbilities - 15,998.3 8.1 2,886.5 18,892 9
Total equity 2,2640
21,156 9

Total liabilities and equity

26.2 Geographical segments

Although the Group's three main business segments are managed on a worldwide bass, they are considered to operate

N two geagraphical 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 income I1s recorded was as follows -

2014 2013

Total Total Total Total

income assets incorme assets

. } - US$ milliens Us$ milliens ~ US$ millicns Us$ millions
GCC 2056.3 15,720.6 2245 15,651.7
Other countres 51.3 5,579.6 538 5,505.2
257.6 21,300.2 2783 21,156.9

The geographical analyses of deposits and nsk assels are set out In notes 13 and 28 respectively.
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27.

Risk management

The principal nisks associated with the Group’s businesses are credit risk, market risk, Liquidity risk and operational risk,
The Group has a comprehensive risk management framework in place for managing these risks which s constantly
evolving as the business activities change in response to credit, market, preduct and other devetcpments. The risk
management [ramework s guided by a nurmber of overriding principles including the formal definition of risk management
governance, an evaluation of risk appetite expressed in terms of formal risk limits, risk oversight independent of business
units, disciplined risk assessment and measurement including Value-at-Risk [VaR] methodologies and portfolio stress
lesting, and risk diversification The Board of Directors set the Group s overall risk parameters and risk tolerances,
and the significant risk management policies. A Board Risk Pelicy Committee reviews and reports to the Board of
Directors on the Group's risk profile and risk laking aclivities. A Management Commitlee, chaired by the Group Chief
Executive Officer, has the primary respensibility for sanctioning nisk taking activities and risk management policies
within the overall risk parameters and tolerances defined by the Board of Directors. A Group Risk Commuitee, under the
chairmanship of the Chuef Risk Officer and comprising the Group's most senior risk professionals, provides a forum for
the review and approval of risk measurement methodelogies, risk control processes and the approval of new products
The Group Risk Committee also reviews all risk policies and limits that require the formal approval of the Management
Committee The risk management control process Is based on 2 detailed structure of palicies, procedures and limits,
and comprehensive risk measurement and management information systems for the cantrol, menitoring and reporting
of risks Periodic reviews by internal and external auditors and regulatory authorities subject the nsk management
processes to additionat scrutiny which help to further strengthen the risk management environment,

The principal nisks asscciated with the Group s businesses and the related risk management processes are described in
detail in the Basel 2 Piltar 3 disclosure report in the Annual Report, and are summarised below together with additional
guantitalive analyses--

27.1 Credit risk

Credit risk 1s the risk that counterparties will be unable to meet their cbligations to the Group. Credit risk anses
principally from the Group’s lending and investment actwities in addition to other transactions involving both on- and
off-balance sheet financial instruments Disciplined processes are in place at both the business unit and corporate level
that are intended to ensure that risks are accurately assessed and preperly approved and monitored. Formal credit imits
are applied at the indmidual transaction, counterparty, country and portfolio levels. Overall exposures are also evaluated
to ensure a broad diversification of credit risk. The credit management process involves the menitoring of concentrations
by product, industry, single obliger, nsk grade and gecgraphy, and the regular appraisal of counterparty credit quality
through the analysis of qualitative and guantitative infermation,

Credit nisk 1s actively managed and rigerously menitered in accordance with well-defined cred it policies and procedures.
Prior to the approval of a credil proposal, a detailed credit risk assessment 1s carried out which includes an analysis of the
obligar s financial cendition, market position, business envirenment and quality of management. The risk assessment
generates an internal credit risk rating for each exposure, which affects the credit approval decision and the terms and
conditiens of the transaction. For cross border transactions an analysis of country risk 1s alse conducted The Group
bases its ¢redit decision for an individual counterparty on the aggregate Group exposure to that counterparty and all
Its related entities. Greupwide credit Umit setling and approval authorisation reguirements are conducted within Board
approved guidelines, and the measurement, monitaring and control of credit exposures are done on a Groupwide basis
In a consistent manner

The Group also mitigates its credit exposures on foreign exchange and derwvative financial instruments through the use
of master netting agreements and collateral arrangernents.
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27. Risk management [continues)
27.1 Credit risk [continued]

a)l Maximum exposure to credit risk
The gross maximum exposure te credit risk befere applying collateral, guarantees and other credit enhancements was

as fotlows -
31.12.14 311213
- US$ millions. ___y_S} mitlions
Balance sheet items:-
Cash and other ligquid assets 2,472.6 1,659 4
Securities purchased under agreements to resell 1,305.2 1,742 7
Placements 5,180.5 5,264 6
Trading securities 72.7 509
Investment secunties 3,944.5 37258
Loans and advances 7,931.5 8,317.2
Accrued interest recervable 93.6 20.0
Tatal on-balance sheet credit exposure 21,000.6 20,850 6
Off-balance sheet items:-
Credit-related contingent items 3,976.0 5,140.1
Foreign exchange-related items 195.7 2905
Derivative-related items 40.7 48 6
Commodity contracts 3.0 -
Total off-balance sheet credit exposure o 4,215.4 D.479 2
Total gross credit exposure T 25,216.0 RTETE

bl  Credit risk profile

The Group monitors, manages and controls credit risk exposures based on an internal credit rating system that rates
individual obligors based on a rating scale from 1 to 10, subject 1o positive [+] and negative [-) modifiers for rating grades
2 to 6. The internal credit rating s a measure of the credit-worthiness of a single obliger, based on an assessment of
the credit nisk relating to senior unsecured, medium-term, foreign currency credit exposure. The primary objectives of
the internal credil rating system are the maintenance of a single uniform standard for credit quality measurement, and
to serve as the primary basis for Board-approved risk parameters and delegated credit authority imits, The internal
credit rating syslem also serves as a key input into the Group's risk-adjusted relurn on capital [RARQC] perlermance
measurement system Ratings are assigned to cbligors, rather than facilities, and reflect a medium-term time horizon,
thereby rating through an economic cycle.

Al '
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27. Risk management [corlinuzal
27.1 Credit risk [continued]

b) Creditrisk profile [continued]
The internal ratings map directly to the rating grades used by the internationat credit rating agencies as follows:-

Externzal rating
Fitch and
Internal Standard
internal rating grade __ classification & Poor’s Moody's
Investment grade
Rating grade 1 Standard AAA Aaa
Raling grade 2 Standard AA Aa
Rating grade 3 Standard A A
Rating grade 4 Standard BBB Baa
Sub-investment grade
Rating grade & Standard BB Ba
Rating grade 6 Standarg B B
Rating grade 7 Standard cce Caa
Classified
Rating grade 8 Substandard cc Ca
Rating grade 9 Doubtful C C

Rating grade 10 7 Loss 7 D -
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27. Risk management [cortirusc

27.1 Credit risk [conlinued]

bl

Credit risk profile [continued)

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

N.12.14 311213
Placements, Placemants,
reverse reverse
repos & repos &
other tiquid Loansand other liguid Leans and
assets Securities advances assets  Securiies  advances
B US$ millions  US% millions  US§ millions  US$ milions  US$ milliens  US$ midlions
Neither past due nor impaired
Rating grades 1 to 4- 8,858.3 3,636.9 4,801.4 8,591.4 34174 5,056 0
Rating grades 5+ to 5- 100.0 - 2,767.8 75.1 - 2,784 0
Rating grades 6+ 10 6- - - 346.2 - - 362.2
Equity investments - 380.3 - - 359.3 -
Carryingamount 8,958.3 4,017.2 7,915.4 B,666.7 37767 82022
Past due but not impaired
Rating grades 110 7 _ - - 4.7 - - 53.5
Carrying amount - - 6.7 - - 535
Past due and individually impaired
Rating grade 7 - - - - - &8
Rating grade 8 - - 3.8 - - -
Rating grade 9 - - - 5.6 - - 192
Carryingamount ’ - - 9.4 - - 260
Individually impaired but not past due
Rating grade 8 - - - - - 355
Carrying amount - - - - - 355
8,958.3 4,017.2 7,931.5 B,666.7 3,776 7 8,317 2
The above analysis 1s reported net of the following provisions for impairment -
Provisions for impairment - 13.2) (501.1) - 77 (591.3)

Individually impaired financial assels represent assets for which Lhere 1s objective evidence thal the Group will net
collect aitl amounts due, including both principal and interest, in accerdance with the contractual terms of the obligation

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

[P
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27. Risk management [continueo)

27.1 Credit risk [continued|

bl

)

d)

Credit risk profile (continued|

The Group holds collateral against loans and advances in the form of physical assets, cash deposits, securities and
guarantees. The amount and type of cellateral 1s dependent upon the assessment of the credit risk of the counterparty
The market / fawr value of the collateral 15 actively momnitored on a regular basis and requests are made for additional
collateral in accordance with the terms of the underlying agreements, Collateral s not usually held against securities or
placements and no such collateral was held at either 317 December 2014 or 317" December 2013.

An analysis of the credit nsk in respect of foreign exchange and derivative financial instruments 1s set out in note 31
while the noticnal and risk-weighted exposures for off-balance sheet credit-related financial instruments are set out in
note 32.

Credit risk concentration

The Group moniters concentrations of credit risk by sector and by gecgraph.c location The industrial classification of
loans and advances 1S set aut in note 10 2. The geographical distributicn of risk assets s set out in note 28. An analysis
of the credit nsk in respect of foreign exchange and derwvative financial instruments 1s set out In note 31

Settlement risk
Settlement risk 1s the risk of loss due to the failure of a counterparty to honour its ebligations to deliver cash, securities,
or other assets as contraclually agreed.

For certain types of transactions, the Group rmutigates this risk by conducting settlernents through a settlement or
clearing agent 1o ensure that a trade 15 settled only when both parties have fulfilled their contractual settlement
obligations. Settlement bimits form part of the credit approval and limit monitoring process.

27.2 Market risk

Market risk 1s the risk of loss due to adverse changes in interest rates, foreign exchange rates, equity prices and market
conditions, such as liguidity. The principal market risks to which the Group 1s exposed are interest rate risk, foreign
exchange risk and equity price risk associated with its trading, investment and asset and liabitity management activities.
The portfolio effects of holding a diversified range of instruments across a variety of businesses and geographic areas
contribute to a reduction in the potential negative impact on earnings from mearket risk factors

Trading market risk

The Group's trading activities principally comprise trading in debt and equity securities, foreign exchange and dervative
financial instruments, Derivative financial instruments include futures, forwards, swaps and optiens in the interest rate,
fareign exchange, eguity, credit and commedity markets, The Group manages and controls the market risk within its
trading portfolies through limit structures of both a VaR and non-VaR nature Non-VaR based constraints relate, inter
slia, to posiions, velumes, concentralions, allowable losses and maturilies. VaR 1s a risk measuremenl concept which
uses statistical models to estimate, within a given level of confidence, the maximum potentral negative change In the
market value of & portfolio over a specified time horizon resulting from an adverse movement in rates and prices, It s
recogrised that there are imitations to the VaR rmethodolegy These Uimitations include the fact that the historical data
may not be the best praxy for future price movements The Group perferms regular back testing exercises to compare
actual profits and losses with the VaR estimates to monitor the statistical validity of the VaR model. VaR 15 calculated
based on the Group's market risk exposures at the close of the business each day. Intra-day risk levels may vary from
those reparted at the end of the day. In addition, losses beyond the specified confidence level are not captured by the VaR
methedology VaR 1s not a measure of the absolute irmit of market nisk and losses in excess of the VaR amounts will,

A
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27. Risk management [continusa

27.2 Market risk [continued)

a)

b)

Trading market risk (continued}

on occasian, arise To manage the risk associated with extreme market movemants, the Group conducts stress testing
which messures the impact of simulated abnormal changes in market rates and prices on the market values of the
portfolios. The composition of the debt and equity trading securities 1s set outin note 8. An analysis of derivative financial
instruments, including the ¥aR of foreign exchange and derwative trading contracts, 1s set cut in note 31

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

2014 2013
31.12.14  Average High Low 311213  Average High Low
US$ millions US$ millions US$ millions  US$ miliens  USY millions  USE milllons _ US$ millhens  USE millions

Total VaR 0.4 0.1 0.4 - 1.0 1.3 2.3 0.9
Total undiversified
stressed VaR 0.6 0.3 1.5 2.1 2.0 3.8 5.3 2.0

Non-trading market risk

Structural interest rate risk arises in the Group’s core balance sheel as a result of mismatches in the repricing of
interest rate sensitive financial assets and Liabiibies The asseciated interest rate nsk s managed within YaR imits and
through the use of models to evaluate the sensitvity of earnings to movements in interest rates, The repricing profile
and related interest rate sensitivity of the Group’s financial assets and liabilities are set out In note 30 Movements in the
fair value of eguity investment securities are accounted for in other comprehensive income The Group does not maintain
material foreign currency exposures. In general, the Group's policy 15 to match financial assets and iabilities in the same
currency or to mitigate currency risk through the use of currency swaps, Details of significant fereign currency net open
positions are set out In note 31.5.

The more significant market nisk-retated actwvties of a non-trading nature undertaken by the Group, the related risks
associated with those activities, and the types of derivative financial instruments used to manage and mitigate such
risks are summarised as follows -

Activity Risk L Risk mitigant
Management of the return on Reduced profitability due to a Recewe fixed Interest rate swaps
variable rate assets funded by fall in short-term inlerest rates

shareholders’ funds

Fixed rate assets funded by Sensitivity to iIncreases in short- Pay fixed interest rate swaps
floating rate Liabilities term interest rates

Investment in foreign currency Sensitivity to strengthening of Currency swaps

assets US$ against other currencies

Profits generated in foreign Sensitivity to strengthaning of Forward foreign exchange contracts
currencies US$ against olher currencies and purchased currency options
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27. Risk management [cor linugg

27.3 Liquidity risk
Liguidity risk 1s the risk thal sufficient funds are not available to meet the Group s financial obligations on a punctuat
basis as they fall due.

Liguidity management policies are designed to ensure that funds are available at all times to meet the funding
requirements of the Group, even in adverse conditions In normal conditions the objective s to ensure that there are
sufficient funds avallable not only to meet current financial commitments but also to facilitate business expansion.
These objectives are met Lhrough the application of prudenl liguidity controls These controls provide security of access
to funds without undue exposure to increased costs from the liquidation of assets or the aggressive bidding for deposits
The Group's liquidity controls ensure that, over the short-term, the tuture profile of cash flows from maturing assets is
adequately matched to the matunity of Liabilities  Liquidity controls also provide for the maintenance of a stock of Liquid
angd readily realisable assets and a diversified deposit base in terms of both matunities and range of depositors

The management of Liguidity and funding 1s primarily conducted in the Group s individual gecgraphic entities within
limits set and approved by the Board of Directors, The Lirmnits take account of the depth and liguidity of the market in
which the entity operates. It s the Group’s general policy Lhat each geoagraphic entity should be self-sufficient in relation
to funding its own operatians.

The Group's Liquidity management policies include the following -

the monitoring of [1} future contractual cash flows against approved imits, and (1] the levet of liquid resources avalabie
In a stress event

the monitoring of balance sheet Liquidity ratics

the monitoring of the sources of funding in order to ensure that funding I1s derwed from a dwersified range of sources
the monitoring of depositor concentrations (n erder to avoid undue reliance on individual depositors

the maintenance of a satisfactory level of term financing

the maintenance of appropriate standby funding arrangements, and

- lhe mantenance of hiquidity and funding contingency plans These plans identity early indicators of stress conditions
and prescribe the actions to be taken i the event of systemic or cther crisis, while minimising adverse long-term
implications for the Group's business actwities.

v

The Group has established approved Limits which restrict the volume of Labilities maturing in the short-term. An
independent risk management funclion monitars the future cash flow matunty profile against approved limits on a daily
basis. The cash flows are monitered against limils applying to both daily and cumulative cash flows occurring over a 30
day period The liguidity imits ensure that the net cash cutflows over a 30 day period do not exceed the eligible stock
of available liquid resources. The cash flow analysis 1s also momitored on a weekly basis by the Assets and Liabilities
Committee [ALCO]

Cuslomer deposits form a significanl part of the Group's funding. The Group places considerable importance on
maintaining the stability of both its customer and (nterbank deposits The stability of deposits depends on maintaining

confidence in the Group's financial strength and financial transparency.

The matunity profile of assets and liabilities 1s set out in note 29. An analysis of debt investment secunities by rating
classification is set out 1n note 27.1

[T
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27. Risk management {co-tinugd]

27.4 Operational risk
Operational risk 1s the risk of unexpected losses resulting from inadequate or failed Internal controls or procedures,
systemns [ailures, fraud, business interruplion, compliance breaches, human error, managemenl faillure or inadeguate
staffing

A framewark and methodology has been develeped te identify and centrol the various operational risks. While operational
risk cannol be entirely eliminated, 115 managed and mitigated by ensuring that the appropriate infrastructure, controls,
systams, procedures, and trained and competent people are in place throughout the Group A strong internal audit
function makes regular, independent appraisals of the control environmant in allidentified risk areas Adequately tested
contingency arrangements are alse in place te support operations in the event of a range of possible disaster scenarios.

27.5 Capital management
The Group's lead regulator, the Central Bank of Bahrain [CBBI, sets and montors capital requirements for the Group as
a whole. The parent company and indwidual banking operations are directly supervised by their local regulatars

As referred to in more detail in note 34, lhe Group adopted the Basel 2 capital adequacy framework with effect from 1%
January 2008, and has adopted Basel 3 from 1* January 2015 as required by the CBB. The Basel 3 framework revises
the definition of regulatory capital and introduces certain new Liquidity and funding ratios. The Group s current capital
positien 1s sufficient to meet the new regulatory capital requirements.

In applying current capital requirements, the CBB requires the Group to maintain a prescribed minimum ratic of lotal
regulatory capital 1o total risk-weighted assets. The CBE's mintmumn risk asset ratio 1s 12 per cent compared to a
minimum ratio of 8 per cent prescribed by the Basel Cornrmittee on Banking Supervision. The Group calculates regulatory
capital requirements for general market risk in 1its trading portfolios using a Value-at-Risk model and uses the CBB s
prescribed nsk-weightings under the standardised approach to determing the risk-weighied amounts for credit risk and
specilic markel nisk. Operational risk is calculaled in accordance with the standardised approach. The regulatory capital
requirement is calculated by applying the CBB's prescribad range of beta coefficients, ranging from 12 to 18 per cent, to
the average gross income for the preceding three financial years for each of eight predefined business lines.

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

- Tier 1 capital, comprising issued share capital, share prermum, retained earnings and reserves, adjusted to exclude
revaluation gains and losses arising on the remeasurement to far value of derivative cash flow hedging transactions
and unrealised gains on eguity iInvesimenl securilies

- Tier 2 capital, comprising qualifying subordinated term finance, collective impairment provisions and 45 per cent of
unrealised gains arising on the remeasurement to fair value of equity investment securities.

The CBB applies various imits to elements of the capital base. The ameunt of innevative tier 1 securities cannot exceed
15 per cent of total ter 1 capital, gualifying Ler 2 capilal cannol exceed bier 1 capital; and qualifying subordinated lerm
finance cannot exceed 50 per cent of tier 1 capital There are also restrictions on the amount of collective impairment
provisions that may be included as part of tier 2 capital. Collective impairment provisions cannot exceed 1.25 per cent of
credit nsk-weighted assets.

The Group's risk exposures are categecrised as either trading book or banking book, and risk-weighted assets are
determined according to specified requirements that seek to reflect the varying levels of risk attached to assets and off-
balance sheel exposures



93

Notes to the consolidated financial statements! - o ¢
For the year ended 31¢ December 2014

27,

Risk management {co~tinueg]

27.5 Capital management [continued]

28.

The Group’s policy 1s te maintain a strong capitzl base so as to mamtain nvestor, creditor and market confidence and
lo sustain the future development of Lhe business, The impact of the level of capital on shareholders’ return s also
recognised as well as the need to maintain a balance between the higher returns that might be possible with greater
gearing and the advantages and security afforded by a sound capital position. The Group manages its capital structure
and makes adjustments to the structure taking account of changes in econemic conditions and strategic business plans,
The capital structure may be adjusted through the dvidend payout and the issue of new shares

The Group complied with all externally imposed capital requirements threughout the years ended 31 December 2014
and 31* December 2013.

There have been no matenal changes in the Group’s management of capital during the years ended 31 December 2014
and 31% December 2013.

The capital ageguacy ratio calculation 1s set out in note 34.

Geographical distribution of risk assets

31214 311213

Placements, Credit-

reverse repos related

& other liquid Loansand contingent
assets Securities advances items Total Total

US$ millions US$ millions  US$ millions  US$ millions  US$ millions  US$ millions

GCC 3,765.0 1,853.6 7,430.9 3,357.0 16,406.5 17,5591
Other Middle East & North Africa - 5.8 15.2 25.9 456.9 479
Europe 39721 1,315.5 338.8 3364 5,962.8 5.330.7
North America 804.8 497.4 93.2 224.0 1,619.6 2,03¢%7
Asia 416.4 3345 8.0 32.7 791.6 85351
Latin America - 10.2 45.4 - 55.6 48.2

8,958.3 4,017.2 7,931.5 3,976.0 24,883.0 25,900.7

At 317 December 2014, risk exposures te custorners and counterparties in the GCC represented 65.9 per cent {2013 67 8
per cent] of totat risk assets. The risk asset profile reflects the Group’s strategic focus on wholesale banking actmities in
the GCC states

Placements, reverse repos and other Ligquid assets exposure to Europe principally comprised exposure to financial
instrutions lacated in the United Kingdom, Sweden, Switzerland and the Netherlands

An analysis of dervative and foreign exchange instruments 1s set out in note 31.

e

<z
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29. Maturities of assets and liabilities
The maturity profile of the carrying amount of assets and Liabilities, based on the contractual matunty dates, was as

follows -
Over
Within 4 months Years Years Syears
3 months to 1 year 2and3 4and5 and other Total |,
US$ millions  US$ millions  US$ millions  US$ millions  US$ millions  US$ millians
At 31" December 2014
Cash and other Liquid assels 2,300.1 172.5 - - - 2,472.6
Securities purchased
under agreements to resell 1,257.8 47.4 - - - 1,305.2
Placements £,086.2 1,094.3 - - - 5,180.5
Trading securities - - - - 72.7 72,7
Investment securities 4331 528.1 1,532.8 921.3 529.2 39445
Loans and advances 2,623.0 1,686.5 1,727.0 923.4 971.6 79315
Other assets 115.5 54.5 17.5 - 205,7 393.2
Total assets 10,815.7 3,583.3 3,277.3 1,844.7 1,779.2 21,300.2
Deposits 10,605.7 3,528.0 4.2 - - 14,137.9
Securities seld under
agreemaents to repurchase 550.1 &67.9 - - - 618.0
Other habilities 144.3 45.5 14,0 - 1371 3429
Term financing 5.4 1,260.5 1,149.5 1,405.3 - 3,850.7
Equity - - - - 2,350.7 2,350.7
Total Liabilities & equity 11,335.5 4,901.9 1,169.7 1,405.3 2,487.8 21,300.2
At 31 December 2013
Total assets 10,622.6 3,043.9 35894 20767 1.8243  21,3156.9
Total Liabilities & eguity 11,988.7 4,252.7 2,023.1 505.2 23872 21,156.9

The asset and Liability maturities presented in the table above are based on contractyal repayment arrangements and
as such do not take account of the effective matunties of deposits as indicated by the Group's deposit retention recorgs.
Formal Liquidity controls are nevertheless based on contractual asset and Liability maturities,
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29. Maturities of assets and liabilities [cortinued]

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

follows -
Over
Within 4 months Years Years 5 years
3Imonths  toe1year 2and 3 4and5 and other
US$ millions _ US$ millions  US$ millions  US$ milliens  US$ millions
At 31" December 2014
Deposits 10,619.5 3,551.4 4.5 - -
Securities sold under agreements to repurchase 550.8 68.1 - - -
Term financing 44 8 1,290.0 1,209.2 1,413.6 -
Derwvative financial instruments
- contractual amounts payable 68.6 1.9 162.6 53.4 78.0
- contractual amounts receivable [74.7) {112.2] [185.5) [62.9) (50.8)
Total undiscounted financial liabilities 11,209.0 4,88%9.2 1,190.8 1,404.1 27.2
At 31" December 2013
Deposits 11,085.2 3,861.6 49 - -
Secunties sold under agreements to repurchase 787.1 - - - -
Term financing 9.7 405.5 20141 5237 -
Derwvative financial instruments
- cenlractual amounts payable T4.4 123 6 2703 83.3 451
- contractual amounts receivable 151.2) (105 1) (236 9) {80.3] |44 4)
Total undiscounted financial Liabilities 11.905.2 4,285 & 2.052.4 526.2 0.7

Information on the contractual terms for the drawdown of gross loan commuitments 15 set out 1n note 32.

The figures in the table above du not agree directly to the carrying amounts in the censolidated statement of financial
positicn as they incarporate all cash flows, on an undiscounted basis, related to both principal as well as those associated
with future coupon and interest payments, Coupons and interest payments for periods for which the interest rate has not
yet been determined have been calculated based on the relevant farward rates of interest prevailing at the balance sheet

date.

A maturity analysis of derwative and foreign exchange instrurnents based on notional amounts s set out in note 31 3
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30. Interest rate risk
The repricing profile of assets and Liabilities categories were as follows -

Non-interest

Within Months Months Over bearing
3 months Gtod Tto12 1year items Total
Us$ millions US4 millions Us$ millions US$ miltions US4 millions US$ millions

At 3t December 2014
Cash and other liquid assets 2,300.1 172.5 - - - 2,472.6
Securities purchased

under agreements to resetl 1,257.8 47.4 - - - 1,305.2
Placements 5,163.4 171 - - - 5,180.5
Trading securities - - - - 72.7 72,7
Investment securities

- Fixed rate - 188.1 155.9 1,202.3 - 1,546.3

- Ftoating rate 1,545.8 548.0 - - (3.2) 2,090.6

- Equities - - - - 307.6 307.6
Loans ang advances 6,139.0 1.839.9 100.6 - [148.0} 7,931.5
Other assels - - - - 393.2 393.2
Total assets 16,406.1 2,813.0 256.5 1,202.3 6223 21,300.2
Deposits 13,3629 771.9 31 - - 14,137.9
Securities sold under

agreements to repurchase 550.1 67.9 - - - §18.0
Other Liabilities - - - - 342.9 342.9
Term financing 3,190.0 460.7 - - - 3,850.7
Egquity - - - - 2,350.7 2,350.7
Total liabitities & equity 17,103.0 1,500.5 3.1 - 2,693.6 21,300.2
Interest rate sensitivity gap 1696.9] 1,3128 253.4 1,202.3 (2,071.3) -
Cumuiative interest rate

sensitivity gap (8696.9] 615.6 8469.0 2,071.3 - -
At 317 December 2013
Cumulative interest rate

sensitivity gap [533.5) 1,065.1 1,139.0 2,083.5 - -

The repricing profile 1s based on the remaining period ta the next interest repricing date. Derwative financial instruments
that have been used for asset and liability management purposes te hedge exposure Lo interest rate risk are incorperated
in the repricing prefiles of the related hedged assets and Liabilities The non-specific investment security and loan
provisiens are classiied in non-interesl bearing items

The substantial majority of assets and liabilities reprice within one year. Accordingly there 1s limited exposure to interest
rate risk. The principal interest rate risk beyond one year as set out in the asset and liability repricing prefile, represents
the investment of the Group's net free capital in fixed rate government securities. At 31 December 2014 the modified
duration of these fixed rate securities was 2.56. Modified duration represents the approximate percentage change in the
partfolio value resulting from a 100 basis point change in yield More precisely in dollar terms, the price value of a basis
point of the fixed rate securities was US$311,000

Tanle o
NN
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30.

3.

Interest rate risk (con inued)

Based on the repricing profile at 319 December 2014, and assurning that the financial assets and liabilities were to remain
until matunity ar settlement with no action taken by the Group 1o alter the interest rate risk exposure, an immedrate and
sustained one per cent increase In interest rates across all maturities would result in an increase in nel income before
tax for the following year by approximately US$0 9 mitlion (2013 US$1.6 million) and an increase in Lhe Group's equity by
US$0.5 milion (2013 US$0.3 million] The impact on the Group's equity represents the cumulative effect of the increase
In interest rates over the entire duration of the mismatches in the repricing profile of the interest rate sensitive financial
assets and Liabilities

The Value-at-Fisk by risk class for the Group’s trading positions 1s set out in note 27, The market risk retating te dervative
and foreign exchange instruments classified as FVTPL is set out In note 31

Derivatives and foreign exchange instruments

The Group wtilises derivative and fereign exchange instruments to meet the needs of its customers, to generate trading
revenues and as parl of 1ts asset and Liabiity management [ALM] activity to hedge its own exposure ta market nsk
Derwvative instruments are contracts whose value 1s derived from one or mere financial instruments or indices They
include fulures, forwards, swaps and options in the nterest rate, foreign exchange, equity, credit and commodity
markets Derivatives and foreign exchange are subject to the same types of credit and market risk as ether financial
instruments The Group has appropriate and comprehensive Board-approved policies and procedures for the control of
exposure to both market and credit risk frorm its derivative and foreign exchange activities.

In the case of derivative transactions, the notional grincipal typically does not change hands It 1s simply a gquantity
which 15 used to caiculate payments While notional principal 1s a volume measure used in the derivative and foreign
exchange markels, it 1s neither a measure of market nor credit risk The Group’s measure of credit exposure 1s the cest
of replacing contracts at current market rates should the counterparty default prior to the settlernent date. Credit risk
amounts represent the gross unrealised gains on non-margined transactions before taking account of any collaterat
held or any master netting agreements in place

The Group participates in both exchange traded and over-the-counter [OTC] derivative markets. Exchange traded
instruments are executed through a recognised exchange as standardised contracts and primarily comprise futures and
options. OTC contracls are executed between two caunterparties who negotiate specific agreement terms, including
the underlying instrument, notignal amount, matunty and, where appropriate, exercise price. In general, the terms and
conditions of these transactions are tallored to the requirements of the Group’s custorers although conform to normal
market practice. Industry standard decumentation 1s used, most commonly in the form of a master agreement The
existence of a master netting agreement 1s intended to provide protection to the Group in the event of a counterparty
default,

The Group's principal foreign exchange transactions are forward foreign exchange contracts, currency swaps and
currency options. Forward foreign exchange contracts are agreements to buy or sell a specified quantity of foreign
exchange on a specific future date at an agreed rate. A currency swap involves the exchange, or notional exchange, of
eguivalenl amounts of two currencies and a commitment te exchange interest periodically until the principal amounts
are re-exchanged on a specified future date Currency options provide the buyer with the right, but not the obligation,
either to purchase or selt a fixed amount of a currency at a specified exchange rate on or before a specified future date,
As compensation for assuming the option risk, the option seller [or writer] receves a premium at the start of the option
period
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31.

-

Derivatives and foreign exchange instruments [contnuead]

The Group's principal interest rate-related derwative transactions are interest rate swaps, forward rate agreements,
futures and options An interest rate swap 1s an agreement belween two parties to exchange fixed rate and floating
rate interest by means of periodic payments based upon a naticnal principal amount and the interest rates defined in
Lhe contract, Certain agreemenls combine interest rale and foreign currency swap transaclions, which may or may
not include the exchange of principal amounts In a forward rate agreement. two parties agree a future settlement of
the difference between an agreed rate and a future interest rate, applied to a notional principat amount for an agreed
period The settlement, which generally occurs at the start of the contract period, 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 slandardised amount of a fixed iIncome security or ime deposi at a fulure specified date. Inlerest
rate options, including caps, floors and collars, provide the buyer with the right, but not the obligation, either to purchase
or sell an interest rate financial instrument at a specified price or rate on or before a specified future date

The Group s principal equity-related dervative transactions are equily and stock index options. An equity option provides
the buyer with the right, but not the cbligation, either to purchase or sell a specified stock or index at a specified price
or level on or before a spacified future date

The Group buys and sells credit prolection through credit defaull swaps. Credil default swaps provide protection against
the decline in value of a referenced asset as a result of credit events such as default or bankruptcy It 1s similar in
structure to an optian whereby the purchaser pays a premwum lo the seller of the credit delault swap in return for
payment related to the deterioration in value of the referenced asset. Credit default swaps purchased and sold by the
Group are classified as derivative financial instruments

Product analysis
The table below summarises the aggregate notienal and credit risk amounts of foreign exchange, interest rate, credit

and equity-related derwative contracts,

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

At 317 December 2014
Foreign exchange contracts -
Unrnatured spot, ferward and fulures contracts 39124 3,341.4 7,253.8 1641
Optiens purchased 1,908.4 - 1,908.4 31.6
Options written 1,908.4 - 1,908.4 -
7,729.2 3,341.4 11,070.6 195.7
Interest rate contracts -
Interest rate swaps 952.2 10,732.9 11,685.1 40.7
Cross currency swaps - 533.3 5333 -
Options. caps and (loors purchased 12.4 - 124 -
Options, caps and floars written 12.4 - 12.4 -
977.0 11,2656.2 12,243.2 40.7
Commodity contracts -
Options and swaps purchased 16.2 - 16.2 3.0
Options and swaps written 16.2 - 16.2 -
] 32.4 - 32.4 30
8,738.6 14,607.6 23,346.2 239.4
At 31" December 2013 8.188.0 9,748 0 17,936.0 3391
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31. Derivatives and foreign exchange instruments [conl nued)

31.1 Product analysis .conhinued|

There is no credit nsk in respect of caps and floors written and options as they represent obligations of the Group.

At 31 December 2014, the Value-at-Risk of the foreign exchange, interest rate and credit denvative trading contracts
analysed in the table above was nil, nil and nil respectively (2013 US$2 T mdlion, nil and nil respectivelyl. Value-at-Risk
1s a measure of market risk exposure and represents an estimate, with a 99 per cent level of confidence, of the potential
loss that might amse if the positions were te be held unchanged for len consecutive business days The estimate is based
on a lwelve month historical observalion period of unweighted data from the DataMetrics data set.

31.2 Counterparty analysis

31.12.14 31123
Banks Governments Corporates Total Totat
_ o . US$ milliens  USS millions US$ millions  USS$ millions US$ millions
OECD countries 114.7 65.2 0.3 180.2 297.6
GCC countries 1.1 0.1 48.2 49.4 30.2
Other countries o 0.1 - 9.7 9.8 11.3
115.9 65.3 58.2 23%.4 335.1

Credit nsk 1s concentrated on major OECD-based banks and governments

31.3 Maturity anpalysis
Years Years Over
Year 1 2and 3 Land$S Syears Totat
- Lis$ millions US$ milions Us$ millwons Us$ millions US% msll
At 31" December 2014

Foreign exchange contracts 9,982.4 1,088.2 - - 11,070.6
Interest rate contracts 8,713.2 2,237.9 1,008.2 283.9 12,243.2
Commudity contracts 32.4 - - - 32.4
18,728.0 3,326.1 1,008.2 283.9 23,346.2
At 31" December 2013 11,384 4 4,268.4 1,695.7 307.5 17.936.0

The Group's dervative and foreign exchange actmties are predominantly short-term in nature Transactiens with
maturities over one year principally represent either fully offset trading transactions or transactions that are designated,
and qualify, as fair value and cash flow hedges.

[
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31.

Derivatives and foreign exchange instruments {conunued]

31.4 Fair value analysis

31.12.14 31.12.13
Positive Negative Positive Negative
fair value fair value fair value fair value

Us$ millions US$ millions US$ millions US$ milliens

Derwvatives classified as FVTPL -

Forward foreign exchange contracts 98.5 (82.2) 1397 [136.1]
Interest rale swaps and swaptions 31.5 (30.1) 352 (339
130.0 (112.3) 174 9 (170 0]

Derwatives held as fair value hedges -
Interest rate swaps - {18.7] - (22 4)
Amount included in other assets / (other liabilities) 130.0 (131.0 1749 [192 4]

31.5 Significant net open positions

There were no sigrificant derivative trading or foreign currency net open positions at either 31 December 2014 or at 31
December 2013.

31.6 Hedge effectiveness

Gains and losses recognised 1n the consclidated statement of income relating to fair value hedging relationships were
as follows -

2014 2013
UsS$ millions US$ miliions

Net (losses] / gains on derivatives fair value hedging instruments (2.3) 28.4
Net gains / llosses) on hedged terns atiributable to the hedged risk 2.3 (28.4]

There were no ineffective portions of derivative fair value or cash flow hedging transactions recognised in the consolidated
statement of income in either the year ended 315 December 2014 or 31+ Decamber 2013.

Certain derwvative cash flow hedging transactions were unwound during the year ended 31 December 2009, The
resullant realised profits are being recognised in the consclidated statement of income over the respective tenors of Lhe
criginal transactions for periods to 2014,
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32,

33.

34,

Credit-related financial instruments

Credit-related financial instruments include commitments to extend credit, standby letters of credit and guarantees
which are designed to meet the financing requirements of custormers. The credit risk on these transactiens is generally
less than the contractual amourt The table below sets out the noticnal principal amounts of autstanding credit-related
contingenl iterns and the risk-weighled exposures calculaled in accordance wilh the CBB's Basel 2 guidelines

31.12.14 311213

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

Us$ millions Us$ millions US$ millions Us$ millions

Cirect credil substitutes 528.3 470.5 522 4 478.6
Transaction-related contingent items 2,058,2 798.3 24821 217.0
Shert-termn self-liquidating trade-related centingent items 498.4 75.0 707 0 1061

Commitments, including undrawn loan commitments
and underwriting commitments under note 1ssuance
and revelving facilities 8911 373.3 1,428 6 4521

3,976.0 1,717.1 51401 1,953 8

Commitments may be drawndown on demand

Direct credit substitutes at 31 December 2014 ncluded financial guarantees amounting to US$467 2 million [2013
US$432.3 mithien] Financial guarantees may be called on demand

The notional principal amounts reporled above are slated gross before applying credil nsk miligants, such as cash
collateral, guarantees and counter-indermnities At 31# December 2014, the Group held cash collateral, guarantees,
counter-mdemnities or other high quality collateralin relation to credit-related contingent items amounting to US$526.9
million [2013 US$985.8 miltion).

Contingent liabilities

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

Capital adequacy

The CBB's Basel 2 guidelines became effective on 1* January 2008 as the common framework for the implementation
of the Basel Commillee on Banking Supervision's [Basel Commitiee] Basel 2 capital adequacy framework for banks
incorporated in the Kingdom of Bahrain

Zir
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34. Capital adequacy [continued]

The risk asset ratio calculated in accordance with the CBB’s Basel 2 guidelines was as follows -

31.12.14 311213
. o US$ millions US% mitlions
Regulatory capital base
Tier 1 capital.-
Total eguity 2,350.7 2,264.0
Tier 1 adjustments o (3971 (78.2]
Tier 1 capital - 2,311.0 2,185.8
Tier 2 capital-- T
Subordinated term financing 30,0 125.6
Non-specific provisions [subject to 1 25% credit risk-weighted exposure Limit) 151.2 152.5
Tier 2 adjustments . 17.9 [23.0)
Tier 2 capital _ 199.1 25581
Total regulatory capital base 2,510.1 2,440.9
Notional Risk- Notional Risk-
principal  weighted principal  weighted
amount  exposure amounl exposure
US$ millions  US$ millions  US$ milions  USE millions
Risk-weighted exposure
Credit risk
Balance sheet items -
Cash and other lLiquid assets 2,472.6 125.9 1,65% 4 70.4
Secunties purchased under agreements {o resell 1,305.2 10.1 1,742.7 212
Placements 5,180.5 968.3 5264.6 10232
Investment securities 3,944.5 1,329.1 37258 1,302,0
Loans and advances 7,9315 7.,587.3 8317.2 7,507 4
Other assets. excluding derivative-related items 263.2 232.7 2214 185.4
T 10,253.4 10,109 6
Off-balance sheet items - T
Credit-related contingent items 3,976.0 1,117 5,140.1 1,963.8
Foreign exchange-related items 11,070.6 103.6 8,607.1 800
Dervative-related items 12,243.2 335 9.328.9 19.7
Commaoadity cantracts 32.4 - - -
Forward placements 60.3 12.1 51.9 b4
Repo counterparty risk _ - 37.3 - 335
o ' o 19036 20934
Credit risk-weighted exposure L - 12,1570 12,2030
Market risk
General market risk 43.9 1510
Spectfic market risk o =288, 472
Market risk-weighted exposure ’ o 1982
Operatronal risk o T o
Operational risk-weighted exposure 5204
'—I;Ea_l_risk-weighted exposure 125216
Tier 1 risk asset ratio 16 9%
Total risk asset ratio 18 9%

A

12k B
Ny
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34,

Capital adequacy [continuea)

For regulatory Basel 2 purposes, the Group has imtially adopted the standardised approach for credit risk, In time and
subject to approval by the CBB, the Group plans to adopt the foundation internal ratings-based (FIRB] approach for
credit risk as it 1s more closely aligned to the Group's internal risk and capital management methodologies. For market
risk, the Group uses the inlernal models approach. GIB applies the standardised approach lor delermining the capital
requirement for operational risk.

Inaccordance withthe capital adequacy guidelines of the CBB, revaluationgains and losses anising enthe remeasurement
to fair value of dernvative cash flow hedging transactions and unrealised gains on equity investment securities are
excluded from tier 1 capital In accordance with the CBB’s guidelines, gains arising on the remeasurement to fair value
of equity Investment securities are included in tier 2 capital, although limted to 45 per cent of the unrealised revaluation
gain

The Group's subordinated term financing facilities have been approved for inelusion i tier 2 capital by the CBB During
the last five years before matunity, a cumulative amortisation (discount] factor of 20 per cent per year s to be applied
to the facilities As at 31% December 2074, the amortisatian amount excluded from tier 2 capital amounted to US$447.8
million (2013, US$352 2 million).

The Group calculates the regulatory capital requirement for general market risk using a Value-at-Risk model. The
use of the internal madel approach for the calculation of the capital requirement for general market risk has been
approved by the Bank s regulator, the CBB. The multiplication factor to be applied to the Value-at-Risk calculated by
the internal model has been set at 3,0 (2013 3 0] by the CBB, representing the regulatory minimum, During 2012, the
CBB implemented revisions to the market risk framework, which have become known as Basel 2 5. Consequently, the
inclusion of metrics such as a ‘stressed VaR™ measure has been included in the catculation of the regulatory capital
requirement,

Value-at-Risk 1s calculated based on a 99 per cent confidence level, a ten-day holding peried and a twelve-month
historical observation period of unweighted data from the DataMetrics regulatory data set. Correlations across broad
risk categories are excluded. Prescribed additions in respect of specific risk are made to the general market nsk The
resultant measure of market risk is multiplied by 12 5, the reciprocal of the 8 per cent international minimum capital
ratic, to give market risk-weighted exposure on a basis consistent with credit risk-weighted exposure

The regulatory capital reguiremaent for operatianal risk 1s calculated by the Group in accerdance with the standardised
approach The regulatory capital requirement is calculated based on a range of beta coefficients, ranging from 12 to
18 per cent, applied to the average gross income for the preceding three financial years for each of eight predefined
business lines,

Ll L
S
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35,

35,

Fiduciary activities
The Group conducts investrnent management and other fiduciary activities on behalf of clients Assets held in trust or
in a fiduciary capacity are not assets of the Group and accordingly have not been included in the consolidated financial
staternents The aggregate amount of the funds concerned at 31% December 2074 was US$12,964 5 millan {2013
US$11,152.5 million)

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

The investors are able to vote by simple majonity to remove the Group as the fund manager, withaut cause, and the
Group's aggregate economic interest 1s less than 20 per cent. As a result, the Group has concluded that it acls as agent
for the investors in this case, and therefore has not consolidated the fund

The maximum exposure to loss 15 equal to the carrying amount of the trading secunties, which at 31* December 2014
amounted to US$52.0 miltion (2013 US$4% 1 mullion]

Related party transactions

The Group 15 owned by the six Gulf Cooperative Council [GCC] gavernments, with the Public Investrment Fund holding
a majorily [97.2 per cent] controlling stake. The Public Investment Fund 1s an investment body of the Saual Arablan
Ministry of Finance There were no indwvidual or collectively significant transactions with the Public Investment Fund
during the years ended 31% December 2014 or 31* December 2013, other than the senior term loan referred to in note
16

The Group transacts with various entities controlled, jamntly controlled or significantly influenced by the six GCC
governments, these transactions are conducted in the ardinary course of the Group's business on tlerms comparable to
those with other entities that are not government-related.

The Group's other related party transactions are imited to the compensation of its directors and executive officers.

The compensation of key management personnel was as follows -

2014 2013

P Us$ millions US$ millions:
Short-term employee benefits 8.1 8.5
Post-employment benefits R 0.4 0.5
8.5 9.0

Key manzgement personnel comprise members of the Beard of Directors, the Group Chief Executve Officer and the
Managing Directors of the Group.

Past-employment benefits principally comprise compensation paid to persennel on retirement or resignation from the
services of the Group.

"."JH".‘ '
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37. Fair value of financial instruments

The Group s financial instruments are accounted for under the historical cost method with the exception of trading
securities, eguity investrment securities and dervative financial instruments, which are accounted forat fairvalue. The fair
value represents the price that would be receved to sell an asset, or paid to transfer a liability, in an orderly transaction
between market participants al the measuremenl date Dilferences Lherefore can arise belween book values under the
historical cost method and fair value estimates Underlying the defimtion of fair valua 1s the presurmption that the Group
15 a going cencern without any intention or requirement te curtaill materizlly the scale of its operation or to undertake a
transaction on adverse terms. Generally accepted metheds of determining fair value include reference to quoted prices
[level 1 measurement) or Lo the pricing prevailing for similar financial instruments [level 2 measurement) and the use of
unohservable inpuls in estimalion technigues such as discounted cash llow analysis (level 3 measurement).

The valuation methodologies applied are outlined betow.

37.1 Trading securities
The fair values of trading secunties are based on quoted prices [level 1] or valuation techmiques (level 2].

37.2 Investment securities
The fair values of equity investmenl securities are based on quoted prices [level 1) or valuation lechmgues [level 2 or 31
The fair values of debt investment securities are based on guoted market prices [level 1) and approximate the carrying
values

37.3 Leans and advances
The fair values [level 2] of loans on a floating inlerest rale basis are principally estimated at book value. The {air values
[level 3] of iImpaired loans are estimated at the recoverable amount, measured as the present value of expected future
cash flows discounted based on the interest rate at the inception of the loan. The fair values of fixed rate loans are
estimated on 2 discounted cash flow basis utilising discount rates equal to prevailling market rates of interest in the
respective currencies for loans of similar residual maturity and credit quality. The fair values {level 2) approximate the
carrying values.

37.4 Term financing
The fair value of term financing is based on observable market data, including quoted market prices for debt instruments
1ssued by similarly rated financial institutions and with similar maturities, or estimated on a discounted cash flow basis
utiising currently prevailing spreads for borrowings with simitar matunities, The fair values [tevel 2] of senior term
financing and subordinated term financing at 31* December 2014 approximate their respactive book values,

37.5 Other on-balance sheet items
The fair values of foreign exchange and derivative financial tnstruments are based on market prices, discounted cash
flow technigues or option pricing models as appropriate The fair values of all other on-balance sheet financial assets
and lisbilities approximate their respective book values due to their short-term nature

37.6 Credit-related contingent items
There was no material fair value excess or shortfall in respect of credit-related off-balance sheet financial instruments,
which include commitments to extend credit, standby letters of credit and guarantees, as the related future income
streams reflected contractual fees and cemmussions actually charged at the balance sheet date for agreements of
similar credd standing and maturity Specific provisions made in respact of individual transactions where 2 potential for
loss has been idenlilied are included n provisions for the iImpairment of loans and advances

by



10¢

Notes to the consclidated financiat statements. - - . &
For the year ended 31° December 2014

37. Fair value of financial instruments 'continued|

37.7 Valuation basis

The valuation basis for financial assels and financial liabilities carried at fair value was as follows -

Valuation
based on Other
Quoted observable valuation
prices market data techniques
(level 1) {tevel 2] flevel 3)
e US$ milliens US$ millions US5% millions
At 31" December 2014
Financial assets:-
Trading securities 7.9 1.6 -
Investment securities - equities 183.5 - 124.1
Dervative financal instruments - 130.0 -
Financiat liabillities:-
Derwative financial instruments - 131.0 -
At 31* December 2013
Financial assets -
Trading securities 491 18 -
Investment securities - equities 175.8 - 132.6
Derwvative financial instruments - 174.9 -
Financial Liabitities -
Derwvative financial instruments - 192.4 -

Quoted prices include prices obtamned from lead managers, brokers and dealers. Investment securities valued based
on other valuation techrigues comprise private equity investments that have been valued based en price / earnings and

price / book ratios for similar entities, discounted cash flow technigues or other valuation methodologles

During the year ended 31 December 2014, the value of investment securities whose measuremenl was determined
by other valuation techniques Ilevel 3 mezsurement) decreased by US$8.5 rmilbon [2013: increase of US$3.3 million).
The decrease principally comprised changes in assigned valuations as recogmised in other comprehensive income. No
transfers cut of, or Int, the level 3 measurement classification occurred during the years ended 31% December 2014 and
31 December 2013. Similarly, no transfers between level 1 and level 2 measurement classifications were made during

the years ended 31 December 2014 and 31 December 2013,

Sensttivity of the moverment in the fair value of financial nstruments in the level 3 category 1s assessed as not significant

to other comprehensive Income or total equity.
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28.

39.

40.

Earnings per share

Basic earnings per share are calculated by dividing the net income atiributable 1o the shareholders by the weighted

average number of shares in 1ssue during the year

o o 2014 2013
Net incorne [US$ milliens] 85.6 1215
Weighted average number of shares in 1ssue {millions] 2,500 2,500
Basic earnings per share (US$) 0.03 0.05
The diluted earnings per share 1s equivalent to the basic earrings per share set out above

Principal subsidianies

The principat subsidiary companies were as follows--

e el Principal activities =~ Country of incorporation
Gulf Inlernational Bank {UK] Limited Asset management United Kingdom
GIB Capiial LLC Investment banking Kingdom of Saud) Arabra

The Group's ownership interest in the principal subsidiary companies was 100 per cent for the years ended 31% December

2014 and 31% December 2013

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

31.12.14 31,1213

. US% millions US$H millions
ASSETS
Cash and other Liquid assets 2,210.4 1,476.4
Securities purchased under agreements to resell 2,645.6 15145
Placements 5,395.6 5519.1
Trading secunities 4603 8%.%
investment securities 3,722.9 3,727
toans and advances 8,205.4 7.882.0
Other assels L1437 30985
Total assets T 22,6549 205182
LIABILITIES
Deposits from banks 1,420.5 1,892 4
Deposss from customers 14,398.4 125328
Securities sold under agreements te repurchase 72%9.8 691.2
Other Liabibities 344.0 3243
Senior term linancing 2,960.1 2,381.1
Subordinated term financing 477.8 477.8
Total liabilities - I 20,330.6 18.299.4
Total equity ) _ 2,324.3 _2,218.6
Total liabilities & equity CoToTTT T 22,654.9 20,518.2
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Executive summary

The Central Bank of Bahrain ([CBB) Basel 2 guidelines prescribe the capiial adequacy framework for banks incorporated
in the Kingdom of Bahrain, GIB [the Group), adopted the Basel 2 capital adequacy framework with effect from 12 January
2008, and has adopted Basel 3 from 1% January 2015 as required by the CBB. The Basel 3 framewaork revises the definition of
regulalory capital and introduces certain new liquidity and funding ratios. The Group's current capital position s sulficient to
meet the new regulatory capital requirements

This Risk Management and Captal Adequacy report encompasses the Basel 2 Pillar 3 disclosure requirements prescribed by
the CBEB based on the Basel Committee’s Pillar 3 guidelines The report contains a description of GIB 5 risk management and
capital adequacy policies and praclices, including detailed information on the capital adeguacy process.

Since 2006, the Group has reutinely been monitoring capial adequacy for internal capital management purposes based on
both the Basel 2 standardised and the foundation internal ralings based [FIRB) approaches for credil nsk, the standardised
approach for operational risk, and the internal models approach for market risk

For regulatory purposes, GIB has adopted the standardised approach for credit risk In time and subject to the CBB permitting
the use of the internal ratings based approach, GIB plans to adopt the FIRB approach for credit risk, as it 1s more closely
abgned to the Group's internat capital management methodelogies GIB uses the internat models approach for market risk
and the standardised approach for determining the capital requirement for operational risk

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

GIB’s total risk-weighted assets al 31* December 2014 amounted to U$$12,782 1 milion Credit risk accounted for 95 1 per
cent, market risk 0 7 per cent and operational risk 4 2 per cent of the total nsk-weighted assets. Tier 1 and total requlatory
capital were US$2,311 0 million ang US$2,510.1 million respectively

At 31¢ December 2014, GIB's tier 1 and total capital adequacy ratios were 18.1 per cent and 19.6 per cent respectively. GIB
airms to maintain a tier 1 capital adequacy ratio above 8 per cent and a totat capital adequacy ratio in excess of 12 per cent

GIB views the Basel 2 Pillar 3 disclosures as an important contribution to increased nisk transparency within the banking
industry, and particularly important during market conditions characterised by high uncertainty. In this regard, GIB has
provided more disclosure in this repert than is required in accordance with the CBB's Pillar 3 guidelines in order to provide
the level of transparency that s believed o be sppropriate and relevant to the Group’s varicus stakeholders and market
participants

All figures presented in this report are as at 31 Decernber 2014 unless otherwise slated

7
- -
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1.1

al

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

- Piliar1 the calculation of the risk-weighted amounts {RWAs) and capital requirement.
- Pillar 2 the supervisory review process, including the Internal Capital Adeguacy Assessment Process (JCAAP]
- Pillar 3 the disclesure of sk management and capital adequacy information.

Pillar 1

Piliar 1 prescribes the basis for the calculation of the regulatory capital adequacy ratio. Pillar 1 sets out the defiration
and calculations of the RWAS, and the derwvation of the requlatory capital base The capitat adequacy ratio s calculated
by dnviding the regulatory capital base by the total RWAs

With the introduction of Pillar 2, the CBB willimplement a minimum ratio threshold to be determined for each institution
individually, as described in more detaill in the Pillar 2 section of this report As at 31 December 2014, and pending
the finalisation of the CBB's Pillar 2 guidetines, all banks incorporated in Bahrain are required to maintain a minimum
capital adeguacy ratic of 12 per cent

The CBB also requires banks incorporated in Bahrain to maintain a buffer of 0.5 per cent above the minimum capital
adequacy ratio. In the event that the capital adequacy ratic falls below 12 5 per cent, additional prudential reperting
requirements apply and a formal action plan setting out the measures to be taken to restore the ratio above the target
level 1s to be formulated and submitted to the CBB. Consequently, the CBB requires GIB to maintain an effective
minimum capital adequacy ratic of 12.5 per cent No separate muimimum tier 1 ratie 1s required ta be maintained under
the CBB's Basel 2 capital adequacy framework. However, the maintenance of a strong tier 1 ratio 1s nevertheless a focus
of GIB's internal capital adequacy assessment process, as it represents the core capital of the bank.

The table belaw summarises the approaches avallable for calculating RWAs for each risk type in accordance with the
CBB's Basel 2 capital adequacy framework.-

Approaches for determining regulatory capital requirements
Credit risk Market risk Operational risk
Standardised approach Standardised approach Basic indicator appreach

Foundat
Ouzp:r:janc;\ﬂ;;;;l] ratings based Internal models approach Standardised appreach
The approach applied by GIB for each risk type 15 as follows -

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

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

Internally, GIB also caleulates the capital requirement under the more risk-sensitive and complex FIRB approach,
although the resultant ratio 1s not being used for regulatary compliance purposes at present
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1.2

The Basel 2 framework {conti-ued.
Pillar 1 continued|

Market risk

For the regulatery market rnisk capital requirement, GIB applies the internal models approach based on a Value-at-Risk
(VaR] medel The use of the internal medels approach for the calculation of regulatory market rnisk capital has been
approved by the CBB,

Operational risk

Under the CBB s Basel 2 capital adequacy framework, all banks incarporated in Bahrain are required to apply the basic
indicator approach for operational risk untess approval 15 granted by the CBB to use the standardised approach The
CBB's Basel 2 guidelines do not currently permit the use of the advanced measurement approach [AMA)] for operational
risk. The standardised approach for the calculation of regulatory operational risk capital has been approved by the CBB

Under the standardised approach, the regulatory capital requirement is calculated based on a range of beta coeffictents,
ranging from 12 to 18 per cent, applied to the average gross income for the preceding three financial years for each of
eight predefined business lines,

Pillar 2
Pillar 2 defines the process of supervisary review of an institution’s risk management framework and. ultimately, its
capitat adequacy

Under the CBB s Pillar 2 guidelines, each bank I1s to be individually assessed by the CBB and an indwidual mimimum
capital adequacy ratio 1s to be determined for each bank. The CBB 15 yet to undertake the assessment exercises, which
will allow their setting of minimum capital ratios in excess of 8 per cent, based on the CBB’s assessment of the financial
strength and risk management practices of the mstitution Currently, pending finalisation of the assessment process, all
banks incarporated in Bahrain are required to maintain a 12 per cent mimmum capital adequacy ratio.

Pillar 2 comprises two processes -

- an Internal Capital Adequacy Assessment Process [ICAAP], and
- asupervisory review and evaluation process.

The ICAAP incerporates a review and evaluation of risk management and capital relative to the risks to which the bank
Is exposed, GIB's ICAAP has been developed around its economic capital framework which is designed to ensure Lhat
the Group has sufficient capital resources available to meet regulatory and internal capital requirements, even during
pericds of economic or financial stress. The ICAAP addresses all components of GIB's nsk management, from the daily
management of more material risks lo the strategic capital management of the Greup

The supervisory review and evalualion process represents the CBB's review of the Group's capital managemenl and an
assessment of internal controls and corperate governance. The supervisory review and evaluation process (s designed
to ensure that institutions identify their material risks and allocate adequate capital, and employ sufficient management
processes to support such risks

The superwisory review and evaluation process alse encourages institutions to develop and apply enhanced risk
management techriques for the measurement and monitaring of risks in addition to the credit, market and cperationat
risks addressed 1n the core Pillar 1 framewocrk. Other risk types which are not covered by the minimum capital
requirements i Pillar 1 include liguidity risk, interest rate risk in the banking book, business risk and concentration
risk These are covered either by capital, or risk management and rmitigation precesses under Pillar 2
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1.3

2.1

The Basel 2 framework [cuntinued]

Pillar 3
In the CBB s Basel 2 framework, the third pillar prescribes how, when, and at what level information should be disclosed
about an mstitution’s risk management and capitat adequacy practices

The disclosures comprise detalled qualitative and guantitative information. The purpese of the Pillar 3 disclosure
requirements 1s to complement the first two pillars and the associated supervisory review process. The disclosures are
designed to enable stakeholders and market participants to assess an institution’s risk appetite and risk exposures and
lo encourage all banks, via market pressures, to move toward more advanced forms of nsk managemenl,

Under the current regulatiens, partial disclosure consisting mainly of quantitative analysis 1s required during half year
reporting, whereas fuller disclosure 1s required te concide with the financial year end reporting.

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

Group structure and overall risk and capital management
This section sets out the consolidation principles and the capital base of GIB as calculated in accordance with the Pillar
1 guidelines, and describes the principles and policies applied in the management and control of risk and capital

Group structure

The Group s financial statements are prepared and published on a full consolidation basss, with all subsidiaries being
consolidated in accordance with IFRS, Far capital adequacy purposes, all subsidiaries are included within the Gulf
International Bank B 5.C. Group structure. However, the CBB's capital adequacy methodology accornmodates both
normal and aggregation forms of consolidation.

Under the CBB capital adequacy framework, subsidiaries reporting under a Basel Z framework in other regulatory
jurisdictions may, al the bank's discretion, be consolidated based on that jurisdiction’s Basel 2 framework, rather
than based on the CBB's guidelines. Under this aggregation consclidation methodelogy, the risk-weighted assets of
subsidiaries are consolidated with those of the rest of the Group based on the guidelines of their respective regulator to
determine the Group's total risk-weighted assets.

GIB's principal subsidiary, Gulf International Bank (UK) Limited (GIBUK], 1s regulaled by the Financial Conduct Autharity
[FCAJ and the Prudential Regulation Authority [PRA] of the United Kingdorm, and has calculated its risk-weighted assets

in accordance with the PRA's guidelines.

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

Subsidiary Domicile Ownership Consolidation basis
Gulf International Bank [UK] Limited  United Kingdom 100% Aggregation
GIB Caprital LLC Saudi Arabia 100% Fuil Consclidation

No investments in subsidiaries are treated as a deduction from the Group's regulatory capital

v Rt
A
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2.2

Group structure and overall risk and capital management (con! nued)

Risk and capital management

GIB maintains a prudent and disciplined approach to nsk taking by upholding a comprehensive set of risk management
policies, processes and Limits, employing professionally qualified people with the appropnale skills, invesling In
technolegy and training, and actively promoting a culture of scund risk management at all levels. A key tenet of this
culture 1s the clear segregaticn of duties and reparting bines between personnel transacting business and persannel
processing that business. The Group's risk management 1s underpinned by its ability to identify, measure, aggregate and
manage the different types of risk it faces.

The Board of Directors has created from among its members a Board Risk Policy Committee to review the Greup's risk
taking 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 the Group cenducts its activities, including responsibility for setting the
capital ratio targets The Board reviews the Group’s overall nisk profile and significant risk exposures as well as the
Group's major nsk policies, processes and controls

The Management Committee, chaired by the Chief Executive Officer {CEDI, has the primary responsibility for sanctioning
risk taking policies and activities within Lhe tolerances defined by the Board. The Group Risk Commitlee assisls lhe
Management Committee in performing its nisk related functions

The Group Risk Committee, under the chairmanship of the Chief Risk Officer [CRO] and comprising the Greup s mast
senior risk professionals, provides a forum for the review and approval of new products, risk measurement methodologies
and risk control processes. The Group Risk Commutlee also reviews all nisk policies and Limits that require approval by
the Management Committee. The Assets and Liabilities Committee [ALCO], chaired by the Chuef Financial Officer (CFOI.
provides a forum for the review of asset and bability activities within GIB [t co-ordinates the asset and liability functions
and serves as a lnk belween the funding scurces and usage in the different business areas

From a control perspective, the process of sk management 15 facilitated through a set of independent functions, which
report directly to senior management These functions include Credit Risk, Markel Risk, Operational Risk, Financial
Controt and Internal Audit, This multi-faceted approach aids the effective management of risk by identifying, measuring
and monitoring risks from a variety of perspectives.

Internal Audit is responsible for carrying out a risk-based pregramme of work designed to provide assurance that assets
are being safeguarded This involves ensuring that controls are in place and working effectively in accordance with Group
policies and procedures as well as with laws and regulations, The wark carried out by Internal Audit includes providing
assurance on lhe effectiveness of the risk management functions, as well as that of controls operated by the business
units. The Board Audit Committee approves the annual audit plan and also receves regular reports of the results of audit
work.

The Group's policy 1s to maintain a strong capital base so as to maintain investor, creditor and market confidence and Lo
sustain fulure business development, The Group manages its capital siructure 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 1ssue of new shares.

The CFO 1s responsible for the capital planning process Capital planning includes capital adeguacy reporting, economic
capital and parameter estimatton, | e. probability of default [PD) and loss given default [LGD] estimates, used for the
caleulation of economic capital The CFO 1s also responsible for the balance sheet management framework
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Group structure and overall risk and capital management [cont nuedi

2.2 Risk and capital management [conti-uedi

23

2.4

The governance structure for risk and capital management 1s set out In the table below -

Board of Directors
Board Audit Committee Board Risk Policy Committee
Chief Executive Officer
Management Committee Group Risk Committee Assets and Liabilities Committee
(Chairman: CEOQJ (Chairman: CROJ {Chairman: CFQ)

The risk, Liguidity and capital management responsibilities are set out in the table below -

Chief Executive Officer
Chief Financiat Officer Chief Risk Officer
(CFO) (CRO)
Balance sheet management framework Risk management framework and polictes
Capital management framework Group credit control
Credit risk
Markel risk
Operational risk
Liquitity risk

Risk types

The major risks associated with the Group's business activities are credit, market, operational and Liguidity nisk 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 2 pillar in which the risks are addressed.

Risk in Pillar 1
Pillar 1, which forms the basis for the calculation of the regulatory capital requirement, addresses three specific risk
types: credit, market and operational risk

Credit risk

Credit sk 1s the risk that a customer, counterparty or an issuer of secunties or other financial instruments fails
to perform under its contractual payment obligations thus causing the Group to suffer a loss in terms of cash flow
or market value. Credit nisk 1s the predominant risk type faced by the Group in its banking, investment and treasury
activilies, beth on- and off-balance sheet. Where appropriate, the Group seeks lo minimise ils credit expesure using a
variety of techniques including, but not Lirmted to, the following -

- entering netting agreements with counterparties that permit the offsetting of recevables and payables
- obtaining collateral

- seeking third party guarantees of the counterparty’s ohligations

- Iimposing restrictions and covenants on borrowers
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a)

b)

Group structure and everall risk and capital management [con” rued]
Risk in Pillar 1 [continued]

Credit risk [continued)

Credit risk Is actively managed and rigorously monitered (n accordance with well-defined credit policies and procedures.
Prior to the approval of a credit proposal, a detailed credit risk assessment s undertaken which includes an analysis of
the obligor's financial condition, market position, business environrment and quality of management The risk assessment
generales an internal credit nisk rating for each counterparty, which affects the credit approval decision and the terms
and conditions of Lhe transaction For cross-border transactions, an analysis of country risk 1s alse conducted The credit
decision for an indmdual counterparty 1s based on Lthe aggregate Group exposure to that counterparty and allits related
entities Groupwide credit Limit setting and approval authorisation requirements are conducled within Board approved
guidelines, and the measurement, moritoring and control of ¢credit exposures are done an a Groupwide basis in a
consistent manner. Overall exposures are evaluated to ensure broad diversification of credit nisk. Potential concentration
risks by product, ndustry, single abligor, credit risk raling and geography are regularly assessed with a view to improving
overall portfolio diversification. Established Limits and actual levels of exposure are regularly reviewed by the Chiaf Risk
Officer, Chief Credit Officer and other members of senior management. All credit expesures are reviewed at least once
ayear Credit policies and procedures are designed to identify, at an early stage, exposures which require more detailed
monitoring and review The credit risk associated with fareign exchange and derivative instruments is assessed In a
manner similarto that associated wath on-balance sheet activities The Group principally utilises derivative transactions
to facilitate customer transactions and for the rnanagement of interest and foreign exchange risks associated with
the Group’s longer-term lending, borrowing and investment activities. Unbke on-baiance sheet products, where the
principal amount and interest generally represent the maximum credit exposure, the notional ameount relating to 2
foreign exchange or dervative transaction typically exceeds the credit exposure by a substantial margin The measure
of credit exposure for foreign exchange and derwvative instruments 1s therefore more appropriately considered to be the
replacement cost at current market rates plus an add-on amount commensurate with the pesition’s size, volatility and
remaiming Life, Dervative contracls may also carry legal risk, the Group seeks to mimimise these risks by the use of
standard contract agreements

Market risk

Market risk 1s the risk of loss of value of a financial instrument ar a portfolio of financial iInstruments as a result of
adverse changes in markel prices and rates, and market conditions such as Liguidity. Market risk arises from the Group’s
trading, asset and hiability management, and investment activities

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

Interest rate risk results from exposure to changes in the level, slope, curvature and volatility of interest rates and
credit spreads. The credit spread risk 1s the risk that the interest yield for a security will increase, with a reduction in
the secunity price, relative to benchmark yields as & result of the general market movements for that rating and class
of security tnterest rate risk 1s the principal market risk faced by the Group and arises from the Group’s investment
aclmities in debl securities, assel and liability management, and Lhe trading of debl and off-balance sheel derivalive
instruments.

Foreign exchange risk resulls from exposure to changes in the price and volatility of currency spot and forward rates.
The principal foreign exchange risk arises fram the Group's fereign exchange forward and derwvative trading actvties.

Alal Ty
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c)

Group structure and overall risk and capital management {ccn’ nued|

Risk in Pillar 1 [continued)

Market risk [continued]

Equity risk arises from exposures to changes in the price and volatilty of individual equibies or eguity Indices

The Group seeks to manage exposure to market nisk thraough the diversification of exposures across dissimilar markets
and the establishment of hedges in related secunities or off-batance sheet derwative instruments, To manage the
Group's exposures, In addition to the exercise of business judgement and management experience, the Group ulilises
Limit structures including those relating to positiens, portfolios, maturities and maximum allowable losses.

A key element in the Greup's market risk management framework 1s the estimation of potential future losses that may
anise from adverse market movermnents The Group utiises Value-at-Risk [YaR] to estimate such losses The VaR 15
derived from quantitative medels that use slatistical and simulation methods that lake aceount 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 volatilities and the correlations between these variables. The Group s VaR 1s calculated on a
Monte Carlo simulation basis using historical volatiliies and correlations te generate a prefit and loss distribution from
several thousand scenarios.

The VaR takes account of potential diversification berefits of different posittons both within and across different
portfolios Consistent with general markel practice, VaR 1s computed for all inancial instruments for which there are
readily available daily prices or suitable proxies. VaR 1s viewed as an effective nisk management teol and a valuable
addition to the non-statistically hased limat structure, It permits a consistent and uniform measurement of market risk
across all applicadle products and activities Exposures are monitored against a range of lirnits both by risk category and
portfolic and are regularly reported to and reviewed by senior management and the Board of Directors,

An inherent Umitation of VaR 1s that past market movements may not provide an accurate prediction of future market
losses Historic analyses of markel movernants have shown that extreme market movements (1.e beyond the 99 per cent
confidence level) occur more frequently than VaR models predict. Stress tests are regularly conducted to estimate 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 arcund changes in market rates
and prices resulting from pre-defined market stress scenarios, including both historical and hypothetical market events
Histarical scenzrios include the 1997 Asian crisis, the 1998 Russian crisis, the events of /11 and the 2008 credit crisis. In
addition, the Group performs stress testing based on internally developed hypothetical market stress scenarios Stress
testing I1s performed for all matenial market risk portfolios.

Operational risk

Operational risk 1s the risk of loss ansing frem inadequate or failed internal processes, people and systems or from
exlernal events, whelher intentional, unintentional or natural. It1s an inherent risk faced by all businesses and covers
a large number of petential operational risk events including business interruption and systems failures, internal and
external fraud, empleyment practices and workplace safety, customer and business practices, transaction execution
and process management, and damage to physical assets
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a)

Group structure and overall risk and capital management [cun! nued)
Risk in Pillar 1 [continued)

Operational risk [continued)

Whilst operational nisk cannot be eliminated In its entirety, the Group endeavours to minimise the risk by ensuring
that a strong control infrastructure 15 in place throughout the crganmisation, The various procedures and processes
used to manage operational risk include effective staff traiming, appropriate controls to safeguard assels and records,
regular reconciliation of accounts and transactions, close monitoring of risk limits, segregation of duties, and financial
management and reporting. In addition, other conlrol strategies, including business continuity planning and insurance,
are in place to complement the control processes, as applicable.

The Group has an independent operational risk function. As part of the Group's Operational Risk Management
Framework {ORMF], comprehensive nisk assessments are conducted, which identify aperational risks inherent in the
Croup's activities, processes and systerms The controls in place to mitigate these risks are also reviewed, and enhanced
if necessary

Risk in Pitlar 2

Other risk types are measured and assessed in Pillar 2. GIB measures and manages these nisk types although they are
not included in the calculaton of the regulatory capital adequacy ratio. Most of the Pillar 7 risks are included in GIB s
calcutation of irternal economic capital Pillar 2 risk types include liquidity risk, interest rate risk in the banking book,
business risk and concentration risk.

Liquidity risk

Liguidity risk 1s the risk that sufficient funds are not available 1o meet the Group's financial obligations on a punctual
basis as they fall due, The risk anses from the timing differences between the matunty profites of the Group’s assets and
liabilities, It includes the risk of losses arising from the following:-

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

Liguidity management policies are designed to ensure that funds are available at all times to meet the funding
requirements of the Group, even In adverse conditions In normal conditions, the objective I1s to ensure that there are
sufficient funds available not only to meet current financial commitments but also to facilitate business expansion.
These objectives are metl through the applicalion of prudent Liguidily controls. These controls provide access to funds
without undue exposure to increased costs from the liquidation of assets or the aggressive bidding for deposits

The Group s liguidity controls ensure that, over the short-term, the future profile of cash flows fram maturing assets is
adequately matched to the maturity of lrabilities Liguidity controls also provide for the maintenance of a steck of liquid
and readily realisable assels and a diversified deposil base in terms of belh maturities and range of depositors

The management of iquidity and funding 1s primarnily conducted in the Group's indwviduzl geographic entities within
approved limits. The limits ensure that contractual net cash flows occurring over the following 30 day perod do not
exceed the eligible stock of available liquid resources.

It 1s the Group's general policy thal each geographic entity should be self-sufficient in relation Lo funding its own
operations
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Group structure and overall risk and capital management [cont nued]
Risk in Pillar 2 [centinued]

Liquidity risk [conlinued]
The Group's liquidity management policies include the fellowing -

the monttoring of (I} future contractual cash flows against approved Limits, and {il the levet of iguid resources available
N a stress event

the manitering of batance sheet liguidity ratios

the monitoring of the scurces of funding in order to ensure that funding 1s derived from a diversified range of sources
- the monitering of deposttor concentratiens in order to avoid undue reliance on individual depositors

the maintenance of a satisfactory tevel of term financing

the maintenance of appropriate standby funding arrangements, and

- the mantenance of Lquidily and funding contingency plans These plans identify 2arly indicators of stress conditions
and prescribe the actions to be taken in the event of a systemic or other crisis, while minimising adverse long-term
implications for the Group's business activities.

1

Interest rate risk in the banking book

Structural interest rate risk arises in the Group s core balance sheet as a result of mismatches in the repricing of
interest rate sensitive financial assets and liabilities, The associated interest rate risk 1s managed within VaR limits and
through the use of models to evaluate the sensitivity of earnings to movements in interest rates,

Business risk

Business risk represents the earnings volatibty inherent in all businesses due to the uncertainty of revenues and costs
associated with changes in the econemic and competitive environment. Business risk 1s evaluated based on the observed
volatility 1n hustorical profits and losses.

Concentration risk
Concentration risk 1s the risk related to the degree of diversification in the credit portfolio, 1 e. the nisk inherent in doing
business with large custorners or not being equally exposed acrass industries and regions

Concentration risk 1s captured in GIB's economic capital framework Lhrough the use of a credit risk portfolioc model which
considers single-name concentrations in the credit portfotio. Economic capital add-ons are applied where counterparty
exposures exceed specified thresholds.

Potentiat concentration risks by product, industry, single obligor, and geography are regularly assessed with a view lo
improving overall portfolio diversificatien, Established lrmits and actual levels of exposure are regularly reviewed by
semor management and the Board of Directors.

Monitoring and reporting
The monitoring and reporting of rnisk 1s conducted on a daily basis for market and Liguidity risk, and on a monthly or

quarterly basis for credit and operational risk,

Risk reporting i1s regularly made ta senior management and the Board of Directors. The Board of Directors receives
internal risk reports covering market, credit, operational and liquidrty rnisks,

Capital management, including regulatary and internal economic capital ratios, 1s reported to senior management and
the Board of Direclors an a monthly basis

O
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Regulatory capitat requirements and the capital base
This section describes the Group's regulatory capital requirements and capital base.

The composition of the total regulatery capital requirement was as follows -

07% 4 2%

!

® Credit nsk capital

® Operabional risk capital
® Market nsk capital

99 1%

3.1 Capital requirements for credit risk

For regulatory reporting purposes, GIB calculates the capital reguirements for credit risk based on the slandardised
approach. Under the standardised approach, onr- and off-balance sheet credit exposures are assigned to exposure
categores based on the type of counterparty or undertying exposure The exposure categonies are referred tointhe CBB's
Basel 2 capital adequacy framework as slandard portfolios The primary standard portfolios are claims on sovereigns,
ctaims on banks and ¢laims on corporates, Following the assignment of exposures to the relevant standard portfolios,
lhe RWAs are derived based on prescribed risk-weightings Under the standardised approach, the risk-weightings are
provided by the CBB and are determined based on the counterparty’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 the exposures, RWAs and capital requirements for credit risk analysed by standard portfolio 1s presented
in the lable below -

Rated Unrated Total Average Capital
exposure exposure exposure risk weight RWA requirement
o US$ millions __US$ millions Us$ millions _ % __ US$milions US$ millions
Sovereigns 5,091.3 45 5.095.8 0% 94 11
PSEs - 17 1.7 100% 17 0.2
Banks 7.936.5 216.4 B152.9 28% 23022 2763
Corporales 1.064.4 8,684.5 §748.9 94% 21760 1,101.1 |
Eguities - 340.4 340.4 124% 5233 50.8
Past due loans - 28,0 28.0 100% 2840 3.4
Other assets 129 214.3 227.2 95% 216 4 260
14,105.1 9,489.8 23,594.9 52% 12,157.0 1,458.8

Exposures are stated after taking account of eredit risk mitigants where applicable. The treatment of credit nsk migation
15 explained in more detail in section 4 4[g) of this report

The unrated expasure to banks principally represents unrated subordinated loans lo rated banks,

The definitions of each standard portfolio and the related RWA requirements are set out in section 4 of this report

Tuln b
o
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Regutatory capital requirements and the capital base [continued}

Capital requirements for market risk
GIB uses a Value-at-Risk [VaR] modetl to calculate the regulatory capital requirements retating to general market risk,

The VaR calculated by the internal model 1s subject to a multiplication factor determined by the CBB. GIB's multiplication
factor has been set at the regulatory minimum of 3 0 by the CBB

Prescribed additions 1n respect of specific risk are made to general market risk. The resultant measure of market risk
15 multiplied by 12 5, the reciprocal of the theoretical B per cent rmimimum capital ratio, to give market risk-weighted
exposure on a basis consistent with credit risk-weighted exposure

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

Capital

RWA requirement
o ___UsSmilbens  US$millions

Interest rate risk 38 0.5
Equitres 359 4.3
Foreign exchange risk 4.2 0.5
Total general market risk R T R 53
Total specific market risk 398 4.8
83.7 10.1

Frem April 2012, the gereral markel nisk calculation includes the addition of stressed VaR in accordance with CBB

guidelines.

Capital requirements for operational risk

For regulatory reporting purposes, the capital reguirement for operational sk s calculated according to the standardised
approach. Under thig approach, the Group's average gress income over the preceding three financial years 1s multiplied
by a range of beta coefficients. The beta coefficients are determined based on the business line generating the gross
income and are prescribed in the CBB's Basel 2 capital adequacy framework and range from 12 to 18 per cenl

The capital reguirement for operational nsk at 315t December 2014 amounted to US$465,0 rmillion
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Regulatory capital requirements and the capital base (continued]

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

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

Share capital 2,500.0 - 2,500.0
Share premium 7.6 - 76
Compulsory reserve 2141 - 2141
Voluntary reserve 151.6 - 1516
Relained earnings [541.3) - [541 3]
Unrealised (losses) / gains on fair valuing equily investments [21.0] 17.9 (31
Collective impairment provisions [subject to 1.25% credit RWA limitation) - 151.2 1512
Subordinated term finance . - 300 300
Tier 1 and tier 2 capital base 2,311.0 199.1 2,510.1

Tier 1 capial 1s defined as capital of the same or close to the character of paid up capital and comprises share capital,
share premium, retained earnings and eligible reserves. Retained earnings, after inclusion of full year profits, are
included in tier 1 following the external audit. Eligible reserves exclude revaluation gains and losses arising on the
remeasurement to fair value of derwvative cash flow hedging transactions, although include unrealised gains and
losses arising on the remeasurement to fair value of eguily investment secunities classified as fair value through other
comprehensive income [FYTOCI]. Unrealised losses on equity investment securities classified as FVTOC! are included in
tier 1 capital and unrealised gains are included in tier 2 capital.

Tier 2 capital comprises qualifying subordinated term finance, collective iImpairment provisions and 45 per cent of
unrealised gross gains arising on the remeasurement to fair value of equity investment securities classified as FVTOCI

The subcrdinated term finance facilities, amounting to US$30.0 million, represent unsecured obligations of the Group
and are subordinated in right of payment to the claims of depositors and other creditors of the Group that are not also
subordinated The subordinated term finance has been approved for inclusion in tier 2 capital for regulatery capital
adequacy purposes by the CBB. During the last five years before contractual maturity, a cumulative amortisation
(discount] factor of 20 per cent per year 15 to be applied to the facilities. At 31% December 2014, the amorusation amount
excluged from tier 2 capital amounted to US$447 8 million.

In accordance with the CBB single obligor regulations, certain large single obligor exposures that were pre-approved by
the CBB are required to be treated as regulatory capital deductions. The deductions are applied 50 per cent against tier
1 and 50 per cent against tier 2. At 31¢ December 2014, the Group had no large single ebligor exposures that required
deduction from regulatery capital.

The CBB applies varicus Umits fo elements of the regulatory capital base The amount of innovative tier 1 securities
cannat exceed 15 per cent of tolal tier 1 capital, qualifying ter 2 capital cannot exceed tier 1 capital, and qualifying
subordinated term finance cannet exceed 50 per cent of tier 1 capital. There are also restrictions on the amount of
collective impairment provisions that may be included as part of tier 2 capital.
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4.1

Regulatory capital requirements and the capital base {continued|

Capital base [continued)

In accordance with the CBB's Basel 2 capital adequacy framework, securitisation exposures that are rated below BB- or
that are unraled are lo be deducted from regulatory capital rather than included in RWAs At 31 December 2014, the
Group had no exposure to securitisations

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 safeqguards te ensure minimum requlatery capital requirements
are met for subsidiary companies

Credit risk ~ Pillar 3 disclosures
This section describes the Group's exposure to credit nisk and provides detailed disclosures on credit nsk in accordance
with the CBB's Basel 2 framework in relation to Pillar 3 disclesure requiremnents.

Definition of exposure classes

GIB has a diversified on- and off-balance sheet credit portfclio, the exposures of which are divided into the counterparty
exposure classes deflined by the CBB's Basel 2 capital adequacy lramework for the standardised approach for credil
risk. A high-level description of the counterparty exposure classes, referred to as standard portfolios inthe CBB s Basel
2 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 severeigns portfolio comprises expesures to governments and their respective central banks The nsk weights are 0
per cent for exposures in the relevant domestic currency, orin any currency for exposures to GCC gevernments, Foreign
currency claims on other severeigns are risk-weighted based on their external credit ratings

Certain multilateral development banks as determined by the CBB may be included in the sovereigns portfolic and
treated as exposures with a 0 per cent risk-weighting

PSE portfolio

Public sector entities [PSEs) are nisk-weighted according lo 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
regulater

Banks portfolio
Claims on banks are risk-weighted based on their external credit ratings. A preferential risk weight treatment s available
for qualifying short-term exposures Short-term exposures are defined as exposures with an original tenor of three
manths or less.

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

Corporates portfolio

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

-
£ -
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4.3

Credit risk - Pillar 3 disclesures [continued)
Definition of exposure classes (conlinued]

Equities portfolio

The equities portfolio comprises equity investments in the banking book, 1@ In the Investment secunities portfolio and
non-qualfying equities and funds in the trading portfelio. The credit [specific) risk for qualifying equities in the trading
book 1s included in market nsk RWAs for requlatory capital adequacy calculation purposes.

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

In addition to the standard portfoligs, other exposures are assigned to the following exposure classes -

Past due exposures

All past due loan exposures, irrespective of the categorisation of the exposure f it were performing, are classified
separalely under the past due exposures assel class. A risk-weighting of either 100 per cenl or 150 per cent 15 applied
depending en the level of provision maintained against the toan

Other assets and holdings of securitisation tranches
Cash balances are risk-weighted at 0 per cent, other assets are nsk-weighted at 100 per cent.

Securitisation tranches are risk-weighted based on their external credit ratings and tenor. Risk-weightings range from
20 per cent to 650 per cent Exposures to securitisation tranches that are rated below BB- or are unrated are deducted
from regulatory capital rather than being subject to a risk weight,

External rating agencies

GIB uses ratings 1ssued by Standard & Poor’s, Moody's and Fitch to derive the risk-weightings under the CBB's Basel 2
capital adequacy framework, Where ratings vary between rating agencies, the highest rating from the lowest twe ratings
1s used to derive the risk-weightings for requlatory capital adequacy purposes

Credit risk presentation under Basel 2
The credit nsk exposures presented in this report may differ from the credit risk exposures reported in the consolidated
financial statements. Differences arise due to the application of different methodologies, as illustrated below -

Under the CBB's Basel 2 framework, off-balance sheet exposures are converted into credit exposure equivalents by
applying a credit conversion factor [CCF). The off-balance sheet exposure 1s multipliad by the relevant CCF applicable
to the off-balance sheel exposure category. Subsequently, the exposure 1s treated 1n accordance with the standard
portfolios referred to in section 4.1 of this report in the same mannrer as on-balance sheet exposures

- Credit nisk exposure reporting under Pillar 3 1s frequently reported by standard portfolios based on the type of
counterparty, The financial statement presentation 1s based on asset class rather than the relevant counterparty. For
example, a loan to a bank would be classified in the Banks standard portfolio under the capital adequacy framework
although 1s classified in laans and advances in the consclidated financial staterments.

Certain eligible collateral i1s applied to reduce exposure under the Basel 7 capital adequacy framework, whereas no
such collateral netting 1s applicable in the consoclidated financial statements.

o [

LTS
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a)

Credit risk - Pillar 3 disclosures (continued}

Credit risk presentation under Basel 2 [continued]
- Based on the CBB s Basel 2 guidelines, certain exposures are erither included n, or deducted from, regulatory caprtal
rather than treated as an assel as in the conscolidated financial statements.

- Under the CBB's Basel 2 capital adequacy framework, externat rating agency ratings are based on the highest rating
from the lowest two ratings, while for intarnal credit risk management purposes the Group uses the lowest rating.

Credit exposure

Gross credit exposure
The gross and average gross exposure to credit risk before applying collateral, guarantees, and other creditenhancements
was as follows -

Gross credit  Average gross
exposure credit exposure

__ e US$ milliens Us$ milliens
Balance sheet items:-
Cash and other liquid assets 24726 2,210.4
Securities purchased under agreements to resell 1,305 2 2,645.6
Placements 51805 5,395.6
Trading securities 727 60.3
Investment securities 3,944 5 3.722.9
Loans and advances 7.931.5 8,2065.4
Accrued (nterest receivable L o 93.6 947
Total on-balance sheet credit exposure T _ 21,000.6 22,334.9
Off-balance sheet items:-
Credit-related contingent tems 3,976.0 4,725.3
Dervalive and foreign exchange instruments 2394 315.7
Total off-balance sheet credit exposure 42154 50410
Total gross credit exposure 29,216.0 27,375.%

The average gross credit expesure 1s based on dally averages during the year ended 31% December 2014.

The gross credit exposure for dervative and foreign exchange instruments Is the replacement cost [current exposure]
representing the cost of replacing the contracts at current market rates should the counterparty default prior to the
setllement date. The gross credit exposure reported in the table above does not include potential future exposure
Further details on the counterparty credit risk relating to off-balance sheet exposures are set out in section 7.3(a) of this
report
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4, Credit risk - Pillar 3 disclosures [continued)

4.4 Credit exposure (continaed|

b) Credit exposure by geography

The ctassification of credit exposure by geography, based on the location of the counterparty, was as follows -

Placements,
reverse repos Accrued
& other liquid Loans and interest Off-balance
assets Securities advances receivable sheetitems Total
_ . US$ millions  US% miltions  US$ millions  US$ millons  US$ milbons  US$ millions
GCC 3,7650 1,853 6 7.430.9 56.8 3,425.2 16,531.5
Other MENA - 58 152 01 25% 470
Europe 39721 1,315.5 3388 277 458.4 £,112,5
North America 804 8 497.4 932 50 248.4 1,648 0
Asia 416.4 334.5 8.0 38 57.5 8202
Latin America - 102 £5.4 0.2 - 558
8,958.3 4,017.2 7,931.5 93.6 4,215.4 25,216.0
The MENA region comprises the Middle East and North Africa.
¢) Credit exposure by industrial sector
The classification of credit exposure by industrial sector was as follows -
Placements,
Feverse repos Accrued
& other liquid Loans and interest Off-balance
assets Securities advances receivable sheetitems Total
_ US$ mutlions  USS millions  USS millions  US$ millions _US$ mitliens _ US$ millions
Financial services 5,403,2 1,712 5 1,2975 43.4 529.8 8,986.4
Government 3,5551 14234 - 15.6 154.4 51487
Energy, ol and petrochemical - 357 4 1,898.3 8.7 4801 2,944 5
Canstruction - - 663.9 32 1.969.4 2.6365
Trading and services - 6.9 1.617.0 56 3165 1,946.0
Transportatian - 498 9935 20 107.7 1,153.0
Manufacturing - - 878.0 32 225.5 1,106.7
Equity investments - 380,32 - - 3.2 3835
Communication - 68.2 24% 0 11 45.8 364.1
Real estate - 18.5 1332 05 0.2 152.4
Other B ) - - 2011 103 1828 3942
8,958.3 4,017.2 7,931.5 93.6 4,215.4 25,2156.0
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4.4

d)

Credit exposure (ccnlin.ed]

Credit exposure by internal rating
The credit risk prefile based on internal credil ratings was as follows -

Credit risk - Pillar 3 disclosures (cortinuag)

Placements,
reverse repos Accrued
& other liquid Loans and interest Off-balance

assets Securities advances receivable sheet items Total
e US$ milliens  US$ millions B US% millions  US$ millons  US$ millions  US$ millions
Neither past due nor impaired
Rating grades 1 to 4- 8,858.3 3,636 9 4,801 4 80.9 185618 19,239.3
Rating grades 5+ to 5- 1006 - 2,767 8 121 2,255 5 5,135.4
Rating grades 6+ to é- - - 3462 0.6 76 8 423.6
Raling grades 7 - - - - 133 13.3
Rating grades 8 - - - - 48 48
Equity investments - 380.3 - - 32 3835
Carrying amount 89583 40172 7.9154 936 42154 251999
Past due but not impaired
Rating grades 1to 7 - - 6.7 - - ) 6.7
Carrying amount I - 6T - - 6.7
Past due and individually impaired
Rating grade 8 - - 3.8 - - 3.8
Rating grade ¢ - - 56 - - 5.6
Carrying amount - - 9.4 - - 9.4

8,958.3 4,017.2 7,931.5 93.6 4,215.4 25,215.0

The analysis Is presented prior to the application of credit risk mitigation techniques.

The Group's internal credit rating system 1s commented on in more detail in section 8 1 of this report
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Credit risk - Pillar 3 disclosures lco-tinued)
Credit exposure [continued)

Credit exposure by maturity
The matunty profile of funded credit expesures based on contractual maturity dates was as follows -

Placements,
reverse repos Accrued
& other liquid Loans and interest
assets Securities advances receivable Total

us$ millions  US$ millions  US$ millons  US$ millions  US$ millions

Within 3 months 7.644 1 4337 26230 742 10,774 4
4 months to 1ysaar 1,314 2 h28.1 16865 19.4 35482
Years 2to b - 24541 26504 - 5,104.,5
Years 6 to 10 - 198.1 6987 - 896.2
Years 11 to 20 - 26.7 257.2 - 283.9
Over 20 years and other - 377.1 163 - 3934

8,958.3 4,017.2 7,931.5 93.6 21,000.46

An analysis of off-balance sheel exposure 15 set out in section 7 of this report
Secunties exposure over 20 years comprises equity investments and the secunities non-specific provision

Equities held in the banking book

Equity investments included in investment secunties in the consolidated balance sheel are inciuded in the equities
standard portfolio 1n the Pillar 1 credit nsk capital adequacy framework Such equity investment securities principally
comprise listed equities received in settlerment of a past due loan, iInvestments of a private equity nature, and investments
in funds managed by speciatist managers.

At 31 December 2014, equity investment securities held in the banking book amounted te US$307 é million, of which
US$174 8 million comprised listed equities receved in settlement of a secured past due loan and US$21.8 million
comprised managed funds.

During the year ended 31% December 2014, US$3.8 million of gains were realised on equity investments. At 31%
December 2014, gross unrealised gains on equity investment securities amounted to US$3% 7 million. 45 per cent of
the unrealised gains, or US$17.9 millian, was included in tier 2 capital. Gross unrealised losses on equity investment
secunities amounted to US$21.0 million and were deducted from tier 1 capital in accordance with the CBB's Basel 2
capital adequacy framework.

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 iterns and guarantees which can be used for credit misk mitigation under the
capital adequacy lramework are referred lo as eligible collateral. Only cerlain lypes of collateral and some i1ssuers
of guarantees are eligible for preferential nsk weights for requlatory capital adequacy purposes. Furthermore, the
collateral managerment precess and the terms in the collateral agreements have to fulfil the CBB's prescribed minimum
requirements [such as procedures for the monitaring of market values, insurance and legat certaintyl set out in their
capital adequacy regulations,

IETa
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q)

Credit risk = Pillar 3 discltosures [cor tinued)
Credit exposure (continaed)
Credit risk mitigatien [continued)

The reduction of the capital requirement attributable to credit risk mitigation 1s calculated in different ways, depending
on the type of credit nsk mitigatien, as follows -

Adjusted exposure amount GIB uses the comprehensive method for financial collateral such as cash, bonds and
shares, The exposure amount i adjusted with regard to the financial collateral. The size of the adjustment depends
an the volatility of the collateral and the exposure. GIB uses volatility adjustments specified by the CBB, known as
supervisory haircuts, to reduce the benefit of collateral and to increase the magnitude of the exposure.

Substitution of counterparty The substitution methed 1s used for guarantees, whereby the rating of the counterparty 1s
substituted with the rating of the guarantor. This means that the credit riskin respect of the counterparty 1s substituted
by the credit risk of the guarantor and the capital regurrement 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 a variety of credit risk mitigation technigues in several different markets which contribute to risk diversification
and credit protection The different credit nsk mitigation techniques such as collateral, guarantees, credit derivatives,
netting agreements and covenants are used to reduce credit risk All credit risk mitigation actwities are not necessarily
recognised for capital adequacy purposes as Lhey are not defined as eligible under the CBB's Basel 2 capilal adequacy
framework, e g covenants and non-eligible tangible coliateral such as unquoted equities.

Exposures secured by eligible financial collateral, guarantees and credit derivatives, presented by standard portfolio
were as follows -

Exposure before Eligible Eligible guarantees

credit risk mitigation collateral or credit derivatives

US$ millions Us$ millions US$ millions

Sovereigns 50.2 - 50.2

Banks 2,533.8 1,955 5 532.3
Corporates 2593 1221 -

Guarantees and credit derivatives

Only eligible providers of guarantees and credit dervalives may be recognised in the standardised approach far credit
risk. Guarantees ;ssued by corporate entities may only be taken into account If their rating correspends to A- or higher
The guaranteed exposures recewve the risk weight of the guaranter.

GIB uses credit dervatives as credit risk protection only to a imited extent as the cradit portfolio 1s considered to be well
diversified.

&
AR
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4.5

Credit risk - Piliar 3 disclosures [continued)
Credit exposure [continLed|
Credit risk mitigation [continued)

Collateral and valuation principles

The amount and type of callatersl 1s dependent upon the assessment of the credit risk of the counterparty The market/
fair value of the collateral 1s actively menitored on a regular basis and requests are made for additional collateral in
accerdance with the terms of the facility agreements In general, lending 1s based on the customer's repayment capacity
rather than the collateral value However, collateral s considerad the secondary alternative if the repayment capacity
proves inadequate. Collateral 1s net 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

Impaired credit facilities and provisions for impairment

Indwidually impaired financial assets represent assets for which there 1s cbjective ewidence that the Group will not
collect all amounts due, including beth principal and interest, 1n accordance with the contractual terms of the obligation.
Objective evidence that a financial asset 1s impaired may include a breach of contract, such as default or delinquency in
interest or principal payments, the granting of a concessian that, for economic or legal reasons relating lo the borrower’s
financial difficulties, would not otherwise be considered, indications that it 1s probable thal the berrower will enter
bankruptcy or other financial re-organisation, the disappearance of an active market, or other observable data relating
te @ group of assets such as adverse changes in the payment status of borrowers or ssuers in the group, or economic
condibions that correlate with defaultsn the group

Provisions for impairment are determined based on the difference between the net carrying amount and the recoverable
amount of a financial asset The recoverable amount 15 measured as the present value of expected future cash flows,
including amounts recoverable from guarantees and collateral

Provisions for impairment are alse measured and recognised on a cotlective basis In respect of impairments that exist
at the reperting date but which will onty be indwidually identified in the future. Future cash flows for financial assets that
are collectively assessed for imparment are estimated based on contractual cash flows and historical loss experiences
for assets with similar credd risk characteristics. Historical loss experience I1s adjusted, based on current observabie
data, to reflect the effects of current conditions that did not affect the period on which the historical loss experience
is based Provisions for impairment are recognised in the consolidated statement of income and are reflected in an
allowance account against loans and advances and investment securities,
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b)

€)

d)

Credit risk - Pillar 3 disclosures [contnued)
Impaired credit facilities and provisions for impairment [continued!

Impaired loan facilities and related provisions for impairment
Impaired loan facitities end the related provisions for impairment were as follows -

Gross Impairment
exposure  provisions Net exposure
US$ millions Us$ millions __ US% millions.

Corporates 3351 3257 9.4
Financial institutions 127 4 127 4 -
462.5 4£53.1 9.4

The gross amount of specifically provisioned loans al 31% December 2014 was US$462,5 mullion, Tolal specific provisicns
at 31¥ December 2014 represented 98 0 per cent of loans against which a specific provision had been made.

The impatred loan facilities were principally to counterparties in the GCC.

Provisions for impairment - loans and advances
The movements in the previsions for the impairment of leans and advances were as fellows -

Specific provisions
Financial Collective Total
Corporates institutions Total provisions  provisions
US4 millions US% millions US$ millions US$ millions US$ millions

At 1% January 2014 2955 127.8 423.3 1468.0 591.3
Exchange rate movements o1 10.4) (0.5] - (03]
Amounts reallocated 200 - 20.0 [zo 0l -

Charge for the year 103 - 10.3 - 103
At 31 December 2014 325.7 127.4 4531 148.0 01,1

Impaired investment securities and related provisions for impairment
Thers were na impaired debt investment securities at 31 December 2014.

Provisions for impairment - investment securities
The movements in the provisiens for the iImpairment of investment securities were as follows -

Specific Collective Total
provisions  provisions  provisions
Us$ millions US$ millions Us%$ millions

At 1% January 2014 - 7.7 77
Release for the year - o - [45] (4.5]
At 31* December 2014 - 3.2 3.2

At 31 December 2014, the prowvisions for the impairment of investrent secunities entirely comprised non-specific
provisions for debt investmenl secunities determined on a colleclive basis

AHL. ok

Eh T
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4.6

a)

Credit risk - Pillar 3 disciosures ico~linuga
Impaired credit facilities and provisions for impairment [continued]

Provisions for impairment - investment securities (continued|

The provision release during the year ended 31* December 2014 arose on an adjustment to the historical loss estimate
te reflect the effects of current conditions in relation to the investment-grade rated debt securities. The probabilities
of default applied In the calculation of the collective provisions for impairment at 31+ December 2014 nevertheless
continued to reflect stressed probabilities of default and exceeded prevailing default levels,

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 is overdue by 90 days whereupon unpaid and accrued interest is reversed
from meceme Interest on non-accrual faciities 1s included in income only when recewved Credit facilities classified as
past due are assessed for impairment in accordance with the IFRS guidelines as set out in section 4.5 of this report. A
specific provision 1s established only where there 1s objective evidence that a credit facility 1s impaired

Loans
The gross and carrying amount of leans for which either principal or interest was over 90 days past due were as follows -

Carrying
Gross amount
Us$ millions USS$ millions

Corporates 3351 9.4
Financial Institutions _ 134.1 6.7
469.2 16.1

The past due loan facilities were principally to counterparties in the GCC.
Non-specific loan provisions of US$148.0 million represented 9.2 times the net carrying amount of past due loans

The overdue status of gross past due loans based on original contractual maturities were as foliows -

Less than Years Over
1 year 2and 3 dyears Total
US$ millions USS millions Us$ millions Esﬁ millions

Corporates 66.7 417 2267 3381
Financial Institutions i - 67 127.4 134.1
66.7 48.4 354.1 469.2

Investment securities
There were nc debt investment securities for which ether principal or interest was cver 90 days past due.
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5.1

5.2

Market risk - Pillar 3 disclosures

Market risk

Market nsk is the risk of loss due to adverse changes ininterest rates, foreign exchange rates, equity prices and market
conditions, such as Liquidity, The principal market risks to which the Group 1s exposed are inleresl rate risk and fareign
exchange nsk associated with its trading, imvestment and asset and lLability management activities. The portfelio
effects of holding a diversified range of instruments across a variety of businesses and geographic areas contribute to a
reduction in the potential negative impact on earnings from market risk factors.

The Group s trading and foreign exchange activilies principally comprise trading in debt securities, foreign exchange
and derwative financial instruments Dervative financial instruments include futures, ferwards, swaps and options in
the interest rate and foreign exchange markets The Group manages and controls the market sk within its trading
portfolios through Limit structures of both a VaR and non-VaR nature, Non-VaR based constraints relate, inter alia, to
positions, volumes, concentrations, allowable losses and maturities,

VaR model

A key element in the Group's rarket risk management framework 1s the estimation of potential future tosses 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 multiplication factor to be applied to the VaR calculated by the mnternat model has been set at the
regulatory minimum of 3 0 by the CBB.

An inherent imitation of VaR 1s that past market movements may nol provide an accurale prediction of future market
losses Historic analyses of markat movements have shown that extreme market movements {| e. beyond the 99 per
cent confidence level] occur more frequently than VaR models predict. Stress tests are therefore regularly cenducted to
estimate the potential economic losses in such abnormal markets Stress testing combined with VaR provides a maore
comprehensive picture of market risk. The Group regularly perfoerms stress tests that are constructed around changes in
markel rates and prices resulling from pre-delined market slress scenarios, including both historical and hypathetical
market events. Hislorical scenaries include the 1997 Asian crisis, the 1998 Russian crisis, the events of /11 and the
2008 credit crisis In addition, the Group performs stress testing based on internally developed hypothetical market
stress scenarios, Stress testing 1s performed for all material market risk portfolios.

From April 2012, the CBB has required that the VaR used for requlatary capital adequacy purposes incorporate a stressed
VaR measure This measure s intended to replicate the VaR for the Group's market risk exposures during periods of
stress, The stressed VaR 1s increased by the multiplication factor and then added to the actual VaR to determine the
regulalory capital requirement for market risk.

A key opjective of asset and Lability management 1s the maximisation of net interest 1ncome through the proactive
management of the asset and lability repricing profile based on anticipated movements in interest rates VaR-based
Limits are utilised to manage the risk associated with fluctuations in interest earnings resulting from changes in interest
rates The asset and lizbility repricing profile of the various assel and liabilily estegories s sel out in section 8.2(c) of this
report.

For internal risk management purpeses, the Group measures losses that are anticipated to occur within a 95 per cent
confidence level, Internally, the Group measures VaR utitsing a one month assumed holding period for both trading
and banking ook positions For regulatery capital adequacy purposes, the figures are calculated using the regulatory
VaR basis al a 99 per cent confidence level [2 33 standard deviations] and a ten-day holding period using one-year
unwelghted historicat datly movements in market rates and prices. Correlations across broad risk categories are
excluded fer regulalory capital adequacy purposes



133

Risk management and capital adequacy report!.. .
31 December 2014

5.2

Market risk - Pillar 3 disclosures [cortinued]

VaR model [continued]
The VaR for the Group's trading pesitions as calculated in accordance with the regulatory parameters set out sbove, was
as follows -

31.12.14 Average High Low

- e Us$ milliens US$ millions _ US$ millions US$ millions
Total VaR 0.4 01 0.4 -
Total undiversihied slressed VaR 0.6 0.3 1.5 0.1

The graph below sets out the total VaR for atl the Group’s trading activities at the clese of each business day throughout
the year ended 31% December 2014 -

Trading Value-at-Risk daily develepment
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The increase in the total VaR in October 2014 was attributable to equities acquired in relation to Investment banking
activities undertaken by the Group The equities were held with the intention of selling in the near future.
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5.2 VaR model [continued)

5.3

The dally trading profits and losses during the year ended 31% December 2014 are summarised as follows -

Histogram of daily trading profits & losses

Frequency Idays)

[20]-0 0-20 20-40 40-60 60-80  80-100 100-120 120-140 140-140 140-180 t80-200 200-220 220-240 5240

Daily profits / llosses)
US$ thousands

The Group conducts daily VaR back testing both for regulatory compliance purposes and for the internal evaluation of
VaR against actual trading profits and losses, During the year ended 31¢" December 2014, there were no instances of a
daily trading loss exceeding the trading VaR at the close of business on the previcus business day.

The five largest daily trading losses during the year ended 31 December 2014 compared 1o the 1-day VaR at the close
of business on the previous business day were as follows -

Daily trading losses 1-day VaR
. I US$ th ds US$ thousand:

34 Qctober

7 5
5" December [ 143
9 May 5 10
10t Qctober 5 125
24™ January 3 14

Sensitivity analysis
The sensitivity of the interest rate risk in the banking book to changes in interest rates s set out In saction 8.2(c] of this
report

The Group s investment debt securities are measured at amortised cost However, the Group nevertheless monitors the
impact of changes (n credit spreads on the fair value of the debt secunities
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Operational risk — Pillar 3 disclosures

Operational risk

Whilst operational risk cannot be eliminated in 1ts entirety, the Greup endeavours to mintimise 1t by ensuring that a
strang control infrastructure 1s in place throughout the orgamisation The various procedures and processes used (o
manage operational risk include effective staff training, appropriate controls to safeguard assets and records, regular
reconciliation of accounts and transactions, close monitering of nisk Limits, segregation of duties, and financiat
management and reporting In addition, other cantrol 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 Framewerk (ORMF), comprehensive risk self-assessments are
conducted, which identify the operational risks inherent in the Group's activities, processes and systems. The controts
in place to mitigate these risks are also reviewed, and enhanced as necessary A database of measurable operational
risk events 1s maintained, together with a record of key risk indicators, which can provide an early warning of possible
operational risk.

The capital requirement for operaticnal risk 1s calculated for regulatory purposes according to the standardised
approach, in which the regulatory capital reguirement is calculated based on a range of bela coeflicienls, ranging from
12to 18 per cent, applied to the average gress income for the preceding three financial years for each of eight predefined
business lines. Consequently, the operational risk capital requirement 15 updated only on an annual basis

Off-batance sheet exposure and securitisations
Off-balance sheel exposures are divided into two exposure types in accordance wilh the calculation of credit risk RWAs
in the CBB's Basel 2 capital adequacy framework -

Credit-related contingent items. Credit-related contingent items comprise guarantees, credit commitments and
unutilised approved credit facilities

Derwative and foreign exchange instruments Derivative and foreign exchange instruments are contracts, the value of
which 1s derived from ane or more underlying financial instruments cr indices, and inciude futures, forwards, swaps
and options (n the interest rate, foreign exchange, equity and credit markets

In addition to counterparty credit risk measured within the Basel 2 credit risk framework, derivatives also incorporate
exposure to market risk and carry a potential market risk capital requirement, as commented on In more detail In
saction 5 of this report

For the two off-balance exposure types, there are different possibie values for the calculation base of the regulatory
capital requirement, as commented on below -

Credit-related contingent items

For credit-relaled conlingenl items, the notianal principal amount 1s converted Lo an exposure at default (EAD] through
the application of a credit conversion factor [CCF) The CCF factor 1s 50 per cent or 100 per cent depending on the type
of contingent item, and 1s intended to convert cif-balance sheet notional amounts into equivalent an-balance sheet
EXpOsures,

Credit commitments and unutilised approved credit facilities represent commitments thal have not been drawndown
or utilised The notional amount pravides the calculation base to which a CCF s applied fer calculating the EAD The
CCF ranges between 0 per cent and 100 per cent depending on the approach, product type and whether the unutilised
amounts are unconditionally cancellable or irrevocabte

B -
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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
conlingent category -

Notional
principal Capital
amount RWA requirement

US$ milliens Us$ millions US%$ millions

Direcl credit substitutes 5283 4705 56,5
Transaction-related contingent items 2.058,2 7983 958
Shart-term self-liquidating trade-related contingent items 498.4 750 90
Commitments 891.1 3733 448

- o 3,976.0 17171 2081

Cemmitrents include undrawn lean commitments and underwriting commitments under note 1ssuance and revolving
factlities, and may be drawndown on demand.

The notional principal amounts reported above are stated gross before applying credit nisk mitigants, such as cash
collateral, guarantees and counter-indemnities, At 31# Decemnber 2014, the Group held cash collateral, guarantees,
counter-indemnities or other high quality cellateralin relation Lo credit-related contingent ttems amounting to U5$524.9

million,

Derivative and foreign exchange instruments

The Group utilises derivative and foreign exchange instruments to meet the needs of its customers, 1o generate trading
revenues and as part of its asset and Liability management activity te hedge tts own expesure to market rnisk, Oerivative
and foreign exchange instruments are subject to the sarme types of credit and market risk as other financial instruments
The Group has appropriate and comprehensive Board-approved policies and procedures for the control of exposure (o
both credit and market risk from its derivative and foreign exchange activities

In the case of derivative transactions, the notional principal typically does not change hands. lt 1s simply a guantity
which 1s used to calculate payments, While netional principal 1s a volume measure used in the dervative and foreign
exchange markets, 1t 1s neither a measure of market nor credit nsk The Group’s measure of credit exposure 15 the cost
of replacing contracts at current market rates sheuld the counterparty default prior to the settlement date. Credit sk
amounts represent the gross unrealised gains on nen-margined transactions before taking account of any collateral
held or any master netting agreements in place,

The Group participates in both exchange traded and over-the-counter [OTC] derivative markets. Exchange traded
Instruments are executed through a recognised exchange as standardised contracts and primarily compnse futures and
options, OTC contracts are executed between two counterparties who negotiate specific agreement terms, including
the undertying instrument, notional amount, maturity and, where appropriate, exercise price. In general, the terms and
conditrons of these transacticns are tailored to the requirements of the Group s customers although conform ta normal
market practice Industry standard documentation i1s used, most commonly n the form of a master agreement The
existence of a master netting agreement s intended to provide protection to the Greup in the event of a counterparty
default,

The Group's derivative and foreign exchange acliviies are predeminantly short-term :n nature Transactions with
maturities over one year principally represent either fully offset trading transactions or transactions that are designated,
and gualify, as fair value or cash flow hedges.

A
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Off-balance sheet exposure and securitisations [continued)

Derivative and foreign exchange instruments [continued)
The aggregale nolional amounts for dervative and foreign exchange instruments at 31% December 2014 were as follows -

Trading Hedging Total
USS millians US$ miltions US$ millions

Foreign exchange contracts -

Unmatured spot, forward and futures contracts 3.912.4 33414 7,253.8
Options purchased 1,908.4 - 1.908.4
Options wnitten o 1,908.4 - 1.508.4

7729.2 33414 11,070.6

Interest rate contracts -

Interest rate swaps 952.2 10,732.9 11,6851
Cross currency swaps - 533.3 533.3
Options, caps and floors purchased 12.4 - 12 4
__Opliens, caps and floors written 124 - 124
o o - 977.0 11,266.2 12,243 2
Comrnodity contracts -
Oplions and swaps purchased 162 - 162
Options and swaps written 162 - 6.2
37 4 - 32.4

8,738.6 14,607.6 23,346.2

Counterparty credit risk

Counterparty credit rsk 1s the risk thal a counterparly lo a conlracl in the interest rate, fereign exchange, equily or credit
markets defaults prior to the maturity of the contract. The counterparty credit risk for derivative and foreign exchange
instruments 1s subject to credit lirmits on the same basis as other credit exposures. Counterparty credit nisk arises in
both the trading book and the banking book.

Counterparty credit risk calculation

For regulatory capital adequacy purposes, GIB uses the current exposure methed to calculate the exposure for
counterparty credit risk for dervative and foreign exchange instruments in accerdance with the credit nisk framewaork in
the CBB's Basel 2 capital adequacy framewark Credit exposure comprises the sum of current exposure [replacement
cost) and potential future exposure. The potential future exposure s an estirnate, which reflects possible changes in
the market value of the indwidual contract during the remaining life of the contract, and 1s measured as the notional
principal ameunt multiplied by a risk weight. The rnisk weight depends on the risk categorisation of the contract and the
contract s remaining tife. Netting of potential future exposures on contracts within the same legally enforceable netting
agreement 1s done as a function of the gross potential future exposure

[E R
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7. Off-balance sheet exposure and securitisations .conlinued)
7.3 Counterparty credit risk [continued]

al Counterparty credit risk calcutation (continued)

The EAD, RWAs and capital requirements for the counterparty credit risk of derivative and foreign exchange instruments

analysed by standard portfolio, 1s presented in the table below -

Exposure at Default [EAD)

Current Future Total Capital
exposure exposure exposure RWA reguirement

US$ millions US$ millions US$ millions US$ millions _US5% milliens

Banks 1159 111.8 2277 543 6.5

Governments 653 36.% 102 2 - -

Corporates 58.2 285 86 7 828 g9
23%.4 177.2 L1686 137.1 16.4

bl Mitigation of counterparty credit risk exposure

Risk mitigalion techniques are widely used to reduce exposure to single counterparties The most common risk mitigation
technique for derivative and foreign exchange-related exposure I1s the use of master netting agreements, which allow the
Group to net positive and negative replacement values of coentracts under the agreement in the event of default of the

counterparty

The reductlion of counterparty credit risk exposure for derivative and foreign exchange instruments through the use of

risk mitigatien technigues 1s demonstrated as follows -

Effect Netted
Current of netting current
exposure agreements exposure

Us$ millions Us$ millions Us$ millions

Counterparty credit risk exposure 239.4 [17.8] 221.4

7.4 Securitisations

Securitisations are defined as structures where the cash flow fram an underlying pool of exposures 1s used to secure
al least two different stratiled risk positiens or tranches reflecting different degrees of credit risk. Payments to lhe
investors 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 2014, the Group had ne exposure to securitisation tranches.

The Group provides collateral management services Lo five collateralised debt obligations [CDOs] 1ssued between 2002
and 2006. The CDOs are intended to extract relative value from a wide range of asset classes across a broad spectrum of
credit ratings, The underlying collateral of the C0Os includes leveraged loans, residential and commercial real estate,
consumer finance, lending to small and medium sized enterprises, and other recewvables. Each CDO holds up te 55

individual iInvestments.

At 31* December 2014 the underlymng mvestments in the COOs for which the Group acted as collateral manager

amounted to US$0 6 billion. At 31% December 2014, GIB did not hold any exposure to CD0s managed by the Group,

2
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8.1

Internal capital including other risk types
GIB manages and measures other risk types that are not included under Pillar 1 t1n the CBB's Basel 2 framework These
are principally covered in the Group's internal economic capital model

This section describes GIB's economic capital model and discusses the trealment of Lhe other risk lypes Lhat are not
addressed in Piller 1 of the CBB s Basel 2 framework

Ecenomic capital model
For many years, GIB has applied econarmic capital and nisk-adjusted return on capital [(RARDOC] methodctogies which are
used for both decision making purposes and performance reporting and evaluation,

GIB calculates economic capital for the following major risk types credit, market and operating risk. Operating risk
includes business risk. Additionaily, the economic capital model explicitly incorporates concentration risk, interest rate
risk in the banking book and business risk

The compesition of eccnomic capital by risk lype and business unit was as follows--

Risk type Business unit
6 9% 13%

® Credit risk capital
& Markel sk capital

® Wholesale banking
® Tieasuy

® Operaticnal nsk capital @ Financial markets

725%

The primary differences between economic capital and regulatory capital under the CEB’s Basel 2 framawork are
summarised as follows.-

- In the economic capitat methodology, the confidence level for all risk types I1s set at 9% 88 per cent, compared to 99.0
per cent in the CBB's Basel 2 framework

- Credd risk 1s calculated using GIB's estimates of probability of default, loss given default and exposures a! default,
rather than the regulatory values in the standardised approach

- The economic capital model utilises GIB's embedded internzl rating system, as described in more detail later in this
section of the report, to rate counterparties rather than using the ratings of credit rating agencies or the application
of a 100 per cent nsk-weighting for unrated counterparties

- Concentration risk is captured in the economic capital model through the use of an internal credit risk portfolio medel

and add-on factors where applicable

The eccnomic capital model applies a capital charge for interest rate risk in the banking beak

- The econamic capital model applies a business risk capital charge where applicable

Internal rating system

The ecanomic capital model 1s based on an inlernat credit rating system. The internal credit rating system 15 used
throughout the orgamisation and 1s inherent in all business decisions relating to the extension of credit. A rating 1s an
estimate that exclusively reflects the quantification of the repayment capacity of the customer, 1 e. the risk of custormer
default
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8.1

Internal capital including other risk types [cortinues]
Ecenomic capital model {continuea)

Internal rating system [continued)

The Group monitors, manages and controls credit risk exposures based on an internal credit rating system that rates
indwvidual obligors based on a rating scale from 1 to 10, subject to positive [+] and negatwve [-) modifiers for rating grades
? to 6, The internal credit rating 1s a measure of the credit-worthiness of a single 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 credil rating syslem are the mamnlenance of a single uniform standard for credit quabity measurement, and
to serve as the primary basis for Board-approved risk parameters and delegated credit authortty imits The internal
credit rating system also serves as a key Input into the Group’s RAROC performance measurement system. Ratings are
assigned to obligors, rather than facilities, and reflect a medium-term time horizon, thereby rating through an economic
cycle.

The internal ratings magp directly to the rating grades used hy the international credit rating agencies as illustrated
below -

Fitch and
Internal Standard

Internal rating grade L classification & Poor’s Moody's
Investment grade
Rating grade 1 Standard AAA Aaa
Rating grade 2 Standard AA Aa
Rating grade 3 Standard A A
Rating grade 4 Standard BBE Baa
Sub-investment grade
Rating grade & Standard BB Ba
Raling grade 4 Standard B B
Rating grade 7 Standard ccc Caa
Classified
Rating grade 8 Substandard ccC Ca
Rating grade ¢ Doubtful C C
Rating grade 10 Loss D -

The rating mapping does not intend to reflect that there 1s a fixed relationship between GIB's internat rating grades and
those of the external agencies as the rating approaches differ.
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a)

b

¢)

Internal capital including other risk types [corunuzal
Other risk types

Liquidity risk

The Group has established approved lirmits which restrict the velume of labilities maturing i the short-term An
independent risk management funchion monitars the future cash flow maturity prefile against approved Lmits on a daily
basis The cash flows are monitored against limits applying to both daily and cumulative cash flows occurring over a 30
day period. The Lquidity Limits ensure that the net cash outflows over a 30 day pericd do not exceed the eligible stock
of available liquid resources, The cash flow analysis is also monitored on a weekly basis by the Assels and Liabilities
Committee [ALCO)

Customer deposits form a significant part of the Group's funding The Group places considerable importance on
maintaining the stabibity of bath its customer and interbank deposits. The stability of depesits depends on maintaining
confidence in the Group's financial strength and financial transparency.

The funding base 1s enhanced through term financing, amounting to J5$%$3,850.7 million at 31 December 2014 Accessto
avallable but uncommitted short-term funding from Lhe Group's established Middle East and internaticnal relationships
provides additional comfort. In addition to the stable funding base, the Group maintains a stock of liquid and marketable
securities that can be readily scld or repoed.

Contractual standby facilitres are available to the Group, providing access to US$500 0 million of collateralised funding
based on pre-determined terms The facilities are available to be drawn, in full or (n part, al the Group’s discreticn up lo
23" February 2015.

At 319 December 2014, 67 6 per cent of total assets were contracted to mature within one year. With regard to deposits,
retention records demonstrate that there 1s considerable divergence between their contractual and effective maturities.

US$%.856.0 mullion or % 7 per cent of the Group's deposits at 31% December 2014 were from GCC ceountries. Historical
experience has shown that GIB's deposits from counterparties in the GCC region are more stable than deposits derved
from the international interbank market At 31* December 2014, placements and other liquid assets with counterparties
in non-GCC countries were 1.2 times the deposits received, demonstrating that the Group is a net lender of funds in the
international interbank market

Concentration risk

Concentration risk 15 the credit risk stemming from not having a well diversilied credit gortfolio, 1 e the nisk inherent In
doing business with large customers or being overexposed in particular industries or geographic regions GIB's internal
econamic capital methodology for credit risk addresses concentration risk through the application of a single-name
concentration add-on,

Under the CBB's singte obligor regulations, banks incorporated in Bahrain are required to obtain the CBB s approval
for any planned exposure to a single counterparty, or group of connacted counterparties, exceeding 15 per cent of the
regulatory capital base. At 31* December 2014, the Group did not have any single obligor exposures exceeding 15 per
cent of the Group's regulatory capital base [ e. exceeding US$376.5 million]

Interest rate risk in the banking book

Structural interest rate risk arises in the Group’s core balance sheet as a result of mismatches in the repricing of
interest rate sensitive financial assets and babilities. The associated interest rate risk 1s managed within VaR Iimits and
through the use of models to evaluate the sensitivity of earnings to movements in interest rates.
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c)

Internal capital including other risk types {co-tinusa)
Other risk types (continued]

Interest rate risk in the banking book [continued)

The repricing profile of the Group's assets and Liabilities, including the trading book, are set out In the table below -

Non-interest

Within Months Months Over bearing
3 months 4to b Tto12 1 year items Total
_ USS millions _ US$ millions  US$ millions  US$ millions  US$ millions __ US$ millions
Cash and other liquid assets 2,300 1725 - - - 2,472.6
Securities purchased under
agreements to resell 1,257 8 47,4 - - - 1,305.2
Placements 5163.4 171 - - - 5.180.5
Trading securities - - - - 72.7 72,7
Investment securities -
- Fixed rate - 1881 155.9 1,202.3 - 15463
- Floating rate 1,545 8 548.0 - - 132] 2,090 &
- Equities - - - - 3074 307 6
Loans and advances 6,139 0 1.839.9 100.6 - [148 0] 79315
Other assets - - - - 393.2 3932
Total assets T 16,4061 2,813.0 256.5  1,202.3 $223  21,300.2
Deposits 13,362.9 771.9 3.1 - - 14,137.9
Securihes seld under
agreements to repurchase 5501 67.9 - - - 618.0
Other Liabilities - - - - 342 9 342.9
Term financing 3,190.0 6607 - - - 3.850.7
Equity - o - - 2,350.7 2,350.7
Total liabilities & equity 17,103.0 1,500.5 3.1 - 2,693.6 21,300.2
Interest rate sensitivity gap (696,91 1,3125 253.4 1,202.3 {2,071.3) -
Cumulative interest rate
sensitivity gap (696.9) 615.8 869.0 2,071.3 - -

The repricing profile 1s based on the remaining period to the next interest repricing date. Derivative financial mstruments
that have been used for asset and lability management purposes to hedge exposure to interest rate risk are incorporated
In the repricing profiles of the related hedged assets and liabilities. The non-specific investment security and lean

provisions are classified in non-interest bearing items

The substantial majonity of assets and liabilities reprice within cne year

Interest rate exposure beyond one year amounted to only US%$1,202.3 million ar 5.6 per cent of total assets This exposure
principally represented the investment of the net free capital funds in fixed rate government securities. AL 31* December
2014, the modified duration of thesa fixed rale government securittes was 2 56. Modified duration represents the
approximate percentage change in the portfolio value resulting from a 100 basis point change in yield More precisely in
dollar lerms, the price value of a basis point of the fixed rate securities was US$311,000

>
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Internal capital including other risk types (continusd)
Cther risk types (continued]

Interest rate risk in the banking book [continued)

Based on the repricing profite at 31% December 2014, and assuming that the financial assets and Liabilities were to remain
until maturity ar settlement with no action taken by the Group to alter the interest rate risk exposure, an immediate and
sustained one per cent [100 basis points] increase in Interest rates across all maturities would result in an increase I
nel income before tax for Lhe following year and in the Group's equity by approximately US$0.9 mitlion and US$0 5 mullion
respeclively The impact on the Group's equily represents the curnulative effect of the increase in interest rales over the
enlire duration of the mismalches in the repricing profile of the interest rate sensitive financial assets and liabitities,

Foreign exchange risk
The Group does not mainlain material foreign currency exposures. In general, the Group’s policy 1s to match assets and
Liabilities In the same currency or to mitigate currency nisk through the use of currency swaps,

Business risk
Business risk represents the earnings volatility inherenl in all businesses due to the uncerlainly of revenues and cosls
due to changes in the economic and competitive environment.

For economic capital purposes, business risk is calculated based on the annualised cost base of applicable business
areas

Capital adequacy ratios and other issues

Capitat adequacy ratios

The Group's policy 1s to maintain a strong capital base so as to preserve Investor, creditor and market confidence and
to sustain the future development of the business The impact of the level of capital on shareholders’ return 15 also
recognised as well as the need to maintain a balance between the higher returns that might be pessible with greater
gearing and the advantages and security afforded by a sound capital position. The Group manages its capital structure
and makes adjustments to the structure taking account of changes in economic cenditions and strategic business plans.
The capital structure may be adjusted through the dividend payout or the issue of new shares.

The capital adeguacy raties of GIB's principal subsidiary, GIBUK, and the Group were as follows -

_ o GIBUK Group
Total RWAs [US$ rullions) 1,057.0 12,7823
Capital base (US$ millions] 271.0 25101
Tier 1 capital [US$ millions] 271.0 23110
Total ratio [per cent) 25.5 19.6
Tier 1 ratio [per cent) 25.6 18.1

GIB aims te mamtain a mimum tier 1 ratio (v excess of 8 per cent and a total capital adequacy ratio in excess of 12 per
cent. The CBB's currenl minimum lotal capital adequacy ratio for banks incorperated in Bahran i1s set at 12 per cenl
The CBR does not prescribe a minimum ratio requirement for tier 1 capital.

Tals T
Gy
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9.2

Capital adequacy ratios and other issues [continuea)
Capital adequacy ratios [cortinu=d)

Strategies and methods for maintaining a strong capital adequacy ratio
GIB prepares multi-year strategic projections on a rolling annual basis which include an evaluation of short-term capital
requirements and a forecast of longer-term capital resources

The evaluation of the strategic planning projecticns have histonically given rise to capital injections The capital planning
process triggered the raising of additional tier 2 capital through a US$400 million subordinated debt 1ssue 1n 2005 to
enhance the totat requlatory capital adequacy ratio, and & US$500 million capital increase in March 2007 to provide
additional tier 1 capital to support planned medium-term asset growth. A further US$1.0 billion capital increase took
place in December 2007 to enhance capital resources and compensate for the impact of provisions relating to exposures
impacted by the global credit crisis.

ICAAP considerations

Pillar 2 in the Basel 2 framework cavers two main processes the ICAAP and the supervisary review and evaluation
process. The ICAAP involves an evaluation of the idenllicalion, measurement, management and control of matenal
risks in order lo assess the adequacy of internal capital resources and to determine an internal capital requirement
reflecting the risk appetite of the :nstitution The purpose of the supervisory review and evatuation process 1s to ensure
that institutions have adequate capital to support the risks to which they are exposed and tc encourage institutions to
develop and apply enhanced risk management technigues in the momitoring and measurement of risk

GIB's regulatory capital base exceeded the CBB s minimum requirement of 12 per cent throughout tha year ended 31%
December 2014 Based on the results of capital adequacy stress testing and capital forecasting, GIB considers that the
buffers held for regulatory capital adequacy purposes are sufficient and that GIB’s internal minimum capital targets of 8
per cent for tier 1 capital and 12 per cent for totat capital are adeguate given its current risk prefile and capital position
The Group's regulstory capial adequacy ratios set out in section 9.1 of lhis report significantly exceeded the mirmimum
capital targets and are high by international comparison.

GIB uses its internal capital models, economic capital, and caprtal adequacy calculations based on the CBB's FIRB
approach for credit risk when considering internal capital requirements bath with and without the application of market
stress scenarios. As a number of Pillar 2 risk types exist within GIB's economic capital framewaork [1.e. interest rate risk
in the banking book, concentration risk and business risk], GIB uses its existing internal capital measurements as the
basis for determining addiional capital buffers GIB considers the results of its capital adeguacy stress testing, along
with economic capital and RWA forecasts, to determine its internal capital requirement and to ensure that the Group 13
adequately capitalised in stress scenanos reflecting GIB's nisk appetite.

ORI
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10. Glossary of abbreviations

ALCO
AMA
Basel Committee
CBB

CCF

cho

CEO

CFO

CRC

EAD

FCA

FIRB Approach
FVTOCI
GCC

GIB
GIBUK
The Group
ICAAP
IFRS

LGOD
MENA
CRMF
oTC

PD

PRA

PSE
RAROC
RWA

VaR

Assets and Liablities Committee

Advanced Measurement Approach

Basel Comrittee for Banking Supervision
Central Bank of Bahraimn

Credit Conversion Factor

Coilateralised Debt Obligation

Chief Executive Officer

Chief Financial Officer

Chief Risk Officer

Exposure at Default

Financial Conduct Authority lof the United Kingdom)
Foundation Internal Ratings Based Approach
Fair Value through Other Comprehensive Income
Gulf Cooperalion Council

Gulf International Bank B 5 C.

Gult International Bank [U.K ] Limited

Guif International Bank B 5 C. and subsidiaries
Internal Capital Adequacy Assessment Process
International Financial Reporting Standards
Less Given Default

Middle East and North Africa

Operational Risk Management Framework
Quer-The-Counter

Probability of Default

Prudential Regulation Authority [of the United Kingdom)

Public Sector Entity
Risk-adjusted Return on Capital
Risk-weighted Amount
Value-at-Risk
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