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1 Executive Summary

la I olyl AYyO2N1IRNIGSR Ay (KS YAYyIR®&KS T. lisympiNiedite = | v A
comply with the Basel Il Capital Adequacy Framework in accordance with the Central Bank of Bahrain (CBB) Basel Il

guidelines. The implementation of the three pillars of Basel Il - namely Minimum Capital Requirements, Supervisory

Review Process and Market Discipline, facilitate sound risk management processes and improved corporate
governance.

These Risk Management and Capital Adequacy disclosures fulfill the Pillar 3 requirements of the Basel Il Accord. The
objective of implementing Pillar 3 is to improve market discipline through effective public disclosure and to
complement the reporting templates under Pillar 1 and Pillar 2. The spirit of market discipline can be summed up in
0KS LIKNIFIasS WIOO02dzyidlroAfAide GKNRdIzZZK (NI yaLl NBBOE Q@A
management acts in the best interests of external stakeholders ¢ mainly the current and prospective holders of its
equity and debt. Transparency is evident when a bank discloses sufficient information so as to allow the stakeholders

to make informed judgments as to whether the Bank is acting in their best interests.

The disclosures have been provided in accordance with the Public Disclosures (6PD€0 & SOl A2y 2F GKS /.
They meet the requirements of Basel Il (Pillar 3) and International Financial Reporting Standards (IFRS) 7. The PD

module sets out required disclosures to allow market participants to assess key pieces of information on the scope of

application, capital structure, risk exposures, risk assessment processes, and the capital adequacy of the financial

institution. The information provided Ay G KA & R2O0dzYSy Gz Aa ftaz2 Ay tAYyS GAGK
by the Board of Directors in early 2008.

The total capital adequacy ratios of UGB as at 30th June 2009 N ¢Sttt 2@0SNJ G4KS /..Qa (K
additional 0.5% I & | LINHzRSy & Y S| & dzNXato fdr the h@fear @riddcliutie 20D9 wasR 734j tdzal O &

risk weighted assets were USD 3,360 million: comprising 87% for credit risk, 2% for market risk and 11% for

operational risk.

All figures in this report are as at 30 June 2009 (unless otherwise stated), and have been reported using International
Financial Reporting Standards, that are applicable at the consolidated level of UGB and its subsidiaries. As required by
the CBB, the external auditors of UGB ¢ Ernst & Young has issued an agreed upon procedures report on the
disclosures made in this report.

2 Background

United Gulf Bank B.S.C. is a joint stock company incorporated in the Kingdom of Bahrain in 1980, under Commercial
Registration (CR) number 10550. Itisf A aG SR 2y GKS . FKNI}IAY |FyR YdzlAd {dG§201
registered office is UGB Tower, Diplomatic Area, P.O. Box 5964, Manama, Kingdom of Bahrain.

The Bank operates in Bahrain under a Wholesale Banking License issued by the CBB.

The principal activities of the Bank and its subsidiaries (the Group) comprise of investment and commercial banking.
Investment banking includes asset management and the full range of corporate finance advisory services, investment
in quoted and private equity / funds, real estate, capital markets, international banking and treasury functions.
Commercial banking includes providing all kinds of credit facilities, accepting retail deposits and offering wholesale
current accounts services.

The Bank's parent and ultimate holding company is Kuwait Projects Company (Holding) K.S.C. (6KIPCO€), a company
incorporated in the State of Kuwait and listed on the Kuwait Stock Exchange. The KIPCO Group is one of the biggest

diversified holding companies in the Middle East and North Africa, with assets worth more than US$ 19 billion under
management or control. The KIPCO Group has substantial ownership interests in a portfolio of over 50 companies

operating across 21 countries. KIPCOQa Yl Ay odzaAySaa &aSOi2NR INB TFAYyIl yOA
subsidiaries and affiliates of its core companies, KIPCO also has interests in Real Estate, Industry, Healthcare and the
Management & Advisory sector.




2 Background (continued)

Basel Il frame work

The new capital adequacy module of the CBB rulebook was introduced with effect from 1 January, 2008. Its objectives
are to strengthen capital levels across banks, provide a more risk sensitive approach to the assessment of risk and the
calculation of regulatory capital, and strengthen risk management practices and processes within the financial
industry.

¢ KS / . elllBramewdrk&ncompasses three complementary pillars ¢ namely:

Pillar 1 Calculation of the capital adequacy ratio based on the charge for credit, market and
operational risk stemming from its operations.

Pillar 2 The supervisory review process including the Internal Capital Adequacy Assessment

t NPOS&a oaL/!1tév G2 aasSaa NmxRalta y
to these risks and ensuring that the bank has sufficient capital (generated from

internal / external resources), to cover the relevant risks.

Pillar 3 Market discipline through public disclosures that are designed to provide
transparent information on capital structures, risk exposures, risk mitigation and the
risk assessment process.




2 Backgroundcontinued)

The three pillars can be summarized as follows:

Financialstability

Pillar 1

Minimum capital requirements

Pillar 2
Supervisory review process

Pillar 3
Market discipline

Capital requirements

Credit risk

3 StandardizedApproach

3 Foundation IRB Approach
3 Advanced IRB Approach

Market Risk
3 Standardized Approach
3 Internal VaR models

Operational Risk

3 Basic Indicator Approach

3 Standardized / Alternative
standardized approach

3 Advanced Measurement
approach

Regulatory Framework fopanks

3 InternalCapital Adequacy
Assessment Process

3  Risk Management
Supervisory Framework

3  Evaluation of internal system

of banks
3 Assessment of risk profile
3 Review of compliance with
regulation
3 Supervisory measures

Disclosure requirementsf banks

3  Transparency for market
participants concerning the
AAT EGO OEOE

3 Credit mitigation measures

3 Enhanced comparability
across banks.

The three pillars are designed to be mutually reinforcing and are meant to ensure a capital base which corresponds to
the overall risk profile of the underlying bank.

Pillar 1 ¢ Minimum Capital Requirements

Pillar 1 of the Basel Il Accord published by the Bank of International Settlements, covers the minimum regulatory
capital requirement that a bank is expected to maintain to cover credit, market and operational risk stemming from its
operations. It sets out the basis for the consolidation of entities for capital adequacy reporting requirements, the
definition and calculations of risk weighted assets and the various options given to banks to calculate these risk

weighted assets.




2 Backgroundcontinued)

Pillar 1 ¢ Minimum Capital Requirements (continued)

S Standardized Foundation Advanced

Creditrisk approach IRB approach IRB approach
_ Standardized Internal models
Marketrisk .,  measurement approach
approach

Operational Basicindicator Standardized Advanced
risk — approach /ASA Measurement

approach approach

Increasing level of sophistication and risk sensitivity

Note: UGB has adopted the standardized approach for calculating the charge for credit and market risk and the basic
indicator approach for determining the charge for operational risk.

Onagroup-6 A RS 0| & A &abFmarjag@met Fram@norkJi intended to ensure that there is sufficient capital to

support the underlying risks of the B y1 Q& odzaAy Saa | Od A @ xdpital@ed" statys Rndeli tBe Y I A y (i
CBBQa NBIdzf I G2NE NB|dANBYSYDE@dONERKE2YHYA YadeY 0 OF RING lad- yR BS If
12% compared totheBasel / 2 YYA 1 GSSQa YAYAYdzY NIXGA2 2F y: ¢t KSNB A
buffer of 0.5% above the minimum threshold. UGB assesses its capital adequacy relative to the risks underlying its

business activities and takes proactive measures to ensure that it operates above these thresholds in order to meet
management's regulatory and debt rating objectives.

In the event that the CAR falls below 12.5%, additional prudential reporting requirements are imposed by the CBB and

a formal action plan aimed at restoring the thresholds is to be submitted to the regulator on a weekly basis. With the
LINPLI2Z&aSR AYUNRRdzOGAZ2Y 2F t Af | NJ umihredh&ldto be deterfiaied fongacS y G A 2 v
institution individually, based on the Internal Capital Adequacy Assessment Process (ICAAP).

Pillar 2 ¢ Supervisory Review Process (SRP)

The second pillar of Basel Il is aimed at encouraging financial institutions to develop self-control processes that enable
them to:

1 Identify any risks not previously considered in Pillar 1;
1 Identify capital relating to these risks; and

1 Ensure that the business has sufficient capital (generated from internal / external resources), to cover the
relevant risks.




2 Backgroundcontinued)

Pillar 2 ¢ Supervisory Review Process (SRP) (continued)

Pillar 2 encompasses two processes ¢ namely, the ICAAP and a supervisory review and evaluation process. The ICAAP
involves appropriate identification, assessment and measurement of residual risks, and ensures that the Bank has
sufficient capital resources available to meet regulatory and internal capital requirements, even during intensive
economic or financial stress periods. Considerable work has been done by UGB to fulfill the requirements under Pillar
2.

As mandated by CBB, BDO Jawad Habib has undertaken a Risk Profile Review of United Gulf Bank B.S.C based upon
the CBB guidelines and questionnaires that were sent out to Banks in November 2007. The objective of the Risk
Profile Review is to assess the adequacy of the Corporate Governance Framework, Policies, Procedures, Risk Processes
and Internal Controls. The Risk Profile Review report was submitted to CBB on 1 June 2009.

This Risk Profile Review was required by the CBB in accordance with their letter received from the Executive Director
of Banking Supervision dated 4 December 2007 (Ref EDBS/KH/0500/2007). The focus of the review was to ensure that
UGB has an adequate corporate governance framework, risk infrastructure, systems, policies and procedures in place
in order to identify, monitor, and manage risks emanating from its activities, effectively.

Following main steps were involved in finalization of the Report:

1 BDO Jawad Habib reviewed UGBQ responses to the four CBB questionnaires relating to Credit Risk,
Operational Risk, Market Risk and Liquidity Risk provided by CBB. These questionnaires were discussed with
Risk Management personnel, department managers and concerned employees.

1 BDO Jawad Habib reviewed the corporate governance infrastructure including the Board minutes and the
charters and minutes of the Board and Management Committees.

9 Policies, procedures, systems and documentary evidence were verified and tested to support the comments
on the four questionnaires and an assessment was made by the consultants as to their adequacy,
effectiveness and sustainability.

91 The draft findings were discussed with management and action plans agreed.

The findings of the report indicate that on a general level the risk infrastructure employed at UGB commensurate the
nature of risk and level of sophistication of activities undertaken by the Bank. For the gaps identified, detailed plans
have already been drawn up and considerable work has already been undertaken to fill those gaps.

Pillar 3 ¢ Market Discipline

Pillar 3 of the Basel Il Accord, imposes certain disclosure requirements which are extended and more precisely defined
compared to the current regulations. The objective of these is to ensure that more information on the transactions
and risk strategy of a bank is available to stakeholders. It is assumed that the reactions of market participants
(shareholders, creditors, counterparties and external rating agencies amongst others) will have a "disciplining" effect
in terms of their assessment about the B y 1 Q& NX & he letedRcapitalizédion y R




3 Group Structure

The objective of this section is to set out the consolidation principles and the capital base of the UGB Group for the
purpose of disclosure with the Pillar 1 guidelines. It also describes the policies and the corporate governance
processes that are applicable in the management and control of risk and capital.

¢ KS D Nzl déhdensed consolidated financial statements are prepared and published on a full consolidation
basis, with all subsidiaries being consolidated in accordance with IFRS. For capital adequacy purposes, all subsidiaries
FNB AyOfdzZRSR 6AGKAY (GKS DNERdzLI & {dydedhpdiddgl secomnddatés BEMNI
normal and aggregation forms of consolidation.

[«tN
N
w

The principal subsidiaries for capital adequacy purposes are as follows:

Effective Effective
Country of ownership as al ownership as Year of
incorporation 30 June at 31 Dec Incorporation

Name of the subsidiary 2009 2008
Algeria Gulf Bank Algeria - 83% 2003
KIPCO Asset Management Company Kuwait 75% 75% 1998
Tunis International Bank Tunisia 77% 71% 1982
United Gulf Bank Securities Company Bahrain 93% 93% 1998
Hatoon Real Estate Company Kuwait 98% 98% 2008
Syria Gulf Investment Company Syria 99% 99% 2007
United Gulf Financial Services Company Qatar - 90% 2006

United Gulf Financial Services

Company-North Africa Tunisia 83% 83% 2008

Held through KAMCO
Al-Nuzoul Holding Company K.S.C. (Closed)
[Formerly Al-Ahlia Arabian Markets
Company K.S.C. (Closed)] Kuwait 60% 60% 2005
Al-Janah Holding Company K.S.C. (Closed)
[Formerly First Arabian Markets

Company K.S.C. (Closed)] Kuwait 60% 60% 2005
KAMCO Real Estate Company S.P.C. Bahrain 100% 100% 2005
Advantage Management Consulting

Company K.S.C. (Closed) Kuwait 58% 58% 2005
Al Zad Real Estate W.L.L. Kuwait 100% 100% 2007
Al Dhiyafa United Real Estate Company W.L.L. Kuwait 100% 100% 2007
First North Africa Real Estate Co. W.L.L. Kuwait 100% 100% 2007
Al Raya Real Estate Projects Company W.L.L. Kuwait 100% 100% 2007
Orange Real Estate Co. W.L.L. Kuwait 100% 100% 2005




4 Pillar lll Disclosures

The disclosures required under the CBB Rulebook PD 3.1.6 are as follows:

4.1 Capital structure and capital adequacy

'D. Qa 2@SNIff OFLAGIE NBI[dANBYSyida dzyRSNIt AffFNI mZ Aa
1 the credit risk charge using the standardised approach;
1 the market risk charge using the standardised approach; and

9 the operational risk charge using the basic indicator approach.

The following table shows the GroupQ&a 2 @SNI £t YAYAYdzY OFLAGFEE NBIjdzANBYSyY
Pillar 1 as at 30 June 2009.

US$ 00C
Credit Risk (standarised) 351,916
Market Risk (standarised) 7,325
Operational Risk (basic indicator) 43,937
Total required capital 403,178
Total available capital 571,054
Excess capital over minimum regulatory capital requirements 167,876

The Group maintains an actively managed capital base to cover risks inherent in the business. The adequacy of the
GroupQa OF LA GIE A& Y2YAG2NBR dzaAy 3z Y2y3a 20K SDMhite&dnd dzNB & 3
Y 1TAY3 {dzZLISNBA&GAZ2Y O04. L{ NYz SakN}{iA2ab0v FyR R2LIGSR o

The primary objectives of the GroupQa OF LA GIEE YIFyF3aASYSyid IINB (2 SyadaNB i
requirements of the CBB and that the Group maintains strong credit ratings and healthy capital ratios in order to

ddzLJLI2 NI AGa odzaAySaa yR (2 YIFIEAYAT S #&&dapid fracturk S8k Q G
Group may adjust the amount of dividend payment to shareholders, or issue Tier 2 debt, if necessary.




4  Pillar 11l Disclosures (continued)

4.1 Capital structure and capital adequacy (continued)

The total eligible capital (tier 1 and 2) calculated in accordance with CBB guidelines are as follows:

Tier 1 Capital Tier 2 Capital Total
US$ 000 US$ 000 US$ 00C
Issued and fully paid ordinary shares and perpetual
non-cumulative preference shares 194,298 - 194,298
Disclosed reserves
General reserves 89,494 - 89,494
Legal / statutory reserves 69,979 - 69,979
Share premium 8,761 - 8,761
Others 69,834 - 69,834
Retained profit brought forward 99,483 - 99,483
Current interim profits - 14,866 14,866
Unrealized gains arising from fair valuing equities - 11,845 11,845
Subordinated term debt - 100,000 100,000
Minority interest in consolidated subsidiaries 103,404 - 103,404
General provisions - 10,000 10,000
Less:
Goodwiill (46,573) - (46,573)
Unrealized gross losses arising from fair
Valuing equity securities (39,271) - (39,271)
Reciprocal cross-holdings of bank capital (50) (4,878) (4,928)
549,359 131,833 681,192
Deduction
Significant minority investments in banking,
securities and other financial
entities unless pro-rata consolidated (53,728) (53,728) (107,456)
Excess amount over maximum permitted
large exposure limit (1,341) (1,341) (2,682)
Net Available Capital 494,290 76,764 571,054




4  Pillar 11l Disclosurgsontinued)
4.2 Capital adequacy ratio of consolidated group and significant subsidiaries

¢ KS DNRdzLJQa LIt AOe Aa G2 YIAyGlFrAYy | aGdNRy3 OFLAGIE ol a
02 &dzadlrAy GKS TFdzidzNE RS@OSt2LIYSyid 2F G(G(KS o0dzAAYySaad ¢ K¢
recognized 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 economic conditions and strategic business

plans. The capital structure may be adjusted through the dividend payout, and the issue of new shares, subordinated

term finance, and innovative tier 1 capital securities.

The capital adequacy ratios of group and principal subsidiaries were as follows:

Consolidated KAMCO TIB
UsS$'000 US$'000 US$'000

Total eligible capital base 571,054 327,960 83,826
Credit risk weighted exposures 2,932,631 807,714 218,535
Market risk weighted exposures 61,038 30,612 200
Operational risk weighted exposures 366,145 141,819 35,949
Total risk weighted exposures 3,359,814 980,145 254,684
Total capital adequacy ratio 17.00% 33.46% 32.91%
Tier 1 ratio 14.71% 32.81% 30.19%

The Bank aims to maintain a minimum tier 1 ratio of 8 per cent and a total capital adequacy ratio in excess of 12 per
OSyilao ¢KS /.. Qa Odadsqaty ratioifof BavksimCorpidrated lin Bahréirt idsbt at 12 per cent.
The CBB does not prescribe a minimum ratio requirement for tier 1 capital.

4.3 Capital requirements for credit risk

For regulatory reporting purposes, the Bank calculates the capital requirements for credit risk based on the
standardised approach. Under the standardised approach on and off balance sheet credit exposures are assigned to
exposure categories based on the type of counterparty or underlying exposure. The exposure categories are referred
G2 Ay K Sl cdpital.ad2guacy flandeBdrk as standard portfolios. The primary standard portfolios are claims
on sovereigns, claims on banks and claims on corporate. Following the assignment of exposures to the relevant
standard portfolios, the RWAs are derived based on prescribed risk weightings. Under the standardised approach, the
NAal ¢6SAIKIGAYIE NS LINPPARSR o6& (GKS /.. FTyR | NB
external credit ratings are derived from eligible external rating agencies approved by the CBB. UGB uses ratings
FaaA3dy SR o6& { il y RandERchand CaptaiiNdligedce. a 2 2 R& Q&
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4  Pillar 11l Disclosurgsontinued)

4.3 Capital requirements for credit risk (continued)

An overview of the exposures, RWAs and capital requirements for credit risk analysed by standard portfolios is
presented in the table below:

Capital
Total exposure RWA  requirement
US$'000 US$'000 US$'000
Cash items 1,358 - -
Total Claims on Sovereigns 31,115 20,417 2,450
Total Claims on Banks 539,837 136,917 16,430
Claims on Corporates including Insurance
Companies & Category 3 Investment Firms 183,074 183,074 21,969
Claims on investment firm 10,075 5,038 605
Past Due Exposure 5,453 5,453 654
Equity Investments
Listed 305,139 305,139 36,617
Unlisted 1,063,619 1,595,429 191,451
Holding of Real Estate 323,873 632,123 75,855
Other Assets and Holding of Securitization Tranches 49,041 49,041 5,885
Total 2,512,584 2,932,631 351,916

4.4  Capital requirements for market risk

The Group uses the standardised approach to calculate the regulatory capital requirements relating to general market
risk and specific market risk. The resultant measure of market risk is multiplied by 12.5, the reciprocal of the
theoretical 8 per cent minimum capital ratio, to derive market risk-weighted exposures on a basis consistent with
credit risk-weighted exposures.

The RWAs and capital requirements for market risk are presented in the table below:

Capital

RWA  requirement

US$ 000 US$ 00C
Equity position risk 48,563 5,828
Foreign exchange risk 12,475 1,497
Total 61,038 7,325

10




4  Pillar 11l Disclosurgsontinued)

4.4  Capital requirements for market risk (continued)

The minimum and maximum values of capital requirements for equity position risk and foreign exchange risk over the
last six-month period are as follows:

Equity
Position Foreign
Risk Exchange Ris
US$ 000 US$ 00C
Minimum values 20,837 12,475
Maximum values 48 563 46,188

4.5 Capital requirementsfor operational risk

For regulatory reporting purposes, the capital requirement for operational risk is calculated according to the basic
AYRAOFG2NI I LILNRIF OK® ! yRSNJ GKAA | LIINRBFOKZ (GKS DNERdzLIQa |
Ydzf GALX ASR 6& | FAESR FfLKI O2STTFAOASY(G® ¢KS llkapitalkK I O2 ¢
adequacy framework. The capital requirement for operational risk as at 30 June 2009 amounted to US$ 43.93 million.

4.6 Gross Credit Exposgs

The table below shows the maximum exposure to credit risk for the components of on and off balance sheet. The
maximum exposure shown is gross before effect of mitigation through the use of master netting and collateral
arrangements.

Risk

Gross  Weighted
Exposures Exposures
US$ 000 US$ 00C

Demand and call deposits with banks 63,026 12,654
Time deposits with banks 398,278 85,076
Non-trading investments 368,484 519,547
Loans and advances 133,034 133,036
Other assets 67,433 40,202
Off balance sheet items 42,010 42,010

1,072,265 832,525

The period end position of gross credit exposure is representative of the average gross credit exposure of the Group
for the six-month period ended 30 June 2009.

11




4  Pillar 11l Disclosurgsontinued)

4.6 Gross Credit Exposures (continued)

4.6.1 Gross credit exposure by geographicand region

Given the GroupQd G NJ O1 NBO2NRIX 3S23IN} LKAOIFEf SELIRadNBa 2F ! D.
incorporated in the GCC (in particular Kuwait), Middle East and North Africa and a small exposure to European Union
/ 2dzy i NA Sash OKE SHRNRSWIA YIAyfe& AYyiSNblry]l RSLRAaAAGE 6AGK

Middle

Gulf Co- East and

operation North
Council Africa European
countries (excluding Union

(G.C.C. G.C.C. countries Others Total
US$ 000 US$000 US$O000 US$000 US$00C

Demand and call deposits

with banks 48,203 6,577 2,060 6,186 63,026
Time deposits with banks 145,879 58,384 181,587 12,428 398,278
Non-trading investments 350,834 17,650 - 368,484
Loans and advances 46,102 53,800 31,132 2,000 133,034
Other assets 66,040 1,222 32 139 67,433
Off balance sheet items 18,985 23,025 - - 42,010
Total 676,043 160,658 214,811 20,753 1,072,265

12




4  Pillar 11l Disclosurgsontinued)

4.6 Gross Credit Exposures (continued)

4.6.2 Gross credit exposure byndustry

An industry sector analysis of the GroupQa F A y | yaauAoff balante&heed ifetns, before taking into account
collateral held or other credit enhancements, is as follows:

Banks and
Trading other Construction Government
and financial and real and public
manufacturing  institutions estate sector  Individuals Others Total

US$ 000 US$ 000 US$ 000 Us$ 000 US$ 000 US$ 000 US$ 000

Demand and call deposits

with banks - 63,026 - - - - 63,026
Time deposits with banks - 398,278 - - - - 398,278
Non-trading investments - 350,834 - 17,650 - - 368,484
Loans and advances 25,979 55,834 2,660 - 33,739 14,822 133,034
Other assets 9 1,323 43 - 60 65,998 67,433
Off balance sheet items - 42,010 - - - - 42,010
Total 25,988 911,305 2,703 17,650 33,799 80,820 1,072,265

13




4  Pillar 11l Disclosurgsontinued)

4.6 Gross Credit Exposure&ontinued)

4.6.3 Gross credit exposure by maturity

The Group strives to construct a portfolio that is well-balanced in terms of anticipated cash flows originating from
redemptions, maturities and exits. A disproportionate number of redemptions in any given fiscal year are discouraged
in a view to avoid reinvestment risk (i. e cash flows being reinvested in a different interest rate environment) and price
volatility risk. The latter increases with a longer-term portfolio, as the longer the term of a security the more volatile
the price. The Group also tracks expected maturities vs. actual maturities, as part of its normal risk management
strategies.

Upto 3 months 1to5 51010 10to 20
3 months  to 1 year years years years Total
US$ 000 US$ 000 US$000 USS000 USH000  USS$00C

Demand and call deposits

with banks 62,973 - - - 53 63,026
Time deposits with banks 273,099 111,504 13,675 - - 398,278
Non-trading investments - - 368,484 - - 368,484
Loans and advances 24,369 29,305 79,360 - - 133,034
Other assets 27,152 21,243 19,038 - - 67,433
Off balance sheet - 42,010 - - - 42,010
Total financial assets 387,593 204,062 480,557 - 53 1,072,26¢

14




4  Pillar 1l Disclosurdgsontinued)

4.6 Gross Credit Exposure&ontinued)

4.6.4 Gross credit exposure by related party breakdown

The related party exposures including off balance sheet items are analysed as follows:

Other
Major related Total
shareholders Associates parties 2009

US$ 000 US$ 000 US$ 000  US$ 00C

Demand and call deposits with banks 52 - 31,313 31,365
Time deposits with banks - - 9,843 9,843
Investments carried at fair value

through statement of income 5,365 383 40,501 46,249

Investments, carried at fair value
through statement of income ,

in funds managed by related party - - 13,579 13,579
Non-trading investments 4,929 - 388,631 393,560
Loans and advances - - 5,618 5,618
Other assets 1,096 589 2,831 4,516

Letters of credit - - 17,051 17,051




4  Pillar 11l Disclosurgsontinued)

4.6 Gross Credit Exposure&ontinued)

4.6.5 Specific and general provision

The movement in provision for losses of loans, non-trading investments (available for sale investments), and other
assets and off balance sheet items and collective impairment provision is as follows:

Specific
Other Assets
and Off- Collective
Balance Sheet  impairment
Loans Investments Items provision
US$ 000 US$ 000 US$ 000 US$ 000
At beginning of the year 7,207 44,555 9,686 6,983
Write backs / cancellation due to improvement (3,464) - - (3,318)
Additional provisions made 1,751 13,100 - -
Balance at reporting date 5,494 57,655 9,686 3,665

Industrial sector analysis of specific and collective provisions charged for the period ended 30 June 2009 is as follows:

Industry Sector US$ 00C
Trading and manufacturing 11,669
Banks and other financial institutions 21,664
Construction and real estate 13,029
Government and public sector 8,353
Individuals 6,494
Others 5,605
Total 66,814

4.6.6 Restructured loans

Where possible, the Group seeks to restructure loans rather than to take possession of collateral. This may involve
extending the payment arrangements and the agreement of new loan conditions. Once the terms have been
renegotiated, the loan is no longer considered past due. The carrying amounts of the loans whose terms have been
renegotiated as at 30 June 2009 are not material.
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4.6.7 Exposure over the individual obligor limits

''yRSNI GKS /.. Q& NHz S& 32 g Bahkyincofpbratad in Bakhrairdahé reduikey t8 6bin teE LJ2 & dzN
NE 3 dzf | G 2 Nitxany pldniieiNaRp@sliré to a single counterparty or group of connected counterparties that

exceeds 15% of the regulatory capital base. As at 30 June 2009, the exposures that exceeded 15% of the capital base

are:

Percentage of

Current exposure RWA regulatory

US$ 000 US$ 000 capital

Counterparty A 402,684 530,244 59%

Counterparty B 171,184 171,184 25%

Counterparty C 105,005 105,005 15%
Total 678,873 806,433
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4.6.8 Disclosure requirement for equity position in banking book

Investments available-for-sale are those non-derivative financial assets that are designated as either available-for-sale
or are not classified as investments at fair value through the statement of income, investments held to maturity or
loans and advances. After initial recognition, investments available-for-sale are measured at fair value with gains and
losses being recognised in the statement of comprehensive income, until the investment is derecognised or until the
investment is determined to be impaired at which time the cumulative gains or losses previously reported in
statement of comprehensive income are transferred to the statement of income. Investments whose fair value cannot
be reliably measured are carried at cost less impairment losses, if any.

Banking
US$ 000
Debt securities 352,955
Listed i
Unlisted 352,955
Equity securities and mutual funds 505,779
Listed 120,145
unlisted 385,634
Managed funds 180,727
Total investments 1,039,461
INVESTMENT PROPERTIES
Cost 25,632
Market value 33,323

INTEREST IN UNCONSOLIDATED SUBSIDIARIES AND ASSOCIATED COMPANIES 621

INTEREST IN SUBSIDIARIES AND ASSOCIATED COMPANIES 637,381
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4.6.9 Movement in fair value ofnon trading investments

The movement in fair value of non trading investments is as follows:

At beginning of the year
Exchange adjustment and other movements
Transfer to statement of income:
Impairment
Realized
Balance at reporting date

4.6.10 Gainfoss on sale of trading investments

The realized/unrealized gain/loss on trading investments is as follows:

Realized gain on sale of trading investments, net
Unrealized loss on sale of trading investments, net

US$ 00C

15,243
(15,491)

(13,100)
204

(13,144)

US$ 00C

8,946
(9,948)

(1,002)

19




4  Pillar 11l Disclosurgsontinued)

4.6 Gross Credit Exposure&ontinued)

4.6.11 Disclosure concerning interest rate risk in the banking book

Liquidity risk stems from the inability to procure sufficient cash flow to meet the GroupQa FA Yl yOALf 206t A 3
when they fall due. The risk arises due to the timing differences between the maturity profile of the GroupQa | aa Sl a
and liabilities. Positions are monitored on a daily basis and proactive measures are taken to ensure that there is
adequate liquidity at all times. The following table demonstrates the sensitivity to a reasonable possible change in
interest rates, with all other variables held constant, of the BankQ statement of income based on the balance sheet
position as of 30 June 2009.
Currency Sensitivity
of net
Increase in interest
basis income
points 2009
2009 US$ 00C
Kuwaiti Dinar +25 (257)
United States Dollar +25 (1,018)
Euro +25 (83)
Pound Sterling +25 (3)
Others +25 43
The decrease in the basis points will have an opposite impact on the net interest income.
The sensitivity of the statement of income is the effect of the assumed changes in interest rates on the net interest
income for one year, based on the floating rate financial assets and financial liabilities held at 30 June 2009, including
the effect of hedging instruments.
InaccordancewA G K / . . Q& NBIdANBYSyiGazr G§KS . I cyshflowsfodiarveetlylzdsiyy A G & |
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4.6.11

Disclosure concerning interest rate risk in the banking bookcontinued)

The detail of interest rate sensitive assets, liabilities and off balance sheet exposures is as follows:

Assets

Bank demand and call deposits
Time deposits

Securities held for trading

Funds held for trading

Investments available for sale
Investments held to maturity
Investment in associated companies
Loans and advance, net

Investment properties

Interest receivable and other assets
Properties and equipment

Goodwill

Total assets

Liabilities

Due to banks and other financial institutions
Deposits from customers

Current portion of the long-term loans

Long term loans

Bonds

Interest payable and other liabilities
Minority interest

Shareholders equity

Total liabilities and shareholders' equity

On balance sheet gap
Cumulative gap

Off balance sheet items
Interest rate swaps
Forward foreign exchange contracts

3 months to

Non-interest

Upto 3 months 1 year Over 1 year rate sensitive Total
US$ 000 US$ 000 US$ 000 US$ 000 US$ 00C

62,973 - 53 - 63,026

384,603 13,675 - - 398,278

- - - 24,283 24,283

- - - 180,727 180,727

350,834 - - 490,251 841,085

- - 17,650 - 17,650

- - - 637,381 637,381

24,369 29,305 79,317 43 133,034

- - - 33,322 33,322

- - - 87,073 87,073

- - - 5,117 5,117

- - - 46,573 46,573
822,779 42,980 97,020 1,504,770 2,467,549

671,372 7,719 - 358 679,449

326,153 6,195 - 369 332,717

54,370 - - 30 54,400

295,000 24,014 212,039 - 531,053

100,000 - 68,815 - 168,815

- - 76,890 - 76,890

- - - 103,404 103,404

- - - 520,821 520,821
1,446,895 37,928 357,744 624,982 2,467,54¢

(624,116) 5,052 (260,724) 879,788 -
(624,116) (619,064) (879,788) - -
- 25,000 300,000 - 325,000
1,063,251 110,600 - - 1,173,851
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4.6.12 Discontinued operations

At 31 December 2008, the Group had classified its two subsidiaries Algeria Gulf Bank (AGB) and Tunis International
Bank (TIB) and an associated company Bank of Baghdad (BOB) as investments held for sale (disposal group) in
accordance with International Financial Reporting Standard (IFRS 5).

In March 2009, Bank transferred the ownership of AGB and BOB to Burgan Bank for a total consideration of US$
150,000 thousand. The transfer of ownership of TIB is expected to be completed in 2009 subject to regulatory
approvals.

Accordingly, TIB is classified as investments held for sale in accordance with IFRS 5 in the interim condensed
consolidated financial statements of 30 June 2009.

Past due but not impaired loans are US$ 5.4 million as at 30 June 2009 and relates to KAMCO and TIB.

4.6.13 Conclusion

The Risk Management and Capital Adequacy Disclosures focus solely on the Pillar 3 requirements of the Basel Il
Accord. CdzNIi KSNJ Ay F2 NXY I { A 2nd itsBajfent duBsifiaries any 4ssOciatesNShvaititflelindhe interim
condensed consolidated financial statements for the period ended 30 June 2009. Both documents are available in the
CAYylFYyOALE {SO0A2ywnwgbbaidé® . Fy1Qa ¢Soairids
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