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1. Group Structure

The public disclosures under this section have h@epared in accordance with the Central Bank of
Bahrain (“CBB”) requirements outlined in its Pubgsclosure Module (“PD”), Section PD-1: Annual
Disclosure requirements, CBB Rule Book, Volumeoli islamic Banks. Rules concerning the disclosures
under this section are applicable to Kuwait FinaHoeise (Bahrain) B.S.C. (c) (“KFH Bahrain” or “the
Bank”) being a locally incorporated Bank with ahatsic retail banking license and its subsidiaries,
together known as (“the Group”). All amounts prdednin the document are in Bahraini Dinar and
rounded off to the nearest thousand.

The Board of Directors (the “Board”) at KFH Bahrasaeks to optimise the Group’s performance by
enabling the business units to realise the Grooip&sness strategy and meet agreed business penfoema
targets by operating within the agreed capital @sidparameters and the risk policy framework.

2. Capital Adequacy

The Group manages the capital base to cover méksént in the business. The adequacy of the Gsoup’
capital is monitored using, among other measuhesiules and ratios established by the Basel Carnit
on Banking Supervision (“BIS rules/ratios*) and ptial by the CBB in supervising the Bank.

The primary objectives of the Group’s capital masragnt are to ensure that the Group complies with
externally imposed capital requirements and that@noup maintains healthy capital ratios in oraer t
support its business and to maximise shareholgahsé.

Regulatory capital consists of Tier 1 capital (coapital) and Tier 2 capital (supplementary capithier

1 comprises share capital, share premium, statutsgrve, general reserve, retained earnings,gforei
currency translation reserve and non-controllingkaholders less goodwill. Tier 2 capital includes
subordinated murabaha payable, collective impaitraad revaluation reserves. Certain adjustments are
made to IFRS based results and reserves, as pexsdoy the CBB in order to comply with Capital
Adequacy (CA) Module issued by the CBB. From thgutatory perspective, the significant amount of
the Group’s capital is in Tier 1.

The Group’s approach to assessing capital adechaypeen in line with its risk appetite in the tigh

its current and future activities. To assess ifitahadequacy requirements in accordance withCBB
requirements, the Group adopts the StandardisedoApbp for the Credit and Market Risk, and the Basic
Indicator Approach for the Operational Risk.

The Bank’s capital adequacy policy is to maintaisirang capital base to support the development and
growth of the business. Current and future capiguirements are determined on the basis of
expectations for each business group, expectedtlgriomoff—balance sheet facilities and future searc
and uses of funds. In achieving an optimum baldmeteeen risk and return, the Bank has established a
Internal Capital Adequacy Assessment Program (ICAAWich quantifies the economic capital
requirements for the key risks that the Bank isoseg to including credit risk, investment risk ulidjty

risk, strategic risk, profit rate risk, reputatiogk, operational risk, and concentration risk. Bank also
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conducts comprehensive stress tests for variouopos and assesses the impact on the capital and
profitability. In addition, the Bank’s stress tesfi frameworks and models allow for forward looking
scenarios, which is considered for business grawtitegies. The ICAAP of the Bank is driven by the
Board through the Capital Adequacy Strategy and@#eA\P Policy. In case a plausible stress scenario
identified which may severely affect the capita¢qadacy of the Bank, the senior management decides a
appropriate corrective action to be taken undeh suscenario.

For the purpose of computing CAR the Bank is ordpsolidating KFH Jordan, a financial subsidiary.
None of the Bank’s investment in subsidiaries edeethe materiality thresholds specified in Prudgnti
Consolidation and Deduction Module hence not destlfrom the available capital. All other subsidgari
(i.e. commercial subsidiaries) are risk weightepesthe requirement of CA Module.

All transfer of funds or regulatory capital withthe Group is only carried out after proper approval
process.

aTaYaYi%a e Ya " '1‘1!;‘!#'4'1’.’;‘;‘1"1'1' Pt Nl bt bl bt bl bl Sl el Yl e Nl e bt Bl bt bt bt bt el b e el el B l.'i'l!='

gl Jugaill C
TaTaTaTa n ATa¥aY, e * e
A Ay Ay A A A S ata S atatatas e g Kuwait Finance House

.l b
.l'l'l‘.l*‘*‘*l*l*l*l;.*l'l‘i'i‘i'l'l‘l‘l‘.l 4“4“.“1*1"1""1"1‘-‘-'-" Eanrain BuSCualeH ) v sl

a &% ATaTy aTa%a%a
LFUHFOHOHOHOF O '.-‘-".-“.l“‘.“l“l*l"ﬂ't"t*t'-'-'-'.t



2.1 Quantitative disclosures

Table — 1. Capital Structure

CAPITAL STRUCTURE

Capital Structure (PD-1.3.12, 1.3.13,1.3.14, 1.3)15
Amount
Components of Capital BD ‘000
Core capital - Tier 1:
Issued and fully paid ordinary shares 177,14
Employee stock incentive program funded by the Bank (17,379
Share premium 71,403
Statutory reserve 13,351
General reserve 29,648
Retained earnings 20,642
Other reserves (4,707)
Total Tier 1 Capital 290,098
Deductions from Tier 1:
Unrealised gross losses arising fromvfalting equity securities 6,135
Tier 1 Capital before PCD deductions 296,233
Supplementary capital - Tier 2:
Subordinated murabaha payable 99,422
Asset revaluation reserve - Property, plant, andpzgent (45% only) 6,595
Investment risk reserve 11,742
Tier 2 Capital before PCD deductions 117,759
Total Available Capital before PCD deductions (Tierl & 2) 413,992
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Tier Il
117,759

1,209

79,427

80,636

Tier |

Available Capital before PCD deductions 296,233
Deductions
Investment in insurance entity greater than or equa20% of 1,209
investee's capital base
Excess amount over maximum permitted large expdsuits 79,427
Aggregate Deductions 80,636

215,597

Total eligible capital

37,124

* For the purposes of guidance we have cross mefeckeevery table with the relevant Para numbehef t

CBB'’s Public Disclosures module.

Table — 2. Capital Requirement by Type of IslaniitaRcing Contracts.

CAPITAL ADEQUACY

Regulatory Capital Requirements (PD-1.3.17) by Eacfiype of Islamic Financing Contracts

Type of Islamic Financing Contracts

Capital Requirement

Total

Murabaha contracts with Banks 385
Financing contracts with customers

- Murabaha 114,601

- ljarah 7,587

- Musharakah 3,562

126,135
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Table — 3. Capital Requirement for Market and Openal Risk

CAPITAL ADEQUACY

Capital Requirements for Market Risk (PD-1.3.18) &Operational Risk (PD-1.3.19) & 1.3.30(a)
Risk Weighted Capital
Particulars Assts Requirement
Market Risk - Standardised Approach 45,774 5,722
Operational Risk - Basic indicator approach 96,907 12,113

Table — 4. Capital Ratios

CAPITAL ADEQUACY

Capital Adequacy Ratios (PD-1.3.20)
Particulars Total Capital Tier 1 Capital
Ratio Ratio
%
Consolidated Ratios 22.03% 18.79%
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3. Risk Management

3.1 Bank -wide Risk Management Objectives

The management of the Bank believes in the praachanagement of risk in the full cycle of a finahci
transaction including its operating circumstangesnfthe origination stage to its final disposalnfr¢the
books of the Group. The risk management objectiveebich area of risk is to adopt the best practices
available to adhere to the Basel Il and the CBRiiregnents. The Group is able to identify, capture,
monitor and manage different dimensions of riskhwtie aim of protecting asset values and income
streams, and hence, optimising the Group’s shadehaketurns, while maintaining its risk exposure
within defined parameters.

To effectively manage risk, Board approval is sdugih a regular basis. The Bank has implemented
sophisticated risk management systems such as FAx3et and Liability Management (ALM), credit
risk rating systems, stress test models, ICAAP rhadeé various other analytical tools.

The Bank’s risk appetite is defined within the paeters of its risk strategy. The Bank reviews and
redefines its risk appetite according to the evgubusiness plans considering fluctuations in egvoo
and market conditions and future forecasts. ThekBdso assesses on a regular basis its toleramce fo
specific risk categories in term of limits struesifor various risks and its strategy to managsethisks.

3.2 Strategies, Processes & Internal Controls
3.2.1 Bank’s Risk Strategy

The Bank’s risk strategy, backed by appropriatatIstructures, is articulated through a Risk Charte
Capital Adequacy strategy, Credit risk strategyebtment risk strategy, Market risk strategy, Rnafie
risk strategy, Liquidity risk strategy, and Opeoatil risk strategy and ICAAP policy. These straegi
provide an enterprise—wide integrated risk managem@mework in the Bank. The Risk Charter
identifies risk objectives, policies, strategiesl aisk governance both at the Board and the managem
level. The Capital Adequacy strategy and ICAAP @polis aimed at ensuring financial stability by
allocating enough capital to cover unexpected kstaémit structures serve as a key component in
articulating risk strategy in quantifiable risk a&pipe. They are further supported by a comprehensiv
framework for various risk silos with its own skgies, policies and methodology documents. In
addition, the Bank is in the process of implementinarious risk systems to help quantify not just th
regulatory capital but also the economic capitalcatted to various portfolios.

The Group is exposed to various types of risk, sashmarket, credit, rate of return, liquidity and

operational risks, all of which require compreheasicontrols and ongoing oversight. The risk

management framework encapsulates the spirit beBas#®l I, which includes management oversight
and control, risk culture and ownership, risk redtign and assessment, control activities, adequate
information and communication channels, monitoringk management activities and correcting

deficiencies.
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3.2.2 Credit Risk

The Bank manages its credit risk exposures by atialy each new product/activity with respect to the

credit risk introduced by it. The Bank uses compretive credit evaluation and assessment criteda an
scorecard for every credit proposal and recordgistks arising from each new exposure. The Bank has
established a limit structure to avoid concentratmf risks for counterparty, industrial sector and

geographical area. The Bank also conducts streiagdor assessing the impact of adverse systemati

and firm specific conditions on its credit portmliThe Bank also maintains Credit Risk Policy and

Collateral Management policy for credit risk mitigs.

3.2.3 Market Risk

The Bank measures and monitors the market risktanportfolio using appropriate measurement
techniques such as limits on its FX open positistsp loss limits, notional limits and VaR limitEhe
Bank conducts stress testing to assess the impadverse market conditions on its market risk giees
portfolio.

3.2.4 Operational Risk

The Bank has established a Risk Control and Sedegament (RCSA) process necessary for identifying
and measuring and controlling its operational riSksis exercise covers the Bank’s business lines an
associated critical activities, exposing the Bamkperational risks.

3.2.5 Equity Risk in the Banking Book

Equity price risk is the risk that the fair valugfsequities decrease as the result of change®itetiels of
equity indices and the value of individual stockke equity price risk exposure arises from the @ou
investment portfolio. The Bank manages and moniteaisket risk arising out of its investment in pabli
equity using VaR and its private equity using irtdat sector, geographical areas and investmerd typ
limits. The strategy used has been effective thnougthe reporting period.

3.2.6 Profit Rate Risk

Profit rate risk arises from the possibility thatages in profit rates will affect future profithdyi or the
fair values of financial instruments. The Bank ngesmthe mismatch risk and re-pricing charactessiic
the assets and liabilities by monitoring, managang limiting its re-pricing gaps. It also managks t
market value sensitivity of the portfolio to theofit rates.
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3.2.7 Displaced Commercial Risk (DCR)

DCR refers to the market pressure to pay returtintestricted Investment Account (URIA) holdersttha
exceeds the rate that has been earned on the saated by the URIA, when the return on assets is
under performing as compared with competitor'sgate

The Bank manages DCR through the Profit Sharingdtmaent Account (PSIA) policy approved by the
Board according to which the Bank can forego itdarib share to manage DCR. The Bank strives to
offer competitive returns to its investors basesldkierage returns generated by the underlyingsaafiet
performing analysis of its profitability and stuslief other market indicators.

The quantitative disclosures regarding DCR areudised in tables 28 and 39.

3.3 Structure and Organisation of Risk Managemenunction

The Risk Management structure at the Bank encorepaall levels of authorities, organisational
structure, people and systems required for thectdffe functioning of risk management processes. The

roles and responsibilities associated with eachllet/risk management structure and authoritiesisbn
of the following:

The Board retains ultimate responsibility and actidor all risk management matters, including:
a. Establishing overall policies and procedures; and
b. Delegating authority to the Executive CommitteadA Risk Governance and Compliance
(ARGC) Committee and further delegation to the ngamaent.
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Board of Directors

(BOD) Level 1

Audit, Risk, Governance &
Compliance Committee
(ARGCC)

Executive Committee
(ExCom}

Senior Management
Committees

Asset & Liability
Credit Committee Committee (ALCO) f Investment Committee Basel Committee Product Development
(CC) Risk Management (IC) {BC) Committee (PDC)
Committee (RMC)

Risk Management
Group

Operation Risk Credit Risk Market & Investment Risk ICAAP and Basel
Department Department Department Department

Business Units Level 5
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3.4 Risk Measurement & Reporting Systems

The Bank measures the risk using the risk managesystems and risk MIS reports. The Bank has put
in place various limits based on its risk appefiteese limits have been approved by the Board. |#my
breaches are reported to the respective senior gaament committees and the Board by the Risk
Management Department (RMD) based on the limitdirgaocedure approved by the Board. The limits
are reviewed and revised at least on annual basihien deemed necessary. The Bank has implemented
sophisticated risk management systems such as FAxset and Liability Management (ALM), credit
risk rating systems, stress test models, ICAAP mateR and various other analytical models in order
generate the MIS and monitor the limits.

3.5 Credit Risk
3.5.1 Introduction

Credit risk is the risk of financial loss if a caster or counterparty fails to meet an obligationlema
contract. It arises principally from lending, trafitteance and treasury activities. The Bank contooéglit

risk by monitoring credit exposures, and continuabksessing the creditworthiness of counterparties.
Financing contracts are mostly secured by collatermrm of mortgage of real estate propertieitrer
tangible securities.

The Board sets the guidelines for managing theitcresk in terms of credit risk strategy, crediski
policy, credit criteria specifications, collateralanagement policy and credit risk limits including
individual and concentration limits. Any changehese guidelines is approved by the Board.

The Bank manages and controls credit risk by getimits on the amount of risk it is willing to amgt in
terms of counterparties, product types, geograplaiocsas and industrial sectors. All credit propssal
undergo a comprehensive risk assessment which eganthe customer’s financial condition, trading
performance, nature of the business, quality of agament, and market position, etc. Counterparty
facility limits for corporate customers are estsiéid by the use of a credit risk classificationtesys
which assigns each counterparty a risk rating im$eof obligor risk rating and the facility risktirzg.

The proposals are reviewed by the Credit ReviewAdministration Department which is separate from
the risk taking business units. A comprehensiveptata is used to review the proposals by the credit
review team. Credit approval decision is then naterms and conditions are set.

The Bank has established a credit quality revieac@ss to provide early identification of possible
changes in the creditworthiness of counterpartissluding regular collateral revisions. Corporate
contracts/facilities are reviewed on annual bagi€brporate Finance and the Credit Review and Credi
Administration Department.

Exposure limits are based on the aggregate exptswaunterparty and any connected entities athess
Bank. Risk ratings methodology is subject to regraaision by RMD.
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3.5.2 Types of credit risk

The Bank’s Financing contracts mainly comprisealfgljarah Muntahia Bittamleek, Istisna, Murabaha,
Murabaha (International Commodity), Murabaha Lette€redit, Diminishing Musharakah and Qard Al
Hassan.

ljarah /ljarah Muntahia Bittamleek (“IMB”)

The Bank enters into a contract under which thekBaurchases and leases out an asset required by the
customer for a rental fee. The duration of thedemsd rental fees are agreed in advance. Owneo§hip
the asset remains with the Bank until last payniemeceived from the customer. The Bank provides
ljarah financing in the form of IMB.

Istisna financing

Istisna is a contract of acquisition of goods amparty by specification or order, where the priceaid in
advance, but the goods are manufactured and dedivat a later date. The price and necessary
specifications of the goods or property must bedias at the time of the contract.

Murabaha

Murabaha is a contract between the Bank and sitcfor the sale of goods at a price which incluales
profit margin agreed by both parties. As a finagdiechnique, it involves the purchase of goodsallsu

a vehicle, by the Bank as requested by its cli#hte goods are then sold to the client at a profit.
Repayment, usually in instalments, is specifiethencontract.

Murabaha (International Commaodity)/Tawarruq

A commodity Murabaha is a contract between the Barkits client for the sale of goods at a priaespl
an agreed profit margin for the Bank. The produst dalled an International Commodity
Murabaha/Tawarruq because the profits are madeherbtying and selling of a Shari'a compliant
commodity usually metal on international marketrsas copper, aluminium or lead.

Murabaha Letter of Credit

A documentary credit is an undertaking by the Biangay the seller of goods, subject to the conftyrmi
of contractual instructions. Pursuant to a Muraladteer of Credit, the Bank imports the goods i it
own name. The customer then purchases the goaugffieoBank under a Murabaha arrangement.

Diminishing Musharakah

This form of financing makes the client as a “partrin term of ownership of the asset. This arranget
allows equity participation and sharing of profitdaloss on a pro rata basis. During the period of
financing, the non—Bank partner makes paymentfidcease its equity in the subject matter with the
ultimate objective that it will eventually buy thentire Bank’s equity and have the title in the asse
transferred solely to him.

Qard Al Hassan

The Bank provides a benevolent finance. Under dhiangement the Bank provides financing without
any profit there from and is usually short terrmitture. The recipient will have to repay the priaci
only at the time of maturity. The funding is frohretShareholder’s capital.
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Wakala

Wakala is a contract between ‘Muwakkil’ and the ¥al’. The Muwakkil places the funds with the
Wakeel for a fixed time period. The Wakeel invetsis Muwakkil’s fund and pays a profit generated
there-from as per the agreed rate of return.

Musawama

A musawama is a contract for the sale of assetdte agreed by both parties. The Bank purchases
product and assumes ownership. The assets aradheto the client with a mark-up and the owngrshi
of the asset is transferred to the client. Howeneither the cost of acquiring the asset nor tloitgo be
earned from it is disclosed to the client.

3.5.3 Past Due and Impaired Islamic Financing

The Bank defines non performing facilities as taeilities that are overdue for a period of 90 oreno
days. These exposures, studied on a case by csise dr@ placed on a non—accrual status with income
being recognised to the extent that it is actuabeived. It is the Bank’s policy that when an esyre is
overdue for a period of 90 or more days, the wifiolencing facility extended is considered as past, d
not only the overdue instalments. Additionally, th@nk invokes a cross default clause for corporate
counterparties such that all facilities to thosertterparties are then considered as non-performing.

As a policy, the Bank has placed on a non-accradalis any facility where there is reasonable doubt
about the collectability of the receivable irredpax of whether the customer concerned is curreintly
arrears or not. The past due and impaired fagldi® governed by the provisioning policy of theBa

3.5.4 External Credit Assessment Institutions

The Bank relies on external ratings for Sovereignd Financial Institutions (FIs) for assessing the
creditworthiness of the counterparties, as theygareerally rated by an external rating agency. Baek
uses Standard & Poor's, Fitch, Capital Intelligeraned Moody's to provide ratings for such
counterparties. In case of unrated Fls, the Basksses the credit risk based on the internal Figrat
model based on the following parameters:

Earnings, Liquidity, Asset quality, Capital adequaSize and Sensitivity to benchmark profit rates a
other macroeconomic variables.

3.5.5 Definition of Geographical Area

The geographic distribution of the credit exposusamonitored on an ongoing basis by the Bank's RMD
and reported to the Board on a quarterly basis.Bark’s classification of geographical area is adm
to its business needs and the distribution ofatsfglios.
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3.5.6 Concentration Risk

Concentration risk is the credit risk stemming fromwt having a well diversified credit portfoliogi.
being overexposed to a single customer, industiypser geographic region.

As per the CBB'’s single obligor regulations, bamksorporated in Bahrain are required to obtain the
CBB’s approval for any planned exposure to a sirglenterparty, or group of related counterparties,
exceeding 15% of the regulatory capital base. beioito avoid excessive concentrations of risk, the
Bank’s credit concentration policy and proceduredude specific guidelines to focus on maintaining
diversified portfolio. Identified concentrations afedit risks are controlled and managed accorgingl

3.5.7 Credit Risk Mitigation

3.5.7.1 Introduction

Credit risk mitigation is defined as the utilisatiof a number of techniques, such as collaterats an
guarantees to mitigate the credit risks that theu@tis exposed to.

The Bank’s first priority when establishing relatship with the customer for financing is to detereni
the borrower’s capacity to repay and not to relpgpally on security or collateral.

Acceptable forms of collateral and their valuatiparameters are defined within the collateral
management policy. Valuations are done consenlgtara are regularly reviewed to reflect any change
in market conditions. Security structures and lexgalenants are also subject to regular review suiren
that they continue to fulfil their intended purp@s® remain in line with local market practice.

The Group accepts only Shari'a compliant collated credit risk mitigants. Further, a represergati
from the Shari'a Department sits on the credit catte® which takes decisions on significant collaker

3.5.7.2 Policy guidelines for credit risk mitigatio

The Bank has policy guidelines for the followingait risk mitigants:
» Collaterals

* Guarantees
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1. Policy for collaterals

Collaterals are governed by the collateral managempalicy of the Bank. The business units review an
recommend detailed guidelines relating to colldteraonsultation with RMD. These guidelines cover
the following:

Permissible collateral types — based on size,\adee, location and manufacturer.
Maximum financing to collateral value, for secufadilities based on each type of collateral.
Collateral verification and appraisal processehitting frequency of review.

Approved panel of solicitors, property and othduges.

Collateral documentation requirements, custodygémurities) and Takaful requirements.
Ongoing processes for margin maintenance, contoruaf Takaful, etc.

Collateral valuation process

Applicable haircuts on various types of collaterals

The Bank has a detailed policy for the initial \atlan and periodic revaluation of collaterals ofivas
types. This includes the methodology for valuatiperiodicity of the collateral valuation and the
guidelines on the evaluators (external valuataeyfival credit administration units who will carryet
independent review). For corporate facilities cederby fixed assets (land, building, plant and
machinery), collateral values are reassessed dpryathe external evaluators selected by the laamk
quarterly by the internal evaluator from the creatiministration unit. Ad hoc valuation may also be
requested if the management of the bank deemgdssary. Any collateral which are subject to marke
fluctuations on a more frequent basis are valuegkrfrequently. For example, volatile securitiesujgq
mutual fund, etc) are to be valued on a daily ba®e Bank carefully evaluates the market value and
liquidation value of collateral (adjusted for hait; based on the valuations provided by the eatern
evaluators. Standard predetermined haircut isegpbd each category of collaterals, based on ¢néral
bank guidelines.

The bank monitors the types of the collateralstsnportfolio and monitors the concentration in any
particular type of collaterals. The majority of tBank’s financing portfolio is secured through ngaige
of real estate properties. The bank monitors theketaand liquidation prices of the collaterals and
maintains the target minimum collateral coverage rfor various types of collaterals and facilities
specified in the policy. If required, additionalleteral can be demanded from the corporate custome

In case of default by any customer, the Bank mallegossible efforts for the recovery of amount and
only resorts to the disposal of collateral wheroéiler efforts have been exhausted. The bank basiar
management level collections committee, who deoidea case by case basis on the recovery of the
collaterals.
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2. Guarantees

Guarantees supplement collateral in improving tisaity of credit. It is the policy of the Bank tdtain
legally enforceable, unconditional, continuing anitten guarantees. In cases where a letter ofaguiee
from a parent company or a third party is acceptedredit risk mitigants, the Bank ensures that all
guarantees are irrevocable, legal opinion is obthiftom a legal counsel domiciled in the country of
guarantor regarding the enforceability of the gntea and all guarantees should be valid until full
settlement of the financing contract. Also no migaiufnegative) mismatch is permissible between the
guarantee and exposure. The Group only considéds dpaarantee as credit risk mitigants for the puepos
of Capital adequacy ratio calculations.

3.5.8 Counterparty Credit Risk

3.5.8.1 Introduction

A counterparty is defined as an obligor (individuebmpany, other legal entity), a guarantor of an
obligor, or person receiving funds from the Grolipalso includes the issuer of a security in cafsa o
security held by the Group, or a party with whontantract is made by the Group for financial
transactions.

The measurement of exposure reflects the maximwa tbat the Group may suffer in case the
counterparty fails to fulfil its commitments. Theadap exposure is defined as the total exposurdl to a
counterparties closely related or connected to ettodr. Large exposure is any exposure whethectdire
indirect or funded by restricted investment acceuiat a counterparty or a group of closely related
counterparties which is greater than or equal 8 d@the Group’s capital base.

The Group has adopted the Standardised Approaaliarate capital for counterparty credit risk. The
Bank has put in place an internal counterpartytlstriucture which is based on internal/externahgst

for different types of counterparties. The Bank ladso set concentration limits as a percentage of
portfolio exposure based on grades. In case otiategparty rating degrade, the Bank may requirdnéur
collateral or advise the counter party to redus@xposure on a case by case basis.

The Bank has developed a provisioning policy ireottd ensure that it maintains adequate providions
past due and impaired assets.
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3.5.8.2 Credit Limit Structure
Approval of counterparty exposure in excess of 10%f the Bank’s capital

Exposure financed by direct, unrestricted investnaaeounts and/or restricted investment accounts, i
excess of 10% of the Bank's Capital Base shall fqggaved only in exceptional cases. In such cases,
proposal highlights the fact that the limits proposire in excess of 10% of the Bank’s capital lzemsk
valid justification for recommending such a largg@@sure is given. The proposal is reviewed by Gredi
Review and Credit Administration Department, RMDdahe Credit Committee and approved by the
appropriate authorities within the Bank.

Reporting

The Group reports large counterparty exposuresB®B @nd senior management on periodic basis. The
Group reports the exposures on a gross basis wittmyuoffsetting. However, debit balances on actoun
may be offset against credit balances where bethedated to the same counterparty, provided thoaiGr
has a legally enforceable and Shari’a right toao s

Early warning indicators

The Bank maintains a strong focus on identificabdrsigns of deterioration in credit quality at early
stage in order to take remedial measures beforiadigy becomes non-performing.

3.5.9 Related Party Transactions
The disclosure relating to related party transastiand balances has been made in the consolidated

financial statements of the Group for the year dn8ie December 2010. All related party transactions
have been made on an arm’s length basis.
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3.5.10 Quantitative disclosures

Table — 5. Average and Gross Credit Risk Exposure

Page 19

CREDIT RISK: QUANTITATIVE DISCLOSURES

Credit Risk Exposure (PD-1.3.23(a))

Self Financed

Financed by Unrestricted
Investment Accounts

Portfolios Total Gross * Average Gross Total Gross * Average Gross
Credit Exposure | Credit Exposure | Credit Exposure Credit Exposure
Over the Period Over the Period
Balances with Banks 4,440 4,961 4,943 5,871
Murabaha and Mudaraba contracts with Banks - - 51,370 40,753
Financing contracts with customers 315,869 311,333 324,522 334,017
Investments — Sukuk - - 53,672 53,202
Receivables 56,985 57,723
Total 377,294 374,017 434,507 433,843
Credit commitments and contingent items 44,850 39,112 - :
Grand Total 422,144 413,129 434,507 433,843

* Average credit exposure has been calculated wugiagterly consolidated financial statements aril RIirms submitted to CBB.



Table — 6. Portfolio Geographic Breakdown.

CREDIT RISK: QUANTITATIVE DISCLOSURES

Geographic Breakdown (PD-1.3.23(b)

Page 20

Self Financed

Financed by Unrestricted Investment Accounts

Portfolios

Geographic Area

Geographic Area

Middle
East

North
America

Europe

NZ /
Australia

Others
Countries

Total

Middle
East

North
America

Europe

NZ /
Australia

Others
Countries

Total

Balances with
Banks

2,341

1,260

811

28

4,440

2,607

1,40

o

902

4,943

Murabaha and
Mudaraba
contracts with
Banks

51,370

51,370

Financing
contracts with
customers

314,498

978

- 393

315,869

323,171

963

- 388

324,522

Investments -
Sukuk

50,777

985

1,910

53,672

Receivables

52,428

4,492

65

56,985

Total

369,267

2,237

5,308

458

28

377,294

427,925

3,351

902

388

1,942

434,507

Un-funded

Credit
commitments
and contingent
items

42,914

1,710

226

44,850

Grand Total

412,181

2,237

7,013

454

25

4

422,144 427,9

5

351

902

388 1,942

434,501




Table — 7. Industrial Sector Breakdown by Portfolio

CREDIT RISK: QUANTITATIVE DISCLOSURES

Page 21

Industry Sector Breakdown (PD-1.3.23(c))
Self Financed Financed by Unrestricted Investment Accounts
Portfolios Industry Sector Industry sector
Trading Banking Construction Trading Banking Construction
and and and and and and
Manufacturing Financial Real Estate | Others | Total Manufacturing Financial Real Estate | Others | Total
Funded
Balances with
Banks - 4,440 - - 4,440 - 4,943 - - 4,943
Murabaha and
Mudaraba
contracts with
Banks . - - - - . 51,370 - -| 51,370
Financing
contracts with
customers 27,138 38,690 191,971| 58,070| 315,869 40,083 38,115 189,118| 57,206| 324,522
Investments -
Sukuk - - - - - - 18,687 34,985 -| 53,672
Receivables - - 22,477| 34,508 56,985 - - - - -
Total 27,138 43,130 214,448| 92,578| 377,294 40,083 113,115 224,103| 57,206| 434,507
Un-funded
Credit
commitments
and contingent
items 30,814 226 12,100 1,710| 44,850 . - - - -
Grand Total 57,952 43,356 226,548| 94,288| 422,144 40,083 113,115 224,103| 57,206| 434,507




Table — 8. Exposures in Excess of 15% Limit

CREDIT RISK: QUANTITATIVE DISCLOSURES

Concentration of risk (PD-1.3.23(f)) Exposure as Rercentage of Capital Base

Counterparties

Self Financed

Financed by Unrestricted
Investment Accounts

Concentration of Risk

Concentration of Risk

Counterparty # 1

34.63%

Counterparty # 2

27.47%

Restructured Islamic Financing Contracts:

The outstanding amount of financing contracts vatistomers for which financing terms have been
renegotiated (restructured facilities) during thealy amounted to BD 150,361 thousand (2009: BD
118,234 thousand) and these are secured with e@laimounting to BD 110,521 thousand (2009: BD
192,037 thousand. For restructured facilities artingnto BD 87,936 thousand (2009: BD 62,862
thousand) either six months or more have elapsex she date of restructuring and the customers hav
made regular payments on a timely basis or thesdemle been settled. As a condition to restruaurin

the Bank has received partial payment from custeraad/or obtained additional collateral.

The restructuring does not have any significantaotn provision and present and future earningbeof
Group as most of the exposures are sufficientljatarialised and restructuring is based on the marke
terms. The concession provided to the restructueéationships mainly relates to the extension @f th
repayment dates.
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Table — 9. Maturity Breakdown of Credit Exposures

Page 23

CREDIT RISK: QUANTITATIVE DISCLOSURES

Residual Contractual Maturity Breakdown (PD-1.3.236))
Self Financed

Portfolios Maturity Breakdown

Upto 3 3-12 1-5 5-10 10-20 Over 20 Total

Months Months Years Years Years Years
Balances with Banks 2,220 - - - 2,220 4,440
Murabaha and Mudaraba contracts with Banks - - - - - -
Financing contracts with customers 25,026 121,717| 124,187 38,239 6,700 315,869
Investments - Sukuk - - - - - -
Receivables 5,989 - 39,996 11,000 - 56,985
Total 33,235 121,717 164,183 49,239 8,920 377,294
Credit commitments and contingent items 17,189 27,426 235 - - 44,850
Grand Total 50,424| 149,143] 164,418 49,239 8,920 422,144
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CREDIT RISK: QUANTITATIVE DISCLOSURES

Residual Contractual Maturity Breakdown (PD-1.3.23())
Financed by Unrestricted Investment Accounts

Portfolios Maturity breakdown

Upto 3 3-12 1-5 5-10 10-20 Over 20 Total

Months Month Years Years Years Years
Balances with Banks 2,472 - - - 2,471 4,943
Murabaha and Mudaraba contracts with Banks 51,263 107 - - - 51,370
Financing contracts with customers 26,723| 126,042| 126,914 38,241 6,601 324,522
Investments - Sukuk - 19,861 33,811 - - 53,672
Receivables - - - - - -
Total 80,458| 146,010/ 160,725 38,241 9,072 434,507
Credit commitments and contingent items - - - - - -
Grand Total 80,458| 146,010/ 160,725 38,241 9,072 434,507




Table — 10. Break-up of Impaired Loans by InduSegtor

CREDIT RISK: QUANTITATIVE DISCLOSURES

Impaired Loans, Past Due Loans and Allowances (PD-3.23(h))

Page 25

Self Financed

Industry Sector Total Good Substandard | Pastdue | Past due or Specific Impairment Collective
Portfolio -bUt r_10t in_divid_u ally Over3 | Overl | Over3 Balance Charges | Transfer | Balance Impairment
I I Months Year Years at the During from at the
Beginning the collective | End of
of the Period provision the
Period Period
Trading and
manufacturing] 27,138| 16,605 4,242 17,847 320 -1 320 - - - - - *
Banking and *
financial
institutions 38,690 15,790 4,034 16,971 304 -| 304 - - - - -
Construction *
& real estate | 191,971| 78,345 20,016] 84,204 1,510 -1 1,510 - - - - -
*
Others 58,070| 23,699 6,055 25,471 457 -| 457 - 1,183 408 216| 1,807
Total 315,869| 134,439 34,347 144,492 2,591 - 2,591 - 1,183 408 216| 1,807 -

* This amounts to BD 11,742 thousands represerdoligctive impairment against exposures which,aalgh not specifically
identified, have a greater risk of default then wbeginally granted.
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Impaired Loans, Past Due Loans and Allowances (PD-3.23(h))

Financed by Unrestricted Investment Accounts

Industry Sector Total Good Substandard | Past due | Past due or Specific Impairment Collective
Portfolio but not individually 5o 3 Tower i T owrs o8] o — o Impairment
: : : : ver ver ver alance arges ranster alance
impaired impaired Months Year Years at the During from at the
Beginning the collective | End of
of the Period provision the
Period Period
Trading and
manufacturing] 40,083| 40,083 - - - - - - - - - -
Banking and
financial
institutions 38,115| 38,115 - - - - - - - - - -
Construction
& real estate | 189,118| 189,118 - - - - - - - - - -
Others 57,206| 57,206 - - - - - - - - - -
Total 324,522 324,522 - - - - - - - - - -




Table — 11. Break-up of Provision by GeographicaAre

CREDIT RISK: QUANTITATIVE DISCLOSURES

Impaired Loans, Past Due Loans And Allowances (PD-3.23(i))

Own Capital and Current Account

Unrestricted Investment Account

Geographic Past Due and Specific Collective Past Due Specific Collective
Area Impaired Impairment | Impairment Islamic Impairment | Impairment
Islamic Financing
Financing Contracts
Contracts
(Greater
Than 90
Days)
Middle East 45,654 1,242 * - - *
North America - - - - - -
Europe - - - - - -
Asia / Pacific - - - - - -
Others
countries 1,131 565 - - - -
Total 46,785 1,807 - - - -

* This amounts to BD 11,742 thousands represertoifpctive impairment against exposures which,
although not specifically identified, have a greaisk of default than when originally granted.
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Table — 12. Break-up of Eligible Collateral by Rolib

CREDIT RISK MITIGATION (CRM): DISCLOSURES FOR STAND ARDISED APPROACH

Credit Risk Exposure Covered By CRM (PD-1.3.25 (band (c))

Portfolios Total Exposure Covered by
Eligible Collateral * Guarantees

Murabaha 94,768 -

ljarah 128,88D -

Total 223,657 -

* Over and above the collateral, considered asibédigunder the CA Module, the Bank maintains
additional collateral in the form of mortgage okidential properties, corporate guarantees andr othe
tangible assets, which could be invoked to claienaimount owed in the event of default.
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Table — 13. Counter Party Credit Risk

DISCLOSURES FOR EXPOSURES RELATED TO COUNTERPARTY CREDIT RISK (CCR)

General Disclosures (PD-1.3.26 (b))

Current Credit

Eligible Collaterals Held *

Exposure by Netted
Type of Islamic Current

Financing Gross Positive Credit

Contracts Fair Value Exposures| Cash Others Total
Murabaha 388,402 388,402| 15,934 78,834 94,768
ljarah 232,991 232,991 20 128,869 128,889
Musharakah 18,998 18,998

Total 640,391 640,391| 15,954 207,703 223,657

* Over and above the collateral, considered asibédigunder the CA Module, the Bank maintains
additional collateral in the form of mortgage obidential properties, corporate guarantees and othe

tangible assets, which could be invoked to claienaimount owed in the event of default.
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3.6 Market Risk

3.6.1 Introduction

Market risk is the risk that movements in marksk factors, including foreign exchange rates, profi
rates, commodity prices, equity prices and craaliéads will reduce the Group’s income or the valtie
its portfolios. The Group is also exposed to pradie and potential foreign exchange risks ariging
financial assets and liabilities. The Group alsoepts the definition of market risk as defined iy CBB
as “the risk of losses in on and off-balance spesitions arising from movements in market prices.”

The Board has approved the overall market risk tiepi@ terms of market risk strategy and marksk ri
limits. RMD is responsible for the market risk cahtframework and sets a limit framework within the
context of the approved market risk appetite. ThakBseparates market risk exposures into eithdinga
or non-trading portfolios. Trading portfolios indki those positions arising from market—making,
proprietary position—taking and other marked—to-k®aeipositions. Non—trading portfolios include all
other positions that are not included in the trgdinok.

Daily market risk reports are produced for the Bardenior management covering the different risk
categories. These reports are discussed with thierseanagement committees such as ALCO which
take appropriate action to mitigate the risk.

3.6.2 Market Risk Factors

For the Group, market risk may arise from movemeantsrofit rates, foreign exchange markets, equity
markets or commodity markets. A single transaatiofinancial product may be subject to any number o
these risks.

Profit Rate Risk is the sensitivity of financial products to chasge the profit rates. Profit rate risk
arises from the possibility that changes in pradies will affect future profitability or the fairalues of
financial instruments.

Foreign Exchange Riskis the risk that the value of a financial instrumheill fluctuate due to changes

in foreign exchange rates. The Board has setdinitpositions by currency. Positions are monitaned
a daily basis to ensure risk is maintained withstaklished limits using VaR methodology.
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The Group is exposed to the currency risk mainky tuthe bank's banking book FX net open positions
and due to the fact that the assets and liabiliieis foreign subsidiaries are denominated inirthe
respective functional currencies. Net assets ofsdmip’s foreign subsidiaries, located in Jordana@31
December 2010 is BD 34,523 thousand (31 Decemb@®:2BD 35,926 thousand). Net assets of the
Group’s foreign subsidiary, located in United Kioga, as at 31 December 2010 is BD 12,222 thousand
(31 December 2009: BD 13,725 thousand). The assetdiabilities are translated into Bahraini Dinar
(presentation currency of the Group) using theintpsate at the date of statement of financial tasi

for the purpose of consolidated financial statemeifihe impact of foreign currency translation is
recognised in the statement of comprehensive incamadewill be routed to statement of income at the
time of disposal of investment in subsidiaries.

Equity Risk is the risk that the fair values of equities daseas the result of changes in the levels of
equity indices and the value of individual stockke equity price risk exposure arises from the @i®u
investment portfolio.

Commodity Price Riskis the risk arises as a result of sensitivity targfes in commaodity prices. Since

prices in commodity markets are determined by fumetstal factors (i.e. supply and demand of the
underlying commodity) these markets may be stromglgrelated within a particular sector and less
correlated across sectors. The Group is not expos@aterial commodity price risk.
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3.6.3 Market Risk Strategy

The Board is responsible for approving and revigwime market risk strategy and policy. The Bank’s
senior management is responsible for implementiegntarket risk strategy approved by the Board, and
continually enhancing the market risk policies gnocedures for identifying, measuring, monitorimgla
controlling market risks.

In line with the Bank’s risk management objectieesl risk tolerance levels, the specific stratefpes

market risk management include:

 The Bank strives to reduce the market risk throdgrersification of its risk exposures across
currencies, markets and sectors.

» The Bank proactively measures and monitors the etaikk in all its risk exposures on a regular
basis using appropriate measurement techniques.

* The Bank has established a limit structure to neorahd control the market risk in its portfolio on
daily basis. These limits are monitored on a regblasis and any exceptions to the limits are
immediately dealt with.

» The Bank carries out stress testing periodicallpdsess the effect of extreme movements in market
variables.

» The Bank, at all times, hold sufficient capitalarder to meet the capital requirement of the CBB as
well as maintain a cushion to cover any adverseemants in the market risk factors.

» At all times, the Bank will ensure that it followse overall market risk strategy while taking amywn
market risk exposures.

3.6.4 Market Risk Measurement Methodology

The various techniques which are used by the Bankhe measurement, monitoring and control of
market risk are as follows:

a) Value at Risk (VaR) Monte Carlo simulation
b) Value at Risk (VaR) Historical simulation
¢) Variance covariance for FX
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3.6.5 Market Risk Monitoring and Limits Structure

The Board and ALCO set the tolerance for markét iBased on these tolerances, RMD and Treasury
Department have established appropriate risk lithes maintain the Bank’s exposure within the sgat

risk tolerances over a range of possible changesairket prices and rates. The Bank has developed th
following combination of limits to control its magkrisk:

a) Stop loss limits;

b) Value at risk (VaR) limits;

c) FXtrigger at notional level,

d) Concentration limits for country, geography andeefor equity and Sukuk portfolios; and
e) Tenor limits for sukuks

The Treasury Department monitors the risk limits éach transaction and ensures that they are not
exceeded. A regular limit monitoring is carried tytthe market risk department within RMD to ensure
adherence to approved limits. ALCO also monitoeslimit adherence on a regular basis.

In case a limit is breached, the Board approvedt lmmeach procedure is followed and the reports are
provided to the ALCO, the ARGC Committee and thelodepending upon materiality of the breach.
The limits are reviewed at least annually or asriEknecessary.

3.6.6 Portfolio Review Process

As part of the review, RMD also monitors the Ban&iserall market exposure against the risk tolerance
limits set by the Board.

3.6.7 Reporting

The Bank generates a number of market risk managersports. These reports aim to provide the
Bank’s senior management with an up—to—date vieitlsaharket risk exposure. These include summary
of the Bank’s aggregate market risk sensitive expess VaR and limits monitoring reports.

3.6.8 Stress Testing
Stress testing produces information summarising Baak's exposure to extreme, but plausible,
circumstances and offers a way of measuring anditororgy the portfolio against extreme price

movements of this type. The Bank's RMD simulatessst scenarios such as Black Monday (1987) and
September 11, 2001 (2001) to calculate the maxihogsidue to extreme movements in FX rates.
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3.6.9 Quantitative disclosures

Table — 14. Minimum and Maximum Capital RequiremientMarket Risk

MARKET RISK: DISCLOSURES FOR BANKS USING THE STANDA RDISED APPROACH

Level Of Market Risks In Terms Of Capital Requirements (PD-1.3.27 (b))

Market Risk
Foreign Equity on Trading
Exchange Position Positions in Commodity
Particulars Price Risk Risk Risk Sukuks Risk
Capital requirements 375 5.347 - - -
Maximum value 964 5.993 - - -
Minimum value 375 4.784 . . .

This disclosure is based on the figures from th& Bbm the four quarters of 2010.

3.7 Operational Risk

3.7.1 Introduction

Operational risk is the risk of loss arising framadequate or failed internal processes, peopleygstdms

or from external events, whether intentional, wtional or natural. It is an inherent risk facegdatl
business and covers a large number of operati@katvents including business interruption andesyst
failures, internal and external fraud, employmenaicfices and workplace safety, customer and busines
practices, transaction execution and process marmageand damage to physical assets.

The Group cannot expect to eliminate all operatioisks, but through a control framework and by
monitoring and responding to potential risks, th@up is able to manage the risks. Controls include
effective segregation of duties, access, autharisatnd reconciliation procedures, staff educatod
assessment processes, including the use of intendél

The Board acknowledges that it has the ultimatpaesibility for operational risk. Oversight restgtw
the ARGC Committee. The Board has approved theatipeal risk framework in terms of strategy,
policy and limits. The Bank has implemented Risknttals and Self Assessment (RCSA) and
departments report the incidents and Key Risk Bitdis (KRIs) values to the operational risk unit fo
monitoring and reporting the key operational riskthe Bank.
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3.7.2 Sources of Operational risk

The different sources of operational risks facedhgyGroup can be classified broadly into the feifay
categories:

People Riskwhich may arise due to staffing inadequacy, uaetive remuneration structure, lack in staff
development policies, lack in procedures for apjpoamt, unhealthy professional working relationship
and unethical environment.

Processes Riskwhich may arise due to inadequate general contmotéglequate application controls,
improper business and market practices and proesdunappropriate/inadequate monitoring and
reporting,

Systems (Technology) Riskvhich may arise due to the integrity of informatie lacking in timelines of
information, omission and duplication of data elmrdware failures due to power surge, obsolescence
low quality etc.; software failure due to unautBed or incorrect modifications to software programs
computer virus, programming bug etc.

External Risk which can comprise legal / public liability, crinal activities, outsourcing / supplier risk,
disasters and infra-structural utilities failuresgulatory risk and political / government risk.

3.7.3 Operational Risk Management Strategy

The Bank’s Board is responsible for approving aedawing (at least annually) the operational risk
strategy and significant amendments to the operaltidsk policies. The Bank’s senior management is
responsible for implementing the operational rilategy approved by the Board to identify measure,
monitor and control the risks faced by the Banke Bank continuously monitors the process and
controls framework surrounding all business uratadsess their effectiveness and efficiency.

As a strategy the Bank will identify the sourcesoperational risks in coordination with each buse
unit. On an ongoing basis, the operational riskrmice is determined by the RMD based on a bot{om-u
approach following a discussion with the businesitsu Operational risk tolerance will need to be
approved by the ARGC Committee, ratified by the fBloand documented and communicated via the
Board-approved policy.

The RCSA methodology enables the Bank to identiék events within each activity, process and
support unit of the Bank, document existing comstrektablish quantitative measurement metrics admnp
and likelihood - for each event as well as earlynvay indicators for key risks as defined in thekri
tolerance in the form of Key Risk Indicators (KRkx)d capture operational loss data. The operational
risk identification, assessment and measuremegepsanvolves the following steps:
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Identification of KRI's
The Bank’s RCSA process identifies the KRIs.

Incident reporting

An incident is the occurrence of an operationacompliance risk event that has caused, or has the
potential to cause a financial, reputation or ratpry impact on the Bank. It includes credit orrkeh

risk events, which have been caused by an opeahtitak event, and non—compliance with any legal or
regulatory requirement, license, internal policypoocedure or code. The incidents are reportechby t
business and control units as a part of the RC&dwork.

Operational Loss Database (OLD)

The OLD is a key component to enable the Bank tantty its past operational risk exposures. The
OLD contains a subset of the information capturgdhe incident reporting process since all incident
involving an actual or potential financial impartqquding near misses) is captured.

Scenario analysis

The Bank uses scenario analysis to help it to ewalits exposure to high—severity events. The Bank
identifies the stress events and scenarios to whishexposed and assesses its potential impadttre
probability of aggregated losses from a single eleading to other risks. Scenario analysis is coted

in a workshop format, using a combination of expedgment; including business management
representatives and external risk management ex@ertwell as external data relevant to the righisgo
evaluated.

3.7.4 Operational Risk Monitoring and Reporting

The internal monitoring and reporting process essu consistent approach for providing pertinent
information to senior management and the ARGC Cdtamifor the quick detection and correction of
deficiencies in the policies, processes and praesdtor managing operational risk through ongoing,
periodic reviews.

The objective of the reporting process is to enselevant information is provided to senior managem
and the Board to enable the proactive managemerpearftional risk. The process ensures a consisten
approach for providing information that enablesrapgate decision making and action taking. The KRl
and incidents are reported by the operationaluigk
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3.7.5 Operational Risk Mitigation and Control

Control activities are necessary to address theifsp@perational risks that the Bank has identifie
through the RSCA process. For the material riskstifled by the Bank, the Bank decides whethersi® u
procedures to control, mitigate, transfer, or libarrisks.

The Group has several options for controlling andiigating these risks:

* Decline to accept the risk (i.e. by avoiding certaiisiness strategies/customers)
* Accept and retain the risk but introduce mitigatingrnal/external controls

» Accept the risk and transfer it in part/in whole.

Key controls

The Group aims to control the operational risks iexposed to by strengthening its internal costrol
continuing its efforts to identify, assess, measanmd monitor its risks, evolving in its risk managnt
sophistication and promoting a strong control geltwithin the Group.

Each business unit head is responsible for enstigtgthe internal controls relevant to its openagiare
complied with on a day to day basis in spirit adl s in letter. The Group will furthermore estahli
control processes and procedures and implemerstamsyfor ensuring compliance with these interre ri
control processes and procedures.

3.7.6 Business Continuity Plan and Disaster RecoyePlan

In 2010, the Bank completed its Business Continkign (BCP) based on a Business Impact Analysis
and risk review of the Bank’s activities. An Infoation Technology Disaster Recovery site has alsm be
completed and is fully operational whilst undergpantesting phase. A primary business continuity si
has been completed with the option to fit out twatHer sites should the need arise. The Bank will
embark on a six month periodic testing of plans prdtedures to ensure that the BCP process isnturre
and effective.

wiygall Jigaill
Kuwait Finance House
Eafrain E.E-.l:.ll'.-llla:l u+.‘|'i Sapgugl




3.7.7 Quantitative disclosures

Table — 15. Indicators of Operational Risk

OPERATIONAL RISK : QUANTITATIVE DISCLOSURES FOR BAS IC INDICATOR

APPROACH

Indicators of Operational Risk (PD-1.3.30 (b) & (c)

Particulars

Total

Gross Income (average)

51,684

Amount of non-Shari’a-compliant income

Number of Shari'a violations that were identifieddareported during th
financial year

Material legal contingencies including pending letions

Penalties amounting to BD 200 paid to the CBB dulaiture of cleaning
four erroneously open accounts in Bahrain CredieR&ce Bureau

3.8 Equity Positions in the Banking Book

Equity price risk is the risk that the fair valugfsequities decrease as a result of changes itetets of
equity indices and the value of individual stockke equity price risk exposure arises from the @ou

investment portfolio.

The accounting policies, including valuation metblodies and their related key assumptions, are
disclosed in the consolidated financial statemeAlisof the Group’s investments are for strategiad
term holdings.
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3.8.1 Quantitative disclosures

Table — 16. Total and Average Gross Exposures

EQUITY POSITION IN BANKING BOOK - DISCLOSURE REQUIR EMENTS

Total and Average Gross Exposure - (PD-1.3.31 (b) &))
Type and Nature of Investment Total Gross | * Average Publicly Privately
Exposure Gross Traded held
Exposure
Equity investments 319,233 309,416 319,234
Managed funds 34,642 15,824 34,6472
Total 353,875 325,240 353,875

* Average exposure has been calculated using qlyacensolidated financial statements or PIRI forms

submitted to CBB.

Table — 17. Break-up of Capital Requirement foriggGroupings

EQUITY POSITION IN BANKING BOOK - DISCLOSURE REQUIR EMENTS

Capital Requirement - (PD-1.3.31 (f))

U PR HOF RO ORI R OO

-

A
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Equity Grouping Capital
Requirement
Listed
Unlisted 125,850
Managed Funds 2,138
Total 127,988
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Table — 18. Gain and Loss Reported

EQUITIES: DISCLOSURES FOR BANKING BOOK POSITIONS

Gains / Losses Etc. (PD-1.3.31 (d) and (e))

Particulars Total

Total realised (losses) arising from sales or tatibns in the reporting period (7,548)
Total unrealised gains (losses) recognised inrsite of other comprehensive income 1,200
Unrealised gross (losses) included in Tier One @hpi (6,135)
Unrealised gains included in Tier Two Capital -

3.9 Unrestricted Investment Accounts (“URIA”)

The Investment Account Holder (“IAH") authorizestBank to invest the account holder’s funds on the
basis of Mudaraba contract in a manner which thekBdeems appropriate without laying down any
restrictions as to where, how and for what purgbsefunds should be invested. Under this arrangemen
the Bank can commingle the IAH funds with its owmds (owner’s equity) and with other funds the
Bank has the right to use (e.g. current accounggrother funds which the Bank does not receivéhen
basis of Mudaraba contract). The IAH and the Baattigpate in the returns on the invested funds.

The Bank has developed a Profit Sharing InvestrifigatA) policy which details the manner in which the
URIA funds are deployed and the way the profits @tkeulated for the URIA holders. The strategic
objectives of the investments of the IAH funds are:

* Investment in Shari'a compliant opportunities;

e Targeted returns;

+ Compliance with investment policy and overall bass plan;
» Diversified portfolio; and

* Preparation and reporting of periodic managemeuotnmation.

URIA holders’ funds are invested in short and maediterm Murabaha, Sukuks and ljarah Muntahia
Bittamleek. The Bank invests these funds througtioua departments including Treasury, corporate,
consumer, and debt capital markets. The experiehdevant department heads is mentioned in Sectio
4. No priority is granted to any party for the pasp of distribution of profits. According to theres of

acceptance of the URIA, 100% of the funds are itecesifter deductions of mandatory reserve and
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sufficient operational cash requirements. URIA farate invested and managed in accordance with
Shari'a requirements. Income generated throughstedefunds is allocated proportionately between
URIA holders and shareholders on the basis of eeage balances outstanding and share of the funds
invested. The Bank does not share income fromdsedservices with the URIA holders. Administrative
expenses incurred by the Bank are allocated tdJIREA holders in the proportion of average URIA
funded assets to average total assets of the Bawekprocess has not changed significantly fronmpidost
years.

The mudarib share on investment accounts ranges 2% to 40% depending on the investment period
and in case of saving accounts, where there igstaation of cash withdrawal, the mudarib sharges
from 50% to 60%. However, during the year, in additto investors' share of profit, the Bank has
distributed profit to investors from its own shafemudarib share. There is no change in mudaribesha
from the year 2009.

The Bank has a Corporate Communications Departmvlith is responsible for communicating new
and/or extended products information through variobannels of communication which may include
publications, website, direct mailers, electroni@ilrand local media. The URIA products availablerte
customers can be classified broadly under two cailegy 1) Term URIA and 2) Saving URIA. Term
URIA are fixed term URIA having maturity of 1, 3, @&d 12 months whereas Saving URIA can be
withdrawn on demand. Detailed information about fikegures of various products offered by the Bank
can be obtained from the website of the Bank, huoehat the branches, call centre and customeicserv
representatives at the branches of the Bank. Bemnohthe Bank are the primary channel through lwhic
products are made available to the customers.

Displaced commercial risk (“DCR") refers to the ketrpressure to pay returns that exceeds thehate t
has been earned on the assets financed by the RBEX the return on assets is under performing as
compared with competitors’ rates. Fiduciary riskhie risk that arises from Bank’s failure to penfioin
accordance with explicit and implicit standards legaple to their fiduciary responsibilities. Althgh
KFHB will discourage subsidizing its URIA holdetbe Bank may forgo a portion of its mudarib share
from assets funded by PSIA and apportion its sharthe IAH as part of smoothing returns and to
mitigate potential withdrawal of funds by depositor

Complete mudarib share or part thereof, based emapproval of ALCO of the Bank, can be waived to
pay a competitive rate to URIA holders. There aveénstances where the Bank, as Mudarib, has taken
any share greater than the agreed/disclosed praiing ratio. There were instances where the Bask
forgone part of its profit to distribute that teetBank’s customers or investors

The rate of return payable to URIA holders is dedily ALCO, keeping in view the rate of return ean

is from the portfolio financed by URIA. Major codsrations while deciding the rate of return payable
URIA holders include rates offered by peer bankst of funds from various sources, liquidity pasiti

of the Bank and market interest rates (LIBOR €ltle bank does not use a fixed market benchmark rate
for comparison to the returns paid to URIA holders.
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In order to ensure smooth returns and to mitigagepotential withdrawal of funds by URIA Investors;
the Bank can use Profit Equalisation Reserve (PBRjilarly Bank can use Investment Risk Reserve
(IRR) to cater against future losses for URIA hotddérhe amount of PER and IRR as at 31 December
2010 and 2009 is Nil but the Bank may transfer amdéuto PER and IRR in future after prior notice to

its customers.

3.9.1 Quantitative Disclosures

Table — 19. Break-up of URIA

UNRESTRICTED INVESTMENT ACCOUNTS:

Unrestricted Investment Account (PD-1.3.33 (a) &(9)
Amount Financing to Total | Ratio of Profit
URIA % Distributed

Savings URIA 43,972 10% 7%
Term URIA 408,991 90% 93%

Total 452,963 100% 100%

Table — 20. Percentage of Return on Average URIgefs
UNRESTRICTED INVESTMENT ACCOUNTS:
Unrestricted Investment Account (PD-1.3.33 (d))
Percentage

Average profit paid on average URIA assets 2.87%
Average profit earned on average URIA assets 3.97%
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Table — 21. Percentage of Mudarib share to TotdNRofits

UNRESTRICTED INVESTMENT ACCOUNTS:

Unrestricted Investment Account (PD-1.3.33 (f))
URIA Return Share of Percentage
Before Profit Paid to
Mudarib Bank as
shares Mudarib
Mudarib share to total URIA profits 18,599 5,300 28.5%

Table — 22. Percentage of Islamic Financing Cotgramanced by URIA to Total URIA

UNRESTRICTED INVESTMENT ACCOUNTS:

Unrestricted Investment Account (PD-1.3.33 (h))
Shari‘a-Compliant Contract Financing Financing to
Total URIA %
Balances at banks 23,399 5.17%
Banks Murabaha 51,370 11.34%
Investments — Sukuk 53,672 11.85%
Murabaha 205,070 45.27%
ljarah Muntahia Bittamleek 119,452 26.37%
Total 452,963 100.00%
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Table — 23. Percentage of Counterparty Type Castieinanced by URIA to Total URIA

UNRESTRICTED INVESTMENT ACCOUNTS:

Unrestricted Investment Account (PD-1.3.33 (i)
Counterparty Type Financing Financing to
Total URIA %
Claims on sovereigns 27,352 6.04%
Claims on banks 62,304 13.75%
Claims on corporate 130,500 28.81%
Regulatory retail portfolio 25,169 5.56%
Mortgage 166,963 36.86%
Holding of real estate 28,690 6.33%
Others 11,985 2.65%
Total 452,963 100.00%

Table — 24. Percentage of Profit Paid to URIA Hodde Total URIA Investment

UNRESTRICTED INVESTMENT ACCOUNTS:

Unrestricted Investment Account (PD-1.3.33 (I) (m& (n))

Share of Profit Paid to

Share of Profit Paid

Share of Profit Paid,

as a % of Funds
Invested, to Bank as

to IAH After
Transfer To/From

IAH Before Transfer
To/From Reserves %

Reserves % Mudarib %
URIA 2.87% 2.87% 1.10%
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Table — 25. Range of Declared Rate of Return

UNRESTRICTED INVESTMENT ACCOUNTS:

Unrestricted Investment Account (PD-1.3.33 (q))

1-Month

3-Month

6-Month

12-Month

Declared rate of return fg

=

Investments accounts
denominated in USD and
BHD.

2.80% - 3.50%

3.40% - 4.00%

3.60% - 4.50%

4.20% - 5.00%

Table — 26. Movement of URIA by Type of Assets

UNRESTRICTED INVESTMENT ACCOUNTS:

Unrestricted Investment Account (PD-1.3.33 (r) &%))

Type of Assets Opening Actual | Net Movement | Closing Actual
Allocation as at During the Allocation as at

01 July 2010 Period 31 Dec 2010

Cash and Balance with banks and CBB 27,412 (4,013) 23,399

Murabaha due from banks 43,406 7,964 51,370

Investments — Sukuk 51,121 2,551 53,672

Murabaha due from customers 183,000 22070 205.070

llarah Muntahia Bittamleek due fro

customers 140,398 (20,946) 119,452

Total 445,337 7,626 452,963

Note: There are no limits imposed on the amourit ¢ha be invested by URIA funds in any one asset.
However, the bank monitors its URIA deployment sifisations so that to ensure that URIA funds are

not invested in the bank's long term Investmentf®lio (including Private Equity and Real Estate).
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Table — 27. Capital Charge on URIA by Type of Clgim

UNRESTRICTED INVESTMENT ACCOUNTS:

o
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Unrestricted Investment Account (PD-1.3.33 (v))
Type of Claims Amount RWA for Capital Capital
Adequacy Purposes Charge
Cash items 2,816 - -
Claims on sovereign 27,352 - -
Claims on MDBs 985 - -
Claims on banks 62,304 15,213 570
Claims on corporate 130,50( 123,924 4,647
Regulatory retail portfolio 25,169 18,877 704
Mortgages 166,963 44,953 1,686
Claims in holdings of Real Estate 28,690 57,380 2,152
Other assets 8,184 8,184 307
Total 452,961 268,531 10,070
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Table — 28. Percentage of Profit Earned and Peaifid to Total URIA Funds

UNRESTRICTED INVESTMENT ACCOUNTS:

Unrestricted Investment Account (PD-1.3.33 (w))
** URIA Profit Profit Profit # Profit paid
Funds Earned Earned as a paid as a
(Average) *rk percentage of percentage of
funds funds
invested invested
(after
smoothing)
2010 480,308 19,104 3.97% 13,804 2.87%
2009 503,207 25,045 4.98% 20,817 4.14%
2008 211,917 10,862 5.13% 9,865 4.66%
2007 78,055 1,807, 2.32% 1,662 2.13%
2006 * * * * *

* Data not available

** Average assets funded by URIA have been caledlaising monthly consolidated management

accounts.

*** This is the rate of return gross of mudarib shavhich ranges from 20% to 40% for term URIA,

depending on the investment period of the Investpaamd from 50% to 60% for saving URIA.

* During the year the Bank waivétd mudarib share resulting in higher return paidJRIA holders by

18% (2009: 22%)

Table — 29. Administrative Expenses Allocated to AR

UNRESTRICTED INVESTMENT ACCOUNTS:
Unrestricted Investment Account (PD-1.3.33 (x))

- L) -
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Kuwait Finance House

Unrestricted IAH Amount
Amount of administrative expenses charged to URIA 7,559
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3.10 Restricted Investment Accounts (“RIA”)

Under RIA, the IAH has authorized the Bank to invk® funds on the basis of Mudaraba contract for
investments, but imposes certain restrictions ashtere, how and for what purpose this funds areeto
invested. Further, the Bank may be restricted fommmingling its own funds with the RIA funds for
purposes of investment. In addition, there may therorestrictions which IAH may impose. RIA funds
are invested and managed in accordance with Shagarements. The funds are managed by the Bank
under fiduciary capacity as per the instructionthefRIA holder and accordingly the Bank is nabliato
make good any losses occurred due to normal conethezasons.

The Bank has developed the PSIA policy, approvethbyBoard, which details the manner in which the
RIA funds are deployed and the way the profitscateulated for the RIA.

The Bank as fund manager (mudarib) carries oufidigciary duties and administers the scheme in a
proper, diligent and efficient manner, in accordamgth the Shari'a principles and applicable laws a
relevant rules and guidelines issued by the CBB.

The Bank has appropriate procedures and controfdaice which commensurate with the size of its
portfolio which includes:

a) Organising its internal affairs in a responsiblenmer, ensuring it has appropriate internal controls
and risk management systems and procedures antblsodésigned to mitigate and manage such
risk;

b) Observing high standards of integrity and fair ohepln managing the scheme to the best interest of
its investors; and

¢) Ensuring that the Bank has the requisite level mfWdedge and experience for the tasks that is
undertaken and is competent for the work undertaken

RIA products are made available to the customexauth Priority Banking and Investment Placement
Department. Detailed product information about asi RIA products is available in the respective RIA
information pack. The bank has undertaken RIA fog teal estate projects. The detailed risks are
disclosed in the respective RIA information pack flee investors to make informed decision. Such
disclosure includes the disclosure on participatisks, default risks, investment risks and exclearage
risks.

The participation risk factors elaborate the raage measures of risks faced by the RIA holders. It
mentions that the entities in which the RIA funde deployed may not be generating enough operating
cash flows and these could be operating at losssd kntities may face difficulties in obtainingdfirting
facilities from external debt providers. Due to daly or turnaround stage of the business, thie ftaws

of these entities can be projected only to a lichiegree of reliability and can experience sigaific
fluctuations. As a result of this, it is possihat those entities may default on meeting theiaricial
commitments as they fall due thus resulting in\amé of default to the investor. The facilities asually
extended on an unsecured basis and thus ther® @®sats to resort to in case of a default exgepghé
underlying businesses. If the corporate entitysfai fulfil its obligations under the transaction
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documents, the Bank may not be able to liquidat iRilder’'s capital or pay their share of profit the
expiry of the participation term. The risk of cagpitoss will be borne by the RIA Investor and ndtH
Investors must agree and acknowledge that they state in all losses incurred by the pooled fuinds
proportion to the capital they placed in the rettd Mudaraba account. The capital structure cdethe
entities can be subject to changes due to the foeadising new capital for the underlying busiresss
This could result in subordination of RIA investrhemithin the overall debt structure of the entity.
Depending on the level of seniority of the debiadéifrisk may be higher.

3.10.1 Quantitative Disclosures
Table — 30. History of Profit Paid to RIA Holders

RESTRICTED INVESTMENT ACCOUNTS:

Restricted Investment Account (PD-1.3.35 (a) & (b))

2010 2009 2008 2007 2006 2005

Return to RIA holders 5,440 4,191 3,852 2,122 944 N/A

Table — 31. Break-up of RIA by Type of Deposits

RESTRICTED INVESTMENT ACCOUNTS:

Restricted Investment Account (PD-1.3.33 (a))

Amount

RIA funds 87,031

Table — 32. Percentage of Profit Paid to RIA HodderRIA Assets

RESTRICTED INVESTMENT ACCOUNTS:

Restricted Investment Account (PD-1.3.33 (d))

Percentage

Return on average* RIA assets 6.23%

* Average RIA funds have been calculated using clidated management accounts.
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Table — 33. Mudarib share as a Percentage of RitaProfits

RESTRICTED INVESTMENT ACCOUNTS:

Restricted Investment Account (PD-1.3.33 (f))

Percentage

Mudarib share to total (gross) RIA profits 7.87%

Table — 34. Share of Islamic Financing ContractBatal RIA Financing

RESTRICTED INVESTMENT ACCOUNTS:

Restricted Investment Account (PD-1.3.33 (h))

Shari'a-Compliant Contract Financing Financing to
Total Financing
%

Murabaha 84,584 97.19%
ljarah Muntahia Bittamleek 2,447 2.81%
Total 87,031 100.00%

Table — 35. Percentage of Counterparty Type Castiaoanced by RIA to Total RIA

RESTRICTED INVESTMENT ACCOUNTS:

Restricted Investment Account (PD-1.3.33 (i)

Counterparty Type Financing Financing to
Total Financing
%

Claims on corporate 87,031 100.00%
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Table — 36. Share of Profit Paid to RIA Holdersadercentage of Total RIA

RESTRICTED INVESTMENT ACCOUNTS:
Restricted Investment Account (PD-1.3.33 (I) (m) (n& (0))

Type of RIA Total RIA RIA RIA Share of Share of Share of
Return Return Profit Paid | Profit Paid Profit Paid
Before after to Bank as to IAH to IAH after
Mudarib Mudarib Mudarib Before Transfer to /
shares shares Transfer to from
[/ from Reserves %
Reserves %
A B C D E=C/A F=C/A
Murabaha 84,584 5,533 5,154 377 6.10% 6.10%
ljarah Muntahia|
Bittamleek 2,447 372 284 88 11.61% 11.61%
Total 87,031 5,905 5,440 465 6.25% 6.25%

Table — 37. Average Declared Rate of Return of RIA

RESTRICTED INVESTMENT ACCOUNTS:

Restricted Investment Account (PD-1.3.33 (q))

3-Month

6-Month

12-Month

24-Month

Declared rate of return

7.00%

6.00% -6.50%

6.50%

7.50%
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Table — 38. Treatment of Assets Financed by RIAhie Calculation of RWA for Capital Adequacy
Purposes

RESTRICTED INVESTMENT ACCOUNTS:
Restricted Investment Account (PD-1.3.33 (V))

Type of IAH Exposure Risk Weighted
Amount While
Calculating CAR
Murabaha 84,584 -
ljarah Muntahia Bittamleek 2,447 -
Total 87,031 -

Table — 39. Profit Earned and Profit Paid as adt¢age of Total RIA Funds

RESTRICTED INVESTMENT ACCOUNTS:

Restricted Investment Account (PD-1.3.33 (w))
* RIA Funds Profit Earned Profit Earned Profit Paid Profit Paid as a
(Average) as a Percentage Percentage of
of RIA Funds RIA Funds
2010 87,277 5,905 6.77% 5,440 6.23%
2009 71,272 4,481 6.29% 4,191 5.88%
2008 71,729 4,839 6.75% 3,857 5.37%
2007 28,475 2,739 9.62% 2,123 7.45%
2006 14,913 1,258 8.44% 944 6.33%

* Average RIA funds have been calculated using clidated management accounts.
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3.11  Liquidity Risk

3.11.1 Introduction

Liquidity risk is the risk that the Group does hatve sufficient financial resources to meet itsgattions
as they fall due, or will have to do so at an esgisescost. This risk arises from mismatches intitméng
of cash flows.

Funding risk arises when the necessary liquiditfutal illiquid asset positions cannot be obtainetha
expected terms and when required.

To control this risk, management has taken varinaasures including but not limited to arrangemént o
diversified funding sources in addition to its caleposit base, management of assets with liquidity
mind, and monitoring of future cash flows and ldjty gaps and needs on a daily basis.

This incorporates an assessment of expected casis tind gaps and the availability of high grade
collateral which could be used to secure additifumadiing if required.

The Group maintains a portfolio of highly marketalind diverse assets that can be easily liquidated
the event of an unforeseen interruption of cash.flbhe Bank also has lines of credit that provideiih
access to funds to meet liquidity needs. In addljtibe Bank maintains a statutory deposit withGiB8
equal to 5% of customer deposit denominated in &ahDinar.

The liquidity position is assessed and managedruadeariety of scenarios, giving due consideratimn
stress factors relating to both the market in gareenrd specifically to the Bank.

The Group maintains liquid assets to counter ligissues. The short—and long—term liquid aseéts
the Group, are listed below:

» Current account and reserves with the CBB

Cash-in—hand and held with other financial ingtig in nostro accounts

Short-term Murabaha placements with financial ingtins

Investments in marketable sukuks and equities

Maturing investments and financing
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3.11.2 Sources of liquidity risk

Liquidity risk may arise and materialise in theldaling ways:

Contractual mismatch between the cash flows oftassel liabilities

Insufficient diversification of funding sources @ncentration of funding sources

Operating in different currencies, which createsssrcurrency funding and liquidity risk

Unexpected withdrawal of funds by depositors

Non—performance or late payment by customers

Name issue, credit down grade or adverse publioify result in mass movements of deposits to

other banks

» Default of entities who are large borrowers and sehshares are held as collateral

» Unexpected funding required for off-balance sheshs, such as payments to beneficiaries under
letters of credit that have been defaulted by custs

» Fall in income when the profit earned from assetsl@awver than the profit paid on liabilities anath
profit rates revise downwards

* Loss of confidence in the banking system

3.11.3 Liquidity Risk Strategy

The Board is responsible for approving and revigwiat least annually) the liquidity risk strategyda
significant amendments to the liquidity risk podisi The Bank's senior management is responsible for
implementing the liquidity risk strategy approveylthe Board to identify measure, monitor and cdntro
the risks faced by the Bank.

The Bank monitors the liquidity positions and gdps comparing maturing assets and liabilities in
different time buckets of up to 1 month, 1-3 montst months, 6 months to 1 year and 1 year and
above. As a strategy the Bank maintains a largowes base and good customer relationships.

The Bank has established a liquidity contingen@npb meet urgent liquidity requirements in strdsse
conditions that addresses how funding liquidity Wdobe managed if either their specific financial
conditions were to decline or broader conditioreated a liquidity problem. The plan is reviewed and
updated regularly. The plan is also tested peradlgic

The Bank has also created a policy for its subgatiato report the liquidity needs arising fromithe
activities via the investment team.

The Treasury Department, in conjunction with RMDripdically reviews/updates the liquidity risk
strategy which is approved by ALCO and the Board.
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3.11.4 Liquidity Risk Measurement Tools

The methods used by the Bank for measuring liquiidk are:

Static gap analysis

Gap analysis refers to the maturity gap betweeetassd liabilities. Static gap analysis referthiogap
analysis of the current assets and liabilitiesh&f Bank. The gap analysis involves measuring tihe ga
between assets and liabilities maturing withinreyla time bucket and cumulatively over several letek
This analysis is conducted on a stress and busasegsual scenario.

These time buckets are set by Board, on recommendat RMD within an oversight from the ALCO
and ARGC Committee. The buckets are in line with tlature of the markets the Bank operates in and
the Bank's own risk appetite. For the purpose dilysis, the Bank also conducts core and non-core
analysis for non maturing analysis using statistivgthods. The results are approved by ALCO.

Dynamic gap analysis

Dynamic gap analysis refers to the gap analysisherforecasted statement of financial positionhef
Bank. The statement of financial position is foted based on the current statement of financkitipo
and estimates of the assets and liabilities postfoom the various business heads and the Trea3ine
business heads provide the RMD with forecastsHeir tdepartment’s assets and liabilities. The aisly
is done on a Bank wide level and on an individustency basis for the major foreign currencies.

Liquidity Ratios

A number of liquidity ratios are monitored for assiag the risk exposures arising out of variougcesi

of funding including the effect of concentration rticular sources. These ratios act as indicétors
measure a Bank’s ability to meet its liquidity neednder business as usual and stressed market
conditions. Some of the ratios which the Bank nmmsitare the Liquid assets to Customer deposit, ratio
URIA Deployment matrix, Financing to Customer defsgatio, FX funding Ratio and Deposit
Concentration ratio.

Limits

The limits are in line with the overall liquiditysk management strategy approved by the Board. The
breach of the limits is reported to the Board. Bla@mk monitors the limits on the liquidity gaps iarious
tenor buckets and on the ratios.

Stress Tests

On a monthly basis, the Bank conducts stress tasits liquidity profile. The institution specifiand
market wide stress tests are conducted. The ga&psreated under stress conditions to understand the
liquidity needs in case of stress situations.

wiygall Jigaill
Kuwait Finance House
Eafrain E.E-.l:.ll'.-llla:l u+.‘|'i Sapgugl




3.12 Profit Rate Risk

3.12.1 Introduction

Profit rate risk is the potential impact of the match between the rate of return on assets and the
expected rate of funding due to the sources ofnfiea Profit rate risk arises from the possibilitatt
changes in profit rates will affect future profid#ly or the fair values of financial instruments.

The Bank has established a Profit Rate Risk Manageéstrategy and policy and manages the profit rate
risk accordingly.

The profit rate risk in the Bank may arise dueh® fiollowing transactions:
a) Murabaha transactions;

b) Mudaraba transactions;

¢) ljarah Muntahia Bittamleek; and

d) Sukuks.

3.12.2 Sources of Profit Rate Risk

The different profit rate risks faced by the Gragm be classified broadly into the following categs:

Maturity mismatch

The non-alignment of maturities/re-pricing datessdets and liabilities give rise to profit ratkriln the
case of fixed profit rates, maturities are congdewhereas for floating or variable profit ratee te-
pricing/rollover dates are considered.

Basis value risk
Assets and liabilities with similar maturities fpecing dates and highly, though imperfectly, etated
profit rate benchmarks (USD-LIBOR and BIBOR) arp@&sed to basis risk.

Profit rate curve risk
Changes to the values, slope and shape of the patdi curve that impact the assets and liabiliiethe
Group in a dissimilar manner give rise to profterask.

Risk of counterparty’s options underlying assets

The availability of options, with the Group’s coarptarties, to make prepayments or early withdrawals
can leave the Group with excess or deficit funds tleed to be invested or funded again at unknown
profit rates. This imposes a profit rate risk oa Group.
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3.12.3 Profit Rate Risk Strategy

The Bank’s Board is responsible for approving aedieawing (at least annually) the profit rate risk

strategy and significant amendments to the prafie misk policies. The Bank senior management is
responsible for implementing the profit rate riskagegy approved by the Board to identify, measure,
monitor and control the risks faced by the Bank.

The Bank’s strategy includes taking the followingps:

* |dentify and document the profit rate risk sensifproducts and exposures it wishes to engage in;

» Strive to reduce the maturity / re-pricing mismabgiween assets and liabilities on its statement of
financial position;

» Abstain from entering into fixed price assets biliies with unusually long tenure / maturity e.g.
Murabaha contracts of more than 5 years etc;

* Reduce the reliance on short term inter—bank bangsvto avoid short term earnings pressure. The
Bank will strive to reduce the proportion of intbank liabilities as a percentage of total lialeti

* Periodically review the profit rates offered on isgg, VIP savings, Investment accounts and VIP
Murabaha keeping in view the profit rates offergdcbmpetitors, cost of funds, market conditions
etc;

» Establish a limit structure to quantify its overafirofit rate risk tolerance. These limits will be
monitored on a periodic basis and any exceptiomisedimits will be immediately dealt with;

» Strive to maintain a minimum spread between co$tioding and profit generated from assets while
simultaneously ensuring the liquidity mismatch does exceed a certain threshold for a maturity
bucket;

» Periodically review the changes in major markeg¢safFed rates, LIBOR, BIBOR) and anticipated
trends and their potential impact on expectedahteturn on their liabilities;

* If needed, the Bank may take a natural hedge omatiéssensitive assets by raising liabilities hgvin
similar re—pricing profile;

* Conduct periodic stress tests to assess the @ffesttreme movements in profit rates for all major
currencies which may expose the Bank to high riaks;

» At all times, the Bank will ensure that it followise overall profit rate risk strategy while takiagy
new profit rate risk exposures.

3.12.4 Profit Rate Risk Measurement Tools

The Bank is in the stage of implementing and wdibat the following methods to quantify profit raisk
in the banking book.

Re-pricing gap analysis

As part of the re-pricing gap analysis, the Banfngs certain assumptions based on the re-pricatg d
and profit rate sensitivity for allocating eachtimsnent/position to a given time bucket. The padaghp
compares Rate Sensitive Assets (RSAs) with RatsitBenLiabilities (RSLs) across each single time
bucket while the cumulative gap compares RSAs RiBbs over all time buckets from the present day
through the last day in each successive time budkgs is done for each major currency the Bank
operates in. A positive gap indicates that if refexe rates fall, net income will be adversely daédc

wiygall Jigaill
Kuwait Finance House
Eafrain E.E-.l:.ll'.-llla:l u+.‘|'i Sapgugl




Economic value of equity (EVE)

The EVE measures the change in the Bank's markietevaf equity resulting from upward and/or
downward movements in the yield curve. The Banlsuke analysis to measure the impact on its equity
that could occur due to the yield curve movemaeattg, particular point of time.

Earnings-at-Risk (EaR)

Earnings-at-risk will measure the loss in earniregilting from upward and/or downward movements in
the yield curve. The Bank will use the analysiet@luate the profit rate risk exposure of the bagki
book over a particular time horizon and calculdte potential impact on earnings over the specified
horizon. The Bank is planning to implement this swea in 2011.

Limits
The Board specified the limits on the re-pricinggarl he reports are regularly monitored.
Stress Testing

The Bank conducts the stress tests on the re-grgaps and economic value of the equity by shocking
the yield curves by various amounts such as 5& lpasits, 100 basis points and 200 basis points.

3.12.5 Profit Rate Risk Monitoring and Reporting

The Bank is monitoring the profit rate through ffecus ALM system implemented by the Bank. The
report is then presented to ALCO and the Boareveew the results of gap limits and exceptionany,
and recommend corrective actions to be taken.
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3.12.6 Quantitative Disclosures

Table — 40. Profit Rate Shock

PROFIT RATE RISK IN THE BANKING BOOK

U PR HOF RO ORI R OO

200bp Profit Rate Shocks (PD-1.3.40 (b)) Total
Assets Amount Change in Effect on Net
Basis Points Income for the
Year
Murabaha due from banks 51,370 20( 1,027
Financing contracts with customers 232,991 20( 4,660
Investments — Sukuk 53,672 20( 1,073
Liabilities
Murabaha and due to Banks 246,406 20( (4,928)
Murabaha contracts with non-banks 187,785 20( (3,756)
Subordinated Murabaha payable 99,423 20( (1,988)
Unrestricted investments accounts 452,963 20( (9,059)
Total (12,971)
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3.13

Table — 41. Ratios

Financial Performance and Position

Financial Performance and Position

(PD-1.3.9(h))
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Kuwait Finance House

Quantitative Indicator 2010 2009 2008 2007 2006
Return on average equity 2% 1% 15% 26% 27%
Return on average assets 0.5% 0.2% 4% 6% 6%
Staff cost to net operating
income ratio 28% 31% 15% 15% 17%

Formula is as follows:

ROAE = Net Income/average equity

ROAA= Net profit/ average Assets
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4 Corporate Governance and Transparency

The Bank is committed to adopting the highest madpnal standards and global best practices in
corporate governance. The Bank has establishedoagstorporate governance framework that is
designed to protect the interests of all stakehs|dmsure compliance with regulatory requiremeans,
enhance organisational efficiency.

The Bank has established a robust organisatiomatctate that clearly segregates functions and
responsibilities, and reflects a division of rolasd responsibilities of the Board of Directors and
Management. Clear mandates exist for the Boardir@ha of the Board, Board Committees, Managing
Director and Chief Executive Officer, the Manageimend Senior Management Committees.

Responsibilities

The Board of Directors is accountable to the shadshis for the creation and delivery of strong and
sustainable financial performance and long—terntagusble shareholder value by providing effective
governance over the Bank's affairs. It determires dtrategic objectives and policies of the Bank to
deliver such long term value, providing overallagtgic direction to the Bank within a framework of
rewards, incentives and controls. Detailed resjilits¢s of the Board are provided in KFH-Bahrain's
Articles of Associations.

The Chairman is responsible for leading the Boagdsuring its effectiveness, monitoring the
performance of the Executive Management, and maintaa dialogue with the Bank’s shareholders.

The Board currently has three committees: the ARik Governance & Compliance Committee; the
Executive Committee and the Nomination and RemuimgraCommittee. Each committee has specific
terms of references that define its scope and powRetailed responsibilities of the Board and its
committees are provided in the Bank’s Corporatedgbaance Charter.

The remuneration/incentive structure of the Mangddrector and the Chief Executive Officer, Board
Members and Shari'a Members is discussed at thedBesel. Remuneration of the Managing Director
and the Chief Executive Officer and Board Membsragproved in the AGM. For all Bank staff thera is
fixed bonus and a performance bonus scheme. Pexfmenbonus is based on staff performance and
recommendation of respective departmental heads Bbard approves all fixed and performance bonus
schemes for staff.
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Corporate Governance Charter

The Bank has developed a Corporate Governance echtgt provides the basis for promoting high
standards of corporate governance in the Banlet#t sut high level guidelines and lays the fourutati
for the overall corporate governance system inBhak. It outlines the key elements of an effective
corporate governance framework and describes tles Bmd responsibilities of the Board of Directors
which outlines the role of the Board in its revieapproval and monitoring of the Bank's strategy and
financial performance within a framework of souraporate governance. It also contains the terms of
references for all the Board and Senior Manage@enimittees.

Board of Directors

The Bank’s Board comprises of six directors, inohgdthe Chairman of the Board and the Managing
Director (“MD”) and the Chief Executive Officer (‘BEO"). The Board will periodically assess its
composition and size, and where appropriate retitotesitself and its committees. While decidingoap
the composition of the Board, the Bank will enscoenpliance with the requirements of the High Level
Controls Module, Volume 2 issued by the CBB.

All the Directors of the Bank are adequately quedifin order to carry out the Bank’s activitiesi@éntly

and effectively. The levels of qualifications reea shall be consistent to those outlined under the
articles provided in the Bahrain Commercial Compariiaw and the CBB. Furthermore, the Bank will
constantly review the qualification requirementd &ake necessary actions in order to fulfil them.
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Table — 42. Corporate Governance

Corporate Governance and Transparency

(PD-1.3.10(b))
Name of Board | Independency| Profession | Business Title| Experience in| Qualification
Member Years

Bader A.M. Independent | Banker Chairman More than 30 | Bachelors in

Mukhaizeem Non Executive KFH - years Commerce

(Chairman) Bahrain

Mohammed bin | Independent | Business | Businessman| More than 30| Bachelors in

Sh. Non Executive years Economics

Eshaq (Deputy

Chairman)

Mohammed Non- Banker CEO - KFH | More than 20| Bachelors in

Sulaiman Al Independent Kuwait years Business

Omar Executive Administration

Yaqoob Yousaf | Independent | Govt. Consultant —| More than 30| Done various

Majeed Non Executive| Sector GOSI years professional

courses

Adel Ahmed Al | Non- Banker Direct More than 14| Master of

Banwan Independent Investments | years Business
Executive Manager — Administration

KFH Kuwait

Abdulhakeem Y. | Non- Banker MD and CEO | More than 17 | CPA , BBA and

Alkhayyat Independent KFH Bahrain | years Bachelors in
Executive Accounting

The Board is responsible for the overall conducttlttg Bank’s affairs

and for filling the

information gap between the shareholders and the mbrmed executive management. This is
done by closely monitoring the management on beidfalie stakeholders of the Bank on an on-
going basis.

In order to perform its duties more efficientlye(i.to ensure that an adequate, effective,
comprehensive and transparent corporate goverr@aocess is in place), the Board and senior
management have set up committees with specifiporesbilities. These committees meet
regularly and maintain adequate minutes to fatditthe Board carrying out its oversight
responsibilities. Although the Board has delegagethe of its responsibilities to specialised
Board level committees, the individual directors tbé Board will be accountable for the
responsibilities as stated in tiBanKs Corporate Governance Charter. The diagram below

represents the various Board and senior managecoammittees of theBank There was no
change in the year 2010 in the Board structureBtiead committees and the senior management
committees from the year 2009.
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Board of Directors (BOD)

Audit Risk, Nomination /
Governance & Remuneration
Compliance Committee Committee

Executive
Committee

Senior Management Committees

Human Resources Credit Collection Public Relations IT Steering
Committee Committee Committee Committee Committee

As_s%t_lgnd Investment Basel II PUEENEE Public Disclosures BUSInEss
Liability Coirrie CorEe Develop_ment Committee ContlnurFy Plan
Committee Committee Committee
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Board committees with their respective objectived members are as follows:

U

Board Committee Membership Objective
Executive Committeg 1. Bader A.M. Mukhaizeem Role of this committee is to develop the stratefythe Bank, for the Board; and to
2. Mohammed bin Sh. Eshaq | guide, monitor, co-ordinate the management andpérormance in line with the
3. Abdulhakeem Y. Alkhayyat | Strategy, business plan and budget approved bfdaed. The Committee assists
the Board in maintaining oversight of financing uggments including raising
capital and investment management, asset lialmiiypagement and other financ
matters. The committee is also responsible forsasgi the Board in maintaining
oversight of the Bank’s internal controls, risk ragament and overall control
environment.
Audit, Risk, 1. Mohammed Sulaiman Al The Committee was established as an oversight ctteemio ensure the Bank
Governance and Omar complies with the requirements of the CBB and thsdd Committee of the Bank
Compliance 2. Adel Ahmed Al Banwan International Settlements (“BIS”), and in partiauia one of the working papers
Committee 3. Yagoob Yousaf Majeed published by Basel Committee "Internal Audit in k&nand the relationship
4. Abdulhakeem Al Adhami between the auditors and the regulators" that wsised in August 2001 and the
Internal Audit Institute Standards for the Profesai Practice on Internal Auditin
The Committee assists the Board in carrying outesponsibilities with respect to
assessing the quality and integrity of financighaming, the audit thereof, the
soundness of the internal controls of the Bank, ffeasurement system of risk
assessment and relating these to the Bank's cagitdlthe methods for monitoring
compliance with laws, regulations and supervisond anternal policies and
procedures. It also has the overall responsilfititythe development of the rigk
strategy and implementing principles, frameworldigies and limits and manages
and monitors relevant risk decisions.
Nomination and 1. Bader A.M. Mukhaizeem The primary objective of the NRC is to assist theail in providing a formal ar
Remuneration 2. Mohammed Sulaiman Altransparent procedure and in identifying and notmgaindividuals qualified tq
Committee Omar serve as Board, CEO and Sub-committee members hsasvéhe assessment
3. Abdulhakeem Y. Alkhayyat effectiveness of individual Directors and the CH@.addition, recommend the

remuneration and rewards policy for the CEO andtieraccomplishments he has
achieved for the bank.
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Executive Management
Sharehodd ers
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Board of Directors

Executive

Committee Audit, Risk Management B Governance

Chairman Commithes

Remumneration & Mominaktion
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Managing Direchor & CED .
Abdulhakeem AlKhayatt Internal Audit

Executtive Manager
Lilian Le Faliwer

Real Estate Project
Managemenl
isham Al-Mozgyed

* Direct reportrg in terms. of Comoliance and Risk Management BUT not Audi
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Name Business Title | Experience in Years | Qualification Duties and Responsibilities
Executive Manager Investment Placement, Priority
Banking and Corporate Communication: Manage the
Abdul Razak Executive More than 20 years | BBA, MBA Investme_nt P_Iacem_er_lt_, Priority Banki.ng and Corporat
Jawahery Manager Communication activities of the bank; as well as
developing and managing the implementation of their
strategies.
Executive Manager Investment: Establish and execute
overall strategies, financial and operational dicgcfor
Executive Investment Department in a manner, which ensuegs tf
Ahmed Saeed Manager More than 14 years | Chartered Accountant the desired financial and non-financial targetthef

bank’s direct investments are met.

Hisham
Almoayyed

Senior Manager

More than 30 years

BSC (Civil
Engineering), MSc
(Structural
Engineering)

Identify real estate investment opportunities, pfev
internal consultancy and manage real estate psoject

Isa Duwaishan

Shari’a Advisor

More than 21 years

(BACC) Bachelors of
Accounting, (MIB)
Masters of Islamic
Banking, (CSAA)
Certified Shari'a
Adviser and Auditor,
Holder of the Riwayat
Hafs an Assem and
Legal Accountant
certificate ACBA

= Ongoing reviews of the Bank's transactions, prcziu
and services to ensure that they are compliant wit
current Islamic Banking methods.

= The development of innovative solutions for the
introduction of new Shari‘a compliant products,
services and financing mechanisms.

= Working closely with Management and staff to
ensure awareness of relevant Shari‘a issues and

I

ct

—

correct implementations.
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(PD-1.3.10(b))

Experience in

Name Business Title Years Qualification Duties and Responsibilities
Diploma in Basic Executive Manager Banking Group: Develop and execut
Supervision, Diploma the operational and financial strategy of the Bagki
Khaled Al in Accounting, Group in a manner, which ensures the achievement of

Executive Manager More than 30 years Associate Diploma in| financial and non-financial targets by all Branches

Accounting, BSC in | Consumer Finance , Sales & Marketing , and Cards
Accounting, CPA Departments

Executive Manager Treasury, Financial Institutiand
Debt Capital Markets: Manage the bank's liquiditd a
interbank and Financial Institutions relationships,
recommend and execute strategies pertaining taréesin
a manner which ensure that the desired finandigéta
are met

Executive Manager Support Group: Recommend, get the
consensus on the strategic objectives of the Suppor
Services Group and deliver the desired financidlram-

Maarafi

Masters in
Management
Lilian Le Falher | Executive Managerl More than 14 years | (Banking and
Finance), CFA
Charter holder

BA (Law), MA financial objectives of the Group. The following
(Law), Postgraduate | departments report to him:
Paul Mercer Executive Manageln More than 15 years g:ﬂ%fer?if(lﬁ?:l)’ _ Ili?s?l? Imzigaggr;i?]tt
Supreme Court of - Credit Review & Administration
England and Wales - Information Technology
- Operations
- Compliance & AML
- Collection

Executive Manager Corporate Finance & HR: Manage|th
Bachelor of Science | Corporate Finance and Human Resources Departments
and MBA activities, develop and manage the implementatfaheir
strategies.

Manage the Financial Control & Administration
Department in accordance with the Bank regulations.

Sattam Algosaibi| Executive Manager, More than 13 years

Yousif Al

Hammadi Senior Manager More than 20 years | MBA
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Raed Ajawi

Head of Internal
Audit

More than 10 years

BSC in Accounting,
Certified Public
Accountant (CPA),
Certified Sharia
Advisor and Auditor
(CSAA).

Provide independent appraisal of all the activitias

9

KFHB, advising and recommendation to the management
of KFHB’s aiming to add value, improve operational

efficiency, risk management and internal contradtegns
through examining and evaluating KFHB’s framewofk|
risk management, controls and governance process.

Alya
AlShakhoory

Compliance Officer
& MLRO

More than 8 years

Bachelor in Chemica
Engineering,
Certified Anti Money
Specialist (CAMS),
Master Compliance

Professional.

(0]

Ensures the implementation of appropriate Compéanc
and AML Frameworks and adherence to the applicable

laws, regulations , AML Law of the Kingdom of Bahra

FATF recommendations and the Bank's Compliance &

AML Policies.




Code of Conduct

The Bank has developed a Code of Conduct that gevbe professional and personal behaviour of the
Banks’ directors, management and staff.

Compliance

The Bank is committed to conduct its business 8hari'a compliant manner, to deliver its stratemd
operational objectives with the highest profesdi@mal ethical standards and to comply fully witke th
spirit and letter of any applicable regulatory regonents, Kingdom of Bahrain legislation, code ebb
practice promoted by industry associations andnatecodes of conduct.

In this context and in compliance with the CenBahk of Bahrain requirements, the Bank has appainte
a Compliance Officer pursuant to the provisionstted CBB rulebook volume 2 and established an
independent Compliance/Anti-Money Laundering (AMR@partment that is responsible for ensuring the
appropriate implementation of the Compliance Framr&wand adherence to the Compliance Policies
documented in the Compliance Policy Manual apprdwedhe Board. The Compliance Framework is
based upon the premise that compliance with laihdaolicies is intended to help the Bank to effixtig
realise its goals while complying with applicabésvk, rules and regulations. The primary purpostef
Compliance Policy Manual is to establish a strooggliance culture within the Bank by providing a
framework of policies and guidelines that the Bamlst adhere to ensure appropriate management of
Compliance Risk and discharge of its duties redatm regulatory authorities’ requirements. It aiats
ensuring that the Bank adheres to all applicaldelagions, violations if any, are identified onienely
basis and corrective action is taken at the earliége Manual provides the basis for the creatibthe
Bank’'s Compliance Function Infrastructure thuslfeating the optimisation of shareholder value wal

as meeting the emerging regulatory compliance eadihg industry practice standards. It is envisaged
that by implementing these guidelines the Bank wdnd able to monitor and control its CompliancekRis
exposures more effectively.

The Board of Directors has the overall respongybilor ensuring that all activities of the Bank are
conducted in accordance and in full compliance wsitiplicable laws and regulations. The Board has
approved the Compliance Policy. The Policy shalfdgewed as and when there is a significant change
in the Bank’s business model or regulatory requéets to ensure that it is in line with the Bankisrent
practices or any other changes introduced by thB @&l other regulatory authorities that may have an
impact on the Compliance Function.

In addition to the Policy, the Bank has adopted @liance Procedures which allow the Bank to
appropriately manage compliance risk and dischasgesponsibilities relating to regulatory authies.
The objective of the procedures is to ensure that:

All regulatory requirements are adequately compliti;
Potential non-compliance is detected, reportedraaiified in a timely manner; and

Non-compliances are reported to the appropriattutsty body and internally to the Managing
Director & Chief Executive Officer and ARGC Comraigt
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Disclosures

A Public Disclosure Policy has been developed asqfahe Bank’s commitment to adopting the highest
standards of transparency and fairness in disgasiformation for the benefit of all stakeholdef$ie
Public Disclosure Policy provides the approach #glbpowards managing and controlling the process of
public disclosure of financial and non-financialnomounication to shareholders and the customers in
order to ensure that the information disseminateahpdies with the CBB directives and is accurate,
complete and fairly presents the Bank's finanoosifion and results of operations in all materespects
within regulatory stipulated timelines. The purpost the policy is to assist the Board, senior
management and relevant department to understagid rifles and responsibilities in the Disclosure
Process. The Bank is committed to disclosing infdram to the public in a manner consistent with
guidelines provided by the CBB, and in line withsBhll Pillar Il requirements.

Anti-money Laundering

The Bank has adopted detailed policies and proesdur line with the CBB’s directives to combat
money laundering, financing of terrorism and otfieancial crimes. Detailed procedures are included
account opening and customer due diligence, inteand external reporting, staff training and record
keeping. It aims to assist all members of managéarh staff to understand:

» The legal requirements and the different penaftesion-compliance;

» What the Bank requires of all members of managemedtstaff; and
* How to recognise money laundering and the acti@nroust take.

It is a firm policy of the Group not to allow itégb be directly or indirectly used by any elemefus
unlawful activities. From the Group’s perspectitiee prevention of money laundering, financing of
terrorism and other financial crimes has three abjes:

» Ethical — taking part in the fight against crime;

* Professiond — ensuring that the Bank is not involved in rdoyg the proceeds of crime that could
call into question its reputation, integrity anidiraud is involved, its solvency; and

* Legal — complying with Bahrain legislation and regulasothat impose a series of specific
obligations on financial institutions and their doyees.

In this context and in compliance with the CBB regments, the Bank has appointed a Money
Laundering Reporting Officer pursuant to the primns of the CBB rulebook volume 2 and established
Compliance/AML Department that is responsible foswing the appropriate implementation of and
adherence to the AML Policies and Procedures aapg by the Board.
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Corporate Communications Policy

The Bank maintains an effective communicationsqyaihat enables both the Board and Management to
communicate effectively with its shareholders, stakders and the general public. Main communication
channels include the annual staff meeting, anre@bnt, corporate website and corporate brochur@, an
regular announcements in the appropriate locakpres

The Communications Policy has been approved bydad. This Policy is set to ensure the disclosure
of all relevant information to stakeholders onradly basis in a timely manner and the provisioraiof
least the last three years of financial data orBuek's website.

The Bank has a Corporate Communications Departmvéith is responsible for communicating new
products information through various channels ofmgwnication which may include publications,
website, direct mailers, electronic mail and laoaldia.

The department supports the Compliance Officerhef Bank on any communication required to the
investors and customers as set up by the BankCbhgorate Communications Department has assisted,
where required, with all business units of the Bamkupport of their awareness programs or margetin
of new products and services for the year 2010.ddpartment has assisted the Bank throughout tre ye
with its various social functions and charitablentcibutions. These are highlighted in the Corporate
Social Responsibility section of the Annual Report.

Consumer / Investor Awareness Program

The Bank employs a range of communication chanteel®ach the consumer and investor, to create
awareness of the Bank products, services and imeess.

Communication channels for consumers normally adophtegrated approach, depending on the level of
exposure and awareness required. This can includes media, publishing advertisements in the press
and magazine publications, billboards, lamp pd$Ef) display Boards, direct mail, SMS messaging and
emails.

The External communication program is supportedirbipranch communication including; roll-ups,
banners, posters, leaflets, flyers, brochures amdjldrs and online media via the Bank's websitdl Ca
Centre and eBanking site.

Communication to Investors is predominantly viav&te Placement Memorandums and Investor Reports.
The Bank also communicates information about itestments via its website. All other Investment
communication is directly via the Bank’s Investmétiacement Team as part of its investor relations
program.
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Complaints and Feedback

The Bank has appointed a Complaints Officer to rganaustomer complaints and ensure that all
complaints are properly addressed and issues bredsio a timely manner. After receiving a comptain
the Complaints Officer internally address the camylto the concerned department for their response
After analysing the responses of the concernedrttepat the Complaints Officer finds suitable sauti
and this will be communicated to the complainarttereé are various channels in place to assist in
receiving feedback/complaints from customers inclgdhe Bank's website and suggestion boxes that
have been placed at each of the Bank's branches.

Other Disclosures

The information on the nature and extent of tratigas with related parties is reported in consaéda
financial statement of the Group.

Consolidated financial statements of the Group ipess the information on systems and controls
employed by the Bank to ensure Shari’a compliankhvinclude the information if there was any non-
Shari'a-compliant earnings and expenditure occdrthe manner in which they were disposed of and the
annual zakah contributions of the Bank. As per Bamlicy, all nhon-Shari’a compliant earnings are
given away to charity. During the year 2010, Baidk wot receive any significant income or incurred
significant expenses which were prohibited by tharfa.
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