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Gulf Finance House understands that it plays an
important role as an engine of growth and a partner for
success for its investors and the Kingdom of Bahrain.
GFH remains cautiously optimistic as it takes positive
action to ensure growth. The Bank has evolved its
organizational structure, refined and developed the
business model and diversified its product and services
offering to prepare for a new period of expansion,
supported by an experienced team of talented experts.
The changes it has made will put it in a much better
position to see and respond to macroeconomic risks in
the future.

GFH is well situated, relative to many of its global
competitors, and it will thoughtfully invest for the

future to build its position as one of the leading Islamic
investment banks in the world. It believes that the Bank’s
organic DNA complemented by the future plans is more
relevant than ever to its success, and eventually the
success of its stakeholders.
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About Gulf Finance House

Since its inception in 1999, Gulf Finance House (GFH) has been an innovator. Over
the last decade, it has become one of the most successful and innovative Islamic
investment banks in the Middle East. GFH specializes in the identification and
development of projects that unlock opportunity and accelerate economic growth
across the emerging economies of the GCC, North Africa and Asia.

What sets GFH apart is its historical focus on the conception and delivery of

high value economic infrastructure projects. GFH'’s reputation precedes itself
across borders. The Bank works closely with - and very often is approached by -
governments who are attracted by the Bank’s status for delivering initiatives that
accelerates socio-economic growth and provide employment opportunities for its’
citizens. Some of the landmark initiatives include Financial Harbours in Bahrain
and Tunisia, Energy cities in Qatar, Libya and India, as well as other initiatives in the
Levant like Jordan Gate in Amman.

GFH'’s diverse product range extends to a number of venture capital, private equity
and asset management initiatives. Creativity and innovation is the key to GFH, and
this has translated to a successful track record of pioneering a number of Islamic
financial institutions including Khaleeji Commercial Bank and the first Shariah
compliant bank to focus on the energy

What sets GFH apart is sector, First Energy Bank, Qinvest in
its historical focus on the Qatar, Arab Finance House in Lebanon
conception and delivery and others,

of high value economic

infrastructure projects_ In addition to its share listings on the
Kuwait and Bahraini Stock Exchange’s

and the Dubai Financial Market, 2007 witnessed its GDR listing on the London Stock
Exchange. Moving with the market, GFH has evolved its business model last year,
with a view to continue setting a benchmark in Islamic investment banking in a very
different economic landscape. The Bank has taken into consideration investor and
market expectations and has tailored its strategy and plan accordingly.

GFH will compete to be the leading global Islamic investment bank. It will continue
to leverage its position and experience in creating and establishing Islamic financial
institutions in emerging economies in the region, seeking to create wealth and
opportunities in each country it operates in.

The Bank is here to perform - in business and beyond, and it will use a diversified
array of Islamic products and instruments and capitalize on key strategic
partnerships and government relationships with the view of maximizing client
return and stakeholder gain.



Message from the Chairman

CHAIRMAN'’S STATEMENT

IN THE NAME OF ALLAH, THE BENEFICIENT, THE MERCIFUL, PRAYERS AND PEACE BE
UPON THE LAST APOSTLE AND MESSENGER, OUR PROPHET MOHAMMED.

Dear Shareholders,

On behalf of the Board of Directors, it is my privilege to present the financial
statements of Gulf Finance House (GFH) for the year ended 315t December 2009.
2009 was an exceptionally difficult year for all financial institutions around the
world including GFH. Gradually, the full effects of the global economic crisis
reached the region, hampering liquidity and equity markets and slowing down the
infrastructure and real estate industries significantly.

As an Islamic financial institution, GFH was in a better position than its conventional
counterparts as Shariah dictated all investments have to be asset backed and
prevented engaging in what turned to be the toxic assets that caused considerable
damage to financial institutions worldwide. Nonetheless, that is not to say

Shariah compliant banks were immune from the effects of the crisis. Investor
appetite was significantly diminished and continues to be a problem triggering an
unprecedented liquidity squeeze that called for the tightening of company budgets
and expenses hindering the launch of new products and projects. Furthermore, the
infrastructure and real estate sectors, which have grown so rapidly over the best part
of the decade, suffered one of the biggest slowdowns the region has experienced
leading to continued revaluation of assets.

At Gulf Finance House, the Board and executive management believed that it was
not the best time to proceed with exits and initiate projects in order to secure more
value for our clients. The best exits for our clients could be realized if the Bank
waited for the right time and opportunity. The Bank significantly reduced its deal
flow for the same reason with placement becoming ever more challenging. Instead
the Board and management felt that is was necessary to adapt to the changing
economic environment and position the Bank for growth as the market recovers.

As a consequence, GFH embarked on an aggressive capital and liquidity
management program that included a rights issue and certain asset sales.

GFH succeeded in executing the region’s largest and most successful non-government

capital raise through an equity issue throughout 2009, raising about US$ 300m in the

process. The success of this exercise underlined the overwhelming support shown by the ' "]"\
Bank’s shareholders and the confidence they had in the Bank’s management and new \

business model. Using the pioneering approach for which GFH is known for, the Bank

]
f'
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i
A
Esam Yousif Janahi
CHAIRMAN
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...continued “Message from the Chairman”

structured a US$ 100m convertible Murabaha, the first of its kind, which it placed with
Deutsche Bank. To place convertible Murabaha with an institution of such global repute and
presence is indicative of the positive sentiment shared by the market towards GFH and their
recognition in the Bank’s ability to continue with what it knows best: wealth creation. The
Bank raised further funds through the partial sale (10%) of its stake in Qinvest, which secured
an additional US$ 50m and is aiming to follow that up with further non-core asset sales in
2010.

Like all institutions, GFH continually reviews the value of the assets on its balance
sheet and as a result the Board and management decided to clear its balance sheet
by booking non-cash provisions that amounted to US$ 656m, on proprietary assets.
The non-cash charge in assets is strictly only on GFH’s books. As a result of these
provisions, the Bank made a net loss of US$ 728 million in 2009, as compared to
US$ 292 million profit in 2008.

GFH was one of the first banks in the region to realize that change and action was
necessary to adapt to the volatile conditions and prepare itself for a new era of
growth in the year ahead.

Going forward into 2010, the Bank is taking bold steps to rein in its expenses, reduce
its cost base and spread out its obligations. The final element of the initiative is to
shore up its balance sheet and place the Bank in a healthier and leaner position
going into 2010. The harsh realities
of the crisis, especially with the last
GFH was one of the fallout in Dubai towards the end of 2009

first banks in the region necessitate this decisive action.

to realize that change

and action was necessa_lry understanding the needs of its investors.
to ad_apt to the volatile The Bank has conducted an extensive
conditions and prepare survey with its clients to determine what
itself for a new era of are their expectations and demands and

growth in the year ahead. the Bank has aligned their deal pipeline
accordingly. Going into 2010, the Bank
will continue to focus on four key business elements; grow its revenue (through
launching new attractive products), reducing costs, improving its liquidity position and
securing good exits for its investors. As mentioned earlier, GFH expects to raise funds
through the sale of further non-core assets this year.

The Bank is also focused on

The Bank has begun to launch a diversified suite of attractive investment
opportunities for its clients that are structured to generate consistent and periodical
income revenue streams. GFH has been looking at opportunities in the energy,
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Board of Directors

Esam Yousif Janahi
CHAIRMAN

Independent*

One of the main founding
members of Gulf Finance
House, Mr. Janahi successfully
led the organisation as Chief
Executive until 2007, when he
was elected Chairman. With

22 years of financial experience,
he has been instrumental in the
strong growth and success of
the bank and continues to play a
key and active role in driving the
business forward.

As Chairman, Mr. Janahi sets the
strategic direction for the long
term and advises on operational
matters for the short and
medium term. He also governs
the Board and ensures

effective communication with
shareholders as part of his
responsibilities as Chairman.

Mr. Janahi holds numerous
directorships as Chairman

of Energy City Qatar, First
Energy Bank, Royal Ranches
Marrakech, Vice Chairman

of Al Areen Holding and

Vice Chairman of Khaleeji
Commercial Bank. He holds a
Master’s Degree in Business
Administration from Hull
University in the UK and a
Bachelor’s Degree in Industrial
Management (with Honours)
from the University of
Petroleum and Minerals in the
Kingdom of Saudi Arabia.

1' L.
Hamad A.Aziz Al Shaya
VICE CHAIRMAN

A professional investor in
Kuwait with over 37 years’
experience, Mr. Alshaya

is the Chairman and
Managing Director of the
Alshaya Group, one of the
leading retail commercial
groups in the Middle East.
Currently he is the Chairman
of Injazzat Real Estate
Development Company in
Kuwait and a board member
of QInvest. He represents
Abdul Latif Al Shaya's and
Abdul Aziz Al Shaya’s stake
in GFH. Mr. Al Shaya holds
a Bachelor’s Degree in
Business Administration
from San Francisco State
University, USA.

Dr. A.Aziz Moh’d Al Hinai
MEMBER

Dr. Al Hinai is the Vice
President of Islamic
Development Bank, which
he represents on the

Board since 2009, after
serving 10 years at Oman
Development Bank where
he left as General Manager
and Advisor to the Board. He
has 21 years of experience
and is also a member of
several leading banking
bodies in Oman and across
the region, such as the
Banking and Investment
Committee at the Omani
Chamber of Commerce
and Industry, Agriculture
and Fisheries Fund, Omani
Economic Association,

and Inter-Arab Investment
Guarantee Corporation.

Dr. Al Hinai obtained his
Undergraduate Degree in
Economics and Finance
from New Hampshire
College, USA, and received
two Master’s Degrees in
Banking and Economics
from American University
and Claremont Graduate
University, respectively, the
latter of which he received
his Ph.D. from in Economics
and Public Policy.



...continued “Board of Directors”
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Abdullah Ali Al Hamli
MEMBER

Mr. Al Hamli is the CEO of
Dubai Islamic Bank (DIB),
which he represents on

the Board before which he
joined in 1999 as Director
of IT. Previous to moving

to DIB, Mr. Al Hamli was
Executive Director of IT and
member of the Supreme
Council for Dubai Ports and
Free Zone. Mr. Al Hamli has
22 years of professional
experience and holds

a Bachelor’s Degree in
Mathematics and Economics
from UAE University where
he graduated with Honours
in 1982.

—_—

/

A.Latif Abdulla Al Meer
MEMBER

Mr. Al Meer was the
Managing Director of
QInvest, before which he
was the Business Group
Assistant General Manager
at Qatar Islamic Bank.

He is a board member of
several other companies
and financial institutions.
Representing Qatar Islamic
Bank'’s stake in GFH,

Mr. Al Meer holds a PhD

in International Business
Administration from the
University of Nova, Florida
and has over 34 years’
experience in the

financial industry.

| N

Adel Dawood Al Ohali
MEMBER

Mr. Al Ohali is currently the
CEO and Managing Director
of Al Ohali Holding in Saudi
Arabia, a leading regional
company specializing in
finance, real estate and

auto motors. He is a board
member of several regional
investment and financial
institutions, including Gulf
Real Estate Development
Co., MENA Real estate

Co. and Capital Holding

Co. He represents his own
investments in GFH and has
over 30 years’ experience.
Mr. Al Ohali holds a Diploma
in Commerce from the
Commercial Studies College
in Kuwait and represents Al
Ohali Group on the Board.
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...continued “Board of Directors”

Anthony Travis
MEMBER

Independent*

Anthony Travis is a private
consultant specializing in
providing expert advice and
information on strategic
risk management and
corporate governance. Until
his retirement from PWC

in 2005, Mr. Travis was a
Swiss federal auditor. He

is a former Chairman of

the British-Swiss Chamber
of Commerce in Geneva,
and co-founder of the
Family Business Network in
Lausanne, where he was a
board member from 1989
to 2004. He also served as a
board member or advisory
board member in several
renowned organizations,
such as L'Observatoire de la
Finance, Forum Suisse de
la Politique Internationale,
the International Peace
Building Alliance and
OMCT, and acted as the
technical consultant on risk
management issues to the
Islamic Financial Services
Board in Kuala Lampur,
among others.

Bader Naser Al Subaiee
MEMBER

Mr. Al Subaiee joined Kuwait
Investment Company (KIC)
in 2000 as Chairman &
Managing Director. Prior to
this he served at the Kuwait
Investment Authority (KIA)
from 1993 to 2000, his last
position there being General
Manager, Operations. Mr.

Al Subaiee enjoys a wealth
of experience spanning 28
years and is currently the
Board Member of the Kuwait
Clearing Company,,Union

of Investment Companies,
Kuwait; Vice Chairman of
Ithra Capital, Saudi Arabia;
Chairman of Instrata Capital,
Bahrain and Member of

the Advisory Committee

for Kuwaiti Shareholders’
Companies, organized by
the Kuwait Foundation

for the Advancement of
Science. Bader Al Subaiee
graduated from Cairo
University, Egypt, in 1980
with a Degree in Accounting,
and went on to receive

his MBA in Finance from
American International
College in Massachusetts,
USAin 1983. He was
awarded his CPA license
from Kuwait in 1989.

Moh’d Ebrahim Moh’d
MEMBER

Mohammed Ebrahim
Mohammed is the CEO

of Bahrain Islamic Bank,
having joined in 2007 as GM
of Retail Banking. Prior to
this, Mr. Ebrahim spent 9
years as CEO of CrediMax,

a fully owned subsidiary of
Bank of Bahrain and Kuwait
(BBK), after spending 8 years
at the bank itself. Besides
representing BISB on the
Board of GFH, he also sits

on the Board of Abbad Real
Estate Company and Bahrain
Association of Banks. With 20
years of experience he holds
an Executive Management
Diploma from University of
Bahrain and Master’s Degree
in Business Administration
from the University of
Glamorgan in Wales. He is
also a graduate of the Gulf
Executive Development
Program from the University
of Virginia in the USA, and
General Management
Program from Harvard
Business School.
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Executive Management

Ted Pretty*
GROUP CEO

* Mr. Pretty was confirmed as Group CEO of GFH after the Board and CBB had approved
his position in February 2010.

Mr. Pretty joined GFH as CEO of Investment Capital and was appointed Acting
CEO in December 2009. His current responsibilities at GFH include management
of GFH'’s businesses and operations, and providing leadership in developing and
executing the Bank’s strategic direction to realize its corporate objectives.

Ted Pretty joins Gulf Finance House from Macquarie Capital, where he served as
a Senior Managing Director and Executive Director since 2005. Over the past 28
years Mr. Pretty has established a reputation as leading international investment
banker and senior operating executive across many sectors. He holds a Bachelor’s
Degree of Laws with Honours from Macquarie University, Sydney and was a Solicitor
and Attorney to the Supreme Courts of New South Wales, Victoria and High Court of
Australia.

Ahmed Fahour
FORMER GROUP CEO

Mr. Fahour joined GFH as Group CEO in August and left the Bank in December, after
being appointed by the Australian Government to take up the role as a Managing
Director of Australia Post.

Mehran Jamsheer*
DEPUTY CEO

*Mr. Jamsheer left GFH in December 2009

Mehran Jamsheer is responsible for acquisition and capital transactions, sourcing,
sponsoring and executing transactions, consultancy and management on a variety
of deals, and taking the lead in originating and driving business development at
GFH. He first joined GFH in 2003, heading up the bank’s Private Equity business.

Mr. Jamsheer has 14 years’ experience as an auditor, starting with 7 years at Arthur
Andersen & Co and then at BDO Jawad Habib. He is a CPA licensed in the USA, and
holds a BSc in accounting from the University of Bahrain.



...continued “Executive Management”

Salah Rahimi*
CEO OF GFH REAL ESTATE & INFRASTRUCTURE

*Mr. Rahimi left GFH in February 2010

Salah Rahimi holds over 20 years of experience in banking and finance, and has
held several key positions within GFH, including Deputy CEO & Chief Financial
Officer. He assumed his current role of CEO, Real Estate & Infrastructure, in
November 2009. Under his current capacity he is responsible for the revenue
generation of the real estate and infrastructure business of GFH. Accordingly,
he determines the strategy and directs the resources regarding all of the Bank’s
current and future real estate related projects.

A graduate of the University of Southern California, Mr. Rahimi holds a Bachelor’s

Degree in Business Administration, majoring in Accounting. Prior to joining GFH, he

held several key positions in international organization, such as Deloitte & Touche

and United Gulf Bank. He is a qualified CPA and CISA. He represents GFH investors’

interests in a majority of GFH promoted projects.

John Wright*
CHIEF OPERATING OFFICER

*Mr. Wright left GFH in February 2010

With a career spanning over 25 years in international investment banking, John
Wright joined GFH in mid-2008 as Chief Operating Officer, and was made Group
Chief Operating Officer in 2009, contributing to the strategic development of all
business activities. Mr. Wright is responsible for the day-to-day activities of the
business; directing enterprise strategy as well as managing corporate functions.

Mr. Wright was previously Managing Director and Chief Operating Officer of Merrill
Lynch EMEA Residential Real Estate, having spent twenty years within the Merrill
Lynch group. His qualifications include an MBA (Distinction) and FCCA.
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Chandan Gupta
CHIEF FINANCIAL OFFICER

Chandan Gupta was appointed Group Chief Financial Officer of GFH in 2009,

where he is responsible for handling the finance, accounting, capital management
and treasury functions of the Bank. Previously Mr. Gupta was Executive Director of
Origination & Structuring where he co-leads the investment feasibility, due diligence
exercise and investment structuring process for various investment projects of the
Bank. Mr. Gupta joined the Bank in 2005 in the Financial Control function.

Prior to joining GFH, Mr. Gupta has worked at HSBC, Mumbai as Vice President
of Financial Reporting and Price Waterhouse Coopers, Mumbai in the Assurance
and Business Advisory Services Division. Mr Gupta has also worked at KPMG as a
Financial Auditor.

Mr. Gupta has 13 years of experience in Audit, Finance and Investment. He is a
Certified Public Accountant (CPA) from the American Institute of Certified Public
Accountants, a Certified Financial Analyst (CFA) from the Institute of Certified
Financial Analysts of India, a Chartered Accountant (CA) from the Institute of
Chartered Accountants of India, and holds a Bachelor of Commerce from the
University of Mumbai.

Jinesh Patel*
HEAD OF GROUP STRATEGY & MARKETING

*Assumed Head of Investment Banking & Strategy in March 2010

Mr. Jinesh Patel is Group Head of Investment banking and Strategy. He joined GFH
in February 2007 as an Executive Director in the CEO’s Office before taking up the
role of Senior Executive Director to lead Infrastructure Origination and Business
Development across the Bank in 2008.

With over 15 years experience in business banking and finance, Mr. Patel now leads
investment banking activities and developing strategy in conjunction with the bank’s
business units to ensure they are aligned with strategic objectives.

Prior to joining GFH, Mr. Patel was at PricewaterhouseCoopers (PwC) London’s
Banking & Capital Markets division. Previously, Mr. Patel was a banking regulator at the
Financial Services Authority (FSA) in London where he was directly responsible for
supervising several banks and investment firms from Europe, the Middle East & Asia.



Mr. Patel holds a Bachelor’s Degree in Economics & Finance and an MBA in
European Business from the University of Brighton. He is also certified in financial
planning from the Chartered Insurance Institute.

Essa Maseeh
HEAD OF GROUP RISK OPERATIONS

Mr. Essa Maseeh joined GFH in late 2007 as Chief Risk Officer and has recently
assumed the role of Head of Group Risk Operations. He has the overall responsibility
of establishing and maintaining a framework that effectively identifies and manages
the risks inherent across the various activities and operations of the Bank.

Mr. Maseeh has 12 years’ of experience in the areas of risk management, credit and
compliance both with Islamic and conventional banks. Before joining GFH, he was the
Head of Risk and Compliance at United Gulf Bank, where he also served on the board
and board audit committee of its various subsidiaries. Prior to that, he held various
positions at Al Baraka Islamic Bank and Bahrain International Bank. Mr. Maseeh holds
a Bachelor of Commerce Degree from Concordia University in Montreal, an MBA
(distinction) from DePaul University in Chicago, and is also a Chartered Financial
Analyst (CFA).
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Executive Management Review

In a year marked as one of the most difficult and challenging times experienced
by regional and global markets, and with its financial results reflecting this, Gulf
Finance House focused its efforts on adapting to the turbulent environment and
preparing itself for a new era of growth and prosperity.

FINANCIAL REVIEW

The period since last year’s Annual Report saw the financial crisis enter its second
year and transform into a generalized loss of confidence in the global financial
system. 2009 was a very difficult year for major economies in the world, and its
impact was felt by financial institutions across every continent, including GFH. The
Bank posted its first loss of US$ 728 million in the year 2009 since incorporation,
as compared to a profit of US$ 292 million in 2008. The results for 2009 include a
non-cash provision that amounted to US$ 656 million, on proprietary assets. The
non-cash charge in assets is strictly only on GFH'’s books. The harsh realities of the
crisis, especially with the last fallout in Dubai towards the end of 2009 necessitated
this decisive action. The net loss for the year 2009 before provisions amounted to
US$ 73 million as compared to a profit of US$ 332 million in 2008.

As compared to US$ 618 million
in 2008, the total income for 2009

iation for th dt was US$ 62 million. This income
appreciation for the need 1o was driven primarily by the balance

continue to |m_prov_e and placement of the Energy City

adapt the way it delivers Libya project, which was initiated

products and services. in 2008. Considering the financial

environment, GFH believed that

2009 was not the best time to initiate new projects and accordingly reduced its deal
flow significantly, with placement becoming more challenging. In 2010, the Bank
has launched a diversified suite of attractive investment opportunities for its clients.
With respect to this, the Bank is in the process of establishing an Islamic financial
institution in the MENA region.

GFH's experience in
2009 has reinforced its

Given the reduced business activity, total expenses were US$ 135 million as
compared to US$ 286 million in 2008, a drop of 53%. Staff cost witnessed the
largest drop amongst all expense items, reducing by 79% from US$ 135 million in
2008 to US$29 million in 20009.

Looking ahead, GFH is taking bolder steps to rein in its expenses further and reduce
its cost base substantially. Positioned to seize opportunities for long-term growth

in the midst of the most difficult financial conditions in a generation, GFH is all

set to prove equal to the challenge in 2010. In the last year, GFH recognized the
challenging business environment, and embarked on an aggressive capital and



...continued “Executive Management Review”

liquidity management program. It raised US$ 302 million through a rights issue,
US$ 100 million through a convertible Murabaha and US$ 52 million from asset
sales. These monies were used to shore up GFH’s liquidity position and to create

a chest for repayment of our term debt facilities. Given the mini GCC crisis in the
last quarter of 2009; debt and inter bank markets were closed and this resulted in

a significant drain of inter bank liquidity and affected the Banks ability to refinance
its term debt maturing in February 2010. This resulted in S&P downgrading GFH to
“CC” with negative outlook. In 2010, GFH expects liquidity to remain a key challenge
and has hence embarked on an aggressive asset sales program.

GFH's experience in 2009 has reinforced its appreciation for the need to continue to
improve and adapt the way it delivers products and services. Guided by its long-term
strategy, GFH will aim that its efforts generate momentum across all its businesses
and translate in to greater confidence as it seeks to extend its performance into and
through 2010.

GFH TEAM

2009 has been a year where we have continued to streamline our internal teams and
re-assign resources with business demands. We have implemented an ongoing
resource programme with cross-training, redeployment, and job expansion
programmes to support the change process. As the workforce has become smaller, this
has provided opportunities for other staff to enjoy expanded responsibilities or to move
to new roles. We have continued to encourage individual initiative and achievement.

CORPORATE SOCIAL RESPONSIBILITY

At the heart of Corporate Social Responsibility activities is the Bank’s integrity
upheld through compliance and corporate governance in order to ensure the Bank
is an upstanding Islamic organisation.

Over the years we have made significant progress in embedding CSR into our
everyday business practices. The Bank strives to support activities aimed at
contributing to the revitalization and development of the Kingdom’s economy.

In addition to broad support of public services and charitable activities, the Bank
focuses its CSR programme on employee growth and the promotion of youth
development, and related educational activities. We have focused our training
efforts on programmes designed to further the development of our Bahraini staff.
2009 has seen our first cohort of employees graduate from the GFH sponsored
Arab Leadership Academy (ALA) programme. The ALA programme is for
developing leadership and management skills such as coaching, managing

GULF FINANCE HOUSE
ANNUAL REPORT 2009

27









GULF FINANCE HOUSE
ANNUAL REPORT 2009

30

...continued “Executive Management Review”

overwhelmingly supported the plan and approved the following resolutions:
Increase the Authorised Capital of GFH from US$ 500 million to US$ 1.5 billion
Increase Paid Up Capital by US$ 300 million through a Rights Issue

Issue a convertible Murabaha financing facility.

GFH successfully managed to execute its capital management plans:

1)

2)

3)

Rights Issue

GFH executed the region’s largest equity issue for a non-governmental
institution in 2009, underlining the support and faith the Bank enjoys from its
shareholders. Prior to formally opening the subscription process, GFH received
pre-commitments to the value of US$ 130m received from a number of
prominent individuals and institutions from the GCC. The equity issue exercise
was successfully fully subscribed with US$ 300 million worth of shares issued
to existing shareholders.

Issuance of the world'’s first convertible Murabaha

GFH pursues a strategy that emphasises on creating innovative solutions. This
was demonstrated when GFH issued the world’s first convertible Murabaha
worth up to US$ 200m. Approved by the Central Bank of Bahrain and Sharia
Board, it comprised of two tickets of US$ 100m each, maturing in three years.
The first tranche of the convertible Murabaha was issued to Deutsche Bank, one
of the leading global investment banks. The plan to issue the second tranche to
Macquarie was withdrawn as GFH’s Board and management were confident of
the Bank’s strengthened capital position, and it was advisable to avoid extra debt.

Asset Sales

Another pillar of the capital raising initiative was to liquidate marketable non-
core assets on the balance sheet. As part of this plan GFH sold 10% of its 15%
holding in QInvest to QIB for US$ 50m and held negotiations for selling some
other non-core assets.

FOCUS ON GENERATING REVENUE

With a highlight on increasing GFH’s financial position and decreasing costs
base, the Bank has taken strategic steps to minimize expenses by 60%. This was
complemented by reallocating resources to emphasise focus on front office
revenue generating activities.



...continued “Executive Management Review”

Operational Cost 2009 — US$ million
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AHEALTHIER & LEANER BALANCE SHEET

GFH will focus on adapting and evolving with the market conditions to make the
best of future economic trends. This includes maintaining a healthy balance sheet.

GFH continually reviews the value of its assets and the final element of the initiative
was to shore up its balance sheet and place the Bank in a healthier and leaner
position going into 2010. The harsh realities of the crisis, especially with the last
fallout in Dubai towards the end of 2009 eroded the value of real estate related
assets across the region, including assets held on GFH’s balance sheet.

In maintaining transparent, the Board and Management felt it was necessary to
account for this and decided to clear the balance sheet by booking non-cash
provisions that amounted to US$656m on proprietary assets. The decisive and
prudent charge is strictly only on GFH’s books and doesn’t affect the clients or the
cash flow.

BUILDING ON INVESTOR FEEDBACK

To grow in an uncertain future economic trend, the need is to exploit the market
conditions, rather than drawing up a variety of conflicting scenarios. GFH understood
that its business plan and strategy must adapt according to new market conditions, yet
retain the essential GFH DNA that propelled it to ten years of success.
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...continued “Executive Management Review”

The way to begin was looking through the investors’ point of view and understanding
their requirements. Hence through the year, the Bank focused on understanding the
needs of its investors, conducting an extensive research with its clients to determine
their expectations and align their deal pipeline accordingly.

Building on their feedback, the Bank decided to place less emphasis on revenue
generated from infrastructure initiatives in future products. Instead, a more diversified
suite of Islamic finance instruments and products will be introduced to yield lower, but
more sustained reoccurring returns, concurrent with market expectations.

SPREADING OUT OBLIGATIONS

GFH succeeded in spreading the tenor of its debts in early 2010 and yet delivered
on its capital management plans, unlike other institutions, including governments
and government backed companies, which struggled to restructure their debts, let
alone meet their obligations.

The Bank repaid US$ 202m to the WestLB Syndicate and refinanced the remaining
US$ 100m — making GFH one of the only institutions in the region to pay a
significant amount of its debt obligations so far. The Bank also paid US$ 20m

to LMC Syndicate and made a new

This success... arrangement to repay the remaining
demonstrates the faith US$ 80m through periodical

of the international instalments amortizing in 2012. This
and regional financial success, in such a testing market
commun ity in GFH’s scenario, demonstrates the faith of

business model , Strategy the international and regional financial

and management team. community in GFH’s business model,

strategy and management team.

2010 & BEYOND

GFH is looking towards promising prospects of growth into the future. Going into
2010, GFH will continue to focus on four key business elements as it seeks a return
to profitability - grow its revenue through launching compelling products; reducing
costs in accordance to market conditions and business operations; improving its
liquidity position through the further sale of non-core assets; and securing good
exits for its investors.



...continued “Executive Management Review”

Experience has taught that challenging economic conditions can also present
prospects for value-creating investments. Opportunities for 2010 and beyond
lie in banking and finance, energy and logistics industries and in equity markets.
Capitalizing on its successful record of establishing tailored Islamic financial
institutions, where it raised close to US$ 3 billion, the Bank will look towards
exploring and creating financial investment opportunities in the Gulf, MENA and
Levant regions. The aim is to leverage the demand for Islamic commercial and
investment banking products in emerging markets.

Islamic financial institutions GFH was involved in establishing and the funds it
raised for them:

Established First Energy Bank US$ 1bn
Established Qinvest US$1bn
Established Khaleeji Commercial Bank US$270 m
Established Arab Finance House (Lebanon) US$ 66 m
Established Solidarity US$100m
Established First Leasing Bank US$100 m
Established Taameer which created Innovest Bank US$50m
Established Asian Finance House US$100 m
Established Al Khalegj Finance and Investment Co. (now Capivest) US$50m

GFH'S POSITION

GFH demonstrated courage and strength during a year of severe market strains. In
20009, the Bank underwent dynamic development with an aim to continue to pursue
the growth strategy that it has followed in the past few years.

GFH holds a strong position in the region and is respected internationally. It will
pursue a strategy that emphasizes innovation and insight into the market and
investors’ needs. Its strong foundation, clearly defined strategies and priorities, and
great team of people will ensure that it maintains its position amongst the leading
members of GCC’s financial community. Using a unique mix of passion, precision
and innovation, GFH will create lasting value for clients and shareholders, and
actively contribute to making Bahrain the financial hub of the Middle East.
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Sharia Supervisory Board

Shaikh Abdulla bin Sulaiman Al-Manie

CHAIRMAN

Shaikh Abdulla is a member of the Grand Scholars Panel in the Kingdom of Saudi
Arabia and an expert of the Islamic Figh Academy. He is also a retired judge of
the Supreme Court in Makkah Al-Mukarramah in the Kingdom of Saudi Arabia,
and a member of the Sharia supervisory boards of a number of Islamic banks and
financial institutions.

Shaikh Nedham Mohammed Saleh Yaquby

EXECUTIVE MEMBER

An executive member of the Sharia supervisory board of Abu Dhabi Islamic Bank,
Shaikh Nizam is also a member of the Sharia supervisory boards of Bahrain Islamic
Bank and Shamil Bank, a board member of the Dow Jones Islamic Index and a member
of the Sharia supervisory boards of a number of other leading Islamic banks.

Dr. Fareed Mohammed Hadi

EXECUTIVE MEMBER AND GENERAL SERCRETARY

Dr. Hadi is Assistant Professor at the College of Arts in the Department of Arabic

and Islamic Studies at the University of Bahrain. He holds a PhD in Ibn Hazm's
Methodology of Jahala from Edinburgh University and a PhD in Al-Bukhari’s
Methodology from the University of Mohammed V in Morocco. Dr Hadi is also a
member of the Sharia supervisory boards of a number of other leading Islamic banks.

Dr. Abdulaziz Khalifa Al-Qassar
MEMBER

A Professor at the College of Figh and Department of Sharia and Islamic Studies at
the University of Kuwait, Dr. Al Qassar holds a PhD in law and Sharia from Al-Azhar
University in Cairo. He is also a member of the Fatwa and Sharia supervisory boards
of a number of institutions in Kuwait.
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FINANCIAL RISK MANAGEMENT (continued)

c) Marketrisk

Market risk is the risk that changes in market prices, such as profit rate, equity prices, foreign exchange rates and credit
spreads (not relating to changes in the obligor’s / issuer’s credit standing) will affect the Group’s income, future cash flows
or the value of its holdings of financial instruments. The objective of market risk management is to manage and control mar-
ket risk exposures within acceptable parameters, while optimising the return on risk.

As a matter of general policy, the Group shall not assume trading positions on its assets and liabilities, and hence the entire
balance sheet is a non-trading portfolio. All foreign exchange risk within the Bank is transferred to Treasury. The Group seeks
to manage currency risk by continually monitoring exchange rates. Profit rate risk is managed principally through monitoring
profit rate gaps and by having pre-approved limits for repricing bands. Overall authority for market risk is vested in the As-
set Liability Committee (ALCO). RMD is responsible for the development of detailed risk management policies (subject to
review and approval by ALCO and the Board) and for the day-to-day review of their implementation.

The principal risk to which non-trading portfolios are exposed is the risk of loss from fluctuations in the future cash flows or
fair values of financial instrument because of a change in market profit rates. Majority of the Group’s profit based asset and
liabilities are short term in nature, except for certain long term liabilities which have been utilised to fund the Group’s strate-
gic investments in its associates.

A summary of the Group’s profit rate gap position on non-trading portfolios is as follows:

Upto3 3to6 6 months- 1to3 Over 3
31 December 2009 months months 1lyear years years Total
Assets
Placements with financial
and other institutions 454,966 - - - - 454,966
Financing receivables 14173 15,000 - - - 29,173
Total assets 469,139 15,000 - - - 484,139
Liabilities
Investors’ funds 94,831 59,820 41,014 50,528 - 246,193
Placements from financial
and other institutions 210,842 - - - - 210,842
Financing liabilities 351,020 - - 301,500 - 652,520
Total liabilities 656,693 59,820 41,014 352,028 - 1,109,555
Unrestricted investment
accounts 2,875 - - - - 2,875
Profit rate sensitivity gap (190,429) (44,820) (41,014) (352,028) - (628,291)
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40 FINANCIAL RISK MANAGEMENT (continued)

¢) Market risk (continued)

Upto3 3to6 6 months-
31 December 2008 months months lyear 1to 3years Over 3years Total
Assets
Placements with financial
and other institutions 1,275,675 - - - - 1,275,675
Financing assets - - - 69,189 - 69189
Total assets 1,275,675 - - 69,189 - 1,344,864
Liabilities
Investors’ funds 511,559 - - 27,225 - 538,784
Placements from financial
and other institutions 941,252 2,250 - - - 943,502
Financing liabilities 8462 8462 16,923 497,280 189423 720,550
Total liabilities 1461,273 10,712 16,923 524,505 189423 2,202,836
Unrestricted investment
accounts 1,945 - - - - 1,945
Profit rate sensitivity gap (187,543) (10,712) (16,923) (455,316)  (189423)  (859,917)

The management of profit rate risk against profit rate gap limits is supplemented by monitoring the sensitivity of the Group’s
financial assets and liabilities to various standard and non-standard profit rate scenarios. Standard scenarios that are con-
sidered on a monthly basis include a 100 basis point (bp) parallel fall or rise in all yield curves worldwide. An analysis of the
Group’s sensitivity to an increase or decrease in market profit rates (assuming no asymmetrical movement in yield curves
and a constant statement of financial position) is as follows:

100 bps parallel increase / (decrease) 2009 2008
At 31 December + 6,283 +8455
Average for the year + 8,258 +7142
Maximum for the year + 9,677 +8455
Minimum for the year +6,283 +5,812

Overall, profit rate risk positions are managed by Treasury, which uses placements from / with financial institutions to man-
age the overall position arising from the Group’s activities.
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40 FINANCIAL RISK MANAGEMENT (continued)

c) Market risk (continued)

US$ 000’s

The effective profit rates on the financial assets, liabilities and unrestricted investment accounts are as follows:

2009 2008
Placements with financial and other institutions 0.83% 2.68%
Financing receivables 5.38% 3.34%
Investors’ funds 0.70% 2.51%
Placements from financial and other institutions 213% 2.78%
Financing liabilities 4.38% 5.09%
Unrestricted investments 0.76% 2.89%

Currency risk is the risk that the value of a financial instrument will fluctuate due to changes in foreign exchange rates. The
Groups major exposure is in GCC currencies, which are primarily pegged to the US Dollar. The Group had the following sig-

nificant net exposures denominated in foreign currency as of 31 December:

2009 2008

US$ UsS$

Equivalent Equivalent

Sterling Pounds 2489 1,325
Euros 348 7,357
Jordanian Dinar 4,905 8171
Kuwaiti Dinars 58,968 61,999
Other GCC Currencies (*) 523,831 519,809

(*) These currencies are pegged to the US Dollar.

The management of foreign exchange risk against net exposure limits is supplemented by monitoring the sensitivity of the
Group’s financial assets and liabilities to various foreign exchange scenarios. Standard scenarios that are considered on a

monthly basis include a 5% plus / minus increase in exchange rates, other than GCC pegged currencies. An analysis of the
Group’s sensitivity to an increase or decrease in foreign exchange rates (assuming all other variables, primarily profit rates,

remain constant) is as follows:

2009 2008

US$ Uss$

Equivalent Equivalent

Sterling Pounds +124 + 66
Euros +17 + 368
Jordanian Dinar +245 +409
Kuwaiti Dinars +2,948 +3100
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FINANCIAL RISK MANAGEMENT (continued)

c) Market risk (continued)

Equity price risk on quoted investments is subject to regular monitoring by the Bank. The Group’s available-for-sale equity
securities carried at cost are exposed to risk of changes in equity values. The significant estimates and judgements in rela-
tion to impairment assessment of available-for-sale investments carried at cost are included in note 3. The Group manages
exposure to other price risks by actively monitoring the performance of the equity securities. The performance assessment
is performed on a quarterly basis and is reported to the Board Investment Committee.

d) Operational risk

Operational risk is the risk of loss arising from systems and control failures, fraud and human errors, which can result in
financial and reputation loss, and legal and regulatory consequences. The Group manages operational risk through appro-
priate controls, instituting segregation of duties and internal checks and balances, including internal audit and compliance.
The Risk Management Department facilitates the management of Operational Risk by way of assisting in the identification
of, monitoring and managing of operational risk in the Bank. The Bank has finalized the risk and control assessments for
majority of its departments and has identified the important Key Risk Indicators.

CAPITAL MANAGEMENT

The Group’s regulator Central Bank of Bahrain (CBB) sets and monitors capital requirements for the Group as awhole. Inimple-
menting current capital requirements CBB requires the Group to maintain a prescribed ratio of total capital to total risk-weighted
assets. The total regulatory capital base is net of prudential deductions for large exposures based on specific limits agreed with
the regulator. Banking operations are categorised as either trading book or banking book, and risk-weighted assets are deter-
mined according to specified requirements that seek to reflect the varying levels of risk attached to assets and off-balance sheet
exposures. The Bank does not have a trading book.

The Group aims to maintain strong capital base so as to maintain investor, creditor and market confidence and to sustain the fu-
ture development of the business.

The Bank is required to comply with the provisions of the Capital Adequacy Module of the CBB (which is based on the Basel Il and
IFSB framework) in respect of regulatory capital. The Bank has adopted the standardised approach to credit risk and market risk
and basic indicator approach for operational risk management under the revised framework. During 2009, the Bank was in com-
pliance with the capital limits set by the regulator for the Bank.

The allocation of capital between specific operations and activities is primarily driven by regulatory requirements. The Bank’s
capital management policy seeks to maximise return on risk adjusted capital while satisfying all the regulatory requirements. The
Bank’s policy on capital allocation is subject to regular review by the Board of Directors.
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42

CAPITAL MANAGEMENT (continued)

The Group’s regulatory capital position at 31 December was as follows:

2009 2008
Total risk weighted assets 2,955,068 3,709,185
Tier 1 capital 381,528 598111
Tier 2 capital - -
Total regulatory capital base 381,528 598111
Total regulatory capital expressed as a percentage of total risk
weighted assets 12.91% 1613%

The capital adequacy ratio as at 31 December 2009 was too close to the minimum regulatory capital requirement of 12% which
restricts the Group’s ability to absorb further losses or undertake additional exposures. Based on the planned asset sales pro-
gram and operating cash flow projections coupled with the debt repayments and conversion of a portion of the convertible mu-
rabaha to equity subsequent to the year end, the Group expects to improve its risk weighted assets profile and capital adequacy
ratio.

NEW INTERNATIONAL FINANCIAL REPORTING STANDARDS AND INTERPRETATIONS NOT YET EFFECTIVE
FOR ADOPTION

The following standards and interpretations have been issued by standard setters during 2009 and are mandatory for the Group’s
accounting for annual periods beginning on or after 1 July 2009 or later periods and are expected to be relevant to the Group:

a) International Financial Reporting Standards and interpretations issued by the IASB

Revised IFRS 3 Business Combinations (2008) incorporates the following changes that are likely to be relevant to the
Group’s operations:

e The definition of a business has been broadened, which may result in more acquisitions being treated as business
combinations.

¢ Contingent consideration will be measured at fair value, with subsequent changes in fair value recognised in profit or
loss.

e Transaction costs, other than share and debt issue costs, will be expensed as incurred.

e Any pre-existing interest in an acquiree will be measured at fair value, with the related gain or loss recognised in profit
or loss.

¢ Any non-controlling (minority) interest will be measured at either fair value, or at its proportionate interest in the iden-
tifiable assets and liabilities of an acquiree, on a transaction-by-transaction basis.

The Group will apply IFRS 3 (revised) prospectively to all business combinations from 1 January 2010 and therefore there
will be no impact on prior periods in the Group’s 2010 consolidated financial statements.
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42  NEW INTERNATIONAL FINANCIAL REPORTING STANDARDS AND INTERPRETATIONS NOT YET EFFECTIVE
FOR ADOPTION (continued)

a) International Financial Reporting Standards and interpretations issued by the IASB (continued)

The revised standard requires the effects of all transactions with non-controlling interests to be recorded in equity if
there is no change in control and these transactions will no longer result in goodwill or gains and losses. The standard
also specifies the accounting when control is lost; any remaining interest in the entity is re-measured to fair value, and a
gain or loss is recognised in profit or loss. The Group will apply IAS 27 (revised) prospectively to transactions with non-
controlling interests from 1 January 2010. In the future, this guidance will also tend to produce higher volatility in equity
and/or earnings in connection with the acquisition of interests by the Group.

IFRIC 17 was issued in November 2008. It addresses how the non-cash dividends distributed to the shareholders should
be measured. A dividend obligation is recognised when the dividend was authorised by the appropriate entity and is no
longer at the discretion of the entity. This dividend obligation should be recognised at the fair value of the net assets to
be distributed. The difference between the dividend paid and the amount carried forward of the net assets distributed
should be recognised in profit and loss. Additional disclosures are to be made if the net assets being held for distribu-
tion to owners meet the definition of a discontinued operation. The application of IFRIC 17 has no impact on the financial
statements of the Group.

IFRIC 19 was issued in November 2009. The interpretation addresses the issues in respect of the accounting by the
debtor in a debt for equity swap transaction. An entity should measure equity instruments issued to a creditor to ex-
tinguish all or part of a financial liability at the fair value of those equity instruments, unless that fair value cannot be
reliably measured, in which case the equity instruments should be measured to reflect the fair value of the financial li-
ability extinguished. The equity instruments are initially measured when the financial liability (or part of that liability) is
extinguished. The difference between the carrying amount of the financial liability (or part of the financial liability) extin-
guished and the initial measurement amount of the equity instruments issued should be recognised in profit or loss. The
application of IFRIC 19 has no impact on the financial statements of the Group.

IFRS 9 was issued in November 2009 and replaces those parts of IAS 39 relating to the classification and measurement
of financial assets. Key features are as follows:

e Financial assets are required to be classified into two measurement categories: those to be measured subsequently
at fair value, and those to be measured subsequently at amortised cost. The decision is to be made at initial recogni-
tion. The classification depends on the entity’s business model for managing its financial instruments and the con-
tractual cash flow characteristics of the instrument.

e Aninstrumentis subsequently measured at amortised cost only if it is a debt instrument and both the objective of
the entity’s business model is to hold the asset to collect the contractual cash flows, and the asset’s contractual cash
flows represent only payments of principal and interest (that is, it has only ‘basic loan features’). All other debt instru-
ments are to be measured at fair value through profit or loss.

* All equity instruments are to be measured subsequently at fair value. Equity instruments that are held for trading will
be measured at fair value through profit or loss. For all other equity investments, an irrevocable election can be made
at initial recognition, to recognise unrealised and realised fair value gains and losses through other comprehensive
income rather than profit or loss. There is to be no recycling of fair value gains and losses to profit or loss. This elec-
tion may be made on an instrument-by-instrument basis. Dividends are to be presented in profit or loss, as long as
they represent a return on investment.

e While adoption of IFRS 9 is mandatory from 1 January 2013, earlier adoption is permitted.

The Group is currently in the process of evaluating the potential effect of this standard. Given the nature of the Group’s
operations, this standard is expected to have a pervasive impact on the Group’s financial statements.
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42 NEW INTERNATIONAL FINANCIAL REPORTING STANDARDS AND INTERPRETATIONS NOT YET EFFECTIVE
FOR ADOPTION (continued)

a) International Financial Reporting Standards and interpretations issued by the IASB (continued)

Improvements to IFRS issued in April 2009 contained numerous amendments to IFRS that the IASB considers non-
urgent but necessary. ‘Improvements to IFRS’ comprise amendments that result in accounting changes to presentation,
recognition or measurement purposes, as well as terminology or editorial amendments related to a variety of individual
IFRS standards. The amendments are effective for annual periods beginning on or after 1 January 2010 with earlier
adoption permitted. No material changes to accounting policies are expected as a result of these amendments.

b)  Financial Accounting Standards issued by AAOIFI

e FAS 23 Consolidation (effective for annual periods beginning on or after 1 January 2010); and
e FAS 24 Investment in Associates (effective for annual periods beginning on or after 1 January 2010).

The requirements of these standards are largely in line with the current policies followed by the Group for accounting of
subsidiaries and associates and the adoption of these standards are not expected to have any material impact on the con-
solidated financial statements.

The Group had not early adopted any new or amended standards in 2009.

43  COMPARATIVES

Certain prior year amounts have been regrouped to conform to the current year’s presentation. Such regrouping did not affect
previously reported profit, comprehensive income or equity.
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BASEL Il - PILLAR Il DISCLOSURES

Executive summary

Gulf Finance House BSC (“GFH/ the Bank™) was incorporated in 1999 in the Kingdom of Bahrain under Commercial Registration
No. 44136. The Bank operates as an Islamic Wholesale Investment Bank under a license granted by the Central Bank of Bahrain
(“CBB”). The Bank’s activities are regulated by the CBB and supervised by a Religious Supervisory Board whose role is defined in
the Bank’s Memorandum and Articles of Association. The principal activities of the Bank include investment advisory services and
investment transactions which comply with Islamic rules and principles.

The CBB Basel Il guidelines became effective on 1 January 2008 as the common framework for the implementation of Basel Il
capital adequacy framework for Banks incorporated in the Kingdom of Bahrain. The disclosures in this report have been prepared
in accordance with the CBB requirements outlined in the Public Disclosure Module (“PD”), Section PD-1.3: Disclosures in Annual
Reports, CBB Rule Book, Volume Il for Islamic Banks. The requirements of Section PD 1.3 follow the requirements of Basel I -
Pillar 3 and the Islamic Financial Services Board’s (IFSB) recommended disclosures for Islamic banks.

This report contains a description of the Bank’s risk management and capital adequacy practices and processes, including
detailed information on the capital adequacy process. The Bank has been in compliance with the minimum capital adequacy
ratios prescribed by the CBB throughout 2009.

The disclosures in this report are in addition to or in some cases, serve to clarify the disclosures set out in the consolidated
financial statements for the year ended 31 December 2009, presented in accordance with the Financial Accounting Standards
(FAS) issued by the Accounting and Auditing Organization for Islamic Financial Institutions (AAOIFI) and International
Financial Reporting Standards (IFRS). To avoid any duplication, information required under PD module but already disclosed
in other sections of Annual report has not been reproduced. These disclosures should be read in conjunction with the Group’s
consolidated financial statements for the year ended 31 December 2009.

Introduction

The new capital adequacy module of the CBB rule book was introduced with effect from 1 January 2008. The new Basel Il

based framework provides a more risk sensitive approach to assessment of risk and the calculation of regulatory capital i.e. the
minimum capital that a bank is required to maintain. The new framework intends to strengthen the risk management practices
and processes within financial institutions. GFH has accordingly taken steps to comply with these requirements. The CBB's capital
management framework, consistent with the Basel Il accord, is built on three pillars:

+ Pillar 1: calculation of the risk weighted amounts and capital requirement.

+ Pillar 2: the supervisory review process, including the Internal Capital Adequacy Assessment Process.

- Pillar 3: rules for the disclosure of risk management and capital adequacy information.

21 Pillarl
Pillar 1 prescribes the basis for the calculation of the regulatory capital adequacy ratio. Pillar 1 defines the regulatory
minimum capital requirements for each bank to cover the credit risk, market risk and operational risk inherent in its business
model. It also defines the methodology for measurement of these risks and the various elements of qualifying capital. The
capital adequacy ratio is calculated by dividing the regulatory capital base by the total Risk Weighted Assets (RWAs).

The resultant ratio is to be maintained above a predetermined and communicated level. Under the previously applied Basel
| Capital Accord, the minimum capital adequacy ratio for banks incorporated in Bahrain was 12 per cent compared to the
Basel Committee’s minimum ratio of 8 per cent. The CBB also requires banks incorporated in Bahrain to maintain a buffer
of 0.5 per cent above the minimum capital adequacy ratio. In the event that the capital adequacy ratio falls below 12.5 per
cent, additional prudential reporting requirements apply, and a formal action plan setting out the measures to be taken to
restore the ratio above the target level is to be formulated and submitted to the CBB. Consequently, the CBB requires GFH
to maintain an effective minimum capital adequacy ratio of 12.5 per cent.

Under the CBB's Basel |l capital adequacy framework, the RWAs are calculated using more sophisticated and risk sensitive
methods than under the previous Basel | regulations. The table below summarizes the Pillar 1 risks and the approaches
used by the Bank to calculating the RWAs in accordance with the CBB’s Basel |l capital adequacy framework.

Risk Type Approach used by GFH
Credit risk Standardised Approach
Market risk Standardised Approach

Operational risk Basic Indicator Approach
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3.2 Risk management framework
Our Board of Directors has overall responsibility for establishing our risk culture and ensuring that an effective risk
management framework is in place.

The diagram below represents the Bank’s overall risk management framework and its components:

Risk Management Framework

Risk Strategy
v \4 v
Infrastructure Processes Policies
v v v
« People: Mandates, roles * |dentifcation & Assessment Implementation of
& responsibilities .3 * Measurement < policies and procedures
* Organizational structure « Monitoring & reporting for business units and
+ IT: databases, systems « Mitigation & control producttypes.
v
i Day to Day Risk Management i
e > Risk analysis, risk limits, capital B
management

The risk management framework of the Bank encapsulates the spirit of the following key principles for Risk Management as
articulated by Basel II:

* Management oversight and control

* Risk culture and ownership

* Risk recognition and assessment

« Control activities and segregation of duties

« Information and communication

» Monitoring Risk Management activities and correcting deficiencies.
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3.3 Risk governance structure
The Risk Governance structure of the Bank is depicted by the following diagram:

Risk Governance Structure of GFH

Board

i Sharia Board

Board Committees

» Board Nomination, Remuneration and Governance Committee
* Board Investment Committee

¢ Audit Committee

* Risk Management Committee

« Insider Trading Committee

Level 2

Internal

Senior Management Committee !
Audit

* Management & Investment Committee
* Asset Liabilty Committee
* Risk Management Committee

Level 3

Risk Management Department
* Operational Risk

+ Credit Risk

» Market & Investment Risk

Level 4

Level 5 Desktop level procedures, systems and controls in day to day business

Our Board of Directors has overall responsibility for establishing our risk culture and ensuring that an effective risk
management framework is in place. The Board of Directors approves and periodically reviews our risk management policies
and strategies. The Board Risk Management Committee is responsible for implementing risk management policies,
guidelines and limits and ensuring that monitoring processes are in place. The Executive Risk Management Committee of
the management also continuously monitors consistent implementation of the Board approved policies in the Bank and
reports deviations if any to the Risk Management Committee of the Board. The committee consists of heads of business and
other functional units in the Bank.

The key element of our risk management philosophy is for the Risk Management Department (‘RMD’) to provide
independent monitoring and control while working closely with the business units which ultimately own the risks. The Head
of Group Risk Operations reports to Board Risk Management Committee and has access to the Chairman and the Board of
Directors.

The RMD plays a pivotal role in monitoring the risks associated with all the activities of the Bank. The principal
responsibilities of the department are:

» Determining the Bank’s appetite for risk and submitting the same to the RMC and Board for approval.

» Developing and reviewing risk management policies in accordance with the risk management guidelines issued by the
CBB, Basel Il, IFSB and international best practices.

» Reviewing operating policy manuals and ensuring that such policy manuals are in accordance with the risk management
policies and appropriately addresses all the key risks embedded in the related processes/ products.

 Acting as the principal coordinator in Basel Il implementation as required by the CBB and facilitating the performance of
key Basel Il activities.

« |dentifying and recommending risk analysis tools and techniques as required under Basel II, guidelines issued by the CBB
and IFSB.

» Reviewing the adequacy of the risk limits and providing feed back to the relevant approving authorities.

» Preparing MIS Reports for review by the RMC and the Board, where necessary.

» Developing systems and resources to review the key risk exposures of the Bank and communicating the planned/
executed corrective actions to the Risk Management Committee.
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3.4 Capital management
The Bank’s policy is to maintain a strong capital base and meet the minimum capital requirements imposed by the regulator
(CBB), so as to maintain investor, creditor and market confidence and to sustain future development of the business. The
impact of the level of capital on shareholders’ return is also recognised and the Bank recognises the need to maintain a
balance between the higher returns that might be possible with greater gearing and the advantages and security afforded by
a sound capital position.

The allocation of capital between specific operations and activities is primarily driven by regulatory requirements. The
Bank’s capital management policy seeks to maximise return on risk adjusted capital while satisfying all the regulatory
requirements.

The Bank has put in place a comprehensive Internal Capital Adequacy Assessment Process (ICAAP) that includes Board
and senior management oversight, monitoring, reporting and internal control reviews, to identify and measure the various
risks that are not covered under Pillar 1 risks and to regularly assess the overall capital adequacy considering the risks and
the Bank’s planned business strategies. The non Pillar 1 risks covered under the ICAAP process include concentration risk,
liquidity risk, profit rate risk in the banking book and other miscellaneous risks.

The Bank ensures that the capital adequacy requirements are met and comply with regulatory capital requirements at
all times. A prior approval of the CBB is obtained by the Bank before submitting a proposal for distribution of profits
(i.e. dividend) for shareholders approval.

3.5 Risktypes
The Bank is exposed to various types of risk.

* Credit risk
Risks in Pillar 1 ¢ Market risk
* Operational risk

« Liquidity risk
« Concentration risk
Risks in Pillar 2 * Proftrate risk in banking book
* Reputational risk (earnings at risk)
» Other risks — including strategic risk, regulatory risk etc.

The details of components of risks and how they are managed are discussed in the following sections of this document.

3.6 Monitoring and reporting
The RMD, together with the Internal Audit, provide independent assurance that all types of risk are being measured and
managed in accordance with the policies and guidelines set by the Board of Directors. The RMD submits a quarterly Risk
Review report to the Board Risk Committee. The Risk Review report describes the potential issues for a wide range of risk
factors and classifies the risk factors from low to high. The Risk Review report also provides comments as to how risk factors
are being addressed by the Bank and the change in risk classification from the previous quarter. The Bank has established
an adequate system for monitoring and reporting risk exposures and capital adequacy requirements. These reports include
periodic risk reviews, monthly reports, quarterly risk reports etc. These reports aim to provide the senior management with
an up-to-date view of the risk profile of the Bank. Moreover, external consultants are also engaged to enhance and improve
the risk management standard procedures.
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Group structure

The consolidated financial statements for the year comprise of the financial statements of the Bank and its subsidiaries (together
referred to as “the Group”) as at 31 December 2009. The Group’s financial statements are prepared and published on a full
consolidation basis, with all material subsidiaries being consolidated in accordance with IFRS. Please refer to Note 2 in the notes
to the consolidated financial statements for more details on the accounting policies for investments, including subsidiaries and
associates of the Bank.

For capital adequacy purposes, all subsidiaries are included within the Group structure. However, the CBB'’s capital adequacy
methodology and prudential consolidation and deduction (PCD) module of the CBB rule book accommodates both full
consolidation and aggregation treatment for certain financial subsidiaries and requires risk weighting and deduction treatment for
certain significant commercial entity subsidiaries.

The PCD module also requires pro-rata consolidation for significant financial entities which qualify as associates under IFRS
which are usually ‘equity accounted’ or ‘designated at fair value through profit or loss’ in the consolidated financial statements.
In case of significant equity holdings of 20% or more of the Bank'’s capital in insurance entities, the PCD module requires a full
deduction from the Bank’s regulatory capital. For investments in significant commercial entities (subsidiaries and associates),
the PCD module prescribes a risk weighting treatment for each investment and requires deduction of investment amounts in
excess of 15% of the capital base of the Bank. The regulatory treatment for each type of the investments discussed above is in
accordance with the requirements of PCD and as agreed with the CBB.

The principal subsidiaries and associates as at 31 December 2009 and their treatment for capital adequacy purposes are as
follows:

Investment
classification as
Entity name and accounting classification Domicile per PCD Regulatory treatment as per PCD
Subsidiaries
Al Areen Leisure and Tourism Company- TheLost = Bahrain Commercial entity ~ Risk weighting of net investment
Paradise of Dilmun SPC- (“Water Park”)
GFH Sukuk Limited Cayman Financial entity Fully consolidated
Islands
Legends Development Company LLC (“Legends”) UAE Significant Risk weighting of net investment
commercial entity
Hawafiz BSC (c) Bahrain Commercial entity ~ Risk weighting of net investment
Injazat Capital Limited UAE Financial entity Fully consolidated
Associates
Khaleeji Commercial Bank BSC Bahrain Significant financial Pro-rata consolidated
entity
Bahrain Financial Harbor Limited Cayman Commercial entity ~ Risk weighting of net investment and
Islands deduction of excess
Balexco BSC (c) Bahrain Commercial entity ~ Risk weighting of net investment
Injazat Technology Fund BSC (c) Bahrain Commercial entity ~ Risk weighting of net investment
Al Barakah Takaful Jordan Significant Deduction
insurance entity
Cemena Investment Company Cayman Commercial entity  Risk weighting of net investment
Islands

The investments in subsidiaries and associates are subject to large exposure and connected counter party limits and guidelines
set by the CBB. These guidelines are considered for transfer of funds or regulatory capital within the Group.
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5 Capital structure and capital adequacy ratio

5.1 Capital adequacy
The Bank’s regulator CBB sets and monitors capital requirements for the Bank as a whole (i.e. at a consolidated level).
In implementing current capital requirements CBB requires the Bank to maintain a prescribed ratio of 12% and 8% of
total regulatory capital to total risk-weighted assets on consolidated and solo basis respectively. Banking operations
are categorised as either trading book or banking book, and risk-weighted assets are determined according to specified
requirements that seek to reflect the varying levels of risk attached to assets and off-balance sheet exposures. The CBB also
requires banks incorporated in Bahrain to maintain a buffer of 0.5 per cent above the minimum capital adequacy ratio.

The Bank’s policy is to maintain strong capital base so as to maintain investor, creditor and market confidence and to sustain
the future development of the business.

The Bank is required to comply with the provisions of the revised Capital Adequacy Module of the CBB (which is based on
the Basel Il and IFSB framework) in respect of regulatory capital. The Bank has adopted the standardised approach to credit
and market risk and basic indicator approach for operational risk management under the revised framework. The Bank has
complied with the capital requirements set by the regulator throughout the year.

The capital adequacy ratio of the Group as at 31 December 2009 was too close to the minimum regulatory capital
requirement of 12% which restricts the Group’s ability to absorb further losses or undertake additional exposures. The
Group plan to strengthen the capital position is discussed in note 41 to the consolidated financial statements.

The Bank’s regulatory capital position at 31 December 2009 was as follows:

Tier 1 Tier 2 Total
Share capital 604,079 - 604,079
Treasury shares (52,371) - (52,371)
Share premium 202,316 - 202,316
Statutory reserve 106,700 - 106,700
Other reserves 4,300 - 4,300
Accumulated losses (432,677) - (432,677)
Investments fair value reserve - 439 439
Profit equalization reserves - 3 3
Investment risk reserves - 2 2
Tier 1 and Tier 2 capital before general deductions 432,347 444 432,791
Excess amount over materiality thresholds in case of investment in
commercial entities (46,296) (444) (46,740)
Investment in insurance entity greater than or equal to 20% (4,523) - (4,523)
Total eligible capital base 381,528 - 381,528
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Capital

Risk weighted requirement @

Risk weighted exposure exposure 12%

Credit Risk 2154,562 258,547

Market risk 69,913 8,390
Operational 730,593 87,671

Tier 1 and Tier 2 capital base 2,955,068 354,608

Capital Adequacy ratio 12.91%

Tier 1 capital adequacy ratio 12.91%

52

The Bank’s paid up capital consists only of ordinary shares which have proportionate voting rights. The Bank does not have
any other type instruments which qualify for inclusion in regulatory capital.

The Bank’s regulatory capital is analysed into two tiers:

Tier 1 capital includes ordinary share capital, disclosed reserves including share premium, general reserves, legal /
statutory reserve as well as retained earnings after deductions for goodwill and other regulatory adjustments relating to
items that are included in equity but are treated differently for capital adequacy purposes. The eligible reserves in Tier 1
exclude revaluation gains arising on the re-measurement to fair value of available-for-sale investments.

Tier 2 capital comprises 45 per cent of unrealised gains arising on the re-measurement to fair value of equity investments
classified as available-for-sale and the profit equalization and investment risk reserve attributable to unrestricted investment
accounts. Under the CBB rules, the aggregate amount of Tier 2 capital eligible for inclusion in the regulatory capital is
limited to no more than 100% of Tier 1 Capital.

The limit on Tier 2 capital is based on the amount of Tier 1 capital after all deductions of investments pursuant to PCD
Module of the CBB. The PCD Module sets out the regulatory rules for prudential consolidation and pro-rata consolidation
for banks where they own controlling or significant minority stakes in regulated financial entities and have significant
exposures to investment in commercial entities. It also sets out the framework for the prudential deductions from capital

for various instances including exposures to counterparties exceeding the large exposure limits as set out by CBB. Equity
holdings in an insurance entity of 20% or more of the investee’s capital is required to be deducted from Bank’s capital for
regulatory capital purposes. Holdings of less than 20% of the investee’s capital are risk weighted under the applicable credit
risk weighting rules.

At 31 December 2009, the following deductions from regulatory capital were made:

» General deductions as per the PCD module for investment in a commercial entity exceeding 15% of the capital base; and
» Deduction of signifcant (> 20%) investment in an insurance entity

ICAAP considerations

The ICAAP incorporates a review and evaluation of risk management and capital relative to the risks to which the bank

is exposed. GFH has developed an ICAAP around its economic capital framework which involves identification and
measurement of risks to maintain an appropriate level of internal capital in alignment to the Bank’s overall risk profile and
business plan. An ICAAP document has been developed to address major components of the Bank’s risk management,
from the daily management of material risks including risk types which are not covered under Pillar I including liquidity risk,
profit rate risk in the banking book, concentration risk, and reputational risk. Although currently no additional capital is being
allocated to these risk components, the Bank monitors and reports on these risks a quarterly basis to the Board of Directors.
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Credit risk

6.1

6.2

6.3

Introduction

Credit risk is the risk of financial loss to the Bank if a customer or counterparty to a financial instrument fails to meet its
contractual obligations, and arises principally from the Bank’s, placements with financial institutions, financing receivables,
receivable from investment banking services and other receivables balances. For risk management reporting purposes, the
Bank considers and consolidates all elements of credit risk exposure (such as individual obligor default risk, country and
sector risk).

The Bank does not have a trading book and hence all of its equity investments are classified in the banking book and are
subject to credit risk weighting under the capital adequacy framework. For regulatory capital computation purposes,
the Bank’s equity investments in the banking book include available-for-sale investments, investments designated at
fair value through profit or loss, significant and majority investments in commercial entities and associate investments in
non-significant financial and non-financial entities (as significant financial entities which qualify as associates are treated
separately for regulatory purposes).

Credit risk management

The Bank is not involved in the granting of credit facilities in the normal course of its business activities. The Bank is primarily
exposed to credit risk from its own short term liquidity related to placements with other financial institutions, receivables
from its investment banking services and in respect of funding made (both in the form of financing and short-term liquidity
facilities) to its projects. These exposures arise in the ordinary course of its investment banking activities and are generally
transacted without any collateral or other credit risk mitigants.

The Bank has an established internal process for assessing credit risk. The Bank has established investment and credit
policies developed in consultation with business units, covering credit assessment, risk reporting, documentary and legal
procedures, and compliance with regulatory and statutory requirements. The policies are supplemented by an internal
authorisation structure for the approval and renewal of investment and credit facilities. Authorisation limits are also allocated
to Executive Management and larger facilities require approval by Board Investment Committee and the Board of Directors.
The RMD assesses all investment and credit proposals prior to investments / facilities being committed. Renewals and
reviews of investments / facilities are subject to the same review process. Quarterly updates of investments are reviewed by
the Board of Directors. Regular audits of business units and credit processes are undertaken by Internal Audit.

Please refer Note 40 to the consolidated financial statements for additional details on the processes for measuring and
managing credit risk.

Capital requirements for credit risk

To assess its capital adequacy requirements for credit risk in accordance with the CBB capital adequacy module for Islamic
Banks, the Bank adopts the standardized approach. According to the standardized approach, on and off balance sheet credit
exposures are assigned to various defined categories based on the type of counterparty or underlying exposure. The main
relevant categories are claims on banks, claims on investment firms, investment in equities, holdings in real estate, claims
on corporate portfolio and other assets. Risk Weighted Assets (RWAs) are calculated based on prescribed risk weights by
CBB relevant to the standard categories and counterparty’s external credit ratings, where available.

Rating of exposures and risk weighting

As the Bank is not engaged in granting credit facilities in its normal course of business, it does not use a detailed internal
credit “grading” model. The use of external rating agencies is limited to assigning of risk weights for placements with
fnancial institutions. The Bank uses ratings by Standards & Poors Moody'’s, Fitch and Capital Intelligence to derive risk
weights for the purpose of capital adequacy computations. However, preferential risk weight of 20% is used which is
applicable to short term claims on locally incorporated banks where the original maturity of these claims are three months
or less and these claims are in Bahraini Dinar or US Dollar. The other exposures are primarily classified as ‘unrated
exposure’ for the purposes of capital adequacy computations.

As per CBB guidelines, 100% of the RWA's financed by owners’ equity (i.e. self financed) are included for the purpose of
capital adequacy computations whereas only 30% of the RWA's financed by unrestricted investment account holders are
required to be included.
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Following is the analysis for credit risk as computed for regulatory capital adequacy purposes:
Total credit

Gross credit Average risk  risk weighted
Exposure class exposures weights exposure
Self financed assets
Cash items 788 0% -
Total claims on sovereign 9407 0% -
Standard Risk Weights for Claims on Banks 317,370 40% 125,707
Preferential Risk Weight for Claims on Locally Incorporated Banks 172142 20% 34428
Short-Term Claims on Banks 52101 20% 10420
Claims on Corporates 597,783 100% 597,783
Past Due Facilities 40,540 150% 60,810
Investments in Securities and Sukuk 300,212 150% 449,989
Holding of Real Estate 396,856 200% 793,712
Others Assets 22,974 100% 22,974
Total self financed assets (A) 1,910,173 110% 2,095,823
Total regulatory capital required (A x 12%) 12% 251,498
Financed by URIA
Total claims on sovereign 2,304 0% -
Standard Risk Weights for Claims on Banks 2,875 20% 575
Claims on Corporates 168,699 100% 168,699
Investments in Securities and Sukuk 26,523 100% 26,523
Total financed by URIA (B) 200,401 98% 195,797
Considered for credit risk (C) = (B x 30%) 58,739
Total regulatory capital required (C x 12%) 12% 7,049
TOTAL RISK WEIGHTED EXPOSURE 2,154,562
TOTAL REGULATORY CAPITAL REQUIRED 258,547

6.4

Quantitative information on credit risk

The following are gross credit risk exposures considered for Capital Adequacy Ratio calculations of the Bank classified as

per disclosure in the consolidated financial statements:

Balance sheet items
Bank balances

Placements with financial and other institutions

Financing receivables

Assets held-for-sale

Investment in associates

Investment in securities

Receivable from investment banking services
Other assets

Total credit exposure

Funded

exposure

10174
454,966
29173
376424
349,399
85,270
336,930

1,642,336

Unfunded Total gross credit

exposure

200,067

283

200,350

exposure
10174
454,966
29173
376424
549466
85,270
337,213

1,842,686

Average gross

credit exposure*

10,329
561,235
64,971
431,373
470,538
416,217
156113
446,128

2,556,904

* Average gross credit exposures have been calculated based on the average of balances outstanding on a quarterly basis during the year ended 31 December 2009
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The classification of credit exposure by geography, based on the location of the counterparty, was as follows:

Europe
GCC Other Other (excluding
countries MENA Asia UK UK) USA Total
Bank balances 8,693 319 - 933 - 229 10174
Placements with financial institutions 454,966 - - - - - 454,966
Financing receivables 29173 - - - - - 29173
Investment in associates 376424 - - - - - 376424
Investment in securities 253,387 43,808 47572 - 1,632 3,000 349,399
Receivable from investment banking services - 65,270 20,000 - - - 85,270
Other assets 246,734 53,739 36457 - - - 336,930
Total 1,369,377 163,136 104,029 933 1,632 3,229 1,642,336
Off-Balance sheet items
Commitments and guarantees 169,737 30,613 - - - - 200,350
Restricted investment accounts 18,877 - - - 31165 - 50,042
The classification of credit exposure by industry was as follows:
Banks and
Trading and financial Development

manufacturing institutions Infrastructure  Technology Others Total
Cash and bank balances - 10,174 - - - 10,174
Placements with financial
institutions - 454,966 - - - 454,966
Financing receivables - 15,000 14173 - - 29,173
Investment in associates 69450 131,974 175,000 - - 376,424
Investment in securities 24452 94,576 140421 5,000 84,950 349,399
Receivable from investment
banking services - - 85,270 - - 85,270
Other assets - 639 154,539 - 181,752 336,930
Total 93,902 707,329 569,403 5,000 266,702 1,642,336
Off-Balance sheet items
Commitments and guarantees - - 200,350 - - 200,350
Restricted investment accounts - - 50,042 - - 50,042
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6.5

6.6

6.7

The maturity profile of credit exposures based on maturity was as follows:

Upto3 3to6 6 months- 1to3 Over3 Carrying
months months 1year years  years Total amount
Cash and bank balances 10174 - - - - 10174 10,174
Placements with financial
institutions 454,966 - - - - 454,966 454,966
Financing receivables 14173 15,000 - - - 29173 29173
Investment in associates - 131,566 - 244858 - 376424 376424
Investment in securities 117,881 9,523 25,000 196,995 - 349,399 349,399
Receivable from investment
banking services 40,540 44730 - - - 85,270 85,270
Other financial assets 33,004 8,854 55,000 190,684 - 287,542 287,542
Total 670,738 209,673 80,000 632,537 - 1,592,948 1,592,948
Off balance sheet items
Commitments and guarantees 32,388 58,552 73,7197 35,613 - - 200,350
Restricted investment accounts - - - 50,042 - - 50,042

Exposures in excess of 15% of capital base
The following exposure (funded and unfunded) was in excess of 15% of the capital base of the Bank as at 31 December 2009:

% of capital base Exposure

Non-financial institutions
Counterparty A 19.29% 210,000

The CBB has set single exposures limit of 15 % of the Bank’s capital base on exposures to individual or a group of closely
related counterparties and as per the prudential rules prior approval of the CBB is required for assuming such exposures,
except in cases of certain categories of exposure which are exempted by CBB. In case of non-exempt exposures, a
deduction from capital is required for the amount in excess of the single exposure limits.

Impaired facilities and past due exposures

As the Bank is not engaged in granting credit facilities in its normal course of business, it does not use a detailed internal
credit “grading” model. The current risk assessment process classifies credit exposures into two broad categories
“Unimpaired” and “Impaired”, reflecting risk of default and the availability of collateral or other credit risk mitigation. The
Bank does not perform a collective assessment of impairment for its credit exposures as the credit characteristics of each
exposure is considered to be different. Credit and investment exposures are subject to regular reviews by the Investment
units and RMD.

The definition and details of impaired assets, past due but not impaired exposures and policy for establishing an allowance
account and write-off of an exposure is provided for in Note 40 to the consolidated financial statements. The details of
changes in impairment allowances for financial assets are provided for in the notes to the consolidated financial statements.

All impaired and past due credit exposures at 31 December 2009 mainly relate to the real estate and development
infrastructure sectors.

Credit risk mitigation

The credit risk exposures faced by the Bank are primarily in respect of its own short term liquidity related to placements with
other financial institutions, and in respect of investment related funding made to its project vehicles. The funding made to
the project vehicles are based on the assessment of the underlying value of the assets and the expected streams of cash
flows. Since these exposures arise in the ordinary course of the Bank’s investment banking activities and are with the project
vehicles promoted by the Bank, they are generally transacted without any collateral or other credit risk mitigants.
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6.8

6.9

6.10

6.11

Related party and intra-group transactions

Related counterparties are those entities which are connected to the Bank through significant shareholding or control or
both. The Bank has entered into business transactions with such counterparties in the normal course of its business. For
the purpose of identification of related parties the Bank strictly follows the guidelines issued by Central Bank of Bahrain and
definitions as per IFRS and AAOIFI. Detailed break up of exposure to related parties has been presented in Note 29 to the
consolidated financial statements.

Exposure to highly leveraged and other high risk counterparties
The Bank has no exposure to highly leveraged and other high risk counterparties as per definition provided in the CBB rule
book PD 1.3.24.

Renegotiated facilities

As at 31 December 2009, other assets which are neither past due nor impaired include certain short-term financing to
projects which were renegotiated during the year (refer note 40 to the consolidated financial statements). In certain

cases, on a need basis, the Bank supports its project vehicles by providing short-term liquidity facilities. These facilities

are provided based on assessment of cash flow requirements of the projects and the projects ability to repay the financing
amounts based on its operating cash flows. The assessment is independently reviewed by the management of the Bank.
Although no specific collateral is provided, such exposures are usually adequately covered by the value of the underlying
project assets. The terms of the renegotiation primarily include extension of the repayment period. In the view of the
management, additional impairment on these renegotiated facilities is not appropriate on the basis of the assessment of the
level of future expected cash flows from the project and / or the stage of collection of amounts owed to the Bank.

Equity investments held in banking book

The Bank does not have a trading book and hence all of its equity investments are classified in the banking book and are
subject to credit risk weighting under the capital adequacy framework. For regulatory capital computation purposes, the
Bank’s equity investments in the banking book include available-for-sale investments, significant and majority investments
in commercial entities and associate investments in non-significant financial and non-financial entities (i.e. significant
financial entities which qualify as associates are treated separately for regulatory purposes).

Please refer to the notes to the consolidated financial statements for policies covering the valuation and accounting of
equity holdings, including the accounting policies and valuation methodologies used, key assumptions and practices
affecting valuation.

The RMD provides an independent review of all transactions. A fair evaluation and impairment assessment of investments
takes place every quarter with inputs from the Investment department and RMD. Quarterly updates of investments are
reviewed by the Board of Directors. Regular audits of business units and processes are undertaken by Internal Audit.

The Bank’s equity investments are predominantly in its own projects, which include venture capital, private equity and
development infrastructure investment products. The intent of such investments is a later stage exit along with the investors
principally by means of sell outs at the project level or through initial public offerings. The Bank also has a strategic financial
institutions investment portfolio which is aligned with the long term investment objectives of the Bank.

Information on equity investments

Privately held 696,409
Quoted in an active market 659
Realised gain/ (loss) during the year -
Total-Unrealised gain/( loss) in equity 975

The following are the categories under which equity investments are included in the capital adequacy computations as per
the requirements of the CBB rules:

Risk weighted

Gross exposure Risk weight exposure Capital charge
Quoted equity investment 659 100% 659 79
Unguoted equity investment 289,364 150% 434,046 52,086
Investments in managed funds 10,189 150% 15,284 1,834
Real estate holdings 396,856 200% 793,712 95,245
Total 697,068 1,243,701 149,244
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Market risk
7.1 Introduction

7.2

7.3

Market risk is the risk that changes in market prices, such as foreign exchange rates, profit rates, equity prices, and
commaodity prices will affect the Bank’s income or the value of its holdings of financial instruments. The objective of market
risk management is to manage and control market risk exposures within acceptable parameters, while optimising the

return on risk. As a matter of general policy, the Bank shall not assume trading positions on its assets and liabilities, and
hence the entire balance sheet is a non-trading portfolio (banking book). The Bank has adopted a standardized approach
for measurement of market risk under the CBB capital adequacy framework. The CBB’s standardized approach capital
computation framework requires risk weighted assets to be computed for price risk, equities position risk, Sukuk risk, foreign
exchange risk and commodities risk. Hence, from a capital computation perspective the Bank’s market risk measurement is
limited to foreign exchange risk in the banking book. The Bank is also exposed to profit rate risk on the banking book which
is managed separately.

Foreign exchange risk management

Currency risk is the risk that the value of a financial instrument will fluctuate due to changes in foreign exchange rates. All
foreign exchange (FX) risk within the Bank is transferred to Treasury. The Bank seeks to manage currency risk by continually
monitoring exchange rates. The Board of Directors approves policies and strategies related to the management of FX

risk. The Asset Liability Committee (‘ALCO’) supports the Board in managing FX risk by recommending policies, setting
limits and guidelines and monitoring the FX risk of the Bank on a regular basis. The ALCO provides guidance for day to

day management of FX risk and also approves hedging programs. The management of the day-to-day FX position of the
Bank is the responsibility of the Treasury/Liquidity Management Department. The department shall ensure adequate FX
liquidity to meet the maturing obligations and growth in assets while ensuring that all limits and guidelines set by the
Board and ALCO are complied with; and shall implement hedging and other approved strategies for managing the risk. The
Risk Management Department on an ongoing basis reviews the limits set and ensure that the concerned department(s) is
complying with all limits set as per this policy.

The management of foreign exchange risk against net exposure limits is supplemented by monitoring the sensitivity of the
Bank’s financial assets and liabilities to various foreign exchange scenarios. Standard scenarios that are considered include
a 5% plus / minus increase in exchange rates, other than GCC pegged currencies. An analysis of the Bank’s net foreign
exchange position and its sensitivity to an increase or decrease in foreign exchange rates (assuming all other variables,
primarily profit rates, remain constant) has been presented in Note 40 to the consolidated financial statements.

Capital requirements for market risk

To assess its capital adequacy requirements for market risk in accordance with the CBB capital adequacy module for Islamic
Banks, the Bank adopts the standardised approach. Foreign exchange risk charge is computed based on 8% of overall net
open foreign currency position of the Bank.

Risk Capital Maximum Minimum

weighted requirement @ during during

assets 12% the year the year

Foreign exchange risk 69,913 8,390 6,806 5,598
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Operational risk

81

8.2

Introduction

Operational risk is the risk of loss resulting from inadequate or failed internal processes, people and systems or from
external events. Operational risk is an inherent part of normal business operations. The Bank has adopted the Basic Indicator
Approach for measurement of operational risk under the Basel Il and CBB capital computation framework.

Operational risk management

Whilst operational risk cannot be eliminated entirely, the Bank endeavors to minimize it by ensuring that a strong control
infrastructure is in place throughout the organization. Various procedures and processes used to manage operational risk
include effective staff training, appropriate controls to safeguard assets and records, regular reconciliation of accounts
and transactions, close monitoring of risk limits, segregation of duties, and financial management and reporting. The Risk
Management Department manages the framework and facilitate the process of risk management.

The Bank has recently developed an operational risk management framework which includes components such as Key

Risk Indicators (KRIs), operational loss data and Risk & Control Self Assessment (RCSA) across the Bank. The Bank has
completed the process of conducting RCSA of operational risk in all departments of the Bank to identify the important KRIs
and key risk triggers. As per the plan, the RCSAs and KRIs are done and quantification and incident reporting will be rolled
out as Phase 2 in 2010. This process will also assist the Bank in the long term to create a loss data base which will provide
the basis for introducing more advanced approaches for computation of capital for operational risk.

To ensure effective governance across all processes and functions, GFH has adopted a ‘Three Lines of Defense’ approach, as
illustrated below. The structure clearly reflects the requisite independence between the three functions.

Board/Chairman/Audit Committee/ RMC I

of
A $ig
' BiE
5iE
......................... CEO niS
Management Committees 5 5%
ai
A giz
1st Line of Defense 2nd Line of DefenseRisk 3rd Line of Defense
Business Line Operations Management Internal Audit
Real Time Focus: Real Time & Review Focus: Review Focus:
* Embeds risk management framework . D_evelops and implements * Reviews effectiveness of risk
and sound risk management practices risk management framework management practices
into standard operating procedures Epolllmes, systems, processes, « Confrms level of compliance with the
« Monitors risk management CoE OR Policy
performance * Ensures framework « Recommends improvements and
» Accountable for effectiveness of risk encoggﬁﬁgzh tification enforces corrective action where
managemen 4 n [
anagement risk assessment ecessary
risk response

control activities
information &
communication
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reporting
Exercise approval authorities
in accordance with delegated
authorities
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8.3

8.4

8.5

The rationale behind the 3 Lines of Defense sees that the CEO is ultimately accountable for all 3 Lines of Defense. In
addition:

» The Business Unit heads are ultimately accountable for the 1st Line of Defense in their business areas;

» The Risk Management function is ultimately accountable for the 2nd Line of Defense for the Bank; and

» The Head of Internal Audit is ultimately accountable for the 3rd Line of Defense for the Bank.

The Bank’s definition of operational risk incorporates legal and Sharia compliance risk. This is defined as an operational risk
facing Islamic banks which can lead to, loss of reputation, non-recognition of income and loss of revenue. This definition
excludes strategic, liquidity, credit, market and reputational risks. However, operational risk that has a direct impact upon
reputation (and by default a subsequent impact on profit and / or performance) is formally considered and reported upon.
Whilst operational risk excludes losses attributable to traditional banking risk (credit, market and liquidity), the Bank
recognises that operational risk is attached to the management of those traditional risks. For example operational risk
includes legal and compliance related risks attached to the management of credit and market risk. Operational risks are
attached to the management of business as usual as well as to changes such as the introduction of new products, projects or
program activities.

Legal compliance and litigation

The Bank has a dedicated legal team who is consulted on all major activities conducted by the Bank. All contracts,
documents, etc have to be reviewed by the legal department as well. For information on contingencies, refer note 39 to the
consolidated financial statements. The Group was not involved in any significant litigation as at 31 December 2009.

Shari’a compliance

The Shari'a Supervisory Board (SSB) is entrusted with the duty of directing, reviewing and supervising the activities of the
Bank in order to ensure that they are in compliance with the rules and principles of Islamic Shari’a. The Bank also has a
dedicated internal shari’a reviewer, who performs an ongoing review of the compliance with the fatwas and rulings of the
SSB on products and processes and also reviews compliance with the requirements of the Shari'a standards prescribed by
AAQIFI. The SSB reviews and approves all products and services before launching and offering to the customers and also
conducts periodic reviews of the transactions of the Bank. An annual audit report is issued by the SSB confirming the Bank’s
compliance with Shari’a rules and principles.

Capital requirements for operational risk

The Bank adopts the Basic Indicator Approach to evaluate operational risk charge in accordance with the CBB capital
adequacy module for Islamic Banks. According to this approach, Bank’s average gross income for three financial years is
multiplied by a fixed coefficient alpha of 15% set by CBB and a multiple of 12.5x is used to arrive at the risk weighted assets
that are subject to capital charge.

Average gross Risk weighted Capital charge
income assets at 12%
Operational risk 389,649 730,593 87,671
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9 Other types of risk

91

9.2

9.3

Introduction

Apart from the risks listed in the previous sections, the Bank is also exposed to other types of risks which it identifies and
manages as part of its risk management framework. Although these risks do not directly form part of the Tier 1 risks, they
are identified and captured by the ICAAP.

Liquidity risk

Liquidity risk is the risk that the Bank will encounter difficulty in meeting its financial obligations on account of a maturity
mismatch between assets and liabilities. The Bank’s approach to managing liquidity is to ensure, that it will always have
sufficient funds to meet its liabilities when due without incurring unacceptable losses or risking damage to the Bank’s
reputation.

The Bank has a liquidity risk policy in place, which describes the roles and responsibilities of the Asset Liability Management
Committee (ALCO), Treasury and other concerned departments in management of liquidity. It also stipulates various
liquidity ratios to be maintained by the Bank, as well as gap limits under each time bucket of the maturity ladder. It is the
Bank’s policy to keep adequate level of high quality liquid assets such as inter-bank placements to ensure that funds are
available to meet maturing deposits and other liabilities, as and when they fall due.

The day to day management of liquidity risk is the responsibility of the Treasury Department, which monitors the sources and
maturities of assets and liabilities closely, and ensures that limits stipulated by the ALCO are complied with. RMD monitors
the liquidity position and any violations are reported to ALCO, Management Committee and the Board of Directors.

For maturity profile of assets and liabilities refer Note 40 of the consolidated financial statements.

The following are the key liquidity ratios which reflect the liquidity position of the Bank:

Liquidity ratios 31 December 2009 Maximum Minimum
Liquid assets : Total assets 19.82% 25.90% 16.43%
Liquid assets : Total deposits 70.79% 7712% 58.77%
Short-term assets : Short-term liabilities 13847% 13847% 104.58%
Illiquid assets : Total assets 8018% 83.57% 7410%

At 31 December 2009, the Group’s current contractual liabilities exceeded its liquid assets. The Group’s plan to manage and
strengthen its liquidity position is discussed in note 40 of the consolidated financial statements.

Management of profit rate risk in the banking book

Profit rate risk is the potential impact of the mismatch between the rate of return on assets and the expected rate of return
of the sources of funding. Majority of the Bank’s profit based asset and liabilities are short-term in nature, except for certain
long term liabilities which have been utilised to fund the Bank’s strategic investments in its associates.

The ALCO is responsible for the overall management of the profit rate risk. ALCO also determines the borrowing and
funding strategy of the Bank in order to optimize risk return trade off. It supports the Board in managing profit rate risk by
recommending policies, setting limits and guidelines and monitoring the risk on a regular basis.

The objective of profit rate risk measurement is to maintain the Bank’s profit rate risk exposure within self-imposed
parameters over a range of possible changes in profit rates. The process of establishing profit rate risk limits and describing
the risk taking guidelines provides the means for achieving the objective. Such a process defines the boundaries for the level
of profit rate risk for the Bank and, where appropriate, also provides the capability to allocate limits to individual portfolios,
activities, or business units. The limit structure also ensures that positions that exceed certain predetermined levels

receive prompt management attention. The limit system enables management to control profit rate risk exposures, initiate
discussion about opportunities and risks, and monitor actual risk taking against predetermined risk tolerance. As part of
ICAAP, thresholds for exposure concentrations will be set up which will trigger additional capital requirements.

The management of profit rate risk against profit rate gap limits is supplemented by monitoring the sensitivity of the
Bank'’s financial assets and liabilities to various standard and non-standard profit rate scenarios. Standard scenarios that
are considered on a monthly basis include a 100 basis point (bp) parallel fall or rise in yield curves. For details of the Bank’s
profit rate gap position as at 31 December 2009 and analysis of the Bank’s sensitivity to an increase or decrease in market
profit rates, refer Note 40 to the consolidated financial statements.
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9.5

9.6

9.7

9.8

Concentration risk

This risk arises from exposure to a common set of factors that can produce losses large enough to threaten the Bank’s
health or ability to maintain its core business. Concentration risk can arise from exposure to specific classes of assets,
sector, country, revenue streams, counterparty, a group of counterparties, etc. Concentration risk is mitigated by limits,
diversification by assets, geography counterparty quality etc. As part of ICAAP, thresholds for exposure concentrations will
be set up which will trigger additional capital requirements. The geographical and sector concentration of credit exposures
has been disclosed in paragraphs 6.4.2 and 6.4.3.

Counterparty credit risk

Counterparty credit risk is the risk that a counterparty to a contract in the profit rate, foreign exchange, equity and credit
markets defaults prior to maturity of the contract. The Bank’s counterparty credit risk as such is limited to the fair value of
contracts of foreign exchange risk management instruments the overall exposure to which is usually not significant. For
other credit market transactions (primarily inter-bank placements), the Bank has established a limit structure based on the
credit quality (assessed based on external rating) of each counter party bank to avoid concentration of risks for counterparty,
sector and geography. The Bank is constantly reviewing and monitoring the position to ensure proper adherence to the limits
and defined policies of the Bank. As at 31 December 2009, the Bank did not have any open positions on foreign exchange
contracts.

Reputational risk (non-performance risk)

Reputation risk is the risk that negative perception regarding the Bank’s business practices or internal controls, whether true
or not, will cause a decline in the Bank’s investor base, lead to costly litigation that could have an adverse impact on liquidity
or capital of the Bank. Being an Islamic Investment Bank, reputation is an important asset and among the issues that could
affect the Bank’s reputation is the inability to exit from investments, lower than expected returns on investments and poor
communication to investors. A well developed and coherently implemented communication strategy helps the Bank to
mitigate reputational risks. Additionally, the RMD has recently put together an Internal Capital Adequacy Assessment
Process (ICAAP) Policy to effectively assess and measure all non Pillar 1 risks.

Displaced commercial risk

Displaced Commercial Risk (DCR) refers to the market pressure to pay returns that exceeds the rate that has been earned
on the assets financed by the liabilities, when the return on assets is under performing as compared with competitor’s
rates. The Bank’s DCR primarily arises from the funds accepted in the form of Unrestricted Investment Accounts (URIA)
which is currently not very significant in terms of its size and in comparison to the overall activities of the Bank. The returns
to investors on the funds are based on returns earned from short-term placements and hence the Bank is not exposed to a
significant repricing risk or maturity mismatch risk in relation to these accounts. In relation to the DCR that may arise from
its investment banking and restricted investment account products, the risk is considered limited as the Bank does not have
any obligation to provide fixed or determinable returns to its investors. The Bank constantly monitors all potential risks that
may arise from all such activities as part of its reputational risk management.

Other risks

Other risks include strategic, fiduciary risks, regulation risks etc. which are inherent in all business activities and are not easily
measurable or quantifiable. However, the Bank has proper policies and procedure to mitigate and monitor these risks. The
Bank’s Board is overall responsible for approving and reviewing the risk strategies and significant amendments to the risk
policies. The Bank senior management is responsible for implementing the risk strategy approved by the Board to identify,
measure, monitor and control the risks faced by the Bank. The Bank as a matter of policy regularly reviews and monitors
financial and marketing strategies, business performance, new legal and regulatory developments and its potential impact
on the Bank’s business activities and practices.
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10

Product disclosures

101

10.2

10.3

Product descriptions and consumer awareness

The Bank offers a comprehensive mix of Shari'a compliant investment banking products primarily to high net worth and
sophisticated investors. This includes a range of innovative structured investment products like funds, repackaged products
and structured restricted investment accounts. The investment department of the Bank has expertise in creating innovative
high end and value added products offering a wide range of structures, expected returns, tenors and risk profiles.

Proposal for any new product is initiated by individual business lines within the Bank. The Management Committee of the
Bank reviews such proposal to ensure that the new product/ business is in line with the Bank’s business and risk strategy. All
new products will need the approval of the respective authorities as per the Delegated Authority Limits (DAL) as well as the
Board of Directors and the Shari’a Supervisory Board of the Bank. .

Customer complaints

GFH is dedicated to providing a high standard of service and to maintaining its reputation for honesty and integrity in all its
dealings. The Bank takes all disputes and complaints from its customers and business partners very seriously. The Bank has
a comprehensive policy on handling of external complaints, approved by the Board. All employees of the Bank are aware of
and abide by this policy. The complaint handling process is disclosed in the Bank’s website and also in all printed prospecting
materials. Complaints are normally investigated by persons not directly related to the subject matter of the complaint.

Unrestricted investment accounts (URIA)

The Bank does not have significant amount under URIA and does not use URIA as a main source of its funding. The
Bank does not, as a focused product proposition, offer URIA products to its clients. The current URIA deposits have been
accepted on a case-by-case basis considering the Bank’s relationship with its customers.

The URIA holder authorises the Bank to invest the funds in any investments approved by the Bank’s Shari'a Board without
any preconditions. All URIA accounts are on profit sharing basis, but the Bank does not guarantee any particular level of
return. In accordance with the principles of Shari’a, the entire investment risk is on the investor. Any loss arising from the
investment will be borne by the customer except in the case of the Bank’s negligence. The Bank charges a Mudarib fee as its
share of profit. Early withdrawal is at the discretion of the Bank and is subject to the customer giving reasonable notice for
such withdrawal and agreeing to forfeit a share of the profit earned on such account.

Currently, the Bank comingles the URIA funds with its funds for investments only into interbank placements and hence is
not subject to any significant profit re-pricing or maturity mismatch risks. The Bank has an element of displaced commercial
risk on URIA which is mitigated by setting up and maintaining an appropriate level of Profit Equalisation Reserve (PER)

and Investment Risk Reserve (IRR) to smoothen return to URIA holders. Profit Equalisation reserve (PER) is created by
allocations from gross income of the Mudarabah before adjusting the Mudarib (Bank) share. Investment Risk Reserves
(IRR) comprises amounts appropriated out of the income of investment account holders after deduction of the Mudarib
share of income. Administrative expenses incurred for management of the funds are borne directly by the Bank and are not
charged separately to investment accounts. All terms of the URIA are agreed upfront with the customers and form part of
the agreement with the customer. Till date, the Bank has not made any drawals on PER or IRR. Any movements on these
accounts are therefore only on account of additional reserves added.
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The historical returns data on URIA is as follows:

2009 2008

Expressed in % InUSD 000’s  Expressed in % In USD 000’s

Total URIA as at 31 December - 2,875 - 1,940
Average URIA balance - 2,618 - 3,311
Average rate of return earned (%) 0.76% 2.75%
Total profits on URIA assets earned 20 91
Distributed to investor 18 82
Allocated to IRR 0.3 2
Allocated to PER 0.5 3
Bank’s share of profits 0.8 4
Average declared rate of return (%) 0.69% 248%

The information disclosed above pertains to URIA products directly promoted by the Bank and does not include the historical return data of similar products of its
subsidiaries which are no longer consolidated due to sale of controlling interests in the previous years.

10.4 Restricted investment accounts
The Bank offers Restricted Investment Accounts (“RIAs”) to both financial institutions and high net worth individuals in
the GCC. All RIA product offering documents (“Offering Document”) are drafted and issued with input from the Bank’s
Investment Banking, Shari’a, Financial Control, Legal and Risk Management Departments to ensure that the Investors have
sufficient information to make an informed decision after considering all relevant risk factors. The Bank has guidelines for
the development, management and risk mitigation of its’ RIA investments and for establishment of sound management and
internal control systems to ensure that the interests of the investment account holders are protected at all times. Wherever
it is necessary for the Bank to establish Special Purpose Vehicles for management of the investment, the Board ensures that
the management of such SPVs are conducted in a professional and transparent manner by a duly appointed Board.

The Bank is aware of its fiduciary responsibilities in management of the RIA investments and has clear policies on discharge
of these responsibilities. The Bank considers the following in discharge of its fiduciary responsibilities:

» Ensuring that the investment structure, Offering Documents and the investment itself are fully compliant with Islamic
Shari’a principles and the CBB regulations;

» Appropriately highlighting to the Investors, as part of the RIA Offering Document, of all the relevant and known risk
factors and making it clear that the investment risk is to be borne by the Investor before accepting the investment funds;

» Completing all necessary legal and fnancial due diligence on investments undertaken on behalf of the Investors with the
same level of rigor as the Bank requires for its’ own investments;

» Ensuring that the funds are invested strictly in accordance with the provisions outlined in the Offering Documents;

* Preparing and disseminating periodical investment updates to Investors on a regular basis during the tenor of the
investment;

« Distributing the capital and profts to the Investor in accordance with the terms of the offering document; and

+ Inall matters related to the RIA, RIA SPV(s) and the investment, act with the same level of care, good faith and diligence
as the Bank would apply in managing its own investments.

Within the Bank, the abovementioned responsibilities and functions are provided, managed and monitored by qualified and
experienced professionals from the Investment Banking, Shari’a, Financial Control, Legal, Investment Administration and
the Risk Management Departments.
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The restricted investment accounts primarily represents the investments in the projects promoted by the Bank and managed

on a portfolio basis on behalf of investors.

Annual Distributions

Cumulative
Company distributions % 2009 2008 2007 2006 2005
Mena Real Estate Company KSCC 30.23% - - 3113% NA NA
Kuwait National Real Estate
Investment & Services Co. KSCC 21.25% - - - - 4319%
Gulf Holding Company 0.84% 9.41% - - - NA
Gulf North Africa Holding
Company KSCC 4.51% 1012% 7.55% - - NA
Gulf Real Estate Development
Company 544% 9.57% 6.76% - NA NA
Pan European Fund 6.34% - 5.36% 10.48% 23.06% NA
Al Basha’er Fund - - - - - NA
Oman Development Company - - NA NA NA NA
Bayan Holding Co KSCC - NA NA - - NA
Gulf Atlantic FZ LLC 3.50% NA NA NA - 6.56%
Mena Jet - NA NA NA - -
Energy City Qatar Holding
Company - NA NA - NA NA
Saudi Real Estate Co - NA NA NA - NA
Al Hareth French Property Fund 9.94% NA NA 4.91% 11.09% -
Gulf Atlantic Real Estate Company
Limited 319% NA NA NA - 6.05%
Gulf Development Real Estate
Company KSCC 3.69% NA NA NA 6.99% -

NA — Not applicable

The information disclosed above pertains to RIA managed by the Bank and does not include the historical return data of similar products of its subsidiaries which are no

longer consolidated due to sale of controlling interests in the previous years.
The annual distributions represents the percentage of return based on the distributions made during each year and the opening balances of the investments.
The cumulative distribution represents the cumulative return based on distributions made during the investment period and the average opening balances of the

investments.



