

























































































GULF INTERNATIONAL BANK B.S.C.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
for the year ended 31st December 2009

30. DERIVATIVE AND FOREIGN EXCHANGE INSTRUMENTS (continued)

a) Product analysis

The table below summarises the aggregate notional and credit risk amounts of foreign exchange, interest rate, credit and equity-
related derivative contracts.

Notional amounts Credit risk
Trading Hedging Total amounts
US$ mitlions US$ millions US$ millions US$ millions
At 31st December 2009
Foreign exchange contracts:-

Unmatured spot, forward and futures contracts 419.5 2,890.9 3,310.4 9.5
interest rate contracts:-

Interest rate swaps and swaptions 2,505.1 1,131.5 3,636.6 67.8

Financial futures - 181.6 181.6 1.0

Options, caps and floors purchased 24.3 - 24.3 0.2

Options, caps and floors written 24.3 - 24.3 -

2,553.7 1,313.1 3,866.8 69.0
Credit contracts:-

Protection sold 39.0 - 39.0 -
Total 3,012.2 4,204.0 7,216.2 78.5
At 31st December 2008
Total 4,087.2 5,623.6 9,710.8 199.3

There is no credit risk in respect of options, caps and floors written, and protection sold on credit contracts as they represent
obligations of the Group.

At 31st December 2009 the Value-at-Risk of the foreign exchange, interest rate and credit derivative trading contracts analysed in
the table above, as calculated in accordance with the basis set out in note 33, was nil, US$0.1 million and nil respectively (2008:
US$0.2 million, US$0.2 milfion and US$1.1 million). Value-at-Risk is a measure of market risk exposure and is accordingly separate
and in addition to the credit risk exposure represented by the credit risk amounts in the table above.

b) Counterparty analysis

31.12.09 31.12.08
Credit risk amounts Banks Corporates Total Total
US$ millions US$ millions US$ millions US$ milfions

OECD countries 18.9 - 18.9 100.1
GCC countries 24 47.2 49.6 98.8
Other countries - 10.0 10.0 0.4
213 57.2 78.5 199.3

Credit risk is concentrated on major OECD-based banks and GCC-related customers.
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GULF INTERNATIONAL BANK B.S.C.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

for the year ended 31st December 2009

30. DERIVATIVE AND FOREIGN EXCHANGE INSTRUMENTS (continued)

¢) Maturity analysis

At 31st December 2009
Foreign exchange contracts
Interest rate contracts
Credit contracts

Total

At 31st December 2008
Total

Years Years Over
Year 1 2&3 485 5 years Total
US$ millions US$ millions US$ millions US$ millions US$ millions
33104 - - - 3,3104
824.6 1,414.1 343.1 1,285.0 3,866.8
- 10.0 25.0 4.0 39.0
4,135.0 1,424.1 368.1 1,289.0 7,216.2
6,393.2 1,088.5 971.7 1,257.4 9,710.8

The Group’s derivative and foreign exchange activities are predominantly short-term in nature. Transactions with maturities over
one year principally represent either fully offset trading transactions or transactions that are designated, and qualify, as fair value

and cash flow hedges.

d) Fair value analysis

Derivatives held for trading:-
Forward foreign exchange contracts
Foreign exchange options
Interest rate swaps and swaptions
Total return swaps

Derivatives held as cash flow hedges:-
Interest rate swaps
Forward foreign exchange contracts

Derivatives held as fair value hedges:-
Interest rate swaps

Amount included in other assets / (other liabilities)

e) Significant net open positions

31.12.08 31.12.08

Positive Negative Positive Negative
fair value fair value fair value fair value
US$ millions US$ millions US$ millions US$ millions
2.2 (44.7) 7.0 (7.0)
. - 0.3 (0.3)
58.3 (53.7) 92.0 (86.6)
- - - (0.3)
60.5 (98.4) 99.3 (94.2)

- - 14.2 -
0.1 - - (7.0)
0.1 - 14.2 (7.0)
- (39.1) - (57.7)
60.6 (137.5) 113.5 (158.9)

There were no significant derivative trading or foreign currency net open positions at either 31st December 2009 or at 31st

December 2008.
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GULF INTERNATIONAL BANK B.S.C.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
for the year ended 31st December 2008

30. DERIVATIVE AND FOREIGN EXCHANGE INSTRUMENTS (continued)

f) Hedge effectiveness

Gains and losses recognised in the consolidated statement of income relating to fair value hedging relationships were as follows:-

2009 2008

US$ millions US$ millions

Net gains / (losses) on derivative fair value hedging instruments 27.4 (19.6)
Net (losses) / gains on hedged items attributable to the hedged risk (27.4) 19.6

There were no ineffective portions of derivative fair value or cash flow hedging transactions recognised in the consolidated
statement of income in either the year ended 31st December 2009 or 31st December 2008.

The periods over which the Group was hedging its exposure to the variability in future cash flows for forecasted transactions were

as follows:-
At 31.12.09 At 31.12.08
US$ millions US$ millions
Year 1 - 75.0
Years2 & 3 - 200.0
Years4 &5 - 100.0

The derivative cash flow hedging transactions at 31st December 2008 were unwound during the year ended 31st December 2009 in
anticipation of a rise in interest rates. The resultant realised profits are being recognised in the consolidated statement of income
over the respective tenors of the original transactions for periods to 2014.

31. CREDIT-RELATED FINANCIAL INSTRUMENTS

Credit-related financial instruments include commitments to extend credit, standby letters of credit and guarantees which are
designed to meet the financing requirements of customers. The credit risk on these transactions is generally less than the
contractual amount. The table below sets out the notional principal amounts of outstanding credit-related contingent items and the
risk-weighted exposures calculated in accordance with the capital adequacy guidelines of the Basel Committee on Banking

Supervision.
31.12.09 31.12.08
Notional Risk- Notional Risk-
principal weighted principal weighted
amount exposure amount exposure
US$ millions US$ millions US$ millions US$ millions
Direct credit substitutes 171.6 161.4 334.6 283.6
Transaction-related contingent items 808.7 322.4 1,147.2 440.0
Short-term self-liquidating trade-related contingent items 234.3 48.3 546.4 89.9
Commitments, including undrawn loan commitments and
underwriting commitments under note issuance and
revolving facilities 945.8 450.2 1,609.3 782.8
2,160.4 982.3 3,6375 1,596.3

Commitments may be drawdown on demand.
Direct credit substitutes at 31st December 2009 included financial guarantees amounting to US$138.5 million (2008: US$156.5
million). Financial guarantees may be called on demand.

Credit-related financial instruments are reported gross before applying credit risk mitigants, such as cash coliateral, guarantees and
counter-indemnities. At 31st December 2009 the Group held cash collateral, guarantees, counter-indemnities or other high quality
collateral in relation to credit-related financial instruments amounting to US$115.1 million (2008: US$433.8 million).

32. CONTINGENT LIABILITIES

Litigation
The Bank and its subsidiaries are engaged in litigation in various jurisdictions. The litigation involves claims by and against Group
companies which have arisen in the ordinary course of business. The directors of the Bank, after reviewing the claims pending

against Group companies and based on the advice of relevant professional legal advisors, are satisfied that the outcome of these
claims will not have a material adverse effect on the financial position of the Group.
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GULF INTERNATIONAL BANK B.S.C.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
for the year ended 31st December 2009

33. CAPITAL ADEQUACY

The CBB's Basel 2 guidelines became effective on 1st January 2008 as the common framework for the implementation of the Basel
Committee on Banking Supervision’s (Basel Commitiee) Basel 2 capital adequacy framework for banks incorporated in the

Kingdom of Bahrain.

The risk asset ratio calculated in accordance with the CBB's Basel 2 guidelines was as foilows:-

31.12.09 31.12.08
US$ millions US$ millions
Regulatory capital base
Tier 1 capital:
Total equity 1,779.4 1,925.5
Adjustment to exclude net fair value losses 53.4 59.9
Tier 1 capital 1,832.8 1,985.4
Tier 2 capital:
Subordinated term financing 511.0 550.0
Non-specific provisions subject to 1.25% risk weighted exposure limitation 139.4 198.7
Unrealised gains on fair value of equity investments 5.7 13.8
Tier 2 capital 656.1 762.5
Total regulatory capital base (a) 2,488.9 2,747.9
Risk-weighted exposure
Notional Risk- Notional Risk-
principal weighted principal weighted
amount exposure amount exposure
US$ millions US$ millions US$ millions US$ millions
Crediit risk
Balance sheet items:
Cash and other liquid assets 508.2 73.8 303.0 50.5
Placements 4,101.1 593.5 4,037.4 798.7
Due from shareholders - - 4,832.0 -
Investment securities 2,018.1 1,067.9 2,220.5 1,167.1
Loans and advances 9,298.1 7,657.1 12,9721 10,637.7
Other assets 232.0 186.4 461.4 343.2
9,478.7 12,997.2
Off-balance sheet items:
Credit-related contingent items and forward placements 2,160.4 982.3 3,642.1 1,597.3
Foreign exchange-related items 3,3104 10.0 4,339.3 27.4
Derivative-related items 3,905.8 3.6 5,371.5 3.1
Repo counterparty risk - 79.7
995.9 1,707.5
Credit risk-weighted exposure 10,474.6 14,704.7
Market risk
General market risk 415 314.7
Specific market risk 82.8 266.9
Market risk-weighted exposure 124.3 581.6
Operational risk
Operational risk-weighted exposure 550.5 607.9
Total risk-weighted exposure b) 11,1494 15,894.2
22.3% 17.3%

Risk asset ratio [ (a)/(b) x 100]
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GULF INTERNATIONAL BANK B.S.C.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
for the year ended 31st December 2009

33. CAPITAL ADEQUACY (continued)

For regulatory Basel 2 purposes, the Group has initially adopted the standardised approach for credit risk. In time and subject to
approval by the CBB, the Group plans to adopt the foundation internal ratings-based (FIRB) approach for credit risk as it is more
closely aligned to the Group’s internal risk and capital management methodologies. For market risk, the Group uses the internal
models approach. GIB has initially adopted the basic indicator approach for determining the capital requirement for operational risk,
although is planning to adopt the standardised approach for operational risk subject to approval by the CBB.

In accordance with the capital adequacy guidelines of the CBB, revaluation gains and losses arising on the remeasurement to fair
value of available-for-sale securities and derivative cash flow hedging transactions are excluded from tier 1 capital with the
exception of losses arising on the remeasurement to fair value of equity securities classified as available-for-sale. In accordance
with the CBB's guidelines, gains arising on the remeasurement to fair value of equity securities classified as available-for-sale are
included in tier 2 capital, although limited to 45 per cent of the unrealised revaluation gain.

The Group calculates the regulatory capital requirement for general market risk using a Value-at-Risk model. The use of the internal
model approach for the calculation of the capital requirement for general market risk has been approved by the Bank’s regulator, the
CBB. The muitiplication factor to be applied to the Value-at-Risk calculated by the internal model has been set at 3.50 (2008: 3.75)
by the CBB.

Value-at-Risk is calculated based on a 99 per cent confidence level, a ten-day holding period and a twelve-month historical
observation period of unweighted data from the DataMetrics regulatory data set. Correlations across broad risk categories are
excluded. Prescribed additions in respect of specific risk are made to the general market risk. The resultant measure of market risk
is multiplied by 12.5, the reciprocal of the 8 per cent international minimum capital ratio, to give market risk-weighted exposure on a
basis consistent with credit risk-weighted exposure.

The Group calculates the regulatory capital requirement for operational risk by applying an alpha co-efficient of 15 per cent to the
average gross income for the preceding three financial years.

34. FIDUCIARY ACTIVITIES

35.

The Group conducts investment management and other fiduciary activities on behalf of clients. Assets held in trust or in a fiduciary
capacity are not assets of the Group and accordingly have not been included in the consolidated financial statements. The
aggregate amount of the funds concerned at 31st December 2009 was US$16,638.7 million (2008: US$14,337.3 million).

RELATED PARTY TRANSACTIONS
The Group's related party transactions are limited to the compensation of its directors and executive officers.

The compensation of key management personnel was as follows:-

2009 2008

US$ millions US$ millions
Short term employee benefits 7.5 5.3
Post-employment benefits 0.5 4.4
8.0 9.7

Key management personnel comprise members of the Board of Directors, the Group Chief Executive Officer and the Managing
Directors of the Group.

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

There were no other related party transactions.
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GULF INTERNATIONAL BANK B.S.C.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
for the year ended 31st December 2009

36. FAIR VALUE OF FINANCIAL INSTRUMENTS

The Group’s financial instruments are accounted for under the historical cost method with the exception of trading securities,
available-for-sale securities and derivative financial instruments. By contrast the fair value represents the amount at which an asset
could be exchanged, or a liability settled, in a transaction between knowledgeable, willing parties in an arm’s length transaction.
Differences therefore can arise between book values under the historical cost method and fair value estimates. Underlying the
definition of fair value is the presumption that the Group is a going concern without any intention or requirement to curtail materially
the scale of its operation or to undertake a transaction on adverse terms. Generally accepted methods of determining fair value
include reference to quoted prices or to the pricing prevailing for similar financial instruments and the use of estimation techniques
such as discounted cash flow analysis.

Based on the valuation methodologies outlined below, the fair values of all on- and off-balance sheet financial instruments were not
significantly different to their carrying amounts, other than term financing as referred to in note 36(c).

a) Trading and investment securities

The fair values of securities are based on quoted prices or valuation techniques with the exception of investments in unquoted
equity investments for which fair values cannot be reliably measured, the fair values of which are based on their carrying amount.

b) Loans and advances
The fair values of loans held for trading are based on quoted market prices. The fair values of other loans on a floating interest
rate basis are principally estimated at book value less provisions for impairment. The fair values of troubled sovereign debt are
based on market bid prices. The fair values of impaired loans are estimated at the recoverable amount, measured as the present
value of expected future cash flows discounted based on the interest rate at the inception of the loan. The fair values of fixed rate
loans are estimated on a discounted cash flow basis utilising discount rates equal to prevailing market rates of interest in the
respective currencies for loans of similar residual maturity and credit quality.

¢) Term financing
The fair value of term financing is based on observable market data, including quoted market prices for debt instruments issued by
similarly rated financial institutions and with similar maturities, or estimated on a discounted cash flow basis utilising currently
prevailing spreads for borrowings with simitar maturities. The fair values of senior term financing and subordinated term financing
at 31st December 2009 were US$2,958.2 million and US$461.7 million respectively (2008: US$2,206.7 million and US$491.2
million respectively).

d) Other on-balance sheet items
The fair values of foreign exchange and derivative financial instruments are based on market prices, discounted cash flow
techniques or option pricing models as appropriate. The fair values of all other on-balance sheet financial assets and liabilities
approximate their respective book vaiues due to their short term nature.

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

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

Valuation
based on Other
Quoted observable valuation
prices market data techniques
(level 1) (level 2) (level 3)
US$ millions US$ miltions US$ millions
At 31st December 2009
Financial assets:
Trading securities 50.2 - -
Investment securities 1,868.0 - 249
Derivative financial instruments - 60.6 N
Financial liabilities:
Derivative financial instruments - 95.3 -
At 31st December 2008
Financial assets:
Trading securities 207.1 - -
investment securities 2,040.1 - 49.6
Derivative financial instruments - 113.2 0.3
Financial liabilities:
Derivative financial instruments - 158.6 0.3

Quoted prices include prices obtained from lead managers, brokers and dealers. Investment securities valued based on other
valuation technigues comptrise private equity investments that have been valued based on price / earnings ratios for similar entities.
The majority of the Group's financial assets and liabilities that are carried at fair value are valued based on quoted market prices. At
31st December 2009, 95.7 per cent of financial assets carried at fair value were valued based on quoted prices (2008: 93.2 per
cent).
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GULF INTERNATIONAL BANK B.S.C.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
for the year ended 31st December 2009

36. FAIR VALUE OF FINANCIAL INSTRUMENTS (continued)
During the year ended 31st December 2009, the value of investment securities whose measurement was determined by other
valuation techniques (level 3 measurement) decreased by US$24.7 million. The decrease entirely comprised changes in assigned

valuations, as recognised in other comprehensive income. No transfers out of, or into, the level 3 measurement classification
occurred during the year ended 31st December 2009.

37. EARNINGS PER SHARE

Basic earnings per share is calculated by dividing the net loss attributable to the shareholders by the weighted average number of
shares in issue during the year.

2009 2008
Net loss after tax (US$ millions) (152.6) (396.2)
Weighted average number of shares in issue (millions) 2,500 2,500
Basic earnings per share (US$0.06) (US$0.16)
The diluted earnings per share is equivalent to the basic earnings per share set out above.
38. PRINCIPAL SUBSIDIARIES
The principal subsidiary companies were as follows:-
Country of Ownership interest

incorporation 31.12.09 31.12.08
Gulf International Bank (UK) Limited United Kingdom 100% 100%
GIB Financial Services L.L.C. Kingdom of Saudi Arabia 100% 100%
GIB Investment S.P.C. Kingdom of Bahrain 100% 100%

39. AVERAGE CONSOLIDATED STATEMENT OF FINANCIAL POSITION

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

At31.12.09  At31.12.08

US$ millions US$ millions

Assets

Cash and other liquid assets 265.3 222.3
Placements 44819 5,549.4
Due from shareholders 1,148.2 13.2
Trading securities 133.6 435.2
investment securities 2,052.6 7,714.6
Loans and advances 11,228.1 13,090.0
Other assets 273.1 386.1
Total assets 19,582.8 27,410.8
Liabilities

Deposits from banks 2,836.7 4,451.8
Deposits from customers 10,808.2 13,681.8
Securities sold under agreements to repurchase 1,026.8 3,352.3
Other liabilities 218.1 897.2
Senior term financing 2,219.7 2,585.0
Subordinated term financing 533.9 550.0
Total liabilities 17,6434 25,518.1
Total equity 1,939.4 1,892.7
Total liabilities & equity 19,582.8 27,410.8

41



GULF INTERNATIONAL BANK B.S.C.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

for the year ended 31st December 2009

40. PARENT COMPANY

The condensed unconsolidated financial statements of Gulf International Bank B.S.C. were as follows:-

a) Condensed statement of financial position

Assets

Cash and other liquid assets
Placements

Due from shareholders
Trading securities
Investment securities
Investments in subsidiaries
Loans and advances

Other assets

Total assets

Liabilities

Deposits from banks
Deposits from customers

Securities sold under agreements to repurchase

Other liabilities
Senior term financing
Subordinated term financing

Total liabilities
Total equity

Total liabilities & equity

At 31.12.09 At 31.12.08

US$ millions US$ millions
197.0 154.3
2,258.9 943.4
- 4,832.0
47.9 174.6
2,017.7 2,219.8
235.7 228.6
9,307.4 13,009.5
195.4 407.7
14,260.0 21,969.9
2,326.0 3,262.8
5,557.4 11,876.8
790.0 1,464.8
288.3 458.5
3,007.9 2,431.5
511.0 550.0
12,480.6 20,044.4
1,779.4 1,925.5
14,260.0 21,969.9

The investments in subsidiaries are accounted for at fair value. Gains and losses arising from changes in the fair values of the

investments are accounted for in equity.

b) Condensed statement of income

Net interest income

Fee and commission income

Trading income / (loss)

Realised profits on investment securities
Other income

Total income

Operating expenses

Net income before provisions and tax
Provisions for investment securities
Provisions for loans and advances
Net loss before tax

Taxation charge on overseas activities

Net ioss
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Year ended Year ended
31.12.09 31.12.08
US$ millions US$ millions
193.3 269.3
20.3 39.9
17.2 (59.9)
0.5 37.0
8.8 7.7
240.1 294.0
77.6 98.6
162.5 195.4
48.4 (353.5)
(361.7) (201.7)
(150.8) (359.8)
(1.7) (3.2)
(152.5) (363.0)






