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Dear shareholder

- Contents

Welcome to our Annual Financial
Report for the year 2010.

As a member of the KIPCO group, we
follow international best practice by
making our Financials available to our
shareholders in advance of our General
Assembly.

This document has been designed to
provide you with our financial results in

a clear and concise format, providing the
highlights of our financial performance
for 2010 at a glance, followed by our full
financial accounts for the year.

For more details on our performance and
activities during 2010, please refer to our
separate Annual Review document. For
shareholders that require a copy of the
review section, this is distributed at our
General Assembly meeting. If you cannot
attend the General Assembly, a personal
copy of the review section can be sent to
you by request, or you can download the
document from our company website
(www.burgan.com).
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Financial highlights

A year of recovery leading to
a year of growth

In the context of a challenging year
for Burgan Bank Group and the global
economy following the financial crisis,
the bank has restructured and built a
healthy balance sheet.

Burgan Bank Group has reported

a net profit of KD 4.7 million with
earnings per share (EPS) of 3.6 fils for
the year ended December 31, 2010,
while revenues were KD 164.9 million
for the same period, up 7 percent
from the previous year (KD154.7
million in 2009).

Burgan Bank Group maintains a
robust capital adequacy ratio of 20.9
percent exceeding by a comfortable
margin the minimum requirements

of the Central Bank of Kuwait (12
percent) and the Bank for International
Settlements (8 percent). The reduction
in non-performing loans as well as in
credit losses reflects a decreasing trend
in provisioning needs.

2010 witnessed continued operating
income growth and the regional
diversification strategy has put the
bank on very solid ground to meet the
growth opportunities ahead. Burgan
Bank Group's international operations
contributed 44 percent of operating
income.

TN

74.8

Net Profit - KD millions

Shareholders Equity - KD millions

o /-

Increase in
revenues

2010

Operating Income - KD millions

80.8

Earning per share - Fils

20.9..

Capital
adequacy ratio

164.9
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Financial statements highlights

2010

2006 2007 2008 2009 2010
Consolidated balance sheet KD 000's
Cash and Equivalents 288,328 431,190 550,955 602,088 741,551
Treasury Bills & Bonds & Central Bank Bonds 388,909 433,709 387,378 417,049 466,969
Investment Securities 107,672 110,146 107,404 140,952 132,578
Total Assets 2,210,215 2,847,547 3,942,999 4,101,771 4,149,909
Total Liabilities 1,950,061 2,496,407 3,557,198 3,665,710 3,608,764
Shareholder equity 260,154 351,140 310,286 325,475 424,407
Consolidated Income Statement
Net Interest Income 53,394 51,113 68,017 101,829 106,849
Net Fee & Commission Income 19,988 17,089 22,416 29,966 32,623
Operating Income 87,586 105,689 121,105 154,709 164,873
Operating Income before provisions 63,867 77,807 87,619 111,173 99,614
Net Profit 55,728 74,818 37,065 6,211 4,655
Earnings per share (in fils) 69.8 80.8 35.8 5.7 3.6

Burgan Bank 2010 ratings

Rating agency Rating highlights

Standard & Poor’s Counterparty Credit Rating BBB+/ A2 (Long / Short Term)

Moody's Bank Deposit Rating A2/P-1
Bank Financial Strength Rating D+

Capital Intelligence Foreign Currency A-/A2 (Long / Short Term)
Financial Strength BBB

Ratings: During 2010 Burgan Bank's financial performance was reaffirmed by Standards and Poor’s Ratings Services with ‘BBB+'
long-term and ‘A2’ short-term counterparty credit ratings. Moody's Investor Services rated the Bank’s Financial Strength Rating at
D+, with long term Global Local Currency (GLC) and long term Foreign Currency Deposit Ratings set at A2. Capital Intelligence too
acknowledged the Bank’s Financial Strength in 2010, with a rating of BBB, giving a rating of A2 for Foreign Currency Short Term and
A- for Foreign Currency Long Term.

Burgan Bank is a member of the KIPCO Group - one of the largest diversified holding companies in the Middle East and North Africa.
KIPCO has significant ownership interests in a portfolio of over 60 companies operating across 26 countries. The company’s main
business sectors are financial services and media. Through the subsidiaries and affiliates of its core companies, KIPCO also has interests
in the real estate, industrial, education and the management & advisory sectors.

KIPCO’s financial services interests include holdings in commercial and investment banking, asset management and insurance
companies. The Group's core operating companies in this sector include Burgan Bank, United Gulf Bank and Gulf Insurance Company.
In the media sector, the Group has a presence through the Orbit Showtime Network, the leading pay-TV operator in the region.
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Pillar 3 disclosures for the full 2010 year

2010

1. Introduction

These instructions including subsequent amendments thereto cover
comprehensively the calculation of the Capital to Risk Assets Ratio
(CRAR) under Pillar 1 of RCAS, the supervisory oversight under Pillar
2 and the disclosure of information under Pillar 3. Given below are the
necessary disclosures pertaining to the Bank’s Capital Structure, Risk
Managementobjectivesand policies,informationrelating tothe Credit
Exposure, Credit Risk Mitigation, Market Risk and Operational Risk
as required under the CBK regulations. In arriving at the CRAR, in
accordance with theregulations, the Standardised Approach has been
used for the computation of the Risk Weighted Assets (RWA).

2. Subsidiaries and Significant Investments

i The CBKregulations apply to:
Burgan Bank S.A.K

i Basis of Consolidation

The Bank has four subsidiaries as on 31st Dec. 2010. These are the
followingcommercialbankingentitiesacquiredduringtheyears2008-
2010whosefinancialsareconsolidatedintheBank'sfinancialstatements.

Name Country of Paid-up Bank's Date of

Incorporation Capital | Holding of | becoming a

Equity | Subsidiary

Jordan Kuwait Bank Jordan Jordanian 51.19% | 10 July 2008
(JKB) Dinars 100
million

Gulf Bank Algeria Algeria Algerian 91.09% 30 April

(GBA) Dinars 10 2009
billion

Bank of Baghdad Irag | Iraqi Dinars 51.79% | 10 January

(BOB) 100 billion 2010

Tunis International Tunisia | United States 86.56% 27 June

Bank (TIB) Dollars 50 2010
million

Commentshavebeenmade whereappropriate,inregardtotheapproach
andprocessinthesesubsidiaries.Thepracticesinallthegroupentitiesare
notuniformduetobankingpracticesandregulatoryrequirementsinthe
respectivecountriesofoperation.However,alevelofharmonizationhas
alreadybeenputinplaceforthepurposeofmeaningful consolidationof
thefinancial position & performance and reporting inaccordance with
Baselll. Also, underan ongoing process of post-acquisition integration,
international best practicesasareapplicableand practicalintheregion
have been identified and are being implemented in all the entities.

BurganlInternationalHolding,acompanyincorporatedin Luxembourg
andanerstwhilesubsidiaryoftheBank,havingbeenearlierincorporated
with a specific purpose, has been wound up during the year, upon
completion of its purpose.

4
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Under the directives of Central Bank of Kuwait (CBK), banks
operating in Kuwait are required to apply the Revised Capital
Adequacy Standard (RCAS) in line with the Basel Committee’s
revised capital adequacy framework issued in June 2004, popularly
known as Basel Il, with effect from 31 December 2005.

Under the CBK instructions, the Bank is not required to make any
deductionsfromitscapitalarisingoutofitsinvestmentseithersignificant
minority investmentsin banking, securities or otherfinancial entities or
significant investments in commercial entities.

iii. Restriction/Impediments on Fund Transfers
Transferoffundsorregulatorycapitalwithinthegroupentitiesissubject
to the applicable rules and regulations in the respective jurisdictions.
While some of the countries of incorporation of the subsidiaries have
liberalized foreign exchange regimes others have exchange control
regulations governing cross-border transfer of funds. Any transfer of
regulatory capitalamong the group entitiesis subject to the applicable
laws and regulations and the receipt of necessary approvals from the
respective authorities.

Table | - Insurance Subsidiaries and Significant Investments

KD'000s
Current book value of investment in insurance entities, 22
which are risk weighted*
Name of the insurance company

Kuwait Reinsurance

Company K.S.C.C
Country of incorporation Kuwait
Ownership % 0.075

Arab orient insurance
co.

Name of the insurance company

Country of incorporation Jordan
Ownership % 0.003

* Had the amount been deducted from the capital, the CRAR would have been
20.987%, instead of 20.988% as shown.

3. Capital Structure
i. Main features of Capital Instruments

The Bank’s paid up capital entirely consists of ordinary shares which
have proportionate voting rights. These are listed in the Kuwait Stock
Exchange and are actively traded thereon.

As at 31 December 2010, the share capital comprised of 1,401,330,766
issued and fully paid equity shares of KD 100fils each. Thisincludes the
rightissue of 360,000,000 equity shares during theyear,atanissue price
of KD 280 fils per share including a premium of KD 180 fils per share)
for an aggregate amount of KD 100.8 mio, which was fully subscribed.
Additionally, the Bankalso raised a subordinated debt of USD 400 mio.,
eligible to be treated as Tier 2 Capital. This debt was raised with the due
approval of CBKandisrepayableattheendoftenyears.Duringtheyear,
the Bank also fully prepaid its earlier existing subordinated debt from
outoftheproceedsofthecapitalissue/freshsubordinateddebt,withdue
approval from the regulators.

Table Il - Capital Structure of the Bank
KD’000s

Paid up share capital 140,133
Reserves 291,943
Less: Treasury shares (16,401)
Less: Goodwill (99,543)
Minority interest 97,369
TIER 1 Capital 413,501
45% of fair valuation reserves 3,929
General provision subject to 1.25% of 31,213
the credit risk weighted assets

Subordinated debt 109,448
TIER 2 Capital 144,590
TIER 3 Capital -
Total Eligible Capital after deductions 558,091

4. Capital Adequacy
i. Bank's Approach to Capital Adequacy Assessment

TheBankhasin placeasystem underwhich the capitaladequacy of the
Bankaswellasthe CRARare being calculated atregularintervals, based
on the CBK circular instructions dated 12/12/2005 and subsequent
amendments. Based on this system, the CRAR of the Bank has been
above the required threshold of 12% during the year 2010.

The Bank also has in place a policy for Internal Capital Adequacy
AssessmentProcess (ICAAP) thatiscompliant withthe CBKinstructions
in regard to Pillar 2 of Basel Il and has been duly approved by its Board
of Directors during the year. The ICAAP policy covers additional risks
apart from the three risks, viz. Credit, Market and Operational risks
covered under Pillar 1 and assesses additional capital requirements for
these additional risks over and above the minimum level stipulated by
the CBK. A copy of this policy document has also been sent to CBK for
their information and records. Additionally, the Bank also conducts a
stress test which calculates the effect onits profits and CRAR in cases of
stress, based on certain scenarios.

The Bank takes into account the CRAR calculations in respect of all
its future business plans so as to ensure that, at all times, the level of its
eligible capital is sufficient to meet the expected increase in business
and particularly the level of RWAs. The Bank takes into consideration
developments locally and in the region, the expected changes in the
banking environment and the fact that the CRAR prescribed by the
regulators is considerably above the international norm of 8% as
recommended by the Basel Committee while examining the level
of capital that it would like to maintain. The Board also takes into
consideration other relevant factors such as the Bank's future business
plans, the new areas of business under examination and the nature of
theattendantrisksetc.TheBankhasinplaceawelldocumentedinternal
Capital Adequacy Assessment Process (ICAAP) Policy which takes into
consideration additional risks beyond the three risks covered under
Pillar 1 of the RCAS. This policy has been developed to fully comply
with the CBK regulations of June 2009 on Pillar 2 of RCAS. The internal
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assessmentprocessforcapitalrequirementsiscarriedoutperiodicallyby
thebanktakingintoaccountnotonlyits position forthe time being but
also the future business plans.

The Bank has put in place a system that will enable it to compute the
CRAR under the applicable CBK instructions at such periodic intervals
as may be deemed necessary, taking into account all the necessary
details of its asset portfolio including Credit Risk Mitigation (CRM)
techniques, the factors that give rise to market risk as also the capital
necessaryforoperationalrisks.Theinternalbudgetaryandperformance
measurement systems of the Bank take into account the impact of
the future growth and performance of its various business groups on
the capital allocated to each such business group. It is the intention
of the Bank, in due course, to develop a system that will allocate an
economic capital to each business group based on its risk profile such
thatperformancemeasurementisrelatedtothereturnontheeconomic
capital deployed in the concerned business group.

Asregardsthesubsidiaries, therespectivebankingregulationsinregard
to capital adequacy are different in each of the jurisdictions. While the
authorities in as Jordan have mandated the application of the Basel Il
recommendationsasadaptedtosuittherespectivelocal requirements,
others, viz. Algeria, Iragq and Tunisia are yet to finalise the regulations
in this regard. Where Basel Il rules have been applied in any of the
subsidiaries, this has been done using the Standardised Approach.

Therelevant CBKregulations on Basel Il have however been applied for
the consolidated financial position of the Bank and its subsidiaries.

Table Il - Capital requirement for each Standard Portfolio
KD'000s

Claims on sovereigns 17,732
Claims on public sector entities 6,341
Claims on banks 24,111
Claims on corporates 129,287
Regulatory retail exposures 44,791
RHL Eligible for 35% RW 237
Past due exposures 8,715
Other exposures 68,435
Total 299,649
Less: General provision in excess of (5,141)

1.25% of RWAS

Total Credit risk weighted exposure 294,508
Market risk exposure under 1,113
Standardised approach
Operational risk exposure 23,463
Grand Total 319,084
Total Capital Ratio (%) 20.99
TIER | Capital Ratio (%) 15.55
5
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Pillar 3 disclosures for the full 2010 year

Continued

5.Risk Management

TheBankhassetupaRiskManagement Group headed by the ChiefRisk
Officer who reports directly to the Chief Executive Officer, in order to
ensuretheindependenceofthefunction.TheRiskManagementGroup
does not have any business targets in terms of either levels of business
orincome/profits to be achieved, with a view to ensuring its objectivity
in analyzing the various risks. The mission of the Group is to identify,
measure and control various risks and report to the top management
of the Bank on the effects and, where possible, mitigations. The Bank
hasawelldocumentedRiskand Disclosure Policy that classifies therisks
faced by it in its day-to-day activities into certain families of risks and
accordingly specificresponsibilities have been given to various officers
for the identification, measurement, control and reporting of these
identified families of risks. Among the families of risks are:

i.  CreditRiskwhichincludes defaultrisk of clients and counterparties

ii. Market Risk which includes interest rate, foreign exchange and
equity risks

iii. Operational Risk which includes risks due to operational failures

The Risk Management Group is organized into, among others, three
departmentseachresponsibleforoneoftheabovethreefamilies,viz.the
Credit Risk, Market Risk and Operational Risk departments.

As regards the subsidiaries, steps are under the process to set up
an independent risk management function reporting directly to
the respective CEOs, organized into, among others, three sections
responsibleforthe threefamilies of risk stated above.While some of the
subsidiariesacquiredearlieralready have suchanorganizationinplace,
certain others are in the process of enhancing their organizations to
meettheserequirements.Amongthesubsidiaries,JKBhasalreadyputin
placeanindependentRiskManagementfunctionandhasdevelopedan
ICAAP policy with the due approval of its Board of Directors, taking into
account the applicable rules of Central Bank of Jordan (CBJ). Since the
regulations in other jurisdictions do not mandate this as yet, the Bank
will, in due course, assist the subsidiaries to develop their own ICAAP
policies, suited to their requirements. In the meanwhile, the ICAAP is
applied by the Bank at the consolidated level of assets and liabilities.

A. Credit Risk
i. Strategies and Processes

The Bank has a well-documented Credit Policy that complies with
CBKregulations and describes the appetite of the Bank for assumption
of risks in its various business groups viz. the Corporate Banking,
Private Banking, Retail Banking and Financial Institutions groups.
The Credit Policy has been developed by the Risk Management Group
in consultation with the business groups and under the guidance and
approval ofthe Board. Allthe business groups are required tomarketfor
businessandpresentcreditproposalsinaccordancewiththegeneraland
specificguidelinesstatedintheCreditPolicy.Subjecttotheguidelinesof
the Policy, each business group may draw up its own business strategy,
which is deliberated at the Management Executive Committee of the
Bank and approved by the Board Executive Committee. The Policy
also defines the types of products that the various business groups can
market to their clientsand counterparties. Any new productis required
to undergo a specific validation process before its launch.

6
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The Bank's subsidiaries also have their respective credit policies that
governthegrantof creditfacilities to clients ssgmented suitably, based
onthemarketintheirrespectivebusinessareas.Subjecttotherespective
localbusinessenvironmentsandthespecificrequirementsapplicablein
eachjurisdiction, the policiesof the subsidiarieshaveasimilarcoverage.

ii. Structure and Organisation

The Credit Risk Department is headed by the Chief Credit Risk
Officer and has independent teams that are respectively responsible
for Credit Analysis and Credit Control. The Credit Analysis function
is responsible for making independent financial analysis and appraisal
of credit proposals that are marketed by the business groups. There
are detailed guidelines for financial analysis that are followed by this
department which gives its independent views/recommendations
on credit proposals brought to it by the Relationship Managers of the
various business groups.These proposals are then further processedin
accordance with the delegation of powers approved by the Board. The
Bank'sstructureofdelegationofpowersenvisagesthatacreditapproval
requires,inadditiontotherecommendationofthe concernedbusiness
group, the concurrence of an official of the Risk Management Group
at an appropriate level. This ensures that the approval process has an
in-built mechanism of checks and balances with the concurrence ofan
independent functionary before a credit proposal can be approved.

The subsidiaries are in the process of setting up similar structures and
organizations, subject of course to their respective local conditions
and business environments. While JKB and TIB already have similar
organizations in place, as regards the other two subsidiaries, in view
of their business environment with less number of large corporate
exposuresand higherexposuresto retailand small &medium business
entities,theorganizationisbeingmadetoadapttothelocalrequirements.

iii. Scope and Nature of Reporting Systems

After the approval of the credit proposal, the Credit Control unit of the
Creditdepartmentis entrusted with the responsibility of checking that
the conditions precedent for the draw-down of the credit facilities as
approvedarefulfilledbeforethefacilitiesaremadeavailabletotheclient/
counterparty.Thisunit,whichisindependent of the Credit Analysis unit
of the Department, also follows up on the conduct of the accounts by
the client/counterparty in accordance with the terms of approval and
reportsanyirregularitiesfornecessary corrective action.Thisunitisalso
responsible to ensure that the relevant details for measurement of the
risk and allocation of the appropriate risk weights to the exposures are
madeavailableinthesystemorotherwise,sothatthecomputationofthe
RWAs can be made appropriately.

Since the Bank is at present required to follow the Standardised
Approach for calculation of the RWAs, the internal ratings ascribed by
the Bankfor the obligors are not used in the process. However, bearing
in mind the future needs of the Bank in the event of application of the
moreadvanced methods, the Bankhasin placeaninternal creditrating
system, Burgan Credit Rating (BCR). This system which consists of
various steps to be followed by both the Credit Analysis team as well as
the Relationship Managers indicates the BCR score. The Bank realizes
that this system will need to be adjusted and fine-tuned based on the
experiencegained progressivelyintheuse ofthe systemandtheresults

indicated by it. This system is therefore being subjected to an iterative
processforprogressiveadjustmentandfine-tuningsothatitmay,indue
courseandsubjecttoavailability of statistically meaningful past default
data, be used to arrive at an enhanced tool for measurement of credit
risks. Allthe credit proposals approved under delegated authorities are
reported with relevantdetails tothe Board Credit Committeeatregular
intervals.

The subsidiaries will also have similar set up for the credit process after
credit approval. While the earlier acquired subsidiaries have made
progress and achieved such a set up, the others are in the process of
introducing such a set up.

iv. Hedges and Mitigants

TheCreditPolicy ofthe Bank, while outlining theriskappetiteasregards
credit risk, has also laid down guidelines for mitigating risks in terms
of availability of credit enhancements and/or collaterals to support the
exposure, thecoverageratioof collateralvaluetotheloantobegranted,
the threshold levels for top-up of security and liquidation. The policy
and procedures of the Bank also lay down the required methods and
intervals for valuation of the different collaterals so as to determine the
necessityfortop-upbytheclientand/orprocedureforliquidation.Since
therearelimitedavenuesforothertypesofhedgessuchasCreditDefault
Swaps etc. in the Kuwaiti banking environment, the chief mitigants
consideredareeligible collateralsand/orguarantee of acceptable third
parties.

The collaterals accepted by the bank normally consist of cash in the
form of deposits with the Bank, shares, bonds and units of mutual
funds, various forms of real estate such as vacant lands, residential and
commercial buildings, projects under construction etc. The scope to
obtain any other type of collateral such as movables etc.is limited since
thelawdoesnotrecognizeahypothecationchargeorachattelmortgage.
For the purposes of credit risk mitigation, only such of the collaterals
that are permitted by the CBKand where the conditions stipulated are
fully met are considered.

Asregards shares, bonds etc., the Bankfulfills the stipulated regulatory
requirements for their periodic valuation, application of haircuts etc.
In regard to real estate assets, the Bank has employed independent,
professional and govt. recognized valuers who are required to assess
the value of the collateral before they are accepted as security. Where
considered necessary, the Bank also seeks a second valuation. The
periodicity of the valuation is again in line with the regulatory
requirements.Theamountofasecuredfacility thataborrower canavail
ofisbasedonthevaluationofsecurity,afterapplyingthenecessaryratios
on the same, in terms of the conditions of approval.

Therespectivecreditpoliciesofthesubsidiariesalsodefinethecollaterals
acceptablefortheirrespectivecreditfacilitieswiththeratiosforcoverage,
top-up and liquidation. However, unlike the laws of Kuwait, the laws in
thejurisdictionsofthesubsidiariespermithypothecationofimmoveable
properties of clients in favour of a bank and where this is permitted,
such collateral is also obtained, subject to the conditions stipulated in
therespectivelegalprovisions.Basedontheirrespectivelocalregulatory
a requirements and banking practices, the collaterals are valued by
independent sources.
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B. Market Risk
i. Strategies and Processes

The operations of the Bank's Treasury and Investment Banking Group
giverise to the market risks assumed by the Bank. The Bank has a well-
definedand CBKcompliantTreasury Policy thatoutlinesitsriskappetite
inregardtoundertaking transactionsthatresultinexposurestomarket
risk. Being a specialized area that requires particular knowledge of the
marketandvariousproductsandplayerstherein,thepolicydocumentis
prepared by theTreasury Group with inputs/concurrence from the Risk
Management,undertheguidanceandapprovaloftheBoard.ThePolicy
coversrulesconcerningthepositionsthattheBankassumesinthecourse
ofits trading in foreign exchange, equities and fixed-income securities
as also the interest rate risk positions of its banking book in terms of
mismatches in maturity and/or re-pricing periods. At present, the Bank
does not trade in commodities nor takes up any positions in regard to
commodity-basedderivativesorotherproducts.Thestrategiesthatthe
Treasury Group plans to adopt during the coming year are decided on
the basis of market forecasts that are made at the time of preparation
of the annual budget. These are, on an ongoing basis, discussed at the
Asset Liability Committee (ALCO) meetings and corrective actions, if
any, are decided at these meetings. These meetings are chaired by the
Chief Executive Officer and are convened by the Market Risk Controller
intheRiskManagement Group.The ALCO discussesand deliberateson
all aspects of market and liquidity risks.

The subsidiaries have their respective well defined ALCO policies
with a similar content of topics, but suited to their respective business
environments. These ALCO policies have been framed with due
considerationfortherespective localregulations thathave aneffecton
the market risks assumed by each of them.

ii. Structure and Organisation

The Treasury group, in consultation with the Risk Management, lays
down the various limits and rules under which the members of the
Treasury Dealing Room are allowed to take up positions. These limits
areapproved bytheBoard Executive Committeeandwheresorequired
under the regulations, also by CBK. These limits relate to intra-day and
overnightpositionsaswellaspositionsunderdifferentmaturitybuckets,
counterparty exposure limits, stop-loss levels etc. While the adherence
of these limits is monitored by the Chief Investments Banking and
Treasury Officer, they are also independently monitored by the Market
Risk Controller whose office is located in the dealing room but reports
to the Chief Risk Officer. The Market Risk Controller reports relevant
information on the treasury activities of the Bank including the various
positions taken by the Treasury to the Chief Risk Officer on a daily basis
or more frequently if necessary.

While quantifying market risks, the Bank considers risks arising out of
movementsininterestrates (foreach of the currenciesin whichitholds
positions),foreignexchangeand price oftradinginvestments.Asstated
earlier, the Bank does not assume positions in commodities. Based on
the composition of the risk assets that give rise to these risks, the bank
appliesinternalrulestodeterminethevalueatrisk. Theseareinlinewith
theapplicableregulatoryguidelinesandareconsideredcommensurate

7
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Pillar 3 disclosures for the full 2010 year

Continued

with the positions assumed by the bank from time to time. These
positions are marked to market at regular intervals as prescribed by
the regulatory guidelines and these valuations are independently
computed/ verified by the Middle Office of the Bank. Middle Office has
noreportingrelationshiptotheFrontOfficethatassumesandmanages
these positions.

Asregardsthesubsidiaries,asstated above, theoperationsintheareaof
foreignexchangetradingaregovernedbytheapplicablelocalregulations
for each of them. These banks do not, as part of their business plans,
actively take proprietary positions or deal actively in foreign currencies
or commodities, apart from cover operations to meet their respective
clientrequestsforforeign currency transactions.These banks also have
various regulatory limits on their dealing activities and open positions.
These banks however have their back office/middle office functions
with reporting lines outside the front office. The Market Risk section
under the Risk Management monitors the market risks arising fromall
treasury activities including investments.

iii. Scope and Nature of Reporting Systems

The Bank has in place software systems that allow independent, on-
line monitoring of the intra-day positions from outside the dealing
room. This system also enables the Market Risk Controller to monitor
the activities of the various members of the Treasury Dealing Room
simultaneously as the dealing transactions are made.

iv. Hedges and Mitigants

Amajor part of the banking and trading books of the Bankis in Kuwaiti
Dinars (KD’s), the otherimportant currencies being the internationally
activelytraded currencies.Duetothelimited scopeforhedginginterest
rate positions in KD's arising from a limited range of hedging products,
the Bank enters into, where reasonably possible, variable interest rate
transactions structured to enable it to minimize maturity/re-pricing
mismatches.Asregardstheothercurrencies,theopenpositionstakenby
the Bankarewithin pre-setlimitsandtenorsfortherespective currency.
The Bank also makes use of interest rate and currency swaps to hedge
its interest rate and currency positions in foreign currencies. The Bank
normally makes use of derivativesforhedging purposesandalsomeets
therequestsofitsclientsforderivative productsonafullymatchedbasis.
However,theBankonlydealsin or offerstoits clients, simple derivatives
such as forward foreign exchange contracts and does not handle the
more sophisticated derivatives including structured derivatives.

Asregardsthesubsidiaries,asstatedearlier,theseentitiesdonotactively
take proprietarytrading positionsand thereforedonotfindtheneed to
havesophisticatedandintegratedsystemsformonitoringsuchpositions
onarealtimebasis.Therangeofproductsoffered bythemtotheirclients
is also limited, due to the market environment and where applicable,
exchange control regulations.

C. Operational Risk
i. Strategies and Processes

The Operations Risk Department is headed by a Chief Operational
Risk Officer, referred to herein as the Operational Risk Controller,
who reports to the Chief Risk Officer. This department oversees the

8
h

operational procedures and controls with a view to identifying the
areas of weakness in the operating procedures and processes of the
various operating departments of the Bank and correcting them from
time to time. The Risk and Disclosure Policy of the Bank classifies the
various areas of operational risks and identifies specific officerswhoare
primarily responsible for these risks. Thus, for example, the legal risks
fall under the direct responsibility of the Chief Legal Officer whereas
the Information Technology (IT) risks fall under the responsibility
of the Chief Information Technology Oficer. The specific procedural
guidelinesforalldepartmentsundertheOperationsGroupareoverseen
by the Operational Risk Controller who also collates various incidents
that give rise to operational risks, an actual or potential loss situation.

For the purpose of separation of the functions of IT development/
operations from IT Security, the Operational Risk Controller is also
responsibletoindependentlyensuretheadequacyandeffectivenessof
IT security systems and procedures. These include both internal and
external IT security measures.Whileasimilar organizationis availablein
some of the subsidiaries, others are in the process of setting up such an
organization. However, the IT Security function is separate from the IT
development/operations.

The Bankalso has a Business Continuity and Recovery Plan, which was
developed with necessary inputs from all the concerned groupsin the
bankasalsowithnecessaryinputsfromexternalconsultants.Partsofthe
planaretestedfromtimetotimetoensurethattheyareadequatetomeet
eventsaffectingtheBank'sbusinessprocesses.Whilesomeoftheearlier
acquired subsidiaries have documented their business continuity and
recoveryplans,othersareintheprocessofformulatingadimplementing
the same.

ii. Structure and Organisation

ThevariousoperationalfunctionsoftheBankcomeundertheOperations
Group headed by the Chief Operating Officer (COO) who oversees the
day-to-day operational and support functions. In order to ensure the
independence of the various operating departments, the COO reports
directlytothe ChiefExecutive Officer. Also, the processing of the various
transactionsis governed by Standard Operating Procedures (SOPs) laid
downforeachoftheoperatingdepartmentswiththenecessaryinputs/
concurrence from, among others, the Operational Risk Controller.

Suchanorganizationwithanindependentheadofoperationsreporting
totherespectivechiefexecutiveofficersisinplaceinthesubsidiariesalso.

iii. Scope and Nature of Reporting Systems

As regards the scope and nature of risk reporting in this area, the Bank
has laid down Internal Control Charts (ICCs) that are required to be
submitted by the various functionaries with differing periodicities.
Thesearerequiredtobesubmittedtospecifiedsupervisorswhoconduct
the necessary follow up in regard to exceptions and ensure corrective
action. The ICCs cover all the branches and operating departments in
the head office.

The subsidiaries are in the process of introducing ICCs with suitable
modifications to suit their respective local needs. Also, some of the
subsidiaries have in place a Control & Risk Self Assessment scheme
covering several functions.

iv. Hedges and Mitigants

The Bank has set up an Incident Management System (IMS) under
which various incidents of operational risks are noted and registered
withalltherelevantdetails.Theseincidentsmayrelatetoeitheractualor
potentiallossresultingfroman operationalfailureordysfunction,either
duetoexternal orinternal causes.Theseincidentsareanalysedtoeffect
necessarychangesintheSOPssoastoenhancetheoperational controls
andtoeliminateorminimizetheoperationalloss.Theseincidentsare,at
appropriateintervals, reportedtothetopmanagementofthe Bankand
the appropriate Board Committee.

TheBankhasalsodevelopedRisk Dashboardsin some ofitsoperational
areaswhichservetoprovideasnapshotoftheconcernedunitsinregard
to the operational risks in these operating units.

These tools, viz. the Risk Dashboards and IMS are also in the process of
being implemented in the subsidiaries.

6. Credit Exposures
i. Definition of Past Due and Impaired Assets

In regard to income recognition, asset classification and provisioning
requirements, the Bank, as a matter of policy, follows the relevant
regulations of CBK. Where considered appropriate for reasons of
prudence,amoreconservativepolicyisfollowedinregardtotheamounts
of loan loss provisions than those calculated by using the norms laid
downin these regulations.The Bank considers an asset or an exposure
to be impaired if, in its opinion, the realizable value of the asset or the
exposure is less than the value at which it is carried in the books of the
Bankbefore it considers the necessity of making a specific provision for
thesame.Asdefinedundertheregulationsof CBK,apastdueexposureis
consideredtobeonewheretheclientorcounterpartyhasfailedtomeet
his contractual obligation to the Bank towards payment of the interest
or the principal or a part thereof on the date on which such payment
is due.Thus, if a client is required to pay interest at monthly rests and if
the interest is not paid upon its debit to the account on the first day of
the following month, the loan is considered to be past due. Similarly, if
the principalamountoftheloan oraninstallment thereofis not paid on
the day it falls due for payment under the contract entered into by the
client with the Bank, such loan is considered as past due from the next
day. However, as is the international practice in the banking industry
andaslaid down underthe CBK regulations, an exposureis considered
as non-performing if it continues to remain past due for more than 90
days. In respect of retail banking loans, an asset is considered as non-
performing if more than 3installments remain unpaid.Inall such cases,
the exposure will be considered to be impaired.

The subsidiaries also apply such prudent policies which are in line with
therelevantregulationsintheirrespectivejurisdictions.Additionally,the
subsidiariesalsofollowtheruleslaiddownbytheirrespectiveregulatory
authorities.

ii. Approaches for Specific and General Provisions

As required under the CBK regulations, the Bank maintains two types
of loan loss reserves. On the Bank's exposure to non-bank clients and
counterparties which are not covered by collateral in the form of cash
or demand/term deposits with the Bank, the Bank was required to
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maintain a general provision of 2% of the outstanding exposure, both
on and off-balance sheet. If the exposure to a third party is covered by
theguaranteeofabankthatisrated below'Ajinsuchcasesalso, the Bank
was required to maintain a general provision of 2% of the outstanding
exposure. However, with effect from 12.03.07, the CBKamended these
rules and banks in Kuwait are, after that date, required to maintain
only 1% (instead of 2%) general reserve in respect of cash exposures
and 0.5% for non-cash exposures. The past level of general provisions
as of 31.12.2006 however cannot be reversed unless, under special
circumstances, CBKapprovalis obtainedforthe same.The Bankhasnot
reversedany pastprovisioninthisregard.Outofthegeneral provisionso
maintained, a sum equal to 1.25% of the RWA in the case of on-balance
sheet exposures and after the application of Credit Conversion Factors
andRiskWeightsforoff-balancesheetexposuresisconsideredtobepart
of theTier 2 capital of the Bank and the remaining amount is given the
same treatment for the purpose of CRAR asif it was a specific provision,
i.e, it is reduced from the RWA of the Bank.

In regard to impaired assets, the Bank determines the necessary level
of specific provision in terms of the norms laid down under the CBK
regulations. These regulations require the Bank to make a provision of
at least 20% of the value of the exposure (net of the value of eligible
collateral asdefined therein)ifitremains past dueformorethan 90days
but less than 180 days, 50% if the period of past due is more than 180
daysbutlessthan 1yearand 100%if the pastdue period exceeds 1 year.
However, based on the circumstances of a particular exposure, if and
when the Bank considers it necessary, a higher level of provisioning is
made even if these default periods are not attained.

During the years 2008 the Bank made additional general provisions on
avoluntary basis, in view of the then prevailing conditions, where the
international financial crisis had affected some of its clients in terms of
strained liquidity. While no impaired assets were then identified, on a
matterof prudenceand caution,inanticipation of difficulties thatsome
of the Bank's clients were likely to face, additional general provisions
weremade, withdueapprovalfrom CBK.This processwasalsorepeated
inthe following year. Later, a part of such precautionary provisions was
utilized when certain assets were identified as requiring provisions.
Evenaftersuchearmarkingofgeneral provisions,abalanceamountstill
remains in the books as at 31st Dec. 2010.

Inall cases of non-performing exposures, the Bank does not recognize
anyaccruedincome.Interest/commissiononsuchexposureisrecognized
as income only on actual receipt.

The Loan Reviewand Provisioning Committee of the Bank examines, at
monthlyintervals, all the delinquentaccounts to determineifa specific
provisionneedstobemadeforanyparticularaccount.TheCommitteeis
chaired by the Chief Risk Officer orin his absence, by the Chief Financial
Officer to ensure an objective assessment of the concerned exposure
without taking into consideration the performance of the Bank or its
profits/profitability.

The subsidiariesfollow theirrespective applicable regulationsinregard
toimpairedassetsand provisioning requirements.However,atthetime
of consolidation of the accounts, The Bank applies the CBK rules in
regardtoprovisioningontheconsolidatedbasis.Anyshortfallarisingon
accountofthedifferencebetweentherespectiveregulatoryrequirements

9
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ofasubsidiary and the CBKregulatory requirementsare covered by the
Bankattheconsolidatedlevel.Thesubsidiariesare notrequiredtomake
any general provisions, other than any amounts under IAS 39, where
applicable.

iii. Credit Risk Management Policy

In regard to the credit portfolio of the Bank, the Credit Policy, as stated
earlier, defines the risk appetite of the Bank. The Bank gives, in addition
to the financial position of the client/counterparty, due consideration
to the sector of activity of the client/counterparty, the exposure of
the Bank to the group to which the client/counterparty belongs, the
quantumofexposurevis-a-visthe capitalfunds ofthe Bank, the country
of origin of the main cash flow of the client/counterparty, the nature
of credit facilities, their purpose and the source of repayment and
any other considerations that are essential for the credit assessment.
The availability or otherwise of acceptable collateral, the standing and
reputation of the client/counterparty, market reports, the exposures
assumed by otherbankson the same client/counterparty etc.aresome
oftheconsiderationsthatareexaminedbeforeapprovingcreditfacilities.
Asarule, all credit exposures are reviewed at least once in ayear. In the
case of locally incorporated unlisted companies and partnerships with
limited liability, the personal guarantees of the main promoters of the
enterprise are normally also required.

SincetheBankisatpresentrequiredtofollowtheStandardised Approach
for credit risk, it does not follow any statistical methods to estimate
either the probability of default or exposure at default or loss given
default.Based on the public ratings given to the clients/counterparties
by recognized and approved External Credit Assessment Institutions
(ECAIs), the exposures are risk weighted in accordance with the CBK
regulations.

iv. ECAls and Mapping Process

An exercise to map these ratings to the exposure of the Bank where
applicable is carried out. Where a general issuer rating is available, the
sameis used fortherelevantexposure of therated client/counterparty.
Whereonlyanissueratingisavailable, if the ratedissue hascomparable
characteristics to the Bank'’s exposure both in terms of the tenor and
otherfeaturessuchasavailabilityof creditenhancementetc.suchrating
is considered. CBK at present considers Moody’s, Standard and Poor’s
andFitch asthe Approved ECAls and only those clients/counterparties
who have a solicited rating from one or more of these ECAIs, are
considered to be rated. The regulatory authorities in Jordan have also
approvedthesesameECAlsforthispurpose.Basedontheratingsystems
asdeclaredbythe ECAls,theratingsareclassifiedintolnvestment Grade
and Non-Investment Grade ratings. Those who are not rated by any
of these three ECAIs are considered to be unrated. In order to ensure
that the ratings are not considered selectively, if a current rating from
one of these ECAls available in respect of any client/counterparty, it is
always taken into accountand in such cases, the client/counterparty is
not considered as unrated.

Continued
KD’'000s
Gross credit Gross average credit
exposure exposure*

Funded Unfunded Funded Unfunded
Claims on 701,754 5,051 654,132 2,871
sovereigns
Claims on public 48,299 27,825 39,546 13,623
sector entities
Claims on banks 663,534 34,389 723,234 32,792
Claims on 1,119,286 839,338 980,720 752,404
corporates
Cash items 80,007 - 49,638 -
Regulatory retail 415,453 23,474 486,929 26,116
exposures
RHL Eligible for 10,892 - 10,901 -
35% RW
Past due exposures 133,717 552 177,695 4,859
Other exposures 946,443 23,730 715,133 17,080
(Note 1)
Total 4,119,385 954,359 3,837,928 849,745

* Average exposure represents daily average outstanding except in the case of
past due exposures, which show quarterly averages since the classification of past
due exposures is done quarterly.

Note 1: Other exposures includes Loans to Real Estate Activity and Share
financing; These attracts a risk weight of 150% based on Central Bank of Kuwait
Circular (2/RB/220/2008) dated 12 May 2008.

Table V - Geographic Distribution of Gross Credit Exposures

KD’000s
Kuwait Other | Europe USA | Restof Total
Middle the
East world
Claims on 331,979 | 353,699 - -| 21,127 | 706,805
sovereigns
Claims on - 76,124 - - - 76,124
public
sector
entities

Claims on 96,606 263,582 | 129,797 | 13,836 | 194,102 697,923
banks

Claimson | 1,194,409 487,618 | 68,433 201 | 207,963 | 1,958,624

corporates

Cash items 19,672 48,289 - —-| 12,046 80,007
Regulatory 357,866 62,311 100 44 | 18,606 438,927
retail

exposures

RHL - 10,892 - - - 10,892
Eligible for

35% RW

Past due 114,186 16,839 - - 3,244 | 134,269
exposures

Other 809,273 118,217 1,181 527 | 40,975 970,173
exposures

(Note 1)

Total 2,923,991 | 1,437,571 | 199,511 | 14,608 | 498,063 | 5,073,744

Note 1: Other exposures includes Loans to Real Estate Activity and Share
financing; These attracts a risk weight of 150% based on Central Bank of Kuwait
Circular (2/RB/220/2008) dated 12 May 2008.

Table VI - Gross Credit risk exposures by
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Table IX — Reconciliation of changes in the provision

Residual Contractual Maturity KD'000s
KD'000s Funded Unfunded Total

Upto3 3t06 61012 Over 12 Total Specific General Specific General

months | months | months | months Provisions as 96,308 | 71,623 2,046 9,151| 179,128
Claims on 374,148 | 94,768 87,748 | 150,141 706,805 on 1 January
sovereigns 2010
Claims on = - = 76,124 76,124 On acquisition 5,398 2,066 351 135 7,950
public sector of a subsidiary
entities Exchange (1,859) (420) @) (95) (2,378)
Claims on 609,067 33,741 14,233 40,882 697,923 adjustment
banks Amounts (84,068) - = -| (84,068
Claims on 501,344 | 297,966 238,824 920,490 1,958,624 written off
corporates Charge to 70,834 (8,994) 9,327 589 71,756
Cash items 80,007 - - - 80,007 statement of
Regulatory 51,197 9,649 10,709 | 367,372 438,927 income
retail Provisions as 86,613 64,275 11,720 9,780 | 172,388
exposures on 31
RHL Eligible - - - 10,892 10,892 December
for 35% RW 2010
Past due 127,157 - - 7,12 134,269
exposures 7. Credit Risk Mitigation (CRM)
Other 263,964 | 36909 | 127,507 | 541,793 970,173
exposures The main CRM techniques applied by the Bank are based on eligible
(Note 1) collaterals.Caseswheretheguaranteeofabetter-ratedclient/counterparty
Total 2,006,884 | 473,033 479,021 2,114,806 | 5,073,744 is obtained for exposures to a lower rated client/counterparty are

Note 1: Other exposures includes Loans to Real Estate Activity and Share
financing; These attracts a risk weight of 150% based on Central Bank of Kuwait
Circular (2/RB/220/2008) dated 12 May 2008.

Table VII - Impaired loans and provisions by standard portfolio
KD’'000s

Impaired Specific General Specific

loans (net of provision provision provision

suspended charge /

interest and charge off

collateral) ©)

Claims on banks 9,082 9,082 - 3,840

Claims on 105,157 67,346 57,324 74,140
corporates

Regulatory retail 23,548 20,238 10,293 1,311
exposures

Other exposures 3,024 1,667 6,438 870

Total 140,811 98,333 74,055 80,161

Table VIl - Geographical distribution of impaired loans (net)

Kuwait Other | Europe USA | Restof Total
Middle the
East world
Claims on -| 4,209 - -| 4873 9,082
banks
Claims on 95,077 7,178 - - 2,902 | 105,157
corporates
Regulatory 21,969 1,483 27 2 67| 23,548
retail exposures
Other 3,024 - - - - 3,024
exposures
Total 120,070 | 12,870 27 2 7,842 | 140,811

few, mainly due to the limited number of Kuwaiti and other regional
corporates for which ratings by approved ECAIs are available. In cases
where specific pledge or blocking of deposits is available, on and off-
balance sheet netting is also used to mitigate client risks.

i. On and Off-Balance Sheet Netting

The generic legal documents that the Bank obtains from its clients
normallyincludeaclausethatpermitstheBanktooffsettheclient'sdues
to the Bankagainst the Bank’s dues to the client. Thus, if the same legal
entity that has obtained credit facilities from the Bank also maintains
credit balancesinits accounts, the Bank would normally have the legal
right to set off the credit balances against its dues. In respect of some
counterparty banks, there are specific agreements that provide for
netting onand/or off-balance sheet exposures. Additionally, in specific
cases,theBankapprovescreditfacilitiestoaclientagainstpledge/block
of hisdepositsto coverthe whole or partof his dues. Forthe purposes of
computation of CRAR (also for calculation of general provisions), as a
prudentialmeasure, theBankdoesnottakeintoaccountthegenerallien
availabletoitunderthegenericdocumentationbutonlyconsiderscases
where specific pledge/block of deposits is in place.

ii. Collateral Policy

It is the Bank’s endeavour to obtain acceptable collateral cover for its
exposures as far as commercially practicable. The collateral normally
consists of real estate properties, shares listed in Kuwait and other
leading stock exchanges, other traded and untraded securities such as
bonds,mutualfundsetc.Insomecases,inordertoensurethepromoter’s
commitment, the Bank also obtains other forms of collateral such
as unlisted shares/securities etc. but these securities of course are not
considered for CRM purposes. While the Bank will be willing to accept
othereligible collateralsasdefined by the CBKsuchasgold, eligibledebt
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instrumentsetc.thesearenotgenerallyofferedbyclients/counterparties
totheBank.Accordingly,theeligiblecollateralpredominantlyconsistsof
shareslistedandtraded ontherecognisedstockexchangeswhichform
part of their respective main indices and eligible real estates as per CBK
rules.

UnderKuwaitilaws,therepossessionandenforcementofamortgageon
theprimaryresidenceofaborrowerisnotpermittedexceptunderspecific
conditions.The bulk of the residential mortgage loans of the Bankin its
RetailBankingGrouparethereforenotconsideredtobecollateralizedby
theprimaryresidence,eventhoughmortgagedocumentsareobtained
fromsome oftheclients.Onlyinsome cases, wherethelegal conditions
forenforcementarefulfilled, theseare consideredtoberetail exposures
collateralized by residential mortgages and are applied the relevant
weight.

However, as regards the subsidiaries, the respective local laws do not
pose any constraints on enforcement of the mortgage on the primary
residence and hence these constraints do not apply in their cases.

iii. Main Types of Collateral

The Credit Policy of the Bank defines the types of collateral that are
acceptable and the collateral coverage ratio, which is the ratio of the
value of the collateral to the exposure, for each type of acceptable
collateral. The policy also stipulates that the terms of credit facilities
should stipulate a top-up level. If the value of collateral falls to a level
wheretheactual coverageavailablebreachesthetop-uplevel, theclient
isrequiredtoeitherlodgeadditional collateralorreducehisoutstanding
duesaccordingly. If the client fails to do either of these and the value of
collateral falls further, the terms also stipulate a liquidation threshold,
whichisthelevelofcoverageatwhichtheBankmayproceedtoliquidate
the collateral to realize its dues. These various ratios, after approval, are
monitoredindependentlybytheCreditControlunitandreportedtothe
concerned business group for follow up with the client.

iv. Collateral Valuation and Management

The Bank follows a system under which the collateral valuation is
independently verified. In respect of real estate accepted as collateral,
the valuation is done normally on an annual basis by two independent
valuers, approved by the Bank, the lower of the valuation being
considered for risk mitigation. In respect of shares and other securities
listed on the Kuwait Stock Exchange, the valuation is computed daily,
basedonthepricesdeclaredbytheStockExchangeattheendoftheday.
The valuation of other collateral such as unlisted sharesis done on such
bases as may be considered appropriate, on a case-by-case basis. The
valuation processis handled by the Credit Control unit of the Bank with
noinvolvementoftheconcernedbusinessgroupwhoarekeptinformed
of the value of client collateral.

Continued

v. Guarantees for Credit Enhancement

Asstatedearlier,thereareveryfewcaseswhereguaranteeofabetter-rated
entityisobtained forthe exposure toalowerrated entity.In these cases,
where the rating is given by an approved ECAI, the guarantor’s rating
is substituted in place of the rating of the borrower, for the purpose of
computation of RWAs. Where the guarantor and/or the borrower are/
is not rated by an approved ECAI, the Bank usesiits internal assessment
to determine the acceptability of the guarantee but for the purpose of
computation of RWA, this has no effect.

vi. Concentration

TheBankmakesanendeavourtoavoid concentrationof collateral asfar
as possible.To this intent, when collateral in the form of listed shares is
accepted, theyear-to-datedailytraded volumesofthe concernedshare
andtheaverage number of trades are examined and these are,among
otherpoints,takenintoconsiderationinmakingadecisiontoacceptthe
collateral and stipulating the concerned threshold ratios stated above,
viz.coverageratio, top-up ratioand liquidationratio. The Bankclassifies
listed sharesintovarious categories based on the liquidity and volatility
ofthe concerned share, derived from the dataavailable with the Kuwait
Stock Exchange. The ratios stated above would vary depending on the
classification of the shares.

Asregardsthe subsidiaries, in view of the limited number of listed stock
intheirrespective stockexchanges such processis notalways followed,
with the exception of JKB.

Table X — Net Credit exposure after risk mitigation and

credit conversion factor

KD'000s

Before CRM CRM Net Exposure
Claims on sovereigns 703,359 48 703,311
Claims on public sector 53,891 1,049 52,842
entities
Claims on banks — 539,972 - 539,972
Rated
Claims on banks — 132,702 - 132,702
Unrated
Claims on corporates 1,466,852 389,475 1,077,377
Cash items 80,007 - 80,007
Regulatory retail 426,065 46,965 379,100
exposures
RHL Eligible for 35% 10,892 5,248 5,644
RW
Past due exposures 133,993 53,891 80,102
;I)\}gg f;posures 966,370 484,781 481,589
Total 4,514,103 981,457 3,532,646

Note 1: Other exposures includes Loans to Real Estate Activity and Share
financing; These attracts a risk weight of 150% based on Central Bank of Kuwait
Circular (2/RB/220/2008) dated 12 May 2008

Table Xl - Exposure covered by eligible collateral and guarantee

KD’000s

Covered by:

Exposure after CCF, net | Financial collateral after

of Suspended Interest | application of haircuts as

stipulated by CBK

Claims on sovereigns 703,359 48

Claims on public sector 53,891 1,049
entities

Claims on banks 672,674 -

Claims on corporates 1,466,852 389,475

Cash items 80,007 -

Regulatory retail exposures 426,065 46,965

RHL Eligible for 35% RW 10,892 5,248

Past due exposures 133,993 53,891

Other exposures (Note 1) 966,370 484,781

Total 4,514,103 981,457

Note 1: Other exposures includes Loans to Real Estate Activity and Share
financing; These attracts a risk weight of 150% based on Central Bank of Kuwait
Circular (2/RB/220/2008) dated 12 May 2008

8. Market Risk for Trading Portfolio, Foreign Exchange and
Commodities Exposures

TheBankappliesthe Standardised Approachforcomputingthemarket
risk on its trading portfolio and at present does not use the Internal
Model Approach (IMA). Under the Standardised Approach, the risk
exposure is quantified according to the levels stipulated by CBK.

Table XII - Capital Requirement for Market Risk
KD’000s

Equity position risk 250
Foreign exchange risk 864
Total 1,114

9. Operational Risk

As stipulated by CBK, the Bank uses the Standardised Approach for
computation of Operational Risk and the capital required for the same.
Out of the eight business lines defined by CBK, the Bank's operations
are confined only to five, and the Bank does not presently operate in
Corporate Finance, Agency Services and Retail Brokerage. For the
remaining business lines, the Bank uses the stipulated beta factors.
Additionally, as stated earlier, the Bank has put in place an Incident
Management Systemtotrackoperationalriskincidentsand eventually,
the system is expected to assist the Bank develop a more advanced
approachforoperationalrisk,ifand whenthisisapproved ormandated
by the authorities. Also, the Bank uses ICCs as a control tool in respect
of operational risks. The risk dashboards give a view of the areas of
operational risk to the senior management of the Bank and the Board.

The subsidiaries which are under Basel Il apply the Basic Indicator
Approach for computing operational risk under their respective local
regulations.However,duringtheconsolidationprocess,theoperational
risks are considered under the Standardised Approach where the
activities of the subsidiaries are considered under the various business
lines as stipulated under the CBK regulations on Basel Il calculations.
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10. Equity Position in the Banking Book
i. Classification of Investments

The Bank consolidates the assets and liabilities of its four subsidiaries,
viz. Bank of Baghdad, Gulf Algeria Bank, Jordan Kuwait Bank and Tunis
International Bank. Except for these equity shares held in the Bank's
books, all of the Bank's investments in equities are classified either as
‘AvailableforSale'orAtfairvaluethroughincomestatement’Investments
in equities that are acquired principally for the purpose of selling in the
shorttermor,iftheyaremanagedandtheirperformanceisevaluatedon
reliablefairvaluebasisinaccordance with thedocumentedinvestment
strategy, are classified as at fair value through income statementandall
other investments are classified as available for sale. The equity shares
classified as investments at fair value through income statement are
in the trading book of the bank while the other investments are in the
banking book. The Bank has an Investment Policy that outlines the
type ofinvestments, the accounting requirements, the risk appetite for
investments etc.

ii. Accounting Policy and Valuation Methodology

The accounting policies concerning investments and their valuation
methodologiesaredescribedindetailunderthe’SummaryofSignificant
Accounting Policies” elsewhere in this Annual Report. During the
year 2010, there has been no significant change in these policies and
methodologies.

TheBank’sInvestmentCommittee examines proposalsforinvestments
that come from the Investment Department which is under the Senior
General Manager - Treasury and Investment Banking. The Committee
deliberatesontheseproposalsbeforesendingthemforthefinaldecision
of the Board Executive Committee. The Investment Committee also
takesaview onappropriate classification of the concernedinvestment,
based on the Bank’s objective in making the investment.

As regards the subsidiaries, they also have their respective investment
policies on the above lines, which of course, are in line with their
applicable regulatory requirements.

Table XIll - Investments
KD'000s

Publicly traded Privately held
Equities 19,340 38,027
Fixed income instruments 36,293 19,549
Any other investments 204 19,165
Total 55,837 76,741
Realised gains / (losses) recorded in the income statement 11,431
Unrealised gains / (losses) recognised in the shareholder’s equity 8,732
45% of the above included in Tier 2 Capital 3,929

Capital requirement by equity groupings

KD'000s

Investments available for sale 14,762
Investments held to maturity 960
Investments held for trading 250
Total 15,972
13
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11. Interest Rate Risk in the Banking Book (IRRBB)

The interest rate risk on the banking book arises due to maturity/re-
pricing mismatches of theassets and liabilities in the banking book. For
the purpose of monitoring such interest rate risk, the Bank has in place
asystem that tracks the residual contractual maturities of all its interest
bearing assets and liabilities as also their re-pricing periods. From such
data, a cash flow is prepared showing the relevant mismatches in re-
pricing periods, classifiedintovariousmaturitybuckets.Theinterestrate
cashflowdisregardsany non-interestbearingassetsand liabilities since
theydonotaffecttheIRRBB.However, these are assumed tore-priceon
an overnight basis to provide for their replacement by interest bearing
liabilities or assets.

Asregardsthesubsidiaries,whilesomeofthemfollow similarprocesses,
others, notably Gulf Algeria Bank and Bank of Baghdad are yet to
institute interest rate cash flows.

The Bank normally levies a pre-payment charge for both its assets
and liabilities that a client/counterparty offers to liquidate before its
contractualmaturitydate,unlessspecificallywaived.Suchpre-payment
charge takes into account the interest rate risk faced by the Bank on
account of such a pre-payment request and the resultant replacement
cost of such asset or liability at market rates as on the date of pre-
payment. Therefore, in cases where the Bank levies such a charge, no
need is felt, from the point of view of IRRBB (and not from the point of
view ofliquidity), to make assumptionsregarding pre-payments,asthe
Bank reserves the right to decline the pre-payment request. The cases
where such pre-payment charge is not to be levied are referred to the
relevant authorities with the necessary powers.

All non-maturity deposits are considered repayable on demand and
are accordingly placed in the overnight maturity bucket as required
under CBK regulations. Due to this prescription in the CBK rules that
the banks must follow, all non-maturity deposits are assumed to be re-
priced the next day, instead of their placement in appropriate buckets
based on a behavioural/trend analysis of such deposits. Certain details
relatedtolRRBBare preparedand presentedatthemonthly meetingsof
the ALCO, which also deliberates in the matter.

For an even 50/100/200 basis point shock along the yield curve,
net interest income for one year (from Jan. to Dec. 2011) including
derivatives is affected as shown below:

Impact of interest rate change on earnings

Continued

The mid-year interest rate sensitivity analysis conducted by the Bank
indicated thatforanevenincreaseininterestratesby 200basis points(2%)
theannualinterestincomeoftheBankwouldhavegoneupby22%whereas
aneven reductionininterest rates by the same level would have resulted
in a reduction of net interest income by 33%. Since the banking book is
predominantly in KD's, this exercise is conducted on the consolidated
book. This analysis is now being conducted at monthly intervals.

JKBconductsitsinterestratesensitivitytakinganinterestratemovement
of 100basispoints.Currently,theothersubsidiariesdonotconductsuch
an exercise.

12. Overview and Conclusion

Itisconsidered by the Boardand Managementofthe Bankthat,asatthe
endof2010, theinstitution hasin placeariskmanagement, controland
evaluation system that is:

+ Responsive to present priority risk management needs,

«  Compliant both with historic regulatory instructions and
substantially in conformity with the enhanced Basel II driven
requirements detailed by CBKin their December 2005 instruction
documentandfurtherenhancementstothesameissuedfromtime
to time including the detailed additions on Pillar 2 matters, and

+ Meetsgenerallyacceptedinternationalriskmanagementstandards
for a financial institution of the size and complexity of the Bank.

TheBankalsoappointsanindependentauditfirmotherthanitsexternal

auditors, to examine the internal control systems in the Bank and its

subsidiariesandto pointoutany deficienciesthatmaygiveraisetorisks.

This is being done in fulfillment of the CBK regulations and a copy of

these reports along with the steps taken to correct any deficiencies is

presented to the Board Audit Committee and also to CBK. This provides
additional comfort regarding the checks and balances in place in the

Bank and its subsidiaries.

TheBanknow hasin placerelevant policiesand detailed proceduresfor
all its major departments/functions aimed to achieve full operational
conformity with the policies set out in this section in anintegrated and
cost efficient manner. In this regard,
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«  Afully integrated Treasury System is in place and is operational

+  Detailed operating procedures are in place in respect of all major
functionsandtheconcernedstaffmembersmayrefertothemasand
when necessary so as to ensure their compliance

« Internal Control Charts of different periodicities arein placeinall its
majorfunctionsthatenabletherespectivesupervisoryemployeesto
followandexercise controlovertheaspectscovered bythesecharts

« The Bank’s IT security and control structure has been effectively
functioningandis now certified underaninternationalinformation
security certification.

The Bank Management will continue to review the policies and

procedures on an ongoing basis periodically for necessary and

appropriate enhancements, and present them for approval by Board

Committeesand/ortheBoarditselfasrequiredbytheBank'sGovernance

structure and, where applicable, CBK guidance.

Withtheacquisitionoffourbankingsubsidiaries,theBankhascompleted
the first phase of its Post Acquisition Integration by aligning certain
identified areas/functionsinall these entities while the second phaseis
under progress. However, due to the different business and regulatory
environments of the subsidiaries and the respective local banking
practices, the processes, organizations, functioning of the different
subsidiaries have different approaches as may be observed from the
above.The processof Post Acquisition Integration, whileendeavouring
toalignthepoliciesandpracticesofthegrouptotheextentpossibleand
consideredsuitable,also providesfornecessaryvariationsbasedonthe
respective local regulatory, market and business environments.
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BURGAN BANK

A member of the KIPCO Group

How to obtain our 2010 Financial Statement:

Shareholders attending our General Assembly meeting
will be provided with a copy of the Financial Statement
for their approval.

Shareholders can request a copy of the Financial
Statement to be sent to them by courier. Please call
+965 2298 8000 to arrange this.

Shareholders can request a copy of the Financial
Statement to be sent to them by email. Please send an
email request to bash@burgan.com to arrange this.

Shareholders can download a PDF copy of the Financial
Statement from our website — www.burgan.com

For further information on our 2010 Financial
Statement, please telephone +965 2298 8000.
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INDEPENDENT AUDITORS'REPORT TO THE SHAREHOLDERS OF BURGAN BANK S.AK.

Report on the Consolidated Financial Statements

We have audited the accompanying consolidated financial
statements of Burgan Bank S.AK. (“the Bank”) and its subsidiaries
(collectively “the Group”), which comprise the consolidated
statement of financial position as at 31 December 2010 and the
related consolidated income statement, consolidated statement of
comprehensiveincome,consolidatedstatementofchangesinequity
and consolidated statement of cash flows for the year then ended,
and a summary of significant accounting policies and other
explanatory notes.

Management'’s Responsibility for the Consolidated Financial
Statements

Management is responsible for the preparation and fair
presentation of these consolidated financial statements in
accordance with International Financial Reporting Standards as
adopted for use by the State of Kuwait, and for such internal control
asmanagementdeterminesisnecessarytoenablethepreparationof
consolidated financial statements that are free from material
misstatement, whether due to fraud or error.

Auditors’Responsibility

Our responsibility is to express an opinion on these consolidated
financial statements based on ouraudit. We conducted our auditin
accordance with International Standards on Auditing. Those
standards require that we comply with ethical requirements and
planand performtheaudittoobtainreasonableassurancewhether
the consolidated financial statements are free from material
misstatement.

An auditinvolves performing procedures to obtain audit evidence
about the amounts and disclosures in the consolidated financial
statements. The procedures selected depend on the auditors’
judgement, including the assessment of the risks of material
misstatementoftheconsolidatedfinancialstatements,whetherdue
to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and
fairpresentationofthe consolidatedfinancial statementsinorderto
designauditproceduresthatareappropriateforthe circumstances,
but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. An audit also includes
evaluatingtheappropriateness ofaccounting policiesusedandthe
reasonableness of accounting estimates made by the Bank's
management, as well as evaluating the overall presentation of the
consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient
and appropriate to provide a basis for our audit opinion.

Opinion

In our opinion, the consolidated financial statements present fairly,
in all material respects, the financial position of the Group as of 31
December 2010, and its financial performance and cash flows for
the year then ended in accordance with International Financial
Reporting Standards as adopted for use by the State of Kuwait.

Report on Other Legal and Regulatory Requirements
Furthermore, in our opinion proper books of account have been
keptbytheBankandtheconsolidatedfinancialstatements,together
with the contents of the report of the Bank’s Board of Directors
relatingtotheseconsolidatedfinancialstatements,areinaccordance
therewith. We further report that we obtained all the information
and explanations that we required for the purpose of our audit and
that the consolidated financial statements incorporate all
information that is required by the Capital Adequacy Regulations
issued by the Central Bank of Kuwait as stipulated in CBK Circular
number 2/BS/184/2005 dated 21 December 2005, as amended,
Commercial Companies Law of 1960, as amended, and by the
Bank’s Articles of Association, that an inventory was duly carried
outand that, to the best of our knowledge and belief, no violations
of Capital Adequacy Regulations issued by the Central Bank of
Kuwait as stipulated in CBK Circular number 2/BS/184/2005 dated
21 December 2005, as amended, Commercial Companies Law of
1960, as amended, nor of the Articles of Association have occurred
during the year ended 31 December 