e are pleased to present TAIB’s Consolidated Financial Statements for the year ended December 31 2010.

Regrettably, the bank has reported a loss of US$ 39 million.

TAIB’s net loss was largely due to a provision charge of US$ 18.7 million towards an investment transaction relating to
acquisition of land in Mecca. The Bank has recourse to a third party and accordingly, a law suit for recovery has been
initiated. The Global downturn continued to affect the Banks performance during 2010 and the main focus of the Bank
during the year was to protect the shareholders’ funds and the liquidity position of the Bank. The Bank’s focus in 2010

was to streamline and reduce the cost. Our efforts resulted in a savings of almost 9% in total costs.

Moving Forward:

At the end of the year, we appointed a new Senior Management Team responsible for four tasks;

Firstly, to stabilize the Bank’s liquidity and regulatory capital position

Secondly, to start the restructuring of the Bank.

Thirdly, to prepare the Bank for refinancing and

Fourthly, to re focus the Bank with the objective of returning it to profit.

It is the intention of the Bank to call an Extraordinary General Assembly (EGM) before the end of this year to initiate

refinancing.

Appreciation

As another challenging year comes to a close, we thank you, our shareholders, for your ongoing confidence, and
respectfully acknowledge the unwavering support from the authorities from the Kingdom of Bahrain, including among
others, the Ministry of Finance and Commerce, The Central Bank of Bahrain and the Bahrain Stock Exchange. Our
gratitude also extends to the Board of Directors for their leadership; to our partners and co investors for their trust, and

to our management team and staff for their continued dedication and hard work.

Pa—

Abdulrazaq Mohammed Abdulla Ali Al Jassim Abdulaziz R AlRashed
Chairman Vice Chairman



US$000s

Earnings
Net interest and similar income
Fees and other income

Total operating income

Net income/ (loss) before provisions

Net income/ (loss)

Dividend

Financial position

Total assets

Cash and placements with Banks
Investments and trading securities
Loans and advances

Customer deposits

Total deposits

Shareholders' equity

Equity

Ratios
Earnings
Return on average equity (%)

Return on average assets (%)

Earnings per share - Basic & Diluted (cents)

Cost

Operating expense to Total Operating Income (%)

Capital

Total Liabilities to Shareholders' equity (times)
BIS risk-adjusted Capital Adequacy Ratio (%)

(2007, 2008, 2009 & 2010 under Basel II)

2010

(3,191)
9,918
6,727

(15,656)
(39,040)

270,691
114,800
114,982
16,169
154,438
175,216
57,857
58,472

(48.0)
(12.6)
(36.0)

332

3.7
12.9

2009

(786)
8,576
7,790

(16,916)
(26,023)

348,106
160,854
129,688

25,245
193,907
218,432
103,016
104,054

(22.0)
(7.2)
(24.2)

316

24
17.0

2008

4,527

4,429

8,956
(28,940)
(65,306)

370,487
165,281
143,992

28,413
155,743
207,673
132,073
133,047

(38.5)
(15.5)
(60.6)

423

1.8
23.0

2007

Restated

4,381
40,312
44,693
19,311
15,218

5,351

473,634
214,091
202,099

25,808
135,879
224,531
203,872
205,809

8.1
3.4
15.4

53

1.3
31.2

2006
Restated

6,179
43,223
49,402
28,528
22,367

9,717

434,017
244,466
153,296

11,527
148,068
229,176
162,537
169,597

14.0
5.1
21.9

42

1.6
57.8



ollowing is a discussion of TAIB Bank’s (‘TAIB’) financial results as reported in the Consolidated Financial

Statements for the year ended 31 December 2010, which are presented in their entirety in this annual report.

2010 continued to be another challenging year for the Bank with a reported net loss of US$ 39 million for the year. This
loss was predominantly due to three factors; firstly a significant increase in the net negative interest paid during the year;
secondly due to a provision for an investment in land in Mecca, Kingdom of Saudi Arabia, for an amount of US$ 18.7
million; and thirdly additional unrealised mark-to-market losses in the real estate sector, particularly in Bahrain, India and
the United Kingdom. The Bank has initiated legal proceedings in the Kingdom of Saudi Arabia to recover the investment

with respect to the Mecca land transaction.

The Bank’s leverage ratio stood at 3.6, while the Capital Adequacy Ratio, at 12.85%, which was above regulatory
requirement at 31 December 2010. The Bank continued to maintain sound liquidity — with cash and placements
aggregating to US$ 115 million, as against bank borrowings of US$ 21 million and client deposits of US$ 154 million. Cash

and placements with banks represent 42% of the total balance sheet. Fee income represented 66% of our total operating

income.

USS$ “000 2010 2009 2008 2007 2006
Restated

Net Interest and Similar Income (3,191) (786) 4,527 4,381 6,179

Fees and Other Income 9.918 8,576 4,429 40,312 43,223

Total Operating Income 6,727 7,790 8,956 44,693 49,402

Net income/ (loss) (39,040) (26,023) (65,300) 15,218 22,367



Net Interest and Similar Income

Net Interest and Similar Income comprises interest earnings from Turkish Treasury Bills, Kazakh Eurobonds, interbank
placements and the loan portfolio. In 2010, the Bank reported Net Interest Income of negative US$ 3.1 million compared
to negative US$ 0.8 million in 2009. Major portion of our assets was invested in long-term non-interest bearing assets

generating either fee income or revenue from disposal of financial assets.

Fee and Commission Income

TAIB derives Fee and Commission Income from structuring and placement of real estate transactions, funds and direct
equity products, in addition to earnings from brokerage and real estate property management fees. Income from fees and
commissions for 2010 was US$ 5.2 million which was marginally lower than last year since unfavourable market

conditions still persisted which prevented new deals from being undertaken by the Bank.

US$ Millions
2010 e 5.2
2009 . 6.0
2008 F - 18.5
2007 P 12.8
2006 - 16.2
2005 e 13.2

Net Trading Income

Trading Securities comprises investments in equities and funds, and in securities issued by U.S. government-sponsored
agencies. Overall, TAIB's trading portfolio recorded a profit of US$ 0.8 million in 2010, as compared to US$ 0.7 million in
2009.

Gain on Disposal of Available-For-Sale Financial Assets

Available-For-Sale Financial Assets comprises investments in real estate property interests, direct equity investments,
funds and other debt instruments in the U.S., U.K,, Turkey, Kazakhstan and India. In 2010, TAIB recorded a moderate

profit of US$ 1 million compared to US$ 1.1 million in 2009.
Changes in Fair Value of Investment Property

A portion of TAIB Tower, the Bank’s headquarters, continued to be rented out and classified as investment property.
Further, two U.S. properties, amounting to US$ 17.9 million, are also classified as investment properties. Based upon the
revaluation of these investment properties by independent, professionally qualified valuers, there was a fair value loss of

US$ 2.6 million in 2010 compared to US$ 3.0 million charged to income in 2009.

Other Operating Income
Other Operating Income comprises rental income from the leasing of certain floors of TAIB Tower, leasing of investment
property in the U.S., fees from custodial services offered to clients, and dividends earned on private equity investments.

In 2010, TAIB recorded income of US$ 5.1 million, compared to US$ 4.5 million in 2009.
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Operating Expenses for the year amounted to US$ 22.3 million, compared to the reported US$ 24.6 million in 2009, a
decrease of 9%. The reduction is mainly due to reduced staff costs and tighter operating cost controls adopted during the

year.

During the year, the bank made provision on a real estate investment in Mecca, Saudi Arabia in the amount of US$ 18.7

million (refer Note 7 of the consolidated financial statements).

Provision for impairment of loans and investments for the year was US$ 4.6 million as compared to US$ 8.9 million in
2009. The provisions mainly related to the decline in the valuation of certain real estate assets and margin loans to

customers.

At year-end 2010, Total Assets stood at US$ 271 million as compared to US$ 348 million in 2009, a decrease of US$ 77
million. Liquid assets — including cash, placements with banks and trading securities — stood at US$ 120 million, while the

ratio of liquid assets to total assets stood at 44%.

Cash and Placements with Banks decreased by US $ 46 million to stand at US$ 115 million in 2010 compared to US$ 161

million in 2009 The reduction was mainly due to decrease in fixed deposits and nostro balances.

Financial Assets at Fair Value through Profit or Loss includes trading securities, which comprise investments in equities
and funds. A marginal decrease from US$ 5.4 million to US$ 5.2 million in this asset category was due to a reduction in

trading portfolio of funds.

In 2010, Loans and Advances stood at US$ 16.1 million compared to US$ 25.2 million in 2009. The loan book in Kazakh
subsidiary decreased from US$ 9.9 million in 2009 to US$ 5.5 million in 2010 and, concurrently, there was reduction in the

margin lending portfolio of the brokerage subsidiary from US$ 6.1 million to US$ 2.9 million.

Investment in real estate property interests, direct equity transactions, funds and other debt and equity investments are
classified and reported under Available-For-Sale Financial Assets. Total investment under this category stood at US$ 66.3
million compared to US$ 77.8 million in 2009. The reduction was mainly due to redeeming our investment in proprietary

funds and additional provisioning during the year.



2010 2009

US$ '000 USS$ '000

Government Agency Bonds 1,707 2,565
Property interests held for sale (Equity) 43,998 53,272
Private equity investments 7,219 6,908
Investments in funds 703 1,211
Other 12,678 13,815
66,305 77,771

Government Agency Bonds comprise the Bank’s investments in CMOs (“Collateralised Mortgage Obligations”) issued

and guaranteed by the U.S. government and/or U.S. government-sponsored agencies.

The amounts represent interest in real estate investments in the U.S., UK. and Asia. Investments in equity are held by

TAIB for its own account.

Investments in private equity or structured corporate equity stood at US$ 7.2 million in 2010, compared to US$ 6.9 million

in 2009.

Investment in Funds primarily includes the investments in funds managed by external asset managers. As of year-end
2010, these investments amounted to US$ 0.7 million compared to US$ 1.2 million in 2009. The decrease is mainly due to

redemption of certain funds.

This residual category comprises investments in Kazakh and Turkish bonds. Total invested stood at US$ 12.6 million:

Kazakh — US$ 9.3 million and Turkish — US$ 3.3 million.

This represents the 13.43% investment in Acacia Investments B.S.C. (c), a real estate investment company that was
incorporated in Bahrain in 2008. During the year, US$ 1 million was charged to income statement as share of loss from the

above entity.

Investment Property comprises TAIB’s investment in certain property with an intention to resell, along with the value of
the rented portion of TAIB Tower. In 2010, this decreased to US$ 24 million from US$ 26 million in 2009, primarily due to

reduction in valuation of a property in Bahrain.



Total Liabilities

In 2010, Total Liabilities were US$ 212 million, as compared to US$ 243 million in 2009. The decrease of US$ 31 million is

mainly attributable to reduction in deposits from customers from US$ 194 million to US$ 154 million (decrease of US$ 40

million). This reduction was partially offset by increase in other liabilities mainly due to provision for one real estate

investment in the amount of US$ 18.7 million.

Liquidity

Liquid Assets, which consists of cash, interbank placements and trading securities, stood at US$ 115 million in 2010. The

ratio of liquid assets to total assets stood at 44%.

Capital Adequacy

(as per Central Bank of Bahrain guidelines)

2010 2009
Regulatory Capital 33,319 67,709
Risk-weighted assets:
Credit risk weighted exposures 163,181 275,933
Operational risk weighted exposures 46,496 62,174
Market risk weighted exposures 49,586 59,262
Total risk-weighted assets 259,263 397,369
Capital Adequacy Ratio % 12.85 17.04
US$ Price per share 2.73 2.73
Leverage 3.6 24

Capital Strength

The Central Bank of Bahrain requires a minimum Capital Adequacy Ratio of 12%, while the normal international

minimum requirement is 8%. In comparison with these norms, TAIB’s Capital Adequacy Ratio in 2010 stood at 12.85%.

Equity

In 2010, Total Equity stood at US$ 58 million compared to US$ 104 million in 2009. This decrease is primarily due to the

current-year loss of US$ 39 million, with the balance representing currency revaluation and fair value shortfall.

US$ Millions

2010 I 58

2009 . 104

2008 I 133
2007 EEEEEEE——— 206

2006 EEEEEE— 170

2005 FEEEE S 49
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Number of

Shares

Outstanding
ShareholdersName Nationality in 000's % of Holding
Dubai Financial (LLC) United Arab Emirates 65,754 61.5%
Rashed Abdulrahman Alrashed & Sons Co. Saudi Arabia 14,245 13.3%
Categories Number of Shares Number of % of Total
in 000's Shareholders Outstanding Shares
Less than 1% 13,321 174 12.5%
1% up to less than 5% 13,538 7 12.7%
5% up to less than 10% - - 0.0%
10% up to less than 20% 14,245 1 13.3%
20% up to less than 50% - - 0.0%
50% and above 65,754 1 61.5%
Total 106,859 183 100.0%

Shareholders owning 5% or more and, if they act in concert, a description of the voting, shareholders' or other
agreements among them relating to acting in concert, and of any other direct and indirect relationships among them or
with the bank licensee or other shareholders.

Shareholders as on 31 Dec 2010

No. shares Shareholder No. of shares (%excl Treasury (%incl Treasury

shares) shares)
Dubai Financial (LLC) 65,754,466 61.53% 58.52%
AbdulAziz Alrashed Group 14,730,951 13.79% 13.11%
12,382 Abdulaziz Rashed A Rahman Alrashed
473,603 Alrashed and Alomran Company Limited
14,244,966 Rashed Abdulrahman Alrashed & Sons Co.
EIP & Associated Group Companies 7,059,894 6.61% 6.28%

16,355 Igbal G. Mamdani
5,185,931 EIP Company Limited
78,662 First Asian Investments S.A. (FAISA)

1,778,946 Trans-Arabian Development Company E.C.



BUSINESS REVIEW

BROKERAGE

TAIB Securities WLL - Bahrain

TSWLL provides access to more than 40 different capital markets across the world including India and the US. The
incomes from the Indian market and the US market trades were 38.82% and 17.12% respectively of the total brokerage

income for the year.

For the year, TSWLL carried out 9,370 trades on behalf of the clients and the total trading volume was over USD 452

million.

TSWLL provided in-depth research on more than 110 companies that are listed in the GCC region. The research output
comprises of daily news; daily market report; and quarterly reports on more than 110 companies. The reports from TAIB

Research are being accessed and well received by the clients as well as other investors, both regional and international.

The brokerage income was USD 1.24 million and the total revenue was USD 2.59 million. The net profit for the year was

USD 0.57 million.

Revenues 5010 N > 50

(US$ MM) 2009 I 2.74
Net Profit 2010 I () 57

(US$ MM) 2009 s 0.70
Assets Under 20701 ()8 94
Custody 2009 s 346.50

(US$ MM)
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TAIB Securities LLC (UAE)
TSLLC is an 80% subsidiary of TSWLL — Bahrain, providing access to the Abu Dhabi Securities Market and Dubai

Financial Market, and indirect access to Nasdaq Dubai.

For the year 2010, the revenue for the company was USD 0.17 million and the loss was USD 1.65 million (after considering

Non-controlling interest in equity), on account of the provision of doubtful debt to the tune of USD 1.22 million.

Consolidated Financials
The consolidated revenue for TAIB Securities WLL was USD 2.77 million in 2010. The net loss on a consolidated basis was
USD 1.08 million (after considering Non-controlling interest in equity in TSLLC, UAE) due to aforementioned provisions

made by TSLLC — UAE.

In 2010, there have been additional redemptions for the TAIB Gulf Fund — which passively tracks the Saudi Tadawul

Index.
The total asset under management at the end of 2010 was USD 22.37 million.

The focus area for the asset management is discretionary portfolio management for the clients.



As at 31 December 2010, TAIB holds 13.43% stake in Acacia, a specialized real estate investment company for which the

Bank is also the principal found-ing shareholder

Logix TechnoPark

Property Type: Four, Grade ‘A’ Office Towers

Location: Noida, Delhi, India

JV Partner: Logix Group

A 49% stake acquired in February 2008 by TAIB, Acacia and Investors (“Acacia SPV’) in this IT Park, comprising a total
gross leasable area of 466,700 square feet. Major tenants include Oracle, Mentor Graphics, Patni Computer Systems,
SafeNet InfoTech, Conexant Systems and NEC HCL Systems. The current property occupancy is 95%. The total equity
invested by Acacia SPV was US$ 29.25 million, which represents a 49% stake in equity. Logix Group retains an equity
stake of 51%. Acacia SPV has a preferred return of 18% IRR before any distributions are made to the JV Partner. To date,
a total of US$ 4.35 million (14.87% of Invested Capital) has been distributed by Acacia’s SPV to its stakeholders. Currently,

Logix Group and Acacia are actively pursuing sale of the Property.

Anant Raj Mall

Property Type: Retail Mall Development

Location: Kirtinagar, West Delhi, National Capital Region, India

JV Partner: Anant Raj Group

A 26% stake by Acacia, TAIB and Investors in this 1 million square foot retail mall development which, when completed,
will offer a gross leasable area of 600,000 square feet. The remaining 74% stake is held by the JV partner and developer
Anant Raj Group, a listed entity in India and one of North India’s largest development companies. The deal was
structured in a Shariah-compliant manner in conformity with ‘Mosharakah’ principles. TAIB was the exclusive placement
agent. The mall is 50% leased and due to be opened by Q2 2011. An “Exit Agreement” was executed with the Indian

partner for an assured exit by August ‘11. To date, 8.3% of invested capital has been repaid to investors.

DevCap Portfolio

Property Type: Development

Location: United Kingdom

JV Partner / Asset Manager: Jones Lang LaSalle Corporate Finance

A 95% stake by Acacia, TAIB and Investors in DevCap Portfolio (‘Portfolio”) which has invested in a diversified portfolio
of four distinct UK property developments comprising 401,540 square feet of office, residential, and industrial space, of
which 50% is currently either leased or sold. DevCap has invested £22.475 million into the projects of which TAIB’s own
investment in the Portfolio is £8.3 million. All of the portfolio’s underlying senior debts have been refinanced. The

portfolio is currently valued (on a fully let-basis) at £303 million.
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Taking advantage of market recoveries in the investment geographies, the Bank remained active in 2010 with respect to
two Private Equity Funds - TAIB-JAIC Asian Balanced Private Equity Fund (‘TJF’) and Leverage India Fund (‘LIF’). By
the end of year, TJF made commitments of about US$ 4.35 million and made 6 full exits. During the year, TJF participated

in 5 IPOs in India and made full exit at listing with an overall return of approximately 1.13x.

The Leverage India Fund (‘LIF’), the Bank’s India-dedicated private equity fund, established in partnership with IL&FS
Investment Management Limited (‘'IILM’), continued to take advantage of exit opportunities in India and managed to
redeem about 6% of invested capital during the year. As of 31 December 2010, the Fund had completed 15 divestments —
ten full and five partial — from its portfolio and distributed a total of INR 5,040.4 million (INR 3,632.3 million as principal
and balance as preferred return). The Fund, having already repaid entire capital with 7% preferred return to its preferred

shareholders, is on track to achieve full disinvestment by the end of 2012.

On the advisory side, TAIB-PDF, the Turkey based corporate finance subsidiary, had one of its most successful years in
2010. Besides tripling its 2009 revenues, 2010 saw TAIB-PDF closing one of its biggest deals together with several others.
TAIB-PDF strengthened its position as the leading Turkish M&A Boutique and continued to provide corporate finance
and advisory services with a focus on mergers and acquisitions, privatizations, private equity, project financing,
distressed debt and financial restructuring projects. TAIB-PDF's projects cover a wide spectrum of sectors including
Energy, Infrastructure, Foods, Chemicals, Financial services, Electronics, Construction etc. TAIB-PDF has also
strengthened its team in 2010 with experienced professionals. As the exclusive Turkish member, TAIB-PDF hosted the
annual Autumn conference of M&A International, the world’s leading global mid-market M&A alliance, on its 25th
anniversary in Istanbul in October 2010. Over 100 Investment bankers attended from more than 40 countries and the

Minister of Finance of Turkey, Mr Mehmet Simsek was the Guest of Honour ".

From Bahrain, the Bank actively sought capital market offerings from India, one of the best performing markets globally,
to place them among Clients. Going forward in 2011, apart from active monitoring of our existing portfolio, we shall be

focusing primarily on advisory activities leveraging our network in our geographic footprints - GCC, Turkey and Indjia.



isk is an integral part of the investment banking business. A key tenet of TAIB’s disciplined risk management culture
is the clear segregation of duties and reporting lines between personnel transacting business and personnel
processing that business. TAIB adopts an enterprise-wide approach to risk management, taking a proactive approach to

identify and mitigate the risks.
TAIB strategically relies on five fundamental elements for risk management, as follows:

Board Oversight
The Board of Directors has overall responsibility for establishing the Group’s approach to risk and ensuring that an
effective risk management framework is in place. The Board approves the risk management policies and strategies of the

Group.

The Risk Management Committee (RMC) of the executive management of the Bank is responsible for implementing risk
management policies, procedures and limits, and for ensuring that monitoring processes are in place. RMC oversees the
risk management functions through the independent Risk Management Department of the Bank. Treasury related risks
are managed by the Asset and Liability Committee (ALCO) of the senior management. Risk Management, together with
Internal Audit, provides independent assurance that all types of risks are being measured and managed in accordance

with the policies and guidelines set by the Board.

Financial Leverage

TAIB, with its conservative approach to risk taking, maintains low leverage with Capital Adequacy Ratio (CAR) above
the regulatory requirement, minimum 12%. For the year ended December 2010, while the Group’s leverage ratio was 3.6,
CAR was 12.85%. It has thus built an inherent capacity to absorb contingent shocks of volatility due to political, economic

and market related factors.

Balanced Asset Allocation
TAIB diversifies its portfolios to avoid over concentration in any single area, whether geographic, currency, asset- class or

investment type. At its core, asset allocation methodology entails specific exposure limits and concentration limits for

13
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various asset classes viz. real estate, private equity, fixed income, funds, inter bank placements, trading securities, etc.
Limits are combined with a variety of oversight, measurement and monitoring procedures to ensure adherence to such

limits.

Emphasis on Asset Quality
TAIB Group constantly strives to maintain and build quality asset portfolios. To this end, it has strong in-house pre-
investment due diligence and post investment monitoring processes in place. It carefully chooses investment exposures

and minimizes, manages, caps and hedges risks, wherever possible.

TAIB believes that a prerequisite of successful risk management is the ability to identify, measure and control risks right
from the very beginning of the investment process. In order to ensure quality exposure and minimize risks, the following

due diligence measures are followed in the pre-investment stage with regard to all exposures:

In depth examination of known and potential risks by the deal sourcing product divisions (viz. real estate, private
equity, asset management and brokerage divisions) corroborated by independent third party due diligence reports

on technical, financial, legal, structuring and valuation.
Critical review and appraisal of the proposals by the Bank’s Risk Management Department

Review and approval by the Risk Management Committee and Executive Committee of the Board, as appropriate

under delegated Approval Authority Structure.
Review by the Board of Directors.

Post Investment Monitoring
TAIB continuously monitors the performance of its trading assets and long-term investments in real estate, private equity,
funds and other assets. Exposures are continuously monitored by originating product divisions as well as RMD at post

investment stage for necessary corrective action to mitigate risks on an ongoing basis.

Types of Risk and Risk Mitigation

Within the policies enunciated by the Board of Directors, TAIB’s approach to risk management addresses the
requirements of its four main areas of business: real estate investments (including property interests held for sale and
underwriting commitments) asset management, brokerage and private equity investments. The major risks associated
with the Group’s business are credit, market, liquidity and operational risks. These risks and the related risk management

processes to identify, measure, manage, monitor and control them are as follows:

Credit Risk

Credit risk is the risk that a customer, counterparty or an issuer of securities or other financial instruments fails to perform
under its contractual payment obligations, thus causing the Group to suffer a loss in terms of cash flow or market value.
As a private bank, the Bank is not engaged in commercial or retail banking activities in the normal course except for its

commercial bank licensed subsidiary in Kazakhstan, and loans for margin trading activities and portfolio investments to



selected high net worth clients. The Bank also extends bridge loans under underwriting commitments in respect of real
estate investments that are intended to be placed down to the prospective investors within a short period. However, credit
risk is the predominant risk type faced by the Group in its banking, investment and treasury activities both on and off
balance sheet. TAIB measures, monitors and manages credit risk for each borrower and also at the portfolio level. Where
appropriate, the Group seeks to minimize its credit exposure risk using a variety of techniques including but not limited
to the following;:

Thorough due diligence and appraisal at pre- investment stage;

Entering netting agreements with counterparties that permit offsetting of receivables and payables;

Obtaining collateral against the Group’s exposure;

Seeking third party guarantees of the counterparty’s obligations;

Co-investing with well known and reputable partners who have proven skills in the respective asset class, such as real

estate, private equity and funds management;

In real estate investments, focusing on income producing properties with a small proportion of exposure to

development properties.

Diversifying investments into different countries, regions and class of assets for which defined risk management

policies and limits are in place;

Limiting exposures to any single counterparty/investment exposure or group of closely related

counterparties/investment exposures within prudent limits, in line with guidelines of the Central Bank of Bahrain;

Selecting sound banks for interbank placements through a combination of appraisal criteria comprising financial

analysis, market research and rating references of External Credit Rating Agencies;

Diversifying the risk of investment in private equities by participating only through dedicated funds using a portfolio

approach and partnering with reputed investment management companies and institutions;

Outsourcing the management of actively managed funds sponsored by the Bank to multiple, best-in-class external

Fund Managers in respective countries, along with the Bank’s option to exit at short notice to mitigate the risk of non-

performance by any single Fund Manager;

Board/Investment Committee representation of the Bank in each investee company/SPV.

Continuous monitoring of performance by respective product division and Risk Management Division of the Bank for

timely corrective action to mitigate risks;

Annual review of exposures and valuation of investments with adequate impairment provision, where necessary.

Market Risk

Market risk is the possibility of loss arising from changes in the value of a financial instrument as a result of changes in
market variables, such as interest rates, exchange rates, credit spreads and other asset prices. The Bank’s exposure to
market risk is a function of trading and asset-liability management activities and its role as a financial intermediary in
customer-related transactions. The objective of market risk management is to minimize the impact of losses on earnings

and equity capital due to market risk.
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A description of the categories of market risk faced by the Group is set out below:
Interest rate risk is the principal type of market risk faced by the Group and arises from the Group’s investment
activities in debt securities, asset and liability management and the trading of debt instruments;
Foreign exchange risk results from exposure to changes in the price and volatility of currency spot and forward rates.
For the Group, the principal foreign exchange risk arises from its foreign exchange trading activities;
Equity risk arises from exposures to changes in the price and volatility of individual equities or equity indices;

The bank did not have commodity trading activities.

The Group seeks to manage the market risks it faces through diversification of exposures across dissimilar markets and
the establishment of hedges in related securities, wherever necessary. To manage the Group’s exposures, in addition to
exercising business judgment and management experience, the Group utilizes limit structures, including those relating to

positions, portfolios, maturities and maximum allowable stop loss and book profit limits.

A major objective of asset and liability management is the maximization of net interest income through the proactive
management of the asset and liability repricing profile based on anticipated movements in interest rates. ALCO reviews
the interest rate sensitivity analysis and its impact on the capital of the Bank on a monthly basis and directs an appropriate

funding plan.

The Bank also does stress tests on the effect, on its equity, of an increase or decrease of the prices in respect of its financial
assets. The exposure to price risks, as revealed by such stress tests as at the end of the year, is disclosed in the audited

financial statements.

Liquidity Risk
ALCO has overall responsibility for managing the Bank’s liquidity, and the day-to-day management of liquidity is the

responsibility of the treasury department.

Liquidity risk within the Bank is managed by specifying threshold minimum balances of cash and near cash assets,
whereby such assets are linked to the levels of the Bank’s liabilities to customers and banks. The Management Committee
and ALCO conduct weekly reviews of funding, cash flow and interest risk factors. ALCO meets on a monthly basis and
carries out detailed review of the economic and market scenario, interest rate forecasts, maturity mismatch gap analysis
of assets and liabilities, available credit lines and utilization thereof, interest rate sensitivity analysis, and liquidity position

of the Bank for setting directions for the liquidity risk management of the Bank.

TAIB strives to maintain a high level of liquidity at all times and has the ability to access the required amount of funds

through available lines of credits from a number of banks and short-term placement activities.

Operational Risk
Operational risk is the risk of loss resulting from inadequate or failed internal processes, people and systems or from
external events. Operational risks in the Bank are managed through a comprehensive internal control framework which

comprises the following salient features:



A rigid internal check system in place by the separation of front office and back office functions, internal audit and a
higher degree of automation of mid-office and back office functions.

TAIB'’s internal audit team conducts risk- based audit, both at the transaction level and at the procedural level, across
the TAIB Group network and reports its findings to the Audit Committee of the Board. Rectification of deficiencies
identified through such audits is carried out on an ongoing basis.

The Bank has an Operational Risk Management Framework (ORMF) supported by Operational Procedure guidelines
and the process for Risk & Control Self-Assessment (RCSA). RCSA is designed to identify the operational risks
inherent in the Bank’s activities, processes and systems and mitigation of such risks by appropriate remedial action.
The risks are mapped to the four cause categories and seven loss event types as per Basel II requirements. The risks
inherent in each key processes and sub processes are recorded in a Risk Register with description of causes and
impacts for each risk element. The corresponding controls and remedial actions to mitigate these risks are also
documented, based on an analysis of the process flow as well as discussions with the process owners. Risk
Management carries out exercises for review of the ORMF periodically.

The Bank is committed to automation of its processes. The overall IT infrastructure of the Bank was upgraded and
strengthened during 2008. The core banking system of the Bank implemented in 2001 was upgraded to meet enhanced
business needs, customer services and MIS requirements for management decision making and regulatory
requirements. The Bank has implemented an automated trading system strengthening the brokerage business line
with seamless integration to the core banking system. Final phase of implementation for two software models
purchased from Oracle Financials was completed in early 2009 for automating (i) Asset Liability Management
information tools and (ii) capital adequacy computation and prudential reporting under the CBB’s Basel II guidelines.
The bank has an active Disaster Recovery (DR) site with all the critical IT systems of the main office replicated at the

DR site to ensure Business Continuity.

BASEL II
As per Central Bank of Bahrain (CBB) requirements, TAIB is subject to the application of the Basel II capital adequacy

framework effective January 2008. The CBB’s Basel II framework is based on three pillars, viz.

Pillar 1: Calculation of risk weighted amounts (RWA) and capital requirement.
Pillar 2: The supervisory review process, including the Internal Capital Adequacy Assessment Process

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

The most important implications of Basel II, which have been implemented, are as follows:

Pillar 1: Risk Measurement and Capital Adequacy
Pillar 1 prescribes the basis for the calculation of the regulatory capital adequacy ratio and sets out the definition and
calculations of the Risk Weighted Assets (RWA). The risk weights used to measure the investment exposure risk on the

balance sheet range between 100 percent and 200 percent depending upon the type and tenure of each investment. All
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banks incorporated in Bahrain are currently required to maintain 12 % minimum capital adequacy on a group wide
consolidated basis. TAIB’s capital adequacy ratio on a consolidated basis as at December 31, 2010 was 12.85% which was

above the minimum required ratio.

Pillar 2: Supervision and Internal Capital Adequacy Assessment Process
The Bank reviews the adequacy of its regulatory capital to support its current and future activities on an ongoing basis.
Strategic business objectives and future capital needs are assessed through medium term strategic plans and annual

budget plans.

The Bank undertakes stress tests with future projections on conservative estimates of its future revenues, liquidity, asset
quality, business growth. The capital adequacy levels at these stress scenarios are computed on current as well as
forecasted balance sheets to identify the likely worst case scenarios and to take preventive management actions where

necessary. The stress test reports are presented to the Board for necessary capital planning.

The annual dividend payout is prudently determined and proposed by the Board of Directors, to meet shareholder

expectations and regulatory capital requirements.

Investment exposures of the Bank are reviewed, fair value assessed and potential losses accounted for by way of
impairment provisions on a quarterly basis. The planned versus actual capital position is also monitored and reported to
the Senior Management and Board on a quarterly basis. Capital requirements are assessed for credit, operational and
market risks. The composition of capital in terms of Tiers I, I and III is analyzed to ensure capital stability, and to reduce

volatility in the capital structure.

In January 2011, the Board has decided to take such steps as necessary for increasing paid up share capital of the Bank by
raising additional capital through rights issue subject to obtaining necessary regulatory approvals. The Bank is confident

of maintaining capital adequacy at optimal levels and satisfying regulatory capital requirements on ongoing basis.

Pillar 3: Public Disclosure

The objective of Pillar 3 is to improve market discipline through effective public disclosures to complement requirements
under Pillar 1 and Pillar 2. In addition to the applicable International Financial Reporting Standards, the Bank complies
with CBB’s public disclosure norms under Pillar 3. Pillar 3 disclosures for half year ending June and year ending
December are being placed on the Bank’s website on a regular basis commencing with June 2008. Pillar 3 disclosures for

the full year 2010 are an integral part of this annual report.



Table 2 — Capital Structure and Capital Adequacy
Table 3 — Capital Adequacy of the Bank’s significant bank subsidiaries.

Table 4 — Capital requirement for credit risk

Table 5 — Gross credit exposure

Table 6 — Credit exposure by geographical segments
Table 7 — Credit exposure by sectoral segments
Table 8 - Related party transaction

Table 9 - Discussion on lending to highly leveraged and other high risk counterparties:

Table 10 — Credit concentration greater than 15% of individual obligor limit.

Table 11 — Counterparty credit risk in derivative transaction

Table 12 — Credit exposure by maturity

Table 13 — Provision for investments - sectoral segments

Table 14 — Provision for investments and related exposures

Table 15 — Provision for investments and related exposure - geographical segments
Table 16 — Provision for loans and advances - sectoral segments

Table 17 — Provisions for loans and advances - geographical segments

Table 18 — Provision movement for loans and advances - sectoral segments

Table 19 — Eligible financial collateral

Table 20 — Capital requirement for components of market risk

Table 21 — Capital requirement for Operational Risk

Table 22 — Equity position in banking book
Table 23 — Unrealized gains and losses

Table 24 — Interest rate risk in banking book

Table 25 — Sensitivity analysis — Interest rate risk
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The Central Bank of Bahrain’s (CBB) Basel 2 guidelines outlining the capital adequacy framework for banks incorporated
in the Kingdom of Bahrain became effective from 1 January 2008. This report consists of the Basel Committee’s Pillar 3
disclosure requirements in accordance with the Public Disclosures Module of the CBB’s rule book. The objective of Pillar

3 is to improve market discipline through effective public disclosures.

Under the CBB’s Basel II framework, all banks incorporated in Bahrain are currently required to maintain 12% minimum
capital adequacy on a group wide consolidated basis. The CBB also requires banks incorporated in Bahrain to maintain a
buffer of 0.5% above the minimum capital adequacy ratio. In the event that the capital adequacy ratio falls below 12.5%
as applicable, additional prudential reporting requirements apply and a formal action plan setting out the measures to be
taken to restore the ratio above the target level is to be formulated and submitted to the CBB. Consequently, the CBB

requires the Group to maintain an effective minimum capital adequacy ratio of 12.5% on consolidated basis.

The Bank has adopted the standardized approach for Credit Risk, Market Risk and Operational Risk to determine the

capital requirement.

As at 31 December 2010, the Group’s total risk weighted assets amounted to US$ 259.26 million and total regulatory
capital amounted to US$ 33.32 million. Accordingly, total Capital Adequacy Ratio on a consolidated basis for the group

was 12.85%. This ratio exceeds the minimum capital requirements under the CBB’s Basel II framework.

The Bank views the Basel II Pillar 3 disclosures as an important means of increased transparency and accordingly has
provided extensive disclosures in this report that is appropriate and relevant to the Bank’s stakeholders and market

participants.

This report should be read in conjunction with the Bank’s consolidated Financial Statements including notes to the
consolidated Financial Statements for the year ended 31 December 2010. There is a growing convergence of disclosures
under International Financial Reporting Standards (IFRS) and the Basel II Pillar 3 disclosure requirements, which are in

addition to or in some cases, serve to clarify the disclosure requirements of IFRS.

All figures presented in this report are in thousands of United States Dollars as at 31 December 2010 unless otherwise

stated.



The Bank’s policy is to maintain sufficient capital to sustain investor, creditor and market confidence and to support
future development of the business. The impact of the level of capital on return on shareholders’ equity is also considered
while maintaining a balance between the higher return that might be possible with leveraging and security afforded by
sound capital position to absorb risks. The Bank’s capital management framework is intended to ensure that there is
sufficient capital to support the underlying risks of the Bank’s business activities and to maintain a well-capitalized status
under regulatory requirements. The Bank has Internal Capital Allocation Assessment Process (ICAAP) with the
supporting Risk Management Framework and Risk Management Policies and Procedures to identify and measure the
various risks that are not covered under Pillar 1 risks and to regularly assess the overall capital adequacy considering the
risks and the Bank’s planned business strategies. The non Pillar 1 risks covered under the ICAAP process include strategic
risk, reputation and legal risk, concentration risk, liquidity risk, interest rate risk in the banking book etc. The ICAAP also
keeps in perspective the Bank’s strategic plans and credit growth expectations and the impact of all these on maintaining
adequate capital levels. The Bank ensures that the capital adequacy requirements are met on a consolidated basis and also
with local regulator’s requirements, if any, in countries in which the Bank’s subsidiaries operate. The Bank has complied

with regulatory capital requirements at the year ended 31 December 2010.

The Bank’s paid up capital consists only of ordinary shares which have proportionate voting rights. The Bank does not
have any other type of capital instruments. The Bank’s Tier 1 capital comprises of share capital, share premium, eligible
reserves and adjusted for retained profit or losses. The eligible reserves in Tier 1 exclude gains arising on asset revaluation
reserve and re-measurement to fair value of available-for-sale financial assets. Further, the following items are adjusted

from Tier 1 capital as per CBB guidelines:

Unrealized losses on available-for-sale financial assets and goodwill are deducted.

Losses for the year 2010 pursuant to external audit are also deducted.

The Bank'’s Tier 2 capital comprises 45% of asset revaluation reserve and unrealized gains arising on the re-measurement

to fair value of available-for-sale financial assets.

Deductions relating to exposures in excess of 15% threshold of available capital have also been made from the Tier 1 and

Tier 2 capital of the Bank as required by the CBB guidelines. The Bank does not have Tier 3 capital as at 31 December 2010.

The Bank has neither any subsidiary engaged in insurance business nor investments in insurance companies.
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Share capital

Share premium

Statutory reserve

General reserve

Retained profit brought forward

Minority interest in consolidated subsidiaries
Goodwill on acquisition

Current cumulative net losses

Unrealised gross losses arising from fair valuing equity securities

Asset revaluation reserve - property, plant and equipment
Unrealised gains arising from fair valuing equities

Total Available Capital

Less: Deduction relating to exposures individually

in excess of 15% of available capital

Total Eligible Capital

Risk weighted exposures:

- Credit risk

- Operational risk

- Market risk

Total Risk weighted exposure

Consolidated Capital Adequacy Ratio (%) : Tier 1 & Total

The Bank does not have Tier 3 capital as at 31 December 2010.

Under Basel 11

Tier 1 — Capital Adequacy Ratio (%)
Total — Capital Adequacy Ratio (%)

Tier 1 Tier 2 Total

106,858 - 106,858

1,510 - 1,510

22,908 - 22,432

6,951 - 7,427
(47,327) - (47,327)

614 - 614
(3,607) - (3,607)
(38,613) - (38,613)
(62) - (62)

- 1,904 1,904

- 630 630

49,232 2,534 51,766
(15,914) (2,534) (18,448)

33,318 - 33,318

163,181

46,496

49,586

259,263

12.85%

Subsidiaries

TAIB Kazak Bank JSE TAIB Yatirim Bank A.S

Kazakhstan Turkey
148.77 65.15
226.60 65.15



As a private bank, the Bank is not engaged in commercial or retail banking activities in the normal course of business
except for its commercial bank licensed subsidiary in Kazakhstan, and loans for margin trading activities and portfolio
investments to selected high net worth clients. However, credit risk is the predominant risk type faced by the Group in
its banking, investment and treasury activities both on and off balance sheet.

The Bank has a diversified on and off balance sheet credit portfolio, which are divided into counter party exposure classes
in line with the CBB'’s Basel II capital adequacy framework for the standardized approach for credit risk. A high-level
description of the counter party exposure classes and the risk weights used to derive the Risk Weighted Assets (“RWA")

are as follows:

Sovereigns

The sovereign portfolio comprises exposures to governments and their respective central banks. The risk weights are zero
per cent for exposures in the relevant domestic currency of the sovereign, or for any exposures to GCC governments.
Foreign currency claims on other sovereigns are risk weighted based on their external credit ratings. Certain multilateral
development banks as determined by the CBB may be included in the sovereign portfolio and treated as exposures with

a zero per cent risk weighting.

Banks

Claims on banks are risk weighted based on their external credit ratings. A preferential risk weight treatment is available
for qualifying short-term exposures to banks in their country of incorporation. Short-term exposures are defined as
exposures with an original tenor of three months or less and denominated and funded in the respective domestic
currency. The preferential risk weight for short-term claims is allowed on exposures in Bahraini Dinar/US Dollar in the

case of Bahraini incorporated banks.

Corporates
Claims on corporates are risk weighted based on their external credit ratings. A 100% risk weight is assigned to exposures
to unrated corporates. A preferential risk weight treatment is available for certain corporates owned by the Government

of Bahrain, as determined by the CBB, which are assigned a zero per cent risk weight.

Equities Investments
The equities portfolio comprises equity investments in the banking book, i.e. the available-for-sale financial assets
portfolio. The credit (specific) risk for equities in the trading book is included in market risk RWAs for regulatory capital

adequacy calculation purposes.

A 100% risk weight is assigned to listed equities and funds. Unlisted equities and funds are risk weighted at 150%.

Investments in rated funds are risk weighted according to the external credit rating.
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Real Estates Investments
Holdings of real estates, owned directly or indirectly by the Bank other than own premises, are risk weighted at 200% and

premises occupied by the Bank are risk weighted at 100% as per CBB guidelines.

In addition to the standard portfolios, other exposures are risk weighted as under:

Past due exposures

In accordance with the Bank’s policy and CBB guidelines, loans on which payment of interest or repayment of principal
are 90 days past due are defined as non-performing. All past due loan exposures, irrespective of the categorization of the
exposure, are classified separately under the past due exposures asset class. A risk weighting of either 100% or 150% is

applied depending on the level of specific provision maintained against the exposure.

Other assets are risk weighted at 100%.
External Credit Assessment Institutions (ECAI)

The Bank uses ratings issued by Fitch to derive the risk weightings under the CBB’s Basel II capital adequacy framework.

The following are gross credit risk exposures considered for Capital Adequacy Ratio calculations comprising of banking

book exposures.

Average

Total risk Capital
Basel II Asset Classification Rated  Unrated exposure (*) weight RWA charge
Cash Items - 850 850 0% - -
Cash items in the process of collection - - - 0% - -
Claims on sovereigns 31,588 - 31,588 16% 5,016 602
Claims on banks 72,580 11,045 83,625 45% 37,645 4517
Claims on corporates - 16,059 16,059 100% 16,059 1,927
Past due exposures - 4,786 4,786 147 % 7,018 842
Investment in equity portfolio 138 6,455 6,593 149% 9,820 1,178
Investment in funds - 702 702 150% 1,053 126
Holding of Real Estate including
premises occupied by the bank - 41,055 41,055 182% 74,524 8,943
Others Assets - 12,046 12,046 100% 12,046 1,446
Total Credit Risk under the
Standardized Approach 104,306 92,998 197,304 83% 163,181 19,581

(*) Exposure post credit risk mitigation and credit conversion.



Balance sheet Items:

Cash and balances with central banks
Placements with banks

Loans and advances

Available-for-sale financial assets
Investment in associate

Investment property

Property and equipment

Other assets

Total on balance sheet credit exposure
Off balance sheet items:

Direct credit substitutes

Notes issuance and revolving underwriting facilities
Derivatives - foreign exchange contracts
Total off balance sheet credit exposure

Total credit exposure (*)

(*) Exposure before credit risk mitigation.

Gross credit
exposure

72,717
42,240
16,591
30,036
7,765
17,186
13,429
5,376
205,340

8,045
300
185

8,530

213,870

Average gross
credit exposure

70,392
77,932
21,343
42,176
14,443
22,156
16,010

9,111

272,377

15,119
316
452

15,887

288,264

The average gross credit exposure is calculated based on balances as at 31 December 2009, 30 June 2010 and 31

December 2010.

Credit exposure

Cash and balances with central banks
Placements with banks

Loans and advances
Available-for-sale financial assets
Investment in associate

Investment property

Property and equipment

Other assets

Off balance sheet items

Total

Exposure to Europe comprises of United Kingdom, France and Turkey

Exposure to North America comprises United States of America

North
America

733
7,830

1,707
11,075
9
2,216

23,570

Europe
1,972
1,159

8,890
3,078

1,865
384
80
17,428

Exposure to Middle East comprise of Bahrain, UAE, Saudi Arabia, Oman, Kuwait and Qatar.

Exposure to Rest of Asia comprises of China, India and the Far East.

Middle
East

9,797
30,460
11,030

68

4,687

5,269
10,095

1,058

5,636
78,100

Rest of
Asia Total

60,215 72,717
2,791 42,240
5,561 16,591

19,371 30,036

- 7,765

842 17,186
1,460 13,429
1,718 5,376
2,814 8,530
94,772 213,870
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Financial services
Government
Structured finance
Trade and transport
Real estate

Equity funds
Others

Total

Income Statement :
Interest income

Interest expense

Reimbursement of Directors expenses

Key management compensation

Balance Sheet :

Deposits from customers

Cash, balances
with central
Banks and
placements

114,904
53

114,957

Loans and
advances

Investment Others
- 3,395

2,009 -
32,679 -
20,274 53

25 15,357

54,987 18,805
Associates

3,925

59,020

Off- balance
sheet items

5,336

Directors
and senior
management

184
48
980

24,277

Total
123,635
53
2,009
2,405
32,679
20,327
32,762
213,870

Total

4,109
48
980

83,297

The Bank carries out transactions with related parties, defined as shareholders and directors of the Bank and its

subsidiaries, and businesses in which shareholders and directors, individually or combined, have control or significant

influence, in the normal course of business.

The Group does not have any exposure to highly leveraged counterparties.

Bank
Non bank

Amount

33,978



Direct credit substitutes

Notes issuance and revolving

underwriting facilities
Foreign exchange contracts

Total

Exposures

Cash and balances with central banks

Placements with banks

Loans and advances

Available-for-sale financial assets

Investment in associate
Investment property
Property and equipment
Other assets

Total on balance sheet
Off balance sheet

Total

At 1 January 2010
Charge for the year
Amounts utilized
Exchange rate movement

At 31 December 2010

Below 1
month

72,717
33,989
10,047

471

958
4,391
122,573
904

123,477

1to3
months

1,973
2,197

4,172
650

4,822

Notional

amount

8,045

600

11,858

20,503

3to12 1to5
months years
8,251 -
1,710 2,