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Our Vision

ABC'svision is to be the premier and
most innovative international Arab
financial group.

TheABCGroup'smissionisto:
· Consistentlygenerateincreasingvalue

for itsshareholders.

· Specialisein Arab-relatedactivitiesacross
the world.

· Investin internationalfinancial

institutionsthat diversifyand enhance
shareholders'value.

· Attract and retain highqualityemployees
by providingrewardingcareers.
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Capitalisation, Shareholders 8: Board of Directors

Board of Directors

Mr. Abdulmohsen Yousef Al Hunaif

Mr. Khalifa Mohammed Al Kindi

Mr. Ageli Abdussalam 13reni
Sheikh Ahmed A. AI-Ahmed Al-Sabah

Mr. Hassan AIi Juma
Sheikh Khalid Ali Al Turki

Dr Saleh Lamin EI-Arbah

Sheikh Ali Jarrah AI-Sabah
Mr. Issa Mohammed Al Sowaidi

Mr. Mubarak Rashid Al Mansouri

Mr. Mohamed Abdulla Isa Al Mannai

Mr. Abdulwahab Ali AI Tammar

Dr Khaled S Kawan

Capitalisation (US$million)

Authorised

Subscribed and fully paid-up

Principal Shareholders

Ministry of Finance (Kuwait)

Central Bank of Libya (Libya)
Abu Dhabi Investment Authority (Abu Dhabi)
Individual and Institutional Investors

Reg istered Add ress

I
Arab Banking Corporation Group

ABC Tower, Diplomatic Area
P.O.13ox5698, Manama, Bahrain

Chairman

Deputy Chairman

Deputy Chairman
Director

Director

Director

Director

Director

I)irector

])irector

I)irector

I)irector

Secretary to the Board

1,500

1,000

Publicly quotc:d company listcd on Bahrain and Paris Stock Exc.:hanges.

(Colllmercial RegistTauon Number 102(9)
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Our Global Network

The businessand geographicmix of the Group,and the knowledgeand experiencethat
the Group'smanagementhasof emergingmarketsaroundthe worldmakeABCthe leading
Arabbank.

ArabWorldDivision

*ArabBanking
Corporation- Algeria

ABC Islamic Bank (E.C.) Arab Banking
Corporation (Jordan)

1998 Highlights
US$ millions

1998 Highlights
US$ millions

1998 Highlights
US$ millions

1998 Highlights
USS millions

1998 Highlights
US$ millions

Total Assets 24 Total Assets 16f;

Total loa liS ISO

Total II'!

.. .1 11

'T()talloalls

Total deposi ts 3

Shareholders' fUllds ."j (J

~

. ·In December, Arab Banking

Corporation - Algeria

became the first foreign
owned bank to establish a

commercial banking
operation in the country.

. In March, ABC's Islamic

Banking Division emerged

as a separate entity, ABC

Islamic Bank (E.C.).

·In November,ABC (Jordan)
led a consortium of 8

Jordanian banks in

establishing VisaJordan Card

Services - a new payments

services company.

.At the year end; ABC

Monaco's European

Solvency Ratio stood at 20

per cent - two and a half

times the minimum required

by Banque de France.

.In March, ABCIB issued

a US$100 million fifteen-

year subordinated floating

rate note as part of its Tier

Two Capital.
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"BancoABCBrasil SA

Investment Group

BancoAtlantica, SA I

iL
1998 Highlights
ussmillions

1998 Highlights
US$ millions
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.. ·ABC Daus provides an

invaluable bridge to the
Arab world for German

and Central European
manufacturers.

· Banco ABC Brasil S.A.

focuses primarily upon its

corporate and institutional
investor customers.

The ABCGroup

International Bankof
Asia limited

1998 Highlights
USS millions

1998 Highlights
USS millions

1998 Group highlights
uss millions
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.During 1998 the Group's

assets,deposits and net

profits all rose faster than the

country's GDP, which grew

by 3.5%.

.In March, IBA's capital was

increased by US$103 million

through a rights issue, to
which ABC subscribed

USS56 million.

"TheABCGroup
specialisesin Arab-
relatedactivities

,L
around the world:'

-------
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Directors'Statement

Developments in the global economy and world financial marketsduring the past year have
had a profound impact on ABCGroup'soperations. The spread of globalisation during the
1990s, characterised by the removal of barriersto the movement of trade in goods, services
and capital flows, was the result of the conscious goal of economic leaders to promote
economic growth world-wide. The downside of the process has been that any financial or
other economic crisis in one or more countries or regions has rapidlyspread to other parts
of the globe.

I

At the beginning of the year the Asian currency meltdown - triggered by the Thai baht

devaluation ofJuly 1997 - reached its nadir.Since then most of the floatingAsiancurrencieshave
rebounded from their lows to settle at more realistic levels. The cost of economic adjustment,

however, for economies ranging from Thailand to South Korea has been in terms of a slowdown

or negative growth.

The economic recession in Japan was inadequately addressed until the last few months of

1998. The economic prospects of south east Asia depend critically on a full Japanese economic

recovery. Meanwhile the stability of the Hong Kong dollar and China's renlllinbicame into question

several times during the year, particularly after the devaluation of the Russian roublein August.
Determined defence of the Hong Kong and Chinese currencies has led to an economic slowdown.

After surviving the initial impact of the 1lJ97Asian crisis and restoring reserves to their pre-

crisis levels 13razil'spegged currency, the real,came under intense pressure in the wake of the

Russian crisis.With general elections looming in October 1998 Brazil managed to delay the
currency's devaluation until January 1999 and obtained an IMF-led package amounting to US$

41.5 billion in December, based on a commitment to a very tight monetary, fiscal and structural
reform programme.

World commodity markets experienced sharp price declines, a boon to the major

importing countries but imposing a calamitous impact on foreign exchange earnings for the

developing economies. Arab world oil and gas producers ranging from North Africa to the Gulf
were forced to adjust budgetary spending as oil prices sank to their lowest levels in several

decades. The developed economies benefited from the contribution to low domestic inflation

from falling raw material and fuel costs, but began to face difficulties in exporting to the

weakened developing markets. Moreover, OECD based banks had to increase provisions to reflect
the weakened state of their third world customers.

Many developing countries have been compelled to reduce their level of imports while

international capital has fled to more secure markets in North America and the European Union.

The flight to quality coupled with low inflationary expectations helped keep US bond yields at
exceptionally low levels and contributed to a broad decline in short-term interest rates in North

America and within the European Union.

The flight to EU and North American government bonds and equity markets widened

spreads for the few developing countries still able to tap the international bond market. Emerging

market and domestic high-yield "junk" bonds now command a higher premium to attract funds.

The withdrawal of the Japanese banks from the interbank market over the past few years

has been compounded recently as lending institutions, like the US money centre banks, have

started shrinking their interbank lines since this activity does not by itself yield sufficient return

on risk adjusted capital. These two events are chiefly responsible for a significant reduction in the

U')
N
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Shareholders' Funds

98

US$ millions

supply of funds to the international banking market. The convergence of European Monetary

Union currencies proceeded smoothly and the emergence of the Euro as a new challenger to the
US dollar at the beginning of 1999 took place on schedule.

The merger of very large banks in the developed world continued to create formidable

mega banks in the USA and Europe, including some Trans-Atlantic super mergers.
ABC Group like most of its counterparts in the international arena will continue to face

challenges of sea-change magnitude, as the present era of economic and financial turbulence will

probably last through the beginning of the new millennium. As one of the largest Arab banks

operating internationally, it is almost inevitable that such acute problems and a sharp change in

market sentiment would adversely affect our performance. The Group recorded a profit of $25

million for the year, compared with the profit of $145 million reported in 1997. However, it

should be noted that our results, before provisions, remained stable reflecting the underlying

strength of our performance and the positive impact of last year's strategic realignment.

The Group has taken substantial loan loss provisions, amounting to $229 million during

1998. These provisions are designed to cover substantial portions of our exposures to China,

Pakistan, and south east Asia as well as other cross border exposures. Despite such a high level of

provisions, we have maintained a capital adequacy ratio well above the 12 per cent required by

the Bahrain Monetary Agency and we continue to maintain a conservative liquidity ratio.
Having taken firm measures to deal with the events of 1998, we believe it is now time to

focus on the future.

To this effect, the Group embarked last year on a major exercise to overhaul its credit

policies. The intention has been to deepen and enhance the credit decision process, thereby

gradually improving the quality of our assets. Significant attention is being paid to improving the

bank's liquidity, both in terms of volume and profile, to place the bank in the position to take on

additional risk participations, as well as positioning the bank to be able to respond vigorously to
any further deterioration in the financial markets.

Likewise, a result of the far-reaching structural review, undertaken in 1996 by Arthur
Andersen, and the blueprint which was subsequently adopted, Arab Banking Corporation has
undergone substantial internal changes. The new organisational structure, introduced at the end

of 1997, is now firmly established along functional rather than geographical lines. A number of

senior appointments have been made, which will help the Group to achieve its vision of

becoming one of the dominant players in the Arab world, with operations reaching across the

Arab world, complemented by a network of major international banking businesses worldwide.

ABC has four key objectives: to strengthen its presence in the Arab world and achieve

greater diversification in its earning stream, continue to maintain a strong liquidity profile,

strengthen its risk management process and effectively manage its expense base.

We have identified six business areas where our resources can be deployed most effectively.

These comprise project and trade finance, Middle East capital markets, treasury (including foreign

exchange options and derivatives), Islamic banking, consumer and corporate banking. Our
consumer and corporate banking activities will focus on selected Arab world countries where we

already have an established presence or are seeking to develop new franchises.

In keeping with best practice risk management amongst major international banks an

independent Risk Management Department has been set up in Head Office to oversee market and

liquidity risk management throughout the Group, joining existing independent oversight

departments specialising in credit and other risks.The new department reports via the Chief Credit

& Risk Officer to a new high-level Risk Management Committee which, together with the

existing Asset & Liability Committee and Head Office Credit Committee, ensures that all major

banking risks are continuously addressed and managed at the highest executive levels of the Group.

Arab Banking Corporation Group 7

Assets breakdown
31 December1998
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II Loans 50.5%. II PlacementS
29.9%

II Investment securities 11.1%

II Trading securities 2.5%

II Liquid assets 1.1%

II Premises & equipment 1.7%. Others 3.2%
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Directors' Statement
continued

1999 will be a year of significant technological change for the bank. Under the supervision of the

Global Technology team, the bank is in the process of migrating to a new common technology

platform, which will be introduced towards the end of 1999. The new' core system' will provide

all business units with common risk management, management information and operational

processes. An amount in excess of $20 million is being invested to meet the Group's future

technological. requirements.

All of these changes will require a major cultural adjustment within the Group, and each

step will be taken cautiously, considering all the possible business, human and operational

implications, to maintain and improve the long term health of the Group.

The outlook for 1999 is cautiously positive, and we expect that the Group will revert to a

more normal level of profitability. This is, of course, dependent on there being no further
significant deterioration in the world economies and financial markets.

Finally, the Board of Directors would like to thank the Bank's management and staff for

their contribution and loyalty in what has proved to be a most testing year.The Board would also

like to thank monetary and banking authorities worldwide for their support. As always,we express

our particular appreciation to the Bahrain Monetary Agency for its continuing guidance and

encouragement. The Board offers its sincere gratitude to all clients, correspondents and

shareholders for the confidence shown in the Bank during 1998.

Abdulmohsen Yousef Al-Huriaif

Chairman

Note: In compliance with the Bahrain Monetary Agency Circular No. BMA/751/93 and

EDBC/782/93, dated 8 July 1993 and 17 July 1993 respectively, set out below are the

interests of Directors and Senior Managers in the shares of Arab Banking Corporation
(B.S.C.) for the year ended 31 December 1998.

.I
Note: Directors' remuneration for 1998 amounted to US$580,000 (1997: US$580,000).

8 Arab Banking Corporation Group

1/1/98 31/12/98

Directors' Shares 61,500 60,000

Senior Managers' Shares 51,529 39,429

Total 113,029 99,429
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Financial Review

In 1998 Arab BankingCorporation (ABC)Group reported that despite adverse conditions its
operating profit remained reasonably stable at US$322 million (1997: US$338 million). A net
profit of US$25 million (1997: US$145 million) was recorded as a result of taking provisions
of US$229 million (1997: US$99 million) to cover potential loan losses due to the turmoil in
China, Russia and the Asian economies during 1998. Total assets rose by 10.5 per cent to
US$26,064 million (1997: US$23,582 million) in part due to the inclusion of Banco ABC
Brasil, S.A.,which has been consolidated into the Group's financials since the acquisition of
a controlling stake in early 1998.

r
I

l
94 95 96 97 98

- Short term - Long [~rm

Trends in loans Portfolio
US$ millions

94 95 96 97 98

- Ba.oo - Customers

Trends in Deposits
US$ millions

Loans and advances increased by 9.3 per cent to US$13,173 million (1997: US$12,057 million).

Trading securities increased by 20.2 per cent to US$667 million (1997: US$555 million).

Investment securities rose by 33.4 per cent to US$2,902 million (1997:US$2,176 million).
Shareholders' funds stood at US$1,740 million (1997: US$1,721 million).

Income Statement

ABC Group's net interest income increased during 1998 by 0.9 per cent to US$427 million

(1997: US$423 million), while non-interest income was down 1.5 per cent to US$322 million

(1997: US$327 million). Total operating income was US$749 million (1997: US$750 million).
The distribution offunded to non-funded income in 1998 was 57:43 (1997:56:44) and the

ratio of net interest income to interest expense dropped to 33 per cent (1997: 40 per cent).

Consolidated expenses rose by 3.6 per cent to US$427 million (1997: US$412 million),

mainly because of the inclusion of the expenses of Banco ABC Brasil, S.A. Overhead expense

ratio stands at 57 per cent (1997: 55%).

In 1998, loan loss provisions (less recoveries) increased to US$229 million (1997: US$99

million), mainly as a response to the further difficulties in Asian markets. It was felt that substantial

provisions should be allocated to cover potential losses, in line with ABC's prudent policy

regarding both current and potential loan losses.

Deductions from the operating profit ofUS$297 million (1997: US$193 million) included

US$229 million (1997: US$99 million) to cover potential loan losses as stated above, US$28
million (1997: US$43 million) for the minority interests and US$40 million (1997: US$51

million) for taxes on operations outside Bahrain.

Sources and Uses of Funds

Total liquid assets, including trading and investment securities, placements and liquid funds,

increased by 14 per cent to US$11,673 million (1997: US$1O,242 million). Placements with
banks increased to US$7,809 million (1997: US$7,194 million). These placements, together with

liquid funds ofUS$295 million (1997: US$317 million), represent 31 per cent (1997: 32 per cent)

of total assets.Total liquid assets amounted to 44.7 per cent (1997: 43.4 per cent) of total assets.

As mentioned above, the Group's assets increased by 10.5 per cent to US$26,064 million (1997:

US$23,582 million).

Arab Banking Corporation Group 9
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FinanciaI Review
continued

<)4 Y5 96 97 ()H
Total Assets
USS millions

ABC Group's overall loan exposure increased by 9.3 per cent to USS 13,173 million (1997:

US$12,057 million). The total loans to deposits ratio was relatively stable at 60 per cent (1997: 62

per cent). Short-term lending - loans with a maturity of less than one year - represented
approximately 49 per cent (1997: 50 per cent) of the portfolio. Deposits from customers and central

banks continued to grow slightly in 1998, ending the year at US$10,649 million (1997: US$1 0,483

million) despite increased competition between banks. Deposits from banks and financial

institutions rose by 26.4 per cent to US$II,208 million (1997: US$8,868 million), including

US$4,985 million (1997: US$3,299 million) of financingfrom saleand repurchaseagreements.
Term funding (including certificates of deposit) totalled US$1 ,M)1 million (1997: US$1 ,653

million). Positive market perception enabled ABC Group to raise a total ofUS$400 million (1997:

US$339 million) on international capital markets during the year.

Commitments, Contingent Liabilities and Other Off-Balance Sheet Items

At the end of 1998, the Group's consolidated ofT-balance sheet items stood at US$21 ,314 million

(1997: US$28,146 million). The total risk-weighted asset equivalent of commitments and

contingent liabilities and other ofT-balance sheet items was USS3,1 03 million (1997: US$3,353
million). The total volume of documentary credits, acceptances and guarantees during the year

was US$7,013 million (1997: US$7,224 million), 32 per cent (1997: 34 per cent) of which was
related to the Arab world.

The bank currently uses a range of Treasury off-balance sheet products for the purposes of

hedging and servicing customer-related requirements as well as for managing ABC's own balance sheet.

Geographical and Maturity Distribution of the Balance Sheet

In 1998 the significance of ABC's operations in the Arab world, Western Europe and North

America increased. The percentage of assets and liabilities in the Arab world was stable at 11 per

cent (1997: 11 per cent) and 34 per cent (1997: 33 per cent) respectively, in Western Europe rose

to 47 per cent (1997: 43 per cent) and 43 per cent (1997: 38 per cent) respectively. In North

America the percentage of assetsand liabilitiesfell slightly to 14 per cent (1997: 15 per cent) and
3 per cent (1997: 4 per cent) respectively. In Latin America the percentage of assets and liabilities

rose to 9 per cent (1997: 5 per cent) and 7 per cent (1997: 4 per cent) respectively, mainly because

Banco ABC Brasil, S.A. is now consolidated into the Group's financials. The percentage of assets

and liabilities in Asia fell to 17 per cent (1997: 24 per cent) and 12 per cent (1997: 18 per cent)

respectively as a result of the provisions made during the year. Africa and Eastern Europe

accounted for most of the remaining 2 per cent (1997: 2 per cent) of assets and 1 per cent (1997:

3 per cent) of liabilities.

The geographical breakdown of loans and advances was as follows: Western Europe

accounted for 37.7 per cent (1997: 37.1 per cent) of the total. The Asian share was 20.8 per cent

(1997: 29 per cent).The Arab world accounted for 15.8 per cent (1997: 11.2 per cent). North
America share was 13.3 per cent (1997: 15.1 per cent). Latin America accounted for 10.8 per cent

(1997: 6 per cent). The balance of 1.6 per cent (1997: 1.6 per cent) was attributable mainly to

Africa, East Europe, and multi-country credits.

The short-term nature of ABC Group's overall operations is revealed by analysis of the

maturity profile of assetsand liabilities. At the end of 1998, 60 per cent (1997: 61 per cent) of assets

and 85 per cent (1997: 85 per cent) of liabilities were of no more than one year's maturity. Loans

maturing in less than one year amount to 49 per cent (1997: 50 per cent) ofIoans and advances.
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Operating profits
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Breakdown of EarningAssets
by Region
31 December 1998

Classified Loans and Provisions

ABC Group maintains its conservative policy of placing non-performing loans on non-accrual

status and ensures proper classification and adequate provisioning against all problem loan exposures,

in accordance with established internationally accepted procedures for remedial loan management.

All of ABC's exposures are monitored and reviewed constantly, including classified and emerging

market exposures. References to exposure include credit, trade finance, bank placements, marketable

securities, investments and treasury exposures, both performing and non-performing.

During 1998, in common with most other banks with business activities in emerging

markets, ABC experienced deterioration in asset quality in several countries in Asia and in its

residual rescheduled exposure to Russia. Exposures in China, Hong Kong, Thailand, Indonesia,

South Korea, Malaysia, Pakistan, and Russia were all subjected to rigorous review both at the

business units and Head Office. We have concluded that ABC's exposures to Hong Kong, South

Korea, Singapore and Malaysia and Latin America do not pose sib'11ificantrisks to the Group in

view of their sovereign or quasi-sovereign, trade related or prime risk nature. Thus no additional

provisions were deemed necessary.

Loans placed on non-accrual status at the end of 1998 increased by 41 per cent to US$1 ,052

million (1997: US$748 million). The 1998 provisions of US$229 million (1997: US$99 million),

resulted in the overall value of the Group's loan loss cover being US$890 million (1997: US$696

million), 6.3 per cent (1997: 5.5 per cent) of all loans and advances, and 85 per cent (1997: 93 per

cent) of non-accrual loans.

The Group's exposure to China, which has reduced to US$394 million (1997: US$439
million), is predominantly out ofInternational Bank of Asia (US$240 million) and ABC's Singapore

branch (US$121 million) and consists almost entirely of central/provincial/municipal government

risk. The announcement of the liquidation of GITIC and the lack of demonstrated support &om

the central or provincial government for this insolvent ITIC precipitated a Group-wide review of

all Chinese exposure. This has resulted in an increase of provision coverage to US$78 million, or

20 per cent in aggregate, including a 50 per cent provision against all ITIC exposures and 20 per

cent provision against all other non-sovereign exposures at the parent bank level.

In Thailand, the Group's exposure has been reduced to US$118 million (1997: US$142

million), divided between Thai banks: US$24 million, finance companies: US$33 million, and

corporate exposures: US$61 million. Aggregate Group provisions amounted to US$72 million

(1997: US$34 million), or 61 per cent provision coverage.

Exposure to Indonesia has fallen to US$233 million (1997: US$347 million), divided

between Indonesian banks (both state-owned and top tier private banks, most of which are now

under the umbrella of the Bank Indonesia sovereign guarantee): US$111 million, finance

companies: US$34 million and corporates: US$88 million. Aggregate Group provisions amount

to US$ll0 million (1997: US$55 million), a provision coverage of 47 per cent.

The Group's exposure to Pakistan, at US$84 million, is predominantly short term trade

related finance to banks and sovereign state owned entities, thus the risk is limited to the release

of the necessary foreign exchange by the central bank to cover Rupee payments made by the

obligors. Part payments continue to be received in 1999. However, in anticipation of a London

Club debt rescheduling, 30 per cent (US$25 million) of total Group exposure to Pakistan has

conservatively been reserved under ABC's LDC provisioning matrix.

In Russia, the Group's total exposure (largely London Club restructured debt) has been

reduced to US$73 million (1997: US$102 million). After the Rouble devaluation in August 1998,

provisions have been increased to US$52 million on sovereign assets at risk of US$68 million

representing a 76% coverage ahead of a London Club debt rescheduling meeting planned in the
first half of 1999.

Arab Banking Corporation Group 11
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Financial Review
continued
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Remedial loan management was stepped up during 1998 by recruiting experienced workout

specialists and by training existing resources, to ensure that adequate provlSloning levels are
established for all of the problem loan exposures.

Action plan strategies to exit problem loan exposures are developed, including

rescheduling/restructuring of loans (in accordance with the support and guidelines of the IMF,

central banks, and multinational agencies), secondary debt market sales or swaps, compromise

arrangements and, where local regulations permit, formal insolvency procedures against
recalcitrant debtors.

The higher provisions taken in 1998 are deemed to be prudent and adequate.

Shareholders' Funds

ABC shareholders'funds as at 31 December 1998 stood at US$I,740 million (1997:US$I,721 million).

Capital Adequacy

The ABC's consolidated risk asset ratio, calculated in accordance with capital adequacy guidelines

established for the global banking industry, stood at 13.9 per cent (1997: 13.0 per cent), which
includes a new regulatory charge for market risk. ABC's risk asset ratio remains well above the

minimum target recommended by the Basle Committee of 8 per cent of risk-weighted assets that

is the expected norm for international banks and comfortably exceeds the Bahrain Monetary

Agency's requirement of 12 per cent. All ABC's subsidiaries comfortably meet the capital

adequacy requirements enforced by their respective regulatory authorities.

12 Arab Banking Corporation Group



ABC'sseniormanagementteam gatheredfrom aroundthe world in Bahrainin

Decemberto reviewthe year'sperformanceand determineobjectivesfor 1999.

-
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Review of Operations

Banking Group. Within the Banking Group, headed by the Chief Banking Officer, two
divisions have been created. The Arab World Division covers the Gulf, the Levant and the

Magreb, as well as Turkey, Iran, India and Pakistan. Its principal operating units are located

at ABC's branches in Bahrain and Tunis (OBU), and through its subsidiaries Arab Banking
Corporation (Algeria), ABC Islamic Bank (E.C.), and Arab Banking Corporation (Jordan).
Representative offices are located in Cairo, Tripoli (Libya), Casablanca,Tehran and Abu Dhabi.

The International Division is responsible for all of ABC's core banking activities outside the
Middle East. Its principal operating units include ABC's branches in Milan, New York and

Singapore, and ABC's subsidiaries ABC International Bank pic, Arab Banking Corporation -
Daus a Co. GmbH, ABC Banque Internationale de Monaco S.A.M., as well as international
representative offices.

ARAB WORLD DIVISION

Relationship management, based in Bahrain, has been reorganised into two complementary groups,

Corporate Banking and Financial Institutions, to provide greater depth to ABC's market penetration

and a more focused approach to the origination and distribution of transactions. ABC has also

increased the resources of the Project Finance Team and strengthened management throughout the
representative office network, in order to address the challenges of each individual market.

Bahrain

Commercial banking: Primarily focusing on relationships in the Middle East, activities in

Bahrain encompass Corporate Banking, Financial Institutions and Government Relations,

Syndicated lending and Project Finance. During 1998 the Bahrain Business Unit was involved as

an Underwriter, Arranger or Lead Manager in some twenty-six syndicated or project finance
facilities totalling over US$10 billion. In tandem with these activities the unit continued to serve

its bilateral relationship clients, whilst at the same time allocating significant resources to

developing new business relationships. During the year the unit maintained its emphasis on
developing overall relationships with customers, and maximising ancillary business opportunities,

by offering a comprehensive and diverse service using ABC's global network.

With low oil prices anticipated for 1999, it is expected that economic activity would be

subdued, particularly in the Arabian Gulf, with resulting government budget deficits and lower
market liquidity. A cautious and selective approach will therefore be taken towards new

commercial banking business, although there should be increased opportunities to lend to

government entities and financial institutions. Greater focus will be placed on structured finance:
project and asset-backed deals, and more resources will be allocated in these areas. ABC's

ongoing support for regional trade related transactionswill also be enhanced during 1999.

Treasury: 1998 witnessed major investments in systems and technical expertise as Bahrain

Treasury and Marketable Securities expanded its range of products and added depth to its

coverage in interest rate derivatives. By so doing, positive steps were taken towards the goal of

providing trading and hedging instruments to its clients, including penetration into the regional

bank markets. This complements the already strong capability the unit has developed in currency
options and the traditional treasury products.
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During 1999, interest rate derivative product capabilities will be enhanced and dealing

room operating hours extended to include cover up to midday in New York to provide more

extensive customer service. The unit intends to develop a capital markets capability in regional

currencies to provide a full range of investment and hedging products. This activity will

complement the niche local currency expertise already evident within the Group. Two equity-

based funds will be launched, focusing initially on international markets and subsequently

regional markets. A new product will be developed to provide a brokerage service to regional

banks in international bonds, and alliances with other regional equity brokerage houses will be

developed to enable ABC Securities WLL (a wholly owned subsidiary incorporated in Bahrain)
to provide a comprehensive service encompassing all GCC stock markets.

Tunis Branch

Throughout 1998, Tunisia has been one of the best performing economies in Africa and has

proved to be relatively immune to global financial turmoil. To date, ABC has operated in the

country through an offshore banking unit (OBU) but, now that Tunisia is a WTO member and

has signed an association agreement with the European Union, there is growing commercial logic
in transforming the OBU into an onshore subsidiary to participate in domestic business.

The bulk of the Branch's revenues for 1998 were derived from net interest margin, but

useful contributions were made by foreign exchange, trade finance and retail banking. As a result,
net profits have increased four and a half times, compared with 1997.

As the economic and political environment and outlook for 1999 are favourable the Branch

plans to broaden its customer base to include prime private groups and build a sustainable short

term lending portfolio in a market which is more open to product diversification and engineered

structures. Trade finance activities are targeted for substantial growth as a result of the planned
increase in its customer base.

Arab Banking Corporation - Algeria

In December 1998, Arab Banking Corporation - Algeria opened as a fully-fledged commercial

bank in Algiers, replacing a representative office there. This was the first time the Algerian

authorities had issued a commercial banking licence to a foreign bank. 70 per cent of the equity

is owned by Arab Banking Corporation, with the balance held equally by International Finance

Corporation of Washington DC, The Arab Investment Company of Saudi Arabia and a group of
Algerian investors.

Economic conditions in the country are favourable for the new bank. Inflation is now

running at approximately 6 per cent, compared with 30 per cent in 1994; the Algerian dinar is

stable, there is no budget deficit, reserves stand at some US$9 billion and GDP is growing at 4
per cent.

Capitalised at US$lO million with an increase to $20 million planned during 1999, ABC

Algeria will offer a full range of retail, corporate and private banking services and plans to

establish a leasing company in partnership with the Islamic Development Bank of Jeddah.

ABC Islamic Bank (E.C.)

.. Established in 1987, ABC's Islamic Banking Division emerged as a separate entity, ABC Islamic

Bank (E.C.), in March 1998. The purpose of this change in status was to reassure existing and
future customers of the continued purity and integrity of its Islamic products and services.

ABC Islamic Bank offers a full range of Sharia-compliant products and services, which

include modaraba, murabaha, musharaka, ijara, ijara wa iktina, bai salam and istissna transactions,
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as well as short and longer-term investment opportunities, tax-efficient financial products, joint

ventures, equity-related structures and treasury products.

Throughout 1998, the Bank continued to provide satisfactory returns on its own and its

customers' investments. Taking advantage of ABC Group's presence in 38 countries worldwide

and its acknowledged expertise in syndications, trade finance and leasing, ABC Islamic Bank is

dedicated to providing Sharia-compliant products and services. In 1999 ABC Islamic Bank will

focus on developing and expanding relationships in the relatively stable markets of the Arab

world. Liquidity management products will be marketed aggressively, as will structured finance,

syndications and similar activities.

Arab Banking Corporation (Jordan)

Jordan's Economic Adjustment Programme, agreed with the IMF, had targeted GDP growth at 6

per cent for 1998. In the event, it is estimated that only 2 per cent was achieved, with inflation

running at 3 per cent. The country has experienced a slowdown in economic growth, mainly as

a result of lower exports to its neighbours and the markets of south east Asia. During 1998 the

banking sector in Jordan has seen a rise in the number of non-performing loans and a minor run

on the local currency, which has led to the introduction of tighter monetary policies.

Despite these difficult conditions, ABC Gordan) increased pre-tax profits by 9.2 per cent

from US$2.62 million in 1997 to US$2.86 million for 1998. Total assets grew by 7 per cent to

US$320 million and deposits rose 9 per cent to US$266 million. During the year, ABC Group

increased its holding in the bank to 86 per cent, by acquiring the Housing Bank's 20 per cent share.

The Bank has continued to focus on financing mining exports, particularly phosphate and
potash. The volume of export letters of credit increased and income from related fees rose to

US$1.05 million, compared with US$0.96 million in 1997. This was in addition to the interest

earned from pre-export financing.

In November 1998, ABC Gordan) led a consortium of eight Jordanian banks in establishing

a new payments services company - Visa Jordan Card Services. The consortium subscribed

US$5.6 million, representing 90 per cent of the paid up capital, with the balance provided by Visa

International. The new company, chaired by ABC Gordan)'s chief executive is due to introduce

the latest electronic payment technology as it builds up its cardholder and merchant outlets.

The brokerage seat on Amman's Stock Exchange, held by its subsidiary Arab Cooperation

Financial Investment Company (ACFICO), managed to maintain fee levels which were

comparable with 1997, despite declining trading volumes and lower stock prices.

During the year ABC Gordan) has co-managed a US$100 million syndicated loan on behalf

of the government and opened a new branch, bringing the total to 23. In the year to come, ABC

Gordan) will be developing a telephone banking service, as part of its overall drive towards the

introduction of home banking.

INTERNATIONALDIVISION

ABC Banque Internationale de Monaco SAM.

During 1998 ABC Monaco's operations have continued to grow, albeit at a less spectacular rate

than in 1997. Customer deposits and funds under management have increased by 16 per cent to

US$254 million and loans have risen by 10 per cent to US$126 million. Net profit for the year

reached US$1.43 million, compared with US$1.36 million for 1997.Total operating income grew

by 10 per cent to US$5.9 million, largely as a result of portfolio management activities, which

recorded a net gain of21.7 per cent to US$2.29 million.
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ABC Monaco's capital base increased 6 per cent to US$26.9 million and now represents 6.6 per

cent of the balance sheet. This proportion is significantly higher than the average for French banks

and demonstrates the strength of the Bank's financial structure. At the year end, ABC Monaco's

European Solvency Ratio stood at 20 per cent, two and a half times the minimum required by

the Banque de France.
In 1999 ABC Monaco will focus on developing its private client management business and

developing its trade finance business through contacts with French banks and corporates in
southern France.

Milan Branch

ABC's Milan Branch I'nade substantial advances in its core businesses - trade finance and project-

related guarantee facilities. Letters of credit business soared 50 per cent compared with 1997, as

guarantees outstanding rose by 25 per cent.

Of the guarantees issued during the year, the most important related to two contracts in the

Arab world for projects in the oil sector, worth US$596 million, and one in India for a US$270

million power generation plant. A number of other guarantees were issued to countries stretching

from Nigeria to the United Arab Emirates.
A determined marketing drive was targeted at Egypt, Saudi Arabia, the Gulf and the Levant

to complement the substantial flow of trade-related business from North Africa.
The Branch intends to intensifY marketing activities to revitalise relationships with Gulf and

North African commercial banks, target Libyan business, liaise with other Group units to

maximise business prospects through joint marketing visits and continue the referral of letters of
credit to Bahrain and other units for confirmation.

During 1999, the Branch will develop new relationships and strengthen existing ties with

major exporters and contractors with a view to providing a full range of services to support their

trade and project-related activities in the Arab world and elsewhere. New products, such as counter-

trade, are expected to become more frequently used. A cautious and risk sensitive approach will

be maintained on new lending, emphasising the identification of self-liquidating transactions.

New York Branch

..

Despite the global financial crisis, trade finance in Latin America has made good progress and

corporate lending has generated solid returns. Credit quality has remained strong and margins
have increased, due to lower activity from foreign banks. Non-interest income from the

investment securities portfolio has also developed well.

An aggressive approach to operating expenses, steady pre-tax income, a high level of asset

quality and zero loan losses have all combined to provide a sound base for the future.

1999 is expected to be a tough year in which markets will be less liquid with little or no

economic growth. In this environment, U.S. corporates will require committed facilities to fund

expansions. Syndicated credits for corporate borrowers in North America are a niche

opportunity, which will be available to the Branch in 1999. The Branch will continue to focus
on direct short-term trade with Middle East & North African countries. In Latin America, the

Branch sees the need to be selective and cautious in its existing markets because of the expected

economic climate. Nevertheless, improving international financial markets should revive

economic growth for Latin America in the second half of 1999.
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Singapore Branch

As a result of the problems experienced in Asia during 1998, ABC's offshore banking unit in

Singapore had to make substantial loan loss provisions against facilities given to quasi-sovereign

entities, banks and commercial institutions in China, Thailand and Indonesia. These provisions

constitute the majority of the provisions made at the parent bank level.

Naturally, the main focus during 1998 was on remedial action to minimise the necessity for

provisions,and this will remain the principal focus for 1999.However,the unit has continued to
make progress by focusing on trade finance in general and, more especially, on structured

transactions involving the two-way flow of trade with the Arab world. The unit's Islamic banking

capability received a substantial boost with the signing of a medium-term ijara lease facility - the

first transaction of this type recorded in Singapore.

ABC International Bank pic

Economic growth in the UK has continued, albeit at a slower rate. This is a pattern which looks

set to continue in the year ahead. Although the United Kingdom is not participating in the first

round of Economic and Monetary Union, the convergence criteria will act as a benchmark for

further depreciation of sterling and the continuing trend towards lower interest rates. Both will

help in mitigating the recessionary pressures that are now becoming evident in the economy.

However, AHCm's business is far more reliant upon economic developments in the Arab world,

where the bulk of its risk lies. Nevertheless, a conservative policy towards liquidity management
has been maintained.

A13Cm's net profit for 1998, after provisions and tax, stood at £8.0 million (US$13.31

million) which is 29 per cent lower than last year. However, the Board of Directors adopted a

prudent policy towards the Bank's exposure in Russia to the extent that underlying profitability,

prior to such specific provisions and tax, was in fact 15 per cent higher than in 1997.

The London Branch is active in trade and commodity financing, treasury and commercial

lending and has taken part in a number of energy and telecommunications related transactions in

the UK, the Arab world and Turkey, as well as selected hotel and acquisition finance opportunities

in Europe. ABCm has also arranged ECGD's first buyer credit for a private sector borrower in

Turkey. ABCm has also provided contract bonding lines to major international engineering and
construction companies with projects in Europe and the Arab world.

The Paris Branch has continued to maintain its pre-eminent role as a specialist in

commodity trade finance. Over the year the volume of letters of credit, acceptances and

guarantees business totalled US$2.0 billion. It has also arranged and participated in oil and other

infrastructure projects, often with the benefit of CO FACE guarantees.

At the end of 1998, the Bank's short-term facilities, repayable within two years, stood at 58

per cent of the loan portfolio, and long-term borrowings represented 24.3 per cent of total

funding requirements. The Bank's cost/revenue ratio improved from 56% in 1997 down to 48%
in 1998.

In March 1998, ADCm issued a US$100 million fifteen-year subordinated floating rate

note as part of its Tier Two Capital and, in November, closed a US$100 million multi-currency

syndicated five-year loan, extendible for a further two years.

At the end of 1998 ABCm's risk asset ratio stood at 19.2%, and based on Tier 1 Capital

alone (less deductions) the ratio was 12.0%. Trade finance volumes with the Arab world are

anticipated to slow as a result of lower oil revenues accruing to oil exporters, and many

infrastructure projects are likely to be cut back. These factors, combined with signs of economic

slowdown within the OECD countries suggest that business growth over 1999 will present a
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challenging task. Nevertheless, ACBIB will maintain its marketing efforts and continue to look

for opportunities in commercial banking, commodities finance and asset-backed project financing

in the Arab world in the context of the ABC Group's overall strategy.

Arab Banking Corporation - Daus a Co. GmbH

In 1998, Germany's economy was characterised by real GDP growth of2.9 per cent, a rise of 0.7

per cent over the previous year. Even though domestic demand remained sluggish, exports

continued to provide the impetus for economic growth. Interest rates continued the previous

year's decline, bottoming out at historically low levels by the end of the third quarter. In the

meantime, unemployment fell modestly, but still amounted to 10.7 per cent of the labour force.

Elections held in September resulted in a coalition of the Social Democrat and Ecology

parties, replacing the Christian Democrat/Liberal coalition which had ruled for the previous 16

years. The new administration immediately put forward a tax package aimed at promoting

economic growth, boosting job creation and instituting ecological reforms. These proposals

received mixed reviews from the business community, opposition parties and the trade unions,

and will probably undergo significant changes before they are implemented.

Total assets were unchanged from 1997 at DM 1.0 billion. Trade finance has remained the

primary area of focus, including project and turnkey finance, as well as bid and performance

bonds. By targeting manufacturers in Central Europe, ABC Daus has achieved a number of

notable successes. These are attributable to a combination of commercial expertise, contacts

and ABC's position as a bridge to the Arab world. As a result, ABC Gaus is well positioned to

benefit from turnkey and project financing opportunities in the Arab world. In 1998, ABC Gaus

led a German trade delegation to Libya, in which 50 businesses were represented.

ABC DallS' positive projections for 1999 are based on solid export performances by

German and Central European manufacturers and stable economic activity in the Gulf and

Magreb countries. With growing convergence in Europe and strengthening links between

Mediterranean countries and North Africa, trade flows are expected to rise substantially.

INVESTMENTGROUP

This group has been formed to manage ABC's substantial investments in Banco Atlantico, International

Bank of Asia and ABC Brasil.Acting as an investment coordinator, the group's task is to enhance
shareholder value.

In 1999, the Group plans to establish an investment company in Egypt. With its privatisation

programme well under way, an active stock exchange in Cairo, an established appetite for mutual

and private equity funds and a relatively undeveloped M & A capability, the country offers

significant opportunities.

Banco ABC Brasil SA

..

Founded in 1988, the Bank was previously known as Banco ABC-Roma until ABC assumed

full control in early 1998.As a multiple service bank, it is authorised to engage in commercial
lending, investment banking and foreign exchange.

The Bank's core business encompasses both wholesale and investment banking, including

corporate and trade finance, underwriting, domestic credit and treasury operations. ABC Brasil

also offers a full range of mutual funds to institutions and high net worth individuals. The Bank

has two subsidiaries: ABC Brasil Banking Limited, based in the Bahamas, and a brokerage house

with a seat on the Rio de Janeiro Stock Exchange.

The Bank's principal target customers are Brazilian corporates, involved in international
markets, and investment institutions. ABC Brasil tends to become involved in the more
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sophisticated transactions, with higher aggregated values, and has established a reputation for

innovation, agility and flexibility. It also engages, selectively, in private banking.

The majority of the Bank's assets are located in the south east of Brazil, primarily in the

State of Sao Paolo, but inroads have started to be made into the rest of the country. Overseas

investors play an important role in the Bank's overall funding requirements and the Bank's

international links through the ABC Group facilitate this. In the last quarter of 1998, a survey of

emerging market banks, by Euromoney, rated Banco ABC Brasil as Best Bank in Brazil and

number 26 in the world. Despite difficult local conditions during the year, the Bank has managed

to maintain its position in the marketplace and looks forward to developing further synergies with

other members of the group.
The events of early 1999 have cast a shadow over the economic stability of Brazil. Despite

this, the local markets are expected to offer more opportunities and some loan growth is

expected, particularly since some banks have partially withdrawn from this market. Banco ABC

Brasil also plans to attract additional customer deposits based on the Bank's excellent standing and

by improving its deposit product range. Trade finance activities are expected to show steady

growth during 1999 as demand is expected to remain high and Banco ABC Brasil has a highly
diversified client base.

International Bank of Asia Limited

..

The financial crisis in Asia, which had wrecked such havoc with the economies of Thailand,

Indonesia and Korea, finally caught up with Hong Kong during 1998. This brought about a series

of sharp falls in GDP as unemployment rose to 5.3 per cent from 2.5 per cent a year earlier.
Retail sales fell by 22 per cent, tourist arrivals by 25 per cent and domestic exports by 15 per

cent. Property values plunged more than 50 per cent from their peak in mid-1997.

Halfway through the third quarter, the Hong Kong dollar came under severe pressure. This

provoked the Government into acquiring some US$15 billion in Hong Kong blue chip stocks

towards the end of August. Subsequent events, elsewhere in the world, have provided a welcome

reprieve for Hong Kong's currency.

Faced with the most severe economic conditions in 50 years, lEA focused on the basic

banking principles which have served the Bank so well over the last decade. Credit quality was

upgraded, liquidity raised and the balance sheet strengthened. In March 1998 lEA's capital was
increased by US$103 million through a rights issue, to which Arab Banking Corporation

subscribed US$56 million. As a result, the Bank's capital adequacy ratio now stands at more than

18 per cent.

Throughout Hong Kong's banking sector, loan demand fell in line with the prevailing

economic climate and more conservative lending policies. Anticipating a decline in revenues, at

the beginning of 1998 lEA took a number of steps to cut back operating expenses. These

included a 26 per cent reduction in headcount and the merger of two branches.

As a result of these measures, lEA recorded one of the best performances in Hong Kong's

banking sector. While mid-year profits in the sector as a whole fell by up to 35 per cent, lEA

reported the lowest decline at 15 per cent. The annual Standard & Poor's review, conducted in

October, confirmed the Bank's A-3 short-term and BBB long-term ratings, which were

unchanged from those originally issued in November 1996.
In anticipation of the upturn expected in the second half of 1999, new operating systems

have been installed to deal with lending, deposits and credit card operations, making lEA fully

Year 2000 compliant. Operating policies have been updated to reflect the range of products and

services the bank now offers, and staff training has been allocated additional resources.
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In a move to increase dialogue with the Bank's customer base and serve their interests

better, Regional Advisory Councils have been established, composed of prominent members of

the community. These councils meet quarterly to provide an effective two-way conduit for

communicating developments at the Bank, as well as gathering grass roots reactions.

Banco Atlantico, SA

..

A number of events have shaped the direction of Spain's economy and banking sector over the

course of 1998. Most significantly, the country comfortably achieved the criteria for joining the

Economic ~nd Monetary Union and, on 1 January 1999, became one of eleven founder
members of the Euro-zone. During 1998, the Spanish economy remained comparatively buoyant

- GDP grew by 3.5 per cent and inflation eased to 1.9 per cent. The Bank of Spain's key

intervention rate fell by 145 basis points to 3.3 per cent, bringing it into line with the target rate

for those European countries participating in the first wave of monetary union.

In the country's banking sector, overall earnings improved thanks largely to consolidation

of profits by the big banks on their investments in Latin America, and to a lower level of provisions

for non-performing loans.

However, the current tax regime actively discriminates against bank deposits and favours

pension and investment funds. Furthermore, a large proportion of prime risk commercial

customers are largely self-sufficient in their funding requirements. Such an operating climate has

brought about a major change of focus among the country's banks.

Against this background, the Banco Atlantico Group increased total assets by 16 per cent to

Pta 1.4 trillion (US$9.6 billion) as lending rose by 10 per cent to Pta 645,531 million (US$4.5

billion). Total deposits were up 18 per cent to more than Pta 1.28 trillion (US$8.9 billion) and

net profits climbed by 13 per cent to Pta 7,453 million (US$49.8 million).

Three new retail branches, three private banking offices and four corporate banking units

have been added to the network and provide a welcome boost to delivery capacity.

In the face of increased consumer demand for investment and pension products, four

guaranteed and two non-guaranteed yield funds were launched, as well as a new pension plan

targeted at the younger segment of the market. This pension product, Plan Atlantico Joven, invests

mainly in equities.

The introduction of Plan At!;intico Plurifondo 1, a unit-linked life capitalisation product, as

well as motor insurance and all-risk cover for small and medium-sized businesses by phone, have

increased the range of insurance products available.

Telephone banking remains a major growth area, particularly among younger customers. As

a result, Export-Credit Atlantico, a new type of loan, and Deposito 25, a new form of time

deposit, have been launched. A credit scoring system for mortgages has also been developed,

which permits a rapid response to applications both through the branch network and by

telephone. Now, it is also possible to conduct routine transactions over the Internet using the
Bank's Cash 98 and ViAtiantico services.

Internationally, there was a sharp rise in trade-related business in the first half of the year,

followed by a decline in second half which was fuelled by increasing worries over the situation

in Asia and Latin America. Banco Atlantico Portugal has made considerable progress during its

first full year of operations and major advances have been recorded in private banking business,

both domestically and overseas. In the United States, the Bank's correspondent banking services

have made satisfactory progress.

In 1999 Banco Atlantico expects a substantial increase in the volume of investment funds

deposited and only a modest increase in traditional sight and time deposits, following the trend

seen in 1998. The volume and revenue from consumer loans (credit cards, hire purchase, short
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term loans, etc) and loans to small sized companies is expected to increase as the Spanish economy

continues to grow and inflation is forecast to remain low. Mortgage loans are expected to increase

by 15 per cent because of the favourable interest rate environment and continued optimism about

the economy. It is expected that trade finance volumes with Latin America will recover during

1999, after the d~cline noted in 1998 because of the global economic crisis.

GROUPTREASURY

Group Treasury has completed the first year of a two-year implementation plan, which is designed

to centralise the management of market risk and market-making activities within the wholesale units.

The hub of the operation is an expanded treasury and marketable securities operation in

Bahrain, providing a central pricing and deal execution capability across a wide selection of

treasury products for the Group's wholesale units. These units, whose mission is to market their

customers intensively, remain responsible for their local funding operations and interest rate risk

management through controlled limits.

By the end of 1998, the front-end systems in Bahrain were largely in place, with the roll

out to the other business units due to take place over the course of 1999, using similar technology.

This process will increase transparency for the Bank's customers, who will continue to benefit

from the long standing relationships which have been developed over the years. But now further

benefits will accrue from more competitive pricing and execution, as a result of economies of scale.

At parent level, Group Treasury successfully raised US$250 million five-year term funding

through the international syndicated loan markets, and a US$50 million private placement with

a shorter 26-month maturity. ABC International Bank pic concluded a US$100 million multi-

currency syndicated 5-year funding facility towards the end of the year.

ADMINISTRATION GROUP

Under the new structure, strategic planning, accounting, financial controls, human resources,

information technolob'Y, legal affairs and corporate communications have become the overall

responsibility of the Chief Administrative Officer.

Information Technology

During 1998 US$20 million has been allocated to ensure the systems are in place to meet the

three-fold challenge of a new group structure, the arrival of the Euro and the need for Year 2000

compliance. These events have provided the opportunity to develop and introduce a common

technology platform across the Group. The overall benefits will include a global managed data

service, a centralised back office function, using a hub and spoke approach, enhanced and fully

integrated MIS and risk management systems, real time exposure reporting, and state-of-the-art

dealing and processing capacity for treasury operations.

The new technology will also improve ABC's response time to changes in regulatory

climates on a worldwide basis. For additional safety and resilience, the 'core system' project will

implement a three-level recovery plan that will 'mirror' systems in Bahrain and London in order

to protect information and to ensure minimal system down-time.

ABC's robust approach to Euro-compliance has resulted in a complete systems upgrade

which offers the option of trading both in the Euro and the local currencies of the participating
countries. After extensive testing, the system went live in December 1998.

The task force to meet the Y2K challenge was originally establishedin July 1997.Closely
following the directives and guidelines of the Bank's various regulatory authorities, ABC's

mission-critical banking system became fully compliant by the end of December 1998. ABC is

now focusing on a comprehensive contingency plan, which should be in place during the second

quarter of 1999.
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CREDITa RISKGROUP

The Credit & Risk Group has been established' to supervise overall credit exposure, economic

research and risk management policies for the entire ABC Group. Previously, many of these

functions were performed solely within the individual business units. Now, credit exposure data

is gathered through ABC's dedicated intranet network, on a customer grouping, country, industry

and sectoral basis to enable the Head Office to better manage risk profiles. Exit strategies for

lower quality credits can also be formulated and overseen using this methodology. Thus, all risk

and exposure management can be independently orchestrated centrally to the maximum benefit

of the Group as a whole. In the ordinary course of business, ABC manages a wide variety of risks,

the most significant of which are credit, market, liquidity and operational. The Board of Directors

is ultimately responsible for the establishment of Group policies, standards and procedures, leading

to a common risk management framework throughout the Group. The Board, in turn, delegates

the executive implementation of risk management policies to management. ABC's risk

management initiatives and strategies also reflect those of the Bank for International Settlements

and the Bahrain Monetary Agency, as well as industry best practice, prescriptions on exposures

management, capital requirements and internal risk management controls. Furthermore,

subsidiaries within the Group also comply with the requirements laid down by their respective

host regulators.

Three high-level committees oversee the various aspects of risk management within the

ABC Group:

The Head Office Credit Committee (HOCC) is responsible for Group-wide and parent

bank uniform credit risk management, involving formulation and implementation of Group

Credit Policies, exposure measurement methodologies and procedures, adjudication and approval

of limits at the customer, country and sectoral levels. It also conducts ongoing reviews and the

monitoring of various exposure categories, in line with internal risk standards and regulatory

stipulations. The HOCC is supported by a number of the groups' departments. The Head Office

Credit Department provides the analytical and administrative support for individual deal

assessment and periodic review. The Economics Department provides independent country risk

analysis and the Remedial Loans Unit focuses on the delinquent portfolio. The Credit Risk

Control & Policy Unit provides support in the areas of policy, procedure development and

implementation, portfolio and capital optimisation strategies, and the development of Group

credit exposures reporting systems.

The Asset and Liability Committee (ALCO) defines the long-term strategic plans and

short-term tactical decisions relating to the structure of the consolidated balance sheet and

ensures that funding strategies are commensurate with pre-established profitability targets. The

ALCO also oversees the activities of the trading book, in terms of establishing limits and

monitoring ongoing trading activity risks related to treasury and marketable securities products.
The ALCO is directly supported by Group Treasury.

The Risk Management Committee (RMC) is responsible for the independent, systematic

and uniform supervision of risk within the Group, and the independent monitoring of Group-

wide parameter assumptions. The RM C also reviews revenue/cost allocation policies and related

capital allocation variances. It also oversees all aspects of regulatory compliance and endorses

functional specifications relating to both credit and market risk software systems developments.

The RMC is supported by the Risk Management Department in areas relating to market risk

and risk aggregation; the Credit Risk Control and Policy Unit on issues of credit risk exposure

reporting, technology and regulatory compliance and the Planning & Financial Control

Department in areas relating to revenue/cost allocation policies, capital allocation, budgeting,

monitoring and regulatory reporting.
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At Head Office, a new in-house scoring and rating methodology is being introduced for

bank and corporate clients and associated transactions/facilities. This will enable credit managers

to obtain an increasingly detailed view of the overall credit quality of the Group's assets, as well

as aiding individual credit decisions for both new and existing credit exposures. Active measures

will be taken to inculcate a uniform credit culture, throughout the ABC Group, by the application

of standardised analytical and assessment techniques and disciplines.

Ongoing projects, to be progressed in 1999, include the introduction of computerised

systems to assist in scoring/rating of all clients and facilities, the further development of the Head

Office's CD-ROM based access to external information databases, and the development of the

Bank's own internal credit database. The Economics Department produces country studies that

are used in preparing detailed country limit reviews, and also publishes, for internal Group

consumption, monthly economic briefings and specialised studies. Its regular country ratings

updates provide invaluable assistance to senior management in guiding the Group's exposure

management dynamically.

The Remedial Loans Unit continues to orchestrate the central management of the parent

Bank's problem credits, its aim being their continuous and significant reduction. It also provides

guidance and assistance to all ABC Group units in their workouts of problem loans. In 1999 a

new 'Action Plan' format for monitoring and reviewing problem loans will be introduced

throughout ABC and se!ected subsidiaries, to emphasise the need for focused planning to achieve
the Group's objectives towards its problem credit portfolio. A quarterly PC-based provision

forecasting tool was introduced in 1998 to manage the parent Bank's south east Asian exposure.

It will now be extended to other emerging markets to compel provision adequacy to be evaluated

in advance. This will identify weak credits before they become problems so they may be disposed
of or terminated.

The Credit Risk Control & Policy Unit is responsible for exposure data collection and

reporting on a Group-wide basis for regulatory and internal purposes, credit policy formulation

for Group and parent bank, risk assessment on new credit products and recommendations for

controls, and systems selection for credit risk management. In 1999 it will complete full

implementation of the 1998 Group Credit Policy & Guidelines within ABC Group, updating the

parent bank's and wholesale banking subsidiaries' internal credit policy documents. It will assist

in the implementing of scoring techniques in Head Office for the parent bank and introduce

them to the subsidiaries. Credit risk reports for senior management, covering portfolio

concentration analysis, efficiency of capital usage, portfolio planning and modelling proposals, and

the use of credit derivatives for hedging purposes, will also be introduced. The unit will upgrade

its regulatory reports and the systems development necessary to meet BMA and internal exposure

database requirements. In this context, it will be identifying early in 1999, for the Risk

Management Committee's consideration, a credit risk management system which will enhance

complete intra-day online exposure capture and end of day exposure capture and limit adherence

throughout the Group.

The Risk Management Department is finalising a central Risk Management Policy, which

will address all types of market risk (including liquidity, interest rate and operational risks) for

implementation throughout the Group. A suitable risk management system, covering market

risk deal capture, monitoring and control criteria, is under review for introduction in late

1999/early 2000. The unit will shortly introduce the tools through which management will be

able to measure 'risk adjusted return on risk adjusted capital' - RARORAC - for all types of

risk incurred within the Group. This will aid the most efficient allocation of capital for the most

profitable use to those units providing the best return on risk. This, in turn, will aid budgetary

decisions and performance tracking in the years to come.
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~
Auditor's Report to the Shareholders

We haveaudited the consolidatedfinancial statementsof Arab BankingCorporation(B.5.C.)set out

on pages30 to 45.Thesefinancial statementsare the responsibilityof the Bank'sBoardof Directors.

Our responsibilityis to expressan opinion on thesefinancial statementsbasedon our audit.

We conducted our audit in accordancewith International Standardson Auditing. Those

Standardsrequirethat we planand perform the audit to obtain reasonableassuranceabout whether

the financial statementsare free of material misstatement.An audit includesexamining,on a test

basis,evidencesupporting the amounts and disclosuresin the financial statements.An audit also

includesassessingthe accounting principlesusedand significant estimatesmadeby management,as

well asevaluating the overall financial statementspresentation.Webelievethat our audit providesa

reasonablebasisfor our opinion.

In our opinion, the consolidatedfinancial statementspresentfairly, in all material respects,the

financial position of the Groupasof 31 December1998,the resultsof its operations,the changesin

its equity and its cash flows for the year then ended in accordancewith International Accounting

Standards.

We confirm that, in our opinion, proper accounting recordshavebeen kept by the Bankand

the consolidatedfinancial statementsand the contents of the directors' statement relating to these

consolidatedfinancial statementsare in agreementtherewith. We further report, to the bestof our

knowledge and belief, that no violations of the Bahrain'CommercialCompaniesLaw,nor of the

BahrainMonetaryAgencyLaw,nor of the memorandumand articles of associationof the Bankhave

occurredduring the yearended31 December1998that might havehad a material adverseeffect on

the businessof the Bankor on its financial position and that the Bankhascompliedwith the terms

of its banking licence.We obtained all the information and explanationswhich we requiredfor the

purposesof our audit.

11 February 1999

Manama, State of Bahrain
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Consolidated balance sheet
31 December 1998

Note
1998

(US$ million)

1997

(US$ million)
ASSETS

Liquid funds
Trading securities
Investment securities
Placements with banks and other financial institutions

Loans and advances
Interest receivable
Investments in associates
Other investments
Other assets

Premises and equipment

Term notes, bonds and othf'r t nn tmanclng 6

3

4

5

TOTALASSETS

LIABILITIES

Deposits from customers
Deposits from banks and other financial institutions
Certificates of deposit
Interest payable
Taxation

Other liabilities

Minority Interests

EQUITY

Share capital
Treasury stock
Reserves

Retained earnings

TOTALLIABILITIESAND EQUITY

)..

Abdulmohsen Yousef Al-Hunaif

Chairman
Ghazi Abdul-Jawad
President & Chief Executive

The attached notes 1 to 26 form part of these consolidated financial statements.
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295 317

667 555

2,902 2,176

7,809 7,194

13,173 12,057
234 293

62 74

92 110

375 354

455 452

26,064 23,582

10,649 10,483

11,208 8,868
241 202

133 214

35 44

228 274

1,420 1,451

23,914 21,536

410 325

1,00Q 1,000

(74) (74)
392 399

422 396

1,740 1,721

26,064 23,582



Consolid~ ted ~tatemf,lt of income
Year ended 31 December 1998

Note
1998

(US$ million)

1997

(USS million)

OPFRATINGINCO ~f
Interest income

Other operating income 8

Interest expense

Net interest income

Total operating income

Provision for losses on loans and advances 4

~iETOPERAfI% INCO' 1f. "'FTEP )POVI<;iON~

OPERArlN6 f 'pPI,U

Staff 9

Premises and equipment

Other

Total operating expenses

PROFITBE~ORfTA ATIO\J ,ND ~1IN\)RITYIWI:.~F\I'

Taxation on foreign operations

Minority interests in subsidiaries

NETPROFITFORlfit rfLl[.'

EARNII\jG~PER~HARf (expressed in US dollars) 23

DIVIDEND Pf.R ~HARE.(expressed in US dollars)

The attached notes 1 to 26 form part of these consolidated financial statements.
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1,710 1,479

(1,283 ) (1,056)

427 423

322 327

749 750

(229) (99)

520 651

266 251

54 52

107 109

427 412

93 239

(40) (51)

(28) (43)

25 145

0.27 1.54
-

0.60



* These reserves are not distributable.

@ Retained earnings include non-distributable reserves amounting to US$ 45 million relating to subsidiaries (1997: US$ 45 million).

Note 7 contains further details of equity.

The attached notes 1 to 26 form part of these consolidated financial statements.

32 Arab Banking Corporation Group

Consolidated statement of changes In equi ty
Year ended 31 December 1998

Extra- Foreign
ordinary exchange

Share Treasury Statutory General financial Capital Revaluation Share translation Retained Total

capital stock reserve reserve reserve reserve* reserve* premium * adjustments earnings @

(USS million)

Balance at the end of the year 1996 1,000 (75) 142 140 10 10 39 71 (16) 336 1,657

Net profit for the year -1997 145 145

Transfer from retained earnings 14 - (14)

Proposed dividend - (60) (60)

Sale of treasury stock

Foreign exchange

translation adjustments (11) (11) (22)

Balance at the end of the year 1997 1,000 (74) 156 140 10 10 39 71 (27) 396 1,721

Surplus on revaluation of

freehold land and buildings 3 3

Net profit for the year -1998 25 25

Transfer from retained earnings 3 (3)

Dividend on treasury stock - 4 4

Acquisition during the year

Foreign exchange

translation adjustments (14) (14)

Balance at the end of the year 1998 1,000 (74) 159 140 10 11 42 71 (41) 422 1,740



Consolidat >d slatf I'P'C: L I f r:.
Year ended 31 December 1998

, , F' ("'\'-'

1998

(USS million)

OPERATINGACTlvrlt)

Net profit for the year

Items not involving cash flow:

loan loss provisions

Depreciation

Items considered separately:

Gains less losses on investment securities

Profit on sale of an investment

Changes in operating assets and liabilities:

Trading securities

Placements with banks and other financial institutions

Loans and advances

Other assets

Deposits from customers

Deposits from banks and other financial institutions

Other liabilities

25

229

25

(50)

(88)

40

(562)

47

(253 )

2,106

(14)

(820)Other non-cash movements

1997

(USS miIIion)

145

99

23

(5)

(68)

(102)

188

(1,406)

126

996

819

(176)

(529)

Net cash inflow from operating activities 685 110

INVESTI~JGACTIVITIF<'
Purchase of investment securities

Sale of investment securities

Purchase of investments

Sale of investments

Purchase of premises and equipment

Sale of premises and equipment

Net cash (outflow) from investing activities

Issue of certificates of deposit

Repayment of certificates of deposit

Issue of term notes, bonds and other term financing

Repayment of term notes, bonds and other term financing

Dividend paid

Sale of treasury stock

102

(64)

401

(438)

(60)

67

(42)

339

(177)

Net cash (outflow) inflow ITomfinancing activities (59) 188

(Decrease) increase in liquid funds

Foreign exchange translation differences

liquid funds at beginning of the year*

(35)

13

317

107

(26)
236

liquid funds at end of the year* 295 317

* Liquid funds comprise cash, nostro halances and balances whh central banks.

The attached notes 1 to 26 form part of these consolidated financial statements.
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(3,068) (916)

2,414 718

(50) (89)

38 131

(59) (60)

64 25

(661) (191)



Notes to the consolidated financial statements
31 December 1998

INCORPORATION'\NO ACTIVITIES
The parent company, Arab Banking Corporation (B.S.C.), incorporated in the State of Bahrain by an Amiri decree, operates under
an offshore banking licence issued by the Bahrain Monetary Agency.

2 SIGNIFICANT ACCOUNTING POLlClb

The consolidated financial statements of Arab Banking Corporation (B.S.c.) are prepared in accordance with the Bahrain

Commercial Companies Law and in conformity with International Accounting Standards and prevailing practices of the banking
industry. The following is a summary of the significant accounting policies:

a) Accounting convention
These consolidated financial statements are prepared under the historical cost convention modified by the revaluation of premises

and equipment in respect of certain subsidiaries.

b) Consolidation
These consolidated financial statements include the financial statements of the parent company and its subsidiaries after adjustment

for minority interests and elimination of inter-company transactions and balances. Goodwill arising on consolidation is amortised

over five years on a straight-line basis.

c) Investments
Investments in associates owned between 20% and 50% are accounted for by the equity method. Other investments, which are less

than 20% owned, are stated at cost with provision for any decline, other than temporary, in value.

d) SeCUrities
Trading securities are stated at market value. Gains and losses on trading and market value adjustments are taken to the statement
of income.

Investment securities are acquired for the long term and are stated in the balance sheet at amortised cost with provision for

any decline, other than temporary, in value. Premiums and discounts on acquisition are amortised on a straight-line basis from date

of purchase to maturity. .

e) Premisesand equlpmert
Premises and equipment are stated at cost or as revalued to approximate market values in the case of freehold land and buildinb'5

based on valuations by independent firms of professional surveyors. The surplus, net of tax if any, on revaluation is directly credited

to revaluation reserves in equity. Any decrease in revaluation is charged first against any previous surplus, in respect of that asset held

in revaluation reserve, and where such surpluses are insufficient, the shortfall is charged to income.

Freehold land is not depreciated. Depreciation on other premises and equipment is provided on a straight-line basis over
their estimated useful lives.

f) Revenue recognltlCl'l

Interest income and expense are recognised on a time proportion basis taking account of the principal outstanding and the rate

applicable. Fee income and expense are recognised when earned or incurred.

Premiums, discounts and initial issue expenses on dated securities are amortised on a straight-line basis to the date of maturity.

g) Loms and advances
Loans and advances are stated net ofloan loss provisions. Loan loss provisions comprise both specific and general provisions. Specific

provisions are created where losses are expected to arise on problem loans and advances. Additionally, management considers it

prudent to maintain a general provision which recognises the inherent risks associated with any lending portfolio. Loans and

advances are written off when they are considered to be uncollectible.

Loans and advances are placed on a non-accrual basis when payment of interest or principal is contractually past due by 90

days or earlier when there is reasonable doubt as to ultimate collection. Interest accrued on these loans and advances is not

recognised as income unless received in cash..
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Notes to the consolidated flnanLial statement~ (minued
31 December 1998

? SIGNIFICf- NT ACCOUNTING POLICIEScontinued

h) Forelg'1 currer C'~

Assets and liabilities in foreign currencies are translated into US dollars at the market rates of exchange prevailing at the balance

sheet date. Foreign exchange translation gains and losses arising from translating the financial statements of subsidiaries into US

dollars are recorded directly in shareholders' equity.

Forward exchange contracts are valued at market rates applicable to their respective maturities at the balance sheet date and the

resulting gains and losses are taken to the statement of income. Gains and losses arising from the difference between spot and

forward rates on forward exchange contracts, which are entered into in connection with loans and deposits, are amortised over the
periods of the related contracts.

All other translation gains and losses are taken to the statement of income.

i) T3xatIOnon fort'gr\ operations

There is no tax on corporate income in the State of Bahrain. Taxation on foreign operations is provided at the rates applicable in

each location. No provision is made for any liability that may arise in the event of distribution of the reserves of subsidiaries. A

substantial portion of such reserves is required to be retained to meet local regulatory requirements.

j) Employe. perWH and othtr ttrmlnal bentflts
Costs relating to employee pension and other terminal benefits are accrued in accordance with actuarial and other valuations as
required by regulations applicable in each location.

~) Fldu 'Idry 3S S

Assets held in trust or in a fiduciary capacity are not treated as assets of the bank and, accordingly, are not included in these financial
statements.

I) Of, balqn( sht T TlI 3nCI311nstruments

Off balance sheet financial instruments arise from forwards, futures, forward rate agreements, swaps and options transactions in the

foreign exchange, interest rate and capital markets. Off balance sheet instruments used in trading activities and to hedge other trading
positions are marked to market and the resultant gains and losses are taken to the statement of income. Gains and losses on

instruments used to hedge exposures to fluctuations in interest and exchange rates in conjunction with asset and liability

management activity are recognised in a manner that matches the accounting treatment of the assets and liabilities hedged.

m) RepurchaSt3m' reql, agr pments
Repurchase and resale agreements are undertaken in the normal course of business and are stated at contracted rates. Assets sold

with simultaneous commitment to repurchase at a specified future date continue to be carried in the balance sheet. Proceeds

received under these agreements are included in deposits. Assets purchased with simultaneous commitment to resell at a specified

future date are not carried in the balance sheet. Proceeds paid under these agreements are included in placements.

3 IWESTMENTSf:l'LJPITIFS

The market value of investment securities at the year end amounted to US$ 2,945 million (1997: US$ 2,206 million).

4 LOANSAND~D\I'\NCtS

Financial

Manufacturing
Construction

Loans and advancesare stated net of provision for loan losses.The classificationof loans and advancesby industrial sector is as follows:
1998 Total 1997Total

(US$ million) (US$ million)
2,673 2,455

2,413 1,953
955 995

1,070 976
4,831 4,403
1,951 1,822

170 149

Trade

Consumer and other services
Government
Other

.. 14,063

(890)

13,173

12,753

(696)

12,057

Loan loss provisions

Balance at 31 December
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Notes to the consolidated financial statements continued

31 December 1998

4 LOANSAND ADVANCEScontinued
The movements in loan Joss provisions during the year were as follows:

1998
Provisions

1997
Provisions

The gross carrying value of loans placed on non-accrual amounted to US$ 1,052 million at the year end (1997 : US$ 748 million)

against which specific provisions of US$ 772 million (1997: US$ 593 million) were held.

5 PREMISESAND EQUIPMENT

At 31 December 1997

Cost or valuation:

At 1 January 1998
Additions

Disposals

Foreign exchange translation and other adjustments

At 31 December 1998

Depreciation:

At 1 January 1998

Provided during the year

Disposals

Foreign exchange translation and other adjustments

At 31 December 1998

Net book value:

At 31 December 1998

6 TERMNOTES,BOND~AND OTHf.RTfRM FINANCING

In the ordinary course of business, the parent company and certain subsidiaries raise term financing through various capital markets
at commercial rates.
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General Specific Total Interest in General Specific Total Interest in

suspense suspense
(US$ million) (US$ million)

At 1 January 103 593 696 255 91 694 785 320

Write-olE - (65) (65) (78) (148) (148) (51)
Recoveries (3) (23) (26) (30) (1) (53) (54) (47)

Foreign exchange translation

and other adjustments 1 29 30 30 (13) (27) (40) (23)

101 534 635 177 77 466 543 199

Charge for the year 17 238 255 - 26 127 153
Suspendedfor the year - - - 60 56

At 31 December 118 772 890 237 103 593 696 255

Land and Equipment and

buildings other assets Total

(US$ million) (US$ million) (US$ million)

411 227 638

17 42 59

(40) (18) (58)
20 9 29

408 260 668

45 141 186

6 19 25

(2) (8) (10)
2 10 12

51 162 213

357 98 455

366 86 452

Total obligations outstanding at 31 December 1998

Parent company Subsidiaries Total

(US$ million) (US$ million) (US$ million)

Aggregare r,l;,tUrilieS
1999 150 74 224
2000 428 115 543
2001 253 253
2002 50 - 50
2003 250 100 350

878 542 1,420



) t ~-' b I ~he COPSOlirI a t ~d F 1 a r, ~ "I .::T ~ '-p I~ ;:1'1 ~

31 December 1998

II t(:'rr ~l bd. ,IS

Fixed

Floating

44

834

H7H

Obligations subject to investor put options prior to stated maturities

Total obligations outstanding at 31 December 1997 672

11

He I,

Authorised - 150 million shares of USS 10 each

Issued, subscribed and fully paid - 100 million shares of US$ 10 each

1998

(USS million)

1,500

1,000

1997

(USS million)

1,500

1,000

~ I r ~:.u

Treasury stock represents the purchase by the Bank of its own shares. At the end of the year the Bank held 5,H67,736 shares (1997
: 5,H67,736 shares). The shares are carried at cost adjusted for any gain or loss on sale.

,\

As required by the Articles of Association of the Bank and the Bahrain Commercial Companies Law, 10% of the net profit for

the year is transferred to the statutory reserve. Such annual transfers will cease when the reserve totals 50% of the paid up share

capital. The reserve is not available for distribution except in circumstances as stipulated in the Bahrain Commercial Companies

Law and following the approval of the Bahrain Monetary Agency.

d) Gt'nenl '(:'5 'r

The general reserve underlines the shareholders' commitment to enhance the strong equity base of the Bank.

e) E traordlr Hylnmll" rt Vt

The extraordinary financial reserve has been established to cover any possible future diminution in the carrying value of assets
and is used at the discretion of the Board of Directors.

f) Caplt ,I rt'ser
The capital reserve arises on the consolidation of subsidiaries acquired at a discount and is not distributable.

\( j l

The revaluation reserve has been created by revaluation of properties in subsidiaties and is not distributable.

r,,,,,~,, ,~""'''~,' J I I

The movements in foreign exchange translation adjustments represent the foreign exchange translation gains and losses arising fiom

translating financial statements of foreign subsidiaries into US dollars. During 1997, foreign exchange los.ses of US$ 11 million were

transferred to retained earnings foIlO\\~ng the decline. other than temporary, in the carrying value of certain subsidiaries.

8 OTHEhOPEh TlrJb I'WO!~E

..
Fee and commission income

Fee and commission expense
Gains less losses on trading securities
Gains less losses on investment securities

Gains less losses on dealing in foreign currencies
Dividend income
Profit on sale of an investment
Other - net

1998

(USS million)
184

(17)
10
51
25

3

66

1997

(USS million)
182

(IH)
3
5

16
17
68
54

327322
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44
542 1,376

542 1,420

H2 82

779 1,451



~
Notes to the consolidated financial statements continued

31 December 1998

9 STAFF
The number of staffemployedby the Group as of 31 December 1998was4,780 (1997: 4,791).

10 INVESTMENTSIN SUBSIDIARIES
The principal subsidiaries, all of which have 31 December as their year end, are as follows:

Banco Atlantico S.A. Group companies
Banco de Iberoamerica

International Bank of Asia Ltd.

ABC International Bank pic
Arab Banking Corporation - Daus & Co. GmbH
ABC Banque Internationale de Monaco S.A.M.
ABC Islamic Bank (E.C.)

Arab Banking Corporation (ABC) - Jordan
Banco ABC Brasil S.A.

Country of

Incorporation

Spain
Panama

Hong Kong

United Kingdom

Germany
Monaco

Bahrain

Jordan
Brazil

Interest of

Arab Banking

Corporation

(B.S.c.) ('){,)
67

67

55

100

99

99

100

86

79

The Bank's interest in Banco ABC Brasil S.A. increased from 50% to 79% on 9 January 1998. The assets, liabilities and results of

operations of Banco ABC Brasil S.A. incorporated in these consolidated financial statements are as follows:

Loans and advances

Investment securities and other assets

Deposits from banks and customers

Certificates of deposit and other liabilities

Total operating income

Total operating expenses

11 SIGNIFICANTNETFOREIGNCURRENCYEXPOSURES
Significant net foreign currency exposures, arising mainly from investments in subsidiaries, are as follows:

1998

(US$ million)
Short

Euro *

Hong Kong dollar *
Saudi riyal
Jordanian dinar
Brazilian real *

Long
42

203

Long
93

149

(82)
45 26

(64)

1998

(US$ million)
530
563
868
102
76
37

1997

(USS million)
Short

(29)

* These foreign currency exposures are covered by currency options to mini mise the risk of loss from adverse movements in the

foreign currency rates.

12 COMMITMENTS,CONTINGENTLIABILITIESAND OTHEROFFBALANCESHEETITEMS
a) Commitments and contingent liabilities
Commitments and contingent liabilities include commitments to extend credit, standby letters of credit, acceptances and guarantees,

which are structured to meet the various requirements of customers. At the balance sheet date, the principal outstanding and the

risk weighted equivalents calculated in accordance with the capital adequacy guidelines established for the global banking industry
were as follows:

Direct credit substitutes, guarantees and acceptances

Forward asset purchase commitments
Short-term self-liquidating trade and transaction-related contingent items
Underwriting commitments
Other commitments (including undrawn loans)

Risk weighted equivalents
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1998 1997

(US$ million) (USS million)

2,320 2,688

332 198

1,278 1,585

4

4,120 3,763

8,050 8,238

3,044 3,251



Notes to the consolidated financial statements continued

31 December 1998

lOM ~ITVlENTS C0NTINGENT LIABILITIES AND OTHER OFF BALANCE SHEETITEMS curtlnuea
b) Other on balance sheet items
In the ordinary course of business, various types of transactions are entered into involving foreign exchange contracts and derivative
financial instruments. These financial instruments arise from forwards, futures, forward rate agreements, swaps and options
transactions in the foreign exchange, interest rate and capital markets. The notional amounts indicate the volume of these
transactions outstanding at year end. Significantly smaller amounts are subject to risk as a result of offsetting positions. The credit
risk for these instruments is normally the positive market value of the instruments, net of any legally enforceable right of set-off,
which is usually significantly less than the notional amounts. The credit and market risk pertaining to off balance sheet financial
instruments are monitored and controlled in the same way as balance sheet instruments.

At the balance sheet date, the outstanding notional amounts and the risk weighted equivalents calculated in accordance with the
capital adequacy guidelines established for the global banking industry were as follows:

Risk weighted equivalents

1998

(USS million)
6,621
2,773

591

1,747
1,532

13,264

59

1997

(USS million)
12,825

4,495
1,180

537
871

Foreign exchange contracts

Interest rate, currency swaps
Interest rate futures

Options

Forward rate agreements

19,908

102
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. URITIES " Ac:,SFT ND LI!\BILlTIE

The maturity analysis of assets and liabilities based on remaining period to the contractual maturity date is as follows:

At 31 December 1998

Within 1 - 3 3-6 6 - 12 1 - 5 Over
one month months months momhs years 5 years Undated TOtal

(USS million)
ASSt

Liquid funds 295 - - - - - 295

Tradingand
investmentsecurities 246 540 289 158 1,082 1,254 - 3,569

Placementswith banksand
other financialinstitUtions 6,054 552 523 587 89 4 7,809

Loans and advances 1,873 1,599 1,582 1,458 2,996 3,665 13,173
Other - 1,218 1,218

T Ii Isset 8.468 2,691 2,394 2,203 4,167 4.923 1,218 26,064

Li.lt I" es CindeqUity
Depositsfrom customers 8,510 1,577 31U 169 83 10,649
Depositsfrom banksand

other financialinstitUtions 8.467 1,791 639 180 128 3 - 11,208
Certificatesof deposit 129 63 42 7 - - 241
Other - - - - - - 806 806
Term notes, bonds and- other term financing - 13 150 61 1,196 1,420

Equity - - 1,740 1,740
-
T To' I'db,. t e ;!'ld <lJUI y 17,106 3,444 1,141 417 1.+07 3 2,546 26,064

Al 31 Decembe 1997

Total assets 7,878 2,951 1,774 1,806 3,490 4,400 1,283 23,582

Total liabilities and equity 14,733 3,399 1,340 483 1,103 6 2,518 23,582
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14 INTERESTRATE EXPOSURE

Interest rate exposure is the sensitivity of earnings to changes in interest rates. Such exposures arise in the ordinary course of

business and are managed on a decentralised basis employing the use of off balance sheet interest rate products where appropriate.

The respective Asset and Liability Committees of the Bank and its subsidiaries establish the maximum levels of interest rate

mismatch that are permitted. Exposures are regularly monitored by an independent risk control group.

The repricing profile of assets, liabilities and off balance sheet instruments used to hedge exposures to interest rate risk based on

the earlier of contractual maturity and the next interest repricing date is as follows:-

At 31 December 1998
Within 1-3 3-6 6-12 1-5 Over Non interest

one month months months months years 5 years bearing Total

(US$ million)
US dollars
Assets 5,695 1,874 2,200 580 397 788 299 11,833

Liabilities (7,121) (1,897) (491) (287) (202) (1) (400) (10,399)

Equity - - - (1,740) (1,740)
Off balance sheet 70 453 (445) (184) 6 8 - (92)

(1,356) 430 1,264 109 201 795 (1,841) (398)

Spanish pesetas
Assets 3,944 1,429 634 844 208 371 370 7,800
Liabilities (5,491) (427) (133) (532) (67) (725) (7,375)
Off balance sheet 90 (3) 6 - 93

(1,457) 999 507 312 141 371 (355) 518

Hong Kong dollars
Assets 799 62 99 124 533 795 250 2,662

Liabilities (1,277) (535) (86) (87) (46) (180) (2,211)

Off balance sheet

(478) (473) 13 37 487 795 70 451

Other currencies
Assets 1,226 760 610 407 302 157 307 3,769

Liabilities (2,588) (906) (339) (97) (42) (14) (353) (4,339)

Off balance sheet 134 60 (33) 24 (72) (21) (93) (1)

(1,228) (86) 238 334 188 122 (139) (571)

Gross
Assets 11,664 4,125 3,543 1,955 1,440 2,111 1,226 26,064

Liabilities and equity (16,477) (3,765) (1,049) (1,003) (357) (15) (3,398) (26,064)

Off balance sheet 294 510 (472) (160) (66) (13) (93)

(4,519) 870 2,022 792 1,017 2,083 (2,265)

At 31 December 1997
Within 1-3 3-6 6-12 1-5 Over Non interest

one month months months months years 5 years bearing Total

(US$ million)
US dollars
Assets 5,650 2,206 1,781 392 248 739 108 11,124

Liabilities (7,082) (2,319) (615) (61) (10) (383) (10,470)

Equity - - - (1,721) (1,721)
Off balance sheet 639 (2) 232 50 (35) (19) (58) 807

(793) (115) 1,398 381 203 720 (2,054) (260)
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1'+ I'TERtr, t II:: ""ISlRF ('f 't1nueq

Spanish pestt j

Assets 2,250 1,230 562 807 223 381 338 5,791
Liabilities (3,686) (315) (119) (714) (78) (19) (599) (5,530)
Off balance sheet 145 178 3 11 (97) - 240

(1,291) 1,093 446 104 145 265 (261) 501

Hana Kana doll, r<;

Assets 2,297 63 38 72 208 - 240 2,918
Liabilities (919) (295) (17) (13) - - (245) (1,489)
Off balance sheet (801) (384) (14) (4) 14 - - (1,189)

577 (616) 7 55 222 - (5) 240

n,f rCvrr'f\.lf
Assets 1.478 818 350 243 81 228 551 3.749
Liabilities (2,704) (952) (190) (100) (55) (371) (4,372)
Off balance sheet 341 (7) (133) (1) 44 (102) - 142

(885) (141) 27 142 70 126 180 (481)

Assets 11,675 4,317 2,731 1,514 760 1,348 1,237 23,582

Liabilities and equity (14,391) (3,881) (941) (888) (143) (19) (3,319) (23,582)
Off balance sheet 324 (215) 88 56 23 (218) (58)

(2,392) 221 1,878 682 640 1,111 (2,140)

The effective interest rates of assets,liabilities and off balance sheet instruments in major currencies are as follows:

p.. 1 Lkct'mbt, ao,
Within 1-3 3-6 6-12 1-5 Over

one month months months months years 5 years
(USS million)

US dollars
Assets 6.2 6.4 6.4 6.6 7.4 5.9
Liabilities 5.2 5.6 6.1 5.9 7.3 4.5
Off balance sheet 4.2 5.4 5.6 5.3 1.1 5.8

Spanish pesetas
Assets 3.6 4.4 5.1 5.5 6.3 3.8
Liabilities 2.7 2.7 3.6 1.7 3.7
Off balance sheet 2.7 2.7 3.6

Hong Kong dollars
Assets 10.6 9.2 10.4 10.4 4.1 4.1
Liabilities 6.9 7.5 8.7 9.7 8.6
Off balance sheet
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Credit risk is the risk that a customer or counterparty will fail to meet a commitment, resulting in financial loss to the group. Such

risk arises from lending, trade finance, treasury and other activities undertaken by the group. Credit risk is actively monitored in

accordance with the credit policies which clearly define delegated lending authorities, policies and procedures. The management of

credit risk also involves the monitoring of risk concentrations by industrial sector as well as by geographic location.

16 GEOGRAPHICALDISTRIBUTIONOFASSETS,LIABILITIESAND OFFBALANCESHEETITEMS
1998 1997

Proceeds from assets sold under repurchase agreements at the year end amounted to US$ 4,985 million (1997 : US$ 3,299 million)
of which US$ 3,617 million (1997 : US$ 2,390 million) relates to customer product and treasury activities in a major retail banking

subsidiary.

Amounts paid for assets purchased under resale agreements at the year end amounted to US$ 2,858 million (1997 : US$ 1,613

million) and relate to customer product and treasury activities in retail banking subsidiaries.
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14 INTERESTRATE EXPOSUREcontinued
At 31 December 1997

Within 1-3 3-6 6-12 1-5 Over
one month months months months years 5 years

(US$ million)
US dollars

Assets 6.4 6.7 6.7 6.4 7.7 5.6

Liabilities 5.6 5.9 5.8 6.6 7.1

Off balance sheet 5.4 18.8 6.2 6.2 8.2 6.0

Spanish pesetas
Assets 4.8 5.9 6.4 6.4 7.0 6.9

Liabilities 3.9 4.6 5.0 3.0 5.4 3.3

Off balance sheet 3.9 4.7 5.0 3.0 - 3.2

Hong Kong dollars
Assets 10.1 11.5 11.9 11.6 lO.O

Liabilities 5.9 8.7 6.8 7.3

Off balance sheet 9.3 9.6 9.0 12.6 7.5

15 CREDIT EXPOSURE

Off Off
Assets Liabilities balance Assets Liabilities balance

sheet items sheet items
(U5$ million) (US$ million)

Western Europe 12,350 11,202 10,950 10,307 9,005 11,288

Arab World 2,827 8,800 3,306 2,509 7,704 3,653
Asia 4,500 3,099 1,202 5,576 4,337 3,015
North America 3,683 724 3,919 3,505 929 9,199
Latin America 2,259 1,926 1,883 1,160 963 477

Other 445 313 54 525 644 514

26,064 26,064 21,314 23,582 23,582 28,146

17 SEGMENTAL INFORMATION
1998 1997

Wholesale Retail Total Wholesale Retail Total
(U5$ million) (US$ million)

Net interest income 122 305 427 157 266 423

Other operating income 129 193 322 137 190 327

Operating expenses (114) (313 ) (427) (118) (294) (412)

Loan loss provisions (167) (62) (229) (73) (26) (99)

Profit before taxation and minority interest (30) 123 93 103 136 239

Total assets employed 12,154 14,125 26,279 12,134 12,124 24,258

Intra-group items (215) (676)-- 26,064 23,582

18 REPURCHASEAND RESALEAGREEMENTS
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1( I \N:. ,\ I J TH.f1 TE[ t ,RT t.)

In the ordinary course of business there are transactions with shareholders, associates and other related parties. Transactions with

these parties are made on the same commercial terms as those applicable to comparable transactions with unrelated parties and do

not involve more than a normal amount of risk. All the loans and advances to related parties are performing advances and are free

of any provision for possible loan losses.

The year end balances in respect of related parties included in the consolidated financial statements are as follows:
1998

(USS million)
17

390

Loans and advances

Deposits from customers

Irrevocable commitments and contingencies

1997

(USS million)
39

465

50

The income and expenses in respect of related parties included in the consolidated financial statemcnts are as follows:
1998 1997

(USS million) (USS million)
Interest income 1 4

Interest expense 8 9

2) FIDUCI/'R, A':) I::.T'

Funds under managemcnt at the year end amounted to US$ 3,214 million (1997: US$ 2,475 million). These assets are held in a
fiduciary capacity and are not included in these consolidated financial statements.

L
.CL.,

"Fair value" is the amount at which an asset could be exchanged or a liability settled in a transaction between knowledgeable,
willing parties in an arm's length transaction. The values at which the financial instruments are stated in these consolidated financial
statements ("book values") are based principally on historical cost and could therefore differ from fair values.
Fair values are estimated based on generally accepted methods which include quoted market prices or, where appropriate, quoted
market prices of similar financial instruments with appropriate adjustments and the use of discounted cash flow analysis. Market
prices have been used wherever possible. However, in certain cases, including loans and advances, no ready markets exist wherein
exchanges between willing parties can take place. In these cases, estimates which involve subjective assessments, and which are
regarded as reasonable, have been made.

It is expected that the book value of loans and advances, which are held for the long term or to maturity, will be recovered as
adequate provisions have been made for anticipated shortfalls in recovery.

22 ASSET)PLEDGE0 AS )ECURITY

At the balancesheetdate,assetsamountingto US$85million(1997:US$189million)havebeen pledgedassecurityforborrowings
and other bankingoperations.
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1998 1997

Book value Fair value Excess Book value Fair value Excess
(shortfall) of (shortfall)of

fair value over fair value over
book value book value

(USS million) (USS million)
Fit KII-'L ( n....

Liquid funds 295 295 - 317 317

Trading securities 667 667 - 555 555
Investment securities 2,902 2,945 43 2,176 2,206 30

Placements with banks and
other financial institutions 7,809 7,809 - 7,194 7,194

Loans and advances 13,173 12,913 (260) 12,057 11,922 (135)
Investments 154 154 - 184 218 34
Other 597 597 - 647 647

FINAN( IAL LlABILITIE)

Deposits 21,857 21,840 17 19,351 19,323 28

Certificates of deposit 241 241 - 202 202

Term notes, bonds and

other term financing 1,420 1,420 - 1,451 1,451

81 Other 806 806 - 857 857

(200) (43)
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23 EARNINGSPERSHARE

"Basic" earnings per share are calculated by dividing the net profit for the year by the number of shares outstanding at the end of
the year. No figures for diluted earnings per share has been presented as the bank has not issued any capital based instruments which
would have any impact on earnings per share, when exercised.

Net profit for the year (U5$ million)

Number of shares outstanding as of 31 December

Basic earnings per share (U5$)

1998

25

94,132,264

0.27

1'1'17

145

'14,132,264

1.54

24 CAPITALADEOUACY
The risk asset ratio calculations, in accordance with the capital adequacy guidelines established for the global banking industry,
are as follows:

Total capital base

CAPITALBASE
Tier 1 Capital
Tier 2 Capital

RISKWEIGHTEDEXPOSURES

1998
(US$ million)

1997
(U5$ million)

Risk weighted
equivalents

1998 1'197
(US$ million) (U5$ million)

Balance

Assets

Cash and claims on, guaranteed by or collateralised
by securities of, central governments and central
banks of OECD countries 7,147 5,148

Claims on banks and public sector companies

incorporated in OECD countries and short term

claims on banks incorporated in non-OECD countries 7,240 7,406 1,448 1,481

Claims secured by mortgage of residential property 2,195 2,092 1,098 1,046

Claims on public sector entities, central governments,

centra] banks and longer term claims on banks

incorporated in non-OECD countries and all other

assets, including claims on private sector entities

Foreign exchange and interest rate related contracts

Risk asset ratio

(B)

(A/B)

Off balance.sheeTItem~

Commitments and contingent liabilities

Credit risk weighted assets and off balance sheet items

Market risk weighted assets and off balance sheet items *

Total risk weighted assets

* Market risk capital requirements are based on the standardised measurement methodology.
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1998 1'197

(US$ million) (U5$ million)

2,071 1,919
144 140

(A) 2,215 2,059

9,571 9,034

8,050 8,238

13,264 19,908

9,571 9,034

3,044 3,251

59 102

15,220 14,914

762 868

15,982 15,782

13.9% 13. 0%
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25 PARENTCOMPANY

The balance sheet of the parent company, Arab Banking Corporation (B.S.C.) is presented below:-

LIABILITIES

ASSETS

Liquid funds

Trading securities
Investment securities

Placements with banks and other financial institutions

Loans and advances

Interest receivable

Investments in subsidiaries

Investments in associates

Other investments

Other assets

Premises and equipment

TOTALASSETS

Deposits from customers

Deposits from banks and other financial institutions

Certificates of deposit

Interest payable
Other liabilities

EQUITY
Share capital

Treasury stock

Reserves and retained earnings

TOTALLlAKILI IE-" '\ND EQUIIr

Included in placements with, and deposits from, banks and other financial institutions are balances due from and due to

subsidiaries and associates amounting to US$ 798 million (1997: US$ 925 million) and US$ 420 million (1997: US$ 932 million)
respectively.

26 CO~~p,ARAn"tFir IJht')

Certain comparative figures have been reclassified to conform with the presentation in the current year.
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1998 1997

(US$ million) (U5$ million)

18 7
363 389

1,592 1,155
2,491 3,301
4,399 4,614

116 170

1,196 1,076
35 40
45 29
98 122
26 27

10,379 10,930

960 1,652
6,635 6,595

23
61 118

105 149

878 672

8,639 9,209

1,000 1,000
(74) (74)
814 795

1,740 1,721

10,379 10,930
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EC2R 6AB, UK

Tel: (44)(171) 7764050

Fax: (44)(171) 606 2708
Tlx:915687 ABC G

Ian Hyslop,Acting General Manager

Arab Banking Corporation -
Daus & Co GmbH

Niedenau 13-19,

60325 Frankfurt am Main,

PO Box 170218,

60076 Frankfurt am Main, Germany

Tel: (49)(69) 714030

Fax: (49)(69) 71403240 (General);

(49)(69) 71403299

(Domestic);

(49)(69) 71403299

(International) ;

(49)(69) 714 03 350 (Treasury)
Tlx:414811 DAUS D

Direct Dealing Reuters Code:

ABDF (FX + MM)

Saleh Mohamed AI-Yousuf,

Chairman of the Supervisory Board

Jens-Ove Stier, General Manager

Jurgen Blumschein,

General Manager



ABC Directory con iru:d

ABC International Bank pIc

(Head Office)

Arab Banking Corporation House

1-5 Moorgate, London

EC2R 6AB, UK

Tel: (44)(171) 776 4000 (General)

Fax: (44)(171) 606 9987
TIx:893748 ABC GEN G

Sheikh Khalid Ali Alturki, Chairman

Stanislas M.Yassukovich, Deputy
Chairman & Executive Director

Abdulmagid A. Breish,
Chief Executive Officer

ABC International Bank pIc,

London (Branch)

Arab Banking Corporation House

1-5 Moorgate, London

EC2R 6AB, UK

Tel: (44)(171) 7764000 (General);

(44)(171) 726 4091

(Dealing Room)

Fax: (44)(171) 606 9987
Tlx: 893748 ABC GEN G

(General);
892171 ABC FXL G

(Dealing Room)

Direct Dealing Reuters Code:
ABCL

Michael Duval, General Manager

ABC International Bank pIc,

Paris (Branch)

49/51 Avenue George V

75008 Paris, France

Tel: (33)(1) 49525400

Fax: (33)(1) 47207469

TIx: 648343 ABC F (General);
648483 ABCORP F

(Dealing Room)

Direct Dealing Reuters Code:
ABCP

Jean R. Messinesi, General Manager

Banco ABC Brasil S.A.

Avenida Paulista 37,

14th/15th Floors

CEP 01311-902, Sao Paulo,

SF. Brazil

Tel: (55)(11) 3170 2000

Fax: (55)(11) 3170 2001
TIx: 30298 ROMA BR

Tito Enrique da Silva Neto,
President

Banco Athintico S.A.

(255 Branches)

Gran Via 48,28013 Madrid, Spain

Tel: (34)(91) 538 9011

Fax: (34)(91) 559 5947
Tlx: 22109/23437 ATLCO E

Abdulmohsen Yousef AI-Hunaif,

Chairman

Antonio Sanchez Pedreno Martinez,

Managing Director

International Bank of Asia Ltd.

(28 Domestic Branches)

International Bank of Asia Bldg.

38 Des Voeux Road, Central,

Hong Kong

Tel: (852) 2842 6222

Fax: (852) 2810 1483

Tlx: 63394 IBA HX

Direct Dealing Reuters Code: IBAX

IBA's general e-mail address: iba-

info@iba.com.hk

Sheikh Ali Jarrah Al-Sabah,
Chairman

Mike Murad, Vice Chairman

& Chief Executive Officer

Michaellpson, Executive Vice

President, Corporate and Investment

Banking Group

Bashar Samra, Executive Vice

President, Consumer Banking Group

David Chan, Executive Vice

President, Financial Control Group

Representative Office of the
above: IBA Vietnam

Representative Office

2nd Floor, 58 Dong Khoi Street

District I, Ho Chi Minh City,
Vietnam

Tel: (848) 8292 554/8292 559
Fax: (848) 8292 508

Han Long, Representative

Affiliate of International Bank

of Asia Ltd. IDA Finance

Corporation

7th Floor, Singapore International

Airlines Building, H.V de la Costa

St., Salcedo Vilage,

Makati, Metro Manila, Philippines

Tel: (632) 894 0945/7

Fax: (632) 894 0948

George Siy, Chairman

48 Arab Banking Corporation Group




