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Notes 2010 2009
USD USD

ASSETS

Cash and balances with Central Bank of Iraq 3 5,845,653,861 3,985,158,486
Due from banks 4 5,859,753,055 6,514,472,485
Financial investments held to maturity 5 1,021,195,400 42,699,162
Financial assets at fair value through profit or loss 91,263,000 -
Loans and advances to customers 6 2,122,560,749 2,392,838,846
Financial assets available for sale 1,213,283 20,537
Premises and equipment 7 26,501,413 8,824,770
Other assets 8 22,478,592 33,030,149

Total assets 14,990,619,353 12,977,044,435

LIABILITIES AND EQUITY

LIABILITIES

Due to customers 9 13,074,097,286 11,400,687,094
Margin accounts 10 247,206,534 267,601,087
Other liabilities 11 157,198,105 157,282,184

Total liabilities 13,478,501,925 11,825,570,365

EQUITY

Share capital 12 427,350,000 427,350,000
General reserve 3,500,000 3,500,000
Retained earnings 13 1,081,267,428 720,624,070

Total equity 1,512,117,428 1,151,474,070

Total liabilities and equity 14,990,619,353 12,977,044,435

The attached notes from 1 to 27 are an integral part of these financial statements.
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Notes 2010 2009
USD USD

Interest income 14 158,139,975 156,083,832
Interest expense ( 4,984,889) ( 6,154,013)

Net interest income 153,155,086 149,929,819

Impairment loss charges net of recoveries 6 ( 4,664,422) ( 4,185,440)

Net interest income after loans and advances

impairment charges 148,490,664 145,744,379

Fees and commission income 15 111,138,007 66,319,797
Unrealized gain on revaluation of financial

investments at fair value through profit or loss 9,388,000 -
Income from dealing in foreign currencies 118,408,699 99,808,899
Other income 12,088,996 25,634,872

Total operating income 399,514,366 337,507,947

Employees’ salaries and related benefits 16 ( 11,738,993) ( 9,102,875)
Other operating expenses 17 ( 25,488,301) (21,778,555)
Depreciation of premises and equipments ( 1,643,714) ( 1,613,480)

Total expenses ( 38,871,008) (32,494,910)

Profit for the year 360,643,358 305,013,037

Other comprehensive income - -

Comprehensive income for the year 360,643,358 305,013,037

The attached notes from 1 to 27 are an integral part of these financial statements.
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Paid in
capital

General
reserve

Retained
earnings Total

USD USD USD USD
2010

Balance at January 1, 2010 427,350,000 3,500,000 720,624,070 1,151,474,070

Profit and total comprehensive

income for the year - - 360,643,358 360,643,358

Balance as of December 31, 2010 427,350,000 3,500,000 1,081,267,428 1,512,117,428

2009

Balance at January 1, 2009 427,350,000 3,500,000 415,611,033 846,461,033

Profit and total comprehensive

income for the year - - 305,013,037 305,013,037

Balance as of December 31, 2009 427,350,000 3,500,000 720,624,070 1,151,474,070

The attached notes from 1 to 27 are an integral part of these financial statements.
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Note 2010 2009
USD USD

OPERATING ACTIVITIES

Profit for the year 360,643,358 305,013,037

Adjustments for non cash items:
Impairment loss on loans and advances to

customers net of recoveries 4,664,422 4,185,440
Gain from revaluation of financial assets at
fair value through profit or loss ( 9,388,000) -

Depreciation 1,643,714 1,613,480

357,563,494 310,811,957

Loans and advances to customers 265,613,675 (1,056,066,554)
Other assets 10,551,557 680,460,269
Deposits from customers 1,673,410,192 2,903,558,066
Margin accounts ( 20,394,553) ( 1,081,470)
Other liabilities ( 4,260,279) ( 616,065,885)

Net cash generated from operating

activities 2,282,484,086 2,221,616,383

INVESTING ACTIVITIES

Purchase of financial assets available
for sale ( 1,192,746) -

Financial assets held to maturity ( 978,496,238) 1,139,314,384
Purchases of financial assets at fair value
through profit or loss ( 81,875,000) -

Purchase of premises and equipment ( 15,144,157) ( 3,602,933)

Net cash (used in) from investing

activities (1,076,708,141) 1,135,711,451

Net increase in cash and cash equivalents 1,205,775,945 3,357,327,834

Cash and cash equivalents at 1 January 10,499,630,971 7,142,303,137

Cash and cash equivalents at 31

December 18 11,705,406,916 10,499,630,971

The attached notes from 1 to 27 are an integral part of these financial statements.
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(1) GENERAL INFORMATION

Trade Bank of Iraq (the Bank) was established as an independent governmental entity
on July 17, 2003 in accordance with the Coalition Provisional Authority (CPA) Order
number (20) of 2003. The Bank was granted the banking license by the Central Bank of
Iraq on January 19, 2006.

The Bank provides its banking services through its head office located in Baghdad Al-
Mansoor district, and through a network of 11 branches.

The purpose of the Bank is to provide financial and banking services to facilitate the
importation and exportation of goods and services to and from Iraq in order to benefit the
economy of Iraq.

(2) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The significant accounting policies applied in the preparation of the financial statements
are set out below. These policies have been consistently applied to all years presented,
unless otherwise stated.

2.1 Basis of preparation

The financial statements are prepared on a historical cost basis except for financial
assets available for sale, financial assets at fair value through profit or loss and land
which have been measured at fair value.

The financial statements have been presented in U.S Dollar (USD) which is the
functional currency of the Bank.

Statement of compliance
The financial statements of the Bank have been prepared in accordance with IFRS as
issued by the IASB.

Presentation of financial statements
The Bank presents its statement of financial position broadly in order of liquidity. An
analysis regarding recovery or settlement within 12 months after the statement of
financial position date (current) and more than 12 months after the statement of financial
position date (non–current) is presented in note 22 to the financial statements.
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Presentation of financial statements
The Bank presents its statement of financial position broadly in order of liquidity. An
analysis regarding recovery or settlement within 12 months after the statement of
financial position date (current) and more than 12 months after the statement of financial
position date (non–current) is presented in note 22 to the financial statements.

2.2 Significant accounting judgments, estimates and assumptions

Fair value of financial instruments

Where the fair values of financial assets and financial liabilities recorded on the
statement of financial position cannot be derived from active markets, they are
determined using a variety of valuation techniques that include the use of mathematical
models. The inputs to these models are derived from observable market data where
possible, but where observable market data are not available, judgment is required to
establish fair values. The judgments include considerations of liquidity and model inputs
such as discount rates, prepayment rates and default rate assumptions.

Impairment losses on loans and advances

The Bank reviews its individually significant loans and advances at each statement of
financial position date to assess whether an impairment loss should be recorded in the
statement of comprehensive income. In particular, management judgment is required in
the estimation of the amount and timing of future cash flows when determining the
impairment loss. These estimates are based on assumptions about a number of factors
and actual results may differ, resulting in future changes to the allowance. Loans and
advances that have been assessed individually and found not to be impaired and all
individually insignificant loans and advances are then assessed collectively, in groups of
assets with similar risk characteristics, to determine whether provision should be made
due to incurred loss events for which there is objective evidence but whose effects are
not yet evident. The collective assessment takes account of data from the loan portfolio
(such as levels of arrears, credit utilisation, loan to collateral ratios, etc.), and judgments
to the effect of concentrations of risks and economic data (including levels of
unemployment, real estate prices indices, country risk and the performance of different
individual groups). The impairment loss on loans and advances is disclosed in more
detail in Note 6 and Note 20 to the financial statements.



TRADE BANK OF IRAQ

NOTES TO THE FINANCIAL STATEMENTS

DECEMBER 31, 2010

8

Impairment of available for sale investments

The Bank reviews its debt securities classified as available for sale investments at each
statement of financial position date to assess whether they are impaired. This requires
similar judgment as applied to the individual assessment of loans and advances. The
Bank also records impairment charges on available for sale equity investments when
there has been a significant or prolonged decline in the fair value below their cost. The
determination of what is ‘significant’ or ‘prolonged’ requires judgment. In making this
judgment, the Bank evaluates, among other factors, historical share price movements
and duration and extent to which the fair value of an investment is less than its cost.

2.3 Changes in accounting policy and disclosures

The accounting policies applied are consistent with those of the previous financial year
except for that, the Bank has adopted the following newly issued standards:

New and amended standards and interpretations

Amendments resulting from Improvements to IFRSs to the following standards did not
have any impact on the accounting policies, financial position or performance of the
Bank:

- IFRS 2 Share-based payment: Group Cash-settled Share-based Payment
Transactions effective 1 January 2010.

- IFRS 3 Business Combinations (Revised) and IAS 27 Consolidated and
Separate Financial Statements (Amended) effective 1 July 2009, including
consequential amendments to IFRS 2, IFRS 5, IFRS 7, IAS 7, IAS21, IAS 28,
IAS 31 and IAS 39

- IAS 39 Financial Instruments: Recognition and Measurement – Eligible Hedged
Items effective 1 July 2009

- IFRIC 17 Distributions of Non-cash Assets to Owners effective 1 July 2009

Improvements to IFRSs:

Issued in May 2008
- IFRS 5 Non-current Assets Held for Sale and Discontinued Operations effective

1 January 2010

Issued in April 2009
- IFRS 2 Share-based Payment
- IAS 1 Presentation of Financial Statements
- IAS 17 Leases
- IAS 38 Intangible Assets
- IAS 39 Financial Instruments: Recognition and Measurement
- IFRIC 9 Reassessment of Embedded Derivatives
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2.4 Summary of significant accounting policies:

2.4.1 Cash and cash equivalents

Cash and cash equivalents as referred to in the cash flow statement comprises cash on
hand, non-restricted current accounts with Central Bank of Iraq and amounts due from
banks on demand or with an original maturity of three months or less.

2.4.2 Premises and equipment

Premises and equipment are stated at historical cost less accumulated depreciation and
any accumulated impairment losses. Historical cost includes expenditure that is directly
attributable to bringing the asset to the location and condition necessary for it to be
capable of operating in the manner intended by management.

Subsequent costs are included in the asset's carrying amount or recognised as a
separate asset, as appropriate, only when it is probable that future economic benefits
associated with the item will flow to the Bank and the cost of the item can be measured
reliably. The carrying amount of the replaced part is derecognised. All other repairs and
maintenance are charged to the statement of comprehensive income during the period
in which they are incurred. Land is not depreciated. Depreciation on other assets is
charged so as to allocate

Depreciation is calculated using the straight-line method to allocate premises and
equipment cost to their residual values over their estimated useful lives, depreciation
rates used as follows:

%

Buildings 10
Equipment and furniture 100
Leasehold improvements 100
Vehicles 100
Computers 100
Others 100

The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at
each date of the statement of financial position. Assets are reviewed for impairment
whenever events or changes in circumstances indicate that the carrying amount may not
be recoverable. An asset’s carrying amount is written down immediately to its
recoverable amount if the asset’s carrying amount is greater than its estimated
recoverable amount. The recoverable amount is the higher of the asset’s fair value less
costs to sell and value in use. No premises and equipment were impaired as at
December 31, 2010 and 2009. Gains and losses on disposals are determined by
comparing proceeds with carrying amount. These are included in the statement of
comprehensive income.



TRADE BANK OF IRAQ

NOTES TO THE FINANCIAL STATEMENTS

DECEMBER 31, 2010

10

2.4.3 Financial assets and liabilities

In accordance with IAS 39, all financial assets and liabilities have to be recognised in the
statement of financial position and measured in accordance with their assigned
category.

(a) Financial assets

The Bank allocates financial assets to the following IAS 39 categories: financial assets at
fair value through profit or loss; loans and receivables; held-to-maturity investments; and
available-for-sale financial assets. Management determines the classification of its
financial instruments at initial recognition.

- Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market, other than:

(a) Those that the Bank intends to sell immediately or in the short term, which are
classified as held for trading, and those that the entity upon initial recognition
designates as at fair value through profit or loss;

(b) Those that the Bank upon initial recognition designates as available for sale; or
(c) Those for which the holder may not recover substantially all of its initial investment,

other than because of credit deterioration.

Loans and receivables are initially recognised at fair value – which is the cash
consideration to originate or purchase the loan including any transaction costs –
and measured subsequently at amortised cost using the effective interest rate
method. Loans and receivables are reported in the statement of financial position
as loans and advances to banks or customers or as investment securities. Interest
on loans is included in the statement of comprehensive income and is reported as
‘Interest income’. In the case of an impairment, the impairment loss is reported as
a deduction from the carrying value of the loan and recognised in the statement of
comprehensive income as ‘impairment loss on loans and advances to customers’.

- Held-to-maturity financial investments

Held-to-maturity investments are non-derivative financial assets with fixed or
determinable payments and fixed maturities that the Bank’s management has the
positive intention and ability to hold to maturity, other than:

(a) Those that the Bank upon initial recognition designates as at fair value through profit
or loss;

(b) Those that the Bank designates as available for sale; and
(c) Those that meet the definition of loans and receivables.
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These are initially recognised at fair value including direct and incremental transaction
costs and measured subsequently at amortised cost, using the effective interest method.

Interest on held-to-maturity investments is included in the statement of comprehensive
income and reported as ‘Interest income’. In the case of an impairment, the impairment
loss is been reported as a deduction from the carrying value of the investment and
recognised in the statement of comprehensive income as ‘Net gains/(losses) on
investment securities’. Held-to-maturity investments are treasury bills.

- Available for sale financial investments

Available-for-sale investments are financial assets that are intended to be held for an
indefinite period of time, which may be sold in response to needs for liquidity or changes
in interest rates, exchange rates or equity prices or that are not classified as loans and
receivables, held to maturity investments or financial assets at fair value through profit or
loss.
Available-for-sale financial assets are initially recognised at fair value, which is the cash
consideration including any transaction costs, and measured subsequently at fair value
with gains and losses being recognised in the statement of comprehensive income,
except for impairment losses and foreign exchange gains and losses, until the financial
asset is derecognised. However, interest is calculated using the effective interest
method, and foreign currency gains and losses on monetary assets classified as
available for sale are recognised in the statement of comprehensive income. Dividends
on available-for-sale equity instruments are recognised in the statement of
comprehensive income in ‘Dividend income’ when the Bank’s right to receive payment is
established.

- Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss are financial assets held for trading. A
financial assets is classified in this category if acquired principally for the purpose of
selling in the short term. Derivatives are also categorized as held for trading unless they
are designated as hedges.

- Recognition

The Bank uses trade date accounting for regular way contracts when recording financial
asset transactions.

2.4.4 Impairment of financial assets

The Bank assesses at each reporting date whether there is objective evidence that a
financial asset or group of financial assets is impaired. A financial asset or a group of
financial assets is impaired and impairment losses are incurred only if there is objective
evidence of impairment as a result of one or more events that occurred after the initial
recognition of the asset (a ‘loss event’) and that loss event (or events) has an impact on
the estimated future cash flows of the financial asset or group of financial assets that can
be reliably estimated.
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(a) Financial assets carried at amortised cost

When objective evidence for impairment exists the amount of the loss is measured as
the difference between the asset’s carrying amount and the present value of estimated
future cash flows (excluding future credit losses that have not been incurred) discounted
at the financial asset’s original effective interest rate. The carrying amount of the asset is
reduced through the use of an allowance account and the amount of the loss is
recognised in the statement of comprehensive income. As a practical expedient, the
Bank may measure impairment on the basis of an instrument’s fair value using an
observable market price.

When a loan is uncollectible, it is written off against the related allowance for loan
impairment. Such loans are written off after all the necessary procedures have been
completed and the amount of the loss has been determined. Impairment charges
relating to loans and advances to banks and customers are classified in loan impairment
charges whilst impairment charges relating to investment securities (hold to maturity and
loans and receivables categories) are classified in ‘Net gains/(losses) on investment
securities’. If, in a subsequent period, the amount of the impairment loss decreases and
the decrease can be related objectively to an event occurring after the impairment was
recognised, the previously recognised impairment loss is reversed by adjusting the
allowance account. The amount of the reversal is recognised in the statement of
comprehensive income.

(b) Available - for - sale financial investments

When objective evidence for impairment exists over equity investments classified as
available for sale, a significant or prolonged decline in the fair value of the security below
its cost is objective evidence of impairment resulting in the recognition of an impairment
loss. If any such evidence exists for available-for sale financial assets, the cumulative
loss – measured as the difference between the acquisition cost and the current fair
value, less any impairment loss on that financial asset previously recognised in profit or
loss – is removed from equity and recognised in the statement of comprehensive
income. Impairment losses recognised in the statement of comprehensive income on
equity instruments are not reversed through the statement of comprehensive income.
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(c) Renegotiated loans

Loans that are either subject to collective impairment assessment or individually
significant and whose terms have been renegotiated are no longer considered to be past
due but are treated as new loans. In subsequent years, the asset is considered to be
past due and disclosed only if renegotiated again.

2.4.5 Impairment of non-financial assets

Assets that have an indefinite useful life, for example goodwill, are not subject to
amortisation and are tested annually for impairment. Assets that are subject to
amortisation are reviewed for impairment whenever events or changes in circumstances
indicate that the carrying amount may not be recoverable. An impairment loss is
recognised for the amount by which the asset’s carrying amount exceeds its recoverable
amount. The recoverable amount is the higher of an asset’s fair value less costs to sell
and value in use.

For the purposes of assessing impairment, assets are grouped at the lowest levels for
which there are separately identifiable cash flows (cash-generating units). Non-financial
assets other than goodwill that suffered impairment are reviewed for possible reversal of
the impairment at each reporting date.

2.4.6 Offsetting financial instruments

Financial assets and liabilities are offset and the net amount reported in the statement of
financial position when there is a legally enforceable right to offset the recognized
amounts and there is an intention to settle on a net basis or realize the asset and settle
the liability simultaneously.

2.4.7 Government grants

Government grant may take the form of a transfer of a non-monetary asset, such as land
or other resources, for the use of the entity. In these circumstances it is usual to assess
the fair value of the non-monetary asset and to account for both grant and asset at that
fair value.

2.4.8 Provisions

Provisions are recognised when: the Bank has a present legal or constructive obligation
as a result of past events; it is more likely than not that an outflow of resources will be
required to settle the obligation; and the amount has been reliably estimated. Provisions
are not reocgnised for future operating losses.
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Where there are a number of similar obligations, the likelihood that an outflow will be
required in settlement is determined by considering the class of obligations as a whole.
A provision is recognised even if the likelihood of an outflow with respect to any one item
included in the same class of obligations may be small.

Provisions are measured at the present value of the expenditures expected to be
required to settle the obligation using a rate that reflects current market assessments of
the time value of money and the risks specific to the obligation. The increase in the
provision due to passage of time is recognised as interest expense.

2.4.9 Interest income and expense

Interest income and expense for all interest-bearing financial instruments are recognized
within ‘interest income’ and ‘interest expense’ in the statement of comprehensive income
using the effective interest method. Once a financial asset or a group of similar financial
assets has been written down as a result of an impairment loss, interest income is
recognised using the rate of interest used to discount the future cash flows for the
purpose of measuring the impairment loss.

2.4.10 Fee and commission income

Fees and commissions are generally recognised on an accrual basis when the service
has been provided. Loan commitment fees for loans that are likely to be drawn down are
deferred (together with related direct costs) and recognised as an adjustment to the
effective interest rate on the loan. Commission and fees arising from negotiating, or
participating in the negotiation of, a transaction for a third party are recognised on
completion of the underlying transaction.

2.4.11 Determination of fair value

The fair value for financial instruments traded in active markets at the statement of
financial position date is based on their quoted market price or dealer price quotations
(bid price for long positions and ask price for short positions), without any deduction for
transaction costs. For all other financial instruments not traded in an active market, the
fair value is determined by using appropriate valuation techniques. Valuation techniques
include the discounted cash flow method, comparison to similar instruments for which
market observable prices exist, options pricing models, credit models and other relevant
valuation models. Certain financial instruments are recorded at fair value using valuation
techniques in which current market transactions or observable market data are not
available. Their fair value is determined using a valuation model that has been tested
against prices or inputs to actual market transactions and using the Bank’s best estimate
of the most appropriate model assumptions. Models are adjusted to reflect the spread
for bid and ask prices to reflect costs to close out positions, credit and debit valuation
adjustments, liquidity spread and limitations in the models. Also, profit or loss calculated
when such financial instruments are first recorded (‘Day 1’ profit or loss) is deferred and
recognised only when the inputs become observable or on derecognition of the
instrument.
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2.4.12 Foreign currency translation

(a) Functional and presentation currency
Items included in the financial statements are measured using the currency of the
primary economic environment in which the entity operates (‘the functional currency’).
The financial statements are presented in ‘U.S Dollar’, which is the Bank’s functional and
presentation currency.

(b) Transactions and balances
Foreign currency transactions are translated into the functional currency using the
exchange rates prevailing at the dates of the transactions or valuation where items are
re-measured. Foreign exchange gains and losses resulting from the settlement of such
transactions and from the translation at year-end exchange rates of monetary assets
and liabilities denominated in foreign currencies are recognised in the statement of
comprehensive income, except when deferred in equity as qualifying cash flow hedges
and qualifying net investment hedges. Foreign exchange gains and losses that relate to
borrowings and cash and cash equivalents are presented in the statement of
comprehensive income within ‘finance income or cost’. All other foreign exchange gains
and losses are presented in the statement of comprehensive income within ‘other
(losses)/gains – net’. Changes in the fair value of monetary securities denominated in
foreign currency classified as available-for-sale are analysed between translation
differences resulting from changes in the amortised cost of the security and other
changes in the carrying amount of the security. Translation differences related to
changes in amortised cost are recognised in profit or loss, and other changes in carrying
amount are recognised in other comprehensive income. Translation differences on non-
monetary financial assets and liabilities such as equities held at fair value through profit
or loss are recognised in profit or loss as part of the fair value gain or loss. Translation
differences on non-monetary financial assets such as equities classified as available-for-
sale are included in the available for sale reserve in other comprehensive income.

2.4.13 Contingencies
Contingent liabilities are not recognized in the financial statements, but are disclosed
unless the possibility of an outflow of resources embodying economic benefits is remote.

Contingent assets are not recognized in the financial statements, but are disclosed when
an inflow of economic benefits is probable.

(3) CASH AND BALANCES WITH CENTRAL BANK OF IRAQ

2010 2009
USD USD

Cash on hand 182,669,871 138,059,283
Checks under collection - 58,667

Balances at Central Bank of Iraq
Term deposits at Central Bank of Iraq - 85,470,085
Cash at Central Bank of Iraq 5,662,983,990 3,761,570,451

5,845,653,861 3,985,158,486
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According to the Central Bank of Iraq (CBI) regulations, all banks operating in Iraq
should maintain cash balances at CBI related to customers’ deposits held by the Bank.
The balances at CBI include such cash balances of USD 319,580,761
(2009: USD 797,433,019). These balances are not restricted.

Non-interest bearing balances at Central Bank of Iraq amounts to USD 5,662,983,990 as
of December 31, 2010 (2009: USD 3,761,570,451).

(4) DUE FROM BANKS

2010 2009
USD USD

Deposits at local banks 36,310,540 86,100,187
Deposits at foreign banks 5,823,442,515 6,428,372,298

5,859,753,055 6,514,472,485

Non-interest bearing balances at banks and financial institutions amounts to
USD 349,957,613 as of December 31, 2010 (2009: USD 116,485,876).

(5) FINANCIAL INVESTMENTS HELD TO MATURITY

2010 2009
USD USD

Treasury bills 1,045,034,188 42,735,043
Unamortized discount ( 23,838,788) ( 35,881)

1,021,195,400 42,699,162

Treasury bills are debt securities issued by the Iraqi Ministry of Finance. The treasury
bills have original maturities ranging between 91 days and 364 days. The treasury bills
are purchased at a discount from face value and do not pay interest before maturity. The
interest is the difference between the purchase price of the bill and the amount paid back
at maturity or when sold prior to maturity. The Bank intends to hold all Treasury bills until
maturity dates. None of these financial assets is either past due or impaired.
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(6) LOANS AND ADVANCES TO CUSTOMERS

2010 2009
USD USD

Lending to governmental sector 1,497,763,692 1,463,675,214
Consumer lending 2,443,073 1,784,507
Residential mortgages 2,578,841 1,635,586
Large corporations 683,986,121 1,012,155,064
Small and medium size enterprises 29,587,079 2,722,110
Total 2,216,358,806 2,481,972,481

Impairment loss provision on loans and advances
to customers * ( 93,798,057) ( 89,133,635)

2,122,560,749 2,392,838,846

Suspended interest not recognized in the year amounted to USD 5,195,221
(2009: USD 2,692,016). .

* The movement on specific impairment loss provision on loans and advances to
customers is as follows:

2010 2009
USD USD

At January 1 89,133,635 84,948,195
Recoveries for the year ( 12,335,578) -
Charge for the year 17,000,000 4,185,440

At December 31 93,798,057 89,133,635

At December 31, 2010, non-performing loans and advances to customers amounted to
USD 97,020,458 (2009: USD 164,185,289), representing 4.38% (2009: 6.61%) of gross
facilities granted after excluding the suspended interest.

At December 31, 2010, loans and advances granted to the Government of Iraq
amounted to USD 1,497,763,692 (2009: USD 1,463,675,214), representing 67.42%
(2009: 58.91%) of gross facilities granted.
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(7) PREMISES AND EQUIPMENT

Buildings Land
Leasehold

improvements
Motor

vehicles
Furniture

and fixtures

Office
equipment
and tools

Projects
under

construction Others Total

2010 - USD USD USD USD USD USD USD USD USD

Cost

At 1 January 6,791,943 - - 658,424 68,735 7,434,085 1,727,992 560,298 17,241,477
Additions - 4,176,200 9,962,925 19,519 130,002 626,887 4,234,712 170,112 19,320,357
Disposals - - - (13,405) (27,362) (1,492,353) - (66,880) (1,600,000)

At 31 December 6,791,943 4,176,200 9,962,925 664,538 171,375 6,568,619 5,962,704 663,530 34,961,834

Accumulated
depreciation
Balance as at 1
January 1,655,743 - - 128,442 63,634 1,206,176 - 460,298 3,514,293
Depreciation
charge for the
year 697,194 - - 19,519 130,002 626,887 - 170,112 1,643,714
Disposals - - - (13,405) (27,362) (1,492,353) - (66,880) (1,600,000)

At 31 December 2,352,937 - - 134,556 166,274 340,710 - 563,530 3,558,007

Impairment - - - - - - - - (4,902,414)

Net book value
At 31 December 4,439,006 4,176,200 9,962,925 529,982 5,101 6,227,909 5,962,704 100,000 26,501,413
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Buildings
Motor

vehicles
Furniture

and fixtures

Office
equipment
and tools

Projects under
construction Others Total

2009 - USD USD USD USD USD USD USD

Cost

At 1 January 7,589,414 658,424 40,570 4,665,263 533,268 151,605 13,638,544
Additions 917,512 - 28,165 1,053,839 1,194,724 408,693 3,602,933
Transfers (1,714,983) - - 1,714,983 - - -

At 31 December 6,791,943 658,424 68,735 7,434,085 1,727,992 560,298 17,241,477

Accumulated depreciation

Balance as at 1 January 976,549 128,442 35,469 708,748 - 51,605 1,900,813
Depreciation charge for the
year 122,783, - 28,165 1,053,839 - 408,693 1,613,480

At 31 December 1,099,332 128,442 63,634 1,762,587 - 460,298 3,514,293

Impairment - - - - - - (4,902,414)
Net book value At 31
December 5,692,611 529,982 5,101 5,671,498 1,727,992 100,000 8,824,770

* The land was granted to the Bank by Kurdistan Region Government (KRG). The land will be used by the Bank to facilitate building
its branch at Erbil governorate. The estimated fair value of the land is USD 4,176,200.
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(8) OTHER ASSETS

2010 2009
USD USD

Letters of guarantee commission receivable 4,151,488 6,404,162
Prepaid expenses 712,036 498,358
Advances to employees 2,065,080 747,134
Accrued interest income 10,328,467 7,111,264
Others 5,221,521 18,269,231

22,478,592 33,030,149

(9) DUE TO CUSTOMERS

2010 2009
USD USD

Current accounts 5,314,303,377 4,689,420,029
Call deposits 21,412,418 35,170,732
Saving accounts 59,701,258 50,103,007
Deposits against credit cards issued 10,428,856 5,894,872
Deposits against LCs and LGs 7,668,251,377 6,620,098,454

13,074,097,286 11,400,687,094

- Governmental institutions’ deposits amount to USD 9,931,489,084 as of December
31, 2010 (2009: USD 7,970,114,219) representing 75.96% (2009: 69.91%) of total
customers’ deposits.

- Non-interest bearing deposits amounted to USD 12,992,983,610 as of December 31,
2010 (2009: USD 11,309,518,483) representing 99.38% (2009: 99.20%) of total
deposits.

(10) MARGIN ACCOUNTS

2010 2009
USD USD

Margin accounts against letters of credit 188,549,686 201,702,024
Margin accounts against letters of guarantee 58,656,848 65,899,063

247,206,534 267,601,087
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(11) OTHER LIABILITIES

2010 2009
USD USD

Deferred LCs and LGs commission income 11,124,667 51,020,931
Stamp fees payable 14,751,745 6,015,064
Certified checks issued 12,191,485 9,848,571
Provisions for employees income taxes 989,316 989,316
Customers’ funds blocked by legal order 21,993,367 934,420
Accrued expenses 1,054,919 1,212,057
Bills of exchange 922,018 360,563
Trade creditors 79,266,875 68,008,659
Internal bills of exchange 1,544,850 206,522
Customers’ restricted LGs margin 2,995,724 5,088,926
Provision for legal cases 1,250,000 1,250,000
Others 9,113,139 12,347,155

157,198,105 157,282,184

(12) SHARE CAPITAL

The authorized and paid up capital of the Bank as of December 31, 2010 amounted to
USD 427,350,000 (2009: USD 427,350,000). The Bank’s capital is fully owned by Iraqi
Ministry of Finance.

(13) RETAINED EARNINGS

According to the Bank’s bylaws, profits generated by the operations of the Bank will be
distributed to the Development Fund for Iraq (DFI) at the time determined by the Bank’s
President in consultation with the Administrator of the Coalition Provisional Authority.
According to Coalition Provisional Authority order number (100) of 2004 all powers,
authorities and responsibilities granted to the administrator were transferred to the Iraqi
Prime Minister.

(14) INTEREST INCOME

2010 2009
USD USD

Interest on loans and advances 93,291,124 49,391,542
Interest on treasury bills 24,309,215 61,411,198
Interest on balances at banks 40,539,636 44,419,607
Interest on overnight deposits at Central Bank of Iraq - 646,587
Interest on letters of credit - 214,898

158,139,975 156,083,832
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(15) FEES AND COMMISSION INCOME

2010 2009
USD USD

Commission income on letters of credit 78,577,624 47,124,863
Commission income on letters of guarantee 25,521,766 10,576,535
Commission income on fund transfers 5,816,229 7,165,968
Other commissions 1,222,388 1,452,431

111,138,007 66,319,797

(16) EMPLOYEES’ SALARIES AND BENEFITS

2010 2009
USD USD

Employees’ salaries 10,871,572 8,676,432
Bonus 762,394 373,486
Overtime 105,027 52,957

11,738,993 9,102,875

(17) OTHER OPERATING EXPENSES

2010 2009
USD USD

Security 6,516,619 5,309,560
Confiscated guarantees 5,083,183 -
Research and consultancy services 2,126,201 3,302,436
Travel and transportation 1,997,500 3,801,704
Legal and professional fees 1,511,427 1,004,093
Maintenance 1,357,479 781,936
Rent 1,319,696 1,392,886
Subscriptions, fees and licenses 930,761 849,417
Office supplies 714,379 338,695
Fuel and lubricants 582,507 391,272
Operational support charges 565,668 939,272
Advertising 262,283 539,301
Stationery and printings 239,822 364,641
Fairs expenses 176,814 254,868
Others 2,103,962 2,508,474

25,488,301 21,778,555
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(18) CASH AND CASH EQUIVALENTS

Cash, and cash equivalents include the following for the purposes of the statement of
cash flows:

2010 2009
USD USD

Cash and balances with Central Bank of Iraq 5,845,653,861 3,985,158,486
Balances and deposits at banks 5,859,753,055 6,514,472,485

11,705,406,916 10,499,630,971

Cash and cash equivalent balances include USD 5,400,858,811 and USD
3,071,579,443 as of December 31, 2010 and 2009 respectively designated by the
Bank’s management for the purpose of payment of letters of credit and guarantee cash
margins to the corresponding banks, these amounts are not restricted.

(19) FAIR VALUE OF FINANCIAL INSTRUMENTS

19.1 Determination of fair value and fair value hierarchy
The Bank used the following hierarchy for determining and disclosing the fair value of
financial instruments by valuation technique:

Level 1: quoted (unadjusted) prices active markets for identical assets or liabilities;

Level 2: other techniques for which all inputs which have a significant effect on the
recorded fair value are observable, either directly or indirectly;
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The following table shows an analysis of financial instruments recorded at fair value by
level of the fair value hierarchy:

Level 1 Level 2 Total

31 December 2010
USD USD USD

Financial assets at fair value
through profit or loss

Government debt securities 91,263,000 - 91,263,000
91,263,000 - 91,263,000

Financial assets available
for sale

Unquoted investments - 1,213,283 1,213,283
91,263,000 1,213,283 92,476,283

31 December 2009

Financial assets available
for sale

Unquoted investments - 20,537 20,537
- 20,537 20,537

19.2 Fair value of financial instrument

The carrying amounts of the financial instruments approximate their fair values.

(20) INCOME TAX

The Bank is a governmental entity and its income is exempted from income tax
according to Iraqi Income Tax Law number (113) of 1982 and its subsequent
amendments.

(21) RISK MANAGEMENT

21.1 Introduction
The Bank’s business involves taking on risks in a targeted manner and managing them
professionally. The core functions of the Bank’s risk management are to identify all key
risks for the Bank, measure these risks, manage the risk positions and determine capital
allocations. The Bank regularly reviews its risk management policies and systems to
reflect changes in markets, products and best market practice.

The Bank’s aim is to achieve an appropriate balance between risk and return and
minimize potential adverse effects on the Bank’s financial performance. The Bank
defines risk as the possibility of losses or profits foregone, which may be caused by
internal or external factors. Risk management is carried out by management under
policies approved by the Board of Directors. The risks arising from financial instruments
to which the Bank is exposed are credit risk, liquidity risk and market risk.
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21.2 Credit risk
Credit risk is the risk of suffering financial loss, should any of the Bank’s customers,
clients or market counterparties fail to fulfill their contractual obligations to the Bank.
Credit risk arises mainly from consumer and corporate loans and advances, credit cards,
and loan commitments arising from such lending activities, but can also arise from
financial guarantees, letters of credit, endorsements and acceptances.

Credit risk is the single largest risk for the Bank’s business; management therefore
carefully manages its exposure to credit risk. The credit risk management and control
are centralized in a credit risk management team, which reports to the Board of Directors
and head of each business unit regularly.

The table below shows the maximum exposure to credit risk for the components of the
balance sheet. The maximum exposure is shown gross, before the effect of collateral
agreements.

2010 2009
USD USD

Due from banks 5,859,753,055 6,514,472,485

Loans and advances to customers
Consumer lending 2,443,073 1,784,507
Residential mortgages 2,578,841 1,635,586
Corporate lending
Large corporations 689,181,342 1,014,847,080
Small and medium enterprises 29,587,079 2,722,110
Bonds and treasury bills
Within financial assets at fair value through profit
or loss 91,263,000 -
Financial assets available for sale 1,213,283 20,537
Other assets 21,766,556 32,531,791

6,697,786,229 7,568,014,096

Off balance sheet items
Letters of guarantee 2,257,468,460 2,142,785,388
Letters of credit 12,358,380,774 11,169,393,336

14,615,849,234 13,312,178,724

Total 21,313,635,463 20,880,192,820



TRADE BANK OF IRAQ

NOTES TO THE FINANCIAL STATEMENTS

DECEMBER 31, 2010

28

The table below represents classifications by level of risk according to Bank’s system of credit facilities classification as of
December 31:

2010 Consumer
Residential
mortgages Corporate SMEs

Governmental
Sector Total

USD USD USD USD USD USD
Low risk - - - - 1,497,763,692 1,497,763,692
Acceptable risk 1,906,038 2,578,841 566,478,257 17,172,492 - 588,135,628
Watch list (61-90 days) 537,035 - 32,739,112 162,881 - 33,439,028

Non performing:
Substandard - - 84,768,752 12,251,706 - 97,020,458
Total 2,443,073 2,578,841 683,986,121 29,587,079 1,497,763,692 2,216,358,806

Less: Impairment losses on loans and advances to
customers - - 86,802,409 6,995,648 - 93,798,057
Net 2,443,073 2,578,841 597,183,712 22,591,431 1,497,763,692 2,122,560,749

2009

Low risk - - - - 1,463,675,214 1,463,675,214
Acceptable risk 1,784,507 835,586 948,998,651 2,493,234 - 954,111,978

Non performing:
Substandard - 800,000 63,156,413 228,876 - 64,185,289
Total 1,784,507 1,635,586 1,012,155,064 2,722,110 1,463,675,214 2,481,972,481

Less: Impairment losses on loans and advances to
customers 28,711 872,712 87,910,491 321,721 - 89,133,635
Net 1,755,796 762,874 924,244,573 2,400,389 1,463,675,214 2,392,838,846
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The table below shows the distribution of collaterals measured at fair value over loans and advances as of December 31:

2010 Consumer
Residential
mortgages Corporate SMEs

Governmental
Sector Total

USD USD USD USD USD USD
Collaterals
Acceptable risk 1,906,038 2,578,841 566,478,257 17,172,492 - 588,135,628
Watchlist - From 61 to 90 days 537,035 - 32,739,112 162,881 - 33,439,028
Non performing:
Substandard - - 84,768,752 12,251,706 - 97,020,458
Total 2,443,073 2,578,841 683,986,121 29,587,079 - 718,595,114

Comprising of:
Letters of guarantee - - 84,875,433 - - 84,875,433
Real estate 2,443,073 2,578,841 593,372,606 29,587,079 - 627,981,599
Traded equities - - 2,051,679 - - 2,051,679
Vehicles and machinery - - 3,686,403 - - 3,686,403
Total 2,443,073 2,578,841 683,986,121 29,587,079 - 718,595,114

2009

Collaterals
Low risk - - - - - -
Acceptable risk 1,784,507 835,586 584,000,000 2,722,110 - 589,342,203
Non performing:
Substandard - 800,000 1,000,000 - - 1,800,000
Total 1,784,507 1,635,586 585,000,000 2,722,110 - 591,142,203

Comprising of:
Letters of guarantee - - 74,000,000 - - 74,000,000
Real estate 1,784,507 1,635,586 350,000,000 2,722,110 356,142,203
Traded equities - - 1,000,000 - - 1,000,000
Vehicles and machinery - - 160,000,000 - - 160,000,000
Total 1,784,507 1,635,586 585,000,000 2,722,110 - 591,142,203
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The Bank’s financial assets, before taking into account any collateral held or other credit enhancements can be analyzed by the following
geographical regions:

2010 Inside Iraq
Asia & Other Middle
Eastern countries* Europe Americas Total

USD USD USD USD USD

Cash and balances at Central Banks 5,845,653,861 - - - 5,845,653,861

Due from banks 36,310,540 1,595,435,293 3,264,925,688 963,081,534 5,859,753,055

Loans and advances to customers:

Consumer lending 2,443,073 - - - 2,443,073

Residential mortgages 2,578,841 - - - 2,578,841

Corporate lending:

Large corporations 597,183,712 - - - 597,183,712

Small and medium enterprises 22,591,431 - - - 22,591,431

Lending to governmental sectors 1,497,763,692 - - - 1,497,763,692

Bonds and treasury bills within:

Financial assets held to maturity 1,021,195,400 - - - 1,021,195,400
Financial assets at fair value through profit
or loss - - 91,263,000 - 91,263,000

Financial assets available for sale 1,213,283 - - - 1,213,283

Other assets 21,766,556 - - - 21,766,556

Total 2010 9,048,700,389 1,595,435,293 3,356,188,688 963,081,534 14,963,405,904

Total 2009 6,401,269,189 917,771,856 3,231,929,723 2,278,670,719 12,829,641,487

* Excluding Iraq.

Treasury bills:
Treasury bills are classified as low risk since treasury bills amounting to USD 1,021,195,400 held by the Bank are classified as Governmental
risk rating class.
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The table below shows industry sector analysis of the Bank’s financial assets, before taking into account collateral held or other credit
enhancements:

2010 Financial Industrial Real estate Trading Consumer
Public and

governmental Total

USD USD USD USD USD USD USD

Cash and balances at Central Banks 5,845,653,861 - - - - - 5,845,653,861

Due from banks 5,859,753,055 - - - - - 5,859,753,055

Loans and advances to customers:

Consumer lending - - - - 2,443,073 - 2,443,073

Residential mortgages - - 600,000 1,978,841 - - 2,578,841

Corporate lending:

Large corporations - 23,365,120 44,288,005 529,530,587 - - 597,183,712

Small and medium enterprises - 2,331,501 - 20,259,930 - - 22,591,431

Lending to governmental sector - - - - - 1,497,763,692 1,497,763,692

Financial assets held to maturity - - - - - 1,021,195,400 1,021,195,400
Financial assets at fair value
through profit or loss - - - - - 91,263,000 91,263,000

Financial assets available for sale 1,213,283 - - - - - 1,213,283

Other assets 21,766,556 - - - - - 21,766,556

Total 2010 11,728,386,755 25,696,621 44,888,005 551,769,358 2,443,073 2,610,222,092 14,963,405,904

Total 2009 10,394,103,479 220,990,899 686,000 705,730,937 1,755,796 1,506,374,376 12,829,641,487

21.3 Market risk
The Bank takes on exposure to market risks, which is the risk that the fair value or future cash flows of a financial instrument will fluctuate
because of changes in market prices. Market risks arise from open positions in interest rate, currency and equity products, all of which are
exposed to general and specific market movements and changes in the level of volatility of market rates or prices such as interest rates,
credit spreads, foreign exchange rates and equity prices.
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21.3.1 Interest rate risk
Cash flow interest rate risk is the risk that the future cash flows of a financial instrument
will fluctuate because of changes in market interest rates. Fair value interest rate risk is
the risk that the value of a financial instrument will fluctuate because of changes in
market interest rates. The Bank takes on exposure to the effects of fluctuations in the
prevailing levels of market interest rates on both its fair value and cash flow risks.
Interest margins may increase as a result of such changes but may reduce losses in the
event that unexpected movements arise. The Board sets limits on the level of mismatch
of interest rate repricing and value at risk that may be undertaken, which is monitored by
the Bank’s Treasury.

The following table demonstrates the sensitivity to a reasonable possible change in
interest rates, with all other variables held constant, of the Bank’s statement of
comprehensive income:

2010 -
Currency

Increase in
interest rate

Sensitivity of
net interest

income

% USD

IQD 0.25 10,635,259
USD 0.50 8,916,347

EUR 0.50 1,937,713

Currency

Decrease
in interest

rate

Sensitivity of
net interest

income

% USD

IQD 0.25 (10,635,259)
USD 0.50 ( 8,916,347)
EUR 0.50 ( 1,937,713)

2009 -
Currency

Increase in
interest rate

Sensitivity of
net interest

income

% USD

IQD 0.25 6,475,148
USD 0.50 7,671,769
EUR 0.50 2,428,049

Currency

Decrease
in interest

rate

Sensitivity of
net interest

income

% USD

IQD 0.25 (6,475,148)
USD 0.50 (7,671,769)
EUR 0.50 (2,428,049)
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The following table demonstrates the Bank’s sensitivity to interest rates as of December 31:

2010
Less than
1 month 1 – 3 months 3 – 6 months

6 – 12
months 1 – 3 years

Non-interest
bearing Total

Avg.
Int.

Rate
Assets USD USD USD USD USD USD USD
Cash and balances at Central Banks - - - - - 5,845,653,861 5,845,653,861
Due from banks 5,509,795,442 - - - - 349,957,613 5,859,753,055 0.69%
Loans and advances to customers 507,118,878 21,381,214 854,701 79,257,132 1,513,948,824 - 2,122,560,749 3.96%
Financial assets held to maturity 234,222,223 312,495,726 474,477,451 - - - 1,021,195,400 8.40%
Financial assets Available for sale - - - - - 1,213,283 1,213,283 -
Financial assets at fair value through
profit or loss - - - - 91,263,000 - 91,263,000 6.90%
Premises and equipment - - - - - 26,501,413 26,501,413 -
Other assets - - - - - 22,478,592 22,478,592 -
Total assets 6,251,136,543 333,876,940 475,332,152 79,257,132 1,605,211,824 6,245,804,762 14,990,619,353

Liabilities
Due to customers 59,701,258 3,211,863 5,353,105 12,847,450 - 12,992,983,610 13,074,097,286 3.65%
Margin accounts - - - - - 247,206,534 247,206,534 -
Other liabilities - - - - - 157,198,105 157,198,105 -
Total liabilities 59,701,258 3,211,863 5,353,105 12,847,450 - 13,397,388,249 13,478,501,925

Interest rate sensitivity gap 6,191,435,285 330,665,077 469,979,047 66,409,682 1,605,211,824 (7,151,583,487) 1,512,117,428

2009
Total assets 3,562,040,970 2,319,003,865 3,138,501,764 22,213,509 13,345,937 3,921,938,390 12,977,044,435

Total liabilities 55,997,879 - - 35,170,732 - 11,734,401,754 11,825,570,365

Interest rate sensitivity gap 3,506,043,091 2,319,003,865 3,138,501,764 (12,957,223) 13,345,937 (7,812,463,364) 1,151,474,070
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21.3.2 Foreign exchange risk
The Bank takes on exposure to the effects of fluctuations in the prevailing foreign
currency exchange rates on its financial position and cash flows. The Board sets limits
on the level of exposure by currency and in aggregate for both overnight and intra-day
positions, which are monitored daily.

The tables below indicate the currencies to which the Bank had significant exposure at
December 31 on its non-trading monetary assets and liabilities and its forecast cash
flows. The analysis calculates the effect of a reasonably possible movement of the
currency rate against the U.S.Dollar, with all other variables held constant on the
statement of comprehensive income (due to the fair value of currency sensitive non-
trading monetary assets and liabilities). A negative amount in the table reflects a
potential net reduction in statement of comprehensive income, while a positive amount
reflects a net potential increase.

2010 -

Currency

Increase in
currency

exchange rate

Sensitivity of
net interest

income

% USD

IQD 5 100,501,855
EUR 15 116,312,833

GBP 10 70,941

Currency

Decrease in
currency

exchange rate

Sensitivity of
net interest

income
% USD

IQD 5 (100,501,855)
EUR 15 (116,312,833)
GBP 10 ( 70,941)

2009 -

Currency

Increase in
currency

exchange rate

Sensitivity of
net interest

income

% USD

IQD 5 116,036,434
EUR 15 119,695,994
GBP 10 74,111

Currency

Decrease in
currency

exchange rate

Sensitivity of
net interest

income

% USD

IQD 5 (116,036,434)
EUR 15 (119,695,994)
GBP 10 ( 74,111)
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The following table shows the concentration in currency risk as of December 31:

2010- US Dollar IQD EUR GBP Others Total

Assets USD USD USD USD USD USD

Cash and balances with Central Bank of Iraq 2,075,658,762 3,769,995,099 - - - 5,845,653,861

Due from Banks 3,252,599,704 44,960,365 2,540,658,579 19,019,455 2,514,952 5,859,753,055

Loans and advances to customers 2,113,740,113 8,820,636 - - - 2,122,560,749

Financial assets held to maturity - 1,021,195,400 - - - 1,021,195,400

Available for sale investments - 1,213,283 - - - 1,213,283

Financial assets at fair value through profit or loss 91,263,000 - - - - 91,263,000

Premises and equipment 26,363,300 138,113 - - - 26,501,413

Other assets 5,196,021 16,570,535 - - - 21,766,556

Total assets 7,564,820,900 4,862,893,431 2,540,658,579 19,019,455 2,514,952 14,989,907,317

Liabilities

Due to customers 9,620,443,462 1,278,432,562 2,153,116,062 19,590,248 2,514,952 13,074,097,286

Margin accounts 240,241,459 6,965,075 - - - 247,206,534

Other liabilities 72,052,514 85,145,591 - - - 157,198,105

Total liabilities 9,932,737,435 1,370,543,228 2,153,116,062 19,590,248 2,514,952 13,478,501,925

Net concentration in the balance sheet (2,367,916,535) 3,492,350,203 387,542,517 (570,793) - 1,511,405,392

Net concentration off balance sheet 10,961,886,926 365,396,231 2,795,281,165 164,428,304 328,856,608 14,615,849,234

2009-

Total assets 6,530,934,966 3,883,418,125 2,540,658,579 19,019,455 2,514,952 12,976,546,077

Total liabilities 8,279,803,825 1,370,543,228 2,153,118,062 19,590,298 2,514,952 11,825,570,365

Net concentration in the balance sheet (1,748,868,859) 2,512,874,897 387,540,517 (570,843) - 1,150,975,712

Net concentration off balance sheet 9,612,887,378 205,257,561 3,296,888,831 75,844,690 121,300,264 13,312,178,724
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21.3.3 Price risk

Equity price risk is the risk that the fair value of equities decreases as a result of changes
in the level of equity indices and individual stocks. Equity price exposure arises from
equity securities classified as available for sale and fair value through profit or loss.

21.4 Liquidity risk

Liquidity risk is the risk that the Bank is unable to meet its obligations when they fall due
as a result of customer deposits being withdrawn, cash requirements from contractual
commitments, or other cash outflows.

Such outflows would deplete available cash resources for client lending, trading activities
and investments. In extreme circumstances, lack of liquidity could result in reductions in
the statement of financial position and sales of assets, or potentially an inability to fulfil
lending commitments. The risk that the Bank will be unable to do so is inherent in all
banking operations and can be affected by a range of institution-specific and market-
wide events including, but not limited to, credit events, merger and acquisition activity,
systemic shocks.
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21.4 Liquidity risk
The table below summarises the maturity profile of the Bank’s financial liabilities at December 31 based on contractual undiscounted repayment
obligations:

2010
Less than
1 month 1 – 3 months 3 – 6 months 6 – 12 months 1 – 3 years

More than 3
years Total

USD USD USD USD USD USD USD

Liabilities

Due to customers 5,757,209,458 1,638,029,882 1,147,599,569 1,038,112,797 3,246,728,968 246,416,612 13,074,097,286

Margin accounts 49,441,307 61,801,633 135,963,594 - - - 247,206,534

Other liabilities 21,911,016 26,293,219 42,922,505 43,822,031 11,124,667 - 146,073,438

Total liabilities 5,828,561,781 1,726,124,734 1,326,485,668 1,081,934,828 3,257,853,635 246,416,612 13,467,377,258

Total assets 6,004,544,454 2,383,380,590 1,938,155,537 1,134,012,682 3,501,902,237 28,623,853 14,990,619,353

2009

Liabilities

Due to customers 4,038,942,264 2,355,758,346 2,159,445,150 2,348,032,248 588,939,586 - 11,491,117,594

Margin accounts 89,200,362 133,800,544 44,600,181 - - - 267,601,087

Other liabilities 20,576,327 25,510,466 5,102,093 47,419,227 7,653,140 - 106,261,253

Total liabilities 4,148,718,953 2,515,069,356 2,209,147,424 2,395,451,475 596,592,726 - 11,864,979,934

Total assets 5,284,705,804 2,804,705,386 2,376,055,259 2,489,407,279 13,345,937 8,824,770 12,977,044,435
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The table below summarizes the off balance sheet items maturities as of the date of the
financial statements:

Less than
1 year 1 – 5 years Total

2010- USD USD USD

Letters of credit 8,045,950,508 4,312,430,266 12,358,380,774

Letters of guarantee 1,025,083,268 1,232,385,192 2,257,468,460

Total 9,071,033,776 5,544,815,458 14,615,849,234

2009-

Letters of credit 7,400,156,100 3,769,237,236 11,169,393,336

Letters of guarantee 1,773,914,713 368,870,675 2,142,785,388

Total 9,174,070,813 4,138,107,911 13,312,178,724

(22) CAPITAL MANAGEMENT

The primary objectives of the Bank’s capital management are to ensure that the Bank
complies with Central Bank of Iraq capital requirements and that the Bank maintains strong
credit ratings and healthy capital ratios in order to support its business and to maximise
shareholder’s value.

The Bank manages its capital structure and makes adjustments to it in the light of changes in
economic conditions and the risk characteristics of its activities. In order to maintain or adjust
the capital structure, no changes have been made to the Bank’s capital components since
2009.

The below summarises the composition of the prime capital:

2010 2009

USD USD
Primary capital
Paid up capital 427,350,000 427,350,000
General reserve 3,500,000 3,500,000
Retained earnings 1,081,267,428 720,624,070

Total Primary capital 1,512,117,428 1,151,474,070

Total risk weighted assets 6,255,839,777 6,431,686,740
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(23) MATURITY ANALYSIS OF ASSETS AND LIABILITIES

The table below shows an analysis of assets and liabilities analyzed according to when they
are expected to be recovered or settled:

2010-
Within1

Year
More than 1

Year Total

Assets USD USD USD

Cash and balances at Central Bank of Iraq 5,845,653,861 - 5,845,653,861

Due from banks 3,984,632,077 1,875,120,978 5,859,753,055

Loans and advances to customers 2,109,214,812 13,345,937 2,122,560,749

Financial assets held to maturity 1,021,195,400 - 1,021,195,400

Financial assets available for sale - 1,213,283 1,213,283
Financial assets at fair value through profit
or loss - 91,263,000 91,263,000

Premises and equipment - 26,501,413 26,501,413

Other assets - 22,478,592 22,478,592

Total assets 12,960,696,150 2,029,923,203 14,990,619,353

Liabilities

Due to customers 12,485,157,700 588,939,586 13,074,097,286

Margin accounts 247,206,534 - 247,206,534

Other liabilities 146,073,438 11,124,667 157,198,105

Total liabilities 12,878,437,672 600,064,253 13,478,501,925

Net assets 82,258,478 1,429,858,950 1,512,117,428

2009-

Assets

Cash and balances at Central Bank of Iraq 3,985,158,486 - 3,985,158,486

Balances and deposits at banks 6,514,472,485 - 6,514,472,485

Loans and advances to customers 2,379,492,909 13,345,937 2,392,838,846

Treasury bills held to maturity 42,699,162 - 42,699,162

Available for sale investments 20,537 - 20,537

Premises and equipment, net 352,991 8,471,779 8,824,770

Other assets 33,030,149 - 33,030,149

Total assets 12,955,226,719 21,817,716 12,977,044,435

Liabilities

Deposits from customers 10,854,268,965 546,418,129 11,400,687,094

Margin accounts 267,601,087 - 267,601,087

Other liabilities 149,629,044 7,653,140 157,282,184

Total liabilities 11,271,499,096 554,071,269 11,825,570,365

Net assets 1,683,727,623 (532,253,553) 1,151,474,070
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(24) CONTINGENT LIABILITIES AND COMMITMENTS

To meet the financial needs of customers, the Bank enters into various irrevocable
commitments and contingent liabilities. Even though these obligations may not be recognised
on the balance sheet, they do contain credit risk and are therefore part of the overall risk of
the Bank.

The total outstanding commitments and contingent liabilities are as follows:

2010 2009
USD USD

Letters of credit 12,358,380,774 11,169,393,336
Performance letters of guarantee 2,257,468,460 2,142,785,388

14,615,849,234 13,312,178,724

Annual rent of the Bank’s main building and the branches amounted to USD 1,319,696 as of
December 31, 2010 (2009: USD 1,392,886) renewable annually.

(25) LAWSUITS

In the normal course of business the Bank appears as a defendant in a number of lawsuits as
of December 31, 2010 and December 31, 2009. According to the Bank’s lawyer and Bank’s
management, no material liability will arise as a result of these lawsuits.

(26) RELATED PARTY TRANSACTIONS

The Bank enters into transactions with Iraqi Governmental agencies in the ordinary course of
business at commercial interest and commission rates. All the loans and advances to related
parties are performing advances and are free of any provision for possible credit losses.

The following transactions have been entered into with related parties:

2010 2009
USD USD

Balances at Central Bank of Iraq 5,662,983,990 3,847,040,536
Treasury bills 1,021,195,400 42,699,162
Loans and advances 1,497,763,692 1,463,675,214
Customers’ deposits 9,931,489,084 7,470,114,219
Interest income 24,309,215 62,057,785
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(27) NEWLY ISSUED INTERNATIONAL FINANCIAL REPORTING STANDARDS

Standards issued but not yet effective

Standards issued but not yet effective up to the date of issuance of the Bank’s financial
statements are listed below. This listing is of standards and interpretations issued, which the
bank reasonably expects to be applicable at a future date. The bank intends to adopt those
standards when they become effective.

IAS 24 Related Party Disclosures (Amendment)

The amended standard is effective for annual periods beginning on or after 1 January 2011. It
clarified the definition of a related party to simplify the identification of such relationships and
to eliminate inconsistencies in its application. The revised standard introduces a partial
exemption of disclosure requirements for government-related entities. The Bank does not
expect any impact on its financial position or performance. Early adoption is permitted for
either the partial exemption for government-related entities or for the entire standard.

IAS 32 Financial Instruments: Presentation – Classification of Rights Issues

The amendment to IAS 32 is effective for annual periods beginning on or after 1 February
2010 and amended the definitionof a financial liability in order to classify rights issues (and
certain options or warrants) as equity instruments in cases where such rights are given pro
rata to all of the existing owners of the same class of an entity’s non-derivative equity
instruments, or to acquire a fixed number of the entity’s own equity instruments for a fixed
amount in any currency. This amendment will have no impact on the Bank after initial
application.

IFRS 9 Financial Instruments: Classification and Measurement

IFRS 9 as issued reflects the first phase of the IASBs work on the replacement of IAS 39 and
applies to classification and measurement of financial assets and liabilities as defined in IAS
39. The standard is effective for annual periods beginning on or after 1 January 2013. In
subsequent phases, the Board will address impairment and hedge accounting. The
completion of this project is expected in mid 2011. The adoption of the first phase of IFRS 9
will primarily have an effect on the classification and measurement of the Bank’s financial
assets. The Bank is currently assessing the impact of adopting IFRS 9, however, the impact
of adoption depends on the assets held by the Bank at the date of adoption, it is not practical
to quantify the effect.
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IFRIC 19 Extinguishing Financial Liabilities with Equity Instruments

IFRIC 19 is effective for annual periods beginning on or after 1 July 2010. The interpretation
clarifies that equity instruments issued to a creditor to extinguish a financial liability qualify as
consideration paid. The equity instruments issued are measured at their fair value. In case
this cannot be reliably measured, they are measured at the fair value of the liability
extinguished. Any gain or loss is recognised immediately in profit or loss. The adoption of this
interpretation will have no effect on the financial statements of the Bank.

Improvements to IFRSs (issued in May 2010)

The IASB issued Improvements to IFRSs, an omnibus of amendments to its IFRS standards.
The amendments have not been adopted as they become effective for annual periods on or
after either 1 July 2010 or 1 January 2011. The amendments are listed below:

- IFRS 3 Business Combinations

- IFRS 7 Financial Instruments: Disclosures

- IAS 1 Presentation of Financial Statements

- IAS 27 Consolidated and Separate Financial Statements

- IFRIC 13 Customer Loyalty Programmes

The Bank, however, expects no impact from the adoption of the amendments on its financial
position or performance.


