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Consolidated Financial Statements and Auditors’ Report
Year Ended December 31st, 2007

Supplementary Financial Data
Exhibit I

641,805,786
1,050,071,620

18,289,838
83,417,424

1,019,706,982
46,095,895

1,113,819,024
997,002,580
143,273,134
19,194,323
34,666,062
41,942,577
1,501,500

39,500,177
5,250,286,922

172,270,884
370,358,170
157,077,537
285,651,668

87,493,946
234,466,036
116,957,591
273,887,967

633,984,213
912,900,276
32,058,092
20,829,920

777,940,583
38,974,431

1,075,663,356
920,831,669
97,224,655

-
29,088,009
39,791,264
1,473,547

49,036,958
4,629,796,973

December 31st

(Restated)

2007
C/V USD

2006
C/V USD

ASSETS
Cash, Compulsory reserves and central banks and financial institutions
Deposits with banks and financial institutions
Trading assets
Loans to banks
Loans and advances to customers
Loans and advances to related parties
Available for sale investment securities
Held-to-maturity investment securities
Customers’ liability under acceptances
Investments in associates
Assets acquired in satisfaction of loans
Property and equipment
Intangible assets
Other assets
Total Assets

Letters of Guarantee and Stand by Letters of Credit
Documentary and Commercial Letters of Credit
Forward Exchange Contracts
Fiduciary Deposits

Consolidated Balance Sheet as Translated to US Dollar

Financial Instruments with Off-Balance Sheet Risk

This statement is a translation into USD of the balance sheet stated in the Reporting Currency at the rate of exchange of LL1,507.50 to the USD.
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Supplementary Financial Data
Exhibit I

270,329,535
29,576,874

3,645,574,312
143,273,134
569,824,160
66,243,510
52,874,773
11,423,552
53,550,572

4,842,670,422

28,547,927
13,916,000
3,554,428

170,000,000
160,515,673

1,305,345
(11,206,147

711,119
(3,183,658

44,020,090
(564,277

407,616,500
5,250,286,922

)

)

248,636,007
8,226,070

3,235,174,168
97,224,655

569,547,589
45,872,951
39,910,150
10,498,312
84,185,161

4,339,275,063

26,932,007
13,916,000
5,306,799

73,000,000
143,257,869

1,305,345
(8,220,625

162,744
(2,374,649

37,030,616
205,804

290,521,910
4,629,796,973

)

)

December 31st

(Restated)

2007
C/V USD

2006
C/V USD

LIABILITIES
Deposits and borrowings from banks
Customers’ and related parties’ deposits designated at fair value through profit or loss
Customers’ and related parties’ accounts at amortized cost
Liability under acceptance
Other borrowings
Certificates of deposit
Other liabilities
Provisions
Liability under preferred shares issued
Total liabilities

EQUITY
Ordinary share capital
Shareholders’ cash contribution to capital
Convertible preferred share
Preferred shares
Reserves and retained earnings
Owned buildings revaluation surplus
Cumulative change in fair value of investment securities
Regulatory reserve for assets acquired on satisfaction of debts
Treasury shares
Net income for the year
Currency translation adjustment
Total equity
Total Liabilities and Equity

Consolidated Balance Sheet as Translated to US Dollar

This statement is a translation into USD of the balance sheet stated in the Reporting Currency at the rate of exchange of LL1,507.50 to the USD.
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Consolidated Financial Statements and Auditors’ Report
Year Ended December 31st, 2007

Supplementary Financial Data
Exhibit II

322,027,975
(236,214,162

85,813,813

29,890,694
(2,896,691

26,994,003

3,543,284
5,969,321

122,320,421

(3,276,505
4,771,617

(234,848
(99,502

123,481,183

(29,955,774
(22,501,321
(16,251,203

54,772,885
(10,752,795
44,020,090

Cents 95
Cents 96

)

)

)

)
)

)
)
)

)

284,015,636
(195,952,117

88,063,519

22,421,041
(1,839,284

20,581,757

4,491,005
3,758,356

116,894,637

(5,025,658
2,432,420

(498,451
(89,552

113,713,396

(25,778,817
(18,696,818
(22,781,384

46,456,377
(9,425,761

37,030,616

Cents 88
Cents 85

)

)

)

)
)

)
)
)

)

Year ended December 31st

(Restated)

2007
C/V USD

2006
C/V USD

Interest income
Interest expense
Net interest income

Fee and commission income
Fee and commission expense
 Net fee and commission income

Net interest and gains and losses on trading portfolio
Other operating income
Net financial revenues

Allowance for impairment of loans and advances
Write-back of impairment loss on loans and advances
Write-off of loans and advances
Impairment loss of owned property
Net financial revenues after impairment charge for credit losses

Staff costs
General operating expenses
Depreciation and amortization

Profit before income tax
Income tax expense
Net income for the year

Basic earnings per share for the year
Diluted earnings per share for the year

Consolidated Income Statement as Translated to US Dollar

This statement is a translation into USD of the balance sheet stated in the Reporting Currency at the rate of exchange of LL1,507.50 to the USD.
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Local BranchesOur Presence

Ain El-Remmaneh
T +961 1 385 342 | 3 | 4  .  F +961 1 385 341

Al-nahr
T +961 1 562 342 | 3 | 4  .  F +961 1 587 226

Antelias
T +961 4 525 637 | 8 | 9  .  F +961 4 525 637
 
Achrafieh, ABC
T +961 1 204 668 | 669 | 671  .  F +961 1 204 668

Achrafieh, Sioufi
T +961 1 204 606 | 7 | 8 . F +961 1 204 606 | 7 | 8

Baouchrieh
T +961 1 871 415 | 6 | 7 . F +961 1 871 417

Baouchrieh, Jdeideh
T +961 1 897 750 | 1 | 2 . F +961 1 897 753

Bourj Hammoud
T +961 1 262 480 | 263 599  .  F +961 1 269 401

Chiyah
T +961 1 274 555 | 276 042  .  F +961 1 274 555 | 276 042

Dora
T +961 1 256 020 | 1  .  F +961 1 256 022

Foch, Main Branch
T +961 1 985 327 | 985 418 | 9  .  F +961 1 985 327 | 985 418 | 9

Ghobeiry
T +961 1 278 717 | 9 | 552 480 | 1  .  F +961 1 543 874

Hamra, Gefinor
T +961 1 738 767 | 8 | 9  .  F +961 1 746 563

Hamra, Ras Beirut
T +961 1 350 168 | 9 | 354 458  .  F +961 1 349 935

Hamra, Saroulla
T +961 1 352 992 | 740 570 | 742 182 | 750 683  .  F +961 1 342 840

Hazmieh
T +961 5 459 221 | 951 168 | 9  .  F +961 5 457 272

Jal El-Dib
T +961 4 711 399 | 711 517 | 8 | 9  .  F +961 4 711 396 | 711 399

Jal El-Dib Square
T +961 4 523 624 | 523 626  .  F +961 4 523 625

Koraytem
T +961 1 797 140 | 1 | 2 | 3  .  F +961 1 797 140 | 1 | 2 | 3

Mar Elias
T +961 1 305 571 | 818 148  .  F +961 1 305 571 | 818 148

Mazraa, Barbir
T +961 1 663 915 | 6 | 7 | 8  .  F +961 1 663 915 | 6 | 7 | 8

Mazraa, Saeb Salam Boulevard
T +961 1 313 276 | 318 852  .  F +961 1 312 340

Palais de Justice
T +961 1 425 842 | 426 201 | 612 922 | 3  .  F +961 1 425 842

 Lebanon
  Greater Beirut and Suburbs
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Local BranchesOur Presence

Aley
T +961 5 556 125 |6  .  F +961 5 555 924

Broumana
T +961 4 960 806 | 960 949 | 963 029  .  F +961 4 960 806 | 963 029

Elyssar
T +961 4 920 106 | 8 | 928 190 | 1 | 2  .  F +961 4 920 105

Mansourieh
T +961 4 409 693 | 4 | 5  .  F +961 4 409 695

Mount Lebanon

Greater Beirut and Suburbs

Jbeil
T +961 9 546 530 | 546 534  .  F +961 9 546 534

Jounieh
T +961 9 637 586 | 913 955 | 913 990  .  F +961 9 637 586 | 913 990

Jounieh (Ghadir)
T +961 9 639 006 | 7 | 8 | 9  .  F +961 9 639 010

Zouk Mosbeh
T +961 9 223 012 | 3 | 4 | 5  .  F +961 9 223 012 | 3 | 4 | 5

Kesserwan and Jbeil

Chtaura
T +961 8 540 421 | 540 431 | 540 438  .  F +961 8 540 421 | 540 431 | 540 438

Bekaa

Kfar Akka
T +961 6 651 516 | 7 | 952 727 | 8 | 9  .  F +961 6 651 517

Tripoli (Abou Samra)
T +961 6 429 500 | 1 | 2 | 3 | 4  .  F +961 6 429 500 | 1 | 2 | 3 | 4

Tripoli (Banks’ Street)
T +961 6 445 209 | 445 210  .  F +961 6 445 210

North Lebanon

Sidon
T +961 7 752 502 | 3 | 4 | 5  .  F +961 7 752 502 | 3 | 4 | 5

Tyre (Al-Ramel)
T +961 7 740 051 | 742 149  .  F +961 7 740 051

Tyre (Sour)
T +961 7 348 232 | 3 | 4  .  F +961 7 348 235

South Lebanon

Riadh El-Solh
T +961 1 980 222 | 980 333  .  F +961 1 980 350

Sin El Fil, Horsh Tabet
T +961 1 481 773 | 481 874  .  F +961 1 500 352

Sin El Fil, Saydeh
T +961 1 480 616 | 482 324  .  F +961 1 480 616 | 482 324

Tariq El-Jedideh
T +961 1 308 404 | 704 018 | 9  .  F +961 1 308 404 | 704 018 | 9
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International OfficesOur Presence

Lebanon

Cyprus

Sultanate of Oman

United Kingdom

United Arab Emirates

Nigeria

Iraq
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International OfficesOur Presence

Bank of Beirut - Cyprus Branch
T +357 25 814 202 | 3 | 4 | 5 | 6 | 7 | 8 . F +357 25 814 209 . www.bankofbeirut.com

 Cyprus

Bank of Beirut - Oman Branches
T +968 2469 7269 .  F +968 2469 8769 . www.bankofbeirut.com

 Sultanate of Oman

Bank of Beirut (UK) Ltd
T +44 20 74938342 | 6  .  F +44 20 74080053  .  www.bankofbeirut.co.uk

 United Kingdom

Bank of Beirut s.a.l. Representative Office
T +971 4 3041981 | 2 | 3  .  F +971 4 3435360  .  www.bankofbeirut.com

 United Arab Emirates

Bank of Beirut Representative Office (Nigeria) Limited
T +234 803 4858888 | +234 1 4612688  .  F +234 1 4612689 . www.bankofbeirut.com

 Nigeria

Representative Office
P.O.Box: 3284  .  www.bankofbeirut.com

 Iraq
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Officers and Professional Advisers

Officers and Professional Advisers

Directors

Secretary

Registered Office

Bankers

Solicitors

Auditors

S G Sfeir (Chairman)
R C Dziengeleski
S M Osman
K C Bird
I J McCannah
A A Abdel Massih
F H Naboulsi

Comat Registrars Limited

Hill House
1 Little New Street
London
EC4A 3TR

HSBC Bank plc
Level 24,
8 Canada Square
London E14 5HQ

Eversheds LLP
Senator House,
85 Queen Victoria Street
London
EC4V 4JL

Deloitte & Touche LLP
Chartered Accountants
London
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Chairman’s Statement

In 2007 the Bank continued its strong growth trends both in terms of Balance Sheet expansion and profitability.  This reflects the consistent 
implementation of our basic marketing strategies in the fields of correspondent banking, trade finance and private banking services.

I am pleased to advise you that the Bank posted pre tax profits of £4.6 million, an increase of 70% over the results of 2006. Total Assets 
expanded to £273.3 million, an increase of £68.7 million over 2006 figures, whilst Loans and Advances to customers stood at £90.4 million 
at year end, an increase of 85% over the previous year’s figures. Expansion of assets was supported by a marked growth in Deposits to 
£220.9 million from £168 million in 2006. The deposit growth can be attributed to the following factors:

•  Continued marketing efforts by our dedicated UK marketing team

•  Increased support from the Global units of the Bank of Beirut Group

The Bank’s continued focus on correspondent banking and trade related services resulted in fee and commission income increasing from 
£1.5 million in 2006 to £2.7 million for 2007. The Bank’s trade related activity in 2007 continued to grow as in previous years with trade 
transactions handled in excess of US$ 1 billion.

We have greatly expanded our business activities in the ECOWAS area during the year. This market has grown in importance to the bank. 
Results achieved to date have been excellent and we would like to thank the staff of the Nigerian Representative Office for their hard work 
and dedication, without which these results would not have been possible.
 
As a further sign of support, and in order to fund our business expansion we received a subordinated loan for US$ 20 million from our 
parent in May 2007.

Our achievements to date could not have been reached without the continued support of our shareholders, dedicated staff and clients 
and on behalf of the Board we say many thanks.

S G Sfeir
Chairman
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Directors’ Report

The directors present their report on the affairs of the Bank, together with the financial statements and auditors’ report for the year ended 
31 December 2007.

Results and dividends

The profit for the year after taxation, which amounted to £3,702,858 (2006 - £2,701,857) was transferred to reserves. The directors do not 
recommend the payment of a dividend (2006 - £nil).

Principal activities and review of the business

The Bank is an authorised institution under the Financial Services and Markets Act 2000. The principal activity of the Bank is the provision 
of commercial and retail banking services. The Bank provides comprehensive services in all aspects of trade finance including the 
provision of short term financing. In addition, the Bank provides traditional bank lending through its client banking relationships and via 
the syndications market. All of the Bank’s profits are derived from its operations carried out in the UK. In the past three financial years, 
the Bank has seen significant increases in business volumes leading to enhanced profitability. The presence of the Bank of Beirut Group, 
Nigerian Representative Office has been instrumental in the Bank securing a foothold in the lucrative and expanding Nigerian and other 
West African markets. Particularly in Nigeria we have been able to respond at an early stage to the requirements of the local banks and 
our own customers based or trading in these areas.  A very substantial portion of our business is with correspondent banks and is short 
dated and trade related in nature. This, together with continued increase in deposit business generated through the Bank of Beirut Group 
has led to balance sheet footings in excess of £270 million. It is anticipated that the business will continue to develop and grow within its 
current business areas for the future. 

Directors’ Report
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The nature of the Banks core business and deposit base is such that the crisis surrounding the sub prime lending market and tightening 
liquidity seen in the latter part of 2007 has not impacted on Bank of Beirut (UK) Ltd operations. The principal risks faced by the Bank are 
discussed in further detail below under the “Financial risk management objectives and policies” section. 

The key performance indicators of the Bank are as follows:

Total assets
Total deposits (from banks and customers)
Profit after taxation

273,321
220,918

3,703

204,588
168,009

2,702

in Pounds Sterling 2007 2006

The Bank recorded an increase of 37% in its profit after taxation to £3.7million in 2007. This is contributed by the increase in total assets 
which has expanded to £273.3 million, an increase of £68.7 million over 2006.  Loans and advances to customers stood at £90.4 million 
at year end, an increase of 85% over the previous year. Deposits showed a marked growth to £220.9 million from £168 million in 2006.  

Financial risk management objectives and policies 

Liquidity risk

The Bank is regulated by the Financial Services Authority (FSA), which, from time to time, sets required liquidity mismatch parameters. 
The Bank manages the liquidity structure of its assets, liabilities and commitments so that cash flows are appropriately balanced to ensure 
that all funding obligations are met when due and the required mismatch parameters are not exceeded. The policy of the Bank is to 
match to maturity as far as is practicable and the Treasury Department will not take on large exposures or placements that cannot easily 
be matched in the market as to currency or maturity. Liquidity is monitored by the Treasury Department on a daily basis and reviewed by 
senior management weekly. 

Credit risk

The Bank’s exposure to credit risk arises where there is a possibility of a counterparty defaulting on its obligations to the Bank. Credit risk 
exposure is controlled on a daily basis through close monitoring of client positions and is assessed with the aid of credit ratings. The credit 
department carries out day-to-day management of credit risk, while overall responsibility resides with the Bank’s Credit Committee. The 
Company will take collateral when required; this may be security over a customer’s assets, or more commonly, cash. 

Operational risk

Operational risk arises from inadequate or failed internal processes, systems and personnel or from events external to the company. 
The Management Committee review and consider all operational risks to the Bank. Where operational risk has been identified, controls 
and procedures, including insurance cover have been put in place to mitigate against such risks. Regular reports are made to the senior 
management.

Interest rate risk

Interest rate risk is the exposure of the Bank to adverse movements in interest rates. Changes in interest rates can affect the Bank’s 
earnings by changing its net interest income. This risk mainly arises from mismatches between the interest bearing assets and liabilities on 
the balance sheet and from the investment of the Company’s reserves and other net non-interest bearing liabilities in variable rate assets. 
Note 27 shows the interest rate sensitivity gap for the Bank as at 31 December 2007.

Directors’ Report
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Directors’ Report

Foreign Exchange risk

The Bank’s policy is not to run speculative foreign exchange positions. The Bank enters into forward foreign currency exchange contracts 
to economically hedge the risk of changes in currency exchange rates. The Bank also offers foreign exchange services to all clients of the 
Bank. There are detailed limits and controls in place to monitor and limit the exposure. The Bank’s policy is to clear its currency positions 
at the close of daily business.

Directors and their interests

The Directors who served throughout the year were as follows:

S G Sfeir
R C Dziengeleski
S M Osman
K C Bird
I J McCannah	
A A Abdel Massih
F H Naboulsi

Auditors

Each of the persons who are a Director at the date of approval of this report confirms that:

(1)  so far as the Director is aware, there is no relevant audit information of which the company’s auditors are unaware; and

(2)  the Directors have taken all the steps that he/she ought to have taken as a Director in order to make himself/herself aware of any
     relevant audit information and to establish that the company’s auditors are aware of that information.

This information is given and should be interpreted in accordance with the provision of S234ZA of the Companies Act 1985.

Deloitte & Touche LLP have expressed their willingness to continue in office as auditors and a resolution to reappoint them will be proposed 
at the forthcoming Annual General Meeting.

Approved by the Board and signed on its behalf by:

R C Dziengeleski				    Hill House, 1 Little New Street			 
Managing Director				    London, EC4A 3TR

31 March 2008
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Statement of Directors’ Responsibilities

The Directors are responsible for preparing the Annual Report and the financial statements in accordance with applicable law and 
regulations.  

Company law requires the Directors to prepare financial statements for each financial year. Under that law, the Directors have elected 
to prepare the financial statements in accordance with International Financial Reporting Standards (IFRSs) as adopted by the European 
Union. The financial statements are required by law to be properly prepared in accordance with IFRSs as adopted by the European Union 
and the Companies Act 1985.

International Accounting Standard 1 requires that financial statements present fairly for each financial year the Bank’s financial position, 
financial performance and cash flows. This requires the faithful representation of the effects of transactions, other events and conditions in 
accordance with the definitions and recognition criteria for assets, liabilities, income and expenses set out in the International Accounting 
Standards Board’s Framework for the preparation and presentation of financial statements.  In virtually all circumstances, a fair presentation 
will be achieved by compliance with all applicable IFRSs. However, Directors are also required to:

•  properly select and apply accounting policies;
•  present information, including accounting policies, in a manner that provides relevant, reliable, comparable and understandable information;
•  provide additional disclosures when compliance with the specific requirements in IFRSs are insufficient to enable users to understand 
the impact of particular transactions, other events and conditions on the entity’s financial position and financial performance; and 
•  make an assessment of the Bank’s ability to continue as a going concern.

The Directors are responsible for keeping proper accounting records that disclose with reasonable accuracy at any time the financial 
position of the Bank and to enable them to ensure that the financial statements comply with the Companies Act 1985. They are also 
responsible for safeguarding the assets of the Bank and hence for taking reasonable steps for the prevention and detection of fraud and 
other irregularities.

Statement of Directors’ Responsibilities
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We have audited the financial statements of Bank of Beirut (UK) Ltd for the year ended 31 December 2007 which comprise the income 
statement, the balance sheet, the cash flow statement, the statements of changes in equity and the related notes 1 to 28. These financial 
statements have been prepared under the accounting policies set out therein.  

This report is made solely to the Bank’s members, as a body, in accordance with section 235 of the Companies Act 1985.  Our audit work 
has been undertaken so that we might state to the Bank’s members those matters we are required to state to them in an auditors’ report 
and for no other purpose.  To the fullest extent permitted by law, we do not accept or assume responsibility to anyone other than the Bank 
and the Bank’s members as a body, for our audit work, for this report, or for the opinions we have formed.

Respective responsibilities of Directors and auditors

The Directors’ responsibilities for preparing the annual report and the financial statements in accordance with applicable law and 
International Financial Reporting Standards as adopted by the European Union are set out in the statement of Directors’ responsibilities.

Our responsibility is to audit the financial statements in accordance with relevant legal and regulatory requirements and International 
Standards on Auditing (UK and Ireland). 
	
We report to you our opinion as to whether the financial statements give a true and fair view and are properly prepared in accordance with 
the Companies Act 1985. We also report to you whether in our opinion the information given in the Directors’ Report is consistent with 
the financial statements. 

In addition we report to you if, in our opinion, the company has not kept proper accounting records, if we have not received all the 
information and explanations we require for our audit, or if information specified by law regarding Directors’ remuneration and other 
transactions is not disclosed.

We read the other information contained in the Annual Report. We consider the implications for our report if we become aware of 
any apparent misstatements or material inconsistencies with the financial statements. Our responsibilities do not extend to any further 
information outside the financial statements.

Basis of audit opinion

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) issued by the Auditing Practices Board. 
An audit includes examination, on a test basis, of evidence relevant to the amounts and disclosures in the financial statements. It also 
includes an assessment of the significant estimates and judgements made by the Directors in the preparation of the financial statements, 
and of whether the accounting policies are appropriate to the Bank’s circumstances, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we considered necessary in order 
to provide us with sufficient evidence to give reasonable assurance that the financial statements are free from material misstatement, 
whether caused by fraud or other irregularity or error. In forming our opinion we also evaluated the overall adequacy of the presentation of 
information in the financial statements.

Opinion

In our opinion:

•  the financial statements give a true and fair view, in accordance with IFRSs as adopted by the European Union, of the state of the Banks 
affairs as at 31 December 2007 and of the Bank’s profit for the year then ended;

•  the financial statements have been properly prepared in accordance with the Companies Act 1985; and

•  the information given in the Directors’ report is consistent with the financial statements.

Deloitte & Touche LLP
Chartered Accountants and Registered Auditors
London, United Kingdom

31 March 2008 

Independent Auditors’ Report

Independent Auditors’ Report to the Members of Bank of Beirut (UK) Ltd
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Income Statement

Income Statement
For the Year ended 31 December 2007

Interest receivable
Interest payable
Net interest income
Fees and commissions receivable
Other income
Total non-interest income
Total income
Administrative expenses
Net recoveries of impairment losses on loans and advances
Profit before taxation
Taxation
Profit for the year

4
5

6

7
8

22

13,225,662
(8,968,188
4,257,474
2,661,838

306,734
2,968,572
7,226,046
(2,628,225

(1,963
4,595,858

(893,000
3,702,858

)

)
)

)

7,241,373
(4,408,199
2,833,174
1,526,389

194,925
1,721,314
4,554,488
(1,909,458

56,827
2,701,857

-
2,701,857

)

)

in Pounds Sterling Notes 2007 2006



192

Bank of Beirut (UK) Ltd
Report and Financial Statements 2007

Balance Sheet

Assets
Cash and balances at banks
Placements with banks
Loans and advances to customers
Customers’ acceptances
Held-to-maturity investments:
- Debt securities
- Placement funds
- Treasury bills and other eligible bills
Property and equipment
Goodwill
Derivative assets
Prepayments and accrued income
Total assets

Liabilities
Deposits by banks
Customer accounts
Acceptances payable
Accruals and deferred income
Derivative liabilities
Other liabilities
Subordinated loan

Equity
Called up share capital
Subordinated loan
Retained earnings
Total equity
Total liabilities and equity
Contingent liabilities
Commitments

9
10
11

12
13
14
15
16
27

17
18
11

27
19
21

20
21
22

23
24

608,276
103,310,879
90,405,571
6,163,309

69,723,384
16,628

1,468,930
98,127

751,540
139,602
634,673

273,320,919

71,444,593
149,473,793

6,163,309
754,330
261,768
520,982

10,106,389
238,725,164

25,000,000
250,000

9,345,755
34,595,755

273,320,919
55,402,864
46,493,531

701,068
107,340,615
48,827,216
5,261,189

40,887,073
17,009

522,587
79,038

751,540
43,635

157,353
204,588,323

23,724,838
144,284,077

5,261,189
131,236
29,753

514,333
-

173,945,426

25,000,000
-

5,642,897
30,642,897

204,588,323
36,594,467
49,198,861

As at December 31st, 2007 - in Pounds Sterling Notes 2007 2006

Balance Sheet

The financial statements were approved by the Board of Directors and authorised for issue on 31 March 2008.  They were signed on its 
behalf by:
Signed on behalf of the Board of Directors

R C Dziengeleski		
Managing Director
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As at 1 January 2006
Profit for the year
As at 31 December 2006
Issued during the year
Profit for the year
As at 31 December 2007

21

25,000,000
-

25,000,000
-
-

25,000,000

2,941,040
2,701,857
5,642,897

-
3,702,858
9,345,755

-
-
-

250,000
-

250,000

27,941,040
2,701,857

30,642,897
250,000

3,702,858
34,595,755

Year Ended December 31st, 2007
in Pounds Sterling Notes

Called Up 
Share Capital

Retained 
Earnings

Subordinated 
Loan Total

Statement of Changes in Equity
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Cash Flow Statement

Cash flows from operating activities
Profit before taxation
Depreciation
Net recoveries of impairment losses on loans and advances to customers
Other non-cash movements
Increase in prepayments and accrued income
Increase in accruals and deferred income
Net increase in loans and advances to banks and customers
Net increase in deposits by banks and customers
Increase in other liabilities
Net increase/(decrease) in derivative financial instruments
Net cash generated from/(used in) operating activities

Cash flows from investing activities
Acquisition of business, net of cash acquired
Proceeds on maturity of debt securities
Purchase of debt securities
Payments for property and equipment
Proceeds on maturity of treasury bills and other eligible bills
Purchase of treasury bills
Net cash (used in)/generated from investing activities

Cash flows from financing activities
Proceeds from issuance of subordinated loans
Net decrease in cash and cash equivalents

Cash and cash equivalents at the beginning of the year
Effect of exchange rate changes on cash and cash equivalents

Cash and cash equivalents at the end of the year

Cash and cash equivalents comprised of:
Cash and balances at banks

16

21

4,595,858
62,817
(88,721

(306,733
(477,320
623,094

(37,548,619
52,909,471

6,650
136,048

19,912,545

-
120,463,184
(149,413,429

(81,906
542,922

(1,567,771
(30,057,000

9,950,249
(194,206

701,068
101,414

608,276

608,276

)
)
)

)

)
)

)
)

)

)
)
)

)

)
)

)
)

)

)

2,701,856
41,426
(56,827

(194,925
(112,255

34,136
(75,214,419
29,728,241

399,467
(125,680

(42,798,980

62,195,034
99,184,354

(119,136,947
(16,973

570,426
-

42,795,894

-
(3,086

711,693
(7,539

701,068

701,068

Year Ended December 31st, 2007 - in Pounds Sterling Notes 2007 2006

Cash Flow Statement
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1. General information

Bank of Beirut (UK) Ltd (“the Bank”) is a company incorporated in the United Kingdom under the Companies Act 1985. The address of 
the registered office is given on page 1. The nature of the Bank’s operations and its principal activities are set out in the Directors’ Report 
on pages 3 to 5.

These financial statements are presented in Pounds Sterling because that is the currency of the primary economic environment in which 
the Bank operates.  

In the current year, the Bank has adopted IFRS 7 Financial Instruments: Disclosures which is effective for annual reporting periods 
beginning on or after 1 January 2007, and the consequential amendments to IAS 1 Presentation of Financial Statements. 

The impact of the adoption of IFRS 7 and the changes to IAS 1 has been to expand the disclosures provided in these financial statements 
regarding the Bank’s financial instruments and management of capital (see note 28) for current and comparative financial year.

Four Interpretations issued by the International Financial Reporting Interpretations Committee are effective for the current period. These 
are: IFRIC 7 Applying the Restatement Approach under IAS 29, Financial Reporting in Hyperinflationary Economies; IFRIC 8 Scope of 
IFRS 2; IFRIC 9 Reassessment of Embedded Derivatives; and IFRIC 10 Interim Financial Reporting and Impairment. The adoption of these 
Interpretations has not led to any changes in the Bank’s accounting policies.

At the date of authorisation of these financial statements, the following Standards and Interpretations which have not been applied in these 
financial statements were in issue but not yet effective:

IAS 23 (Revised)	 Borrowing Costs 
IFRS 8		  Operating Segments
IFRIC 11	 	 IFRS 2 : Group and Treasury Share Transactions
IFRIC 12	 	 Service Concession Arrangements
IFRIC 13	 	 Customer Loyalty Programmes
IFRIC 14	 	 IAS19 – The Limit on a Defined Benefit Asset, Minimum Funding Requirements and their Interaction

The directors anticipate that the adoption of these Standards and Interpretations in future periods will have no material impact on the 
financial statements of the Bank in the period of initial application.

2. Significant accounting policies

Basis of accounting

The financial statements have been prepared in accordance with International Financial Reporting Standards adopted by the European 
Union (“IFRS”) for the first time. The results and disclosures for the comparative period have been restated to be consistent with the current 
year presentation.

The financial statements have been prepared on the historical cost basis except for the revaluation of certain financial instruments. The 
principal accounting policies adopted are set out below.

Business combination

The acquisition of the private banking business of the Bank of Nova Scotia in prior year was accounted for using the purchase method. 
The cost of the acquisition is measured at the aggregate of the fair values, at the date of exchange, of assets given and liabilities incurred 
or assumed by the Bank in exchange for the transfer of the private banking business, plus any costs directly attributable to the business 
combination. The acquired identifiable assets, liabilities and contingent liabilities that meet the conditions for recognition under IFRS 3 are 
recognised at their fair value at the acquisition date.

Goodwill arising on acquisition is recognised as an asset and initially measured at cost, being the excess of the cost of the business 
combination over the Bank’s interest in the net fair value of the identifiable assets, liabilities and contingent liabilities recognised. 

For the purpose of impairment testing, goodwill is allocated to cash-generating units expected to benefit from the synergies of the 
combination. Cash-generating units to which goodwill has been allocated are tested for impairment annually, or more frequently when 
there is an indication that the unit may be impaired. If the recoverable amount of the cash-generating unit is less than the carrying amount 
of the unit, the impairment loss is allocated first to reduce the carrying amount of any goodwill allocated to the unit and then to the other 
assets of the unit pro-rata on the basis of the carrying amount of each asset in the unit. An impairment loss recognised for goodwill is not 
reversed in a subsequent period.

Notes to the Financial Statements for the Year Ended 31 December 2007
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Interest income and expense

Interest income on financial assets that are classified as loans and receivables or held-to-maturity and interest expense on financial 
liabilities are determined using the effective interest rate method. 

The effective interest rate method is a method of calculating the amortised cost of a financial asset or financial liability (or group of financial 
assets or liabilities) and of allocating the interest income or interest expense over the expected life of the asset or liability. The effective 
interest rate is the rate that exactly discounts estimated future cash flows to the instrument’s initial carrying amount. Calculation of the 
effective interest rate takes into account fees receivable, that are an integral part of the instrument’s yield, premiums or discounts on 
acquisition or issue, early redemption fees and transaction costs. All contractual terms of a financial instrument are considered when 
estimating future cash flows. 
	
Fees and commission receivable

Fees and commission receivables which represent a return for services provided are credited to income when the related service is 
performed. 

Other income 

Other income arises from spot and forward foreign exchange transactions with customers which are backed out with the market. The 
difference between the Bank’s contractual rate and the market rate is taken to dealing profits.

Leasing

Rentals paid under operating leases are charged to income on a straight-line basis over the lease term.

Financial assets

Financial assets are classified into held-for-trading, available-for-sale, held-to-maturity investments, designated as at fair value through 
profit or loss or loans and receivables.

Held-to-maturity investments – a financial asset is classified as a held-to-maturity investment only if it has fixed or determinable payments, 
a fixed maturity and the Bank has the positive intention and ability to hold to maturity. Held-to-maturity investments are initially recognised 
at fair value plus directly related transaction costs. They are subsequently measured at amortised cost using the effective interest method 
less any impairment losses.
	
Designated as at fair value through profit or loss – financial assets that the Bank designates on initial recognition as being at fair value through 
profit or loss are recognised at fair value, with transaction costs being recognised in the income statement and that are subsequently 
measured at fair value. Gains and losses on financial assets that are designated as at fair value through profit or loss are recognised in the 
income statement as they arise.

Financial assets may be designated as at fair value through profit or loss only if such designation eliminates or significantly reduces a 
measurement or recognition inconsistency. 

Loans and receivables – non-derivative financial assets with fixed or determinable repayments that are not quoted in an active market are 
classified as loans and receivables.

Loans and receivables are initially recognised at fair value plus directly related transaction costs. They are subsequently measured at 
adjusted cost using the effective interest method less any impairment losses.

The Bank does not have any held-for-trading or available-for-sale financial instruments.

Impairment of financial assets

The Bank assesses at each balance sheet date whether there is any objective evidence that a financial asset or group of financial assets 
classified as held-to-maturity or loans and receivables is impaired. A financial asset or portfolio of financial assets is impaired and an 
impairment loss incurred if there is objective evidence that an event or events since initial recognition of the asset have adversely affected 
the amount or timing of future cash flows from the asset. Impairment losses on financial assets are recognised in the income statement.
	
Financial liabilities and equity

Financial liabilities and equity instruments are classified according to the substance of the contractual arrangements entered into. An equity 
instrument is any contract that evidences a residual interest in the assets of the group after deducting all of its liabilities. 
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All financial liabilities are held at amortised cost.

Equity instruments issued by the Bank are recorded at the proceeds received, net of direct issue costs.

Derivative financial instruments 
		
The Bank’s activities expose it primarily to the financial risks of changes in currency exchange rates. The Bank uses foreign exchange forward 
contracts to economically hedge these exposures. The Bank does not use derivative financial instruments for speculative purposes.
	
The use of financial derivatives is governed by the Bank’s policies approved by the board of directors, which provide written principles on 
the use of financial derivatives. 

The Bank does not apply hedge accounting to its derivative financial instruments.

Derivative financial instruments are recognised initially, and subsequently measured, at fair value. Changes in the fair value of derivative 
financial instruments are recognised immediately in the income statement. 

Cash and cash equivalents
	
Cash and cash equivalents comprise cash on hand and at Banks, and other short-term highly liquid investments that are readily convertible 
to a known amount of cash and are subject to an insignificant risk of changes in value.

Property and equipment

Property and equipment are stated in the balance sheet at cost, less accumulated depreciation and accumulated impairment losses. 
Depreciation is charged on all property and equipment, at rates calculated to write off the cost, less estimated residual value, of each 
property and equipment evenly over its expected useful life using the straight-line method on the following bases:

Leasehold improvements
Fixtures, fittings and equipment

Over the lease term
10% to 33.33%

The gain or loss arising on the disposal or retirement of a property and equipment is determined as the difference between the sales 
proceeds and the carrying amount of the property and equipment and is recognised in income.
	
At each balance sheet date, the Bank reviews the carrying amounts of property and equipment to determine whether there is any 
indication that those assets have suffered an impairment loss. If any such indication exists, the recoverable amount of the property and 
equipment is estimated in order to determine the extent of the impairment loss (if any).
	
Taxation
	
Income tax expense represents the sum of the tax currently payable and deferred tax.
	
The tax currently payable is based on taxable profit for the year. Taxable profit differs from net profit as reported in the income statement 
because it excludes items of income or expense that are taxable or deductible in other years and it further excludes items that are never 
taxable or deductible. The Bank’s liability for current tax is calculated using tax rates that have been enacted or substantively enacted by 
the balance sheet date.

Deferred tax is recognised on differences between the carrying amounts of assets and liabilities in the financial statements and the 
corresponding tax bases used in the computation of taxable profit, and is accounted for using the balance sheet liability method. Deferred 
tax liabilities are generally recognised for all taxable temporary differences, and deferred tax assets are generally  recognised for all 
deductible temporary differences to the extent that it is probably that taxable profits will be available against which those deductible 
temporary differences can be utilised. Such assets and liabilities are not recognised if the temporary differences arise from goodwill or from 
the initial recognition (other than in a business combination) of other assets and liabilities in a transaction that affects neither the taxable 
profit nor the accounting profit.

The carrying amount of deferred tax assets is reviewed at each balance sheet date and reduced to the extent that it is no longer probable 
that sufficient taxable profits will be available to allow all or part of the asset to be recovered.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in the period in which the liability is settled or 
the asset realised, based on tax rates (and tax laws) that have been enacted or substantively enacted by the balance sheet date. The 
measurement of deferred tax liabilities and assets reflects the tax consequences that would follow from the manner in which the Bank 
expects, at the reporting date, to recover or settle the carrying amount of its assets and liabilities.

Deferred tax assets and liabilities are offset when there is a legally enforceable right to set off current tax assets against current tax liabilities 
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and when they relate to income taxes levied by the same taxation authority and the Bank intends to settle its current tax assets and 
liabilities on a net basis.

Current and deferred tax are recognised as an expense or income in profit or loss, except when they relate to items credited or debited 
directly to equity, in which case the tax is also recognised directly in equity. 

Pension Schemes

The company contributes to a defined contribution scheme which is open to all members of staff over the age of 18. Contributions are 
charged to the income statement when they become payable in accordance with the scheme.

Foreign currency translation

Transactions in foreign currencies are recorded at the rate of exchange ruling at the dates of the transactions. Monetary assets and 
liabilities denominated in foreign currencies are retranslated at the rates of exchange ruling on the balance sheet date. All differences 
arising are taken to the income statement. Exchange differences arising on the retranslation of non-monetary items carried at fair value are 
included in profit or loss for the period except for differences arising on the retranslation of non-monetary items in respect of which gains 
or losses are recognised directly to equity. For such non-monetary items, any exchange component of that gain or loss is also recognised 
directly to equity.

In order to economically hedge its exposure to certain foreign exchange risks, the Bank enters into forward contracts (see above for details 
of the Bank’s accounting policies in respect of such derivative financial instruments). 

Offsetting of assets and liabilities

All assets and liabilities have been reported at gross unless there is a legally enforceable right to offset and there is intention to settle on a 
net basis, or to realise the asset and settle the liability simultaneously.

3. Critical accounting judgements and estimates and key sources of estimation uncertainty

In the process of applying the Bank’s accounting policies, which are described in Note 2, management has made the following judgements 
and estimates that have the most significant effect on the amounts recognised in the financial statements. The key assumptions concerning 
the future, and other key sources of estimation uncertainty at the balance sheet date, that have a significant risk of causing a material 
adjustment to the carrying amounts of assets and liabilities within the next financial year, are discussed below.

Impairment provision

The level of potential credit losses is uncertain and depends on a number of factors. The Bank bases impairment provisions on estimates 
based on the expectation of discounted cash flows arising from the financial assets. Actual cash flows on financial assets may differ from 
management estimates, resulting in an increase or decrease in impairment charges and provisions.

Impairment of goodwill

Determining whether goodwill is impaired requires an estimation of the value in use of the cash-generating units to which goodwill has 
been allocated. The value in use calculation requires the entity to estimate the future cash flows expected to arise from the cash-generating 
unit and a suitable discount rate in order to calculate present value. The carrying amount of goodwill at the balance sheet date was 
£751,540 with no impairment loss.

4. Interest receivable

Interest receivable comprises interest from:

Loans and receivables:
Loans and advances to banks
Loans and advances to customers

Held-to-maturity investments:
Debt securities
Treasury bills and other eligible bills
Other interest income 

7,929,945
512,806

3,240,642
38,664

1,503,605
13,225,662

4,926,598
406,016

1,265,668
27,444

615,647
7,241,373

in Pounds Sterling 2007 2006

The amount of interest receivable attributable to intergroup accounts is £410,522 (2006: £383,808).
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5. Interest payable

Interest payable comprises interest to:

Interest payable includes:

6. Administrative expenses

Administrative expenses include:

The average monthly number of employees during the current and prior year was as follows:

Directors’ emoluments

Directors’ remuneration during the year consists of:

Directors’ emoluments

The emoluments of the highest paid director for the year ended 31 December 2007 were £434,891 (2006 - £246,942).
One director (2006 - one) waived his right to receive his emolument totalling £10,000 (2006 - £10,000). There were two directors (2006 – 
two directors) who were part of the pension scheme.

Deposit by banks
Customers accounts
Others

Staff costs during the year (including Directors)
Wages and salaries
Social security costs
Other staff costs

Pension costs (defined contribution scheme and 
personal plan)

Salaries and other emoluments
Pension costs

Interest payable to group companies

Commercial and retail banking activities

2,007,385
6,958,658

2,145
8,968,188

1,304,164
161,955
110,940

1,577,059

123,531
1,700,590

589,599
35,924

625,523

930,464
95,589
82,394

1,108,447

56,113
1,164,560

332,258
21,483

353,741

1,299,711

24

644,979
3,752,806

10,414
4,408,199

304,528

23

in Pounds Sterling

in Pounds Sterling

in Pounds Sterling

in Pounds Sterling

2007

2007

2007

2007

2007

2006

2006

2006

2006

2006
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Net foreign currency gains
Auditors’ remuneration
Audit services
Non-audit services
Operating lease rentals – Land and buildings
Depreciation
Impairment of loan and receivables

Fees payable to the Bank’s auditors for the audit 
of the Bank’s annual accounts
Total audit fees
- Other services
Total non-audit fees

(306,733

54,500
26,000

157,340
62,817

-

)

54,500
54,500
26,000
26,000

50,000
50,000
15,000
15,000

(194,925

50,000
15,000

157,340
41,425
17,501

)

2007

2007

2006

2006

No

No

£

£

7.  Profit before taxation

The profit is stated after charging/(crediting):

8. Taxation

9. Placements with banks

Factors affecting the tax charge for the year

The charge for the year can be reconciled to the profit per the income statement as follows:	

A deferred tax asset has not been recognised in respect of timing differences relating to tax losses carried forward and capital allowances 
in excess of depreciation. The amount of the asset not recognised is £12,000. (2006 - £351,569).  

There are no amounts in respect of group companies included in placements with banks in either the current or prior year. There are no 
impairment losses in respect of placements with banks. None of the placements with banks are subordinated.

The analysis of auditors’ remuneration is as follows:

UK corporation tax at 30% (2006 - 30%) 893,000 -

in Pounds Sterling 2007 2006

Profit before taxation
Tax at 30% (2006 – 30%)
Effects of:
Expenses not deductible for tax purposes
Capital allowances in excess of depreciation
Utilisation of tax losses
Tax expense for the year

Remaining maturity
3 months or less excluding on demand
1 year or less but over 3 months

4,595,858
1,378,757

32,657
(6,683

(511,731
893,000

)
)

102,716,850
594,029

103,310,879

106,419,615
921,000

107,340,615

2,701,857
810,557

4,299
2,603

(817,459
-
)

in Pounds Sterling

in Pounds Sterling

2007

2007

2006

2006
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11. Customers’ acceptances and acceptances payable

Customers’ acceptances and acceptances payable relate to letters of credit where all required documentation have been received and 
certified by the Bank. Upon completion of the required documentation, the Bank is obliged to make payment to the counter party of the 
customer and the same amount is recoverable from the customer. The customers’ acceptances are due from the customers while the 
acceptances payable are due to the counterparty of the customer.

The certificates of deposit are classified as held to maturity and the movements during the year are summarised as follows:

12. Held to maturity - Debt securities

A reconciliation of the impairment charge for the year is provided below:

10. Loans and advances to customers

Repayable
On demand or at short notice

Remaining maturity:
3 months or less excluding on demand
1 year or less but over 3 months
3 years or less but over 1 year
Impairment losses

Balance as at 1 January
Write off
Exchange adjustments
Additions
Recoveries
Balance as at 31 December

Balance as at 1 January
Acquisitions
Maturities
Exchange rate differences
Balance as at 31 December 2006

Non performing loans and advances to customers:
Loans and advances before provisions (included 
within above)
Non performing loans and advances after provisions
None of the loans or advances to customers are 
subordinated

6,876,014

56,958,892
26,229,941

354,062
90,418,909

(13,338
90,405,571

)

101,292
-

767
-

(88,721
13,338

)

40,887,073
149,413,429
(120,463,184

(113,934
69,723,384

)
)

20,970,149
119,136,947
(99,184,354

(35,669
40,887,073

)
)

326,715
(168,304

(292
17,501
(74,328

101,292

)
)

)

16,365
-

106,163
-

6,882,518

27,111,241
8,725,747
6,209,002

48,928,508
(101,292

48,827,216
)

in Pounds Sterling

in Pounds Sterling

in Pounds Sterling

in Pounds Sterling

2007

2007

2007

2007

2006

2006

2006

2006

Certificates of deposit
Amounts include:
Due within one year

69,723,384

69,723,384

40,887,073

40,887,073

69,768,840 40,882,506

2007 2006
Book Value £ Book Value Restated £Market Value £ Market Value £
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13. Held to maturity - Placement funds 

14. Held to maturity - Treasury bills and other eligible bills

15. Property and equipment

16. Goodwill

Placement Funds 16,628 17,009

2007 2006
Book Value £ Book Value £

These funds are classified as held to maturity and are placed into the Beirut Lira Fund, Golden Fund, National Fund and the Beirut Income 
Fund II which will mature in 2009.

The treasury bills and callable step-up notes are classified as held to maturity and the movements during the year are summarised as follows:

Treasury Bills 
Callable Step-Up Notes

1,208,852
260,078

1,468,930

1,195,522
249,165

1,444,687

-
522,587
522,587

-
522,587
522,587

2007 2006
Book Value £

Leasehold improvements Fixtures, fittings & equipment Total

Book Value Restated £Market Value £ Market Value £

Balance as at 1 January 2007
Acquisitions
Maturities
Exchange differences on monetary assets
Balance as at 31 December 2007

Cost
At 1st January 2006
Additions
At 31st December 2006
Additions
At 31st December 2007
Depreciation
At 1st January 2006
Charge for the year
At 31st December 2006
Charge for the year
At 31st December 2007

Net book value
At 31st December 2006
At 31st December 2007

522,587
1,567,771

(542,922
(78,506

1,468,930

)
)

107,828
13,153

120,981
626

121,607

72,078
13,021
85,099
19,107

104,206

35,882
17,401

159,387
3,820

163,207
81,280

244,487

91,647
28,404

120,051
43,710

163,761

43,156
80,726

267,215
16,973

284,188
81,906

366,094

163,725
41,425

205,150
62,817

267,967

79,038
98,127

1,182,512
-

(570,426
(89,499

522,587

)
)

in Pounds Sterling

in Pounds Sterling

2007 2006

At cost 751,540 751,540

in Pounds Sterling 2007 2006
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17. Deposits by banks

18. Customer accounts

On 7 July 2006, the Bank acquired the private banking business of Bank of Nova Scotia (“the Business”) for cash consideration of 
£751,540. This transaction has been accounted for by the purchase method of accounting.

Included in the above are amounts due to parent undertakings of £34,227,595 (2006 - £8,460,040 ).

The goodwill arising on the acquisition of the Business is attributable to the anticipated additional profitability that the Business will contribute 
to the Bank in the future.

Goodwill acquired in a business combination is allocated, at acquisition, to the cash generating units that are expected to benefit from that 
business combination.  The Bank has determined that the Business constitutes a single cash generating unit and tests goodwill annually for 
impairment or more frequently if there are indications that goodwill might be impaired.

The recoverable amount of the cash generating unit is determined from value in use calculations. The key assumptions for the value in 
use calculations are those regarding the discount rates, growth rates and expected changes to net interest margin during the period. 
Management estimates discount rates using pre-tax rates that reflect current market assessments of the time value of money and the 
risks specific to the Business. The growth rates are based on industry growth forecasts. Changes in net interest margin are based on 
expectations of future changes in the market.

The Bank prepares cash flow forecasts derived from the most recent financial budgets approved by management for the Business and 
extrapolates cash flows for the following three years based on an estimated growth rate of 4 per cent. This rate does not exceed the average 
long-term growth rate for the relevant markets. The rate used to discount the forecast cash flows from the Business is 8.78 per cent.

Book Value Fair Value

Fair Value

Repayable on demand
With agreed maturity dates or periods of notice, by remaining maturity:
Within three months
Between three months and one year

Repayable on demand
With agreed maturity dates or periods of notice, by remaining maturity:
Within three months
Between three months and one year

Net assets acquired
Loans and advances to customers
Cash and bank balances
Deposits from customers
Total consideration
Goodwill

Satisfied by:
Cash
Deferred consideration
Directly attributable costs

Net cash inflow arising on acquisition
Cash consideration
Cash and cash equivalents acquired

1,365,905

70,078,688
-

71,444,593

20,723,704

121,952,889
6,797,200

149,473,793

25,419,535

111,803,595
7,060,947

144,284,077

3,392,735

20,230,322
101,781

23,724,838

7,714,905
62,466,037
(70,180,942)

7,714,905
62,466,037
(70,180,942

751,540
751,540

)

271,003
403,672
76,865

751,540

(271,003
62,466,037
62,195,034

)

in Pounds Sterling

in Pounds Sterling

in thousands of Pounds

in thousands of Pounds

2007

2007

2006

2006



204

Bank of Beirut (UK) Ltd
Report and Financial Statements 2007

Notes to the Financial Statements

20. Called up share capital

21. Subordinated Loans

The Bank signed an agreement  for the issue of a Subordinated Loan (“the Loan”) of USD$ 20,000,000 on 19 March 2007 to Bank of 
Beirut S.A.L, its immediate and ultimate parent company.  The key terms of the Loan are:

•  interest is payable on the Loan at one year LIBOR plus 1.5%, to be paid annually;

•  the Loan will mature in 10 years starting from the drawdown date of 29 May 2007; and 

•  Bank of Beirut S.A.L. has the option to convert all or part of the Loan into new shares in the Bank on the basis of the par value of the 
Bank’s shares at the exchange rate applicable on the conversion date.

The net proceeds received from the issue of the Loan have been split between the liability element and equity component, representing 
the residual attributable to the option to convert the liability into equity of the Bank as follows:

The interest charged for the year is calculated by applying an effective interest rate of 6.89% for the eight-month period since the Loan 
was drawn down.

19. Other liabilities

Authorised:
50,000,000 ordinary shares of £1 each at beginning and end of the year
Called up, allotted and fully paid:
25,000,000 ordinary shares of £1 each at beginning and end of the year

Amount due to Bank of Nova Scotia
Other taxes and social security costs
Other liabilities

Proceeds of issue
Equity component (net of deferred tax)
Liability component at date of issue
Interest charged
Liability component as at 31 December 2007

50,000,000

25,000,000

50,000,000

25,000,000

-
82,236

438,746
520,982

403,672
64,016
46,645

514,333

9,950,249
250,000

9,700,249
406,140

10,106,389

in Pounds Sterling

in Pounds Sterling

2007

2007

2006

2006

£
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22. Reconciliation of movements in shareholders’ funds and movements on reserves

23. Contingent liabilities

Contingent liabilities comprise:

24. Commitments

The amounts shown below are intended to provide an indication of the volume of business transacted and not of the underlying credit or 
other risks.

25. Related party transactions 

During the year, the Bank entered into the following transactions with its holding company, Bank of Beirut, s.a.l.:

Balances with the holding company as at the balance sheet date are as follows:

There are annual commitments under non-cancellable operating leases as follows:

Called up share capital Retained earnings Subordinated loan Total

As at 1st January 2007
Profit for the year
Issued during the year
As at 31st December 2007

25,000,000
-
-

25,000,000

5,642,897
3,702,858

-
9,345,755

30,642,897
3,702,858

250,000
34,595,755

-
-

250,000
250,000

in Pounds Sterling

Irrevocable letters of credit
Guarantees
Deferred payment acceptances

Formal standby facilities, credit lines and other 
commitments to lend:
Less than one year
One year and over

Interest received from holding company
Interest paid to holding company
Fee paid to holding company

Deposits
Call Deposits 
Fixed Deposits
Bills Discounted
Letters of Credit
Acceptances

Operating leases which expire
Between six month and one year

58,506,582
3,059,591
(6,163,309

55,402,864
)

38,491,531
8,002,000

46,493,531

410,522
(893,572
 (83,365

)
)

720,522
33,333,333
8,548,717
2,071,616
1,094,805

826,452
7,633,588
3,868,143
2,631,732

499,411

383,808
(304,528
 (92,220

)
)

157,340 157,340

33,218,159
15,980,702
49,198,861

41,855,656
-

(5,261,189
36,594,467

)

in Pounds Sterling

in Pounds Sterling

in Pounds Sterling

in Pounds Sterling

in Pounds Sterling

2007

2007

2007

2007

2007

2006

2006

2006

2006

Land and Buildings
2006
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The interest rates charged to/from the holding company are at market rate and the balances are unsecured.

Directors’ transactions

The following transactions have taken place with directors:

Quasi-loan to director
The company made an unsecured non-interest-bearing quasi-loan to Mr S M Osman amounting to £1,955 in September 2007 in respect 
of personal travel costs and private health care costs incurred by him and initially paid by the company.  The loan is repayable within 12 
months.

Remuneration of key management personnel

The remuneration of the directors, who are the key management personnel of the group, is set out below in aggregate for each of the 
categories specified in IAS 24 Related Party Disclosures.   

Short-term employee benefits
Post-employment benefits

589,599
35,924

625,523

332,258
21,483

353,741

in Pounds Sterling 2007 2006

26. Ultimate parent and controlling party

The ultimate parent and controlling party at 31 December 2007 was Bank of Beirut S.A.L., which is incorporated in Lebanon. Bank of 
Beirut S.A.L. is the parent company of the smallest and largest groups into which the results of the company are consolidated. Copies of 
the group accounts can be obtained from 17a Curzon St, London, W1J 5HS.

27. Financial instruments and risk management

The Bank holds and issues financial instruments for three main purposes:
•  to earn an interest margin or a fee;
•  to finance its operations; and
•  to manage the interest rate and currency risks arising from its operations and from its sources of finance.
The Bank does not have a trading book.
As at the end of 31 December 2007 and 31 December 2006, the carrying value of the financial assets and liabilities of the Bank approximates 
its fair value. The fair value of a financial instrument is the amount at which the instrument could be exchanged in a current transaction 
between willing parties in an arm’s length transaction.  Market values are used to determine fair values.  

Fair values of financial assets and liabilities

The carrying amount of financial assets and liabilities approximates their fair value due to the short term maturity of the majority of the 
financial assets and liabilities.

All loans and advances to customers are offered at floating rates and are recorded in the balance sheet using the effective interest rate 
method, less provision for impairment loss. This value is considered to be a good approximation for fair value.

The fair value of derivatives held for non-trading purposes is determined by market prices, or, where market prices are not available, by 
applying current market information to pricing or valuation models.
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As well as using derivatives to hedge foreign exchange exposure, the Company takes exchange rate contract orders from customers and 
will cover these by entering into similar positions with the head office. Set out below is a year-end comparison of carrying values and fair 
values of the Company’s derivative instruments along with those entered into with third parties:

The Bank finances its operations by a mixture of shareholders’ funds, customer deposits and inter-bank deposits.  The deposits raised 
may be in a range of currencies at floating or fixed rates of interest.  The Company’s lending is usually in sterling, euros or US dollars 
and may be either floating or fixed rate.  The Company uses forward foreign exchange contracts to hedge foreign exchange exposures 
resulting from customer facilitation.  All forward foreign exchange contracts for customers are matched with corresponding contracts with 
banks.

The main risks arising from the Bank’s financial instruments are:

1.  credit risk;
2.  liquidity risk;
3.  interest rate risk; and
4.  foreign currency risk.

The Board of Directors has overall responsibility for the establishment and oversight of the Bank’s risk management framework.  The Board 
has established the Management Committee to develop and monitor the Bank’s risk management policies in their specified areas.

The Bank’s risk management policies are established to identify and analyse the risks faced by the Bank, to set appropriate risk limits and 
controls, and to monitor risks and adherence to limits.  Risk management polices and systems are reviewed regularly to reflect changes 
in market conditions, products and services offered.  The Bank, through its training and management standards and procedures, aims to 
develop a disciplined and constructive control environment, in which employees understand their roles and obligations.

The Board have established an Audit Committee to monitor compliance with the Bank’s risk management policies and procedures, and for 
reviewing the adequacy of the risk management framework in relation to the risks faced by the Bank.  The Audit Committee is assisted in 
these functions by Internal Audit.  Internal Audit undertakes both regular and ad hoc reviews of risk management controls and procedures, 
the results of which are reported to the Board Audit Committee.

27.1 Credit risk

Credit risk is the risk of financial loss to the Bank if a customer or counterparty to a financial instrument fails to meet its contractual 
obligations, and arises principally from the Bank’s loans and advances to customers and other banks.  For risk management reporting 
purposes, the Bank considers and consolidates all elements of credit risk exposure (such as individual obligor default risk, sector and 
country concentration risk).  
The Board of Directors has delegated responsibility for the management of credit risk to its Management Committee.  Their main duties 
include the approval of credits and credit provisions, the approval of credit policy and subsequent amendments, and the delegation of 
credit approval and provisioning limits to the Credit Officer.
The Credit Officer is responsible for implementation of credit policies and for the approval of routine credit facilities within its credit approval 
and provisioning limits, as delegated by the Board Management Committee.

Exchange rate-related contracts
Forward foreign exchange
Of which third party

Exchange rate-related contracts
Forward foreign exchange
Of which third party

16,799,974
519,351

15,569,244
573,561

261,768
18,881

29,753
416

139,602
1,759

43,635
10,464

261,768
15,379

29,753
600

139,602
1,270

43,635
11,472

As at December 31st 2007,

in Pounds Sterling

As at December 31st 2006,

in Pounds Sterling

Notional Principal

Notional Principal

Carrying Value

Carrying Value

Fair Value

Fair Value

Amount

Amount

Asset

Asset

Asset

Asset

Liability

Liability

Liability

Liability
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The Bank’s maximum exposure to credit risk, by class of financial instrument is shown in the table below:

The financial assets and financial liabilities are classified as follows:

All financial liabilities including deposits by bank, customer accounts, acceptance payable and subordinated loan are carried at amortised 
cost as at the balance sheet date except for derivative liabilities which are classified as fair value through profit and loss and are carried at 
fair market value as at the balance sheet date.

Placement with banks
Loans and receivables
Loans and advances to customers
Loans and receivables
Derivative financial assets
Currency forwards

Assets
Cash and due from banks
Placements with Banks
Loans and advances to customers
Customers’ acceptances
Held to Maturity investments:
- Debt securities
- Placement funds
- Treasury bills and other eligible bills
Property and equipment
Goodwill
Derivative assets
Prepayments and accrued income
Total assets

Assets
Cash and due from banks
Placements with Banks
Loans and advances to customers
Customers’ acceptances
Held to Maturity investments:
- Debt securities
- Placement funds
- Treasury bills and other eligible bills
Property and equipment
Goodwill
Derivative assets
Prepayments and accrued income
Total assets

103,310,879

90,405,571

139,602
193,856,052

608,276
103,310,879
90,405,571
6,163,309

-
-
-
-
-
-

634,673
201,122,708

701,068
107,340,615
48,827,216
5,261,189

-
-
-
-
-
-

157,353
162,287,441

-
-
-
-
-

69,723,384
16,628

1,468,930
-
-
-
-

71,208,942

-
-
-
-

40,887,073
17,009

522,587
-
-
-
-

41,426,669

608,276
103,310,879
90,405,571
6,163,309

69,723,384
16,628

1,468,930
98,127

751,540
139,602
634,673

273,320,919

701,068
107,340,615
48,827,216
5,261,189

40,887,073
17,009

522,587
79,038

751,540
43,635

157,353
204,588,323

-
-
-
-
-
-
-
-

98,127
751,540

-
-

849,667

-
-
-
-

-
-
-

79,038
751,540

-
-

830,578

-
-
-
-
-
-
-
-
-
-

139,602
-

139,602

-
-
-
-

-
-
-
-
-

43,635
-

43,635

103,310,879

90,405,571

139,602
193,856,052

107,340,615

48,827,216

43,635
156,211,466

107,340,615

48,827,216

43,635
156,211,466

As at December 31st, - in Pounds Sterling

As at December 31st 2007,
in Pounds Sterling

As at December 31st 2006,
in Pounds Sterling

Maximum Exposure Maximum ExposureCarrying Value

Loans and 
Receivables

Loans and 
Receivables

Held-to
Maturity

Held-to
Maturity

Fair Value through 
Profit and Loss

Fair Value through 
Profit and Loss

Non-Financial 
Assets

Non-Financial 
Assets

Total

Total

Carrying Value

2007 2006
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Carrying amount
Individually impaired
Allowance for impairment
Carrying amount
Past due but not impaired

3060- days
Carrying amount
Neither past due nor impaired
Carrying amount

90,405,571
16,365
(13,338

3,027

796,229
796,229

89,606,315
90,405,571

) )

48,827,216
106,163
(101,292

4,871

643,890
643,890

48,178,455
48,827,216

As at December 31st, - in Pounds Sterling

The table below shows the breakdown of the Bank’s on-balance sheet credit exposure categorised by the degree of risk of financial loss:

All placements with banks are neither past due nor impaired as at the balance sheet date.

Impaired loans
Impaired loans are loans for which the Bank determines that it is probable that it will be unable to collect all principal and interest due 
according to the contractual terms of the loan agreement.

Past due but not impaired
Loans where contractual interest or principal payments are past due but the Bank believes that impairment is not appropriate on the basis 
of the level of security / collateral available and / or the stage of collection of amounts owed to the Bank.

Allowances of impairment
The Bank establishes an allowance for impairment losses that represents its estimate of incurred losses in its loan portfolio.  The main 
component is a specific loss provision that relates to individually significant exposures and represents the amount remaining after deducting 
the expected discounted cash flows from the outstanding loan principal and accrued interest at the balance sheet date.

Write off policy
The Bank writes off a loan balance (and any related allowances for impairment losses) when the Board Management Committee determines 
that the loans are uncollectible.  This determination is reached after considering information such as the occurrence of significant changes 
in the borrower / issuer’s financial position such that the borrower / issuer can no longer pay the obligation, or that proceeds from collateral 
will not be sufficient to pay back the entire exposure.

The Bank holds collateral against loans and advances to customers in the form of mortgage interests over property and liens over cash 
deposits.  Collateral is not held over loans and advances to banks.  The table below shows a breakdown of the credit exposure by 
collateral type.

All placements with banks are neither past due nor impaired as at the balance sheet date.

Credit risk concentration

The Bank manages credit risk concentration by setting exposure limits to groups / individual counterparties  and countries.

The Bank monitors credit risk concentration against limits daily.  Any excesses, actual or potential, are notified to the Credit Officer for 
ratification, approval and /or recommendation to the Board Management Committee / Main Board for direction as to remedial action.

The Bank’s principal financial assets are placements with banks, loans and advances to customers and held to maturity investments – 
debt securities.

2007 2006
Loans and Advances to Customers

Individually impaired
Cash
Past due but not impaired
Cash
Neither past due nor impaired
Property
Cash
Carrying amount

-

796

2,571
87,039
90,406

-

733

4,062
44,032
48,827

As at December 31st, - in Pounds Sterling 2007 2006
Loans and Advances to Customers
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The Bank’s credit risk is primarily attributable to its loans and advances to customers. The amount presented in the balance sheet is net 
of impairment losses. Impairment losses are recognised if there is objective evidence that an event or events since initial recognition of an 
asset have adversely affected the amount or timing of future cash flows from the asset.

The Bank has no significant concentration of credit risk, with exposure spread over a large number of counterparties and customers.

Credit risk concentration
The table below summarises the sector and location concentration risk for the Bank at the year-end.

27.2 Liquidity risk

Liquidity risk is the risk that the Bank will encounter difficulty in meeting obligations from its financial liabilities.
The Bank’s approach to managing liquidity is to ensure, as far as possible, that it will always have sufficient liquidity to meet its liabilities when 
due, under both normal and stressed conditions, without incurring unacceptable losses or risking damage to the Bank’s reputation.  
The liquidity position of the Bank is monitored daily, and regular liquidity stress testing is conducted under a variety of scenarios covering 
both normal and more severe market conditions.
The Bank’s Treasury Department is responsible for maintaining sufficient liquidity to meet the Bank’s obligations and to meet the specific 
liquidity requirements of the UK supervisory authorities.  The key measure used by the Bank for managing liquidity risk is the ratio of 
behaviourally adjusted net liquid assets (maturing in less than one month) to total deposits.

In the unlikely event of a liquidity crisis the Treasury Department would immediately endeavour to sell the Bank’s liquid assets, or if more 
expedient, seek additional funds from the shareholders or borrow in the market to alleviate the shortfall.

The table below shows the undiscounted cash flows on the Bank’s financial liabilities and unrecognised loan commitments on the basis of 
their earliest possible contractual maturity.  The Bank’s expected cash flows on these instruments vary significantly from this analysis.  For 
example, demand deposits from customers are expected to maintain a stable or increasing balance, and unrecognised loan commitments 
are not all expected to be drawn down immediately.

Concentration by risk location
Great Britain
Europe 
Africa
Rest of world
Total 

6,049
30,445
29,439
24,473
90,406

8,337
16,342
8,348

15,800
48,827

As at December 31st, - in Pounds Sterling 2007 2006
Loans and Advances to Customers



B
an

k 
of

 B
ei

ru
t 

(U
K

) L
td

 A
n

n
u

al
 R

ep
o

rt
 2

00
7

211

Bank of Beirut (UK) Ltd
Report and Financial Statements 2007

Notes to the Financial Statements

27.3 Interest rate risk

Interest rate risk is the risk that changes in interest rates will affect the Bank’s income or the value of its holdings of financial instruments.  
The objective of interest rate risk management is to manage and control interest rate risk exposure within acceptable parameters while 
optimising the return on risk.
Interest rate risk originating from banking activities arises partly from the employment of non-interest bearing liabilities such as shareholders’ 
funds and customer current accounts, but also from the gaps that arise from the normal course of business.
The policy of the Bank is to price all placements / exposures at floating rates or at fixed rates for fixed periods on appropriate rollover dates 
that allow for matching in the market.
The tables shown below summarise the repricing mismatches on the Bank’s assets and liabilities as at 31 December 2007 and 31 
December 2006.  Items are allocated to time bands by reference to the earlier of the next contracted interest rate repricing date and the 
maturity date.
Exposure to interest rate movements arise where there is an imbalance between floating rate and fixed rate and non-rate sensitive assets 
and liabilities.  The table below shows the interest rate sensitivity gap exposures for the Bank as at 31 December 2007. Assets and 
liabilities are analysed in time bands according to the earlier of the time to the next interest re-pricing date or the maturity date.

Non-derivative Liabilities
Deposits by banks
Customer accounts
Subordinated loan

Derivative Liabilities
Forward foreign exchange contracts inflow
Forward foreign exchange contracts outflow
Total liabilities
Unrecognised loan commitments

Non-derivative liabilities
Deposits by banks
Customer accounts

Derivative liabilities
Forward foreign exchange contracts inflow
Forward foreign exchange contracts outflow
Total liabilities
Unrecognised loan commitments

      
71,445

149,474
10,106

231,025

16,677
16,800

123
18,134

249,282

      
47,796

114,976
-

162,772

12,238
12,265

27
-

162,799

      
23,725

144,284
168,009

15,583
15,569

14
12,046

180,069

      
14,000

117,269
131,269

254
254

-
-

131,269

      
9,623

19,954
29,577

13,215
13,216

(1
-

29,576

)

102
7,061
7,163

2,114
2,099

15
12,046
19,224

23,725
144,284
168,009

15,583
15,569

14
12,046

180,069

      
23,649
27,711

406
51,766

3,886
3,945

59
-

51,825

      
-

6,787
-

6,787

553
590
37

18,134
24,958

      
-
-

9,700
9,700

-
-
-
-

9,700

      
71,445

149,474
10,106

231,025

16,677
16,800

123
18,134

249,282

As at December 31st 2007

in Pounds Sterling

As at December 31st 2006, - in Pounds Sterling

Liabilities

Residual Contractual Maturities of Financial Liabilities

Less than 
1 month

Less than 
1 month

1 to 3 
Months

1 to 3 
Months

3 Months 
to 1 Year

3 Months 
to 1 Year

More than 
5 Years Total

Total

Carrying 
Amount

Carrying 
Amount
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Assets
Cash and balances at banks
Placements with banks
Loans and advances to customers
Customers acceptances
Held to Maturity investments:
- Debt Securities
- Placement funds
- Treasury bills and other eligible bills
Property and equipment
Goodwill
Derivative Assets
Prepayments and accrued income
Total assets

Liabilities
Deposits by banks
Customers accounts
Acceptances payable
Accruals and deferred income
Derivative liabilities
Other liabilities
Subordinated loan
Equity
Total liabilities and equity
Interest rate sensitivity gap
Cumulative gap

      
-

103,062,123
55,667,790

-

52,223,384
-

26,646
-
-
-
-

210,979,943

      
-

5,235,302
-
-
-
-
-
-

5,235,302
33,392,876
29,557,196

      
-

867,461
-
-
-
-
-
-

867,461
13,829,954
43,387,150

      
-
-
-
-
-
-
-
-
-

603,228
43,990,378

71,444,594
149,473,792

6,163,309
754,330
261,768
520,982

10,106,389
34,595,755

273,320,919
-
-

      
-
-
-
-
-
-

10,106,389

10,106,389
(10,106,389
33,883,989

)

-
-

6,163,309
754,330
261,768
520,982

-
34,595,755
42,296,144
(33,883,989

-
)

      
71,444,594

143,371,029
-
-
-
-
-
-

214,815,623
(3,835,680
(3,835,680

)
)

      
-
-

28,683,815
-

9,000,000
-

944,363
-
-
-
-

38,628,178

      
-

248,756
5,699,903

-

8,500,000
-

248,756
-
-
-
-

14,697,415

      
-
-

354,063
-

-
-

249,165
-
-
-
-

603,228

      
-
-
-
-

-
-
-
-
-
-
-
-

      
608,276

-
6,163,309

-
16,628

-
98,127

751,540
139,602
634,673

8,412,155

      
608,276

103,310,879
90,405,571
6,163,309

69,723,384
16,628

1,468,930
98,127

751,540
139,602
634,673

273,320,919

As at December 31st 2007

in Pounds Sterling

in Pounds Sterling

Interest Rate Sensitivity Gap Analysis

Interest Rate Sensitivity Gap Analysis

3 to 6 
months

3 to 6 
months

6 to 12 
Months

6 to 12 
Months

1 to 5 
Years

1 to 5 
Years

More than 
5 Years

More than 
5 Years

Non-Interest
Bearing

Non-Interest
Bearing

Total

Total

Not more than 
3 Months

Not more than 
3 Months
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Assets
Cash and balances at banks
Placements with banks
Loans and advances to customers
Customers’ acceptances
Held to maturity investments:
- Debt Securities
- Placement funds
- Treasury bills and other eligible bills
Property and equipment
Derivative assets
Prepayments and accrued income
Total assets

Liabilities
Deposits by banks
Customer accounts
Acceptances payable
Accruals and deferred income
Derivative liabilities
Other liabilities
Equity

Total liabilities and equity
Interest rate sensitivity gap
Cumulative gap

      
-

107,340,615
33,993,759

-

23,387,073
-

12,857
-
-
-
-

164,734,304

      
-
-

3,621,323
-

17,500,000
-
-
-
-
-
-

21,121,323

      
-
-

5,003,132
-

-
-

254,453
-
-
-
-

5,257,585

      
-
-

6,209,002
-

-
-

255,277
-
-
-
-

6,464,279

      
701,068

-
-

5,261,189

-
17,009

-
79,038

751,540
43,635

157,353
7,010,832

      
701,068

107,340,615
48,827,216
5,261,189

40,887,073
17,009

522,587
79,038

751,540
43,635

157,353
204,588,323

      
23,478,123

137,223,130
-
-
-
-
-

160,701,253
4,033,051
4,033,051

      
101,781

4,041,898
-
-
-
-
-

4,143,679
16,977,644
21,010,695

      
-

3,019,049
-
-
-
-
-

3,019,049
2,238,536

23,249,231

      
-
-
-
-
-
-
-

-
6,464,279

29,713,510

      
23,724,838

144,284,077
5,261,189

131,236
29,753

514,333
30,642,897

204,588,323
-
-

      
144,934

-
5,261,189

131,236
29,753

514,333
30,642,897

36,724,342
(29,713,510

-
)

As at December 31st 2006

in Pounds Sterling

in Pounds Sterling

Interest Rate Sensitivity Gap Analysis

Interest Rate Sensitivity Gap Analysis

3 to 6 
months

3 to 6 
months

6 to 12 
Months

6 to 12 
Months

1 to 5 
Years

1 to 5 
Years

Non-Interest
Bearing

Non-Interest
Bearing

Total

Total

Not more than 
3 Months

Not more than 
3 Months

The table above provides only an indication of the sensitivity of the Bank’s earnings to movements in interest rates and is consistent with 
the position throughout the accounting period.



214

Bank of Beirut (UK) Ltd
Report and Financial Statements 2007

Notes to the Financial Statements

A liability (or negative) gap position exists when liabilities reprice more quickly than assets during a given period and tends to benefit net 
interest income in a declining interest rate environment. An asset (or positive) gap position exists when assets reprice more quickly than 
liabilities during a given period and tends to benefit interest income in a rising interest rate environment.  The Bank’s off balance sheet 
items carry no interest repricing risk. Loans and advances to customers have been shown net of impairment loss of £13,338 (2006: 
£101,292).

The carrying amounts of derivative assets and liabilities represent fair values and have thus been included in the heading of non-interest 
bearing. Interest rate risk on these instruments has been reflected through the off balance sheet gap which represents the notional 
principal amounts in respect of interest rate derivatives utilised for managing the interest rate risk position of the Company.

The table below shows the weighted average interest rates received and paid for each class of financial asset and financial liability exposed 
to interest rate risk.

27.4 Foreign exchange risk

Foreign exchange risk is the risk that changes in foreign currency rates will affect the Bank’s income or the value of its holdings of financial 
instruments. The objective of foreign currency risk management is to manage and control foreign currency risk exposure within acceptable 
parameters while optimising the return on risk.
Foreign exchange exposure arises from normal banking activities, primarily from the receipt of deposits and the placement of funds.  Future 
open positions in any currency are managed by means of forward foreign exchange contracts.  It is the policy of the Bank that it will, at 
all times, adhere to the limits laid down by the FSA in respect of the “overall net open position”.  It is not the Bank’s intention to take open 
positions on its own account (proprietary trading) but rather to maintain square or near square positions in all currencies.
The Bank does not currently deal, and has no plans to deal, in Foreign Exchange Futures, Foreign Exchange Options or Options on Foreign 
Exchange Futures.
Any foreign exchange forward swap transaction is either immediately covered or incorporated into the respective loan and deposit book 
(the banking book). The table shown in note 27 gives details of the notional principal amounts and fair values as at 31 December 2007 
and 31 December 2006.

The management of interest rate risk against interest rate gap limits is supplemented by monitoring the sensitivity of the Bank’s financial 
assets and liabilities to various interest rate scenarios. The table below shows the impact on annual profit of a 100 basis point rise or fall 
in the base rate, and assumes a constant balance sheet position:

Financial assets
Placements with banks
Loans and advances to customers
Held-to-maturity investments – Debt securities
Held-to-maturity investments – Treasury bills and other eligible bills

Financial liabilities
Deposits by banks
Customer Accounts

4.87 %
7.33 %
5.67 %
6.15 %

3.12 %
2.91 %

3.07 %
7.87 %
5.12 %
7.75 %

2.76 %
2.47 %

2007

2007

2006

2006

Increase/(decrease) in annual profit 816 (816) 335 (335)

in Pounds Sterling

100 basis points 
increase

100 basis points 
increase

100 basis points 
decrease

100 basis points 
decrease

2007 2006
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The carrying amounts of derivative assets and liabilities represent fair values and have been included in the heading of sterling currency.  
Foreign exchange risk on these instruments has been reflected through the currency swaps off balance sheet line, which represents the 
notional principal amounts in respect of forward foreign exchange derivatives utilised for managing the foreign exchange risk position of 
the Company.

28. Capital risk management

The Bank manages its capital to ensure that it will be able to continue as a going concern while maximising the return to stakeholders 
through the optimisation of the debt and equity balance. The Bank’s overall strategy remains unchanged from 2006. During the year and 
prior year, the Bank complied with the Financial Services Authority minimum capital requirements.

The capital structure of the Bank consists of shareholders’ equity comprising issued capital and retained earnings as disclosed in note 22 
as well as subordinated loans as disclosed in note 21.

The Company has no structural currency exposures. The tables shown below gives details of the Company’s assets and liabilities as at 
31 December 2007 and 31 December 2006, in sterling, based on the currencies in which they are denominated to identify the extent to 
which the foreign currency exposures of the Company are matched.

Assets
Cash and due from banks
Placements with Banks
Loans and advances to customers
Customers’ acceptances
Held to Maturity investments:
- Debt securities
- Placement funds
- Treasury bills and other eligible bills
Property and equipment
Goodwill
Derivative assets
Prepayments and accrued income
Total assets

Liabilities
Deposits by banks
Customer accounts
Acceptances payable
Accruals and deferred income
Derivative liabilities
Other liabilities
Subordinated loan
Total liabilities
Net assets/(liabilities)

Assets
Cash and due from banks
Placements with Banks
Loans and advances to customers
Customers’ acceptances
Held to Maturity investments:
- Debt securities
- Placement funds
- Treasury bills and other eligible bills
Property and equipment
Goodwill
Derivative assets
Prepayments and accrued income
Total assets

Liabilities
Deposits by banks
Customer accounts
Acceptances payable
Accruals and deferred income
Derivative liabilities
Other liabilities
Total liabilities
Net assets

239
16,982
5,795

145

42,360
-
-

98
752

2
635

67,008

1,076
42,144

145
754

-
521

-
44,640
22,368

329
16,813
5,002

715

35,500
-
-

79
752

-
157

59,347

2,716
37,784

715
131
11

514
41,871
17,476

159
78,419
72,974
5,519

27,363
17

1,469
-
-

137
-

186,057

67,848
94,064
5,219

-
-
-

10,106
177,237

8,820

47
88,618
35,911
4,376

5,387
17

523
-
-

16
-

134,895

20,193
99,148
4,376

-
11

-
123,728
11,167

98
1,003
7,915

170

-
-
-
-
-

22
-

9,208

813
6,227

170
-
8
-

7,218
1,990

227
906

-
-

-
-
-
-
-
5
-

1,138

3
1,126

-
-
-
-

1,129
9

701
107,340
48,828
5,261

40,887
17

523
79

752
43

157
204,588

23,725
144,285

5,261
131
30

514
173,946
30,642

116
4,281

11,463
373

-
-
-
-
-
-
-

16,233

-
12,099

373
-

259
-
-

12,731
3,502

608
103,311
90,406
6,163

69,723
17

1,469
98

752
139
635

273,321

71,445
149,474

6,163
754
262
521

10,106
238,725
34,596

94
3,629

174
126

-
-
-
-
-
-
-

4,023

2,521
1,167

426
-
3
-
-

4,117
(94)

As at December 31st 2007
in Pounds Sterling

As at December 31st 2007
in Pounds Sterling

US 
dollars

US 
dollars

EEC-denominated
currencies

EEC-denominated
currencies

Other
currencies

Other
currencies

Total

Total

Sterling

Sterling
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