




Our mission is to provide innovative and distinctive 
alternative investment opportunities that generate 
superior risk-adjusted returns for our investors and 
strong and profitable growth for our shareholders.

In our approach to business, we embrace the 
values of originality, integrity, transparency, 
professional excellence and adherence to an 
ethical investment policy.

As a respected and internationally recognized 
alternative investment firm, we are able to source 
superior investment opportunities across the globe.

Our Mission
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275 employees worldwide as at June 30, 2011.

Geographic Presence

Atlanta

London

Bahrain

Singapore

Key Financial Highlights

FY 2011 FY 2010 FY 2009 FY 2008 FY 2007(a)

Total Income ($ million) 398.3 (235) 187.3 653.6 415.5

Operating Income ($ million) 211.3 88.3 338.5 618.4 373.4

Net income ($ million) 50.2 (559.4) (87.9) 362.5 190.5

Total Assets ($ million) 3,718.2 3,457.1 4,372.3 5,137.4 3,805.5

Net income margin (percent) 12.6  n/a (46.9) 55.4 45.8

Return on Average Equity (percent) 4.6 (42.1) (6.1) 31.6 28.2

Return on Average Assets (percent) 1.4 (14.3) (1.8) 8.1 6.7

Leverage ratio 2.3 2.3 1.7 2.8 3.0

Capital adequacy ratio (percent) 15.8 12.7 17.1 18.6 21.0

(a)		 FY 2007 was a transitory 18-month period. Figures and ratios have been annualized for comparison.
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Overview

Over the past 12 months, a more promising economic outlook emerged which encouraged an upturn in 
private equity investment activity, driven by loosening credit conditions, a robust market for exits and 
improving confidence among investors. However, this upside has been constrained by the volatility 
and turmoil which have persistently stalked global economics and politics throughout the year. Rates 
of economic growth and employment in the western economies struggled to recover, inflation gave rise 
to concerns in China and India and, in several instances, sovereign indebtedness and corresponding 
ratings downgrades have posed further real threats to global economic stability. 

In this environment, we are pleased to report that Arcapita has delivered solid results for the year, and 
we believe that the institution is now better placed than at any time since the global financial crisis 
started three years ago. For the 12 months ending June 30, 2011, Arcapita generated a net profit of 
$50.2 million. Importantly, the combination of recurring income and management fees reached $203.5 
million in fiscal 2011, an increase of 22.2 percent over the $166.5 million recorded in fiscal 2010. Total 
assets at year end stood at $3.7 billion, an increase of 7.5 percent over 12 months previously. The 
balance sheet has benefited from exits completed during the year, and Arcapita made good progress 
towards meeting the obligations of its $1.1 billion murabaha which falls due in the second half of fiscal 

Mohammed Abdulaziz Aljomaih | Chairman

Message to Shareholders
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2012. In sum, we are pleased that Arcapita has generated significant momentum during fiscal 2011. We 
expect continuing improvements in fee income as Arcapita proceeds with a pipeline of profitable exits 
during fiscal 2012, and, through active portfolio management and an increase in investment activity 
and placement, we are optimistic about Arcapita’s prospects for fiscal 2012.

At the outset of fiscal 2011, the management team set several clear priorities, including strengthening 
the balance sheet, containing Arcapita’s cost base, and increasing volumes in Arcapita’s core business 
activities of new investment and exit realization from the portfolio. This strategic focus has combined 
with the natural advantage which Arcapita enjoys from its globally diversified portfolio of assets. By 
year end, Arcapita completed seven full and partial exits, in the process returning approximately $1.0 
billion to Arcapita and its investors. Similarly, we have introduced four new investments to the market, 
and built a further pipeline of investments which provides a strong start to fiscal 2012. This focus 
on recycling the portfolio has been supported by our placement efforts. During fiscal 2012, Arcapita 
placed approximately $400 million with its investor base. Alongside its core business of deal-by-deal 
investments, Arcapita has made good progress in building its funds product offering, and is projecting 
further growth in this strategically important component of Arcapita’s product mix.

Investment Portfolio

Overall, the investment portfolio has gained ground during the year, recording increased earnings, 
which is reflected in its carrying value. To date, Arcapita has completed over 70 investments with a 
total transaction value of more than $28 billion. At year end, the portfolio consisted of 42 separate 
investments, representing $7.5 billion of funds under management. Given the continuing tight 
operating environment, Arcapita has focused on managing and improving the investments within the 
portfolio, positioning them for sustained growth and ultimately profitable exit. Additionally, Arcapita 
has taken advantage of the improving deal environment to close some high-quality additions to the 
portfolio.

Private Equity

As at year end, Arcapita has completed 33 private equity investments with a total transaction value of 
more than $7.5 billion in the United States, Europe and India. At the end of fiscal 2011, the corporate 
investment portfolio consisted of 15 investments with a total transaction value of $4.6 billion, 
representing a total of $2.1 billion of funds under management.

Highlights

December 2010: Arcapita sold 49.3 percent of its and its investors’ interests in Caribou Coffee through 
a secondary offering. This generated cash proceeds for investors, while retaining an interest in Caribou 
Coffee’s future growth prospects. 

March 2011: With the sale of its interests in MedPlus, Arcapita achieved its first exit from Arcapita 
India Growth Capital I, a portfolio of growth capital minority investments in three mid-sized 
investments in India. During the holding period, MedPlus grew to become the largest independent 
retail pharmacy chain in India with more than 800 stores. 

Message to Shareholders
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April 2011: In late April, Arcapita acquired J. Jill, a leading US-based multi-channel retailer of 
women’s apparel, accessories and footwear. J Jill was purchased at a significant discount to five-year 
average public company valuations, and operates in a sector in which Arcapita has considerable 
experience. 

Real Estate

As at year end, Arcapita has completed 32 real estate investments with a total transaction value of 
$12.8 billion, in the United States, Europe, the Middle East, India and Asia. At the end of fiscal 2011, 
the real estate portfolio consisted of 21 investments with a total transaction value of $9.3 billion, 
representing a total of $2.9 billion of funds under management.

Highlights

July 2010: Arcapita closed its first real estate fund, the ARC Real Estate Income Fund (AREIF), at $259 
million. AREIF targets high-quality income-generating assets in the Kingdom of Saudi Arabia and 
other countries of the GCC region. AREIF is sponsored by Arcapita and Al Rajhi Capital, the investment 
banking arm of Saudi Arabia’s Al Rajhi Bank.

October 2010: After a holding period of approximately two years, Arcapita completed the $920 million 
IPO of Arcapita Singapore Industrial Yielding I, its portfolio of industrial properties in Singapore, 
representing one of the largest IPOs in Asia during 2010. Through this transaction, we generated 
proceeds of $430 million for Arcapita and its investors.

January 2011: Arcapita completed the sale of Arcapita US Senior Living Yielding III, a portfolio of 29 
senior living communities in the United States, and Arcapita’s third joint venture with Sunrise Senior 
Living. Arcapita acquired the portfolio in 2003 and sold it for a total transaction value of $630 million. 

March 2011: With the momentum of Qatar’s selection to host the 2022 World Cup, Arcapita began 
offering $240 million in interests in Arcapita Qatar Real Estate Investment I (AQREI I), a strategic real 
estate parcel located in Qatar’s premier development, Lusail City.

March 2011: Arcapita exited its investments in Arcapita European Self-Storage Development I & II for 
a total value of €413 million. In combination, these portfolios succeeded in developing and improving a 
total of 72 self-storage facilities in Western Europe. 

April 2011: Following the successful IPO exit of Arcapita Singapore Industrial Yielding I (ASIY I), 
Arcapita raised capital commitments totalling S$145 million for ASIY II, which will acquire a portfolio 
of income-generating industrial properties in Singapore. 

Infrastructure

As at year end, Arcapita has completed eight infrastructure investments with a total transaction value 
of $7.8 billion, in the United States, Europe, the Middle East and Asia. At the end of fiscal 2011, the 
infrastructure portfolio consists of five investments with a total transaction value of $5.5 billion, 
representing a total of $2.4 billion of funds under management.

Highlights

February 2011: The Arcapita-Dalkia joint venture was formed to build, own and operate utilities 
services in the GCC. After a competitive bidding process, the joint venture was appointed to develop 
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the district cooling facilities at Saadiyat Island, representing an attractive opportunity to partner with 
the government of Abu Dhabi on one of the most prestigious projects in the GCC region.

Venture Capital

At the end of fiscal 2011, Arcapita had made a total of eight investments into its first venture capital 
fund, deploying a total of $135.8 million. The $200 million fund was established to invest in growth 
and expansion-stage technology companies in the United States, focusing on three high-growth 
sectors of healthcare, information technology and industrial technology. 

Highlights

September 2010: CardioMEMS, a medical device company that has developed wireless sensing and 
communication technology to assess cardiac performance, announced that it had entered into an equity 
investment and option to purchase agreement with St. Jude Medical, a global medical device company. 
Under the agreement, St. Jude Medical made a $60 million equity investment in CardioMEMS, and has 
an exclusive option to purchase the remaining interest for $375 million once certain FDA approvals are 
received. 

Outlook

As we start fiscal 2012, it is clear that the global economic outlook remains uncertain although the 
prognoses remain mixed, and there is consensus about the scale of challenges that remain throughout 
the system. However, Arcapita’s return to profitability has been achieved under similarly challenging 
circumstances, and we are confident that we have put in place the requisite adjustments that will 
support Arcapita in maintaining its growth trajectory. We have a healthy pipeline of profitable exits, 
and improved investor sentiment gives us confidence that our core business of making and syndicating 
investments will increase in the coming year. Additionally, Arcapita’s portfolio is steadily improving, 
and we are making significant progress towards the launch of several funds alongside our deal-by-deal 
investments, allowing us to target a broader universe of investors. Arcapita is further protected by its 
global platform and diversified asset base. While the uncertain political environment in Bahrain led to 
a level of concern among shareholders and investors during fiscal 2011, we are pleased that the position 
is improving through the government’s commitment to implement a lasting solution that will promote 
stability. This process will be assisted by the additional fiscal support from other GCC states, which will 
also bring wider economic benefits in support of Bahrain’s GDP growth. 

Finally, Arcapita continues to benefit from the ongoing support of its shareholders, board of directors, 
investors and other stakeholders, relationships that will sustain the future growth path of Arcapita’s 
business. We are grateful to all of these stakeholders for this active support and, in particular, we 
recognise the contribution of the Government of the Kingdom of Bahrain and the Central Bank of 
Bahrain in our continued success.

Mohammed Abdulaziz Aljomaih 

Chairman

Atif A. Abdulmalik 

Chief Executive Officer
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After two years of challenging financial crises and tough economic conditions, the outlook for Arcapita 
at the outset of our fiscal year ending June 30, 2011 (fiscal 2011) appeared more promising. Internally, 
sustained focus had left us with a strengthened balance sheet and stabilized liquidity position. 
Externally, the bank finance market was improving, supporting the prospect of profitable exits from 
our investment portfolio and there were signs of a gradual return of risk appetite among investors. 
Accordingly, we were able to take advantage of improving markets to make acquisitions, enhance 
portfolio investment performance, and achieve numerous profitable exits during fiscal 2011. 

So during fiscal 2011, we were able to complete seven exits from the portfolio, generating proceeds of 
more than one billion dollars for Arcapita and its investors, simultaneously building a promising pipeline 
of exits for fiscal 2012.  At the same time, we re-energized our business of sourcing and underwriting 
new transactions for the portfolio, adding six new investment offerings for distribution amongst 
investors and, once again, creating a healthy pipeline for introduction during fiscal 2012. As a result, 
Arcapita saw a significant rebound in operational and financial results and, by the end of fiscal 2011, the 
firm was able to book a net income of $50.2 million for the year. 

Notwithstanding the considerably improved momentum injected into the business during fiscal 2011, it’s 
clear that the economic thaw that began over the last 12 months remains incomplete, with slow global 
economic growth, concerns over levels of sovereign indebtedness and continuing high unemployment. 
We expect that fiscal 2012 will be another demanding year. However, our balance sheet is strong and 

Atif A. Abdulmalik | Chief Executive Officer
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well diversified, comprising $2.4 billion of equity investments from each of our lines of business and 
over $500 million in financing facilities to our investment portfolio. It is this quality asset base that is 
supporting our refinancing of a $1.1 billion medium-term facility, which comes due at the end of the 
third quarter of fiscal 2012. It also supports our core strategy for the year ahead, as we steadily harvest 
our investment portfolio, recycling cash proceeds to our investors and further deleveraging our balance 
sheet.  

Alongside the focus on realizations, we also plan to quicken the flow of new investments into the 
portfolio. While we remain fully committed to our core business of underwriting and syndicating deal-
by-deal investments amongst our core Gulf-based ultra-high-net-worth investors, we have built on the 
progress we made in fiscal 2011 of introducing funds and co-investment opportunities into our offering 
to investors. We introduced a new fund offering in Asia, are close to launch with a second fund aimed at 
logistics in the Middle East, and have further opportunities under consideration.  We continue to believe 
that by remaining very focused on our sector strengths, maintaining price discipline and minimizing 
equity underwriting risk, we will be able to take advantage of new investment opportunities as they 
appear, using a mixture of syndication, co-investment and funds. Added to the broadening of our set of 
investment products, we also continue to believe that there is an opportunity to leverage our brand and 
our network of relationships to begin the process of defining and implementing a wealth management 
platform under the Arcapita name. Broadening our product base in this way will yield two important 
benefits for Arcapita. In the first place, it allows us to tailor our offer to appeal more broadly across the 
investor segments, drawing in the large pools of capital managed by regional family offices as well as 
by regional and international institutional investors. In addition, it supports the generation of a more 
diversified set of income streams, closing the gap between transactional and recurring streams, reducing 
risk and smoothing earnings through different stages of the economic cycle. 

In addition to our sector focus, our global deal-making ability continues to represent a valuable point 
of differentiation for Arcapita. Arcapita’s global footprint provides a high degree of flexibility to our 
business model which supports the deployment of resources according to opportunity.  We continue to 
expect that each of our geographies - the United States, Europe, the Middle East and Asia - will provide 
attractive investment opportunities during the year ahead but, given the more robust rates of economic 
growth anticipated in Asia, we anticipate an increase in our allocations to that region in response to 
investor appetite for further Asian exposure.

Finally, I would like to thank Arcapita’s board of directors and shareholders who have again provided 
invaluable support and guidance over fiscal 2011. Additionally, I would like to recognize the contribution 
of the Central Bank of Bahrain, under whose auspices Bahrain maintains its well established position as 
a leading financial hub, and whose regulatory oversight provides the stability and security demanded by 
sophisticated regional and global investors. 

As we look toward fiscal 2012 and beyond, I am confident that we have the right resources to develop 
our business and deliver measured, consistent growth. Although we do expect that the year ahead 
will remain challenging, we also believe that it will present pockets of opportunity. We plan to sustain 
our focus on the operational strength of our investment portfolio, on delivering profitable exits where 
possible, ensuring the ongoing health of our balance sheet and on continuing to improve the efficiency of 
our business. And from this stable platform, we expect a gradual increase in the pace of new investments, 
responding to the growing appetite from our investors for new opportunities for yield and growth, and 
leading to more positive momentum for Arcapita’s bottom line.  

Atif A. Abdulmalik 

Chief Executive Officer

Chief Executive Officer’s Message
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Total Transactions

Total Transaction Value

Funds Under Management

74

$28.1BN

$7.5BN
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Management Review of Operations

Overview

The improved economic outlook at the beginning of Arcapita’s fiscal 2012 year translated into a more 
positive momentum within the portfolio as confidence improved and businesses were able to generate 
the benefits of cost bases trimmed during the economic downturn.  As planned, after a sustained break 
in activity, the lines of business began to recommence the Bank’s business of buying, developing and 
growing companies and, during the year, we completed seven exits from the portfolio, generating 
over one billion dollars in proceeds for Arcapita and our investors. We continued to broaden our 
product offering in the year, increasing the component of yielding investments, and developing a 
number of fund investments to complement our deal-by-deal offering. Although overall the economic 
environment did brighten at the outset of the year, growth in the developing markets remained 
stubbornly low, and it is clear that there is still plenty of choppiness for the markets to navigate. We 
continue to believe that the year ahead will produce opportunities, both in terms of exits from the 
portfolio, and in new investment opportunities from our global network. In the meantime, we expect 
that the business units, assisted by the Portfolio Management Group, will maintain their focus for the 
year on operational excellence. 
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Deal sourcing

 • �Referrals from 
specialist 
intermediaries

 • �Direct approach  
to partners/sellers

 • �Dialogue with 
investment banks  
& other relationships

 • �Follow-on 
transactions within 
the portfolio

Due diligence

 • �Market sounding 

 • �Extensive analysis

 • �Consult external 
experts & advisors

 • �Identify risks  
& mitigants

 • �Arrange senior 
financing

 • �Documentation

 • �Investment approvals

 • �Risk management 

Closing 
acquisition/
underwriting

 • �Close documentation

 • �Form investment 
structure

 • �Equity and financing 
funded

 • �Finalize pricing 
& investment for 
investors

 • �Set placement price

 • �Prepare closing memo

 • �Prepare post-
acquisition strategy

Investment 
placement

PRE-MARKETING

 • �First contact with 
investors

 • �Book building starts

 • �Investors’ meetings 

MARKETING

 • �Release Private 
Placement 
Memorandum

 • �Process client orders

 • �Investors’ queries 
response

 • �Commitments through 
Share Purchase 
Agreements

 • �Funding & reduction 
of Arcapita’s position 

Post-acquisition

 • Portfolio management 
is handled by the 
Portfolio Management 
Group

 • �Asset management  
for real estate & 
infrastructure 
transactions is 
handled in-house 
or outsourced to 
partners

 • �Ongoing oversight 
by Risk Management 
Group

 • �Value optimization  
to maximize returns 

Exit

 • �Partial or full 
realization

 • �Deal team’s 
responsibility

 • �Approvals

 • �Distributions to 
investors & Arcapita

 • �Allocation of 
performance fees

Investment Process

Deal Sourcing

ONGOING

2-6 MONTHS

3-6 MONTHS

3-7 YEARS

Due Diligence

Closing Acquisition
/Underwritnig

Investment
Placement

Post-Acquisition

Exit
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Arcapita’s Transaction History

		 Transaction Value	 Transaction	 Exit 
Formal Deal / Fund Name	 (millions)	 Date	 Date

|	 ARCAPITA ANNUAL REPORT  201112

* WaterMark, Inc.	 $40.0	 Jun-98	 Aug-01

* Computer Generation Incorporated	 $178.0	 May-99	 Dec-00

* DVT Corporation	 $63.9	 Sep-99	 May-05

* B.R. Lee Industries, Inc.	 $79.6	 Jan-00	 May-06

* Multifamily I	 $107.3	 Apr-00	 May-05

* Multifamily II	 $143.7	 Jun-00	 May-05

* Transportation Safety Technologies, Inc.	 $25.2	 Oct-00	 Aug-07

Caribou Coffee Company, Inc.	 $83.8	 Dec-00	

* ProLogis I	 $242.6	 Apr-01	 Jan-06

* MediFax-EDI, Inc.	 $123.1	 Jun-01	 Oct-03

* ProLogis II	 $215.4	 Jun-01	 Jan-06

* Cirrus Design Corporation	 $142.0	 Aug-01	 Jun-11

* Yakima Products, Inc.	 $173.1	 Aug-01	 Dec-09

* ProLogis III	 $145.5	 Sep-01	 Jan-06

* Arcapita US Senior Living Yielding I	 $203.4	 Mar-02	 Sep-06

* Smart Document Solutions LLC	 $104.1	 Jun-02	 Jun-07

* Arcapita US Senior Living Yielding II	 $209.1	 Nov-02	 Sep-06

Arcapita UK Senior Living Yielding I	 $64.6	 May-03

* Arcapita European Self-Storage Development I	 €231.9	 Jun-03	 Apr-11

* American Pad & Paper LLC (“Ampad”)	 $82.7	 Aug-03	 Jun-10

* Arcapita US Senior Living Yielding III	 $417.4	 Sep-03	 Jan-11

* Working Rx, Inc.	 $80.0	 Dec-03	 Sep-07

* Zephyr Investments Limited	 £408.1	 Feb-04	 Aug-07

* TLC Health Care Services, Inc.	 $178.2	 May-04	 Mar-08

Arcapita European Industrial Yielding I	 €875.7	 May-04	

* Arcapita European Self-Storage Development II	 €234.7	 Jul-04	 Apr-11

Victory Heights Golf Residential and Development Company LLC	 $500.0	 Sep-04	

* Loehmann’s Holdings, Inc.	 $190.7	 Oct-04	 May-06

* VGC S.A. (“Vogica”)	 €84.9	 Oct-04	 Sep-10

Arcapita US Residential Development I	 $182.0	 Oct-04	

* South Staffordshire plc	 £245.0	 Nov-04	 Nov-07

* Cajun Operating Company, Inc. (“Church’s Chicken”)	 $405.5	 Dec-04	 Jul-09

Riffa Views B.S.C.(c)	 $259.1	 Dec-04	

Southland Log Homes, Inc.	 $61.8	 Feb-05	

Arcapita Japan Residential Yielding I	 ¥55,300.0	 May-05	

Cypress Communications, Inc.	 $46.2	 Jun-05	

Arcapita US Residential Development II	 $245.0	 Jun-05	

Falcon Gas Storage Company, Inc.	 $100.4	 Jul-05	

Arcapita US Senior Living Yielding IV	 $493.5	 Jul-05	



The Tensar Corporation, LLC	 $405.0	 Oct-05	

Arcapita European Industrial Development I	 €34.0	 Oct-05	

Arcapita US Residential Development III	 $435.1	 Oct-05	

Bahrain Bay Development B.S.C.(c)	 $577.3	 Dec-05	

Arcapita UK Senior Living Yielding II	 £64.2	 Dec-05

* Roxar AS	 $216.0	 Feb-06	 Jul-07

Bijoux Terner, LLC	 $97.5	 Feb-06	

Meridian Surgical Partners, LLC	 $76.1	 May-06	

Tensar Group Limited	 $137.8	 Jun-06

Arcapita US Retail Yielding I	 $150.0	 Jul-06

* Paroc Holding Sverige AB	 €649.5	 Aug-06	 Feb-10

Arcapita International Luxury Residential Development I	 $689.4	 Aug-06	

Church Street Health Management (formerly FORBA)	 $460.7	 Sep-06

Arcapita Ventures I	 $200.0	 Oct-06

3PD, Inc.	 $183.9	 Nov-06	

Viridian Group plc	 £2,155.0	 Dec-06	

Arcapita GCC Utilities Development I 	 $250.0	 May-07	

Arcapita Central and Eastern European Residential Development I	 €305.6	 Aug-07

Arcapita India Business Park Development I	 SGD500.0 	 Sep-07

Profine GmbH	 €765.0	 Oct-07

Varel International Energy Services, Inc.	 $401.4	 Nov-07	

Arcapita India Growth Capital I(a)	 INR2,783.5	 Nov-07

PODS, Inc.	 $451.4	 Dec-07

* Arcapita North American Power Generation I	 $694.8	 Jan-08	 Oct-10

Arcapita European Industrial Development II	 €710.3	 Apr-08

Bahrain Bay Development II B.S.C.(c)	 $259.7	 Apr-08

Arcapita India Business Park Development II	 $434.9	 May-08

* Arcapita Asian Industrial Yielding I	 SGD1,767.0	 Jul-08	 Oct-10

Freightliner Group Limited	 £350.4	 Jul-08

Honiton Energy Caymans Ltd.	 $230.0	 Jul-08

Compagnie Européenne de Prestations Logistiques (“CEPL”)	 €601.5	 Sep-08	

Arcapita Qatar Real Estate Investment I	 $960.0	 Nov-08

ARC Real Estate Income Fund L.P.	 $259.0	 Feb-10	

Arcapita Singapore Industrial Yielding II	 SGD145.0	 Apr-11	

Jill Acquisition LLC (“J Jill”)	 $236.5	 Apr-11

Private Equity 	 | 	 Real Estate 	 | 	 Infrastructure 	 | 	 Venture Capital 

* Exited investments. 
(a) In March 2011, Arcapita sold the AIGC I investment in MedPlus Health Services. 
All amounts refer to transaction amount at acquisition.

		 Transaction Value	 Transaction	 Exit 
Formal Deal / Fund Name	 (millions)	 Date	 Date
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Business Environment

After improving during late 2010 and early 2011, 
the economic outlook for the United States and 
a significant portion of the developed world has 
become less clear during the summer months of 
2011. In the United States, GDP growth was less 

than expected in Q2, unemployment remains 
higher than forecast at around 9 percent, and 
residential sales and new construction both 
remain low. On the positive side, non-residential 
construction continues to move upward and 
interest rates remain low, creating historically 
cheap borrowing costs for both business and 
consumer borrowers.
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Current funds under 
management

$2,100m
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Management Review of Operations
Private Equity

S&P’s downgrade of the United States from AAA to 
AA+ sent shock waves through US equity markets, 
as well as many other asset classes and geographic 
markets. Ironically, many investors immediately 
fled higher-risk asset classes and purchased US 
treasuries, further driving down yields; the 10-
year bond yield stands at a historically low 2.3 
percent. In addition, the US Congress successfully 
negotiated an increase to the debt ceiling, coupling 
this event with planned spending reductions 
totaling $2 trillion over the next several years. 
This was deemed a modest but important first step 
towards necessary reductions in the longer-term 
deficit projections that are generating concerns 
amongst investors and economists about the 
outlook for the United States. In response to these 
dynamics, the US Federal Reserve recently signaled 
its plans to keep its benchmark short-term interest 
rate close to zero for at least another two years 
while lowering its outlook for US economic growth.

Comparatively, the environment in Europe appears 
to be even more fragile as the southern economies 
continue to struggle with excessive leverage and 
anemic levels of growth. In early August 2011, the 
ECB elected to purchase a significant amount of 
sovereign and bank bonds from Spain and Italy, 
echoing similar purchases of bonds in Greece and 
Portugal, in an attempt to subsidize borrowing 
costs and shore up investor confidence. However, 
capital costs remain high and the outlook for the 
European Union is highly uncertain.

Despite this backdrop, global M&A increased 
during the first half of 2011, with volume activity 
increasing by 27 percent versus the same period in 
2010. Additionally, US M&A in 2011 is expected 
to show a 10 percent year over year increase 
versus 2010. Further, the average purchase price 

multiple for private equity-backed transactions 
increased from 8.0 times in 2010 to 8.2 times in 
the first half of 2011. This was partially driven 
by increased access to debt financing markets, as 
evidenced by the average leverage increase from 
4.7 times in 2010 to 5.1 times in the first half 
of 2011. This increase in financing activity and 
purchase price multiples is in conflict with what 
has become a difficult economic and business 
environment. Drivers of these conflicting items 
include a combination of strategic buyers with 
excess cash on hand, lenders who need to increase 
loan balances and who are seeking yield over 
historically low treasury and investment-grade 
bond rates, and private equity firms who need 
to deploy capital before investment windows 
close. This is clearly a challenging environment 
for private equity investors to find well-priced, 
attractive new investments.

Overall, the primary response among the private 
equity industry has been to focus on existing 
portfolio companies to ensure that the capital 
and operational structures of these businesses 
are fortified to survive the continuing difficult 
operating environment and to benefit from the 
upswing when it occurs. Arcapita has been an 
active and supportive investor with its portfolio 
companies, providing guidance, operational 
expertise and, in many cases, financing, to help 
these businesses maintain their market-leading 
positions and, as and when appropriate, to move 
aggressively to expand market share and reach. 
Regarding new investments, Arcapita will remain 
disciplined on valuation and will only look to 
deploy capital in sectors that we know well and in 
situations where we offer a differentiated value 
proposition.
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Strategy

Arcapita’s private equity team operates out of the 
Atlanta, London and Bahrain offices. The Bank 
acts as a principal and arranger in the acquisition 
of controlling and non-controlling interests in 
established companies throughout the world with 
an emphasis on the United States, Europe, the 
Middle East and India, targeting growth-oriented 
corporate acquisitions with a total transaction size 
between $50 million and $500 million.

Arcapita focuses on sectors where it has 
established industry knowledge and a successful 
track record. Acquisitions to date have been 
predominantly in the healthcare, energy, business 
services, industrial and consumer sectors. Each 
of these industries has compelling growth 
drivers, allowing the Bank to develop longer-
term investment theses, which it monitors on 
an ongoing basis. More recently, sector and 
portfolio management leaders of the private 
equity team have recruited several operating 
partners who assist with deal sourcing, due 
diligence, and ongoing active management of 
portfolio companies. Arcapita believes that this 
external expertise is invaluable in more accurately 
and effectively managing its private equity 
investments.

Arcapita looks for companies that score highly in 
a number of important areas. These companies 
should have innovative products or services, 
leading market positions and strong management 
teams, in place or identified, capable of building 
shareholder value; a sustainable value proposition 
due to market strength in product line, technology, 
distribution, manufacturing or brand; a clear 
business strategy with multiple avenues for growth 
and market share gains; industry growth drivers 
that are fundamental and compelling; and exit 
potential through a financial or strategic sale, or 
IPO.

Furthermore, Arcapita targets companies where it 
has a unique angle to secure the acquisition or to 
create value thereafter. In practice, this has arisen 
from transactions being offered to Arcapita on a 
proprietary basis, the opportunity to install a new 
expert management team, a special situation or 
industry knowledge that leads to identification of 
an opportunity, or in situations where Arcapita is 
able to leverage its extensive network of business 

relationships to the advantage of the target 
company, especially within the Middle East.

Corporate acquisitions are typically funded with a 
combination of equity and Islamically structured 
financing. Arcapita underwrites the equity 
portion of each acquisition using its own financial 
resources, and arranges third-party financing from 
leading financial institutions. A majority of the 
equity in each investment is then placed with the 
Bank’s investor base.

Once an acquisition is completed, and the target 
company becomes part of the private equity 
portfolio, Arcapita’s private equity team and 
Portfolio Management Group work closely with 
each portfolio company management team in 
establishing a clearly defined business plan 
for creating equity value, while designing a 
tailored capital structure and management equity 
incentives to foster growth and profitability. 
Once the business plan is established, Arcapita’s 
investment professionals monitor the investment 
at the company board level, working with the 
management of the company to address the needs 
of the business.

Arcapita aims to nurture and grow the investments 
through the holding period with strategic and 
financial support when necessary and, at the 
appropriate time, to position the company for sale 
to a financial or strategic buyer, or through an IPO. 
Although the recent challenges for the private 
equity industry have been considerable, we remain 
steadfastly committed to the asset class. Over the 
past 20 years, buyouts have outperformed the S&P 
500 and, in addition to delivering superior returns, 
private equity has acted as a critical driver of 
economic, structural and management reform.

Investment Process

The investment process has three stages: sourcing, 
portfolio management, and exit, which are being 
refined continually.

Arcapita receives approximately 400 potential 
acquisition referrals from its extensive network of 
sources each year. Of these referrals, approximately 
100 to 200 meet Arcapita’s investment criteria, 
which include the following: preferred investment 
attributes described previously, fit Arcapita’s 
investor base, the ability to generate an attractive 
internal rate of return over the investment holding 
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period, the ability to attract financing from 
external financiers, and the compatibility of the 
investment with Arcapita’s investment strengths. 
Depending on the environment of the investment 
opportunities that meet Arcapita’s investment 
criteria each year, the private equity team 
undertakes detailed due diligence on approximately 
25 to 35, and aims to acquire four to six.

A thesis is developed for each proposed 
investment, articulating the background for the 
sector, the market opportunity and the proposed 
route to growth. The thesis outlines a holding 
period and exit scenario. The proposed investment 
is then presented for review by the Bank’s 
Management Investment Committee and the 
Board’s Executive Investment Committee.

Once a transaction has been approved and 
completed, Arcapita initiates a series of actions 
to execute the planned strategy and to monitor 
performance against the investment thesis. The 
portfolio management team plays an important 
role in ensuring that investments achieve their 

full potential. A cross-functional team of portfolio 
management and private equity professionals 
works with portfolio company management to plan 
business strategy and the successful roll-out of this 
strategy. During the holding period, this portfolio 
management function helps portfolio companies 
with clarifying strategy and with operational 
issues such as recruitment of senior management, 
assistance with marketing, supply chain or sales 
issues and introducing additional financial and 
reporting disciplines.

In most cases, Arcapita aims to exit an investment 
within five to seven years, and the private equity 
team builds a strategy to optimize equity value in 
the period prior to exit. Since the holding period is 
fully flexible, Arcapita is able to extend the holding 
period to avoid exiting at an inopportune time 
and, equally, Arcapita will support an earlier exit 
if an attractive opportunity is presented. Exit may 
be by way of trade sale, initial public offering or 
recapitalization, depending on which route offers 
the greatest return.

Thomson Reuters US Private Equity Performance Index (PEPI)

Investment Horizon Performance through 03/31/2011

Fund Type 1 Year 3 Years 5 Years 10 Years 20 Years

Seed/Early VC 16.7 (1.0) 1.1 (3.0) 26.3

Balanced VC 32.8 6.4 9.7 4.0 18.2

Later Stage VC 18.2 1.5 5.3 2.4 15.7

All Venture (through 12/31/2010) 16.2 0.1 4.5 (0.8) 19.7

All Venture (through 3/31/2010) 12.1 0.9 5.1 (0.9) 18.2

All Venture Capital 21.1 1.3 4.2 0.4 19.7

Small Buyouts 7.6 (0.8) 1.9 3.4 13.1

Medium Buyouts 22.9 2.4 6.4 5.1 11.7

Large Buyouts 15.4 3.7 5.9 5.6 11.6

Mega Buyouts 22.2 3.3 5.4 6.5 8.4

All Buyouts 21.6 3.2 5.4 6.1 9.6

All Buyouts (through 12/31/2010) 18.7 1.5 4.6 5.2 9.4

All Buyouts (through 3/31/2010) 21.0 (0.5) 5.4 3.8 8.9

Mezzanine 7.6 0.9 2.5 3.1 6.7

All Private Equity 19.9 3.3 5.7 5.0 12.1

NASDAQ 17.0 8.8 5.4 - -

S&P 500 15.6 3.5 3.2 3.8 8.0

Source: Thomson Reuters.

Management Review of Operations
Private Equity
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Portfolio Activity

Notwithstanding the continuing difficult market 
conditions, Arcapita completed three exits during 
fiscal year 2011.

Portfolio Exits

MedPlus Health Services, India’s largest 
independent pharmacy retail chain, with over 800 
outlets across southern India, was sold in March 
2011 to Mount Kellett Capital Management. The 
transaction, which generated strong returns for 
investors, was the culmination of a three-year 
investment period during which MedPlus tripled 
its store count, introduced its own range of private 
label medicine and FMCG products and grew 
revenues by nearly 400 percent.

Cirrus Industries Inc., a leading manufacturer of 
single-engine, piston-powered general aviation 
aircraft was sold to China Aviation Industry 
General Aircraft Co., Ltd. (CAIGA), a Chinese 
strategic buyer, in June 2011. The sale concluded 
over ten years of Arcapita involvement during 
which Arcapita team members helped the company 
transition to a “build to order” manufacturing 
process, focus on an institutional sales effort and 
enact extensive cost reductions and operational 
improvements.

Cypress Communications Inc., In January 
2011, Arcapita completed the merger of Cypress 
Communications, a hosted communications 
provider, into Broadvox Holdings, a North 
American VoIP services provider. Given continued 
capital constraints and lack of sustainable free 
cashflow, Cypress had been limited in its ability 
to execute critical network upgrades. Through the 
January 2011 merger, the pro forma entities will 
be able to generate substantial revenue and cost 
savings synergies.

New Acquisitions

J. Jill is a leading multi-channel retailer of 
women’s apparel that Arcapita acquired in May 
2011. J. Jill benefits from a loyal, affluent customer 
base and, with only 225 stores nationwide, is 
significantly under-penetrated in Class A/B 
malls as compared to its competitors. Through its 
successful investments in Loehmann’s and Church’s 
Chicken, Arcapita is uniquely qualified to support 
J. Jill in its growth strategy of new store openings 
and product line expansion.

Current Portfolio

Following is a summary of the current portfolio. 
While there are still challenges remaining, overall 
the performance of the private equity portfolio 
is improving satisfactorily as the economic 
environment slowly brightens. Revenues are 
beginning to climb across the balance of the 
portfolio and the companies remain focused on 
maintaining strict financial discipline and cutting 
costs to drive profitability. Although there are still 
a number of economic challenges remaining, the 
portfolio is well positioned to take advantage of 
growing domestic and international demand and 
enjoy a return to profitable growth.

Compagnie Européenne de Prestations 
Logistiques (CEPL) is a niche logistics company 
specializing in the fast-growing detailed picking 
segment of the warehouse management 
outsourcing industry. With operations in France, 
Germany and Spain, CEPL has built a leading 
position with high-end consumer product 
customers, including several global leaders in 
beauty and fragrance, sportswear, apparel and 
electronics. CEPL uses highly automated picking 
lines and a proprietary information technology 
system to individually pick and pack thousands 
of small parcels for direct shipping, through third-
party logistics companies, to retail outlets globally 
with close to 100 percent accuracy. CEPL is a high-
margin and resilient business in the third-party 
logistics outsourcing sector. It has built a reputation 
for very high accuracy, providing mission-critical 
services at a low cost relative to the value of the 
products it fulfils and is very well positioned to 
gain additional outsourced warehouse operations. 
Recently, Management has increased CEPL’s 
business in Spain and Germany, two key European 
logistics markets.

PODS, Inc. is a leading provider of portable storage 
and moving solutions for residential and business 
customers. PODS, an acronym for “portable on 
demand storage”, operates throughout the United 
States, Australia and Canada. By way of its superior 
service delivery and storage model, PODS is an 
industry change agent in the moving and storage 
industries. The addressable market for PODS 
is approximately $25 billion in North America 
alone, and the company is also looking at select 
international opportunities as evidenced by its 
recent expansion into the United Kingdom. Despite 
difficult end market and housing conditions, PODS 
has continued to grow during the downturn.
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Arcapita India Growth Capital I is a portfolio of 
minority growth capital investments in up to four 
mid-sized enterprises in India. After the exit of 
MedPlus in March 2011 (see “Exits”), the portfolio 
currently includes investments in the following 
companies:

•	 Polygel Industries is a manufacturer of 
adhesives, construction chemicals and 
other polymer-based products serving 
India’s industrial and retail customers, as 
well as organic titanates that are exported 
to international markets. Polygel is well 
positioned to benefit from robust consumer 
spending as well as the rapidly growing 
construction and infrastructure sectors in 
India. Polygel also offers a comprehensive 
range of retail products with well-established 
proprietary brands sold through an extensive 
network of 15,000 retail outlets in India.

•	 Idhasoft is a leading mid-market enterprise 
solutions company that provides SAP, 
Oracle, Business Intelligence as well as 
other proprietary products and customized 
application services primarily to customers 
in the United States and India. Idhasoft has 
grown quickly through a controlled program of 
acquisitions adding over 40 niche IT services 
companies to date that have expanded the 
company’s sales team, customer relationships, 
and range of products and services offered. 
Since Arcapita’s investment in July 2009, 
Idhasoft has expanded its geographical reach to 
include rapidly growing international markets 
such as Saudi Arabia and Thailand, and has also 
expanded its business in India.

Varel International Energy Services, Inc., 
produces drill bits and well completion products 
for the oil and gas, mining and industrial markets. 
Based in Texas, Varel has operations in 22 countries 
and operates seven manufacturing/ repair facilities 
and 41 sales offices globally. The company has 
grown its international sales from less than 20 
percent of overall revenue in 1998 to over 60 
percent currently. Varel’s management believes 
that leveraging its geographic footprint and 
product technology will drive future growth for 
the company. Since Varel was acquired, Arcapita 
has worked with the management team to acquire 
Downhole Products Ltd., a complementary 

manufacturer of well completion products, based 
in Aberdeen, Scotland. The add-on acquisition 
of Downhole Products enhanced the range of 
highly engineered, consumable tools that Varel 
can offer its customers and leverages Varel’s global 
distribution system and manufacturing footprint. 
In 2011, as global commodity prices stabilized and 
rig counts experienced a substantial recovery, Varel 
was able to recapture positive momentum and 
achieve impressive financial results. 

Profine GmbH is the leading European provider 
of polyvinyl chloride (“PVC”) profiles for 
windows and doors, and also provides PVC sheets, 
panels and shutter systems used in commercial 
and residential construction. PVC profiles are 
increasingly recognized for their energy-efficient 
properties and are capturing market share from 
wood and aluminum competitors. Management 
is currently focused on streamlining the 
production costs and believes that Profine is an 
attractive platform from which to drive industry 
consolidation in Western Europe and growth 
in emerging markets. Historically, Profine has 
experienced particularly strong growth in the 
Russian and Eastern European markets driven 
by the high demand for modern windows and 
doors in these fast-growing markets. Management 
has responded to the challenging economic 
environment by closing one production facility 
in Germany and moving production to lower cost 
countries, such as Ukraine.

3PD, Inc. is the largest “last mile” third-party 
logistics provider of home delivery and installation 
of heavy items such as appliances, building 
materials and furniture in the United States. The 
company provides dedicated, high-quality service 
to blue chip customers such as Home Depot, 
Lowe’s, Sears, General Electric, Kraftmaid and 
Williams-Sonoma. Using an asset-light business 
model, 3PD operates in the fragmented, high-
growth, high-margin, last-mile sector of the 
logistics industry. With 1,100 delivery teams, 
3PD operates in 480 markets and makes nearly 
three million deliveries per annum across 49 
states. After a challenging fiscal year 2009, 3PD’s 
customers began to show signs of increased 
demand in fiscal year 2010, driven by recovering 
US consumer confidence. More recently, in mid-
2011, 3PD completed a refinancing of its senior 
and mezzanine credit facilities that lowered the 
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company’s overall cost of capital, extended debt 
maturities and positioned the company for the next 
phase of growth.

Church Street Health Management, LLC 
(“CSHM”) (formally “Forba Holdings, LLC”) is 
a leading dental practice management company 
supporting affiliated dental practices that serve 
the needs of low-income children eligible for 
dental care benefits under Medicaid and the State 
Children’s Health Insurance Plan (“SCHIP). CSHM 
dentists provide restorative care, preventative 
care, ambulatory care, orthodontics, and oral 
surgery for more than one million patient visits 
annually. In 2011 CSHM added adult care to 46 
centers in an effort to more fully serve its patient 
population more effectively. CSHM’s mission is to 
provide better access to high-quality dental care 
for this drastically underserved population. CSHM 
is currently affiliated with 73 centers in 22 states 
across the United States. Despite the obvious 
need for this care and a growing patient base, 
CSHM continues to face a difficult reimbursement 
environment driven by continued state budget 
pressures.

Meridian Surgical Partners LLC, headquartered 
in Nashville, Tennessee, is an ambulatory surgery 
center company that partners with physicians to 
provide outpatient surgical services in a highly 
efficient and cost-effective setting. Meridian 
acquires interests in established physician-owned 
surgery centers and also partners with physicians 
seeking to grow their businesses locally through 
the development of new surgery centers. To date, 
the company has acquired 11 surgery centers and 
opened two de novo surgery centers, with another 
three de novo’s set to open in 2011.

Bijoux Terner, LLC, headquartered in Miami, 
Florida, is one of the leading global suppliers of 
affordable fashion-forward accessories (watches, 
jewelry, handbags and soft goods) to the travel 
retail channel. Bijoux Terner designs, sources and 
supplies accessories to approximately 600 retail 
locations in over 30 countries and five continents, 
primarily through airports, cruise ships and hotels. 
The company partners with large travel retail 
developers who develop, own and manage the 
store locations, most of which are branded as 
Bijoux Terner stores, and sell the product at single, 
affordable price points. Bijoux Terner has recently 
introduced several new brands that will enable the 

company to penetrate new channels and provide 
the company with significant avenues for high-
margin growth.

The Tensar Corporation, LLC is the leading 
worldwide manufacturer, marketer and supplier 
of patented, highly engineered, technology-
driven site development solutions. The company 
offers an integrated suite of products and services 
that provide soil stabilization, earth retention, 
foundation support and erosion and sediment 
control. Tensar specializes in solutions for common 
site development problems such as grade changes 
requiring retaining walls, and poor soil conditions 
affecting the cost of roadways, parking lots, and 
building structures. Its solutions are based on 
proprietary, patented systems that incorporate 
its specialized products, services, and application 
technologies. At an attractive price, Tensar 
recently completed the acquisition of its US master 
distributor, which will streamline its distribution 
network and significantly enhance its margin 
profile. Tensar is projecting a 40 percent increase in 
pro forma EBITDA for 2011 versus 2010.

Southland Log Homes, Inc., headquartered in 
Irmo, South Carolina, was founded in 1978 and 
is the largest log home company in the United 
States. Southland has 18 company-owned model 
home sales offices in ten states, and exclusive 
Southland dealers worldwide, including Germany, 
Canada, Japan, the Czech Republic and the United 
Kingdom. Southland log homes have been built 
in more than 43 states and 12 countries, and 
their market share has grown each year in what 
continues to be a difficult sales environment given 
economic and housing market pressures.

Caribou Coffee Company, Inc., founded in 1992, 
and headquartered in Minneapolis, Minnesota is 
one of the leading branded coffee companies in 
the United States, with a compelling multi-channel 
approach to its customers. Based on number 
of coffeehouses, Caribou is the second largest 
company-owned premium coffeehouse operator 
in the United States. As of July 3, 2011, Caribou 
had 554 coffeehouses, including 147 franchised 
locations located in 20 states, the District of 
Columbia and nine international markets. The 
company has reported positive comparable 
coffeehouse sales over the previous seven quarters, 
including 4.6 percent for the quarter ending July 
3, 2011. Additionally, the commercial segment 
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has experienced accelerated growth and, in the 
12 months ended July 3, 2011, represented 17.6 
percent of total sales, up from less than 5 percent 
in 2007. Caribou is listed on the NASDAQ exchange 
under the symbol “CBOU.” 

Outlook for 2011-2012

The economic outlook for the remainder of 2011 
and 2012 in the United States and other world 
markets will likely be characterized by a continued 
moderate recovery. However, this could potentially 
be derailed by further weakening of the US 
economy in a “double-dip” recession scenario 
or by a crisis in Europe related to the southern 
economies’ inability to adopt austerity measures 
necessary to gain support from Germany and 
France. In order to support continued economic 
recovery and assuage fears surrounding a double-
dip recession, the US Federal Reserve recently 
signaled its plans to keep its benchmark short-term 
interest rate close to zero for at least another two 
years.

The private equity team dedicated much of 
its time in fiscal year 2011 to ensuring that its 
portfolio companies were structured appropriately 
to weather the difficult operating climate and 
to take advantage of anticipated future growth. 
The portfolio company management teams have 
maintained their focus on cost reductions to size 
their businesses appropriately for current market 
conditions and have used the opportunity to 
upgrade the talent levels within their organizations 
where required. Further, where appropriate, 
our portfolio companies remain alert to the 
opportunities for acquisitions or mergers with 
other companies within their industries to gain 
the benefit of scale. While Arcapita constantly 
evaluates monetization opportunities within its 
portfolio, the current market conditions, coupled 

with the limited availability of financing, have 
constrained the Bank’s ability to achieve premium 
pricing for its investments. Arcapita will continue 
to hold its portfolio companies until market 
conditions improve or until it receives offers that 
recognize the exceptional market positions of the 
companies within its portfolio.

Although, the current environment for new 
private equity investment remains murky, with 
lower growth outlooks and higher required 
purchase prices, our global private equity teams 
are beginning to see interesting opportunities to 
acquire smaller, growth-oriented companies at 
lower purchase multiples and with less leverage 
than before the credit crisis, as evidenced by the 
recent acquisition of J. Jill. Arcapita believes that 
disciplined investments made in this part of the 
cycle are likely to outperform acquisitions made 
when the global economy and financing markets 
are strongest and, subsequently, valuations are 
highest.

Investors in Arcapita and its portfolio companies 
individually will continue to benefit from the 
institutional sector expertise that the private 
equity team has developed over its 14-year 
history, from the experience of its professionals 
and its commitment to offer a diversified portfolio 
of investment opportunities, by geography and 
sector. As outlined previously, private equity has 
delivered a 20-year average return of 12.1 percent, 
which is 410 basis points higher than the S&P 500 
over the same timeframe. Moreover, despite the 
challenging private equity environment, Arcapita 
believes that attractive investment opportunities 
exist and we remain ready to seek and acquire 
high-caliber investment opportunities at attractive 
valuations for our investors, with the intention 
of delivering exceptional returns as economic 
recovery is achieved.

Management Review of Operations
Private Equity
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The recovery in global real estate continued during fiscal 2011 as 
markets worldwide showed signs of a return to growth driven by 
improving corporate earnings and positive outlooks for emerging 
economies and core developed markets. Despite ongoing 
market volatility, real estate fundamentals have been improving, 
supported by increased investment volumes and favorable 
demand/supply imbalance in many locations.

The year ahead will see continued attention on operational 
management of existing portfolios and increased focus on 
new investments in niche resilient real estate sectors, such as 
industrial/logistics, where experience and integrated management 
platforms will help unlock higher returns to investors.

To this end, the Real Estate line of business will continue to 
launch new funds in identified real estate sectors such as 
industrial, mixed-use residential and healthcare, leverage the 
expertise of its management platforms and introduce new real 
estate financial services and solutions in the coming months.
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Business Environment

The recovery in real estate continued during 
fiscal 2011 as markets worldwide showed signs 
of a return to growth although the environment 
remained uncertain. Investors have demonstrated 
that they still have significant amounts of capital 
allocated to real estate and are able to deploy it for 
the right assets.

Real estate fundamentals have been improving 
although concerns remain about the sustainability 
of the economic recovery, creating a cautious 
attitude amongst investors. Global real estate 
transaction volume for fiscal 2011 was higher 
than fiscal 2010 and valuations also continued 
to recover, particularly for prime assets in core 
markets such as London, Paris, New York, 
Singapore and Hong Kong. The supply-side 
conditions for cyclical recovery in rents also look 
positive in a range of markets, independent of 
macroeconomic circumstances. This favorable 
demand/supply imbalance in many locations, 
coupled with rental levels at historic lows, provided 
investors with strong investment opportunities, 
especially for real estate assets with strong and 

steady cashflows. In developed markets, generally 
low capital values when compared to replacement 
costs have meant that value-oriented investors 
have seen attractively priced real estate sectors, 
particularly relevant in the context of limited new 
construction. In emerging markets, investor interest 
was led by strategies oriented around development 
and rental growth.

Throughout fiscal 2011, public REITs have 
generally outperformed broader equity markets 
and many have recapitalized, taking advantage 
of attractive valuations. Valuations are now 
approaching 2007 levels as stable dividend yields 
become increasingly attractive in an environment 
of low interest rates and government bond yields. 
The additional capital raised has been used to pay 
down and extend debt and REITs are now focusing 
on growth. Approximately $42 billion in global 
REIT-related deals have been announced in the 
second half of fiscal 2011, including the $16 billion 
merger of AMB and Prologis in the industrial sector 
and Ventas’ acquisition of Nationwide Health for 
$5.7 billion.

Real estate IPO volumes were dominated by Asia in 
fiscal 2011 and remained generally low elsewhere. 

Current funds under 
management

$2,900m

Total transactions  
to date

32
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This year the region saw some large listings with 
Global Logistics Properties raising SGD2.2 billion in 
the largest Singapore REIT IPO to date. Arcapita’s 
Mapletree Industrial Trust attracted significant 
demand from investors and raised SGD1.2 billion. 
In the United States, real estate IPO volumes were 
more limited; however, large IPO proceeds were 
raised during the first six months of 2011, driven 
by the return of large financial sponsor-backed 
offerings. European IPO volumes were significantly 
lower, although the first European real estate 
IPOs since 2007 priced in April, indicating signs of 
improvement in the market.

The CMBS market has continued to improve, 
particularly in the United States, but volumes 
have remained low by historical standards and 
there remains a need for additional debt capital. 
Furthermore, the majority of open market issuance 
of CMBS for the past two years has been in long-
dated, credit-linked transactions where the tenant 
is directly responsible for payment. In Europe, 
market commentators expect that the market will 
gradually reopen for straightforward deals, an 
example of which is the pricing in June 2011 of the 
first European CMBS deal since 2007. Furthermore, 
appetite for senior lending has returned, although 
banks remain cautious, given the continued 
uncertainty and ongoing need for deleveraging of 
balance sheets.

Along with the public markets, the fundraising 
environment for private equity firms has also 
shown signs of improvement over the past 12 
months. However, the market remains overcrowded 
with managers seeking scarce capital and 
fundraising is likely to remain challenging. As an 
illustration of this, funds closed in H1 2011 spent 
an average of 15.5 months during the fundraising 
phase, a significant increase on the average of 9.1 
months spent by funds closed in 2007. Despite this 
subdued environment, a number of established 
real estate funds have raised fresh capital in 2011, 
indicating that institutional investors are still 
prepared to commit substantial amounts of capital 
for the right opportunities.

Towards the end of fiscal 2011, concerns about the 
sustainability of the recovery have heightened, 
with particular focus on the perceived downside 
risks from sovereign debt concerns in the United 
States and Europe. This investor risk aversion has 
added to evidence of a two-speed recovery in real 

estate markets, driven by limited price discovery 
and distressed sales in the non-prime markets, with 
values in a large spectrum of the secondary market 
remaining near cyclical lows. At the same time, 
this has supported an increasing appetite for core 
assets in the context of low interest rates, inflation 
concerns and attractive spreads to government 
bonds.

Strategy

Arcapita’s real estate team acts as a principal, 
arranger and manager of real estate investments, 
operating out of its offices in Atlanta, London, 
Bahrain and Singapore. Its experienced real estate 
professionals analyze opportunities across a broad 
spectrum of transaction structures, geographies 
and return profiles in an effort to provide a 
diverse mix of attractive real estate investment 
opportunities to investors. To date, Arcapita 
has completed real estate investments in the 
warehousing/logistics, self-storage, senior living, 
residential, resort, mixed-use, business parks and 
retail sectors. The team has completed investments 
across the world; from North America, through 
Europe, the Middle East, India and Asia.

During the last 12 months, in support of Arcapita’s 
overall business strategy, the real estate team has 
continued to work on establishing and managing 
new real estate investment funds, to introduce new 
real estate financial services and solutions as well 
as to develop expertise and resources to take on 
the day-to-day management of physical portfolios 
of real estate assets.

The over-riding focus on portfolio management 
has been effective in stabilizing the portfolio and 
in realizing exits for selected transactions yielding 
a total of $876 million in proceeds, achieved in a 
difficult economic environment. Examples included 
the successful IPO in October 2010 of Arcapita 
Singapore Industrial Yielding I, a joint venture 
with Mapletree, a leading real estate company in 
Singapore. Other successful divestments included 
Arcapita European Self-Storage Development I & II 
and Arcapita US Senior Living Yielding III.

In fiscal 2011, in keeping with its focus on new 
dedicated sectorial funds, Arcapita started 
deploying capital raised from its ARC Real Estate 
Income Fund (AREIF), a real estate fund directed 
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at the acquisition and asset management of high-
quality, long-term income producing properties in 
Saudi Arabia and the GCC. Furthermore, Arcapita 
launched a new real estate fund in Asia, Arcapita 
Singapore Industrial Yielding II (ASIY II), focused 
on the acquisition and management of quality 
yielding industrial properties located in Singapore. 
During the coming year, the team expects to build 
on the success of AREIF and ASIY II by launching 
new niche real estate funds focusing on the GCC, 
Asia, the United States and Europe.

In addition to real estate funds, the team is also 
focusing on providing more real estate financial 
services and solutions by leveraging its experience 
in specific real estate sectors such as the residential 
and warehousing sectors where it has executed 
transactions in excess of $4 billion and $6 billion 
respectively.

Within the warehousing sector, PointPark 
Properties (P3), a fully owned subsidiary of 
Arcapita and a pan-European operator and 
developer of logistics warehouses, is currently 
managing Arcapita’s European industrial portfolio 
of over 1.5 million square meters. P3 has also 
recently expanded to Asia and is now the asset 
manager for Arcapita’s ASIY II fund. Arcapita 
intends to continue to leverage P3’s operational 
and asset management capability as P3 grows its 
industrial real estate platform across Europe, the 
Middle East and Asia.

Given the condition of the real estate markets 
during the last years, resources of the Real Estate 
group have been directed towards operational 
management of existing portfolios to preserve 
shareholder value and a focus on new investments 
in a limited number of specific real estate sectors, 
where experience and integrated management 
platforms confer competitive advantage.

As the markets pick up, Arcapita anticipates that 
the environment for new investments will continue 
to improve considerably. As a result, the Bank 
expects that fiscal 2012 will see the addition of 
new investments into the real estate portfolio.

Investment Process

Arcapita’s investment model has been developed 
and refined over a large number of investments 
and structures.

The process begins with Arcapita sourcing 
projects from direct approaches made to partners 
and sellers, and by working with specialist 
intermediaries within the real estate industry.

Arcapita performs project analysis and due 
diligence in varying degrees on sourced projects. 
A full investment process typically lasts between 
two and six months. During this stage, the real 
estate team conducts extensive research into a 
number of determinants, including the market 
opportunity, partner background and capabilities, 
and investment fundamentals, drawing on 
expertise from Arcapita’s real estate team and 
a network of third-party experts and advisors. 
The real estate team also carefully assesses 
potential risks associated with the project, from 
broad macroeconomic trends to more narrowly 
defined issues specific to the particular project. 
Arcapita consults closely with its co-investment 
partners, and reviews extensive analysis of the 
post-acquisition execution and exit strategies for 
realizing value over the investment term.

Once an investment opportunity has passed the 
comprehensive analyses, due diligence process 
and initial screenings, it is presented for approval 
to Arcapita’s Management Investment Committee 
or the relevant fund’s board of directors. Each 
investment approval process is designed to be both 
prompt and rigorous.

After closing the transaction, the asset managers, 
corporate management teams or joint venture 
partners are directly responsible for the execution 
of the business plan. Arcapita works closely with 
management to monitor investments and evaluate 
progress. The real estate team typically seeks 
to exit from investments within three to seven 
years, depending on the type of investment and 
the market. Partial or full exit may occur through 
recapitalization, or private or public sale.

Portfolio Activity

New Investment

Despite the tough conditions, the real estate 
team continued to explore alternative investment 
products meeting investor risk and return 
expectations. In fiscal 2011, the team’s efforts 
resulted in the launch of Arcapita Singapore 
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Industrial Yielding II (ASIY II), Arcapita’s new 
real estate fund focused on the acquisition and 
management of high-quality income-generating 
industrial properties located in Singapore. ASIY II 
is sponsored by Arcapita and Arcapita will provide 
management services to the fund.

Current Portfolio

Developmental

Arcapita Qatar Real Estate Investment I is a 
joint venture to invest in a  3.66 million square 
meter plot of land located in Lusail City, north 
of Doha. The property is the single largest land 
parcel located within Lusail and one of the most 
strategic land parcels in Qatar.

Arcapita India Business Park Development II is 
a $434.9 million joint venture with CapitaLand, one 
of the largest listed real estate companies in Asia, 
to develop a world-class business park on 30 acres 
of land in Navi Mumbai, India.

Arcapita European Industrial Development 
II includes an existing portfolio of warehouses 
totaling approximately 420,000 square meters, 
as well as a land bank of nearly 660,000 square 
meters for future development.

Bahrain Bay Development II B.S.C.(c) is a 
292,787 square meter mixed-use waterfront 
real estate development that will be adjacent 
to the existing Bahrain Bay development. With 
a transaction value of $259.7 million, Bahrain 
Bay II’s development mix will complement, 
yet differentiate itself from, Bahrain Bay 
Development B.S.C.(c), a mixed-use, exclusive 
waterfront development, including residential 
and commercial spaces, covering 427,423 square 
meters on the northeast coast of Manama in the 
Kingdom of Bahrain. Bahrain Bay has three anchor 
developments including the Four Seasons Hotel 
and Resort, the Arcapita headquarters building and 
Raffles City, Bahrain, a $630 million residential and 
retail zone by CapitaLand.

Arcapita India Business Park Development I  
is a SGD500 million closed-end private trust 
constituted under Singapore law, set up to 
undertake mixed/multi-use development projects 
serving high-growth sectors in selected cities in 
India. Ascendas, a Singaporean real estate company, 
has responsibility for managing the trust and 

developing the assets. This transaction, which 
represented Arcapita’s first investment into India, 
currently comprises four development projects.

Arcapita Central and Eastern European 
Residential Development I is a €305.6 million 
investment in a series of joint ventures to develop 
residential properties in Central and Eastern 
Europe. The targeted countries are Hungary, Czech 
Republic, Romania, Slovakia, Bulgaria and Poland, 
where the residential development markets are 
supported by strong fundamentals. Due to the 
economic crisis, the development plans for the 
portfolio have been revised and the current plan is 
to develop two projects in Warsaw, both currently 
underway.

Arcapita International Luxury Residential 
Development I is a $689.4 million portfolio, 
comprising four first-class luxury residential 
developments offering world-class amenities. 
Castello di Casole, a 4,300-acre development 
situated in the Tuscany region of Italy, will contain 
a 41-suite luxury boutique hotel and 40 renovated 
and newly constructed luxury villas. Aspen Valley 
Ranch is an 813-acre parcel in Aspen, Colorado 
that will be developed into luxury ranch homes 
and/or improved lots with various ranch amenities. 
Pond Bay Club is being constructed on a 15-acre 
beachfront parcel on the island of St. John and will 
consist of 50 luxury fractional units and facilities. 
One Steamboat Place is located in Steamboat 
Springs, Colorado, one of the leading ski locations 
in the western United States. The development 
comprises 38 whole ownership condominiums 
and 42 private residence club units with extensive 
facilities.

Arcapita US Residential Development III is a 
$435.1 million collection of development joint 
ventures that was formed in October 2005 to invest 
in a portfolio of US apartment properties to be 
converted and sold as condominiums. Bourbon 
Square Apartments is a joint venture conversion of 
a 612-unit rental community situated in a suburb 
of Chicago. 147 Waverly Place, New York, is a 
joint venture to convert a 12-story office building 
in Greenwich Village into 20 luxury residential 
condominiums, all of which have been sold.

Arcapita European Industrial Development 
I is a joint venture which has developed three 
distribution warehouses in strategically located 

Management Review of Operations
REAL ESTATE Investment



ARCAPITA ANNUAL REPORT  2011      | 29

distribution and logistics corridors in southern 
France, providing a total of 72,500 square meters 
of space.

Arcapita US Residential Development II is a joint 
venture that has developed the Elysian, a 61-story 
high-rise tower in the heart of Chicago’s Gold Coast 
neighborhood. The project comprises 52 residential 
condominiums, 188 hotel units, as well as retail 
space, health club, restaurant and on-site parking.

Riffa Views B.S.C.(c) is a golf course residential 
community at the Royal Golf Course in the 
Kingdom of Bahrain involving the development of 
a residential community containing 1,056 single 
family units within a gated community, with access 
to world-class sporting facilities, a unique high-
caliber educational complex, retail facilities and 
a country club. The Royal Golf Course has been 
re-designed by the world-renowned golfer, Colin 
Montgomerie, as part of the development.

Arcapita US Residential Development I is a joint 
venture with Bainbridge Communities Management 
to undertake a condominium conversion in 
Orlando, Florida. The joint venture purchased two 
apartment communities, totaling 911 units, as well 
as a contiguous 48-acre parcel of land.

Victory Heights Golf Residential and 
Development Company LLC is a joint venture 
formed to construct a residential community 
centered around a signature championship golf 
course and academy, world-class tennis and health 
& fitness facilities in Dubai Sports City, the world’s 
first purpose-built, fully integrated sports city.

Yielding

Arcapita US Retail Yielding I is an income-
generating joint venture that has invested in a 
portfolio of seven geographically diverse factory 
outlet centers in the United States. The outlets 
serve a mix of regional resort markets and urban 
trade areas in California, Nevada, Michigan, 
Minnesota, Missouri and Georgia.

Arcapita Japan Residential Yielding I is a joint 
venture set up to acquire a portfolio of rental 
apartment properties in ten major cities in Japan. 
To date, 26 assets have been acquired.

Arcapita US Senior Living Yielding IV owns and 
operates 19 senior living properties with 3,936 
residential units in aggregate. The properties 

are diversified geographically across the United 
States, minimizing the impact of risks relating to 
operations, lease-up and performance.

Arcapita UK Senior Living Yielding I & II own 
five properties comprising 436 residential units in 
the senior living sector in the South East of the 
United Kingdom.

Arcapita European Industrial Yielding I owns 33 
industrial properties in France, Germany, Italy, The 
Netherlands and Spain, totaling over one million 
square meters.

Outlook for 2011-2012

The current volatile global financial environment 
will continue to hamper meaningful recovery. 
While real estate activity has resumed in 2011, 
with encouraging signs of appetite for senior 
lending, clearer directions will only be available 
after both the United States and Europe have made 
demonstrable progress in resolving their respective 
national issues.

The crisis of the past three years points towards 
continuing investor risk aversion, which is likely 
to result in a two-speed recovery in real estate 
markets, demonstrating strong support for prime 
property valuations while values for secondary 
assets will remain near cyclical lows. This trend 
will be reinforced by lending banks expected to 
provide financing on assets with strong predictable 
cashflow.

The real estate sector in the Asia Pacific region and 
other selected emerging markets should continue 
attracting an increasing flow of capital, presenting 
international and domestic investors with strong 
returns, particularly in the industrial and retail 
sectors.

In the United States and Europe, niche yielding real 
estate assets with clear steady cashflows managed 
by high-quality operators will present superior 
investment opportunities in this environment as 
low interest rates, inflation concerns and attractive 
spreads to government bonds will drive additional 
demand for these well priced assets. While core 
assets often offer little or no upside beyond that 
from market movement, capital values for cycle-
resistant niche assets are set to improve in the 
context of discounts to replacement cost while new 
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supply is expected to remain limited over the next 
few years. In addition, rents seem now to have 
bottomed out and are even starting to increase 
again in dense global city centers.

Furthermore, as banks are increasingly willing 
to negotiate maturing CMBS originated in 2005 
through 2007 and as investors’ focus is shifting 
away from distressed debt investment, there will 
be increasing opportunities to purchase or provide 
recapitalization solutions to over-leveraged assets.

Arcapita believes that while the market will remain 
demanding in 2012, there will be opportunities 
to realize attractive returns as mispriced assets 
continue to emerge. In most markets, the primary/
secondary spread will remain wide and in some 
markets continue to widen. Opportunities will arise 
for those specific assets in strong locations that can 
be repositioned to prime, provided the acquirer 
can leverage the expertise of the right operating 
platform. An effective and operational asset 
management strategy would present a clear case 

for value and a strong investment thesis with a 
high degree of control over the eventual outcome.

Arcapita further believes that the real estate 
fundamentals will continue to improve in selected 
resilient real estate sectors such as multifamily, 
industrial, education and healthcare in specific 
geographies such as Core US and Western/Central 
Europe, GCC and Asia, given the supply/demand 
dynamics in these markets and what we believe 
remain favorable future trends in these sectors.

Therefore, the resources of the real estate team 
will continue to focus on identifying the right 
opportunities in niche resilient real estate sectors, 
where Arcapita believes it can leverage its 
experience and the expertise of its integrated real 
estate management platforms. Arcapita intends 
to consolidate and further develop its sectorial 
management platforms in order to focus on 
effective operational management and provide 
investors with a wide range of dedicated real estate 
financial services and solutions.

Current Developmental Portfolio

Company Sector Location

Investment
Value 

($ millions)
Investment

Date

Arcapita Qatar Real Estate Investment I Residential Middle East 960.0 Nov 2008

Arcapita India Business Park Development II Commercial India 434.9 May 2008

Arcapita European Industrial Development II Industrial / Warehousing Europe 1,129.4 Apr 2008

Bahrain Bay Development II B.S.C.(c) Residential Middle East 259.7 Apr 2008

Arcapita India Business Park Development I Commercial India 328.0 Sep 2007

Arcapita Central and Eastern European 
Residential Development I

Residential Europe 427.8 Aug 2007

Arcapita International Luxury Residential 
Development I

Residential United States  
and Europe

689.4 Aug 2006

Bahrain Bay Development B.S.C.(c) Residential Middle East 577.3 Dec 2005

Arcapita US Residential Development III Residential United States 435.1 Oct 2005

Arcapita European Industrial Development I Industrial / Warehousing Europe 41.0 Oct 2005

Arcapita US Residential Development II Residential United States 245.0 Jun 2005

Riffa Views B.S.C.(c) Residential Middle East 259.1 Dec 2004

Arcapita US Residential Development I Residential United States 182.0 Oct 2004

Victory Heights Golf Residential and 
Development Company LLC

Residential Middle East 500.0 Sep 2004

Management Review of Operations
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Current Yielding Portfolio 

Company Sector Location

Investment
Value

($ millions)
Investment

Date

Arcapita US Retail Yielding I Retail United States 150.0 Jul 2006

Arcapita Japan Residential Yielding I Residential Asia 473.8 May 2005

Arcapita US Senior Living Yielding IV Senior Living United States 493.5 Jul 2005

Arcapita UK Senior Living Yielding Senior Living Europe 228.7 May 2003

Arcapita European Industrial Yielding I Industrial / Warehousing Europe 1,043.7 May 2004

Current Funds

Company Sector Location

Capital 
Commitments

($ millions) Closing Date

Arcapita Singapore Industrial 
Yielding II

Industrial & Logistics Singapore 120.0 Apr 2011

ARC Real Estate Income Fund Industrial / Warehousing, 
Healthcare, Education

GCC region   254.0 Jul 2010

Fiscal 2011 Exits
Company Sector Location Exit Date

Arcapita European Self-Storage Development  I,  II Industrial / Warehousing Europe Mar 2011

Arcapita US Senior Living Yielding III Residential Yielding United States Jan 2011

Arcapita Asian Industrial Yielding I Industrial / Warehousing Singapore Oct 2010



title
title
Lorem ipsum dolor sit amet, 
consectetur adipiscing elit. Quisque 
congue libero vel ipsum. Donec nec 
est. Vestibulum iaculis augue eget 
erat. Mauris feugiat commodo ligula. 
Vestibulum ante ipsum primis in faucibus 
orci luctus et ultrices posuere cubilia 
Curae; Phasellus tincidunt volutpat 
libero. Vestibulum venenatis consequat. 

The recovery from the worldwide recession of 
2008-2009 has begun to benefit infrastructure 
as an asset class, as many leading countries have 
reaffirmed infrastructure repair and development 
as investment and strategic priorities for 2011. 
The availability of bank financing has started to 
resurface, marginally decreasing equity levels 
required in M&A transactions. Infrastructure has 
performed well relative to other sectors, supporting 
the investment thesis of infrastructure as a low-
cyclicality asset class, and demand for high-quality, 
yielding assets remains positive.
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Business Environment

Since the worldwide recession of 2008-2009, the 
overall global economy has made a considerable 
recovery, facilitated by aggressive governmental 
stimulus programs and sizable capital injections to 
expand the money supply in developed economies. 
Many leading countries have also reaffirmed 
infrastructure repair and development as key 
investment and strategic priorities in 2011, despite 
struggling to address funding shortfalls. Private 
investors have benefited from this economic 
growth and government commitment, as the 
availability and pricing of bank financing in the 
form of non-recourse project finance has begun 
to recover, although still below pre-crisis levels. 
Consequently, new investments can be structured 
with slightly lower levels of equity than has been 
the case over the last two years.

Infrastructure investments in place prior to the 
global financial crisis supported the investment 
thesis of infrastructure as a lower-cyclicality 
asset class, with top-line results holding steady or 
declining at lower rates than other sectors.

In responding to market conditions, Arcapita has 
expanded the resources available to its existing 
portfolio companies, dedicating extra operational 

expertise from the Portfolio Management Group 
in support of management teams. As a result, the 
portfolio has generally benefitted from streamlined 
operations, reduced costs and improved 
profitability ratios, efficiencies that have led to a 
consequent overall improvement in the utilization 
of existing assets.

Given that investors are showing a preference for 
yield over growth, the infrastructure team has 
continued to focus on more mature investment 
opportunities oriented to deliver current yield. 
In particular, the deal team has dedicated 
resources to sourcing quality assets being sold by 
over-leveraged investors or capital-constrained 
companies.

Geographically, the infrastructure team still sees 
opportunities developing in each of the regions 
where Arcapita operates, and has maintained its 
deal execution capability broadly diversified across 
each office. In Asia, where we anticipate strongly 
increasing demand for infrastructure investment, 
Arcapita has invested further resources to 
build the strength of the infrastructure team to 
take advantage of the increasing demand for 
infrastructure opportunities in that part of the 
world.

Current funds under 
management

$2,400m

Total transactions  
to date

8

At a Glance
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Strategy

Arcapita’s infrastructure team focuses on 
infrastructure investments that provide predictable 
income streams and, in certain cases, the potential 
to create value through development. The team 
adopts a sector-driven approach to investing, 
favoring energy, transportation and water.

Within these sectors, Arcapita provides capital 
for acquisitions, strategic joint ventures and 
growth capital opportunities. Portfolio returns are 
typically a mix of capital appreciation and cashflow 
distributions.

In keeping with Arcapita’s strategic goal of 
extending its focus beyond deal-by-deal 
investments to include traditional GP/LP funds 
and co-investment structures, Arcapita is currently 
exploring several such infrastructure offerings. 
Given the typically large capital requirement of 
infrastructure investments, Arcapita believes 
the asset class is particularly well suited to this 
approach. 

Arcapita’s portfolio of infrastructure investments 
forms an independent asset class providing 
diversification from Arcapita’s private equity, 
real estate and venture capital investments, and 
a set of distinct attributes. Due to their essential 
nature, infrastructure investments tend to be 
resilient to economic cyclicality. Furthermore, 
many investments involve a sizable physical asset 
base which serves both as downside protection for 
the value of the investment, as well as barriers to 
entry, creating a natural competitive advantage. 
Investments typically exhibit predictable cashflow, 
steady growth, and low-to-medium risk, yielding 
attractive risk-adjusted returns.

Arcapita focuses on transactions in both developing 
and developed markets. The team researches 
the environment for infrastructure investment 
in each country, taking into consideration deal 
sourcing opportunities, legal, regulatory and tax 
frameworks, political landscape, exit opportunities 
and attitudes toward entrepreneurial risk. 
Success factors for these transactions include 
the level and type of political involvement by 
national governments, transparent and stable 
regulatory frameworks, established privatization 
and liberalization schemes and the availability of 
credible partners and operators.

Investment Process

The infrastructure business line operates the same 
investment process described for real estate.

Portfolio Activity

New Investment

Arcapita GCC Utilities Development I (AGUD 
I) is a portfolio of joint venture projects between 
Arcapita and Dalkia, a leading global provider of 
energy services, that will build, own, and operate 
a range of utilities services, principally district 
cooling, desalination, and wastewater treatment 
projects in the GCC region. AGUD I is currently 
composed of three joint venture projects under 
development which will provide an installed 
capacity of over 120,000 tons of refrigeration 
once built. During the last year, the three AGUD 
I projects were branded under a common name, 
Paragon Utilities, that will reinforce the portfolio’s 
commitment to the region, allow for economies of 
scale, and improve the competitive positioning of 
the AGUD I assets.

In December 2010, a definitive agreement was 
signed between AGUD I’s third project company 
(Paragon ABD Cooling) and Abu Dhabi’s Tourism 
Development and Investment Company to 
provide utilities services to Saadiyat Island, a 
$27 billion, mixed-use real estate development 
under construction near the city of Abu Dhabi. 
The Engineering, Procurement and Construction 
(“EPC”) contract for the first phase of the project 
was awarded in Q2 2011 with completion expected 
in 2014. The joint venture is currently evaluating 
several opportunities for a potential fourth 
investment in the portfolio.

Current Portfolio

Honiton Energy Caymans Limited currently has 
150 MW of installed wind farm capacity across two 
sites in Inner Mongolia, China: Bailingmiao and 
Xiwu. Over the last year, Honiton has continued 
to progress on growing its total capacity. Arcapita’s 
Portfolio Management Group has remained 
engaged in assisting the build-out process, and the 
management team believes Honiton is on track to 
becoming a major wind power operator in China 
within three to four years. Generally, prospects 
for the industry remain positive, including 
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continued receptiveness by the regional public 
markets to listings by Chinese wind energy-related 
businesses.	

Freightliner Group is a leading UK rail freight 
and logistics company, moving containers and 
heavy goods primarily in Great Britain. Privatized 
from British Rail in 1996 and acquired by Arcapita 
in 2008, the company is the leading provider of 
intermodal rail services in the United Kingdom, 
transporting 80-85 percent of all containers 
moved by rail, and has become the second 
largest rail forwarder of heavy haul freight in its 
addressable markets. Freightliner is also growing 
its international division, with heavy haul 
operations in Poland and Australia. In the past 
year, Freightliner signed a key contract in Australia 
with mining company Xstrata, demonstrating 
the viability and attractiveness of Freightliner’s 
business model in foreign markets. Arcapita and 
the management team are actively looking to 
expand in existing and new international markets 
by continuing to export its unique rail freight 
expertise. 

Viridian Group is the leading independent energy 
company operating across Ireland. Acquired by 
Arcapita in December 2006, Viridian is composed 
of two vertically integrated electricity generation 
and supply businesses, and includes a significant 
renewable energy platform. Viridian’s operating 
businesses and principal activities comprise 
NIE Energy, managing the supply of electricity 
primarily to residential customers in Northern 
Ireland through NIE Energy Supply and power 
procurement through the Power Procurement 
Business. Secondly, Viridian Power & Energy is a 
vertically integrated energy business comprising, 
through Energia, competitive electricity and gas 
supply to business customers in both Northern 
Ireland and the Republic of Ireland, backed by 
power generation from its Huntstown gas-fired 
power plants and wind generation assets across 
Ireland, as well as offtake contracts with renewable 
generators and other wholesale arrangements.

In December 2010, Viridian sold NIE, its 
transmission and distribution business in Northern 
Ireland, and Powerteam, its electrical infrastructure 
construction and maintenance business, to the 
Electricity Supply Board, the incumbent state-
owned electricity utility in the Republic of Ireland. 

The proceeds of the sale were used to reduce 
Viridian’s outstanding financing facilities. 

Falcon Gas Storage Company, Inc. is a natural 
gas storage company formed to develop, own, and 
operate high deliverability, multi-cycle natural 
gas storage assets in strategic markets in the 
United States. On April 1, 2010, Falcon sold its 
two operating gas storage facilities in North Texas 
(Hill-Lake and Worsham- Steed). Falcon continues 
to own and develop MoBay, a 50 Bcf gas storage 
facility located on the Gulf Coast. Once developed, 
MoBay is expected to be one of the largest gas 
storage facilities in the southeast of the United 
States. The development timeline for MoBay has 
been offset by depressed natural gas prices in the 
United States as a result of the growth in domestic 
shale exploration and natural gas production.

Outlook for 2011–2012

The market for infrastructure investment is 
continuing to improve in 2011, as transaction 
volume is increasing and bank financing is 
becoming more accessible. In most developed 
economies and in many emerging markets, 
countries have committed to fulfilling 
infrastructure agendas as essential for sustaining or 
enhancing living standards. Private infrastructure 
investors will likely look for sustainable growth 
post-2012, as government fixed investment begins 
to moderate in an effort to relieve the stress 
on sovereign budgets. The continued demand 
for global infrastructure should principally be 
driven by the need to advance and modernize 
the majority of the world’s emerging market 
population. With approximately two-thirds of 
the world population still working to secure 
sufficient water, food, power and transportation, 
real opportunities exist for sustainable growth. 
Based on the above, Arcapita believes that the 
infrastructure sector will continue to provide 
attractive growth and yield opportunities 
worldwide.

Asia-Pacific

Two demand-side themes drive the Asia-Pacific 
infrastructure opportunity, in Arcapita’s view. First, 
increasing domestic consumption of goods and 
services across the region is expected to require 
significant investment in upgrading existing 
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infrastructure, or in some cases, developing new 
assets. In Asian emerging economies alone, the 
financing requirements to meet growing domestic 
demand are estimated by the Asian Development 
Bank to be almost $750 billion per annum. A 
second trend driving the opportunity is the 
changing dynamic of Asia-Pacific commerce from 
a model focused on exports to western economies 
to one geared more towards intra-regional trade. 
This shift has manifested itself particularly with 
respect to the commodity value chain, and Arcapita 
expects to see increasing opportunities to invest in 
infrastructure assets, which support the production 
and export of natural resources for use within the 
Asia-Pacific region. Geographically, Arcapita sees 
the strongest potential for infrastructure in China, 
Australia, and Southeast Asia.

Average Chinese GDP growth of approximately 10 
percent per annum since 1980 has driven increased 
demand for infrastructure, but development has 
often not kept pace with pent–up demand. As 
the country grows into the world’s second-largest 
economy, increasing consumption from a rapidly 
growing middle class is expected to stimulate the 
construction or expansion of assets such as power 
plants, airports, and water treatment facilities. 
China’s position as a locus of infrastructure activity 
within the region is clear: during the global 
financial crisis, China committed approximately 75 
percent of Asia’s total fiscal infrastructure stimulus, 
and is expected to make up approximately 
50 percent of Asia’s aggregate infrastructure 
investment requirements over the next ten years. 
In many cases, investment is expected to focus 
on China’s major urban centers, but some of the 
most high-profile Chinese public policy initiatives 
involve infrastructure investment elsewhere, 
including an unprecedented 10,000-mile high-
speed rail network and development of the far 
western provinces. Part of China’s 12th Five-Year 
Plan, these policies have dedicated approximately 
$1 trillion to infrastructure spending over the 
next five years and will also focus on the power 
distribution and alternative energy generation 
sectors.

In Australia, another key market, it is estimated 
that over $3 trillion, including almost $400 billion 
on improving the road network alone, is needed 
just to bring infrastructure up to acceptable 
standards. However, the government has taken 

steps to normalize the level of development with 
a national program for infrastructure planning, 
funding and execution created in 2008. In addition 
to encouraging public-private partnership PPPs 
(PPP) and supporting Australia’s commodity value 
chain infrastructure, this initiative is seen as an 
effort to boost competitiveness against other 
faster-growing Asian countries.

Although Southeast Asia presents a nominally 
smaller infrastructure opportunity relative to 
China or Australia, the case for investment is 
still significant since countries such as Indonesia 
and the Philippines are starting from a less 
developed base. In other words, some Southeast 
Asian countries may stand to realize substantial 
economic gains from infrastructure investment 
due to relatively low levels of public spending on 
developing and upgrading fixed assets. In these 
geographies, there is evidence that the private 
sector is becoming increasingly active as a result 
of recent liberalization initiatives facilitating 
investment. Among other geographies within 
Southeast Asia, Malaysia and Singapore are also 
looked upon favorably by private infrastructure 
investors due to their established, predictable 
regulatory regimes and solid growth prospects.

Middle East 

Strong oil prices and large fiscal surpluses have 
driven infrastructure spending across the GCC 
countries during the last year despite the political 
turmoil facing the broader region. Economic 
growth in Saudi Arabia, the largest economy in 
the GCC region, will be supported by large fiscal 
packages amounting to $130 billion (30 percent of 
2010 GDP) announced earlier in 2011. Government 
spending on infrastructure projects is expected 
to remain strong during the next five years with 
projected oil prices averaging over $90 (EIU 
estimates). However, capital projects in non-oil 
producing countries have been impacted to varying 
degrees by the political unrest, and the long-term 
prospects for the infrastructure sector will depend 
on the outcome of recent events.

In 2010, $6 billion in power and water projects 
were closed in the Middle East and North Africa 
region. Most countries face growing domestic 
demand for power and securing access to sufficient 
gas supply remains a critical issue. Countries 
with large oil and gas reserves need to upgrade 
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distribution to allow them to export surpluses 
to fund social and infrastructure projects. Given 
the trend towards higher fuel prices, alternatives 
such as renewables, nuclear, and coal-powered 
plants are being considered. A $20 billion contract 
was recently awarded in Abu Dhabi to build the 
country’s first nuclear power plant. Governments 
are also increasingly turning to independent power 
projects (IPP) to finance utilities projects such as 
the Sur IPP in Oman which will provide 2,000 MW 
of power once built in 2014.

GCC countries have also continued to push 
forward with ambitious air, land, and shipping 
infrastructure projects. The airport project in 
Medina, Saudi Arabia will be the first airport in 
the GCC to be developed on a PPP basis. The $25 
billion pan-GCC railway project is also underway 
with completion expected in 2017. Tenders were 
issued for the UAE’s 1,500 km Union Railway 
project which will extend across the seven emirates 
and connect the country to Saudi Arabia in the 
west and Oman in the east. Rail projects are also 
driving the development of shipping ports such as 
the Khalifa Industrial Port in Abu Dhabi, the first in 
the region to be directly served by a railway line.

Europe

Across Europe, the fundamental need to invest 
in infrastructure has not changed, and the 
funding sources, given austerity measures across 
European countries, will shift further towards the 
private sector. In order to attract private funds, 
incentives and frameworks for investing are in 
the process of being strengthened. However, 
to modernize systems to ensure long-term 
sustainable commercial growth and also achieve 
environmental policy goals and revive economies 
in general, European governments are expected 
to maintain and increase short-term spending. In 
order to attract private funds, EU countries will 
require continued innovation and support from 
public-private partnerships. While most European 
infrastructure spending is derived from national 
budgets, new private infrastructure funds are 
being set up and a return of capital to the market 
continues, alleviating the pressures that have 
resulted from recent fiscal hard times. 

In the United Kingdom, the government has 
committed more than $320 billion over the next 
five years to preserve national infrastructure 

projects centered around rail, energy production, 
broadband access and waste, with a focus on 
reducing carbon emissions through green energy 
investments. It does this in the face of a severe 
austerity budget where the country has cut 
defense, education, social programs, school, 
hospital, and other infrastructure spending. The 
UK’s goal is to source the majority of its funding 
from private sector investment. The prime minister 
of the country established its Infrastructure UK 
program in 2010 to provide guidance on its long-
term infrastructure requirements and strategy. 
The large majority of the country’s transport, 
energy and communication initiatives will likely be 
financed with private funds as well.

North America

Unlike other countries, the United States continues 
to operate without a formal national infrastructure 
plan. Coupled with a relatively partisan political 
landscape and substantial state and local budget 
deficits, underfunded US infrastructure systems 
have resulted in a number of challenges lying 
ahead. As the country’s federal debt continues to 
rise and debates over optimal tax rates persist, 
government spending on key infrastructure 
projects is likely to fall. While on the surface this 
appears to be a negative situation, it provides an 
opportunity for private investment to support 
future infrastructure initiatives. Projects that 
include a regional high-speed passenger rail, 
a new electric grid tied to clean tech, and a 
modernized air traffic control system, can all be 
beneficiaries of private dollars that should help the 
country’s unemployment levels and will allow the 
government to focus its resources on improving its 
fiscal situation.

US infrastructure projects that stand to receive 
federal funding are ones that have national and 
regional economic benefits. Aside from those, 
most infrastructure projects will likely be forced 
to undergo long-term operational budgeting 
where private investment does not fill the gaps. 
The implications of this are that the country’s 
infrastructure system as a whole will not be 
modernized as quickly as anticipated; however, 
projects will become more economically efficient 
and private investors stand to reap rewards if their 
capital is put to use appropriately.

Canada is currently expanding its public-private 
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partnerships with the objective of revitalizing 
aging infrastructure that was put in place in the 
1950s through 1970s. In 2002, the government’s 
Infrastructure Canada unit was put into place 
with the responsibility of implementing Canada’s 
infrastructure spending efforts. It created Building 
Canada with the objective of putting C$33 billion 

to use over a seven-year time period, as well as 
C$5 billion of funding for more specific programs. 
The fund’s focus is on improving the country’s 
outdated transportation, water supply, wastewater 
treatment, and airport facilities.

Source: Ernst & Young, “Infrastructure 2011: A Strategic 
Priority”, 2011

Infrastructure Current Portfolio

Company Sector Location

Investment 
Value

($ millions)
Investment

Date

Honiton Energy Caymans Limited Energy Asia 230.0 Jul 2008

Freightliner Group Limited Transportation Europe 688.5 Jul 2008

Arcapita GCC Utilities Development I Water Middle East 280.0 May 2007

Viridian Group plc Energy Europe 4,200.0 Dec 2006

Falcon Gas Storage Company, Inc. Energy United States 100.4 Jul 2005

Fiscal 2011 Exits
Company Sector Location Exit Date

Arcapita North American Power Generation I Energy United States Oct 2010
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Arcapita Ventures I Limited is a $200 million 
venture capital fund established by Arcapita to 
make minority ownership equity investments in 
growth and expansion stage businesses throughout 
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with annual revenues between $2 million and $25 
million in the healthcare, information technology, 
and industrial technology sectors. These high-
growth markets are continually undergoing 
significant changes in their use of technology to 
meet customer demands, deliver new services, 
react to new government regulations, and confront 
emerging competitive threats.
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Overview

Arcapita Ventures I Limited (the “Fund”) is a 
$200 million venture capital fund established 
by Arcapita to make minority ownership 
equity investments in growth and expansion 
stage businesses throughout the United States. 
The Fund targets companies with annual 
revenues between $2 million and $25 million 
in the healthcare, information technology, and 
industrial technology sectors. These high-growth 
markets are continually undergoing significant 
changes in their use of technology to meet 
customer demands, deliver new services, react 
to new government regulations, and confront 
emerging competitive threats.

During fiscal 2011, the Fund invested a total of 
$6.3 million in follow-on financings across the 
portfolio. As of June 30, 2011, the Fund has 
invested $135.8 million across eight portfolio 
companies. The Fund continues to allocate capital 
reserves as appropriate to support the growth 
of its portfolio companies, while increasing the 
Fund’s ownership percentages in its highest 

performing companies. Over the next 12 
months, the Fund expects to add one or two new 
companies to the portfolio.

Investment Outlook

While still recovering from the recent recession, 
the US venture capital market has stabilized in 
terms of new investment activity, valuations, 
and exit opportunities. That said, the market is 
still operating below the level experienced prior 
to the financial crisis. This situation creates 
both challenges and opportunities for the Fund. 
Depressed levels of overall economic activity 
inhibit growth at our portfolio companies, 
which are dependent on the health of the macro 
economy. Conversely, the current environment 
presents opportunities for the Fund relative to 
new deal activity, as valuations, while up from 
the prior year, are still attractive on an absolute 
basis.

During fiscal 2011, the exit outlook continued 
to improve, with initial public offerings (IPOs) 
and acquisitions outpacing prior years. The IPO 

Fund Size

$200M

At a Glance

SECTOR DISTRIBUTION

Healthcare 30% 

Industrial 
Technology 41%

Information 
Technology 29% 
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market, in particular, saw significant activity 
with more than 84 venture-backed companies 
completing initial public offerings, a 2.5 times 
increase over the prior fiscal year. However, 
the IPO market is historically not the main exit 
pathway for venture investments - approximately 
80 percent of exits are through mergers and 
acquisitions (M&A), and in the current market, 
major corporate acquirers are sitting on 
unprecedented levels of cash. Arcapita believes 
that many of these acquirers will be increasingly 
active from an M&A perspective over the coming 
years as they look for alternatives to organic 
growth.

Arcapita anticipates a continued recovery of the 
US economy through 2011, with viable strategic 
exit opportunities available for companies with 
strong fundamentals and established market 
traction. Arcapita maintains its belief that the 
long-term fundamentals of venture investing and 
the market for new investments remain extremely 
attractive. As the global economy strives for 
a return to growth, there is a realization that 
innovative technologies offer the opportunity 
to create new industries and fundamentally 
change existing businesses, reducing cost and 
complexity.

Strategy

Arcapita Ventures focuses on investing in 
companies with proven management teams, 
defensible positions in large addressable markets, 
and strong existing customer bases. Once an 
investment is made, the team actively works with 
company management to build high-growth, 
sustainable businesses with moderate levels of 
capital. The team is supported by an advisory 
panel consisting of active corporate executives, 
industry experts, and other senior advisors with 
strong networks and relevant perspectives in the 
targeted sectors.

Initial investments generally range from $4 
million to $12 million, with up to $30 million 
available for each portfolio company over the 
life of the Fund. The primary geographic focus 
of the Fund is the United States, though certain 
opportunities in Europe and Asia may be 

considered. The Fund generally acts as the lead 
investor in the funding of its portfolio companies 
and takes an active role on each company’s board 
of directors.

Target Sectors

Healthcare

Accounting for approximately 15 percent of US 
gross domestic product, the healthcare sector 
continues to exhibit tremendous expansion and 
change. Growth is being driven by an aging 
population, rapid technological developments, 
and changing consumer demand. Pressure 
to improve the quality of patient care while 
lowering the cost of healthcare delivery in areas 
like chronic care management, consumer-driven 
healthcare, and customized care centers are 
creating attractive growth opportunities for 
medical technology companies.

Industry analysts predict the US healthcare 
information technology, communications 
technology, medical devices, and services sectors 
will continue to expand at high annual growth 
rates. This expansion is occurring for a variety of 
regulatory, demographic, and commercial reasons. 
First, new federal government regulations 
significantly increase the healthcare industry’s 
incentives to adopt new technology into its 
existing workflows. Second, as older physicians 
retire, decision-making will increasingly be 
in the hands of a new generation that is more 
comfortable with technology-related products 
and solutions. Finally, doctors and hospital 
systems are coming under pressure from payers 
who are reducing their reimbursement rates, 
as well as from consumers who are faced with 
rising deductibles and co-payment levels. As a 
result, physicians and hospitals are looking to 
technology and outsourced services to reduce 
costs, increase productivity, and enhance 
financial performance.

Industrial Technology

The application of information and material 
technologies in the industrial sector creates 
attractive investment opportunities across several 
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sub-sectors. “Clean” technologies that enable 
more efficient use of natural resources and raw 
materials are attractive due to the recent surge in 
prices for energy, increased demand for potable 
water, and tightening government regulations. 
These trends are driving the economic feasibility 
of clean technologies that in the past have been 
prohibitively expensive for both enterprises and 
consumers.

While the United States still leads in the 
development of clean technology solutions, 
adoption of these technologies is greater in 
markets outside the United States due to 
supportive legislation in the European Union and 
intense demand in regions such as the Middle 
East. As a result, many emerging companies are 
seeking financing partners with a global footprint 
to improve access to large international markets.

Information Technology

Although the global credit crisis impacted IT 
budgets, industry analysts expect IT spending 
to continue rebounding steadily as organizations 
return to growth. Forecasts project worldwide 
IT spending at $3.7 trillion in 2011, a 7.1 percent 
increase over 2010. Technology remains the 
cornerstone of many strategic and operational 
objectives, and organizations now view IT as 
a way to transform businesses and adopt lean 
operating models.

The information technology market continues to 
move forward through ongoing innovation and 
by leveraging key infrastructure investments 
made over the past several years: storage 
devices and micro-processors have shrunk in 
size while increasing in capacity; broadband 
access has deeply penetrated both commercial 
and residential markets; the build-out of 
WiFi hotspots and WiMAX deployments has 
accelerated the adoption of mobile computing 
devices while driving demand for security and 
centralized control in the mobile enterprise; 
and voice-over Internet Protocol (“VoIP”) 
technologies are converging the voice, data, 
and video markets. Amidst the growth and 
innovation, IT managers continue to seek 
out technologies with compelling returns 

on investment while reducing the overall 
environmental impact.

Portfolio Overview

For the most part, the Fund’s portfolio companies 
have rebounded strongly over the past year as 
the economy improved. Aggregate revenues for 
our portfolio companies are expected to be up 
65 percent in 2011 over the prior year. However, 
the fact that most venture capital firms reduced 
their new investment activity meant that access 
to capital for our portfolio companies was largely 
limited to their existing investors, including 
the Fund. This environment caused us to revisit 
the level of our capital reserves for existing 
companies, and ultimately led us to limit our new 
deal origination activity.

Fortunately, the Fund’s management team has 
operated in similar “capital-constrained” markets 
several times over the course of their careers and 
viewed the challenging financing environment as 
an opportunity to enhance ownership positions 
in the Fund’s strongest portfolio companies. 
Furthermore, the economic environment created 
opportunities for its portfolio companies to move 
opportunistically, acquiring businesses and 
entering new markets.

As of June 30, 2011, the Fund has invested $135.8 
million in eight portfolio companies. We have 
conservatively allocated appropriate amounts 
of capital for follow-on investments in these 
companies and expect to add one or two new 
companies to the Arcapita Ventures I portfolio.

Current Portfolio

Aspen Aerogels, Inc., headquartered in 
Northborough, Massachusetts, manufactures 
advanced insulation products that are up to 
eight times more effective than other insulation 
materials. The company’s insulation products 
deliver thermal, space-saving, and other benefits 
that enable customers to conserve energy and 
save money in a variety of industries including 
oil and gas production and processing, building 
and construction, transportation, and aerospace. 
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During fiscal 2011, Aspen completed a $21.5 
million equity financing, including $2.1 million 
from Arcapita Ventures.

CardioMEMS, Inc., headquartered in Atlanta, 
Georgia, is a medical device company that is 
commercializing a proprietary wireless sensing 
and communication technology for the human 
body. CardioMEMS’ technology platform 
is designed to improve the management of 
severe chronic cardiovascular diseases such 
as heart failure and aortic aneurysms. In May 
2010, CardioMEMS completed its 550-patient 
pivotal trial for its congestive heart failure 
(CHF) product. The trial data showed that the 
company’s sensor reduced hospitalization rates 
by 38 percent, a significant and exciting result 
given that the US spends approximately $35 
billion annually to treat CHF. During fiscal 2011, 
the company submitted the CHF product for 
FDA approval. The company also reached an 
agreement with St. Jude Medical (NYSE: STJ) 
under which St. Jude made a $60 million equity 
investment in CardioMEMS with an exclusive 
option to acquire the company for an additional 
$375 million based on the completion of certain 
milestones.

Fidelis SeniorCare, Inc., headquartered outside 
Chicago, Illinois, is a managed care provider 
focused on frail elders living in nursing facilities 
and assisted living communities. Fidelis contracts 
with the federal government under the Medicare 
Advantage Program to provide Medicare benefits 
plus enhanced coverage specifically designed for 
this special needs population. Arcapita Ventures 
initially invested $10 million in the company in 
November 2007 and has subsequently invested a 
further $1.4 million.

FrameMax, Inc., headquartered in San Diego, 
California, is a leader in light gauge steel (LGS) 
framing technology for the global construction 
industry. FrameMax’s panelized LGS framing 
solutions dramatically reduce the cost and time 
to construct large, multi-story buildings. The 
company is in the process of entering several 
new markets including China, India, and the 
Middle East region. In August 2008, Arcapita 
Ventures led a $10.1 million round of financing 
for the company alongside existing investors 
H.I.G. Ventures and Wasatch Cross Creek Capital. 

During fiscal 2011, Arcapita Ventures invested 
$0.8 million into the company.

Intelleflex Corporation, headquartered in Santa 
Clara, CA, is a leader in providing on-demand 
data visibility solutions for tracking and 
monitoring products and assets. The company 
markets extended-capability RFID solutions 
targeting the perishable food and pharmaceutical 
cold chain, mobile worksite, personnel 
monitoring, and defense and security markets. 
Intelleflex products provide significantly 
increased read range and reliability, extended 
memory on the tag, and increased security and 
data protection, creating a solution with greater 
capabilities than available passive systems at 
a price point below that of comparable active 
systems. During fiscal 2011, Arcapita Ventures 
invested $3.5 million into the company.

NorthPeak Enterprises (formerly Alloptic, Inc.), 
headquartered now in Menlo Park, California, 
is a telecoms equipment provider that designed 
and developed Gigabit Ethernet Passive Optical 
Networks (GEPONs). The company’s technology 
allowed service providers to deliver voice, data, 
and video services over a single, fiber optic 
infrastructure. In January 2010, the Alloptic 
Board of Directors agreed to a partial asset sale 
to CTDI, a global telecommunications services 
company, which provided cash proceeds, a 
potential earn-out stream, and several exclusive 
reseller agreements all retained under a renamed 
corporate entity, NorthPeak Enterprises, Inc.

Prenova, Inc., headquartered in Atlanta, 
Georgia, is one of the United States’ leading 
energy management solution providers that helps 
customers control energy spend by reducing 
utility costs and improving energy efficiency. 
The company provides a full suite of energy 
management services that span the energy 
lifecycle – from procuring energy on behalf 
of its clients to optimizing the performance of 
its clients’ energy-related assets. During fiscal 
2011, Prenova expanded its energy services 
offering and customer base with the acquisition 
of Florida-based Cyrus Technologies. Arcapita 
Ventures initially invested $6 million in the 
company in April 2006 and has subsequently 
invested a further $3.9 million.
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Investment Process

management

 • �CEO with P&L experience

 • ��Strong executive team

 • �Growth dynamic

 • �Domain expertise

 • �Open to Arcapita counsel

MarkeT

 • >$1 billion potential

 • �Growth dynamic

 • �Profit opportunities

 • �Few direct competitors

Product/Service

 • �Targets a real need

 • �Clear and compelling ROI

 • �Proprietary technology or strong IP

Financials

 • �Strong sales pipeline

 • �Robust margins 

 • �Clean cap table

management

 • �Management team has worked 
together in past

 • �Management team has worked 
with Arcapita in past

Customers

 • �Referenceable clients

 • �Limited behavior change

 • �Significant $ per client

 • �Defined sales cycle

Business Model

 • �Speed to profitability

 • �Recurring revenue

 • �Capital efficient 

Deal Dynamics

 • �Arcapita lead investor (or co-lead) 

 • �At least one board seat

 • �Arcapita can add value

 • �Reasonable valuation

Exit Strategy

 • �Clear and compelling fit with  
known acquirers

 • �IPO possibility

 • �Management alignment

Initial filters Accelerators Structure
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Current Portfolio

Company Co-Investors Description 

Initial  
Investment  

Date 

Total  
Investment  
($ million) 

FrameMax, Inc. Cross Creek Capital, 
H.I.G. Ventures, and 
Nvestech 

A leader in light gauge steel 
framing technology for the global 
construction industry 

Aug 2008 $9.21 

Aspen Aerogels, Inc. Argonaut Private 
Equity, BASF, 
Reservoir Capital 
Group, Rockport 
Capital Partners, and 
Tenaya Capital 

Aspen Aerogels supplies reinforced, 
nanoporous aerogel insulation 
products that are up to eight times 
more effective than other insulation 
materials 

Jun 2008 $18.05 

Fidelis SeniorCare, 
Inc. 

CHL Medical Partners, 
Highland Capital 
Partners, and Versant 
Ventures 

Managed care provider focused on 
frail elders living in nursing facilities 
and assisted living communities 

Nov 2007 $11.39

Intelleflex 
Corporation 

Alloy Ventures, 
Morgenthaler 
Ventures, Motorola 
Ventures, Selby 
Venture Partners, and 
Woodside Funds 

A leading provider of extended 
capability RFID solutions 

Oct 2007 $18.60 

CardioMEMS, Inc. Boston Millennia, 
Easton Capital, 
Foundation Medical 
Partners, Johnson & 
Johnson, Medtronic, 
and St. Jude

Medical device company that 
provides implantable wireless 
sensors that gather and transmit 
pressure information from inside the 
human body 

Oct 2006 $29.08 

Northpeak 
Enterprises / 
Alloptic, Inc. 

Ritchie Capital Delivers patent-protected 
communications access 
infrastructure solutions 

Jun 2006 $26.79 

Prenova, Inc. River Cities Capital 
Funds and Siemens 
Venture Capital 

A leading energy management 
solution provider 

May 2006 $9.94 

Portfolio Liquidity Outlook

While the timing of liquidity events is extremely 
difficult to predict, Arcapita Ventures I is now 
transitioning to a point where it is actively 
exploring exit pathways for several portfolio 
companies. Over the next 12 months, we 
expect that we could achieve a liquidity event 
for one or more of our most mature portfolio 
companies, Aspen Aerogels, CardioMEMS and 
Prenova. Our next company in terms of maturity, 
Fidelis SeniorCare, is still 12-24 months away 
from reaching a liquidity event. At this point, 
we believe FrameMax and Intelleflex are the 
least mature of our businesses from an exit 
perspective.

Advisory Panel Update

To enhance the Fund’s market reach, Arcapita 
Ventures is supported by an international 
advisory panel consisting of CEOs, industry 
experts, and other senior advisors with strong 
networks in the Fund’s targeted sectors. Each 
member of the advisory panel brings distinct 
capabilities in terms of their industry, stage, 
functional, and geographic backgrounds. 
Additionally, each adds to the proprietary 
network of the investment team and shares the 
same goal: sourcing and supporting portfolio 
companies capable of generating top-tier results.
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The full Advisory Panel is listed below:

Panel Member Title / Organization

Dr. Uwe Albrecht Managing Director, Ludwig-Bölkow-Systemtechnik 

Dr. Mark Allen Senior Vice Provost, Georgia Tech / Co-Founder, CardioMEMS

Yoshiaka Baba GM and Head of IT, Mitsui & Co.

Dr. Charles Brown CEO, Piedmont Heart Institute

Jean-Luc Chatelain Former CTO, Hewlett-Packard Software

John Fox CEO, Emory Healthcare

Warren Holtsberg Co-Head Portfolio Management, M VC Capital

Dr. Bill Miller Rear Admiral – Former Chief of Naval Research, US Navy

Claudia Munce VP Corporate Strategy, IBM / Managing Director, IBM Venture Capital

Dr. David Nagel Former President and CEO, PalmSource

Tom Noonan Founder, Internet Security Systems

Dr. Steve Oesterle Senior VP for Medicine and Technology, Medtronic

Susan Searle CEO, Imperial Innovations

Outlook for Fiscal 2012

Arcapita Ventures enters fiscal 2012 with a 
strong list of partners, co-investors, and strategic 
advisors that will continue to assist us in driving 
the business forward and delivering superior 
returns to our valued investors. Over the next 
12 months, we expect to add one or two new 
companies to the Arcapita Ventures I portfolio 
and continue to maximize the value of our 
existing investments.

Management Review of Operations
Venture Capital
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Overview

The Investment Placement Team, with 20 team 
members, is responsible for developing and 
maintaining relationships with the Bank’s broad 
network of investors, including HNWIs, family 
offices, institutional investors and Sovereign 
Wealth Funds (“SWFs”). The team has dedicated 
groups assigned to the following territories: 
Bahrain, Kuwait, Oman, Qatar, Saudi Arabia, 
the UAE and Southeast Asia. The Investment 
Placement Team also serves a limited number of 
clients in the Levant and North Africa. Investment 
Placement Team members are the main point 
of contact for investors, and ensure regular 
portfolio updates, presentation of new investment 
opportunities and accumulated insights into 
local and international investment markets. The 
Investment Placement Team consists of highly 
experienced investment professionals with 
extensive networks of relationships among HNWIs, 
family offices, institutional investors and SWFs.

By conducting market soundings, the team is also 
a valuable resource in shaping the direction of 
Arcapita’s investment flow, ensuring that Arcapita’s 
product offering coincides with investor appetite. 
In this way, Arcapita is able to build a portfolio 
mixed by asset class, sector focus, geography and 
currency that matches investor demand.

Track Record

As Arcapita’s business has grown, the Bank has 
developed a valuable network of close relationships 
with key individuals and institutions in the GCC 
region and Southeast Asia. Through this network, 
the Investment Placement Team has placed in 
excess of 70 investments with a total equity value 
of approximately $6.6 billion. The Investment 
Placement Team serves an investor base of over 
1,800 HNWIs, family offices, institutional investors 
and SWFs.

Geographical Distribution of Placements 

Kuwait
33%

Bahrain
11%

SE Asia and Other Middle East
5%

UAE
9%

Oman
5%

Qatar
5%

$6.6 Billion Placed to Date

Saudi Arabia
33%

In fiscal 2011, the Investment Placement Team 
has raised placements from the market totaling 
approximately $400 million. Increased placement 
activity is an indication of returning investment 
appetite in the region.

Investor Segments

Arcapita was established to satisfy the demand 
from Middle East investors for quality alternative 
investment products structured according to 
Shari’ah principles. Over time, Arcapita has 
produced investment returns that compare 
favorably with conventional alternative 
investments. As a result, the Bank’s investor 
base currently consists of: (i) investors who will 
only invest in Islamically-oriented investments, 
(ii) investors who prefer Islamically-oriented 
investments and (iii) investors who are indifferent 
to the Islamic or un-Islamic nature of a given 
investment.

Arcapita’s investor base is composed primarily of 
investors from the following four segments:

HNWI: High net worth individuals with investable 
assets typically in excess of $1 million.

Family office: Professional entity set-up to 
manage the investments, business affairs, and 
philanthropic interests of high net-worth families.

Investment Placement
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Institutions: Large investment groups that include 
pension funds, endowments, asset managers, and 
insurance companies.

SWFs: State-owned investment funds composed of 
financial assets such as stocks, bonds, real estate, 
or other financial instruments funded by foreign 
exchange assets.

In the HNWI and family office market segments, 
Arcapita has approximately 1,100 investors. Many 
of these investors are among the GCC region’s 
leading family office conglomerates. The businesses 
run by these families represent some of the GCC 
region’s largest family-owned conglomerates, 
and include interests in the transportation, food 
& beverage, real estate, manufacturing, power & 
infrastructure and logistics industries. Arcapita 
enjoys numerous relationships with other leading 
HNWI and family offices in the region, including 
those run by private individuals/families and royal 
families.

Additionally, Arcapita enjoys relationships with 
many of the GCC’s top institutions and SWFs 
globally. These relationships are apparent in the 
composition of Arcapita’s Board of Directors.

Wealth Market Overview

Arcapita’s success is dependent on demand from 
its clients to invest and manage their wealth. 

With deep roots in the capital-rich Middle East, 
Arcapita’s investor base has significant wealth. 
Moreover, due to a number of factors, including 
continued global demand for petroleum-based 
products, this wealth is projected to increase 
substantially in the coming years. Seeking to 
diversify its investor base, Arcapita has expanded 
its investor base to include Southeast Asia in recent 
years. This region, which is poised to benefit from 
high wealth growth rates in future periods, is a 
natural extension to Arcapita’s Middle East-based 
client base due to its large Muslim population and 
increasing trade ties with the Middle East.

Middle East

Arcapita believes that HNWIs, family offices, 
institutional investors and SWFs in the Middle East 
will continue to devote large sums of capital to 
alternative investments in the future. The high oil 
prices of recent years contributed to high region-
wide GDP growth rates and trade-driven surpluses, 
which ultimately drive wealth creation across 
the region. Due to the uncertainty created by the 
global financial crisis, many HNWI and family 
office investors in the Middle East sought to hold 
their wealth in safe, liquid investments during this 
period. However, long-term investors are moving 
up the risk/return curve and are willing to take 
increased risks necessary to achieve higher returns 
on their investment.

Global HNWI 
Wealth

HNWI Population, 2006-2009 (millions) HNWI Wealth Distribution, 2006-2009 (by Region)
(US$ trillions)
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Southeast Asia

Southeast Asia has demonstrated growing demand 
for alternative investments in recent years and 
is considered one of the markets with the fastest 
growth of HNWI and institutional investors 
globally. Given the demographics of the region, 
Arcapita believes that Southeast Asia is positioned 
as a natural market for its Shari’ah-compliant 
products and services. While the region was hit 
by the global financial crisis in 2008, 2010 has 
seen the Asia-Pacific region emerge ahead of most 
of the global economies. The HNWI population 
in Southeast Asia expanded by 9.7 percent to 
3.3 million in 2010 and currently accounts for 
approximately 30 percent of the world’s HNWIs. 
Southeast Asia’s HNWIs’ wealth increased 12.1 
percent to $10.8 trillion in 2010. Eight of the ten 
fastest growing HNWI populations in the world 
are located in Southeast Asia. Arcapita’s placement 
efforts in this critical region provide access to one 
of the world’s most promising wealth management 
markets.

Investor Services

Arcapita provides a number of investor services 
to its clients, principally designed to improve 
investor communications and provide investors 
with personalized and efficient service. Arcapita’s 
back and middle office function comprises in excess 
of 80 individuals from the Corporate Management, 
Financial Management, IT and Investment 
Placement Groups, dedicated to high standards 
of investor communication, infrastructure, record 
keeping, reporting, and other investor support and 
services functions. 

Investor Communications

Arcapita dedicates significant resources to investor 
communications. Investors receive semi-annual 
investment updates on each of their portfolio 
investments. These updates review portfolio 
company financial performance on a quarterly and 
year-to-date basis, present operational updates 
regarding the businesses, and provide projected 
investor returns. Detailed performance updates 
are provided to investors through meetings with 
the Investment Placement Team, at the clients’ 
discretion. 

During fiscal 2009, Arcapita finished its 
implementation of its online portal, which allows 
investors to review their portfolio investments 
online and perform a range of analyses on their 
investments. Communication with investors has 
been further improved through the introduction 
of both real and virtual road shows. Periodically, 
Arcapita hosts an investor conference, at which the 
Bank’s major investors can meet with the senior 
management of the Bank’s portfolio/operating 
companies and joint venture partners.

The Bank also organizes periodic forums for 
the advisors and investment teams of its major 
clients, offering a range of speakers and topics 
for discussion, and the opportunity for senior 
investment professionals to gather and share ideas 
and best practices.

Information Infrastructure

Arcapita operates a sophisticated marketing 
system to plan, execute and monitor investment 
placement, providing investors with a personalized 
and efficient service. Arcapita also operates an 
integrated banking system that facilitates the 
production of portfolio and cash statements, 
which allows investors to remain informed about 
their various investments with Arcapita, and this 
banking system is fully integrated with the online 
investor portal.

Further investor support is provided through the 
Investor Support Team, which is responsible for 
providing the Investment Placement Team with the 
support necessary to respond to investors’ queries 
and requests in a timely and efficient manner.
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Key Financial Highlights

FY 2011 FY 2010 FY 2009 FY 2008 FY 2007(a)

Total Income ($ million) 398.3 (235) 187.3 653.6 415.5

Operating Income ($ million) 211.3 88.3 338.5 618.4 373.4

Net income ($ million) 50.2 (559.4) (87.9) 362.5 190.5

Total Assets ($ million) 3,718.2 3,457.1 4,372.3 5,137.4 3,805.5

Net income margin (percent) 12.6  na (46.9) 55.4 45.8

Return on Average Equity (percent) 4.6 (42.1) (6) 31.6 28.2

Return on Average Assets (percent) 1.4 (14.3) (1.8) 8.1 6.7

Leverage ratio 2.3 2.3 1.7 2.8 3.0

Investment to equity 2.1 2 1.6 1.9 1.6

Capital adequacy ratio (percent) 15.8 12.7 17.1 18.6 21.0

(a)	FY 2007 was a transitory 18-month period. Figures and ratios have been annualized for comparison.

Arcapita marked its return to profitability by 
reporting a net income of $50.2 million for  
FY 2011 (FY 2010: $559.4 million loss). This 
income was achieved through improvements in 
operating income, improving investment valuations 
and positive exchange movements.

The balance sheet has been strengthened. 
Expensive borrowing facilities have been replaced 
with cheaper facilities – reducing borrowing 
costs. Capital adequacy ratio has improved to 15.8 
percent as of 30 June 2011 (12.7 percent as of 30 
June 2010). Leverage ratio is unchanged at 2.3x.

The process to refinance the key financing facility, 
the $1.1 billion syndicated Murabaha facility, 

with the new Forward Start Facility (FSF) is in an 
advanced stage. Capital-raising activities in the 
form of a rights issue and a fresh shares issue are 
ongoing.

Arcapita has continued to stabilize its investment 
portfolio. During the year the Bank executed 
seven exits/partial exits. This process generated 
approximately $1 billion in proceeds to Arcapita 
and its investors. It executed its first private equity 
transaction, the acquisition of J. Jill since FY 2008 
and laid the groundwork for the pipeline of other 
transactions. The portfolio remains well diversified 
across sectors and geographies.

Financial Overview
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Results for FY 2011

Sumarized Income Statement (FY 2010-2011) 
($ million)

FY 2011 FY 2010

Operating income 211.3 88.3

Fair value adjustments 48.0 (153.4)

FX gain (loss) 138.9 (169.9)

Total Income 398.3 (235)

Net funding costs (97.4) (117.9)

Net Operating income (loss) 300.9 (352.8)

  Staff compensation and benefits (74.5) (77.9)

  General and administration expenses (44.8) (43.2)

  Headquarter building expenses (30.5) (17.3)

Net income (loss) before: 151.2 (491.2)

  Allowances (101.0) (68.2)

Net income (loss) 50.2 (559.4)

Arcapita Bank marked a return to profitability by 
recording a net income of $50.2 million for the 
year ended 30 June 2011 (compared to the loss of 
$559.4 million for the year ended 30 June 2010).

The return to profitability reflected improvements 
in operating income ($211.3 million in FY 2011 vs 

$88.3 million for FY 2010), valuation gains from 
the investment portfolio (a fair value gain of $48.0 
million in FY 2011 vs a fair value loss of $153.4 
million in FY 2010) and foreign exchange gains 
(gain of $138.9 million in FY 2011 vs a loss of 
$169.9 million in FY 2010).

Operating Income (FY 2010-2011)  
($ million)

FY 2011 FY 2010

Recurring Income 202.6 183.4

Investment Banking Income 7.8 (78.2)

Other Income 0.9 (16.9)

Operating Income 211.3 88.3

The improvements in operating income were a 
result of strengthening recurring income streams 
and overall improvement in the investment 
banking environment. Recurring income increased 
from $183.4 million in FY 2010 to $202.6 million 
in FY 2011. The increase was largely achieved by 
growth in management fee income.

Investment banking income improved from a 
negative $78.2 million in FY 2010 to a positive  
$7.8 million in FY 2011. In FY 2011, Arcapita 
completed seven full and partial exits, returning 
close to $1.0 billion to the Bank and its investors. 
This was achieved with a much smaller capital loss 
of $11.6 million (a loss of $80.4 million in  
FY 2010)

Net Funding Costs 

FY 2011 FY 2010

$ million Profit Rate $ million Profit Rate

Due to financial and other institutions 71.3 8.4% 95.9 11.1%

Medium-term facility 19.5 1.8% 18.4 1.7%

Un-restricted Investment Accounts (URIA) 6.5 2.2% 3.6 1.5%

97.4 117.9
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Net funding costs reduced from $117.9 million to  
$97.4 million. The reduction was largely a result 
of better balance sheet management of the 
facilities obtained from financial and non-financial 
institutions. Arcapita was able to retire some of the 
more expensive funding facilities and its average 
annualized profit rate on institutional facilities 
was reduced from 11.1 percent in FY 2010 to 8.4 
percent in FY 2010.

URIA profit expenses were impacted by an increase 
in the average annualized profit rate (from 1.5 
percent in FY 2010 to 2.2 percent in FY 2011) 
coupled with an increase in the URIA deposits 
($363.4 million as of 30 June 2011 vs $182.5 
million in 30 June 2010). As a result, profit paid to 
URIA holders increased from $3.6 million in  
FY 2010 to $6.5 million in FY 2011.

Operating Expenses  
($ million)

FY 2011 FY 2010

Staff compensation and benefits 74.5 77.9

General and administration expenses 44.8 43.2

Headquarter building expenses 30.5 17.3

149.7 138.3

Operating expenses increased from $138.3 million 
in FY 2010 to $139.7 million. The increase is due to 
headquarters building expenses ($30.5 million in 
FY 2011 vs $17.3 million in FY 2010). The increase 
reflects a full year of rental expenses charged in FY 
2011. In FY 2010 rental commenced in the third 
quarter of FY 2010.

Staff compensation and benefits reduced from 
$77.9 million in FY 2010 to $74.5 million in  

FY 2011. This reduction reflects the reduction in 
workforce carried out last year.

Arcapita charged $101.0 million (FY 2010: $68.2 
million) allowances for doubtful receivables for 
FY 2011. These allowances were in respect of 
deal-related receivables that were considered 
uncollectible.

Key Balance Sheet Metrics  
($ million)

FY 2011 FY 2010

Total assets 3,718.2 3,457.1

Total liabilities and Unrestricted Investment Accounts (URIA) 2,600.7 2,397.0

Equity 1,117.5    1,060.2 

Leverage ratio 2.3x 2.3×

Capital adequacy ratio (percent) 15.8 12.7

Balance Sheet Management

Arcapita has appreciably strengthened its balance 
sheet since FY 2010. Total assets have increased 
to $3,718.2 million in FY 2010 from $3,457.1 
million in FY 2011. Leverage (liabilities to equity) 
ratio is almost unchanged from last year. Capital 
adequacy ratio as calculated in accordance with 
CBB guidelines (based on Basle II) has improved to 
15.8 percent (FY 2010: 12.7 percent).

The Bank has worked closely with its 
counterparties to manage its obligations. As 
a result, the more expensive financings have 
been replaced and in many cases extended their 
maturities.

The largest facility, the $1.1 billion syndicated 
Murabaha facility, matures in April 2012. Arcapita 
intends to settle the obligation and refinance with 
a new medium-term Forward Start Facility (FSF). 
Preparation for the new facility is in an advanced 

Management Review of Operations
Financial Overview
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stage. Standard Chartered Bank has been appointed 
as the lead bank for this financing facility and at 
the time of preparing this report, negotiations with 
key financial institutions are proceeding well. 

Arcapita is also raising capital through a 
combination of a rights issue and a further issue 
of shares. As at 30 June 2011 Arcapita had signed 
share purchase agreements for $98.9 million 
and received approximately $79.5 million in 
cash (classified as shares pending allotment). 
Subsequent to the end of this financial period, 
Arcapita received signed commitments for a further 
$100 million.

Investment Portfolio

In FY 2011, Arcapita focused on continuing the 
stabilization initiatives started in FY 2009 and  
FY 2010. As a result, the portfolio is doing well 
and is able to take advantage of the improving 

valuation environment. In FY 2011 Arcapita exited 
(in full or partially) seven investments. The exits 
realized approximately $1 billion in proceeds to 
Arcapita and its investors. Arcapita also carried out 
its first private equity acquisition since FY 2008, 
the acquisition of J. Jill. 

The acquisition of this retailer at an attractive 
valuation sends positive signals to the industry and 
provided our placement team a new transaction 
with which to approach investors. It also provided 
us the opportunity to co-invest with key strategic 
investors.

Arcapita investment portfolio stood at $2,365.5 
million as at 30 June 2011 (30 June 2010: $2,168.1 
million). Arcapita focuses its investment activities 
in three lines of business; real estate, private 
equity and venture capital, and infrastructure. 
These investments are further diversified by sector 
and geography.

Investment Portfolio by Line of Business (FY 2011-10) 

FY 2011 FY 2010

$ millions % $ millions %

Real Estate 1,061.1 44.9 1,049.4 48.4

Private Equity and Venture Capital 775.7 32.8 644.2 29.7

Infrastructure 528.7 22.3 474.6 21.9

2,365.5 2,168.1

As illustrated in the table above, as of 30 June 
2011, Arcapita had $1,061.1 million in real estate 
investments (30 June 2010: $1,048.4 million), 
$775.7 million in private equity and venture capital 

investments (30 June 2010: 644.2 million) and 
$528.7 million in Infrastructure (30 June 2010L 
$474.6 million). 

Investment Portfolio by Geographic Region (FY 2011-10) 

FY 2011 FY 2010

$ millions % $ millions %

Europe 1,025.1 43.3 909.6 42.0

Middle East and Asia 877.8 37.1 717.9 33.1

North America 462.6 19.6 540.6 24.9

2,365.5 2,168.1

Similarly, the table above illustrates the 
geographical diversity of the investment portfolio. 
Investments in Europe amounted to $1,025.1 
million (30 June 2010: $909.6 million), Middle 
East and Asia amounted to $877.8 million (30 June 

2010: $717.9 million) and North America amounted 
to $462.6 million (30 June 2010: $540.6 million). 
Further details on the diversified nature of the 
investment portfolio is detailed in Note 9 to the 
consolidated financial statements.
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Overview

The role of Arcapita’s Portfolio Management 
Group (“PMG”) is to ensure the highest possible 
performance of each of our portfolio companies 
- bringing critical insights, strategic capabilities, 
and world-class best practices in delivering 
superior investor returns. PMG currently 
provides full support to all private equity 
and infrastructure portfolio investments, and 
periodic support to the real estate and venture 
capital businesses as required. To accomplish 
this, PMG comprises business leaders who have a 
combination of top-tier management consulting 
experience, and extensive hands-on operating 
experience with some of the world’s most 
renowned companies, successfully leading at least 
one significant operating division or stand-alone 
business. All PMG team members have worked in 
a variety of different industries and, as a result, 
are able to bring cross-industry experiences and 
best practices to portfolio company CEOs, while at 
the same time being attuned to industry-specific 
challenges. PMG has also developed a network 
of senior external consultants and professionals 
accomplished in their chosen fields. This network 
can be called upon to provide specialized 
functional expertise and industry-specific 
knowledge as it is required.

For many years, private equity firms were 
primarily focused on maximizing leverage 
and applying financial expertise to extract 
value from their investments. The concept of 
portfolio management is not new, but has taken 
on heightened importance over the past three 
to four years. The global recession has been 
a sharp reminder of the value of operational 
strength. Over this time in particular, PMG has 
played a vital role within Arcapita and across its 
portfolio. Given the strength and experience of 
the group now in place, the extensive processes 
instilled within the portfolio companies, and 
the opportunities identified for improvement, 

PMG is a compelling differentiator in Arcapita’s 
performance amongst its peer group in the private 
equity industry.

PMG Process

The PMG team is actively involved in each of the 
critical stages of a company and asset ownership 
process—including pre-acquisition and due 
diligence, early ownership, core ownership 
period, and the process leading to exit. Prior 
to the acquisition of a company or asset, PMG 
assists the deal team with market and operational 
due diligence, and in the assessment of the 
management team. Early in the deal process, a 
PMG executive is assigned to work closely with 
the portfolio company and with the relevant 
Arcapita deal team. During the critical early 
ownership period, the PMG executive confirms 
or acts to revise the company strategy, identifies 
the strengths and development needs of the 
management team, and introduces Arcapita’s 
leading-edge board governance and audit 
protocols. The PMG representative also works 
with senior management to identify the key 
industry and company-specific operating 
and financial measures that best monitor the 
performance levers for a particular business. 
Working alongside Arcapita’s deal team, PMG 
professionals design incentive plans to encourage 
and motivate management teams to meet agreed-
upon metrics. Through a disciplined program 
of formal monthly performance reviews and 
quarterly board meetings, the PMG executive 
works with the portfolio management teams to 
evaluate the company’s performance, ensure 
early recognition of any deviations from expected 
performance, and to determine appropriate 
remedial action. More frequent discussions are 
undertaken as needed.

During the ownership period, the PMG executive 
serves as a member of the board of directors and 
seeks to increase the value of the investment in 

Portfolio Management Group



three primary ways: (1) assisting management 
in defining and continuously updating the 
optimal three to five year action-based strategy, 
(2) identifying and driving initiatives in the 
company’s annual operating plans that improve 
the near-term operating performance of the 
business and support achievement of ambitious 
financial objectives, and (3) improving the 
company’s human resource management and 
succession planning. PMG and portfolio company 
executives also regularly identify opportunities 
where PMG functional capabilities can be 
leveraged in support of marketing, sales, and 
growth-related initiatives. PMG also provides 
support and guidance on cost reduction, working 
capital reduction, process improvement, and 
supply chain initiatives. Lastly, PMG plays 
a critical role in evaluating, selecting, and 
developing CEO candidates, and often assists the 
CEO in the recruitment and selection of senior 
management team members.

Recent PMG Focus

Following a two-year focus on an aggressive 
program of cost reductions, which delivered 
over $300 million in annualized savings, PMG’s 
efforts in fiscal 2011 were devoted primarily to 
stabilizing our companies. The focus on cost-
cutting was maintained and we also implemented 
price increases and material surcharges in order 
to offset the effect of rising commodity prices on 
margins, particularly at Profine and Tensar, where 
raw materials contribute heavily to variable costs. 
We also looked for every opportunity to grow in 
profitable niche markets in the face of downward 
global economic pressure.

At Caribou, one of the leading branded coffee 
companies in the world, PMG implemented 
comprehensive performance improvement 
programs, beginning in 2007, and resulting in 
a dramatic turnaround of the company. One 
of these programs included a broad-based 
performance improvement program designed 
to improve the profitability at each of Caribou’s 
400+ retails coffee stores. Another major 
initiative was a comprehensive consumer research 
initiative that produced valuable insights that 
supported an effective program of product and 

process improvements. PMG also led the effort to 
change the management team in 2008; the new 
team has delivered exceptional performance since 
2008, enabling Arcapita to begin a successful 
wind-down of its ownership. By the end of fiscal 
2011, Arcapita had successfully reduced its 
ownership stake from roughly 60 percent to 30 
percent via a secondary offering and was well-
positioned to complete full divestiture in early 
fiscal 2012. 

At PODS, the leading provider of portable 
storage solutions in the United States, PMG and 
its consultants have been actively involved in 
numerous initiatives since Arcapita acquired 
the company in 2007. These initiatives included 
a fundamental upgrade of the 300-member call 
center (PODS’ face to its customers), a market 
segmentation exercise that allows the company 
to make a more relevant service offering based on 
the customer’s situation, and a host of initiatives 
that enhanced the company’s strategic and 
operating planning processes. In addition, PMG 
led the effort to recruit the CEO in April 2008 
and then supported his subsequent changeover 
of virtually the entire management team. As 
a result, PODS has been able to demonstrate 
profitable growth throughout the three-year 
recession.

At Profine GmbH, the leading European 
provider of PVC profiles for windows and 
other applications, PMG has worked with 
management to address the challenges of a 
25-50 percent market decline. Substantial cost 
reduction measures were undertaken by Profine 
management and PMG and this work continued 
in 2010 through a Sourcing Cost Reduction and 
Plant Consolidation Project that reduced German 
manufacturing sites from three to two. In 2011, 
raw material prices continued to rise substantially 
and the overall construction market recovery 
has also been slower than forecast, partially 
due to the debt crisis in Spain, Italy and Greece. 
To protect Profine’s margin from these external 
pressures, PMG initiated a series of pricing 
measures, resulting in price increases totaling 
€40 million. In addition short-term addressable 
operating expenses will be reduced.
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At Honiton, a portfolio of wind farms in China, 
PMG has been closely involved in overseeing 
the successful and substantial increase in 
generating capacity from 50 MW to 150 MW. 
China’s traditional source of electricity has 
been coal-fired power plants. In keeping with 
its national policy of increasing energy sourced 
from renewable resources, the government 
has encouraged development of wind farms. 
Inner Mongolia, China, has some of the best 
wind resources in the world, and Honiton has 
development rights in some of the most favorable 
sites in Inner Mongolia. PMG has been closely 
involved in recruiting experienced management 
to capitalize on this opportunity.

At J.Jill, a leading multi-channel retailer of 
women’s apparel that Arcapita acquired in April, 
PMG worked with management on an aggressive 
“First 100 Days” process. The primary effort 
developed the strategic plan for the next three 
years, including very specific value-creating 
initiatives; however, we also assimilated J.Jill into 
Arcapita’s cross-portfolio purchasing program, 
recruited an industry leader to the board, and 
upgraded their governance processes. We also 
continue to work closely with the company on 
its recruiting efforts for critical positions and are 
helping the company think through its real estate 
and site selection strategy. 

At MedPlus, the leading independent retail 
pharmacy chain in India, PMG provided critical 
support of the company’s supply chain processes. 
India’s economic growth is giving rise to a 
middle class which is more sophisticated in its 
buying preferences and behavior. Traditionally, 
Indian pharmacies have been locally owned, 
neighborhood store fronts. MedPlus is among 
the pioneers in “organized retail” which 
brings quality and high service to the buying 
experience. Key to maintaining high service 
levels while balancing working capital needs 
is an effective supply chain. PMG’s support of 
management’s effort to improve supply chain 
practices released working capital equivalent 
to the cost of opening approximately 200 new 
stores, and ultimately contributed to a successful 
exit. 

Looking Ahead

As we look ahead to fiscal 2012, PMG will 
continue to drive performance at each company 
through its core process approach. PMG 
anticipates that individual companies will require 
a variety of initiatives and project support 
that will range from operational improvements 
to revenue growth. PMG is already working 
with companies to address a new round of cost 
reductions and will work with our companies 
to implement these measures should global 
economies fail to recover. At the same time, it is 
anticipated that the specific and targeted growth 
initiatives launched in fiscal 2011 will continue in 
fiscal 2012. PMG continues to focus its portfolio 
companies on gaining permanent market share 
through competitive cost structures, new product 
development, and through new market entry and 
geographic expansion.

Examples of PMG’s agenda in 2012 include 
supporting PODS’ efforts to acquire selected 
franchisees, supporting Church Street Health 
Management in their compliance efforts while 
improving patient volumes, providing guidance 
to Bijoux Terner as it seeks to enter a new 
channel with its fashion forward accessories, and 
effecting further adjustments to Profine’s cost 
structure while seeking to lock in price increases 
that were generated in fiscal 2011. These are 
only a few of many examples where PMG will be 
working closely with portfolio executive teams 
during 2012 to drive growth and profitability. In 
addition, PMG is providing leadership internally 
as our investment groups around the world revisit 
their respective market strategies. 

Management Review of Operations
Portfolio Management Group
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Overview

Arcapita’s corporate governance – the system 
of procedures and principles governing how the 
Bank organizes its leadership, its management 
and its operations – is fundamental to Arcapita’s 
success and that of its stakeholders. Arcapita has 
designed its corporate governance to produce an 
efficient, entrepreneurial decision making structure 
that is fair, transparent and accountable, and that 
aligns the interests of investors, management 
and employees with those of its shareholders, 
financiers and investors.

In addition, the structure oversees Arcapita’s 
adherence to Shari’ah principles in the conduct of  
its business.

The Bank is in the process of developing and 
implementing corporate governance guidelines in 
order to comply with the Central Bank of Bahrain’s 
Rule Book relating to corporate governance matters 
for all CBB licensee banks by the end of calendar 
year 2011. The development and implementation 
of these guidelines is on track and Arcapita’s 
management and Board of Directors expect the 
Bank to be in compliance by December 31, 2011.

Ownership Structure

Arcapita’s shareholders include HNWIs, family 
offices, institutional investors and SWFs in the 
Arabian Gulf and Southeast Asia, and Arcapita’s 
management. The ownership structure forms an 

alignment of interests between Arcapita and its 
shareholders and provides Arcapita with flexibility 
and independence in pursuing its business 
strategies. The shareholder base is well diversified 
with no one shareholder having a majority stake.

Board of Directors

Arcapita’s Board of Directors takes responsibility 
for the strategy of the Bank and for the 
supervision and oversight of its senior 
management, who have been entrusted with 
implementing day-to-day management policies. 
As at June 30, 2010 Arcapita’s Board of Directors 
consists of eleven members, including ten members 
elected or appointed by the shareholders, and the 
Bank’s Chief Executive Officer, representing senior 
management. The Board of Directors meets as often 
as business requires, and a minimum of four times 
a year. Since Arcapita’s inception, the functions of 
Chairman of the Board of Directors and the Chief 
Executive Officer have been carried out by separate 
individuals, thus providing a separation of powers. 
Arcapita’s senior management works closely with 
the Board of Directors both directly and through its 
various committees. Senior management regularly 
provides investment and financial updates and 
strategic forecasts to the Board of Directors, as 
well as openly discussing all investment decisions 
and any other major decisions or issues facing the 
Bank. By facilitating this free flow of information, 
Arcapita seeks to encourage transparency and 
accountability at all levels and to provide effective 
oversight by the Board of Directors.
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Committee

Executive
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Committee

Board of Directors

Audit
Committee
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Board structure. Arcapita’s Board of Directors 
is assisted in its monitoring and oversight 
responsibilities by the Executive Investment 
Committee (“EIC”), the Executive Administrative 
Committee (“EAC”), the Audit Committee and the 
Charitable Contributions Committee (“CCC”).

Executive Investment Committee. The EIC’s 
primary duties and responsibilities are to:

•	 Establish operating guidelines for the Bank’s 
investment activities

•	 Approve new investment transactions or 
additional funding relating to existing 
investments up to certain limits on behalf of 
the Board of Directors

•	 Monitor the performance of the Bank’s 
investment portfolio

•	 Approve the raising of financing and issuing 
of securities for the Bank’s balance sheet, and 
establishment of banking relationships

•	 Approve full or partial divestitures up to 
certain limits on behalf of the Board of 
Directors.

Executive Administrative Committee. The EAC’s 
primary duties and responsibilities are to:

•	 Approve and recommend corporate and 
administrative policies and procedures 
including organization structure, staff 
compensation programs, share incentive plans, 
capital expenditures and other administrative 
matters

•	 Approve policies with respect to the 
management of all categories of risks.

Audit Committee. The Audit Committee’s primary 
duties and responsibilities are to:

•	 Approve and recommend for further approval 
by the Board of Directors:

-- the annual financial statements

-- the annual budget of the Bank

-- the appointment of external auditors

•	 Serve as an independent party to monitor the 
Bank’s financial reporting process and internal 
control system

•	 Review and appraise the activities of the 
internal and external auditors

•	 Provide an open avenue of communication 
among the external and internal auditors, 
senior management, and the Board of Directors.

The Bank’s internal audit function reports to 
the Audit Committee. In order to ensure that 
the internal audit function implements best 
practice methodologies and uses expert resources 
for specialist tasks, the Audit Committee has 
authorized the internal audit function to engage 
outside professional consultants to undertake 
specific assignments.

Charitable Contributions Committee. The 
CCC’s primary duties and responsibilities are to 
apply proceeds of the Charitable Contributions 
Fund (which represents any sum from profits of 
Arcapita approved by the shareholders to be set 
aside for charitable contributions) to charitable 
organizations and charitable causes.

Board of Directors incentive structure. The 
remuneration of the Board of Directors is set as a 
fixed amount and is not linked to the performance 
of the Bank.

Shari’ah Board incentive structure. The 
remuneration of the Shari’ah Board is linked to 
the knowledge, experience and prominence of the 
members as well as to the extent of their advisory 
role in reviewing Arcapita’s contracts, transactions 
and investments in compliance with Shari’ah rules 
and principles. The Shari’ah Board remuneration is 
neither driven by the performance of the Bank nor 
the success of any investment.

Management

Arcapita maintains a flat, participatory 
management structure with the aim of maximizing 
commitment, resourcefulness and teamwork, and 
encouraging integrated and timely decision making 
across business units and between its four offices. 
Arcapita expects each employee to conform to 
its Code of Conduct and to act ethically and with 
honesty and integrity in corporate actions and with 
respect to the reputation of the Bank.

Management remuneration. Arcapita’s 
compensation policy for its senior management 
aims to provide competitive compensation 
packages that will enable the Bank to continue 
to attract, motivate and retain the high-caliber 
employees who are key to future success. The 
Bank also seeks to foster an entrepreneurial 
culture through a compensation policy that closely 
aligns the interests of its senior management and 
employees with those of its shareholders and 
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clients. Senior management compensation programs 
are monitored and approved by the Board of 
Directors through the EAC.

A major part of each member of senior management’s 
compensation is a performance-based bonus that is 
based both on the financial performance of the Bank 
and the individual contribution of the employee. In 
addition, through its various incentive programs, the 
compensation of senior management is closely linked 
with the long-term value of the Bank and the success 
of its investments. Arcapita has an employee stock 
incentive program through which eligible employees 
are given the opportunity to acquire shares in the 
Bank and to participate in the long-term success 
of the Bank. In addition, through its employee 
investment participation program, eligible employees 
co-invest in the Bank’s investment portfolio alongside 
its shareholders and its clients, thereby sharing in the 
risks and performance of the investments.

Cross-Functional Management 
Committees

Arcapita utilizes four cross-functional management 
committees: the Management Administrative 
Committee (“MAC”), the Market Sounding Group 
(“MSG”), the Management Investment Committee 

(“MIC”) and the Risk Management Committee 
(“RMC”).

Management Administrative Committee. The 
MAC is responsible for the following:

•	 Setting global strategy for Arcapita

•	 Reviewing and approving of business plans, 
budgets and control systems

•	 Providing oversight and guidance to new 
product development

•	 Management of human capital, including 
determining compensation and benefits plans 
and overseeing human resource development

•	 Setting corporate governance, internal 
and external communication standards to 
promote company values with employees, 
board members, investors and other 
stakeholders

•	 Establishing and overseeing company 
policies. The MAC members are appointed 
by the Chief Executive Officer, and consist 
of the Chief Executive Officer, as chairman 
of the MAC, and senior management from 
the following groups at Arcapita: investment 
placement, legal, financial management, 
financial control and corporate management.
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Market Sounding Group. The MSG takes an 
active role during the investment sourcing process 
to facilitate convergence between Arcapita’s 
investment products and prevailing investor 
sentiment. In the early stage of the investment 
process, each new investment proposition is 
presented to the MSG, which consists of senior 
management from the investment placement 
team, with input from the financial management 
group (“FMG”). During the MSG review, the 
relevant business line investment team presents 
the potential investment product, and gains 
preliminary understanding on how a potential 
investment product would be perceived by 
Arcapita’s investor base. Specific items considered 
for each investment include:

•	 Industry sector

•	 Geography

•	 Placement size

•	 Placement currency

•	 Holding period

•	 Projected returns.

Each investment product must gain approval from 
the MSG prior to its presentation to the MIC.

Management Investment Committee. Prior 
to making a commitment to sign definitive 
agreements relating to investments, each new 
investment has to undergo the following approval 
process:

•	 Consensus within the business line investment 
team

•	 Review and recommendation by the MIC

•	 Approval by the CEO

•	 Approval by the EIC, or by the Bank’s Board 
of Directors if the investment exceeds the 
approval limit of the EIC.

The MIC members consist of the Chief Executive 
Officer, as chairman of the MIC, and senior 
management from the following groups at 
Arcapita: private equity, real estate, infrastructure, 
investment placement, legal, financial management 
and portfolio management. The MIC reviews 
each new investment proposal, as well as any 
subsequent funding request. 

It makes recommendations for further approval 
by the Bank’s Chief Executive Officer and the 

EIC. To assist the MIC in its decision making, the 
investment team prepares memoranda detailing 
the investment rationale and the risk factors 
associated with each new investment or new 
funding request. In addition, the Bank’s FMG, with 
the risk management group, submits a detailed risk 
management memorandum to the MIC, to assist 
members in analyzing the risk factors associated 
with new investments or new funding requests. 
The final stage of the investment approval 
process involves obtaining the approval of the 
EIC if the investment exceeds the Chief Executive 
Officer’s approval limits. To assist the EIC in its 
decision making, the Chief Executive Officer and 
management prepare a memorandum detailing the 
investment rationale and the risk factors associated 
with each new investment.

Risk Management Committee. The RMC 
comprises the Chief Executive Officer and senior 
management from the following groups at 
Arcapita: financial management, financial control, 
risk management and treasury. The RMC’s mission 
is to establish and maintain a risk management 
framework throughout the Bank to best manage 
Arcapita’s shareholder and client interests. Its 
mandate is to identify, assess and measure risks 
arising from the Bank’s activities, and to define the 
appropriate course of action to mitigate or manage 
them. The RMC meets at least four times a year, 
and meets on an ad hoc basis when necessary. It 
has three main areas of focus:

Corporate Risk Management. The RMC monitors 
adherence to balance sheet limits and financial risk 
management policies and procedures, establishes 
organizational measures to strengthen the Bank’s 
corporate governance and increase the financial 
efficiency and the risk return profile of the Bank, 
establishes and maintains the Bank’s frameworks 
relating to operational risks and reputational 
risks and promotes an enterprise-wide risk 
management culture. The RMC assists Arcapita’s 
Board of Directors through the Audit Committee, 
ensuring adequate monitoring and reporting of risk 
management processes.

Investment Risk Management. The RMC reviews 
strategic asset allocation, manages economic 
and regulatory capital, and approves the limit of 
the Bank in terms of exposure to individual and 
portfolio investments.

Management Review of Operations
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Treasury Risk Management. The RMC evaluates 
and manages the Bank’s liquidity and funding 
profile, currency, profit rate and credit risks, 
and approves the Bank’s limits for liquidity risk, 
currency risk, credit risk, and profit rate risk. The 
RMC composition and risk management assessment 
are described in the Risk Management section.

Other Governance Functions

Shari’ah. The Bank’s compliance with Shari’ah 
principles is overseen by an external and 
independent Shari’ah Board, fully supported by 
the Bank’s internal Shari’ah department and other 
Arcapita departments. The Shari’ah department is 
responsible for ensuring that there is an ongoing 
process of reviewing and auditing for Shari’ah 
compliance in accordance with AAOIFI standards 
for existing and new investments, combined 
with regular portfolio company visits by Shari’ah 
Board members and Shari’ah department 
members. The Shari’ah Board ensures that all 
investments undertaken by the lines of business 
are structured in a manner that complies strictly 
with Shari’ah principles.

Investors. Arcapita has a client base in excess of 
1,800 investors from the Arabian Gulf region and 
Southeast Asia, who participate in its investments. 
The investment placement team is only able to 
open accounts for new investors after conducting 
comprehensive Know Your Customer (“KYC”) 
procedures in full compliance of globally accepted 
standards to combat fraud, money laundering 
and terrorist activities. These procedures require 
investment professionals to obtain detailed 
information that allows the Bank to identify the 
investors and their sources of income.

The Bank applies the KYC regulations that have 
been issued by the Central Bank of Bahrain 
(“CBB”) as the basis for customer identification, 
verification of sources of funds and ongoing 
monitoring and reporting to the regulatory 
authorities. Bahrain is a member of the GCC, which 
in turn is a full member of the intergovernmental 
Financial Action Task Force, which develops 
and promotes policies, both at national and 
international levels, to combat money laundering 
and terrorist financing. The Bank also undertakes 
additional customer due diligence procedures to 
ensure full compliance with the requirements of 

other jurisdictions such as the Cayman Islands, the 
United States and the European Union.

Investor Administration. As part of Arcapita’s 
commitment to high levels of service for its clients, 
each investor is assigned to an individual member 
of the investment placement team, and also has 
access to a team of professionals who provide 
additional investor services. Investors receive 
regular reports and analysis on the performance 
of their investments with Arcapita, as well as the 
performance of the portfolio overall and relevant 
market updates. In addition, the investor services 
team keeps investors notified about transactions 
in their unrestricted investment accounts and 
is available to respond to individual requests, 
questions and for other customer services as 
required. All communications with investors are 
logged and reviewed on a regular basis.

Corporate Communications. The Bank is 
committed to a policy of open and accurate 
reporting of material and relevant activities 
relating to the Bank, such as the organization, the 
performance and the business activities of the 
Bank. The most effective way of ensuring that 
this information is quickly and widely available is 
in the maintenance of a regularly updated public 
website, where all such information is made fully 
available, including historical financial performance 
data.

Information Technology. To improve the 
governance of information technology (“IT”)
Arcapita has formed the Information Technology 
Steering Committee (“ITSC”). The ITSC is chaired 
by the Bank’s Chief Executive Officer, has a senior 
membership representing all business lines and all 
office locations and oversees all major IT projects. 
The ITSC meets at least three times a year and on 
an ad hoc basis as necessary.

Regulation

As a Bahrain-based bank, Arcapita is licensed by 
the CBB as a wholesale Islamic bank, and all of 
Arcapita’s activities are subject to comprehensive 
regulation by the CBB.
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Investment Process
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The Board of Directors of the Bank has overall 
responsibility for establishing the Bank’s 
approach to risk and ensuring that an effective 
risk management framework is in place. The 
Board approves and periodically reviews the risk 
management policies and strategies of the Bank.

The Risk Management Committee (“RMC”) is 
responsible for implementing risk management 
policies, guidelines and limits, and for ensuring 
that monitoring processes are in place. The RMC, 
together with Internal Audit, provides independent 
assurance that all types of risk are being measured 
and managed in accordance with the policies and 
guidelines set by the Board.

Arcapita takes an enterprise-wide approach to risk 
management, to identify and then mitigate the 
risks embedded in the Bank’s balance sheet. The 
role of the RMC is to oversee the management of 
such risks and ensure that adequate and timely 
action is taken as required. The RMC meets on 
a frequent basis, and conducts regular quarterly 
reviews.

Investment Risk Management

Investment risk is a major component of 
Arcapita’s overall risk profile. The Bank seeks to 
manage its investment risks through each stage 
of the investment process, including investment 
sourcing, acquisition, investment holding period 
and divestiture. Day-to-day management of the 
Bank’s investments is overseen by the investment 
teams and the Portfolio Management Group, 
which together focus on managing the investment 
from an operational perspective. Additionally, the 
Financial Management Group (“FMG”) reviews all 
investments from the perspective of the Arcapita 
balance sheet and client franchise. Prior to funding 
an investment, and regardless of its size, the 
Portfolio Management Group and the FMG provide 
an independent assessment of the opportunity, 
highlighting key risks prior to commitment.

Arcapita uses a private equity risk model to 
manage its investment portfolio across all business 
lines. The RMC ensures that Arcapita maintains 
appropriate asset diversification by geography, 
industry and investment type. Arcapita’s strategic 
and other investments are classified as “available 
for sale” as per AAOIFI and are initially recorded 
at cost. Following initial recognition, these are re-
measured to fair value over time.

The overall investment portfolio is composed 
of three concentrated exposures representing 
respectively 52 percent, 32 percent and 26 percent 
of the Bank’s equity, above the 15 percent CBB 
large exposure limit.

Investment Risk Modeling. As part of the Bank’s 
efforts to measure investment risks at pre- and 
post-acquisition stages, the risk management 
department at Arcapita has developed an internal 
risk model. The model is derived from risk 
characteristics of publicly listed equity indices 
and their constituents. The model evaluates the 
sensitivity of public stock returns to certain 
company and industry factors such as market 
capitalizations, leverage ratios, and industry 
nature. Such a methodology allows for identifying 
drivers of stock market performance and enables 
the quantification of investment and equity risk.

Investment risk is based on a Value-at-Risk (“VaR”) 
model. VaR is the estimated loss that would arise 
on the portfolio over a specified time (holding 
period) from adverse events with a specified 
probability (confidence level). The model measures 
VaR over a one-year holding period with a 98.5 
percent confidence level and accordingly assesses 
economic capital required.

The model is developed through a regression 
analysis between public stock returns and selected 
factors of the model. By determining the Bank’s 
various investment exposures to these factors, the 
model quantifies the risk in each investment. The 
model is developed in a manner that accounts for 
correlation and diversification benefits between 

Risk Management Review 
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investments when aggregating all investment risks 
in a single portfolio.

The risk model’s primary purpose is to ensure 
balance sheet solvency, ensuring the allocation of 
a sufficient level of capital to support investments 
against unexpected potential losses. As opposed 
to regulatory models for capital requirements, 
the internally developed model assesses capital 
requirements on an economical basis and takes into 
account the effects of diversification benefits and 
concentration risk, aggregated across the portfolio.

The risk management department regularly 
monitors the level of risk within the investment 
portfolio to monitor the appropriate level of 
economic capital. Through monthly economic 
capital reporting, the RMC reviews balance 
sheet investment exposures, economic capital 
required for individual investments and the overall 
portfolio, as well as investment allocation across 
asset classes, geography, and sectors. This process 
seeks to ensure that the Bank has an equity 
cushion available should there be unexpected 
future losses in the investment portfolio. It also 
optimizes the allocation of capital to various 
business lines based on each business line’s risk-
adjusted performance. The resulting equity cushion 
indicates the Bank’s capacity to pursue growth 
plans across all business lines, thus facilitating 
informed strategic decision making by senior 
management.

The risk model is also used by the MIC to assess 
the balance sheet impact of potential new 
investments, including the effect of underwriting.

Treasury Risk Management

The primary function of the treasury department 
at Arcapita is to manage cashflows and to optimize 
liquidity to support investment funding. Arcapita 
maintains a conservative approach to treasury 
activity and takes steps to minimize the associated 
risks.

Liquidity Risk. The RMC closely monitors liquidity 
risk on a day-to-day basis through extensive 
scenario and sensitivity analysis of cash forecasts. 
The Bank implemented a number of initiatives over 
the past year to provide the Bank with liquidity. 
Some of the cash proceeds from these initiatives 

have been reflected in the accounts of the past 
financial year, while the remainder is expected 
to be received and accounted for in the following 
months, improving short-term liquidity.

The Bank manages its assets with liquidity in 
mind, by maintaining an adequate balance of cash 
and cash equivalents at all times. The yielding 
infrastructure and real estate investments retained 
on the balance sheet provide recurring income 
throughout the year, allowing the Bank to cover its 
financing and operating expenses.

Arcapita does not maintain any current accounts or 
restricted investment accounts, only unrestricted 
investment accounts (“URIA”) (see Note 15 under 
Notes to Consolidated Financial Statements).

Currency Risk. Arcapita does not engage in 
proprietary foreign exchange trading, hence 
currency risk primarily arises from its investments 
in Europe and Asia. The Bank seeks to mitigate 
currency risk by match-funding assets with 
liabilities of the same currency. Where necessary, 
Shari’ah-compliant short-term currency swaps 
and forwards (wa’ad-based contracts) or other 
Islamically acceptable instruments are used.

Exposures are monitored daily and overall currency 
risk is measured using VaR methodology for 
economic capital purposes. The VaR methodology 
has been elaborated under Notes to Consolidated 
Financial Statements (Note 23 (f)). The current 
major foreign currencies in the Bank’s portfolio are 
active currencies, i.e., Euro, Pound Sterling and 
Singapore dollars.

Credit Risk. Arcapita does not engage in 
commercial or retail banking. Credit risk arises 
largely through short-term placements of excess 
cash through murabahas in a conservative manner, 
with highly rated financial institutions. The Board 
sets counterparty limits once a year as a percentage 
of equity based on an internally defined Arcapita 
rating, which has been elaborated under Notes to 
Consolidated Financial Statements (Note 23 (d)). 
Accordingly, as the rating is adjusted, the limits are 
increased or decreased with the RMC’s approval. In 
addition, the Bank reviews the credit ratings of its 
financial counterparties through Standard & Poor’s, 
Moody’s, Fitch and Capital Intelligence on a weekly 
basis, to monitor counterparty risks associated 

Management Review of Operations
Risk Management Review
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with the repayment of funds. Receivables from 
investment companies are monitored within limits 
set by the EIC.

Arcapita has not required collateral for its 
murabaha financing portfolio. Upon placement 
of investments to customers and to the Arcapita 
Investment Participation plan, the underlying 
investment assets are held until payment is 
completed.

Arcapita measures and monitors the economic 
capital required to account for interbank credit risk 
using VaR methodology. The internally developed 
credit VaR model used by the Bank is based upon 
a 98.5 percent confidence level and assumes the 
credit maturity as the holding period.

As opposed to regulatory risk assessment, the 
model allows a more complete risk assessment by 
incorporating rating granularity, internal rating 
for non-rated financial institutions, investment 
maturity and concentration and diversification 
risks. The adverse loss is computed based on 
historical probabilities of default of financial 
institutions, which are linked to external ratings. 
For placements in foreign currency, currency 
volatility is also accounted for in the computation 
of risk. The exposures and credit VaR are 
monitored and reported to the RMC and relevant 
departments on a daily basis. The model used 
by the Bank has been reviewed by an external 
consulting firm in order to validate its assumptions.

In order to avoid excessive concentration, Arcapita 
monitors credit exposures by geographical region, 
country and rating. Murabahas include placements 
in US dollars and foreign currency. The credit risk 
on account of Shari’ah-compliant currency swaps 
and forwards is also evaluated, and the right of set-
off helps in mitigating the credit risk.

Profit Rate Risk. Arcapita’s profit rate risk results 
in the Bank’s funding and excess cash placement 
exposure to changes in the level of profit rates. 
Arcapita’s policy is to maintain a funding profile 
that is benchmarked against LIBOR. This is driven 
by two factors: (1) on average, the yield curves 
of the markets invested in have a positive slope, 
which makes it statistically advantageous to fund 
with a floating rate benchmark rather than a 
fixed rate; and (2) on average, profit rates and the 

performance of the Bank’s investments tend to be 
positively correlated with the performance of the 
economy. Therefore, the floating rate benchmark 
tends to provide a natural macroeconomic hedge 
against under-performing investments.

Operational Risk

During the last financial year, the Bank 
implemented the Operational Risk IT platform 
to support the management and reporting of 
operational risks throughout the Bank. The Bank 
has developed a comprehensive framework for 
operational risk management, where all of the 
Bank’s processes and activities are analyzed and 
major risks are identified, measured and reported 
in a central database. Arcapita management 
believes that the framework is a key tool to 
improve operational risk assessment, awareness, 
understanding and accountability across the Bank.

Under the supervision of the Bank of International 
Settlement, the new Basel II Capital Accord 
requires banks worldwide to include a specific 
measure of operational risk in their regulatory 
risk capital requirements. The CBB requires 
the application of the Accord for all banks in 
Bahrain. Operational risk is defined as the risk of 
loss resulting from inadequate or failed internal 
processes, people and systems or from external 
events. This definition includes legal risk and 
Shari’ah non-compliance risk, but excludes 
strategic and reputational risk.

The management of operational risk in the Bank is 
the responsibility of every employee. Operational 
risk is managed through a control framework 
and by monitoring and responding to potential 
risks. Controls include effective segregation of 
duties, access, authorization and reconciliation 
procedures, staff education and assessment 
processes, including the use of internal audit. 
Each department has an operational risk reporting 
officer whose role is to report occurrences of 
operational risk events. The overall self-assessment 
and combined event reporting is reviewed by the 
RMC, which determines the action to be taken. 
This framework supports improved operational risk 
assessment, awareness and accountability.
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In calculating operational risk, the Bank uses the 
Basel II Basic Indicator Approach, which calculates 
operational risk-weighted assets as a proportion 
of the average annual gross income over the 
preceding three years.

Corporate Risk Management

In addition to investment, treasury and 
operational risk management, the Bank carries 
out a comprehensive corporate risk assessment, 
which includes, but is not limited to, strategic 
risk, reputational risk, legal risk and Shari’ah 
non-compliance risk. Detailed and comprehensive 
risk management policies and procedures are 
maintained, with the aim of explicitly defining 
roles and responsibilities, ensuring proper 
segregation of duties and raising risk awareness 
among all employees.

The overall risk management of the Bank requires 
that each asset on the balance sheet has a 
minimum amount of capital reserved to protect 
against potential adverse outcomes.

As of 30 June 2011, for an investment size of 
$3,312 million (including related items such as 
WCF, fees and guarantees), the overall risk capital 
requirement against possible adverse outcomes is 
$884 million, which is below the $1,118 million of 
available equity. The risk capital required for other 
risks is $328 million which includes currency, profit 
rate, liquidity, and operational risks.

The Bank aims at maintaining an overall target 
risk capital cushion of greater than $100 million to 
provide flexibility to support potential transitory 
risk increase and, more generally, to support future 
growth plans across all lines of business.

Basel II

As part of CBB requirements, Arcapita is subject 
to the application of the Basel II capital adequacy 
framework. The most important implications of 
Basel II, which have been implemented, are as 
follows:

Pillar 1: Risk Measurement and Capital 
Adequacy. The risk weights used to measure the 
investment exposure risk on the balance sheet 
range between 100 percent and 200 percent 
depending upon the type and tenure of each 
investment.

Arcapita’s capital adequacy ratio on a consolidated 
basis as at 30 June 2011 was 15.8 percent. The 
minimum ratio prescribed is 12 percent, which 
reflects the cushion available to Arcapita. Arcapita 
aims to keep the ratio above 16.5 percent.

Additionally, the RMC monitors the adequacy of 
capital to support current and future activities 
through the Bank’s five-year plan.

Pillar 2: Supervision, Policies & Procedures. 
Arcapita has a process for assessing overall capital 
adequacy in relation to its risk profile and a 
strategy for maintaining capital levels. The Board 
and senior management oversee the risk profile 
of the Bank. Internal audit reviews are conducted 
regularly. The ICAAP, Risk Strategy and Risk 
Appetite have been set and approved by the Board 
of Directors. Monitoring and controlling risks 
includes the establishment of limits/cushion, risk 
valuations and ongoing due diligence, which are 
reported to the RMC and the Board of Directors 
on a periodic basis. The limits reflect the business 
strategy, risk appetite and market environment 
in which the Bank operates and its overall risk 
capacity in relation to capital and regulatory 
exposure limits set by the CBB. The risks within the 
Bank are measured and quantified using statistical 
methods supported by qualitative assessments. 
Potential losses are calculated using assumptions 
based on consideration of the economic 
environment in which the Bank operates.

Pillar 3: Public Disclosure. In addition to 
applicable AAOFI standards and International 
Financial Reporting Standards, Pillar 3 disclosures, 
as applicable, have been included in this annual 
report.

Management Review of Operations
Risk Management Review
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Arcapita fulfills its corporate social responsibility 
obligations through an ethical approach 
to investing and support for not-for-profit 
endeavors.

Ethical Investing

All of Arcapita’s investments and operations are 
carried out in a manner that calls for fair dealing 
with business partners, customers and other 
stakeholders, and a sense of social responsibility 
in all of its business. This approach represents 
the basic requirements of Islamic principles, 
which the Bank adheres to in every aspect of its 
business activities. Thus, the Bank will consider 
investments in any business, as long as it does not 
involve gambling, alcohol, pornography, dealing 
in pork products, or interest payments. Islamic 
principles also require that a person who profits 
from the use of his money by another person, 
assumes a proportionate share of the risk from 
the business in which his money is invested. 
Arcapita, therefore, seeks equity risks and 
returns. These principles are applied across all of 
Arcapita’s activities, and Arcapita has developed 
innovative structures to meet these goals in all 
of its investments. Adherence is closely audited 
by an independent committee, which oversees 
compliance in all regions.

Arcapita in the Community

In addition to following a set of ethical 
guidelines in the fulfilment of its business 
objectives, Arcapita believes in the importance 
of supporting a range of not-for-profit endeavors 
within the communities where it operates. 
Setting aside a percentage of net income 
each year, the Bank seeks out projects with 
a particular focus on education, healthcare 
and social welfare. Arcapita’s aim is to work 
within local communities to create sustainable 
and long-term value and, where possible, to 
bring the same resources which it brings to its 
regular business dealings – finance, insight, 
partnerships, commitment and expertise. Across 

its network of offices in Bahrain, Atlanta, London 
and Singapore, the Bank is committed to an 
active program of social investment in which it 
encourages employees to be actively involved, 
to the benefit of all parties. The Bank also 
contributes to a range of educational programs 
and academic research around the world.

Selected Social and Cultural Projects

As well as its commitments to a range of 
activities, Arcapita has funded several prominent 
capital projects in keeping with its commitment 
to the Kingdom of Bahrain, the location of its 
headquarters. In recent years, the Bank has 
funded the construction of the Bahrain Fort 
Museum, as well as the lighting of Bahrain Fort 
and several feasibility studies into future cultural 
developments. 2009 saw the opening of Bin 
Matar House, a cultural center within Muharraq, 
the most historical part of Bahrain. Bin Matar 
House is one of the original and typical Bahraini 
houses, and required major structural work to 
rescue the original building and restore the inside 
to its original form. Bin Matar House presents a 
full account of the historical island of Muharraq, 
covering trade, commerce, society, crafts, arts 
and education. Arcapita funded the renovation 
and reconstruction. Arcapita is also a tier one 
contributor to several other educational and 
social programs. 

Support for Education

Arcapita is substantially reliant on the skills, 
experience and commitment of its employees to 
attain the high standards of excellence which 
the Bank aims for in all of its business activities. 
In addition, whilst Arcapita has been successful 
in building a business model that leverages the 
benefits of the global business environment, the 
Bank also recognizes the challenges posed by 
globalization, as different cultures and political 
systems are brought together. To date, therefore, 
Arcapita has supported scholarships, as well 
as professorships, teaching posts and academic 

Corporate Social Responsibility
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research at the universities of Harvard, Columbia 
and Duke in the United States, investing in 
educational excellence, as well as a deeper 
understanding of the Middle East and Islamic 
finance. In Bahrain, Arcapita is also a major 
supporter of the Crown Prince’s International 
Scholarship Program, which takes Bahrain’s 
brightest school leavers and funds their further 
education in world-class universities of the West.

Management Review of Operations
Corporate Social Responsibility
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4.	 Total Income (Loss)

Year ended  
30 Jun 2011

Year ended 
30 Jun 2010

US$ ‘000 US$ ‘000

Foreign exchange gain (loss) 138,940 (169,893)

Management fees (Note 4(a)) 95,096 74,996

Income from investee companies 71,846 72,066

Fair value adjustments 48,020 (153,389)

Yield from investments 35,616 36,380

Acquisition and placement fees 19,426 2,170

Capital loss on exits (11,596) (80,368)

Loss on Istisna contract - (17,000)

Other 910 58

398,258 (234,980)

a)	 Management fees

Included in management fees is US$48.3 million (2010: US$40.6 million) representing fee income earned in a trust or fiduciary 
capacity.

5.	 Recurring Income

Year ended 
30 Jun 2011

Year ended 
30 Jun 2010

US$ ‘000 US$ ‘000

Management fees 95,096 74,996

Income from investee companies 71,846 72,066

Yield from investments 35,616 36,380

202,558 183,442

Recurring income represents income which, in management’s opinion, would not be materially impacted by the cyclical nature of 
the investment banking industry.

6.	 Share-Based Payment Plans 

a)	 Employee Share Incentive Program

The Group Employee Share Incentive Program (the ‘Plan’) was established in 1999 and modified in 2006. The Plan allows 
employees, selected by the Plan Administrator, to purchase an allocated number of Plan shares either indirectly through a deferral 
plan or through offshore trusts which hold the Plan shares for the benefit of the employees. Each Plan share is deemed an 
economic equivalent of a Bank share. On completion of six years of employment from the grant date (hire date for the initial 
allocation), the employee may convert 10 percent of the Plan shares to Bank shares each year; the option to convert accelerates to 
20 percent a year when the employee completes 10 years of service with the Group, so long as such shares are paid for, although 
certain restrictions apply for US employees.
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The fair value of the conversion option is estimated as the fair value of the Bank shares at the time of the grant date less the 
price paid to acquire a share in the Plan. The expense of this share-based plan is then determined by estimating the number of 
Plan shares which are expected to convert to shares in the Bank.

The expense recognized for employee services during the year is shown in the following table:

Year ended

30 Jun 2011

Year ended

30 Jun 2010

US$ ‘000 US$ ‘000

Share-based payment (reversal) expense (1,492) 8,078

7.	 Cash and Short-term Funds

30 Jun 2011 30 Jun 2010

US$ ‘000 US$ ‘000

Cash and balances with banks (Note 7 (a)) 121,204 54,291

Short-term deposits (Note 7 (b)) 10,846 66,606

Transitory funds (Note 7 (c)) - 22,437

132,050 143,334

a)	 Cash and balances with banks

Cash and balances with banks largely comprise the Group’s cash balances with nostro accounts. 

b)	 Short-term deposits

30 Jun 2011 30 Jun 2010

US$ ‘000 US$ ‘000

Commodity Murabaha 10,089 67,163

Less: Deferred profits (49) (941)

10,040 66,222

Investment in Mudaraba 806 384

10,846 66,606

Murabaha are sales on deferred payment terms, based on the delivery of a commodity, which is the subject of the Murabaha, 
by the seller to the buyer and enabling the buyer to possess and benefit from the commodity, with the understanding that the 
buyer will pay the agreed-upon price at a certain future date inclusive of a profit margin.	

Mudaraba is a partnership between one party, which provides the capital (Rabulmal), and another, which possesses the 
necessary skills and expertise to manage such capital (Mudarib), for a pre-determined share of the profit.

The investment in Murabaha and Mudaraba represents short-term deposits with financial and other corporate institutions and 
can be withdrawn on demand without penalty. 

c)	 Transitory funds

Transitory funds mainly relate to proceeds due as at the balance sheet date which have not been credited to the Group’s nostro 
accounts, but were received subsequent to the balance sheet date.
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8.	 Receivables

30 Jun 2011 30 Jun 2010

US$ ‘000 US$ ‘000

Receivables and prepayments (Note 8 (a)) 458,924 382,592

Murabaha with investee companies (Note 8 (b)) 512,011 464,330

Notes receivable (Note 8 (c)) 161,608 227,037

1,132,543 1,073,959

a)	 Receivables and prepayments

30 Jun 2011 30 Jun 2010

US$ ‘000 US$ ‘000

Yield and management fee receivable 208,561 158,432

Receivable from investee companies 133,952 116,990

Subscriptions receivable 87,517 69,727

Prepayments and other receivable 28,894 37,443

458,924 382,592

Subscriptions receivable represent amounts due from clients for participation in the Group’s investment products. These are 
typically collected in the short-term and are secured by the underlying investment assets until collection, which are only 
transferred to the client upon receipt of cash. SPAs outstanding for over six months are reviewed to assess if an allowance is 
required.

b)	 Murabaha with Investee Companies

30 Jun 2011 30 Jun 2010

US$ ‘000 US$ ‘000

Commodity Murabaha receivables 542,905 484,814

Less: Deferred profits (30,894) (20,484)

512,011 464,330

c)	 Notes receivable

30 Jun 2011 30 Jun 2010

US$ ‘000 US$ ‘000

Employee Share Incentive Program (Note 8 (c) (i)) 110,924 158,868

Investment Participation Plan (Note 8 (c) (ii)) 50,684 68,169

161,608 227,037

(i) Employee Share Incentive Program

An Employee Share Incentive Program (the ‘Plan’) as detailed in Note 6 was established in 1999. There were 275 eligible employees 
for the Plan as of 30 June 2011 (30 June 2010: 278).

The balance is contractually receivable on demand. Unallocated shares in the Plan are presented as a deduction from equity.
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(ii) Investment Participation Plan

Eligible employees are given the opportunity to participate in investments arranged by the Group. Settlement is based on 
an agreed annual payment schedule. However, contractually this balance is receivable on demand. The Bank secures such 
receivables by assignment of these investments. 

d)	 Allowance for doubtful receivable

30 Jun 2011 30 Jun 2010

US$ ‘000 US$ ‘000

Balance at beginning of year - 45,000

Allowance made during the year 100,989 68,230

Receivable written off (100,989) (113,230)

Balance at end of year - -

9.	 Investments

30 Jun 2011

 Cost 
Cumulative fair value 

changes (Note 9(b))
 Total carrying value 

(Note 9(a)) 
 30 Jun 2010  

Total 

US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000

Real estate 1,137,292 (76,171) 1,061,121 1,049,389

Private equity 885,296 (109,624) 775,672 644,150

Infrastructure 432,894 95,788 528,682 474,588

2,455,482 (90,007) 2,365,475 2,168,127

Planned retention 1,509,766 1,224,473

Available for placement with investors 855,709 943,654

2,365,475 2,168,127

Average balances 2,326,566 2,406,259

a)	 Investments by sector and region

Sectors

30 Jun 2011

Europe Middle East & Asia North America Carrying value

US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000

Residential 80,486 346,770 20,007 447,263

Commercial 269,063 280,482 4,803 554,348

Senior living 17,181 - 20,412 37,593

Industrial warehousing 21,917 - - 21,917

Real estate 388,647 627,252 45,222 1,061,121
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Sectors

30 Jun 2011

Europe Middle East & Asia North America Carrying value

Manufacturing 256,842 20,169 77,200 354,211

Services 132,825 - 86,652 219,477

Consumer goods - - 87,179 87,179

Technology - 19,947 52,888 72,835

Healthcare - - 33,253 33,253

Food - - 8,717 8,717

Private equity 389,667 40,116 345,889 775,672

Utilities 168,382 210,399 5,000 383,781

Gas storage and logistics 78,382 - 66,519 144,901

Infrastructure 246,764 210,399 71,519 528,682

1,025,078 877,767 462,630 2,365,475

30 Jun 2010

Sectors Europe Middle East & Asia North America Carrying value

US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000

Residential 75,299 210,672 64,239 350,210

Commercial 239,554 202,195 4,719 446,468

Senior living 13,106 - 36,379 49,485

Industrial warehousing 102,728 100,498 - 203,226

Real estate 430,687 513,365 105,337 1,049,389

Manufacturing 165,396 11,762 63,048 240,206

Services 133,317 - 83,669 216,986

Consumer goods 9,976 - 8,458 18,434

Technology - 29,058 58,960 88,018

Healthcare - 28,366 39,640 68,006

Food - - 12,500 12,500

Private equity 308,689 69,186 266,275 644,150

Utilities 118,103 135,409 93,307 346,819

Gas storage and logistics 52,080 - 75,689 127,769

Infrastructure 170,183 135,409 168,996 474,588

909,559 717,960 540,608 2,168,127
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b)	 Cumulative fair value changes

30 Jun 2011 30 Jun 2010

US$ ‘000 US$ ‘000

Balance as at beginning of year (304,355) (237,003)

Fair value changes 48,020 (153,389)

Net movements attributable to exited deals (24,809) 74,483

Other net movements 191,137 11,554

Balance as at end of year (90,007) (304,355)

Where the investment is listed, its fair value is determined by reference to the published price. Unlisted investments are valued 
using valuation methodologies as disclosed in Note 2(h). The majority of the investment portfolio is unlisted.

c)	 Sources of inputs used to derive fair value

IFRS 7 – Financial instruments: Disclosures, requires that the classification of financial instruments at fair value be determined by 
reference to the source of inputs used to derive the fair value. This classification uses the following three-level hierarchy:

Level 1 – quoted prices (unadjusted) in active markets for identical assets or liabilities.

Level 2 – inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either directly (i.e., 
as prices) or indirectly (i.e., derived from prices) (e.g., quoted prices in an inactive market).

Level 3 – inputs for the asset or liability that are not based on observable market data (unobservable inputs)(e.g., valuation 
methodology using EV/EBITDA multiples or discounted cash flows).

The following table categorizes the Group’s investments using the hierarchy explained in the preceding paragraphs:

30 Jun 2011 30 Jun 2010

US$ ‘000 US$ ‘000

Level 1 8,717 12,500

Level 3 2,356,758 2,155,627

2,365,475 2,168,127

The following table categorizes the movements within Level 3 investments:

30 Jun 2011 30 Jun 2010

US$ ‘000 US$ ‘000

Balance as at beginning of year 2,155,627 2,551,302

Net funding movements for investments (1,218) (92,140)

Net fair value adjustments 45,347 (158,268)

Foreign exchange movements 157,002 (145,267)

Balance as at end of year 2,356,758 2,155,627

The fair values of Level 3 assets are determined using appropriate valuation techniques and assumptions as discussed in Note 
2(h). In order to determine reasonably possible alternative assumptions, the Group adjusted inputs such as discount rates, 
capitalization rates and multiples both up and down. The results of such adjustments indicated that the effect on the portfolio is 
approximately +US$63 million or –US$61 million (30 June 2010: +US$82 million or –US$75 million).
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10.	 Other Assets

Other assets include property and equipment amounting to US$80.6 million (30 June 2010: US$66.2 million).

11.	 Due to Financial and Other Institutions

30 Jun 2011 30 Jun 2010

US$ ‘000 US$ ‘000

Due to other institutions 596,758 626,835

Due to financial institutions 479,959 457,269

1,076,717 1,084,104

12.	 Medium-Term Financing

The syndicated financing facility of US$1.1 billion is Murabaha-backed and carries a profit equivalent to a rate of 0.85 percent 
over the three-month US dollar LIBOR. The facility is repayable by a lump sum repayment in April 2012 unless settled earlier. 
The fair value of this facility amounts to US$1,063 million (2010: US$1,036 million) as compared to carrying value of US$1,099 
million (2010: US$1,094 million).

13.	 Funding Covenants

The funding facilities identified in Notes 11 and 12 have covenants relating principally to maintenance of minimum capital 
adequacy and leverage ratio, limitation on dividend and guarantees. For two of the facilities, a charge amounting to less than 
5 percent of assets capped by the outstanding facility amount has been made over the planned retention component of the 
investment portfolio.

14.	 Other Liabilities

30 Jun 2011 30 Jun 2010

US$ ‘000 US$ ‘000

Accrued expenses 25,047 20,024

Liability relating to forward exchange contracts (Note 20) 15,201 -

Others 21,679 16,348

61,927 36,372

15.	 Unrestricted Investment Accounts

Unrestricted investment accounts (“URIA”) are funds of investors held by the Bank which it can invest as it deems appropriate 
without restriction as to where, how and for what purpose the funds are invested. These accounts are payable on demand and 
the account holder has the right to withdraw or transfer funds without penalty.

The Bank provides these accounts as an added service to investors who participate in the placement of investments and does 
not market these accounts as a product. Therefore, it is not the practice of the Bank to guarantee the preservation of capital or 
competitive rate of return through the creation of profit equalization reserves or investment risk reserves. As a result, the Bank 
has minimal displaced commercial risk.
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URIA funds have been allocated in full to a pool of Murabaha and Mudaraba assets with financial institutions and deal companies 
(Notes 7(b) and 8(b)), thus making allowance for short-term liquidity requirements as well as reducing risk for the URIA holders. 
The funds are invested and managed in accordance with Shari’ah principles.

Profit paid to the URIA holders is based on the rate of return earned by the pool of profit-bearing assets in which the URIA have 
participated. The Bank does not charge management (Mudarib) fees or other expenses to URIA holders and the account holder 
participates in the profits earned in full. As a result, the share of profits earned by the URIA holders is equal to the share of 
profits paid to them. The profits paid to URIA and the rate of return earned over the last five financial periods is disclosed in the 
following table:

Financial Period ended:
Profits earned and paid to 

URIA Rate of return

US$ ‘000 %

30 June 2011 6,542 2.15

30 June 2010 3,604 1.53

30 June 2009 5,447 4.34

30 June 2008 14,088 4.53

30 June 2007 15,258 6.38

The pool of profit-bearing assets is split between self-financed assets and jointly financed assets. Self-financed balances represent 
Murabaha and Mudaraba assets financed exclusively by the Group, while jointly financed balances are those financed by the 
Group and unrestricted investment accounts. 

The following table details the self-financed and jointly financed profit-bearing assets:

30 Jun 2011 30 Jun 2010

Self-Financed

 

Jointly Financed Total Self-Financed

 

Jointly Financed Total

US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000

Murabaha with investee companies (Note 8 (b)) - 512,011 512,011 165,997 298,333 464,330

Short-term Murabaha deposits (Note 7 (b)) - 10,040 10,040 - 66,222 66,222

Short-term Mudaraba deposits (Note 7 (b)) - 806 806 - 384 384

- 522,857 522,857 165,997 364,939 530,936
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16.	 Share Capital and Premium

a)	 Share capital

30 Jun 2011 30 Jun 2010

Authorized: US$ ‘000 US$ ‘000

800,000,000 (30 June 2010 :800,000,000) ordinary shares of US$1 each 800,000 800,000

Issued and fully paid up:

As at beginning of year

311,323,217 (1 July 2009: 282,243,170) ordinary shares 311,323 282,243

Issued during year

Nil (2010 : 29,080,047) ordinary shares - 29,080

Less: Treasury shares

66,666 (2010: Nil) ordinary shares (66) -

As at end of year

311,256,551 (30 June 2010: 311,323,217) ordinary shares 311,257 311,323

b)	 Share premium

Amounts collected in excess of the par value of the issued share capital during any issue of shares, net of issue expenses 
and share premium relating to repurchase of treasury shares, are treated as share premium. This amount is not available for 
distribution, but can be utilized as stipulated in the Bahrain Commercial Companies Law.

c)	 Unallocated Shares under Employee Incentive Program

As detailed in Note 6 and Note 8 (c)(i) the Group operates an employee share incentive program. Under this program, shares 
have been issued to the plan for allocation to plan participants. Any shares which are unallocated are presented as a deduction 
from equity based on the last issue price.

17.	 Reserves

a)	 Statutory reserve

The Bahrain Commercial Companies Law and the Bank’s Articles of Association require 10 percent of the net income for the 
year to be transferred to a statutory reserve. The Bank may resolve to discontinue such annual transfers when the reserve 
totals 50 percent of the issued share capital. The reserve is not distributable, but can be utilized as stipulated in the Bahrain 
Commercial Companies Law and other applicable statutory regulations. 

b)	 Accumulated deficit/Retained earnings

Accumulated deficit/Retained earnings is the cumulative amount of annual earnings and losses not paid out as dividends or 
appropriations.

c)	 Appropriations

Appropriations of US$1,003 thousand (30 June 2010: Nil) and US$750 thousand (30 June 2010: Nil), for charitable contributions 
and directors remuneration respectively, have been proposed for approval by the shareholders.
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18.	 Share Subscription Pending Allotment

Share subscription pending allotment refers to cash received as application for shares in the Bank which are pending the legal 
formality of allotment. As at 30 June 2011 the Bank received US$79.5 million (30 June 2010: Nil) as part of the rights and 
strategic share issue that is ongoing. The rights issue was approved by the shareholders in the Extraordinary General meeting 
held on 6 December 2010. 

19.	 Contingent Liabilities and Commitments

Total outstanding commitments and contingent liabilities are as follows:

30 Jun 2011 30 Jun 2010

US$ ‘000 US$ ‘000

Financial guarantees 242,175 209,357

Investment-related commitments 49,441 95,684

Financial guarantees

Financial guarantees commit the Group to make payments on behalf of a third party in the event of a specific act. These 
guarantees have been given on behalf of investee companies. The Group does not expect these guarantees to be called.

Investment-related commitments

Investment-related commitments represent contractual commitments to fund certain deals. These commitments may expire 
without being drawn upon and do not necessarily represent future cash requirements.

Operating lease commitments

The Group has entered into commercial leases for office space in the locations it operates in. There are no restrictions placed upon 
the lessee. The future lease rentals are due as follows:

30 Jun 2011 30 Jun 2010

US$ ‘000 US$ ‘000

Within one year 28,176 33,501

After one year but not more than five years 104,040 127,099

More than five years 65,067 110,468

197,283 271,068

20.	 Forward Exchange Contracts – Wa’ad

As part of its currency risk management, the Group enters into Shari’ah-compliant forward exchange contracts. These contracts 
are settled on a net basis. Depending on currency movements, the contracts may result in either a net asset or a net liability. As 
at 30 June 2011 the Group had entered into ¤222 million of forward contracts which resulted in a net liability of US$15.2 million 
(30 June 2010: Nil).
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21.	 Related Party Transactions

Related parties include the Group’s major shareholders, directors and key management personnel, their immediate families and 
entities controlled, jointly controlled or significantly influenced by them; and other related parties which comprise shareholders 
not included under ‘Major Shareholders’, the Shari’ah Supervisory Board, investee companies and companies that hold clients’ 
investments. 

Income earned from related parties is as follows:

Year ended  
30 Jun 2011

Year ended  
30 Jun 2010

US$ ‘000 US$ ‘000

Management fees 95,096 74,996

Income from investee companies 71,846 72,066

Yield from investments 35,616 36,380

Acquisition and placement income 7,665 6,217

210,223 189,659

Acquisition and placement income was earned on the Group’s transactions with such related parties. Management fees and 
income from investee companies arises from investee companies in respect of the Group’s management and administrative 
services and financing support. Allowance for doubtful receivable has been made against investee companies as detailed in 
(Note 8 (d)).

Expenses pertaining to related parties are as follows:

Year ended  
30 Jun 2011

Year ended 
30 Jun 2010

US$ ‘000 US$ ‘000

Net funding cost 32,072 54,870

Headquarters building expenses 30,470 17,257

62,542 72,127

Net funding costs were accrued on Murabaha financing contracts with major shareholders. Headquarters building expenses 
comprise rental and facilities management fees charged by investee companies.
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The related party balances included in these consolidated financial statements are as follows:

30 Jun 2011

30 Jun 2010 
Total

Major  
shareholders

Directors and  
key management

Investee  
companies and 

others Total

US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000

Assets

Receivables and other assets 47,424 7,713 1,052,884 1,108,021 1,032,808

Short-term funds - - - - 45,213

Liabilities

Due to other institutions and other liabilities 155,331 2,671 453,430 611,432 729,026

Unrestricted investment accounts 96,908 2,433 129,527 228,868 156,696

Contingent liabilities and commitments

Financial guarantee - - 242,175 242,175 209,357

Investment-related commitments - - 49,441 49,441 95,684

The Group’s transactions with related parties arise from the ordinary course of business and are on terms and conditions 
approved by the Group’s management. Outstanding balances at year end are unsecured and settled in cash.

Key management personnel are those that possess significant decision-making and direction-setting responsibilities in each 
team, at different grades within the Group. Compensation of these key management personnel is as follows:

Year ended

30 Jun 2011

Year ended

30 Jun 2010

US$ ‘000 US$ ‘000

Short-term employee benefits 37,323 	 39,029

Share-based payments (1,492) 8,078

22.	 Segment Information

The primary business of the Group is to identify attractive investment opportunities for acquisition and placement with 
its customers. In order to manage this activity and retain strategic focus, the Group has structured its operations into four 
operating segments: private equity, real estate, infrastructure and venture capital investments. Each operating segment 
differs from the other in terms of risks and rates of return. The Group’s internal management information system reflects the 
operations of these four segments. The results of the venture capital line of business have been aggregated within the private 
equity segment, due to its relative size.

(i) Operating segments 

The following table presents revenue, segment results and certain asset and liability information regarding the Group’s operating 
segments for the year ended 30 June 2011.
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Private Equity Real Estate Infrastructure Total

US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000

Segmental income 6,277 194,500 56,629 257,406

Unallocated income 140,852

Total income 398,258

Segmental results (52,634) 150,000 (1,380) 95,986

Unallocated results (45,823)

Net income 50,163

Assets, liabilities and URIA

Segment assets 987,943 1,656,704 845,002 3,489,649

Unallocated assets 228,601

3,718,250

Segment liabilities 47,289 216,153 139,161 402,603

Unallocated liabilities and URIA 2,198,109

2,600,712

The following table presents revenue, segment results and certain asset and liability information regarding the Group’s operating 
segments for the year ended 30 June 2010.

Private Equity Real Estate Infrastructure Total

US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000

Segmental (loss) income (37,789) (13,211) 7,047 (43,953)

Unallocated loss (191,027)

Total loss (234,980)

Segmental results (130,058) (36,375) (4,295) (170,728)

Unallocated expenses (388,661)

Net loss (559,389)

Assets, liabilities and URIA

Segment assets 995,460 1,452,116 789,159 3,236,735

Unallocated assets 220,401

3,457,136

Segment liabilities 18,861 234,717 119,219 372,797

Unallocated liabilities and URIA 2,024,179

2,396,976
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Other segmental information

The business segments share services and operate from all the locations in which the Group carries out its business. Therefore, 
capital expenditure and depreciation cannot be allocated to business segments except through an arbitrary allocation process. The 
Group does not consider these items significant in evaluating the performance of business segments.

Pooling of funding

The Group sources its funding on an aggregate basis. The business segments do not raise funds on their own account. Depending 
on the Group’s strategic plan and the different business cycles of each business segment, funding is provided as required. 
Therefore, the Group does not allocate funding liabilities and expenses to the different segments for purpose of this disclosure. 
Doing so would result in arbitrary allocations and hide the true nature of the Group’s business.

(ii) Geographical segments

The Group sources investments from three geographical regions for placement with its clients. These regions are North America; 
Europe; and the Middle East and Asia; and have therefore been identified as its three geographical segments. Income from clients 
disclosed below is based on the geographical location of the client.

The following table presents revenue of external customers by the geographical location of the client. Assets for each segment are 
presented by geographical location of the asset.

30 Jun 2011

North America Europe
Middle East  

& Asia Total

US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000

Total (loss) income (94,821) 53,221 439,858 398,258

Assets 943,084 1,316,808 1,458,358 3,718,250

30 Jun 2010

North America Europe
Middle East  

& Asia Total

US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000

Total (loss) income (113,262) 33,676 (155,394) (234,980)

Assets 1,155,118 1,134,483 1,167,535 3,457,136
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23.	 Risk Management

Risk management is fully integrated into the Group’s decision-making process. It is managed through the Risk Management 
Committee, comprising members of senior management drawn from all key areas of the Group, who guide and assist with 
overall management of the Group’s risks. Each individual within the Group is accountable for the risk exposures relating to their 
responsibilities. In the ordinary course of business the Group is exposed to liquidity, credit, concentration, profit rate, equity 
price, currency, operational, reputational and strategic risks.

The Group has an independent process whereby risks are identified, measured and monitored. The Risk Management 
Department is responsible for this process. 

a)	 Risk management structure

Board of Directors

The Board of Directors is responsible for the overall risk management approach and for approving risk strategies and principles.

Risk Management Committee

The Risk Management Committee has the overall responsibility for development of the Group’s risk strategy and implementing 
its principles, frameworks, policies and limits. It is responsible for fundamental risk issues and manages and monitors relevant 
risk exposures.

Risk Management Department

The Risk Management Department is responsible for implementing and maintaining risk-related procedures to ensure an 
independent control process and includes monitoring exposures against limits.

Treasury

Treasury is primarily responsible for funding and liquidity management.

b)	 Risk management and reporting systems

The Risk Management Committee is responsible for managing and monitoring risk exposures. The Risk Management 
Department measures risk through the use of risk models and provides reports to the Risk Management Committee. The models 
use value at risk (VaR) based on a one-year horizon and a 98.5 percent confidence level. 

The monitoring and controlling of risks is managed through limits set by the Risk Management Committee. These limits reflect 
the business strategy and market environment of the Group as well as the level of risk that the Group is willing to accept.

The Risk Management Department presents reports to the Board of Directors, Risk Management Committee and other relevant 
departments as required. These reports include analyses of capital adequacy, credit exposures, investment exposures, and 
foreign currency exposures.
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c)	 Liquidity risk

Liquidity risk is the risk that the Group will be unable to meet its liabilities when they fall due under normal and stress 
circumstances. Liquidity risk can be caused by market disruptions which may impact certain sources of funding. 

To mitigate the risk, the Group works with diversified funding sources, manages its assets with liquidity in mind and closely 
monitors periodic cash forecasts which take into account the Group’s maturity profile.

(i) Maturity analysis of assets, liabilities and unrestricted investment accounts 

The table below summarizes the maturity profile of the Group’s assets, liabilities and unrestricted investment accounts based 
on expected repayment arrangements. In general maturities are not expected to exceed five years. The Group’s contractual 
undiscounted repayment obligations are disclosed in Note 23 (c) (ii).

The maturity profile of assets, liabilities and unrestricted investment accounts as at 30 June 2011 is as follows:

Up to 1 
month

1 to 3 
months

3 to 6 
months

6 months 
to 1 year

Less than 1 
year

1 to 3  
years

Over 3 
years

More than  
1 year Total

US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000

ASSETS

Cash and short-term funds 132,050 - - - 132,050 - - - 132,050

Receivables 66,518 225,578 251,101 438,890 982,087 85,974 64,482 150,456 1,132,543

Investments - 250,178 - 423,009 673,187 763,661 928,627 1,692,288 2,365,475

Other assets - 7,555 - - 7,555 - 80,627 80,627 88,182

198,568 483,311 251,101 861,899 1,794,879 849,635 1,073,736 1,923,371 3,718,250

LIABILITIES AND UNRESTRICTED 
INVESTMENT ACCOUNTS

Due to financial and other institutions 20,834 381,579 174,278 303,209 879,900 192,702 4,115 196,817 1,076,717

Medium-term financing - - - 373,637 373,637 - 725,000 725,000 1,098,637

Other liabilities - 57,530 - - 57,530 - 4,397 4,397 61,927

Unrestricted investment accounts - 121,135 - - 121,135 242,296 - 242,296 363,431

20,834 560,244 174,278 676,846 1,432,202 434,998 733,512 1,168,510 2,600,712
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The maturity profile of assets, liabilities and unrestricted investment accounts as at 30 June 2010 was as follows:

Up to 1 
month

1 to 3 
months

3 to 6 
months

6 months 
to 1 year

Less than 1 
year

1 to 3 
years

Over 3 
years

More than  
1 year Total

US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000

ASSETS

Cash and short-term funds 96,735 46,599 - - 143,334 - - - 143,334

Receivables 191,034 274,117 111,176 234,701 811,028 79,531 183,400 262,931 1,073,959

Investments - 93,373 155,622 213,525 462,520 1,105,080 600,527 1,705,607 2,168,127

Other assets - 5,559 - - 5,559 - 66,157 66,157 71,716

287,769 419,648 266,798 448,226 1,422,441 1,184,611 850,084 2,034,695 3,457,136

LIABILITIES AND UNRESTRICTED

INVESTMENT ACCOUNTS

Due to financial and other institutions 15,919 3,184 235,882 495,257 750,242 333,862 - 333,862 1,084,104

Medium-term financing - - - - - 1,094,031 - 1,094,031 1,094,031

Other liabilities - 32,038 - - 32,038 4,334 - 4,334 36,372

Unrestricted investment accounts - 182,469 - - 182,469 - - - 182,469

15,919 217,691 235,882 495,257 964,749 1,432,227 - 1,432,227 2,396,976

(ii) Contractual undiscounted repayment obligations

The contractual undiscounted repayment obligations as at 30 June 2011 are as follows:

Up to 1 
month

1 to 3 
months

3 to 6 
months

6 months 
to 1 year

Less than  
1 year

1 to 3 
years

Over 3 
years

More than  
1 year Total

US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000

Due to financial and other institutions 20,721 486,155 175,911 303,556 986,343 94,025 4,185 98,210 1,084,553

Medium-term financing 3,125 - 3,125 1,096,875 1,103,125 - - - 1,103,125

Other liabilities 57,530 - - - 57,530 - 4,397 4,397 61,927

Unrestricted investment accounts 363,431 - - - 363,431 - - - 363,431

444,807 486,155 179,036 1,400,431 2,510,429 94,025 8,582 102,607 2,613,036
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The contractual undiscounted repayment obligations as at 30 June 2010 were as follows:

Up to 1 
month

1 to 3 
months

3 to 6 
months

6 months  
to 1 year

Less than  
1 year

1 to 3  
years

Over  
3 years

More than  
1 year Total

US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000

Due to financial and other institutions 15,944 5,083 239,109 497,313 757,449 335,639 - 335,639 1,093,088

Medium-term financing 3,212 - 3,212 6,424 12,848 1,112,850 - 1,112,850 1,125,698

Other liabilities 36,372 - - - 36,372 - - - 36,372

Unrestricted investment accounts 182,469 - - - 182,469 - - - 182,469

237,997 5,083 242,321 503,737 989,138 1,448,489 - 1,448,489 2,437,627

d)	 Credit risk

Credit risk is the risk that the Group will incur a loss because its customers, clients or counterparties fail to discharge their 
contractual obligations. The Group manages and controls credit risk by setting limits on the amount of risk it is willing to accept 
from individual counterparties. 

In placing short-term funds with financial institutions, the Group has set limits based on external credit ratings when available 
and internal scores. Where financial institutions are rated by External Credit Assessment Institutions (“ECAIs”) approved by 
the CBB, the Group chooses the lowest available rating. If the financial institution is not rated, an internal rating is generated 
through a process of due diligence and an internal credit scoring model. Such ratings are approved by the Risk Management 
Committee. The Board of Directors has set limits in reference to such ratings. The Risk Management Department monitors 
counterparty ratings.

The Group does not engage in commercial or retail banking. Its exposure to credit risk arises largely through placement of short-
term funds on Murabaha contracts (short-term deposits) and receivables. The Group deploys its excess funds in a conservative 
manner, targeting highly rated financial institutions locally and internationally.

The following table analyzes the maximum exposure to credit risk and the average balance outstanding. The average balance is 
calculated on a daily basis.

(i) Maximum exposure to credit risk 

30 Jun 2011 30 Jun 2010

Outstanding Average Outstanding Average

US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000

Receivables (Note 8) 1,132,543 1,208,829 1,073,959 1,202,060

Cash and short-term funds (Note 7) 132,050 212,938 143,334 44,395

Total credit risk exposure 1,264,593 1,421,767 1,217,293 1,246,455
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The Group has not obtained collateral of any kind with reference to its Murabaha financing. However, subscriptions and notes 
receivable are secured as described in Note 8. 

(ii) Risk concentrations of the maximum exposure to credit risk 

Concentration of risk is managed according to counterparty. The maximum credit exposure to any counterparty as of 30 June 
2011 was US$128.6 million (30 June 2010: US$105.1 million).

The following table analyzes the geographical and industrial sector concentrations of the Group’s maximum exposure to credit 
risk.

30 Jun 2011 30 Jun 2010

US$ ‘000 US$ ‘000

Geographic region

Middle East and Asia 503,956 	 382,549

North America 478,420 619,570

Europe 282,217 215,174

1,264,593 1,217,293

Industry Sector

Utilities and others 528,646 693,346

Real estate 418,782 266,100

Banking and financial institutions 132,091 79,286

Manufacturing 99,320 131,008

Services 56,230 34,279

Technology 29,524 13,274

1,264,593 1,217,293

(iii) Analysis of exposure to credit risk by external credit ratings

The CBB has recognized certain ECAIs. The Group considers the credit risk ratings that the counterparty obtains from ECAIs 
recognized by the CBB. The Group follows the CBB mapping notation and equates all ratings to its equivalent Standard & Poor’s 
rating for standardization and comparison purposes.

The table below analyzes the Group’s maximum credit exposures, which are neither past due nor impaired by its equivalent 
Standard & Poor’s rating. The majority of exposures which are not rated relate to receivables (Note 8).
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30 Jun 2011 30 Jun 2010

Standard and Poor’s ratings or equivalent US$ ‘000 US$ ‘000

AAA to AA- 114,920 20,611

A+ to A- 13,983 38,807

BBB+ to BBB- 3,066 11,185

BB+ to B- - 5,001

Not rated 1,132,624 1,141,689

1,264,593 1,217,293

The Group did not have any past due or impaired balances as at 30 June 2011 (30 June 2010: Nil).

e)	 Concentration risk

Concentration risk arises when a number of counterparties are engaged in similar business activities, or activities in the same 
geographic region, or have similar economic features that would cause their ability to meet contractual obligations to be 
similarly affected by changes in economic, political or other conditions. Concentration risk indicates the relative sensitivity of 
the Group’s performance to developments affecting a particular industry or geographic location.

The distribution of assets, liabilities and URIA by geographic region and industry sector is as follows:

30 Jun 2011 30 Jun 2010

Assets
Liabilities  
and URIA Assets

Liabilities  
and URIA

US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000

Geographic region

Middle East and Asia 1,458,358 1,625,485 1,167,535 1,378,675

Europe 1,316,808 741,972 1,134,483 750,846

North America 943,084 233,255 1,155,118 267,455

3,718,250 2,600,712 3,457,136 2,396,976

Industry sector

Real estate 1,512,067 216,153 1,231,279 258,717

Utilities and others 1,209,243 706,700 1,390,674 568,068

Manufacturing 433,363 26,623 360,878 5,544

Services 349,075 4,793 322,732 9,234

Banking and financial institutions 132,091 1,635,936 79,339 1,552,522

Technology 82,411 10,507 72,234 2,891

3,718,250 2,600,712 3,457,136 2,396,976
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f)	 Market risk

Market risk is the risk that the fair value or future cash flows of financial instruments will fluctuate due to changes in market 
variables such as profit rates, foreign exchange rates and equity prices.

Profit rate risk

Profit rate risk is a combination of the rate of return risk and the risk of exposure due to the mismatch in the Group’s profit- 
sensitive assets and liabilities caused by variations in the market reference rate which would result in a decrease of the Group’s 
net present value.

The Group is not exposed to interest rate risk on its financial assets as no interest is charged. However, the fair value of financial 
instruments may be affected by current market forces including interest rates.

The following table indicates the effective profit rates on such financial instruments:

           Profit rate

30 Jun 2011 30 Jun 2010

Short-term deposits 1.99% 3.02%

Murabaha with investee companies 13.34% 14.69%

Due to financial and other institutions 8.44% 11.12%

Medium-term financing 1.79% 1.69%

Unrestricted investment accounts 2.15% 1.53%

The Group monitors the net profit-bearing asset or liability and its sensitivity to changes in market rates against preset limits. 
The following table demonstrates the sensitivity of the Group’s consolidated statement of income to reasonably possible changes 
in market profit rates, with all other variables being held constant. The sensitivity of net funding costs to changes in market 
profit rates has been calculated based on the ‘net’ profit-bearing liability and the weighted average profit rates prevailing as at 
the year end.

Basis point  
change in  

rates (+/-)

Sensitivity of net  
funding costs (+/-)  

30 Jun 2011

Basis point  
change in  

rates (+/-)

Sensitivity of net  
funding costs (+/-)  

30 Jun 2010

Currency US$ ‘000 US$ ‘000

US dollars 25 3,513 25 3,141

Pounds Sterling 25 82 25 142

Euro 25 230 25 394

Others 25 501 25 190

All profit-bearing net liabilities 200 34,611 200 30,931

The Group currently does not hold fixed rate available for sale financial assets or associated hedges and swaps, whose value 
would be impacted by changes in profit rates. Therefore, changes in profit rates will not have any impact recognized directly in 
equity.
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Currency risk

The majority of the Group’s business is conducted in US dollars. However, certain investments and other financial assets and 
liabilities are in other currencies and give rise to foreign currency risk. 

In order to manage currency risk, the Risk Management Committee has set limits for each currency’s net position as well as a 
VaR limit on the overall foreign currency exposure. Currency positions are monitored by the Risk Management Department on 
a daily basis and reported to the Risk Management Committee and other relevant departments on a weekly basis. 

The currency VaR model is based on the commonly used Monte Carlo Simulation. This analysis is supplemented through two 
other VaR methodologies; Historical Simulation and Variance-Covariance. The adverse loss arising from the net open position is 
evaluated using the volatilities and correlations between the foreign currencies in the Group’s balance sheet. Limits are monitored 
and reported to the Risk Management Committee on a weekly basis. 

The results of the currency VaR model are back-tested against the actual profit and loss on the Group’s foreign currency 
exposures. The Risk Management Committee analyzes the back-testing exceptions and assesses the predictive power of the 
currency VaR model. In its effort to enhance the effectiveness of the model, the Risk Management Department is in the process of 
documenting the methodology and assumptions of the model to be formally approved by the Risk Management Committee.

The table below details the result of the daily VaR model, over a one day time horizon with a confidence level of 98.5 percent, in 
relation to currency positions.

Currency positions VaR results 30 Jun 2011 30 Jun 2010

US$ ’000 US$ ’000

Closing VaR 16,358 19,687

Average VaR 17,237 33,017

Highest VaR 23,026 42,432

Lowest VaR 12,313 18,592

The Group has investments in foreign subsidiaries, the majority of whom prepare financial statements in US dollars. The 
translation effect of those subsidiaries preparing their financial statements in currencies other than US dollars is negligible. 
Currency exposures resulting from these subsidiaries are managed on a consolidated basis as described above.

The Group had the following significant foreign currency exposures as at the balance sheet date:

30 Jun 2011 30 Jun 2010

Assets
Liabilities, Wa’ad 

and URIA Net Assets
Liabilities,  
and URIA Net

US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000

Euro 967,136 (482,304) 484,832 912,818 (230,039) 682,779

Pounds Sterling 380,273 (38,538) 341,735 262,502 (60,786) 201,716

Singapore Dollar 19,436 (129,751) (110,315) 139,618 (20,229) 119,389

Other 65,059 (105,309) (40,250) 44,365 (5,202) 39,163

1,431,904 (755,902) 676,002 1,359,303 (316,256) 1,043,047
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Equity 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 
the value of individual stocks. The Group’s exposure to equity instruments is detailed in Note 9 to these consolidated financial 
statements. 

The investment portfolio consists almost entirely of unlisted private equity investments. The investment VaR model assigns each 
investment to a particular industry sub-sector and maps the investment to listed securities and evaluates the sensitivity of stock 
returns to certain company and industry-related factors such as market capitalization, leverage ratios and industry type, in an 
effort to quantify and forecast investment risks. 

The VaR model is based on a multiple regression analysis between public stock returns and the factors that have been identified 
as drivers that explain investment returns and their significance level. Subsequently, by determining the exposures of the Bank’s 
investments to the selected factors and their level of volatilities, a level of risk per investment is derived. When aggregating 
all the risks of investments in a portfolio the model considers correlations between the investments’ returns to be the same as 
the correlation between similar listed equity returns. The model does not explicitly account for country-specific risk. The model 
does not account for any premium associated with private equity investments nor liquidity risk inherent in unlisted investments 
and has therefore excluded consideration of those risks in the model for now. However, the model includes an estimate of the 
investment-specific risk based on comparables and management’s judgement. The model measures unexpected losses over a one 
year time horizon with a confidence level of 98.5 percent and accordingly assesses economic capital required. The table below 
details the results of the investment VaR model in relation to its investment portfolio.

Investment VaR model results 30 Jun 2011 30 Jun 2010

US$ ’000 US$ ’000

Closing VaR 884,619 836,057

Average VaR 885,600 998,009

Highest VaR 933,697 1,064,810

Lowest VaR 850,646 834,302

VaR models detailed in this section are statistical models basing their results on a number of assumptions as detailed above. As 
a result, such models are inherently at risk of error. To retain confidence in the results of these models, the Group intends to 
continually improve these models through regular reviews of assumptions, back testing of the models, and independent third- 
party reviews. 

g)	 Operational risk

Operational risk is defined as the risk of loss resulting from inadequate or failed internal processes, people and systems or from 
external events. This definition includes legal risk and Shari’ah non-compliance risk, but excludes strategic and reputational risk. 

The management of operational risk in the Group is the responsibility of every employee. The management of operational risk 
is carried out through a control framework and by monitoring and responding to potential risks. Controls include effective 
segregation of duties, access, authorization and reconciliation procedures, staff training and assessment processes, including the 
work of the internal audit department. 
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Where appropriate, key risk indicators have been set to alert management to potential increased operational risk likelihood or 
severity. Each department nominates an operational risk reporting officer whose role is to report occurrences of operational 
risk events. The overall self assessment and combined event reporting is reviewed by the Risk Management Committee, which 
determines action to be taken as required. This framework improves operational risk assessment, awareness and accountability.

24.	 Capital Management

The primary objective of the Group’s capital management is to ensure that the Group maintains adequate risk capital, complies 
with the capital requirements laid down by the CBB, maintains strong credit ratings and a healthy capital ratio in order to 
support its business and maximize shareholder value.

a)	 Regulatory capital and risk-weighted assets

The regulatory capital and risk-weighted assets have been calculated in accordance with Basle II as adopted by the CBB. 

30 Jun 2011 30 Jun 2010

US$ ’000 US$ ’000

Tier I Capital (Note 24 (a) (i)) 1,006,614 901,292

Tier II Capital (Note 24 (a) (ii)) - -

Total regulatory capital 1,006,614 901,292

Risk-weighted assets (Note 24 (a) (iii)) 6,388,322 7,105,363

Capital ratio 15.8% 12.7%

Minimum capital ratio required by CBB 12.0% 12.0%

(i) Tier I Capital

30 Jun 2011 30 Jun 2010

US$ ’000 US$ ’000

Share capital 311,257 311,323

Share premium 953,987 954,175

Statutory reserves 103,508 98,492

Accumulated deficit (73,692) (115,594)

Bank-funded stock (367,989) (347,104)

Share subscription pending allotment 79,543 -

Tier I Capital 1,006,614 901,292
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(ii) Tier II Capital

Under the current regulations, unaudited net income for the year is classified under Tier II. Once the consolidated financial 
statements are audited, this balance is classified as Tier I and, as a result, at financial year end the Group does not have any Tier 
II capital.

(iii) Risk-Weighted Assets and Allocated Regulatory Capital

30 Jun 2011 30 Jun 2010

Risk-  
Weighted  

Assets

Allocated 
Regulatory  

Capital

Risk-  
Weighted  

Assets

Allocated 
Regulatory  

Capital

US$ ’000 US$ ’000 US$ ’000 US$ ’000

Investment exposures 4,070,108 488,413 3,825,630 459,076

Receivables 911,209 109,345 1,031,022 123,723

Claims from banks 25,948 3,114 18,487 2,218

Other assets 88,182 10,582 71,716 8,606

Attributable to self-financed assets 5,095,447 611,454 4,946,855 593,623

Attributable to URIA-financed assets 107,451 12,894 49,664 5,960

Credit risk-weighted assets 5,202,898 624,348 4,996,519 599,583

Operational risk-weighted assets 303,637 36,436 1,065,519 127,862

Market risk-weighted assets 881,788 105,815 1,043,325 125,199

Total 6,388,322 766,599 7,105,363 852,644

Credit risk-weighted assets

The Group uses the standardized approach, which requires banks to use external credit ratings to combine them into categories to 
which standardized risk weightings are applied. For regulatory purposes, credit risk-weighted assets include investments.

Assets financed by URIA are risk weighted in a similar way. The CBB requires that 30 percent of such risk-weighted assets should 
be allocated against the capital of the Bank. 

Operational risk-weighted assets

In calculating operational risk-weighted assets, the Group uses the basic indicator approach which calculates operational risk-
weighted assets as a proportion of the average of three years’ revenues.

consolidated financial statements
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Market risk-weighted assets

The Group does not maintain a trading book and, as a result, market risk-weighted assets result from the net foreign currency 
positions of the Group. Market risk-weighted assets are calculated using the standardized method. The capital allocated to market 
risk is detailed in the table below.

Regulatory Capital Allocated to Market Risk 30 Jun 2011 30 Jun 2010

US$ ’000 US$ ’000

Closing 105,815 125,199

Highest 142,800 191,625

Lowest 65,250 117,521

b)	 Capital management and allocation

The Group’s capital management approach is driven by its business strategy, regulatory requirements of the CBB and the overall 
business environment in which it operates.

Investments

Strategically, the Group looks to allocate capital to investments based on their risk and return characteristics. This process 
therefore requires careful consideration of regulatory and economic capital requirements.

To assist in this process, the Risk Management Department has developed an internal investment risk model. This model maps the 
Group’s unlisted investments to listed securities and observes the sensitivity of stock returns to certain company and industry-
related factors such as market capitalization, leverage ratios and industry type, in an effort to quantify and forecast investment 
risks. The model and its results are detailed in Note 23 (f).

Currency positions

The Group measures, sets limits and monitors the economic capital required for currency risk using VaR methodology. The model 
and its results are detailed in Note 23 (f).

25.	 Fair Value of Financial Instruments

Fair value is the amount for which an asset could be exchanged, or a liability settled, between knowledgeable willing parties in 
an arm’s length transaction.

An underlying presumption in the definition of fair value is that the Group is a going concern without any intention or 
requirement to curtail materially the scale of its operations or undertake a transaction on adverse terms. Fair value adjustments 
arise from re-measurement to fair value of investments carried at fair value through statement of income, if any.	



Notes to the Consolidated Financial Statements

Continued

As of 30 June 2011, assets carried at fair value through the income statement totalled US$2,365 million (30 June 2010: US$2,168 
million). All other financial assets are carried at amortized cost and amount to US$1,272 million (30 June 2010: US$1,223 
million). All liabilities and unrestricted investment accounts are carried at amortized cost and amount to US$2,601 million (30 
June 2010: US$2,397 million).

The Group’s methodology for determining fair value of investments is explained in Note 2 (h). Fair value of other financial 
assets and liabilities on the balance sheet date approximate their carrying values except as indicated in Note 12.

26.	 Earnings Prohibited by Shari’ah

The Bank receives interest from incidental deposits. These earnings are prohibited by Shari’ah, hence utilized exclusively for 
charitable purposes and amount to US$265 thousand only for the year (2010: US$126 thousand).

27.	 Shari’ah Supervisory Board

The Bank’s Shari’ah Supervisory Board consists of four Islamic scholars who review the Group’s compliance with general 
Shari’ah principles and specific fatwas, rulings and guidelines issued. Their review includes examination of evidence relating to 
the documentation and procedures adopted by the Group to ensure that its activities are conducted in accordance with Islamic 
Shari’ah principles.	

28.	 Zakah	

In accordance with its Articles of Association, the Bank is not required to pay Zakah on behalf of its shareholders. However, 
the Bank is obligated to calculate and notify, under a separate report, individual shareholders of their pro rata share of Zakah 
payable. The Bank’s Shari’ah Supervisory Board approves these calculations.

29.	 Social Responsibility

The Group discharges its social responsibilities through donations to charitable causes and organizations.

30.	 Comparative Figures

Certain of the prior year’s figures have been reclassified to conform to the presentation adopted in the current year. Such 
reclassification does not affect previously reported net income or shareholders’ equity.

Consolidated Financial Statements
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Mohammed Abdulaziz Aljomaih 
Chairman, Arcapita Board of Directors 

Mr. Aljomaih is Chairman and President of Aljomaih Holding Co.  and its Subsidiaries, a major industrial and business enterprise 
in the Kingdom of Saudi Arabia representing General Motors, Pepsi Cola, Shell, Yokohama, and Fiat-IVECO, MAN, MTU, Lurgi, 
Petrobau, Claas, CNH and other American, European and Japanese international companies.  A professional with over 50 years of 
experience, Mr. Aljomaih has been Chairman of Arcapita’s Board since June 1997.

Abdulaziz Hamad Aljomaih 
Vice Chairman, Member of the Executive Investment Committee, Member of the Executive Administrative Committee

Mr. Aljomaih has been the Head of International Investments at Aljomaih Holding Co. in Saudi Arabia since 1989.  His other 
key positions include Chairman of Principle Insurance Holdings Ltd. (PIHL), United Kingdom,  Vice Chairman of Pearl Initiative 
(United Nations initiative). Mr. Aljomaih is also a member of the Board of Directors of Ittihad Etisalat (Mobily), Saudi Arabia 
and Danagas, United Arab Emirates.  A professional with over 21 years of experience, Mr. Aljomaih has been Vice Chairman of 
Arcapita’s Board since June 1997.

Ghazi Fahad Alnafisi
Member of the Board Audit Committee 

Mr. Alnafisi is Co-Founder and Chairman and Managing Director of Salhia Real Estate Company K.S.C., Kuwait. His other current 
positions include: Chairman of Kuwait Hotel Owners Association, Kuwait; Vice Chairman of Azzad Catering & Services Co., 
Kuwait; and Co-Founder and Vice Chairman of Independent Petroleum Group s.a.k., Kuwait. A professional with over 40 years of 
experience, Mr. Alnafisi has been a member of Arcapita’s Board since November 1999. 

Abdulla Abdullatif Al-Fozan 
Member of the Executive Investment Committee, Member of the Charitable Contributions Committee

Mr. Al Fozan is Chairman of Al Fozan Holding Co., United Electronics Co. “eXtra”, Blom Invest Saudi Arabia, Bawan Holding Co., 
and Arnon Plastic Industries. He is also the Managing Director of Abdullatif & Mohammed Al Fozan Co. and Maali Holding Co. 
Additionally, Mr. Al Fozan is Vice Chairman of Al Oula Holding Co., Amwal Al Khaleej, and Atheel Holding Co.  
Mr. Al Fozan is also member of the Board of Directors of Emaar Middle East, Arab Paper Manufacturing Co., Dhahran 
International Exhibition Co., and United Transformers Electrical Co. “Utec”. A professional with over 20 years of experience, Mr. 
Al Fozan has been a member of Arcapita’s Board since June 2000. 

Abdulrahman Abdulaziz Al-Muhanna 
Member of the Executive Administrative Committee, Member of the Executive Investment Committee

Mr. Al-Muhanna joined the Almarai Company in the Kingdom of Saudi Arabia in 1979 and was appointed Managing Director and 
a member of the board in 1997. His other board memberships include ARASCO, Saudi Fisheries Company, the publishing company 
Al Jazirah, and the National Committee for Biodiversity, as well as various commercial establishments in Riyadh, Kingdom of 
Saudi Arabia. A professional with 30 years of experience, Mr. Al-Muhanna has been a member of Arcapita’s Board since June 
2000. 
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Dr. Khalid Thani A. Al-Thani 
Member of the Board Audit Committee 

Dr. Al-Thani is Chairman and Managing Director of Qatar International Islamic Bank and Board Director & Chief Coordinator of 
Qatar Islamic Insurance Co and Ezdan Real Estate Co. Additionally, Dr. Al-Thani is Vice Chairman of Tadawul Holding Group. He 
also serves as Chairman of Islamic Holding Group, Mackeen Holding and Zenon Trading & Contracting Co. In addition, he is a 
Board Director of Medicare Group (Al Ahli Hospital), National Leasing Holding and Qatar Society for Rehabilitation & Special 
Needs, and Vice Chairman & Managing Director of Dar Al-Sharq Printing Publishing & Distribution and Al Arab newspaper. A 
professional with over 14 years of experience, Dr. Al-Thani has been a member of Arcapita’s Board since December 2003. 

H.E. Sh. Jassim Bin Hamad Bin Jassim Bin Jabr Al-Thani 
Member of the Board of Directors

Sheikh Jassim is currently the Chairman of Qatar Islamic Bank, QInvest and European Finance House, an investment bank 
founded by Qatar Islamic Bank in London. Sheikh Jassim is also a member of the Board of Directors of Qatar Navigation Company 
and Qatar Insurance Company. Additionally, he participates in the organization and management of a number of companies 
specializing in investment and real estate activities. A professional with over nine years of experience, Sheikh Jassim has been a 
member of Arcapita’s Board since October 2008. 

Ibrahim Yusuf Alghanim 
Member of the Board Audit Committee 

Mr. Alghanim is Chairman and CEO of Alam Al Mesila Trading Co. W.L.L. and Vice-Chairman of The Securities House (SECH.KSE) 
and Vice Chairman of Harf Information Technology Co. K.S.C. He also serves as a Board Member of Taazur – Takaful Insurance 
Co. Previously, Mr. Alghanim served as Chairman of Al Aman Investment Company, Kuwait (ALAMAN.KSE) and Chairman and 
CEOof YIACO Medical Company, Kuwait and CEO of Alghanim Holding K.S.C.C., Kuwait. A professional with over 29 years of 
experience, Mr. Alghanim has been a member of Arcapita’s Board since October 2010.

Hajjah Hartini Binti Haji Abdullah 
Hajjah Hartini is Managing Director of Brunei Investment Agency. She has been with the Agency since 1984 and has worked 
in London and Boston in the 1990s.  In addition to being board  member of companies associated with the Agency both in and 
outside Brunei, she also represents the Agency on the board of the nation’s Workers Trust Fund and the Retirement Fund. Hajjah 
Hartini has been a member of Arcapita’s Board since October 2010. 

Aamer Abdul Jalil Al Fahim 
Mr. Al Fahim is the Executive Director of Al Fahim Group, one of the most successful groups in the UAE, encompassing the 
automotive, travel, hospitality, oil & gas and real estate sectors. The group represents a wide range of blue-chip international 
brands including Mercedes Benz, Daimler-Chrysler, Jeep, Fiat-Lancia, Michelin, Bosch and the Crowne Plaza. Mr. Al Fahim is a 
Member of the Federal National Council, UAE; and has an MBA in Banking and Finance from the University of Hull in the UK. 
Mr. Al Fahim was appointed to the Arcapita Board in January 2011. 

Atif Ahmed Abdulmalik 
Member of the Executive Investment Committee, the Executive Administrative Committee and the Charitable Contributions Committee 

Chief Executive Officer: Mr. Abdulmalik is the Chief Executive Officer and one of the founders of Arcapita Bank, which he 
established in 1997.  Previously, Mr. Abdulmalik was at Investcorp.  He has a BBA in Accounting, Finance and Management from 
Saint Edward’s University, Texas, and is a Certified Public Accountant from the State of Maryland. In 2007, he was awarded The 
Proficiency Medal First Class by His Majesty King Hamad bin Isa Al Khalifa, in recognition of his outstanding contribution to the 
Kingdom of Bahrain.  Mr. Abdulmalik serves as a member of the board of Bahrain’s Economic Development Board. Mr. Abdulmalik 
has been a member of Arcapita’s board since November 1999.
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Arcapita’s external Shari’ah Supervisory Board consists of four scholars who review the Bank’s activities to ensure that they are 
in accordance with Islamic principles. The Shari’ah Supervisory Board is consulted on all key aspects of each new transaction and 
approves each transaction by issuing a Shari’ah certificate which is attached to the offering memorandum for each transaction. 
After each investment transaction is completed, the investment is monitored to ensure ongoing compliance with Islamic 
principles, which includes reviewing financing documentation and periodic site visits where necessary. 

Shaikh Abdullah Sulaiman Al Meneea (Chairman) 

Member of Grand Scholars Panel, Kingdom of Saudi Arabia; Expert of the Islamic Fiqh Academy; Retired Judge, Supreme Court 
in Makkah Al-Mukarramah, Kingdom of Saudi Arabia; Member of the Shari’ah Supervisory Boards of a number of Islamic banks 
and financial institutions. 

Justice Muhammad Taqi Usmani 

Vice President, Darul-Uloom University, Karachi, Pakistan; Member of the Islamic Fiqh Academy; Ex-Member of the Shari’ah 
Appellate Bench of the Supreme Court, Karachi, Pakistan; Chairman of the Shari’ah Council, Accounting & Auditing Organization 
for Islamic Financial Institutions, Bahrain; Member of the Shari’ah Supervisory Boards of a number of Islamic banks and 
financial institutions. 

Dr. Abdul Sattar Abdul Kareem Abu Ghuddah 

Consultant, Dallah Al-Baraka Investment and Development Co., Jeddah, Saudi Arabia; Member of the Islamic Fiqh Academy; 
Member of Accounting and Auditing Organization for Islamic Financial Institutions, Bahrain; Member of the Shari’ah 
Supervisory Boards of a number of Islamic banks and financial institutions.

Shaikh Esam Mohamed Ishaq 

Chairman of the Board, Muslim Educational Society, Bahrain; Director & Shari’ah Advisor, Discover Islam, Bahrain; Member 
of Board of Trustees, Al Iman Islamic School, Bahrain; Member, Accounting & Auditing Organization for Islamic Financial 
Institutions, Bahrain; Member of the Shari’ah Supervisory Boards of a number of Islamic banks and financial institutions. 

Shari’ah Supervisory Board
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Atif A. Abdulmalik
Chief Executive Officer
Bahrain

One of the founders of Arcapita in 1997, Atif was responsible for assembling the Bank’s management team. Atif has a BBA in 
Accounting, Finance and Management from Saint Edward’s University, Texas and he qualified as a Certified Public Accountant 
(CPA) in the United States. In 2007, he was awarded The Proficiency Medal First Class by His Majesty King Hamad bin Isa Al 
Khalifa, in acknowledgement of his outstanding contribution to the Kingdom of Bahrain.

Martin Tan
Executive Director and President, Real Estate
Singapore

Martin is President of Arcapita’s Real Estate line of business. Martin joined Arcapita in 2007 from CapitaLand in Singapore, 
where he was the Chief Executive Officer of CapitaLand Commercial & Integrated Development. Over the past 18 years, Martin 
has acquired extensive real estate operating experience across multiple geographies including Asia, Europe and the GCC. At 
CapitaLand, Martin was in charge of managing a Singapore Dollar 10 billion portfolio with responsibility for more than 300 real 
estate professionals. He is a native of Singapore and obtained his MBA and Bachelor’s degrees from Washington State University.

Charles G. Ward, III
Chief Investment Officer, Executive Director and President, Private Equity & Infrastructure
London

Chuck is the Chief Investment Officer of Arcapita, Executive Director, and President of the Private Equity and Infrastructure lines 
of business. He is also a member of the Investment Committee. Chuck was previously with Lazard, where he was President since 
joining the firm in 2002, as well as Chairman of its Asset Management Group. He played a key strategic role as a partner to Bruce 
Wasserstein in running the firm out of New York and London. At Lazard, among other responsibilities, he was directly responsible 
for all of Lazard’s business in Emerging Markets, including Asia, Latin America, the Middle East, and Eastern Europe. Prior to 
Lazard, Chuck spent 8 years at Credit Suisse, where he was the Head of Global Investment Banking and Private Equity, and where 
he was appointed President of Credit Suisse First Boston in 2000. Prior to Credit Suisse, Chuck was one of four individuals who 
founded Wasserstein, Perella & Co in 1988. As President of the firm, he was responsible for all investment banking activities.  In 
this capacity, he managed approximately 130 professionals in eight offices, including New York, Chicago, Los Angeles, Houston, 
London, Paris, Frankfurt, and Tokyo. Chuck has an MBA from Harvard Business School and BA in Economics from Trinity College, 
Hartford, CT.

Khalid A. Al Jassim
Executive Director, Investment Placement
Bahrain

Prior to joining Arcapita in 1998, Khalid served as a Senior Consultant with Arthur Andersen in Bahrain, responsible for 
multidimensional projects in the GCC market. Previously, he was Head of Marketing at National Chemical Industries Corporation 
in Bahrain, a specialty petrochemical company that was majority owned by Saudi Basic Industries Corporation (SABIC). Khalid 
was also a Marketing Coordinator at AST Research in the United States, operating out of Orange County, California. Khalid has a 
BS in Computer Science and Mathematics from California State University at Long Beach and an Executive MBA from Pepperdine 
University in California.
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Hisham Abdulrahman Al Raee
Executive Director, Investment Placement
Bahrain

Hisham is an Executive Director at Arcapita, and has been a member of the management team since the Bank’s inception. With 
over 16 years of investment banking and finance experience, he currently heads placement and relationship management for 
Arcapita’s clients in Bahrain, Saudi Arabia’s Central and Eastern region, Oman and all regions beyond the Arabian Gulf. Prior to 
joining Arcapita, Hisham was the Senior Director of Business Development with Reuters Middle East in Saudi Arabia for five years 
and prior to that he worked in the finance department at Citibank N.A., Bahrain. Hisham holds a CSD in Business Administration 
from the University of Bahrain and a Masters in Business Administration from the University of Hull, United Kingdom.

Mohammed A. Muiz Chowdhury
Executive Director, Financial Management
Bahrain

Mohammed heads up the Financial Management Group. Prior to joining Arcapita in 1998, he spent nine years in the accounting 
profession working for Ernst & Young in Bahrain and KPMG in London. Mohammed is a member of the Institute of Chartered 
Accountants in England and Wales, completing his training contract while working for KPMG in London. He is a graduate of the 
London School of Economics and has an MBA from the London Business School.

E. Stockton Croft
Executive Director, Private Equity
Atlanta

Stockton is head of Private Equity in the United States. He focuses on acquisitions in the consumer and specialized manufacturing 
sectors and currently serves as Chairman of The Tensar Corporation, Varel International and Bijoux Holdings. He also sits on the 
Board of Directors of 3P Logistics and was formerly Chairman of Church’s Chicken and on the board of Loehmann’s Inc., Yakima 
Inc. and Ampad LLC prior to their respective sales. Prior to joining Arcapita in 2004, Stockton was a co-founder and general 
partner with Argonne Capital Group, a private equity firm which acquired the largest franchisee of IHOP Corp. Prior to Argonne 
Capital, he co-founded and served as President and CFO of BSC Enterprises, a manufacturer of medical and paper-based products. 
Stockton holds a BS in Commerce from the University of Virginia and an MBA from the Wharton School where he was named a 
Palmer Scholar.

Simon Dudley
Executive Director, Global Capital Markets
London

Simon heads Global Capital Markets at Arcapita and has over 25 years’ experience in financial services. Before joining Arcapita 
in 2009, Simon was with Citigroup in London for eight years, where he was a Managing Director in Fixed Income and advised 
on several of the UK’s most high profile public-to-private transactions. Prior to Citigroup Simon was a major shareholder in 
his own structured finance advisory boutique, Atlas Capital. Prior to Atlas Capital, Simon held positions with subsidiaries of 
SvenskaHandelsbanken and HSBC. Simon is registered with the Financial Services Authority in London and has a degree in 
Economic and Social Studies from the University of East Anglia in the United Kingdom.
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Charles L. (“Chuck”) Griffith
Executive Director, Portfolio Management
Atlanta

Chuck joined Arcapita in 2005 to oversee the performance of the portfolio companies. Previously, he was at large multi-
national firms for 10 years, including as Executive Vice President and the second-ranked executive at the 150,000-employee 
EDS Corporation (software, IT outsourcing), CEO of Ingersoll-Dresser (industrial equipment), and President of Allied Signal’s 
Fram/Autolite business. He was also a consultant with McKinsey for over seven years and earlier co-founded, grew and sold an 
entrepreneurial energy services firm. Chuck graduated from the University of Colorado and has an MBA from Stanford University.

John Huntz
Executive Director, Venture Capital
Atlanta

John Huntz is the global head of the Venture Capital line of business. With over 30 years of private equity, venture capital and 
operational experience, John joined Arcapita in 2005 to launch and run Arcapita’s Venture Capital line of business. For the prior 
14 years, he was working with the Fuqua companies, most recently as managing director of Fuqua Ventures. He is the chairman 
of the board of Manhattan Associates, chairman of CardioMEMS, and serves on the board of Proficient Systems. He is the 
president and founder of the Atlanta Venture Forum, a widely recognized risk capital network in the Southeast. He served as a 
member of the board of the National Venture Capital Association and is a chairman or board member for a number of non-profit 
organizations. He has a BBA from Niagara University and an MBA from Sacred Heart University.

Peter Karacsonyi
Executive Director, Corporate Management
Bahrain

Prior to joining Arcapita in 2008, Peter was with Bear Stearns in New York, where he was a Managing Director and Chief 
Operating Officer. Prior to joining Bear Stearns, Peter was with J.P. Morgan and before that, Goldman Sachs and General Electric, 
and has over 18 years of experience. Peter has a BBA from the University of Oklahoma and, during his time at GE, completed the 
GE Finance Management Program and GE Managers Development Course.

C. MacLaine Kenan
Executive Director, Real Estate
Atlanta

Laine is head of Real Estate in the United States. Prior to joining Arcapita in 2001, Laine spent 13 years at the investment 
banking firm of Robinson-Humphrey where he focused on equity capital raising and mergers & acquisitions in the real estate 
and technology sectors. Laine is a graduate of the University of North Carolina at Chapel Hill and holds an MBA from the 
Kellogg School at Northwestern University. Laine is a Chartered Financial Analyst and a member of the Board of Directors of the 
Association of Foreign Investors in Real Estate (AFIRE).

Nael Mustafa
Executive Director, Real Estate
Bahrain

Nael is head of Real Estate in the Middle East and India. His responsibilities include the origination and structuring of real 
estate investments, and real estate funds, the management of existing portfolio investments in the GCC as well participating in 
the management of Arcapita’s global real estate activities. Prior to joining Arcapita in 2003, Nael spent 13 years with various 
investment banks in Bahrain and covering the GCC through a wide range of investment sectors and asset classes including capital 
markets, corporate finance and advisory services. Nael worked with TAIB Bank E.C., where in his last assignment he was General 
Manager of TAIB Securities, TAIB Bank’s capital markets arm and at Securities & Investment Co. in Bahrain, where he was head of 
corporate finance. Nael has an MBA from Edinburgh University, Scotland and is a Chartered Financial Analyst “CFA”.
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PeterPaul Pardi
Executive Director, Investment Placement
Bahrain

PeterPaul oversees the development of the institutional funds business for institutional and sovereign wealth relationships. Prior 
to joining Arcapita in 2008, PeterPaul was at Lehman Brothers Investment Management in London for two years, where he was 
a Managing Director and Head of Distribution and Client Services for Europe, the Middle East & Asia. At Lehman Brothers he 
was a member of the EMEA Executive Committee responsible for forecasting investment management acquisition synergies. 
Previously, PeterPaul was Executive Vice President and Head of Institutional Remarketing for Europe at Pacific Investment 
Management Company (PIMCO) where he worked for four years. Prior to that, PeterPaul was responsible for the Southern 
European Institutional Business at Barclays Global Investors and a Merchant Banker with Security Pacific. PeterPaul has 20 years 
of investment experience and has a BA from Tufts University, an MBA from the American Graduate School of International 
Management, and an MSc in quantitative investment management from the University of Southern California.

Henry A. Thompson
Executive Director, Legal
London

Henry is Arcapita’s General Counsel, responsible for administering the Bank’s legal affairs, corporate governance and developing 
the legal aspects of the Islamic financial instruments utilized by the Bank. Prior to joining Arcapita in 1997, Henry was with 
US law firms, Gibson, Dunn & Crutcher LLP and Hogan & Hartson LLP for eight years, specializing in cross-border investments 
as well as financing on both conventional and Islamic lines. Henry has a BS in Foreign Service from Georgetown University in 
Washington, D.C., and JD (cum laude) from Georgetown University Law Center in Washington, D.C. Henry is a Member of the 
District of Columbia Bar.

Asim Zafar
Executive Director, Chief Strategy Officer
Bahrain

Asim is Arcapita’s Chief Strategy Officer, responsible for developing new business partnerships at the corporate level and supporting 
Arcapita’s funding requirements and relationships, including sourcing strategic equity investments. Prior to joining Arcapita he 
was with Coopers & Lybrand, corporate finance group, focusing on the transport, energy and telecommunications sectors. Prior to 
Coopers & Lybrand, Asim was with Touche Ross, where he was involved in a broad range of product lines with a focus on insurance 
and banking. Asim is a Member of the Institute of Chartered Accountants of England and Wales (ACA) and a Member of the 
Chartered Institute of Management Accountants, UK (ACMA).

Essa Zainal 
Executive Director, Financial Control
Bahrain

Essa is head of Arcapita’s Financial Control. Prior to joining Arcapita in 2003, Essa was with Al Baraka Banking Group in Bahrain 
for three years as financial controller responsible for the consolidation of Al Baraka’s financial institutions. Previously, he was with 
Arthur Andersen in Bahrain for more than 15 years, during which he headed the assurance advisory services division. Essa has a 
BS in Accounting from the University of  
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Directors

Ahmad Adil, Risk Management
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Akram A. Al-Jehani, Investment Placement
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Andrew Lee, Portfolio Management
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William C. Miller, Jr., Portfolio Management

Brian McCabe, Infrastructure

John O’Donohue, Venture Capital

Matthew Pollard, Infrastructure

Arthur M. Rogers, Legal

Karim Si-Ahmed, Legal
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Cherine Aboulzelof, Real Estate 
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Fayez Al Fayez, Special Events

Osama A. Al-Haram, Investment Placement

Osama Altamimi, Investment Administration

Deborah Baker, Corporate Management
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Scott A. Buschmann, Private Equity

Nabil A. Chaiban, Translation & Arabic Services

Vivian Chian, Real Estate

Rabih Demashkieh, Investment Placement

Linnea J. Geiss, Venture Capital

Aaron Goh, Legal

Tony Hage, Private Equity

Haitham Khalil Haji, Investment Placement
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Tariq K. Hayat, Corporate Communications/Administration

Rashid Khan, Treasury

Faiz Mian, Information Technology

Hafedh Mohammed Najem, Financial Control
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Andrea L. Malik Roe, Private Equity

Ranjeet Sibia, Private Equity

Montse Suarez, Private Equity

Senior Associates

Salman Abdul Rehman, Investment Administration
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Mishal Alhellow, Information Technology

Mohamed Ali, Real Estate

Ahmed Al-Shirawi, Financial Management
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Zeid Salaam, Investment Placement

Mohamed Sharif, Investment Placement
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Arcapita Bank B.S.C.(c)
P.O. Box 1406 
Manama 
Kingdom of Bahrain

Tel:	 +973 17 218333 
Fax:	 +973 17 217555

Arcapita Inc.
75 Fourteenth Street, 
24th Floor, Atlanta, GA 30309  
United States of America

Tel:	 +1 (404) 920 9000 
Fax:	 +1 (404) 920 9001

www.arcapita.com

Arcapita Limited
2nd Floor, 15 Sloane Square 
London SW1W 8ER 
United Kingdom

Tel:	 +44 (0)20 7824 5600 
Fax:	 +44 (0)20 7824 5601

Arcapita Pte. Limited
9 Raffles Place, Level 44 
Republic Plaza 
Singapore 048619

Tel:	 +65 6499 9888 
Fax:	 +65 6499 9800

This Annual Report contains certain “forward-looking” statements, and such information is based 
on the beliefs of Arcapita, as well as on assumptions made by, and information currently available 
to, Arcapita. When used in this Annual Report, the words “anticipate”, “believe”, “estimate”, 
“expect”, “plan”, “intend”, and words or phrases of similar import, are intended to identify forward-
looking statements. Such forward-looking statements may include, without limitation, statements 
relating to the following: Arcapita’s plans, strategy, objectives or goals; Arcapita’s future economic 
performance or prospects; specific country, region and worldwide business environment; potential 
effect on future performance of certain contingencies; and assumptions underlying any such 
statements. These statements are inherently subject to significant business, economic, competitive, 
regulatory and operational uncertainties, contingencies and risks, both specific and general in 
nature, many of which are beyond the control of Arcapita. Any forward-looking statements are 
speculative in nature, and it can be expected that one or more of the assumptions underlying such 
statements will prove not to be accurate, and unanticipated events and circumstances may occur. 
Actual results and events will likely vary from the plans, objectives, expectations, estimates and 
intentions expressed in such forward-looking statements, and such variations may be material. 
Consequently, this Annual Report should not be regarded as a representation by Arcapita that 
the plans, objectives, expectations, estimates and intentions expressed in such forward-looking 
statements will be achieved and should not be relied on. Arcapita does not intend to update these 
forward-looking statements.

Note: “$” refers to US dollars throughout.




