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araMullg dyjlaill ¢lgidll dangall dgiljvall
CONSOLIDATED BALANCE SHEET OF COMMERCIAL & ISLAMIC BANKS

IN MILLIONS OF RIALS( CiMLy g1 juiMa)

Items 2014 2022 agidl
Assets 2,810,001.80 5,243,513 Jgnlli
Foreign Assets 504,305.90 904,458 djlall Jgnli
Foreign Currency 49,015.40 132,880.30 wntinl A6
Banks Abroad 243,023.10 359,543.00 2Jall ¢na cgiy
Non-residents 0 0 JLatha pe
Foreign Investment 212,267.50 412,035.00 auisl Gljlaiiwl
Reserves 302,226.50 1,399,338.00 wunblisMi
Local Currency 44,021.00 264,734.40 wlha AGi
Deposits with CBY 258,205.50 1,134,603.20 wnjSpall Elidl wnal dapyjl
Loans & Advances 1,844,791.30 2,264,807.00 Glolwlig yogjall
Government 1,287,319.80 1,926,845.00 dagsall
Public Enterprises 34,234.80 0 dalell Gluwgall
Private Sector 523,236.70 337,962.10 wlall glhall
Certificate of Deposits 0 0 slal Glalaun
Treasury bills purchased 1743.00 0 ¢liall ga éljidia &ilja ggal
from CBY ’ (guy) wnjsyall
\_ Other Assets 156,935.10 674,910.20 wjal Jgol

)

2023 alsll JU5 dnsyall dgidl Jaiil cgiill d3agall diljrall*
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araMullg dyjlaill ¢lgidll dangall dgiljvall
CONSOLIDATED BALANCE SHEET OF COMMERCIAL & ISLAMIC BANKS

Items

IN MILLIONS OF RIALS( CiMLy g1 juiMa)

2014 2022
Liabilities 2,810,001.80 5,243,513.00 @gnill
Deposits 2,225,701.50 3,810,951.00 &ilagll
Government 10,689.40 0 dagsall
Demand 269,377.00 935,923.70 ulbll Gai
Time 861,964.40 908,392.10 dal
Saving 205,357.60 329,197.00 JLaaMI
Foreign Currency 825,191.10 1,555,259.80 duisMl G\la<lb
Earmarked 53,122.10 82,178.20 dnnia
Foreign Liabilities 39,315.50 22,372.00 djlall alaljilMi
Banks Abroad 36,977.30 22,371.80 2Jlall dgia
Non-residents 2,338.30 0 Jlatda jic
Borrowing from banks 0 0 dijla dgis go AGlolw
Other Liabilities 544,984.80 1,410,191.00 wjal @gna
Loans from CBY 1,552.00 6,831.00 wnjSpall élidll ga dlialw
Capital & Reserves 227,772.40 520,856.40 wnbliinVlg JLall guij
\_ Other Liabilities 315,660.40 882,503.20 dcgiia (agns )
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Loans & Advances 1,844,791.30 2,264,807.00 Glalwllg yg)dll

Government 1,287,319.80 1,926,845.00 dagsall
Public Enterprises 34,234.80 o dalell Gluwgall
Private Sector 523,236.70 337,962.10 Jplall glhdll
Certificate of Deposits 0 0 slal Glalaw
Treasury bills purchased 1743.00 0 ( g aljiwna &ilja ggal
from CBY T guj ) wnjspall Elidl
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As a result of the Houthi coup, various forms of damage have been inflicted on the
banking sector, ranging from the banks' relationship with their customers, to their
relationship with authorities, as well as their internal branches and their relation-
ship with the global banking sector.

The banking sector has been forced to operate in a challenging environment char-
acterized by a severe cash liquidity crisis and a lack of trust from depositors due to
restrictions on withdrawing deposits in local and foreign currencies from banks. This
has led to the emergence of other forms of informal banking activities, including
currency trading, unofficial transfers, and the proliferation of dollarization, among
other manifestations that highlight the extent of the chaos experienced by the Ye-
meni banking sector.

The banking sector has been affected by the economic war waged by the Iran-
backed Houthis, starting with the ban on the circulation of the national currency,
which has exacerbated the cash liquidity crisis. In addition, banks have been com-
pelled to refrain from dealing with the Central Bank of Yemen (Aden) or participating
in documentary credits or auctions organized by it, and international organizations
have been advised not to engage with certain banks under the pretext of their affil-
iation with the Central Bank of Yemen (Aden).

The Houthi restrictions and arbitrary actions have divided the banking sector and
led to the establishment of multiple headquarters for a single bank. They have also
limited internal transfers and increased transfer fees due to the different values of
the new and old editions of the national currency,.

Like other sectors of the economy, the Houthis have worked diligently to destroy
the banking sector while supporting exchange establishments. Banks have been
subjected to conflicting regulations, in addition to raids, arrests, and kidnappings of
banking professionals, while exchange establishments have received complete and
absolute support. They have been given special accounts for the supply of petro-
leum and household gas sales, which have become a cash reserve exceeding what
is held in bank vaults. This has affected the flow of goods and services and exacer-
bated the humanitarian crisis.
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m The Houthis' imposition of an exchange rate for the Yemeni rial against foreign cur-
rencies is illogical and does not correspond to the economic situation. It has served
as a tactic to plunder remittances from expatriates and funds from humanitarian
organizations. They have acted as the sole purchaser of these funds through what
is known as the Payments Committee, ensuring that companies affiliated with their
leadership obtain foreign currency at a low rate that does not align with the contin-
uous increase in prices of goods in their controlled-areas.

m The Houthis have also used the banking sector for money laundering and looting,
as well as to legitimize these activities by opening fake accounts under the names
of fictitious companies in order to circumvent international agreements to com-
bat money laundering. They have also exploited relationships with some banks to
involve them in illegal arms deals and finance acquisitions of public, private, and
mixed-sector companies. The Houthis have enacted unconstitutional laws to freeze
bank accounts, confiscate deposit interests and deposits themselves, and prevent
banks from collecting any form of interest on most banking operations, which will
accelerate the bankruptcy of banks in the near future.

56 @yl glhsll @igall jyaxi | HOUTHI DESTRUCTION OF THE BANKING SECTOR




The Yemeni banking sector consists of 24 banks, divided into 7 local commercial
banks, 4 local Islamic banks, 7 microfinance banks, 4 branches of foreign banks, and
2 specialized banks.

All of these banks provide their various services to the public through 534 branches
and offices distributed in different regions of the country.

As of December 2022, the number of accounts opened in these banks reached
4,822,555 accounts.

Comprehensive banking services are mainly concentrated in major cities, while oth-
er cities and rural areas lack some of these services, except for money transfer ser-
vices, which are carried out through bank branches, exchange companies, and post
offices scattered in those areas.

Most of the banks’ investments are concentrated in government securities (trea-
sury bills, Islamic bonds, and other securities), with a value of 1.9 trillion Yemeni
riyals, accounting for 36.7% of the total assets value at the end of December 2022.

Due to the severe cash liquidity crisis in the banking sector and the government’s
inability to circulate treasury bills, banks have become unable to meet their obliga-
tions to depositors. This has led them to impose limits on cash withdrawals in local
and foreign currencies, based on the liquidity conditions available to each bank. As a
result, depositors have turned to placing their money in the parallel market or spec-
ulating in real estate as an alternative to investing in banks.
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araMullg dyjlaill ¢lgidll dangall dgiljvall
CONSOLIDATED BALANCE SHEET OF COMMERCIAL & ISLAMIC BANKS

IN MILLIONS OF RIALS( CiMLy g1 juiMa)

Items 2014 2022 agidl
Assets 2,810,001.80 5,243,513 Jgnlli
Foreign Assets 504,305.90 904,458 djlall Jgnli
Foreign Currency 49,015.40 132,880.30 wntinl A6
Banks Abroad 243,023.10 359,543.00 2Jall ¢na cgiy
Non-residents 0 0 JLatha pe
Foreign Investment 212,267.50 412,035.00 auisl Gljlaiiwl
Reserves 302,226.50 1,399,338.00 wunblisMi
Local Currency 44,021.00 264,734.40 wlha AGi
Deposits with CBY 258,205.50 1,134,603.20 wnjSpall Elidl wnal dapyjl
Loans & Advances 1,844,791.30 2,264,807.00 Glolwlig yogjall
Government 1,287,319.80 1,926,845.00 dagsall
Public Enterprises 34,234.80 0 dalell Gluwgall
Private Sector 523,236.70 337,962.10 wlall glhall
Certificate of Deposits 0 0 slal Glalaun
Treasury bills purchased 1743.00 0 ¢liall ga éljidia &ilja ggal
from CBY ’ (guy) wnjsyall
\_ Other Assets 156,935.10 674,910.20 wjal Jgol

)

*THE CONSOLIDATED BUDGET FOR BANKS DOES NOT INCLUDE BANKS LICENSED DURING THE YEAR 2023
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dra\uudllg dyjlaill ¢lgidll dangall dgiljvall
CONSOLIDATED BALANCE SHEET OF COMMERCIAL & ISLAMIC BANKS

Items

IN MILLIONS OF RIALS( <ML gl juiMay)

2014 2022
Liabilities 2,810,001.80 5,243,513.00 @gnill
Deposits 2,225,701.50 3,810,951.00 &ilagll
Government 10,689.40 0 dagsalil
Demand 269,377.00 935,923.70 ulblil 4oy
Time 861,964.40 908,392.10 dall
Saving 205,357.60 329,197.00 JLaaMI
Foreign Currency 825,191.10 1,555,259.80 auinMl G\la<lb
Earmarked 53,122.10 82,178.20 dnnia
Foreign Liabilities 39,315.50 22,372.00 dajlall alaljilMi
Banks Abroad 36,9717.30 22,371.80 2)lall dgia
Non-residents 2,338.30 0] Jlatda jic
Borrowing from banks 0 0 dijla dgis ga dGlalw
Other Liabilities 544,984.80 1,410,191.00 wjal @gna
Loans from CBY 1,552.00 6,831.00 wnjSpall élidll ga Glalw
Capital & Reserves 227,772.40 520,856.40 wnblyiinVlg JLall guij
N Other Liabilities 315,660.40 882,503.20 dcgiia (agns N

THE EVALUATION PRICE 1S 400/$ IN 2022 AND THE PRICE IS 215/$ IN 2014
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The value of deposit accounts in commercial and Islamic banks increased by YR1.58
trillion, or 71%, compared to 2014, reaching YR3.81 trillion by the end of the fiscal
year 2022.

Government deposits in commercial and Islamic banks decreased to zero by the end
of the fiscal year 2022, compared to 2014. This is due to the withdrawal of deposits
by Houthis and government entities from commercial and Islamic banks.

The balance of demand deposits increased by YR666.5 billion, or 247%, reaching
YR935.9 billion by the end of the fiscal year 2022, compared to 2014.

The balance of time deposits increased by YR46.4 billion, or 5.4%, reaching YR908.3
billion by the end of the fiscal year 2022, compared to 2014.

The balance of savings deposits increased by YR123.8 billion, or 60%, reaching
YR329.1 billion by the end of the fiscal year 2022, compared to 2014.

The balance of foreign currency deposits increased by YR730 billion, or 88%, reach-
ing YR1.55 trillion by the end of the fiscal year 2022, compared to 2014.

The balance of allocated deposits increased by YR29 billion, or 54%, reaching YR82.1
billion by the end of the fiscal year 2022, compared to 2014.

The reason for the increase in the value of demand deposits, time deposits, sav-
ings deposits, foreign currency deposits, and allocated deposits is the Houthis’ pre-
vention of depositors from withdrawing their money from commercial and Islamic
banks in Yemen, especially during the period from 2015 to 2022.

This was achieved by not allowing banks to withdraw from their current account
balances at the Central Bank of Sana’'a, which amounted to YR1.13 trillion by the
end of the fiscal year 2022, as well as the non-payment of commercial banks' dues
for government borrowing (domestic debt) in the past years, which amounted to
YR1.92 trillion by the end of the fiscal year 2022, and is expected to exceed YR2.2
trillion by the end of March 2023. This has led to the inability of banks to fulfill their
obligations towards depositors.
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m Total assets of Yemeni banks reached YR5.24 trillion at the end of December 2022.
The share of banks in the total assets of the banking sector as of the end of December
2022 (divided according to their nature of activity and ownership) is as follows:

A) Government banks accounted for 30.3%, with assets reaching YR1.58 trillion at
the end of 2022.

B) Local private commercial banks accounted for 28.8%, with assets reaching YR1.51
trillion at the end of 2022.

C) Islamic banks accounted for 20.1%, with assets reaching YR1.05 trillion at the end

of 2022.

D) Microfinance banks accounted for 11.8%, with assets reaching YR619.4 billion at
the end of 2022,

E) Branches of foreign banks accounted for 9%, with assets reaching YR470.6 billion
at the end of 2022.

m The consolidated budget of commercial and Islamic banks in Yemen in 2022 increased
by YR2.43 trillion, or 86.6%, reaching YR5.23 trillion.
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m Thisincrease does not correspond to the growth in the volume and value of the cash
supply of the Yemeni rial in the market. The cash supply of the Yemeni rial increased
to 3.70 trillion at the end of 2022, a 334% increase compared to 854.9 billion at the
end of 2014.
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m Foreign assets of banks decreased by $84.46 million, or 3.6%, in 2022, reaching
$2.26 billion, compared to $2.34 billion in 2014. This decrease is due to the evalua-
tion of assets at a rate of 400 rials/dollar, which is lower than the prevailing market
rate as of December 31, 2022,

m The external liabilities of commercial and Islamic banks reached $55.9 million at
the end of 2022, compared to $182.8 million in 2014, resulting in a decrease of
$126.86 million due to the lack of confidence in the external banking sector and the
control of Houthis over the Yemeni banking sector.

m The consolidated budget of banks shows that the total external assets of banks,
which amounted to YR904 billion in 2022, represent only 17% of the total assets of
banks. This increases the risks and reduces the role of banks in trade, leading to an
increase in the trade deficit and affecting the stability of the Yemeni rial exchange
rate, exacerbating the humanitarian crisis.

m The control of Houthis over the capital Sana'a, where most bank centers are locat-
ed, has made banks unable to enhance their accounts abroad or open new accounts
due to many international financial institutions raising the risk rating of Yemen.
Many countries have included Yemeni financial institutions in their sanction lists,
especially the US sanctions lists, which recently included money exchange com-
panies on charges of dealing with Houthis affiliated with the Iranian Revolutionary
Guard and the Lebanese Hezbollah terrorist organizations.

m Under normal circumstances, the current account balance of banks does not ex-
ceed 5% of the total value of deposits, which is used in clearing operations between
banks. However, it increased to YR1.39 trillion in 2022, compared to YR302 billion
in 2014, a 363% increase, which increases the risk of banks in fulfilling their obliga-
tions towards depositors and financing imports of goods and services.
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m Analyzing the consolidated financial statements of banks as of December 2022 re-
veals the magnitude of the disaster facing banks. It appears that the available funds
at banks account for only 10% of depositors’ rights, while Houthis seize 90% of de-
positors’ rights, which they confiscated with their control over the Central Bank in
Sana'a. The cash balance in bank vaults in December 2020 was about YR397 billion,
which is weak compared to depositors’ rights, which reached YR3.81 trillion at the
same date, due to the bankruptcy of many sectors, leading debtors to default on
their payments due to major financial difficulties.
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m Theincrease in the current account balance over the past three years indicates the
increase in the amount of funds controlled by the Houthis, especially by banks when
dealing with the Central Bank in Sana'a. This led to an increase in frozen funds at the
Houthi-controlled bank in Sana'a to YR1.13 trillion, accounting for 30% of the value
of deposits under the name of bank balances.

m When the Houthis apply what is known as the law prohibiting usurious transactions
and transfer the investment balances of banks in public debt instruments (treasury
bills, Islamic bonds, repurchase) to new frozen current accounts worth YR1.92 tril-
lion, the volume of frozen and looted funds will increase to YR3.06 trillion, account-
ing for 80% of depositors’ funds.

m The following table illustrates the details of the total balances of commercial and Is-
lamic banks in the Central Bank of Yemen, Sanaa, at the end of the fiscal year 2022:

Central Bank, Current Account 808,275.90

Central Bank, Legal Reserve 300,390.80
Other Balances 25,936.50

Total deposits with CBY 1,134,603.20
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m The Houthis have withdrawn YR1.134 trillion from the current account balances of
commercial and Islamic banks at the Yemeni Central Bank between 2015 and 2022
to finance their coup against the state and constitutional legitimacy. These billions
belong to depositors who are unable to withdraw their funds from Yemeni banks.
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Loans & Advances 1,844,791.30 2,264,807.00 Ulialwllg pgjéll

Government 1,287,319.80 1,926,845.00 dagsall
Public Enterprises 34,234.80 o dalell Gluwgall
Private Sector 523,236.70 337,962.10 Jplall glhdll
Certificate of Deposits 0 0 slal Glalaw
Treasury bills purchased 1743.00 0 ( g aljiwna &ilja ggal
from CBY T guj ) wnjspall Elidl

m = The balance of loans and advances increased by YR420 billion and by 22.8% to
reach YR2.26 trillion in the year 2022, compared to YR1.844 trillion in the year 2014.
This is due to the increase in loans provided to the government by YR639.5 billion
and by 49.7% compared to the fiscal year 2014, reaching YR1.9 trillion by the end
of the year 2022, distributed as YR1.8 trillion in treasury bills, YR88 billion in other
government securities, and YR9 billion in Islamic bonds.

m = The volume of loans provided to the private sector in the year 2022 reached YR337
billion, a decrease of 35% compared to the year 2014. This reflects the low efficien-
cy of the private sector in borrowing from banks due to the banks’ inability to inject
more money and attract new depositors to develop domestic investments. On the
contrary, the amount of doubtful debts increased in the year 2022 to YR263 billion,
compared to the year 2014. This is a natural result of the bankruptcy of many eco-
nomic sectors, especially in the construction sector, where the Houthis refused to
pay any dues or settlements towards their obligations to the private sector in their
controlled-areas.

m = The decrease in the net balance of classified loans and facilities to YR63.4 billion
is a dangerous indicator of the inability of borrowers from commercial and Islamic

banks to repay their obligations.
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HOW DID THE HOUTHI COUP AFFECT THE BANKING SECTOR

m The Houthi coup had a devastating impact on the Yemeni banking system, creating
significant cracks and posing existential threats to the sector’s ability to function as
it did before the crisis.

m The Houthis have exploited the war to gain full control over the banking sector, de-
stroying it and replacing it with exchange facilities that have helped the Houthis ob-
tain funding from abroad and bypass anti-money laundering and terrorist financing
measures.

m The banking sector faced challenges due to the Houthi's coup, including:




m Yemen heavily relies on direct cash transactions, as electronic payment methods
are extremely limited. The total cash in circulation in the local market was estimat-
ed at YR3.707 trillion by the end of 2022. Attempts to launch any form of electronic
currency have not been successful, leading to a heavy reliance on cash transactions.

m = Dealing with cash in developing countries is considered a common practice for
payment, despite the high level of risk, especially in exceptional situations like the
one Yemen is currently going through.

m The banking sector faced a severe liquidity crisis due to several reasons, including:
. Overdraft withdrawals.
2. Banks' investments in public debt tools.

3. The Houthis have been dissipating the legal reserves of commercial and Islamic
banks held at the CBY of Sana'a. They have also excessively increased the balanc-
es of current accounts of commercial and Islamic banks on the central bank'’s side,
without allowing any withdrawals from those balances.

4. The Houthis collect state revenues and transfer them to private accounts outside
the CBY.

5. They exaggerate their military operations expenses under the "war effort’,

6. Zeroing out the foreign reserves of the CBY through monetizing its balances abroad
in favor of merchants and importers loyal to them.

7. Violating the laws and regulations governing the operation of the Yemeni banking
sector and the cancellation of key legal provisions of those laws (such as the law
“decree’ banning usurious transactions).
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m After depleting the Central Bank’s foreign reserves of hard currency to finance their
military operations, the Houthis resorted to overdraft withdrawals, exhausting the
Central Bank’s local currency reserves, which exceeded YR1.37 trillion. They also
manipulated the legal reserves of commercial and Islamic banks deposited at the
Central Bank in Sanaa.

m In 2015, the Houthis made overdraft withdrawals from the Yemeni Central Bank,
with the balance increasing from YR761 billion at the end of 2014 to YR1.52 tril-
lion at the end of 2015, reaching YR2.22 trillion by the end of 2016, and reaching
YR4.20 trillion by the end of 2021, in violation of Article 32 of the Yemeni Central
Bank Law No. 14 of 2000 and its amendments.
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The value of treasury bonds in Sana'a increased to YR1.82 trillion by the end of
2022. Additionally, the value of government bonds in Sana’a reached YR1.60 trillion
by the end of 2022. Islamic bonds also increased to YR120 billion in Sana‘a by the
end of 2022.

After the Houthi coup against the recognized government, the already fragile Yeme-
ni economy deteriorated, primarily due to the events of February 2011. This had an
impact on the stability of the Yemeni rial exchange rate against foreign currencies.
In 2015, the exchange rate was 215 riyals per dollar, but it reached 1300 riyals per
US dollar in 2022, based on the overall performance of the Yemeni economy. Mean-
while, the Houthis impose a fake exchange rate of 540 riyals per US dollar to take
advantage of the exchange rate differences for expatriate transfers, as they are the
final purchasers.

The instability of the Yemeni rial exacerbated the liquidity crisis in the banking sec-
tor. Compared to the dollar, the Yemeni rial lost its value multiple times since March
2015 when it was traded at 215 riyals per dollar. The Yemeni rial continued to de-
teriorate, reaching a record level of over 1400 riyals per dollar in July 2023 in Aden
and 540 riyals in Sana'a.

The decline and rapid fluctuations in the value of the local currency led depositors
to withdraw their savings from banks and convert them through unofficial markets
into foreign currencies, especially the US dollar and the Saudi riyal, in order to pre-
serve their value and take advantage of the growing purchasing power of foreign
currencies.

The decline in the value of the riyal caused some commercial banks to lose their for-
eign assets, especially those with foreign currency liabilities exceeding their assets.

Due to the collapse of the local currency, the local market witnessed a dollarization
process, and the people in Yemen started using the US dollar and the Saudi riyal as
a means of payment due to their stability. This further worsened the deterioration
of the Yemeni rial, and savings were converted into foreign currencies.
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m On September 18, 2016, the former Yemeni President issued a presidential decree
number 119, which stated the transfer of the Yemeni Central Bank from Sana'a
to Aden. Due to the improper implementation of the decision, it led to a division in
monetary policy and created additional pressures on the banking sector.

m The decision to transfer the bank to Aden was supposed to be accompanied by the
transfer of all the credit and debit balances of the Central Bank's accounts in Sana’a
to the Central Bank in Aden, in order to have full control over monetary policy. How-
ever, the partial and incomplete implementation created two monetary authorities
and led to several repercussions on the monetary situation, such as the prevalence
of checks over cash.

m The Yemeni Central Bank in Aden demanded commercial and Islamic banks to pro-
vide them with data related to their clients, considering it as a condition for partici-
pating in the auction system or documentary credits. On the other hand, the Houthis
warned and threatened the banking sector against dealing with the Yemeni Central
Bank in Aden, putting the banking sector in a difficult position between cooperating
with the Central Bank in Aden or succumbing to the Houthis' control.

m The disagreement in monetary policy resulted in the establishment of two main
centers for some commercial and Islamic banks, both operating independently from
each other and having separate accounts from those located in the other region.

m The Houthis isolated the banks in areas under their control from the global banking
sector, as well as other local banking structures, and forced them to pledge not to
deal with the Yemeni Central Bank in Aden or any of the monetary policy tools it
implements.

m The Houthi policies led to the complete separation and isolation of some bank
branches from their main centers, such as the Yemeni Commercial Bank, Coopera-
tive and Agricultural Credit Bank.
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m In light of the efforts of the Arab Coalition and the Yemeni Central Bank, the Cen-
tral Bank issued instructions in 2018 regarding the implementation of the import
process for basic foodstuffs through the Saudi deposit, in order to alleviate the
burden of the humanitarian crisis, facilitate foreign trade financing, and the flow
of goods. Howeuver, the Houthis, for the purpose of completing their control over
the banks, forced them not to deal with these instructions or any mechanisms
issued by the Yemeni Central Bank, and prevented them from participating in the
Central Bank's financing program, which significantly deepened the monetary
divisions between different regions and hindered the flow of funds, goods, and
increased the suffering of citizens.

m In September 2018, the Yemeni government issued decree number (75) to reg-
ulate the import process of fuel and basic commodities, which included the ne-
cessity for traders to open letters of credit with commercial banks operating in
Aden to ensure imports, with the obligation to deposit the equivalent amount of
the letters of credit in Yemeni riyals in the accounts held by the Yemeni Central
Bank in Aden.

m The government's action in Aden angered the Houthis, prompting them to issue
orders to commercial banks to use checks to cover letters of credit, in an attempt
to prevent the transfer of paper currencies outside the areas under their control.

m The Houthis threatened the banks if they complied with the directives issued
by the Yemeni Central Bank (Aden). In return, the Yemeni Central Bank in Aden
threatened commercial banks with fines if they did not provide the necessary
cash to cover the value of imports of open letters of credit.
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m In response to the import financing mechanism launched by the Yemeni Central
Bank in Aden, which requires importers to deposit cash with the Central Bank
in Aden to guarantee the opening of letters of credit, the Houthis imposed new
restrictions in December 2018 to prevent the transfer of money outside their
territories.

m The banking sector resorted to transferring banknotes through unofficial net-
works, but this process may entail high costs and risks due to the instability
resulting from the Houthi coup in Yemen, and indeed, the cost of transporting
banknotes to Aden has become high.

m = The Central Bank in Aden approved the issuance of new and old quantities of
local currency, while the Houthis refused to allow citizens to trade with these
newly printed notes. This prevented banks from receiving new depositors and
new deposits, exacerbating the liquidity crisis. In addition, the inflation rate has
been rising and the exchange rate has collapsed, with the cash flow concentrated
in specific areas, negatively affecting deposit flows to the banking sector.

m = Prohibition of trading new currency denominations in Houthi-controlled areas
has led to different prices for the same goods and services.

m = Houthis regularly inspect bank vaults and cash boxes in their controlled-areas
to ensure that banks are not dealing with the new currency. They also confiscate
any newly printed notes they find and use the confiscated funds for currency
speculation in areas under their control.
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Since the beginning of 2018, the Houthis have punished banks under the pretext
that they plan to transfer their main headquarters to Aden or carry out financial
transactions to open letters of credit under the mechanism of financing imports
through the Central Bank in Aden, according to Government Decision No. 75 of
2018.

Bank managers and senior employees have been interrogated, arrested, and de-
tained for dealing with the Central Bank in Aden. Houthis have interfered in their
operations and forced them to sell parts of their financial centers to Houthi trad-
ers or their affiliates.

The banking sector has attempted to distance itself from the ongoing conflict,
but the division in monetary policy has made it a target for the Houthis.

The most dangerous consequence of the division of the Central Bank is transfer-
ring banking operations from the regulated sector through commercial banks to
the unregulated sector, known as (banking sector), most of which is controlled by
Houthis.

The damage to the banking sector has included difficulties in dealing with foreign
banks, as they have refused to open accounts for Yemeni banks due to the coun-
try being classified as a high-risk nation. This is due to its dealings with Houthis
affiliated with the Iranian Revolutionary Guard and Hezbollah, both of which are
classified as terrorist organizations. Additionally, US banks have closed the ac-
counts of Yemeni banks and refused to engage with them. Furthermore, foreign
banks have rejected accepting incoming and outgoing transfers in US dollars to
and from Yemen.

For foreign banks that still deal with Yemeni banks, they have refrained from is-
suing documentary credits and, if approved, demanded cash collateral from Ye-
meni bank balances for these credits. They have also faced difficulties in trans-
ferring accumulated foreign currencies from Yemeni banks to their accounts in
foreign banks.
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m The Houthis have issued unconstitutional legislation targeting the private sector,
particularly banks. The most notable Houthi decrees and decisions include the
so-called law prohibiting usurious transactions, which prohibits any form of in-
terest and automatically forces banks to abandon their banking role.

m These Houthi decrees came after years of the banking sector suffering from a se-
vere liquidity crisis, making it unable to fulfill its obligations towards customers.
In light of this, customers’ withdrawals of their deposits and the interest result-
ing from them were restricted. atcH1

m Despite the Houthi decrees, some judicial bodies in Houthi-controlled areas have
issued judgments requiring banks to pay depositors’ funds, which are essentially
held by the Houthis and have been disposed of. arcH11+13

m The banking sector has issued a clear warning expressing the worsening situa-
tion of banks, warning of imminent bankruptcy and their inability to fulfill their
obligations to the public. atcHo

m The Yemeni Bank Association has called on the judiciary council affiliated with
the Houthis in Sana'a not to issue any judgments or judicial orders in favor of
depositors, demanding cash payment for any old obligations before 2016, under
the pretext that the Central Bank, under Houthi control, is unable to facilitate the
equivalent balances of banks. arcHo
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The Houthis have established more than a thousand commercial companies,
many of which have fake (ghost) names and forged documents, in order to cir-
cumvent government and international decisions that enhance anti-money laun-
dering and terrorism financing measures, and to evade pursuit and freezing of
funds under any international or UN sanctions.

The Houthis have relied on state institutions under their control to forge docu-
ments and conceal the true ownership of these companies, which operated in
the fields of fuel, food, medicine, military equipment, technology, and others.

The Houthis have forced banks to deal with these fake companies to cover up im-
port operations and conceal the real owners of these companies and the parties
involved in the transactions. Most of the newly established Houthi companies
were registered under the names of fake individuals with no prior experience in
trade or import.

After granting these fake companies licenses to operate, they opened bank ac-
counts with the banks under Houthi orders and directives.
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The Houthis have tightened their measures on commercial and Islamic banks in
Yemen by not accepting checks that customers try to cash from their accounts or
withdraw from their deposits since the end of 2015.

Since the beginning of 2016, the Houthis have forced commercial and Islamic banks
to reduce the withdrawal limit for customers from ATMs to less than $190 in five
transactions per day, with each transaction valued at $40, and the direct withdraw-
al limit for customers from banks to $400. During the fiscal year 2016, depositors
withdrew over YR300 billion from commercial banks.

At the beginning of 2017, the Houthis issued instructions to commercial and Islam-
ic banks to prevent depositors and customers from withdrawing their funds from
commercial and Islamic banks in Yemen prior to January 1, 2017, resulting in freez-
ing YR2.2 trillion of depositors’ funds.

Prohibiting depositors (public and private companies, traders, and citizens) from
withdrawing their funds from commercial and Islamic banks in Yemen has led de-
positors to keep their funds outside the banking sector in their private safes or with
money exchangers since the beginning of the fiscal year 2017, leading to the emer-
gence of a parallel cash market and the phenomenon of checks in exchange for cash.

The check in exchange for cash phenomenon in Yemen is “when the depositor or
customer obtains a portion of their deposited funds in Yemeni banks before 2016
in exchange for relinquishing a percentage of the check’s value to another party (an
exchanger or an influential Houthi)".

The check value is calculated with a discount of about 25% of its stated value at the
beginning of the liquidity crisis in the Yemeni banking sector, and the exchange val-
ue earned by the check holder outside the banks gradually decreases to half.

An example of this is Kamran Cigarette Manufacturing Company and the Japanese
exchanger during the fiscal year 2017, where Kamran Company supplied the sales
value to the Japanese exchanger, and then the Japanese exchanger issued checks
worth YR2,630,250,000 to commercial banks on behalf of Kamran Company, with
Yemen International Bank and Yemeni Bank for Reconstruction and Development as
the beneficiary banks. In return, the Japanese company received YR1,973,212,500
in cash.

» Another document showed that influential Houthis in Kamran National Company
received YR657,037,500.
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The Houthis have seized assets and bank accounts in commercial and Islamic
banks in Yemen for more than 2,000 private accounts. The Special Public Prose-
cutor (Houthi) directed an order (4376) on 17/11/2017 to freeze bank accounts
for 1,223 individuals.

The Chairman of the Special Criminal Court (Houthi), on 14/09/2019, also froze
and confiscated the bank accounts of 35 members of the House of Representa-
tives.

The estimated value of the confiscated assets from the deposit accounts in com-
mercial and Islamic banks in Yemen exceeds $1 billion from November 2017 to
December 2022.

The confiscated assets of the former President Abd Rabbuh Mansur Hadi amount
to $297.9 million in his accounts at the Tadhamon Bank, according to the at-
tached document:

ATCH 6
001-886-27110-000 Portfolio YR 31,289,623,900.00 124,659,856
112-682-211101-000 Current SAR 636,221,984.25 169,659,196

112-886-211101-000 Current YR 907,722,643.44 3,616,425




The Houthis issued a decree in Sana‘'a on March 22nd under the name of the
“Prohibition of Usurious Transactions Law.’

Many provisions of this decree contradict the constitution and other valid laws,
and it represents a violation of international agreements. Paragraph (9/A) of the
Houthis decree states: “All provisions, rules, laws, and international agreements
that allow usury in any form (interest, profits, contribution) are canceled’.

The Houthi decree will cause destruction to the banking system in the country,
leading to bank bankruptcies and closures.

Yemeni banks rely on income from interest to achieve 95% of their revenues
through loans provided by commercial banks, as well as participation and prof-
it-sharing by Islamic banks and postal savings. In addition to various types of
loans offered by commercial banks, such as real estate loans, car loans, project
loans, and personal loans, a commercial bank may specialize in one type or spe-
cific types of these loans. By suspending interest, the Houthi decree would cause
a complete paralysis of the banking sector.

Commercial banks obtain capital for loans from customer deposits, such as cur-
rent accounts, savings accounts, money market accounts, and certificates of de-
posit. Banks effectively lend to customers when they deposit money in these ac-
counts and in return receive interest. The interest paid by the bank to customers
is lower than the rate imposed on borrowers, allowing the bank to make a profit.

The Houthi decree legalizes the looting of people’s assets and confiscates their
acquired financial rights.
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m The decree is a divisive legislation that hinders the unification of the divided
banking system since September 2016.

m The danger lies in the Houthis canceling essential legal provisions that regulate
the collection of current and investment revenues for commercial and Islamic
banks in Yemen and the sources that generate these revenues in seven valid
laws, including the Commercial Law, Public Debt Law, Yemeni Central Bank Law,
Financial Law, Postal and Postal Savings Law, Banks Law, and Islamic Banking
Law.

m The Houthi decree legalizes the establishment of the Good Loan Fund, similar to
what the Lebanese Hezbollah and the Iranian Revolutionary Guard have done,
in order to provide free funding for Houthi leaders and their military operations
against Yemenis.
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m The Yemeni economy has continued to contract, with a significant cumulative
contraction in GDP in 2022. The gross domestic product (GDP) in 2022 decreased
to $20 billion, compared to $43.2 billion in 2014. The total cumulative losses for
Yemen in terms of declining national income amounted to $143.3 billion during
the period from 2015 to 2022. These losses are expected to increase due to the
ongoing Houthi coup.

m The Houthi's coup against the state, constitution, and law, and their ignition of
war in Yemen, have caused direct damage to physical and human capital, as well
as the displacement of millions of Yemenis internally and externally. This has led
to the exodus of skilled workers and capital, undermined confidence in the future
of the Yemeni economy, created a severe liquidity crisis for the banking sector
and the state budget, deepened the contraction of GDP, and left most state em-
ployees and retirees without salaries. It has also hindered many economic activ-
ities, including electricity, oil, gas, telecommunications, and others, which were
the lifeline of the national economy, exacerbating the humanitarian situation in
Yemen.

m Theaverage per capitaincome from GDP at current prices has decreased from ap-
proximately $1,287 in 2014 to $385 annually in 2022, with a cumulative change
rate of 70%. This means that more citizens are slipping below the national pover-
ty line, estimated at $600 per person per year.

m Estimates from the Central Statistical Organization show an increase in poverty
rates to over 90% by the end of 2022, compared to 49% in 2014, and a chronic
decline in the Yemeni per capita share of GDP at current prices compared to the
average per capita income in the world, the Middle East and North Africa region,
and similar countries such as Libya, Sudan, and Tunisia.
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m The Houthis' control over the Yemeni banking sector and their direct possession
of over 80% of the total value of depositors’ assets in commercial and Islamic
banks, using various means, including the so-called Banning Usurious Transac-
tions Decree in March 2023, which targets the banking sector and prevents it
from performing its basic function. They are also seeking to seize the remain-
ing depositors’ assets by using state institutions, especially the judiciary, which
threatens the collapse of the Yemeni banking sector in the near future, leading to
a situation similar to Lebanon.

Central Bank, Current Account 2,735,120.90

Central Bank, Legal Reserve 300,390.80
Other Balances 25,936.50

Total deposits with CBY 3,061,448.20

m The imposition by the Houthis of a decree banning usurious transactions de-
prives commercial banks of their main sources of revenue (interest, commission
fees for letters of guarantee, commission fees for opening documentary credits,
and other miscellaneous revenues).

m Eliminating the main sources of financing for traders, investors, and importers,
which are direct borrowing from commercial and Islamic banks in Yemen, will
force many traders to rely on non-banking sources for financing their business-
es, often illegitimate.
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m The balance of current accounts held by commercial and Islamic banks at the
Central Bank of Yemen in Sana’a increased to YR3,060 billion in June 2023, as a
result of the Houthi decree banning usurious transactions. This led to the trans-
fer of the value of treasury bills and other government papers owed by banks to
the frozen current accounts of the Central Bank of Yemen in Sana'a, raising the
percentage of current account balances for banks at the Central Bank to 80% of
the total deposit value in commercial and Islamic banks in Yemen.
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m Banks in Yemen are facing the biggest cash liquidity crisis, as they only possess
19% of the total deposit value for depositors, indicating increased risks for banks
in fulfilling their financial obligations to depositors amounting to YR3.81 trillion.
This indicator suggests the insolvency of commercial and Islamic banks.

Joill laslioi ,ill duledll Jigoil 020 aHg) iU W)
uicdgoll olol lailolfilu clogll oyl 0 ayylaill
gil>gll ioud lool Jo %19 YAuly silig

756 -
= 727 NS A T =
% 701 Ol
=" 552 -
3 367
336 +
332 -

2014 2015 2016 2017 2018 2019 2020 2021 2022

<+ 0 0 t

(1]

W
o
N
1
-

88 @dpaall glhéll @fgall jrasi | HOUTHI DESTRUCTION OF THE BANKING SECTOR



We do recommend the Yemen'’s Presidential Leadership Council and the government to
facilitate the transfer of bank centers to the liberated areas and create a suitable environ-
ment for them to operate away from the pressure of the Houthis.

Activating the role of the Economic Committee in supporting banks and formulating mon-
etary and financial policies that facilitate the work of banks and activate the role of vari-
ous government agencies.

Activating the performance of the National Committee for Combating Money Laundering
and Terrorism Financing and the Information Collection Unit, and enforce the provisions of
Law No. 1 of 2010 and its executive regulations as a basis for restoring the role of banks
and enforcing the provisions of the law.

We call on the international organizations to transfer their assets to banks operating in
liberated areas through the Central Bank in Aden and compel them to adhere to the legal
banking procedures issued by the Central Bank of (Aden).

We do recommend the Yemeni Central Bank (Aden) to establish mechanisms to incentiv-
ize banks to transfer their main centers to the liberated areas and, in return, impose strict
controls in coordination with central banks in different countries by imposing punitive
measures against banks that do not transfer their financial centers to the liberated areas.

We do recommend the depositors to take urgent action to recover what remains of their
assets in banks through various means.

We do recommend the depositors to form local and international unions and organiza-
tions against banks that refuse to bring back their assets and rights with their interests,
in accordance with deposit linking rules and the exploitation of bank balances abroad to
reclaim their rights.

We do recommend the Yemeni Central Bank (Aden) to impose its control over cash trans-
fers received in all areas of Yemen through the unified transfer network.

We do recommend the Yemeni Association of Banks to relocate its headquarters to the
liberated areas or to form a banks association in their areas of control that represents the
banks and speaks on their behalf to the international community, away from the domina-
tion of the Houthis.

We do recommend all shareholders of commercial and Islamic banks to break free from
the control of the Houthis over the management of shareholders’ assets in banks and
improve the condition of their banks before they are exposed to confronting the rights of
depositors.

We do recommend the Yemeni government to put Houthi figures on the international
blacklist, the Interpol list, the international sanctions list related to Yemen, and the US
Treasury list.
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Mohammed Al-Sayani Former Governor of the CBY (Sana'a);

Yusuf Ali Zubara Head of the Customs Authority, Sana'a - Former Chairman of the Payments Committee;
Saleh Ahmed Sha'aban Former Minister of Finance;

Hashem Ismaeel Ali Al-moayad Governor of the CBY (Sana'a);

Ahmed Abdel Qader Lutfy Deputy Governor of the CBY (Sana'a);

Ibrahim Ahmed Al-Houthi Chairman of the Board of Directors of the Yemeni Agricultural Bank
Ahmed Mohammed Ali Al-Shawtari Head of the Tax Authority (Sana'a);

Shamsan Mohsen Mohsen Abu Nashtan | Chairman of the General Authority for Zakat;

Saleh Misfer AlSha'er Judicial guard;

Abdo Ismaeel Rajeh Former Chairman of the Specialized Criminal Court;

Mujahid Al-'Amdi Current Chairman of the Specialized Criminal Court;

Ahmed Al-Qayz Specialized Criminal Prosecutor;

Abdullah Misfer Al-Sha'er Judicial guard's assistance;

Yahya Al-Khateeb The CBY (Sana'a);

Fawaz Al-Bana'a The CBY (Sana'a);

Abdo Al-Sayed General Manager of Yemen and Gulf Bank;

Tawfeeq Hutaish Deputy General Manager of the Yemen and Gulf Bank;

Sharaf El-Din Al-Kahlani Member of the Supreme Economic Committee;

Ibrahim Al-Haifi Chairman of the General Authority for Insurance and Pensions;
Ra'ed Saleh Misfer Al-Sha'er Judicial guard's assistance;

Wade'a Al-Sada Head of the Information Collection Unit at the CBY (Sana'a);
Rashid Abu Lahoum Minister of Finance;

Sami Al-Siyaghi Agent of the banking operations sector

Nabil Montaser Former agent of the CBY for the Banking Supervision Sector
Mohammed Hajash Payments Committee

Ameen Faye'a Payments Committee
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Ahmed Mohammed Hajar

Member of the Board of Directors of the CBY

Hishab Abdul Karim Al-'Atna

Member of the Board of Directors of the CBY

Hamoud Ali Al-Najjar

Member of the Board of Directors of the CBY

\Khaled Mohammed Khaleel

Director of the Economic Department in the Houthi Intelligence Service Y
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