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Bahrain Islamic Bank B.S.C.
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1 Background

The Public Disclosures under this section have been prepared in accordance with the Central Bank of
Bahrain (“CBB") requirements outlined in its Public Disclosure Module (“PD"), Section PD-1: Annual
Disclosure requirements, CBB Rule Book, Volume Il for Islamic Banks. Rules concemning the disclosures
under this section are applicable to Bahrain Isiamic Bank B.S.C. (the "Bank”) being a locally incorporated
Bank with a retail banking license, and its subsidiary together known as (the "Group®).

The Board of Directors seeks to optimise the Group's performance by enabling the various Group business
units to realise the Group’s business strategy and meet agreed business performance targets by operating
within the agreed capital and risk parameters and the Group risk policy framework.

2 Capital Structure and Capital Adequacy

The primary objectives of the Group’s capital management are fo ensure that the Group complies with
externally imposed capital requirements and the Group maintains strong credit ratings and healthy capital
ratios in order to support its business and to maximise shareholders’ value.

The Group manages its capital structure and makes adjustments to it in the light of changes in economic
conditions and the risk characteristics of its activities. In order to maintain or adjust the capital structure, the
Group may adjust the amount of dividend payment to shareholders, return capital to shareholders or issuing
sukuk etc. No changes were made in the objectives, policies and processes from the previous years.

The Group's capital structure is primarily made up of its paid-up capital, including share premiurn and
reserves. From a regulatory perspective, the significant amount of the Group's capital is in Tier 1 form as
defined by the CBB, i.e., most of the capital is of permanent nature.

The Group's capital adequacy policy is to maintain a strong capital base to support the development and
gro f the business. Current and future capital requirements are defermined on the basis of financing
faciiities growth expectations for each business group, expected growth in off-balance sheet facilities and
fature sources and uses of funds. To assess its capital adequacy requirements in accordance with CBB
requirements, the Group adopts the Standardised Approach for its Credit Risk, Basic Indicator Approach for
its Operational Risk and Standardised Measurement Approach for its Market Risk. All assets funded by
profit sharing investment accounts are subject fo Board approval.

All transfer of funds or regulatory capital within the Group is carried out after proper approval process.

As part of the risk management practice, the Group has already implemented Sunguard system to be Basel
Il compliant as prescribed by CBB.

For the purposes of guidance every table was cross referenced with the relevant paragraph number of the
Central Bank of Bahrain's Public Disclosures Module.
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2 Capital Adequacy (continued)

Tabie - 1. Capital Structure (PD-1.3.12, 1.3.13, 1.3.14 and 1.3.15)

The following table summarises the eligible capital as of 31 December 2011 after deductions for Capital

Adeguacy Ratio (CAR) calculation;

Components of capital

Issued and fully paid ordinary shares
General reserves
Legal / statutory reserves
Share premium
Refained eamings / losses (excluding current year net income/loss)
Less:

Net Losses for the year

Unrealised gross losses arising from

fair valuing equity securities

Tier 1 Capital before PCD deductions

Unrealised gains arising from fair
valuing equities (45% only)

Tier 2 Capital before PCD deductions

Total available capital

Deductions
Significant minority investments in banking,
securities and other financial entities unless pro-rata consolidated
Investment in insurance entity greater
than or equal to 20%
Excess amount aver materiality thresholds in case of
investment in commercial entities
Excess amount aver maximum permitted
large exposure limit

Total Deductions

Tier 1 and Tier 2 eligible capital before
additional deduction

Additional deduction from Tier 1 to absorb
deficiency in Tier 2

Tier 1 and Tier 2 eligible capital
TOTAL ELIGIBLE CAPITAL

Tier 1 Tier 2
BD’000 BD'000
93,404 -

1,000 -
10,267 -
43,936 -
(24,958) -
(17,100) -

(4,611) -
101,938 -
315
315
102,253
(2,661) (2,661)
(915) (915)

(5,367) (5,367)

(6,020) (6,020)
(14,963) {14,963)
86,975 (14,648)
(14,648) -
72,327 (14,648)

72,327 .
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2 Capital Adequacy (continued)

Table — 1. Capital Structure (PD-1.3.12, 1.3.13, 1.3.14 and 1.3.15) (continued)

Total Credit Risk Weighted Assets
Total Market Risk Weighted Assets
Total Operational Risk Weighted Assets

TOTAL REGULATORY RISK WEIGHTED ASSETS

CAPITAL ADEQUACY RATIO .

Minimum requirement

Table - 2. Capital requirements by type of Islamic financing contracts (PD-1

3.47)

Amount of
exposures

BD'600

466,661
14,288
52,968

533,917

13.55%

12%

The following table summarises the amount of exposures as of 31 December 2011 (gross of deductions)
subject to standardised approach of credit risk and related capital requirements by type of Islamic financing

contracts;
Risk
Weighted Capital
Assets requirements
BD’000 BD’000
Type of Islamic Financing
Murabaha receivables® 64,264 7,712
Due from banks and financial institutions 15,103 1,812
Musharaka investments® 29,544 3,545
investment in Fund 46,565 5,588
investment in Sukuk 9,112 1,093
ljarah muntahia bittamieek™ 30,996 3,720
ljarah rental receivables 2,897 348
198,481 23,818
Other credit exposures 268,180 32,182
466,661 56,000
*The risk weighted assets have been allocated on pro-rata basis due to system limitation.
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2 Capital Adequacy (continued)

Table — 3. Capital requirements for market risk (PD-1.3.18)

The following table summarises the amount of exposures as of 31 December 2011 subject to standardised
approach of market risk and related capital requirements;

Market Risk - Standardised Approach

Foreign exchange risk ( BD'000 ) 1,143
Total of Market Risk - Standardised Approach 1,143
Multiplier 12.5

'RWE for CAR Calculation { BD'000 ) 14,288
Total Market Risk Exposures ( BD'000) 14,288
Total Market Risk Exposures - Capital Requirement ( BD'000 ) 1,715

Table - 4. Capital requirements for operational risk (PD-1.3.30 (a & b} and PD-1.3.19)

The following table summarises the amount of exposures as of 31 December 2011 subject to basic
indicator approach of operational risk and related capital requirements;

Indicators of operational risk

Average Gross income ( BD'000D ) 28,249
Multiplier 12.5
353,117
Eligible Portion for the purpose of the calculation 15%
Total Operational Risk Exposure ( BD'000 ) 52,968
Total Operational Risk Exposures - Capital Requirement ( BD'000 ) 6,356

Table - 5. Capital Adequacy Ratios (PD-1.3.20)

The following are Capital Adequacy Ratios as of 31 December 2011 for total capital and Tier 1 capital,

Total capital  Tier 1 capital
ratio ratio

Top consolidated level 13.55% 13.55%
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3 Risk Management '

3.1 Bank-wide Risk Management Objectives

The risk management philosophy of the Group is to identify, capture, monitor and manage the various
dimensions of risk with the objective of protecting asset values and income streams such that the interest of
the Group's shareholders {and others to whom the Group owes a liability) are safeguarded, while
maximising the returns intended to optimise the Group's shareholder return while maintaining it's risk
exposure within self-imposed parameters.

The Group has defined its risk appetite within the parameters of its Risk Strategy. The Group reviews and
realigns its risk appetite as per the evolving business plan of the Group with changing economic and market
scenarios. The Group also assesses its tolerance for specific risk categories and its straiegy to manage
these risks.

In addition to satisfying the minimum regulatory capital requirements of CBB, the Group seeks to constantly
identify and quantify, to the extent possible, the various risks that are inherent in the nocrmal course of its
business and maintain appropriate internal capital levels as per the ICAAP framework. The main objective
of the Group’s ICAAP is to ensure that adequate capital is retained at all times to support the risks the
Group undertakes in the course of its business.

The Group has an established internal capital adequacy assessment process (ICAAP) as per the
requirements under Pillar Ill of the Basel Il. ICAAP prescribed measures are designed to ensure
appropriate identification, measurement, aggregation and menitoring of the Group's risk. It also defines an
appropriate level of internal capital in refation to the Group's overall risk profile and business plan.

3.2 Strategies, Processes and Internal Controls

3.21  Group’s risk strategy

Capital Management policies and Risk Charter define the Group's risk strategy. Comprehensive Risk
Management Policy Framework is approved by the Board. These are also supported by appropriate limit
structures. These policies provide an enterprise-wide integrated risk management framework in the Group.

The risk charter identifies risk objectives, policies, strategies and risk governance both at the Board and the
management level. The capital management policy is aimed at ensuring financial stability by allocating
enough capital to cover unexpected losses.

Limit structures serve as key components in articulating risk strategy in quantifiable risk appetite. They are
further supported by a comprehensive framework for various risk silos with its own policies and
methodology documents. In addition, the Group is in the process of implementing various risk systems to
help quantify not just the regulatery capital but also the economic capital allocated to various portfolios.

The Group is exposed to various types of risk, such as market, credit, profit rate, liguidity and operational,
all of which require the comprehensive controis and ongoing oversight. The risk management framework
summarises the spirit behind Basel Il, which includes management oversight and control, risk culture and
ownership, risk recognition and assessment, control activities and segregation of duties, adequate
information and communication channels, monitoring risk management activities and correcting
deficiencies.
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3 Risk Management (continued)
3.2 Strategies, Processes and Infernal Controls {confinued)

3.2.2 Creditrisk

The Group manages its credit risk exposure by evaluating each new product/activity with respect to the
credit risk introduced by it. The Group has established a limit structure to avoid concentration of risks for
counterparty, sector and geography.

3.2.3  Market risk

The Group proactively measures and monitors the market risk in its portfolio using appropriate
measurement techniques such as limits on its foreign exchange open positions although they are
insignificant. The Group regularly carries out stress testing to assess the impact of adverse market
conditions cn its market risk sensitive portfolio.

The Group has established a limit structure to monitor and control the market risk in its equity type
instruments portfolio. These limits include maximum Stop-loss limits, position iimits, VaR limits and maturity
limits.

3.24  Operational risk

The Group has implemented SunGuard's Operational Risk Management system "SWORD' for recording the
potential risks, controls and events on a continuous basis. As part of implementation, the Group has carried
out Risk Control Self Assessment (“RCSA") exercise on a regular basis. The system also measures the
Operational risk appetite based on the predefined limits/thresholds.

The Group has established a ciear segregation of duties, through documentation and implementation of
policies and procedures. This ensures objectivity, security and avoids conflicts of interest. Maker checker
concept and dual eye principles are applied across the Group, where possible.

3.2.5 Equity price risk’

Equity price risk is the risk that the fair values of equities decrease as a result of changes in the levels of
equity indices and the value of individual stocks. The equity price risk exposure arises from the investment
portfolio. The Group manages this risk through diversification of investments in terms of geographical
distribution and industry concentration.

3.26  Profit rate risk :

Profit rate risk arises from the possibility that changes in profit rates will affect future profitability or the fair

values of financial instruments. The Group's management believes that the Group is not exposed tfo.
material profit rate risk as a result of mismatches of profit rate repricing of assets, liabilities and equity of

investment accountholders. The profit distribution to investment accountholders is based on profit sharing

agreements. Therefore, the Group is not subject to any significant profit rate risk.

However, the profit sharing agreements will result in displaced commerciai risk when the Group's resulfs do
not allow the Group to distribute profits inline with the market rates.

3.2.7 Displaced Commercial Risk

Displaced commercial risk ("DCR") refers fo the market pressure to pay returns that exceeds the rate that
has been earned on the assets financed by the liabilities, when the return on assets is under performing as
compared with competitor's rates.

The Group manages its displaced commercial risk by placing gap limits between the returns paid to
investors and market returns. :

The Group manages its displaced commercial risk as cutlined in the Risk Charter of the Group. The Group
may forego its fee in case displaced commercial risk arises. The Group benchmarks its rates with other
leading banks in the market.

All the above strategies used have been effective throughout the reporting vear.
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3 Risk Management (continued)

3.3 Structure and Organisation of Risk Management Function

Risk Management Structure includes all levels of authorities (including Board level Risk committee),
organisational structure, people and systems required for the smooth functioning of risk management
processes in the Group. The responsibilities associated with each level of risk management structure and
authorities include the following:

The Board retains ultimate responsibility and authority for all risk matters, including:

a Establishing overall policies and procedures, and
b. Delegating authority to Executive Committee, Credit Committee, the Chief Executive Officer and
further delegation to the management to approve and review.

CREDIT & RISK MANAGEMENT
General Manager —
C&RM
Secretary / (Dr. Salah Addeen
Admin. Asst. Saeed)
Risk
Management
(Nadia Abu
Alrab}
Asst. General Senior Manager Senior Manager - Senior
Manager — Risk & = Credit Review Credit Manager —
Compliance & Analysis Administration Legal ]
(Pr. Mohammed {Ahmed Sharif (Mohammed Al {Salah Yaseen)
Belgami) Taha) Khaja) Legal Clerk
{Hamad Al
Araifi)
Assistant
Manager —
Credit Review & A
Analysis Man.agf:rT = o E
(Siddharth Creditlimit | 2 - Manager—
Kurmarh Control . N_otqnzatlon H
{Khulood Al E oo c{vacant) E
Zayani) L A T
PRIy
Manager — Risk Manager — . l ll
Management ger Assistant
= Compliance Manager — Officer -
(Srinivas {Khalid A. Nass ) i i
Nallamothu) . Deal Booking Security Control Officer =
{Salah Dawood & Archiving Notarization
Al Ansari) {Buthaina Al {Sultan Abdulla)
I Dossari)
| !
Assistant -
Manager — Risk Officer - ! MI_S :
Compliance Deal Booking Staff A~ Officer -
Management (Mohammed (Fatima A Security Control o
{Ebtisam A. . L . - Notarization —
; Ali Al Tamimi} Qadir) & Archiving (Abduila Mohd}
Karim) {Nihad Shaban)
l
Staff A= Credit Officer - MIS & |
Review & Deal Inquiry & Supervisor -
Analysis Booking Notarization
(Zainab Al {Ali Mahmood) {Mushari
Hazeem) Ahmed)
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3 Risk Management (continued)

3.4 Risk Measurement and Reporting Systems

Based on risk appetite of the Group, the Group has put in place various limits. These limits have been
approved by the Board of Directors. Any limit breaches are reported to the respective senior management
committees and the Board by the Credit and Risk Management Department (“CRMD"). The limits are
reviewed and revised at least on an annual basis or when is deemed required.

The Group has developed a risk measurement and reporting system that generates various types of reports
which has enhanced the monitoring process of the Group.

3.5 Credit Risk

3.5.1 Introduction _

Credit risk is the risk of financial loss if a customer or counterparty fails to meet an obligation under a
contract. It afises principally from lending and investment activities. The Group controls credit risk by
monitoring credit exposures, and continually assessing the creditworthiness of counterparties. Financing
contracts are mostly secured by collateral in the form of mortgage financed or other tangible securities.

The Group manages and confrols credit risk by setting limits on the amount of risk it is willing to accept in
terms of counterparties, product types, geographical area and industry sector. The Group has established a
credit quality review process to provide early identification of possible changes in the creditworthiness of
counterparties, inciuding regular collateral revisions. Counterparty limits are established by the use of a
credit risk classification system, which assigns each counterparty a risk rating. Risk ratings are subject to
regular revision by the Credit Review and Analysis Department (‘CR&AD"). Any changes to the Credit Risk
Policy will be approved by the Board.

All credit proposals undergo a comprehensive risk assessment examining the customer's financial
condition, trading performance, nature of the business, quality of management, and market position, etc. in
addition, the Group's internal risk rating model scores these quantitative and qualitative factors. The credit
approval decision is then made and terms and conditions are set.

Exposure limits are based on the aggregate exposure to counterparty and any connected entities across
the Group. Corporate contracts/facilities are reviewed on an annual basis by CR&AD.

3.5.2 Types of credit risk
Financing contracts mainly comprise Due from banks and financial institutions, Murabaha receivables,
Musharaka investments and ljarah muntahia bittamleek.

Due from banks and financial institutions
Due from banks and financial institutions comprise commodity murabaha receivables and wakala
receivables.

Murabaha receivables

The Group finances these transactions through buying the commodity which represents the object of the
Murabaha contract and then resells this commaodity to the Murabeh (beneficiary) at a profit. The sale price
(cost plus profit margin) is repaid in instalments by the Murabeh over the agreed period. The transactions
are secured at times by the object of the Murabaha contract (in case of real estate finance) and other times
by a total collateral package securing the facilities given to the Murabeh.

Musharaka investments

Musharaka is a form of parinership between the Group and its clients whereby each party contributes to the
capital of partnership in equal or varying degrees to establish a new project or share in an existing one,
whereby each of the parties becomes an owner of the capital on a permanent or declining basis. Profits are
shared in an agreed ratio, but losses are shared in proportion to the amount of capital contributed.

ljarah Muntahia Bittamieek
The legal title of the assets under ljarah muntahia bittamleek only passes to the lessee at the end of the
ljarah term, through gift, consideration or gradual sale, provided that all ljarah instalments are settled.

10
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3 Risk Management {(continued)
35 Credit Risk (continued)

3.5.3 Past Due and impaired Islamic financing

The Group defines non-performing facilities as the facilities that are overdue for period of 90 days or more.
These exposures are placed on a non-accrual status with income being recognised to the extent that it is
actually received. it is the Group's policy that when an exposure is overdue for a period of 90 days or more,
the whole financing facility extended is considered as non performing, not only the overdue
instaiments/payments.

As a policy the Group places on a non-accrual basis any facility where there is reasonable doubt about the
collectability of the receivable irrespective of whether the customer concerned is currently in arrears or not.

3.5.4 External credit assessment institutions

The Group relies on external ratings for rated corporate customers and counterparties. The Group uses
Standard & Poor's, Fitch, Moody's and Capital Intelligence to provide ratings for such counterparties. In
case of unrated counterparties, the Group will assess the credit risk on the basis of defined parameters.
These ratings are used for risk assessment and calculation of risk weighted equivalents.

3.5.5 Definition of Geographical distribution

The geographic distribution of the credit exposures is monitored on an ongoing basis by Group's Risk
Management Department and reported to the Board on a quarterly basis. The Group's classification of
geographical area is according to its business needs and the distribution of its portfolios.

3.5.6 Concentration risk

Concentration risk is the credit risk stemming from not having a well diversified credit portfolio, i.e. being
overexposed to a single customer, industry sector or geographic region. As per CBB’s single obligor
regulations, banks incorporated in Bahrain are required to obtain the CBB's prior approval for any planned
exposure to a single counterparty, or group of connected counterparties, exceeding 16% of the regulatory
capital base.

In order to avoid excessive concentrations of risk, the Group's policies and procedures include specific
guidelines to focus on maintaining a diversified portfolio. Identified concentrations of credit risks are
controlled and managed accordingly.

3.5.7 Credit risk mitigation

Credit risk mitigation refers to the use of a number of techniques, like colaterals and guarantees to mitigate
the credit risks that the Group is exposed to. Credit risk mitigants reduce the credit risk by allowing the
Group fo protect against counterparty non-performance of credit contracts through collaterals, netting
agreements and guarantees.

Generally, the Group extends credit facilities only where supported by adequate tangible collateral security
and/or audited financial statements. Facilities may be considered without adequate tangible collateral
security, when audited financial statements reveal satisfactory financial position/repayment ability and the
facilities are properly structured and supported by assignments, guarantees, etc. as appropriate. Name
lending (i.e. lending without audited financial statements and tangible collateral security) is discouraged and
is approved only on an exceptional basis after careful analysis of the quality of the customer, market
reputation, approximate personal net worth etc. '

In general, personal guarantees of the partners/promoters/directors of the borrowing entity are obtained in
support of credit facilities. In all cases, a statement of net worth of the guarantor is to be compiled by the
Account Officer, so that adequate information is available at a future date in case the guarantees need to
be enforced.

11
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3 Risk Management (continued)
35 Credit Risk (continued)

3.5.7 Credit risk mitigation {continued)

The market value of tangible collateral security are properly evaluated by the Group approved valuers (for
properties) or based on publicly available quotations. Only the Loan-able Value of such security is taken into
account while considering credit facilities.

From time to time, the Credit and Investment Committee reviews and approves the loan-able value of
securities. It has also approved a list of acceptable securities.

The majority of the Group’s current credit portfolio is secured through mortgage of commercial real estate
properties. The Group may dispose off the assets as a last resort after carrying out due legal process.

3.5.7.1 General policy guidelines of collateral management
Acceptable Collaterals: The Group has developed guidelines for acceptable collaterals. Assets offered by
customers must meet the following criteria to quantify as acceptable collateral:

a. Assets must be maintaining their value, at the level prevalent at inception, until maturity date of the
facility granted,;

b. Such assets should be easily convertible into cash, if required (liquidity);

c. There should be a reasonable market for the assets {marketability); and

d. The Group should be able to.enforce its rights over the asset if necessary (enforceability).

Ownership: Prior to valuation or further follow up on the offered collateral, Credit Administration ensures
satisfactory evidence of the borrower’s ownership of the assets.

Valuation: All assets offered as collateral are valued by an appropriate source either in-house (through
another department in the Group) or by an external appraiser (real estate related collateral). The Group
maintains a list of independent appraisers, approved by management.

a. Valuation of shares and goods: Where competent staff is available within the Group, the
valuation is conducted in-house. The Group performs in-house valuation on the following types of
securities:

. Pledge of shares of local companies;

= Pledge of international marketable shares and securities; and

. Pledge and hypothecation of goods.

International shares are valued at the quotes available from stock exchanges, periodicals, etc.

b. Valuation of real estate and others: Besides assets mentioned above the valuation of following
securities are also conducted:

. Real Estate;
. Equipment and machinery; and
. Precious metals and jewellers.

The Credit Administration requests the concerned department to arrange for the valuation from approved
valuators. :

12
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3 Risk Management (continued)

3.5 Credit Risk (continued)

3.5.7 Credit risk mitigation (continued)

3.5.7.1 General policy guidelines of collateral management {continued)
The following additional guidelines are also followed by the Group:

a. No facility should be disbursed until credit documentation is properly signed and
security/guarantees required have been signed and registered, where required. Exceptional cases
can be considered by sanctioning authorities; and

h. All documents received as security or support for credit facilities will be lodged in the safe custody
through the Credit Administration and should be kept under dual control. Group must ascertain
that collateral providers are authorised and acting within their capacity.

3.5.7.2 Guarantees

In cases where a letter of guarantee from parent company or a third party is accepted as credit risk
mitigants, the Group ensures that all guarantees are irrevocable, legal opinion has been obtained from a
legal counsellor domiciled in the country of guarantor (overseas) regarding the enforceability of the
guarantee, if the guarantor / prime obligor is domiciled outside Bahrain and ali guarantees should be valid
until full settlement of the facilities. Also no maturity (negative) mismatch is permissible between the
guarantee and exposure.

3.5.7.3 Custody/ collateral management

The assets, or title to the asset, will be maintained in the Group’s custody or with custodian approved by the
Group. The Credit Administration will obtain confirmation of the assets held with each custodian on an
annual basis.

The release of collateral without full repayment of all related financial obligations requires authorisation of
the same level that originally approved and sanctioned the facility. Substitution of collateral is permitted if
the new collateral would further minimise the Group’s risk exposure.

When collateral is released to the customer, the Head of Credit Administration obtains and maintains in his
records acknowledgement of receipt from the customer or his/her authorised representative.

358 Counterparty credit risk

The Group has adopted the Standardised Approach to allocate capital for counterparty credit risk. The
Group has put in place an internal counterparty limit structure which is based on internal/external ratings for
different types of counterparties. The Group has also set concentration limits as a percentage of its capital
based on internal and external grades. In case of a counterparty rating downgrade/deterioration, the Group
may require further collateral or advise the counterparty fo reduce its exposure on a case by case basis.

3.5.8.1 Exposure

The measure of exposure reflects the maximum loss that the Group may suffer in case counterparty fails to
fulfil its commitments. Exposure shall always be calculated on the basis of approved limits or actual
outstanding exposure (Financing facilities, Investments or others), whichever is higher.

3.5.8.2 Counterparty

A counterparty is defined as an obligor (individual/company/other legal entity), a guarantor of an obligor, or
a person receiving funds from the Group, the issuer of a security in case of a security held by the Group, or
a party with whom a contract is made by the Group for financial transactions.

13
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3 Risk Management (continued)

3.5 Credit Risk (continued)
3.5.8 Counterparty credit risk (continued)

3.5.8.3 Group exposure

Group exposure is defined as the total exposure to all counterparties closely related or connected to each
other. For this purpose, Group is two or more counterparties related in such a way that financial soundness
of one may affect the financial soundness of the other(s) and one of them has a direct or indirect control
over other(s).

3.5.8.4 Connected counterparties

Connected counterparties are companies or individuals connected with the Group or its subsidiaries and
associated companies (whether such association is due to control or shareholding or otherwise), Directors
and their associates (whether such association is due to control, family links or otherwise), members of the
Shari'a Supervisory Board, management and other staff and shareholders holding more than 10% or more
of the equity voting rights in the Group.

3.5.8.5 Large exposure

Large exposure is any exposure whether direct, indirect or funded by equity of investment accountholders
to a counterparty or a group of closely related counterparties which is greater than or equal to 10% of the
Group’s capital base.

Prior written approval from the CBB is required in the following cases:

a. If any countérparty (single/group) exposure exceeds 15% of Group's Capital Base; and
b. If any facility (new/extended) to an employee is equal or above BD100, 000 (or equivalent).

3.5.8.6 Maximum exposure
The Group has set an internal maximum exposure limit in the light of CBB guidelines.

3.5.8.7 Reporting

The Group reports large counterparty exposures (as defined above) to CBB on periodic basis. The Group
reports the exposures on a gross basis without any set-off. However, debit balances on accounts may be
offset against credit balances where both are related to the same counterparty, provided the Group has a
legally enforceable right to do so.

3.5.8.8 Other matters
As a Group's strategy exposure to connected counterparties may be undertaken only when negotiated and
agreed on an arm's length basis.

The Group shall not assume any exposure to its exiernal auditors.
3.5.9 Related party transactions

The disclosure relating to related party transactions has been made in the consolidated financial statements
as of 31 December 2011. All related party transactions have been made on arm'’s length basis.

14




Gl

$06°685 0s0'cls YE¥'vLT Z81'9.L2

- - Zz8'0l €60°0}

- - S0L°2 856'9
5v8°'9 8012 9es 59.

- - 200901 800°64)
18926 15628 £96°6 65%'6

- - 126'9 96¢°6

- - _£88's 1S4
LIG'ES r{1 4% 820°¢9 0eL'es
z99‘08 0c8'e8 §19'8 210'6
£18%0Z 09£Z81 $£0°22 rAL:N ]
£9g‘szL Z9Epe1 $0S'E L X1 40
gLv'Le s¥z'oz 90v'el act'sl
000.0d9 000,09 000.g9 008,09
Jeaf amsodxo Jeaf asnsodxe
ay} saA0 HpaLd aly} JaA0 Hpaio
aunsodxe sso4f fejog  ainsodxa sso4b jerot
}ipeso ssoib }pala ssoil
abelaay, abesany,

unosdy UNODIB JUDLIND

juaumsaaul bupieys jyold

pue eydes umg

‘seoUEB|Eq puUs YluoW Uo paseq peindwos eie saouB|ieq abe1ony,

ejol

selgel] Wwabunuoo pue sjusWHWWeD

papunjun

sjasse Jauln

so|qeAle0a] [BjUa) Yele)

solpedod Juaunsaau|

}as|WelIq BIEINL YeIE])

sjasse yelel] ul juaunsaau|

SO|EID0SSE U] JUSW)SOAU|

SJUBLLISaAU|

SIUBLIISIAU] BYRIBYSNIIA

sajqealasal eueqeinpy

SUORNYISUI [EIDUEUY PUB SHUEQ WOl 8na
jueg jesusn) pue

SyuUBq UM SSOUBJEG PUB USED

papund

YvISd) unoooe Juawissaul Bulleys jyold pue JUNOIoE JuaLIND pue [BYdes umo 0} pajedo|e L10g

1aquiaoa(] L papua Jeak ay) Jano seinsodxa pspunjun pue um.u::h s506 obeloAe pue | Lz Jaquianaq LE Jo Se alnsedxa Jpalo papunjun pue papun) ssolb Jo junowe sy} seslewwns ajge) Bulmojio) ayL

{{e)ez ¢’ L-Qd) aansodx3 ySIY Hpal "9 - 3|qeL
SRy Npaa] g€

uawabeue ysiy g

(paupneUN) 1102 J9qWIada( L papua Jeak au) 1o}

saunsopsId 11 JBllld ‘1l [9seg

'0'gg yueg Jluwle[s| ulelyeg



9l

-uoneladioou; §o Anunoa sADedIBIUNCD Uo paseq S| sinsodxa Npato Jo adk; fofew Aq sesie ueayuBs ol aInsodxa Jo uonngusip |eaydeiBoss

090'¢28 - 98955 vi9°9) - £80°992 z95°} S69°YSZ 2e9'L 612

- - - - - 8569 - 856'0 - -
201°2 - 8012 - - 592 - 69. - -

- - - - - 800'511 - 800°GLL - -
166'L8 - 156°28 - - 65¥'6 - 85¥'6 - -

- - - - - 967’6 - 96%'6 - -

- - - - - [£-]0y1 - LG - -
Zol'ls - 26115 - - 0gL'es 805'L 219'08 662'G 058
9£8‘ce - 9c8'eq - - L10'6 - L10'6 - -
09£°Z81 - 0oe'zel - - zL9'sl - Z19'6l - -
Zos'vel - 889°211 FL9'0L - 15¥'vl - 859'2) £6L'1 -
S¥zZ'9z - svz'ne - - ot¥'sl $5 ¥56'EL ¥8 PPEL
000.adg 000.a9 000,49 000.09 000.ag oop.ag 000,08 000,42 000.09 000,09
1ejog ejsy 1seq wQPSm_ equsiuy jejof eIsy jsegq mQOLSm eaLally

40359 SIpPIN YpoN J0 1584 aIppPIN YLION
eaJe oiydesboss) , ea.e onjdesboasy ,

JUn022Y Jusunsesul BULIBYS J0Id

Junoo2e JUALIND ple [e)ded ump

1ejoL

S]8ssE JaUI0)

S3|(eA1929] [ejual yelel]
satadoid Juswisaau]
¥9aUIeRIq BIYEIUNLW Yele]]

S)e8Se YRIB]| U JUSLW]SaAY)|
SOJEID0SSE Ul JUALUISIAU]
SjuBLISaALY]

SJUBWISaAL] BYRIBYSN

: So|geAI208) ByBgRINGY

SUORNIYSUI [EIOUBLY pUEe SHUEeq WoJj ang
jueg |enusD pue

siueq YUm SaoUeleq pue ysed

‘ainsodxa Jpato jo sedk) Jofew Aq seaie Jusoiiubls ojul UMOP USNCIq '] L0Z Jaqwasaq LE o se sainsodxe Jo uchinglsip oiydeiboal au) saslewwns Jjge} Buimo|o) syl

{{g)ez-¢ 1-ad) umopyeaug osjydesboan - ysiy 3ipai1) *2 - ajqel

(ponuguod) ystyPpatny  §¢

{panugnuo2) juswabeuey ysiy g

(paupneUN) |1.0Z JoqWa2aq L¢ papus Jeak au} 1o}

sainsoosia |l Jelid ‘| [eseg

'1)'g'g yueg dlwels| uelyeq



Ll

zel'alz Li'ee 1Eg'e 0L9'L) 8zZZ L5¥'3¥1 acl'sy skL'st : |e1oL
86004 ov5 - - - 8u5 208 999'g soIppqel wabunuod
puge SJUSLIILIWOD)
papunjun
856 gs6'9 - - - . - - sjesse JatiQ
s9L 59l - . - - - - S8|qeAladal [Biued yelel|
200'gHL - - - - 800'SLL - - salpadold Juswisaau|
Bs¥'s 1 - gee 228} vi6'T vza 292 yo9|weNIg elyejunw yeel
961’8 . - - - 9616 . - S]9SSE Yele(| ul Juswisaau;
L'z . - - - - 1512 - ST)EIN0SSE ] JUBLISaAU|
ocL'ss res'er 19'T - 6oL y25'5H 66Tl b6z sjuswisanuj
L10 o6Y 9ze zol'y - 20E'C - 1L SlUBLLISSAU] BYERIBYSNY
zi9'sh €2 veg 055'6 169 605° 880'Z spo's ) s8jqeAlsdal eyeqeiniy
Ler'pl - - - - - 15h'pL - : suonsul [eroueuy
pue syueq wol ang
9cr'sh 0zZ}L - - - - 91e's - dued [edjuad pue
SHUBQ UM SSIUBLE(] pUE UsSED
papundg
o00.08 000.08 o00.09 oo0.ag 000,09 ooo.q8 o00.09 000,09
jerol sRiNo uonesiuebio RN uolBIAY ElEE] suonmisuf Hupopapinuey
‘ = iA0D < feay feoveud pue .
9 jeUOSIag ) ple syueg Stippes}
Jopoag Apsnpuyy

Junoaoy Juasng pue feydes UMO
‘ainsodxa Jipaso jo sadi) Jolew ojul umop uexolq 'Alsnpul AQ L LOZ JBquesaq LE 10 Se SauNsodxe papunjun pue papun) jo uonnqUsIp au} SIsLBWLINS 3]qE] Bumoyjo) syl
((9)ez'¢’1-ad) umopyeasg Jojoag Asnpul — ysiy Upald 'g ~ ajqer
{panupuod) ySIY UPaIy  §'¢

(panunuoa) juawaBeuepy sy ¢

(pelipneun) 110z Jaqwsaaq ¢ papua Jead ay) 1o}
sensofosiq 111 Jelild ‘Il 19seg

0’8’9 jueg duwe|si uleijeq



513

090'c28 608"\ 1Z9'sE yET'rol 9LL'0Z 88L°58 $82'C6E LS 1ejol
- - - - - - - - saljijige)] Jusbunucd
puUE SJUSLHLIWON
papunjur
- . . . - . - . sjasse Jayi0
8012 901t . . - - - - S3|(BA|S03) |BlUS) YELE]|
- - . - - - - - saipadoid Jusw)saau|
2596'8 g9l - £22'1e viz'et 8Ya°LZ s68'¢ 8P0°L Yyoo|Wweq elyejunu yesel
- - . . - . - - S}OSSE YEIE[| Ul JUSW)SEAU)
- . . - - - - - SOJEID0SSE U JUSWSDAU|
26116 £L2'L zea'vz . 120’k 26EZL g91'g - sjusuysany)
9ES'CE 155'y £E0' LLz'vy - g1z - £Lg'0t sjuswysaaul eyeleysniy
09281 z02'z 9sL'L v6L'98 1269 988'sZ PLE'sL 88'EE Sa|qeAladal eyeqeIny
Z9EPEL - - - - - z8c'vEL - SUON}ISU) |BIouBul
pue sjueq woJj ang
spez'ez - - - - - £42'9Z - 3jueq [enjua) pue
SHUBG YUm S90UB(E] pUR UYSBD
papund
000,08 oo0.a8 000.09 oco.a8 o00,ag 000,08 000,09 000.q4
w108 SIUYIO nespielio 2 uopeiay eeisy suogngysy)  Bupnjoepnuiep
[eusuNLIBA0D ] teay jeroveuyy pug
9 jBUOSIad pue Syueg Bujpesf
J4o)sasg Aysnpuy

JUncIaY JuauySaAl) DULBYS Iiold
‘ainsodxa Npai0 Jo sadAy Jolew ojul UMOp Uaxoiq 'Allsnpul AQ | L0g Jaquiaoa( LE JO Se saInsodxa papuniun pue papun) 10 UcinqUISIp auy) SasUBLILING 3|qe) Bumelio) ayL
{panunuod) ((9)gZ ¢"1-ad) umopyealg 103398 AISnpu| - 4siy HPaID g - d|qeL
{penunuod) ysIy Npa1d  §'¢

(penupuoo) Juswabeue NSy g

(paupneUN) | |0Z Jogwaceq LE Papua Jeak ay) Jo}
saunso|osiq JIj Jellid ‘Il 1osed

0'S°d jueg Jlules| Uledyeq



6l

¥e

d0o.qg
1e30f

000°ge
L
129's
Lz

o0s0.a8
gjol

060,09
uno22Yy

jusaLRSaAL]
bunreys
joid

000.ag
Junoosy

JuBUSIALY
buueys
3ol

e

000,04
JunoddY
LNy
pue jepded
umg

000'sZ
Z
229's
e

000.09
Jnosay

oLy
pue jepded
umo

$)885€ URIE| WOy oou]

‘SMOJ|0} SE BJE BUIOOUI JO JUSIWSIEIS PSEPI0SUD Bl Ul PAJEUILI aM yoiym AJEIpisqns ay) yim Buijesp woyy Buisie sesuadxa pue swioou) 8yl

Ale|pisgns Ul JuausaAu|

sjasse JBUl0
sajaey JoYio

SJUNOS9. JUSLIND SISWCISND

:SMO|0} SE e AIBIpisqns ay) Uim suonoesuel) Jolew Jo saoueleq syl

's1seq yybusg)

SULE UB U0 8PEW U9ag 2By sucioesuel} Aued pajejel B pue |10z J9quiasa( LE JO SB SJUSWoe)s [e1oueuy Pajepliosucd au} Ui pesojosip aue safed paje|ss ay) Yum SUCOEBSUBL} pue Sa0uBeq Aty

{(p)ez e 1-ad) suonaesues) dnoab-esnu| — YS1y Hpaus 6 — 3jqel
{penunuod) YSiy ypa1y  G'E

(panuguoa) Juswabeuel 3siy ¢

(paypneUn) | 10T 12qusoaq LE PapUL Je3A su} Jo}
sainsojasid I1l Jellid ‘Il [oseq

y'S'g jqued dlwe|s| uleiyeg



0¢

‘ended a|ge|ieAR SU) WOy palanpap Si $589X0 aU) pue Jwi| Jo5I[go [BNPIAIPU %G| U} JO $$89X8 Ul 818 sainsodxa ayl ,

69£'S¢ 9s1'LL £08'zL

£69°GL - £69°sl 2 # Ayedispunog

999°61 96211 oLe’l L # Auedieunon
selpedIauncy)

000.04 o0oo.ag 000,04

jelof Juno2oy junoaoe

JUILWISBAL]  JUBLIND
buieys pue jendes

josd umg
'L 1L0Z Jaqwanaq LE JO e souedisjunod [2npIaput ol YsU JO LoIeuaouoD auY) Buljuasaldss saauejeq Buimalod
((Nez ¢ L-ad) iSIY SO UoNeNUIIUCY — YSIY HPAID *LL — djqel
9c6°ch zas'zl $6e'L
ze6'l 14747 88l ¥ # Auedianon
rA XA Pra‘L 86l ¢ # Auediajunon
6L’y 682'¢ 80F 7 # fuedisunon
59.'s 502°s 098 | # Apedispuncy
saluedisjunc)
000.ag 000.ag 000.09
jeed, wnoay juncooy

JUBLUISOAL]  JUBLINGD
Buueys pue jepden
Ol ump

11107 fequeos(] Lg Jo se saedisiunod ysu ybiy Jauio Jo pabelans Alybiy o) senioey Buppueuy ay) Buituasaidal seoue|eq Bumo)jo) sy L
({(e)ez"¢"1-ad) senedisjunod %1y YbiH JoyQ 10 pabesaas AjyBiH 03 saniioed Bujsueuld — ysiy Jpal) "0L — alqeL
(panunuo) yspy JIpaly  §'¢

(panunuod) Juawabeuepy Y81y ¢

(peupneUNn) | 10T 18quada(] L PapUs Jeak auyj Jo}
sainsojosid 11| Jellid ‘|| ieseq

0'S'g Mueg Jwejs| uleiyeq




Lz

‘SIBSA OZ JOAD SB PAUISSEIO U2aq aary sanyioe) Buiwioyad ucy |1y ,

£80'99Z ZLz'ive S15°C1 961’z 166°0L szL'pe 616'S 6ez's FLVY FYAN: 1 9£9°2Z S}9SSY [EI0),
8569 065y - - - - - - 89¢°T - - SJ9SSE JBYIO
g9z - - . - . . - g9z - - $3|qeA203) |BJUa) Yelel)
800°511 800'541 - - - . - - - - - seluadold Jualwisaau|
65+'6 - 891's gl 108z 096 180°F - 8 - 9 Sesiweq elyejunw yesel)
96b'6 96Y'6 - - - - - - - - - sjesse yeiel] up jusugsaaul
1512 15158 . - - - - - - - - SO)BIDOSSE Ul JUSLWISSAU|
02’88 186°01 SEl'e - - eoL'lz ¥6zL 296 oL g6V - _ JSjuswsaau]
L10' - 0812 690'L 166'L 69¢') 9911 or g oz sle gjusunsanll exeeYSniy
ZLY'6h - rap's 6 £6L9 £10'p TE0'Z (R 6bL €18 88 sa|qealsdal eyeqelniy
19t'vL - - - - - - - 9Ll Sps'Z 082't1 |elduBLY pue syueq Lol ang
agy'sy - - - - - - - - - 9gv'sl jueq [enuad pue

SHyUEY )M seoueeq pue ysen
“§1es8Y

oo0.qg 000.g9 000.09 000.a9 000.08 000,08 ooc.ag 060,04 oo0.ag 000,09 000,04

jejol Aunrew sigal sie0A sieok sieoA ssead SyUolr sijjuows SIIUoUr Sipo

paxij oN 0Z J0AQ 0z-01 0Lg §€ et Zi-9 9€ £ aup o} dy
IUNOIDE JUDLIND PUE jerded UMD

‘ainsodxe

Npaio 1o sadA) tolew AQ umop usHOIq ‘| LOZ Joquiadaq LE JO S oljojlod IPaio SjOUM B} JO UMOPYESI JUNOITJE JUSHND pue [Budes umo Jo AJUNjew [enjoejuos [enpisal oY) sasiewwns ajge) Buimolioy sy L

(86°¢"1-ad (B)ez'e"1-Qd) (lunosoy Jueung pue [enden UMO) umopyealg AQUNJEN [ENILHUOD [eNPIS3Y — YSIY HPAID T} — 3|qeL

{(panupuos) sty ppa1d  §'¢

{penunuoa) juawabeuep ysiy ¢

(payipneun) 11.0g 1equwaseq 1L¢ papus Jeak ay} 1o}
S24nso9sia 11 teliid ‘1l 19seg

‘084 ueg diwlels| uleiyeg



[44

'SIEBA (7 1oA0 SB PBIYISSE[D Usaq SABY sapipoe) Buulopad uou v,

080°¢L8 SYZ'9Z L9g'9kL Lhz'ee ooz'zoL PoL'6S 198°LS Ziv'oe rLZ'9L 192'vE R a1} 5}9S5Y [E]0L
201'2 - - - - - - - 2012 - - SO|GBAI903) [BJS) Yele|
15618 - ott6e Z8L'ck 8ro'e 1216 £0L°0L. - £ - 09 SlE3JLEING elyenu yeiE])
Z6L'LS - S1'6T - - - 820°Z) 8668 1z0'} - - sSjuaunssau|
scR'es - 198'sZ ¥6's 695°8L G221 Mwa'ol LLE 44 ££0°E 056°z SJUBLLISOAU| BXRIBYSNIN
ngL'zel - SEE'ZE 8 £86°15 gLe'se 88981 $R2'0Z 8969 552 £z8 g3|qeAladal eyedeiniy
Z9E'veL - - - - - - - 0L0°L v99°'cg 829604 ’ [eioUeuy pue syueq WoJ ang
S¥T'9Z ShZ'9 - - - - - - - - - juegq [esusg pue
SHUBQ UM SIOUBIRG pUB Ysen
S1ossY
000.G9 600.G9 000,04 000.09 000,08 000.08 c00.ag9 000,09 o0o.as 000,08 000.q9
Jejo) Aynyew ssead sieaf sieafd steal szead SO sipuowt SHpou sy
paxij oN 0z 49AQ 0Z-04 04 S€ £ L9 9t £-L aup o3 dn

111022y JuawsaAu) Buleys Joid

‘ainsodxa Jpalo

j0 sadfy tolew Ag umop uexoIq '} LOZ Jequiedaq Lg Jo sB oljojuod JpaId Sjoum U] 10 UMCPNEaI] JUN0JoE JusulsaAul Buleys Jyold Jo Ajunjews [ENIORIUOD enpisal Buy) SBSUEWILINS Sjqe) Bumolio) sUL

(8e'¢'L-ad (Bez " 1-ad) (Junooay Jusunsaau| Burieyg old) umopyeslg Lunjel [enjoeuo) [enpisay — ¥SIY UPaLD gL — 2qeL

(panuguod) yspy upa1d  §°¢

(panunuoa) Juawabeuepy 3siy £

(paypneun) | L0z Jequisaaq LE PRPUS Jeak au) Joj
sainsojosig {1 {ellld ‘Il [esegq

'1°g g jueq Jiwe|s| weiyeg



£z

“gjoeAUed Bupueu onwels| panedw) Jo snp ised 1o Gujwopad-ucu o) Suneles sAep 0§ UBY) 553 2np JSed SJNOLLE PUB 8NP JOU SJUNCLIE SAPN[OUI SIUL ..
-pajuelb AfeuiBuc usym uey) JNelp Jo YsU Jejealb B eney ‘paynuap) Ajjeayoads Jou yBnolpe 'Yolum sainsodxa jsulebe voisiaod JusLuedit aA103]|00 Sjuasaldsl SoUBMO|E [BIBUSD)

9£G LIS ;18 gvL'y (svd) 922" FANN 801 p5L's 0o0L's 596 2Ze'st
9ce L5 3 - - - - - - . - -
- - - Hy (e1y) 612 509 F-+4 yar'L 8l¥'L 064 SiL'¢
- - - LE€ - IEE - - i4:13 959°L - org't
- - - 92 (coz) 6¥ I:154 £2 £IS°e oI0°t -7 162
- - - Trl's {ez1) LiV'E ¥69'Z £9 £96°C 648 - Sl6'y
0e0.q8 000,08 0008 000.09 000,08 000,09 ogo0.ag 006.qa 000.ag ooo.dg 000.a8 000,09
aauejeq pUCTHERT T aaueeq Jeak Jeaf Jeak read oy jo sueaf sseah 1294 } wSiuow ¢ 5)9enUHOD
Bujpus saauemoje Bujuuibag 40 pue ey} ayy Buunp oy Buunp Bupuuibag £ J8A0 £o}} o] SyjuUO g UBl} 5597 Busouew;
sasuemoe jesouan saauemope 12 aoueeg syo-afielys  sabiey) ayy je ajure}sy
JEIETIL T 1e13URE) aouepeg padteduy 10
SOJUEMOJIE JRIaU0) SaaUEMOle 2i10ads $}28JU03 BLjaueusy Jiwels) anp jsed 1o
paJrediu; 1o enp jsed 1o Sujuiopad-uou jo bulhy Bupurioprad
-UoN

JUNOI2E JUBLND .-.u-.-m epded umop

Iejoy,

1010588 Dlaads oN

ouBUl{ IAMINSUOD) / _uzcm._um
pue sjueg

apeisy (oY
Bupnioejnuew

. '1102 J8qwiaoe( ¢ jo Se Jojoas Aujsnpul Jofet Ag pasojosip JUNOooe JuaLIng pue [eydes ume AQ peoUBUL SSOUBMO|[E PUE SSI|Ioe) anp Jsed 'sail|ioe) panedu SU} SeSUELLLNS a|ge] Butmo)io) YL

((pWz e L-ad (arz e 1-ad (u)ez e’ 1-ad) (1039as Ansnpui Aq Junoooe Jusuns pue [e)ides UMmQ) SadUeMo||y PuE SaINsodx3 ang Jsed ‘seinsodx3 pasedw) - YSIY IPaID “v) = AlqelL

{(penunuod) sy NP1y §°¢

(ponuguos) justafieuey ysiy ¢

(paypneun) 110z 1eqwsdaq L papus Jeak au} 10}

sainsojosid |)1 Jejiid ‘I 19seg

,.o.w.m_ jueg olwes| ulelyeq



¥

‘uoisia0id

stnedw ey} Jo Aue Joj paBleyo Jou aiem ISd SUi 90usH ‘jendes umo Jiey) o) uoisinoid aul jle usxe) sey dnold au) viSd 0} PRIea) uolsiacid Juswaeduw jo uoiod sy} SMoYs a|ge! sroqe su) YBnouily

‘sjoenues Bupsueul slwels| padedu 1o anp jsed Jo Bulwiopad-uou o} Bulierl SABP (6 UBL $53| anp jsed $IUNCLUR PUe anp joU SJUNOLWE Sapnoul S} ..
-pajurlB AljeulBiIo UaUM UBY3 JINBISP o s JajealB & aAey ‘payiuspl Alleouoads jou yBnoyye 'yoium seinsodxs sulelie uoisiaold juawuedil aA103]100 SjUasaIda) S0UBMORE [RIBUED) ,

L6y zos'y sil ShL'vy {+e6'9} g15'9L L9G'vE S00'} 501's8 SZv'iv 9.6's L18°ZPL
Li6'y zZ08'y Sl - - - - - - - - -
- - - vza'es {9cg's) 9e0'z vzo's 0z veL'EL PSLElL ShEL 160°5¢
- - - 080'c - 080’ - - 2021 66E°5L - 90L'L
- - - |81 4 (zeg'y) g5¥ ggg'c alz 65.L°T¢ Loo‘ot 1e9'L L09'vY
- - - 0BLYE (g0z'1) r¥6'olL 6r0'5E 585 SPe'9E 12’8 - Loz'sy
000,089 o0o0.ag 000,04 000.ag 000,09 000,08 000.09 000.09 000.dg9 000,08 000.a89 000.a8
gauejeq udUeAOLL ajuejeq aeah 1eal seaf Jeak ayj jo sieaf sueaf Jeaf | WS g SIHENLOD
Bujpua sasuemoje Bupuugbag J0 pua ayy ayy Gurnp ey Bupnp Bujuubag ey) £ 1ar0 £ol} 0} Sippuor ¢ Uey) ssa7 Bujaueuyy
sasuemole jeratren saauemole je aouejeg spjo-abieyn  sabreys jB aJueegq anuejst
JEIETIETS) jesauas) paseduy 10
SIOURMOJIE [BIBLILY , saouemoje pdeds S1ORII0D Buiaueu) ONUElS) anp ysed io
paJfediuf 20 anp ysed so Huiwiopad-vot jo Sulby Bugunoprod
~UoN

JUNODDY JUBLLISEAU] BULIEYS 30l

[ejol

Jojoas oyioads oN
J5WNSuoy)
|eloueutt

21857 |2oy
Buunjoeinuepy

‘1102 Jequaaq LE 4O Sk Jojoas Ansnpu Jofew Aq pasoasip JUNCOOE Juaunsaaul Buleys Joid Aq pasueuy saouemolle pue saylioe) snp jsed ‘sapiioe) paljedul sy} sasuewWWNS S|qe} Bumoijo) au L

((U)ez'g 1-ad} (103oas Azsnpur £g Junosse Juswysaaul Buleys yyoad) ssauemolly pue saansodx3 eng ysed .mu..:momxm_ pasredwi — ysiy Hpa19) "G — a|qel

{panupuoa) yeiy HPaID  §'¢

(panunuos) Juswabeuey 3siy €

{paypneun) 110z Jequeoaq L papus Jeak ay) Joy

saunsojosid |1 Jeliid 'l [9sed

"D'S'8 Jued JlWE[s| ureyeg



5S¢

‘Juesyiubis jou si sBujuies auny pue Juessld uo Joedu aY) pue PUBSNOY) 989'L (18 SI SANI|IDE) PUMANJSA) Lo uaisiwold syL

Lz E] 966'9 |ejol
¥ro's9 966'9 sanyioe) BupUeUy pesmonnsay
060,09 000,08

Hnowe junotue

apebasbby eyeboibby

wnoay junoaae

Juewseauy juaLmnd pue

Buueys joid  repded umo

‘110z Jaquisoaq
LE Jo Se junoooe juaunsaaul Buueys pyoud pue junosoe Juaung pue je)des umo AQ psoueuy Jeak ay) Buunp sanioe) Buoueuy painjanises jo jJunowe ojebaiBbe ay) sesuewns ajge} Buwo)ios ay L

((Nez-¢'1-ad) sennoed Bupueuld painannsay — ysiy Hpaig "Ll - s|qel

L6y StrL'vy LISzl 9eg avi'y 2Ze'51 leos
Li6'Y St LASTrL ol avl'y 1zZg'sL ) 1523 3|PPIN
000.08 000.a9 000,08 000.0d - 000.089
uosiaosd voysiaosd $)081109 000.09 uosirosd S)0E5UQD
ratusreduy jouyedu) Bupoueuy uossiaosd euyedwy . Bujoueuy
oAf130]0D) apoeds ouesy uawediny  oprseds apueysy
posteduwy jo aAaaod paneduy 10
anp 1sed 10 anp 1sed 10
Buywroped Bunwroped
-UoN -uonN
JUNOIDY JIBUNSIALY BUIIBYS NiOId JURODIE MBLND pue jfeydes umO
‘1102 Jaqwsaag

LE J0 se ease |eoiydelBoab AQ pasopsIp Junoooe jusunssall Buueys Wold pue Junoooe JUSUNG pue [BNdES UM AQ pSduBUY SSOUBMO|E pue Saoe) anp jsked By} sesuewwNs 2(qe) Bumolo) auL

((olvz°e'1-ad (Nez-e'1-ad) (eese
aydesBoal Aq Juncade Jusunsaaul buueys jyord pue Junosose Juslnd pue jejides umo) ssouemo|y pue saunsodxg ang Jsed ‘sainsodxg pasedw] — ysiy 1paI "91 - 8|qe)

{penupuod) ysiy Wpal1y g€

{panupuod) Juswabeuey ysiy [

(Psiprieun) 110 Joqwaaaq L papus Jeak ay) Jo)
sainsojosid |11 Jeilid ‘I |eseg

"0°S'd yued JlE]S| ulelyeg




Bahrain Islamic Bank B.S.C.

Basel [[, Pillar 1ll Disclosures
for the year ended 31 December 2011 (Unaudited)

3 Risk Management (continued)
3.5 Credit Risk (continued)
Table — 18. Credit Risk Mitigation (PD-1.3.25 (b) and (c))

The following table summarises the exposure as of 31 December 2011 by type of Islamic financing
contract covered by eligible collateral;

Total exposure
covered by
Eligible
collateral * Guarantees
ED'000 BD’000

Murabaha receivables 13,936 -
Musharaka investments 8 -
jjarah muntahia bittamleek 5,610 -

Total 19,554 -

* Eligible collateral consists of cash collateral only.
Table - 19. Counterparty Credit (PD-1.3.26 {b)}

The following table summarises the counterparty credit risk exposure covered by collateral after the
application of haircuts as of 31 December 2011;

BD'000
Gross positive fair value of contracts 839,143
Netting Benefits -
Netted current credit exposure 839,143
Collateral held:
-Cash 19,554
-Shares 9,140
-Real Estate 193,641
Total 222,335

A haircut of 30% is applied on the Real Estaie collateral.

3.6 Market Risk

3.6.1 Introduction
The Group has accepted the definition of market risk as defined by CBB as “the risk of losses in on- and off-

balance-sheet positions arising from movements in market prices.”
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3 Risk Management (continued)

3.6 Market Risk (continued)

3.6.2 Sources of market risk

For the Group, market risk may arise from movements in profit rates, foreign exchange markets, equity
markets or commedity markets. A single transaction or financial product may be subject to any number of
these risks.

Profit rate risk is the sensitivity of financial products to changes in the profit rates. Profit rate risk arises
from the possibility that changes in profit rates will affect future profitability or the fair values of financial
instruments. The Group's management believe that the Group is not exposed to material profit rate risk as
a result of mismatches of profit rate repricing of assets, liabilities and equity of investment accountholders
as the repricing of assets, liabilities and equity of investment accountholders occur at similar intervals. The
profit distribution to equity of investment accountholders is based on profit sharing agreements. Therefore,
the Group is not subject to any significant profit rate risk.

Foreign exchange risk is the sensitivity of financial proeducts to changes in spot foreign exchange rates. The
value of the Group’s portfolio which is denominated in a number of currencies may be exposed to these
risks when converted back to the Group's base currency.

Equity price risk is the sensitivity of financial products fo the changes in equity prices. Equity risk arises
from holding open positions in equities or equity based instruments, thereby creating exposure to a change
in the market price of the equity. In addition to Group performance expectations, equity prices are also
susceptible to general economic data and sector performance expectations.

Commodity risk; products may have an inherent risk as a result of sensitivity to changes in commodity
prices. Since prices in commodity markets are determined by fundamental factors (i.e. supply and demand
of the underlying commodity) these markets may be strongly correlated within particular sector and less
correlated across sectors.

3.6.3 Market risk strategy

The Group's Board is responsible for approving and reviewing (at least annually), the risk strategy and
significant amendments to the risk policies. The Group's senior management is responsible for
implementing the risk strategy approved by the Board, and continually enhancing the policies and
procedures for identifying, measuring, monitoring and controlling risks.

In line with the Group’s risk management objectives and risk tolerance levels, the specific strategies for
market risk management include:

1 The Group will manage its market risk exposure by evaluating each new productl abtivity with
respect to the market risk infroduced by it;
2 The Group will proactively measure and continually monitor the market risk in its portfolio;

3 The Group will at all time hold sufficient capital in line with the CBB Pillar 1 regulatory capital
requiremenis;

4 The Group will establish a market risk appetite which will be quantified in terms of a market risk limit
structure; _
5 The Group will establish a limit structure to monitor and control the market risk in its portfolio. These

limits will include position limits, maximum/stop loss limits, factor sensitivity limits, VaR limits and
maturity limits;

6 The Group will carry out stress testing periodically using the worst case scenarios to assess the
effects of changes in the market value due to changing market conditions;
7 The Group will periodically carry out back testing of market risk assessment models in order to

evaluate their accuracy and the inherent model risk;

The Group will match the amount of floating rate assets with floating rate liabilities; and.

The Group will clearly identify the foreign currencies in which it wishes to deal in and actively
manage its market risk in all foreign currencies in which it has significant exposure.

W 0o

27



Bahrain Islamic Bank B.S.C.

Basel Il, Pillar ill Disclosures
for the year ended 31 December 2011 (Unaudited)

3 Risk Management (continued)
3.6  Market Risk (continued)

3.6.4 Market risk measurement methodology
Market risk measurement techniques includes the use of a number of techniques for market risk
measurement. The risk measurement techniques mentioned in this section are used for measuring market
risk in both trading book as well as banking book.

The various techniques which are used by the Group for the measurement, monitoring and control of
market risk are as follows:

Overnight open positions;
Stop loss limits;

Factor sensitivity limits;
VaR limits; and

Profit rate risk gap analysis.

Pooop

3.6.5 Market risk monitoring and limits structure

The Asset and Liability Committee (ALCO) proposes through the Executive Committee and Board the
tolerance for market risk. Based on these tolerances, Risk and Compliance Unit and Treasury have
established appropriate risk limits that maintain the Group’s exposure within the strategic risk tolerances
over a range of possible changes in market prices and rates.

3.6.6 Limits monitoring
The Treasury Department and Risk and Compliance Unit monitor the risk limits for each transaction,
ensure that the limits are well within set parameters and report periodically to top management.

3.6.7 Breach of limits

In case a limit is breached, an approval from the CEQ is required to continue with the transaction. An
immediate report is provided to the ALCO after every significant limit breach. This breach is also reporied
to and approved by the Executive Committee (EXCOM). The limiis are revised at least bi-annually or when
deemed required.

'3.6.8 Portfolio review process

On a monthly basis, Risk and Compliance Unit reviews the Group’s assets and liabilities portfolio to
evaluate the overall corporate exposure to market risk. As part of the review, Risk and Compliance Unit
also monitors the Group's overall market exposure against the risk tolerance limits set by the Board. Risk
and Compliance Unit also reviews the adherence to approved limits to control the market risk. Changes, if
any, in market risk limits are communicated to business units after review by the GM-C&RM/CEQ and
approval by the ALCO or EXCOM, as per the delegated authorities approved by the Board. Balance sheet
exposure is being reviewed on a quarterly basis by the Board leve! Audit and Risk committees.

3.6.9 Reporting
Risk and Compliance Unit generates at regular periodic intervals market risk management reports. These
reports aim to provide the Group’s senior management with an up-to-date view of its market risk exposure.

3.6.10 Stress testing

Stress tests produce information summarising the Group’s exposure to extreme, but possible,
circumstances and offer a way of measuring and monitoring the portfolio against extreme price movements
of this type. The Group's Risk and Compliance Unit employs four stress categories: profit rates, foreign
exchange rates, equity prices and commodity prices. For each stress category, the worst possible stress
shocks that might realistically occur in the market are defined.
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3 Risk Management {continued)
3.6 Market Risk (continued)

3.6.11 Foreign subsidiary
The Group does not have any foreign subsidiary.

Table — 20. Market Risk Capital Requirements (PD-1.3.27 (b))

The following table summarises the capital requirement for foreign exchange risk as of 31 December 2011;

Foreign
exchange
risk
BD’000

Foreign exchange risk 14,288

Foreign exchange risk capital requirement ' 1,715
Maximum value capital requirement 2,043

Minimum value capital requirement 1,715

3.7 Operational Risk

3.7.1 Introduction _

Operational risk is the risk of loss arising from system failure, human error, fraud or external events. When
controls fail to perform, operational risks can cause damage to reputation, have legal or regulatory
implications, or lead to financial loss. The Group cannot expect to eliminate all operational risks, but
through a control framework and by monitoring and responding to potential risks, the Group is able to
manage the risks. Controls inciude effective segregation of duties, access, authorisation and reconciliation
procedures, staff education and assessment processes, including the use of internal audit.

3.7.2 Sources of operational risk
The different sources of operational risks faced by the Group can be classified broadly into the following
categories.

People risk which arises due to staffing inadequacy, unattractive remuneration structure, lack in staff
development policies, fack in procedures for appointment, unhealthy professional working relationship and
unethical environment;

Processes risk which arises due to inadequate general controls, inadequate application controls, improper
business and market practices and procedures, inappropriatefinadequate monitoring and reporting; and

Systems (Technology) risk which arise due to integrity of information - lacking in timelines of information,
omission and duplication of data; hardware failures due to power surge, obsolescence or low quality.

3.7.3 Operational risk management strategy

As a strategy the Group will identify the sources of operational risks in coordination with each business unit.
The Group carried out Risk Contro! Self-Assessments (“RCSA”), and plans to do a continuous and on-
going exercise, to identify the operational risks it is exposed fo.
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3 Risk Management {continued)
3.7 Operational Risk (continued)

3.7.3 Operational risk management strategy (continued)
The Group on a continuous basis will:

a. assess the effectiveness of controls associated with identified risks;

h. regularly monitor operational risk profiles and material exposures to losses; and
c. identify stress events and scenarios to which it is vuinerable and assess their potential impact, and

the probability of aggregated iosses from a single event leading to other risks.

3.7.4 Operational risk monitoring and reporting

The internal monitoring and reporting process ensures a consistent approach for providing pertinent
information to senior management for the quick detection and correction of deficiencies in the policies,
processes and procedures for managing operational risk through ongoing, periodic reviews.

The objective of the reporting process is to ensure relevant information is provided to senior management
and the Board to enable the proactive management of operational risk. The process ensures a consistent
approach for providing information that enables appropriate decision making and action taking.

3.7.5 Operational risk mitigation and control
The business units, in consultation with Risk and Compliance Unit will determine all material operational
risks and decide the appropriate procedures to be used fo control and/or mitigate the risks.

For those risks that cannot be controlled, the business units in conjunction with Risk and Compliance Unit
will decide whether to accept the risks, reduce the level of business activity involved, transfer the risk
outside the Group or withdraw from the associated activity completely. Risk and Compliance Unit facilitates
the business units in co-developing the mitigation plans.

3.7.6 Business Continuity Plan (BCP)

The Group has also developed a comprehensive business continuity plan detailing the steps to be taken in
the event of extreme conditions to resume the Group's operations with minimum delay and disturbance,
The plan is in implementation stage. Elements of contingency plans and disaster recovery processes
include operating systems, physical space, telecommunications and resources.

3.7 Operational Risk

Table - 21. Operational Risk Exposure {PD-1.3.30 (a), (b} & (c))
The following table summarises the amount of exposure subject to basic indicator approach of operational
risk and related capital requirements:

Gross income
2010 2009 2008
BD'G00 BD'000 BD'000
Total Gross Income 18,777 25,962 40,009
Indicators of operational risk
Average Gross income (-BD'000 ) 28,249
Multiplier 12,5
. 353,117
Eligible Portion for the purpose of the calculation 15%
TOTAL OPERATIONAL RISK WEIGHTED EXPOSURE ( BD'000 } 52,968
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3 Risk Management (continued)

3.7 Operational Risk {continued)

Risk and Compliance Unit ensures that the BCP is kept up to date and tested once a year in a simulated
environment to ensure that it can be implemented in emergency situations and that the management and
staff understand how it is to be executed. Results of this testing conducted by Risk and Compliance Unit is
evaluated by the GM-C&RM and presented to the EXCOM/Board for evaluation.

3.8 Equity Position in the Banking Book

Equity price risk is the risk that the fair values of equities decrease as a result of changes in the levels of
equity indices and the value of individual stocks. The equity price risk exposure arises from the Group’s
investment portfolio.

The accounting policies, including valuation methodologies and their related key assumptions, are
disclosed in the consolidated financial statements as of 31 December 2011. Equity type instruments carried
at fair value through equity and investment properties are kept for capital gain purposes, all other
investments including investments in associates are kept for strategic long term holdings.

Table - 22. Equity Position Risk in Banking Book (PD-1.3.31 (b) (c) & (f))

The following table summarises the amount of total and average gross exposure of equity based financing
structures by types of financing contracts and investments as of 31 December 2011;

Total *Average Risk
gross gross FPublicly Privately weighted Capital
exposure  exposure traded held asseis Requirements
BD’000 BD'000 BD’000 BD’000 BD'000 BD'000
Sukuk . 56,698 57,494 - 56,608 9,112 1,093
Equity investments 25,460 26,581 14,493 10,967 32,813 -3,938
Funds 27,764 30,914 - 27,764 45,565 5,588

Total 109,922 114,989 14,493 95,429 88,490 10,619

*Average balances are computed based on month end balances.

Table — 23. Equity Gains or Losses in Banking Book (PD-1.3.31 (d) & (e))

The following table summarises the cumulative realised and unrealised gains or (losses) during the year
ended 31 December 2011;

BD’000
Cumulative realised gain arising from sales or
liquidations in the reporting period 1,315
Total unrealised losses recognised in the consolidated statement of financial position
but not through consolidated statement of income 3,343
Unrealised losses included in Tier 1 Capital . 4,611
Unrealised gains included in Tier 2 Capital* 700

* This unrealised gain is discounted by 55% before including it in Tier 2 Capital
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3 Risk Management {continued)
3.9 Equity of Investment Accountholders ("IAH")

The Group may require to decrease or increase loses or profit on certain IAH accounts for the purpose of
income smoothing. Thus the Group is exposed to some of the price risk on assets funded by equity
Investment Accountholders (“IAR"). The CBB requires the Group to maintain capital to cover the price risk
arising from 30% of assets funded by equity 1AH on a pro-rata basis.

The Group is authorised by the IAH to invest the account holder's funds on the basis of Mudaraba contract
in a manner which the Group deems appropriate without laying down any restrictions as to where, how and
for what purpose the, funds should be invested. Under this arrangement the Group can commingle the
equity of investment accountholders investment funds with its own funds (owner's equity) or with other
funds the Group has the right to use (e.g. current accounts or any other funds which the Group does not
receive on the basis of Mudaraba contract). The IAH and the Group generally participate in the returns on
the invested funds. In such type of contract, the Group is not liable for any losses incurred on the joint pool
other than the loss resulting from gross negligence or wilful misconduct on the part of the Group or due to
the Group's violation of the terms and conditions as agreed between the Group and the IAH.

The amount received from the customer on account of equity of investment accountholders is not invested
completely in the portfolio of selected investments as the Group is required to maintain a cash reserve with
CBB, in addition, the Group requires to set aside certain amount to meet operational requirements. The
income allocated to the equity of investment accountholders deposits being received is in accordance with
the utilisation of such deposits. The utilisation rate is determined by the ALCO with the approval of Shari’a
Supervisory Board.

If at any point of time in a particular pool the funds of |AH exceed the assets, the excess amount shall be
treated to be invested in commodity Murabaha and earn the average rate of profit on Commodity
Murabaha earned during the excess period. There should be no inter-pool financing at any point of time.
The Group should establish a control to avoid excess fund in any pool to be used in other pool.

Propesal for new products Is initiated by the business lines within the Group, ALCO review such proposal to
ensure that the new product is in line with the Group’s business and risk strategy. All new products require
the approval of the Shari'a Supervisory Board of the Bank. The business lines of the Group have expertise
in creating high end value added products offering a wide range of products, expected return, tenors and
risk profile. .

Information on new products or any change in the existing products will be placed on the Group’s website
or published in the media. '

The Group has designed special quality assurance units whom reports complaints directly to the CEO. The
complaints are investigated by personnel not directly related to the subject matter of the complaints.

The Group offers equity of investment accountholders in different currencies for maturity periods ranging
from 1 month, 3 month, 6 month, @ month, 12 menth and 36 month. The customer signs writien contract
covering all terms and conditions of the investment, including tenor, basis of profit allocation, and early
withdrawal.

Because equity of investment accountholders is a significant funding source for the Group, the Group
regularly monitors rate of return offered by competitors to evaluate the expectation of its IAH. The Group's
policy provide whole or partial waiver of the Mudarab share of income from investment in order to provide a
reasonable return to its investors.

The Group comingles its own funds and equity of investment accountholders funds which. are invested
together. The Group has identified two pools of assets where the equity of investment accountholders
funds are invested and income from which is allocated to such is account. '
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3 Risk Management (continued)

3.9 Equity of Investment Accountholders ("IAH") {continued)

The Group has already developed a written policies and procedures applicable to its portfolic of equity of
investment accountholders. equify of investment accounthoiders funds are invested and managed in
accordance with Shari'a requirements.

« Pool A: Low risk assets or generating fow yield.
+ Pool B: High risk assets or generating high yield.

Profits of an investment jointly financed by the Group and the equity of investment accountholders holders
shall be allocated between them according to the contribution of each of the Group and the IAH in the
jointly financed investment separately for each Joint pool A and B. Operating expenses incurred by the
Group are not charged to investment account. In case of the loss resulting from the transactions in a jointly
financed investment, such loss shall first be deducted from undistributed profits, if any. Any excess of such
loss shall be deducted from Investment Risk Reserve (IRR). Any remaining of such loss shall be deducted
from the total balance of fund available in the Joint pool, as at that date, in the respective ratio of the
Group's and IAH's respective contribution to the joint fund. Impairment provisions shali only be allocated to
Pool B in the ratio of capital contribution by Bank and |AH of Pool B. The reversal of this provision in future
year shall be allocated between Bark and IAH of Pcol B in the ratio of capital contribution at the time the
reversal is made. The loss can be entirely borne by the shareholders of the Group subject to the approval
of the Board. Equity of investment accounthoiders deposits are measured at their book vaiue.

In case of early withdrawal of 1AH fund before completion of the term, the effective utilisation method will be
applied.

Table - 24. Equity of Investment Accountholders by Type (PD-1.3.33 {a))

The following table summarises the breakdown of equity of investment accountholders accounts as of 31
December 2011;

BD’000
Customers 529,332
Financial institutions' investment accounts 108,879
Total 638,211

Table ~ 25. Equity of Investment Accountholders Ratios (PD-1.3.33 (d) & (f))

The following table summarises the return on average assets and mudarib share as a percentage of the
total investment profit for the year ended 31 December 2011,

Profit Paid on Average [AH Assets * 2.00%
Mudarib Fee to Total IAH Profits 44.76%

* Average assets funded by IAH have been calculated using month end balances.
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3 Risk Management {continued)
3.9 Equity of Investment Accountholders ("IAH") (continued)
Table — 26. Equity of Investment Accountholders Ratios (PD-1.3.33 (e) & {(g))

The following table summarises the profit distributed to IAH and financing ratios to the total of IAH by type
of investment account holder for the year ended 31 December 2011;

Profit Percentage

distributed to total

Type of Investment Account Holder to total 1AH 1AH
Saving accounts (including VEVC) 3.95% 13.07%
Defined accounts - 1 month _ 0.81% 1.60%
Defined accounts - 3 months 0.39% 0.47%
Defined accounts - 6 months 0.52% 0.58%
Defined accounts - 9 months 0.01% 0.01%
Defined accounts - 1 year 2.81% 2.75%
Investment certificates 0.65% 0.35%
IQRA Deposits 0.33% 0.29%
Saving Scheme 3.69% 13.37%
Tejooti Deposit 0.59% 0.28%
Customer's deposits 78.89% 50.17%
Bank's deposits 7.36% 17.06%
100% 100%

The calculation and distribution of profits was based on average balances.
Table ~ 27. Equity of Investment Accountholders to Total Financing (PD-1.3.33 (h) & (f))

The following table summarises the percentage of counterparty type to total financing for each type of
Shari'a-compliant contract to total financing as of 31 December 2011;

Percentage
Financing
to Total
Financing
Due from banks and financial institutions 24.57%
Murabaha receivables 33.35%
Musharaka investments 15.32%
Investment in Sukuk 9.37%
ljarah muntahia bittamleek 16.09%
ljarah rental receivables 1.30%
Percentage of Counterparty Type o Total Financing
Banks and Personal &
Real Trading and Financial Consumer Governmental

Aviation Estate Manufacturing Institutions Financing Organisation Others

Due from banks and

financial instifutions . - - 24.57% - - : -
Murabaha receivables 1.17% 4.37% 6.20% 3.55% 16.24% 1.42% 0.40%
Musharaka investments - 3.92% 1.92% - 8.10% 0.55% 0.83%
Investment in Sukuk 0.19% 2.27% - 0.95% - 4,54% 1.42%
ljarah muntahia

bittamleek 2.43% 5.06% 1.29% 1.57% 5.71% - 0.03%
ljarah renta! receivables - - - - - - 1.30%

3.79% 15.62% 9.41% 30.64% 30.05% 6.51% 3.98%
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3 Risk Management (continued)

3.9 Equity of Investment Accountholders ("IAH"} (continued)
Table — 28. Equity of Investment Accountholders Share of Profit (PD-1.3.33 {f) {m) & {n))

The following table summarises the share of profits earned by and paid out to profit sharing investment
accounts and the Group as Mudarib for the year ended 31 December 2011,

Share of profit earned by |IAH before transfer toffrom reserves - BD '000 14,742
Percentage share of profit earned by IAH before transfer to/from reserves 55.24%
Share of profit paid to |1AH after transfer toffrom reserves - BD ‘000 14,742
Percentage share of profit paid to AH after transfer to/ffrom reserves 55.24%
Share of profit paid to Bank as mudarib - BD ‘000 11,946

Table — 29. Equity of Investment Accountholders Percentage Return to Profit Rate of Return
(PD-1.3.33 (q))

The following table summarises the average declared rate of return or profit raie on profit sharing
investment accounts for the year ended 31 December 2011;

3 month 6 month 12 month 36 month

Percentage of average declared rate of
return fo profit rate of return 1.75% 2.00% 2.25% 4.00%

Table - 30. Equity of Investment Accountholders Type of Assets (PD-1,3.33 (r) & (s))

The following table summarises t'he types of assets in which the funds are invested and the actual
allocation among various types of assets for the year ended 31 December 2011;

Opening Movement Closing .

Actual During the Actual
Allocation Period Allocation
BD’000 BD'000 BD’0060

Cash and balances with banks
and Central Bank 27,009 (764) 26,245
Due from banks and financial institutions 121,154 13,208 134,362
Murabaha receivables 205,860 (23,500) 182,360
Musharaka investments 80,273 3,563 83,836
Investment in sukuk 53,553 {2,361) 51,192
[jarah muntahia bittamleek 95,094 {7,437) 87,957
ljarah rental receivables 6,815 293 7,108
Total 589,758 (16,698) 573,060
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3 Risk Management {continued)
3.9 Equity of Investment Accountholders ("IAH") (continued)
Table — 31. Equity of Investment Accountholders Profit Earned and Paid (PD-1.3.33 (w))

The following table summarises the amount and percentage of profits earned by the Group and paid out to
equity of investment accountholders over the past five years;

Profit Earned Profit Paid

(fointly financed) fo (IAH)

BD’000 %age BD'000 %age
2011 33,029 5.53% 14,742 2.31%
2010 33,083 4.46% 17,721 2.39%
2009 35,694 5.27% 17,638 2.61%
2008 ’ 36,934 5.87% 17,702 2.81%
2007 31,463 7.80% 15,609 3.87%

Table — 32 Treatment of assets financed by 1AH (PD-1.3.33 (v))

RWA for

Capital
Adequacy Capital
Assets RWA Purposes Requirements
BD'000 BD'000 BD'000 BD’000

Cash and balances with banks
and Central Bank 26,245 - - -

Murabaha receivables® 182,360 168,452 47,536 5,704
Due from banks and financial institutions 134,362 37,058 11,118 1,334
Musharaka investments*® 83,836 72,845 21,854 2,622
Investment in sukuk 51,192 22,357 8,707 805
ljarah muntahia bittamleek™ 87,957 76,426 22928 2,751
ljarah rental receivables 7,108 7,108 2,132 256
573,060 374,247 112,275 13,472

*The amounts have been allocated on pro-rata basis due to system limitation.
3.10 Liquidity Risk

3.10.1 Introduction
Liquidity risk is defined as “the risk that the Group will be unable to meet its obligations as they come due
because of an inability to obtain adequate funding or to liquidate assets”.

3.10.2 Sources of liquidity risk
The sources of liquidity risk can broadly be categorised in the following:

a. Funding risk is the risk of not being able to fund net outflows due to unanticipated withdrawal of
capital or deposits;

b. Call risk is the risk of crystallisation of a contingent liability; and

c. Event risk is the risk of rating downgrades or other negative public news leading to a loss of market
confidence in the Group. .

36



Bahrain Islamic Bank B.S.C.

Basel ll, Pillar 11l Disclosures
for the year ended 31 December 2011 (Unaudited)

3 Risk Management {continued)
3.10 Liquidity Risk (continued)

3.10.3 Bank’s funding strategy

The Board reviews the funding strategy on an annual basis and amends the existing strategy, as deemed
necessary. For this purpose, all business units advise the Treasurer of their projected liquidity requirements
and contributions at the start of each year as part of annual budgeting process.

The funding strategy highlights any anticipated liquidity shortfalls, the funding requirements to finance these
shortfalls and their impact on the statement of financial position. The Group's Risk Charter and Liquidity
Policy address liquidity contingency plan to deal with stressed scenarios and outline an action plan that
can be taken in the event of liquidity stress situation.

3.10.4 Liquidity risk strategy

The Group monitors the liquidity position by comparing maturing assets and liabilities over different time
buckets of up to 1 month, 1-3 months, 3-6 months, & months to 1 year, 1-3 years, and over 3 years. The
Group carries out stress testing periodically using the worst case scenarios to assess the effects of
changes in market conditions on the liquidity of the Group. As a strategy the Group maintains a large
customer base and good customer relationships.

The Treasury Department, in conjunction with Risk and Compliance Unit periodically reviewsfupdates (at
least annually) the liquidity risk strategy which is evaluated by ALCO before presenting to the EXCOM and
the Board for approval.

3.10.5 Liquidity risk measurement tools
" The Group uses a combination of techniques for measurement of its liquidity risk. These include [fquidity
gap analysis, liquidity ratio limits and minimum liquidity guidelines.

3.10.6 Liquidity risk monitoring

The Group has set the tolerance for liquidity risk which are communicated to the Risk and Compliance Unit
and Treasury Department. Based on these tolerances, Risk and Compliance Unit and Treasury have
established appropriate risk limits that maintain the Group’s exposure within the strategic risk tolerances
over a range of possible changes in liquidity situations.

3.10.7 Liquidity limits structure
The Group uses a combination of different limits to ensure that liquidity is managed and controlled in an
optimal manner. The Group has set the following limits for monitoring liquidity risks:

a. Liquidity Gap limits;
b. Liquidity Ratio limits; and
c. Minimum Liguidity Guideline ("MLG").

3.10.8 Liquidity risk stress testing
To evaluate whether the Group is sufficiently liquid, behavior of the Group’s cash flows under different
conditions are observed.

3.10.% Contingency funding pfan

The Group does contingency funding exercises which details procedures to be followed by the Group, in
the event of a liquidity crisis or a situation where the Group faces stressed liquidity conditions. The
contingency funding plan will be an extension of day to day liquidity management and involves
maintenance of an adequate amount of liquid assets and management of access to funding resources.
The ALCO members discuss and monitor the situation over regular time-intervals to ensure sufficient
liquidity in the Group.
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3 Risk Management (continued)
310 Liquidity Risk {continued)
Table — 33. Liquidity Ratios (PD-1.3.37)

The following table summarises the liquidity ratios for the past five years;

2011 2010 2009 2008 2007

Commiodities Murabaha / Tofal Assets 17.24% 21.73% 10.42% 14.98% 27.37%
Islamic Financing / Customer

Deposits excluding banks 114.41% 115.46% 123.01% 144.62% 171.72%

Customer Deposits / Total Assets 63.08% 64.13% 57.28% 48.71% 36.04%

Liquid Assets / Total Assets 22.70% 27.02% 16.06% 23.25% 46.29%

Growth in Customer Deposits (11.71%) 14.86% 21.98% 79.24% 55.50%

3.11 Profit Rate Risk

Profit rate risk is the potential impact of the mismatch between the rate of return on assets and the
expected rate of funding due to the sources of finance.

Senior management identifies the sources of profit rate risk exposures based upon the current as well as
forecasted balance sheet structure of the Group. The profit rate risk in the Group may arise due to the
following transactions:

Murabaha transactions;
Wakala transactions;
ljarah muntahia bittamleek;
Sukuk; and

Musharaka investments.

®eo TN

The Group's management believe that the Group is not exposed to material profit rate risk as a result of
mismatches of profit rate repricing of assets, liabilites and equity of investment accountholders as the
repricing of assets, liabilities and equity of investment accountholders occur at similar intervals. The profit
distribution to equity of investment accountholders is based on profit sharing agreements. Therefore, the
Group is not subject to any significant profit rate risk.

3.11.1 Sources of Profit Rate Risk
The different profit rate risks faced by the Group can be classified broadly into the following categories.

a. Re-pricing risk which arises from timing differences in the maturity (for fixed rate) and re-pricing (for
floating rate) of assets, liabilities and off balance sheet positions. As profit rates vary, these re-
prlcmg mlsmatches expose the Group's income and underiying economic value to unanticipated

b. Yield curve risk which arises when unanticipated shifts of the yield curve have adverse effects on
the Group's income and/or underlying economic value;
c. Basis risk which arises from imperfect correlation in the adjustment in the rate earned on products

priced and the rate paid on different instruments with otherwise similar re-pricing characteristics.
When profit rates change, these differences can give rise to unexpected changes in the cash flows
and earnings spread between assets, liabilites, and off balance sheet instruments of similar
maturities or re-pricing frequencies; and

d. Displaced Commercial Risk refers to the market pressure to pay returns that exceeds the rate that
has been earmned on the assets financed by the liabilities, when the return on assets is under
performing as compared with competitors rates.
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3 Risk Management (continued)

3.11  Profit Rate Risk (continued)

3.11.2 Profit rate risk strategy

The Group is not exposed to interest rate risk on its financial assets as no interest is charged. However,
the fair value of financial assets may be affected by current market forces including interest rates. The
Group recognises income on certain of its financial assets on a time-apportioned basis. As a strategy the

a. has identified the profit rate sensitive products and activities it wishes to engage in;

b. has established a limit structure to monitor and control the profit rate risk of the Group;

C. measures profit rate risk through establishing maturity/re-pricing schedule that distributes profit rate
sensitive assets, liabilities and off-balance sheet items in pre-defined time bands according to their
maturity; and

d. makes efforts to match the amount of floating rate assets with floating rate liabilities in the banking
book.

3.11.3 Profit rate risk measurement tools
The Group uses the following tools for profit rate risk measurement in the banking book:

a. Re-pricing gap analysis which measures the arithmetic difference between the profit-sensitive
assets and liabilities of the banking book in absolute terms; and
b. Basis Point Value (“BPV") analysis which is the sensitivity measure for ali profit rate priced products

and positions. The BPV is the change in net present value of a position arising from a 1 basis point
shift in the yield curve. This quantifies the sensitivity of the position or portfolio to changes in profit
rates.

3.11.4 Profit rate risk monitoring and reporting

The Group has implemented information systems for monitoring, controlling and reporting profit rate risk.
Reports are provided on a timely basis to EXCOM and the Board of Directors. The Risk and Compliance
Unit monitors these limits regularly. GM-C&RM reviews the results of gap limits and exceptions, if any, and
recommends corrective action to be taken which is approved by ALCO or EXCOM, according to authority
parameters approved by the Board.

Table - 34. Profit Rate Risk in Banking Book (PD-1.3.40 (b))

The following table summarises the effect on the value of assets, liabilities and economic capital for a
benchmark change of 200bp in profit rates as of 31 December 2011;

Effect on
Effect on Effect on value of
value of value of Economic
Asset Liability Capital
BD'000 BD’000 BD’000
Upward rate shocks: (4,057) 9,576 5,519
Downward rate shocks: 4,057 (9,576) {5,519)

Table - 35. Quantitative Indicators of Financial Performance and Position {PD-1.3.9 (b) PD-1.3.33 {d))

The following table summarises the basic quantitative indicators of financial performance for the past 5
years;

2011 2010 2009 2008 2007
Return on average equity (17.23%)  -33.02% -12.64% 12.62% 19.10%
Return on average assets {1.96%) 4.30% 217% 2.91% 4.57%
Cost to Income Ratio 74.89% 107.73% 70.66% 31.32% 32.41%
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Glossary of Terms

ALCO
BCP

BisB

BPV

CA Module
CAR

CBB
CRMD
CR&AD
C&IC

DCR
Excom
CBB

FX
GM-C&RM
Group

HR Committee
Group

IAH

[CAAP
IFRS

T Committee
IRR

MLG

PCD

PD

PER

PSIA
RCSA
RMC

RWE

VaR

L/C

L/G

Assets and Liabilities Committee

Business Continuity Plan

Bahrain Islamic Bank B.S.C.

Basis Point Value

Capital Adequacy Module

Capital Adequacy Ratio

Central Bank of Bahrain

Credit and Risk Mahagement Department
Credit Review and Analysis Department

Credit and Investment Commitiee

Displaced Commercial Risk

Execuiive Committee

Central Bank of Bahrain

Foreign Exchange

General Manager-Credit and Risk Management
Bahraini Islamic Bank B.S.C. and its subsidiary
Human Resource Committee

Bahrain Islamic Bank B.S.C. and its subsidiary
Investment Account Holder

Internal Capital Adequacy Assessment Process
International Financial Reporting Standards
Information Technology Committee

investment Risk Reserve

Minimum Liquidity Guidelines

Prudential Consolidation and Deduction Requirements Module
Public Disclosure

Profit Equalisation Reserve

Profit Sharing Investment Account

Risk and Control Self-Assessment

Risk Management Committee

Risk Weighted Exposures

Value-at-Risk

Letter of Credit

Letter of Guarantee
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