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AUDITORS' REPORT TO THE SHAREHOLDERS OF
BAHRAIN ISLAMIC BANK B.S.C.

We have audited the accompanying consolidated balance sheet of Bahrain Islamic Bank B.S.C.
(“the Bank™) and its subsidiary (“the Group™) as of 31 December 2006, and.the related
consolidated statements of income, cash flows, changes in equity, sources and uses of good faith
qard fund and sources and uses of zakah and charity fund for the year then ended. These
consolidated financial statements and the Bank’s undertaking to operate in accordance with
Islamic Shari’a rules and principles are the responsibility of the Bank's board of directors. Qur
responsibility is to express an opinion on these consolidated financial statements based on our
audit.

We conducted our audit in accordance with the Auditing Standards for Islamic Financial
Institutions. Those Standards require that we plan and perform the audit to obtain reasonable
assurance about whether the consolidated financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures
in the consolidated financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall

consolidated financial statements presentation. We believe that our audit provides a reasonable
basis for our opinion.

In our opinion, the consolidated financial statements present fairly, in all material respects, the
financial position of the Group as of 31 December 2006, the results of its operations, its cash
flows, sources and uses of good faith qard fund and sources and uses of zakah and charity fund
for the year then ended in accordance with the Financial Accounting Standards issued by the
Accounting and Auditing Organization for Islamic Financial Institutions and the Shari’a Rules
and Principles as determined by the Shari’a Supervisory Board of the Group.

We confirm that, in our opinion, proper accounting records have been kept by the Bank and the
consolidated financial statements, and the contents of the Report of the Board of Directors
relating to these consolidated financial statements, are in agreement therewith. We further
report, to the best of our knowledge and belief, that no violations of the Bahrain Commercial
Companies Law, nor of the Central Bank of Bahrain and Finandial Institutions Law, nor of the
memorandum and articles of association of the Bank, have occurred during the year ended 31
December 2006 that might have had a material adverse effect on the business of the Bank or on
its consolidated financial position and that the Bank has complied with the terms of its banking

licence. We obtained all the information and explanations which we required for the purpose of
our audit.

St +



Babhrain Islamic Bank B.S.C

CONSOLIDATED BALANCE SHEET
31 December 2006

ASSETS

Cash and balances with the Central Bank of Bahrain

and other banks
Murabaha receivables
Mudaraba investments
Musharaka investments
Non-trading investments
Investments in associates
Investments in Ijarah assets
[jarah Muntahia Bittamleek
Investments in properties
ljarah rental receivables
Other assets

TOTAL ASSETS

LIABILITIES, UNRESTRICTED INVESTMENT
ACCOUNTS AND EQUITY

Liabilities
Customers’ current accounts:
Other liabilities

Total labilities

UNRESTRICTED INVESTMENT ACCOUNTS

Equity

Share capital

Reserves

Proposed appropriations

Total equity

TOTAL LIABILITIES, UNRESTRICTED INVESTMENT

ACCOUNTS AND EQUITY

COMMITMENTS AND CONTINGENT LIABILITIES

Notes

DYWL W

12

13

14

15
15
23

24

2006 2005
BD'000 BD'000
15,469 10,448
241,710 156,421
22,180 20,459
13,954 9,389
97,418 80,748

6,652 3,382
4,998 5,174
15,486 11,876
9,985 10,341
2,315 938
6,309 2,020
436,476 320,696
51,393 47,345
6,041 3,562
57,434 50,907
304,118 - 197,881
28,336 25,300
36,999 39,444
9,589 7,164
74,924 71,908
436,476 320,696
9,432 7,379

These consolidated financial statements were authorised for issue in accordance with a resolution of the Board of

Directors on 16 January 2007.

Khalid Abdulla Al Bassam
Chairman

Yousit: Saleh thaiaf

Chief Executive Officer



Bahrain Islamic Bank B.S.C.

CONSOLIDATED INCOME STATEMENT
Year ended 31 December 2006

INCOME

Income from Islamic finances

Return on unrestricted investment accounts before
Bank's share as a Mudarib
Bank's share as a Mudarib

Returm on unrestricted investment accounts

Bank's share of income from unrestricted investment
accounts {as a Mudarib and Rabalmal)

Income from investments
Gain on fair value adjustment for investments in properties

Share of profit of associates
Other income

Total income

EXPENSES

Staff costs

Depreciation of equipment and [jarah assets

Depreciation of Ijarah Muntahia Bittamleck
Other expenses

Total expenses

Net income before provisions

Provisions

NET INCOME FOR THE YEAR

BASIC AND DILUTED EARNINGS PER SHARE (fils)

i

“L/— %rr_ ..:—L.ﬂ:_a.__

bidulla Al Bassam

Chatrman

Notes

16

19

20

22

2006 2005
BD'009 BD'000
24,705 13,224
20,049 5,627
(7,389) (571)
12,660 5,056
12,045 8,168
5,518 2,238
2,098 1,991

609 454
1,288 626
21,558 13,477
3,855 3,248
539 502
2,315 938
1,646 1,399
8,355 6,087
13,203 7,390
(150)
13,053 7,390
47.33 29.89

-

."f -
'“'{fifLLfL)

Yousif Saleh Khalaf

Chief Executive Officer



Bahrain Islamic Bank B.S.C.

CONSOLIDATED CASH FLOW STATEMENT
Year ended 31 December 2006

Notes
OPERATING ACTIVITIES
Net income for the year
Adjustments for non-cash items:
Depreciation
Provisions 20
Share of profit of associates 8

Gain on sale of investments in properties
Gain on fair value adjustment for investments in properties

Operating profit before changes in operating assets and liabilities

Working capital adjustments:
Mandatory reserve with Central Bank of Bahrain
Murabaha receivables
Mudaraba investments
Musharaka investments
ljarah Muntahia Bittamleek
Ijarah rental receivables
Other assets
Customers’ current accounts
Other liabilities
Directors’ remuneration
Charitable contributions

Net cash used in operating activities

INVESTING ACTIVITIES

Proceeds (Purchase) of investments in properties
Purchase of investments in Ijarah assets
Purchase of non-trading investments

Purchase of associates

Net cash used in investing activities
FINANCING ACTIVITIES
Increase in unrestricted investment accounts

Dividends paid
Zakah

Net cash from financing activities

NET INCREASE IN CASH AND CASH EQUIVALENTS
Cash and cash equivalents at  January

CASH AND CASH EQUIVALENTS AT 31 DECEMBER 3

2006 2005
BD'000 BD'000
13,053 7,390
2,854 1,440
150 -
(609) (454)
(948) 473)
(2,098) (1,991)
12,402 5,912
(1,550) 173
(85,439) (945)
7,279 (17,640)
(4,065) (7,168)
(5,049) (7,698)
1,377) (876)
(5,529) (63)
4,048 16,977
2,479 1,019
(120) (100)
(75) (43)
(10,454)
L Ly (3.668)
- (3921
(22,527) {10,475}
(2,71 403
(14,484)
106,237 29,052
(3,795) 2.754)
(138} (1463
26,152
3471 214
4,483 3,269
7,954 4,483
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Bahrain Islamic Bank B.S.C.
CONSOLIDATED STATEMENT OF SOURCES AND U$ES OF GOOD FAITH

QARD FUND
Year ended 31 December 2006

2006 2005

BD'0GO BD'000
Opening balances
Qard hasan receivables 5 19
Funds available for qard hasan 123 109
Sources of Qard fund
Contribution by the Bank (note 4) 125 125
Donations 3 3
Total of sources during the year 128 128
Uses of qard fund
Marriage 6
Refurbishment 12
Medical treatment 11
Others 10
Total uses during the year 39
End of year balance
Qard hasan receivables 35 5
Funds available for gard hasan 93 123

128 128



Bahrain [slamic Bank B.S.C.

CONSOLIDATED STATEMENT OF SOURCES AND I.PSES OF ZAKAH AND
CHARITY FUND |

Year ended 31 December 2006 '

2006 2005

BD'000 BD'000
Sources of zakah and charity funds
Undistributed zakah and charity funds at the beginning of the year 139 147
Zakah due from the Bank for the year (note 21) 170 138
Non-islamic income 150 -
Donations 91 -
Total sources of funds during the year 550 285
Uses of zakah and charity funds
University and school students 10
Philanthropic societies 97 119
Aid to needy families 88 17
Total uses of funds during the year 185 146

Undistributed zakah and charity funds at end of the year (note 21) 365 139



Bahrain Islamic Bank B.S.C.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 December 2006 ‘

INCORPORATION AND ACTIVITIES

Bahrain Islamic Bank B.S.C. (“the Bank™) was incorporated in the Kingdom of Bahrain by Amiri Decree No.2 of
1979, under Commercial Registration (CR) number 9900, to carry out banking and other financial trading
activities in accordance with the teachings of Islam (Shari’a). The Bank operates under a retail banking licence
issued by the Central Bank of Bahrain (CBB) (formerly Bahrain Monetary Agency). The Bank’s Shari’a
Supervisory Board is entrusted to ensure the Bank’s adherence to Shari’a rules and principles in its transactions
and activities.

The Bank participated in 100% of the share capital in Abaa'd Real-Estate Company B.S.C. (“subsidiary™).
Abaa'd was incorporated on 8 April 2003 in Bahrain and has an authorized and paid-up share capital of BD
10,000,000. The subsidiary will start operations in 2007,

The Bank’s registered office is at Building 722, Road 1708, Block 317, Manama, Kingdom of Bahrain
The Bank has twelve branches (2005: twelve), all operating in the Kingdom of Bahrain.

2 SIGNIFICANT ACCOUNTING POLICIES

Following is a summary of the significant accounting policies adopted in preparing the consolidated financial
statements. These accounting policies are consistent with those used in the previous year.

Basis of preparation
The consolidated financial statements have been prepared on a historical cost basis, except for investment in
properties and certain non-trading investments "available for sale” that have been measured at fair value.

The consolidated financial statements have been presented in Bahraini Dinars, being the principal currency of the
Group’s operations.

The consolidated financial statements of the Bank and its subsidiary have been prepared in accordance with the
Financial Accounting Standards issued by the Accounting and Auditing Organisation for Islamic Financial
Institutions (AAOIFI) and the Bahrain Commercial Companies Law. In accordance with the requirement of
AAOIF}, for matters for which no AAOIFI standards exist, the Bank uses the relevant International Financial
Reporting Standard.

IASB Standards issued but not adepted
The following IASB Standard has been issued but are not yet mandatory, and has not yet been adopted by the
Bank:

IFRS 7 Financial Instruments: Disclosures
1AS 1 Amendment - Presentation of Financial Statements

The application of IFRS 7 and 1AS 1, which will be effective for the year ending 31 December 2007 will result in
amended and additional disclosures relating to financial instruments and associated risks.

Basis of consolidation

The consolidated financial staternents comprise the financial statements of the Bank and its subsidiary. A
subsidiary is an entity over which the Bank has power to control which is other than fiduciary in nature. The
subsidiary has been consolidated from the date it was incorporated. All intercompany balances and income have
been eliminated on consolidation.

Financial contracts
Financial contracts con:



Bahrain Islamic Bank B.S.C

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 December 2006

2 SIGNIFICANT ACCOUNTING POLICIES (continued)

Non-trading investments .
These are classified as either held-to-maturity or available-for-sale.

All investments are initially recognised at cost, being the fair value of the consideration given including
acquisition charges associated with the investment. Premiums and discounts are amortised on a systematic basis
to maturity.

Held-to-maturity

Investments that have fixed or determinable payments, which are intended to be held-to-maturity, are carried at
amortised cost, less provision for impairment in value. Amortised cost is calculated by taking into account any
discount or premium and acquisition charges on acquisition. Any gain or loss on such investments is recognised
in the consolidated statement of income when the investment is derecognised or impaired.

Available-for-sale

After initial recognition, investments that are classified as “available-for-sale” are re-measured at fair value. The
fair value changes of investments available for sale are reported in equity until such time as the investments are
sold, realised or deemed to be impaired, at which time the realised gain or loss is reported in the consolidated
statement of income.

Investments in associates

The Group’s investments in associates are accounted for under the equity method of accounting. These are
entities over which the Group exercises significant influence but not contrel and which are neither subsidiaries
nor joint ventures. Under the equity method, the investments in associates are carried in the balance sheet at cost,
plus post-acquisition changes in the Group’s share of net assets of the associate, less any impairment in value.
The consolidated income statement reflects the Group’s share of the results of its associates. Where there has
been a change recognised directly in the equity of the associates, the Group recognises its share of any changes
and discloses this, when applicable, in the consolidated statement of changes in equity.

The Group determines at each balance sheet date whether there is any objective evidence that the investment in
associate is impaired. If this is the case the Group calculates the amount of impairment as being the difference
between the fair value of the associate and the carring value and recognises the amount in the consolidated
income statement,

Unrealised profits and losses resulting from transactions between the Group and its associate are eliminated to the
extent of the Group’s interest in the associate.

Ijarah assets, TIjarah Muntahia Bittamleek
These are initially recorded at cost. Tjarah assets and Ijarah Muntahia Bittamleek comprise of land and buildings.

Depreciation is provided on a straight-line basis on all [jarah Muntahia Bittamleek other than land (which is
deemed to have indefinite life), at rates calculated to write off the cost of each asset over the period of lease.

For ljarah assets the depreciation is provided on a straight-line basis, at rates calculated to write off the cost of the
assets over its expected useful life. The estimated useful life lives of the assets for calculation of depreciation
ranges between 10 to 35 years.



Bahrain Islamic Bank B.S.C.

NOTES TO THE CONSOLIDATED FINANCIAL SJTATEMENTS
31 December 2006

2 SIGNIFICANT ACCOUNTING POLICIES (continued)

Investments in properties :

Properties held for rental, or for capital appreciation purposes, or both, are classified as investments in properties,
Investments in properties are initially recorded at cost, being the fair value of the consideration given and
acquisition charges associated with the property. Subsequent to initial recognition, investments in properties are
measured at fair value and changes in fair value are recognised in the consolidated statement of income.

In accordance with AAOIFI, such gains or losses are appropriated to an investment fair value reserve at year end.
Upon realization of these gains/losses, these are transferred to retained earnings from investment fair value
reserve.

Unrestricted investment account holders ;
All unrestricted investment accounts are carried at cost plus profit less a.mom#ts repaid.

Unrestricted investment account holders share of income is calculated based on the income generated from
investment accounts after deducting mudarib share. Operating expenses are charged to shareholders funds and
not included in the calculation.

The basis applied by the Group in arriving at the unrestricted investment account holders' share of income is
(total investment income less shareholders' " Bank" income). Portion of the income generated from unrestricted
investment account holders will be distributed to profit equalization reserve, mudarib share and investment risk
reserve and the remaining will be distributed to the unrestricted investment account holders.

Profit equalisation reserve
This is the amount appropriated by the Bank out of the mudaraba income, before allocating the mudarib share, in
order to maintain a certain level of return on investment for investment account holders and increase owners'

equity.

Investment risk reserve
This is the amount appropriated by the Bank out of the income of investment account holders, after allocating the
mudarib share, in order to cater against future losses for investment account holders.

Zakah

Zakah is calculated on the Zakah base of the Group in accordance with the Financial Accounting Standards
issued by the Accounting and Auditing Organisation for Islamic Financial Institutions using the net invested
funds method. Zakah is paid by the Group based on statutory reserve, general reserve and retained earning
balances at the beginning of the year. The remaining Zakah is payable by individual shareholders. Payment of
Zakah on unrestricted investment and other accounts is the responsibility of investment account holders.

Fair value
For investments traded in organised financial markets, fair value is determined by reference to quoted market bid
prices at the close of business on the balance sheet date.

For investments where there is no quoted market price, a reasonable estimate of the fair value is determined by
reference to the current market value of another instrument which is substantially the same, or is based on an
assessment of the value of future cash flows.

Provisions I

Provisions are recognised when the Group has a present obligation (legal or constructive) arising from a past
event and the costs to settle the obligation are both probable and able to be reljably measured.



Bahrain Islamic Bank B.S.C.

NOTES TO THE CONSOLIDATED Fi[NANCIAL STATEMENTS
31 December 2006

2 SIGNIFICANT ACCOUNTING POLICIES (continued)
Derecognition of financial assets and liabilities

Financial asseis :
A financial asset (or, where applicable a part of a financial asset or part of q group of similar financial assets) is
derecognised when: '

the right to receive cash flows from the asset have expired;

the Group has transferred its rights to receive cash flows from and either (a) has transferred substantially
all the risks and rewards of the asset, or (b) has neither transferred nor retained substantially all the risks
and rewards of the assets, but has transferred control of the asset; or |

the Group retains the right to receive cash flows from the asset.

Financial liabilities
A financial lability is derecognized when the obligation specified in the contract is discharged, cancelled or
expire.

Offsetting

Financial assets and financial liabilities are only offset and the net amount reported in the consolidated balance
sheet when there is a legally enforceable right to set off the recognised amounts and the Group intends to either
settle on a net basis, or to realise the asset and settle the liability simultaneously.

Revenue recognition

Murabaha receivables
Where the income is quantifiable and contractually determined at the commencement of the contract, income is
recognised on a time-apportioned basis over the period of the contract based on the principal amounts
outstanding. Where the income from a contract is not quantifiable, it is recognised when realised. Income that is
90 days or more overdue is excluded from income.

Musharaka investments
Income is recognised on the due dates of the installments or when received in case of sale Musharaka. Income
that is 90 days or more overdue is excluded from income.

Mudaraba investments
Income is recognised when it is quantifiable or on distribution by the Mudarib, whereas the losses are charged to
income on their declaration by the Mudarib.

Dividends
Dividends revenue is recognised when the right to receive the dividend is established.

Ijarah and Ijarah Muntahia Bittamleek
Tjarah income and income from [jarah Muntahia Bittamleek are recognised on a time-apportioned basis over the
lease term.

Group's share as a Mudarib
The Group’s share as a Mudarib for managing unrestricted investment accoun*s is accrued based on the terms and
conditions of the related management agreements, |

Fee and commission income
Fee and commission income is recognised when earned.

Income allocation




Bahrain Islamic Bank B.S.C

'NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 December 2006

2 SIGNIFICANT ACCOUNTING POLICIES (continued)

Foreign currencies

Transactions in foreign currencies are recorded at the rate ruling at the date of the transaction. Monetary assets
and liabilities denominated in foreign currencies are retranslated into Bahraini Dinars at the rate of exchange
ruling at the balance sheet date. All differences are taken to the income statement.

Translation gains or losses on non-monetary items carried at fair value are included in equity as part of the fair
value adjustment on securities available-for-sale.

Cash and cash equivalents
For the purpose of Statement of Cash Flows, "cash and cash equivalents” consist of cash in hand, bank balances,
batances with the Central Bank of Bahrain and other banks with original maturities of 90 days or less.

Impairment of financial assets

An assessment is made at each balance sheet date to determine whether there is objective evidence that a specific
financial asset may be impaired. If such evidence exists, any impairment loss is recognised in the income
statement. Impairment is determined as follows:

(a) For assets carried at fair value, impairment is the difference between cost and fair value, less any
impairment loss previously recognised in the income statement;

(b) For assets carried at cost, impairment is the difference between carrying value and the present value of
future cash flows discounted at the current market rate of return for a simnilar financial asset;

(c) For assets carried at amortised cost, impairment is the difference between carrying amount and the
present value of future cash flows discounted at the original effective interest rate.

For available for sale equity investments reversal of impairment losses are recorded as increases in cumulative
changes in fair value through equity.

Judgments
In the process of applying the Group’s accounting policies, management has made the following judgments, apart

from those involving estimations, which have the most significant effect in the amounts recognised in the

Classification of investments
Management decides on acquisition of an investment whether it should be classified as held to maturity or

available for sale.

For those deemed to be held to maturity management ensures that the requirements of FAS 17 and IAS 39 are
met and in particular the Group has the intention and ability to hold these to maturity.

All other investinents are classified as available for sale.

Estimation uncertainty

The key assumption concerning the future and other key sources of estimation uncertainty at the balance sheet
date, that has a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities
within the next financial year is in relation to impairment of financial assets discussed below:

The Group reviews its doubtful financial contracts and investments on a quasterly basis to assess whether a
provision for impairment should be recorded in the statement of income. In particular, considerable judgment by
management is required in the estimation of the amount and timing of future cash flows when determining the
level of provisions required. Such estimates are necessarily based on assumptions about several factors involving
varying degrees of judgment and uncertainty, and actual results may differ resulting in future changes to such
Provisions.



Bahrain Islamig l.iank B.S.C. L B
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 December 2006 *

3 CASH AND BALANCES WITH THE CBB AND OTHER BANKS
2006 2005
BD'0GO BD000
Cash and balances with the CBB, excluding mandatory reserve deposits 2,962 2,125
Balances with other banks 4,992 2,358
Cash and cash equivalents 7,954 4,483
Mandatory reserve with the CBB 7,515 5,965
15,469 10,448
ek L
The mandatory reserve with the CBB is not available for use in the day-to-day operations,
4 MURABAHA RECEIVABLES
2006 2005
BD'00G BD'000
Murabaha with banks:
International commodities 179,463 105,287
Other Murabaha:
Commodities murabaha with non-banks 10,092 7,940
Land 14,418 10,230
Buildings 4,720 5,859
Letters of credit 23,343 18,053
Motor vehicles 4,792 4,950
Building materials 7,068 11,740
Furniture 217 350
Tasheel 6,228
Others 1,436 ,670
72,314 60,792
Qard fund 125 125
Gross receivables 72,439 60,917
251,902 166,204
Deferred profits (8,277) (7,997)
Provisions (note 20) (1,915) (1,786)
Net receivables 241,710 156,421

Non-performing Murabaha receivables outstanding as of 31 December 2006 amounted to BD 2,744 thousand
(2005: BD 2,275 thousand). The Group considers the promise made in the Murabaha to the purchase order as

obligatory.



Bahrain Islamic Bank B.S.C

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

31 December 2006

4 MURABAHA RECEIVABLES {continued)

The composition of the Murabaha receivables portfolio geographically and by sector is as follows:

2006
Europe  Arab World Total
BD'000 BD'000 BD'000
Commercial - 23,343 23,343
Financial institutions 8,720 170,743 179,463
Secured by real estate - 17,633 17,633
Others - 31,463 31,463
At 31 December 2006 8,720 243,182 251,902
At 31 December 2005 4,537 161,667
5 MUDARABA INVESTMENTS
2006
BD'000
Mudaraba investments 22,180

2005
Total
BD000

18,053
105,287
27,829
15,035

166,204

2005
BD'OGO

29,459

The Group’s Mudaraba investments transactions consist of investment in funds operated by other banks and
financial institutions and participation in the financing transactions through other banks and financial institutions.

There are no non-performing Mudaraba investments as of 31 December 2006 (2005: Nil)

6 MUSHARAKA INVESTMENTS

Real estate financing
Provisions (note 20)

2006
BD'000

14,004

(50)

13,954

2005
BD'000

9,939
(50)

9,889

Non-performing Musharaka investments outstanding as of 31 December 2006 amounted to BD 263 thousand

(2005: BD 50 thousand ).



Bahrain Islamic Bank B.S.C.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

31 December 2006

7 NON-TRADING INVESTMENTS

Quoted investments
Equity shares

Unguoted investments
Sukuk *
Equity shares

Provisions (note 20)

At 31 December 2006

At 31 December 2005

Available- Held-t0- 2006 2005
Jor-sale maturity Total Total
BD'00O BD'000 BD'000 BD'000

32,070 32,070 34,053
- 60,866 60,866 44,112
4,797 - 4,797 2911
4,797 60,866 65,663 47,023
36,867 60,866 97,733 81,076
(315) (315) (328)

36,552 60,866 97,418

80,748

36,636 44,112

* The above mentioned sukuk were issued by the following issuers as follows:

Sukuk Al Ijarah

Qatar Real Estate Investment Company
Lagoon city sukuk

Sukuk for leasing

Bahrain Financial Harbor
Durrat Al Bahrain
Emirates Airlines sukuk
Amlak sukuk

Dubati Port sukuk

Qater sukuk

Arcapita sukuk

Investment Dar No. I and 2
A'ayan leasing sukuk

Total

The Issuer

Central Bank of Bahrain

Gulf International Bank
Liquidity Management Center
Liquidity Management Center
Liquidity Management Center
Liquidity Management Center
HSBC UAE

HSBC UAE

HSBC UAE

HSBC UAE

Arcapita

Wast LB London

Wast LB London

The Above Sukuk maturities range from one month revolving to 9 years.

Face Value Carrying value

BD'000 BD'000

13,583 17,664
1,320 1,327
7,540 7,540
7,577 7,559
3,770 3,824
5,655 5,725
1,131 1,134
1,131 1,166
4,524 4,953
1,508 1,531
1,885 1,913
4,524 4,605
1,885 1,925

56,032 60,866
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8 INVESTMENTS IN ASSOCIATES

The Bank has the following investments in associates:

Takaful International Company B.S.C.

Liquidity Management Centre B.S.C. (¢)

Country Ownership
of incorporation 2006 2005
Kingdom of Bahrain 22.75% 22.75%
Kingdom of Bahrain 25.00% 25.00%

Takaful International Company B.S.C. (incorporated in 1989) carries out takaful and retakaful activities in

accordance with the teachings of Islamic Shari’a.

Liquidity Management Centre B.S.C. (¢) was set up in 2002 to facilitate the creation of an Islamic inter-bank
market that will allow Islamic financial services institutions to effectively manage their assets and liabilities.

The following tables illustrate summarised financial information relating to the Group's associates:

Carrying amount of investments in associates

At 1 January

Capita! increase

Share of results

Dividends paid

Cumulative change in fair value

At 31 December

9 INVESTMENTS IN IJARAH ASSETS

Cost:
At 1 January
Additions

At 31 December

Depreciation:
At | January
Provided during the year

At 31 December

Net book value:
As at 31 December

2006 2005
BD'000 BD'000
3,382 2,953
2,827 -
609 454
(113) -
(53) 25)
6,652 3,382
| —
Land Buildings 2006 2005
BD'000 BD'000 BD'000 BD'000
1,380 5,640 7,020 6,629
- - - 391
1,380 5,640 7,020 7,020
1,846 1,846 1,670
176 176 176
2,022 2,022 1,846
1,380 3,618 4,998 5,174
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10 IJARAH MUNTAHIA BITTAMLEEK

Land Buildings 2006 2005
BD'0g0 BD'0G0 BD'0GO BD'000
Cost:
At 1 January 3,967 9,021 12,988 5,290
Additions 8,824 2,687 11,511 9,198
Disposals (1,623) )} (1,627) (1,500)
Repayments (1,435) (3,400) (4,835)
At 31 December 9,733 8,364 18,037 12,988
Depreciation:
At 1 January 236 236 174
Provided during the year 2,319 2,319 1,087
Relating to disposed assets (C)] @ (149)
At 31 December 2,551 2,551 1,112
Net book value;
As at 31 December 9,733 5,753 15,486 11,876
* B =rr—— dinr=

Non-performing ljarah Muntahia Bittamleek as of 31 December 2006 amounted to BD 3,082 thousand
(2005: Nil). The non-performing Ijarah Muntahia Bittamleek is fully collateralised and in management opinion

no provision is required.

1 INVESTMENTS IN PROPERTIES

Cost:
At 1 January

Additions

Disposals
Cost at 31 December
Cumulative fair value adjustment

Fair value at 31 December

12 OTHER ASSETS

Equipment

Receivables under letter of credit

Receivables from sales of non-trading investments
Staff advances

Others

2006 2005
BD'000 BD'000
8,035 3,729
984 5.023
(2,289) 717
6,730 8,035
3,255 2,306
9,985 10,341
2006 2005
BD'000 BD'000
1,737 ,147
1,656 448
1,696
344 17
876 425
6,309 2,020
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13 OTHER LIABILITIES

2006 2005
BD'000 BD'000
Margin on letters of credit 810 418
Managers’ cheques 814 920
Accrued expenses 829 596
Murabaha bills payable 465 711
Dividends payable 307 142
Clearance cheques 657 209
Amounts due to musharaka partner 670
Amount due for credit card usage 289
Advance payment for Murabaha 208 43
Provision for employees’ end of service benefits and leave 131 84
Amount due for ATM usage 227 154
Others 634 284
6,041 3,562
—_
14 UNRESTRICTED INVESTMENT ACCOUNTS
2006 2005
BD'600 BD'000
Investment accounts:
Customers 152,740 140,917
Banks and other financial institutions 148,887 54,323
Profit equalisation reserve * 2,491 2,641
304,118 197,881

* Non-islamic income of BD 150 thousand has been charged against profit equalisation reserve after obtaining
Shari'a Supervisory Board approval.

The Group’s share, as Mudarib, in the profits of unrestricted investment accounts is up to a maximum of 65%
{2005: between 15% to 45%).

The following table represents the distribution of profit to unrestricted investment account holders.

2006 2005 2004
Percentage Percentage Percentage
of funds Percentage of funds Percentage of funds Percentage
invested distribution invested distribution invested distribution
Defined deposits 85 4.41 85 170 5 .80
Specific investment
deposits 100 4.8 -505 100 3.5-19 100 6-1.9
Continuous deposits * 80 80 390 80 2.05
Investment
certificates 20 4.76 90 420 20 215
Savings accounts 50 0.80 50 0.80 50 0.75
Education and shifa o0 4.38 90 4.20 o0

1n 2005 the Bank ceased offering continuous deposits to customers.
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15 EQUITY
2006 2005
BD'000 BD'000
) Share capital
a) Authorised
500,000,000 shares of BD 0.100 each 50,000 50,000
b) Issued and fully paid up
283,360,000 shares (20035: 253,000,000 shares) of BD 0.100 each 28,336 25,300
e, i

Share premium

Amounts collected in excess of the par value of the issued share capital during any new issue of shares,
net of issue expenses, are treated as share premium. This amount is not available for distribution, but can

be utilised as stipulated by the Bahrain Commercial Companies Law.

Reserves

Statutory reserve

As required by Bahrain Commercial Companies Law and the Bank'’s articles of association, 10% of the
annual net profit for the year is transferred to the statutory reserve. The Bank may resolve to discontinue

such annual transfers when the reserve totals 50% of paid up share capital. The reserve

is not

distributable except in such circumstances as stipulated in the Bahrain Commercial Companies Law and

following the approval of the Central Bank of Bahrain.

General reserve
The general reserve is established in accordance with the articles of association of the Bank

and is

distributable following a resolution of shareholders at a general meeting and the approval of the Central

Bank of Bahrain.

Investments fair value reserve

This represents cumulative unrealised revaluation gains on investments in properties. This reserve is

transferred to the consolidated statement of income upon sale of the investment properties.

Cumulative changes in fair value
This represents the net unrealised gains on available-for-sale investments relating to shareholders.

16 INCOME FROM ISLAMIC FINANCES

2006 2005
BD'000 BD'OO0

Income from Murabaha receivables 15,779 8,401
Income from Mudaraba financing 1,126 727
Income from Musharaka investments 974 481
Income from investments in Sukuk 3,058 1,736
ljarah Muntahia Bittamleek income 3,768 1,879

24,705 13,224
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17 INCOME FROM INVESTMENTS

Income from investment in equities
Income from ljarah assets

Gain on sales of investment in properties

18 OTHER INCOME

Commission income
Gains from foreign currency transactions
Fees and others

19 OTHER EXPENSES

Expenses on [jarah assets
Expenses on premises and equipment
Computer maintenance
Communication expenses
Advertisements and subscriptions
Registration fees

Stationery expenses

Professional fees

Shari’a committee remuneration
Board expenses

Insurance expenses

Consultancy fees

Miscellaneous

2006 2005

BD'000 BD'000

4,033 1,224

537 541

948 473

5,518 2,238

2006 2005

BD'0G0 BD000

545 275

522 126

221 225

1,288 626
il

2006 2005

BD'000 BD'000

221 189

313 315

203 193

162 167

194 129

66 64

70 66

67 66

30 22

54 40

37 47

47 28

182 73

1,646 1,399
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20 PROVISIONS

Murabsha  Musharaka Non-trading

receivables  investments  investments Total Total
2006 2006 2006 - 2006 2005
BD'00¢ BD'0OO BD'0OO BD'000 BD'000
Provision at beginning
of the year ,786 50 328 2,164 2,345
Written off during
the year (21) (13) (34) (181)
1,765 50 315 2,130 2,164
Provided during the year 150 150
Provision at end of o o
the year 1,915 50 315 2.280 2,164
Note 4 Note 6 Note 7

21 ZAKAH

Zakah payable amounted to BD 962 thousand for the year ended 31 December 2006 (2005: BD 878 thousand).
The amount that witl be paid by the Group is BD 170 thousand (2005: BD \138 thousand) which represents the
Zakah on the statutory reserve, general reserve and retained earning balances at the beginning of the year. The
remaining Zakah balance amounting to BD 792 thousand (2005: BD 740 thousand) is due and payable by the
shareholders at 2.8 fils per share (2005: 2.9 fils per share). |

The Bank has changed the treatment of Zakah from the year 2005. Instead of charging it to the staterment of
income as an expense, it is now treated as a payment on behalf of shareholders and therefore as an appropriation
from the retained eamings.

22 EARNINGS PER SHARE

Basic and diluted earnings per share is calculated by dividing the net income Tor the year by the weighted average
number of shares during the year as follows:

2006 2005
BD'000 BD'000
Net income for the year 13,053 7,390
-
Weighted average number of shares 275,770 247,250
xa
Basic and diluted earnings per share (fils) 47. 33 29.89 _

There have been no transactions during the year which caused dilution of the *:aming per share.
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23 APPROPRIATIONS

2006 2005

BD'GO0 BD'000

Proposed dividend 5,667 3,795
Bonus shares 3,542 3,036
Directors' remuneration 210 120
Zakah (note 21) 170 138
Charitable contributions - 75
9,589 7,164

The directors have proposed a cash dividend of 20 fils per share (2005: 15 fils per share). This will be submitted
for formal approval at the Annual General Meecting.

one bonus share for each eight shares held. This is subject to relevant approyal from the Ministry of Industry and

In addition, in the Board of Directors' meeting held on 16 January 2007, it was decided to issue bonus shares at
Commerce, the Central Bank of Bahrain and shareholders' meeting. F

The dividend of BD 3,795 thousand proposed for the year 2005 was approved at Annual General Meeting in 8
March 2006 and was paid in 2006 foflowing that approval.

The Bank issued bonus shares at one bonus share for each twelve shares held following shareholders' approval
and the Board of Directors' resolution in its meeting held on 18 January 2006. This was also approved by the
Ministry of Industry and Commerce and the Central Bank of Bahrain. |

24 COMMITMENTS AND CONTINGENT LIABILITIES

Credit related commitments ‘
These include commitments to enter into financing contracts which are desi%ned to meet the requirements of the

Bank’s customers.

Letters of credit and guarantees commit the Bank to make payments on behalf of customers.

The Group has the following credit related commitments and contingent liabilities on behalf of customers:

2606 2005
BD'000 BD0GO
Letters of credit 8,565 5,494
Guarantees 613 1,596
Operating lease commitments * 254 289
9,432 7379

* The Group has entered into commercial leases for certain branches. se leases have an average life of

between 5 and 10 years with renewal terms included in the contracts. Renewals are at the option of the specific
entity that holds the lease. There are no restrictions placed upon the lessee by entering into these leases.
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24 COMMITMENTS AND CONTINGENT LIABILITIES (contin‘ued)

Future minimum rentals payable under non-cancellable operating leases as At 31 December are as follows;

2006 2005
BD'oog BD'000
Within one year 107 93
After one year but not more than five years 136 177
More than five years 11 19
254 289
I

Credit lines commitments

The Group has provided credit line to its associate Liquidity Management Center B.S.C. {c of BD 3,770
thousand for liquidity purposes.

25 RELATED PARTY TRANSACTIONS

Related parties represents associated companies , major shareholder, directo*s and key management personnel of

The balances and values of major transactions with the refated parties are as *‘ollows:

Income (expense) ‘ __ Balanee ol 31 Decembar
2006 2305 2006 2005
Name of related pa, Transaction BD'000 BD'000 BD'000 BD000
Shareholders Sukuk , 176 6,634
Associate [jarah Muntahia Bittamleek - 2,048
Board of Directors  ljarah Muntahia Bittamleek 5 641 -
Board of Directors  Musharaka 73 h9 891 ,889
Board of Directors  Tawaroq 1 1,516
Compensation of the key management personnel is as follows:
2006 2005
BD'090 BD00G
Short term employee benefits 133 75
Other long term benefits 3 4
136 79
=T %

26 CREDIT RISK

Credit risk is the risk that one party to a financial contract will fail to discharge an obligation and cause the other
party to incur a financial loss.

Type of credit risk
Financing contracts mainly comprise sales receivables and mudaraba financing,

Cash and balances with banks

Cash and balances with banks include balances with banks and financial institutions invested on a short term
basis. The Group manages the exposure by setting limits approved by the Board of Directors of the Bank.
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26 CREDIT RISK (continue)

The Group finances these transactions through buying the commodity \which represents the object of the
murabaha and then resells this commodity to the murabeh (beneficiary) at 4 profit. The sale price (cost plus the
profit margin) is repaid in installments by the murabaha over the agreed peFod. The transactions are secured at

Murabaha receivables j

times by the object of the murabaha (in case of real estate finance) and other times by a total collateral package
securing the facilities given to the client.

the lessee at the end of the Ijarah
ents are settled.

The legal title of the assets under ljarah Muntahia Biltamleek only passes

Ijarah Muntahia Biltarmieek I
terrn, through gift, consideration or gradual sale, provided that all [jara insta

Mudaraba investments
The Bank enters into mudaraba contracts by investing in funds operated by other banks and financial institutions
for a definite period of time.

Musharaka investments |
Musharaka is a form of partnership between the Bank and its clients whereb)* 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 b%xis. Profits are shared in an agreed
ratio, but losses are shared in proportion to the amount of capital contributed

Risk management

The Group controls credit risk by monitoring credit exposures, and continually assessing the creditworthiness of
counterparties. Financing contracts are mostly secured by the personal guarantees of the counterparty and in
certain cases a mortgage of the object.

Concentrations of credit risk arise when a number of counterparties are engaged in similar business activities, or
activities in the same geographic region, or have similar economic features that would cause their ability to meet
contractual obligations to be similarly affected by changes in economic, political or other conditions.
Concentrations of credit risk indicate the relative sensitivity of the Grouyp’s performance to developments
affecting a particular industry or geographic location. The Group seeks to manage its credit risk exposure
through diversification of financing activities to avoid undue concentrations of risks with individuals or groups of
customers in specific locations or businesses.
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27 CONCENTRATIONS OF ASSETS, LIABILITIES, UNRESTRICTED INVESTMENT
ACCOUNTS AND COMMITMENTS AND CONTINGENT LIABILITIES

The distribution by geographic region and industry sector was as follows:

Lighifitdey mand urrestrictod Clommilmesiy angd
Aggeti irvestmesr aocounis cortlagent ahilities
B2 00y B W {1 G0
A December 31 Oveomber 31 Devomber 31§ Decosmhes Af Pecember 1) _r;.:{_i,.;,“,:
2l 005 2 20 i i
Geographical region
North America 6,487 3,446 - - 29 450
Europe 18,470 8.546 - - 1,742 755
Middle East 411,488 308,599 361,552 248,788 5,434 3,789
Asia 31 105 - - 2,227 2,385
436,474 S0 696 31,552 248 TRR 9432 FsrL
Industry sector
Trading and
manufacturing 34,586 23,205 51,445 90#246 9,178 7,090
Banks and financial
institutions 317,763 227,147 167,225 101[709 - -
Others 84,127 70,344 142,882 56/833 254 289
436,476 320,696 361,552 2484788 9,432 7,379

As at 31 December 2006, the Group had significant exposure to a non-tradi g investment amounting to 40% of
total equity.

28 CURRENCY RISK

The Group had no significant foreign currency exposures.

29 PROFIT SHARE RISK

The Group is not exppse_d to interest rate risk on its financial assets as no inw+ést 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. The following table

indicates the profit rates on these at the balance sheet date based on the annualised income to be recognised,
expressed as a percentage of the principal outstanding.

2006 2005

% %

Murabaha with banks 52 3.3
Other Murabaha 9.4 9.3
Mudaraba investments 5.4 5.4
9.1 9.1

Musharaka investments

[jara Muntahia Bittamleek 85-9.5 8.5-9.5
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Bahrain Islamic Bank B.S.C.

31 December 2006

31 SEGMENTAL INFORMATION

The activities of the Group are performed on an integrated basis. Therefore, any segmentation of operating
income, expenses, assets and liabilities is not relevant. As such, operating income, expenses, assets and
liabilities are not segmented.

The Group operates solely in the Kingdom of Bahrain and, as such, no Feographical segment information is
presented. !

32 FAIR VALUE OF FINANCIAL INSTRUMENTS

The estimated fair value of the Group’s financial instruments are not significantly different from their book
values as at the consolidated balance sheet other than unquoted equity sharéls as reported in note 7.

33 EARNINGS AND EXPENSES PROHIBITED BY SHARI'A

The Group did not receive income or incur any expense prohibited by the Shari'a.

34 SHARI'A SUPERVISORY BOARD

The Bank's Shari'a Supervisory Board consists of three Islamic scholars wh‘T review the Bank's compliance with
general Shari'ah principles and specific fatwas, rulings and guidelines issued, Their review includes examination

of evidence relating to the documentation and procedures adopted by the Bank to ensure that its activities are
conducted in accordance with Islamic Shari'a principles.

35 SOCIAL RESPONSIBILITY

The Group discharges its social responsibilities through zakah and charity flind's expenditures and donations to
good faith gard fund for marriage, refurbishment, medical treatments, etc.

36 COMPARATIVES

Corresponding figures for 2005 have been reclassified in order to conform with the presentation for the current
year. Such reclassifications do not affect previously reported net income, equiity and cash flows.



