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Kingdom of Bahrain

Bahrain Islamic Bank B.S.C.

Agreed-upon procedures relating to the review of compliance with Public
Disclosure Module issued by the Central Bank of Bahrain [the “CBB"]

for the period ended 30 June 2013

Dear Sir

We have performed the procedures agreed with you and enumerated in the attached
Appendix A relating to the disclosures required by the Public Disclosure Module [PD Module]
issued by the Central Bank of Bahrain [the CBB]. Our engagement was undertaken in
accordance with the International Standard on Related Services applicable to agreed-upon
procedures engagements. The procedures were performed solely to assist you in evaluating
whether the disclosures for the period ended 30 June 2013 [attached for identification
purposes] comply with the requirements of PD Module.

Because the procedures do not constitute either an audit or review made in accordance with
the International Standards on Auditing or International Standards on Review Engagements,
we do not express any assurance on the disclosures made for the period ended 30 June
2013.

Had we performed additional procedures or had we performed an audit or review of the
disclosures in accordance with International standard on Auditing or International Standards
on Review Engagements, other matters might have come to our attention that would have
been reported to you.
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Our report is solely for the purpose set forth in the first paragraph of this report and for the
information of Bahrain Islamic Bank B.S.C and its subsidiaries together known as [the
“Group”] and the CBB and is not to be used for any other purpose or to be distributed to any
other parties. This report relates only to the disclosures made for the period ended 30 June
2013 and does not extend to any consolidated financial statements of the Group, taken as a
whole.

Yours faithfully

Manama, Kingdom of Bahrain

Attachments: Appendix A

EAJ: ask
1111
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Bahrain Islamic Bank B.S.C.

Basel Il, Pillar lll Disclosures
for the period ended 30 June 2013 (Unaudited)

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 Ii for Islamic Banks. Rules concerning the disclosures
under this section are applicable to Bahrain Islamic 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 to 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 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
growth of the business. Current and future capital requirements are determined on the basis of financing
facilities growth expectations for each business group, expected growth in off-balance sheet facilities and
future 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 to Board approval.

The Group as of 30 June 2013 is not in compliance with the regulatory minimum capital adequacy ratio
requirement, and its capital adequacy ratio stood at 11.74%.

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.




Bahrain Islamic Bank B.S.C.

Basel Il, Pillar 11l Disclosures
for the period ended 30 June 2013 (Unaudited)

2 Capital Adequacy (continued)

Table - 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 30 June 2013 after deductions for Capital

Adequacy Ratio (CAR) calculation;

Components of capital

Issued and fully paid ordinary shares
General reserves
Legal / statutory reserves
Retained profit brought forward
Less:
Unrealised gross losses arising from
fair valuing equity securities

Tier 1 Capital before PCD deductions

Current interim profits (reviewed by external auditors)

Asset revaluation reserve - Property, plant, and equipment (45% only)
Unrealized gains arising from fair valuing equities (45% only)

Profit Equalization Reserve
Investment risk reserve

Tier 2 Capital before PCD deductions

Total available capital (Tier 1 and Tier 2)

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%

Total Deductions

Net Available Capital

TOTAL ELIGIBLE CAPITAL

Tier 1 Tier 2
BD’000 BD’000
93,404 -
1,000 -
10,267 -
(49,455) -
(707) -
54,509 -
- 2,401
- 5,967
- 909
- 295
- 6,462
54,509 16,034
54,509 16,034
(2,845) (2,845)
(833) (833)
(3,677) (3,677)
50,832 12,357
63,189




Bahrain Islamic Bank B.S.C.

Basel ll, Pillar 11l Disclosures
for the period ended 30 June 2013 (Unaudited)

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-1.3.17)
The following table summarises the amount of exposures as of 30 June 2013 (gross of deductions) subject
to standardised approach of credit risk and related capital requirements by type of Islamic financing

Amount of
exposures

BD’000

480,434
15,553
42,133

538,120

11.74%

12%

contracts:
Risk
Weighted Capital
Assets requirements
BD’000 BD’000
Type of Islamic Financing
Murabaha receivables* 85,428 10,251
Due from banks and financial institutions 13,187 1,582
Musharaka investments® 31,446 3,774
Investment in Fund 60,230 7,228
Investment in Sukuk 6,653 798
ljarah muntahia bittamleek*® 32,945 3,953
ljarah rental receivables 5,305 637
235,194 28,223
Other credit exposures 245,240 29,429
480,434 57,652

*The risk weighted assets have been allocated on pro-rata basis due to system limitation.




Bahrain Islamic Bank B.S.C.

Basel I, Pillar |l Disclosures
for the period ended 30 June 2013 (Unaudited)

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 30 June 2013 subject to standardised
approach of market risk and related capital requirements;

Market Risk - Standardised Approach

Foreign exchange risk ( BD'000 ) 1,244
Total of Market Risk - Standardised Approach 1,244
Multiplier 12.5
RWE for CAR Calculation ( BD'000) 15,553
Total Market Risk Exposures ( BD'000 ) 15,553
Total Market Risk Exposures - Capital Requirement ( BD'000 ) 1,866

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 30 June 2013 subject to basic indicator
approach of operational risk and related capital requirements;

Indicators of operational risk

Average Gross income ( BD'000 ) 22,471
Multiplier 12.5
280,888

Eligible Portion for the purpose of the calculation 15%
Total Operational Risk Exposure ( BD'000 ) 42,133
Total Operational Risk Exposures - Capital Requirement ( BD'000 ) 5,056

Table - 5. Capital Adequacy Ratios (PD-1.3.20)
The following are Capital Adequacy Ratios as of 30 June 2013 for total capital and Tier 1 capital;

Total capital  Tier 1 capital
ratio ratio

Top consolidated level 11.74% 9.45%
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Bahrain Islamic Bank B.S.C.

Basel ll, Pillar Il Disclosures
for the period ended 30 June 2013 (Unaudited)

3 Risk Management (continued)
3.1 Credit Risk (continued)

Table — 17. Credit Risk Mitigation (PD-1.3.25 (b) and (c))

The following table summarises the exposures as of 30 June 2013 by type of Islamic financing contract

covered by eligible collateral;

Total exposure

covered by

Eligible
collateral * Guarantees
BD’000 BD’000
Murabaha receivables 2,364 13,767
Musharaka investments 30 125
ljarah muntahia bittamleek 435 1,324
Total 2,829 15,216

* Eligible collateral consists of cash collateral only.

Table — 18. 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 30 June 2013;

Gross positive fair value of contracts
Netting Benefits

Netted current credit exposure
Collateral held:

-Cash

-Shares

-Real Estate

Total

BD’000

792,514
792,514
2,829

5,720
117,287

125836

A haircut of 25% is applied on the Shares collateral and haircut of 30% is applied on the Real Estate

collateral.
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Bahrain Islamic Bank B.S.C.

Basel I, Pillar Il Disclosures
for the period ended 30 June 2013 (Unaudited)

3 Risk Management (continued)

3.2 Market Risk

Table — 19. Market Risk Capital Requirements (PD-1.3.27 (b))
The following table summarises the capital requirement for foreign exchange risk as of 30 June 2013;

Foreign

exchange

risk

BD’000

Foreign exchange risk 15,553
Foreign exchange risk capital requirement 1,866
Maximum value capital requirement 1,866
Minimum value capital requirement 1,827

3.3 Operational Risk

Table - 20. 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

2012 2011 2010
BD'000 BD'000 BD'000
Total Gross Income 23,780 24,856 18,777
Indicators of operational risk
Average Gross income ( BD'000 ) 22,471
Multiplier 12,5
Eligible Portion for the purpose of the calculation 15%
TOTAL OPERATIONAL RISK WEIGHTED EXPOSURE ( BD'000 ) 42,133
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Bahrain Islamic Bank B.S.C.

Basel ||, Pillar 11l Disclosures
for the period ended 30 June 2013 (Unaudited)

3 Risk Management (continued)
3.4 Equity Position in the Banking Book

Table - 21. 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 30 June 2013;

Total *Average Risk
gross gross Publicly Privately weighted Capital
exposure exposure traded held assets requirements
BD’000 BD’000 BD’000 BD’000 BD’000 BD’000
Equity investments 59,697 57,956 20,458 39,239 98,659 11,839
Funds 34,368 36,370 - 34,368 60,230 7,228

Total 94,065 94,326 20,458 73,607 158,889 19,067

*Average balances are computed based on month end balances.

Table — 22. 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 period
ended 30 June 2013;

BD’000
Cumulative realised gain arising from sales or
liquidations in the reporting period 728
Total unrealised losses recognised in the consolidated statement of financial position
but not through consolidated statement of income 783
Unrealised losses included in Tier 1 Capital 707
Unrealised gains included in Tier 2 Capital* 2,022

* This unrealised gain is discounted by 55% before including it in Tier 2 Capital

3.5 Equity of Investment Accountholders ("IAH")

Table - 23. 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 30

June 2013;

BD’000
Customers 540,685
Financial institutions' investment accounts 56,757
Total 597,442

Table — 24. 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 period ended 30 June 2013;

Profit Paid on Average |1AH Assets * 2.33%
Mudarib Fee to Total |AH Profits 65.00%

* Average assets funded by 1AH have been calculated using month end balances and annualised profit.
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Bahrain Islamic Bank B.S.C.

Basel ||, Pillar |l Disclosures
for the period ended 30 June 2013 (Unaudited)

3 Risk Management (continued)

3.5 Equity of Investment Accountholders ("IAH") (continued)

Table - 25. 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 1AH by type of
investment account for the period ended 30 June 2013;

Profit Percentage

distributed to total

Type of Investment Account to total IAH IAH
Saving accounts (including VEVO) 1.95% 15.84%
Defined accounts - 1 month 1.09% 1.47%
Defined accounts - 3 months 0.34% 0.45%
Defined accounts - 6 months 0.55% 0.63%
Defined accounts - 9 months 0.00% 0.00%
Defined accounts - 1 year 2.89% 2.91%
Investment certificates 0.64% 0.34%
IQRA Deposits 0.65% 0.47%
Tejoori Deposit 2.41% 16.72%
Customer's deposits 87.72% 52.40%
Bank's deposits 2.06% 8.77%
100% 100%

The calculation and distribution of profits was based on average balances.

Table — 26. Equity of Investment Accountholders to Total Financing (PD-1.3.33 (h) & (i))
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 30 June 2013;

Percentage
Financing
to Total
Financing
Due from banks and financial institutions 17.19%
Murabaha receivables 43.19%
Musharaka investments 15.90%
Investment in Sukuk 4.60%
ljarah muntahia bittamleek 16.66%
ljarah rental receivables 2.46%
Percentage of Counterparty Type to Total Financing
Banks and Personal &
Trading and Financial Consumer Governmental

Manufacturing Institutions Real Estate Aviation Financing Organisation Others

Due from banks and
financial institutions 0.00% 17.19% 0.00% 0.00% 0.00% 0.00% 0.00%
Murabaha receivables 4.88% 3.92% 5.41% 0.84% 22.22% 0.56% 5.36%
Musharaka investments 1.20% 0.00% 3.52% 0.00% 9.58% 0.40% 1.20%
Investment in Sukuk 0.00% 0.97% 2.51% 0.00% 0.00% 0.98% 0.14%

lijarah muntahia

bittamleek 1.64% 0.00% 6.12% 1.12% 7.78% 0.00% 0.00%
ljarah rental receivables 0.00% 0.00% 2.46% 0.00% 0.00% 0.00% 0.00%

71.72% 22.08% 20.02% 1.96% 39.58% 1.94% 6.70%
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Bahrain Islamic Bank B.S.C.

Basel I, Pillar lll Disclosures
for the period ended 30 June 2013 (Unaudited)

3 Risk Management (continued)
3.5 Equity of Investment Accountholders ("IAH") (continued)

Table - 27. Equity of Investment Accountholders Share of Profit (PD-1.3.33 (I) (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 period ended 30 June 2013;

Share of profit earned by IAH before transfer to/from reserves - BD '000 17,487

Percentage share of profit earned by |AH before transfer to/from reserves™ 6.73%
Share of profit paid to IAH after transfer to/from reserves - BD '000 6,120

Percentage share of profit paid to IAH after transfer to/from reserves™ 2.36%
Share of profit paid to Bank as mudarib - BD '000 11,367

* Annualised.

Table - 28. Profit Equalization and Investment Risk Reserves Movement (PD-1.3.33 (o) & (p))

The following table summarises the movement of Profit Equalization Reservse (PER) and Investment Risk
Reserve (IRR) and utilization and computation of PER and/or IRR during the period ended 30 June 2013,

Profit Investment

Equalization Risk

Reserve Reserve

BD’000 BD’000

Opening balance - 63
Amount appropriated 295 -

Closing balance 295 63

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 rate on profit sharing
investment accounts for the period ended 30 June 2013;

3 month 6 month 12 month 36 month

Percentage of average declared rate of
return to profit rate of return 1.99% 2.54% 2.87% 3.67%

Table - 30. Equity of Investment Accountholders Type of Assets (PD-1.3.33 (r ) & (s))
The following table summarises the types of assets in which the funds are invested and the actual allocation
among various types of assets for the period ended 30 June 2013;

Opening Movement Closing
Actual During the Actual
Allocation Period Allocation
BD’000 BD’000 BD’000

Cash and balances with banks
and Central Bank 28,255 (30) 28,225
Due from banks and financial institutions 124,005 (39,584) 84,421
Murabaha receivables 213,276 (1,128) 212,148
Musharaka investments 84,484 (6,394) 78,090
Investment in sukuk 38,438 (15,823) 22,615
ljarah muntahia bittamleek 90,688 (8,874) 81,814
ljarah rental receivables 12,891 (804) 12,087
Total 592,037 (72,637) 519,400
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Bahrain Islamic Bank B.S.C.

Basel Il, Pillar Il Disclosures
for the period ended 30 June 2013 (Unaudited)

3 Risk Management (continued)

3.5 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 after Mudarib
(jointly financed) Share to (IAH)
BD’000 %age BD’000 %age
2013* 34,973 5.85% 12,241 2.05%
2012 29,554 5.25% 14,294 2.28%
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%
* Annualised.
Table — 32. Treatment of assets financed by IAH (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 28,225 - - -
Due from banks and financial institutions 84,421 84,421 25,326 3,039
Murabaha receivables* 212,148 194,631 58,389 7,007
Musharaka investments* 78,090 71,642 21,493 2,579
Investment in sukuk 22,615 22,615 6,785 814
liarah muntahia bittamleek* 81,814 75,059 22,518 2,702
liarah rental receivables 12,087 12,087 3,626 435
519,400 460,455 138,137 16,576
*The amounts have been allocated on pro-rata basis due to system limitation.
3.6 Liquidity Risk
Table — 33. Liquidity Ratios (PD-1.3.37)
The following table summarises the liquidity ratios for the past five years;
2013 2012 2011 2010 2009
Commodities Murabaha / Total Assets 12.13% 11.49% 17.24% 21.73% 10.42%
Islamic Financing / Customer
Deposits excluding banks 65.66% 102.19% 114.41% 115.46% 123.01%
Customer Deposits / Total Assets 81.43% 68.55% 63.08% 64.13% 57.28%
Liquid Assets / Total Assets 18.24% 18.45% 22.70% 27.02% 16.06%
Growth in Customer Deposits (2.32%) 5.58% (11.71%) 14.86% 21.98%
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Bahrain Islamic Bank B.S.C.

Basel ||, Pillar Ill Disclosures
for the period ended 30 June 2013 (Unaudited)

3 Risk Management (continued)
3.7 Profit Rate Risk
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 30 June 2013;

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: (1,299) 3,214 1,915
Downward rate shocks: 1,299 (3,214) (1,915)

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;

2013 2012 2011 2010 2009
Return on average equity” 6.74% (34.19%) (17.23%) (33.02%) (12.64%)
Return on average assets* 0.59% (3.84%) (1.96%) (4.30%) (2.17%)
Cost to Income Ratio 53.82% 72.17% 74.89% 107.73% 70.66%

* Annualised where applicable.
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Bahrain Islamic Bank B.S.C.

Basel Il, Pillar 11l Disclosures
for the period ended 30 June 2013 (Unaudited)

4 Glossary of Terms

CA Module
CAR
CBB
FX
Group
IAH
IRR
PCD
PD
PER
PSIA
RWE
L/C
L/G

Capital Adequacy Module

Capital Adequacy Ratio

Central Bank of Bahrain

Foreign Exchange

Bahrain Islamic Bank B.S.C. and its subsidiaries
investment Account Holder

investment Risk Reserve

Prudential Consolidation and Deduction Requirements Module
Public Disclosure

Profit Equalisation Reserve

Profit Sharing Investment Account

Risk Weighted Exposures

Letter of Credit

Letter of Guarantee
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