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In the Name of Allah, the Most Gracious, the Most
Merciful

Report of the Fatwa and Sharia Supervisory Board
From 01.01.2022 to 31.12.2022

To the Shareholders of alBaraka Islamic Bank

Praise be to Allah, the Almighty, and Peace and
Blessings be upon our Prophet Muhammad, his Family,
and Companions.

In accordance with the General Assembly Resolution
appointing the Sharia Supervisory Board of Al Baraka
Islamic Bank and entrusting us with this task, we present
to you the following report:

We have independently and under no duress reviewed
the applicable principles, contracts, financial reports,
relating to the Bank's activities and products offered by
Al Baraka Islamic Bank during the period from January
1t until the end of December 2022. We have done the
necessary reviewing to express an opinion as to whether
the Bank has complied with the provisions and
principles of Islamic Sharia as well as the Fatwa,
resolutions and guidelines that we have issued within
this period, in addition to reviewing the report issued by
IESCA “PWC” and approving the observations included
in it.

We also have monitored the procedures of the Bank on
the basis of testing each type of transactions, either
directly or through the Sharia Officer or the Sharia
Auditor. This was achieved through convening 4
meetings of SSB and reviewing: (“u8” documents),
(audits on “1794” executed transactions), (Sharia training
program for staff, trainees), (“482” new advertisement
and promotional material).

Additionally we carried out the necessary planning and
arrangements in order to obtain all the information and
explanations that we deemed essential to provide us
with sufficient evidence to give reasonable assurance
that the Bank did not violate the provisions and
principles of Islamic Sharia.

In our opinion:

1. The contracts, transactions and services
entered into and provided by the Bank during
the financial year ended 31t December 2022
which we reviewed (except those we decided
as a non-halal income) were made in
compliance with the provisions and principles
of Islamic Sharia.

2. The management has committed itself to
segregate all the unintended gains obtained
from sources or means prohibited by the
provisions and principles of Islamic Sharia and
disburse of it towards charitable causes under
the supervision of the Sharia Supervisory
Board.

3.  The allocation of profits and charging of losses
related to investment accounts conform to the
basis that has been approved by us in
accordance with Sharia provisions and
principles.

4. The bank’s management has obtained
authorization from the shareholders to pay
zakat on their behalf through the Zakat and
Charitable Donations Committee. Accordingly
the Zakat calculation approved by us was
evaluated at USD 0.338 per share.

We pray to Allah Almighty to guide us to the righteous
path.

Shaikh Esam Ishaq Shaikh Dr. Nedham Yaqoobi Shaikh Judge Waleed Al Mahmood
Chairman of Sharia Supervisory Board Member of sharia Supervisory Board Member of sharia Supervisory Board
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Mohamed Jasim Ebrahim

Sharia Officer & Secretory of Sharia Supervisory Board



AL BARAKA IsLAMIC BANK B.S.C. (CLOSED)

BOARD OF DIRECTORS’ REPORT o
FOR THE YEAR ENDED 31 DECEMBER 2022

In the name of Allah, the most beneficent, the most merciful.

Praise be to Allah, Lord of the Worlds, and prayers and peace be upon the last Apostle and
Messenger Prophet Mouhamad (Peace be upon him) and his family and companions.

Dear Shareholders, on behalf of the Board of Directors, it is my pleasure to present the
annual report of Al Baraka Islamic Bank and its subsidiaries (the “Group”) for the financial

year ended 31 December 2022.

Global economy is still facing great challenges as a result of the pandemic, the
repercussions of the war in Ukraine, the cost of living crisis caused by persistent and
broadening inflation pressures, in addition to the economic slowdown in China. Latest
studies indicates a stable global growth rate in 2022 at 3.2% expected to decline later to
2.7% in 2023. These studies also expects that one-third of the global economy will witness
a state of contraction due to the continued slowdown in the activities of the World’s largest
economies - the United States, the European Union and China, and many will feel the brunt

of this slowdown during 2023.

The global economy suffers from strong imbalances due to the war in Ukraine, as the war
caused severe energy crisis in Europe, and led to a sharp rise in the cost of living, the
faltering of economic activity, and a rise in food prices in global markets. Further, with
the persistent and broadening inflationary pressures, the pace of monetary tightening
accelerated simultaneously around the World, tighter global monetary and financial
conditions will work their way through the economy, weighing demand down and helping
to gradually curb the inflation, however, price pressures are proving quite stubborn and a
great concern for policymakers. The global inflation reached its peak in 2022 but to remain
elevated for longer than previously expected, to gradually decline by 2024. The frequent
lookdowns in China due to the pandemic have taken a toll on the economy that will weigh
heavily on global trade and activity due to the size of the Chinese economy and the
importance of its role in the global supply chain.

The year 2022 witnessed a strong performance from the Gulf Cooperation Council
economies as compared with most other economies, mainly driven by the rise in oil prices
and the increase in its production. Analysts expect that this rise will lead to the GCC states
achieving the highest GDP levels in a decade, reaching 6.9%, which will result in financial
surpluses for GCC states. Despite the expectations of lower oil prices during 2023 and the
consequent reduction in production levels, a slowdown in growth in the region is inevitable.
However, analysts believe that the performance of the non-oil sectors will be reasonably
good, supported by a mixture of oil prices that are relatively high and the progress of
structural reforms undertaken by the GCC states, as well as governments initiatives to
support investment programs and plans.
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FOR THE YEAR ENDED 31 DECEMBER 2022

Bahrain’s economy was able to face a series of regional and global challenges in recent
years, due to the high growth rates, the increase in government revenues, the rise in energy
prices in international markets, and the positive performance of the financial services;
manufacturing; and hospitality sectors, which contributed to position the Kingdom among
the most diversified economies in the region. Analysts expect GDP growth rate to reach
5.5% by the end of 2022, to decline to 3.3% by the end of 2023 due to the expected decline
in energy prices. Analysts believe that the growth of the non-oil sectors was positive, due
to the improved performance of fiscal policies and the governments’ commitment towards
economic recovery plan, which includes various vital sectors in the Kingdom. Latest
statistics indicates an increase in the rate of Bahrainization in the private sector by 4.3%
on an annual basis, which confirms the governments’ steady progress towards achieving its
goals aimed at developing the labour market; creating sustainable job opportunities; and
qualifying the national workforce. Standard & Poor's revised Bahrain’s outlook from stable
‘to positive during the year, due to the improvement in the performance of financial policies
and economic reforms adopted by the government.

On the other hand, the rise in interest rates; price of food and energy; in addition to the
severe flood wave that swept the Islamic Republic of Pakistan during 2022 is expected to
weaken the economic and financial results and create refinancing challenges in the medium
term. Financial reform efforts undertaken by the Pakistani government has been witnessing
economic challenges and political and social pressure against the plan to phase-out social
support for low-income groups. The deficit in the current account amounted to USD 3.1bn,
compared to a deficit of USD 7.2bn in the previous year. State Bank of Pakistan has recently
kept interest rates at 17%. Standard & Poor's modified Pakistan’s outlook from negative to
stable during the year with a downgrade rating due to continued decline and weakness of
financial and economic metrics, These economic prospects are expected to affect the
financial performance of the Group.

With all challenges posed by market fundamentals and conditions, the Group was able -
thanks to Allah the Almighty - to continue its strong performance and journey towards
achieving its strategic goals, which focuses on establishing a flexible and sustainable
revenue base; maintaining the quality of financing portfolio; increasing returns to
shareholders; and improving efficiency of operations. The Pakistani Rupee depreciated
approximately by 27% as compared with last year, leading to a decline in total assets of
the Group by approximately 5%, i.e. from USD 2,863mn in 2021 to USD 2,723mn in 2022,
the same reason led to a decline in customer deposits from USD 2,462mn in 2021 to USD
2,328mn in 2022. On the other hand, the growth in financing activities during 2022
contained the currency depreciation and maintained the portfolio as it was in 2021, i.e. at

UsD 1,206mn.
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Over the past few years, the Group managed to build a flexible and sustainable revenue
base that significantly contributed to stabilize its performance. As a result, the Group was
able to report a 23% increase in its total revenues to reach USD 204mn for the year ended
31 December 2022 as compared with USD 167mn reported last year. The Group also
conducted a comprehensive review over its expenditures aiming to rationalize them
without compromising quality of service and was able to reduce these expenses by 3% as
compared with last year. The large increase in interest rates raised by the US Federal
Reserve and its contagious effect on the global economies, including the Kingdom of
Bahrain, had significantly affected profit margins alongside with intense competition in the
market. The Group continued to adopt its cautious and conservative approach and
continued to increase its coverage against both specific losses as well as expected credit

losses.

As a result of all the above, the Group announced achieving the highest net profit in its
history, amounting to USD 16.4mn for the year ended 31 December 2022 compared with
USD 12.6mn reported in the previous year, i.e. an increase of 30%, which indicates that the
Group's core performance is moving in a positive trajectory.

The Islamic International Rating Agency has maintained Al Baraka Islamic Bank’s
international scale investment grade credit rating of BB (long term)/A3 (short term) with
a stable outlook and a national scale rating of BBB+ (long term)/A3 (short term) with a
stable outlook. At the same time, the VIS Credit Rating Company Limited reaffirmed long
term/ short term credit rating of A+/A-1 on a national scale. Such ratings reflects the
strong capacity of the Group to meet its financial obligations and commitments and the
presence of a strong compliance and governance environment.

The Group continues to adopt its philosophy of sustainability and social responsibility and
considers it as a fundamental pillar of its strategy that is built on adopting and establishing
commercial activities with sustainable resources that contribute to improving the income
and living standards. The Group was among the first participants and supporters of the new
housing projects and services provided by the Ministry of Housing and Urban Planning in the
Kingdom. The Group had also successful projects and partnerships with governmental and
private agencies to develop and build affordable housing for low-income citizens at an
affordable cost, such as Danaat Al-Baraka project, which achieved unparalleled success.
The Group also directed its resources towards providing job opportunities and focusing on
projects of social importance, such as education financing, health care services, and
others, with very low profit margins.

In the context of implementing its social commitments and responsibilities, the Group
supported various health, educational and sports activities and programmes. The Group
also reduced the burden of the most common diseases by donating insulin pumps to
children, in addition to supporting educational institutions, hospitals, orphanages and other
charitable institutions. The Group have contributed significant amounts of donations to
educational institutions, hospitals, orphanage and other charitable institutions. In addition,
the Group provided on-job training to university students and school students under INJAZ
Bahrain program. Furthermore, the Group remained a partner in many Islamic finance and
banking events and conferences organized by the Accounting and Auditing Organization for
Islamic Financial Institutions (AAOIFI).
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During 2022, the Group won seven awards in different categories and sectors, including
personality of the year (Chief Executive Officer); best retail bank; best product; best bank
for women empowerment; in addition to a number of awards related to marketing

campaigns.

The World is expected to face large and complex challenges in 2023. The effects of the
pandemic have not yet abated, Ukraine war is ongoing, the increase in prices and cost of
living continues, the interruption of global supply chains has become commonplace, the
inflation and deflation pressures continue. It has become necessary for governments to
contain the impact of these challenges. The Group will continue to develop its financial
systems to maintain its competitiveness and to take advantage of the available
opportunities. Furthermore, the Group will continue investing in its human capital, which
is our utmost priority to develop its efficiency and raise the level of its skills in coming
period. The Group is also working on developing a system of contemporary solutions that
meet the needs of our customers in various sectors.

We praise Allah the Almighty for facilitating another year of accomplishments and success,
and we ask Allah the almighty to grant us strength and wisdom and to facilitate the
necessary resources for the Group to conduct its work in the coming years. In this context,
and on behalf of the Board of Directors, | would like to express my sincere gratitude and
appreciation to His Majesty King Hamad bin Isa Al Khalifa, and to His Royal Highness Prince
Salman bin Hamad Al Khalifa, the Crown Prince and Prime Minister for their great support
for the advancement of the banking sector in Bahrain.

Our sincere gratitude to the Central Bank of Bahrain; Ministry of Industry and Commerce; the State
Bank of Pakistan, and all government agencies for their continued assistance and support. We are
grateful to our shareholders, valued customers and business partners for trust and loyalty reposed
on us. We offer sincere regards to our parent company and our Sharia Supervisory Board for their

patronage.

A special thanks and appreciation goes to our employees for the hard work and dedication that
supported the organization to achieve these remarkable results despite the challenges and

difficulties faced by the Group.

As part of the Group’s commitment towards its shareholders, and in compliance with the provisions
of the Commercial Companies Law promulgated by Decree No. (21) of 2001 and its amendments
and pursuant to the provisions of Article No. (188) thereto, and in compliance with the Executive
Regulations of the Commercial Companies Law issued by the order of the Minister of Industry and
Commerce No. (6) of 2002 and its amendments and pursuant to the provisions of Article No. (125)
thereto, we are pleased to attach herewith tables that shows the remuneration of the Board of
Directors and the Executive Management for the year ended 31 December 2022;
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Independent auditor’s report to the shareholders of Al Baraka
Islamic Bank B.S.C. (c)

Report on the audit of the consolidated financial statements

Our opinion

In our opinion, the accompanying consolidated financial statements present fairly, in all material respects,
the consolidated financial position of Al Baraka Islamic Bank B.S.C. (c) (the "Bank") and its subsidiary
(together the “Group”) as at 31 December 2022, its consolidated financial performance, its consolidated
cash flows and consolidated statement of changes in off-balance sheet equity of investment accountholders
for the year then ended in accordance with the Financial Accounting Standards (“FAS”) issued by the
Accounting and Auditing Organisation for Islamic Financial Institutions (“AAOIFI”).

What we have audited

The Group’s consolidated financial statements comprise:

. the consolidated statement of financial position as at 31 December 2022;

. the consolidated statement of income for the year then ended;

. the consolidated statement of changes in owners’ equity for the year then ended;

. the consolidated statement of cash flows for the year then ended;

. the consolidated statement of changes in off-balance sheet equity of investment accountholders for
the year then ended; and

. the notes to the consolidated financial statements, which include significant accounting policies and

other explanatory information.
Basis for opinion

We conducted our audit in accordance with the Auditing Standards for Islamic Financial Institutions issued
by AAOIFI. Our responsibilities under those standards are further described in the Auditor’s responsibilities
for the audit of the consolidated financial statements section of our report.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
opinion.

Independence

We are independent of the Group in accordance with AAOIFI's Code of Ethics for Accountants and Auditors
of Islamic Financial Institutions (AAOIFI Code) and the ethical requirements that are relevant to our audit of
the consolidated financial statements in the Kingdom of Bahrain. We have fulfilled our other ethical
responsibilities in accordance with these requirements and the AAOIFI Code.

PricewaterhouseCoopers M.E Limited, Office no. 4701, Building no. 1459, Road no. 4626,
Block no. 346, P.O. Box 60771, Manama/Sea Front, Kingdom of Bahrain, Floor 47, West Tower,
Bahrain Financial Harbour, T: +973 17 118800, F: +973 17 540556, www.pwc.com/me, CR no. 47378



pwec

Independent auditor’s report to the shareholders of Al Baraka
Islamic Bank B.S.C. (c) (continued)

Report on the audit of the consolidated financial statements (continued)

Other information

The Board of Directors is responsible for the other information. The other information comprises the Report
of the Fatwa and Sharia Supervisory Board and the Board of Directors’ Report (but does not include the
consolidated financial statements and our auditor’s report thereon), which we obtained prior to the date of
this auditor’s report and the Annual Report which is expected to be made available to us after that date.

Our opinion on the consolidated financial statements does not cover the other information and we do not and
will not express any form of assurance conclusion thereon.

In connection with our audit of the consolidated financial statements, our responsibility is to read the other
information identified above and, in doing so, consider whether the other information is materially
inconsistent with the consolidated financial statements or our knowledge obtained in the audit, or otherwise
appears to be materially misstated.

If, based on the work we have performed on the other information that we obtained prior to the date of this
auditor’s report, we conclude that there is a material misstatement of this other information, we are required
to report that fact. We have nothing to report in this regard.

When we read the Annual Report, if we conclude that there is a material misstatement therein, we are
required to communicate the matter to those charged with governance.

Responsibilities of those charged with governance for the consolidated financial
statements

These consolidated financial statements and the Group’s undertaking to operate in accordance with Islamic
Sharia’ Rules and Principles are the responsibility of the Board of Directors.

The Board of Directors is responsible for the preparation and fair presentation of the consolidated financial
statements in accordance with the FAS and the Bahrain Commercial Companies Law number (21) of 2001,
as amended (the “Commercial Companies Law”), the Central Bank of Bahrain (“CBB”) Rulebook (Volume 2)
and for such internal control as the Board of Directors determines is necessary to enable the preparation of
the consolidated financial statements that are free from material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, the Board of Directors is responsible for assessing the
Group’s ability to continue as a going concern, disclosing, as applicable, matters related to going concern
and using the going concern basis of accounting unless the Board of Directors either intends to liquidate the
Group or to cease operations, or has no realistic alternative but to do so.

Those charged with governance, i.e., the Board of Directors, are responsible for overseeing the Group’s
financial reporting process.
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Independent auditor’s report to the shareholders of Al Baraka
Islamic Bank B.S.C. (c) (continued)

Report on the audit of the consolidated financial statements (continued)
Auditor’s responsibilities for the audit of the consolidated financial statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as a
whole are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that
includes our opinion. Reasonable assurance is a high level of assurance but is not a guarantee that an audit
conducted in accordance with Auditing Standards for Islamic Financial Institutions issued by AAOIFI will
always detect a material misstatement when it exists. Misstatements can arise from fraud or error and are
considered material if, individually or in the aggregate, they could reasonably be expected to influence the
economic decisions of users taken on the basis of these consolidated financial statements.

As part of an audit in accordance with the Auditing Standards for Islamic Financial Institutions issued by
AAOIFI, we exercise professional judgment and maintain professional skepticism throughout the audit. We
also:

° Identify and assess the risks of material misstatement of the consolidated financial statements,
whether due to fraud or error, design and perform audit procedures responsive to those risks, and
obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of
not detecting a material misstatement resulting from fraud is higher than for one resulting from error,
as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of
internal control.

. Obtain an understanding of internal control relevant to the audit in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Group’s internal control.

° Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by the Board of Directors.

. Conclude on the appropriateness of the Board of Directors’ use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material uncertainty exists related
to events or conditions that may cast significant doubt on the Group’s ability to continue as a going
concern. If we conclude that a material uncertainty exists, we are required to draw attention in our
auditor’s report to the related disclosures in the consolidated financial statements or, if such
disclosures are inadequate, to modify our opinion. Our conclusions are based on the audit evidence
obtained up to the date of our auditor’s report. However, future events or conditions may cause the
Group to cease to continue as a going concern.

. Evaluate the overall presentation, structure and content of the consolidated financial statements,
including the disclosures, and whether the consolidated financial statements represent the
underlying transactions and events in a manner that achieves fair presentation.

° Obtain sufficient appropriate audit evidence regarding the financial information of the entities or
business activities within the Group to express an opinion on the consolidated financial statements.
We are responsible for the direction, supervision and performance of the Group audit. We remain
solely responsible for our audit opinion.

We communicate with those charged with governance regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including any significant deficiencies in internal control
that we identify during our audit.
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Independent auditor’s report to the shareholders of Al Baraka
Islamic Bank B.S.C. (c) (continued)

Report on the audit of the consolidated financial statements (continued)
Report on other legal and regulatory and Sharia’ requirements

As required by the Commercial Companies Law and the CBB Rulebook (Volume 2), we report the following:

i. The Bank has maintained proper accounting records and the consolidated financial statements are in
agreement therewith;

ii. The financial information contained in the Report of the Fatwa and Sharia Supervisory Board and the
Board of Directors’ Report is consistent with the consolidated financial statements;

iii. Nothing has come to our attention which causes us to believe that the Bank has, during the year,
breached any of the applicable provisions of the Commercial Companies Law, CBB and the Financial
Institutions Law, CBB Rulebook (Volume 2) and CBB directives or the items of its Memorandum and
Articles of Association that would have a material adverse effect on its activities for the year ended 31
December 2022 or its financial position as at that date; and

iv. Satisfactory explanations and information have been provided to us by the Board of Directors in
response to all our requests.

Further, we report that the Bank has complied with the Islamic Sharia’ Principles and Rules as determined by
the Sharia’ Supervisory Board of the Group during the period under audit.

(R/iuwmmouo(}xﬁ

Elias Abi Nakhoul

Partner’s registration number: 196
PricewaterhouseCoopers M.E Limited
Manama, Kingdom of Bahrain

21 February 2023



Al Baraka Islamic Bank B.S.C. (c)

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

At 31 December 2022

2022 2021
Notes BD'000 BD'000

ASSETS
Cash and balances with banks and financial institutions (FI) 3 61,239 117,854
Receivables 4 169,216 182,934
liara muntahia bittamleek and ijara receivables 5 211,856 173,976
Musharaka 6 90,270 124,040
Investments 7 423,044 419,837
Investment in joint venture 8 6,948 7,050
Investments in real estate 9 3,331 3,592
Premises and equipment 10 37,065 21,248
Goodwill 11 3,739 4,796
Other assets 12 19,708 24,192
TOTAL ASSETS 1,026,416 1,079,519
LIABILITIES, EQUITY OF INVESTMENT ACCOUNTHOLDERS,

SUBORDINATED MUDARABA AND OWNERS' EQUITY
Liabilities
Current accounts 91,631 133,241
Murabaha and other payables 64,767 91,710
Other liabilities 13 42,671 41,337
Total liabilities 199,069 266,288
Equity of investment accountholders (I1AH) 14 721,190 703,262
Subordinated mudaraba 15 5,881 7,329
Owners' equity 16
Share capital 57,100 51,445
Additional tier-1 capital 36,192 41,847
Reserves (6,595) (1,791)
Retained earnings 6,093 1,929
Equity attributable to parent's shareholders 92,790 93,430
Non-controlling interest 7,486 9,210
Total equity 100,276 102,640
TOTAL LIABILITIES, EQUITY OF INVESTMENT

ACCOUNTHOLDERS, SUBORDINATED MUDARABA

AND OWNERS' EQUITY 1,026,416 1,079,519
OFF-BALANCE SHEET ITEMS:
EQUITY OF INVESTMENT ACCOUNTHOLDERS 313,171 253,801
CONTINGENCIES AND COMMITMENTS 17 128,475 188,858

\ o v
g e ~—

Saleh Salman Al Kawari Hamad Abdulla Alogab
Chairman Chief Executive Officer and

Board Member

The attached explanatory notes 1 to 33 form part of these consolidated financial staiements.
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Al Baraka Islamic Bank B.S.C. (c)

CONSOLIDATED STATEMENT OF INCOME
For the year ended 31 December 2022

Notes

INCOME FROM JOINTLY FINANCED ASSETS
Financings 18
Investments 19
Income from jointly financed assets
Return on equity of investment accountholders before

Group's share as a Mudarib
Group's share as a Mudarib
Return on equity of investment accountholders
Group's share as a Mudarib and Rabalmal
INCOME FROM SELF FINANCED ASSETS
Financings 18
Share of income from investment in joint venture 8
Investments 19
Income from self financed assets
INCOME FROM BANKING SERVICES AND OTHERS
Revenue from banking services 20
Other income 21

Group's mudarib / agency fee

from off-balance sheet

equity of investment accountholders
Income from banking services and others

TOTAL OPERATING INCOME BEFORE OTHER FINANCING COST
Other financing costs
TOTAL OPERATING INCOME

OPERATING EXPENSES

Staff expenses

Depreciation and amortization 10
Other operating expenses 22
TOTAL OPERATING EXPENSES

NET OPERATING INCOME

Expected credit losses / Allowances for impairment - net 23
INCOME BEFORE TAXATION
Taxation 24

INCOME FOR THE YEAR

Attributable to:
Equity shareholders of the parent
Non-controlling interest

Saleh Salman Al Kéwari
Chairman

2022 2021
BD'000 BD'000
35,907 30,785
16,324 6,210
52,231 36,995
(46,119) (31,269)

7,652 9,189
(38,467) (22,080)
13,764 14,915
2,978 2,630
1,225 1,534
15,161 14,963
19,364 19,127
3,539 4,282

1,858 2,450
65 49
5,462 6,781
38,590 40,823
(1,582) (2,146)
37,008 38,677
(12,312) (13,022)
(3,051) (3,750)
(11,416) (10,606)
(26,779) (27,378)
10,229 11,299
(2,202) (6,536)
8,027 4,763
(1,829) (15)
6,198 4,748
4,822 3,803
1,376 945
6,198 4,748

—=

Hamad Abdulla Alogab
Chief Executive Officer and

Board Member

The attached explanatory notes 1 to 33 form part of these consolidated financial statements.
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Al Baraka Islamic Bank B.S.C. (c)

CONSOLIDATED STATEMENT OF CHANGES IN OWNERS' EQUITY

For the year ended 31 December 2022

Balance at 1 January 2022
Cumulative changes in fair value
Translation of foreign
currency operations
Remeasurement loss on
defined benefit plan
Revaluation of land
(Net off deferred tax)
Distribution of Zakah
Redemption of AT1 Capital
Issuance of ordinary shares
Income for the year
Allocation to statutory reserve

Balance at 31 December 2022

Balance at 1 January 2021
Cumulative changes in fair value
Translation of foreign

currency operations
Remeasurement loss on

defined benefit plan

Distribution of Zakah
Revaluation of land
(Net off deferred tax)
Income for the year

Allocation to statutory reserve

Balance at 31 December 2021

Equity attributable to shareholders of the parent

Reserves
Cumulative
Additional Employee  changes in Revaluation of Foreign Retained Non- Total
Share tier-1 defined  fair value of premises and exchange earnings Total  controlling owners'
capital capital Statutory General benefit plan investments equipment interest equity
BD'000 BD'000 BD'000 BD'000 BD'000 BD'000 BD'000 BD'000 BD'000 BD'000 BD'000 BD'000
51,445 41,847 9,363 3,275 (38) 1,637 178 (16,206) 1,929 93,430 9,210 102,640
- - - - - (142) - - - (142) (152) (294)
- - - - - - - (5,081) - (5,081) (2,903) (7,984)
- - - - (15) - - - - (15) (11) (26)
- - - - - - (48) - - (48) (34) (82)
- - - - - - - - (176) (176) - (176)
- (5,655) - - - - - - - (5,655) - (5,655)
5,655 - - - - - - - - 5,655 - 5,655
- - - - - - - - 4,822 4,822 1,376 6,198
- - 482 - - - - - (482) - - -
57,100 36,192 9,845 3,275 (53) 1,495 130 (21,287) 6,093 92,790 7,486 100,276
51,445 41,847 8,983 3,275 (36) 588 - (13,702) (1,317) 91,083 9,739 100,822
R - - - - 1,049 - - - 1,049 (148) 901
- - - - - - - (2,504) - (2,504) (1,447) (3,951)
- - - - @ - - - - @ @ “
- - - - - - - - (177) (177) - (177)
- - - - - - 178 - - 178 123 301
- - - - - - - - 3,803 3,803 945 4,748
- - 380 - - - - - (380) - - -
51,445 41,847 9,363 3,275 (38) 1,637 178 (16,206) 1,929 93,430 9,210 102,640

The attached explanatory notes 1 to 33 form part of these consolidated financial statements.
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Al Baraka Islamic Bank B.S.C. (c)

CONSOLIDATED STATEMENT OF CASH FLOWS

For the year ended 31 December 2022

OPERATING ACTIVITIES
Income before taxation
Adjustments for:

Depreciation and amortization

Expected credit losses / Allowances for impairment - net

Gain on sale of premises and equipment
Share of income from investment in joint venture
Gain on sale of investments

Unrealized loss on revaluation of investment properties

Operating profit before changes in operating assets and liabilities

Net changes in operating assets and liabilities:
Balances with central banks in mandatory reserves
Receivables
ljara muntahia bittamleek and ijara receivables
Musharaka
Other assets
Other liabilities
Murabaha and other payables
Current accounts
Equity of investment accountholders
Taxation paid

Net cash (used in) / generated from operating activities

INVESTING ACTIVITIES

Purchase of investments
Investments sold / matured

Purchase of premises and equipment
Sale of premises and equipment

Net cash used in investing activities
FINANCING ACTIVITIES
Receipt / (repayment) of subordinated mudaraba

Net cash (used in) / generated from financing activities

Foreign currency translation adjustments
NET DECREASE IN CASH AND CASH EQUIVALENTS

Cash and cash equivalents at 1 January

CASH AND CASH EQUIVALENTS AT 31 DECEMBER

2022 2021
Notes BD'000 BD'000
8,027 4,763
10 3,051 3,750
23 2,202 6,536
(12) (15)
8 (1,225) (1,534)
(386) (1,372)
37 44
11,694 12172
179 (4,972)
2,563 (13,509)
(37,863) (52,447)
32,686 7,471
3,349 (2,767)
132 (7,491)
(26,943) 21,887
(41,612) (11,577)
17,927 63,528
(776) (775)
(38,664) 11,520
(112,601)  (140,650)
91,547 95,845
(919) (1,980)
220 253
(21,753) (46,532)
(1,447) 2,472
(1,447) 2,472
(4,280) (186)
(66,144) (32,726)
111,585 144,311
25 45,441 111,585

The attached explanatory notes 1 to 33 form part of these consolidated financial statements.
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Al Baraka Islamic Bank B.S.C. (c)

CONSOLIDATED STATEMENT OF CHANGES IN OFF-BALANCE SHEET

EQUITY OF INVESTMENT ACCOUNTHOLDERS
For the year ended 31 December 2022

Balance at Net Mudarib’s / Balance at
1 January deposits / Gross agency 31 December
2022 withdrawals income fee 2022
BD'000 BD'000 BD'000 BD'000 BD'000

Wakala Bi Al-Istithmar

On balance sheet jointly
financed assets 194,037 42,355 9,407 (4,199) 241,600
194,037 42,355 9,407 (4,199) 241,600

Others

Receivables 44,160 13,590 3,620 (65) 61,305
Investments 15,604 (5,338) - - 10,266
59,764 8,252 3,620 (65) 71,571
253,801 50,607 13,027 (4,264) 313,171
Balance at Net Mudarib’s / Balance at
1 January deposits / Gross agency 31 December
2021 withdrawals income fee 2021
BD '000 BD '000 BD '000 BD '000 BD '000

Wakala Bi Al-Istithmar

On balance sheet jointly
financed assets 137,283 54,974 5,481 (3,701) 194,037
137,283 54,974 5,481 (3,701) 194,037

Others

Receivables 51,406 (11,365) 4,169 (50) 44,160
Investments 8,560 7,044 - - 15,604
59,966 (4,321) 4,169 (50) 59,764
197,249 50,653 9,650 (3,751) 253,801

The attached explanatory notes 1 to 33 form part of these consolidated financial statements.
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Al Baraka Islamic Bank B.S.C. (c)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
At 31 December 2022

1 INCORPORATION AND PRINCIPAL ACTIVITIES

Al Baraka Islamic Bank B.S.C. (c) (the "Bank") is a closed shareholding company incorporated in the
Kingdom of Bahrain on 21 February 1984. The Bank operates under a Retail Bank's licence number
RB/025 issued by the Central Bank of Bahrain (CBB). The Bank has five commercial branches in the
Kingdom of Bahrain. The Bank is 92.81% (2021: 92.03%) owned by Al Baraka Group B.S.C.,(formerly Al
Baraka Banking Group B.S.C.) ("Ultimate Parent").

The principal activities of the Bank and its subsidiary (the "Group") are taking demand, saving and
investment accounts, providing Murabaha finance, ljara and other Shari'a compliant forms of financing
as well as managing investors' money on the basis of Mudaraba or agency for a fee, providing
commercial banking services and other investment activities. The Bank's registered office is at Bahrain
Bay, P.O. Box 1882, Manama, Kingdom of Bahrain.

Tier 1 Capital amounting to USD 15m was redeemed on 3 August 2022. The extraordinary general
assembly (EGA) of the Ultimate Parent has approved increasing the share capital of Bank by 150,000
shares for the par value of USD 100 and to amend the memorandum and the articles of association.
The CBB has approved the request through their letter dated 6 July 2022 where the issued and paid-up
capital is increased from USD 136,457,800 to USD 151,457,800 with the full amount of USD 15,000,000
allocated to the Ultimate Parent. The Ultimate Parent injected the cash relating to the share capital
increase on 4 August 2022. The formalities relating to the Ministry of Industry and Commerce around
updating of the Commercial Registration are pending finalization.

The consolidated financial statements were approved by the Board of Directors on 8 February 2023.
2 ACCOUNTING POLICIES

2.1 Basis of preparation

The consolidated financial statements have been prepared on a historical cost basis, except for
investment in real estate, equity and debt-type instruments through statement of income, equity-type
and debt-type instruments through equity and land occupied by the Group (classified as property and
equipment) that have been measured at fair value.

The consolidated financial statements are presented in Bahraini Dinars (BD), being the reporting
currency of the Bank. All values are rounded to nearest Bahraini Dinars (BD) thousand unless otherwise
indicated. The functional currency of the Bank is Bahraini Dinars and that of the subsidiary is Pakistani
Rupees. ltems included in the financial statements of each entity are measured using respective
functional currency.

Regulatory non-compliance - CBB rule book volume 2 - High level standards

Rule LR-2.5.2A requires all Bahraini Islamic retail bank licensees to maintain a minimum total
shareholders' equity of BD 100 million. Subsequent to the reporting date, the Bank breached the
requirement of rule LR-2.5.2A in volume 2 of the CBB Rulebook as the consolidated shareholders'
equity became below the minimum capital requirement of BD 100 million (USD 265.252 million). This
breach has mainly resulted from the deterioriation of the foreign exchange rate of the Pakistani Rupee
against US Dollar, which is the functional currency of the subsidiary incorporated in Pakistan that took
place subsequent to the year end date.

2.2 Statement of compliance

The consolidated financial statements of the Group are prepared in accordance with applicable rules
and regulations issued by the Central Bank of Bahrain (“CBB”). These rules and regulations require the
adoption of all Financial Accounting Standards (“FAS”) issued by the Accounting and Auditing
Organisation of Islamic Financial Institutions (AAOIFI). In accordance with the AAOIFI framework, for
matters not covered by FAS, the Group uses the requirements of the relevant International Financial
Reporting Standards (“IFRS”) issued by the International Accounting Standards Board (“IASB”). This
framework is referred to as “FAS issued by AAOIFI”.
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Al Baraka Islamic Bank B.S.C. (c)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
At 31 December 2022

2 ACCOUNTING POLICIES (continued)

2.3 Basis of consolidation

The consolidated financial statements comprise the financial statements of the Bank and its subsidiaries
as at and for the year ended 31 December each year. The financial statements of the subsidiaries are
prepared for the same reporting year as the Bank, using consistent accounting policies.

All intra-group balances, transactions, income and expenses and profits and losses are eliminated in full
on consolidation.

Subsidiary is fully consolidated from the date control is transferred to the Bank and continue to be
consolidated until the date that control ceases. Control is achieved where the Bank has the power to
govern the financial and operating policies of an entity so as to obtain benefits from its activities.

Non-controlling interest in a subsidiary's net assets is reported as a separate line item in the Group's
owners' equity. In the consolidated statement of income, non-controlling interest is included in net profit,
and shown separately from that of the shareholders.

Non-controlling interests consist of the amount of those interests at the date of the original business
combination and the non-controlling interests' share of changes in owners' equity since the date of
combination. Statement of income and each component of OCI are attributed to the equity holders of the
parent of the Bank and to the non-controlling interests (NCIs), even if this results in the NCls having a
deficit balance.

Transactions with non-controlling interests are handled in the same way as transactions with external
parties. Changes in the ownership interest in a subsidiary that do not result in a loss of control are
accounted for as equity transaction.

The subsidiary of the Bank, which is consolidated in these consolidated financial statements is follows:

No. of

branches/

offices at

Ownership Year of Country of 31 December

Bank for 2022 / 2021 incorporation incorporation 2022/ 2021
Held directly by the Bank

Al Baraka Bank (Pakistan) Limited* 59.13% / 59.13% 2004 Pakistan 180/ 190

*Al Baraka Bank (Pakistan) Limited became a subsidiary on 21 December 2010.
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Al Baraka Islamic Bank B.S.C. (c)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
At 31 December 2022

2 ACCOUNTING POLICIES (continued)
2.4 New standards, interpretations and amendments adopted by the Group

FAS 37 - Financial reporting by Waqf institutions

AAOIFI issued FAS 37 “Financial Reporting by Waqf Institutions” in 2020. The objective of the standard
is to establish principles of financial reporting by Waqf institutions, which are established and operated
in line with Shari’ah principles and rules.

FAS 38 Wa’ad, Khiyar and Tahawwut

AAOQIFI issued FAS 38 “Wa'ad, Khiyar and Tahawwut” in 2020. The objective of this standard is to
prescribe the accounting and reporting principles for recognition, measurement and disclosures in
relation to Shari’ah compliant Wa’ad (promise), Khiyar (option) and Tahawwut (hedging) arrangements
for Islamic financial institutions (the institutions). The Group has adopted this standard and the adoption
did not result in any material impact on the consolidated financial statements of the Group.

2.5 New standards, amendments and interpretations issued but not yet effective

2.5.1 FAS 1 (Revised 2021) - General Presentation and Disclosures in the Financial Statements
AAOIFI has issued revised FAS 1 in 2021. The revised FAS 1 supersedes the earlier FAS 1 General
Presentation and Disclosures in the Financial Statements of Islamic Banks and Financial Institutions
and introduces the concepts of quasi-equity, off-balance-sheet assets under management and other
comprehensive income to enhance the information provided to the users of the financial statements.
This standard shall be effective for the financial periods beginning on or after 1 January 2024 with early
adoption permitted. The Group is currently evaluating the impact of the above standards.

The revision of FAS 1 is in line with the modifications made to the AAOIFI conceptual framework for
financial reporting.

Some of the significant revisions to the standard are as follows:

a) Revised conceptual framework is now integral part of the AAOIFI FAS's;

b) Definition of Quassi equity is introduced;

c) Definitions have been modified and improved;

d) Concept of comprehensive income has been introduced;

e) Institutions other than Banking institutions are allowed to classify assets and liabilities as current and
non-current;

f) Disclosure of Zakah and Charity have been relocated to the notes;

g) True and fair override has been introduced;

h) Treatment for change in accounting policies, change in estimates and correction of errors has been
introduced;

i) Disclosures of related parties, subsequent events and going concern have been improved;

j) Improvement in reporting for foreign currency, segment reporting;

k) Presentation and disclosure requirements have been divided into three parts. First part is applicable
to all institutions, second part is applicable only to banks and similar IFI’s and third part prescribes the
authoritative status, effective date an amendments to other AAOIFI FAS’s; and

I) The illustrative financial statements are not part of this standard and will be issued separately.

The Group is assessing the impact of adoption of this standard and expects changes in certain
presentation and disclosures in its consolidated financial statements.
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Al Baraka Islamic Bank B.S.C. (c)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
At 31 December 2022

2 ACCOUNTING POLICIES (continued)
2.5 New standards, amendments and interpretations issued but not yet effective (continued)

2.5.2 FAS 39 - Financial Reporting for Zakah

AAOQIFI has issued FAS 40 in 2021. The objective of this revised standard is to establish financial
reporting requirements for Islamic finance windows and applicable to all conventional financial
institutions providing Islamic financial services through an lIslamic finance window. This standard
improves upon and supersedes FAS 18 “Islamic Financial Services Offered by Conventional Financial
Institutions”. This standard shall be effective for the financial periods beginning on or after 1 January
2024 with early adoption permitted. The Group is currently evaluating the impact of the above standards.

2.5.3 FAS 40 - Financial Reporting for Islamic Finance Windows

AAOQIFI has issued FAS 40 in 2021. The objective of this revised standard is to establish financial
reporting requirements for Islamic finance windows and applicable to all conventional financial
institutions providing Islamic financial services through an lIslamic finance window. This standard
improves upon and supersedes FAS 18 “Islamic Financial Services Offered by Conventional Financial
Institutions”. This standard shall be effective for the financial periods beginning on or after 1 January
2024 with early adoption permitted. The Group is currently evaluating the impact of the above standard.

2.6 Summary of accounting policies
The principal accounting policies applied in the preparation of these consolidated financial statements
are set out below:

2.6.1 Financial contracts

Financial contracts consist of balances with banks and the Central Banks, Due from banks, Sukuk,
Murabaha financing (net of deferred profits), ljarah Muntahia Bittamleek, Musharaka, other assets,
financing commitments and financial guarantee contracts. Balances relating to these contracts are
stated net of allowance for credit losses.

2.6.2 Cash and cash equivalents

Cash and cash equivalents as referred to in the consolidated statement of cash flows comprise cash in
hand, balances with central banks in non-restricted accounts, balances with other banks and financial
institutions and receivables with an original maturity of 90 days or less.

2.6.3 Impairment, Credit Losses and Onerous Commitments

Financial assets consist of cash and balances with banks and financial institution, receivables and
Musharaka financing, Investments - debt type instruments at amortised cost, ljarah Muntahia Bittamleek
and certain other assets. Balances relating to these contracts are stated net of allowance for expected
credit losses.

The Group applies three-stage approach to measure ECL on financial assets carried at amortised cost.
Assets migrate through the following three stages based on the change in credit quality since initial
recognition.

Stage 1: twelve months ECL

For exposures where there has not been a Significant Increase in Credit Risk ("SICR"), since initial
recognition, a portion of the lifetime ECL’s that represent the ECL that result from default events on a
financial contract that is possible within 12 months after the reporting date (or a shorter period if the
expected life of the financial instrument is less than 12 months).

Stage 2: Lifetime ECL - not credit impaired

For credit exposures where there has been a SICR since initial recognition but that are not credit
impaired, a lifetime ECL is recognised. Lifetime ECL is the loss that results from all possible default
events over the expected life of the financial contract.
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Al Baraka Islamic Bank B.S.C. (c)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
At 31 December 2022

2 ACCOUNTING POLICIES (continued)
2.6 Summary of accounting policies (continued)

2.6.3 Impairment, Credit Losses and Onerous Commitments (continued)

Stage 2: Lifetime ECL - not credit impaired (continued)

Lifetime ECL (Stage 2) is a probability-weighted estimate of credit losses and is determined based on
the difference between sum of the present value of all cash shortfalls and the carrying value. The cash
shortfall is the difference between all contractual cash flows that are due to the Group and the present
value of the recoverable amount, for financial assets that are not credit-impaired at the reporting date.

Stage 3: Lifetime ECL — credit impaired
Financial contracts are assessed as credit impaired when one or more events that have a detrimental
impact on the estimated future cash flows of that asset have occurred.

For Stage 3 financial contracts, the losses for credit-impairment are determined based on the difference
between the net carrying amount and the recoverable amount of the financial contract. In this respect,
the Bank recognises the lifetime expected credit losses for these financing with the PD set at 100%.

Credit-impaired financial assets
At each reporting date, the Group assesses whether financial assets carried at amortised cost are credit-
impaired. Evidence that a financial asset is credit-impaired includes the following observable data:

- significant financial difficulty of the obligor or issuer;
- a breach of contract such as a default or past due event; or
- probability that the borrower will enter bankruptcy or other financial reorganization.

If there is objective evidence that an impairment loss has been incurred, the amount of the loss is
measured as the difference between the asset’s carrying amount and the present value of estimated
future cash flows. The carrying amount of the asset is reduced through the use of a provision account
and the amount of the loss is recognised in the consolidated statement of income.

Financing contracts together with the associated provisions are written off when there is no realistic
prospect of future recovery and collateral has been realised or has been transferred to the Group. If, in a
subsequent year, the amount of the estimated impairment loss increases or decreases because of an
event occurring after the impairment was recognised, the previously recognised impairment loss is
increased or reduced in the consolidated statement of income.

The present value of the estimated future cash flows is discounted at the financial asset’s original
effective profit rate. If a financial asset has a variable profit rate, the discount rate for measuring any
impairment loss is the current effective profit rate. The calculation of the present value of the estimated
future cash flows of a collateralised financial asset reflects the cash flows that may result from
foreclosure less costs of obtaining and selling the collateral, whether or not foreclosure is probable.

Measurement of ECL
Following are the key inputs into the measurement of ECL:

- Probability of Default (PD);
- Loss Given Default (LGD); and
- Exposure At Default (EAD).

These parameters are generally derived from internally developed models and other historical data.
These are adjusted to reflect forward-looking information as follows.
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Al Baraka Islamic Bank B.S.C. (c)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
At 31 December 2022

2 ACCOUNTING POLICIES (continued)
2.6 Summary of accounting policies (continued)

2.6.3 Impairment, Credit Losses and Onerous Commitments (continued)

Definition of default

The Group considers a financial asset to be in default when the obligor is unlikely to pay its credit
obligations to the Group in full, without recourse by the Group to actions such as liquidating collateral; or
usually when the obligor is past due more than 90 days for any material credit obligation to the Group.
In assessing whether a obligor is in default, the Group considers both qualitative factors such as
breaches of covenants and quantitative factors such as overdue status and non-payment of another
obligation by the same issuer to the Group.

Probability of default

Credit risk grades are a primary input into the determination of the term structure of Probability of
Default (PD) for exposures. The Group collects performance and default information about its credit risk
exposures analysed by credit risk grading for corporate and days-past-due for retail portfolio. The Group
employs statistical models for analysing the data collected and generates estimates of PD of exposures
and how these are expected to change as a result of the passage of time. This analysis includes the
identification and calibration of relationships between changes in default rates and changes in key
macro-economic factors, across various geographies in which the Group operates.

Types of PDs used for ECL computation
- 12-month PDs — This is the estimated probability of default occurring within the next 12 months
(or over the remaining life of the financial instrument if that is less than 12 months). This is used
to calculate 12-month ECLs.
- Lifetime PDs — This is the estimated probability of a default occurring over the remaining life of
the financial instrument. This is used to calculate lifetime ECLs for ‘stage 2'.

Incorporation of forward - looking information

The Group considers latest available economic forecasts published by the International Monetary Fund
(IMF) or other reputed service providers, for 5 years. The Group employs statistical models to
incorporate macro-economic factors on historical default rates. In case none of the macro-economic
parameters are statistically significant or the results of forecasted PDs are significantly deviated from the
present forecast for the economic conditions, quantitative PD overlay shall be used by the management
after analyzing the portfolio.

Incorporating forward-looking information increases the level of judgment as to how changes in these
macroeconomic factors will affect the ECL applicable to the stage 1 and stage 2 exposures which are
considered as performing (Stage 3 are the exposures under default category). As per the policy the,
methodologies and assumptions involved, including any forecasts of future economic conditions, are
required to be reviewed periodically.
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Al Baraka Islamic Bank B.S.C. (c)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
At 31 December 2022

2 ACCOUNTING POLICIES (continued)
2.6 Summary of accounting policies (continued)
2.6.3 Impairment, Credit Losses and Onerous Commitments (continued)

Loss Given Default

LGD is a magnitude that determines the amount of loss that will arise if the obligor was to default. This is
calculated by looking at the collateral and other recourses available to the Group that can be used to
recover the asset in case of default.

The Group estimates LGD parameters based on the history of recovery rates of claims against defaulted
counterparties, based on historical data using both internal and external factors. For Estimation of LGD,
the Group considers use of any of the following methods:

Internal default history: When data is available LGD can be estimated using the historical default
information and corresponding recovery data.

Basel LGD: local regulatory recommended Basel LGD adjusted depending on the available collateral.

Collateral-based LGD: for secured financing the Group uses collateral-based LGD, where the Group has
effective collateral management framework that is able to assess and provide up to date collateral
valuation and establish legal charge and enforceability. However, the Group applies 10% floor
regardless of collateral coverage of the exposure.

Exposure At Default (EAD)

EAD represents the expected exposure in the event of a default. The Group derives the EAD from the
current exposure to the counterparty and potential changes to the current amounts allowed under the
contract including amortisation. The EAD of a financial asset is its gross carrying amount. For financing
commitments and financial guarantees, the EAD is converted to on balance sheet equivalents.

On-balance sheet EADs
EADs for on-balance sheet items are the amount that is outstanding at the time of default. Outstanding
of an on-balance sheet exposure shall be directly taken subject to inclusion of its repayment structure.

Prepayments have to be estimated using previous trends and deducted from EAD while calculating ECL.

Off-balance sheet EADs

Off-balance sheet exposures do not have fixed payout date; thus, the EAD for off-balance sheet is
calculated after applying the Credit Conversion Factor (CCF) to the nominal amount of the Off-balance
sheet exposure. The Group uses following method to work out CCF for off- balance sheet EADs.

Regulatory CCFs - In absence of internal data, The Group uses same as Basel CCF that are used for
calculating the Capital Adequacy Ratio (CAR) as per the CBB regulations. These rates are 20% for
exposures with maturity equal to or less than 1 year and 50% for exposures with maturity of more than 1
year.

ECL on individually large exposures and credit-impaired finances are generally measured individually.
For retail exposures and other exposures to small sized enterprises, where less client-specific
information is available, ECL is measured on a collective basis. This incorporates obligor-specific
information, such as delinquency, collective historical experience of losses and forward-looking
macroeconomic information.

To assess the staging of exposures and to measure a loss allowance on a collective basis, the Group
combines its exposures into segments on the basis of shared credit risk characteristics, such as
geography, type of customer, industry, rating, date of initial recognition, maturity and collateral value.
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Al Baraka Islamic Bank B.S.C. (c)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
At 31 December 2022

2 ACCOUNTING POLICIES (continued)
2.6 Summary of accounting policies (continued)

2.6.3 Impairment, Credit Losses and Onerous Commitments (continued)

Significant Increase in Credit Risk

When determining whether the risk of default on a financial contracts has increased significantly since

initial recognition, the Group considers reasonable and supportable information that is relevant and

available without undue cost and efforts. This includes both quantitative and qualitative information and

analysis, based on the Group’s historical experience and expert credit assessment including forward-
looking information, including days past due and risk rating.

The assessment is carried out for specific facility rather than a counterparty. As each facility may have
had different credit risk at initial recognition.

The application of above requirements of SICR to various locations of the Group varies depending on a
number of circumstances faced by each location and each location applies a robust risk assessment
methodology that is commensurate with the size, complexity, structure, economic significance and risk
profile of its portfolio.

Renegotiated financial assets

The contractual terms of a financing may be modified for a number of reasons including changing
market conditions, and other factors not related to the current or potential credit deterioration of a
customer. When the terms of a financial asset are modified and the modification does not result in a
derecognition, the determination of whether the asset’s credit risk has increased significantly reflects a
comparison of its remaining lifetime PD at the reporting date based on modified terms, with the
remaining lifetime PD estimated based on data at initial recognition and the original contractual terms.

The Group renegotiates financing to customers in financial difficulties to maximize collection
opportunities and minimize the risk of default. This may involve extending the payment arrangements
and documenting the agreement of new conditions for providing finance. Management continuously

reviews renegotiated facilities to ensure that all criteria are met and that future payments are lik