













































































Al Baraka Bankin GroupB S C
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
At 31 December 2016

13 OWNERS' EQUITY (continued)

c. Cumulative changes in fair values

This represents the net unrealised fair value gains and losses relating to the equity of the parent on
equity-type instruments at fair value through equity investment in real estate and land occupied by the
Group (classified as property and equipment).

d. Foreign currency translations
The foreign currency translations are used to record exchange differences arising from the translation of
the financial statements of foreign subsidiaries.

The following table summarises the subsidiary wise foreign currency translation reserve as at 31
December:

2016 2015

Subsidiary Currency Uss$ ‘000 US$ '000
Banque Al Baraka D'Algerie (BAA) Algerian Dinar 50,617 42 424
Al Baraka Bank (Pakistan) Limited Pakistani Rupees 7,890 10 174
Al Baraka Bank Egypt (ABE) Egyptian Pound 144,651 41 040
Al Baraka Turk Participation Bank (ATPB) Turkish Lira 350,455 274,067
Al Baraka Bank Limited (ABL) South African Rand 17,279 20,474
Al Baraka Bank Sudan (ABS) Sudanese Pound 36,901 30,912
Al Baraka Bank Tunis (ABT) Tunisian Dinar 23,166 14,582
Al Baraka Bank Syria (ABBS) Syrian Pound 35,760 28,275
666,719 461,948

e. Other reserves
Other reserves mainly consist of general banking risk reserves maintained by the subsidiaries in
accordance with local regulations.

f. Zakah paid on behalf of shareholders

The General Assembly in its annual meeting conducted on 20
Management of Al Baraka Banking Group to pay an amount of
of the shareholders deducted from the Retained Earnings for th
paid and distributed an amount of US$ 3,078 thousand to thos
Shari'a boundaries and as approved by the Unified Shari'a Bo
thousands has been allocated to be paid maximum by end of fir



Al Baraka Banking Group B.S.C.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
At 31 December 2016

13 OWNERS' EQUITY (continued)

g. Proposed Appropriations

2016 2015

US$ '000 US$ '000

Cash dividend 1% (2015: 2%) 11,396 22,315
Bonus shares 57,461 33,472
68,857 55,787

The above proposed appropriations exclude appropriations to the statutory reserve as mentioned above
and will be submitted for formal approval at the Annual General Meeting subject to regulatory approval.

The Bank proposed issuance of bonus shares from the retained earnings at one bonus share for each
20 shares held (2015: three bonus shares for each 100 shares held). This will be submitted for formal
approval at the Annual General Meeting subject to regulatory approval.

The proposed appropriations for the year 2015 was approved at the Annual General Meeting on 20
March 2016 and was effected in 2016 following the approval.

h. Net movement in non-controlling interest
This mainly includes the effect of changes in capital of subsidiaries, buying (selling) by the non-
controlling interest from (to) the Group.

14 NET INCOME FROM JOINTLY AND SELF FINANCED CONTRACTS AND INVESTMENTS

2016 2015

US$ '000 US$ '000

Receivables (note 14.1) 1,099,779 1,050,895
Mudaraba and Musharaka financing (note 14.2) 126,248 101,177
Investments (note 14.3) 293,096 256,661
ljarah Muntahia Bittamleek (note 14.4) 135,999 126,010
Others 3,532 731

1,658,654 1,535,474

Net income from jointly financed contracts and investments 1,336,569 1,223,215
Gross income from self financed contracts and investments 322,085 312,259

1,658,654 1,635,474

Gross income from self financed contracts and investments 322,085 312,259
Profit paid on wakala financing (36,586) (39,318)
Net income from self financed contracts and investments 285,499 272,941

14.1 Receivables

2016 2015

US$ ‘000 US$ '000

Sales (Murabaha) receivables 1,085,461 1,034,312
Salam receivables 9,980 12,165
Istisna'a receivables 4,338 4,418

1,099,779 1,050,895
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14 NET INCOME FROM JOINTLY AND SELF FINANCED CONTRACTS AND INVESTMENTS

(continued)

14.2 Mudaraba and Musharaka financing

Mudaraba financing
Musharaka financing

14.3 Investments

Equity-type instruments at fair value through equity

Debt-type instruments at amortised cost

Unrealised gain on equity and debt-type instruments at fair value
through statement of income

Gain on sale of equity-type instruments at fair value through equity

Gain on sale of equity and debt-type instruments at fair value
through statement of income

Rental income

Income from associates

Gain (loss) on sale of investment in real estate

14.4 ljarah Muntahia Bittamleek

Income from ljarah Muntahia Bittamleek
Depreciation on ljarah Muntahia Bittamleek

15 GROUP'S SHARE AS A MUDARIB

2016 2015
USs$ '000 US$ '000
64,789 46,063
61,459 55,114
126,248 101,177
2016 2015
Uss$ 000 US$ '000
4,357 4,589
275,095 247,630
152 145
3,585 1,609
667 1,636
1,679 1,832
2,059 652
5,502 (1,332)
293,096 256,661
2016 2015
Uss$ '000 US$ ‘000
374,314 317,739
(238,315) (191,729)
135,999 126,010

Group's share as a Mudarib is determined at the level of each subsidiary and is based on the terms and

conditions of the related agreements.

16 OTHER FEES AND COMMISSION INCOME

Banking fees and commissions
Letters of credit

Guarantees

Acceptances

2016 2015
Us$ ‘000 US$ '000
95,393 116,547
30,623 33,743
41,597 41,883
9,224 8,340
176,837 200,513
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17 OTHER OPERATING INCOME

Foreign exchange gain
Gain on sale of property and equipment
Others

18  PROFIT PAID ON LONG TERM FINANCING

Murabaha financing
Subordinated financing obtained by a subsidiary
Wakala

19 DEPRECIATION AND AMORTISATION

Property and equipment depreciation (note 8)
Intangible assets amortisation (note 9 (a))

20 OTHER OPERATING EXPENSES

General and administration expenses
Professional and business expenses
Premises related expenses

2016 2015
US$ '000 US$ '000
58,824 18,267
14,804 10,502
5,231 6,025
78,859 34,794
2016 2015
US$ '000 US$ ‘000
16,280 11,586
45,469 20,759
29,621 24,196
91,370 56,541
2016 2015
US$ '000 US$ '000
39,228 38,044
5,351 11,110
44,579 50,054
2016 2015
US$ '000 US$ '000
102,807 101,470
29,777 26,740
64,552 58,680
197,136 186,890
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Al Baraka Banking Group B.S.C.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
At 31 December 2016

22 BASIC AND DILUTED EARNINGS PER SHARE

Basic and diluted earnings per share amounts are calculated by dividing net income for the year
attributable to equity holders of the parent by the weighted average number of shares outstanding
during the year as follows:

2016 2015

Net income attributable to the equity

shareholders of the parent for the year - US$ ‘000 151,545 162,741
Number of shares outstanding at the beginning of

the year (in thousands) 1,140,818 1,107,485
Treasury shares effect (in thousands) (610) (139)
Bonus shares effect during the year (in thousands)* - 33,472
Weighted average number of shares

outstanding at the end of the year (in thousands) 1,140,208 1,140,818
Earnings per share - US cents 13.29 14.27

*The weighted average number of shares of the previous year has been adjusted on account of the
bonus share issue made in 2016.

23 CASH AND CASH EQUIVALENTS

2016 2015

US$ '000 US$ ‘000

Balances with central banks excluding mandatory reserve 1,662,465 741,179
Balances with other banks 585,491 789,692
Cash and cash in transit 604,002 761,818

2,851,958 2,292,689

36
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Al Baraka Banking Group B.S.C.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
At 31 December 2016

25 COMMITMENTS AND CONTINGENCIES

Letters of credit

Guarantees

Acceptances

Undrawn commitments
Sharia'a compliant promise contracts

Others

2016 2015
US$ ‘000 US$ ‘000
704,307 810,168
2,680,992 3,105,069
53,791 52,315
834,915 654,138
323,915 -
321 249
4,598,241 4,621,929

26 SEGMENTAL ANALYSIS

Segmental information is presented in respect of the Group's geographical segments. The geographical
segments are based upon the location of the units responsible for recording the transactions and reflects
the manner in which financial information is evaluated by the Group's management and the Board of
Directors.

For financial reporting purposes, the Group is divided into the following geographic segments:

Middle East
North Africa
Europe
Others

The resuits reported for the geographic segments are based on the Group's internal financial reporting
systems. The accounting policies of the segments are the same as those applied in the preparation of the
Group's consolidated financial statements as set out in Note 2. Transactions between segments are
conducted at estimated market rates on an arm's length basis.

No business segment are presented as that is not applicable to the Group.

Segment assets, liabilities and equity of investment accountholders were as follows:

2016 2015
Assets Liabilities IAH Assets Liabilities IAH
Us$ ‘000 US$ ‘000 US$ '000 US$ ‘000 USS$ '000 USS$ '000
Segment
Middle East 9,710,447 2,782,561 6,057,888 10,589,649 2,659,913 6,984,027
North Africa 2,419,901 1,171,716 974,704 2,489,812 1,113,612 1,084,982
Europe 9,304,781 3,546,164 5,103,850 10,035,619 3,733,314 5,586,129
Others 1,990,136 639,449 1,140,352 1,503,121 502,180 859,461
23,425,265 8,139,890 13,276,794 24.618,201 8,009,019 14,514,599
Segment operating income, net operating income and net income were as follows:
2016 2015
Total Net Total Net
operating  operating Net operating  operating Net
income income income income income income
Uss$ ‘000 US$ ‘000 US$ '000 US$ '000 US$ '000 US$ ‘000
Segment
Middle East 446,026 223,014 119,332 407,929 207,450 103,137
North Africa 103,411 48,527 34,413 101,996 48,886 42 101
Europe 425,986 203,709 90,022 407,121 184,264 124,478
Others 98,736 31,693 23,869 82,507 23,082 16,470
1,074,159 506,943 267,636 999,553 463,682 286,186
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Al Baraka Banking Group B.S.C.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
At 31 December 2016

27 RISK MANAGEMENT

Risk management is an integral part of the Group's decision-making process. The management risk
committee and executive committees guide and assist with overall management of the Group's balance
sheet risks. The Group manages exposures by setting limits approved by the Board of Directors. These
risks and the processes to mitigate these risks have not significantly altered from the previous year.

The most important types of risk are liquidity risk, credit risk, concentration risk, market risk and other
operational risk. Market risk includes profit rate risk, equity price risk and foreign exchange risk.

a) Liquidity risk

Liquidity risk is the risk that the Group will be unable to meet its payment obligations when they fall due
under normal and stress circumstances. To limit this risk, management has arranged diversified funding
sources, manages assets with liquidity in mind, and monitors liquidity on regular basis. Each of the Group's
subsidiaries has a documented and implemented domestic and foreign currency liquidity policy appropriate
to the nature and complexity of its business. The policy addresses the subsidiaries' goal of protecting
financial strength even for stressful events.

The table next page summarises the maturity profile of the Group’s assets and liabilities based on
contractual repayment arrangements. The contractual maturities of assets and liabilities have been
determined on the basis of the remaining period at the financial position date to the contractual maturity
date and do not take account of the effective maturities as indicated by the Group's retention history of its
investment account holders and the availability of bank lines.
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Al Baraka Banking Group B.S.C.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
At 31 December 2016

27 RISK MANAGEMENT (continued)

b) 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. 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 individuals who own the counterparty, by collateral in form of mortgage of the
objects financed or other types of tangible security.

Type of credit risk
Financing contracts mainly comprise Sales (Murabaha) receivables, Salam receivables, Istisna'a
receivables, Mudaraba financing, Musharaka financing and ljarah Muntahia Bittamleek.

Sales (Murabaha) receivables

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

Salam receivables

Salam is a contract whereby the Group makes an immediate payment to a seller for the future delivery of a
commodity. To protect itself from risk associated with the commodity the Group simultaneously enters into
Parallel Salam contract whereby it sells the commodity for deferred delivery for immediate payment.

Istisna'a receivables

Istisna’a is a sale agreement between the Group as the seller and the customer as the ultimate purchaser
whereby the Group undertakes to have manufactured (or acquire) goods and sell it to the customer for an
agreed upon price on completion at future date.

Mudaraba financing
The Group enters into Mudaraba contracts by investing in funds managed primarily by other banks and
financial institutions for a definite period of time.

Musharaka financing

An agreement between the Group and a customer to contribute to a certain investment enterprise, whether
existing or new, or the ownership of a certain property either permanently or according to a diminishing
arrangement ending up with the acquisition by the customer of the full ownership. The profit is shared as
per the agreement set between both parties while the loss is shared in proportion to their shares of capital
or the enterprise.

Maximum exposure to credit risk before collateral held or other credit enhancements

Maximum exposure

2016 2015

Us$ ‘000 US$ '000

Balances with central banks* 3,883,925 3,821,899
Balances with other banks 585,491 789,692
Receivables 11,423,448 11,959,052
Mudaraba and Musharaka financing 1,582,396 1,558,593
Investments 2,629,131 2,760,872
Other assets 240,119 195,054
Total 20,344,510 21,085,162
Commitments and contingencies 4,598,241 4,621,929
24,942,751 25,707,091




Al Baraka Banking Group B.S.C.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

At 31 December 2016

27 RISK MANAGEMENT (continued)

b) Credit Risk (continued)

Credit quality by type of islamic financing contracts
The table below shows the credit quality by type of islamic financing contracts, based on the Group's credit

rating system as of:

Type of Islamic Financing Contracts

Receivables
Mudaraba and Musharaka financing
Other assets

Type of Islamic Financing Contracts

Receivables
Mudaraba and Musharaka financing
Other assets

31 December 2016
Non
Neither performing
past due Past due islamic
nor non but financing
performing performing contracts Total
Us$ '000 Uss$ ‘000 Us$ ‘000 Us$ ‘000
10,563,395 590,576 644,720 11,798,691
1,542,585 25,855 32,505 1,600,945
244,934 311 9,703 254,948
12,350,914 616,742 686,928 13,654,584
31 December 2015
Non
Neither performing
past due Past due islamic
nor non but financing
performing  performing contracts Total
USS$ '000 US$ '000 US$ '000 US$ '000
11,067,995 788,840 497,595 12,354,430
1,505,150 51,193 17,749 1,574,092
195,303 2,149 9,972 207,424
12,768,448 842,182 525,316 14,135,946

Aging analysis of past due but performing Islamic financing contracts
The following table summarises the aging of past due but performing islamic financing contracts as of:

Type of Islamic Financing Contracts

Receivables
Mudaraba and Musharaka financing

Other assets

Type of Islamic Financing Contracts

Receivables
Mudaraba and Musharaka financing
Other assets

31 December 2016
Less than 31 to 60 61 to 90
30 days days days Total
Uss$ ‘000 Us$ '000 Uss$ ‘000 Us$ ‘000
235,857 160,144 194,575 590,576
20,067 4,296 1,492 25,855
309 1 1 311
256,233 164,441 196,068 616,742
31 December 2015
Less than 31 to 60 61 to 90
30 days days days Total
US$ ‘000 US$ ‘000 US$ '000 US$ '000
541,872 129,228 117,740 788,840
44,786 3,593 2,814 51,193
2,037 112 - 2,149
588,695 132,933 120,554 842,182
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Al Baraka Banking Group B.S.C.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
At 31 December 2016

27 RISK MANAGEMENT (continued)
b) Credit risk (continued)

Credit Risk Mitigation

All the Group's subsidiaries, with exposures secured by real estate or other collateral carry out regular and
periodic collateral verification and evaluation. This collateral verification and valuation is conducted by an
independent qualified assessor or Collateral Analyst at the subsidiary. The frequency of such collateral
verification is determined as a part of the credit or investment policy and approval process. The Group's
subsidiaries allow cars, ships, aircraft, satellites, railcars, and fleets as collateral for a credit and investment
product but do not accept perishable assets or any other assets with depreciable life of less than five years.
Subsidiaries do not accept any assets as collateral if the assets are susceptible for obsolescence in case
they are moved (e.g. furniture). Subsidiaries also ensure that these assets are insured in order to be
accepted as collateral.

Third party cheques are accepted as collateral by the Group’s subsidiaries. The Group's subsidiaries
accept commercial papers as qualifying collateral if they are issued by banks or corporations of good credit
standing. Since the maturity tenure of the commercial papers are generally short in nature, they are not
accepted as collateral for long—term facilities (i.e. the financing tenure should not exceed the commercial
papers maturity tenure). The subsidiaries do not accept vehicle or equipments, if new, as qualifying
collateral for more than 80% of its market value. No vehicles or equipments, if used, are accepted as
qualifying collateral for more than 50% of its insured value.

Collaterals listed hereunder may attract capital relief from capital adequacy requirements as per the Central
Bank of Bahrain's stipulations:

1) Hamish Jiddiyyah (Good faith deposit): Subsidiaries take this type of collateral in the transactions
for which non-binding promises to perform is given by the customer. If a customer does not honor
his promise to perform, the subsidiary has recourse to the deposit.

2) Third party guarantee: The subsidiary should have recourse to the guarantor in case of customer's
default. In order to qualify as eligible collateral, the guarantee should be unconditional and
irrevocable. The guarantor must be solvent and, if applicable of investment grade rating.

3) Urbon: This is the amount that should be taken from a purchaser or lessee when a contract is
established and it is the first line of defense for the subsidiary if the purchaser or lessee breaches
the contract.

4) Underlying assets of the lease contract. The underlying asset must be of monetary value and the
subsidiary must have legal access to it, own it and sell it to cover the open exposure with the
customers in question. The assets have also to be free of any of any kind of encumbrance.

Any excess amount resulting from the closure of the pledge by the subsidiary should be returned to
the customer (pledger). The subsidiary should conduct at least annual evaluation of the pledged
assets and keep adequate documentation of this evaluation.

5) Cash deposit free from any legal encumbrance with the subsidiary either in the form of equity of
investment accountholders or off-balance sheet equity of investment accountholders.

6) Rated and unrated senior sukuk issued by first class financial institutions or by GCC sovereigns.
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27 RISK MANAGEMENT (continued)
b) Credit risk (continued)

Credit Quality

Credit Risk Management at the Group will be based upon the creation and maintenance of a Credit Rating
System (CRS) for the non-retail business. All the Group's units are to incorporate into their respective credit
policies the CRS as the framework for credit management taking into consideration the methodology
requirements of their local central banks, in this respect. The methodology for obligor (issuer) rating will
reflect the specifics of the Group's main business and the geographical diversity of its operations. Ratings
of countries, governments and financial institutions are carried out in centralised fashion at the Bank in
Bahrain whereas rating of corporates is done at the subsidiaries level, unless the exposure to the corporate
involves cross-border risk, in which case, that rating will also be at the Bank as part of the credit limit
approval.

The CRS at the Bank has also been designed to be comparable to the rating system of major international
rating agencies (Moody's, Standard & Poor's, Fitch) in respect of their foreign currency rating of countries,
governments and financial institutions.

Accordingly, countries, governments and financial Institutions will be rated on the basis of their unsecured
medium term foreign currency obligations. This means that for governments and financial institutions the
cross-border risk will also be part of the rating and the country's rating will be, in most cases, the ceiling on
the financial institution's rating.

The basic approach of the major credit rating agencies to rating is the same as what the Group credit
policies require i.e. a comprehensive fundamental analysis of all relevant quantitative and non quantitative
factors aimed at identifying actual and potential vulnerability. Credit rating will be applied to countries and
single obligors. Single obligors, in turn are categorised as financial institutions, corporates, governments
and retail. CRS therefore rates obligors (issuers) and not facilities. The obligor rating of countries and
single obligors will identify the relative probability of default but will not take into account the impact of
collateral security and other mitigants in the event of default. Facility ratings by contrast, combine both the
probability of default and loss severity in case of defaults. However, initially the Group wide policy will be to
set up obligor ratings only (which does not prevent individual subsidiaries internally to also rate facilities if
they so wish).
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27 RISK MANAGEMENT (continued)

c) Concentration risk

Concentrations 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 indicate the relative sensitivity of the Group's performance to developments affecting a
particular industry or geographical location.

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

The distribution of assets, liabilities and equity of investment accountholders items by economic sectors
was as follows:

2016 2015
Assets Liabilities IAH Assets Liabilities IAH
US$ '000 Uss$ ‘000 Uss$ '000 US$ '000 USS$ '000 USS$ '000
Manufacturing 3,922,073 240,393 173,444 4,048,955 218,528 342,991
Mining and quarrying 169,465 1,498 27,218 106,609 4,054 36,328
Agriculture 149,542 11,922 9,644 124,537 11,471 9,003
Construction and

real estate 3,211,074 22,924 39,222 2,826,010 30,049 23,667
Financial 2,377,485 2,388,226 1,672,165 3,091,392 2,463,290 1,406,834
Trade 1,451,128 193,639 153,379 1,686,693 247,035 254,479

Personal and

consumer finance 2,620,213 3,705,500 9,486,208 2,507,063 3,571,598 10,646,130
Government 6,592,359 84,263 149,594 7,050,655 47,360 130,081
Other Services 2,931,926 1,491,525 1,565,920 3,176,287 1,415,634 1,665,086

23,425,265 8,139,890 13,276,794 24,618,201 8,009,019 14,514,599

d) Market risk

Market risk arises from fluctuations in profit rates, equity prices and foreign exchange rates. Under Market
Risk Policies currently implemented by management of the Group, have set certain limits on the level of
risk that may be accepted. This is monitored by local management at the subsidiary level.

Profit rate risk

Profit rate risk is the risk that the Group will incur a financial loss as a result of mismatch in the profit rate
on the Group's assets and on equity of investment accountholders. The profit distribution to equity of
investment accountholders is based on profit sharing agreements. Therefore, the Group is not subject to
any significant profit rate risk.

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

Equity price risk

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

The Group has total equity portfolio of US$ 126,698 thousand (2015: US$ 110,995 thousand) comprising
of equity-type instruments at fair value through equity amounting to US$ 107,225 thousand (2015: US$
102,810 thousand) and equity-type instruments at fair value through statement of income amounting to
US$ 19,473 thousand (2015: US$ 8,185 thousand). Variation of 10% increase or decrease in the portfolio
value will not have a significant impact on the Group's consolidated net income or owners' equity.
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27 RISK MANAGEMENT (continued)
d) Market risk (continued)

Foreign exchange risk
Foreign exchange risk arise from the movement of the rate of exchange over a period of time. Positions
are monitored on a regular basis to ensure positions are maintained within established approved limits.

Following is the Group's exposure to different currencies in equivalent US dollars:

2016
Operational  Strategic Total
equivalent equivalent equivalent
Long Long Long
(Short) (Short) (Short)
Uss$ ‘000 Uss$ ‘000 Uss$ '000
Currency
Turkish Lira (9,102) 370,890 361,788
Jordanian Dinar 11,512 346,283 357,795
Egyptian Pound (22,903) 76,503 53,600
Sudanese Pound 2,998 47,434 50,432
Algerian Dinar (189) 113,815 113,626
Lebanese Pound 3,983 19,097 23,080
Pound Sterling (3,143) - (3,143)
Tunisian Dinar (982) 54,779 53,797
Euro 2,510 - 2,510
South African Rand (567) 29,276 28,709
Pakistani Rupees 9,609 82,936 92,545
Syrian Pound 40,267 11,846 52,113
Others 139,238 - 139,238
2015
Operational Strategic Total
equivalent  equivalent  equivalent
Long Long Long
(Short) (Short) (Short)
US$ ‘000 US$ ‘000 US$ '000
Currency
Turkish Lira (55,951) 405,675 349,724
Jordanian Dinar 16,007 315,025 331,032
Egyptian Pound (20,117) 141,138 121,021
Sudanese Pound 192 38,669 38,861
Algerian Dinar - 117,166 117,166
Lebanese Pound 400 21,303 21,703
Pound Sterling (2,155) - (2,155)
Tunisia Dinar (48,380) 63,986 15,606
Euro 2,230 - 2,230
South African Rand (509) 24,890 24,381
Pakistani Rupees 23,435 62,234 85,669
Syrian Pound (27,516) 12,242 (15,274)
Others 109,877 - 109,877

The strategic currency risk represents the amount of equity of the subsidiaries.

Foreign currency risk sensitivity analysis

In order to measure its exposures to currency risk, the Group stress tests its exposures following the
standard shocks adopted by Derivatives Policy Group in this respect which calculates the effect on assets
and income of the Group as a result of appreciation and depreciation in foreign currencies in relation to the
reporting currency of the Group. This is done using various percentages based upon the judgment of the

management of the Group.




Al Baraka Banking Group B.S.C.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

At 31 December 2016

27 RISK MANAGEMENT (continued)

d) Market risk (continued)
Following is the sensitivity analysis that calculates the effect of a reasonable possible movement of the
currency exchange rate against the US Dollar with all other variables held constant on the consolidated
statement of income and the consolidated statement of owners' equity.

At 31 December 2016

Currency

Algerian
Dinar

Egyptian
Pound

Turkish Lira

Sudanese
Pound

S.African
Rand

Syrian Pound

Pakistani
Rupees

Tunisian
Dinar

At 31 December 2015

Currency

Algerian
Dinar

Egyptian
Pound

Turkish Lira

Sudanese
Pound

S.African
Rand

Syrian Pound

Pakistani
Rupees

Tunisian
Dinar

Particular
Net Income
Total owners' equity

Net Income
Total owners' equity

Net Income
Total owners' equity

Net Income
Total owners' equity

Net Income
Total owners' equity

Net Income
Total owners' equity

Net Income
Total owners' equity

Net Income
Total owners' equity

Particular

Net Income
Total owners' equity
Net Income
Total owners' equity

Net Income
Total owners' equity

Net Income
Total owners' equity

Net Income
Total owners' equity

Net Income
Total owners' equity

Net Income
Total owners' equity

Net Income
Total owners' equity

Change in net

income and
Maximum owners'’
Exposures  expected equity
in US$ ‘000 decrease % US$ '000
33,231 -15% (4,334)
203,609 -15% (26,558)
50,860 -20% (8,477)
103,829 -20% (17,305)
90,022 -20% (15,004)
654,767 -20% (109,128)
21,652 -20% (3,609)
62,633 -20% (10,439)
2,803 -15% (366)
45,381 -15% (5,919)
8,467 -20% (1,411)
51,503 -20% (8,584)
(588) -10% 53
102,321 -10% (9,302)
1,183 -10% (108)
69,872 -10% (6,352)
Change in net

income and

Maximum owners'

Exposures expected equity
in US$ '000 decrease % US$ ‘000
36,591 -15% (4,773)
209,602 -15% (27,339)
30,441 -15% (3,971)
191,552 -15% (24,985)
124,478 -20% (20,746)
716,176 -20% (119,363)
9,208 -15% (1,201)
51,059 -15% (6,660)
4,285 -20% (714)
38,583 -20% (6,430)
21,978 -20% (3,663)
53,226 -20% (8,871)
2,977 -10% (271)
51,840 -10% (4,713)
5,509 -10% (501)
81,616 -10% (7,420)

Maximum
expected
increase %

5%
5%
5%
5%
5%
5%
5%
5%
5%
5%
5%
5%

5%
5%

5%
5%

Maximum
expected
increase %

10%
10%

20%
20%
20%
20%
25%
25%
20%
20%
20%
20%
15%
15%

10%
10%

Change in
net income
and owners'
equity

Uss$ ‘000

1,749
10,716

2,677
5,465

4,738
34,461

1,140
3,296

148
2,388

446
2,711

(31
5,385

62
3,677

Change in
net income
and owners'
equity

US$ ‘000

4,066
23,289

7,610
47,888

31,120
179,044

3,069
17,020
1,071
9,646

5,495
13,306

525
9,148

612
9,068
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27 RISK MANAGEMENT (continued)

e) Operational Risk

Operational risk is defined as the risk of loss resulting from inadequate or failed internal processes, people
and systems or from external events. This definition includes legal risk, but excludes strategic and
reputational risk.

Operational Risk Management Framework

The Group guidelines have the following sections: (1) Operational Risk Appetite, (2) Operational Risk
Management - Structure and Rules, (3) Risk and Control Assessment, (4) Internal Audit, (5) Operational
Risk and Basel 1l and (6) Operational Risk Capital Requirement.

The Group's Operational Risk Appetite is defined as the level of risk which the Group chooses to accept in
its identified risk categories. Operational risk appetite is expressed in terms of both impact (direct loss) and
the probability of occurrence.

The Operational Risk framework is subject to periodic Internal Audit.
The Group categorizes operational risk loss events into the following categories:

Infrastructure Risks
Availability of information technology is of paramount importance to the Group's infrastructure. The
operations of the Group and the subsidiaries might be disrupted and severe operational risks could occur.

In order to hedge the subsidiaries from the infrastructure risk as outlined above, every subsidiary must
take all the necessary measures indicated in the Business Continuity Plan and/or Disaster Recovery Plan
(BCP and DRP) to cater for these risks.

Information Technology Risks
The main risks that the Group is exposed to in this context is from inadequate software and hardware
quality, unauthorized access by third parties or employees, etc.

Staff risk

The main risks that arises from staff risks are risks due to larceny, fraud, corruption, crime, etc. In order to
prevent these risks from occurring, the Group has established Group Human Resources Policies and
Code of Conduct which entails constructive ways in dealing with mistakes and frauds. The Group has also
established approval control steps in business processes as well as creating separate internal control
processes. Further, the Group has established measures of organizational structure in terms of
segregation of duties as well as diverse training measures to reduce human errors and frauds, etc.

Business risk
This risk may take on the following forms:

1. Processes without clear definitions, for example, when insufficient time was spent on documenting
or updating the already documented processes.

2. Outdated process descriptions in cases where "reality" already strongly differs from the guidelines
faid down in the past.

3. The extreme case of a completely missing documentation. To hedge this risk, the Group adopts
sound documentation policies of business processes as it is a basic requirement for a well
functioning process organization. The process description are up to date and clear; furthermore, it
is accessible to all employees.

51



Al Baraka Banking Group B.S.C.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
At 31 December 2016

27 RISK MANAGEMENT (continued)
f) Corporate governance

Board of Directors

The Board of Directors is responsible for approving the Group's overall business strategy, monitoring its
operations and taking critical business decisions. In line with international leading practices, the Board has
instituted corporate governance measures to ensure that the interests of the shareholders are protected,
including the appointment to the Board of four independent non-executive directors as defined in the Rule Book
of the CBB.

The Bank is administered by a Board of Directors consisting of not less than five and not more than fifteen
members. However, subject to the provisions of the law, the shareholders at an Ordinary General Meeting may
determine that the number of directors shall exceed fifteen in certain circumstances. Members of the Board of
Directors hold office for a three-year renewable term, although the term of office may be extended at the request
of the Board for a period not exceeding six months by resolution of the Bahrain Minister of Industry and
Commerce.

There are currently thirteen Directors on the Board, who have varied backgrounds and experience and who
individually and collectively exercise independent and objective judgment. Other than the President and Chief
Executive, all Directors are non-executive. The posts of Chairman and President and Chief Executive are held
by different Directors and each has separate, clearly defined responsibilities.

The Board of Directors meets regularly (usually four times a year) and has a formal schedule of matters
reserved to it, considering key aspects of the Group’s affairs referred to it for decision. The Board reviews the
Group’s strategy and financial plans, all proposed material changes to the Group's policies, structure and
organisation, reports provided to it on the operations of the Group (with emphasis on organisational
development, risk management and information technology development) and the performance of executive
management. The Board and its committees are supplied with full and timely information to enable them to
discharge their responsibilities. All Directors have access to the advice and services of the secretary, who is
responsible for ensuring that the Board procedures and applicable rules and regulations are observed.

The Board of Directors has overall responsibility for the Group's system of internal control and its effectiveness.
There are established and ongoing procedures in place for identifying, evaluating and managing significant risks
faced by the Group, which are regularly reviewed by the Board. The Group's system of internal control provides
for a documented and auditable trail of accountability and applies across its operations, is designed to ensure
effective and efficient operation and compliance with all applicable laws and regulations, and seeks to manage
risk with a view to avoiding material errors, losses and fraud.

28 FAIR VALUE OF FINANCIAL INSTRUMENTS

Fair value is the value representing the estimate of the amount of cash or cash equivalent that would be
received for an asset sold or the amount of cash or cash equivalent paid for a liability extinguished or transferred
in an orderly transaction between a willing buyer and a willing seller at the measurement date.

Quoted equity type instruments are investments which are fair valued using quoted prices in active markets for
identical instruments and unquoted equity type instruments are investments that are fair valued using directly or
indirectly observable inputs.

The Group's investments in sukuk held at amortised cost have fair values amounting to US$ 2,275 million
(2015: US$ 2,821 million).

Also included under investments are unquoted equity-type instruments at fair value through equity amounting to
US$ 45,169 thousand (2015: US$ 47,095 thousand) which are carried at cost due to lack of other reliable
methods for arriving at a reliable fair value for these investments.

The fair values of other on-balance sheet financial instruments are not significantly different from the carrying
values included in the consolidated financial statements.
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29 EARNINGS PROHIITED BY SHARI'A

Earnings realised during the year from transactions that were not permitted by Shari'a amounted to US$ 8
million (2015: US$ 5 million). This amount has been taken to charity.

30 COMPARATIVE FIGURES

Certain of the prior year's figures have been reclassified to conform to the presentation adopted in the current
year. Such reclassification did not affect previously reported consolidated income or consolidated owners' equity.
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