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Agenda

e Introduction to Ratings, Role of Rating Agencie®&nefits of Ratings
 Emergence of Rating Agencies in Islamic Countries
« Some Regulatory Requirements in South & South &sisin Countries
« Key Analytical Approaches to Different Types of Rgs
Sovereign, Financial Institutions, Corporate, CG¥eal Estate, SC
* [IRA Research and Data Services
* [IRA's Training Programs
 [IRA's Rating Process
* Q&A
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What is an IIRA Rating?

An independent, objective opinion regarding the relative capacity to
meet financial obligations, including Islamic returns

lIRA’s Ratings are NOT:

« Recommendations to buy, sell or hold
* A guarantee against Ic
e An Audit

[ IRA’'s Definition of Default

*An issuer’s failure to meet its obligations on time
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Role of Rating Agencies

 Reduce asymmetry in information
* Give independent and unbiased opinion in simple code

e Maintain high standards of professionalism to earn confidence
among investors
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Stage of development of Islamic Capital
Markets

 Important players are GCC countries, Malaysia, Indonesia, Turkey
& Pakistan

e Equities market developed to a respectable size
* Debt market relatively new and develog
« Sukuk market showing rapid growth

* |IFSB, AAOIFI, IIRA contributing to development of capital
markets
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What Are The Market's Needs?

Sovereign Ratings, Credit

* A reliable third party opinion on the likelihood that H gg:g:)%:l’teiagkelzfig?;é

|§sue/|ssuer W!|| repay its financial obligations |in Developer. MF
timely manner, i.e. not default
« A reliable third party opinion regarding an insure Insurer’s Financial

financial strength and the insurer’s ability to m¢et Strength Ratings

contractue obligation:

« Assessment of the level of compliance with rinci“ Shari'a Quality
of Shari’'a P P Ratings

Corporate

demarcation of rights and responsibilities of differ Governance Ratings

stakeholders and compliance with prevailing rules
procedures for making decisions

* Assessment of an entity’'s practices to assess| the l
and
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Efficient Capital Market,

e provides disintermediation

* reduces reliance on banking sector for funding needs
e reduces costs of funds

« aligns funding cost to risk profile of borrower

e provides diverse avenues for liquidity management

Credit Ratings accelerate development of capital maet

TR I B [ I

Islamic internationad Rating Agency




Principal Benefits of Ratimg - Issuers

* Enhances access to capital and funding, oftenanttes pricing

* Places the name on the “credit map” (globally-usti®d symbols)
* EXposes an issuer’s management to best practice

» Assists with diversification of investor base

 Means of communicating creditworthiness to keynterparties
 Internal management tool to assist financial aratesgic plannin

* Enhances the transparency of financial marketgriay

« Facilitates secondary market liquidity

» Assists in bringing efficiency and stability inetfinancial system

» Ratings can bring clarity to a bank’s status asunterparty
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Principal Benefits of Ratimg - Investors
A primary tool to use in investment decisions
Expert analysis can provide useful insights
Research reports reflect independent opinions

Over time, investors and Investment Account Holaahscome to rely on
ratings

Reduce information asymmetry by providing an inaesnt opinion on a
Issuer’s risk profile

Provide a qualitative and quantitative analysieéasting future net free
cash flow and relative payment capacity

Provides an appropriate pricing framework for therket
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Principal Benefits of Rating —|hermestisaress

For fund arranger (Bank/ Investment Bank/ Underwriters) the
benefits are predicated on:

* Objective and informed third party opinion on the credit
strengths and weaknesses of the subject entity/ issue

* Meeting of internal guidelines in some institutions that require
rating as pre-requisite for any investment or syndication or
credit facility

* Inthe case of Sukuk, rating will ensure greater liquidity and
marketability by facilitating risk based pricing

 The rating report provided by the rating agency contains
detailed credit analysis which promotes transparency

e The rating scale with unambiguous definitions is well
understood by the market and creates comparability
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Principal Benefits of Ratings -Faspuitrss

« Common Obijectives offeemldatnss

Containment of risks

Sufficiency of disclosure

Protection of less sophisticated investors
Limiting the possibility of fraud

A S

 Enhancedamaiyticaicapacity in the market

e Quality framework to guide nisk jpricimg

o Often, early warning on developingpmaiiitmns
 May assist infirramimg suitable regulations
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Emergence of rating agencies in Islamic

countries
 Malaysia (1990) — 2 rating agencies
e Indonesia (1993) — 3 rating agencies
e Pakistan (1994) — 2 rating agencies
 Bangladesh (199 — 3 rating agencie
 Bahrain (2005) — 1 rating agency
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Some regulatory requirements in South &
South East Asian Countries

e Compulsory rating of banks
« Compulsory rating of Sukuk and certain other debt instruments

e Minimum rating benchmarks for companies issuing certificates
of deposits and certificates of Mudhare
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Rating Agencies and the Subprime Crisis

The global rating agencies have a long historycotieate ratings, even
with structured products that led them to focugoal modeling

When faced with pools of sub-prime mortgages, haneahey relied
on too short a record with respect to payment perdmce and values

The failure resulted from failing to understand &ssumptions and
their implications

Thus the agencies assigned high ratings and allaweibper pricin:

If the pricing had accommodated sufficient writésadut of the pools,
there would be no problem

The agencies then compounded the problem by extgmidime ratings
to CDO'’s pooling subprime MBS'’s

Rating agencies were criticized for having congliof interest
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Investors’' Choice?

 However, the role of rating agencies in providing an independent,
unbiased opinion on the credit worthiness of an issuer not only at
the time of issue but also on a continuous basis for the life of the
ISsue cannot be eliminated

« This clearly indicates a need on the part of the investors to get out
of a herd mentality of soliciting a rating from the 3 rating
agencies only and seek out new rating agencies operating at
regional level
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lIRA’'s Sovereign Rating Analysis

* |IRA evaluates the creditworthiness of the government of a
country, determining its ability and willingness to fully service
its financial obligations on time.

* |IRA provides its sovereign ratings on following scales
— Local Currency International Scale
— Foreign Currency International Scale
— National scale

* |[IRA has documented policies to account for country
represented by country’s sovereign ratings in all the ratings
assigned to issuers within a country

* |IRA's sovereign ratings on national scale helps issuers to avoid
the rating compression that they face due to low international
scale rating of the country
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lIRA’'s Sovereign Rating Analysis

IIRA's sovereign analysis for all countries comprises of:

Politics and Policy Continuity

The Economy—Structure and Growth Prospects
Budgetary and Fiscal Poli

Monetary Policy and Flexibility

The External Accounts

Government’s Internal and External Debt
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lIRA’'s Bank Rating Analysis

lIRA provides two scales of ratings:

National (Domestic)
International

e These scales remain same whether the bank rased Is
conventional bank or an Islamic bank
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lIRA’'s Bank Rating Process

« Comprehensive rating process employed by |IRA for
financial institutions conforms to established glbb
practice

 For Islamic institutions and products there istart
cognizance of the constraints and mechanism:s
distinguish such banks

 However, the fundamental analysis that measureseut
net free cash flow is the same for all types ofitusons
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The Rating Framework

Bank analysis in all countries is comprised of a set of fundamentals:

e Market assessment

» Asset Quality evaluation

e Liquidity and funds management

» Asset/Liability management

« Capital adequacy

» Adjustments to achieve economic reality

* Finance, information systems, planning disciplines
e Earnings Performance

e Ownership and management performance
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What is IIRA
Corporate Governance Rating (CGR)

Corporate Governance Ratings look at the practices
of an entity to assess the demarcation of rights an
responsibilities of different stakeholders and
compliance with prevailing rules and procedt

for making decisions.




Corporate Governance Rating
Methodology - Critemniza

 Regulatory Compliance

Level of compliance with all applicable laws, listing
requirements and rules of all regulatory, taxation and
statutory bodies, including labor and environmental
regulations

 Ownership Structure

Structure and breakdown of shareholdings and ownership
rights and obligations

 Board & Executive Management Structure & Processes

Board and management composition, responsibilities and
performance

Shareholder management relations
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Corporate Governance Rating
Methodology - Ciitemniza

e Transparency
Quality and timeliness of disclosure of adequate information
e Control & Discipline

Qualification and independence of internal and external
auditors

Responsibilities and performance of the audit commi
o Stakeholders’ Relations

Employee-employer relations, human resources management
policies and practices and disclosure to code of business
conducts and ethics

Entity’s social responsibilities and customer relations
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Corporate Credit Analysis

* [IRA categorizes a wide range of non-financial companies as
commercial enterprises

* The analysis of a commercial enterprise begins with the
economy(ies) and markets in which it operates because this will
determine the opportunities available to it for value creation le:
to profits

 This is followed by evaluation of the products, industry, value
model and comparative advantage enjoyed by the issuer

-,
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Corporate Credit Analysis

« Size and Character of the Economy

« Market Diversification and growth

* The legal framework and regulatory supervision
e Competitive ranking

* The nature of the Assets Conversion C

e Business Risk

 Financial Risk
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Corporate Credit Analysis

Management Risk

Management Performance

Organization

Management Style

Planning and Budgeting Disciplir

Information Systems

Quantitative Analysis
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Importance of Real Estate Industry
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Industry Dynamics
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lIRA recognizes the risks present in the Real
Estate Industry
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Industry Risk
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Developer Specific Risk
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Project Specific Risk
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What IIRA Has Done for Healthy
Development of Real Estate Industry
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Who can benefit from IIRA’'s Real Estate

Ratings
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Who can benefit from IIRA’'s Real Estate
Ratings - Cont'd...
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IIRA Risk Analytics

lIRA has launched an MIS system and the creation of
database of banks and Fls is in progress

Features and Benefits

Individual Bank’s authentic data in details abassets, liabilities, income, expenses,
capital, asset quality, liquidity &various exposures

*\We try to capture asset and liability product in as much detsi®ssible

*For simplification purposes the Summarizedance sheet, income statement, asset
guality and other valuable information are also available to help quick decision
making

*\We will cover allBahraini Banks, GCC major banks, Jordan, Turkey, Pakistan etc
up to 5 years

sUsers specifietkvel of details can be made available. i.e. grouping is defined and
the user can see the financial information with respect to braasifotation (loans,
investments, placements and others) or product wise classification

*Cross countrypeer comparisoim which user can compare the bank’s financial
performance with respect to its competitors in the same counimyddferent
jurisdiction
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IIRA Risk Analytics

lIRA has launched an MIS system and the creation of
database of banks and Fls is in progress

Features and Benefits

*Median ratios will be introduced at a later stage to help usastablish industry/
peer group benchmark

*Multi currency conversion in which user can translate financissi@nts from one
currency to the currency of choice

sIndustry Aggregates, Medians and Indubenchmark

*Risk Weighted Ranking of banks

*The risk assessment framewarkust for core values in profit, funding status and
capital

*Depending upon the type of license acquired you will have the abiligyido the
system

*Ratio Analysis

*You become a better Risk Analyst

sComposite bank statistics handbook
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IRA Research and Data Services

Research and data services will help IIRA to use a consistent
approach of risk analysis. In addition, this will help IIRA to

*Address the significant market potential by introducing a range of

research and data services
*Gain competitive edge by enhancing its organizational capabillities

to produce and publish high quality research at low
diversify its core products portfolio by adding services in addition

to its current products offerings;

gt 2y dgall 3 LA alli gl

islamic international Rating Agency




Benefits to Financial Institutions and Investors

« Valuable for the Financial Institutions departments in approving lendicdp@arrowing
lines of credit

« Vital tool in Bahrain market due to the large size of interbank books

 The global financial crisis has impacted all the financialtutstns. Therefore it is
imperative for lending institutions to know what is the economic and fialestcength,
standing of an institution and its credibility

* The loss of faith on Credit Ratings issued by the big three ragegcees has
contributed to an increased need to have an internal risk evaluationnisechizat cai
consistently analyze the banks and financial institutions

» Going forward we will give an option of specific screening to fittet the financial
Institutions meeting certain criteria

» Depending upon the type of license taken, user will be able to anhé/deancial
institutions in IIRA's database. Can take a larger role by texgng for an end user
license which will enable to conduct the risk analysis themselvasy financial
institution

el 3 leall 2ol

Islamic internationad Rating Agency




Market Opportunity
Our services will be of interest to

*Banks and Financial Institutions who want to place funds in the interbank
market. They are concerned about the specific indicators about the
bank’s liquidity, funding, capital and earnings profile.

Fund managers who are also interested in short term placements for the
liquid portion of their funds

*Further leverage with central banks and regulators can be obtained by
providing them this service free of cost
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lIRA Liquidity Report on Islamic Bank

* The Islamic International Rating Agency has published a
research report on the liguidity characteristics of Islamic
Banks

* The research was conducted by selecting key Islamic
Commercial Banks based in few count

 The liquidity indicators for these banks were extracted
from the published financial statements and the
measurements as at Dec 2007 and Dec 2008 was analyzed

el 3 leall 2ol

Islamic internationad Rating Agency




Liquid Assets to Liquid Liabilities

Liquid Assets to Total Liab
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Loans to Core Funding

Loans to Core Fundings
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Loans to Core Funding
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Interbank Ratio

Ratio (x)
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GAP Analysis

Bahrain Islamic Bank
Maturity Profile Dec 2008
Armounts im USD 00000

Total Assets

Deposits and borrowings

Other Liabilities

Total Liabilities

Reported Gap

Adjustment for stickiness of deposits
Adjusted Gap

As a Percentage of Total Assets

Kuwait Fimanmnce House
MMaturity Profile
Aormmowmits i S0y, OWO00

Total Assets

Deposits and borrowings
COther Liabilities

Total Liabilities
Reported Gap

Adjustment for stickiness of deposits

Adjusted Gap

Upto 1 month 1-3 month Total
509,363 213,103 F22 A67F
1,088,467 313,589 1,402,056
36,9603 - 36,963
1,125 430 313,589 1,439 019
(616,066) (LoD, ABS) (716,.552)
285,613 - -
(330,154) {100, A85) (A30,939)
-18.6%
Upto 3 months
SO0, 4549
1,085,956
325,294
1,327 el
(S30,.8306)
(530,806)
-15.6%4

As a Percentage of Total Assets
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GAP Analysis
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Sharr’'a Quality Rating (SQOR)

SQR Is a transparent evaluation system ,based on
objectivity, impartiality and independence, assggé$ne
level of compliance by the institutions to the atgiions
adopted by their Shari’a committees.

In general, SQR does not comment on the decisibns o
the Shar’a committees of banks and financial tnsons
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Sustainability
of Compliance

SOR

Competition

Transparency

Lower
Information
Asymmetry

Mitigated
Risks

Higher
Confidence

Improvement in
Quality

In System
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Parties who benefit from SQR

« Management can improve Shari’a compliance practices to manage
non-compliance risks

* Depositors and investors choose IFI for business to conform to
their faith

e Regulators expect IFIs to meet regulations of compliance
Shari'a
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SOR Evaluation Criteria

e Shari’'a Committee

e Internal Shari’'a Control

e Accounting Standards

e Training and Human Resources
o Zakat

e Social Impact

 Modes of Financing

» |dentity and Corporate Image

e Other considerations
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lIRA’s Training Programs

lIRA's training workshops and seminars are excellent opportunity
to keep abreast of recent advances in the market

An effective way to sharpen the participants’ analytical skills with
the objective of identifying, measuring and managing risks

Aim to expose the participants to international best practice

Conducted by IIRAs experienced and professional team members
who have many years of experience in analysis and ratings

Conducted inside and outside of Bahrain
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lIRA’s Training Programs

 The knowledge about the analytical tools and technigues are
passed on to delegates through an interactive learning environment

 The workshop materials and its delivery are designed to meet the
needs of conventional and Islamic finance professionals, investment

and fund managers, regulators, risk managers, Shari’'a compliance
officers and the lik

 Demonstrate the depth of analysis that IIRA can provide on
different products
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lIRA’s Training Programs

e Sponsorship opportunities are available
« (Can be customized to an organization’s needs
e Can be offered in-house

 Delegates receive a certificate of attendance upon completion of the
workshoy

 The feedback received from the participants indicates an overall
high level of satisfaction
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List of IIRA’s Training Programs

e |IRA's Annual Rating Seminar

 Islamic Ratings Workshop - alongside with WIBC

* Financial Institution Analysis

o Corporate Credit Analys

e Corporate Governance Rating & Sharr’a Quality Rating
 Real Estate Rating

 New courses under development

TR I B [ I

Islamic internationad Rating Agency




lIRA’s Training Programs

Rating Workshop
Manama, February 18, 2008
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lIRA’s Training Programs

Financial Institutions Analysis Workshop
Manama, April 14, 2008
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lIRA’s Training Programs
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Insurer’s Financial Strength Analysis Workshop
Manama, June 30, 2008
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lIRA’s Training Programs

Islamic Ratings Workshop
Manama, November 23, 2008
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lIRA’s Training Programs

Rating Seminar
Manama, January 19, 2009
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lIRA’s Training Programs

Financial Institutions Analysis Workshop
Manama, March 30, 2009
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lIRA’s Training Programs

Financial Institutions Analysis Workshop
Sudan, May 11, 2009
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lIRA’s Training Programs

Corporate Credit Analysis Workshop
Manama, October 19, 2009
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lIRA’'s Rating Process

IIRA Rating Process

Issuer/Client 1. Signs agreement for an initial rating
2. Submits preliminary information materials
lIRA 3. Conducts a preliminary study
4. Submits a detailed questionnaire to the igsliemt
Issuer/Client 5. Provides detailed information in responsedtaited questionnaire
IRA 6. Conducts pre due diligence meeting analysis
7. Conducts due diligence meeti
8. Conducts post due diligence analysis
9. Brief for internal rating committee meetinggrepared
Rating Committee 10. Decides the preliminary/initial rating
lIRA 11. Notifies issuer of the preliminary/initial nagj
Rating Committee 12. Deliberates on appeals by issuer/client andsgilecision
lIRA 13. Notifies the decision of the Rating Committe¢hte issuer/client
Issuer/Client 14. Consents to release of the rating to the public
IRA 15. Releases the rating to media
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Issuers#Rights & Obligations
Rights:

Confidentiality
Right of non publication
Right to appeal

Obligations:

Full and complete information
Full cooperation with IIRA's team

Inform [IRA about any significant event that have an impact
on issuer’s performance



Information Requirements for Rating
Applicants

Information needed often goes beyond the publismiedmation

lIRA does not insist on specific format in whicliamrmation is to be
provided

Any format in which the institution MIS generatesarmation is
acceptable though illustrative data entry exhiarts provided to hel
client understand the information needs

Strict confidentiality is maintained through ouétrating process.
The non public client data obtained at any stagl@fating exercise
IS subject to strict confidentiality
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Samples of information required

Annual Reports, preferably for the last five years
Interim reports for the last two years

A summary of current period performance as reflected in
management reports.

Examples of recent market research employed in the planning
process.

Individual financial statements for principal subsidiaries (bal
sheet, income statements and cash flow statements) for the last
two years.

Strategic Plans over the planning horizon, capital and operating
budgets for the next two years

Ownership details, guarantees, lending or borrowing
relationships
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