Market Discipline
Disclosures on Risk Based Capital (Pillar 3 of Basel-III)
For the year ended 31 December 2019

Background

The disclosure of prudential information is a most important component of Basel
Committee on Banking Supervision (BCBS)’s framework of capital measurement and
capital adequacy, known as Basel-III. Bangladesh Bank has specified the standard of
disclosures through Guidelines on Risk Based Capital Adequacy (Revised Regulatory
Capital Framework for Banks in line with Basel-IIT) on December 2014 with effect from
January 01, 2015. The capital and liquidity standards have been focused in the RBCA
Guidelines to greater business implications for Banks.

Purpose

e To complement the Minimum Capital Requirement (MCR) under Pillar 1 and the
Supervisory Review Process (SRP) under Pillar 2 of Basel-111;

e To establish more transparent and more disciplined financial market so that
stakeholders can assess the position of a Bank regarding holding of assets and

® To identify the risks relating to the assets and capital adequacy to meet probable loss of
assets.

Disclosure Policy

e Bank should have a formal disclosure framework approved by the Board of
Directors/Chief Executive Officer.

e The disclosure framework does not conflict with requirements under accounting
standards as set by Bangladesh Bank from time to time.

e Under MCR, Bank will use specified approaches/methodologies to measure the various
risks its face and the resulting capital requirements.

e The disclosures should be subject to adequate validation. Since information in the
annual financial statements would generally be audited, the additionally published with
such statements must be consistent with the audited statements.

e Bank should decide which disclosures are relevant for it based on the materiality
concept.

e Bank has to submit a copy of all required disclosures in both qualitative and quantitative
form to Department of Off-site Supervision of Bangladesh Bank and upload on the
Bank’s website page as titled “Disclosure on Risk Based Capital (Basel-IIT) within end
March of each year.

Components of Disclosure Framework

Bangladesh Bank set out the following componenets in the disclosures under Pillar 3 of
Basel framework.

1. Scope of Application 2. Capital Structure
. Capital Adequacy 4. Investment (Credit) Risk
5. Equities: Disclosures for Banking 6. Profit (Interest) Rate Risk in the
Book Positions Banking Book (PRRBB)
7. Market Risk 8. Operational Risk
Liquidity Ratio 10. Leverage Ratio

11. Remuneration.
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Consistency and Validation

The quantitative disclosures on Risk Based Capital (Basel-III) are made on the basis of
audited consolidated financial statements of Shahjalal Islami Bank Limited (SJIBL) and its
subsidiaries for the year ended 31 December 2019 and prepared in accordance with the
“First Schedule (Sec-38)” of the Banking Compaines Act 1991 (as amended upto 2018),
related International Financial Reporting Standards (IFRS), International Accounting
Standards (IAS) adopted by the Institue of Chartered Accountats of Bangladesh (ICAB)
and related circulars/instructions issued by Bangladesh Bank from time to time. The Bank
complied with the requirements of laws and regulations from various regulatory bodies.

Therefore, information presented in the ‘Quantitative Disclosures’ section can easily be
verified and wvalidated with with cortresponding information presented in the audited
consolidated financial statements-2019 of SJIBL and its subsidiary available on the website
of the Bank (www.sjiblbd.com). The following disclosures are prepared once a year and are
available in the website.

1. Scope of Application

Qualitative Disclosures

a) The name of the top corporate | Shahjalal Islami Bank Limited (SJIBL)
entity in the group to which this
guidelines applies:

b) An outline of differences in the | The Consolidated Financial Statements of the Bank
basis of consolidation for accounting | include the financial statements of (i) Shahjalal
and regulatory purposes, with a brief | Islami Bank Limited including Off-Shore Banking
description of the entities within the | Unit (OBU) and (if) Shahjalal Islami Bank
group  (a) that are  fully | Securities Limited.

consolidated; (b) that ate given a | Shahjalal Islami Bank Limited holds 91.79% shares
deduction treatment; and (c) that are | of Shahjalal Islami Bank Securities Limited. A brief
neither consolidated nor deducted | description of the Bank including OBU and its
(e.g. where the investment is risk - subsidiaty are given below:

weighted). Shahjalal Islami Bank Limited
Shahjalal Islami Bank Limited (hereinafter called

‘the Bank’ or ‘SJIBL’) was established as a Public
Limited Company (Banking Company) as on the
April 01, 2001 under the Companies Act 1994 as
interest free Islamic Shari’ah based commercial
Bank and commenced its operation on May 10,
2001 with the permission of Bangladesh Bank.
Presently the Bank is operating its business through
Head Office having 132 branches, Central
Processing Center (CPC), Off-shore Banking Unit
(OBU), 105 ATM booths and 2,652 employees all
over Bangladesh. The Bank is listed with both the
Stock Exchanges of the country, 1.e. Dhaka Stock
Exchange Limited and Chattogram Stock
Exchange Limited. The Bank offers all kinds of
Islamic Shari’ah based

ofmnescial  Banking
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Services to its customers through its branches
following the provisions of the Bank Companies
Act 1991 (as amended up to 2018), Bangladesh
Bank’s Directives and directives of other regulatory
authorities and the principles of the Islamic
Shari’ah. The registered office of the Bank is
located at Shahjalal Islami Bank Tower, Plot-4,
Block-CWN(C), Gulshan Avenue, Gulshan,
Dhaka-1212.

Off-shore Banking Unit (OBU)

Off-shore Banking Unit is a separate business unit
of Shahjalal Islami Bank Limited, governed under
the rules and Guidelines of Bangladesh Bank. The
Bank obtained the permission for conducting the
operations of OBU from Bangladesh Bank vide
letter no. BRPD (P-3)744(99)/2008-2800 dated
July 24, 2008. The Bank commenced the operation
of its Off-shore Banking Unit on December 21,
2008. The unit is located at Shahjalal Islami Bank
Tower (Level-6), Plot-4, Block-CWN(C), Gulshan
Avenue, Gulshan, Dhaka-1212.

Shahjalal Islami Bank Securities
Limited(SJIBSL

Shahjalal Islami Bank Securities Limited is a
subsidiary company of Shahjalal Islami Bank
Limited incorporated as a public limited company
under the Companies Act 1994 vide certificate of
incorporation no. C - 86917/10 dated September
06, 2010 and commenced its operation on May 25,
2011. Presently the company is operating its
business through Head Office with 02 extention
office and 08 branches with 67employees all over
Bangladesh. The principal objectives of the
company ate to carry on the business of stock
brokers/stock dealers and other related business in
connection with the delings of listed securities.
Other objectives of the company ate to buy, sell,
hold shraes, stocks and fixed income securities or
otherwise acquire or invest the capital of the
company in the same and other services as |
mentioned in the Memorandum and Articles of
Association of the Company. It has corporate
membership of Dhaka Stock Exchange Limited
and Chattogram Stock Exchange Limited. Its
corporate Head office and Principal place of
business is at Jiban Bima Bhaban (4th floor), 10
Dilkusha C/A, Dhaka-1000.
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c) Any restrictions, or other major
impediments, on transfer of funds or
regulatory capital within the group

The rules and regulations of BRPD of Bangladesh
Bank that govern <Single Borrower Exposure
Limit’ for the customers are equally applicable for
the Bank in financing its own subsidiaries. Bank is
following latest Bangladesh Bank circular in
determining maximum amount of finance to the
subsidiaries of the Bank.

Quantitative Disclosures

d) The aggregate amount of capital
deficiencies in all subsidiaries not
included in the consolidation i.e. that
are deducted and name(s) of such
subsidiaries.

Not applicable.

2. Capital Structure

Qualitative Disclosures

a) Summary information on the
terms and conditions of the main
features of all capital instruments,
especially in the case of capital
instruments eligible for inclusion in
Common Equity Tier-1, Additional
Tier-1 or Tier -2.

As per the Guidelines on Risk Based Capital
Adequacy of Bangladesh Bank, the regulatory
capital of Bank is classified into two tiers which will
consist of sum of the following categories:

i. Tier-1 Capital (going-concern capital)

Tier-1

- Capital

a) Common Equity Tier-1 capital of SJIBL
consists of Paid-up Capital, Statutory
Reserve, Retained FEarnings and Minority
Intetest in Subsidiaries.

b) Additional Tier-1 capital (There are no such
capital components in the capital portfolio
of SJIBL since the Bank did not issue any
instruments that meets the qualifying criteria
for Additional Tier-1 Capital).

ii. Tier-2 Capital (gone-concern capital) of SJIBL
consists of General Provisions and Mudaraba
Subotrdinated Bond/Debt issued by the Bank
that meets the qualifying criteria for Tier-2
Capital.
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Quantitative Disclosures

b) The Amount of Tier 1 Capital with break-up Taka in Million
Particulars Solo Consolidated
A. | Common Equity Tier (CET1) Capital:
i. | Fully paid-up capital 9,334.21 9,334.21
. | Statutory reserve 6,231.19 6.231.19
iii. | Non-repayable share premium account - -
iv. | General reserve - 2.88
Retained earnings 941.87 954.73
vi. | Dividend equalization reserve - -
vii. | Minority interest in subsidiaries - 226.41
viil. | Others (if any item approved by Bangladesh Bank) - -
ix. | Sub-Total (i to viii) 16,507.27 16,749.42
Regulatory Adjustments:
x. | Shortfall in provision against NPIs and investment in ) 998,32
shares
xi. | Deferred tax assets (DTA) - s
xii. | Others - -
xiii. | Sub-Total (x to xii) - 998.32
Sub-Total of CET1 Capital (ix - x111) 16,507.27 15,751.10
B. | Additional Tier 1 (AT1) Capital - -
; Instruments issued by the Bank that meet the ) i
" | qualifying criteria for AT1
Minority interest i.e. AT1 issued by the consolidated
ii. | subsidiaries to third parties (for consolidated reporting - -
only)
iii. | Others (if any item approved by Bangladesh Bank) - -
Sub-Total of AT1 Capital (1 to iii) - -
C. | Total Tier 1 Capital (Going-Concern Capital) (A+B) 16,507.27 15,751.10
D. | Tier 2 Capital (Gone-Concern Capital)
| General provision against unclassified
L |investments/loans and off balance sheet exposures 2,770.10 2,818.07
(including OBU)
.. | Subordinated debt/instruments issued by the Banks that :
% | meet the qualifying criteria for Tier 2 capital H0:E0IE0 10,000.00
iii. | Others (if any item approved by Bangladesh Bank) - -
Sub-Total of Tier 2 Capital (1 to 111) 12,770.10 12,818.07
E. | Total Regulatory Capital (C+D) 29,277.37 28,569.17
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3. Capital Adequacy

Qualitative Disclosures

a) A summary discussion of
the Bank’s approach to assess the
adequacy of its capital to support
current and future activities.

Shahjalal Islami Bank Limited with its focused
strategy on risk management has always been
consistent in maintaining Capital to Risk Weighted
Assets Ratio above the regulatory requirements. The
Bank has been successfully managing the
incremental growth of Risk Weighted Assets (RWA)
by ensuring diversification of the portfolio in SME,
Agricuture, Retaill and Corporate segments.
However, RWA is also managed by taking collaterals
against investments. The Bank Management strives
to ensure external credit rating is duly done by the
investment clients.

The Bank has adopted Standardized Approach (SA)
for computation of capital charge for investment risk
and market risk, and Basic Indicator Approach (BIA)
for operational risk. Assessment of capital adequacy
is carried out in conjunction with the capital
adequacy repotting to the Bangladesh Bank.

Basic Indicator Approach for
Operational Risk

The Bank has maintained Capital to Risk Weighted
Assets (RWA) Ratio at 15.30% & 16.02% on the
basis of “Consolidated” and “Solo” respectively as
against the minimum regulatory requirement of 10%
plus capital conservation buffer of 2.50% totaling of
12.50%. The Bank’s policy is to manage and maintain
strong Capital to RWA Ratio with high rating grade
of investment clients. The Bank maintains adequate
capital that is sufficient to absorb all material risks
associated with the Bank. The Bank also ensures that
the levels of capital comply with regulatory
requirements and satisfy the external rating agencies
and all other stakeholders includjng-depositors. The
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to meet up its losses.

main objective of the capital management process in
the Bank is to ensure that Bank has adequate capital

Quantitative Disclosures Taka in Million
Particulars Solo Consolidated
b) Capital requirements for Investment (Credit) Risk 16,431.61 16,599.83
¢) Capital requirements for Market Risk 407.68 55837
d) Capital requirements for Operational Risk 1,438.27 1,519.95
Minimum Capital Requirement (b+c+d) 18,277.56 18,678.15
Total Regulatory Capital 29,271.31 28,569.16
Total Risk Weighted Assets (RWA) 182,775.69 186,781.40
¢) Capital to Risk-weighted AssetRatio(CRAR) (iii to iv) 16.02% 15.30%
i. CET 1 capital ratio 9.03% 8.43%
1. AT 1 capital ratio - -
iil. Total Tier 1 capital ratio (i to 1i) 9.03% 8.43%
iv. Tier-2 capital ratio 6.99% 6.86%
f) Capital Conservation Buffer (2.50%) 3.03% 2.43%
o) Available Capital under Pillar 2 Requirement* 06,430.42 5.352.22

*After deduction of Minimum Capital Requitement and Capital Conservation Buffer from

Total Regulatory Capital.

88.87%
89.90%

Investment Risk
Market Risk

Operational Risk

Capital Requirement Under Pillar-I

4 Solo
# Consolidated |
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4. Investment (Credit) Risk

Qualitative Disclosures

a)The general qualitative disclosure requirement with respect to investment (credit)

risk, including:

1) Definitions of past
due and impaired (for
accounting purposes)

Past Due: As per Bangladesh Bank guidelines, any Investment
if not repaid within the fixed expiry date will be treated as Past
Due.

Impaired: An Investment where profit and/or installment of
principal remain for more than 90 days in respect of a
Continuous Investment, Demand Investment or a Term
Investment etc. except Term Investment below Tk.1 million will
be treated as Impaired (NPI).

Bangladesh Bank issued Circulars from time to time for
strengthening Investment (Credit) discipline and  brings
provisioning. All Investments/Loans & Advances will be |
grouped in to four (4) categories for the purpose of
classification, namely

(a) Continuous Investment (Loan): The Investment accounts
in which transactions may be made within certain limit and have
an expiry date for full adjustment will be treated as Continuous
Investment. Examples are: Cash Credit, Overdraft, etc.

(b) Demand Investment (Loan): The Investments that
become repayable on demand by the Bank will be treated as
Demand Investment. If any contingent or any other liabilities
are turned to forced investment (i.e. without any prior approval
as regular investment) those too will be treated as Demand
Investment. Such as: Forced Investment against Imported
Merchandise, Payment against Document, 'BP and IBP etc.

(c) Fixed Term Investment (Loan): The Investments, which
are repayable within a specific time period under a specific
repayment schedule, will be treated as Fixed Term Investment.

(d) Short Term Agricultural & Micro Investment (Loan):
Short-term Agricultural Investment will include the short-term
investments as listed under the Annual Credit Programme issued |
by the Agricultural Credit and Financial Inclusion Department
(ACFID) of Bangladesh Bank. Investments in the agricultural
sector repayable within 12 (twelve) months will also be included
herein. Short-term Micro-Credit will include any micro-credit
not exceeding an amount determined by the ACFID of
Bangladesh Bank from time to time and repayable within 12
(twelve) months, be those termed in any names such as Non-
agricultural credit, Self-reliant Credit, Weaver's Credit or Bank's
individual project credit.

The above Investments (Loans) are classified as follows:
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———

Investmcut (Loan) Cla:s;ﬁt d[l()n

Types of Facility Sub Standard (SS) Doubtful (DF) B"‘d(g‘LI)“’SS

‘ ) Ovetdue Period Overdue Period Ovetdue Penod

- Continuous Investment & : 3 Months or more but 6 Months or more but 9 Months or

- Demand Investment less than 6 months less than 9 months - mote. _

- More than 3 Months or more but 6 Months or more but 9 Months or
Fixed Term 1k.1 m:lho_z“l_l %ﬁss than 6 months _ __lces t_l_l_al_n_ 9__m0nth\ more .

- Investment | Up to Tt 6 Months ot mote but | 9 Months or more but 12 Months or

uir}ﬂhon : ess than 9 months e lebsthan l_g__rnonrhs | mote - |
Short-term Agricultural & | 12 Months or more 36 Months or more but 60 Months or
' but  less than 36

‘\hcro Credit P less than 60 months more

A Continuous Investment, Demand or a Term Investment which will remain overdue for

a period of 02 (two) months
(SMA)”.

or more will be put into the “Special Mention Account |

i) Description of approaches
followed for specific and
general  allowances  and
statistical methods;

Provision for Investments is created for covering the Bank
from possible investment losses in the future. General
provision is made on the outstanding amount of
investments without considering the classified status
following the prescribed rate of Bangladesh Bank.
Classified investments of the Bank are categorized as Sub-
standard, Doubtful and Bad & Loss as per Bangladesh
Bank circulars. For investments which are classified,
specific provision is created netting off eligible security
value and profit suspense from the outstanding amount.
Provision for off balance sheet items is made as per BRPD
circular no. 14 of September 2012 for covering the Bank
for possible losses in the future. Profit accrued on Sub-
standard, Doubtful and Bad & lLoss investments
transferred to profit suspense account and not consider as
profit income. This profit is recognized as profit income
when it realized in cash by the Bank as per latest circular
of Bangladesh Bank. Investment are written off to the
extent that (i) there is no realistic prospect of recovery, and
(i) against which legal cases are filled and classified as bad
& loss as per BRPD circular no. 01 dated 13 January 2003
and 13 dated 07 November 2013. However, these write off
will not undermine/affect the claim amount against the
client of Investments. Detailed memorandum records for
all such write off accounts are meticulously maintained and
followed up.

18

The Bank is required to maintain the following general and |
specific provision in respect of un-classified and classified
investments on the basis of Bangladesh Bank guidelines
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issued from time to time. Rates of provision are noted

below:
i ‘ ‘Rates of Provision
Types of Investments Un-classified (UC) Classﬁ'icd
E—— ,, STD  SMA  SS DF BL
‘House Finance 1% 1% 20% 50% 100%

..,,........2%. '_ 2% 20% 50%_ 100%

= 7 20% ‘ 50% 100%

Invesiments (Loans) to Broker House Merchant

2% 2% 20% 50% @ 100%

Banks, Stock Dealers etc.

Small and Medium Enterprise Finance ~ 0.25%  0.25%  20% 50% 100%
' Short-term Agmcultural Credit and Micro Credit 1% 1% 5% | 5% @ 100%
e cCreditCard = © = = 2% 2% ‘ 20% | . 50% ! 100%
- All Other Credit . 1% 1% 20% 50% - 100%
~ Off Balance Sheet : = 1% = =

iii) Discussion of the Bank’s | The Board of SJIBL approves the Investment RlSk Manual
investment risk management | IRM) keeping in view relevant Bangladesh Bank
policy guidelines to ensure best practice in investment risk
management and maintain quality of assets. Authorities are
propetly delegated ensuring check and balance in
investment operaton at every stage Le. screening,
assessing, identification, management and mitigation of
investment risk as well as monitoring, supervision and

recovety of investments with provision for Early Warning
Sveram (EAV/S)

identification.

Management
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There is a sepatate Investment Risk Management (IRM)
under the Chief Risk Officer (CRO) for mitigation of
investment risk, separate Investment Administration
Division (IAD) for ensuring perfection of securities and
Recovery Unit for monitoring and recovery of irregular
investments. Internal Control & Compliance Division
(IC&CD) independently assess quality of investments and
compliance status of investments during their audit at least
once in a year. Adequate provision is maintained against
classified investments as per Bangladesh Bank Guidelines.
Status of investments is reported periodically to the Board
Risk Management Committee (BRMC)/Board by the
concerned Division.

Quantitative Disclosures

a) Total gross investment
risk exposures broken down

Total gross Investment risk exposures broken down by
major types of Investment exposure of the Bank are as

General Investment, Ijara and Others

by  major  types  of | under:
investment exposures.
Particulars Taka in Million
Murabaha 13,890.55
Bi-Muazzal 99,700.08
Hire Purchase Shirkatul Meelk 49917.81
Bi-Salam 5,063.25
Investment for EDF 10,711.91
General Investment, Ijara and Others 3,388.07
Bills Purchased and Discounted 14,614.02
Total 197,285.68
Type of Investments |
— 7.400/ 7.04%

® Murabaha

B Bi-Muazzal

# Hire Purchase Shirkatul Meelk

® Bi-Salam

@ Investment for EDF

|

=

25.30%

Bills Purchased and Discounted

50.54%
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b) Geographical distribution of | Geogtraphical distribution of exposures, broken down in
exposures, broken down in | significant areas by major types of investment exposure
significant areas by major types | of the Bank are as under:
of investment exposure. Particulars Taka in Million
i. Area-wise:
Urban 187,039.03
Rural 10,246.65
Outside Bangladesh 0.00
Total 197,285.68
ii. Division- wise:
Dhaka 147,654.33
Chattogram 33,188.16
Sylhet 2,042.36
Rajshahi 5,252.30
Khulna 5,551.59
Barishal 685.25
Rangpur 1.,380.52
Mymensingh 1,531.17
Total 197,285.68
Geographical Distribution of Exposures (Division-Wise)
80.00% —74.84%
20.00% ® Dhaka
8 Chattogram
60.00% = Sylhet
50.00% ~~  mRajshahi
40.00% — # Khulna
30.00% ® Barishal
20.00% 15.920 = Rangpur
10.00% ® Mymensingh
0.00% : 0 D
c) Industry or counterparty type | Industry or counterparty type distribution of exposures,
distribution of exposures, broken | broken down by major types of investment exposure of
down by major types of the Bank are as under: B
investment exposure. .Partlculars . Taka in Million
i. Industry-wise:
Agriculture & Fishing 1,807.50
Cotton & Textile 15,250.29
Garments 30,794.74
Cement 3,068.25
Pharmaceuticals & Chemicals 3,501.19
Real Estate 7,169.49
Transport 4,402.53
Information Technology 1,572.21
Non Banking Financial
Institutions 1,747.71
Steel & Engineering 10,930.92
Food Processing & Beverage Geminn,  14,270.81




