Ref:M 100/100 /2018
Date: March 29" 2018

To: Jordan Securities Commission
Amman Stock Exchange
Greetings,

Subject: Annual Report for the fiscal vear

Ended 31/12/2017

Artached a copy of the Annual Report for Jordan
Kuwait Bank for the fiscal year ended at

31/12/2017 , and a copy on CD in PDF format.

Please note that the financial statements for year
2017 disclosed in the Report are subject to the

Central Bank's approval.
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Message from the Chairman

To The Shareholders,

| am pleased to present to you, in my name and on behalf of my colleagues,
members of the Board of Directors, the Annual Report on the Bank's results,
achievements and the Consolidated Financial Statements for the year ending on
31/12/2017.

Economic Performance in 2017

It is estimated that the growth of the Global GDP rose to 3% in 2017 from 2.4% in
2016; such change relies fundamentally on the increased growth of more than half
of the world economies, particularly that the global investment prosperity during the
period from 2016 to 2017 was supported by the adequate financing costs, high profit
margins and the improvement in business atmosphere in all the advanced
economies, emerging markets as well as the developing economies. With the
diminishing economic stagnation, it is expected that the global growth will reach
3.1% in 2018 moderating slightly to an average of 3% in 2019-2020. In the USA,
growth reached an estimated 2.3% in 2017 with the support and enhancement of
private investment. The growth is expected to reach 2.5% in 2018 and then to an
average of 2.1% for the following two years. The Euro-Zone realized significant
growth in 2017, reaching around 2.4% with broad improvement across the member
countries driven by the global demand and strong growth for domestic demand and
imports.

Overall, there is an increase in growth in most developing and advanced economies,
yet the escalating trade protectionism, heightened geopolitical risks, potential
disturbance in the money markets, and other challenges may adversely impact
confidence, trade and the general economic activity.

The National Economy

It was anticipated that the year 2017 would witness significant improvements in the
directions of the economic and financial policy being that Jordan has embarked on
implementing the economic reform programme in collaboration with the IMF. Yet
the general conditions remained difficult overall with limited flexibility; thus the year
remained a reflection of the preceding year in almost all aspects, particularly that
the regional and international circumstances affecting Jordan remained almost
unchanged.

In light of the challenges that faced the Jordanian economy during 2017, it was
inevitable for the Government to adopt a precautionary policy to protect and
maintain the relative economic, financial and social stability. Mixed results have
been realized in this area.

Jordan’s security and stability supported overcoming difficulties and consequently a
positive economic growth was realized; above 2%. Success was also achieved in
dealing with the core national economy; the Jordanian Dinar maintained a stable



rate of exchange against the US Dollar, and the Central Bank of Jordan's reserves of
foreign currencies, despite its decline, remained adequate to cover exports for six
months and the inflation remained stable around 3%.

The Economic Reform Programme anticipated that the budget deficit in 2017 shall
be reduced to JD753 million, which has been realized and thus, the financial deficit
has declined as a percentage of the GDP from 3.2% in 2016 to 2.6% in 2017, and due
to an increase in domestic revenues by JD484 million.

On the negative side, a number of significant indicators showed a decline or
inactivity; the economic growth remained low, domestic exports remained
unchanged; share prices at Amman Stock Exchange dropped by around 2% and the
unemployment rate rose to an unprecedented level of 18.5%. As for the public debt,
it rose in absolute numbers from JD26.1 billion to JD27.3 billion; and as a percentage
of the GDP from 95.1% to 95.3%.

The Bank's Performance in 2017

The Bank is not only required to take into account the local circumstances, but
rather the regional and international circumstances as well, while complying with
the best international practices, maintaining the determined ratios and averages,
and work towards exceeding them in most cases.

In 2017, the application of IFRS (9) standards took over a substantial portion of the
Bank's efforts, whereby and among the joint efforts with KIPCO Group Banks in
Kuwait, it was contracted with specialized companies in dealing with the Standard’s
requirements and determine the necessary variables for calculating the provisions.
A model was created against which the risk ratio would be measured to be reflected
on the weight of risk for all financial assets. The adoption of the Standard
constitutes a challenge to banks due to the impact on the capital adequacy ratios
and its profitability, and thus the increased burden on the provisions, which shall be
reflected on their lending appetite and the inclination towards being strict in
extending facilities. The required additional provisions due to adopting the Standard
amounted to around JD47 million which shall impact the returned earnings for 2018;
whereby it shall be reduced by that amount. The impact of the Standard on the
Financial Statements of 2018 was shown within the disclosure of the Financial
Statements of 2017.

During the vyear, the Bank's Management was engaged in implementing the
governance and management of information and related technology instructions
issued by the Central Bank of Jordan, which is running well and on schedule.

On the other hand, 2017 witnessed the realization of significant enhancements in e-
banking services, whereby a set of new and advanced services were launched,
asserting the Bank's leading position. The Information Technology Department, due
to a substantial investment allocated thereto, became the main lever for the Bank's
services, products and operation management, all parallelled with applying the most
stringent security measures to face cyber threats and electronic crimes round the
clock.

During 2017, the Bank realized good results whereby our efforts were focused on
realizing acceptable growth directed towards retail, individual and small enterprises,
for their role in supporting the national economy, creating job opportunities and



reducing the rate of unemployment. The Bank also proceeded with its leading role
in supporting major projects, whereby financing was extended to a number of
projects in various vital sectors including real estate, health, infrastructure projects
and related industries.

On the level of financial results, the Bank's Total Assets amounted to JD2.832 billion
compared with JD2.740 billion at the end of 2016; a growth of 3.4%. Direct credit
facilities (net) amounted to JD1.562 billion against JD1.447 billion at the end of 2016,
realizing a growth of 8%. Customers deposits amounted to JD1.808 billion compared
with JD1.703 billion at the end of 2016; a growth of 6.2%. Non-performing Loans
amounted to 4.8% against 7.7% at the end of 2016.

As a result of the Bank's main activities, the Income from Continuous Operations
after taxes for the year amounted to JD28.2 million compared with JD30 million from
last year. Shareholders' Equity amounted to around JD468 million. Based on the
Bank's financial results for 2017, the Board of Directors recommends to the General
Assembly the distribution of JD20 million as cash dividends to shareholders, which is
equivalent to 20% of the Bank's capital.

In general, the results of the Bank's activities were close to those of last year, despite
the growth in total income of around 4%. However, the increase in cost of branching,
technology infrastructure, and the provision for the acquired real estate resulted in
the reduction of profits for the year by 4.4% compared with 2016. As well as our
share of the losses of Untied Financial Investment Co. (discontinued operations)
raised the reduction to about 10.2%

The Bank's overall performance places it within the well capitalized banks with high
financial soundness. The capital adequacy ratio reached 18.67% and the leverage
ratio 16.54% compared with 19.01% and 16.98% respectively as per the instructions
of the Central Bank of Jordan. In view of the increase in the Bank's assets, size of
dealings among the banks, size of its facilities, its Off-Balance obligations in Jordan
and branches abroad, the Central Bank of Jordan decided to consider Jordan Kuwait
Bank as one of the six Domestic Systemically Important Banks (D-SIBs). This shall
require the Bank to meet various requirements; including maintaining a high capital
adequacy ratio, existence of governance management, advanced methods of risk
management methodology, provision of credit rating systems, risk-based pricing,
and other requirements most of which are currently available at the Bank.

Forecast

Within the unstable regional conditions and the uncertainty prevailing within the
business circles, it would be quite difficult to predict the situation in the foreseeable
future.

The international rating agencies have attributed an outlook for the Jordanian
Economy between stable and negative, whilst the business circles endeavor to see
the picture from both sides, as there are potential positive aspects which must be
invested in, benefiting therefrom and building on, while taking into account the
potential negative aspects and taking the necessary precautions in the decision
making process.



In terms of the positive prospects; it shall be relied on that the government will
continue with its commitment to the economic reform programme and to seriously
work towards realizing its objectives in significantly reducing the general budget
deficit after grants, and to set the debt limit at the current level and then to
gradually reduce it during the coming years as a ratio of GDP. Positive forecasts
include opening the borders and markets for Jordanian exports; continue with the
momentum of income from tourism, maintain expatriate remittances at their
current level, and maintain the Central Bank of Jordan’s reserve of foreign currencies
at its comfortable level, which enhances general confidence, and thus as result
raising the rate of economic growth to at least 2.5%.

In terms of the negative prospects, it is expected that the bad regional conditions
will continue, foreign aid to be subjected to more reduction, and that unemployment
shall remain at its high levels; keeping the economic growth rate low with the deficit
in the balance of payment remaining at around 8% of GDP.

Therefore, the current domestic state is quite difficult; the growth engines
represented in investment, government capital expenditure and consumer
consumption do not give positive indicators. The deceleration involves the
industrial, investment and real estate and service sectors. With the adamancy of
IMF in dictating an austerity policy that touches on prices, the tax system structure
and revoking exemptions, the overall situation needs an exceptional approach where
it is inevitable to be self-reliant with the continuous need for foreign aid, which may
not seem to be possible at the moment.

We are required to act with a positive attitude during next year and should not
confine ourselves with negativity resulting from the difficulties, challenges and the
surrounding regional and political conditions. We hope that relief materializes in the
region and that would have an impact on the general economy, knowing that such
impact shall not be direct nor fast. In all events, we shall not stand idle waiting for
conditions to improve, however shall continue to build capacities, enhance
achievements, seek tirelessly to look for and identify available and latent
opportunities.

In conclusion, | am pleased to extend my profound gratitude to my colleagues, the
members of the Board, the Bank's shareholders, and customers for their support and
ongoing confidence, as well as to H.E. the Governor of the Central Bank of Jordan, his
deputies and all staff members for their efforts and accomplishments in developing
and enhancing the stature of the Jordanian Banking Sector. | further extend my
gratitude to H.E. the Chairman and members of Jordan Securities Commission. | also
extend my appreciation to all the officials and employees at the Bank and its
subsidiaries for their appreciated efforts, loyalty and role in the success and
development of the Bank.

Abdel Karim Kabariti
Chairman



Governance Report for 2017

Corporate Governance Framework

Jordan Kuwait Bank believes that the existence of good corporate governance leads
to good management of the Bank, and helps to achieve the Bank's strategic
objectives and safely manage its operations in a manner that safeguards the
depositors’ interests, and ensures the responsibility towards shareholders and other
stakeholders. The Bank bases the management and development of its internal
corporate governance according to the legislations of the Companies Law in force,
the Corporate Governance instructions issued by the Jordan Securities Commission
for the year 2017, and the Corporate Governance instructions for banks No. 9/2016
issued by the Central Bank of Jordan (CBJ), in addition to the provisions and
instructions issued by international regulatory authorities pertaining to banking
operations and that are in line with the Bank’s nature of business and its internal
systems.

Jordan Kuwait Bank's Board of Directors affirms its commitment and that of the
Bank’s executive management and all the employees in implementing the
governance instructions. The Bank's adoption of this manual aims to realize the
corporate governance principles of fair treatment for all stakeholders; transparency
and disclosure of JKB’s actual financial and administrative standing; and the
relational accountability between the Board of Directors and the executive
management, between the Board and shareholders as well as between the Board
and various stakeholders. To achieve greater level of disclosure and transparency,
the Corporate Governance Manual is annexed to this report and is published on the
Bank's website www.jkb.com.

In accordance with the instructions of the Central Bank of Jordan, work has begun on
the application of the requirements for the Governance and Management of
Information and Technology No. 65/2016 according to COBIT 5 framework.

The Bank's organization and administrative procedures are based on the following
principles:

e A board of directors is in place that is effective and responsible.

e A clear strategic direction for business development within clear framework for

risk management.

e Sound accounting and information disclosure principles.

e Sound decision making mechanisms.

e Performance evaluation linked to the strategy.

e Human resources development.

Board of Directors (BoD)

The formation of the Board of Directors is governed by the Jordanian Companies Law
and the CBJ’s Banks Law and Corporate Governance instructions for Banks and the
Governance instructions for listed companies for the year 2017 issued by the Jordan
Securities Commission.


http://www.jkb.com/

The main role of the Board of Directors lies in its responsibility of ensuring the
soundness of the Bank's operations including its financial standing, and fulfilling its
obligations towards all stakeholders. The Board sets the Bank’s strategic objectives
that meet the interests of the Bank, shareholders, and customers, and has oversight
responsibility over the executive management. It is also accountable for ensuring the
effectiveness of internal monitoring and control systems and the extent to which the
Bank is abiding by the strategic plans and that written policies covering all of the
Bank’s activities are endorsed and in place.

The Board of Directors is also responsible for the credibility and accuracy of the
Bank’s financial reports and the information contained in the Annual Report and
ensuring the application of appropriate risks policies as well as compliance with all
laws in force.

The current Board of Directors was elected by the General Assembly on May 15,
2017 for tenure of four years. The Board of Directors elected H.E. Mr. Abdel Karim
Kabariti as Chairman and Mr. Faisal Hamad Al-Ayyar as Vice-chairman.

Board Members for the Current Tenure

A- Representative Members

No. Name Name of Executive / Independent /
Representative Non- Non
Executive Independent
1 Al Rawabi United Mr. Abdel Karim A. Non — Non —
Holding Co. Kabariti Executive Independent
Chairman
2 Al Rawabi United Dr. Yousef Musa Non — Non —
Holding Co. Goussous Executive Independent
3 Kuwait Projects Co. Mr. Masaud Non — Non —
(Holding) Mahmoud Jawhar Executive Independent
Hayat
4 Social Security Mr. Mohammad Non — Non —
Corporation Adnan AlMadi Executive Independent
5 Strategy Co. for Mr. Mansour Ahmad | Non — Non —
Investments Louzi Executive Independent
6 Odyssey Reinsurance Mr. Bijan Non — Non —
Co. Khosrowshahi Executive Independent




B- Members:

No. Name Name of Executive / Independent /
Representative Non- Non
Executive Independent
7 Mr. Faisal Hamad Al- - Non — Non —
Ayyar Executive Independent
Vice Chairman
8 Mr. Tarig Moh’d Abdul - Non — Non —
Salam Executive Independent
9 Dr. Marwan Jamil - Non — Independent
Muasher Executive
10 Mr. Hani Khalil Hunaidi - Non — Independent
Executive
11 Dr. Safwan Samih - Non — Independent
Togan Executive
12 Mr. Majed Fayyad - Non — Independent
Burjak Executive
13 Vacant Seat
Mr. Farouk Aref Al-Aref | Membership ended with the election of a new Board of
Directors on 15/5/2017

Membership of Board of Directors in Public Shareholding Companies

Mr. Abdel Karim A. Kabariti

Jordan Dairy Company

Mr. Mansour Ahmad Louzi

United Financial Investments Co.

Mr. Bijan Khosrowshahi

Arab Orient Insurance Co.

Dr. Marwan Jamil Muasher

Masafat For Specialized Transport Co., Ready Mix

Concrete & Consturactions Supplies Co.

Corporate Governance Officer
Mr. Suhail Moh’d Turki / Board Secretary
Board Committees

In the aim of organizing the Board of Directors’ work and to increase its efficiency
and effectiveness, the Board of Directors forms different committees from its
members that are delegated with authorities and responsibilities to be in line with
the Bank’s strategies and goals. The committees’ compositions, duties and
responsibilities have been detailed in the Corporate Governance Manual which is
published on the Bank’s website and annexed to the Annual Report.
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1. Board Corporate Governance Committee (BCGC) (Governance Committee)

The committee oversees the development of the Corporate Governance Manual,
updating it, and monitors its implementation. It ensures that the Bank’s
organizational structure meets the corporate governance requirements. It also
adopts general policies, and raises them to the Board of Directors for approval and
supervises their implementation and ensures ccommitment to the adopted JKB Code
of Ethics at the level of BoD and all administrative levels in the Bank. In addition to
any other duties included in the Governance instructions for listed companies for the
year 2017.

Board Corporate Governance Committee Members

Dr. Marwan J. Muasher, Committee Chair (Independent)
Mr. Abdel Karim A. Kabariti (Non- Independent)

Mr. Hani K. Hunaidi (Independent)

Dr. Safwan S. Togan (Independent)

2. Board Risk and Compliance Committee (BRCC)

The committee’s role is to review the Risk Management’s framework and strategy of
Risk and Compliance Management; create suitable work environment that helps in
identifying and managing risks with significant impact; and stay abreast with the
developments that affect the Bank’s operations. The committee reviews reports
submitted by the Risk Management and Compliance Departments and submits
relevant recommendations to the Board of Directors, illustrating the Bank’s
commitment to the acceptable risk appetite level and its compliance with the
regulations and instructions issued by relevant regulators. In addition to any other
duties included in the Governance instructions for listed companies for the year
2017.

Board Risk and Compliance Committee Members

Mr. Tarig M. Abdul Salam, Committee Chair (Non- Independent)
Mr. Mansour A. Louzi (Non- Independent)

Mr. Mohammad A. AIMadi (Non- Independent)

Dr. Safwan S. Togan (Independent)

3. Board Audit Committee (BAC)

The committee shall review and ratify the internal audit plan which includes audit
scope and frequency. Review internal audit reports and the reports and observations
of regulatory bodies and the external auditor and ensure that the executive
management takes the corrective measures. The committee also reviews the Bank’s
financial statements prior to submission to the Board of Directors and ensures that
the Bank has properly observed and complied with international accounting and
audit standards. In addition to any other duties included in the Governance
instructions for listed companies for the year 2017.



The Board Audit Committee held eight meetings during 2017 and met with the
External Auditor once during the period.

Board Audit Committee Members

Mr. Hani K. Hunaidi, Committee Chair (Independent)

Education: Master of Business Administration (MBA), Portland State University —
USA, 1980 and Bachelor of Business Administration, American University of Beirut.
1973, Certified Public Accountant (CPA).

Current Positions:
e Chairman of the Board of Trustees, Mediterranean Industries
e Chairman of the Board of Trustees, Mediterranean Energy Co

Previous Positions:
e Chairman, National Ammonia and Chemical Industries (1991- 2009)
e Managing Director, Jordan Kuwait Company for Agriculture and Food Products
(1986-1992)
e Project General Manager, Jordan Management and Consultancy Corp. (1984-
1986)
e Financial and Administrative Manager, Jordan Securities Corp. (1982-1984)
e Auditor, Touch Ross & Co. (1980-1982)
¢ Project Senior Accountant, Consolidated Contractor Company (1976-1978)
e Accountant, Safwan Trading & Contracting Co. Kuwait (1973-1974)

Mr. Mohammad A. AIMadi (Non — Independent)
Education: Bachelor degree in Accounting, Yarmouk University, 1992, Master degree
in Financing, Jordan University, 1998.

Current Positions:
e Head of Internal Audit, Social Security Investment Fund (2003 — Present)

Previous Positions:

e Internal Audit Department, Central Bank of Jordan (1994 — 2003)
e Arab Bank (1993)

e Accounts Audit, Deloitte and Touche (1992 — 1993)

Dr. Safwan S. Toqan (Independent)

Education: Bachelor degree in Business Administration, American University - Beirut,
1966, Master degree in Economics, University of South California — USA, 1976, PhD in
Economics, University of South California —USA, 1980.

Previous Positions:
e Member of the 26" Jordanian Senate
e Chairman, Amman Stock Exchange (2012-2013)
e Chairman, Jordan Phosphate Mines Company (2000 — 2004)
e General Manager, Social Security Corporation (1994 — 1999)
e Secretary General, Ministry of Planning (1989 — 1994)
e Assistant Professor, Yarmouk University (1981 — 1989)
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e Lecturer, University of South California — USA (1975 — 1980)
e Central Bank of Jordan (1966 — 1975)

4. Board Nominations & Remuneration Committee (BNRC)

The Committee shall identify eligible persons for board membership and determine
members’ “independency”, provide recommendations to the Board for the
appointment of qualified executive management members, implement a formal
performance assessment policy for the Board of Directors and executive
management and ensure that the Bank has a remuneration policy in place. In
addition to any other duties included in the Governance instructions for listed
companies for the year 2017.

Board Nominations & Remuneration Committee Members
Dr. Safwan S. Togan, Committee Chair (Independent)

Mr. Masaud M. Hayat (Non — Independent)

Dr. Marwan J. Muasher (Independent)

Mr. Hani K. Hunaidi (Independent)

Mr. Majed F. Burjak (Independent)

5. Board Credit Committee (BCC)

The Committee's Role includes:

1. Grant, modify, renew and restructure of credit facilities that exceed the
authorities of the Management Credit Committee, headed by the General
Manager, within the limits set by the Board of Directors. The Board of Directors
shall take the decisions in matters exceeding the Committee’s authorities.

2. The Committee’s authority is limited to taking the right decision regarding the
facilities that have been recommended for approval by the Management Credit
Committee.

The Board of Directors may delegate to the Management Credit Committee some or
all of this Committee’s authorities; in respect of modifying the terms or restructuring
of facilities.

Board Credit Committee Members

Mr. Abdel Karim A. Kabariti, Committee Chair (Non — Independent)
Mr. Farouk A. Al-Aref (Non — Independent) - Until 15/5/2017

Dr. Yousef M. Goussous (Non — Independent)

Mr. Mansour A. Louzi (Non — Independent)

Mr.Majed F. Burjak (Independent)

Mr. Masaud M. Hayat (Non — Independent) — As of 15/5/2017

6. Board Management and Investment Committee (BMIC)

The Committee reviews and takes appropriate decisions on:

First: Management issues:
1. Administrative expenses, procurement contracts, bids, supplies, donations,




and generally all commitments and contracts in excess of the powers
entrusted to the senior executive management as identified within the
Authority matrix and powers endorsed by the Board of Directors, and take
the managerial and financial decisions in their regard.

2. Approve requests/offers for the sale of Bank owned properties beyond the
limits entrusted to the Senior Executive Management as stipulated in the
approved Authority matrix.

3. Approve Bank owned real estates’ pricing annually or when required.

Second: Investment issues:

Take decisions with regards to proposals and requests submitted by the

Management Investment Committee on matters beyond its authority as

stipulated in the approved authority matrix annexed to the approved investment

policy. This includes the following:

- Bank investments in Jordanian Dinar in money market and capital market
instruments.

- The Bank's investments in foreign currencies in money market, capital market
tools and currency exchange operations.

The Board of Directors shall decide on any of the items listed above if they exceed
the authority of the Committee.

Management and Investment Committee Members

Mr. Abdel Karim A. Kabariti, Committee Chair (Non — Independent)
Mr. Farouk A. Al-Aref (Non — Independent) — Until 15/5/2017

Dr. Yousef M. Goussous (Non — Independent)

Mr. Mansour A. Louzi (Non — Independent)

Mr.Majed F. Burjak (Independent)

Mr. Masaud M. Hayat (Non — Independent) — As of 15/5/2017

7. Board Information Technology Governance Committee (BITGC)

The Committee is responsible for approving the Information Technology strategic
objectives and appropriate organizational structures, including Steering Committees
at Executive Management Level, to ensure the achievement of the Bank’s strategic
objectives, and realizing the best value-added of IT projects and investments
resources while utilizing the tools and standards to monitor and ascertain the extent
of achievement. The Committee shall oversee and be apprised of the progress of IT
operations, resources and projects to ensure its adequacy and its effective
contribution in achieving the Bank’s business requirements.

Information Technology Governance Committee Members (BITCGC)

Mr. Majed F. Burjak, Committee Chair (Independent)

Mr. Mansour A. Louzi (Non — Independent)

Dr. Marwan J. Muasher (Independent)

Mr. Hani K. Hunaidi (Independent)

Mr. Mohammad A. AIMadi (Non — Independent)



Board Members’ Remuneration

Every Board member receives the sum of JD5,000 (USD7,052) per year as Board
membership allowance, in addition to allowances in lieu of travel, transportation and
Board committees’” membership.

Board and Committee Meetings during 2017

The following table shows the number of Board meetings and Board committees’
meetings, and the number of meetings attended by each member during the year
2017, noting that Board of Director Members attended the General Assembly of
Shareholders that was held on 15/5/2017.

_ a g 9 O o |3 O o
Total number of meetings held o o & < 2 e 9 S
. 0 @ o @ 0 = @ )
during the year 2017 o
6 1 4 8 1 2 47 37
Board members Number of meetings attended
H.E. Abdel Karim A. Kabariti 6 1 47 37
Chairman
Mr. Faisal H. Al Ayyar 4
Vice Chairman
Mr. Masaud Jawhar Hayat * 5 0 26/29 | 20/20
Mr. Tarig M. Abdul Salam 4 2
Mr. Mohammad A. AlMadi 6 3 7 1
Dr. Yousef M. Goussous 5 47 37
Mr. Mansour A. Louzi 6 4 2 47 37
Mr. Bijan Khosrowshahi 4
Dr. Marwan J. Muasher 3 0 0 1
Mr. Hani K. Hunaidi 5 1 7 1 1
Mr. Majed F. Burjak 6 1 2 47 37
Dr. Safwan S. Togan 6 1 4 7 1
Mr. Farouk A. Al-Aref ** 1/1 18/18 | 17/17

*Member of BCC and BMIC as of 15/5/2017
**Board Member and Member of BCC and BMIC until 15/5/2017




Executive Management

Mr. “Moh’d Yaser” M. Al-Asmar
General Manager

Mr. Tawfiq A. Mukahal
Deputy General Manager, Head of Banking Group

Mr. William J. Dababneh
Head of Treasury, Investment & Intl. Relations

Mrs. Hiyam S. Habash
Head of Finance

Mr. Haethum S. Buttikhi
Head of Retail & Private Banking

Mr. Abdel Kareem M. Friehat
Head of Operations & Information Technology

Mr. Zuhdi B. Al-Jayousi
Head of Corporate Credit

Mr. Ibrahim E. Kashet
Head of Legal Affairs

Mr. Ibraheem S. Al-Hanash
Regional Head — Palestine Branches

Mr. Ibraheem F. Taani
Head of Internal Audit Dept.

Mr. Moh’d J. Azem Hammad Mr. Abdallah I. Mismar
Head of Risk Dept./ Acting Head of Head of Administrative Affairs Dept.
Compliance
Mr. Daoud A. Issa Mr. Ibrahim F. Bisha
Head of Human Resources Dept. Co-Head, Treasury, Investment & Intl.
Relations

Dr. Makram A. Qutob
Co-Head, Corporate Credit

Members of Executive Management who resigned during 2017:
e Mr. Shaher E. Suleiman, Head of Support Group until 14/5/2017
e Mr. Sa’ed M. Tu’'meh, Human Resources Dept., until 30/3/2017




Remuneration and Rewards Policy

JKB has a comprehensive remuneration and rewards policy that closely integrates
with the approved performance evaluation policies. Staff annual raises and rewards
are based on achievement which meets the Bank's interests and its sustainable
progress in all areas. The policy also assures the independence of control units in
such a way that staff salaries and rewards are not determined by the Bank's profit
levels.

The remuneration and rewards policy sets the basis for annual salary raises, effect of
promotion on salary, types and conditions of allowances paid to employees, and the
structure of the salary scale and its review process, for the purposes of maintaining a
competitive and fair work environment.

The salaries, transportation allowance and other expenses paid to the Bank’s
executives during the year 2017 were declared in the disclosure statement as
required by article (4) of the disclosure regulations issued by the Jordan Securities
Commission, and in the notes to the consolidated financial statements included in
this report.

Control Environment

Internal Controls
JKB’s Board of Directors and executive management are responsible for developing
and maintaining the existence of internal control systems and procedures that are
capable of ensuring the achievement of the following:
- Accuracy and integrity of financial and operational statements issued by the
Bank.
- Effectiveness and efficiency of the Bank’s operational activities.
- Effectiveness of measures and procedures set to safeguard the Bank’s assets
and properties.
- Compatibility with policies pertinent to internal operational procedures as well
as laws, legislations and regulations in force.

The Bank believes in the importance of an effective internal monitoring and control
system given that it is one of the key elements of sound management and the basis
for safeguarding the safety and quality of the Bank’s transactions. Hence the Bank
has adopted a number of internal monitoring and control systems which their
development, implementation, follow-up and update are the responsibility of the
executive management. JKB’s management continuously monitors and assesses the
efficiency and effectiveness of these systems and their ability to achieve desired
objectives. It also oversees their continuous development and enhancement.

In this context, the Board of Directors adopted an internal monitoring and control
policy that covered all aspects pertinent to internal control systems in terms of
definition, components, implementation and the responsibility of the Board of
Directors and the Executive Management towards them.



Internal Audit

The philosophy of Internal Audit (IA) was based on its task to provide independent
and objective assurance and consulting services to the Bank. IA objectives were
designed to add value and improve the Bank’s operations and help the management
to accomplish its objectives by applying a systematic and disciplined approach to
assess and improve the effectiveness of risk management, internal controls, and
governance.

The Internal Audit Department is administratively subordinated to the Board Audit
Committee (BAC). It reports to the BAC on the results of audit engagements.

The Internal Audit Charter was established according to best international standards
for the professional practice of internal auditing and it defined the following:

e |A activity is independent and has no executive tasks.

e |A activity has direct authorized / unrestricted access to the Bank’s and
subsidiaries’ records, personnel and physical properties relevant to the
performance of engagements assigned to it.

e |A activity shall be provided with appropriate and sufficient number of
competent resources (academically & professionally qualified staff) in
addition to training courses both locally and abroad.

e |A activity provides reasonable assurance regarding the efficiency and
effectiveness of the Bank’s Internal Control Systems (ICS) and its ability to
achieve the following objectives:

- Reliability and integrity of financial and operational information.

- Efficiency of operations.

- Compliance with laws and regulations in force.

- Safeguarding of the Bank’s assets and properties.

- Business continuity under all circumstances.

- Improve and develop ICS, risk management, and governance processes.

- Improve and develop operations (processes) and products to achieve the
Bank’s objectives.

A code of business conduct for Internal Audit staff members was prepared according
to best international practice. The code emphasizes the principles of integrity,
objectivity, confidentiality and efficiency that an auditor must have.

The scope of IA activity covers all the Bank’s auditable business centers, activities
and operations, including branches abroad and subsidiaries, and any outsourced
activities if necessary, in a way that enables the management to assess the adequacy
and effectiveness of ICS, risk management and governance processes, and achieve
all engagements and responsibilities assigned to it. The IA also performs many other
tasks the most significant of which are:

e Conduct accepted periodical engagements (assurance reviews) as per
approved risk based audit plan prioritization on the approved internal audit
strategic plan by BAC.

e Conduct any special review or consulting engagements based on the
directives of the Chairman, BAC, the executive management, the Head of
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Internal Audit, or the monitoring bodies, according to best international
standards for the professional practice of internal auditing.

The quality assurance concept was introduced to provide all stakeholders with
reasonable assurance about audit function in term of conformance with the
common international standards at both local and international levels.

Risk Management Function

Various risks to which the Bank is exposed are managed by an independent risk
management department that reports directly to the Board's Risk and Compliance
Committee.

The Risk Management Function at the Bank is based on three main pillars as follows:

« Full understanding and awareness by the Board of Directors, top executive
management, and the Bank employees of the types of potential risks in the
Bank's operations.

« Availability of appropriate strategy, policies, and procedures to manage
risk, which reveal the magnitude of risk that the Bank can address, in a
manner that ensures financial strength.

o Availability of systems that help in managing various forms of risk that the
Bank may face.

The Risk Management Department's objectives are as follows:

+ Achieve financial strength, which reflects positively on the Bank's credit
rating.

« Transparently highlight risks and ensure their clarity and understanding.

+ Set recommendations to identify the size and type of acceptable main risks
by the Board of Directors, assuring that current risks are compatible with
those that have been planned for.

o The Bank's compatibility with the Basel accords and all legislations that
govern and regulate risk management in banks.

The process of identifying, evaluating, and managing risks is considered a joint
responsibility, starting with each of the Bank's units which are considered the first
line of defense. The Risk Management Department evaluates and monitors risks and
recommends ways of mitigating them, submitting the necessary reports to the Board
Risk and Compliance Committee whereby it is considered the second line of defense,
followed by the role of internal audit which is considered the third line of defense.

In turn, the Risk Management Department is responsible for its abovementioned
role within a documented organizational structure approved by the Board Risk and
Compliance Committee regarding credit, market, and operational risk, information
security, business continuity, and liquidity (within the assets and liabilities
framework) and conformity to the Basel accords. Furthermore, the Risk
Management Department is represented in different committees that manage the
Bank's operations for issues related to the risk management.

The functions of the Risk Management Department are summarized as follows:



Review the risk management framework at the Bank prior to Board
approval.

Implement the risk management strategy in addition to developing policies
and procedures for managing all types of risk.

Develop methodologies to identify, measure, and control all types of risks.
Submit reports to the Board through the Risk Management and Compliance
Committee, with a copy to the top management, including information
about the actual risk profile for all the Bank's activities, compared to the
risk appetite document, and follow up on addressing deviations.

Verify the integration of risk measurement mechanisms with management
information systems in use.

Study and analyze all types of risk faced by the Bank.

Submit recommendations to the Board Risk Management and Compliance
Committee about the Bank's exposure to risk, recording exceptional cases
against the risk management policy.

Provide the necessary information regarding the Bank's risks for disclosure
purposes.

The Risk Management Department conducts awareness programs to the
Bank employees about risk management concept.

Assess the Bank’s capital adequacy, along with the Bank's risks and stress
testing, as part of the internal capital adequacy assessment process, and
submitting it to the Board Risk and Compliance Committee, to be approved
by the Board of Directors.

Compliance Control Function

The Bank may be subject to legal sanctions or material losses or reputational risk due
to non-compliance with all applicable laws and regulations, instructions and code of
conduct, standards and sound banking practices issued by local and international
regulatory authorities.

The Bank acknowledges the importance of compliance control, hence adopted the
following:

1.

2.

BoD approved compliance policy to monitor the Bank’s compliance with the
laws, regulations, and instructions issued by the regulatory authorities, best
practices and industry standards through programs and procedures based
on the risk based approach principle.

The Board of Directors takes the necessary measures to enhance the values
of integrity and sound professional conduct within the Bank in a manner
that complies with the applied laws, regulations, instructions and standards,
and constitutes a primary goal to be achieved.

Compliance function is managed through an independent department,
which submits periodical reports to the Board Risk and Compliance
Committee. The Compliance Department’s scope of work covers all of the
Bank's departments and branches in Jordan and abroad as well as its
subsidiaries.



4. Monitoring non-compliance risks through a database containing all the laws
and regulations issued by domestic and international regulatory authorities
that is updated with the latest regulatory and legislative developments.

With regards to combating money laundering operations and financing terrorism,
the Bank follows approved policies and procedures by the Board of Directors and
that comply with the instructions issued by the Central Bank of Jordan and the best
international practices in this regard so as to reduce the risks of such operations
through identifying procedures for dealing with financial operations, taking due
diligence in Knowing the customers, making sure of their personal identification,
legal status and the beneficiary of such transactions through adopting the following
principles:
+ Update the Anti Money Laundering policy to keep up with the latest
regulatory and legislative developments.
+ Adopt the risk based rating approach to classify the clients.
o« Use an automated system to combat money laundering and financing
terrorism.
o Participate in providing adequate training for the Bank’s employees
enabling them to deal with any suspicious transactions.

Code of Conduct

The Bank adopted a code of conduct that was endorsed by the Board of Directors.
JKB employees across the various administrative levels as well as the Board of
Directors have pledged to commit to it.

The Code defined the ethics, values and principles of the Bank employees in four
main areas which are: integrity, compliance with laws, transparency and loyalty to
the Bank.

Whistle Blowing Policy

JKB maintains a policy and procedures pertinent to whistle blowing. The policy aims
to promote a culture of openness and to demonstrate the shared responsibility of
preserving work ethics. Procedures that deal with this policy were distributed among
all Bank employees to follow. The procedures clarify accountability lines for
reporting issues related to unusual and/or suspected behavior that must be
reported. Monitoring of Whistle Blowing Policy Implementation is carried out by the
Board Risk and Compliance Committee.

Customer Complaints Processing Unit

In compliance with the Central Bank of Jordan's instructions to deal with customers
fairly and transparently, the Customer Complaints Processing Unit within the
Compliance Department receives and deals directly with customer complaints
submitted through all available channels, including telephone calls, email messages,
traditional mail, and complaints boxes at the branches. All complaints received are
addressed and responded to in writing. Instructions are also sent to employees
regarding these complaints, clarifying work procedures to some staff members
wherever required. The Customer Complaints Processing Unit submits periodical
reports to the Bank's top management, including a description of complaints




received and how they were handled and solved. The unit also submits periodical
reports to CBJ.

During the year, the Customer Complaints Processing Unit received 113 complaints
related to various issues: (1 on e-services, 1 on interest rates/ returns, 43 on
professional conduct, 17 on credit cards, 39 on contracts terms and conditions, 4 on
work environment, and 1 on transactions). All lodged complaints were dealt with
and responded to within the determined period, noting that 67 of the complaints
received were found non-legitimate and resulting from the customers’ lack of
knowledge on the procedures and instructions related to the subject of the
complaint or due to the absence of actual violations by the Bank. Certain business
procedures were explained and clarified to the employees and were instructed to
abide by the approved business code of conduct.

Relation with Shareholders

The Bank develops positive relations, based on transparency, with all its
shareholders. In this regard, the Bank spares no effort to encourage all shareholders,
particularly minority shareholders, to attend the General Assembly meetings and
cast their votes. The Bank has a wide shareholder base of 13,697 as of 31/12/2017.
The main source of information for shareholders is the Annual Report which includes
the Chairman’s report, the audited consolidated financial statements, the corporate
governance manual, and Bank’s achievements for the previous year and the business
plan for the following year. Additionally, the reviewed (un-audited) quarterly and
semi-annual financial statements are disclosed.

The complete financial statements and the Board of Directors’ report are filed at the
Jordan Securities Commission (JSC) and the Amman Stock Exchange, with a copy
submitted to the Companies Controller. These reports are published on JKB's
website (www.jkb.com) which also provides extensive information about JKB
services, products, news and press releases. The Bank is committed to disclose any
material information, should it occur, in accordance with the JSC instructions.



http://www.jkb.com/

MAIJOR FINANCIAL INDICATORS AND RATIOS 2017 & 2016
Amounts in thousands JOD

2017 2016
Major Operating Results
Net Interest and Commission 105,886 102,112
Gross Income 123,411 118,845
Income from Continuous Operations before taxes 42,313 42,861
Income from Continuous Operations after taxes 28,185 29,486
Net income after taxes and non-controlling interest 26,956 29,747
Earning per Share 0.270 0.297
Major Financial Position Items
Total Assets 2,832,207 2,739,985
Direct Credit Facilities - Net 1,562,287 1,446,911
Customers Deposits and Cash Margins 1,904,489 1,791,361
Total Equity - Bank Shareholders 468,411 459,693
Off the Financial Position Items 500,799 459,512
Major Financial Ratios 2017 2016
Return on Average Assets 0.97% 1.07%
Return on Average Owners' Equity 5.77% 6.53%
Capital Adequacy Ratio 18.67% 19.01%
Financial Leverage Ratio 16.54% 16.98%
Efficiency Indicators
G&A Expenses/Net Interest and Commission 55.20% 51.94%
G&A Expenses/Gross Income 47.36% 44.62%

Assets Quality Indicators
Non Performing Loans/Gross Credit Facilities 5.52% 8.59%
Non Performing Loans Coverage Ratio 60.80% 60.54%



JKB Activities and Achievements in 2017
Following is a brief about the achievements of the Bank's departments in 2017:
The Banking Group

Credit Facilities

At the time at which the Kingdom is witnessing a new phase of weak economic
growth as a result of continuing political and security uncertainty in the region, in
addition to a number of increases in 2017 on interest rates, which greatly affected
growth opportunities, the Credit Facilities Department was able to realize the
required growth in the total direct credit facilities which rose by 8% reaching around
JD1,562 million at the end of 2017 compared with JD1,447 million in 2016.

Despite all the difficulties that prevail in the region, the Bank's leading role in
enhancing growth of various economic sectors and supporting many companies
operating therein, including small and medium enterprises still exists as well as
supporting various sectors which in turn directly and indirectly benefits the
shareholders and the community.

The Bank's Management believes in the role played by the micro, small and medium
productive projects in supporting the national economy; creating job opportunities
and reducing unemployment rates, and in its efforts to reach the largest segment, a
credit portfolio of around JD10 million has been allocated to be lent to micro
financing companies throughout the Kingdom at competitive interest rates to be re-
lent to their broad customer base.

The Bank continued with its leading role in supporting major projects, whereby the
Bank expanded in the financing of large projects in various sectors within real estate,
health, infrastructure projects and related industries. The most prominent project
that was financed by the Bank was the syndicated loan that it also managed towards
Al Abdali Clemenceau Hospital, which will become the largest and most advanced
private hospital in the Kingdom. Furthermore, the Bank maintained its leading role
in financing renewable energy projects creating financing solutions for this important
sector. The Bank expanded the relationship with the international development
banks to increase the opportunities of financing renewable energy projects that
would benefit the national economy.

As for indirect credit facilities, the Bank maintained good ratios of revenues realized
therefrom where the issuance and financing of letters of credit and bills constituted
the major part thereof, while continuing to maintain the Bank’s share of bank
guarantees.

As we commence with 2018 with more challenges that face the banking sector,
banks shall be subject to adopting IFRS(9) which would affect the bank's credit
capability, yet the Bank, with its experienced leadership and the ongoing support of
its workforce, has set-up significant strategies that would continue with the



advancement of the required assets, maintaining the Bank's market share, and
realizing the profits coupled with mitigating risks.

Retail and Consumer Products

The Retail and Consumer Credit Department maintained its growth and realized
good results in 2017 whereby it achieved an overall growth rate of 24.6%. the
realized results were distributed over all types of retail products, consumer and
small enterprises as well as lending to the Private Banking Unit’s customers.

The Department continued with its positive performance in financing small
enterprises where such sector realized considerable growth. The volume of loans
covered under the umbrella of the loan guarantee corporations was enhanced and
the financing of alternative energy projects was targeted through benefits from the
medium term credit programme provided by the Central Bank of Jordan.

As for the financing of the customers of the Private Banking Unit, the Department
achieved the targeted growth and the extended credit facilities were distributed
among the Bank's Branches in Jordan and Cyprus.

As for the Private Banking Unit, it continued during 2017 with realizing the targeted
growth rates; whereby it expanded its customers' base by attracting new customers
over and above its existing ones where the operating investment portfolios of the
Private Banking Unit increased by 27% compared to 2016. It has also provided
studies from the largest international financial and consultancy institutions with the
aim of diversifying the investment opportunities for customers in various investment
products, which are available in the international and regional money markets,
hence minimizing the risk of fluctuation of rates in the money markets and the major
international currencies. The Unit has also realized good returns for its customers
that exceeded the successive increases in interest rates during 2017.

Continuing on the Bank's strategy to re-structure and develop the cards products,
the Bank introduced the highest categories of MasterCard credit cards into the cards
products portfolio. For additional peace of mind and security while shopping online,
all MasterCard holders were automatically registered to the MasterCard SecureCode
service.

The Bank also expanded its collaboration with FinTechs through creating specialized
work units so as to provide them with services and a better environment for
collaboration for this new sector. The Bank signed agreements with four of the five
mobile payment service providers in addition to three bill payment service providers.
As for the Contact Center, the Bank enhanced its services and increased its staff. The
Center was relocated to a new location.

With regards to electronic delivery channels, the Bank's ATM's network was
expanded by installing 7 ATM's and 3 Interactive Teller Machines (ITM). During the
year, the Branches Administration Department enhanced the branch geographical
distribution; two new branches were opened namely, Al Sakhra Al Musharrafah
Street Branch and Jerash Branch. During the year, several branches were relocated



to better and more vital locations namely: Abdoun Branch, City Mall Branch, New
Zarqga Branch, Wadi Sagra Branch, Mugablain Branch and Mecca Street Branch.

The Bancassurance Unit continued with providing insurance services to customers
through the largest insurance company in the Kingdom. The number of licensed staff
members undertaking general insurance and life insurance activities at the Head
Office and Branches reached 181 employees and managers. During 2017 a new
division was created and is concerned with follow-up and renewal of insurance
policies; whereby the renewal rate was 59%. The Bancassurance activities recorded
a growth rate of 25.5% in 2017 compared with 2016.

Treasury, Investment and International Relations

During 2017, the Treasury, Investment and International Relations Department
achieved good growth and performance rates for all its investment activities
maintaining the outstanding position and the competitive status of the Bank within
the Jordanian Banking Market. Such growth was in line with the resumption of
activity in the international economic markets and the increased available
investment opportunities, despite the continuous heightened risks associated with
the domestic and foreign investment activities.

Assets and Liabilities Management

During 2017, the Department maintained good performance levels in respect of
assets and liabilities management through pursuing investment policies which are
consistent with the directives of the Assets and Liabilities Management Committee
(ALCO) and the Bank's strategy that aims at enhancing the quality and diversity of
assets and improve the return thereon, as well as diversifying sources of fund in local
and foreign currencies to be consistent with the assets quality. The Department also
reduced the risks associated with the assets and liabilities, such as market risk, credit
risk and operational risk, and maintained adequate liquidity ratios to provide security
and protection in order to face future challenges. All such matters have contributed
towards improving profitability and maintaining acceptable risk ratios.

The year 2017 witnessed an increase in the interest rate of the US Dollars where the
US Federal Reserve raised the average interest rate three times during one year at
0.75%; declaring its confidence that the US Economy is still on solid ground after 8
years from the end of the world financial crisis, and expecting the labor market and
the economy to improve, and have indicated that there shall be three more
increases on the interest rate during 2018. As for the interest rates on the Jordanian
Dinar, the Central Bank of Jordan raised the rates simultaneously with the raise by
the Federal Reserve on the US Dollar to maintain the attraction of the Jordanian
Dinar.

The Treasury, Investment and International Relations Department managed the
money market portfolio with distinction, given the variables through sources of fund
locally and globally at an acceptable cost as well as employing the surplus in the
markets adequately to realize the best yield maintaining the ratios determined by
the investment policy and the instructions of the Central Bank of Jordan.



Stocks and bonds Market

During 2017, the Department managed the Bank's local and foreign stocks and
bonds portfolio with a level of competence realizing good growth rates in revenues
despite the increases in the interest in the rate structure on the US Dollar and
Jordanian Dinar which often adversely affect the performance of the sstocks and
bonds portfolios and notwithstanding the increase in the risk associated with
investments given the political and security conditions in the region which adversely
affected the market performance.

As a result of the studies carried out by the Department in coordination with the
Bank's committees relating to the prediction of increase in the interest rate structure
domestically and internationally during the coming period, the Department directed
new investments in short-term investment portfolios that are consistent with short-
term liabilities in order to mitigate the effect of the risk of interest rates and to
benefit from the subsequently anticipated increases on the interest rates. The
securities portfolios at the Bank realized growth in the realized and non-realized
revenues due to the improvement of the securities prices.

As for the stocks portfolio, the Department was able, through the ideal distribution
of stocks, according to the geographical regions and business sectors, to mitigate the
effect of the declining share prices and the reduction in the dealing volumes, where
in the meantime, the Bank realized good growth in the dividends distributed by the
companies in which it holds shares.

The Treasury and Investment Department always seeks to maintain the quality of
the Bank's investment portfolios through selecting stocks and bonds of good vyield,
acceptable risk and high liquidity by relying on the studies, analyses and directions of
the interest rate as well as the adequate timing for entering into such investments
following the changes in the interest rates.

Investment Services

During 2017, the Department continued with providing its investment and various
advisory services to the Bank's customers despite the generally weak movement of
the money market. It continued in providing the payment and registration agency
service, trustee services and trust issuance for companies.

The Department has also provided the trust investment for the only two domestic
mutual investment funds, namely, the Jordanian Securities Fund of the Housing Bank
and the Horizon Fund of Capital Bank.

International Relations

The Department continued with consolidating and sustaining business relations with
banks and financial institutions in Jordan and abroad, particularly in respect of
financing foreign trade and bank transfers, by holding meetings with their officials to
explore the opportunities of common cooperation and attract their business
activities directed to Jordan. The Department opened a new account in US Dollars
with its correspondent bank, JP Morgan Chase, over and above the two main
accounts which already exist in order to enhance the Bank's presence worldwide to



serve the interests of customers through providing them with high quality service at
a competitive cost and to support the Bank's image in the banking industry. As well
as support the Bank's role in providing novel banking services and to keep pace with
the developments in the banking industry. The Department also realized high
growth rates in its revenues from the profits of participating with correspondent
banks through the proper management of the correspondent banks network.

Liquidity Management

The Treasury and Investment Department maintained a good liquidity ratio as the
investment portfolio comprised of financial instruments (stocks and securities)
characterized by rapid exchange into cash with the least possible losses which
involves using short-term financial instruments issued by governments, institutions
and large corporates characterized with significant commercial activity.

The liquidity ratio is determined by adaptation between the Bank's assets and
liabilities taking into consideration compliance with the legal liquidity ratio so
determined by the Central Bank of Jordan as well as operating within the liquidity
emergency plan when reached.

Dealing in Foreign Currencies

During 2017, the Department was able to realize growth in commissions from FX
differences despite the currencies fluctuations witnessed by the markets and the
severe competition among banks, whereby the Department capitalized on its
relationship with the correspondent banks in addition to utilizing modern
technologies to execute FX deals quickly at competitive prices for customers.

Customers' Services

The Treasury, Investment and International Relations Department continued with
providing its distinguished investment services to the Bank's customers meeting
their various investment needs in terms of dealing with spot and forward contracts
in addition to providing the service of barter deals in foreign currencies which
provide suitable hedging solutions against the fluctuation risk of the rates of
exchange and commodity prices.

Risk Management Department

The Risk management Department carries out its functions in line with the
instructions of the regulatory authorities under which the Bank's branches operate in
different countries as well as the recommendations issued by Basel Accords and
what is suitable for the Bank environment of the best international practices for risk
management in translation of the risk management strategy emanating from the
Bank's general strategy which is approved by the Board of Directors and the work
plans thereof. Its major achievements are as follows:



Information Security and Business Continuity

In parallel with the Bank's strategy in consolidating the automation of its operations
and e-services and at the same time consolidating the information security activities
and risk management of information technology, the Bank complied with the
requirement of Version Ill of PCI-DSS and obtained final certification. This came as a
result of the extensive efforts of the Risk Management, Information Technologies
and Cards Operations Departments where the Risk Management Department
managed and monitored the implementation of the project of the requirements of
PCI-DSS to comply with security standards for safeguarding the Bank's Cardholders'
Data in line with the instructions of the Central Bank of Jordan pertaining to fairness
and transparency. Work was also carried out to comply with the requirements of
information security on SWIFT as well as participation in implementing what
concerns the risk management of the instructions of the Central Bank of Jordan on
the governance manual and information and technology management.

An assessment was carried out in respect of the Bank's cyber security through the
assistance of an external advisor regarding the efforts used with KIPCO Group Banks.
A new and advanced system was installed and operated which is implemented on a
large scale internationally to compile security incidents (Splunk) linking all systems
and devices and to issue the necessary regulatory reports whether by the system or
by other devices which would contribute towards identifying and assessing the risk
of information security and setting-up the appropriate solutions therefor. Moreover,
the Employee Manual for the Information Security Policies and Procedures has been
documented, approved and circulated with the necessary awareness programme in
place for the Bank's employees. The Department has carried out the vulnerabilities
tests whether the internal or external ones as well as the hacking tests and the
rectification of any loopholes manifested during the tests. It has also re-assessed the
need of all departments for the use of information systems sources; set-up clear
procedures for the use thereof at the Bank and consider any new requirements. The
Department reviewed the employees' authorities over the operating systems,
network devices and databases and follow-up on conducting any necessary
treatments.

In line with the continuous development of the Bank's activities and the associated
new products and systems, the Department conducted many risk assessments for
many new and old products and systems of the Bank and following-up on the
implementation of its recommendations in that regard.

With the management of business continuity, the Department assessed the risks at
the Bank, reviewed the impact analysis on business and then modified the business
continuity plan and the Departments' sub-plans. Various tests were carried out on
the Bank's business continuity plans to ascertain their efficiency including inter alia,
ensuring the continuity of the payment and netting systems at the alternative
location as per the instructions of the Central Bank of Jordan.

Credit Risks



In line with the requirements of the International Financial Reporting Standard IFRS
9 as well as in line with the international best practices for credit risk management,
the Department acted to realize this through a specialized work group from various
departments at the Bank in collaboration with specialized expert houses such as
Moody's and EY as well as efforts of KIPCO Group Banks whereby it meets the
standard's quantitative and qualitative requirements whether from the modelling
and calculation processes until the certification of policies and procedures with the
change this brings about in carrying out the business.

The Bank with mutual efforts with the Risk Management and Credit Facilities
Departments continued with consolidating the implementation of the internal credit
classification system (Moody's) as well as a credit classification system for retail
customers in line with the Bank's strategy to expand in the retail sector and in the
meantime strengthen the Risk Management therein.

The Department supervised the 2nd phase of the Bank's compliance with the
necessary technical and information requirements for operation of the Credit Bureau
through CRIF Jordan, and provided them with the required dates to facilitate the
inquiries from the Bank's various departments about different credit applicants.

The Department also worked, particularly in respect of credit extension, as an
independent entity that studies and reviews credit applications in line with the
Bank's credit policy and in compliance with various Basel Accords. Moreover, the
Department continued with preparing the control and analytical reports on the
Bank's credit portfolio together with carrying out improvements thereon whether for
using them within the Bank or those to be forwarded to the parent company KIPCO.

Operational Risk

Within the framework of managing the Bank's operational risks, through
identification, assessment, control and any attempt to mitigate such risks using the
Care Web System, the Department continued to hold new workshops with the
organizational centers in the Bank in order to carry out control and risk self-
assessment of the potential risks in their operations and the measures required to
control them. within the workshops, risk self-assessment is carried out by improving
and monitoring the Key Risk Indicators. It further reinforces the historical database
of losses and submits recommendations required to avoid recurrence of such
incidents, where various reports are drawn-up that are necessary to manage the
Bank's operational risk. The Department participated in many committees which are
concerned with improving the Bank's regulatory environment whereby the
Department, within the Bank's Authorities Review Committee, participated in
building and reviewing the Authorities Manual at the level of all organizational
centers on the new banking system and other systems in order to ascertain that it
has clear segregation of functions, responsibilities and authorities.

The Operational Risk Department reviewed and gave its opinion regarding the
policies, procedures, forms and any new products or external agreements presented
to it to illustrate any potential operational risks therein and to assess the adequacy
of the controls in that regard.



Market Risks

Within the framework of identifying, measuring and controlling market risks at the
Bank, the Department prepared various reports to meet the control requirements as
well as for internal analytical routine purposes whether daily, monthly or quarterly
including various required disclosures as well as adding new reports thereto with
improvements thereon, where such reports control the limits within various policies,
noting that such policies have been reviewed and modified in response to the
development occurring in the global and regional markets as well as the surrounding
economic conditions which are reviewed on a daily basis, over and above drawing-
up the required routine reports by the parent company KIPCO.

The Department considered the requests and investment opportunities in which the
Bank intends to employ its funds before making the decision within the various
specified authorities. Furthermore, it carried out a number of studies whether
concerning Basel Accords on market risks or any other control instructions in that
regard, eg, IFRS 9, recovery plan for Cyprus Branch and others.

Basel

The Department considered and set-up the necessary plans to satisfy the
requirements of the Central Bank of Jordan instructions of banks of regulatory
significance. It has also complied with the new stress tests instructions in terms of
drawing up the necessary policy and managing the work group for setting up various
new scenarios and carrying out the required tests. It also supervised the preparation
thereof in Palestine as per the instructions of the Palestinian Monetary Authority.

The Department has reviewed the various required policies under Basel Accords
within the continuous improvement of the Department's activities in compliance
with the surrounding developments. Within the framework of satisfying the
requirements of Pillar Il of Basel 2, the Department conducted the internal
assessment of the capital adequacy and supervision over the assessment at Palestine
Branches. It has also calculated the capital adequacy ratios as per the Central Bank
of Jordan's instructions regarding Basel Ill Accords and supervised the calculation
thereof as per Basel Il Accords for the branches operating in Palestine. It further
calculated the liquidity coverage ratio and hence being ready for any instructions
that might be issued by the Central Bank of Jordan. The Department continued with
preparing various financial analyses including inter alia the comparative analytical
studies for the banking sector and any analytical studies so required from the Bank's
Management.

The Risk Management Department participated in many work groups and
committees at the Bank's level and the Association of Banks in Jordan. The Risk
Management Department exercises its continuous role in spreading awareness of
the significance of risk management through lectures and courses whether within or
outside the Bank as well as participating in local and international conferences. The
Department is keen that its staff members acquire specialized professional
certificates that develop their professional level.



Credit Documentation and Processing Department

In compliance with Basel Committee's Accords, which assert the need to segregate
the process of credit control and its execution from the credit selling and marketing
process, the Department classifies the credit facilities as per the risk grade in
accordance with the instructions of the Central Bank of Jordan; calculates the
impairment provision and the necessary banking risk reserve to face any impairment
in the facilities value; prepares the credit concentrations and control thereof;
declares the banking risks to the Bank's customers as well as the documentation and
execution of credit. During the year, the Department prepared the individual-
related data, the required data to implement IFRS 9; reviewed the operating systems
and added new ones that produce more data that benefit decision-making.

Credit Follow-up and Adjustment Department

The Department undertakes the functions of following-up and adjusting non-
performing debts with due dates of more than 89 days. As a result of extensive
follow-up and negotiations with debtors and guarantors, the Department succeeded
in re-scheduling non-performing debts out of court whereby high recovery ratios
were realized in cash collections amounting to JD.5.7 million and eliminating non-
performing debts or those that have been fully settled from accounts the follow-up
of which falls within the Department's duties amounting to approximately JD.6.4
million.

Compliance Control Department

As the fundamental functions of the Compliance Control Department is to create
awareness among all the Bank's Departments in respect of the significance of
compliance with the regulatory statutes and anti-money laundering operations, two
essential objectives have been set-up for the Compliance Control Department,
namely:

1) Develop awareness at all the other regulatory centers and subsidiaries regarding
the significance of the compliance control function and anti-money laundering
and enhance collaboration with such centers to ensure the integrity in
performing operations due to its significance for the regulatory authorities.

2) Work towards developing the necessary technological environment to ensure
that the Department's operations are carried out adequately and efficiently
through implementing new systems to control operations, analyze, and study
the customers' situations.

- Based on this, numerous up-dates were carried out on the anti-money laundering
system at the Bank which is one of the best used systems in this regard whereby
all scenarios posted within the system for the branches of Jordan, Palestine and



Cyprus have been reviewed and modified adding new scenarios in line with the
regulatory authorities requirements of each country.

- In respect of the new notification receipt system (GOAML) which has been created
by the anti-money laundering and terrorism financing unit which enables it to
receive, analyze and refer the notifications received from banks, the required
reports were sent according to the new system where certain modifications
were carried out by the supplier to be compatible with the new system. It is
expected that Phase | of the system shall start operating during January 2018
during which the required reports shall be forwarded through the new
notification system (GOAML).

- In view that the risk-based approach is deemed to be one of the most significant
elements of anti-money laundering, which has been focused on in the FATF
Manual of the banking sector to be the corner stone in implementing most
standards, the risk-based approach has been designed to assist the Bank in
efficiently managing the potential risk of money laundering and terrorism
financing, whereby the Bank takes the adequate steps to identify, determine
and assess the perception of such risks at the level of (risks in respect of
customers, countries or geographical areas, products, services and operations in
addition to the service provision channels) which would enable the Bank to
apply preventative measures which are consistent with such risks, whereby the
methodology shall be applied to all the Jordan Kuwait Bank's regulatory centers
and its external branches subject to the instructions issued by the regulatory
authorities of the host country whichever are more stringent.

- A new system was created at Cyprus Branch namely Prognosys KYC System which is
a system for the data of Know Your Customer and is compatible with the Central
Bank of Cyprus requirements and serves in respect of compliance with the
requirements of FACTA & CRS.

- During the year, the Compliance Control Department exercised its role in providing
support and advice to the branches regarding the customer due diligence
through giving the opinion in respect of the extent of adequacy of the
supporting documents and conducting the necessary enquires about customers
through international lists to ensure not to deal with prohibited customers in
addition to managing the automatic system for controlling banking operations
and following-up the flags issued by the system and duly closing them.

- The Compliance Control Department dealt with the special due diligence through
following-up high risk accounts and extra-ordinary transactions by conducting
studies over such accounts and documenting their dealings in full coordination
with the concerned branches.



- Furthermore, training courses and forums were carried out for the officials and
staff members of all regulatory centers to be acquainted with the significance of
this matter.

Internal Audit

The Audit Department performed the annual audit plan that was approved and
adopted by the Board of Directors' Audit Committee.

The Department seeks to perform the duties assigned to it through its risk
assessment- based plan to achieve its objectives represented in ensuring the
efficiency and effectiveness of risk management; internal control system and
corporate governance and to provide reasonable assurance on achieving the Bank's
objectives stated within the approved strategy.

Within this framework, the Department visited most of the Bank's business centers
and provided the Audit Committee with the results of such visits in addition to
following-up on the issues raised within the regulatory authorities and external and
internal audit reports as well as conducting several ad hoc tasks.

Over and above the routine visits to the branches, surprise visits to most of the
branches were carried out during the year.

Moreover, the Department continued with reviewing many aspects of the Bank's
business regularly providing the Management with reports and statements related
to the most significant activities and subjecting them to review and audit.

The Department continuously provides the necessary advisory services to the
business centers particularly relating to policies and operating procedures as well as
workshops and committees related to the internal control systems and governance
without compromising the independence of the Department's activity.

During 2017, the Department continued coordination with KIPCO Group through
participating in the routine meeting of the Internal Audit Officers of the Group to
ensure the continuity of cooperation and review the latest developments related to
the audit methodologies and procedures. Audit work programmes and branches'
working papers were updated as well as in respect of various departments and
activities to ensure compliance with the International Standards on Auditing and
best practices updating the internal audit charter and BAC charter in conformity with
the modifications to the International Standards on Internal Auditing and banking
statutes particularly those relating to governance and the instructions of the external
auditor.

In line with the Internal Audit Standards related to quality assurance, external
quality assurance review was carried out over the internal audit operations through
an external auditing firm whereby Jordan Kuwait Bank is one of the first banks to do
so and whereby the performance assessment results for the Internal Audit
Department's practices were in conformity with most International Standards on
Internal Auditing as well as the instructions of the Central Bank of Jordan; while the
operational practices of the Internal Audit Department within the "Assurance Service
Provider" level were relatively better than their counterparts compared with the
Internal Auditing Standard (302) in similar corporates and banks worldwide which
were assessed by an auditing firm.



In addition to this, the Internal Audit Department performs annual internal
assessment of quality assurance on the internal audit operations. The Internal Audit
Department currently seeks to automate the operations by using an automated
system for the Internal Audit Department that meets the necessary requirements to
perform the functions in accordance with the International Standards on Internal
Auditing and t this end an automated system has been purchased.

In respect of human resources, the Audit Department enhanced its staff members by
appointing new qualified auditors. Employees have participated in many internal
and local training courses particularly relating to the International Financial
Reporting Standards, Basel Committee Requirements and the Automated Systems of
(Siron, Moodys, Bl) where some of them acquired professional certification.

Information Technology

Jordan Kuwait Bank is keen to provide innovative services to its customers and seeks
to employ modern technology and state of the art information technology for such
purpose through developing all e-services such as JKB Mobile Application which
operates on Android and iOS operating systems in both Arabic and English which
contains new advanced services such as activating money transfers through ACH and
e-Fawateercom, pre-paid cards and beneficiaries list management. During 2017, e-
Statement service was launched by e-mail in addition to Self-Service Application at
Abdali Mall Branch to enable the customer to carry out self e-services.

In keeping pace with the on-going developments and technological revolution, the
Bank was keen to develop its banking services and update all programmes whereby
the banking system version has been recently up-dated as well as the ATMs system
version. MENA CRM System of marketing services has been also developed in
addition to launching a set of new functions on the electronic clearing system
including inter alia post-dated cheques drawn on other banks. The services of
distribution of dividends to shareholders was implemented via the ACH System.

As the Bank provides the highest level of protection for its customers' data, the
Bank's network, programmes, operating systems and devices were protected in
conformity with the regulatory authorities by the most advanced protection
technology for e-mail systems and anti-hacking protection systems in addition to up-
dating the screening system to access the Bank's network as well as the (Splunk)
System for compiling security incidents related to electronic security, identity
management and disaster and hacking recovery. The new cards (Dinarak A) services
were linked with the Bank's environment and its protection level was upgraded.

Moreover, protection and control systems for e-services have been provided
through an SMS automated control system; fraud and forgery detection system to
monitor ATM's which is PClI compliant in addition to ATM's warning system which
encompasses all ATM's features with functions such as (maps and reports about the
rate of ATM's breakdowns).

To ensure conformity with the requirement of business continuity, many infra-
structure projects were accomplished to up-grade the Bank's devices, servers and



external network in addition to installing new communication lines at the alternative
location for cards, transfers, invoices and auto payment systems services. The speed
of the communication line for the mobile branch and ATM vehicle has been up-
graded to 4G in addition to implementing the business continuity plans for most
systems classified as sensitive with an availability application for such systems.

On the level of infrastructure, the Bank's servers were operated by a modern global
technology to provide storage areas and outstanding capacities. Database of the
banking system, automated clearing and certain ATM's systems were up-dated and
the historical registers were activated, as a first phase, in respect of the most
significantly sensitive-classified systems in conformity with the regulatory
requirements over and above installing and operating a new primary storage unit
transferring the Bank's data thereto.

The Bank was distinguished by providing the best banking services in Palestine and
Cyprus. Some of the most prominent projects that were launched were the Money
Laundering System (GoAML), automation of the consolidated internet transfers;
prize system for the branches of Palestine; updating of customer's data (KYC) in
Cyprus and the Central Bank of Cyprus Reports System.

Many programmes were developed to serve the Bank's various departments and
customers including inter alia, Syndicated Loan Follow-up System, Lease Contracts
Follow-up System and application of accounts classification and calculation of
provisions in addition to automating a set of reports thorough the Report Engine
System to serve a different group of the Bank's departments.

Financial Department

During 2017, the Financial Department fulfilled its control functions and activities
over the Bank's various operations to ascertain their conformity and consistency
with the financial policies in addition to the control over compliance with the
disbursement authorities granted to the Bank's different sectors.

Moreover, the Department continued with fulfilling the required regulatory reports
for the Bank's various business centers. It has also followed-up on providing
Management with financial reports that comprise the required studies and analyses
within the best prevailing solutions that support decision- making, such as, the
Bank's performance analysis compared with the banking sector; market share study;
products operation results in addition to the reports required by the regulatory
authorities, such as the Central Bank of Jordan and Financial Securities Commission.
Furthermore, the Bank's tax files have been finalized with the Income and Sales Tax
Department.

On the level of the Bank's future financial planning, the estimated budget for 2018
was finalized in addition to updating the long-term strategic plans for 2018-2022 for
the purposes of KIPCO Group in line with the Bank's future vision for those years
within implementable and measurable quantitative and qualitative frameworks, with
participation in finalizing the medium term strategic plan for the years 2018-2020
which is deemed to be an execution plan for the long-term plan.



The Department has shared with the Bank's various departments many functions
and duties such as up-dating the Bank's Operation Procedures Manual, application of
new products and initiatives, supervision over the distribution of dividends to the
Bank's shareholders and the prescription requirements of balances and shares in
addition to creating new reports and supporting branches and subsidiaries.

Legal Department

In 2017, the Legal Department collected JD32.547 million of the existing debts in
respect of which legal action was taken. It was also able to collect around JD260
thousand of written-off debts and other debts outside the financial position. The
number of legal proceedings before the courts reached 6348 proceedings. The
Department succeeded in 7 cases lodged against the Bank the value of which was
JD363 thousand. Moreover, the Department undertook the management of Al
Baraka Mall after the Bank acquired the property as a debt settlement.

Human Resources Department

During 2017, the Human Resources Department continued with implementing the
best practices for the advancement and development of its human resources for the
influence that this has on the productivity of individuals in particular and on the Bank
in general, hence, realizing the Bank's strategic objectives, aspirations and directions
in accordance with the best international practices and enhancing the support
structure to meet its future aspirations and to maintain distinction and sustained
growth through the effective management of the human resources. The Human
Resources Department was keen to adopt effective management for the workforce
through the planning systems, payroll management, training and qualification. The
most prominent positive results were qualifying 28 staff members from the Head
Office and Branches to occupy specialized jobs at the Head Office. This resulted in a
reduction in the cost of new employment compared with the costs of those who
resigned, thus resulting in an increase of 5% in the Bank's employees against a
reduction of staff turnover by 24% to reach 6.8% at the end of 2017 compared with
9% for the previous year.

The extensive and informed efforts to develop the employees' technical, specialized
and behavioral skills resulted in focusing on maximizing the benefit from specialized
courses, particularly the control aspects whereby the rate of benefit from training on
the specialized banking and control aspects was 60% of those who benefited from
training courses, taki