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Audit Report on the Consolidated Financial Statements

AM/ 010932

To the Board of Directors Chairman and Members
Bank Al Etihad

(A Public Shareholding Limited Company)
Amman - The Hashemite Kingdom of Jordan

Opinion

We have audited the financial statements of Bank Al Etihad (A Public Shareholding Limited
Company) "The Bank or the Group”, which comprise the consolidated statement of financial
position as at December 31, 2018, and the consolidated statement of income, consolidated
statement of comprehensive income, consolidated statement of changes in owners’ equity, and
consolidated statement of cash flows for the year and notes to the consolidated financial
statements, including a summary of significant accounting policies,

In our opinion, the accompanying consolidated financial statements present fairly, in all material
respects, the consolidated financial position of the Bank as of December 31, 2018, and its
consolidated financial performance and its cash flows for the year in accordance with
International Financial Reporting Standards {IFRSs)

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISA). Our
responsibilities under those standards are further described in the Auditor’s Responsibifities for
the Audit of the Consolidated Financial Statements section of cur report. We are independent of
the Group in accordance with the International Ethics Standards Board for Accountants’ Code of
Ethics for Professicnal Accountants (IESBA Code) together with the ethical requirements that
are relevant to our audit of the financial statements in Jordan, and we have fulfilled our other
ethical responsibilities in accordance with these requirements and the IESBA Code. We believe
that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
opinion.

Other Matter
The accompanying consolidated financial statement are a translation of the original consolidated

financial statements, which are in the Arabic language, to which reference should be made,
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Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most
significance in our audit of the consolidated financial statements of the current year. These
matters were addressed in the context of our audit of the consolidated financial statements as
a whole, and in forming our opinion thereon, and we do not provide a separate opinion on these
matters.

We have fulfilled the responsibilities described in the Auditor’s responsibilities for the audit of
the consolidated financial statements section of our report, including in relation to these matters.
Accordingly, our audit included the performance of procedures designed to respond to our
assessment of the risks of material misstatement of the consolidated financial statements. The
results of our audit precedures, including the procedures performed to address the matters
below, provide the basis for our audit opinion on the accompanying consolidated financial
statements.

For each matter below, our description of how our audit addressed the matter is provided in that
context.
Key Audit Matters Scope of Audit to Address the Risks
1. Impairment in the credit
portfolio
The Bank's management exercises significant
judgment and uses assumptions to determine
both the timing and amount of the provision
to be recorded as expected credit losses.

facilities

We have understood the Bank's key credit
operations that include granting, certifying,
controlling, and allocating provisions and
reviewing the internal control system on these
operations.

Credit facilities are a major part of the Bank's
assets. Due to the importance of the
judaments used in the classification of credit
facilities at the various stages set forth in

We have also examined the operational
effectiveness of key control over these cperations, read
out the policy of determining the Bank's expected credit

International Financial Reporting Standard (9)
and the related provision requirements, credit
facilities have been considered as key audit
risks.

The Bank's total direct credit facilities
amounted to about 1D 2.382 million, and the
related provision for expected credit losses to
JD 88 millien, which includes a provision of 1D
18 million against the exposures of Stage (1)
and Stage {2) of about JD 70 million against
the exposures classified within Stage (3).

The accounting policy related to expected
credit loss provision is set out in note (2) in
the consolidated financial statements. The
expected credit loss provision for credit
facilities is set out in note (9).

loss provision, and compared it with the requirements
of IFRS 9 and the Cenltral Bank's insiructions in this
regard.

Furthermore, we have understood the
methodology used by the Bank to determine the
provisions against the exposures classified as in
{Stages I, II and I1I).

In this regard, we have selected a sample of
credit facilities and conducted the following:

- Estimated the reasonableness of the basic
assumptions and adequacy of the data used
by the Bank.

- Reviewed the completeness of credit facilities
included in the calculation process of the
expected credit loss.

- Reviewed the appropriateness of the Bank's
determination of the significant increase in
credit risk and the basis for the classification
of exposures into different stages.

- Reviewed the appropriateness of determining
exposure when default occurs, probability of
default, and loss in the event of default in
calculating the expected credit loss of a
sample of exposures.
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Key Audit Matters

Scope of Audit to Address the Risks

Application of International Financial
Reporting Standard (9)

The International Accounting Standards Board
issued International Financial Reporting
Standard (9) “Financial Instruments”, which
replaces International Accounting Standard
{39). The Bank has retroactively adopted
International Financial Reporting Standard (9)
as from January 1, 2018 without restating the
comparative figures in accordance with the

above standard.

The differences between the previously
recorded carrying values and the new carrying
values of the financial instruments of JD 12
million as at December 31, 2017 and January
1, 2018 have been recognized in the retained
earnings opening balance.

The principal changes resulting from the
adoption of International Financial Reperting
Standard (9) are that the Bank's credit losses
are currently based on the expected loss
approach instead of the incurred loss method,
and the change in the classification and
measurement of the Bank's financial assets
and liabilities. The related details are stated in
Note (3) to the consolidated financial
statements.

The significant accounting policies, accounting
estimates and credit risk management
disclosures are set out in Notes (2), (3), and
{44) to the consolidated financial statements.

- Examined a sample of credit facilities whose
impairment has been determined individually
and classified as in Stage (3).

- Examined Management's estimate of future
cash flows and their reasonableness, as well
as the outcome of the calculation of
provisions. Where appropriate, we have used
experts to satisfy ourselves as to the
integrity of that data.

We have complied with the Bank's policy for
the classification and measurement of
financial assets and liabilities in accordance
with  International  Financial  Reporting
Standard (9) and have compared them with
the requirements of International Financial
Reporting Standard (9) and the regulatory
directives in this regard.

We have also understood the expected credit
loss methodology adopted by the Bank
through using experts, where appropriate, to
satisfy ourselves about these data, which
included several items, the most important of
which are:

e Reviewing the Bank's policy on credit loss
provision in accordance with International
Financial Reporting Standard (9).

Identifying a significant increase in credit
risk.

Classifying credit exposures into various
stages, through studying a sample of credit
facilities granted by the Bank.

Understanding the key data sources and
assumptions used in the Expected Credit
Loss Models to determine the expected
credit loss provisions and the forecast
assumptions used in calculating the related
expected credit loss.

Reviewing the amount of exposure when a
payment is impaired for a sample of
exposures.




1

Deloitte

Key Audit Matters Scope of audit to address the risks

* Reviewing the probability of default in the
calculation of expected credit loss calculated
based on several economic cycles with the
information declared and appropriate, and
turning it into the probability of default in
accordance with a specific economic cycle.

» Reviewing the calculation of expected credit
loss in case of default in use, including the
adequacy of collateral and consequential
calculations.

Reviewing the effect of the adjustments on
the beginning balances as of January 1,
2018.

+ Reviewing the completion of credit facilities,
investment securities and deposits used in
the calculation of expected credit loss as of
January 1, 2018,

Estimating the financial statements
disclosures arising from implementing IFRS
(9) to determine whether they are in
accordance with the standard requirements
and instructions of the Central Bank of
Jordan in this regard.

3. Suspension of interests on non-
performing lcans

Interest is suspended after 90 days from the Our audit procedures included the assessment
impairment event {default date) in accordance of the framework used and the adequacy of
with the Central Bank of Jordan’s regulations. the assessments frameworks and the inputs
Judgment is exercised to determine when the used to estimate the non-trading investments,
default date occurs which affects the amount As part of the audit procedures, we have
of interest to be suspended, reviewed the reasonableness of the main
inputs used in the estimation process such as
The disclosures related to suspended interest the expected cash flows, and inflation rates
on non-performing loans are stated in Note through comparing them with market
(9) within the consolidated financial information.
statements,

Other Information

Management is responsible for other information. Other information consists of information
provided in the annual report other than the consoclidated financial statements and the related
auditor's report. We expect that the annual report will be provided to us after the date of our
report. Qur opinion on the consolidated financial statements does not include other information,
and we do not express any form of assurance or conclusion thereon,

In connection with our audit of the consolidated financial statements, our responsibility is to read
the other information and, in doing so, consider whether the other information is materially
inconsistent with the consolidated financial statements or our knowledge cbtained in the audit,
or otherwise appears to be materially misstated.
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Responsibilities of Management and Those Charged with Governance for the
Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of the consolidated financial
statements in accordance with International Financial Reporting Standards (IFRSs), and for such
internal control as management determines necessary to enable the preparation of consolidated
financial statements that are free from material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing the
Bank's ability to continue as a going concern, disclosing, as applicable, matters related to going
concern and using the going concern basis of accounting unless management elther intends to
liguidate the Bank or to cease operations, or has no realistic alternative but to do so.

Those charged with g'overnance are responsible for overseeing the Bank’s financial reporting
process.

Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements

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

As part of an audit in accordance with 15As, we exercise professional judgment and maintain
professional skepticism throughout the audit. We also:

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

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

¢ Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by management.

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

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




Deloitte

e Obtain sufficient and appropriate audit evidence regarding the consolidated financial
information of the entities or business activities within the Group (“The Bank and its
subsidiaries”) to express an opinion on the consolidated financial statements. We are
responsible for the direction, supervision and implementation of the Group audit. We remain
solely responsible for our audit opinion.

We communicate with those charged with governance regarding, among other matters, the
planned scope and timing of the audit and significant audit findings, including any significant
deficiencies in internal control that we identify during our audit.

We also provide those charged with governance with a statement that we have complied with
relevant ethical requirements regarding independence, and to communicate with them all
relationships and other matters that may reasonably be thought to bear on our independence,
and where applicable, related safeguards.

From the matters communicated with those charged with governance, we determine those
matters that were of most significance in the audit of the consolidated financial statements of
the current period, and are therefore the key audit matters. We describe these matters in our
auditor’s report, unless law or regulation precludes public disclosure about the matter or when,
in extremely rare circumstances, we determine that a matter should not be communicated in
our report because the adverse consequences of doing so would reasonable be expected to
outweigh the public interest benefits of such communication.

Report on Other Legal and Regulatory Requirements

The Bank maintains proper books of accounts, which are in agreement with the consolidated
financial statements. We recommend that the General Assembly of Shareholders approve these
consolidated financial statements.

Amman - The Hashemite Kingdom of Jordan s o ln. T .atﬁ che.( o)
February 17, 2019 "*"DMT@'E} he} KE.) - Jordan
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BANK AL ETIHAD

(A PUBLIC SHAREHOLDING LIMITED COMPANY)
AMMAN - THE HASHEMITE KINGDOM OF JORDAN

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

Assets:
Cash and balances at the Central Bank of Jordan
Balances at banks and financial institutions
Deposits at banks and financial institutions
Financial assets at fair value through profit or loss
Direct credit facilities and financing - net
Financial assets at fair value through other comprehensive income
Financial assets at amortized cost
Investments in associates
Property and equipment - net
Deferred tax assets
Intangible assets - net
Other assets

TOTAL ASSETS

LIABILITIES AND OWRNERS' EQUITY:
LIABILITIES:
Banks and financial Iinstitutions deposits
Customers’ deposits
Cash margins
Borrowed funds
Sundry provisions
Income tax provision
Other liabilities
TOTAL LIABILITIES

OWNERS' EQUITY:
BANK'S SHAREHOLDERS' EQUITY:
Paid-up capital
Share premium
Statutory reserve
Optional reserve
General banking risks reserve
Fair value reserve
Retained earnings
TOTAL BANK'S SHAREHOLDERS' EQUITY
Non-controlling interests
TOTAL OWNERS' EQUITY
TOTAL LIABILITIES AND OWNERS' EQUITY

December 31,

Note 2018 2017
Bl#] B[o]

5 333,205,500 338,311,743
6 248,264,111 326,075,874
7 4,258,890 8,325,098
8 13,478,492 7,509,280
9 2,277,918,456 2,084,327,989
10 28,530,920 30,877,736
13 765,692,190 617,696,128
12 376,618 377,262
13 74,486,185 70,968,060
21/b 11,957,746 4,559,081
14 22,186,281 20,945,239
15 87,713,743 62,301,763
3,868,069,132 3,572,275,253
16 96,687,828 58,873,920
i7 2,988,949,545 2,691,335,921
i8 141,814,536 210,088,710
19 85,236,262 88,211,995
20 1,232,609 234,615
21/a 18,199,119 14,773,872
22 68,702,089 50,245,187
3,400,821,988 3,113,764,220
23 160,000,000 160,000,000
23 80,213,173 80,213,173
24 49,410,187 42,668,849
24 34,279,172 29,271,414
24 = 14,034,670
26 (727,049) 1,191,589
27 53,566,049 43,243,353
376,741,532 370,623,048
90,505,612 87,887,985
467,247,144 458,511,033

3,868,069,132

3,572,275,253

THE ACCOMPANYING NOTES FROM (1) TO (50) CONSTITUTE AN INTEGRAL PART OF THESE CONSOLIDATED

FINANCIAL STATEMENTS AND SHOULD BE READ WITH THEM AND WITH THE AUDIT REPORT.




BANK AL ETIHAD

A PUBLIC SHAREHOLDING LIMITED COMPANY)
AMMAN - THE HASHEMITE KINGDOM OF JORDAN

CONSQLIDATED STATEMENT OF INCOME

Interest income and returns

Interest expenses

Net Interest Income and Returns

Net commission income

Net interest, returns and commission income

Gain from foreign currencies

(Loss) gain from financial assets at fair value through profit or loss

Net (losses) from sale of financial assets at amortized costs

Gains from financial assets at fair value through other comprehensive income
Other income

Total Income

Employees’ expenses
Depreciation and amortization
Other expenses
Allowance for expected credit loss
Provision for impairment of foreclosed assets
Sundry provisions
Total Expenses
Profit from operations
Bank's share from associates profits
Profit for the year before tax

Income tax expense
Profit for the Year

Attributable to:
Bank's Shareholders

Non-Controlling Interests

Basic and diluted earnings per share for the period
attributable to the Bank's Shareholders

For the Year Ended December 31,

Note 2018 2017
o] D
30 216,761,089 186,859,033
31 88,809,011 72,169,059
127,952,078 114,689,974
32 23,849,404 21,399,045
151,801,482 136,089,019
33 5,854,006 5,525,404
34 (2,455,797) 3,358,359
(3,037) -

35 1,026,133 938,772
36 1,337,196 1,201,429
157,559,983 147,112,983
37 43,123,071 39,980,839
13 and 14 11,025,351 10,332,667
38 28,705,188 27,034,084
28 10,635,812 15,776,785
15 200,000 1,753,468
20 1,048,709 107,496
95,038,131 94,985,339
62,521,852 52,127,644
8,356 16,900
62,530,208 52,144,544
21/a (21,444,297) (17,345,461)
41,085,911 34,799,083
35,736,582 31,364,269
5,349,329 3,434,814
41,085,911 34,799,083

D/ FILS 10/ FILS

39 -/223 -/209

THE ACCOMPANYING NOTES FROM (1) TO (50) CONSTITUTE AN INTEGRAL PART OF THESE CONSCLIDATED

FINANCIAL STATEMENTS AND SHOULD BE READ WITH THEM AND WITH THE AUDIT REPORT.




BANK AL ETIHAD

(A PUBLIC SHAREHOLDING LIMITED COMPANY)

AMMAN - THE HASHEMITE KINGDOM OF JORDAN

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

For the Year Ended December 31,

Profit for the Year

Other comprehensive income items which may be
reclassified to profit or loss in the subsequent period

Net change in fair value reserve after tax

Total Comprehensive Income for the Year

Attributable to:
Bank's Shareholders

Non-Controlling Interests

2018 2017
D D
41,085,911 34,799,083
(2,104,192) (1,481,941)
38,981,719 33,317,142
33,650,791 29,882,698
5,330,928 3,434,444
38,981,719 33,317,142

THE ACCOMPANYING NOTES FROM (1) TO (50) CONSTITUTE AN INTEGRAL PART OF THESE

CONSOLIDATED FINANCIAL STATEMENTS AND SHOULD BE READ

THEM AND WITH THE AUDIT REPORT.

WITH
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BANK AL ETIHAD

A PUBLIC SHAREHOLDING LIMITED COMPANY)

AMMAN - THE HASHEMITE KINGDOM OF JORDAN

CONSOLIDATED STATEMENT OF CASH FLOW:

,
Operating Activities

Profit before income tax

Adjustments for non-cash items:

Depreciation and amortization

Provision for expected credit loss

Provision for impairment in foreclosed assets

Unrealized Losses (gains) from financial assets

Loss from sale of property and equipment

Sundry provisions

Banks' share from associates' profits

(Gains) from sale of foreclosed assets against debts

Effect of disposal of subsidary company

Differences in exchange retes on cash and cash equivalents

Profit before changes in assets and liabilities

CHANGES IN ASSETS AND LIABILITIES:
(Increase) decrease in restricted cash balances

(Increase) decrease in financial assets at fair value through other comprehensive income
Decrease {increase) in banks and financial institutions’ deposits with maturity
exceeding 3 months

Decrease in deposits at banks and financial institutions with matunty exceeding 3 months
(Increase) in direct credit facilities
(Increase) in other assets
Increase in customers deposits
(Decrease) increase in cash margins
Increase in other liabilites
Net Cash Flows from Operating Activities Before Tax and Provisions Paid
Income tax paid
Sundry Provisions Paid
Net Cash Flows from Operating Activities

Investing Activities
(Purchase) of financial assets at fair value through comprehensive income
(Purchase) of financial assets at amortized cost
(Purchase) of property and equipment
Proceeds from sale of property and equipment
Matured financizal assets at amortized cost
Proceeds from acquisitions
Cash dividends collected in associates
Net Cash Flows (used in) from Investing Activities

Financing Activities

Dividends distributed to shareholders

(Decrease) increase in borrowing

Increase in capital

Increase in share premium

Increase in capital fees

- Non-controlling intersets
Net Cash Flows (used in) from Financing Activities
Net (decrease)increase in cash and cash equivalent

Effect of the change in exchange rates on cash and cash equivalents

Cash and cash equivalents - Beginning of the year
Cash and cash equivalents - Ending of the Year

For the Year Ended December 31,

Note 2018 2017
0 D

62,530,208 52,144,544
13814 11,025,351 10,332,667
28 10,935,812 15,776,785
15 200,000 1,753,468
34 1,002,899 (432,207)
8 315,651 268,463
20 1,048,709 107,496
12 (8,356) (16,900)
36 (208,038) -
19,116 3

(1,914,563) (2,796,196}
84,946,789 77,138,120

(736,983) 119,351
(6,972,111) 16,223,509

4,065,637 (3,232,271)

8,500,000 3,000,000

(221,433,607) (113,291,334)

(25,403,942) (7,349,025)
297,613,624 78,304,949
(68,274,174) 25,701,024

17,074,372 6,925,865
89,379,605 83,540,188

a/21 (18,402,776) (17,920,819)
20 (50,715) -
70,926,114 65,619,369

(603,655) (2,178,302)

(147,474,105)
(11,949,707)

(90,729,136)
(9,417,583)

13 408,117 167,284

14 (4,558,578) (1,760,039)
- 164,854,581

12 3,000 10,000
(164,168,028) 60,945,805

(18,522,953)

(12,498,395)

(2,975,733) 31,342,749

- 35,000,000

8,750,000

. (824,087)

- (126,000)

(21,498,686) 61,644,266

(114,741,501) 188,210,440

1,914,563 2,796,136

600,016,203 409,009,567

40 487,189,265 600,016,203

THE ACCOMPANYING NOTES FROM (1) TO (50) CONSTITUTE AN INTEGRAL PART OF THESE CONSOLIDATED
FINANCIAL STATEMENTS AND SHOULD BE READ \WITH THEM AND WITH THE AUDIT REPORT.
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BANK AL ETIHAD
(A PUBLIC SHAREHOLDING LIMITED COMPANY)
AMMAN - THE HASHEMITE KINGDOM OF JORDAN

NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS

1. GENERAL
- Bank Al Etihad is a public shareholding company incorporated in Jordan during 1978, in

accordance with the Companies Law No (12) of (1964). Its main branch is located in
Amman, and it was transformed to a bank during the year 1991.

- The Bank provides its financial and banking services through its main branch located in
Amman and through its {(48) branches and its subsidiaries in Jordan.

- The Bank'’s shares are listed and traded on Amman Stock Exchange - Jordan.

- The consolidated financial statements were approved by the Audit Committee on February
7, 2019, based on the authorization of the Bank’s Board of Directors, subject to the

approval of the General Assembly of Shareholders.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Preparation

- The accompanying consolidated financial statements of the Bank and its subsidiaries have
been prepared in accordance with the standards issued by the International Accounting
Standards Board and interpretations of the International Financial Reporting Interpertation
Committee arising from the International Accounting Standrads Committee, and in
conformity with the local applicable laws and regulations and the regulations of the Central

Bank of Jordan.

- The consolidated financial statements have been prepared under the historical cost
convention except for certain financial instruments that have been measured at fair value
at the end of each financial period, as described in the accounting policies below.

- The reporting currency of the consolidated financial statements is the Jordanian Dinar,
which is the functional currency of the Bank.

- The accounting policies adopted in preparing the consolidated financial statements are
consistent with those applied in the year ended December 31, 2017 except for the effect

of what is stated in Note (3 -a &3 - b):

Basis of Consolidation
The consolidated financial statements include the financial statements of the Bank and its

subsidiaries under its control. Meanwhile, control exists when the Bank has control over the
investee company, or it is exposed to variable returns or holds rights for its participation in the
investee company, and the Bank is able to use its control over the investee company to affect

those returns.

- The Bank reassesses whether or not it controls an investee if facts and circumstances
indicate that there are changes to one or more of the elements of control listed above.

- When the Bank has less than the majority of the voting rights of an investee, it considers
that it has power over the investee when the voting rights are sufficient to give it the
practical ability to direct the relevant activities of the investee unilaterally. In this regard,
the Bank considers all relevant facts and circumstances in assessing whether or not the
Bank’s voting rights in an investee are sufficient to give it power, including:
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- The size of the Company’s holding of voting rights relative to the size and
dispersion of holdings of the other vote holders.

- Potential voting rights held by the Company, other vote holders or other parties.

- Rights arising from other contractual arrangements.

- Any additional facts and circumstances that indicate that the Bank has, or does
not have, the current ability to direct the relevant activities at the time that
decisions need to be made, including voting patterns at previous shareholders’
meetings.

All balances, transactions, income, and expenses between the Bank and its subsidiaries
are eliminated.

The subsidiaries financial statements are prepared under the same accounting policies
adopted by the Bank. If the subsidiaries apply different accounting policies than those used
by the Bank, the necessary modifications shall be made to the subsidiaries’ financial
statements to make them comply with the accounting policies used by the Bank.

The results of the subsidiaries' operations are consolidated in the consolidated statement
of income effective from their acquisition date, which is the date on which control over
subsidiaries is effectively transferred to the Bank. Furthermore, the results of the disposed
of subsidiaries are consolidated in the consolidated statement of income up to the date of
their disposal, which is the date on which the Bank loses control over the subsidiaries.

The non-controlling interests represent the portion not owned by the Bank in the
subsidiaries. Non-controlling interests are shown in the subsidiaries’ net assets as a
separate line item within the Bank’s statement of shareholders’ equity.

The Bank owns the following subsidiaries as of December 31, 2018:

Ownership of Date of
Company's Name Paid-up Capital the Bank Nature of Operation Acquisition Location
D %
Al-Etihad for Financial
Brokerage Company L.L.C. 5,000,000 100 Financial Brokerage 2006 Jordan

Finance Leasing

Al-Etihad for Financial Leasing
Company L.L.C 7,500,000 100 2015 Jordan

Acquisition of bonds
and shares in
companies and
borrowing the

Al-Etihad Islamic Investment necessary funds from
Company L.L.C 65,562,636 58 banks 2016 Jordan

Control is achieved when the Bank:

has power over the investee;
is exposed, or has rights, to variable returns from its involvement with the investee; and

has the ability to use its power to affect the investee’s returns.

The Bank reassesses whether or not it controls an investee if facts and circumstances indicate
that there are changes to one or more of the elements of control listed above.
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When the Bank has less than the majority of the voting rights of an investee, it considers that
it has power over the investee when the voting rights are sufficient to give it the practical ability
to direct the relevant activities of the investee unilaterally. In this regard, the Bank considers all
relevant facts and circumstances in assessing whether or not the Bank’s voting rights in an

investee are sufficient to give it power, including:

- the size of the Company’s holding of voting rights relative to the size and dispersion of
holdings of the other vote holders;

- potential voting rights held by the Company, other vote holders or other parties;
- rights arising from other contractual arrangements; and

- any additional facts and circumstances that indicate that the Bank has, or does not have,
the current ability to direct the relevant activities at the time that decisions need to be
made, including voting patterns at previous shareholders’ meetings.

When it loses control of a subsidiary, the Bank performs the following;

° Derecognizes the assets (including goodwill) and liabilities of the subsidiary.

° Derecognizes the book value of any non-controlling interests.

° Derecognizes transfer differences accumulated in Owners’ Equity.

° Derecognizes the fair value to the next controlling party.

. Derecognizes the fair value of any investment retained.

° Derecognizes any gain or loss in the income statement.

° Reclassifies owners’ equity already booked in other comprehensive income to the profit or

loss statement as appropriate.

The subsidiaries’ financial statements are prepared under the same accounting policies adopted
by the Bank. If the subsidiaries apply different accounting policies than those used by the Bank,
the necessary modifications shall be made to the subsidiaries’ financial statements to make

them comply with the accounting policies used by the Bank.

The non-controlling interests represent the portion not owned by the Bank relating to ownership
of the subsidiaries.

Segment Information
= Business sectors represent a group of assets and operations that jointly provide products

or services subject to risks and returns different from those of other business sectors
measured in accordance with the reports sent to the operations management and decision

makers in the Bank.

= The geographical sector relates to providing products or services in a specific economic
environment subject to risk and returns different from those of sectors functioning in other

economic environments.

Net Interest Income
Interest income and expense for all financial instruments, except for those classified as held for

trading, or those measured or designated as at fair value through the statement of income, are
recognized in ‘Net interest income’ as ‘Interest income’ and ‘Interest Expense’ in the statement
of income using the effective interest method. Interest on financial instruments measured as at
fair value through the statement of income is included within the fair value movement during

the period.

= §d =




The effective interest rate (EIR) is the rate that exactly discounts the estimated future cash
flows of the financial instrument through the expected life of the financial instrument or, where
appropriate, a shorter period, to the net carrying amount of the financial asset or financial
liability. The future cash flows are estimated taking into account all the contractual terms.of the

instrument.

The calculation of the EIR includes all fees and points paid or received between parties to the
contract that are incremental and directly attributable to the specific lending arrangement,
transaction costs, and all other premiums or discounts. For financial assets at fair value through
profit or loss, transaction costs are recognized in profit or loss at initial recognition.

The interest income/ interest expense is calculated by applying the EIR to the gross carrying
amount of non-credit impaired financial assets (i.e. at the amortized cost of the financial asset
before adjusting for any expected credit loss allowance), or to the amortized cost of financial
liabilities. For credit-impaired financial assets, interest income is calculated by applying the EIR
to the amortized cost of the credit-impaired financial assets (i.e. the gross carrying amount less
the allowance for expected credit losses (ECLs)). For financial assets originated or purchased
credit-impaired (POCI), EIR reflects the ECLs in determining the future cash flows expected to
be received from the financial asset.

Interest income and expense in the Group’s consolidated statement of income also includes the
effective portion of the fair value changes of derivatives designated as hedging instruments in
the cash flow hedges of interest rate risk. For fair value hedges of interest rate risk related to
interest income and expense, the effective portion of the fair value changes of the designated
derivatives, as well as the fair value changes of the designated risk of the hedged item, are also

included in interest income and expense.

Net Fee and Commission Income
Fee and commission income and expense include fees other than those that are an integral part

of EIR. The fees included in this part of the Group’s consolidated statement of income include,
among other things, fees charged for servicing a loan, non-utilization fees relating to loan
commitments when it is unlikely that these will result in a specific lending arrangement, and

loan syndication fees.

Fee and commission expenses concerning services are accounted for as the services are
received.

Net Trading Income
Net trading income includes all gains and losses from changes in the fair value of financial assets

and financial liabilities held for trading. The Group has elected to present the full fair value
movement of trading assets and liabilities in trading income, including any related interest
income, expense, and dividends.

Net Income from Other Financial Instruments at Fair Value through the Statement of Income

Net income from other financial instruments at fair value through the statement of income
includes all gains and losses from changes in the fair value of financial assets and financial
liabilities at fair value through the statement of income except those that are held for trading.
The Group has elected to present the full fair value movement of assets and liabilities at fair
value through the statement of income in this line, including the related interest income,

expense, and dividends.

The fair value movement on derivatives held for economic hedging where hedge accounting is
not applied is presented in ‘Net income from other financial instruments at fair value through
the statement of income’. However, for designated and effective fair value hedge accounting
relationships, the gains and losses on the hedging instrument are presented in the same line in
the statement of income as the hedged item. For designated and effective cash flow and net
investment hedge accounting relationships, the gains and losses of the hedging instrument,
including any hedging ineffectiveness included in statement of income, are presented in the
same line as the hedged item that affects the statement of income.
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Dividend Income
Dividend income is recognized when the right to receive payment is established. This is the ex-

dividend date for listed equity securities, and usually the date when shareholders approve the
dividend for unlisted equity securities.

The presentation of dividend income in the consolidated statement of income depends on the
classification and measurement of the equity investment, i.e.:

° For equity instruments which are held for trading, dividend income is presented as trading
income; and

° For equity instruments designated at fair value through other comprehensive income,
dividend income is presented in other income; and

° For equity instruments not designated at fair value through other comprehensive income

and not held for trading, dividend income is presented as net income from other
instruments at fair value through the statement of income.

Financial Instruments
Initial recognition and measurement:
Financial assets and financial liabilities are recognized in the Bank’s consolidated statement of

financial position when the Bank becomes a party to the contractual provisions of the instrument.

Recognized financial assets and financial liabilities are initially measured at fair value.
Transaction costs that are directly attributable to the acquisition or issue of financial assets and
financial liabilities (other than financial assets and financial liabilities at fair value through the
statement of income) are added to or deducted from the fair value of the financial assets or
financial liabilities on initial recognition, as appropriate. Transaction costs directly attributable
to the acquisition of financial assets or financial liabilities at fair value through the statement of
income are recognized immediately in profit or loss.

If the transaction price differs from the fair value at initial recognition, the Bank will account for
such difference as follows:

. If fair value is evidenced by a quoted price in an active market for an identical asset or
liability or based on a valuation technique that uses only data from observable markets,
then the difference is recognized in the statement of income on initial recognition (i.e. day

1 profit or loss);

° In all other cases, fair value will be adjusted to bring it in line with the transaction price
(i.e. day 1 profit or loss will be deferred by including it in the initial carrying amount of the

asset or liability).

After initial recognition, the deferred gain or loss will be released to the statement of income on
a rational basis, only to the extent that it arises from a change in a factor (including time) that
market participants would take into account when pricing the asset or liability or when
derecognizing the instrument.

Financial Assets

Initial Recognition
All financial assets are recognized on the trading date when the purchase or sale of a financial

asset is under a contract whose terms require delivery of the financial asset within the timeframe
established by the market concerned. They are initially measured at fair value plus transaction
costs, except for those financial assets classified as at fair value through the statement of
income. Transaction costs directly attributable to the acquisition of financial assets classified as
at fair value through the statement of income are recognized immediately in the consolidated

statement of income.
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Subseguent Measurement
All recognized financial assets that are within the scope of IFRS (9) are required to be

subsequently measured at amortized cost or fair value on the basis of the entity’s business
model for managing the financial assets and the contractual cash flow characteristics of the

financial assets. Specifically:

. Debt instruments held within a business model whose objective is to collect the contractual
cash flows, and that have contractual cash flows that are solely payments of principal and
interest on the principal amount outstanding (SPPI), are subsequently measured at
amortized cost;

. Debt instruments held within a business model whose objective is both to collect the
contractual cash flows and to sell the debt instruments, and that have contractual cash
flows that are SPPI, are subsequently measured at fair value through other comprehensive
income;

J All other debt instruments (e.g. debt instruments managed on a fair value basis, or held
for sale) and equity investments are subsequently measured at fair value through the

statement of income,

However, the Bank may irrevocably make the following selection / designation at initial
recognition of a financial asset on an asset- by-asset basis:

. The Bank may irrevocably select to present subsequent changes in fair value of an equity
investment that is neither held for trading nor contingent consideration recognized by an
acquirer in a business combination to which IFRS (3) applies, in other comprehensive
income; and

. The Bank may irrevocably designate a debt instrument that meets the amortized cost or
fair value through other comprehensive income criteria as measured at fair value through
the statement of income if doing so eliminates or significantly reduces an accounting
mismatch (referred to as the fair value option).

Debt Instruments at Amortized Cost or at Fair Value Through Other Comprehensive Income
The Bank assesses the classification and measurement of a financial asset based on the
contractual cash flow characteristics of the asset and the Bank’s business model for managing

the asset,

For an asset to be classified and measured at amortized cost or at fair value through other
comprehensive income, its contractual terms should give rise to cash flows that are solely
payments of principal and interest on the principal outstanding (SPPI).

For the purpose of (SPPI) test, principal is the fair value of the financial asset at initial
recognition. That principal amount may change over the life of the financial asset (e.g. if there
are repayments of principal). Interest consists of consideration for the time value of money, for
the credit risk associated with the principal amount outstanding during a particular period of
time, and for other basic lending risks and costs, as well as a profit margin. The SPPI assessment
is made in the currency in which the financial asset is denominated.

Contractual cash flows that are SPPI are consistent with a basic lending arrangement.
Contractual terms that introduce exposure to risks or volatility in the contractual cash flows that
are unrelated to a basic fending arrangement, such as exposure to changes in equity prices or
commodity prices, do not give rise to contractual cash flows that are SPPL. An originated or an
acquired financial asset can be a basic lending arrangement irrespective of whether it is a loan

in its legal form.

Assessment of Business Models

An assessment of business models for managing financial assets is fundamental to the
classification of a financial asset. The Bank determines the business models at a level that
reflects how groups of financial assets are managed together to achieve a particular business
objective. The Bank’s business model does not depend on management’s intentions for an
individual instrument; therefore, the business model assessment is performed at a higher level
of aggregation rather than on an instrument-by-instrument basis.
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The Bank has more than one business model for managing its financial instruments that reflect
how the Bank manages its financial assets in order to generate cash flows. The Bank's business
models determine whether cash flows will result from collecting contractual cash flows, selling

financial assets or both.

The Bank considers all relevant information available when making the business model
assessment. However, this assessment is not performed based on scenarios that the Bank does
not reasonably expect to occur, such as so-called ‘worst case’ or 'stress case’ scenarios. The
Bank takes into account all relevant evidence available such as:

. The stated policies and objectives of the portfolioc and application of those policies
concerning if the management strategy focuses on obtaining contractual revenues,
maintaining a specific profit rate, and matching the maturity period of financial assets with
that of the financial liabilities that finance those assets.

. How the performance of the business model and the financial assets held within that
business model are evaluated and reported to the entity’s key management personnel;

. The risks that affect the performance of the business model (and the financial assets held
within that business model)} and, in particular, the way in which those risks are managed;
and

J How the business managers are compensated (e.g. whether the compensation is based on
the fair value of the assets managed or on the contractual cash flows collected).

At initial recognition of a financial asset, the Bank determines whether newly recognized financial
assets are part of an existing business model or whether they reflect the commencement of a
new business model, The Bank reassess its business models each reporting period to determine
whether the business models have changed since the preceding period. For the current and prior
reporting period, the Bank has not identified any change in its business models.

When a debt instrument measured at fair value through other comprehensive income is
derecognized, the cumulative gain/loss previously recognized in other comprehensive income is
reclassified from equity to the statement of income. In contrast, for an equity investment
designated as measured at fair value through other comprehensive income, the cumulative
gain/loss previously recognized in OCI is not subsequently reclassified to profit or loss but

transferred within equity.

Debt instruments that are subsequently measured at amortized cost or at fair value through
other comprehensive income are subject to impairment.

Financial Assets at fair Value Through the Statement of Income
Financial assets at fair valtue through profit or loss are:

. Assets with contractual cash flows that are not SPPI; or/and

. Assets that are held in a business model other than held to collect contractual cash fiows
or held to collect and sell; or

. Assets designated at fair value through profit or loss using the fair value option.

These assets are measured at fair value, with any gains/losses arising on re-measurement
recognized in the statement of income.

Reclassifications
If the business model under which the Bank holds financial assets changes, the financial assets

affected are reclassified. The classification and measurement requirements related to the new
category apply prospectively from the first day of the first reporting period following the change
in business model, which results in reclassifying the Bank’s financial assets. During the current
financial year and previous accounting period, there was no change in the business model under
which the Bank holds financial assets, and therefore, no reclassifications were made. The
changes in the contractual cash flows are considered under the accounting policy on the
modification and de-recognition of financial assets described below.
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Foreign Exchange Gains and Losses
The carrying amount of financial assets denominated in a foreign currency is determined in that

foreign currency and translated at the spot rate at the end of each reporting period. Specifically:

¢ For financial assets measured at amortized cost that are not part of a designated hedging
relationship, exchange differences are recognized in the statement of income; and
° For debt instruments measured at fair value through other comprehensive income that are

not part of a designated hedging relationship, exchange differences on the amortized cost
of the debt instrument are recognized in the statement of income. Other exchange
differences are recognized in other comprehensive income in the investments revaluation
reserve; and

° For financial assets measured at fair value through the statement of income that are not
part of a designated hedge accounting relationship, exchange differences are recognized
in the statement of income either in ‘net trading income’, if the asset is held for trading,
or in ‘net income from other financial instruments at fair value through the statement of
income if otherwise held at fair value through the statement of income; and

° For equity instruments measured at fair value through other comprehensive income,
exchange differences are recognized in other comprehensive income in the investments

revaluation reserve.

Fair Value Option
A financial instrument with a fair value that can be reliably measured at fair value through the

income statement (fair value option) may be classified at initial recognition even if the financial
instruments are not acquired or incurred principally for the purpose of selling or repurchasing.
The fair value option may be used for financial assets if it significantly eliminates or significantly
reduces the measurement or recognition inconsistency that would otherwise have resulted in
the measurement of the asset or liability or recognized the related gain or loss on a different
basis ("accounting mismatch"). The fair value option for financial liabilities can be chosen in the

following cases:

o If the selection leads to a significant cancellation or reduction of the accounting mismatch;

« If the financial liabilities are part of a portfolio managed on a fair value basis, in accordance
with a documented risk management or investment strategy; or

« If a derivative is included in the underlying financial or non-financial contract and the
derivative is not closely related to the underlying contract.

These instruments can not be reclassified from the fair value category through the statement of
income while retained or issued. Financial assets at fair value through the income statement are
recognized at fair value with any unrealized gain or loss arising from changes in fair value

recognized in investment income.

Impairment
The Bank recognizes loss allowances for expected credit losses on the following financial

instruments that are not measured at fair value through the statement of income:

Balances and deposits at banks and financial institutions;

Direct credit facilities (loans and advances to customers);

Financial assets at amortized cost (debt investment securities);

Financial assets at fair value through other comprehensive income;

Off-statement of financial position exposure subject to credit risk (financial guarantee

contracts issued).

No impairment loss is recognized on equity investments.
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With the exception of purchased or originated credit-impaired (POCI) financial assets {which are
considered separately below), ECLs are required to be measured through a loss allowance at an

amount equal to:

» 12-month ECLs, i.e. lifetime ECL that result from those default events on the financial
instrument that are possible within 12 months after the reporting date, (referred to as
Stage 1); or

. Full lifetime ECLs, i.e. lifetime ECL that result from all possible default events over the life

of the financial instrument, (referred to as Stage 2 and Stage 3).

A loss allowance for full lifetime ECL is required for a financial instrument if the credit risk on
that financial instrument has Increased significantly since initial recognition. For all other
financial instruments, ECLs are measured at an amount equal to the 12-month ECL.

ECLs are a probability-weighted estimate of the present value of credit losses. These are
measured as the present value of the difference between the cash flows due to the Group under
the contract and the cash flows that the Group expects to receive arising from the weighting of
multiple future economic scenarios, discounted at the asset’s EIR.

For utilized loan limits, the ECL is the difference between the present value of the difference
between the contractual cash flows that are due to the Group if the holder of the commitment
draws down the loan and the cash flows that the Group expects to receive if the loan is utilized;

and

For financial guarantee contracts, the ECL is the difference between the expected payments to
reimburse the holder of the guaranteed debt instrument less any amounts that the Group
expects to receive from the holder, the client, or any other party.

The Bank measures ECL on an individual basis, or on a collective basis for portfolios of loans
that share similar economic risk characteristics. The measurement of the loss ailowance is based
on the present value of the asset’s expected cash flows using the asset’s original EIR, regardless
of whether it is measured on an individual basis or a collective basis.

Credit-impaired Financial Assets
A financial asset is ‘credit-impaired” when one or more events that have a detrimental impact

on the estimated future cash flows of the financial asset have occurred. Credit-impaired financial
assets are referred to as Stage 3 assets. Evidence of credit-impairment includes observable data

about the following events:

. Significant financial difficulty of the borrower or issuer;
. A breach of contract such as a default or past due event;
. The lender of the borrower, for economic or contractual reasons relating to the borrower’s

financial difficulty, having granted to the borrower a concession that the lender would not
otherwise consider;

. The disappearance of an active market for a security because of financial difficufties; or

. The purchase of a financial asset at a deep discount that reflects the incurred credit losses.

It may not be possible to identify a single discrete event, Instead, the combined effect of several
events may have caused financial assets to become credit-impaired. The Bank assesses whether
debt instruments that are financial assets measured at amortized cost or fair value through
other comprehensive income are credit-impaired at each reporting date. To assess if sovereign
and corporate debt instruments are credit impaired, the Bank considers factors such as bond
yields, credit ratings and the ability of the borrower to raise funding.

A loan is considered credit-impaired when a concession is granted to the borrower due to a
deterioration in the borrower’s financial condition, unless there is evidence that as a resuft of
granting the concession, the risk of not receiving the contractual cash flows has reduced
significantly, and there are no other indicators of impairment. For financial assets where
concessions are contemplated but not granted, the asset is deemed credit-impaired when there
is observable evidence of credit-impairment including meeting the definition of default, The
definition of default includes unlikeliness to pay indicators and a back- stop if amounts are
overdue for 90 days or more. However, cases where the assets impairment is not recognized
after 90 days of their becoming due are supported by reasonable information.
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Purchased or Originated Credit-impaired (POCI) Financial Agsets

POCI financial assets are treated differently because the asset is credit-impaired at initial
recognition. For these assets, the Bank recognizes all changes in lifetime ECL since initial
recognition as a loss allowance with any changes recognized in the statement of income. A
favorable change for such assets creates an impairment gain.

Definition of Default
Critical to the determination of ECL is the definition of default. The definition of default is used

in measuring the amount of ECL and in determining whether the loss allowance is based on 12-
month or lifetime ECL, as default is a component of the probability of default (PD) which affects
both the measurement of ECLs and the identification of a significant increase in the credit risk

below.

The Bank considers the following as constituting an event of default:

. The borrower is past due for more than 90 days on any material credit obligation to the
Bank; or

. The borrower is unlikely to pay its credit obligations to the Bank in full.

The definition of default is appropriately tailored to reflect different characteristics of different
types of assets. Overdrafts are considered as being past due once the customer has breached
an advised limit or has been advised of a limit smaller than the current amount outstanding.

When assessing if the borrower is unlikely to pay its credit obligation, the Bank takes into
account both qualitative and quantitative indicators. The information assessed depends on the
type of the asset. For example, in corporate lending, a qualitative indicator used is the breach
of covenants, which is not relevant for retail lending. Quantitative indicators, such as overdue
status and non-payment on another obligation of the same counterparty are key inputs in this
analysis. The Bank uses a variety of sources of information to assess default that is either

developed internally or obtained from external sources.

Significant Increase in Credit Risk
The Bank monitors all financial assets, issued loan commitments and financial guarantee

contracts that are subject to the impairment requirements to assess whether there has been a
significant increase in credit risk since initial recognition. If there has been a significant increase
in credit risk, the Bank measures the loss allowance based on lifetime rather than 12-month

ECL.

The Bank’s accounting policy is not to use the practical expedient that financial assets with ‘fow’
credit risk at the reporting date are deemed not to have had a significant increase in credit risk.
As a result, the Group monitors all financial assets, issued loan commitments and financial
guarantee contracts that are subject to impairment for significant increase in credit risk.

In assessing whether the credit risk on a financial instrument has increased significantly since
initial recognition, the Bank compares the risk of a default occurring on the financial instrument
at the reporting date based on the remaining maturity of the instrument with the risk of a default
occurring that was anticipated for the remaining maturity at the current reporting date when
the financial instrument was first recognized. In making this assessment, the Bank considers
both quantitative and qualitative information that is reasonable and supportable, including
historical experience and forward-looking information that is available without undue cost or
effort, based on the Bank’s historical experience and expert credit assessment including forward-

looking information.

Multipte economic scenarios form the basis of determining the probability of default at initial
recognition and at subsequent reporting dates. Different economic scenarios will lead to a
different probability of default. It is the weighting of these different scenarics that forms the
basis of a weighted average probability of default that is used to determine whether credit risk

has significantly increased.
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For corporate lending, forward-looking information includes the future prospects of the
industries in which the Bank’s counterparties operate, obtained from economic expert reports,
financial analysts, governmental bodies, relevant think-tanks and other similar organizations,
as well as consideration of various internal and external sources of actual and forecast economic
information. For retail, lending forward-looking information includes the same economic
forecasts as corporate lending with additional forecasts of local economic indicators, particularly
for regions with a concentration to certain industries, as well as internally generated information

of customer payment behavior.

The Bank allocates its counterparties to a relevant internal credit risk grade depending on their
credit quality. The quantitative information is a primary indicator of significant increase in credit
risk and is based on the change in lifetime PD by comparing:

] The remaining lifetime PD at the reporting date; with

. The remaining lifetime PD for this point in time that was estimated based on facts and
circumstances at the time of initial recognition of the exposure.

The PDs used are forward looking, and the Bank uses the same methodologies and data used
to measure the loss allowance for ECL.

The qualitative factors that indicate significant increase in credit risk are reflected in PD models
on a timely basis. However, the Bank still considers separately some qualitative factors to assess
if credit risk has increased significantly. For corporate lending, there is particular focus on assets
included in the ‘watch list’, as exposure is watch-listed once there is a concern that the
creditworthiness of the specific counterparty has deteriorated. For retail lending, the Bank
considers the expectation of forbearance and payment holidays, credit scores and events such
as unemployment, bankruptcy, divorce, or death.

Given that a significant increase in credit risk since initial recognition is a relative measure, a
given change, in absolute terms, in the PD will be more significant for a financial instrument
with a lower initial PD compared to a financial instrument with a higher PD.

As a back-stop when an asset becomes more than (45) days past due, the Bank considers that
a significant increase in credit risk has occurred and the asset is in Stage 2 of the impairment
model, i.e. the loss allowance is measured as the lifetime ECL.

Modification and Derecognition of Financial Assets

A modification of a financial asset occurs when the contractual terms governing the cash flows
of a financial asset are renegotiated or otherwise modified between initial recognition and
maturity of the financial asset. A modification affects the amount and/or timing of the
contractual cash flows either immediately or at a future date. In addition, the introduction or
adjustment of existing covenants of an existing loan would constitute a modification even if
these new or adjusted covenants do not yet affect the cash flows immediately but may affect
the cash flows depending on whether the covenant is or is not met (e.g. a change to the increase
in the interest rate that arises when covenants are breached).

The Bank renegotiates loans to customers in financial difficulty to maximize collection and
minimize the risk of default. A loan forbearance is granted in cases where although the borrower
made ail reasonable efforts to pay under the original contractual terms, there is a high risk of
default, or default has already happened, and the borrower is expected to be able to meet the
revised terms. The revised terms in most of the cases include an extension of the maturity of
the loan, changes to the timing of the cash flows of the loan (principal and interest repayment),
reduction in the amount of cash flows due (principal and interest forgiveness) and amendments
to covenants. The Bank has an established forbearance policy, which applies for corporate and

retail lending.
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When a financial asset is modified, the Bank assesses whether this modification results in
derecognition. In accordance with the Bank’s policy, a modification results in derecognition when
it gives rise to substantially different terms. To determine if the modified terms are substantially
different from the original contractual terms, the Bank considers the following:

. Qualitative factors, such as contractual cash flows after modification are no longer SPPI,
change in currency or change of counterparty, the extent of change in interest rates, and
maturity, covenants. If these do not clearly indicate a substantial modification, then;

. A quantitative assessment is performed to compare the present value of the remaining
contractual cash flows under the original terms with the contractual cash flows under the
revised terms, both amounts discounted at the original effective interest.

In the case where the financial asset is derecognized, the loss allowance for ECL is re-measured
at the date of derecognition to determine the net carrying amount of the asset at that date. The
difference between this revised carrying amount and the fair value of the new financial asset
with the new terms will lead to a gain or loss on derecognition. The new financial asset will have
a loss allowance measured based on 12-month ECL except in the rare occasions where the new
loan is considered to be originated- credit impaired. This applies only in the case where the fair
value of the new loan is recognized at a significant discount to its revised par amount because
there remains a high risk of default that has not been reduced by the modification. The Bank
meonitors credit risk of modified financial assets by evaluating qualitative and quantitative
information, such as if the borrower is in past due status under the new terms.

When the contractual terms of a financial asset are modified and the modification does not result
in derecognition, the Bank determines if the financial asset’s credit risk has increased

significantly since initial recognition by comparing:

) The remaining lifetime PD estimated based on data at initial recognition and the originat

contractual terms; with
. The remaining lifetime PD at the reporting date based on the modified terms.

For financial assets modified as part of the Bank’s forbearance policy, where modification did
not result in derecognition, the estimate of PD reflects the Bank’s ability to collect the modified
cash flows taking into account the Bank’s previous experience of similar forbearance action, as
well as various behavioral indicators, including the borrower’s payment performance against the
modified contractual terms. If the credit risk remains significantly higher than what was
expected at initial recognition the loss allowance will continue to be measured at an amount
equal to lifetime ECL. The loss allowance on forborne loans will generally only be measured
based on 12-month ECL when there is evidence of the borrower’s improved repayment behavior
following modification leading to a reversal of the previous significant increase in credit risk,

Where a modification does not lead to derecognition the Bank calculates the modification
gain/loss comparing the gross carrying amount before and after the modification (excluding the
ECL allowance). Then the Bank measures ECL for the modified asset, where the expected cash
flows arising from the modified financial asset are included in calculating the expected cash

shortfalls from the original asset.

The Bank derecognizes a financial asset only when the contractual rights to the asset’s cash
flows expire {including expiry arising from a modification with substantially different terms), or
when the financial asset and substantially all the risks and rewards of ownership of the asset
are transferred to another entity. If the Bank neither transfers nor retains substantially all the
risks and rewards of ownership and continues to control the transferred asset, the Bank
recognizes its retained interest in the asset and an associated liability for amounts it may have
to pay. If the Bank retains substantially all the risks and rewards of ownership of a transferred
financial asset, the BRank continues to recognize the financial asset and recognizes a

collateralized borrowing for the proceeds received.
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On derecognition of a financial asset in its entirety, the difference between the asset’s carrying
amount and the sum of the consideration received and receivable and the cumulative gain/loss
that had been recognized in OCI and accumulated in equity is recognized in profit or loss, with
the exception of equity investrment designated as measured at fair value through other
comprehensive income, where the cumulative gain/loss previously recognized in OCI is not
subsequently reclassified to profit or loss.

Write-off
Loans and debt securities are written off when the Bank has no reasonable expectations of

recovering the financial asset (either in its entirety or a portion thereof}), This is the case when
the Bank determines that the borrower does not have assets or sources of income that could
generate sufficient cash flows to repay the amounts subject to the write-off, which constitutes
a derecognition event, In this respect, the Bank may apply enforcement activities to financial
assets written off. Meanwhile, recoveries resulting from the Group’s enforcement activities will

result in impairment gains.

Presentation of Allowance for ECL in the Consolidation Statement of Financial Position
Loss allowances for ECL are presented in the statement of financial position as foliows:

. For financial assets measured at amortized cost: as a deduction from the gross carrying
amount of the assets;
» Eor debt instruments measured at fair value through other comprehensive income: no loss

allowance is recognized In the statement of financial position as the carrying amount is at
fair value. However, the loss allowance is included as part of the revaluation amount in
the investments revaluation reserve.

. For loan commitments and financial guarantee contracts: as a provision; and

J Where a financial instrument includes both a drawn and an undrawn component, and the
Bank cannot identify the ECL on the loan commitment component separately from those
on the drawn component: the Bank presents a combined loss allowance for both
components. The combined amount is presented as a deduction from the gross carrying
amount of the drawn component. Any excess of the loss allowance over the gross amount
of the drawn component is presented as a provision.

Financial Liabilities and Equity
Debt and equity instruments issued are classified either as financial fiabilities or as equity in

accordance with the substance of the contractual arrangement.

A financial liability is:

- acontractual obligation to deliver cash or another financial asset or to exchange financial
assets or financial liabilities with another entity under conditions that are potentially

unfavorable to the Bank; or

- a contract that will or may be settled in the Bank’s own equity instruments and is a non-
derivative contract for which the Bank is or may be obliged to deliver a variable number
of its own equity instruments; or

- a derivative contract over own equity that will or may be settled other than by the
exchange of a fixed amount of cash (or another financial asset) for a fixed number of the

Group’s own eqguity instruments.

Equity Instruments

Paid-up Capital
An equity instrument is any contract that evidences a residual interest in the assets of an entity

after deducting all of its liabilities. Equity instruments issued by the Bank are recognized at the
proceeds received, net of direct issue costs.

Treasury Shares
Repurchase of the Bank’s own equity instruments is recognized and deducted directly in equity.

No gain or loss is recognized in statement of income on the purchase, sale, issue or cancellation
of the Bank’s own equity instruments.
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Compound instruments
The component parts of compound instruments (e.g. convertible notes) issued by the Bank are

classified separately as financial liabilities and equity in accordance with the substance of the
contractual arrangements and the definitions of a financial liability and an equity instrument. A
conversion option that will be settled by the exchange of a fixed amount of cash or another
financial asset for a fixed number of the Company's own equity instruments is an equity

instrument.

At the date of issue, the fair value of the liability component is estimated using the prevailing
market interest rate for similar non-convertible instruments. In the case where there are non-
closed related embedded derivatives, these are separated first with the remainder of the
financial liability being recorded on an amortized cost basis, using the effective interest method
until extinguished upon conversion, or at the instrument’s maturity date.

Financial Liabilities
Financial liabilities are classified as either financial liabilities ‘at fair value through the statement

of income’ or ‘other financial liabilities’.

Financial Liabilities at Fair Value through the Statement of Income

Financial liabilities are classified as at fair value through the statement of income when the
financial liability is (i} held for trading, or (ii) it is designated as at fair value through the
statement of income. A financial liability is classified as held for trading if:

. It has been incurred principally for the purpose of repurchasing it in the near term; or

. On initial recognition, it is part of a portfolio of identified financial instruments that the
Bank manages together and has a recent actual pattern of short-term profit-taking; or

. It is a derivative that is not designated and effective as a hedging instrument.

A financial liability other than a financial liability held for trading or contingent consideration that
may be paid by an acquirer as part of a business combination may be designated as at fair value
through the statement of income upon initial recognition if:

. Such designation eliminates or significantly reduces a measurement or recognition
inconsistency that would otherwise arise; or

. The financial liability forms part of a group of financial assets or financial liabilities or both,
which is managed and its performance is evaluated on a fair value basis, in accerdance
with the Bank’s documented risk management or investment strategy, and information
about the grouping is provided internally on that basis; or

. It forms part of a contract containing one or more embedded derivatives, and IFRS (9)
permits the entire hybrid (combined) contract to be designated as at fair value through

the statement of income.

Financial liabilities at fair value through the statement of income are stated at fair value, with
any gains/losses arising on re-measurement recognized in the statement of income to the extent
that they are not part of a designated hedging relationship. The net gain/loss recognized in profit
or loss incorporates any interest paid on the financial liability and is included in the ‘net income
from other financial instruments at fair value through the statement of income,

However, for non-derivative financial liabilities designated as at fair value through the statement
of income, the amount of change in the fair value of the financial liability attributable to changes
in the credit risk of that liability is recognized in OCI, unless the recognition of the effects of
changes in the liability’s credit risk in OCI would create or enlarge an accounting mismatch in
profit or loss. The remaining amount of change in the fair value of liability is recognized in profit
or loss. Changes in fair value attributable to a financial liability’s credit risk that are recognized
in OCI are not subsequently reclassified to profit or loss; instead, they are transferred to retained
earnings upon derecognition of the financial liability.

For issued loan commitments and financial guarantee contracts designated as at fair value
through the statement of income, all gains and losses are recognized in profit or loss.
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In determining whether recognizing changes in the liability’s credit risk in other comprehensive
income will create or enlarge an accounting mismatch in profit or loss, the Bank assesses
whether it expects that the effects of changes in the liability’s credit risk will be offset in profit
or loss by a change in the fair value of another financial instrument measured at fair value
through the statement of income. This determination is made at initial recognition.

Other Financial Liabilities

Other financial liabilities, including deposits and borrowings, are initially measured at fair value,
net of transaction costs. Other financial liabilities are subsequently measured at amortized cost
using the effective interest method. The effective interest method is a method of calculating the
amortized cost of a financial liability and of allocating interest expense over the relevant period.
The EIR is the rate that exactly discounts estimated future cash payments through the expected
life of the financial liability, or, where appropriate, a shorter period, to the net carrying amount
on initial recognition. For details on EIR, see the “net interest income section” above.

Derecognition of Financial Liabilities
The Bank derecognizes financial liabilities when, and only when, the Bank’s obligations are

discharged, cancelled or have expired. The difference between the carrying amount of the
financial liability derecognized and the consideration paid and payable is recognized in the
statement of income.

When the Bank exchanges with the existing lender one debt instrument into another one with
substantially different terms, such exchange is accounted for as an extinguishment of the
original financial liability and the recognition of a new financial liability. Similarly, the Bank
accounts for substantial modification of terms of an existing liability or part of it as an
extinguishment of the original financial liability and the recognition of a new liability. It is
assumed that the terms are substantially different if the discounted present value of the cash
flows under the new terms, including any fees paid net of any fees received and discounted
using the original effective rate is at least (10) per cent different from the discounted present
value of the remaining cash flows of the original financial liability.

Derivative Financial Instruments
The Bank enters into a variety of derivative financial instruments some of which are held for

trading while others are held to manage the Bank’s exposure to interest rate risk, credit risk,
and foreign exchange rate risk. Derivative held include foreign exchange forward contracts,
interest rate swaps, cross currency interest rate swaps and credit default swaps.

Derivatives are initially recognized at fair value at the date a derivative contract is entered into
and are subsequently re-measured to their fair value at each balance sheet date. The resulting
gain/loss is recognized in profit or loss immediately unless the derivative is designated and
effective as a hedging instrument, in which event the timing of the recognition in profit or loss
depends on the nature of the hedge relationship. The Bank designates certain derivatives as
hedges of the fair value of recognized assets or liabilities or firm commitments (fair value
hedges), hedges of highly probable forecast transactions, hedges of foreign currency risk of firm
commitments (cash flow hedges), or hedges of net investments in foreign operations (net

investment hedges).

A derivative with a positive fair value is recognized as a financial asset whereas a derivative with
a negative fair value is recognized as a financial liability. A derivative is presented as a non-
current asset or a non-current liability if the remaining maturity of the instrument is more than
(12) months, and it is not expected to be realized or settled within (12) months. Other
derivatives are presented as current assets or current liabilities.

Embedded Derivatives
Derivatives embedded in financial liabilities or other non-financial asset host contracts are

treated as separate derivatives when their risks and characteristics are not closely related to
those of the host contracts, and the host contracts are not measured at fair value through profit

or loss.

An embedded derivative is presented as a non-current asset or a non-current liability if the
remaining maturity of the hybrid instrument to which the embedded derivative relates is more
than 12 months and is not expected to be realized or settled within 12 months. Other embedded
derivatives are presented as current assets or current liabilities.
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Financial Guarantee Contracts
A financial guarantee contract is a contract that requires the issuer to make specified payments

to reimburse the holder for a loss it incurs because a specified debtor fails to make payments
when due in accordance with the terms of a debt instrument.

Financial guarantee contracts issued by a group entity are initially measured at their fair values
and, if not designated as at fair value through profit or loss and not arising from a transfer of a
financial asset, are subsequently measured at the higher of:

° The amount of the loss allowance determined in accordance with IFRS (9); and
° The amount initially recognized less, where appropriate, cumulative amount of income
recognized in accordance with the Bank’s revenue recognition policies.

Financial guarantee contracts not designated at fair value through profit or loss are presented
as provisions in the consolidated statement of financial position, and the re-measurement is

presented in other revenue.

The Bank has not designated any financial guarantee contracts as at fair value through profit or
loss.

Commitments to Provide a Loan at a Below-Market Interest Rate
Commitments to provide a loan at a below-market interest rate are initially measured at their
fair values and, if not designated as at fair value through profit or loss, are subsequently

measured at the higher of:

° The amount of the loss allowance determined in accordance with IFRS (9); and
° The amount initially recognized less, where appropriate, cumulative amount of income
recognized in accordance with the Bank’s revenue recognition policies.

Commitments to provide a loan below market rate not designated at fair value through profit or
loss are presented as provisions in the consolidated statement of financial position, and the re-
measurement is presented in other revenue.

The Bank has not designated any commitments to provide a loan below market rate designated
at fair value through profit or loss.

Hedge Accounting
The Bank designates certain derivatives as hedging instruments in respect of foreign currency

risk and interest rate risk in fair value hedges, cash flow hedges, or hedges of net investments
in foreign operations as appropriate. Hedges of foreign exchange risk on firm commitments are
accounted for as cash flow hedges. The Bank does not apply fair value hedge accounting of
portfolio hedges of interest rate risk. In addition, the Bank does not use the exemption to
continue using IAS (39) hedge accounting rules, i.e. the Bank applies IFRS (9) hedge accounting

rules in full.

At the inception of the hedge relationship, the Bank documents the relationship between the
hedging instrument and the hedged item, along with its risk management objectives and its
strategy for undertaking various hedge transactions. Furthermore, at the inception of the hedge
and on an ongoing basis, the Bank documents whether the hedging instrument is effective in
offsetting changes in fair values or cash flows of the hedged item attributable to the hedged
risk, which is when the hedging relationships meet all of the following hedge effectiveness

requirements:

° There is an economic relationship between the hedged item and the hedging instrument;

° The effect of credit risk does not dominate the value changes that result from that
economic relationship; and

o The hedge ratio of the hedging relationship is the same as that resulting from the quantity
of the hedged item that the Bank actually hedges and the quantity of the hedging
instrument that the Bank actually uses to hedge that quantity of the hedged item.
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The Bank rebalances ‘a hedging relationship in order to comply with the hedge ratio
requirements, when necessary. In such cases, discontinuation may apply to only part of the
hedging relationship. For example, the hedge ratio might be adjusted in such a way that some
of the volume of the hedged item is no longer part of a hedging relationship; hence, hedge
accounting is discontinued only for the volume of the hedged item that is no longer part of the

hedging relationship.

If a hedging relationship ceases to meet the hedge effectiveness requirement relating to the
hedge ratio, but the risk management objective for that designated hedging relationship remains
the same, the Bank adjusts the hedge ratio of the hedging relationship (i.e. rebalances the
hedge) so that it meets the qualifying criteria again.

In some hedge relationships, the Bank designates only the intrinsic value of options. In this
case, the fair value change of the time value component of the option contract is deferred in
OCI, over the term of the hedge, to the extent that it relates to the hedged item and is
reclassified from equity to profit or loss when the hedged item does not result in the recognition
of a non-financial item. The Bank’s risk management policy does not include hedges of items
that result in the recognition of non-financial items, because the Bank'’s risk exposures relate to

financial items only.

The hedged items designated by the Bank are time-period related hedged items, which means
that the amount of the original time value of the option that relates to the hedged item is
amortized from equity to profit or loss on a rational basis (e.g. straight- line) over the term of

the hedging relationship.

In some hedge relationships, the Bank excludes from the designation the forward element of
forward contracts or the currency basis spread of cross currency hedging instruments. In this
case, a treatment is applied similar to the one applied for the time value of options. The
treatment for the forward element of a forward and the currency basis element is optional and
the option is applied on a hedge-by-hedge basis, unlike the treatment for the time value of the
options, which is mandatory. For hedge relationships with forwards or foreign currency
derivatives such as cross currency interest rate swaps, where the forward element or the
currency basis spread is excluded from the designation, the Bank generally recognizes the

excluded element in OCI.

The fair values of the derivative instruments used for hedging purposes and movements in the
hedging reserve are determined in equity.

Fair Value Hedges
The fair value change on qualifying hedging instruments is recognized in profit or loss except

when the hedging instrument hedges an equity instrument designated at fair value through
other comprehensive income in which case it is recognized in OCIL. The Bank has not designated
fair value hedge relationships where the hedging instrument hedges an equity instrument
designated at fair value through other comprehensive income.

The carrying amount of a hedged item not already measured at fair value is adjusted for the fair
value change attributable to the hedged risk with a corresponding entry in profit or loss. For
debt instruments measured at fair value through other comprehensive income, the carrying
amount is not adjusted as it is already at fair value, but the part of the fair value gain or loss
on the hedged item associated with the hedged risk is recognized in profit or loss instead of OCI.
When the hedged item is an equity instrument designated at fair value through other
comprehensive income, the hedging gain/loss remains in other comprehensive income to match

that of the hedging instrument.

Where hedging gains/losses are recognized in profit or loss, they are recognized in the same
line as the hedged item.

The Bank discontinues hedge accounting only when the hedging relationship (or a part thereof)
ceases to meet the qualifying criteria (after rebalancing, if applicable). This includes instances
when the hedging instrument expires or is sold, terminated or exercised. The discontinuation is
accounted for prospectively. The fair value adjustment to the carrying amount of hedged items
for which the EIR method is used (i.e. debt instruments measured at amortized cost or at fair
value through other comprehensive income) arising from the hedged risk is amortized to profit
or loss commencing no later than the date when hedge accounting is discontinued.
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Cash Flow Hedges
The effective portion of changes in the fair value of derivatives and other qualifying hedging

instruments that are designated and qualify as cash flow hedges is recognized in the cash flow
hedging reserve, a separate component of OCI, limited to the cumulative change in fair value
of the hedged item from inception of the hedge less any amounts recycled to profit or loss.

Amounts previously recognized in OCI and accumulated in equity are reclassified to profit or
loss in the periods when the hedged item affects profit or loss, in the same line as the recognized
hedged item. If the Bank no longer expects the transaction to occur, that amount is immediately

reciassified to profit or loss.

The Bank discontinues hedge accounting only when the hedging relationship {or a part thereof)
ceases to meet the qualifying criteria (after rebalancing, if applicable). This includes instances
when the hedging instrument expires or is sold, terminated or exercised, or where the
occurrence of the designated hedged forecast transaction is no longer considered to be highly
probable. The discontinuation is accounted for prospectively. Any gain/loss recognized in OCI
and accumulated in equity at that time remains in equity and is recognized when the forecast
transaction is ultimately recognized in profit or loss. When a forecast transaction is no longer
expected to occur, the gain/loss accumulated in equity is reclassified and recognized

immediately in profit or loss.

Hedges of Net Investments_in Foreign Operations

Hedges of net investments in foreign operations are accounted for similarly to cash flow hedges.
Any gain/loss on the hedging instrument relating to the effective portion of the hedge is
recognized in OCI and accumulated in the foreign currency translation reserve.

Gains and losses on the hedging instrument relating to the effective portion of the hedge
accumulated in the foreign currency translation reserve are reclassified to profit or loss in the
same way as exchange differences relating to the foreign operation as described above.

Property and Equipment
Property and equipment are measured at cost less accumulated depreciation and any

impairment. Property and equipment (except land) are depreciated when ready for use using
the straight line method over their expected useful life.

The depreciation rates used are as follows:

%
Buildings 2-4
Equipment, furniture and fixtures 7-15
Vehicles 15
Computer 20
Other 2.5-20

- The carrying values of property and equipment are reviewed for impairment when events
or changes in circumstances indicate that the carrying values may not be recoverable, If
such indication exists and where the carrying values exceed the estimated recoverable
amounts, the assets are written down to their recoverable amount, and the impairment is

charged to the income statement.

- The useful life of property and equipment is reviewed at each year end, and changes in the
expected useful life are treated as changes in accounting estimates.

- An item of property and equipment is derecognized upon disposal or when no future
economic benefits are expected from its use or disposal.

Fair Value
Fair value is defined as the price at which an asset is to be sold or paid to convert any of the

liabilities in a structured transaction between the market participants on the measurement date,
irrespective of whether the price can be realized directly or whether it is estimated using another
valuation technique. When estimating the fair value of an asset or liability, the Bank takes into
consideration, when determining the price of any asset or liability, whether market participants
are required to take these factors into account at the measurement date. Fair value for the
purposes measurement and / or disclosure in these financial statements is determined on the
same basis, except for measurement procedures that are similar to the fair value procedures
and are not fair value such as fair value as used in IAS (36).
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In addition, fair value measurements are classified, for the purposes of financial reporting to
level (1), (2) or (3), based on the extent to which the inputs are clear concerning the fair value
measurements and the importance of inputs to the full fair value measurements. The details are

as follows:

Level (1) Inputs: Inputs derived from quoted (unadjusted) prices of identical assets or liabilities
in active markets that an enterprise can obtain on the measurement date;

Level (2) Inputs: Inputs derived from data other than quoted prices used at level 1 and
observable for assets or liabilities, either directly or indirectly;

Level (3) Inputs: Inputs to assets or liabilities that are not based on observable market prices.

Provisions
Provisions are recognized when the Bank has an obligation at the date of the consolidated

statement of financial position arising from a past event, and the costs to settle the obligation
are both probable and can be reliably measured.

Income Tax
- Tax expense comprises current tax and deferred taxes.

- Current tax is based on taxable profits, which may differ from accounting profits published
in the financial statements. Accounting profits may include non-taxable profits or tax non-
deductible expenses which may be exempted in the current or subsequent financial years,
or accumulatted losses that are tax acceptable or items not subject to deduction for tax

purposes.

- Tax is calculated based on tax rates and laws that are applicable in the country of operation.

- Deferred tax is the tax expected to be paid or recovered due to temporary differences
between the tax bases of assets and liabilities and their carrying amounts for financial
reporting purposes. Deferred tax assets and liabilities are measured at the tax rates
expected to be applied in the period when the asset is realized or the liability is settled,
based on the laws enacted or substantially enacted at the date of the consolidated statement

of financial position.

- The carrying values of deferred tax assets are reviewed at the date of the consolidated
financial statement and reduced to the extent that it is no longer probable that sufficient
taxable profit will be available to allow all or part of the deferred tax asset to be utilized.

Offsetting
Financial assets and financial liabilities are offset, and the net amount reported in the

consolidated statement of financial position, when there is a legally enforceable right to offset
the recognized amounts and the Bank intends to either settle them on a net basis, or to realize

the asset and settle the liability simultaneously.

Revenue and Expense Recognition
~Interest income is recorded using the effective interest rate method except for fees and

interest on non-performing facilities and financing, on which interest is transferred to the
interest in suspense account and not recognized in the consolidated income statement.

- Expenses are recognized on an accrual basis.

Commission income is recognized upon the rendering of services. Dividend income is recognized
(when approved by the General Assembly).

Recognition Date of Financial Assets
purchase or sale of financial assets is recognized on the trade date, (the date that the Bank

commits to purchase or sell the asset).

Derivatives
Derivatives for Trading
The fair value of derivative financial instruments held for trading (such as forward foreign

exchange contracts, future interest contracts, swaps, foreign exchange options rights) is
recognized in the consolidated statement of financial position, and fair value is determined at
the prevailing market rates. If this information is not available, the methodology of assessment
is disclosed, and the change in fair value is recognized in the consolidated statement of income.
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Repurchase and Resale Agreements

= Assets sold with a simultaneous commitment to repurchase at a specified future date will
continue to be recognized in the Bank’s consolidated financial statements due to the Bank's
control of these assets and the fact that continuing exposure to the risks and rewards of
these assets remains with the Bank and continue to be evaluated in accordance with the
applied accounting policies. The proceeds of the sale are recorded under loans and
borrowings. The difference between the sale and the repurchase price is recognized as an
interest expense over the agreement term using the effective interest rate method.

- Assets purchased with a corresponding commitment to resell at a specified future date are
not recognized in the Bank’s consolidated financial statements since the Bank is not able to
control these assets or the associated risks and benefits. The related payments are
recognized as part of deposits at banks and financial institutions or direct credit facilities as
applicable, and the difference between purchase and resale price is recognized as interest
income over the agreement term using the effective interest rate metheod.

Assets Repossesed by the Bank

Assets repossesed by the Bank through calling upon collateral are shown in the consolidated
staternent of financial position under “other assets” at the lower of their carrying value or fair
value. These assets are revalued at the date of the consolidated financial statements on an
individual basis, and losses from impairment are transferred directly to the consolidated income
statement, while revaluation gains are not recognized as income. Reversal of previous
impairment losses shall not resuit in a carrying value that exceeds the carrying amount that
would have been determined had no impairment been charged to the consolidated income
statement and loss been recognized for the asset in prior years.

Intangible Assets
. Intangible assets are measured on initial recognition at cost.

- Intangible assets are classified as indefinite or with definite useful life. Intangible assets
with finite lives are amortized over the useful economic life, and amortization is recorded in
the consolidated statement of income using the straight-line metthod during a period not
exceeding 5 years from the date of the purchase transaction. Meanwhile, intangible assets
with indefinite useful lives are assessed for impairment at each reporting date, and
impairment losses are recorded in the consolidated statement of income.

- Internally generated intangible assets are not capitalized and are expensed In the
consolidated income statement.

- Intangible assets include computer software, programs, Safwa Islamic Bank’s license and
customers’ deposits. The Bank’s management estimates the useful life for each intangible
asset, where the assets are amortized using the straight- line method from 3 to 7 years. As
for Safwa Bank’s license, its useful life is indefinite and it is not amortized,

Business Combinations and Goodwill

- Business combinations are accounted for using the acquisition method. The cost of an
acquisition is measured as the aggregate of the consideration transferred measured at the
acquisition date fair value and the amount of any non-controlling interests in the acquiree,

- For each business combination, the Bank elects whether to measure the non-controlling
interests in the acquiree at fair value or at the proportionate share of the acquiree’s
identifiable net assets. Acquisition-related costs are expensed as incurred and included in
administrative expenses in the consolidated income statement.

- Goodwill is measured at cost, which represents the excess of the amounts granted in
addition to the amount of non-controlling interests over the net fair value of the assets and
liabilities owned after deducting the impairment amount,

- When the Bank acquires a business, it reviews the financial assets and liabilities assumed
for appropriate classification and designation in accordance with the contractual terms,
economic circumstances and pertinent conditions as at the acquisition date.
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Investment in Associates
_ Investment in an associate is_accounted for using the equity method. An associate is an

entity over which the Bank has significant influence. In this regard, significant influence is
the Bank’s power to participate in the financial and operating potlicy decisions of the
investee. These investments are not held for trading.

- Investment in an associate is carried in the consolidated statement of financial position at
cost plus post-acquisition changes in the Bank's share of the net assets of the associate.
Goodwill relating to the associate is inctuded in the carrying amount of the investment and
is neither amortized nor individually tested for impairment.

The Bank’s share in the associate’s results is recorded in the consolidated income statement.
Unrealized gains and losses resulting from transactions between the Bank and its associate are
eliminated to the extent of its interest in the associate.

Foreign Currencies
For the purpose of the consolidated financial statements, the results and financial position of

each entity of the Group are presented in the functional currency unit of the Bank and the
presentation currency of the consolidated financial statements.

The Standalone financial statements of the Bank's subsidiaries are prepared. Moreover, the
Standalone financial statements of each entity of the Group are presented in the functional
currency in which it operates. Transactions in currencies other than the functional currency of
the Bank are recorded at the rates of exchange prevailing at the dates of those transactions, At
the balance sheet date, financial assets and liabilities denominated in foreign currencies are
transiated at the rates of exchange prevailing at that date. Non-monetary items carried at fair
value that are denominated in foreign currencies are translated at the exchange rates at the
date when the fair value is determined. Non-monetary items that are measured at historical
cost in a foreign currency are not reclassified.

Exchange differences are recognized in the consolidated statement of income in the period in
which they arise except for:

. Foreign exchange differences on transactions made in order to hedge foreign exchange
risk.
. Foreign exchange differences on monetary items required to / from a foreign operation

that are not planned to be settled, are unlikely to be settled in the near future (and
therefore, these differences form part of the net investment in the foreign operation), and
are initially recognized in the comprehensive income statement and reclassified from
equity to the income statement when selling or partially disposing of net investment.

1n order to present the consolidated financial statements, the assets and liabilities of the Bank’s
foreign operations are translated at the rates of exchange prevailing at the statement of financial
position date. Income is also converted to average exchange rates for the period, unless
exchange rates change significantly during that period, in which case the exchange rates are
used on the date of the transactions. Exchange differences arising, if any, are recognized in
other consolidated statement of comprehensive income under a separate tine item of equity.

When foreign operations are disposed of (i.e. disposal of the entire share of the Bank from
foreign operations, or resulting from loss of control of a subsidiary in foreign operations, or
partial exclusion by its share in a joint arrangement, or an associate company of a foreign nature
in which the share held is a financial asset), all foreign exchange differences accumulated in a
separate item under equity in respect of that transaction attributable to the Bank’s owners are
reclassified to the consolidated statement of income.

In addition, in respect of the partial disposal of a subsidiary involving foreign operations that do
not result in the Bank losing control of the subsidiary, its share of the accumulated exchange
differences is credited to net comprehensive income at a rate that is derecognized and not
recognized in the consolidated statement of income. For all other partial liquidation (such as
partial liquidation of associates or joint ventures that do not result in the Bank fosing significant
influence or joint control), the share of accumulated exchange differences is reclassified to the

consolidated statement of income.
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Leases
Leases are classified as finance leases when the terms of the lease provide for substantially all

the risks and rewards of ownership of the lessee. All other leases are classified as operating
leases.

As a Lessor
Operating lease income is recognized using the straight-line method over the life of the lease.

The initial direct costs incurred in the discussion and arrangement of the operating contract are
added to the carrying amount of the leased assets and recognized in accordance with the
straight-line method over the lease term.

As a Lessee
Assets acquired through leases are recognized on initial recognition at their fair value at the

inception of the lease or at the present value of the minimum lease payments, whichever is
lower. Financial leasing liabilities are recorded at the same value. The lease payments are
distributed between the financing expenses and the amortization of the financial lease liabilities
in order to achieve a fixed rate of interest on the remaining balance of the lease liabilities. Direct
financing expenses are recognized in the consolidated statement of income.

Operating lease payments are recognized as an expense on a straight-line basis over the life of
the lease.

Cash and Cash Equivalents
Cash and cash equivalents comprise cash on hand and cash balances with central banks and

balances with banks and financial institutions that mature within three months, less banks and
financial institutions deposits that mature within three months and restricted balances.

3- Application of New and Amended International Financial Reporting Standards

A- Amendments that did not have a material impact on the Bank's consolidated financial
statements:

The following new and revised IFRSs, which are effective for annual periods beginning on or
after January 1, 2018, have been adopted in the preparation of the Bank's consolidated financial
statements. These new and revised IFRSs have not materially affected the amounts and
disclosures in the consolidated financial statements for the year and prior years, which may
have an impact on the accounting treatment of future transactions and arrangements:

New and revised standards Amendments to new and revised IFRSs
Annual improvements to IFRSs The improvements include amendments to IFRS 1,
issued between 2014 and 2016. "Application of International Standards for the First

Time" and IAS 28 “Investments in Associates and Joint

Ventures (2011)".

The amendments clarify that the option of investment
and other similar enterprises to measure investments in
associates and joint ventures at fair value through the
income statement is available separately for each
associate or joint venture and that the selection should

be made at initial recognition.

As for the option of an entity, which is not an investment
property, the fair value measurement applied by the
associate, and the joint venture that is an investment
property shall be maintained when applying the equity
method. The amendments provide a similar clarification
that this option is available to each associate of an
investment nature or a joint venture with an investment

nature.
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IFRIC 22: "Foreign currency
transactions and advances".

Amendments to IAS 40:
"Investment properties”.

Amendments to IFRS 2 "Share-
based payment".

This interpretation deals with how to determine the
"date of the transaction” for determining the exchange
rate to be used at the time of initial recognition, expense
or income is recognized when the item is paid or
received in advance by a foreign operation that results
in recognition of non-monetary assets or non-monetary
liabilities.

The interpretation determines that the transaction date
is the date on which the non-monetary assets or non-
monetary liabilities arising from the payment or receipt
of payments are recognized in advance. If there are
multiple payments or receipts received in advance, the
interpretation requires the Bank to specify the
transaction date for each payment or receive the cash
receipt in advance.

This interpretation relates to transactions made in
foreign currency or parts of such transactions in the
event that:

« A consideration exists in foreign currency or is priced
in foreign currency;

« An entity recognizes an asset that has been paid in
advance or deferred income liabilities related to that
consideration on a date prior to recognition of the
relevant assets, income or expenses;

« Prepaid assets or deferred income liabilities are not
cash.

The amendments indicate that transfers to or from real
estate investments require an assessment of whether
the properties meet or no longer meet the definition of
real estate investments and are backed up by
observable evidence of a change in use. The
amendments also indicate that the cases included in the
standard are not comprehensive and that a change in
use can be made with respect to the properties under
construction (i.e. the change in use is not limited to
completed properties).

These amendments relate to the classification and
measurement of payment transactions on an equity
basis. These amendments clarify the following:

1. When estimating the fair value of a payment based
on shares paid in cash, the effects of the accrual
and non-accrual provisions should be accounted for
by the same approach used for payments based on
shares paid from owners’ equity.

2. If the tax code / laws require the company to keep
a certain number of equity instruments equal to the
monetary value of the employee's tax liability to
meet his tax obligations and then to the tax
authority (usually cash), that is, the share-based
payment arrangement has the “feature of net
settlement”, then the entire arrangement should be
classified as a payment of equity, provided that the
share-based payment could have been classified as
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Amendments to IFRS 4: "Insurance
contracts'.

IFRS 15 “Revenue from contracts
with customers”,

a payment from equity even if it did not include the
net settlement feature.

3. The accounting treatment of the payment
adjustment on the equity basis that modifies the
transaction from cash payment to payment of
equity shall be made as follows:

A. Derecognizing the original obligation;

B. Recognizing the share-based payment at the
date of adjusting the fair value of the granted
equity instrument to the extent that the
services have been performed up to the date
of the adjustment;

C. Recognizing any difference between the present
value of the liability at the date of the
adjustment and the amount recognized in
equity in the statement of income.

These amendments retate to the difference between the
effective date of IFRS (9) and the new standard for
insurance contracts.

IFRS 15 was issued in May 2014, which established a
comprehensive model for enterprises to be used in
accounting for revenue generated from contracts with
customers. This standard will replace the current
income recognition guidance, including IAS 18
“Revenue”, IAS 11 "Construction contracts and related
interpretations”.

The basic principle of this standard is that an entity
must recognize revenue to indicate the transfer of
goods or services to the customer in an amount that
reflects the consideration that the entity expects to
receive for such goods or services. In particutar, the
standard provides a five-step approach to revenue
recognition:

Step 1: Determining the contract (s) concluded with the
client,

Step 2: Defining performance obligations in the
contract.

Step 3: Determining the selling price.

Step 4: Assigning a sale price to the performance
obligations in the contract.

Step 5: Recognizing revenue when the entity meets (or
fulfills) an obligation to perform.

Under this Standard, an entity recognizes revenue when
(or at the time) it fulfills its performance obligation, that
is, when control over the goods or services underlying
the performance obligation is transferred to the
customer. More mandatory guidelines have been added
to the Standard to deal with specific scenarios. In
addition, the standard requires comprehensive
disclosures,
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Amendments to IFRS 15 "Revenue These amendments relate to the clarification of three

from contracts with customers”. aspects of the standard (determination of performance
obligations, client versus agent considerations, and
licensing) and some transitional exemption for modified
contracts and completed contracts.

B- Amendments Affecting the Bank's Consolidated Financial Statements:

IFRS (9) “Financial Instruments”

IFRS (9) was issued in November 2009, and new requirements for the classification and
measurement of financial assets were introduced. Subsequently, the Standard was amended in
October 2010 to include requirements for the classification and measurement of financial
liabilities and derecognition of financial liabilities. The Standard was amended in November 2013
to include new requirements for general hedge accounting. An amended version of the Standard
was issued in July 2014 to include: (a) the requirements for impairment of financial assets; and
(b) limited adjustments to the classification and measurement requirements by introeducing the
"fair value through other comprehensive income" category of some simple debt instruments,

IFRS (9) “Financial Instruments” issued by the International Accounting Standards Board (IASB)
was adopted in July 2014. The initial date of implementation of this standard was December 1,
2018. The application of IFRS (9) has led to changes in the accounting policies and amendments
to the amounts previously recognized in the consolidated financial statements. Moreover, the
8ank has early adopted IFRS 9 (first phase) of 2009, regarding the classification and
measurement of financial assets since the beginning of 2010.

As required by the transitional provisions of IFRS (9), the Bank has not restated the comparative
figures. Any changes in the carrying amounts of financial assets and liabilities have been
recognized on the date of transition in the opening balances of retained earnings and non-
controlling interests for the current period. The Bank has also chosen to continue to apply the
accounting requirements of IAS (39) "Financial Instruments: Recognition and Measurement”,

on the application of IFRS (9).

IFRS (9) has resulted in changes in the accounting policies for the identification, classification,
and measurement of financial assets and liabilities and the impairment in value of financial
assets. IFRS (9) also modifies other standards that address financial instruments such as IFRS

(7) "Financial Instruments: Disclosures”

The final version of IFRS (9) contains the accounting requirements for financial instruments and
supersedes IAS {39) "Recognition and Measurement”. The new version of the standard includes

the following requirements:

Classification and Measurement:
Financial assets are classified based on the business model and contractual cash flow

characteristics. The 2014 version provided a new classification of certain debt instruments that
could be classified as "financial assets at fair value through other comprehensive income". The
financial liabilities are classified simitarly to IAS 39, but there are differences in the requirements

applied to the measurement of credit risk relating to the entity.

Impairment:
The 2014 version provided the "expected credit loss" modei to measure the impairment loss of

financial assets, and therefore, it is not necessary to increase the credit risk before recognizing
the credit loss.

Hedge accounting:
The 2014 version provide