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INDEPENDENT AUDITOR'S REPORT
AM/ 003305

To the Shareholders

Arab Banking Corporation (Jordan)

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

Report on the Audit of the Consolidated Financial Statements

Opinion

We have audited the consolidated financial statements of Arab Banking Corporation (Jordan)
(the “Bank”) and its subsidiary (together the “Group”), which comprise the consolidated
statement of financial position as at December 31, 2021, and the consolidated statement of
profit or loss and other comprehensive income, consolidated statement of changes in 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 Group as of December 31, 2021, and its
consolidated financial performance and its cash flows for the year in accordance with
International Financial Reporting Standards (IFRSs) as adopted by the Central Bank of Jordan.

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 Responsibilities for
the Audit of the Consolidated Financial Statements section of our report. We are independent of
the Group in accordance with the International Ethics Standards Board for Accountants’ Code of
Ethics for Professional 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 procedures, 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

How Our Audit Addressed the Key Audit
Matter

Impairment of carrying value of the credit
facilities in accordance with IFRS 9

The Group’s credit facilities are stated in the
statement of financial position at JD 693 million
as at December 31, 2021. The expected credit
loss (ECL) allowance was JD 61 million as at this
date, which comprised an allowance of JD 16
million against Stage 1 and 2 exposures and an
allowance of JD 45 million against exposures
classified under Stage 3.

The audit of the impairment of credit facilities
is a key area of focus because of their size
(representing around 56% of total assets) and
due to the significance of the estimates made
and judgments applied in classifying credit
facilities into various stages, and determining
related allowance requirements and the
complexity of the judgements, assumptions,
and estimates used in the Expected Credit Loss
models. Refer to Note (2) to the consolidated
financial statements for the accounting policy,
Note (4) for critical judgements and estimates
used by management, and Note (40) for
disclosures about credit risk.

The Group recognizes allowances for expected
credit losses (ECLs) at an amount equal to 12-
month ECL (Stage 1) or full lifetime ECL (Stage
2).

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. It is
compared to the ECL amount calculated
according to the instructions of the Central
Bank of Jordan, and the higher of the two
amounts is recorded after excluding credit
exposures with/guaranteed by the Jordanian
government, or any other special
arrangements with the Central Bank of Jordan.

We obtained a detailed understanding of the
Group’s credit facilities and financing,
investing assets business processes, and the
accounting policies, including the critical
accounting estimates and judgments used.
We have involved our subject matter experts
to assist us in auditing the IFRS 9 ECL models
as at December 31, 2021.

We tested the design, implementation, and
operating effectiveness of the relevant
controls which included testing:

e System-based and manual controls over
the timely recognition of impaired credit
facilities and financing and investing assets
and advances;

Controls over the ECL calculation models;
Controls  over  collateral valuation
estimates;

« Controls over governance and approval
process related to impairment provisions
and ECL Models, including continuous
reassessment by the management.
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Key Audit Matters

How Our Audit Addressed the Key Audit
Matter

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 effective profit rate. The Group
employs statistical models for ECL calculations,
and the key variables used in these calculations
are probability of default (PD), loss given default
(LGD) and exposure at default (EAD), which are
defined in Note (40) to the consolidated financial
statements.

The Corporate portfolio of credit facilities and
Investing assets is assessed individually for the
significant increase in credit- risk (SICR) and
measurement of ECL. This requires management
to capture all qualitative and quantitative
reasonable and supportable forward-looking
information while assessing SICR, or while
assessing credit-impaired criteria for the
exposure. Management’s judgement may also be
involved in manual staging override in
accordance with the Group’s policies.

The measurement of ECL amounts for retail
exposures classified as Stage 1 and Stage 2 are
calculated using manual models.

Retail exposures are classified as impaired as
soon as there is doubt about the borrower’s
ability to meet payment obligations to the Group
in accordance with the original contractual
terms.

Impaired credit facilities are measured on the
basis of the present value of expected future
cash flows including observable market price or
fair value of the collateral. The impairment loss
is calculated based on the shortfall in the credit
facilities carrying value compared to the net
present value of future cash flows using the
original effective profit rate after comparing it
with the ECL amount calculated according to the
instructions of the Central Bank of Jordan and
recording the higher of the two amounts,
excluding credit exposures with or guaranteed
by the Jordanian government, and any other
special arrangements with the Central Bank of
Jordan. The factors considered when
determining impairment losses on individually
assessed accounts include the customer’s
aggregate borrowings, risk rating, value of the
collateral, probability of
repossession, and the costs involved to recover
the debts.

successful .

We understood and evaluated the theoretical
soundness of the ECL model by involving our
subject matter experts to determine its
compliance with the minimum requirements of
the standard. We also tested the mathematical
integrity of the ECL model by performing
recalculations. We determined if the ECL amount
recorded was according to the instructions of the
Central Bank of Jordan, and the higher of the two
amounts is recorded after excluding credit
exposures with or guaranteed by the Jordanian
government, or any other special arrangements
with the Central Bank of Jordan. We assessed
the consistency of various inputs and
assumptions used by the Group’s management
to determine impairment.

For allowances against exposures classified as
Stage 1 and Stage 2, we obtained an
understanding of the Group’s methodology to
determine the allowance, assessed the
reasonableness of the underlying assumptions
and the sufficiency of the data used by the
management. We assessed the appropriateness
of the Group’s determination of significant
increase in credit risk and the resultant basis for
classification of exposures into various stages.
For samples of exposures, we checked the
appropriateness of the Group’s staging.

For forward-looking assumptions used by the
Group’s management in its ECL calculations, we
held discussions with management and
corroborated the assumptions using publicly
available information.

We selected samples of credit facilities and
investing assets and assessed the accuracy of
the Exposure at Default (EAD), appropriateness
of the Probability of Default (PD) and calculations
of the Loss Given Default (LGD) used by
management in their ECL calculations.

For exposures determined to be individually
impaired, we tested samples of credit facilities,
and examined management’'s estimate of future
cash flows, assessed their reasonableness and
assessed the resultant allowance calculations.
Further, we challenged the estimates and
assumptions used by management around the
LGD calculation for individually impaired
exposures by testing the enforceability and
adequacy of valuation of underlying collaterals
and estimated recovery on default.

We assessed the accuracy of disclosures in the
consolidated financial statements to determine if
they were in compliance with the requirements
of IFRSs.
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Key Audit Matters

How Our Audit Addressed the Key Audit
Matter

As disclosed in Note (47) the COVID-19
pandemic significantly impacted management’s
determination of the ECL and required the
application of heightened judgment. To address
the uncertainties inherent in the current and
future environment and to reflect all relevant risk
factors not captured in the Group’s modelled
results, management applied quantitative and
qualitative adjustments for the impacts of the
unprecedented macroeconomic scenarios arising
from the pandemic, the temporary effects of the
Group and government led payment support
programs, which may not completely mitigate
future losses, and the impacts to particularly
vulnerable sectors affected by COVID-19.

The Group made amendments to the expected
credit loss calculation models (including
management overlays) to take into
consideration the potential impact of the COVID
19 pandemic to address the impact on certain
sectors or specific customers based on relative
cash flow forecasts.

IT systems and controls over financial
reporting

We identified IT systems and controls over the
Bank’s financial reporting as an area of focus due
to the extensive volume and variety of
transactions which are processed daily by the
Bank and rely on the effective operation of
automated and IT dependent manual controls.
There is a risk that automated accounting
procedures and related internal controls are not
accurately designed and operating effectively. In
particular, the incorporated relevant controls are
essential to limit the potential for fraud and error
as a result of change to an application or
underlying data.

We obtained an understanding of the
amendments made by the Group to the expected
credit loss calculation as a result of the COVID-
19 pandemic. We assessed those amendments
by evaluating the model adjustments in relation
to macroeconomic factors and forward-looking
scenarios, which were incorporated into the
impairment calculations, by utilizing our internal
specialists to challenge the chosen scenarios and
weights applied to capture non-linear losses.

We determined if the amount recorded as the
allowance for expected credit losses was
determined in accordance with the instructions
of the Central Bank of Jordan.

We have tested, utilizing our internal IT
specialists, the IT application used in the credit
impairment process and have verified the
integrity of data used as input to the models,
including the transfer of data between source
systems and the impairment models. We have
evaluated system-based and manual controls
over the recognition and measurement of the
allowance for expected credit loss, including the
consideration of the economic disruptions
caused by COVID 15,

Our audit approach relies on automated controls,
and therefore, the following procedures were
designed to test access and control over IT
systems.

We tested IT general controls relevant to
automated controls and computer-generated
information covering access security, program
changes, data center and network operations.

We reviewed computer-generated information
used in financial reports from relevant
applications and key controls over their report
logics.

We performed testing on the key automated
controls on significant IT systems relevant to
business processes.
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Other Information .

Management is responsible for other information. The other information consists of information
provided in the annual report other than the consolidated 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.
Our 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 obtained in the audit, or
otherwise appears to be materially misstated.

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 IFRSs as adopted by the Central Bank of Jordan. 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
Group’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 either intends' to
liquidate the Group or to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Group’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 ISAs, we exercise professional judgment and maintain
professional skepticism throughout the audit. We also:

o Identify and assess the risks of material misstatement of the consolidated 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.

o 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 Group’s internal control.

» FEvaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.
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e 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 Group’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 opinion. 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 Group
to cease to continue as a going concern.

o 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.

Obtain sufficient and appropriate audit evidence regarding the consolidated financial information
of the entities or business activities within the Group (“*The Company and its subsidiaries”) to
express an opinion on the consolidated financial statements. We are responsible for the direction,
supervision and implementation of the Group's 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 communicate with them about 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 reasonably be expected to outweigh the public interest
benefits of such communication.

Report on Other Legal and Regulatory Requirements

The Group 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.

/
_ c o ¢
Amman - Jordan eloitte & Touche (M.E.) — Jordan
February 28, 2022
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ARAB BANKING CORPORATION (JORDAN)

(PUBLIC SHAREHOLDING LIMITED COMPANY)

AMMAN - THE HASHEMITE KINGDOM OF JORDAN

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

December 31,

Note 2021 2020

Assets: JD D
Cash and balances at the Central Bank of Jordan 5 55,272,058 52,217,487
Balances at banks and financial institutions 6 57,218,887 89,979,061
Deposits at banks and financial institutions 7 23,978,806 7,343,135
Direct credit facilities-net 8 693,329,197 649,941,932
income 9 135,633,909 135,570,467
Financial assets at amortized cost 10 139,314,408 126,843,748
Financial assets at amortized cost - Mortgaged 11 51,926,112 62,631,159
Property and equipment - net 12 32,969,697 30,037,561
Intangible assets - net 13 1,556,131 1,519,806
Right of use assets 14 2,826,245 2,844,640
Deferred tax assets 21/B 9,067,586 9,226,618
Other assets 15 26,938,190 15,445,012
Total Assets 1,230,031,226 1,183,600,626
Liabilities and Owners' Equity
Liabilities:
Banks and financial institutions deposits 16 144,058,639 157,160,531
Customers’ deposits 17 722,694,875 684,291,947
Margin accounts 18 52,762,184 51,320,703
Loans and borrowings 19 103,527,869 93,484,141
Sundry provisions 20 3,378,824 3,545,381
Income tax provision 21/A 7,256,848 6,456,452
Deferred tax liabilities 21/B 2,337,442 3,076,163
Lease contracts liabilities 14 2,762,365 2,755,325
Other liabilities 22 22,897,585 21,633,675

TOTAL LIABILITIES 1,061,676,631 1,023,724,318
Owners' Equity
Bank shareholders' equity:
Issued and paid-in capital 23 110,000,000 110,000,000
Additional paid-in capital 23 66,943 66,943
Statutory reserve 24 29,892,408 28,379,747
Voluntary reserve 24 197,281 197,281
Fair value reserve 25 3,570,478 4,705,107
Retained earnings 26 24,627,485 16,527,230

TOTAL OWNERS' EQUITY 168,354,595 159,876,308

TOTAL LIABILITIES AND OWNERS' EQUITY

1,230,031,226

1,183,600,626

THE ACCOMPANYING NOTES FROM (1) TO (47) CONSTITUTE AN INTEGRAL PART OF THESE

CONSOLIDATED FINANCIAL STATEMENTS AND SHOULD BE READ WITH THEM AND

WITH THE AUDIT REPORT.



ARAB BANKING CORPORATION (JORDAN)
(PUBLIC SHAREHOLDING LIMITED COMPANY)

AMMAN - THE HASHEMITE KINGDOM OF JORDAN

CONSOLIDATED STATEMENT OF PROFIT OR LOSS

Interest income
Interest expense

Net Interest Income
Net commission income

Net Interest and Commission Income

Gain from foreign currencies
Gain from financial assets at fair value through other

comprehensive income
Other income - Net

Total Income

Expenses

Employees’ expenses

Depreciation and amortization

Other expenses

Provision for expected credit loss on financial assets
Impairment provision for assets seized by the Bank
Sundry provisions

Total expenses

Profit for the period before income tax expense

Income tax expense

Profit for the Year

Basic and diluted earnings per share for the period attributable

to the Bank's Shareholders

THE ACCOMPANYING NOTES FROM (1) TO (47) CONSTITUTE AN INTEGRAL PART OF THESE
CONSOLIDATED FINANCIAL STATEMENTS AND SHOULD BE READ WITH THEM AND
WITH THE AUDIT REPORT.

For the Year Ended

December 31,

Note 2021 2020
D D

28 63,194,422 62,282,196
29 (26,429,725) (28,504,057)
36,764,697 33,778,139
30 3,720,565 3,335,686
40,485,262 37,113,825
31 959,729 826,498
32 4,000 31,875
33 3,511,635 3,464,660
44,960,626 41,436,858
34 14,709,596 13,335,076
12, 13, 14 2,363,275 2,356,293
35 7,648,575 7,828,465
27 4,773,802 13,115,650

15 100,661 -
20 238,103 593,884
29,834,012 37,229,368
15,126,614 4,207,490
21/A (5,524,190) (2,985,277)
9,602,424 1,222,213

Fills/JD Fills/JD

36 0.087 0.011




ARAB BANKING CORPORATION (JORDAN)

(PUBLIC SHAREHOLDING LIMITED COMPANY)

AMMAN - THE HASHEMITE KINGDOM OF JORDAN

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

For the Year Ended

December 31,

2021 2020
D D

Profit for the year 9,602,424 1,222,213
Other comprehensive income items which may be reclassified to
profit or loss in the subsequent year:
Net Change in valuation reserve of financial assets at fair value through

comprehensive income after tax — Debt Instruments (1,419,561) 1,649,183
Gain (loss) in the fair value of derivatives 116,143 (109,197)
Items not to be subsequently transferred to statement of profit or
loss:
Net Change in valuation reserve of financial assets at fair value through

comprehensive income after tax — Equity Instruments 168,789 221,813

Total Comprehensive Income for the Year 8,467,795 2,984,012

THE ACCOMPANYING NOTES FROM (1) TO (47) CONSTITUTE AN INTEGRAL PART OF
THESE CONSOLIDATED FINANCIAL STATEMENTS AND SHOULD BE READ WITH

THEM AND WITH THE AUDIT REPORT.



ARAB BANKING CORPORATION (JORDAN)
(PUBLIC SHAREHOLDING LIMITED COMPANY)
AMMAN - THE HASHEMITE KINGDOM OF JORDAN

CONSOLIDATED STATEMENT OF CHANGES IN OWNERS' EQUITY

Issued and Additional Reserves
Retained
Paid-in Capital Paid-in Capital Statutory Voluntary Fair Value Earnings Total

For the Year Ended December 31, 2021 D D D D JD D JD
Beginning balance for the year 110,000,000 66,943 28,379,747 197,281 4,705,107 16,527,230 159,876,308
Total comprehensive income - - - - (1,134,629) 9,602,424 8,467,795
Gain from the sale of financial assets through OCI - - - - - 10,492 10,492
Transferred to reserves - - 1,512,661 - - (1,512,661) -
Ending Balance for the Year 110,000,000 66,943 29,892,408 197,281 3,570,478 24,627,485 168,354,595
For the Year Ended December 31, 2020

Beginning balance for the year 110,000,000 66,943 27,958,998 197,281 2,943,308 15,725,766 156,892,296
Total comprehensive income - - - - 1,761,799 1,222,213 2,984,012
Transferred to reserves - - 420,749 - - (420,749) -
Ending Balance for the Year 110,000,000 66,943 28,379,747 197,281 4,705,107 16,527,230 159,876,308

- An amount of JD 9,067,586 as of December 31, 2021 is restricted from retained earnings (JD 9,226,618 as of December 31, 2020), which represents deferred tax
assets, which represents the negative fair value reserve according to the instructions of the Jordan Securities Commission and the Central Bank of Jordan .

instructions.

- Included in retained earnings is an amount of JD2,761 as of December 31, 2021 (JD 2,761 as of December 31, 2020) which is restricted, representing the effect of

IFRS (9) early adoption, except for the amounts realized through the actual sale.

THE ACCOMPANYING NOTES FROM (1) TO (47) CONSTITUTE AN INTEGRAL PART OF THESE CONSOLIDATED FINANCIAL STATEMENTS AND SHOULD BE
READ WITH THEM AND WITH THE AUDIT REPORT.

- 10 -



ARAB BANKING CORPORATION (JORDAN)
PUBLIC SHAREHOLDING LIMITED COMPANY)
AMMAN - THE HASHEMITE KINGDOM OF JORDAN
CONSOLIDATED STATEMENT OF CASH FLOWS

For the Year Ended

December 31,

Note 2021 2020
Operating Activities: D D
Profit before income tax 15,126,614 4,207,490
Adjustments for non-cash items
Depreciation and amortization 12,13,14 2,363,275 2,356,293
Provision for expected credit loss on financial assets 27 4,773,802 13,115,650
Impairment provision for assets seized by the Bank 15 100,661 -
(Gain) from sale of assets seized by the Bank - (34,630)
Accrued interests 2,344,765 (4,296,516)
(Gain) Loss from disposal of property and equipment (2,195) 4,929
Sundry provisions expense 238,103 593,884
Provisions of lands available for sale - 153,116
Exchange rate fluctuation effect on cash and cash equivalents 140,292 (349,724)
Cash flows from operating activities before changes in assets and liabilities 25,085,317 15,750,492
Changes in assets and liabilities:
(Increase) in deposits at banks and financial Institutions maturing after three months (16,639,515) (4,739,261)
(Increase) in direct credit facilities (48,588,646) (42,334,381)
(Increase) decrease in other assets (13,434,291) 17,295,151
Increase in customers’ deposits 38,402,928 17,930,912
Increase in margin accounts 1,441,481 1,896,626
Increase (decrease) in other liabilities 752,668 (2,508,123)
Net Cash Flows (used in) from Operating Activities before income tax (12,980,058) 3,291,416
Income tax paid 21 (4,608,066) (1,137,194)
Sundry provisions paid 20 (404,660) (488,952)
Net Cash Flows (used in) from Operating Activities (17,992,784) 1,665,270
Investing Activities
(Purchase) of financial assets at amortized cost 10 (23,003,697) (54,043,169)
Matured and sale financial assets at amortized cost and amortized cost - mortgaged 21,249,735 37,032,784
(Purchase) of financial assets at fair value through comprehensive income (39,036,351) (13,140,711)
Matured and Sale of financial assets at fair value through comprehensive income 36,972,320 29,421,630
(Purchase) of property and equipment (4,223,729) (8,850,638)
Proceeds from sale of property and equipment 5,176 321
(Increase) of intangible assets (476,532) (262,020)
Net Cash Flow (used in) Investing Activities (8,513,078) (9,841,803)
Financing Activities
Dividends paid to shareholders (28,347) (16,655)
Increase (decrease) in borrowed funds 10,043,728 35,617,827
Net Cash Flows from Financing Activities 10,015,381 35,601,172
Net (decrease) increase in cash and cash equivalents (16,490,481) 27,424,639
Exchange rate fluctuation effect on cash and cash equivalents (140,292) 349,724
Cash and cash equivalents - Beginning of the year (14,928,943) (42,703,306)
Cash and cash equivalents - Ending of the Year 37 (31,559,716) (14,928,943)
Non Cash Transactions:
Transferred from project under construction to property plant and equipment 17,161,749 -

THE ACCOMPANYING NOTES FROM (1) TO (47) CONSTITUTE AN INTEGRAL PART OF THESE CONSOLIDATED

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

- 11 -



ARAB BANKING CORPORATION (JORDAN)
(A PUBLIC SHAREHOLDING LIMITED COMPANY)
AMMAN - JORDAN
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

1. General Information

Arab Banking Corporation (Jordan) was established as a public shareholding limited company
on 21 January 1990, in accordance with the Companies Law No (1) of 1989, with
headquarters in Amman.

The Bank provides banking services through its head office in Amman and its 24 branches in
Jordan and the subsidiary company.

The Bank’s shares are listed on Amman Stock Exchange.

The financial statements of the Bank and its subsidiary “the Group” are consolidated in the
Arab Banking Corporation — Bahrain financial statements.

The Group’s Board of Directors approved the consolidated financial statements for issuance
on 24 February 2022 These financial statements are subject to the approval of the General
Assembly of Shareholders.

2. Significant Accounting Policies:

Basis of Preparation

- The accompanying consolidated financial statements of the Bank and its subsidiary are
prepared in accordance with the International Accounting Standards Board (IASB), the
interpretations issued by the International Financial Reporting Interpretation Committee of
the IASB, the prevailing rules of the countries where the Bank operates, and the instructions
of the Central Bank of Jordan.

The main differences between the IFRSs as they should be applied and what has been
approved by the Central Bank of Jordan are as follows:

a. Provisions for expected credit losses are calculated in accordance with IFRS (9) and the
Central Bank of Jordan’s, whichever is tougher. The material differences are as follows:

- Elimination of debt instrument issued or guaranteed by the Jordanian government, in
addition to other credit exposures with the Jordanian government or guaranteed, in
which credit exposures over the Jordanian government are ammended and guaranteed
without any credit losses.

- When calculating the credit losses against credit exposures, the calculation results
according to IFRS 9 are compared with those according to the Central Bank of Jordan’s
Instructions No. (2009/47) dated December 10, 2009 for each stage separately and the
toughest results are taken.

- In some special cases Central Bank of Jordan agrees on special arrangements related
to the calculation of the expected credit losses’ provision of direct credit facilities
customers over the determined period.

- The clients facilities related to governmental projects outcomes (transfers of
Government dues) are excluded from provisions calculation.

- Based on the two circulars of the Central Bank of Jordan to banks operating in Jordan
No. 10/3/4375 and No. 10/3/14960 issued on March 15, 2020, and November 22, 2020,
respectively. Therefore, it is permissible for the bank to postpone the instalments due,
or which are due on some customers without consideration is structuring and without
affecting the customer's credit rating.
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b. Interest and commissions on non-performing credit facilities granted to clients are
suspended, in accordance with the instructions of the Central Bank of Jordan.

c. Assets foreclosed to the Bank are shown in the consolidated statement of financial position,
among other assets at their current value when it foreclosed to the Bank or at their fair
value, whichever is lower. Furthermore, they are revaluated on the date of the consolidated
financial statements separately, and any decrease in its value is recorded in the
consolidated statement of profit or loss and consolidated comprehensive income while no
increase in its value is recorded as revenue, in which, any subsequent increase is taken to
the consolidated statement of profit or loss and other comprehensive income to the extent
of not exceeding the previously recorded impairment value. A gradual provision has been
taken for real estate acquired in exchange for debts according to the Central Bank of
Jordan’s generalization (10/1/16239) dated November 21, 2020, which is 5% of the total
book value of these real estates from the year of 2021 until the required percentage is
reached (50% of these properties by the end of the year 2030).

- Additional provisions are calculated in the consolidated financial statements against some
of the Bank’s external investments in some neighboring countries.

- The consolidated financial statements are prepared under the historical cost convention,
except for financial assets and liabilities at fair value through profit or loss, financial assets
at fair value through other comprehensive income, and financial derivatives stated at fair
value as of the date of the consolidated financial statements. Furthermore, hedged
financial assets and financial liabilities are stated at fair value.

- 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, 2020, except for the effect

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

Basis of Consolidation of the Financial Statements

The accompanying consolidated financial statements include the financial statements of
the Bank and the subsidiary under its control. Moreover, control is achieved when the
Bank has the ability to control the investee company, the company is exposed to variable
returns or has rights to participate in the investee company, and the Bank is able to use
its authority over the investee company, which affects its revenue.

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.
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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:

e The size of the Bank’s holding of voting rights relative to the size and dispersion of holdings
of the other vote holders;

e Potential voting rights held by the Bank;

¢ Rights arising from other contractual arrangements; and

e 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.

Transactions, balances, revenues and expenses are eliminated between the Bank and the
subsidiary.

The financial statements of the subsidiary are prepared for the same financial year, using the
same accounting policies adopted by the Bank. If the accounting policies adopted by the
company are different from those used by the Bank, the necessary adjustments to the financial
statements of the subsidiary are made to comply with the accounting policies followed by the
Bank.

The results of the subsidiary are incorporated into the consolidated statement of Profit or Loss
from the effective date of acquisition, which is the date on which actual control over the
subsidiaries is assumed by the Bank. Moreover, the operating results of the disposed-of
subsidiary are incorporated into the consolidated statement of Profit or Loss up to the effective
date of disposal, which is the date on which the Bank loses control over its subsidiary.

Non-controlling interests represent that part of the equity that is not owned by the Bank. Non-
controlling interests in the net assets of the subsidiary are presented separately in the Bank's
statement of equity.

The Bank’s subsidiary as of December 31, 2021 represents the following:

- Arab Co-operation for Financial Investments (ABCI)

Arab Co-operation for Financial Investments is wholly owned by the Bank, and its objective is
to carry out brokerage investments on behalf of its clients, in addition to providing financial
consultation services on stock exchange investing. Its paid-up capital amounted to 1D

1
3
2

5,600,000, total assets to JD 41,745,394 and total liabilities to JD 17,333,410 as at December
1, 2021. Moreover, its total revenues amounted to JD 3,825,824 and total expenses to 1D

,012,511, for the year ended December 31, 2021, before excluding any transactions, balances,

revenue, and expenses between the Company and the Bank.

Control is achieved when the Bank:

Has the 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.
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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:

J The size of the Bank’s holding of voting rights relative to the size and dispersion of holdings
of the other vote holders;

o Potential voting rights held by the Bank, other vote holders, or other parties;

J 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 the Bank loses control of the subsidiary, the Bank performs the following:

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

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

o Derecognizes the transfer difference accumulated in Owners’ Equity.

o Derecognizes the fair value to the next controlling party.

o Derecognizes the fair value of any investment retained.

o Derecognizes any gain or loss in the Profit or Loss statement.

o 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.
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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 Profit or
Loss, are recognized in ‘Net Interest Income’ as ‘Interest Income’ and ‘Interest Expense’ in the
statement of Profit or Loss using the effective interest method. Interest on financial instruments
measured as at fair value through the statement of Profit or Loss is included within the fair value
movement during the year.

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 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, the 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), the 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 Profit or Loss also includes
the effective portion of fair value changes of derivatives designated as hedging instruments in
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 commission income

Fee and commission income and expense include fees other than those that are an integral part
of EIR. The fees stated in this part of the Group’s consolidated statement of Profit or Loss 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.
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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 Profit or Loss depends on
the classification and measurement of the equity investment:

e For equity instruments which are held for trading, dividend income is presented in the
statement of Profit or loss within gain (loss) of the financial assets at fair value through profit
or loss;

e For equity instruments designated at fair value through other comprehensive income,
dividend income is presented in the statement of Profit or loss within dividends from financial
assets through OCI; and

e 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 Profit or Loss.

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,
customers loans and facilities are recognized once they are recorded to the customers account.

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 Profit or Loss) are added to, or deducted from, the fair value of the financial assets
or financial liabilities, as appropriate, on initial recognition. Transaction costs directly attributable
to the acquisition of financial assets or financial liabilities at fair value through the statement of
Profit or Loss 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:

e 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 Profit or Loss on initial recognition (i.e. day 1
profit or loss);and

e In all other cases, the 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 Profit or
Loss 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 instruments.

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 Profit
or Loss. Transaction costs directly attributable to the acquisition of financial assets classified as
at fair value through the statement of Profit or Loss are recognized immediately in the
consolidated statement of Profit or Loss.
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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:

e 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;

e 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;
and

e 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 Profit or Loss.

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

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

e 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 Profit or Loss, 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 the 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 and the
interest on the base outstanding amount which comply with the primary funding arrangement.
Moreover, contractual terms that introduce exposure to risks or volatility in the contractual cash
flows that are unrelated to a basic lending arrangement, such as exposure to changes in equity
prices or commodity prices, do not give rise to contractual cash flows that are SPPI. An originated
or an acquired financial asset can be a basic lending arrangement irrespective of whether it is a
loan in its legal form.
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Assessment of Business Models

An assessment of business models for managing financial assets is fundamental to the
classification of a financial asset. In this regard, 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. Furthermore, 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.

The Bank has more than one business model for managing its financial instruments, which reflect
how the Bank manages its financial assets in order to generate cash flows. In addition, 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:

e The stated policies and objectives of the portfolio and application of those policies whether
the management strategy focuses on obtaining contractual revenues, maintaining specific
profit rate, and matching the profit of financial assets with the period of financial liabilities
that finance those assets;

e 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;

e 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

e 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 Profit or Loss. 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 Profit or Loss
Financial assets at fair value through the statement of 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 flows or
held to collect and sell; or

e Assets designated at fair value through the statement of 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 profit or loss.
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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 has been no change in the business model
under which the Bank holds financial assets; and therefore, no reclassifications have been 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.

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:

e For financial assets measured at amortized cost that are not part of a designated hedging
relationship, exchange differences are recognized in the statement of Profit or Loss; and

e 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 Profit or Loss. Other exchange
differences are recognized in other comprehensive income in the investments revaluation
reserve;

e For financial assets measured at fair value through the statement of Profit or Loss that are
not part of a designated hedge accounting relationship, exchange differences are recognized
in the statement of Profit or Loss and,

e 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
statement of Profit or Loss (fair value option) can 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:

e If the selection leads to an accounting mismatch;

o If the financial liabilities are part of a portfolio managed on a fair value basis, according to a
documented risk management or investment strategy; or

o If there is a derivative included in the primary financial or non-financial contract, and the
derivative is not closely related to the primary contract.

These instruments cannot be reclassified from the fair value category through the statement of
Profit or Loss while retained or issued. Financial assets at fair value through the Profit or Loss
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 Profit or Loss:

e Balances and deposits at banks and financial institutions.

Direct credit facilities (loans and advances to customers).

Financial assets at amortized cost (debt instruments securities).

Financial assets at fair value through other comprehensive income.

Off-statement of financial position exposures subject to credit risk (financial guarantee
contracts issued).
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No impairment loss is recognized on equity investments.

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:

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

o 12-month ECL, i.e. lifetime ECL that results 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 unutilized 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 allowance 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.

When calculating ECL against exposures, the calculation results as per IFRS (9) are compared
with those according to the Central Bank of Jordan’s Instructions No. (47/2009) dated December
10, 2009 for each stage separately. Moreover, the most severe results are taken, and the debt
instruments issued by the Jordanian government or guaranteed by it, in addition to any other
credit exposures with the Jordanian government or guaranteed by it, are excluded from the
calculation.

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; or

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

. The purchase of a financial asset at a deep discount that reflects the incurred credit losses.
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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. In this regard, 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 vyields, 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 result 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, in cases where the assets impairment is not recognized
after 90 days from their due date, the assets are supported by reasonable information.

Purchased or Originated Credit-impaired (POCI) Financial Assets

POCI financial assets are treated differently because the asset has a credit-impaired at initial
recognition. For these assets, the Bank recognizes all changes in the lifetime expected credit
loss (ECL) since initial recognition as a loss allowance with any changes recognized in the
statement of profit or loss. 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 the determination of 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 credit
risk below.

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

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

e 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.
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The Bank does not consider that the financial assets with ‘low’ credit risk at the reporting date
does not have had a significant increase in credit risk. As a result, the Bank 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.

Multiple economic scenarios represent 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 scenarios that forms the
basis of a weighted average probability of default that is used to determine whether credit risk
has significantly increased.

For corporate lending, forward-looking information includes the future prospects of the
industries in which the Bank’s counterparties operate, and in which it is obtained from the
economic experts reports, financial analysts, governmental bodies, relevant think-tanks and
other similar organizations. In addition, various internal and external sources of actual and
forecast economic information are considered. For retail lending, forward-looking lending
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 a significant increase in credit risk and is based
on the change in lifetime PD by comparing:

. The remaining lifetime PD at the reporting date; and

. 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 a significant increase in credit risk are reflected in PD models
on a timely basis. However, the Bank still considers some qualitative factors separately to assess
if credit risk has increased significantly. For corporate lending, there is a particular focus on
assets included in the ‘watch list’. An exposure is watch-listed once there is concern that the
creditworthiness of the specific counterparty has deteriorated. For retail lending, the Bank
considers the expectation of default in payment periods and forbearance of its non-occurrence,
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 than for a financial instrument with a higher PD.

As a back-stop when an asset’s maturity exceeds (30) days, 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 a lifetime expected credit loss (ECL) balance.
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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 the
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 all 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. In most cases, the revised terms 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 applicable to corporate and retail
lending.

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:

o 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,
maturity, and 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 case 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 nominal amount
because there remains a high risk of default which has not been reduced by the modification.
The Bank monitors 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 original
contractual terms.
. 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.
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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 the amounts it may
have to pay. If the Bank retains substantially all the risks and rewards of ownership of a
transferred financial asset, the Bank continues to recognize the financial asset and any
collateralized borrowing for the proceeds received.

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 has been recognized in OCI and accumulated in equity is recognized in profit or loss, with
the exception of equity investment 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

Financial assets are written off when the Bank has no reasonable expectations of recovering
them, such as failure by the customer to participate in a payment plan with the Bank. Moreover,
the Bank classifies funds or amounts due to be written off after all possible means of payment
have been exhausted. However, if the financing is/receivables are written off, the Bank
continues its enforcement activity in an attempt to recover the due receivables, which are
recognized in the consolidated statement of Profit or Loss upon recovery.

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

o For financial assets measured at amortized cost: as a deduction from the gross carrying
amount of the assets;
. For 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

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 as either financial liabilities or as equity in
accordance with the substance of the contractual arrangement.

A financial liability is a contractual obligation to deliver cash or another financial asset, or to
exchange financial assets or financial liabilities with another entity under conditions 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 equity instruments.
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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 the statement of Profit or Loss on the purchase, sale, issue or
cancellation of the Bank’s own equity instruments.

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. Moreover, non-closed related
embedded derivatives, if any, 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 Profit or Loss or ‘other financial liabilities’.

Financial liabilities at Fair Value through the Statement of Profit or Loss

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

o 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 Profit or Loss upon initial recognition if:

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

o 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 accordance
with the Bank’s documented risk management or investment strategy, and information
about the grouping is provided internally on that basis; or

o 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 Profit or Loss.

Financial liabilities at fair value through the statement of Profit or Loss are stated at fair value,
with any gains/losses arising on re-measurement recognized in the statement of Profit or Loss
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 Profit
or Loss line item in the statement of Profit or Loss.
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However, for non-derivative financial liabilities designated as at fair value through profit or loss,
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.
Moreover, changes in fair value attributable to a financial liability’s credit risk 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 profit or loss, all gains and losses are recognized in profit or loss.

In making the determination of 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 Profit or Loss.

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
consolidated statement of Profit or Loss.

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 its exposure to interest rate risk, credit risk, and foreign
exchange rate risk. Held derivatives include foreign exchange forward contracts, interest rate
swaps, cross currency interest rate swaps, and credit default swaps.
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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
either hedges of the fair value of recognized assets, 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.

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:

e The amount of the loss allowance determined in accordance with IFRS (9); and

e The amount initially recognized less, where appropriate, the cumulative amount of income
recoghized 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:

e The amount of the loss allowance determined in accordance with IFRS 9; and

e The amount initially recognized less, where appropriate, the 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.
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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