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Deloitte
Jabal Amman, 5t Circle
190 Zahran Street

Amman, P.O. Box 248
Jordan

Tel: +962 (0) 6 550 2200
Fax: +962 (0) 6 550 2210
www.deloitte.com

Review Report

To the Shareholders of Arab Banking Corporation
(A Public Shareholding Limited Company)
Amman - The Hashemite Kingdom of Jordan

Introduction
We have reviewed the accompanying consolidated condensed interim financial position of the

Arab Banking Corporation (A Public Shareholding Limited Company) as of September 30,
2018, and the related consolidated condensed interim statements of income, comprehensive
income, shareholders’ changes in equity and cash flows for the Nine-months then ended and
the summary of significant accounting policies and other explanatory information.
Management is responsible for the preparation and fair presentation of these consolidated
condensed interim financial statements in accordance with International Accounting Standard
number (34). Our responsibility is to express a conclusion on these consolidated condensed

interim financial statements based on our review.

Scope of Review
We conducted our review in accordance with International Standard on Review Engagement

2410 "Review of consolidated condensed interim financial information performed by the
Independent Auditor". A review of consolidated condensed interim financial information
consists of making inquiries, primarily of persons responsible for financial and accounting
matters in the Bank, and applying analytical and other review procedures. A review is
substantially less in scope than an audit conducted in accordance with International Standards
on Auditing and consequently does not enable us to obtain assurance that we would become
aware of all significant matters that might be identified in an audit. Accordingly, we do not

express an audit opinion.

Conclusion
Based on our review, nothing has come to our attention that causes us to believe that the

accompanying consolidated condensed interim financial information is not prepared, in all
material respects, in accordance with International Accounting Standard (34) related to

interim financial reporting.

Explanatory Paragraph
The fiscal year of the Bank ends on December 31 of each year, the accompanying consolidated

condensed interim financial statements are prepared only for the purposes of management,
Central Bank of Jordan and Jordan Securities Commission.

Other Matter
The accompanying consolidated condensed interim financial statements are a translation of

the statutory consolidated condensed interim financial statements in the Arabic Language to
which reference should be made.

Amman - The Hashemite Kingdom of Jordan

October 30, 2018 )
| LT c Fuclic
eloitte & Touche (M.E) - Jordan



ARAB BANKING CORPORATION (JORDAN)

(A PUBLIC SHAREHOLDING LIMITED COMPANY)

AMMAN - JORDAN

CONSOLIDATED CONDENSED INTERIM STATEMENT

OF FINANCIAL POSITION

Assets
Cash and balances at Central Bank of Jordan
Balances at banks and financial institutions - net

Deposits at banks and financial institutions - net

Financial assets at fair value through statement of
comprehensive income ~ net

Financial assets at fair value through profit or loss

Direct credit facilities — net

Financial assets at amortized cost - net
Financial assets at amortized cost - Mortgaged
Property and equipment-net

Intangible assets-net

Deferred tax assets

Other assets

Total Assets

Liabilities And Shareholders’ Equity
Liabilities

Banks and financial institutions deposits
Customers' deposits

Cash margins

Borrowed funds

Sundry provisions

Income tax provision

Deferred tax liabilities

Other liabilities

Total Liabilities

Bank’s Shareholders Equity
Paid-up capital

Share premium

Statutory reserve

Voluntary reserve

General banking risk reserve
Fair value reserve - net
Retained earnings

Profit for the period

Total owners’ Equity

Total Liabilities and owners’ Equity

September 30,
2018 (Reviewed

December 31,

Note and not audited) 2017 (Audited)
D D

4 50,821,126 72,984,906
5 64,809,394 70,518,441
6 16,453,100 14,180,000
7 106,046,960 175,317
8 - 670,416
11 609,916,164 597,025,387
9 215,914,717 322,727,016
10 15,006,268 -
16,004,193 12,852,791

402,968 487,572

15/C 5,249,819 720,116
12 24,021,746 35,721,095
1,124,646,455  1,128,063,057
184,934,462 188,542,707

13 651,948,691 654,114,098
48,861,886 52,234,932

14 57,077,783 47,769,560
1,218,177 1,862,793

15 3,582,831 5,952,374
30,649 1,139

16 19,677,877 17,343,650
967,332,356 967,821,253

22 110,000,000 110,000,000
66,943 66,943

23 26,192,302 26,192,302
197,281 197,281

- 5,930,328

(130,310) (84,566)

17 13,598,437 17,939,516
7,389,446 -
157,314,099 160,241,804
1,124,646,455  1,128,063,057

THE ACCOMPANYING NOTES FROM (1) TO (28) CONSTITUTE AN INTEGRAL PART OF THESE
CONSOLIDATED CONDENSED INTERIM FINANCIAL STATEMENTS AND SHOULD BE READ
WITH THEM AND WITH THE REVIEW REPORT.

-2 -



ARAB BANKING CORPORATION (JORDAN)

(A PUBLIC SHAREHOLDING LIMITED COMPANY)

AMMAN - JORDAN

CONSOLIDATED CONDENSED INTERIM STATEMENT OF INCOME

Interest income

Interest expense

Net Interest Income

Net commission income

Net Interest and Commission Income
Gain from foreign currencies

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

Gain from financial assets at fair value through
comprehensive income

Net gain on sale of financial assets at amortized cost
Other income - net

Gross Income

Employees’ expenses

Depreciation and amortization

Other expenses

Provision for impairment in direct credit facilities

Recoveries from provision for impairment in financial assets at
amortized cost

Recoveries from provision for impairment in financial assets
at fair value through comprehensive income

Recoveries from provision for impairment of balances for
banks and financial institutions

Provision for impairment for discounted LC'S

(Expense) sundry provisions recoveries
Repossessed assets impairment provision
Total Expenses

Profit before Tax

Income tax expense

Profit for the Period

Basic and Diluted Earnings Per Share for the
Bank’s Shareholders

For the three-Month
Ended September 30,

For the Nine-Month
Ended September 30,

Notes 2018 2017 2018 2017
D D D D
16,908,366 15,373,199
49,051,352 44,510,767
(8,700,549) ~ (6,465,894) (24,562,303)  (18,012,331)
8,207,817 8,907,305
24,489,049 26,498,436
885,806 802,912 2,764,848 2,568,383
9,093,623 9,710,217 27,253,897 29,066,819
294,650 254,499 929,661 709,578
- (12,340) - (105,657)
95,679 - 421,038 -
- - - 1,950
849,334 936,750 2,823,187 3,155,922
10,333,286 10,889,126 31,427,783 32,828,612
(3,484,335)  (3,387,386) (10,399,556)  (10,111,965)
(325,007) (391,677) (1,053,136)  (1,396,284)
(1,863,098) (2,174,010) (6,353,923)  (6,315,175)
11 (2,291,236) 4,447 (2,825,886) (718,589)
9 264,978 - 284,481 -
7 8,757 - 29,105 -
(503) - 22,925 -
(2,047) - (5,277) -
320,289 - 219,379 350,000
(50,718) (71,820) (164,169) (215,460)
(7,422,920)  (6,020,446) (20,246,057)  (18,407,473)
2,010,366 4,868,680 11,181,726 14,421,139
15 (983,247)  (1,665,321) (3,792,280)  (4,915,069)
1,927,119 3,203,359 7,389,446 9,506,070
D/ Fills D/ Fills 1D/ Fills D/ Fills
18 0/018 0/029 0.067 0/086

The ACCOMPANYING NOTES FROM (1) TO (28) CONSTITUTE AN INTEGRAL PART OF THESE CONSOLIDATED
CONDENSED INTERIM FINANCIAL STATEMENTS AND SHOULD BE READ WITH THEM AND WITH THE REVIEW REPORT.



ARAB BANKING CORPORATION (JORDAN)

(A PUBLIC SHAREHOLDING LIMITED COMPANY)

AMMAN - JORDAN
CONSOLIDATED CONDENSED INTERIM STATEMENT OF OTHER COMPREHENSIVE INCOME

(REVIEWED AND NOT AUDITED)

For the three-Month For the Nine-Month
Ended September 30, Ended September 30,
2018 2017 2018 2017
JD JD JD D
Profit for the period 1,927,120 3,203,359 7,389,446 9,506,070
Other comprehensive income items:
Items not to be subsequently transferred to
consolidated statement of income:
Net changes in fair value of reserve cash flows
hedging financial instruments (119,982) (14,365) (45,744) 20,508
Total Comprehensive Income for the Period 1,807,138 3,188,994 7,343,702 9,526,578

THE ACCOMPANYING NOTES FROM (1) TO (28) CONSTITUTE AN INTEGRAL PART OF THESE
CONSOLIDATED CONDENSED INTERIM FINANCIAL STATEMENTS AND SHOULD BE READ
- WITH THEM AND WITH THE REVIEW REPORT.
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ARAB BANKING CORPORATION (JORDAN)
(A PUBLIC SHAREHOLDING LIMITED COMPANY)

AMMAN - JORDAN

CONSOLIDATED CONDENSED INTERIM STATEMENT OF CASH FLOWS

{REVIEWED NOT AUDITED)

Operating Activities

Profit before income tax

Adjustments for non-cash items
Depreciation and amortization

Provision impairment in direct credit facilities

11

(Gains) from sale of property and equipment

Gain from sale of repossessed assets

Repossessed assets impairment provision
(Recoveries from) provision for impairment in financial assets at amortized cost 10

(Recoveries from) provision for impairment in financial assets at fair value through
comprehensive income

(Recoveries from) provision for impairment in balances at banks and financial intuitions
Provision for impairment for discounted LC's

(Surplus) Sundry provisions
Accrued interests

Unrealized loss from financial assets at fair value through profit or loss
(Gain) from sale of financial assets at fair value through profit or loss and

comprehensive income

(Gain) from sale of financial assets at fair value through

comprehensive income

Gain from sale of financial assets at amortized cost
Effect of Exchange rate fluctuation on cash and cash equivalents

Net income before Changes in Assets and Liabilities

Changes in Assets and Liabilities:

(Increase) decrease in deposits at banks and financial Institutions maturing after

three months

Increase in financial assets at fair value through profit or loss
Financial assets at amortized cost- Mortgaged

(Increase) in direct credit facilities
Decrease in other assets

Increase in banks’ and financial institutions deposits maturing after three 3onths

(Decrease) in customers’ deposits
(Decrease) increase in margin accounts
Increase (decrease) in other liabilities
(Decrease) in sundry provisions

Net Cash Flows from (used in) Operating Activities before Income Tax

Income tax paid

15

Net Cash Flows from {used in) Operating Activities

Investing Activities -

(Purchase) of financial assets at amortized cost
Sale and maturity of financial assets at amortized cost

(Purchase) of property and equipment
(Purchase) of intangible assets

Proceeds from sale of property and equipment
(Purchase) of Financial assets at fair value through comprehensive income
Sale of Financial assets at fair value through comprehensive income

Net Cash Flows (used in) Investing Activities

Financing Activities
Dividends paid to shareholders

Borrowing funds

Net Cash Flows from (used in) Financing Activities

Net Increase (decrease) in Cash and Cash Equivalents

Effect of exchange rate fluctuation on cash and cash equivalents

Cash and cash equivalents - beginning of the year

Cash and Cash Equivalents - End of the Period 19
THE ACCOMPANYING NOTES FROM (1) TO (28) CONSTITUTE AN INTEGRAL PART OF THESE CONSOLIDATED CONDENSED INTERIM

- 6-

For the Nine-Month
Ended September 30,

2018 2017
D D

11,181,726 14,421,139
1,053,136 1,396,284
2,825,886 718,589
(9,523) (23,799)
- (209)
164,169 215,460
(284,481) -
(29,105) -
(22,925) -
5,277 -
(219,379) (350,000)
848,653 1,390,005
- 153,456
- (31,949)
(391,566) -
- (1,950)
(135,620) 153,974
14,986,248 18,041,000
(2,273,100) 4,198,400
- (47,437)
(15,006,268) -
(23,918,576) (33,384,420)
11,097,149 19,798,043
34,464,437 357,455
(2,165,407) (23,228,663)
(3,373,046) 1,114,896
1,732,025 (3,697,435)
(714,673) (124,825)
14,828,789 (16,972,986)
(6,039,984) (5,443,963)
8,788,805 (22,416,949)
(43,938,822) (121,789,401)
76,873,241 102,195,898
(4,063,210) (1,737,490)
(57,231) (30,043)
10,030 64,805
(92,498,643) (47,320)
61,122,865 -
(2,551,770) (21,343,551)

(5,475,025)

(9,833,031)

9,308,223 (163,259)
3,833,198 (9,996,290)
10,070,233 (53,756,790)
135,620 (153,974)
(45,039,360) 20,615,408

(34,833,507)

(33,295,356)

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



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

AMMAN - JORDAN
NOTES TO THE CONSOLIDATED CONDENSED INTERIM FINANCIAL STATEMENTS

(REVIEWED NOT AUDITED)

1. General Information
Arab Banking Corporation (Jordan) was established as a public shareholding company

on January 21, 1990 in accordance with the Companies Law No (1) of 1989 with
headquarter in Amman.

The Bank provides banking services through its head office in Amman and its 27
branches in Jordan and the subsidiary Company.

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

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

The consolidated Condensed Interim financial statements were approved by the group’s
Board of Directors on October 30, 2018.

2. _Significant Accounting Policies:
‘Basis of Preparation of Consolidated Condensed Interim Financial Statements

- The consolidated condensed interim financial statements of the Bank were prepared
as of September 30, 2018 in accordance with International Accounting Standard
Number (34) (Consolidated Condensed Interim Financial Statements), and Central

Bank of Jordan regulations.

- The consolidated condensed interim financial statements are prepared in accordance
with the historical cost principle, except for financial assets and financial liabilities
which are stated at fair value through consolidated statement of income, financial
assets at fair value through consolidated statement of other comprehensive income
and financial derivatives which stated at fair value at the date of the consolidated
condensed interim financial statements. Moreover, hedged financial assets and
liabilities for change in its fair value were stated at fair value.

- The consolidated condensed interim financial statements are presented in Jordanian
Dinar, which is the Bank’s functional currency.

- The accompanying consolidated condensed interim financial statements do not include
all the information and disclosures to the financial statements required in the annual
financial statements as of December 31, 2017 and should be read with the Bank’s annual
report as of December 31, 2017. Moreover, the results of the Bank's operations for the
Nine-month period ended on September 30, 2018 do not necessarily represent
indications of the expected results for the year ending December 31, 2018 and no
allocation has been made on profit for the Nine month period ended on September 30,
2018 which is usually performed at year end. '



Change in accounting estimates

The accounting policies adopted in preparing the consolidated condensed interim
financial statements are consistent with those applied in the year ended as of December
31, 2017 except for the effect of the adoption of the new and revised standards which
are applied on or after the first of January of 2018 as follow:

Amendments with no material effect on the consolidated condensed interim
financial statements of the bank:

Annual Improvements to IFRS Standards 2014 - 2016 The improvements include
The amendments on IFRS 1 and IAS 28 and they are effective for annual periods
beginning on or after January 1, 2018. :

Amendments to IFRS 2 “Share Based Payment”
The amendments are related to classification and measurement of share based payment
transactions and they are effective for annual periods beginning on or after January 1,

2018.

Amendments to IFRS 4 “Insurance Contracts”
The amendments relating to the different effective dates of IFRS 9 and the forthcoming
new insurance contracts standard and they are effective for annual periods beginning on

or after January 1, 2018,

IFRIC 22 Foreign Currency Transactions and Advanced Consideration

This interpretation clarifies that when determining the prevailing exchange rate to be
used at the initial recognition of the asset, expense or income (or part of it), or upon
derecognition of a non-monetary asset or liability relating to an advance payment, the
date of the transaction is the date on which the entity first recognized the asset Or the
non-monetary obligation that resulted from such advance payments

Amendments to IAS 40 Investment Property
These amendments indicate when the Bank should convert (reclassify) real estate,

including properties under construction or development, into or from investment
property section.

IFRS 15 Revenue from Contracts with Customers

In May 2014, IFRS 15 was issued which established a single comprehensive model for
entities to use in accounting for revenue arising from contracts with customers. IFRS
15 will supersede the current revenue recognition guidance including IAS 18 Revenue,
IAS 11 Construction Contracts and the related interpretations when it becomes

effective.

The core principle of IFRS 15 is that an entity should recognize revenue to depict the
transfer of promised goods or services to customers in an amount that reflects the
consideration to which the entity expects to be entitled in exchange for those goods or
services. Specifically, the standard introduces a five steps approach to revenue

recognition:

Step 1: Identify the contract(s) with a customer.

Step 2: Identify the performance obligations in the contract.

Step 3: Determine the transaction price.

Step 4: Allocate the transaction price to the performance obligations in the contract.
Step 5: Recognize revenue when (or as) the entity satisfies a performance obligation.

Under IFRS 15, an entity recognizes when (or as) a performance obligation is satisfied,
i.e. when ‘control’ of the goods or services underlying the particular performance
obligation is transferred to the customer. Far more prescriptive guidance has been added
in IFRS 15 to deal with specific scenarios. Furthermore, extensive disclosures are

required by IFRS 15.



Amendments to IFRS 15 “Revenue from Contracts with Customers”

The amendments are to clarify three aspects of the standard (identifying performance
obligations, principal versus agent considerations, and licensing) and to provide some
transition relief for modified contracts and completed contracts.

Amendments to IFRS 7 “Financial Instruments: Disclosures”
The amendments are related to disclosures about the initial application of IFRS 9. The

Amendments are effective when IFRS 9 is first applied.

IFRS 7 “Financial Instruments: Disclosures”

The amendments are related to the additional hedge accounting disclosures (and
consequential amendments) resulting from the introduction of the hedge accounting
chapter in IFRS 9. The Amendments are effective when IFRS 9 is first applied.

Amendments effective on the condensed consolidated interim financial

statements of the Company: .
IFRS 9 - “Financial Instruments” (Revised versions for 2009, 2010, 2013 and

2014)

IFRS 9 issued in November 2009 introduced new requirements for the classification and
measurement of financial assets.

IFRS 9 was subsequently amended in October 2010 to include requirements for the
classification and measurement of financial liabilities and for derecognition, and in
November 2013 to include the new requirements for general hedge accounting. Another
revised version of IFRS 9 was issued in July 2014 mainly to include a) impairment
requirements for financial assets and b) limited amendments to the classification and
measurement requirements by introducing a ‘fair value through other comprehensive
income’ (FVTOCI) measurement category for certain simple debt instruments.

A finalised version of IFRS 9 which contains accounting requirements for financial
instruments, replacing IAS 39 Financial Instruments: Recognition and Measurement.
And a new version of the new standard includes the following requirements:

Classification and measurement:
Financial assets are classified by reference to the business model within which they are

held and their contractual cash flow characteristics, the 2014 version of IFRS 9
introduces a 'fair value through other comprehensive income' category for certain debt
instruments, Financial liabilities are classified in a similar manner to under IAS 39,
however there are differences in the requirements applying to the measurement of an
entity's own credit risk.

Impairment:
The 2014 version of IFRS 9 introduces an “expected credit loss” model for the

measurement of the impairment of financial assets, so it is no longer necessary for a
credit event to have occurred before a credit loss is recognized.

Hedge accounting:
The 2014 version of IFRS 9 Introduces a new hedge accounting model that is designed

to be more closely aligned with how entities undertake risk management activities when
hedging financial and non-financial risk exposures.

Derecognition: The requirements for the derecognition of financial assets and liabilities
are carried forward from IAS 39.
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Basis of consolidation and presentation

The accompanying consolidated condensed interim 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 financial and operating policies
of the subsidiaries to obtain benefits from their activities. Additionally, transactions,
balances, revenues, and expenses between the Bank and its subsidiary are eliminated.
Transactions in transit are also shown under “other assets” or “other liabilities” in the

consolidated statement of financial position.

Accounting estimates

Preparation of the accompanying consolidated condensed interim financial statements
and the application of accounting policies require from the Bank’s management to
estimate and assess some items affecting financial assets and liabilities and to disclose
contingent liabilities. These estimates and assumptions also affect income, expenses,
provisions, and the financial assets valuation reserve, and in a specific way, it requires
the Bank’s management to estirmate and assess the amounts and timing of future cash
flows. The aforementicned estimates are based on several assumptions and factors with
varying degrees of consideration and uncertainty. Furthermore, the actual results may
differ from the estimates due to the changes arising from the conditions and

circumstances of those estimates in the future.

Management believes that the estimates used in the consolidated condensed interim
financial statements are reasonable and consistent with the estimates used by the
Bank’s in preparing the consolidated financial statements for the year 2017 except for

the following:

Changes in Accounting Policies and Significant Estimates and Judgements
The key changes to the Bank’s accounting policies resulting from the adoption of IFRS
9 Financial Instruments are summarized below. The comparative financial information

has not been restated as per its requirements.

Classification of financial assets and financial liabilities

IFRS 9 contains three principal classification categories for financial assets: measured
at amortized cost, fair value through other comprehensive income and fair value through
profit or loss. IFRS 9 classification is generally based on the business model in which a
financial asset is managed and its contractual cash flows.

Impairment of financial assets

IFRS 9 replaces the ‘incurred loss’ model in IAS 39 with an ‘expected credit loss” model.
The new impairment model also applies to certain loan commitments and financial
guarantee contracts but not to equity investments (Shares). Under IFRS 9, credit losses

are recognized earlier than under IAS 39,

Key changes in the Bank's accounting policy for impairment of financial assets
are listed below that requires significant judgment and estimates:

The Bank applies a three-stage approach to measuring expected credit losses (ECL) on
financial assets carried at amortized cost and debt instruments classified as FVOCI.
Assets migrate through the following three stages based on the change in credit quality

since initial recognition.

-12 -



Stage 1: 12 months expected credit loss

Stage 1 includes financial assets on initial recognition that do not have a SIgmﬁcant increase
in credit risk since initial recognition or that have low credit risk. For these assets, 12-months
ECL are recognized and interest is calculated on the gross carrying amount of the asset (that
is, without deduction for credit allowance). 12-months ECL is the expected credit losses that
result from default events that are possible within 12 months after the reporting date. It is
not the expected cash shortfalls over the 12-months period but the entire credit loss on an
asset weighted by the probability that the loss will occur in the next 12-months.

Stage 2: Lifetime expected credit loss - not credit impaired

Stage 2 includes financial assets that have had a significant increase in credit risk since initial
recognition but that do not have objective evidence of impairment. For these assets, lifetime
ECL are recognized, but interest is still calculated on the gross carrying amount of the asset.
Lifetime ECL are the expected credit losses that result from all possible default events over
the expected life of the financial instrument. Expected credit losses are the weighted average
credit losses with the life-time probability of default (‘"PD’) as the weight.

Stage 3: Lifetime expected credit loss - credit impaired

Stage 3 includes financial assets that have objective evidence of impairment at the reporting
date in accordance with regulatory requirements. For these assets, lifetime ECL is recognised
and treated with the interests calculated on them, according to regulatory instructions. When
transitioning financial assets from stage 2 to stage 3, the percentage of provision made for
such assets should not be less than the percentage of provision made before transition.

Key changes to the significant estimates and judgements

Financial assets and liabilities classification
Assessment of the business model within which the assets are held and assessment of

whether the contractual terms of the financial asset are solely payments of principal and
interest on the principal amount outstanding.

Impairment of financial instruments
Assessment of whether credit risk on the financial asset has increased significantly since initial

recognition and incorporation of forward-looking information in the measurement of expected
credit loss.

Inputs, assumptions and technigues used for estimating impairment

Significant increase in credit risk

When determining whether the risk of default on a financial instrument has increased
significantly since initial recognition, the Bank considers reasonable and supportable
information that is relevant and available without undue cost or effort. This includes both
quantitative and qualitative information and analysis, based on the Bank’s historical
experience and expert credit assessment and including forward-looking information.

In determining whether credit risk has increased significantly since initial recognition following
criteria's are considered:

. 1. Specific rating downgrade “One notch downgrade or Two notch downgrade”

2. Facilities restructured during previous twelve months
3. Facilities overdue by specific number of days as at the reporting date

-13 ~



Credit risk grades
Credit risk grades are defined using qualitative and quantitative factors that are indicative of

risk of default. These factors vary depending on the nature of the exposure and the type of
borrower. Exposures are subject to ongoing monitoring, which may result in an exposure
being moved to a moved to a different credit risk grade.

Generating the term structure of Probability of Default (PD)

The Bank employs statistical models to analyses the data collected and generate estimates of
PD of exposures and how these are expected to change as a result of the passage of time.
This analysis includes the identification and calibration of relationships between changes in
default rates and changes in key macro-economic factors, across various geographies in which

the Bank has taken exposures.

Changes to banks financial risk management objectives and policies

1. Credit Risk Measurement
The estimation of credit exposure for risk management purposes is complex and

requires the use of models, as the exposure varies with changes in market conditions,
expected cash flows and the passage of time. The assessment of credit risk of a portfolio
of assets entails further estimations as to the likelihood of defaults occurring, of the
associated loss ratios and of default correlations between counterparties. The Bank
measures credit risk using Probability of Default (PD), Exposure at Default (EAD) and
Loss Given Default (LGD). This is similar to the approach used for the purposes of
measuring Expected Credit Loss (ECL) under IFRS 9.

2. Credit risk grading
The Bank uses internal credit risk grading that reflect its assessment of the probability

of default of individual counterparties. The Bank uses internal rating models tailored to
the various categories of counterparty. The credit grades are calibrated such that the

risk of default increases exponentially at each higher risk grade.

3. Credit quality assessments
Pursuant to the adoption of IFRS 9, the Bank has mapped its internal credit rating scale

to an approve rating scale as of September 30, 2018.

4. Cash and balances at Central Bank of Jordan
- The statutory cash reserve amounted to JD 39,014,338 as of September 30, 2018 (ID

40,904,833 as of December 31, 2017).

There are no restricted balances except for the statutory cash reserve as of September
30, 2018 and December 31, 2017,

- There are no certificate of deposits that have maturity period more than 3 month as of
September 30, 2018 and December 31, 7.

- All balances with the Central Bank of Jordan are classified as part of the first stage in
accordance with the requirements of IFRS 9, and there are no transfers between the
first, second and third stages or non-performing balances during the nine months ended

September 30, 2018.
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Balances at banks and financial institutions

Non-interest bearing balances at banks and financial institutions amounted to
JD 4,573,305 as of September 30, 2018 (JD 4,451,378 as of December 31, 2017).

There are no restricted balances as of September 30, 2018 and December 31, 2017.

The movement on the expected credit loss provision for the balances at banks and
financial institutions during Nine-month period ended as of September 30, 2018.

Balance at the beginning of the period

The Effect of implementing the international financial reporting

standard No. (9)
Adjusted balance as of January 1, 2018
Impairment loss on new balances during the period
Recoveries from impairment loss on the balances.

Total balance at the end of period

Total
D

(28,923)

(28,923)
(5,995)
28,920

(5,998)

There is no transfers between stages (1,2 and 3) or written off balances during

the Nine month period ended September 30, 2018.

6. Deposits at banks and financial institutions

The movement on deposits at banks and financial institutions is as follows:

Foreign Banks and financial

Total

Deposits mature during the period:

Provision for expected credit losses bank

deposits

Local Banks and financial institutions institutions
September 30, December 31, September 30, September 30, December 31,
2018 2017 2018 2018 2017
plv) D bl ab 3D
From 3 months to 6 months - 16,453,100 16,453,100 14,180,000
- - 16,453,100 16,453,100 14,180,000

Total

There are no restricted deposits as of September 30, 2018 and 31 December 2017.

Deposits balances with banks and financial institutions amounted to JD 16,453,100,
classified as part of the first stage. There are also no transfers between the first, second
and third stages or written off balances during the nine months ended September 30,

2018

- 15 -



7. _ Financial assets at fair value through statement of other comprehensive

income
The details of this items are as follows:

September 30, December 31,

2018 2017
D b
Shares listed in active market 658,619 -
Shares not- listed in active market 1,031,677 175,317
Government guaranteed bonds 90,553,425 -
Other financial bonds 13,935,466 -
106,179,187 175,317
Less: Provision of expected credit loss (132,227) -
106,046,960 175,317

The movement on the financial assets through other comprehensive income is as
follows:

Total
D

balance at the beginning of the period
The Effect of implementing the international financial reporting
(161,332)

standard No. (9)
Adjusted balance as of January 1, 2018 (161,332)

Impairment loss on new balances during the period (2,094)
Recoveries from impairment loss on the balances. 31,199
(132,227)

Total balance at the end of period

There is no transfers between stages (1,2and3) or written off balances during the
Nine month period ended September 30, 2018.

8. Financial assets at fair value through profit or loss

The details of this items are as follows:

September 30, December 31,

2018 2017
JD JD
Shares listed in active market - 627,460
Shares not- listed in active market - . 42,956
- 670,416

During the period eﬁded September 30, 2018, all financial assets at fair value
through profit or loss have been reclassified to financial assets at fair value through

other comprehensive income amounting to 670,416.
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9, Financial assets at amortized cost
The details of this item is as follows:

September 30,

December 31,

2018 2017
D D

Unquoted Financial Assets:
Government and Government guaranteed fmancnal bonds 178,941,693 266,421,026
Other financial bonds 37,000,000 56,305,990

215,941,693 322,727,016
Less: Expected credit loss provision (26,976) -

215,914,717 322,727,016
Bonds and treasury bills analysis:
Fixed return 208,941,693 315,727,016
Variable return 7,000,000 7,000,000
Total 215,941,693 322,727,016
Bonds analysis IFRS 9
Stage 1 ' ' 215,941,693 302,727,016
Stage 2 - 20,000,000
Stage 3 - -
Total 215,941,693 322,727,016

During the period ended September 30, 2018, there has been a reclassification of around
JD 73,85 million of the financial assets at amortized cost to financial assets at fair value

through other comprehensive income.

The movement on the expected credit loss provision for financial assets at amortized cost

is as follows:

Balance at the beginning of the period
The Effect of implementing the international financial reporting

Total

D

standard no. (9)
Adjusted beginning balance as of January 1, 2018
Impairment loss on the new investments during the period
Recoveries from impairment loss on new investments
Balance at the end of the period

10. Financial assets at amortized cost-Mortgaged
The details of this item is as follows:

Government and Government guaranteed financial bonds
Total

September 30,

(311,457)

_(311,457)

(26,975)
311,457

(26,975)

December 31,

2018 2017
D D

15,006,268 -

15,006,268 ]

*  On September 3, 2018, the Bank sold one bond of Jordanian treasury bonds with a
nominal value-of JD 15,000,000 to Arab Bank. The purchase of these bonds was ID
14,873,850. The amount received was JD 14,576,373 as borrowed money at an
interest rate of 5.29% per annum, as indicated. In note No. (14). The Bank did not
recognize this transaction as a sale transaction, as the Bank reserved the right of

repurchase of these bonds on September 6, 2021.
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11. Direct credit facilities - net

The details of this items are as follows:

September 30,

December 31,

2018 2017
Individual (Retail) b JD
Overdrafts* 22,252,459 23,778,891
Loans and bills ** 246,266,161 234,712,993
Credit cards 4,941,377 5,423,451
Real Estate loans 79,170,715 82,262,177
Corporate
Overdrafts* 97,006,994 95,367,550
Loans and bills ** 182,083,063 165,667,411
Small and medium enterprises
Overdrafts* 7,207,507 7,029,693
Loans and bills ** 12,019,738 13,232,046
Government and public sector ** 980,032 1,118,950
Total 651,928,046 628,593,162
Less: Interest in suspehse (10,145,166) (9,946,237)
Less: Provision for impairment on direct credit facilities (31,866,716) (21,621,538)
Direct credit facilities — net 609,916,164 597,025,387

*  Net of interest and commission received in advance amounting to JD 12,448 as of
September 30, 2018 (JD 20,290 as of December 31, 2017).

** Net of interest and commissions received in advance amounting to JD 249,624 as of

September 30, 2018 (JD 222,366 as of December 31, 2017).

At September 30, 2018, non-performing credit facilities amounted to JD 37,987,309
JD (31,479,153 as of December 31, 2017) which represent 5.827% as of September
30, 2018 (5.008% as of December 31, 2017) of gross facilities.

At September 30, 2018, non-performing credit facilities after deducting interest
suspended amounted to JD 27,842,142 (JD 21,532,916 as of December 31, 2017)
which represent 4.338% as of September 30, 2018 (3.481% from the opening balance

as of December 31, 2017).

At September 30, 2018, the credit facilities that granted to the Jordanian government
with guarantee amounted to JD 980,032 (JD 1,118,950 as of December 31, 2017)
which represent 0.150% as of September 30, 2018 (0.178% as of December 31,

2017) of gross facilities.
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Interest in Suspense:

The details movement on interest in suspense is as follows:

For the Nine-month Ended
on September 30, 2018

Balance - beginning of the period
Suspended interest during the period
Interest in suspense reversed to income
Written-off suspended interest

Balance - End of the Period

For the Year Ended December 31, 2017

Balance - beginning of the year
Suspended interest during the year
Interest in suspense reversed to income
Interest in suspense written off during
the year

Balance - End of the Year

- Direct credit facilities according to geographical

Real Large
Estate Corporate
Individuals Loan Customers SMEs Total
D D D D D
6,479,155 246,673 2,952,327 268,082 9,946,237
1,142,043 79,253 224,960 136,128 1,582,384
(266,018) (58,665) (171) (11) (324,865)
(955,892) (88,890) (12,020) (1,788)  (1,058,590)
6,399,288 178,371 3,165,096 402,411 10,145,166
5,362,680 308,791 2,924,337 296,989 8,892,797
1,534,236 91,076 311,207 38,618 1,975,137
(319,928) (108,865) (62,832) (19,684) (511,309)
(97,832) (44,329) (220,385) (47,842) (410,388)
6,479,156 246,673 2,952,327 268,081 9,946,237

distribution and

economic sector are distributed as follows:

Financial

Industrial

Trading

Real estate

Agriculture

Shares

Services

Individual

Government and general sector

Total

December 31,

September 30, 2017
Inside Qutside Total Total .

1D D b D
4,120,597 - 4,120,597 8,702,125
146,835,080 - 146,835,080 134,027,534
50,845,158 - 50,845,158 ° 51,937,112
98,090,085 - 98,090,085 99,900,166
1,830,236 - 1,830,236 1,299,349
25,671,847 - 25,671,847 25,448,000
50,016,065 - 50,016,065 51,778,822
231,527,064 - 231,527,064 . 222,813,329
980,032 - 980,032 1,118,950
609,916,164 - 609,916,164 597,025,387
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12. Other assets
The detail of this item are as follows:

September 30, December 31,

2018 2017
D _ D
Revenue and interest under collection 4,156,064 4,585,125
Prepaid expenses 1,121,491 860,795
Assets seized by the Bank against due debts 1,704,670 1,851,835
Assets / profits of unrealized financial derivatives 378,375 -
Other receivables/brokerage company 79,857 102,299
Land held for sale/brokerage company 1,849,850 1,849,850
Discounted LC’s 12,681,319 24,250,045
Other 2,050,120 2,221,146
Total 24,021,746 35,721,095

- The regulations of Central Bank of Jordan require disposing of the assets seized
by the Bank during a maximum period of two years from the date of the
acquisition. In exceptional cases, the Central Bank may extend this period to a

maximum of two consecutive years.

- The details of the movement on the real state that was sized by bank due to
outstanding debt is as follows:

for the Nine-
month period for the year
Ended in Ended in
September 30, December 31,
2018 2017
D iD
Balance at the beginning of the period 1,851,835 2,327,691
Additions 17,004 223,705
Disposals - (366,555)
Impairment loss ** (164,169) (333,006)
Total 1,704,670 1,851,835

**  The item represents the provision for real state sized by bank for the period ended
in September 30, 2018 and for the year ended in December 31, 2017, based on
the circulation of the central bank of Jordan No. 10/1/4076 dated on march 27,
2014 and the circulation No. 10/1/6841 dated on June 3, 2015, The bank was
started to calculate the provision for the real state that sized for more than 4

years.
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13

Customers’ deposits

This item consists of the following:

For the Nine-Month ended as of September 30,

2018

Current and demand deposits
Saving accounts

Time and notice deposits
Total

For the vear ended as of December 31, 2017

Current and demand deposits -
Saving accounts

Time and notice deposits

Total

Small and Government
Major medium and general
Individual Companies  companies sector Total
1D D D D i)
55,849,075 20,221,657 11,919,652 1,409,374 89,399,758
29,378,541 221,888 207,794 80 29,808,303
276,900,225 167,051,449 14,403,336 74,385,620 532,740,630
362,127,841 187,494,994 26,530,782 75,795,074 651,948,691
63,870,999 19,594,467 11,418,387 1,179,963 96,063,816
21,833,725 163,277 75,427 80 22,072,509
262,815,366 186,570,906 14,525,862 72,065,639 535,977,773
348,520,090 206,328,650 26,019,676 73,245,682 654,114,098

Jordan Government and publié sector deposits amounted to JD 75,795,074 as of
September 30, 2018 (JD 73,245,682 as of December 31, 2017) representing
11.626% (11.198% as of December 31, 2017) of total customers’ deposits.

Non-interest bearing deposits amounted to JD 96,411,759 as of September 30,
2018 (JD 101,408,740 as of December 31, 2017) representing 14.788% (15.503%
as of December 31, 2017) of total deposits.

Restricted deposits amounted to JD 18,972,556 as of September 30, 2018 (IJD
19,378,613 as of December 31, 2017) representing 2.910% (2.963%as of
December 31, 2017) of total deposits.

Dormant accounts amounted to JD 15,111,644 as of September 30, 2018 (ID
20,158,400 as of December 31, 2017).

14. Borrowed funds

September 30, 2018

Borrowing from Arab Bank *
Borrowing from Central Bank of Jordan**
Borrowing from Central Bank of Jordan***

Real Estate Mortgage Refinance Company****
Real Estate Mortgage Refinance Company
Real Estate Mortgage Refinance Company

Real Estate Mortgage Refinance Company

This item consists of the following:
Number of Payments

Total no. of Outstanding Instalments Interest
Amount Payments payments maturity collaterals rate
D
Mortgage
bonds central
bank of
14,576,373 1 1 36 months Jordan 5.29%
1,066,500 30 26 Semi annual - 2.5%
221,677 34 34 Semi annual - 3%
Mortgage
deeds Loan
1,107,973 236 51 Monthly Portfolio 6.809%
Mortgage
deeds Loan
15,000,000 1 1 Semi annual Portfolio 5.5%
Mortgage
deeds Loan
20,105,260 1 1 12 months Portfolio 5.65%
Mortgage
deeds Loan
5,000,000 1 1 Semi annual Portfolic 6%

57,077,783

- 24 -



December 31, 2017

Bills upon
Borrowing from Central Bank of Jordan* 5,008,494 1 1 24 months request
Borrowing from Central Bank of Jordan** 1,256,656 30 28 Semi annual
Borrowing from Central Bank of Jordan*** 220,788 34 34 Semi annual
Mortgage
deeds Loan
Real Estate Mortgage Refinance Company**** 1,271,239 236 60 Monthly Portfolio
Mortgage
deeds Loan
Real Estate Mortgage Refinance Company 20,000,000 1 1 24 months Portfolio
Mortgage
deeds Loan
Real Estate Mortgage Refinance Company 20,012,383 1 1. 12 months Portfolio

Total

* %

kK K

%k k%

47,769,560

The fund borrowed from Arab Bank amounted JD 14,576,373, represent a
repurchase agreement for treasury bonds with a nominal value of 15 million,
which the bank has the right to buy these bonds on the date September 16,

2021.

The funds borrowed from the Central Bank amounted JD 1,066,500 as of
September 30, 2018 that represent the loan agreement of the Arab Fund for
Economic and Social Development to finance the sector of micro, small and
medium enterprises (JD 1,256,656 as at December 31, 2017).

The funds borrowed from the Central Bank amounted 221,677 dinars as of
September 30, 2018 represent the loan agreement of the Arab Fund for
Economic and Social Development to finance the sector of micro, small and
medium enterprises (220,788 dinars as at December 31, 2017).

The amount of the money that re-lending reached 1D 1,107,973 at an average
interest rate of 7.709% as of September 30, 2018 (JD 1,271,239 and an
interest rate of 7.709% as of December 31, 2017).

2%
2.5%
3.%

6.809%

3.8%

5.65%

15. Income tax
A. Income tax provision
The movements on the income tax provision is as follows:
September 30, December 31,
2018 2017
Jb D

Balance at the beginning of the period/ year . 5,952,374 5,176,763
Income tax paid (6,039,984) (5,444,864)
Income tax liability for the period 3,670,441 6,220,475
Balance at the end of the period/ year 3,582,831 5,952,374

Income tax expense appearing in the income statement represents the following:

2018 2017
D JD
Current income tax liabilities for the period 3,670,441 4,588,076
Deferred tax assets for the period (480,482) (456,376)
Reversal of deferred tax assets 602,321 791,280
Reversal of deferred tax liabilities - (7,911)
3,792,280 4,915,069

For the Nine-Month Ended as of

September 30, 2018

- 25 -



B. Summary of the accounting profit adjustment with tax profit:

For the Nine-Month

Ended as of
September 30,
2018
D
Accounting profit _ 11,181,726
Non-taxable profits (3,780,452)
Non-deductible tax expense 1,930,746
Taxable profit 9,332,020
Actual income tax rate 27,24%

The summary of implementing international financial reporting standard no. (9) on

deferred tax assets / Liabilities is as follows:
Deferred Tax Deferred Tax

assets Liabilities
] D D
Increase (decrease) in expected credit loss for the 4,597,400

assets
Reclassification of financial assets -

C. Deferred tax assets ‘
The movement on deferred tax assets during the period is as follows:

For the Nine-
Month Period For the year
Ended Ended
September 30, December 31,
2018 2017
D D
Balance at the beginning of the period/year 720,116 1,012,682
The effect of implementing international
financial reporting standard no. (9) 4,597,400 -
Adjusted balance 5,317,516 1,012,682
Additions during the period/year 580,159 593,153
Disposed during the period/year (647,856) (885,719)
Balance - End of the Period/Year 5,249,819 720,116

The statutory tax rate on banks in Jordan is 35% and the statutory tax rate on the
subsidiary is 24%.

A final settlement with Income Tax Department has been reached for the bank for
the year 2014 and 2015 and the subsidiary until the end of the year 2014.

The tax declaration for the Bank for 2016 and 2017 was submitted and no final
decision has been made by income tax department until preparation of these
financial statements.

The income tax declaration for the subsidiary company was submitted for the year
2015 and was reviewed by the Income and Sales Tax Department. A decision was
issued to claim additional taxes of JD 44,370. However, the company objected to
the decision of the objection authority, and the objection authority issued the
decision and agreed on the additional taxes amount, accordingly, the company
appealed the decision of the objection authority at the Tax Court of First Instance
and the case is still pending.
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16. Other liahbilities
The details for this item is as follows:

September 30,

December 31,

2018 2017
JjD D

Interest held for payment 5,646,537 5,226,946

Revenue received in advanced 65,010 288,807

Accounts payable 6,380,251 5,711,369

Unpaid and accrued expenses 2,393,407 3,036,111

Losses derivative financial liabilities / Unrealized 25,704 145,209

Certified cheques withdrawn by the bank 1,907,598 864,158

Incentives for the board of directors 60,000 80,000

Transfers held for payment 558,081 477,189

Deferred income 108,660 9,755
Impairment provision for expected credit losses-indirect 372,052

credit facilities * -

. Other 2,160,577 1,504,106

Total 19,677,877 17,343,650

The movement on the impairment loss for the indirect facilities on a collective

basis as of the end of the period was as follows:

Balance at the beginning of year

The effect of implementing international financial reporting standard no. (9)

Adjusted balance as of January 1, 2018

Impairment loss on the new exposure during the year
Recoveries from impairment losses on matured exposure
Transferred to stage 1

Transferred to stage 2
Transferred to stage 3

Adjustments that resulted from reclassification between the three stages

Balance at the ending of the period

17. Retained earnings
This item consists of the following:

Balance at the beginning of the period/year
Net effect of international financial reporting standard no. (9)

implementing
Transferred from/to reserves
Adjusted balance at beginning of the period/ year

Profit for the period/ year
Cash dividends distributions

Balance at the End of the Period/ Year

- 27 -

September 30,

2018

JD

(661,488)

(661,488)
(99,910)
288,716
(12,102)
(12,491)

125,223

(372,052)

September 30, December 31,

2018 2017
1D D
17,939,516 17,163,992
(4,771,407) -
5,930,328  (2,289,387)
19,098,437 14,874,605
- 12,964,911
(5,500,000)  (9,900,000)
13,598,437 17,939,516




The effect of implementing in a cumulative manner on the retained earnings item is as

follows:
Impacts on the
Retained
Earnings
D
Balance of retained earnings as of December 31, 2017 17,939,516
General banking risk reserve 5,930,328
The expected credit losses for the assets resulting from implementing
of IFRS9 (10,383,476)
The impact of implementing of international financial reporting standards
no. (9) (Impact of the reclassification of the financial assets) 1,014,669
The impact of implementing of international financial reporting standards
no. (9) on deferred tax assets/liabilities 4,597,400
The balance of retained earnings (opening balance) as of January 1, 2018 19,098,437
Retained earnings (5,500,000)
Balance at the end of the period 13,598,437
18. Basic and diluted earnings per share for the bank’s shareholders
The details for this item are as follows:
For the Nine Month For the Three Month Ended
Ended September 30, September 30,
2018 2017 2018 2017
JD JD
Profit for the period 7,389,446 9,506,070 1,927,119 3,203,359
Weighted average number of shares 110,000,000 110,000,000 110,000,000 110,000,000
Basic and diluted earnings per share (3D/ Fils) 0/067 0/086 0/018 0/029

The share of basic stock is equivalent to diluted stock of share from the profit of
the period.

19. Cash and cash equivalents
The details for this item are as follows:

For the Nine Month Ended
September 30,

2018 2017
D JD
Cash and balances with Central Bank of Jordan
maturing within three month 50,821,126 54,201,963
Add: Balances at banks and financial
institutions maturing within 3 month 64,815,392 83,697,396
Less: Banks and financial institutions’ deposits
maturing within 3 month (150,470,025) (171,194,715).
(34,833,507) (33,295,356)
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20. Related Parties transactions _
The accompanying consolidated condensed interim financial statements include

the Bank and the financial statement of following subsidiary:

Paid-up capital
September 30, December 31,

Company name Ownership 2018 2017
% D D

Arab Co- operation for Financial _
Investments Company Ltd - 100 15,600,000 15,600,000

All the balances and transactions between the Bank and the subsidiary company
were eliminated.

The Group entered into transactions with parent and affiliated companies,
directors, senior management and their related concerns in the ordinary course
of business at commercial interest and commission rates. All the loans and
advances granted to related parties are performing loans and are free of any
provision for impairment.

The details for this item are as follows:

Related party Total
Parent and
affiliated Senior Bank's Board of September December 31,
companies management  employees Directors 30, 2018 2017
D D iD D D D

Consolidated Statements of Financial
Position Items:
Direct credit facilities - 2,369,547 8,572,817 1,218 10,943,582 10,900,042
Deposits at banks and financial institutions 55,169,076 - - - 55,169,076 57,682,186
Banks and financial institutions deposits 57,419,259 - - - 57,419,259 85,981,990
Customers’ deposits - 1,710,789 1,137,302 2,121,664 4,969,755 5,181,122
Off Consolidated Statement of Financial Position Items:
Letters of guarantee 19,871,813 - - 4,000 19,875,813 17,852,555
Letters of credit 8,952,605 - - - 8,952,605 10,691,749
Interest rate swap contracts 15,349,850 - - - 15,349,850 17,866,800
Currency swap contracts 86,636,785 - - - 86,636,785 14,224,000

For the Nine-Month
Ended as of September 30,

2018 2017
Consolidated Condensed Interim
statements of Income Items: 1D b
Interest and commission income 1,282,138 43,977 142,971 - 1,469,086 1,084,896
Interest and commission expense (1,552,494) (46,865) (21,539) (48,446) (1,669,344) (1,473,557)

- Interest rates on credit facilities range between 3% - 11.061% while interest
rates on customers’ deposits range between 0.1% to 5.75%.
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Compensation of the benefits of the senior management of the group is as

follows:
For the Nine-Month Ended

as of September 30,

2018 2017
JD D
Salaries and bonuses 2,313,969 2,455,435

21. Segment analysis
A. Information on Group business segment:

For management purposes, the Bank was organized into the following major
operating segments measured in accordance with the reports that are used by

the chief executive decision maker:

- Retail banking.
- Corporate banking.
- Treasury.

The following are the information of the bank’s business segments:

Total

For the Nine-month ended as of
September 30,

Retail Corporate Treasury Other 2018 2017
D 1D D s} D D
Total income 24,850,852 15,543,210 15,495,860 100,164 55,990,086 50,840,943
(Provision) for impairment loss on direct
credit facilities (1,580,636) (1,168,895) (76,355) - (2,825,886) (718,589)
Provision for Impairment of Assets
international financial reporting standard
no. (9) - - 331,234 - 331,234 -
Results of the Sector 12,166,327 8,113,211 8,553,432 100,164 28,933,134 32,110,023
Unallocated segmental expenses (17,751,408) (17,688,884)
Profit for the period before tax 11,181,726 14,421,139
Income tax (3,792,280) (4,915,069)
Profit for the Period 7,389,446 9,506,070
Capital expenditures (4,120,441) (1,767,533)
Depreciation and amortization (1,053,136) (1,396,284)
September 30, December 31,
2018 2017
Other information b D
Segmental assets 319,475,556 288,761,866 495,237,763 - ' 1,103,475,185  1,112,540,545
Unallocated segmental assets - - - 21,171,270 21,171,270 15,522,512
Total Assets 319,475,556 288,761,866 495,237,763 21,171,270 1,124,646,455  1,128,063,057
Segmental liabilities 581,644,669 170,468,917 207,847,544 - 959,961,130 957,581,206
Unallocated segmental liabilities - - - 7,371,226 7,371,226 10,240,047
581,644,669 170,468,917 207,847,544 7,371,226 967,332,356 967,821,253

Total Liabilities
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24. Contingent Liabilities and Commitments

This item consists of the following:

September 30,

December 31,

2018 2017
Letters of credit: JD D
Export 14,290,118 28,086,536
Import 52,522,900 55,211,992
Acceptances 8,292,930 16,505,681
Letters of guarantee:
Payments 35,787,875 36,390,535
Performance 43,616,992 57,735,939
Other 31,542,035 32,087,920
Unutilized credit facilities 56,758,551 52,125,404
Total 242,811,401 278,144,007

25. Capital adequacy ratio

The capital adequacy ratio is calculated in accordance with the instructions of the Central
Bank of Jordan based on the decisions of Basel III. The following is the capital adequacy

ratio compared to the previous period:

Rights of ordinary shareholders

Paid-up capital

Retained earnings after subtracting expected dividends
Accumulated changes in fair value

Share premium
Statutory reserve

Voluntary reserve
Total ordinary share capital

Regulatory Adjustments (Capital Offerings)
Goodwill and intangible assets

Mutual investments in the capital of banks, financial companies
and insurance companies within CET1

Deferred tax assets due to investments within the first
Jimit (10%)

Net ordinary shareholders' equity

Additional capital

Net core capital (The first slot from capital tier 1)

The second slot from capital tier 2

General banking risk reserve / international financial reporting
standards no. (9) stage 1 provision
Net supporting capital

Regulatory capital
Total assets weighted-risk

Capital adequacy ratio (%)
Ratio of core capital (%)
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September 30,
2018

December 31,
2017

Thousands 1D

Thousands 1D

110,000 110,000
14,236 12,438
(130) (85)

67 67
26,193 26,193
197 197
150,563 148,810
(403) (488)
(5,250) (720)
144,910 147,602
144,910 147,602
2,669 5,930
2,669 5,930
147,579 153,532
786,437 813,019
%18.77 718.88
%18.43 718.15



26. Lawsuits raised against the bank
The lawsuits raised against the Bank amounted to JD 1,583,265 as of September 30,
2018 (JD 1,489,705 as of December 31, 2017). In the opinion of the management and
legal advisor, no material liability will arise as a result of these lawsuits in excess of the
amounts already provided which amounted to JD 638,413 as of September 30, 2018 (JD

638,413 as of December 31, 2017).

27. Risk Management
1. Definition of the Bank's implementation of default and the mechanism of

dealing with default

The bank follows and applies the Central Bank of Jordan instructions No. (2009/47)
dated on December 10, 2009 for non performing accounts for the credit portfolio for
both Arab banking corporation and Arab Cooperation for Financial Investments where it
classifies the non performing debts and interest in suspense automatically in the bank
system, according to the classifications that are included in the instructions (Sub-

standard, Doubtful debts, Bad debts).

1) Bank application to default:
The Central Bank of Jordan instructions related to the classification of impaired

debts, suspended interest and provisions are applied, in addition to the internal
bank’s policies, the more conservative results are taken.

2) The mechanism of default treatment:
e Scheduling of indebtedness according to the scheduling principles stated in the
instructions of the Central Bank of Jordan
e Final repayment with deduction of part of the debt
e Legal procedures taken to collect the bank's rights
e The non performing accounts are manually moved into performing accounts

Taking into consideration the instructions of the Central Bank of Jordan and the internal
policy adopted by the Bank, where the more conservative and strict procedures are
adopted. The classification of risk ratings for non-performing accounts is adopted as

follows:

Internal classification for the non performing facilities Name
Sub-standard 9
Doubtful debt 10
Bad debts 11
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2. Detailed explanation of the Bank's internal credit classification system and its
working mechanism
The Bank evaluates corporate customers based on an internal evaluation system
through Moody’s Company, the evaluations adopted on the financial elements and non-
financial elements where the financial statements relating to the results of corporate
clients are entered into the internal rating system when granting or reviewing or
modifying the ceilings of the facilities granted to the client within the ratios and financial
indicators specific to the system, moreover, there are standards and non-financial
requirements entered into the system to extract the customer degree of risk
classification based on the risk classification degree that is listed below, this degree is
entered through the bank system, indicating that the classification degree 7,8 also
include watch list facilities accounts, on the other hand the classification rating of
(9,10,11) relates to the non performing facilities accounts based on central bank of
Jordan instructions No. (47/2009), note that the classification related to the watch list
and non performing accounts are done automatically on the system.

Internal risk grade Description
] Exceptional

2 Excellent

3 Superior

4 Good

5 Satisfactory
6 Adequate
7
8
N

Marginal/Watch list
Special mention
PLs (9,10,11) Sub-Standard, Doubtful and Loss

3. Certified mechanism for calculating the expected credit losses (ECL) based on
financial instruments and for each individual item.

»  The expected credit losses based on financial instruments that are classified under
amortized cost portfolio or through other comprehensive income statement
calculated based on individual basis, whether the financial assets are equity
instrument or debt instrument according to the treasury department form that is
certified from the board of directors of the bank, where these tools are subject to
impairment calculation (Expected credit losses according to the IFRS (9)
requirements where this loss is recorded in the statement of income.

= The debt instruments issued by the Government of Jordan or guaranteed by, are
excluded from the expected credit loss.

4. Regulatory application requirement for International financial reporting
standard (9) including the responsibilities of the Board of Directors and
Executive Management to ensure the compliance with standard requirements.
»  The Board of Directors of the Bank shall adopt the policies and documents relating

to the standards, methodologies and the bases for calculating the requirements of
the standard (9) according with the central bank of Jordan instructions, where they
periodically review the result of the expected credit losses calculation and to see
the development, updates, bases related to these results.

= The board of directors approves any exceptional case in which an allowance or
expected credit losses is made and adjustments that have a result from expected
credit losses calculation required by justification, clear and reliable.
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» The directory Committee of the Bank is chaired by the CEO and the membership of
each of the heads of the executive departments concerned in the application and
composed of the heads of the business units, backing and supporting group, risk
management, financial control, information system management, to supervise on the
draft application standard (9), where the committee has responsibility for applying
the standard and to ensure that the concerned departments shall implement this plan
in accordance with their competence to comply with the roles assigned and
implement the procedures related to implementation steps and stages of applying
this standard in the bank, and present the completion result once its ready,
coordinating with the various credit committees in the bank to obtain the necessary
approvals for the cases that require an adjustment to the results of calculating the

expected losses.

* The Credit Committee presents and reviews the list of accounts that need to be
monitored closely and subject to under control in order to verify that the size of the
provisions calculated are in accordance with the required standard commensurate
with the credit risk related to these account.

» The standard requirement project has been implemented through Arab Banking
Corporation/parent company in Bahrain, It was agreed to apply this standard at the
Group level through Moody's company and the external auditor of the group
management to work together to implement the requirements of the Standard (9).

5. The definition of the mechanism of calculating and controlling the probability of
default (PD), and credit exposure at default (EAD), and the rate of loss given

default (LGD).

= According to standard (9) the expected credit loss measurement model has been
applied using the following framework:

Expected credit loss= size of exposure at default * the probability of customer default
* Loss rate at default.

» Credit exposure is calculated when there is default using Basel III requirements
(standard method): loans and credit facilities (direct and indirect), debt instruments
recorded at amortized cost, debt instruments recorded at fair value through statement
of comprehensive income, financial guarantees, As well as credit facilities granted
within the Bank's subsidiary (Arab Cooperation for Investments), the unutilized direct
ceilings, that consider the conversion coefficient for indirect requirements, approved
%100 for the credit exposure calculation purpose in default.
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= The Probability of default ratios were calculated according to the results of the
evaluation of the risk degree of the credit portfolio of the customers during the past
years and the required review for forms related to the risk assessment of the customer
for all corporates and banks through Moody's company’s system according to the
following table:

Moody's Rating Notch ABC_Rating
Aaa 1 01
Aal 2 02+
Aa2 3 02
Aa3 4 02-

Al 5 03+
A2 6 03
A3 7 03-
Baal 8 04+
Baa2 9 04
Baa3 10 04-
Bal 11 05+
Ba2 12 05
Ba3 13 05-
B1 14 06+
B2 15 06
B3 16 06-
Caal 17 07+
Caa2 18 07
Caa3 19 07-
Ca 20 08
Sub-standard - 09
Doubtful - 10
Loss - 11

The loss ratio is calculated using the systems approved by the external supplier for
Moody's company, assuming that the default happens after calculating the recoverable
amount of the credit exposure and the timing of the recovery. It is also taken into
consideration the collaterals provided against the credit exposure and the application
of the deduction ratios determined in accordance with the internal standards adopted

by the Bank.

The methodology for calculating the expected credit loss in the first and second stages
was adopted on a Collective Basis level for the retail portfolio (personal loans, housing
loans, credit cards and auto financing loans). The Roll Rate Approach was adopted.
The loss calculation is adopted on a collective level for the credit portfolio managed by
Arab cooperation for Financial Investments for financing product in margin and cash,
where such portfolios or products carry similar credit risk and share several elements
such as (type of product, quality of collateral provided, nature of financing, duration
of financing, sector ...)

The stress tests required in accordance with the standard, which is part of the expected
credit loss calculation process, were adopted on three scenarios to study the future
forecasts and their effect on the variables of the expected credit loss measurement
model and it presents in the normal scenario, a worse scenario and a better scenario,
since we adopted the weighted probability value for these scenarios.

As for the calculation of the credit loss under Stage 3, we continue to follow the Central
Bank of Jordan (47/2009) terms of classification of non-performing debts, suspension
of interest, calculation of provisions and acceptable deduction rates for guarantees.
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Determinants of the significant change in the credit risk on which the Bank
relied on calculating expected credit losses

To calculate the size of the credit loss for the facilities of corporate customers of
all types to be classified as part of the second stage, the investment portfolio,
indirect liabilities on individual basis. The determinants of the significant change
in credit risk (high credit risk level) were adopted as follows:

A decrease or deterioration in the actual internal credit rating of the borrower
according to the internal rating system applied by the bank related in comparison
to the internal rating of the borrower at the time of granting the loan.

Accounts with no risk rating degree on the system at the facility granting date
are classified in the second stage. .

The unpaid accruals on one of the client accounts or the borrower that exceeds
30 days.

Accounts that are classified as watch list (internal rating 7 and 8).
Accounts that need to be actively monitored by the bank within the account.
Accounts that have restructured obligations of debtor (structuring obligations).

As for the credit portfolio for retail facilities of all types, the loan matured for the
customers that have dues for more than 30 days and less than 89 days are

classified in the second stage. :

The Bank's policy in identifying the common elements (s) on which the credit
risk and expected loss are based on a collective basis

The methodology for calculating the expected credit loss in the first and second
stages was adopted at the Collective Base level for the retail portfolio (personal
loans, housing loans, credit cards and auto financing loans). The Roll Rate
Approach was adopted. The loss calculation is adopted on a collective level for
the credit portfolio managed by Arab cooperation for Financial Investments for
financing product in margin and cash, where such portfolios or products carry
similar credit risk and share several elements such as (type of product, quality
of collateral provided, nature of financing, duration of financing, sector ...).

The roll-rate approach was used to calculate the probability of default for retail
products for each product based on the reports extracted from the bank during
the past years and monthly to determine the distribution of receivables. The loss
ratio was calculated by reference to the size of the realized recoveries of the
distressed portfolio including demand detection for retail customers since 2014.

The expected credit loss of the credit portfolio granted by the subsidiary “Arab
Cooperation for Financial Investments” was calculated as the financing of the
shares in the margin and cash financing product for the first and second stages.
As for the risk degree of the clients of the working portfolio that are classified as
stage one is considered to be equal to the level of the country's risk (Jordan). As
for the degree of risk of the customer classified in the second stage, the country's
risk rating is reduced by one degree and the maturity date of the margin product
is one full year, as for the cash financing product, the maturity of these facilities
is 3 months, as for the loss ratio at default, 5% of the facilities classified in stage
1 (which are calculated based on the collateral coverage ratio of the existing
facilities) and 25% for the customers classified in stage 2.

Primary economic indicators that were used by the Bank in calculating
expected credit loss probability of default (PD)

The parent institution in Bahrain used an external supplier to conduct the calculation
of expected credit loss by adopting three scenarios to study the future forecasts and
their impact on the variables of the credit loss measurement model. The economic
factors used in the calculation were the economic growth ratios in Jordan and the stock

price index.
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