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Subject: Financial Statements for the fiscal year

ended 31/12/2018

Attached are the English Financial Statements of
Bank Al Etihad as of 31/12/2018 , which is subject

to the Central Bank of Jordan approval.

Best Regards,,,

Nadia Al Saeed

Chief Executive Officer
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Audit Report on the Consolidated Financial Statements

AM/ 010932

To the Board of Directors Chairman and Members
Bank Al Etihad

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

Opinion

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

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

Basis for Opinion
We conducted our audit in accordance with International Standards on Auditing (ISA). Our

responsibilities under those standards are further described in the Auditor’s 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’ Cede 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

Scope of Audit to Address the Risks

Impairment in the credit (facilities
portfolio

The Bank's management exercises significant

judgment and uses assumptions to determine
both the timing and amount of the provision

to be recorded as expected credit losses.

Credit facilities are & major part of the Bank's
assets. Due to the importance of the
judgments used in the classification of credit
facilities at the various stages set forth in
International Financial Reporting Standard (9)
and the related provision requirements, credit
facilities have been considered as key audit
risks.

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

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

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

We have also examined the operational
effectiveness of key control over these operations, read
out the policy of determining the Bank's expected credit
loss provision, and compared it with the requirements
of IFRS 9 and the Central Bank's instructions in this
regard.

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

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

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

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

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

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

Scope of Audit to Address the Risks

Application of International Financial
Reporting Standard (9)

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

above standard.

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

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

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

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

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

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

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

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

s Identifying a significant increase in credit
risk,

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

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

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




Deloitte

Key Audit Matters Scope of audit to address the risks

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

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

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

» Reviewing the compietion of credit facilities,
investment securities and deposits used in
the calculation of expected credit loss as of
January 1, 2018.

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

3. Suspension of interests on non-
performing loans

Interest is suspended after 90 days from the
impairment event (default date) in accordance
with the Central Bank of Jordan’s regulations.
Judgment is exercised to determine when the
default date occurs which affects the amount
of interest to be suspended.

The disclosures related to suspended interest

Qur audit procedures included the assessment
of the framework used and the adequacy of
the assessments frameworks and the inputs
used to estimate the non-trading investments.
As part of the audit procedures, we have
reviewed the reasonableness of the main
inputs used in the estimation process such as
the expected cash flows, and inflation rates

on non-performing loans are stated in Note through comparing them with  market
(9) within the consolidated financial information.
statements.

Other Information

Management is responsible for other information. Other information consists of information
provided in the annual report other than the 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. Qur opinion on the consolidated financial statements does not include other information,
and we do not express any form of assurance or concfusion 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.
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Responsibilities _of Management and Those Charged with Governance for the
Consolidated Financial Statements

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

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

Those charged with governance are responsible for overseeing the Bank’s financial reporting
process.

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

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

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

« 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.

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

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

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
refated to events or conditions that may cast significant doubt on the Bank's abiiity 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 Bank to cease to continue as a going concern.

« Evaluate the overall presentation, structure and content of the consolidated financial
statements, including the disclosures, and whether the consolidated financial statements
represent the underlying transactions and events in a manner that achieves fair presentation.
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« Obtain sufficient and appropriate audit evidence regarding the consolidated financial
information of the entities or business activities within the Group ("The Bank and its
subsidiaries”) to express an opinion on the consolidated financial statements. We are
responsible for the direction, supervision and implementation of the Group audit. We remain
solely responsible for our audit opinion.

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

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

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

Report on Other Legal and Regulatory Requirements

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

~
Amman - The Hashemite Kingdom of Jordan M &h
February 17, 2019 De To M Jordan

Deloitte & Touche (M.E.)
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BANK AL ETIHAD

{A PUBLIC SHAREHOLDING LIMITED COMPANY)

AMMAN -

HE HASHEMITE KINGDOM OF JORDAN

CONSOLIDATED STATEMENT OF FINANCTAL POSITION

December 31,

Note 2018 2017

Assets: 1D o
Cash and balances at the Central Bank of Jordan 5 333,205,500 338,311,743
Balances at banks and financial institutions 6 248,264,111 326,075,874
Deposits at banks and financial institutions 7 4,258,890 8,325,098
Financial assets at fair value through profit or loss 8 13,478,492 7,509,280
Direct credit facilities and financing - net 9 2,277,918,456 2,084,327,989
Financial assets at fair value through other comprehensive income 10 28,530,920 30,877,736
Financial assets at amortized cost 11 765,692,190 617,696,128
Investments in associates 12 376,618 377,262
Property and equipment - net 13 74,486,185 70,968,060
Deferred tax assets 21/b 11,957,746 4,559,081
Intangible assets - net 14 22,186,281 20,945,239
Other assets 15 87,713,743 62,301,763

TOTAL ASSETS 3,868,069,132 3,572,275,253
LIABILITIES AND OWNERS' EQUITY:
LIABILITIES:
Banks and financial institutions deposits 16 96,687,828 58,873,920
Customers’ deposits 17 2,988,949,545 2,691,335,921
Cash margins 18 141,814,536 210,088,710
Borrowed funds 19 85,236,262 88,211,995
Sundry provisions 20 1,232,609 234,615
Income tax provision 21/a 18,199,119 14,773,872
Other liabilities 22 68,702,089 50,245,187

TOTAL LIABILITIES 3,400,821,988 3,113,764,220
OWNERS' EQUITY:
BANK'S SHAREHQLDERS' EQUITY:
Paid-up capital 23 160,000,000 160,000,000
Share premium 23 80,213,173 80,213,173
Statutory reserve 24 49,410,187 42,668,849
QOpticnal reserve 24 34,279,172 29,271,414
General banking risks reserve 24 = 14,034,670
Fair value reserve 26 (727,049) 1,191,589
Retained earnings 27 53,566,049 43,243,353

TOTAL BANK'S SHAREHOLDERS' EQUITY 376,741,532 370,623,048
Non-cantrolling interests 90,505,612 87,887,985

TOTAL OVWNERS' EQUITY

TOTAL LIABILITIES AND OWNERS' EQUITY

467,247,144

458,511,033

3,868,069,132

3,572,275,253

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

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

= s




BANK AL ETIHAD
(A PUBLIC SHAREHOLDING LIMITED COMPANY}
AMMAN - THE HASHEMITE KINGDOM OF JGRDAN
CONSOLIDATED STATEMENT OF INCOME

For the Year Ended December 31,

Note 2018 2017
iln) 1D

Interest income and returns 30 216,761,089 186,859,033
Interest expenses 31 88,809,011 72,169,059
Met Interest Income and Returns 127,952,078 114,689,974
Net commission income 32 23,849,404 21,399,045
Net interest, returns and commission income 151,801,482 136,089,019
Gain from foreign currencies 33 5,854,006 5,525,404
(Lass) gain from financial assets at fair value through profit or loss 34 (2,455,797} 3,358,359
Net (losses) from sale of financiat assets at amortized costs (3,037) -
Gains from financial assets at fair value through other comprehensive income 35 1,026,133 938,772
Other income 36 1,337,196 1,204,423

Total Income 157,559,983 147,112,983
Employees’ expenses 37 43,123,071 39,980,835
Depreciation and amortizaticn i3 and 14 11,025,351 10,332,667
Other expenses 38 28,705,188 27,034,084
Allowance for expected cradit loss 23 10,935,812 15,776,785
Provision for impairment of foreclesed assets 15 200,000 1,753,468
Sundry provisicns 20 1,048,709 107,496

Total Expenses 95,038,131 94,985,339
Profit from operations 62,521,852 52,127,644
Bank's share from associates profits 8,356 16,900

Profit for the year before tax 62,530,208 52,144,544
Incorme tax expense 21/a {21,444,297) (17,345,461)

Profit for the Year 41,085,911 34,759,083

Attributable to:

Bank's Shareholders 35,736,582 31,364,269
Mon-Centrolfing Interests 5,349,329 3,434,814
41,085,911 34,799,083

JO/ FILS JD/ FILS

Basic and diluted earnings per share for the period
attributable to the Bank's Shareholders 39 -/223 -/20%

THE ACCOMPANYING NOTES FROM (1) TO (50} CONSTITUTE AN INTEGRAL PART OF THESE CONSOLIDATED
FINANCIAL STATEMENTS AND SHOULD BE READ WITH THEM AND WITH THE AUDIT REPORT.




BANK AL ETIHAD

(A PUBLIC SHAREHOLDING LIMITED COMPANY)

AMMAN - THE HASHEMITE KINGDOM OF JORDAN

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

For the Year Ended December 31,

2018 2017
D 1D
Profit for the Year 41,085,911 34,799,083
Other comprehensive income items which may be
reclassified to_profit or loss in the subsequent period
Net change in fair value reserve after tax (2,104,192) (1,481,941)
Total Comprehensive Income for the Year 38,981,719 33,317,142

Attributable to:
Bank's Shareholders 33,650,791 29,882,698
Non-Controlling Interests 5,330,928 3,434,444

38,981,719 33,317,142

THE ACCOMPANYING NOTES FROM (1) TO (50) CONSTITUTE AN INTEGRAL PART OF THESE
CONSOLIDATED FINANCIAL STATEMENTS AND SHOULD BE READ WITH

THEM AND WITH THE AUDIT REPORT.
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BANK AL ETIHAD
A PUBLIC SHAREHOLDING LIMITED

MPANY.

AMMAM - THE HASHEMITE KINGDOM OF JORDAN
CONSOLIDATED STATEMENT OF CASH FLOWS

Operating Activities

Profit before income tax

Adjustments for non-cash items:

Depreciation and amortization

Provision for expected credit loss

Provision for impairment in foreclosed assets
Unrealized Losses {gains) from financial assets

Loss fram sale of property and equipment

Sundry provisions

Banks' share from associates’ profits

(Gains) from sale of foreclosed assets against debts
Effect of disposal of subsidary company

Differences in exchange rates on cash and cash equivalents

Profit before changes in assets and liabilities

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

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

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

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

Financing Activities

Dividends distributed to shareho'ders

(Decrease) increase in borrowing

Increase in capital

Increase in share premium

Increase in capital fees

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

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

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

For the Year Ended December 31

Hote 2018 2017
0 b1s}
62,530,208 52,144,544
13814 11,025,351 10,332,667
28 10,935,812 15,776,785
15 200,000 1,753,468
34 1,002,852 (432,207)
k11 315,651 268,463
20 1,048,709 107,496
12 (8,356) (16,500)
36 (208,038) S
19,116 -
(1,914,563) (2,796,195)
84,946,789 77,138,120
(736,983) 119,351
(6,972,111) 16,223,509
4,065,637 (3,232,271)
8,500,000 3,000,000
(221,433,607) (113,291,334)
(25,403,942) (7,349,025)
297,613,624 78,304,949
(68,274,174) 25,701,024
17,074,372 6,925,865
89,379,605 83,540,188
aj21 (18,402,776) {17,920,819)
20 (50,715) -
70,926,114 65,619,369
(603,655) (2,178,302)
(147,474,105) (90,729,136)
(11,949,707) (9,417,583)
13 408,117 167,284
14 (4,558,579) (1,760,039)
- 164,854,581
12 9,000 10,000
(164,168,929) 60,946,805
(18,522,953) (12,498,396)
(2,975,733) 31,342,749
8 35,000,000
- 8,750,000
- (824,087)
s (126,000)
(21,498,686) 61,644,265
(114,741,501) 188,210,440
1,914,563 2,796,196
600,016,203 409,009,567
40 487,189,265 600,016,203

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

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

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

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

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

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

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Preparation

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

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

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

- The accounting policies adopted in preparing the consolidated financial statements are
consistent with those applied in the year ended December 31, 2017 except for the effect
of what is stated in Note (3 ~a & 3 - b):

Basis of Consolidation

The consolidated financial statements include the financial statements of the Bank and its
subsidiaries under its control. Meanwhile, control exists when the Bank has control over the
investee company, or it Is exposed to variable returns or holds rights for its participation in the
investee company, and the Bank is able to use its control over the investee company te affect

those returns.

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

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

- Potential voting rights held by the Company, other vote holders or other parties.
- Rights arising from other contractual arrangements.

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

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

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

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

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

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

Ownership of Date of
Company's Name Paid-up Capital the Bank Nature of Operation Acquisition f.ocation
il %
Al-Etihad for Financial
Brokerage Company L.L.C. 5,000,000 100 Financial Brokerage 2006 Jordan
Al-Etihad for Financial Leasing Finance Leasing
Company L.L.C 7,500,000 100 2015 Jordan
Acquisition of bonds
and shares in
companies and
borrowing the
Al-Etihad Islamic Investment necessary funds from
Company L.L.C 65,562,636 58 banks 2016 Jordan
Control is achieved when the Bank:
) has power over the investee;
. is exposed, or has rights, to variable returns from its involvement with the investee; and
. has the ability to use its power to affect the investee’s returns.

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

-13 -




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

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

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

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

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

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

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

° Derecognizes transfer differences accumulated in Owners’ Equity.

o Derecognizes the fair value to the next controlling party.

o Derecognizes the fair value of any investment retained.

° Derecognizes any gain or loss in the income statement.

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

loss statement as appropriate.

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

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

Segment Information

- Business sectors represent a group of assets and operations that jointly provide products
or services subject to risks and returns different from those of other business sectors
measured in accordance with the reports sent to the operations management and decision

makers in the Bank.

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

Net Interest Income

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

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

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

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

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

Net Fee and Commission Income

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

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

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

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

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

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

dividend for unlisted equity securities.

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

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

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

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

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

Finangial Instruments

Initial recognition and measurement:

Financial assets and financial liabilities are recognized in the Bank’s consolidated statement of
financial position when the Bank becomes a party to the contractual provisions of the instrument,

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

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

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

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

asset or liability).

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

Financial Assets

Initial Recognition

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

statement of income.
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Subsequent Measurement

All recognized financial assets that are within the scope of IFRS (9} are required to be
subsequently measured at amortized cost or fair value on the basis of the entity’s business
model for managing the financial assets and the contractual cash flow characteristics of the

financial assets. Specifically:

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

. Debt instruments held within a business mode! 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;

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

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

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

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

Debt Instruments at Amortized Cost or at Fair Value Through Qther 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.qg. if there
are repayments of principal}. Interest consists of consideration for the time value of money, for
the credit risk associated with the principal amount outstanding during a particular period of
time, and for other basic lending risks and costs, as well as a profit margin. The SPPI assessment
is made in the currency in which the financial asset is denominated.

Contractual cash flows that are SPPI are consistent with a basic lending arrangement.
Contractual terms that introduce exposure to risks or volatility in the contractual cash flows that
are unrelated to a basic 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.

Assessment of Business Models

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

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

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

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

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

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

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

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

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

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

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

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

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

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

Reclassifications

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

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

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

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

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

Fair Value Option

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

following cases:

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

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

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

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

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

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

Balances and deposits at banks and financial institutions;

Direct credit facilities (loans and advances to customers);

Financial assets at amortized cost {debt investment securities);

Financial assets at fair value through other comprehensive income;

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

contracts issued).

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

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

. Full lifetime ECLs, i.e. lifetime ECL that result from all possible default events over the life
of the financial instrument, (referred to as Stage 2 and Stage 3).

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

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

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

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

The Bank measures ECL on an individual basis, or on a collective basis for portfolios of loans
that share similar economic risk characteristics. The measurement of the loss 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.

Credit-impaired Financial Assets

A financial asset is ‘credit-impaired’ when one or more events that have a detrimental impact
on the estimated future cash flows of the financial asset have occurred. Credit-impaired financial
assets are referred to as Stage 3 assets. Evidence of credit-impairment includes observable data

about the following events:

Significant financial difficulty of the borrower or issuer;

A breach of contract such as a default or past due event;

The lender of the borrower, for economic or contractual reasons relating to the borrower’s
financial difficulty, having granted to the borrower a concession that the lender would not
otherwise consider;

The disappearance of an active market for a security because of financiai difficuities; or
The purchase of a financial asset at a deep discount that reflects the incurred credit losses.

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

A loan is considered credit-impaired when a concession is granted to the borrower due to a
deterioration in the borrower’s financial condition, unless there is evidence that as a 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, cases where the assets impairment is not recognized
after 90 days of their becoming due are supported by reasonable information.
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Purchased or Originated Credit-impaired (POCI} Financial Assets

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

Definition of Default

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

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

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

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

The definition of default is appropriately tailored to reftect 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 gualitative and quantitative indicators. The information assessed depends on the
type of the asset. For example, in corporate lending, a qualitative indicator used is the breach
of covenants, which is not relevant for retail lending. Quantitative indicators, such as overdue
status and non-payment on another obligation of the same counterparty are key inputs in this
analysis. The Bank uses a variety of sources of information to assess default that is either
developed internally or obtained from external sources.

Significant Increase in Credit Risk

The Bank monitors all financial assets, issued loan commitments and financial guarantee
contracts that are subject to the impairment requirements to assess whether there has been a
significant increase in credit risk since initial recognition. If there has been a significant increase
in credit risk, the Bank measures the loss allowance based on lifetime rather than 12-month

ECL.

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

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

Muitiple economic scenarios form the basis of determining the probability of default at initial
recognition and at subsequent reporting dates. Different economic scenarios will jead 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.
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For corporate lending, forward-looking information includes the future prospects of the
industries in which the Bank’s counterparties operate, obtained from economic expert reports,
financial analysts, governmental bodies, relevant think-tanks and other similar organizations,
as well as consideration of various internal and external sources of actual and forecast economic
information. For retail, lending forward-looking information includes the same economic
forecasts as corporate lending with additional forecasts of local economic indicators, particularly
for regions with a concentration to certain industries, as well as internalfly generated information
of customer payment behavior.

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

. The remaining lifetime PD at the reporting date; with

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

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

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

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

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

Modification and Derecggnition of Financial Assets

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

The Bank renegotiates loans to customers in financial difficulty to maximize collection and
minimize the risk of default. A loan forbearance is granted in cases where although the borrower
made 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. The revised terms in most of the cases include an extension of the maturity of
the loan, changes to the timing of the cash flows of the loan (principal and interest repayment),
reduction in the amount of cash flows due (principal and interest forgiveness) and amendments
to covenants. The Bank has an established forbearance policy, which applies for corporate and
retall lending.
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When a financial asset is modified, the Bank assesses whether this modification results in
derecognition. In accordance with the Bank’s policy, a modification results in derecognition when
it gives rise to substantially different terms. To determine if the modified terms are substantially
different from the original contractual terms, the Bank considers the foliowing:

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

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

In the case where the financial asset is derecognized, the loss allowance for ECL is re-measured
at the date of derecognition to determine the net carrying amount of the asset at that date. The
difference between this revised carrying amount and the fair value of the new financial asset
with the new terms will tead to a gain or loss on derecognition. The new financial asset will have
a loss allowance measured based on 12-month ECL except in the rare occasions where the new
loan is considered to be originated- credit impaired. This applies only in the case where the fair
value of the new loan is recognized at a significant discount to its revised par amount because
there remains a high risk of default that has not been reduced by the modification. The Bank
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; with
. The remaining lifetime PD at the reporting date based on the modified terms.

For financial assets modified as part of the Bank’s forbearance policy, where modification did
not result in derecognition, the estimate of PD reflects the Bank’s abillty 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 aliowance will continue to be measured at an amount
equal to lifetime ECL. The loss allowance on forborne Joans will generally only be measured
based on 12-month ECL when there is evidence of the borrower’s improved repayment behavior
following modification leading to a reversal of the previous significant increase in credit risk.

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

The Bank derecognizes a financial asset only when the contractual rights to the asset’s cash
flows expire (including expiry arising from a modification with substantially different terms), or
when the financial asset and substantially all the risks and rewards of ownership of the asset
are transferred to another entity. If the Bank neither transfers nor retains substantiaily all the
risks and rewards of ownership and continues to control the transferred asset, the Bank
recognizes its retained interest in the asset and an associated liability for amounts it may have
to pay. If the Bank retains substantially all the risks and rewards of ownership of a transferred
financial asset, the Bank continues to recognize the financial asset and recognizes &
collateralized borrowing for the proceeds received.
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On derecognition of a financial asset in its entirety, the difference between the asset’s carrying
amount and the sum of the consideration received and receivable and the cumulative gain/loss
that had been recognized in OCI and accumulated in equity is recognized in profit or loss, with
the exception of equity 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

Loans and debt securities are written off when the Bank has no reasonable expectations of
recovering the financial asset (either in its entirety or a portion thereof). This is the case when
the Bank determines that the borrower does not have assets or sources of income that could
generate sufficient cash flows to repay the amounts subject to the write-off, which constitutes
a derecognition event. In this respect, the Bank may apply enforcement activities to financial
assets written off. Meanwhile, recoveries resulting from the Group’s enforcement activities will
result in impairment gains.

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

. 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 either as 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 that are potentially
unfavorable to the Bank; or

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

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

Equity Instruments

Paid-up Capital

An equity instrument is any contract that evidences a residual interest in the assets of an entity
after deducting all of its liabilities. Equity instruments issued by the Bank are recognized at the
proceeds received, net of direct issue costs.

Treasury Shares
Repurchase of the Bank’s own equity instruments is recognized and deducted directly in equity.
No gain or loss is recognized in statement of income on the purchase, sale, issue or cancellation

of the Bank's own equity instruments.
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Compound instruments

The component parts of compound instruments (e.g. convertible notes) issued by the Bank are
classified separately as financial liabilities and equity in accordance with the substance of the
contractual arrangements and the definitions of a financial liability and an equity instrument. A
conversion option that will be settled by the exchange of a fixed amount of cash or another
financial asset for a fixed number of the Company’s own equity instruments is an equity
instrument.

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

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

of income’ or ‘other financial liabilities’.

Financial Liabilities at Fair Value through the Statement of Income

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

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

J 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

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

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

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

) The financial liahility 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

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

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

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

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

Other Financial Liabilities

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

Derecognition of Financial Liabilities

The Bank derecognizes financial liabilities when, and only when, the Bank's obligations are
discharged, cancelled or have expired. The difference between the carrying amount of the
financial liability derecognized and the consideration paid and payable is recognized in the
statement of income.

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

Derivative Financial Instruments

The Bank enters into a variety of derivative financial instruments some of which are held for
trading while others are held to manage the Bank’s exposure to interest rate risk, credit risk,
and foreign exchange rate risk. Derivative held include foreign exchange forward contracts,
interest rate swaps, cross currency interest rate swaps and credit default swaps.

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

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

Embedded Derivatives

Derivatives embedded in financial liabilities or other non-financial asset host contracts are
treated as separate derivatives when their risks and characteristics are not closely related to
those of the host contracts, and the host contracts are not measured at fair value through profit

or loss.

An embedded derivative Is presented as a non-current asset or a non-current liability if the
remaining maturity of the hybrid instrument to which the embedded derivative relates is more
than 12 months and is not expected to be realized or settled within 12 months, Other embedded
derivatives are presented as current assets or current liabilities.
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Financial Guarantee Contracts

A financial guarantee contract is a contract that requires the issuer to make specified payments
to reimburse the holder for a loss it incurs because a specified debtor fails to make payments
when due in accordance with the terms of a debt instrument,

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

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

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

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

Commitments to Provide a Loan at a Below-Market Interest Rate

Commitments to provide a loan at a below-market interest rate are initially measured at their
fair values and, if not designated as at fair value through profit or loss, are subsequently
measured at the higher of:

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

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

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

Hedge Accounting

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

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

requirements:

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

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

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

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

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

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

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

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

Fair Value Hedges

The fair value change on qualifying hedging instruments is recognized in profit or loss except
when the hedging instrument hedges an equity instrument designated at fair value through
other comprehensive income in which case it is recognized in OCI. The Bank has not designated
fair value hedge relationships where the hedging instrument hedges an equity instrument
designated at fair value through other comprehensive income.

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

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

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

- 28 -




Cash Flow Hedges
The effective portion of changes in the fair value of derivatives and other qualifying hedging

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

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

reclassified to profit or loss.

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

Hedges of Net Investments_in Foreign Operations

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

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

Property and Equipment
Property and equipment are measured at cost less accumulated depreciation and any
impairment. Property and equipment (except land) are depreciated when ready for use using

the straight line method over their expected useful life.

The depreciation rates used are as follows:

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

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

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

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

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

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

as follows:

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

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

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

Provisions

Provisions are recognized when the Bank has an obligation at the date of the consolidated
statement of financial position arising from a past event, and the costs to settle the obligation
are both probable and can be reliably measured.

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

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

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

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

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

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

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

Revenue and Expense Recognition

- Interest income is recorded using the effective interest rate method except for fees and
interest on non-performing facilities and financing, on which interest is transferred to the
interest in suspense account and not recognized in the consolidated income statement,

- Expenses are recognized on an accrual basis.

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

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

commits to purchase or sell the asset).

Derivatives

Derivatives_ for Trading

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

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

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

Assets Repossesed by the Bank

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

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

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

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

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

Business Combinations and Goodwill

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

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

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

- \When the Bank acquires a business, it reviews the financial assets and liabilities assumed

for appropriate classification and designation in accordance with the contractual terms,
economic circumstances and pertinent conditions as at the acquisition date.
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Investment in Associates

- Investment in an associate is_accounted for using the equity method. An associate is an
entity over which the Bank has significant influence. In this regard, significant influence is
the Bank’s power to participate in the financial and operating policy decisions of the
investee. These investments are not held for trading.

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

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

Foreign Currencies

For the purpose of the consolidated financial statements, the results and financial position of
each entity of the Group are presented in the functional currency unit of the Bank and the
presentation currency of the consolidated financial statements.

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

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

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

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

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

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

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

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

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

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

As a Lessge

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

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

Cash_and Cash Eguivalents
Cash and cash equivalents comprise cash on hand and cash balances with central banks and

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

3-  Application of New and Amended International Financial Reporting Standards

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

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

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

Time" and IAS 28 “Investments in Associates and Joint

Ventures (2011)".

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

be made at initial recognition.

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

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

Amendments to IAS 40:
"Investment properties".

Amendments to IFRS 2 "Share-
based payment".

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

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

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

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

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

e Prepaid assets or deferred income liabilities are not
cash.

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

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

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

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

IFRS 15 “"Revenue from contracts
with customers”,

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

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

A. Derecognizing the original obligation;

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

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

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

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

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

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

Step 2: Defining performance obligations in the
contract.

Step 3: Determining the selling price,

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

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

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

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

B- Amendments Affecting the Bank's Consolidated Financial Statements:
IFRS (9) “Financial Instruments”

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

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

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

on the application of IFRS (9).

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

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

the following requirements:

Classification and Measurement:

Financial assets are classified based on the business model and contractual cash flow
characteristics. The 2014 version provided a new classification of certain debt instruments that
could be classified as "financial assets at fair value through other comprehensive income". The
financial liabilities are classified similarly to IAS 39, but there are differences in the requirements
applied to the measurement of credit risk relating to the entity.

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

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

Hedge accounting:
The 2014 version provided a new model for hedge accounting designed to be more appropriate
with how an entity manages risk when exposed to financial and non-financial hedging risks.

Derecognition:
The requirements for derecognition of financiat assets and financial liabilities have been followed

in accordance with International Accounting Standard (IAS) (39).

- 36 -




- The Bank has applied the International Financial Reporting Standard No. {9) (for stage 1),
published in 2009, which is related to the classification and measurement of the financial
assets since the beginning of the year 2010. The Bank has also adopted the final version of
IFRS (9) starting from January 1%t 2018, retroactively and in coonsistency with the standard
requirements. However, the Bank did not adjust the comparitive figures. Instead, it
recognized the cumulative effect of the application of 1D 11,539,158, net after the deferred
tax assets effect of 1D 6,168,660, as an adjustment to the beginning balance of retained
earnings and an amount of JD 122,931 as an adjustment to the beginning balance of non-
controlling interests as of January 1% 2018:

Balance as of

Balance as of January 1, 2018
December 31, Reclassified Excpected after
2017 amounts credit loss* implementation
D il D JjD

Balances and deposits at banks
and financial institutions 326,075,874 - {390,482) 325,685,392
Deposits at banks and financial
institutions 8,325,098 - {125,765) 8,199,333
Direct credit facilities 2,084,327,989 - (14,778,272) 2,069,549,717

Debt instruments within
portfolio of financial assets at

amortized costs 617,696,128 - {235,192} 617,460,936
Financial guarantees 178,422,988 - {2,547,271) 175,875,717
Un-utilized ceilings 383,471,409 - {1,472,030) 381,999,379
Letter of credits and acceptances 377,970,169 - (741,420} 377,228,749

*  Expected credit loss is calculated for items after the classification.
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C- New and Revised IFRSs Issued and Not Yet Effective:

The Bank has not adopted the foliowing new and amended IFRSs issued but not yet effective as
of the date of the consolidated financial statements. The details are as follows:

New and revised standards

Amendments to new and revised IFRSs

Annual improvements to IFRSs issued
between 2015 and 2017

(Effective January 1, 2019)

IFRIC (23) “Uncertainty on the
Treatment of Income Tax”.

(Effective January 1, 2019).

IFRS (16) "Leases”

(Effective January 1, 2019).

Amendments te IFRS 9 “Financial
Instruments”.

(Effective January 1, 2019).

Amendments to IAS (28) "Investment
in Associates and Joint Ventures",

(Effective January 1, 2019).

-39 -

Improvements include amendments to IFRS (3)
Business Combinations, (11) Joint Arrangements,
International Accounting Standards (12), Income
Taxes and (23) Borrowing Costs.

The interpretation clarifies the determination of
taxable profit (tax loss), tax bases, unused tax
losses, unused tax benefits and tax rates when
there is uncertainty about the treatment of income
tax under IAS (12) and specifically addresses:

« whether the tax treatment should be considered
in aggregate;

¢ assumptions regarding the procedures for the
examination of tax authorities;

« determination of taxable profit (tax loss), tax
basis, unused tax losses, unused tax breaks, and
tax rates;

¢ The impact of
circumstances.

changes in facts and

IFRS 16 defines how the reporting entity can
recognize, measure, present, and disclose lease
contracts. The Standard also provides a separate
accounting model for lessees that requires the
lessee to recognize the assets and liabilities of all
lease contracts unless the lease is 12 months or
less or the asset is of low value. Lessors continue
to classify leases as operating or financing leases.
IAS 16’s on lessor accounting has not changed
significantly compared to 1AS 17,

These amendments relate to the advantages of
prepayment with negative compensation, where
the current requirements of IFRS (9) regarding
termination rights have been amended to allow for
the measurement at amortized cost (or on the
business model at fair value through other
comprehensive income) status of negative
compensation payments,

These amendments relate to long-term shares in
allied enterprises and joint ventures. These
amendments clarify that an entity applies IFRS (9)
“Financial Instruments” to long-term interests in
an associate or joint venture that forms part of the
net investment in an associate or joint venture if
the equity method has not been applied to it.




Amendments to IAS 19 "Employee
Benefits”.

(Effective January 1, 2019).

Amendments to IAS 1 “"Presentation of
Financial Statements”,

{Effective January 2020),

Amendments to IFRS 3 “"Business
Combinations”,

(Effective January 2020.)

IFRS 17 "Insurance Contracts'

{Effective January 1, 2022.,)

Amendments to IFRS 10 "Consolidated
Financial Statements” and IAS 28
"Investments in Associates and Joint
Ventures (2011)"

(The start date has been postponed
indefinitely, and the application is still
permitted)

These amendments relate to adjustments to plans,
reductions, or settlements.

These amendments relate to the definition of
materiality.

These amendments clarify the definition of
business as the International Accounting
Standards Board published the Revised Financial
Reporting Framework. This includes revised
definitions of assets and liabilities as well as a new
guidance on measurement, derecognition,
presentation, and disclosure,

In addition to the amendead conceptual framework,
the IASB issued amendments to the guidelines on
the conceptual framework in the IFRS Standards,
which contain amendments to IFRS (2), (3}, (6)
and (14) and IAS (1), (34), (37) and (38)) and
IFRIC (12), Interpretation (19), Interpretations 20
and 22 and Interpretations of the Standing
Committee for the Interpretation of Standards
Number (32) in order to update those statements
with regard to references and quotaticns from the
framework or to refer to a different version of the
conceptual framework.

Provides a more consistent measurement and
presentation approach to all insurance contracts.
These requirements are aimed at achieving a
consistent, principled accounting objective for
insurance contracts. IFRS (17) replaces IFRS (4)
“Insurance Contracts”,

IFRS (17) requires measurement of insurance
liabilities at present value to meet,

These amendments relate to the treatment of the
sale or contribution of the assets of the investor in
the associate or joint venture.

Management expects to apply these new standards, interpretations, and amendments to the
consolidated financial statements of the Bank when they are applicable. Moreover, the
adoption of these new standards, interpretations, and amendments may have no material
impact on the Bank's consclidated financial statements in the initial application period except
for the effect of the adoption of IFRS (16), as shown below:
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Effect of Application of IFRS 16 "Leases"

The Standard provides a comprehensive model for determining and treating lease
arrangements in the consolidated financial statements of both lessors and lessees. It will also
replace IAS (17) "Leases" and related interpretations when they become effective for financial

periods beginning on or after January 1, 2019,

As permitted by the transitional provisions of IFRS (16), the Bank has not restated the
comparative figures. Any changes in the carrying amounts of assets and liabilities have been
recognized on the transition date in the opening balances of the related balances.

There is no material difference between the accounting treatment in the lessor's books and
IFRS (16) and IAS (17).

The change in the definition of the lease relates mainly to the concept of control. IFRS (16)
distinguishes between leases and service contracts based on whether the customer controls
the use of a specific asset, and control is present if the customer has:

+ The right to a substantial degree of all economic benefits arising from the use of specific
assets; and

»  The right to direct the use of this asset.

Effect of Accounting Treatment on the Lessee’s Records

QOperating Leases

Under IAS (16), the accounting treatment has been changed for leases previously classified
as operating leases in accordance with IAS (17), which were classified as off-the consolidated
statement of financial positicn items.

In the initial application of IFRS (16) (except as referred to below), the Bank will undertake
the following for all leases:

A- Recognize "right of use" assets and lease commitments in the consolidated statement of
financial position, initially measured on the basis of the present value of future cash flows

paid;
B- Recognize the depreciation of "right of use" assets and interest on lease commitments in
the consolidated statement of income.

C- Separate the total amount of cash paid into a principal portion (shown under financing
activities) and interest (presented under operating activities) in the consolidated
statement of cash flows.

For short-term leases (12 months or less) and low-value asset leases (such as personal
computers and office furniture), the Bank will choose to recognize rental expenses on a
straight-line basis as permitted by the International Financial Reporting Standard (16).

On December 31, 2018, the Bank had non-cancellable operating lease commitments of
1D 3.8 million.

Based on preliminary estimates of the Bank's management, there are operating leases of
1D 3.7 million except for short-term operating leases and low-value assets. Accordingly, the
Bank will record an asset usage value of JD 21.4 million and corresponding operating lease
commitments of JD 17.8 million. The impact on the income statement is a reduction of the
rent expense of JD 3.7 million, an increase in depreciation expense of JD 3.2 million, and an
increase in interest expense of 1D 0.8 million.

The provision for leases that were required by IAS (17) will be derecognized.
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Recognition of lease obligation incentives previously recognized in respect of operating leases
will be derecognized, and the amount will be calculated in the measurement of the leasehold

assets and liabilities.

Under IAS (17), all lease payments relating to operating leases are recognized as part of the
cash flows from operating activities. The effect of the changes under IFRS (16} will be to
reduce cash generated from operating activities and increase the net cash used in financing
activities with the same amount.

Finance Leases

The main differences between IFRS (16) and IAS (17) with respect to assets formerly held under
a finance lease is the measurement of the residual value guarantees provided by the lessee to
the lessor. IFRS (16) requires that the Company recognizes as part of its lease liability only the
amount expected to be payable under a residual value guarantee, rather than the maximum
amount guaranteed as required by IAS (17). On initial application, the Company will present
the related asset previously included in the financial statements within the line item for right-
of-use assets. Moreover, the lease liabllity, previously presented within borrowing, will be
presented in a separate line for lease liabilities.

Based on an analysis of the Bank’s finance leases as at December 31, 2018 in light of the facts
and circumstances existing at that date, the Company’s Board of Directors and Management
have assessed that this change will not affect the amounts recognized in the Bank’s financial
statements.

Impact on Lessor Accounting

Under IFRS (16), a lessor continues to classify leases as either finance leases or operating ieases
and account for those two types of leases differently. However, IFRS (16) has changed and
expanded the disclosures required, in particular, regarding how a lessor manages the risks
arising from its residual interest in leased assets.

Under IFRS (16), an intermediate lessor accounts for the head lease and the sublease as two
separate contracts.

The intermediate lessor is required to classify the sublease as a finance or operating lease by
reference to the right-of-use asset arising from the head lease (and not by reference to the
underlying asset as was the case under IAS (17).

Because of this change, the Bank will reclassify certain of its sublease agreements as finance
leases. As required by IFRS (9), an allowance for expected credit losses will be recognized on
the finance lease receivables. The leased assets will be derecognized and finance lease asset
receivables recognized. This change in accounting will change the timing of recognition of the
related revenue recognized in finance income,

The Company’s Management expects that IFRS (16) will be applied to the Bank's consolidated
financial statements for the period starting on January 1, 2019.

4. Significant Accounting Judaments and key Sources of Uncertainty Estimates

Preparation of the consolidated financial statements and application of accounting policies
require management to make judgments, estimates and assumptions that affect the amounts
of financial assets and financial liabilities and to disclose potential liabilities. Moreover, these
estimates and judgments affect revenues, expenses, and provisions, in general; as well as
expected credit losses and changes in fair value that appear in the consolidated statement of
comprehensive income and within shareholders' equity. In particular, the Bank's management
requires judgments to be made to estimate the amounts and timing of future cash flows. These
estimates are necessarily based on multiple hypotheses and factors with varying degrees of
estimation and uncertainty. Meanwhile, the actual results may differ from estimates due to the
changes arising from the conditions and circumstances of those estimates in the future.
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Judgments, estimates, and assumptions are reviewed periodically. Moreover, the effect of the
change in estimates is recognized in the financial period in which the change occurs if the change
affects only the financial period. On the other hand, the effect of the change in estimates is
recognized in the financial period in which the change occurs and in future periods if the change
affects the financial period and future financial periods.

Management believes that its estimates in the consolidated financial statements are reasonable.
The details are as follows:

Impairment of property acquired
Impairment in value of properties acquired is recognized based on recent real estate valuations
by qualified independent evaluators for calculating impairment of the asset and is reviewed

periodically for impairment.

Productive lifespan of tangible assets and intangible assets

The Bank’s management periodically recalculates the useful lives of tangible assets and
intangible assets for calculating annual depreciation and amortization based on the general
condition of those assets and estimated future useful lives. The impairment loss is recognized
in the consolidated statement of income for the year.

Income tax
The fiscal year is charged with income tax expense in accordance with accounting regulations,
laws and standards. Moreover, deferred tax assets and liabilities required tax provisions are

recognized.

Provision for lawsuits

A provision for lawsuits is taken to meet any legal obligations that might arise based on the
legal study prepared by the Bank’s legal advisor. The study identifies risks that might occur in
the future, and is reviewed periodically.

Provision for end- of- service indemnity
The provision for end- of- service indemnity, representing the Bank's obligations to employees,
is calculated in accordance with the Bank's internal regulations.

Assets and liabilities at cost
Management reviews the assets and liabilities at cost for estimating any impairment in value,
which is recognized in the consolidated statement of income for the year.

Provision for expected credit losses

Management is required to use significant judgments and astimates to estimate the amounts
and timing of future cash flows and assess the risks of a significant increase in credit risk for
financial assets after initial recognition and future measurement information for the expected
credit losses. The most important policies and estimates used by the Bank's management are

detailed in Note (44).

Evaluation of business model

The classification and measurement of financial assets depends on the results of the principal
and interest payments test on the principal outstanding and the business model test. The Bank
defines a business model at a level that reflects how the groups of financial assets are managed
together to achieve a particular business objective. This assessment includes judgment that
reflects all relevant evidence, including how to assess the performance of the assets and
measure their performance, and the risks that affect the performance of assets, how they are
managed, and how asset managers are compensated. The Bank monitors financial assets
measured at amortized cost or fair value through other comprehensive income and derecognized
before maturity to understand the reason for derecognition and whether the reasons are
consistent with the objective of the business held. In this respect, control is part of the Group's
continuous assessment of whether the business model under which the remaining financial
assets are retained is appropriate, and whether it is not appropriate if there is a change in the
business model, and therefore, a future change is made in the classification of those assets.
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Significant increase in credit risk

The expected credit loss is measured as an allowance equivalent to the expected credit loss of
(12) months for the assets of the first stage, or the credit loss over the life of the assets of the
second or third stage. The asset moves to the second stage if credit risk increases significantly
since initial recognition, IFRS (9) does not specify what constitutes a significant increase in credit
risk. In assessing whether the credit risk of any asset has increased significantly, the Bank takes
into account reasonable and reliable quantitative and qualitative information. The estimates and
uses by the Bank's management relating to the significant change in credit risk that result in a
change in classification within the three stages (1, 2 and 3) are shown in details in Note (44).

Establish groups of assets with _similar credit risk characteristics

When the expected credit losses are measured on a collective basis, the financial instruments
are grouped on the basis of common risk characteristics (e.g. instrument type, credit risk,
collateral type, initial recognition date, remaining maturity period, industry, borrower's
geographic location, etc.}. The Bank monitors the appropriateness of credit risk characteristics
on an ongoing basis to assess whether they are still similar. This is required to ensure that, in
the event of a change in the credit risk characteristics, the asset is properly reallocated. This
may result in the creation of new portfolios or the transfer of assets to an existing portfolio that
better reflects the credit risk characteristics of that group of assets.

Redivision of portfolios and movements between portfolios

The re-division of portfolios and movements between portfolios is more common when credit
risk increases significantly (or when such a large increase is reflected). Therefore, assets are
transferred from expected credit losses of between (12) months to another portfolio or vice
versa. However, this may happen within the portfolios that continue to be measured on the
same basis as expected credit losses for a period of (12) months or a lifetime, but the amount
of credit loss changes are expected due to the varying credit risk of portfolios.

Models and assumptions used
The Bank uses various models and assumptions in measuring the fair value of financial assets

as well as in assessing the expected credit loss described in Note (44). The judgment is applied
when determining the best models for each type of asset as well as for the assumptions used in
those models, which include assumptions regarding the main drivers of credit risk.

A) Classification and measurement of financial assets and liabilities

The Bank classifies financial instruments or components of financial assets at initial recognition
either as a financial asset or a financial liability, or as a title in accordance with the substance
of the contractual agreements and the definition of the instrument. The reclassification of a
financial instrument is subject to the substance of the financial statements and not to its legal

form.

The Bank shall determine the classification at initial recognition as well as a reassessment of
such determination, if possible and appropriate, at each date of the consolidated statement of

financial position,

When measuring financial assets and liabilities, certain of the Bank's assets and liabilities are
re-measured at fair value for financial reporting purposes. In assessing the fair value of any
assets or liabilities, the Bank uses available observable market data. In the absence of Tier 1
inputs, the Bank conducts evaluations using professionally qualified independent evaluators. The
Bank works closely with qualified external evaluators to develop appropriate valuation and data
valuation techniques.

B) Fair value measurement

If the fair values of financial assets and financial liabilities included in the consolidated statement
of financial pgsition cannot be obtained from active markets, these fair values are determined
using a range of valuation techniques involving the use of accounting models, If possible, the
data entered from those models will be obtained from market data. In the absence of such
market data, fair values are determined by making judgments. These provisions include liquidity
considerations and model data such as derivative volatility, longer-term discount rates, pre-
payment ratios and default rates on asset-backed securities. Management believes that the
valuation techniques used are appropriate to determine the fair value of financial instruments.
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C) Derivative financial instruments

The fair values of derivative financial instruments measured at fair value are generally obtained
by reference to quoted market prices, discounted cash flow models and, where appropriate,
recognized pricing models. In the absence of prices, fair values are determined using valuation
techniques that reflect observable market data. These techniques inciude comparison with
similar instruments at observable market prices, discounted cash flow analysis, pricing option
models and other valuation techniques commonly used by market participants. The main factors
that the Administration takes into consideration when applying the model are:

- The expected timing and probability of future cash flows on the instrument where such cash
fiows are generally subject to the terms of the instrument, although the management
judgment may be required where the counterparty's ability to repay the instrument in
accordance with contractual terms is in doubt; and

- Appropriate discount rate for the instrument, Management determines the instrument
discount rare at a rate higher than the non-risk rate. In assessing the instrument by
reference to comparative instruments, management considers the maturity, structure and
degree of classification of the instrument based on the system in which the existing position
is compared. When evaluating tools on a model basis using the fair value of the main
components, management also considers the need to make adjustments for a number of
factors, such as bid differences, credit status, portfolio service costs, and uncertainty about
the model.

Key Sources of Uncertainty Estimates
The main principal estimates used by management in applying the Bank's accounting policles

that have the most significant effect on the amounts recognized in the consolidated financial
statements are as follows:

Determinina the number and relative weight of scenarios of the outlook for each type of product
/ market and the identification of future information relevant to each scenario

When measuring the expected credit loss, the Bank uses reasonable and supported future
information based on the assumptions of the future movement of the various economic engines
and how these affect each other.

Probability of default

The potential for default is a key input in measuring the expected credit loss. The probability of
default is an estimate of the probability of default over a given period of time, which includes
the calculation of historical data, assumptions and expectations relating to future circumstances.

Loss given default
Loss on the assumption of default is an estimate of the loss arising from default. It is based on

the difference between the contractual cash flows due and those that the financer expects to
collect, taking into account cash flows from collateral and integrated credit adjustments.

Fair value measurement and valuation procedures

When estimating the fair value of financial assets and financial liabilities, the Bank uses available
observable market data. In the absence of level (1) inputs, the Bank conducts evaluations using
appropriate valuation models to determine the fair value of financial instruments.
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5. Cash and Balances at tha Central Bank of Jordan

The details of thes item are as follows:

Cash in treasury

Balances at central banks:

Current accounts and demand deposits
Term and netice deposits

Statutory cash reserve

Total

December 31,
2018 2047
pin) plo
92,196,682 55,826,325
41,419,234 55,759,508
- 45,000,060
199,589,584 181,725,910

333,205,500

338,311,743

- Except for the statutory cash reserve at Central Bznks and regutatory authorities, thare are ne restricted ba'ancas as of December 31, 2018 and 2017.

- Thera are no accrued amounts during a period exceading three months as of Decamber 31, 2018 and December 31, 2017.

- ANl balances at the Central Bank of Jordan ara cdassified within stage 1 based on the raquirements of IFRS (9). There are alse no transfers batween Stages (1,2,3) or written-off balances

during the year ended Decamber 3%, 2018,

- Disclosura on the movements of the central bank balances:

Balance at beginning of peried
New balances during peried
Paid balances

Balance at end of panod

6. Balances at Banks_and Finendal [nstitutions

The detalls of this item are as follows:

Description

Current accounts and demand deposits

Creposits maturing within or less than 3 months
Total

Provision for expected credit loss

Het

Stage (1) - Individual

Jo
282,485,418

3,523,400

45,000,000

241,008,818

Local Banks and Financia! [nstitutions Foreign Banks and Financial Institutions Total
December 31, Dacember 31, Decembar 31,
2018 2017 218 2017 2018 2017
i bl D plod pln} 10

821,867 513,246 100,300,855 229,036,500 101,122,722 229,650,346

- - 147,283,348 96,425,528 147,283,348 96,425,528
821,867 613,846 247,584,203 325,462,028 248,406,070 326,075,874

- - (141,959) - {141,959) -
821,867 612,846 247,442,244 325,462,023 248,264,111 326,075,874

- Hon-interest haaring balances at banks and fnancial institutions amounted to ID 27,033,140 as of Decembrer 31, 2018 (11 48,064,730 as of December 31, 2017).

- Restricted balances at banks and finandfal institutions amounted to JD 8,234,477 as of Decembar 31, 2018 and (JD 8,497,494 as of December 31, 2017).

- The movement on balances at kanks and financiat institutions for the the year ended December 31, 2018 is as foilows:

Balance - beginning of the year
Hew balances during the year
Paid balances during the year

Balance - £nd of the Year

(292,5585,594)

Stage (1} Individual Stage (2) Individual Stage (3) Total
o] D o bl
326,075,874 - - 326,075,874
214,925,790 - - 214,925,790

- (292,595,594)

248,405,070

- 248,406,070
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- The following represents the moverment on the provision for impairment Joss:

Balance - beginning of the year
Effact of implementing IFRS (9)
Adjusted batance after implementing 1FRS (9}
Impairment on tha new balances during the year
Recovered from Impairmant on the paid balances
Transferred te stage (1)
Transferred to stage (2)
Transferred to stage (3)
Classification between
{Changes from adjusting
the bad balances and deposits
Adjustments due to changes in the exchange rates
Total balance at the year end

Balance - End of the Year

7. Deppsits at Banks and Finandial Institution
The detaits of this item are as follows:

Deposits mature during the pertod:
Maore than 3 months to 6 months
More than & months to ¢ months
Mare than 9 monihs to 12 menths
More than a Year
Total
Pravisien for expected credit losses
et

Balance — beginning of the year

New deposits during the year

Patd deposits during the year
Balance - End of the Year

Balance - beginning of the year
Effect of implementing IFRS (9}
Adjusted balance after implementing 1FRS (9)
Impairment on the new balances during the year
Recovared from impairment on the paid balances
Transferred to stage {1}
Transferred to stage {2}
Transferred to stage {3}
Classification betwean
Changes from adjusting
the bad balances and deposits
Adjustments due to changes in the axchange rates
Tota! balance at the year end

Balance — End of the Year

Decemnber 31, 2048

Stage (3)

Stage (1) Stage (2) Total
1D 1D o 2]
390,482 - - 390,482
390,482 - - 390,482
141,959 - . 141,959
(390,482) - - {390,482)
141,959 - - 141,959
Local Banks and Forelgn Banks and
Financial Institutions Financial Institutions Total
December 34, December 31, Oecember 31,
2018 2017 2018 2017 2018 2017
1D D o] o p] o
B - 1,259,461 4,261,598 1,259,461 4,261,598
3,000,000 - - - 3,000,000 .
- 3,000,000 - 1,063,500 - 4,063,500
3,000,000 3,000,000 1,259,461 5,325,098 4,259,461 8,325,098
. - (571} - (571} :
3,000,000 3,000,000 1,258,890 5,325,098 4,258,890 8,325,098
Stage (1) Stage (2} Stage (3} Total
in ] D 1D
8,325,098 - - 8,325,098
1,259,461 - - 1,259,461
(5,325,098) - - {5,325,098)
4,259,461 - - 4259461
Stage (1) Stage (2)
Individual Individual Stage {3) Total
e} i il 10
125,765 - - 125,765
125,765 . - 125,765
571 - - 571
{69,003) - - (69,003}
{56,762) - - (56,762)
571 - - 571
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8. Financial Assets at Fair Value through Profit or Loss

The details of this item are as follows:
December 31,

2018 2017
D 10
Government bonds listed in financial markets 65,641 -
Corporate bonds listed in financial markets 688,489 =
Corporate shares listed in financial markets 5,815,710 3,658,948
Investment Funds 6,908,652 3,850,332
Total 13,478,492 7,509,280

9

. Direct Credit and Financing Facilities - Net

The details of this itern are as follows:
December 31,

2018 2017
1D 1D
Individuals (retail):
Overdraft accounts 14,128,985 11,727,365
Loans and promissory notes* 425,192,861 346,626,917
Credit cards 10,047,891 7,967,050
Real estate loans 676,724,409 582,624,848
Large Companies
Overdraft accounts 115,962,039 121,778,528
Loans and premissory notes = 861,212,816 835,326,438
Small and Medium
Overdraft accounts 32,977,931 37,256,005
Loans and promissory notes * 109,222,969 94,077,515
Government and public sector 136,294,204 135,307,843
Total 2,381,764,805 2,172,692,509
Less: Provision of expected credit losses 16,198,168 16,068,570
Interest in suspense 87,648,181 72,295,950
Net Direct Credit and financing Facilities 2,277,918,456 2,084,327,989

Net after deducting interest and commission received in advance of JD 3,026,798 as of December 31, 2018
(D 1,874,992 as of December 31, 2017).

Non-performing credit and financing facilities included in stage (3) amounted to 1D 117,508,889, which is equivalent to 4.93%
of total direct credit and financing facilities as of December 31, 2018 (JD 107,481,008,which is equivalent to 4.95% of total direct
credit and financing facilities as of December 31, 2017).

Non- performing credit and financing facilities included in stage (3) after deducting interest and commissions in suspense amounted
to JD 101,310,721, which is equivalent to 4,28% of total direct credit facilities balance after deducting interest and commission in
suspense as of December 31, 2018 (JD 91,412,438, which is equivalent to 4.24% of total credit facilities balance after deducting

interest and commission in suspense as of December 31, 2017).

Direct credit facilities granted to and guaranteed by the Gevernment of the Hashemite Kingdom of Jordan amounted to JD 103,848,
which is equivalent to 4.36% of total direct credit facilities as of December 31, 2018 (JD 107,331,399, which is equivalent to 4.94%
as of December 31, 2017).

The facilities according to the Islamic law related to Safwa Islamic Bank amounted to
1D 773,335,043, which is equivalent to 32.47% of total direct credit facilities as of December 31, 2018

(JD 678,302,346, which is equivalent to 31.22% as of December 31, 2017).
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The mavement on divect credit and Brancng facidies during the year were as lofons:

Batanca - begnning of the year

New cradi and fnancng fachties during the year
Parl credit faciRias

Transferred te stage (1)

Transferred to stage (2}

Transfered to stage {3}

Effect of adjustment

Wiritten off cred4 fackties

Adjustments dua to changa in exchange rates

Batance - End of the Year

The movement on tha provision for expected credit 20d fnancing loss during the pered were as folows:

For the Year ¢nded Dacember 31, 2018

Batance at the baginning of the yaar

Tmpact of Implementing LFRS (9)

Adjusted beginning ba'anca of tha year
Impairment on ney Creda factties during the year
Recovered from Imparment on pald credit fadiades
Transferred to stage (1)

Traasfarred to stage {(2)

Transfarred to stage (3)

Effect due to adjustments

Written off cred facites

Balance at the Ending of the Year

Redistribution:
Provision on an Indrvidual basis

Provision on a cofective basis

For the Year Ended December 31, 2017

Balance at the beginning of the year

Resufted from the acquisition of Safwa Islamic Bank
Surplus from risk invastment banking reserve
Deducted {recovered) during the yaar from revenues
Viritten-off debts

Balance as at the end of the year

Prowision for wateh sts credit facities and finanding as per diant

Provision for non-parforming credit faoitles and finanding as per dient

Batance as 2t the End of tha Year

Stage (1) Stage (2)
Indnidural coftactive Indivisdual colective Staqe (3) Total
10 pln) pld pizd pla] 1o
4,540,548,219 330,462,462 187,520,992 6,669,828 107,481,008 2,172.692,509
729,883,014 125,489,679 37,502,836 580,927 10,756,022 904,212,578
(506,348,206) (64,813,740) (87.857,689) (4,677,650) (19,991,486 {683,688,771)
27,594,023 307,505 (21,980.780) {202,034) {618.714) -
(147.103,638) (8,220,289) 148,118,928 8,690,412 {1.484,353) -
(13,121,943) (423,011) (17.720,986) (1,552,033 32,813,973 -
- - - - (11,451,511} {11.451,511)
1,626,451,469 382,802,606 245,592,451 9,409,450 117 548 885 2,181,764,805
e Corporablons Governmentad
Indivdual Real Fslate Larga Corprate SME's and Pubfc Total
plz} pi] i Jo 10 D
7.618.092 3,700,092 56.838.583 4,139,183 - 72,295,950
1,911,832 1,683,804 10,332,629 766,929 83078 14,778.272
9,529,924 5,333,836 67,171,212 4,906,112 83,078 87,074,222
1,491,378 2,1304146 8,683,792 694,929 280,000 13,280,533
(1,638,022} 1,635,033 (5,788,040} {987.795) (186) {10.049,076)
359,874 {13,267} (449,023) {79.191) - {181,707}
108,480 146,600 417,602 5,405 - 673,087
(463,354} {133,233) 3421 73,786 - {496,380}
2,485.717 1,111,522 1,485,818 2,215,690 {15,651} 7,283,054
(115,905} (164,413) (9.620,117) (40,159) - (9,940, 534)
11,753,092 6,826,408 61,932,663 §,788.777 347,241 87,648,181
11,426,511 6,824,371 61,932,663 6,709,244 347,241 87,234,030
332,581 2,037 - 15,533 - 414,151
11,753,& 6,826,408 51,932,653 5,788,777 347,241 87,648,181
4,703,663 3,793,242 48,573,823 1,337,828 - 58,468,561
1,108,733 - 7,957,745 - - 9,066,478
- - (843,158) - - (843,353)
1,807,673 (90,937} 10,719,216 2,793,333 - 15,229,285
{1,982} (2,213} (9.568.543) {51,978} - {9.625,016}
7,618,092 31,709,092 56,833,583 4,139,183 - 72,295,350
203,534 19,307 1,420,194 36,630 - 1,670,725
7,414,498 1,659,785 55,418,389 4,102,553 - 70,625,225
7,618,092 3,700,092 56,838,583 4,139,183 - 72,295,950

- During the year ended Dacembar 31, 2018, an amount of JD 10,485,181 was transfarred to off-balance shaet items (JD 5,964,534 a5 of Decamber 31, 2017), and direct credit facittias of

10 506,338 were aritten off atcording to the Board of Birectors’ decsion regarding this matter (J0 1,031,597 as of Decembar 31, 2017).

* The Bank has Implementad the Central Bank of Jordan's instructions retated ta the IFRS (9) starting from 1 January 2018 retrospectivaly, and the cumulative cred loss due to the

implementation amounted to 30 14,778,272 before tax a5 an adjustmant to the opening balance of the provision fur direct credit faches as of January 1, 8.
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10._Financial Assets at Fair Value through Other Comprehensive Income

The details of this item are as follows:

Quioted shares in active markets

Unquoted shares in active markets

- Losses transferred to retained earnings on the sale of financial assets at fair value

through other comprehensive income af JD 170,199 as of December 31, 2018

(JD 1,£17,743 as of December 31, 2017).

Cecember 31,

- Cash dividends on the financial assets mentioned above amounted to JD 1,026,133 for the year ended

December 31, 2018 (1D 938,772 for the year ended December 31, 2017).

i1, Finanical Assets at Amortized Cost - Net

The detalls of this item are as fellows:

Quoated Financial Assets!
Foreign treasury bonds

Corporate bonds and debentures

Unquoted Financial Assets:
Governmental guaranteed bonds and bills

Carparate bonds and debentures

Less: Provision for excepted credit loss related to financial assets within stage (1)
Provision for excepted credit oss related to financial assets within stage (2}

Proviston for excepted credit loss related to financial assets within stage (3}

Bonds and Bilis Analysis
With Fixed rate
Wwith Floating rate

Total

Bonds Analysis IFRS 9:
stage {1}
stage {2}
stage (3}

Total

- 58 -

2018 2017
1o 0
22,038,515 26,751,131
5,492,405 4,126,605
28,530,920 30,877,736
December 31,
2018 2047
pl 10
47,858,829 33,352,441
63,262,689 46,058,847

614,264,340

496,187,965

41,175,000 43,487,500
766,560,858 619,086,753
618,668 -
250,000 1,350,625
765,692,190 617,696,128
746,889,318 618,000,425
19,671,540 1,086,328
766,560,858 619,086,753

766,310,858

250,000

616,099,253

2,987,500

766,560,858

619,086,753




- Tra fa?es'ng is tha mavament en Fnandal assets at amotized cost:

For the year ended December 31, 2018
Balanca - begnning of the year

Kzw imvestments during the yazr

Accruad incesumeant

Changa in tha far valu2

Transferrad ta Stagz (1)

Trarsferred ta Staga {2}

Transfarred to Staze (3}

Changes frem adjustments

writan off invatmants

Adiustments dua ta chamge in exchanga rates

Balance - End of the Year

Staga {1} Staga (2) Stage (3)
Individual Irdaidual ladeviduat
bl o 0
616,092,253 - 2,937,500
753,084,420 - .
{112,872,815%) - {2.732,500)

Totat

619,085,753
263,034,420
{115,510,315)

765,310,853

765,560,853

- 230,000

- Tre folaaingis the mevament on the provson for expactad credt losses for finandal 2s5ets 2t emortized cost:

2018 217
Stage (2) Staga {3)
Indniduzl Lngaiduzl Total Texal
0 0 o piv} ple
Balznca - beginring of the year - - 1,350,625 1,350,625 843,125
Effect of imp'amenting IFRS {3) - Nota {3) 235,192 - 235,192 -
Adfustad bagnarng batznce for tha year 235,192 - 1,330,525 1,625,817 243,125
Expacted oredd ksszs on neN invesuT nts daring tha yaar 411,505 - 411,505 -
Recovarad from impayment lasses on acorued invegimants (38,182) - (1,140,625} {1,172,787) -
Transferred to Staga (1) - - - - -
Transferrad to Stag2 (2) - - - -
Transferred to Staz2 (3) - - - -
1mpact on the prowison - for the year ended- dua to redassfations bataean
tha thraa stages during the year - - - -
Chznges from adjustmants 10,133 - - 10,133 -
wintten off invebments - - - -
Adjustmiants dua to changa in exchanga rates - - - - -
Deducted during the penad from tha revenuss - - - - 547,500
Ba'anice - End of tha Year 618 552 - 254 D00 £53,5668 1,350,625
JRInvestments in Assecialey
Tha dataés of thus Rem are as folons:
Sacambar 31,
Compsery Nane Country of Regdence Onanership % Natura of Acvy 2018 2017
Todan Blandng & Pecing of Farbsears €0, Jordan 25% Industnal 378,618 377,262
20138 2017
e} o
Ba'anca baginang of tha Year 377,262 -
Resut from tha acaus ton of Safwa 193mic bank - 370,362
Group's share from prefie of tha yiar 8,356 16,500
Colactad cash dridends {9,000) {10,002}
Balanca End of tha Year 376,618 377,262
The detals of tha assocdata's assets and Fzbybes are as folaws:
20128 a7
plo3 pol
Total Assats 1,307,984 1,905,035
Total Liabities (401,452} {356,052}
Met Assats 1,505,472 1,503,044

- 59.




13. Pr nd Equipment - Ne

The detaits of this item are as follows:

For the year anded December 31, 2018
Costs

Balance - beqlaning of the year

Additions

Dispasals

Balanca - End of the Year

Accumulated Depreciation:
Balance - beginning of the year
Annual depreciation
Disposals
Balance - End of the Year
Het book value of proparty and equipmant
Payments on purchased property and aquipment

MNet Book Value — End of the Year

Eor t: nded December 31, 2

Cost:

Balance - beginning of the year

Result from the acquisition of Safwa Islamic bank
Additions

BGisposals

Balance - End of the Year

Accumulated Depreclation:
Balance - beqinning of tha year
Resuft from the acquisition of Safwa Islamic bank
Annual depreciation
Oisposats
Balance - End of the Year

et book vatue of praperty and equipment

Paymenis on purchased property and equipment **

Net Book Value - End of the Year

+ This item reprasents the difference between the book value and fair value resulting frem acquiring Safwa Islamic Bank (Note 43).

Equipment,
Furniture and Computers
Lands Buildings Fixtures Vehicles Hardware Tetal

n o] D Jo e p
20,678,588 22,629,802 45,384,622 1,204,497 12,007,837 101,305,346
300,443 - 9,310,298 280,995 3,633,976 13,525,712
- (118,112) {987,950} {174,027) {538,478) (1,818,567)
20,979,031 22,511,630 53,706,970 1,311,465 15,103,335 113,612,491
- 6,502,105 21,815,001 §32,203 7,134,621 36,684,930
- 425,784 5,086,291 170,588 2,024,851 7,707,814
- {1:8,082) (361,018) (129,130) {486,559) (1,094,78%)
- 7,209,897 26,541,274 £73,961 8,872,903 43,297,945
20,979,031 15,301,883 27,165,696 637,504 6,230,432 70,314,546
- - 2,847,973 e 1,323,666 4,171,639
20,979,031 15,201,883 30,013,669 617,504 7,554,098 74,436,185
14,761,236 9,138,250 28,324,870 851,075 6,540,677 50,015,109
4,893,557 13,403,43% 11,281,916 302,944 2,793,001 32,674,857
1,023,795 107,572 6,482,861 356,000 2,623,107 £0,633,335
- (19,459) {705,025} {345,523} {348,948) {1,418,955)
20,678,588 22,629,802 45,384,622 1,204,487 12,007,837 101,905,346
- 5,587,863 11,044,674 555,406 4,446,563 21,637,806
- 899,596 6,530,073 156,748 1,617,349 9,203,766
- 431,579 4,629,830 149,812 1,615,245 6,826,566
- (17,033) {391,576} (229,763) {344,836) (983,208)
- 5,902,105 21,816,004 632,203 2,334,621 36,684,930
20,678,588 15,727,697 23,568,621 572,294 4,673,216 65,220,416
196,000 . 5,110,813 - 440,831 5,747, 644
20,874,588 15,727,697 28,679,434 572,254 5,114,047 70,968,060

*= This item represents payments on purchased property and equipment of 1D 1,070,727, which resuited from acquirng Safwa Islamic Bank .

- Preperty and equipment inciude fulty depreciated assets of 10 15,167,630 as of December 31, 2018 (JC 10,508,522 as of Decamber 31, 2017), which

are stifl usad by tha Bank.

- 80 -




‘(€ 210N) Nueg JIWRIS] BMJES JO Junowe sseyaind

543 O UOIINQUISIP BYI WO PaYNSal Yaym susodep S10u0isnd ASy JO anjea Jie) auy) saussasdad (SI9yjo) well s19sse

apqibueiul Y3 19A08401 "2 TOT 1884 a3 Bulinp Jueq Jiwe|sT emjes Buninboe wioly syasse ajqibueiul Juasesdal SWaY 9SOYL

6ET'SH670T ZIS'08ET L9T'PCT'E 0008266 0952159
(tot'905°c) - {e£8'v29) - (897'188°C)
6£0°09L'T - - - 6£0°09L'T
8£0°008°9T Z15°08€1 000'6vL'E 000'826'6 998'ZL'T
€7'168'S - - - £22'168’'S
18¢/981°7¢ Z15708€'T EE'66YC 000'826°6 SEV'BLE'R
(£eS7LTEE) - (ce8'¥C9) - {($0£7269°2)
645855t - - - 6L5'855Y
6E£2'5¥6°02 Z15'08E'T L9T'vET'S 000'826'6 095'215'9
ac ar ac ac ac
(2301 * (1IMPO0D s}1s0daQ (anjep Jred) a4eMY0S
SIDWI0ISND DSUIIIT SHjuURY Jaandwo)

1e3 2U3 JO pul - aduelRg
JeaA 3y} 10 UONRZILIOWY
SuUOnIppY
& DUBQ JWe|s] emies Jo UoiISInboe BYY WOl Jnsay

leaA ayy jo buiuubaqg - souejeg

Z7I0C “1I€ 19quiasaq popus JevA o4j 104

1ea, 243 Jo pug - sdueleg
1B3A 33 104 UoneZIUoWY
SUOIIPPY

Jead syl Jo Buiuuibaqg - sduejeg

BTOCZ "1t 19quiadaq papusd Jesk a4y 104

1SMO||04 SE BB WD SIUY JO S[ieI8p Syl




15, Other Agsets

The detass of this dem are as folons:

December 31
2018 2017
ple) birg
Arcrued interests and revenuds 12,963,625 10,592,220
Prepaid expensas 4,039,033 3,803,129
Foreciosed assets aganst debts 40,501,004 31,592,554
Clzaring Cheques 69,571 161,160
Trznsfers and cheques under codaction 213,790 18,434
Pa'd guarantead Insurance 4,865,274 5,174,311
Discounted commeroal papers 19,636,744 6,793,341
Cthar 5,364,702 3,766,412
Total 87,713,743 62,301,763

- The requiations of the Central Bank of Jovdan require disposing of the foredosed assets against debds duning a maximum peried of two years from the date

of the acquisition. However, In some exceptional cases, the Ceatral Bank of Jordan has tha right to extend the peried for @ maximum of two subsequent years.

- The folaming is a summary of tha mavement on the foredosed assets aganst detrs:

For the Yaar Ended Decamber 31,

2018 2017
30 )

Balance - beginning of the year 31,992,554 27,414,157
Balance added from the acquisiion of Safwa Islamic bank - 3,959,355
Addtions 12,186,420 4,119,783
Disposals (3,413,659) (1,748,273)
Tmpalrment (Losses) (2564,381) (1,753,468)

Balance - End of the Year 40,501,004 31,892,554
Balow is a summary of the mavemant on the provisin for the foreciosed assets:
Ba'ance beginning of year 3,690,239 1,593,330
Balance added from the acquistion of Safwa Tslamic bank - 141,491
Acditions during thie year 200,000 1,753,468
Oeducted from risks furnd / assacate Company 64,381 -

Balance end of tha year 3,954,620 3,650,239

- The impairment prevision agalnst the ferecosed sssets amounted to J0 1,313,575 as of December 31, 2018. Also, the provision for the assels seized bry

tha Bank for 3 parfod mare than (4) years amounted to JD 2,641,045 a5 of December 31, 2018,

16. Bank and Finangal [nshitutions Deposks

The detais of this tem are as fodaws:

1018 017
Inside Jordan OQutsda Jordan Total Inside Jordan Outside Jordan Total
ple] 1o i) e 10 i
Current 2ccounts and demand deposis 266,546 59,276,955 59,543,501 28 34,416,840 34,416,858
Time deposits 3,000,000 34,144,327 37,144,327 3,080,000 21,457,052 24,457,052
3,266,536 33,421,282 06,687,828 3,000,028 55,673,892 58,873,920




17. Customers' Dgposits
The datails of this item are as follows:

Gavernment and

Individual Corporate SMEs Public Sector Tatal
o D 10 Hs) Jo

December 31, 2018
Current accounts and demand deposits 267,566,933 180,788,367 88,564,540 1,601,014 538,520,850
Saving deposits 549,242,450 19,539,458 6,159,819 767,389 575,849,116
Time and notice depesits 887,002,197 481,432,204 92,465,559 187,769,788 1,648,6569,748
Certificates of deposit 203,545,539 1,418,900 7,946,282 13,000,008 225,509,321

Total _ 1,907,457,125 683,178,029 185,176,200 203,138,191 2,998,949,545
December 31, 2017
Current accounts and demand deposits 254,620,894 231,555,524 71,692,522 3,873,495 562,142,435
Saving deposits 512,087,556 10,126,781 6,327,41% 17,110,550 545,652,306
Time and notice deposits 795,684,084 328,202,529 91,862,127 184,661,100 1,400,409,840
Time and notice cartificates 153,655,116 15,379,000 6,087,224 8,000,00¢ 183,131,340

Total 1,716,047,650 585,663,834 175,979,292 213,645,145 2,691,335,921

- The deposits of the public sector and the government of Jordan inside Jordan amounted to JD 203,138,181, representing 6.8% aof total deposits

as of December 31, 2018 (JD 213,645,145 , representing 7.94% of tatal deposits as of December 31, 2017).

Non-Interest bearing deposits amounted to 1D 564,675,631, representing 18.89% of total deposits as of December 31, 2018 {JD 573,155,164,

representing 21.3% of total deposits as of Oecember 31, 2017}

Restricted deposits amounted to ID 1,974,041, representing 0.07% of total deposits as of December 31, 2018 (JD 1,068,100, represanting

0.04%% of total depcsits as of December 31, 2017).

Deormant accounts amaunted to JD 55,457,285 , representing 1.86% of total deposits as of December 31, 2018 (JO 65,946,533 , representing

2.45% of tatal deposits as of December 31, 2017},

Custamers deposits includs an ameunt of 1D 777,719,768, which represents the shared customars' investments related 1o Safwa Islamic Bank

as of December 31, 2018,

18. Cash Marging

The detaiis of this item are as folfows:

December 31,
2018 2017
10 10
Margins against direct credit faclities 87,415,535 98,837,068
Margins against indirect credit facilities 43,760,287 101,187,443
Margin dealings 5,106,274 4,015,146
Other marging 5,832,440 6,049,053
Total 141,814,536 210,088,710

- B3 -
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¢. Reconciliation of the accounting profit with taxable profit

2018 2017

o 1D
Accounting profit for the year 62,530,208 52,144,544
Non-taxable income (10,224,635) (7,988,082}
Non-deductible expenses for tax purposes 8,482,830 7,593,115
Prior years' accumulated losses {155,925) {115,004}

60,632,478 51,634,573
Effective income tax rate 34.29% 33.26%

Taxable Profit
- The Bank has reached a final settifement with the Income and Sales Tax Department on the Bank's activities

up to the year 2014,

- Bank Al Etihad (Parent Company) has submitted the tax returns for the years 2015 , 2016 and 2017.
Moreover, there is a case before the court related to the year 2015, and no decision has been issued thereon yet.

The Income and Sales Tax Department has not reviewed the Bank's accounting records for the years 2017

and 2016.

- A final clearance with Safwa Islamic Bank (subsidiary} has been reached up to the year 2013. As for the years
2014 and 2015, the related tax returns have been reviewed by the Income and Sales Tax Department.
These returns are before the court, as the said department neither accepted the legal fees for the aforementioned years
nor deducted the gains on the sale of plats of land, which should be considered as capital gains.

Moreover, a settlement has been reached with the Income and Sales Tax

Department before the end of the year 2018 concerning part of the lawsuit related to the income from the sale of a
repossessed real estate during the year 2015. The Bank has fited its income tax returns for the years 2016 and 2017,
which have not yet been audited by the Income and Sales Tax Department until the date

of preparation of the consolidated financial satements.

- A final settlement for Al Etihad for Financial Brokerage Service Co. has been reached up to the years 2014,

2016 and 2017.

- A final settlement with the Income and Sales Tax Department for Al Etihad for Financial Leasing Co. has been reached

up to the year 2016.

- The deferred tax rates have reached 38% and 13%. In the opinion of the Bank's management, these

deferred taxes may be realized in the future.

- 87 -
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23. Paid-up Capital and Share Premium

Capital:
The authorized and paid-in capital amounted to JD 160 million, divided into 160 million

shares at a par value of JD 1 per share as of December 31, 2018 and December 31, 2017.

Share Premium:
Share premium amounted to 1D 80,213,713 as of December 31, 2018 and December 31,

2017,

Distributed Dividends:
Dividends distributed to shareholders for the vyear 2017 amounted o
JD 16 million (30 12.5 millien during the year 2016)

24. Reserves
The details of the reserves as of December 31, 2018 and December 31, 2017 are as

follows:

a. Statutory Reserve

This reserve represents amounts transferred from income before tax at a rate of 10%
during previous years. The statutory reserve is not available for distribution to
shareholders.

b. Voluntary reserve

This reserve represents amounts transferred from the pre-tax profits at a rate not
exceeding 20%. The voluntary reserve shall be utilized for the purposes determined by
the Board of Directors. The General Assembly shall have the right to distribute it in whole
or in part as dividends to shareholders.

c. General Banking Risk Reserve
This reserve represents the general banking risks reserve according to the regulations of
the Central Bank of Jordan,

Restricted reserves are as follows:

Daecember 31,

Reserve 2018 2017 Regulation

JD JD
General banking risk According to the regulations of the
reserves ) 14,034,670  central Bank of Jordan

According to the regulatory

authoroties’ regulations

According to the regulations of the
(727,049) 1,191,589 Central Bank od Jordan and Jordan

Fair value reserve Securities Commission

Statutory reserve 49,410,187 42,668,849

25. Proposed Dividends
The Board of Directors proposed cash dividends at 14% of paid-in capital, equivalent to JD
22,400,000, Moreover, the cash dividends distributed to the shareholders in the prior year
amounted to 10% of the Bank’s paid-in capital, equivalent to JD 16,000,000.

The distributable profits amounted to JD 41 million.
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26. Fair Value Reserve - Ne

Tha details are as follows:

Balance — beginning of the year

Impact of the implementing IFRS (9)

Adjusted balance as of January 1, 2018

Unrealized gains {losses)

Deffered tax assats

Transferred to reserves

Losses from sala of financial assets at fair value through other comprehensive income

Balance at the End of the Year

27. Retained Earnings

Tha mavement on retained earnings is as follows:

Balance - beginning of the year
General banking risks reserve
Expected credit losses for financial assets (ECL) due to the application of IFRS {9)
Impact of implementing IFRS (9) on deferred tax assets
Adjusted balance as of January &, 2018
Income for the year
{Losses) from sale of financial assets through other comprahansive income
Transferred to resarves
Dividends distributed
Capital increase expenses
Effect of dispesal of a subsidiary
Balance - End of the Year

For the Year Ended Decembaer 31,

2018 2017

io 1
1,191,589 1,555,417
1,191,589 1,555,417
(2,932,070) (1,%23,260)
846,279 41,689
167,153 1,317,743
(727,049) 1,191,589

For the Year Ended December 31,

2018 2017
0 bIv)
43,243,353 35,055,974
14,034,670 -
(17,707,818} -
6,168,660 -
45,738,855 35,055,974
35,736,582 31,364,269
(167,153) (1,117,743
(11,749,036) (8,971,844)
(16,000,000) (12,500,000}
- (537,303}
6,851 -
53,555,049 43,243,353

- Retained earnings includes a restricted amount of 1D 82,382, which represents gains from tha differences on the revaluation of the financia! assats at fair value through profit or loss.

- Retalned earnings Mmeludes a restricted amount of J0 11,957,745 as of Decembar 31, 2018 {11 4,559,081 as of Decembar 31, 2017),

and according to the Central Bank of Jordan's instructions, it is restricted from being used unless after a permission is oblained.

- [tis restricted to use an amount equivalent to the negative fair value reserve of )0 727,049,

The effect of implamenting 1FRS (9) on the defarred tax assets/ liabilitie as of December 31, 2018:

Item

Defarred tax assets

which represents defarrad tax assets,

Deferred tax liabilities

Increasa (decreasa) in the expected credit losses for the assats

Reclassification of tha financial assets

23. Provision for Expected Credit Losses on financial Assets

n]
6,168,650

fs]

Tha Bank has started implementing IFRS (9} effactive from January 1, 2018, which requiras the Bank to caleulate the expected credit losses on the financial assets. The details are as follows

Daposits at banks and finandial institutions
Financiat assets at fair value through profit or loss
Financial assets at amortized costs

Direct ¢redit facilities

Contingant liabllities
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2018 2017
D 1o
(83,843) -
(744,309) 547,500
13,064,868 15,229,285
{1,300,504) -
10,935,812 15,776,745




29, Subsidiaries with Material Non-controtng Interests

First: Percenatage owned by non-contro®ing interests

As of December 31, 2018

Company's Name Country Qwnership Parcentage Activity Nature Distributions
Provides a'l finandial, banking

L L and Investment services according 5,000,000
Safwa Islamic Bank (Owned by Al Etihad Islamic for Investment Company) Jordan to [slamic Shada
The Company's purposes Is
42.00% to acquire companies’ stocks, 1,648,445
Al Etihad Istamic for Investment Company LLC. Jordan bonds and shares
Second: The following is selected finandizl information for subsidiares with material non-contro'ing interests
a. Condensed statemnet of financizl postion before the efiminatien of inter-company transactions:
(Al Ethad Istamic for (Al Ethad Islamic for
Investment Company) Investment Company)
December 31, 2018 December 31, 2017
Jo o]
Financial assets 1,078,226,197 926,008,691
Other assats 34,908,755 30,723,486
Total assets 1,113,134,952 956,732,177
Financial Uabaities 943,501,419 796,612,440
Other Liablties 28,338,551 21,974,247
Total Liabitties 971,839,970 818,586,687
Total Equtiy 141,294,982 138,145,490
Total Liabfities and Equity 1,113,134,952 956,732,177
Equity attributed to non-controling interests 90,376,684 88,355,989
Hon-Controing Interest Share at Al Etihad Islamic for Investment
Company 128,928 {468,004)
Total nen-controling interests 90.505.612 87,887,985
b. Condansed Statemnat of income statement bafore the etim'nation of the inter-Company transactions:
(Al Etihad Istamic for (Al Enhad Islamic for
Investment Company) Invastment Company)
December 31, 2018 December 31, 2017
o o
Total revanue 43,150,943 36,149,557
Profit for the year 8,350,661 5,713,955
Total Comprehensive Income 8,321,979 5,713,379
Attributabla to non-centroifng interests 5,339,326 3,665,665
Hon-conntrolilng interests share in profits (lossas) of Al Etihad Islamic for
Investment Company 1,289,279 (231,221)
Kon-Controlling Interests 6,628,605 3,434,444

., I




30. Interest Income and Returns

The details of this item are as follows:

Direct Credit Facilities and Financing

Individual retaii customer
Overdraft

Loans and discounted bills

Credit cards

Real estate

Large corporates
Overdraft

Loans and discounted bills
SME's

Overdraft

Loans and discounted bills

Government and Public Sector

Balances at central banks

Balances and deposits at banks and financial institutions
Financtal assets at fair value through profit or loss
Financial assets at amortized cost

Others

Total

31. Interest Expense

The details of this item are as follows:

Banks and financial institutions deposits

Customers' deposits:

Current accounts and demand deposits
Saving deposits

Time and notice deposits

Certificates of deposit

Cash Margin

Borrowed funds

Deposits Insurance Corporation fees

.- 75 -

2018 2017
D D

1,154,574 1,040,007
36,162,776 28,803,199
1,202,149 1,304,124
53,040,298 41,830,891
9,580,213 9,652,680
59,488,439 57,323,240
3,273,069 2,897,509
8,600,437 7,415,507
8,762,407 7,343,783
810,495 872,863
3,146,088 1,955,179
48,670 415,970
30,686,797 25,661,508
804,677 342,573

216,761,089

186,859,033

2018 2017
1D n

1,862,618 1,354,308
907,186 1,071,645
7,008,603 6,453,230
60,096,814 49,130,145
9,698,042 5,706,236
2,735,637 2,776,029
3,268,683 2,597,660
3,231,428 3,079,806

88,809,011 72,169,059




32, Met Commission Income
The details of this item are as follows:

2018 2017
D pi3]
Direct credit facilities and financing commissions 7,290,667 4,748,536
indirect credit facilities and financing commissions 4,193,251 9,956,637
Other 8,316,506 7,434,979
Less: Commission expense (951,020) (741,107)
Het Coemmissien Income 23,649,404 21,399,045
33. Gains from Foreign Currengies
The details of this item are as fellows:
2018 2017
o o
Resulted fram dealings / tradings 3,939,443 2,729,208
Resulted from valuations 1,914,563 2,796,196
5,854,006 5,525,404

34. {Logses) Gains from Financial Assets at Fair Value Thraugh profit or Lass

The details of this item are as follows:

{Losses) gains (Losses) gains Dividends
Realized Unrealized Received Total
1> bhb] o D
2018
Treasury bills and bonds 20,345 19,429 - 39,774
Coprorate shares (2,268,189) (1,005,135) 161,637 (3,111,687
Financial derivatives 658,071 - - 658,071
Investment funds (24,762) (17,193) - {41,955)
(1,614,535) (1,002,899} 161,637 {2,45%,797)
2017
Treasury bills and bonds 115,960 - - 115,960
Cogprorate shares 2,617,768 (46,304) 194,806 2,766,270
Financial derivatives (2,382) - - {2,382)
Investment funds - 478,511 - 478,511
2,731,346 4324_2% 194 806 3,358,359
35, Dividends from Finangial Assets at Fair Value through other Compreneasive Income
The details of this item are as follows:
2018 2017
10 1D
Dividends distributed on corperate shares 1,026,133 338,772
36, _Qther Income
The detalis of this item are as follows:
2018 2017
1D o
Safety deposits boxes rental income 144,622 124,535
Dormant acceunts 107,157 85,121
Gains from the sale of repossesed assels 208,038 -
Bonded revenues 298,720 321,029
Net income from recovered bad debts 322,480 375,292
Income from liquidation of invested campanies 55,468 120,000
Other incame 200,711 175,452
Total 1,337,196 1,201,429
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37. Emgployees' Expensas
The detalls of this item are as follows:

Salaries, benefits and allowances
Bank’s contrbuticn to social security
Bank’s contribukion to saving fund
Medical expenses

Per diems

Training expenses

Uniforms

Advertising and marketing incentives
£moployess’ life insurance expense

Cther

38. Othear Expenses
The details of this item are as follows:

Postage, telephane telex and reuters

Stationery and printing

Rents

Water, electricity and fuel expense

Maintenance of machines and equipment
Insurance expenses on the bank's assets and activities
Consultation and prefessional fees

Licenses and governmental fees

Loss from disposat of property and equipment
Board of Directors’ transportations and allowances
Advertising

Donations and subscriptions

Board of Directors’ remuneration

Others

39, Earnings Per Share

The details of this item are as fellows:

Profit for the year

veighted average number of shares (share) *

Easnings per share attributable to the Bank's shareholders:

Basic and diluted

2018 2017
1o 0
33,518,579 31,252,997

3,609,843 3,342,818
1,372,538 1,280,000
1,587,423 1,403,009
326,608 329,732
736,691 812,150
80,525 27,317
1,704,228 1,211,172
180,612 200,644
6,024 120,990
43,123,071 39,980,839

For the Year Ended December 31,

2018 2017
o »
2,117,044 2,053,363
1,159,377 1,249,199
3,894,594 3,511,546
1,274,053 1,461,754
7,529,647 5,634,548
805,888 713,005
1,664,303 2,430,230
1,172,793 1,479,558
315,651 268,463
1,275,991 1,244,851
5,067,065 4,731,743
957,227 667,894
108,438 110,000
1,363,017 1,477,930
28,705,188 27,034,084
2018 2017
o 1D
35,736,582 31,364,269

160,000,000

150,364,284

0.223

0.209

* The welghted average number of shares per share has been calcylated from the profit

of the year attributed to the Bank's shareholders divided by the subscribed number of shares

for the year 2018. As for the year 2017, the weighted average has been calculated based

on the weighted average number of shares from the date of the increase in the capital.

- 77 -




‘Papn|oXa 21am SIURIPISANS 53| PUR YUBQ DY) UIDMIBG SUONDBSURL] pue Sadueleg

000'000'S 000°005°L 001 p11 "00 Buisea |eppuRULY 10§ peynR3 -|v

000°000°S 000°000'S 00T p37 *0D abelaxoag |elPURULY JOJ PRYAT -1V

000000001 000000001 8'5¢ Jueg diwe|sy emjes

8Z0'6ED'ETT 8Z0'6E0'ETT 8s ‘377 Auedwon JUSWISIAUT 10y DIWR|ST PeynI v
ar ac %

7102 8102 GIVEIENTS) SWEN AT

|ende) s,Auedwo) ayL

:saueIPISqNS BUIMO||0) PY] PUB JUBg U3 JO SIUDWIIILIS [RIDURUY Y} SpNIOUl SIUBWIDIRIS [BIDURUY paiepl|osuod ButAuedwodde ayy
SUONSEsURIL ALEd PIIeRY ¢

*$3SI4 1P 10 SHSI 1B 0] 1934 10U SI0P PUB PUI-JeA 38 BUIpURISING SUOIIJRSURL] JO N|RA DY) SIUISLADI IN|RA |BUILION

+08'SET £¥0'95¢€
. - - £99'p£5'08 £99'bES’08 890'6L Zes’'10Z siuawaalbe piemioy paseysind syueg
- 000°TI8E’'9 - 000°stS’E 000°926'6 T+8'61 6t8 510RJ1UCD dEMS SDIRJ 1SIIBIU]
» 089'668'C 056’0092 9££'595'52 90+'990°9€ S68'9€T 79E'esT sjuawsa.be piemio) paseydind ,s1awi01sn)
FAlr4
647 ¢0S S00'ZZS
* . 166'851'8 £16'79¥ 10T $98'€29'60T 9TO'¥EE 85b'CTT sjuawaaibe piemio) paseydind syueg
- 000'vEH'ST ooo'szt'e - 00019502 Lre'sot 0S1'0T $19243U05 dems s 159131U]
- ] £LLB'848'ST SS6'TL9'VE ZE8'1S5'0S 915'¥9 16E'6LE sjuswWaaLbe plemioy paseydind S19W0ISND
810Z
ac ac ar ac ar ac arc
SIRIA SIBIA SYUo SYIUoW anjep anjeA Jie4 anjea Jleq
£ UBY] 240 £ 0] T woJg ZI - £ Ul ang 294yl Ut ang |EUILLION |R10L aaneban 9ANISOd

AIIMIBIW an|eA Jed

‘S9INIRW S11 UO PASEq DN|BA [RUILIOU S1I JO UCANGLISIP 341 Ylim BUO|R SDAIBALIAP |BIDUBUY 213 J0) 3n|ea Jiey aanebau pue aanisod ay smoys 2|qe} bumojjoy ay L

£0279107009 G9Z'681 /8%
b6t 67’8 LIYPET'6 saoUR|Rq PaldIISaY
026'€£8'SS 87B'/81'SE syiuow € uyym bBuuniew sysodap SUORNIISUl [BIDUBUY pue sueg (553
v£8'540°92E 0£0°90t'8¢T syjuow £ ujym Buriniew SUOINJIASUI |RIDURUY PUR SYURQ YNM Sadue|eg TPPY
cbL'ITE'SEE 00S'S0Z'EEE syjuow g uiyum buuniew syueq |eJUID YNM SIDUR|RG pUR YSeD
arc ar
£102 810¢

ISMO||0) SB DB W3 SIY JO S|1eI2p YL
{ oF



TL87LL979 t¥9'65E°9
LLL7T0E'T £8Y'E0E'T
S60'SLE'S 091°950°S

ar ar
£L10T 2102

T¢ Jequiacaq papug Jeaj ayu] J0J

1¢ - - - - -
L16°T - - - - -
£¥8°00Z°T 000°1Z1'C PEB'SLT IST'8C 558'8T 095'888'T
89£'ETY'E £95°660°E PETENR'T ShL'1S 1/9'68T £16'pS
ar ar
£10T 8102
TE 12quUa2aq papul JeaA 2yl 1od
6Z9'7EP'P 8LT'096'ET 8L2'€SE'TT 000’685 - 00081
»ZO'SPL 882°089'¢ 88T'08Y'E - - -
LST7 LT S91'+Z0'Z 80Zp19°T 956'601 - -
187EE £09'261 - £09°76T - -
LES'TETTT ZIH'ZS6'T6 S0¥ LES'9 TEL'109'L £85'695°2 T69'THT'SL
S61'8bs 8¢ 92606 Y GEV'606'TY 000’056 T6E'EvS’E SI6°905°T
ar ar arc ar ar ar
L10Z 810 ucarcmmﬁcmz SA03094Ig SARIPISgNS Slapjoyaseys
‘1€ J2quusdag '1£ Jogwaneg 2AN2X3 jo pieog Jolew

[&aL

AYied paie|oy

|20,
Sa2UBMOlR puR vonRHOdsUR S101D31Q JO pJeog

JuRwsbeURE SAINDSXT Y] JO SISAUO] PUR SPURES

JuswabeuBw SAINISXS S UBY SUI JOJ SUOHRIIUNWL 341 JO AJBWILLNS @ S| MOlag

Sl y 01 %% 0 Woly buel 53150030 ,S1aUI0ISND U S338J 35URdXD 1S24IIUI PUB ‘85T O] 955°C Wody abuel sa1joey 31peLd U0 SIJRL JWOoDU) 1SIIUT -

(2) 96e3s Buunp BupueLyy pue S31I|1284 UP3ID 334D 10 $SO| JUDLLIedw]

(z) abeis Buunp Bupzueuy pue san|ae) NPa1d 122G
UG OT ey

asuadxa SUCISSILILIOD PUB S1SaJau]
WO SUDISSILLLIOD pUR SUINISL ‘SISaUaIuf
SWHT JISUSIEIS aWosU] Palepiosuosy

a9juesend Jo 12
aouedanny

. SPaLD JO 193307
WIS pPaIeplosuss -0

SUOIINIISUT |eURBUY pUR SYUeg Je sysedag

sysodag
Bupueu)y pue sa130e; JpaJd PadIg

1SMO|[0) S 1B WY SIYI JO Sjielap ayL

MO UMOYS S| Jeym 20) Jdaoxo uaxe) uaag ARy su0isiacld ou pue ‘Suiw:ciiad 2. soued paie|as 0 PRIURLS S3131i08) J1PaJD AU (IY 'S91RS UOISSILIUOD pue
SUINIL ‘5318 15BN [BIIDLWILIOD B SSIUISNG JO 3SIN0D AJRUIRJO BU) ) Juswsbeusl JOIUSS ‘S1030RJIp ‘SJaployadeys Jolew Yl SUQRIBSURL] QU PRUDIUD MNueg sy



43. Purchase of Controlling Interests at Safwa Istamic Bank
The subsidiary Al-Etihad Islamic Investment Company, which is 58% owned by Bank Al Etihad , acquired a controfling interest of 61.8% during January 2017 in Safwa Islamic Bar

for ) 113,000,000, Since tha Bank conlrols the subsidiary and Safwa [sfamlc Bank, their accounts were consalidated in the conselidated financial statement of the Grougp,

Moreaver, the purchase price aliocation has been completed during 2017, and the effect has been reflected in the Group's conselidated finandal statements.

The schedule below summarizes the fair value of the assels and Rabifities of Safwa [slamic Bank at the date of acquisition of 3 January 2017 afier making some adjustments

in the financial statements to match the accounting policies Implemented by Bank Aj-Etihad:

Faw value
Book Valug Adjustments Fair Value
pL+) D o
Assels:
Cash and balances at Central 8ank 204,028,358 - 204,028,358
Balances at banks and financial institutions 28,530,937 - 28,530,937
Deposits at banks and financial institutions 5,092,827 - 5,092,827
Finandial assets at fair value through other comprehensive incomsa 1,695,710 - 1,695,710
Financial assets hetd at amortized cost- net 47,904,288 - 47,904,288
Investments in associate 370,362 - 370,362
Direct credit faglities and financing- net 604,559,852 - 60,599,852
Property and equipment - net 21,778,48C 2,763,337 24,541,817
Intangible asszts - net 1,742,566 - 1,742,560
Deferred tax assets 599,815 - 598,815
Qther assets 6,569,373 - 6,569,373
Total Assets 918,912,568 2,763,337 921,675,905
Liahilities:
Banks and finangial institution deposits 2,142,078 - 2,142,078
Customers' deposiis 756,257,366 - 756,257,366
Margin accounts 8,224,198 - 8,224,198
Sundry provigions 84,603 - 84,603
Incorme tax fiabilities 2,438,733 - 2,438,733
Gther lFabilities 1,733,479 - 1,733,479
Total Liabilities 770,880,457 - 770,880,457
Het assets acquired 148,032,111 2,763,337 150,795,448
Less: Bank Al-Etthad’s share of the account paid - - (65,562,636)
MNeon-contralling interest - - (84,690,324)
Intangible assets casulting from acquisition * 15,057,512

The detaiis of this item are as follows:

o
Safra [slamic Bank lcensa** 3,928,000
Customars’ deposits** 3,749,000
Goodwill ** 1,380,512
15,05¢,512
Cash flow analysis at acguisitien:
Met cash acquired from the subsidiary 230,417,217
Het cash paid (85,552,636)
Net cash flaw 164,854,581

«* Tha Bank recorded the business combination of Safwa Islamic Bank's assets and liabilities at falr value, after completing the purchase

price allocation of the acquisition in accordance with International Finandal Reporting

Standard (3) and intangible assets wera recognized and racorded (Note 14).
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44, Risk Mananagement:
The Bank continuously develops the risk and credit management structure to ensure
effective administration of all of its operations, efficiency of the risk and credit
management process, and proper application of the regulatory controls across all of the
Bank's operations. The risk management responsibility is allocated among various levels
as summarized below :

1. Business Units:

The Business units comprise employees who, through their daily work, manage the
various risks associated with the Bank’s operations according to acceptable risk levels
determined by the Bank and specified in its policies.

To ensure efficient risk management, the Bank fully separates the functions of the
business units from those of risk management. For example, the study and management
of credit control is completely separated from Custmer Relations Management (CRM)
within the business units. This ensures the integrity of studies and credit decisions,
continuous development of their efficiency, and business quality. In addition, the Middle
Office is placed under market risk management and separated from the Treasury.

2. Risk Management and Compliance Department:

This Department has been activated, and it operates independently across all business
lines. It reports to the Board through the Risk Management Committee to ensure its
independence and ability to detect, measure, control, and monitor risks within acceptable
levels as determined by the Bank; as well as submit regular reports to the Board in this
regard.

3. Internal Audit:

The Internal Audit Department is fully independent and directly reports to the Board Audit
Committee. The Department functions as the last defense line through applying an audit
plan that includes periodic audits of all of the Bank’s activities in order to ensure detection
of any violations to the system and noncompliance with the Banks’ policies and procedures
or regulatory bodies’ intructions.

4, Risk Management Committee:

The Board of Directors endorsed the Risk Management Committee’s charter, which has
been developed based on the best risk management practices and CBJ requirements. The
Committee comprises Board members and the Head of the Risk Management Department
and is headed by the Chairman. All reports prepared by the Risk Management Department
are submitted to the Committee periodically to ensure that the Committee’s members are
informed of all risks in a timely manner. This is to enable them make decisions, or take
measures to change risk levels in the event risk levels are not in line with the established
acceptable risks levels, and submit reports to the Board in this regard.

5. Board of Directors:
The Board of Directors has the following responsibilities with regard to risk
management:

- Determining the acceptable risk levels for the Bank’s various activities.

- Reviewing and approving the various risk policies.

- Monitoring risks and ensuring application of the necessary controls through the
Risks Management Committee,
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- Delegating authority related to the approval, amendment, and renewal of credit to
the various credit committees and reviewing their performance and the validity of
their decisions, a matter which would reflect on the quality of the credit portfolio.

- Approving the investments policies and decisions and approving investment
dealings and trading ceilings.

6. Assets and Liabilities Management Committee:
The Assets and Liabilities Management Committee comprises the Chairman as President

and the General Manager, operations directors, financial manager, and Risk
Management Department Head as members. The Committee reviews the statement of
financial position and recommends any amendments thereto, in addition to approving
the liquidity and market risk management principles. Moreover, the Committee reviews
the policies related to these risks, recommends their approval by the Board, and studies
the various risk reports in order to take any necessary decisions related to amending
the acceptabie risks levels by the Bank.

The Committee also recommends to the Board the allocation of capital for the various
activities of the Bank in a manner that ensures the most effective use of capital.

A. Credit risks:
Credit risks are controlied within acceptable risk levels by the Bank through the following:

1. Credit Policy: This policy accurately determines the basis for extending credit, levels
of acceptable credit risks, and basis used for establishing credit risks pricing and
acceptable guarantees. In addition, the policy outlines the monitoring basis and
procedures over credit to ensure early detection of any deterioration in the credit

portfolio quality.

2. Training and Development: The continuous training and development of all credit
staff and managers ensures better understanding of the client’s requirements,
availability of high level credit analysis expertise, and a good understanding of these
risks when recommending their acceptance; as well as ensures the effective
management of these accounts.

3. Authority to Grant Credit: Credit is approved by specialized credit committees which
are formed and granted authority by the Board of Directors.

4. Credit Risk Measurement: The Bank implements a credit rating system for corporate
and medium-size companies, In addition, the Bank implements a scoring system for
retail products as a basis for credit granting decisions for retail and SME customers.

5. Internal Valuation for Capital Adequacy: The Bank develops a model to measure
capital adequacy based on a 5-year data forecast to calculate the potential capital
requirements and the effect of stress testing on the Bank's capital adequacy,
profitability, and liquidity.

6. Credit Monitoring:
A specialized unit within the Risk Management Department monitors the credit

portfolio and prepares the relevant reports.
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The role of this Unit starts with managing legal risks resulting from the granting of
credit. The Unit, in cooperation with the Bank’s legal advisor, ensures that all facilities
and guarantees contracts meet all the legal conditions that protect the rights of the
Bank.

It ensures that all credit terms are fulfilled prior to allowing the borrower to execute
the credit facility. All this is done due to the importance of having more than one
monitoring entity oversee these highly sensitive transactions.

Through the early credit risk warning system, the Risk Management Department
examines any indicators that may signal the deterioration of the credit status of a
customer. Such indicators include customer’s transactions, financial performance,
and the performance of the economic sector he / she operates in, in addition to
indicators related to the performance of the client’s account at the Bank. This system
allows us to detect, early on, any deterioration in the performance of the account
and enables us to take the necessary measures to reduce any possible losses that
may result therefrom.

Credit Portfolio Management:
All departments concerned with credit continuously review the credit portfolio to

maintain a good level of credit exposure quality.

In managing the portfolio, efforts are made to ensure that it is distributed in a
balanced manner to avoid any concentration that could lead to an increase in the
risk level of the portfolio. In this regard, the sectoral and the geographical distribution
of the portfolio are considered, in addition to avoiding large credit exposures of a
single client except in exceptional cases and for exceptional clients.

Credit Risk Alleviation:
As a key measure to hedge against credit risk, the cash flows of financed projects

are taken into account when determining the repayment schedule of any credit
extended to our clients. Moreover, the necessary controls are determined regarding
the monitoring of these cash flows that will be used for loan repayments, and
collaterals in-kind are obtained if required by the credit risk level. In this respect, the
quality and liquidity of these collaterals are taken into consideration, in addition to
the effective implementation of procedures that ensure sound control over these
collaterals, monitoring of their value, and ease of their liquidation.

Operational Risks:

The Unit implements a comprehensive system at the level of the Bank to identify the operational
risks that arise from the Bank’s operations, including reputation risk and the best practices to
limit the effect of those risks and reach the opitimum balance between risks and control
procedures. Furthermore, the Unit reviews controls and procedures regularly in coordination
with the Internal Audit Department to assess compliance with those procedures and thier

efficiency.

In coordination with all of the Bank’s departments, the Unit gathers data related to losses
resulting from operational risks to set up an adequate data base for accurately and effectively
predicting these risks in the future.
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The Unit implements a comprehensive policy for data and assets security based on the best
international practices. The employees of the Unit follow up on the implementation of the plan
especially with the Internal Audit and the IT Departments.

The department has prepared an emergency plan and a business continuity plan. In addition, a
new location is under progress that will be fully equipped according to the best Internatioanl
Standards due to the fact that such preparations are important during the emergence of
catastrophies that may have an effect on the Bank’s buisness operations.

Stress testing situations
Within the Bank’s expected risk management framework and hedging of these risks, negative

stress situations that might face the Bank and its operations are detected, and their impact on
the Bank's liquidity and reputation is measured. In addititon, the vuinerabilties that the Bank
faces as a result of stress are identified and reported to the Board of Directors and Executive
Management, in order to develop a strategic plan to limit their effects, tackle them, or even
avoid them altogeth should they recur. Stress testing also targets improving and enhancing the
Bank’s risk management through complying with the intructions of the regulatory bodies and
best international practices in this regard.

Choosing_the stress testing senarios mechanism.

Case senarios that cover all risks encountered by the Bank are chosen, where stress is
measured on different bank investments, either on the ievel of the facilites portfolio or that of
the investments portfclio, as follows:

1. Measuring the effect of stress sitiuations on the Bank’s credit portfolio concerning the
increase in the percentage of non-performing loans due to many factors, inciuding
concentration in granting credits, deterioration of the economic sectors due to financial
crises, quality of the credit portfolio, decrease in the value of advanced guarantees, and
other factors. The effect of these risk scenarios is relflected in the income statement,
statement of financial position, and capital adequecy ratios.

2. Measuring the effect of stress sitiuations on the Bank’s investments regarding the liquidity
of the investments markets and imparment of the investments due to financial and
economic crises. The effect of these risk scenarios is reflected in the income statement,
statement of financial position, and capital adecuacy ratios.

3. Measuring the effect of stress sitiuations on the Bank’s assets and liabilities in the case of
changes in the JD prices against foreign currencies.

4, Measuring the effect of stress situtations on the Bank’s liquidity due to several factors,
including loss of the Bank's investments from deposits at other banks, concentration of
the deposits of the Bank’s clients and other banks’ deposits at our bank, extensive deposit
withdrawls, and changes in JD prices against foreign currencies. The effect of these risk
scenarios is factored into the calculation of the legal liquidity ratio and liquidty according
to the accrual base.

5. Measuring the effect of stress on the Bank’s operating risks. The effect of this risk scenario
is calculated in the capital adequacy ratio.

Based on the results of these tests, contingency plans are prepared to face financial and
economic crises, and policies are set up for determining the concentration of facilities and
investments, in addition to the policies for facing the Bank’s assets and liabilities. Furthermore,
risk mitigation tools are implemented, such as hedging and offseting of on-balance sheet items
and accepted guarantees, in accordance with the stress testing results.
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Govenonce of the Application of Stress-testing Situations:

The Board of Directors is responsible for:

1.

Revewing stress testing results semi-annualy (every 6 months), to take decisions that suit
these results, and therefore, ensure the Bank’s safety in case it is exposed to any of these
scenarios.

Ensuring that Executive Management complies with the prepared plans and policies to face
any stress scenarios to which the Bank might be exposed.

Verifying that the Risk Management Department is performing stress testing periodicaly.
The Board shall have a pivotal role in approving the scenarios and assuptions used,
analysing the test results, and approving the right procedures to be taken based on these
results.

Executive Management’s Responsibility

Executive Management is responsible for:

1.

Making the right recommendations, based on the stress-testing results, and reporting
them to the Board of Directors,

Implementing the decisions of the Board of Directors related to the Bank’s stress testing
results, in addition to inferming the Board about these results.

Implementing and controling stress testing, in compliance with the methodology approved
by the Board of Directors.

Taking the stress testing results into consideration when planning capital with the aim of
reaching the capital that matches the Bank’s strategy and risk structure, in addition to
taking the results into consideration while performing (ICAAP).

Ensuring full cooperation among the Bank’s different departments through coordianting
with the Risk Management Department to come up with the closest real world stress
testing results that the Bank might be prone to as a result of the local and international
financial and economic circumstances.

The Bank’s Definition for Applying Default and the Mechanism for Processing Default:

The is in line with the regulatory bodies’ instructions and banking sector best practices related
to the application of defaults and mechanism for processing troubled debts,

Default debts are the facilities that have a watch list risk or worse. The following is a brief
description on these degrees:

Watch_List: borrower with no assured profits and extremely unstable operational

revenues. His assets are witnessing a decrease in their value, coupled with an increase in
doubtful debts without sufficient guarantees. Meanwhile, his exposure is constnatly
increasing and is greater than the accepted standards in his sector. In addition, his
management and controls are weak. Debts calssified as watch list will remain as such for
a period of time, so that they can be controlled to improve their credit classification in case
the given facts lead to their classification under the watch list category or a decrease in
their credit classification.

Substandard: Borrower to whom it is no longer acceptable to extend credit. Recovering

the granted credit facilities based on the client’s operational revenues is questionable, and
his assets are not protected at an acceptable degree by net equity. In addition, his ability
to committ to debts or provide additional guarantees is weak. The facilities classified under
this level of risks require a special provision according to the instructions of the Central
Bank of Jordan.
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Doubtful: The Bank’s chances of recovering the debts granted to the borrower is doubtful, and
part of the principal is likely to be lost under the given circumstances that demonstrate the
borrower’s inability to fulfill his obligations towards the Bank. The facilities classified under this
level of risks require a special provision according to the instructions of the Central Bank of

Jordan.

. Loss: It is probable that part of the granted amount will be recovered in the future, and
the Bank is still not fully convinced that collectibity is unlikely. This matter does not
encourage the Bank to irrevocably write off the debts, leave them, and stop claiming them.
The facilities classified under this level of risks require a special provision according to the
instructions of the Central Bank of Jordan.

General Ruies to be Followed When Dealing with Defaults:

. Any suggested schedule must be based on the client’s ability to commit to it, as the Bank's
aim is not only to improve the credit portfolio classification, but to also recover the loan
amount granted to the client.

. While sceduling debt repayment, a study of the borrowers’s cash flows must be conducted,
especially if the borrower has liabilities towards creditors other than the Bank. This entails
studying the borrower’s cash flows, current guarantees, and any other extra assets that
can be liquidated as a an extra source for the repayment, or as an additional guarantee to
mitigate the client’s credit risk. Other aspects of the client are alse studied, including his
ability to manage the facllities, and validity of the legal documents and contracts in the
Bank’s posession, to ensure that they maintain the Bank'ss rights in case legal actions are
taken against the borrower.

. In case the client commits to his repayment schedule for a period of not less than 3
months, then his account’s classification is improved to a performing debt.

Internal Credit Classification System:
The Bank adopts Moody’s system to classify clients acting as corporates and SME’s. The aim

of this system is to asses credit risks at the level of the client and facilities granted, and express
them quantitavely so that each client with granted facilities is given a rank from 1-10, where
level (1) is the least risk. In this respect, the classification of clients is the Credit Department’s

responsibility.
When applying the system, the following can be guaranteed:

« Ability to maintain a high quality for the Bank’s credit portfolio, control the portfioio’s
performance, and determine the effective plans and strategies for the future management
of credit risks.

s Connecting credit quality to the efficiency of performance and pricing.

« Determining the party responsible for granting and/or renewing the facilities.
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The following table clarifies the standards with different weights for the classification of
clients:

Indicator Indicator’s nature
Financial items Quantitative
Management Qualitative
Corporate Qualitative

Economic sector Qualitative

In order to calculate the classification, financial statements for 3 years and information
about the economic sectors performance should be made available, thus clients with granted
facilities are classified according to the following table:

Risk level Risk rank
Excellent
Strong
Good
Satisfactory
Adequate
Marginal
Watch List
Loss

QO ~N O U W N

Mechanism Used to Calculate the Expected Credit Losses on the Financial
Instruments for Each Item Seperately

Expected credit iosses are calculated on an individual basis on the system that was previously
applied by the Bank according to the calculation methodolgy adopted by the Board of
Directors and external auditor in the preparation of interim and year-end financial statements

A. Probability of Default (PD):
The probability of default is measured for the purpose of calculating the expected credit
losses for each IFRS (9) stage through using statistical models based on historical default
data, credit exposure classification, and stress testings related to the economic indicators
of corporates and SME’s facilities portfolio. As for the retail facilities portfolio, statistical
models have been adopted based on the product characteristics and the client’s credit

behaviour.

The system calculates the probability of defualt through the following the next steps:

The process starts with the Computation of a yearly composite cyclicality index (CI) of the
12 month CPI factor (CPIt divided by CPI t-12 months).The yearly composite cyclicality
index obtained is added to the cumulative inverse of the long-run average rating transition
probability matrix. Post addition of the yearly composite cyclicality index, the values of the
resultant matrix are converted back to probabilities by applying the function “Normal
Distribution”.

The values of the resultant matrix are further converted into (PIT) probabilities by
computing the marginal probabilities for each rating transition. Thereafter, the PIT rating
transition probability matrix for next one year has been obtained.
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Further to computing the PIT rating transition probability matrix for the subsequent years,
is obtained using the Markov chain method that uses matrix multiplication as the basis.

According to what IFRS (9) includes, all credit exposures and debt instruments are listed in
Stage (1). The probability of defualt on an exposure is taken into consideration. As for the
credit exposures under Stage 2, the probability of default on a credit exposure is taken into
consideration over the lifetime of the credit exposure.

B. Loss Given Default:

When calculating the loss given default (LGD) , the guarantees obtained against granting
the credit exposure are evaluated. Moreover, only collatrals classified as risk mitigators are
taken into consideration (legally documented within credit contracts, while nothing
precludes the Bank from reaching the collateral) for the purpose of calculating the repayable
amount of the credit exposure after applying the discount rates prescribed in CBJ Debt
Classification Instructions No. (47/2009). In addition, loss rates are applied by LGDs on the
uncovered portion of the credit exposure based on the historical data related to debt
recoveries and the confiscation and liquidation of the collaterals due to defaults while taking
the time dimension into consideration.

C. Exposure at Default:
When calculating Exposure at Default (EAD), the amounts to be used by the debtor and

type of debt instrument will be taken into consideration for the purpose of calculating the
expected credit loss for every IFRS (9 )stage. Moreover, the usage rate is calculated after
performing a study on the withdrawals and rates of the currencies and different types of
debt.

Furthermore, indirect credit exposures (not financed) are considered actual credit
exposures on which credit loss is claculated. Their propapiliy of default is calculated as well
based on hsitorical studies.

D. Time Value of Money:
The current expected credit value loss is calculated by using the time value and active

interest rate (EIR) given for credit exposures as a discounting factor.

The governance for applying the Internatioanl Financial Reporting Standard requirements
which ensure the responsibility of Management and Executive Management should be
excericsed to ensure compliance therwith.

The Board of Directors:

The Board of Directors will review the process and results of calculating the provisions
acccording to the international standard to take the right decisions compatible with the
results. The Board will also make sure that Executive Management complies with the
established processes and policies to ensure adequacy of the provisions. Moreover, an
approved policy is adopted for identifying the exceptional and justified cases in which
amendments to the system results and deliverables are made. Furthemore, an independent
party is authorized to make the exceptional decision or amendment, and these cases are
presented to the Board for approval.

Risk Committee
The Risk Committee is responsible for supervising the provision calculation process according
to the international standard and ensuring the following:

- The expected credit loss provsions are adeqaute;

- The capital adequacy ratios are within the required level, and will not decrease below
the specified limit; and

- The price mechanism covers provision costs
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Audit Committee
The provision calculation results according to the international standard are submitted to the

Audit Committee, which verifies the adequacy of the Bank's coverage of the expected credit
loss in all of the Bank’s financial statements.

Executive Management
Executive Management discloses risks, and when pricing credit exposures, updates policies

and procedures for assesing and measuring credit risks for all concerned indivduals.

Furthermore, Executive Management is responsible for implementing the reliable credit risk
strategies approved by the Board of Diretors and for developing the policies and procedures

stated above.

Risk Management Department

The Risk Management Department ensures that the provisions fully cover the credit losses
according to the international standard and submits the results to the Board of Directors, Risk

Committee, and Executive Management.
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On-Consolidated Financial Position Items
Balances at central banks
Balances at banks and financial institutions

Deposits at banks and financial institutions

Direct Credit Facilities and Financing - Net:
Individual

Real estate mortgages

Corporates

Large corporates

SME's

Government and Public Sector

Total

Treasury Bills and Bonds
Within Financial assets at fair valua through profit and loss
Within Financial assets at amortized cost

Other assets

Total On-Consclidated Financial Position Items

Qff- Consolidated Financial Position Items
Letter of guarantees
Letter of credits
Acceptaﬁces
Un-utilized facilities ceilings
Totat Off-Consalidated Financial Position Items

Total On and Off - Consclidated Financial Position Items

December 31,

2018 2017
Jo pla}
241,008,818 282,485,418
248,264,111 326,075,874
4,258,890 8,325,098
435,232,451 357,041,832
666,121,713 574,115,232
905,976,720 891,371,820
134,292,668 126,491,262
136,294,304 135,307,843

2,277,918,456

2,084,327,989

754,130 -

765,692,190 617,696,128
44,863,733 27,757,157
3,582,760,328 3,346,667,664
176,134,486 178,422,988
167,179,667 162,215,287
96,110,081 182,116,425
432,439,920 383,471,409
871,864,154 906,226,109
4,454,624,482 4,252,893,773

The above table represents the Bank's maximum credit exposure as of December 31, 2018 and 2017 without taking

into account collaterat or other credit risk mitigators.
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Rescheduled Loans:
These represent loans previously classified as credit facilities within Stage (3) according to
proper rescheduling. These loans amounted to JD 12,422,821 as of December 31, 2018 (D

46,969,590 as of December 31, 2017).

Restructured Loans:

Restructuring means rearranging credit facilities in terms of adjusting installments, prolonging
the life of credit facilities, postponing some installments, or extending the grace period. These
loans amounted to JD 109,125,670 during the year 2018 (JD 26,837,518 during the year 2017).

Debt Securities and Treasury Bills
The Schedule below shows the distribution of bonds and bills according to the foreign agencies

classification:

Within financial Within
assets at fair Financial f
Rating value through amortized
Rating grade  Institution P&L 2018 cost 2018 Total 2017
D JD D

AA+ S&P - 40,179,840 29,765,384
AA S&P = - 709,390
AA- S&pP = 2,126,763 1,066,008
A+ S&p - 4,409,155 4,166,926
A S&P = 9,514,101 9,120,409
A- S&P = 7,181,497 8,511,226
BBB+ S&P = 13,669,029 10,826,713
BBB S&p - 5,363,679 2,529,483
BBB- S&P S 4,977,758 =
BB+ S&p £ 4,126,581 3,188,348
BB S&P 668,489 1,409,492 -
BB- S&P - 3,867,347 3,587,058
B+ S&P 65,641 9,632,349 937,784
Un-rated S&P - 44,970,259 47,099,434
Governmental S&P - 614,264,340 496,187,965
Total 754,130 765,692,190 617,696,128
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B. Market Risks
Market risks are defined as those risks resulting from price fluctuations in a way that affect the Bank's
addition to the interest rates. This definition includes the change in the currencies exchange rates, stocks prices

in addition to the interest rates.

The Bank uses a canservative palicy in market risk management. The Bank cantrols these risks through the
adoption of clear policies in their regard and establishing risk limits for each risk type, Our policy aims to reduce

these risks to lowest levels.

1. Interest Rate Risks:
A conservative policy is adopted in managing interest rate risks whereby most of the Bank’s assets and liabilities can
be re-priced in the short term. This limits the effect of interest rates change on the Bank’s profitability and on the price

of its assets and investments,

Interest rate risks are managed by the Assets and Liabilities Committee whereby it is provided with regular gap reposts
of interest rates re-pricing in addition to per currency interest rate price changes sensitivity reports, these reports shows

that interest rate risks are within the lowest range,

for the Year 2018

Sensitivity of net
interest income

Change increase in (gains/ losses) in Sensitivity
Currency interest rate (thousands) on equity
i o
Jordanian Dinar 1% 3,870 3,870
Us Dollar 1% 736 736
Euro 1% 326 326
GBP 1% (5) (5)
Japanese Yan 1%, 163 163
Other Currencies 1% 200 200
For the Year 2017
Sensitivity of net
interest income
Change increase in {gains/ losses) in Sensitivity
Currency interest rate (thousands) on equity
1D o

Jordanian Dinar 1% 3,358 3,358
US Dollar 1% 1,084 1,084
Euro 1% 446 446
GBP 1% (24) (24)
Japanese Yen 1% 149 149
Other Currencles 1% 247 247

In case there is a negative change in the interest price, then the effect will be the same as the change in the table

mentioned above with an opposite sign.

- 100 -




2. Currency Risks:

The Bank's policy is ta fully hedge the currency risk by not maintaining open positions In forelgn currencies only within the limits set and
according te a clear policy which reduces the sensitivity of the Bank's profitability to currency price changes. Ceilings are placed for open
positions for each currency and total currencies, and daily evaluations of these gositions are made to reduce the risks of currency exchange

rates to a minimum.

change in cusrrency Effect on profits and

Currency exchange rate losses Effect on Equity
For the Year 2018 o 1D
US Dollar 1% {132,248) 28,199
Euro 1% (159,740) -
GBP 1% (88,260) .
Japanese Yen 19% 118,395 -
Qther Currencies 1% 247,420 -
For the Year 2017
us Dollar 1% 158,867 35,691
Euro 1% {85,968) -
GBP 1% (8,958) -
Japanese Yen 1% 151,506 -
Other Currencies 1% 768 -

In case of a 1% decrease in the currency exchange rate, the effect will be the same as the financial effect mentioned in the tables above

with an opposite sign.

3. Change In Stock Price Risks:

Trading pertfolio risk managernent depends on a policy that is based on diversification of investments. Investments are distributed on a
sectoral basis, to include the most stable sectors, and across several financial markets to reduce risks to acceptabie levels,

Regular monitoring of risks is also conducted through:

Determining the different investments ceilings

Determining limits o stop losses per investmer;t coupled with daily monitering

Reqularly assassing the investment portfolio by an independent body (Intermediary effice)

Performing sensitivity analysis to measure the extent to which these investments may be impacted should the markets invested in drop,

50 as to maintain risks within levels acceptable to the Bank

These risks are managed by the Risks Management Department in cooperation with the Treasury Department, Mereoverm their recommendations

are submitted to the Assets and Liabilittes Management Committee.

Change In Effect on profits
Market Market Index and losses Effect an Equity
D Jo

for the Year 2018:

Amman Stock £xchange 5% 271,041 379,061
Al-Quds Stock Exchange (Palestine) 5% - 722,865
FTSE 100 5% 4,765 -
Hang Seng Index 5% 7,023 -
Borsa ltaliana 5% 401 -
Swiss Market index (SMI) 5% 7.557 -
For_the Year 2017:

Amman Stock Exchange 5% 159,561 504,846
Al-Quds Stock Exchange (Palestine) 5% 23,386 832,710

- In the event of an opposite change in the indicator, the effect will rermain constant but with an opposite sign.
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C. Liquidity Risks
The Bank continuously expands its depositors’ base and diversifies the sources of its funds
with the aim of maintaining its stability. In this respect, the Bank maitains its liquidity
level within clear limits to ensure minimizing liquidity risks as much as possible.

Meanwhile, the Bank's liquidity risk management policy endeavors to maintain liquidity
limits at the corresponding banks to ensure easy access to liquidity within a reasonable
time and at reasonable costs in case of any unexpected demand for liquidity.

To measure the Bank’s liquidity levels, a schedule is prepared periodically to verify that
liquidity is within the acceptable levels. In addition, the liquidity ratio is caclulated daily
to ensure compliance with the regulatory requirements and internal policies. In this
respect, the various stress scenarios’ effects on the Bank’s portfolio are identified and
measured to ensure the Bank’s ability to withstand any changes that might take place in
the financial markets.

The Treasury Department manages funds in line with the Bank’s liquidity policy endorsed
by the Assets and Liabilities Management Committee and submits regular reports to the
Committee. Moreover, the Risk Management Department monitors the liguidity levels and
ensures adherence to the Bank’s internal policies.
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45, Sagment Analyss

A, Bank Activities Informaton:

For managament purposes, the Bank is organized into tha fofewing major busness segments based on tha reparts sent to tha dvef operating d2osan maker:

- Individual accounts: This item indudes folowing up on indwvidual customer’s depasts and granting them credt.

- Smal and Medum Enterprises: This aam includas foowing up on tha dant's deposts and credt fac

L

granted dapos ts and facttias accordng to the Bank's instructions and principlas and in comptance with the regulstory bades’ instructians.

25. Morecver, thess Cants are dassfied based on tha volume of the

- Corparate Accounts: This item indludes folawing up on tha Cent's deposts and cradt facTties. Moregver, thesa dants are dassfizd based on tha vo'ume of the granted

depasts and facitias according to the Bank's instructons 37d princplss and in comp?ance with the regu'ztory bodias' instructions.

- Traasuey: This item incjudas providing treasury and tradng services 2nd managing tha Bank's funds a7d lang- term invastments 2t amortized costs, which ara mantaned to co?act the

contractuzl cash faws.

- Investments and Foreign Currencias Management: This itam indudas the Bank's local and fore'gn invastments which are recorded at fair va'ue, in 3ddton to the forasgn currencies trading

services.

- Others: This sacter indudes al tha accounts not hstad withn the sactors menticnad abave, such as shareho'dar’s rights, investmants in associates, property and equipment,

gensral managemant, suppart managament, and tha treasury,

Tha fotawing tab'a represents information on the Bank's sactors accordng to activitas:

Dascrption
Tetzl Incoma
(Pravisian) for expacted credt loss
Sagments’ rasu'ts
Unzacated expensas
Oparating income before tax
Bank's share of profit from invastments in assooates
Incoma before tax
Income tax

Incema for tha Yezr

Capial Expend tures

Deprecation and Amortization

Othar Infarmation
Sagment Assats
Undistrnibuted assats

Tetal Assets
Sagment LUabities
Undistrubuted Eabities

Total Liabftias

B. Geagraphical Information

Total

For the Year Ended Decambar 31,

The foloa’ng tablz shows the dstnbution of the Bank’s operating incoma 2nd captal erpendture by geagraphical sagment:

Total [Income

Captal Expendtura

Cecporatas Treasury Othar 2018 2017
n ple) B o} 0 pls) hiz]
856,490,633 118,542,159 853,470 247,320,014 220,023,143
(3,945,933) (6,333,814} 41,433,637 = (10,935,812) 15,223.235)
30,807,541 83,631,503 31,231,657 853,470 145,624,171 131,833,633
84,102,319) 79,755,054)
62,521,852 52,127,644
8356 16500
62,530,208 52,144,544
(21,448,297) (17,345,451)
41,085,911 34,795,033
16,503,285 11,177,622
11,025,351 10,332,657
Dacamber 31
2018 2017
o n
920,687,116 1,347,106,668 1,259,271,320 * 3.518,055,104 3,279,921,355
- - - 350,004,028 350,004,028 292,353,897
920,687,116 1,347,106,663 1,250,271,320 350,004,028 3,863,063,132 3,572,275,253
2,003,092,104 1,013,351,006 270,194,831 - 3,291,637,791 3.048,561,067
- e - 103,184,197 109,184,197 65,203,153
2,003,052,104 1,013,351,006 270,194,631 103,184,197 3,400,821,988 3,113,764,220
This sactor reprasants the geegraphical dstnbution of tha Banks’ operations. The Bank parforms its oparations mainly insida tha Kingdam, and thesa operations represant the local oparations.
Ins<e Jordan Cutsda Jordzn Total
2018 2017 2018 2017 2018 2017
o] o o hin) s} 0
242,057,364 211,811,157 5,252,650 8,211,932 247,320,014 220,023,149
16,503,285 11,177,622 - - 16,503,236 11,177,622
Insida Jordan Outsde Jurdan Total
Decembar 31 Dacembar 31, Decambaer 31,
2018 2017 2018 2017 2013 2017
3,503,034,537 3,145,249,879 359,974,545 427,025,374 3,868,083,132 3,572,275,253

Total Asszts
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46,

Capital Management

The capital adequacy ratio as of December 31, 2018 and 2017 was calculated based
on Basel 111 Instructions, and the Bank’s regulatory capital consists of a primary capital
representing ordinary shares (CET1) and a suppiementary capital, in addition to Tier
2.

The regulatory bodies’ requirements related to the ordinary shares capital

The Central Bank of Jordan’s instructions require that minimum regutatory capital be
(12%) of assets and off-balance sheet items weighted by risks, market risks, and
operational risks. This percentage represents the minimum, as the Bank adheres to
maintaining, at all times, an adequate ratio that exceeds the minimum by an
appropriate margin in line with Basel III requirements.

Manner of achieving capital management objectives

Capital management represents the optimal employment of the sources of funds to
achieve the highest return on capita! within the acceptable risk limits approved by the
Board of Directors, In addition, capital management endeavors te maintain the
minimum capital prescribed by the laws and regulations in force. In this regard, the
Bank adopts a policy that aims to minimize the costs of funds as much as possible
through obtaining funds from low-cost sources, expanding the customers’ base, and
optimally employing these sources within acceptable risk limits to achieve the highest
possible return on capital.
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d. Capital Adeguacy

In addition to subscribed capitat, capital incfudes the statutory reserve, voluntary reserve, share pramium, retalned earnings, cumulative

change in fair value , general banking risk reserve, other reserves and ireasury stocks.

The Bank is committed to applying the requirements set forth by regulaters concerning capital adequacy, as follows:

1L- The Central Bank aof Jardan's instructions that capital adequacy ratio should not go balow 123,

2- Compliance with tha minimum limit set for the paid capital of Jordanian Banks, so that it is net less than 10 100 million.
3- The Bank's investmants in stacks and shares should not exceed 50% of subscribed capital.

4.The ratio of credit ¥mits {credit concentration) to requlatory capital.

5- Banks and Companies' laws refated to the deduction of the legal reserva at a rate of 10% of the Bank's prafit befare tax.

December 31,
2018 2017
p[>) o
Commen Equity Shareholders Rights
Paid-up capital 164,300,000 160,000,000
Retained earnings after deduction of the expected distributions 31,166,045 27,243,353
The cumulative changa in fair value {722,045 1,191,589
Share premium 80,213,173 80,213,173
Statvary reserve 49,410,187 42,668,849
Vaoluntary reserve 34,279,172 29,271,414
Recognizable non ¢entrolling shareholders 78,576,321 23,424,020
Interim profit (losses) after tax and deduction of the expected distributions - .
Total Contmon Equity Tire 1 before reguiatery adjustments 382,918,353 364,012,468
Regulatory Adjustments (Propositions of the Capital)
Goodwilf and intangible assets 22,186,281 20,545,239
Deferred tax assets resuiting fram investmants within Tier 1 (10%%) 11,857,746 4,559,081
Total Tler 1 capital 348,774,326 338,508,148
Additional capital
Recognizable minerity rights 5,042,968 4,133,653
Totai Capital {Tier 1) 353,817,294 342,641,811
Tier 2 Capital
General Banking risk reserve - 14,034,670
Pravision for dabts tools fisted in Tier 1 14,095,732 -
Recognizable nen-centrofling shareholders 6,723,958 5,511,551
Total Supporting Capital 20,819,690 19,546,221
Total Regulatory Capital 374,636,984 362,188,032
Total Risk Walghted Assets 2,653,084,734 2,464,358,929
Capital Adequacy Ratio (CET 1) (%) %14/12 %14/70
Primary Capital Ratio (%) %513/14 %13/74
Supparting Capital Ratio (%) %078 %0/79
2018 2017
0 o

Finandal leverage rate
Tier 1 Capital 353,817,294 342,641,811
Total assets in and out of tha financial positons after removing deductible itams from Tier L 4,463,642,028 4,127,174,086

%7/93 %8/30

Financia! leverage rate

Capital adequacy was calculated on December 31, 2018 and Detemnber 31, 2017 based on the iastruction of Basel Committee II1.
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47. Analysis of the Maturities of Assets and Liabilities

The following table illustates the assets and liabilities according to the expected maturity pericds:

Up to 1 Year Over 1 Year Total

December 31, 2018 ila} G 1o
Assets
Cash and balances at central banks 333,205,500 - 333,205,500
Balances at banks and financial institutions 248,264,111 - 248,264,111
Deposits at banks and financial institutions 4,258,890 - 4,258,890
Direct credit facilities and financing - net . . 854,170,590 1,423,747,866 2,277,918,456
Financial assets at fair vaiue through profit or loss 13,478,492 - 13,478,492
Financial assets at fair vatue through other comprehensive income - 28,530,920 28,530,920
Financial assets at amortized cost 186,273,320 579,418,870 765,692,190
Investments in associates 376,618 - 376,618
Propert and equipment - 74,486,185 74,486,185
Intangible assets - 22,186,281 22,186,281
Deferred tax assets 11,957,746 - 11,957,746
Other assets\ 86,133,875 1,579,868 87,713,743

Total Assets 1,738,119,142 2,129,949,990 3,868,069,132
Liabilities:
Banks and financial institutiens deposits 95,687,828 - 96,687,828
Customers® deposits 2,920,589,768 68,359,777 2,988,949,545
Margin accounts 56,484,374 85,330,162 141,814,536
Borrowed funds o 21,501,112 63,735,150 85,236,262
Sundry provisions 1,232,609 - 1,232,609
Income tax provision 18,199,119 - 18,199,119
Cther labilities 66,913,546 1,788,543 68,702,089

Total Liabilities 3,181,608,356

219,213,632

3,400,821,988

Net (1,443,489,214)

1,910,736,358

467,247,144
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December 31, 2017

Assets

Cash and balances at central banks

Balances at banks and financial institutions
Deposits at banks and financial institutions

Direct credit facilities and financing - net

Financial assets at fair value through profit or loss
Financial assets at fair value through other comprehensive income
Financial assets at amortized cost

Investments in associates

Propert and equipment

Intangible assets

Deferred tax assets

Other assets

Total Assets

Liabilities:
Banks and financial institutions deposits
Customers' deposits
Margin accounts
Borrowed funds
Sundry provisions
Income tax provision
Other liabilities
Total Liabilities

Net

- 111 -

Up to 1 Year Over 1 Year Total
D D b

338,311,743 - 338,311,743
326,075,874 - 326,075,874
4,261,598 4,063,500 8,325,098
796,417,355 1,287,910,634 2,084,327,989
7,509,280 & 7,509,280
= 30,877,736 30,877,736
98,453,408 519,242,720 617,696,128
- 377,262 377,262
= 70,968,060 70,968,060
- 20,945,239 20,945,239
3,661,696 897,385 4,559,081
60,778,153 1,523,610 62,301,763
1,635,469,107 1,936,806,146 3,572,275,253
55,873,920 3,000,000 58,873,920
2,208,739,069 482,596,852 2,691,335,921
80,991,592 129,097,118 210,088,710
1,870,611 86,341,384 88,211,995
234,615 = 234,615
14,773,872 = 14,773,872
46,094,757 4,150,430 50,245,187
2,408,578,436 705,185,784 3,113,764,220
(773,109,329) 1,231,620,362 458,511,033




48. Contingent Liabilites and Commitments
a. Credit liabilities and commitments:
The details of this item are as follows:
Letters of credit
Acceptances
Letters of guarantee:
- Payments
- Performance
- Other
Unused Limits of Direct Credit Facilities
and Financing
Total
b.  Contractual Obligations:
The details of this item are as follows:
Property and equipment purchase contracts
Intangibie assets purchase contracts
49. Lawsuits against the Bank

Lawsuits against the Bank amounted to JD 3,916,023 as of December 31, 2018 (D
3,497,551 as of December 31, 2017}, and the related provisions to JD 912,609 as of
December 31, 2018 (IJD 210,797 as of December 31, 2017). In the opinion of the

December 31,

2018 2017

1D 10
219,253,863 195,853,744
96,110,081 182,116,425
43,473,574 48,260,272
67,548,002 71,307,780
65,112,910 58,854,936

432,439,920

383,471,409

923,938,350

939,864,566

December 31,

2018 2017
iD D
486,338 1,898,007
1,418,008 1,505,882

Bank’s management and its legal counsel, the said provisions are adequate.
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