Safwa Islamic Bank

ﬁo: Jordan Securities Commission
Amman Stock Exchange

Date: 31/8/2020

Ref.: FIN1/2/1823/2020

Subject: Annual Report for the fiscal year
ended 31/12/2019
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Attached the final version of Safwa's Islamic
Bank Annual Report (Arabic and English) for
the year 2019.
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Kindly accepr our high appreciation and
respect

Safwa Islamic Bank

Samer Tamimi

CEO
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In The Name of Allah
Safwa Islamic Bank

Safwa Islamic Bank is a public shareholding limited company licensed by the Central Bank of
Jordan to practice and provide Islamic business and banking services in accordance with the
Banking Law and the Companies Law.

The Bank’s General Assembly at its extraordinary meeting held on 17 May 2017, decided to
change the name of the Bank from “Jordan Dubai Islamic Bank” to “Safwa Islamic Bank”.

The Bank provide all financial banking and structured investment services on a non-Interest
basis in accordance with Islamic shari’a through the Bank’s head office and its thirty six branches
and its subsidiary within the Kingdom, in accordance with the effective Banking Law.

Our Vision
Leading Islamic banking to serve all spectrums of the society.

Our Mission
To provide distinctive and innovative services emanating from the divine principles of Islam to
build lasting and solid partnerships and to maximize benefits to all stakeholders.

Our Values

Innovation:

At Safwa Islamic Bank, we adhere to the principles of innovation and distinguish ourselves as a
pioneering financial institution by combining traditional Islamic values with the latest technology
and innovative products and services; thus delivering the best of modern Islamic banking.

Knowledge:

At Safwa Islamic Bank, our guiding principle of banking is inspired by the knowledge and
doctrines embodied within the Islamic Shari’a Principles. Built from these strong foundations, we
are proud to introduce the new standard of modern Islamic banking in Jordan.

Quality:

Structuring products and providing service is implemented with the same principle of delivering
quality through perfection. At Safwa Islamic Bank our wide array of solution driven products and
services are created in harmony with our customers’ specific financial needs.
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Value:

Defined by our modern Islamic banking approach and the success of our customers, our
commitment is to deliver value and measurable returns by providing the finest banking service
available. It is our valued belief at Safwa Islamic Bank that our customer’s benefit is key to our
success

World Class Service At Safwa Islamic Bank:

We are a customer-centred modern Islamic banking institution that bases each of its relationships
on unparalleled personal service and understanding. We care, we listen and we constantly deliver
world class services




Names of the Board of Directors Members

Dr. “Mohammed Nasser” Chairman of the Board / Representative
Abu Hammour of Al-Etihad Islamic for Investment Co.
Hamdan Al-Fawair Deputy Chairman of the Board /Representative of

Orphans Fund Development Foundation

Basem Salfiti Representative of Al-Etihad Islamic for Investment Co.
Deema Agel Representative of Al-Etihad Islamic for Investment Co.
Khaled Al-Gonsel Representative of Al-Etihad Islamic for Investment Co.
Dr. Khaled Zentuti Representative of Al-Etihad Islamic for Investment Co.
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Dr. Nofan Alaqil Representative of Government Contributions
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His Eminence Dr. Hussein Hamed Chairman of the Shari’a Supervisory Board and
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His Eminence Dr. Ahmad Salem
Melhem
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Deputy CEO, Chief of Corporate Banking
Deputy CEO, Chief of Central Operations
Deputy CEO, Chief Credit Officer

Deputy CEO, Chief of Finance and Corporate Strategies
Head of Retail Banking

Head of Treasury and Investment

Head of Information Technology

Head of Compliance and AML

Chief of Legal Affairs and Board Secretariat
Head of Shari’a Supervision

Head of Human Capital Management

Head of Internal Audit

Acting/Head of Risk Management
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Deloitte & Touche (M.E) - JORDAN




e .

Chairman’s Letter

Dear Brothers and Sisters Dear Shareholders,

Peace, mercy and blessings of Allah

On behalf of the Board of Directors of Safwa Islamic Bank, | am pleased to
present to you our 2019 annual report of the Bank.

Safwa Islamic Bank went on its ambitious career during the year 2019,
achieving a growth in assets of 436 million dinars (39%), to reach 1,557
million dinars. as a result bank’s investments grew across different business
sectors and in line with the bank’s directions to achieve the best results for
all stakeholders’ within a clear strategy, this was reflected in the results of
the bank with a 20% growth in net income, while maintaining adequate
provisions to meet any future challenges, as the year withessed 32% growth
in pre-tax income, up from 13.1 million dinars in 2018 to 17.2 million dinars
in 2019.

As the local community has shown an increasing interest in accepting the
tolerant Islamic Shari’a-compliant services, Islamic banks has continued to
raise its share in the banking market. Therefore, the share of Islamic banks
has risen to nearly 20%, and Safwa Islamic Bank has had a major role in this
growth, with its outstanding performance during 2019.

The bank strives to provide excellent banking services by understanding the
needs of customers and providing flexible and fast solutions tailored for
them. new offers have been developed to meet the needs of our customers
and their ever-increasing expectations regarding products and services that
are provided to them, whether through our branches network distributed in
the Kingdom, our electronic channels, or the call center that started providing
24/7 service with excellent operational and marketing services.

Bank’s operating revenues were boosted by a growth of 27% over what was
achieved during the year 2018, hence leading all financial indicators to grow
as well in the year 2019.

The bank provides a variety of products and services for all business sectors
and we strive to raise the level of customer satisfaction through optimal
service that is closely monitored via customer follow-up, through our several
channels such as call center, complaints monitoring and measuring the
quality of service for all branches and departments of the bank.

“Safwa went on his
ambitious career,
achieving remarkable
growth in a year that
witnessed difficult
economic conditions.”

“Islamic banks
continued to raise its
share in the banking
market in 2019, Safwa
has made a significant
contribution.”



To keep up with the successive developments of digital transformation, the
year witnessed the addition and improvement of many services provided
through electronic channels that facilitate our customers and reduce their
effort and time and take into account their needs within the strategic goals
to improve the customer experience. The bank also developed it’s website
on a modern way, at the same time we developed the necessary safety and
protection measures to face cyber-crimes and cyber intrusions.

During the past year, the bank reviewed its policies and procedures of
granting financing by making it easier and faster. The bank also paid special
attention to Corporate Customers by providing Cash Management Service,
and under the supervision of specialized personnel in the branches to meet
their needs, The bank also succeeded in establishing new relations with
international and regional Financial Institutions, and expanded its network of
Correspondent Banks, which positively reflected on the performance of the
bank in the future.

To better serve the larger segment of our society and in line with our expansion
plans, during the year 2019, we’ve opened 3 new branches, bringing our
branches network to 36 branches by end 2019, which was positively reflected
on the increasing number of bank’s customers.

As a result of the bank’s outstanding performance during the year 2019, the
Board of Directors recommends to the General Assembly to distribute cash
dividends to shareholders in the amount of 5 million dinars, at a rate of 5%
of the capital noting that bank’s capital adequacy ratio will be around 19%
which is still higher than the requirements of Basel and the Central Bank of
Jordan.

We look to the year 2020 with an optimistic and positive outlook in line with
the directions of His Majesty King Abdullah Il by reducing the burdens on
the citizen and improving the living conditions and directing the government
towards revitalizing the economy after the failure of the tax burden policy,
through the implementation of several incentive packages that include
exemptions on important sectors such as the real estate and vehicles
markets and to grant direct incentives to investors of the industrial and
commercial sector, and it is expected that in 2020 the Kingdom will witness
the largest public spending in its history by raising capital spending and
raising salaries, which will be positively reflected on all economic sectors,
including the banking sector.

The year 2020 will witness the 10th. Anniversary of the bank’s transformation
to an Islamic bank to embody a promising and ambitious bank success
story that inspires one-team spirit. In 2020, we will continue to achieve more
successes to achieve our strategic goals in light of continuous monitoring all
external and banking trends that affect our work to ensure the Bank-s
continued excellence, the Bank will continue to study and improve its
procedures and effectiveness to provide a service in which it seeks to be the
best community bank in the Kingdom.

“Safwa added and
improved many of
the services provided
through its electronic
channels in order to
improve customer
experience.”

“We look to 2020
with optimism and
positivity, in line with
the king’s directions
to ease the burdens
on the citizen and
stimulate the
economy through
incentive packages.”

“The year 2020 will
witness the 10th.
anniversary of Safwa
as an Islamic bank,
and we will continue
to achieve more
successes to
achieve our strategic
goals”
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On this occasion, | would like to thank the Executive Management of the
Bank and all our employees for their efforts and dedication to serve the Bank
and its customers. | would like also to extend my thanks and gratitude to all
our customers and shareholders for their continuous trust, and for our board
of directors for their support and guidance to make this true success story.

Last but not least, | would like to commend the role of the Sharia’s Supervisory
Board of the Bank in assisting the Bank’s management by providing Shari’a
approved competitive products and services and their supervisory and
advisory role.

Finally, | would like to point out the important role of the Central Bank of
Jordan, which supervises the banking sector as its guardian guard, and all
other supervisory bodies that play an important role in the bank’s safety and
give confidence to investors and stimulate our national economy.

We ask God to grant us success to work in the interest of this institution and
serve our beloved kingdom under the leadership of the countryss leader,
King Abdullah Il Ibn Al-Hussein, may God protect him.

Dr. Mohammed abu Hammour

Chairman




CEQ'’s Letter

Dear Shareholders

| will start my letter by a message | have sent to my colleagues on 25th of
March 2020 «Thank you all for working during this period of high uncertainty
and stress. During this time, our attitude, traits, strength and what we stand
for - become visible to all.

The work we are doing is of critical importance to our customers; who are
enduring the greatest stress and uncertainty of all times.

We have done a lot in the last two years to change the way we do our
business, from e-channels to call center, operations, mobile banking,
online banking, website, product offerings, branch network.. etc, but
evidently it’s not enough.

This crisis is a stark reminder that if one does not change; then our fate will
be similar to all others who ceased to exist.

We must remove all touch points with the outside world to survive (Social
distancing will become part of the human fabric.)

We need to move fasterto become “digital”, “efficient” and “fully automated”
as soon as possible. | count on you! This crisis will have long lasting effects,
but I’m confident with your efforts Safwa will stand tall after it passes.

Your efforts are being noticed by all the stakeholders, CBJ, customers,
vendors, etc. In the last few days | had the privilege to interact with our
colleagues at CBJ closely. | was really touched by their empathy and
support for the banking community and the community at large. They are
working everyday till late hours; their attitude was really the catalyst to
change my state of mind to the better.

| spoke to you at the end of last year about the most prominent pillars that
we have followed to move forward with Safwa Islamic Bank and the most
prominent initiatives that we have adopted that will bring Safwa Islamic
Bank to the position it deserves.

Today, | review with you the most important achievements that we have
achieved during the year 2019.

You will see later through this annual report that we have put Safwa Islamic
Bank at the beginning of the right path, which will positively reflect on all
stakeholders; the shareholders, customers and employees of the bank.

2019 is the year of
comprehensive
First of all, | extend my thanks to the bank’s Board of Directors for their  growth for our
unlimited support to me personally and to my fellow members of the bUSinefSS by .
Executive Management, and to my colleagues, the bank’s team who 2unching a series

have proven over the past year that they possess the capabilities, ©f Malor initiatives

passion and dedication to the bank, which will lead us to the goals we

all strive for; you all have my appreciation and respect.




Once again, | start my annual letter to shareholders with a sense of pride
in regard to what we have accomplished in terms of financial performance
and our steadfast dedication to help our customers to facilitate and simplify
their dealings with Safwa Islamic Bank.

We will continue to make the experience of dealing with Safwa Islamic Bank an
unforgettable one.

During the past two years, the bank launched major initiatives that have
had a great impact on the bank’s distinguished results.

We can consider 2019 as a year of comprehensive growth for our business,
unification of similar activities, and enhancement of technical infrastructure
and development.

Our strategy in re-engineering the bank’s operations, defining our goals,
adding homogeneity and harmony between banks’ departments to
increase performance efficiency and reduce operating expenses.

We also succeeded in proving once again that opportunities are still
available in the Jordanian market and we were able to develop our business,
manage our investments efficiently, and diversify our income sources,
which resulted in a significant increase in the returns and profits achieved
from various departments of the bank.

During the year 2019, we have achieved remarkable growth in our

operations and operational results, we were able to achieve this growth

while keeping our operating leverage ratio declining as it has reached (1.25)

despite the fact that the bank is following its plans of geographical

expansion and digital transformation in its operations where capital \\e have achieved
spending reached JD 3.2 million in 2019. remarkable growth
in operations and

The following table shows some of key balances and changes between :
operational results.

2019/2018
Assets 1557 1121 %39
Deposits 1316 931 386 %41
Financing & ljara 1025 777 248 %32
Income before TAX 17.2 13.1 41 %32
Net Income 10.0 8.4 1.7 %20
EPS Fils/share 100 84 16 %19

We worked during the year 2019 and the previous year to improve indicators
of efficiency and effectiveness.

We have implemented many initiatives and programs that contributed to
cost management and optimal use of time and effort.

We adopted a policy of selecting electronic services based on their
contribution to achieving these goals.
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As for the return on investment in the bank, the growth of operations and
the high volumes of financing and investment contributed to achieving
returns for depositors that were the highest in the Islamic banking sector.

The financial statements show that the bank has a strong capital base and
a capital adequacy ratio of approximately 19%, which gives the bank
sufficient flexibility and many options for future growth, which will enhance
the value of investment in the capital of Safwa Islamic Bank.

Our geographic presence: We worked during the year 2019 to enhance our
network by adding three new branches, one in Karak governorate and the
other two in Amman; in Queen Rania Street (Hajj Fund Building) and Abu
Alanda area, bringing the number of our operating branches to 36 branches
and with the issuance of the bank’s annual report we expect the readiness
of another branch in Irbid governorate.

A specialized team is working to study other locations that will enhance
our presence and contribute to the bank’s reaching the largest segment of
Jordanian society. We have also strengthened the network of ATMs by
adding 8 machines to reach 76 ATMs.

Safwa Digital: During the year 2019, we continued to develop products,
services and technology, we put the requirements of the customers at the
top of our priorities and we have worked to improve their interaction with
us to ensure that they exceed customers’ expectations and we used
digitization and innovation to do so.

Throughout the year 2019, we have launched many initiatives, projects
and improvements to ensure the continuous of the level of digital services
provided to Safwa Islamic Bank customers.

Our focus was on providing simple, easy to use and fast solutions, of which;
developing banking services via cell phone and adding many of the services
provided through the application.

We have developed the bank’s website to reflect a distinguished image of
the bank and it was built in a modern way, giving the visitor to the site the
ease to browse our products ,services and our network.

We have provided the site visitors the ability to submit their requests and
manage their financial operations easily and conveniently.

We have witnessed a high increase in the number of users of our electronic
channels and this indicates that we are in the right way in understanding
the needs of our customers for digital services and we still have a lot to
offer in the field of digital transformation.

We have also worked on developing the call center by providing its services
24/7 and its services have been enhanced with operational and marketing
tasks in order to serve the bank customers and answer their inquiries at
any time.

We have worked at Safwa Islamic Bank to build a professional culture that
creates professional and creative employees with a passion for serving
customers and finding solutions for them with a high focus on good

We seek to develop
our electronic
services by
providing simple
and easy to use
solutions.
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performance ,team work and responsiveness with our customers to reflect
our values that we have adopted from Al Quran and the principle of our
prophet (pbuh), so we dealt with the challenges that are facing our clients
in despite their sectors, sizes and the volume of their operations in a serious
and professional manner, and we will continue to work with our customer
to enable them to reach their desired goals.

On the customer’s appreciation day in October of each year, we set clear
goals within our strategic priorities and immediately began to make tangible
progress so we were able to inspire our employees and make our customers
part of our extended family, which created great value for shareholders so
thank you all “Thank you for being Safwa.”

We are proud that we help our customers to make their decisions easier
and help them to get a better life through the development of the bank’s
team, our electronic channels and our products and review them
continuously to keep pace with the progressing requirements of our
customers.

We are still working to enhance our branches’ network, and | am enthusiastic
about the progress we have made in 2019.

We all know that we are on a journey that will take time and requires passion
and perseverance.

We are confident that we have the right plans, culture and passion to
enable us to lead our transformation and progress successfully and achieve
our goals by making Safwa Islamic Bank stronger, more competitive and
successful in the long run.

At Safwa Islamic Bank, we make sure to introduce fair and responsible
banking during all stages of our dealings with all stakeholders.

Our dealings are characterized by fairness, equality, transparency and
safety, we strive to make this approach part of our operations’ rules and
give more attention and care for customers regardless of their income,
education or age, and people with special needs without discrimination
between the sexes.

We also strive to provide adequate information about our products and
services and provide them to the bank’s customers in the best, easiest and
clear way.

We strive to provide the utmost clarity and transparency in our dealings.

We seek to maintain the progressive pace of bank growth and business
development to reach the level we seek.

“Thanks for being Safwa”

Samer Tamimi
CEO

Thank you our
shareholders, thank
you our customers,
“Thank you for being
Safwa”

Fair and responsible
banking.

Our dealing are
equal, transparent
and honest without
distinction
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The Shart'a Supervisory Board
Annual Report

We closely monitor our transactions
by adhering to Shari'a rules




In the Name of Allah
Annual Report of Shari’a Supervisory Board
for Safwa Islamic Bank for the year 31/12/2019

Praise be to Allah and peace and blessings be upon our Prophet Mohammad and his family and
companions,

To respected shareholders of Safwa Islamic Bank,
Peace and Allah’s mercy and blessings be upon you,

Pursuant to the Jordanian Banking Law No. 28 of 2000 And the law amending the Banking Law
No. 7 of 2019,regarding Islamic banks, the Bank’s Articles of Association as well as the controls
included in the accounting and auditing standards and the controls for Islamic financial institutions
issued by the Audit and Accountancy Organization for Islamic Financial Institutions (AAOIFI);the
Shari’a Supervisory Board presents the following report:

The Board has supervised the principles used and the contracts concerning transactions and
applications offered by the Bank during the financial period ending on 31/12/2019. It has also
carried out due surveillance to give its opinion whether the Bank has been compliant with
regulations and principles of the Islamic Shari’a, and how far its observance of Fatwas (Shari’a
decisions) was, as well as the defined resolutions and directions that we had issued, and to
make sure of the Bank’s observance thereof.

The Bank’s management is responsible for the execution of the banks activities in accordance to the
Islamic Shari’a and ensuring that all times. However, Our responsibility is limited to providing an
independent opinion based on our supervision of the Bank’s operations and preparing a report for you.

We performed supervision which included the inspection of the Bank’s documentation and
procedures based on testing each type of operations through Shari’a Supervisory Department.

We have planned and executed supervision to obtain all information and explanations deemed
necessary to provide us with sufficient evidence to give reasonable confirmation that the Bank
has did not intend to violate the regulations and principles of the Islamic Shari’a. The Board has
also continued, through meetings and discussions of the agenda items proposed by the Shari’a
Controller, to develop required provisions and instructions for emerging topics that arise during
the practical application and indicate the Shari’a regulations for those topics.

In our opinion:

A. The members of the Shari’a Supervisory Board reviewed the Bank’s general budget and
income statement as of 31/12/2019 and the explanations concerning them, considering that
they provide a description of the Bank’s activities; and the Board did not find any Shari’a
violation in those it acknowledged thereon.

B. The contracts, operations and transactions conducted by the Bank during the year ending
31/12/2019, that we reviewed have been conducted according to the regulations and principles
of the Islamic Shari’a.

C. The Bank’s management enabled the Board to review all books and records it demanded, and
has obtained the data it requested to enable it to perform its duty of audit on the Bank’s
executed transactions.
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D. The Board revised the structures of financing and its terms and conditions, and contracts by
which transactions were executed during the current year as of 31/12/2019 which we reviewed
according to regulations and principles of the Islamic Shari’a.

E. Distribution of profits and burdening loss on investment accounts, agrees with the basis
approved by us according to regulations and principles of Islamic Shari’a.

F. Sums that came to the Bank from resources or by ways that are non-compliant with the
regulations and principles of Islamic Shari’a were moved to the Account of benefits (Khairat) to
be spent in charitable fields, and were not included in the Banks revenues.

G. The Board replied to inquiries presented to it and issued the necessary Fatwas(Shari’a opinion);
and the Banks management showed a remarkable positive reaction in applying those (Fatwas)
opinions and observance of them.

H. The Board has recently approved the following new Shari’a Compliant products; Electronic
Murabaha , Electronic musawamah, shares Murabaha.

l. Issuance of Zakat is the task of shareholders, and it is not Bank’s task, as there is no authorization
from shareholders to issue the zakat. Therefore, the shareholder has to issue (Zakat) of his
shares when Shari’a conditions and controls of Zakat apply, taking the following into
considerations:

« If the intention on purchasing shares was to trade with them and circulation, the shareholders
will issue (Zakat) of the share’s market value and the dividends distributed at the end of the
year by (2.5%) of this value in the Hijri year, and the calendar year (2.577%).

+ If the intention on purchasing shares was to obtain profits not trading, he will issue (Zakat)
(2.5%) in the Hijri year or (2.577%) in the calendar year in the value of (Zakat) assets in
addition to the dividends either distributed or not.

Praise be to Allah...

Date: 29/1/2020 .

Chairman and Executive Member

Dr. Hussein Hamed Hassan

Board Member Board Member Deputy Chairman

- 2, o
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His Eminence Sheikh

Abdul Karim Khasawneh Dr. Ahmad Melhem Dr. Ali Al Quradaghi
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Consolidated Financial Statement
For The Year Ended31 December 2019
And Notes About Them Togather

With Independent Auditor's Report




Deloitte & Touche (ME) — Jordan
- Jabal Amman, 5t Circle
ejolitte. 190Zahran Street
Amman 11118, Jordan
Tel: +962 (6) 5502200

Fax: +962 (6) 5502210
www.deloitte.com

INDEPENDENT AUDITOR’S REPORT

AM/014589

To the Shareholders of

Safwa Islamic Bank

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

Report on the Audit of the Consolidated Financial Statements

Opinion

We have audited the accompanying consolidated financial statements of Safwa Islamic Bank and
its subsidiary (referred to together as “The Group”), which comprise the consolidated statement
of financial position as at December 31, 2019, and the related consolidated statements of income
and comprehensive income, changes in shareholders’ equity, cash flows, and changes in
restricted Wakala investment accounts for the year then ended, and notes to the consolidated
financial statements, including a summary of significant accounting policies

In our opinion, the accompanying consolidated financial statements are present fairly, in all
material respects, the consolidated financial position of the Group as at December 31, 2019, and
the consolidated results of the operations, changes in shareholders’ equity, its cash flows, and
changes in restricted wakala investment accounts for the year then ended in accordance with
the Financial Accounting Standards issued by the Accounting and Auditing Organization for
Islamic Financial Institutions (AAOIFI) as were adopted by the Central Bank of Jordan.

Basis for Opinion

We conducted our audit in accordance with the Auditing Standards for Islamic Financial
Institutions. 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 AAOIFI's Code of Ethics for Accountants
and Auditors of Islamic Financial Institutions, and we have fulfilled our other responsibilities in
accordance with this requirements and other professional behavior requirements. We believe
that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
opinion.

Other Matters
1-  The Group has complied with Islamic Shari‘ah Principles and Rules set forth by the Shari‘ah
Supervisory Board of the Group.

2- The accompanying consolidated financial statements are a translation of the original
consolidation 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 for the year
ended December 31, 2019. 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. For
each matter below, our description of how our audit addressed the matter is
provided in that context.

We have fulfilled the responsibilities described in the Auditor’s responsibilities for
the audit of the consolidated financial statements, including in relation to these
matters. Accordingly, our audit included the performance of procedures desighed
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.

1- Expected credit losses in the financing portfolio (Deferred sales
receivables and other receivables , and Ijara Muntahia Bittamleek assets),
and the Investment Risk Fund

The disclosures related to the impairment loss in the financing portfolio (Deferred
sales receivable and other receivables, and Ijara Muntahia Bittamleek assets) are
detailed in Notes (8 and 13) to the consolidated financial statements, and the
disclosures about the Investment Risk Fund are detailed in Note (24) to the
consolidated financial statements.

Key Audit Matter

The Group’s Management exercises significant
judgment when using the self-assumptions
and determining the timing and amount to be
recorded regarding the expected credit losses
in the value of the financing portfolio
(Deferred sales receivables and other
receivables, and Ijara Muntahia Bittamleek
assets) and estimating the amount of the
related expected credit loss provision against
it.

The financing portfolio (Deferred sales
receivables and other receivables, and Ijara
Muntahia Bittamleek assets) constitutes a
major part of the Group's assets. Due to the
importance of the judgments used in the
classification of financing portfolio at the
various stages set forth in International
Financial Reporting Standard (9) “Financial
Instruments” , and the Application
Instructions issued by the Central Bank of
Jordan and the related provision
requirements, this matter has been
considered as a key audit risk.

How the key audit matter was addressed

The audit procedures included evaluating the
internal control and monitoring system related
to the procedures for granting, recording and
monitoring the financing, as well as the
procedures for recording the expected credit
losses, taking into consideration the Central
Bank of Jordan’s requirements to verify their
effectiveness and evaluate the efficiency of
their design and implementation.

We have also read out the Group's expected
credit losses provisioning relation to
International Financial Reporting Standard (9)
and the Instructions issued by the Central
Bank of Jordan in this regard and the strictest
between them.

Furthermore, we have understood the
methodology used by the Group in
determining the provisions against exposures
classified within Stages (1, 2 and 3). We have
also evaluated the reasonableness of the
underlying assumptions and adequacy of the
data used by the Group. Meanwhile, we have
verified the completeness of the credit
facilities portfolio included in the calculation of
the expected credit loss.
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Key Audit Matter

The Bank’s net financing portfolio (Deferred
sales receivables and other receivables, and
Ijara Muntahia Bittamleek assets) amounted
to approximately JD 1.024 Billion as at
December 31, 2019 after deducting it's
related expected credit loss provision
amounted to approximately JD 26.3 million,
which includes a provision of approximately
JD 8.8 million against the exposures of Stage
(1) and Stage (2), and approximately to JD
17.5 million against the exposures included in
Stage (3).

Moreover, the Bank deduct 10% of the joint
investment net profit and transfers it to the
Investments Risk Fund according to the
instructions of the Central Bank of Jordan until
the end of April 2019 in which an
announcement was issued at 27 June 2019
requiring the derecognation of investment risk
fund under the Banks law and its
ammendments, after allocating the fund
balance and face it with expecte cridet loss
and other joint facilities and investments
provisions. The provisions expenses for
expected credit losses and other Joint facilities
and invesmtnets provisions are charged in
joint invesmtnet pool in consoidation
statement of income and comprehnisve

income, starting from the first of may for the
year 2019 .

How the key audit matter was addressed

We have understand the approach used by the
Group to determine the provisions booked
against the exposures which are classified with
the (first, second, and third) stages. Also, we
assess the extent of the reasonability of the
basic assumptions and the extent of the
adequacy of the data used by the Group. We
checked the completeness of the financing
portfolio included the calculation of expected
credit loss.

Also we have checked the relevance of the
management regarding the in substantive
increase in expected credit losses, and the
results from classifying the exposures into
different stages.

Moreover, we have examined a sample of the
credit exposures to evaluate the
appropriateness of the determination of
exposure at default, the probability of default,
and the loss given default used in the
calculation of the expected credit loss.

We have examined a sample of the the
financing portfolio exposures in which
impairment in value has been identified on an
individual basis, and which are classified in
Stage (3). In addition, we have examined
Management’s estimate of the future cash
flows and their reasonableness and verified
the outcome of the calculations of the
provisions.

We also used the experts, where appropriate,
to verify the validity of that data.

Furthermore, we have recalculated the
amounts transferred to the Investment Risk
Fund until the first of May 2019 according to
the Central Bank of Jordan’s instructions.
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2 - IT systems and controls related to the preparation of the financial

statements

Key Audit Matter

We identified IT systems and controls
over the Groupe’s financial reporting as
an area of focus due to the extensive
volume and variety of transactions which
are processed daily by the Group and rely
on the effective operation of automated
and IT dependent manual controls. There
is a risk that automated accounting
procedures and related internal controls

are not accurately designed and
operating effectively. In particular, the
incorporated relevant controls are

essential to limit the potential for fraud
and error as a result of change to an
application or underlying data.

How the key audit matter was addressed

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

We obtained an understanding of the
applications relevant to financial reporting and
the infrastructure supporting these
applications.

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

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

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

Other Information included in the Group’s Annual Report for the Year 2019
Other information consists of the information included in the Annual Report, other
than the consolidated financial statements and our auditors report thereon. The
Board of Directors is responsible for other information. We expect that the annual
report will be made available to us after the date of our audit report. Our opinion
on the consolidated financial statements does not cover the other information and
we do not express any form of assurance or conclusion thereon.

In connection with our audit of the consolidated financial

statements, our

responsibility is to read the other information when its available to us 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.

If, based on the work we have performed, we conclude that there is a material
mistatement of this other information, we are required to report that fact. We have

nothing to report in this regard.

Responsibilities of the management and those charged with governance
for the Consolidated Financial Statements

These consolidated financial statements and the Group’s undertaking to operate in
accordance with the Islamic Shari‘ah rules and Principles are the responsibility of

the Group’s Board of Directors.

The Group’s Board of Directors is responsible for the preparation and fair
presentation of the consolidated financial statements in accordance with Financial
Accounting Standards issued by the Accounting and Auditing Organization for
Islamic Financial Institutions (AAOIFI) as adopted by the Central Bank of Jordan
and for such internal control as the Group’s Board of Directors determines is
necessary to enable the preparation of consolidated financial statements that are
free from material misstatement, whether due to fraud or error.
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In preparing the consolidated financial statements, the Group’s Board of Directors
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 the Group Board of Directors either intends to
liquidate the Group or to cease operations, or has no realistic alternative but to do
so.

Those charged with governance are responsible on overseeing the Group 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 the Financial Accounting Standards issued by
the Accounting and Auditing Organization for Islamic Financial Institutions (AAOIFI)
will always detect a material misstatement when it exists. Misstatements can arise
from fraud or error and are considered material if, individually or in the aggregate,
they could reasonably be expected to influence the economic decisions of users
taken on the basis of these consolidated financial statements.

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

e 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 for 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 Group’s internal
control.

e FEvaluate the appropriateness of accounting policies used and the reasonableness
of accounting estimates and related disclosures made by the management.

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

e 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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e Obtain sufficient and appropriate audit evidence regarding the consolidated
financial information of the entities or business activities within the Group “Bank
and its subsidiary” 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 have
communicated with them all relationships and other matters that may reasonably
be thought to bear on our independence, and where applicable, the 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 Group maintains proper books of accounts, which are in agreement with the
consolidated financial statements. We recommend to approve it.

Amman - The Hashemite Kingdom of Jordan
February 12, 2019
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Assets

Cash and balances with the Central Bank

Balances at banks and the financial institutions

International wakala investments-net

Financial assets at fair value through statement of income

Deferred sales receivables and other receivables-net

Financial assets at fair value through shareholders’ equity -self financed

Financial assets at fair value through unrestricted investment accounts’
holders equity-net

Financial assets at amortized cost -net
Investment in associate

Net investment in a subsidiary under liquidation
ljara Muntahia Bittamleek assets-net
Qard Hasan

Property and equipment-net

Intangible assets - net

Right of use assets

Deferred tax assets

Other assets

Total Assets

Liabilities, Unrestricted Investment Accounts’ Holders Equity and
Shareholders’ Equity

Liabilities

Banks and financial Institutions accounts
Customers’ current accounts

Cash margin

Income tax provision

Other provisions

Lease liabilities-long term

Other liabilities

Total Liabilities

Unrestricted Investment Accounts Holders’ Equity
Unrestricted investment accounts

Fair value reserve

Total Unrestricted Investment Accounts Holders’ Equity
Investment Risk Fund

Investment risk fund

Income tax provision for investment risk fund
Shareholders’ Equity

Paid up capital

Statutory reserve

Fair value reserve - self financed

Retained earnings

Total Shareholders’ Equity

Total Liabilities, Unrestricted Investment Accounts Holders’ and Shareholders’ Equity

Wakala Investments accounts

Safwa Islamic Bank

(A Public Shareholding Limited Company)
Amman-The Hashemite Kingdom of Jordan
Consolidated Statement of Financial Position

Note

© 00 N o O0ob

11
12

14
15
48/A
21/C
16

17
18
19
21/A
20
48/B
22

23
25/B

24/B
24/C

26
27
25/A
28

31 December

2019

278,816,552
6,513,543
70,790,378
3,636,138
641,388,269

32,856,966

92,191,000
354,022
382,860,291
509,660
23,886,014
2,043,279
9,702,044
1,661,190
9,811,237
1,556,920,583

1,522,392
181,361,486
35,875,353
6,936,284
421,785
9,368,215
41,133,151
276,618,666

1,135,016,343
48,157
1,135,064,500

787,149

100,000,000
25,902,069
18,548,199

144,450,268

1,556,920,583
7,815,807

2018
JD

118,767,358
13,264,923
56,020,856

688,489

448,797,891

340,500

28,115,798

92,191,000
376,618
79,717
327,252,472
509,660
24,251,426
1,600,907
723,606
8,492,294
1,121,473,515

436,283
143,608,583
12,470,264
4,031,024
380,785
28,819,408
189,746,347

786,986,288
(552,665)
786,433,623

1,945,997
2,052,566

100,000,000
24,181,881
(24,510)
17,137,611
141,294,982
1,121,473,515
9,030,710

The accompanying notes from (1) to (58) constitute an integral part of these consolidated financial statements and should be

read with them and with the accompanying audit report.
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Safwa Islamic Bank
(A Public Shareholding Limited Company)
Amman-The Hashemite Kingdom of Jordan
Consolidated Statement of Income and Comprehensive Income

For the year ended 31 December

Note 2019 2018

Deferred sales revenue 29 40,992,345 30,934,645
ljara Muntahia Bittamleek assets revenue 30 30,417,721 26,099,095
Gains from International wakala investments 31 1,960,584 1,091,469
S;Q:r;rzr;uar;anmal assets at fair value through unrestricted investment accounts’ 30 1,475,258 1,333,579
Gains from financial assets at fair value through statement of income 33 123,343 20,235
Gains from financial assets at amortized cost 34 4,126,385 2,107,731
Share of Joint Funds from (losses) Profits of associate company 12 (12,596) 8,356
Gains (losses) from Foreign currencies evaluation 35 6,267 (697)
Other revenue - jointly financed 758,409 577,070
Total revenue from unrestricted investment 79,847,716 62,171,483
Jordan Deposit Insurance Corporation fees - jointly financed (847,340) -
Share of unrestricted investment accounts holders’ 36 (86,423,421) (25,270,052)
Expected credit losses on jointly items 24/A (5,070,718) -
The share of the Investment Risk Facility Fund 24/A (2,416,902) (6,217,148)
Bank’s share of revenue from unrestricted investments as a mudarib and rab - mal 37 35,089,335 30,684,283
Bank’s self financed revenue 38 1,104,804 715,102
Banks share from the restricted investments revenue as agent (wakeel) 39 283,056 182,949
Gain from foreign currencies 40 1,075,782 510,533
Banking services revenue - Net 41 5,402,964 4,343,665
Other revenue 42 575,419 292,258
Jordan Deposit Insurance Corporation fees - self financed (652,989) -
Gross Income 42,878,371 36,728,790
Employees’ expenses 43 (13,151,976) (12,468,227)
Depreciation and amortization 14&15 (3,026,261) (2,523,662)
Depreciation of ljara muntahia bittamleek assets- self financed 30 (798,847) (462,631)
(Provision) from expected credit loss on facilities - self financed 8 (51,850) (165,085)
](cﬁr:r:/(i:seign) recovered from expected credit losses on Off - balance sheet items-self 20 (129,288) 124,723
Amortisation of right of use assets 48/A (1,333,344) -
Finance costs (discount rate on lease liability) 48/A (295,305) -
Rent expenses (234,266) (1,526,349)
Other expenses 44 (6,655,358) (6,636,907)
Total expenses (25,676,495) (23,658,138)
Profit for the Year before tax 17,201,876 13,070,652
Income tax expense 21/B (7,185,657) (4,719,991)
Profit for the Year 10,016,219 8,350,661
Non-transferable items for later income statement:
Gain (losses) from sale of financial assets through Shareholders’ equity Self-Financed 139,067 (4,748)
Net change in fair value reserve for financial assets - (23,934)
Total comprehensive Income for the Year 10,155,286 8,321,979
| | Fils/JD
Basic and diluted earnings per share for the Year 45 100/0 084/0

The accompanying notes from (1) to (58) constitute an integral part of these consolidated financial statements and should be
read with them and with the accompanying audit report.
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Safwa Islamic Bank

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

Consolidated Interim Statement of Cash Flows

Cash Flows from Operating Activities

Profit for the year before tax

Adjustments for non monetary items:

Depreciation and amortization

Depreciation of ljara Muntahia Bittamleek assets( self & jointly financed)
Amortization of right of use assets

Finance costs (discount lease liabilities)

Investment risk fund

Unrealized loss (gain) of financial assets at fair value through statement of income
Expected credit losses provision for jointly items

Expected credit losses provision for facilities - self financed

Expected credit losses (recovered from ECL) for Off - balance sheet items-self financed
Increase in other provisions

Provision for investment in a subsidiary

Share of joint funds from losses (profits) of associate company

(Gain) from disposal of property and equipment

(Gain) from sale of seized assets against debts

Cash Flows from Operating Activities before Changes in working capital
Changes in operating working capital:

(Increase) in deferred sales receivables and other receivables

(Increase) in ljara Muntahia Bittamleek assets

(Increase) in other assets

Increase in customers’ current accounts

Increase (decrease ) in cash margin accounts

Increase in other liabilities

Net cash (used in) operating activities before income tax paid

Income tax paid

Net cash flows from (used in) operating activities

Cash Flows from Investing Activities

Net (purchase) maturity and sale of financial assets at fair value through unrestricted
investment accounts holders

Net (purchase) of financial assets at fair value through statement of income

Net sale (purchase) of financial assets at fair value through shareholders’ equity -self financed
Net (Purchase) of financial assets at amortized cost

Net disposal of investment (net investment) in a subsidary

Cash dividends from associate company

(Purchase) of intangibles assets

(Purchase) of property and equipment

(Increase) in payments on purchase of property, equipment and projects under construction
Proceeds from sale of property and equipment

Proceeds from sale of assets seized by the bank in settlement of outstanding debts
(Increase) in International Wakala Investments

Net cash (used in) investing activities

Cash Flows from Financing Activities

Increase in unrestricted investment ‘holders quity

Finance lease (payments)

(Dividends) distributed to shareholders

Net cash generated by financing activities

Net increase in cash and cash equivalents

Cash and cash equivalents at beginning of the year

Cash and cash equivalents at end of the year

Non-cash transactions:

Transfer to property and equipment from installments to purchase property, equipment and
projects under implementation

Note

14&15
48/A
48/A
24/A

24/A

21824

12
15
14
14

48/B

46

14

For the year ended 31 December

2019
JD

17,201,876

3,026,261
50,344,819
1,333,344
295,305
2,416,902
71
5,070,718
51,850
129,288
41,000
12,596
(8,116)
(69,467)
79,846,447

(200,154,334)
(105,952,638)
(1,893,671)
37,752,903
23,405,089
11,909,900
(155,086,304)
(7,813,004)
(162,899,308)

(4,555,113)

(2,847,720)
479,567
79,717
10,000
(1,161,619)
(953,469)
(1,053,549)
73,532
234,500
(14,781,662)
(24,475,816)

348,030,055
(1,590,092)
(6,853,134)

339,586,829

152,211,705

131,595,998

283,807,703

1,348,104

2018
JD

13,070,652

2,523,662
45,779,053

6,217,148
(19,547)
165,085

(124,723)
304,736
19,116
(8,356)
(4,372)
217,791)
67,704,663

(37,986,996)
(117,322,906)
(3,856,241)
23,539,618
(10,275,784)
13,060,455
(65,137,191)
(5,095,119)
(70,232,310)

10,227,521

(668,942)
(351,482)
(37,313,000
(79,717)
9,000
(703,296)
(3,181,569)
(1,750,444)
13,041
3,044,533
(22,245,595)
(52,999,950)

134,065,149
(4,865,447)
129,199,702
5,967,442
125,628,556
131,595,998

417,076

The accompanying notes from (1) to (58) constitute an integral part of these consolidated financial statements and should be

read with them and with the accompanying audit report.
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Safwa Islamic Bank
(A Public Shareholding Limited Company)
Amman - The Hashemite Kingdom of Jordan
Consolidated Statement of changes in Restricted Wakala Accounts

Local Murabaha

For the Year ended 31 December 2019

Beginning balance of the year 9,030,710 9,030,710
Add: Deposits 12,288,013 12,288,013
Less: Withdrawals (18,502,916) (13,502,916)
Add: Investments’ gains 39 705,369 705,369
Less: Banks share as agent (wakeel) 39 (283,056) (283,056)
Less: Muwakel’s share 39 (422,313) (422,313)
Investments at the end of year 7,815,807 7,815,807
Deferred revenue 383,211 383,211
Suspended revenue - -
Balance as at 31 December 2019 383,211 383,211

_

For the Year ended 31 December 2018
Beginning balance of the year
Add: Deposits

Less: Withdrawals

Local Murabaha

5,062,108

15,091,008
(11,122,406)

5,062,108

15,091,008
(11,122,406)

Add: Investments’ gains 39 287,351 287,351
Less: Banks share as agent (wakeel) 39 (182,949) (182,949)
Less: Muwakel’s share 39 (104,402) (104,402)
Investments at the end of year 9,030,710 9,030,710
Deferred revenue 694,007 694,007
Suspended revenue - -
Balance as at 31 December 2018 694,007 694,007




Safwa Islamic Bank

(A Public Shareholding Limited Company)
Amman-The Hashemite Kingdom Of Jordan
Notes To The Consolidated Financial Statements

(1) GENERAL

Safwa Islamic Bank is a public shareholding company licensed by the Central Bank of Jordan to
practice and provide Islamic business and banking services in accordance with the Banking Law
and the Companies Law. The Bank’s General Assembly at its extraordinary meeting held on 17
May 2017, decided to change the name of the Bank from “Jordan Dubai Islamic Bank” to “Safwa
Islamic Bank”.

The Bank provide all financial banking and structured investment services on a non-Interest
basis in accordance with Islamic shari’a through the Bank’s head office and its thirty six branches
within the Kingdom and its subsidiary, in accordance with the effective Banking Law.

Etihad Islamic Investment Company owns 62.37% of Safwa Islamic Bank.

The consolidated financial statements were approved by the Bank’s Board of Directors in their
meeting No. (1/2020) held on 30 January 2020 and still subject to the approval of the General
Assembly of Shareholders.

The consolidated financial statements were read and reviewed by the Bank’s Shari’a Supervisory
Board, in their meeting No. (1/2020) held on 29 January 2020, and the board issued its shari’a
report thereon.

(2) SIGNIFICANT ACCOUNTING POLICIES

Basis of preparation of the Consolidated Financial Statements

The consolidated financial statements of the Bank have been prepared according to the financial
acconting standards issued by The Accounting and Auditing Organization for Islamic Financial
Institutions (AAOIFI) as adopted by the Central Bank of Jordan.The standards issued by the
International Accounting Standards Board and the interpretations issued by the International
Financial Reporting Interpretations Committee are applied in the absence of standards issued by
The Accounting and Auditing Organization for Islamic Financial Institutions and will be replaced
later by Standards when the new standards are issued.

The main differences between (AAOIFI) as should be applied and what has been aproved by the
Central Bank of Jordan consist of the following:

Provisions for expected credit losses are made in accordance with the International Financial
Reporting Standard (9) and according to the instructions of the Central Bank of Jordan, whichever
is more strict, the major differences are as follows:

Sukuk issued or guaranteed by the Jordanian government are excluded so that credit exposures
on the Jordanian government and guaranteed by it are addressed without credit losses.
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When calculating credit losses against credit exposures, the results are compared according to
the International Financial Reporting Standard No. (9) with the instructions of the Central Bank of
Jordan No. (47/2009) dated on December 10, 2009 for each stage separately and whichever
result is more strict is selected.

Revenue and commissions are suspended on non-performing credit financing granted to clients
in accordance with the Central Bank of Jordan instructions.

Assets seized by the bank against debts are disclosed in the consolidated financial position
statement in the other asset, and recorded using the acquisition value or fair value, whichever is
less, and they are reevaluated individually at the date of the consolidated financial statements.
Any impairment in their value is recorded as a loss in the consilidated statement of income and
other comperhansive income however, the increase in value is not recorded as revenue.
Subsequent increase is recorded in the consolidated statement of income and comprehensive
income to the extent that it does not exceed the value of the decrease that has been previously
recorded. Also, from the beginning of the year 2015, a progressive provision was recorded for
the real estate acquired against to the debts that have been in possession for more than 4 years,
according to the Circular of the Central Bank of Jordan No. 15/1/4076 dated on 27 March 2014
and No. 10/1/2510 dated on 14 February 2017. Noting that the Central Bank of Jordan issued
Circular No. 10/1/13967 on 25 October 2018, in which they approved the extension of circular
No. 10/1/16607 dated on 17 December 2017, in which it confirmed deffering the calculation of
the provision until the end of the year 2019. And according to the circular Central Bank No.
10/1/16239 date on 21 November 2019 recognizing of the required allocations against the
properties acquired as (5%) of the total book values of these properties (regardless of the duration
of violation) starting from the year 2021 so that acheive the required percentage amount (50%)
of these properties with the end of the year 2029.

- The consolidated financial statements are prepared on historical cost basis except for the financial
assets at fair value through statement of income, financial assets at fair value through unrestricted
investment accounts’ holders equity and financial assets at fair value through shareholders’ equity that
have been measured at fair value.

- The consolidated financial statements are presented in Jordanian Dinar (JD), which is the functional
currency of the Bank.

- The seperation between what belongs to the Shareholders’ equity and what belongs to the unrestricted
investment accounts holders has been taken into consideration.

- Unrestricted investment accounts means joint investment accounts wherever it is mentioned.

Basis of Consolidation of the Financial Statements

The Consolidated financial statements comprise of the financial statements of the Bank and its
subsidiary(which refer togather a group) which is financed by the Bank’s Self Funds where the
Bank has control to govern the operational and financial policies of the entity to obtain benefits
from their activities.All intra-company balances, transactions, revenues , expenses and off —
balance sheet items between the Bank and its subsidiary are eliminated.

The financial statements of the subsidiary are prepared for the same reporting period as the
group, using same accounting policies used by the group. If the subsidiary use different
accounting policies than those used by the group, the necessary adjustments are made to the
financial statements of the subsidiary to comply to the accounting policies adopted by the group.
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The subsidiary of the group as at 31 December 2019 is as follows:

Paid up Capital | goyrce of | Ownership | Company Main | Operation | Acquisition
Company name

; o . ;
(D) Funding ) Activity location Date

Misc for brokerage company 2,000,000 Self 100% Brokerage Amman 2011

The results of the operations of the subsidiary are consolidated in the consolidated statement of
income and comprehensive income from the date of its acquisition, which is the date on which
the bank’s control is effectively transferred to its subsidiary, and the results of the operations of
the subsidiary that were disposed of are consolidated in the consolidated statement of income
and comprehensive income until the date of disposal, which is the date in which the bank loses
control of its subsidiary.

When preparing separate financial statements for the Bank as an independent entity,investments
in subsidiaries are shown in cost or net proceeds value in case of liquidation.

Liquidation procedures have been completed for Alahjar Real Estate for construction Company
(ownership 100% subsidiary to the bank) on 4 July 2019 at the Companies Controller.

Control is achieved when the Bank:

+ Has the ability to control the investee.

+ Is subject to variable returns or has the right to variable returns arising from its association with the
investe.

+ Has the ability to use its power to influence the returns of the investee.

The Bank re-assesses whether it controls the investee companies or whether the facts and
circumstances indicate that there are changes to one or more control check points referred to
above.

If the voting rights of the Bank are less than the majority of voting rights in any of the investee
companies, it shall have the power to control when the voting rights suffice to grant the Bank the
ability to direct the activities of the related subsidiary unilaterally. The Bank takes into consideration
all the facts and circumstances when assessing whether the Bank has voting rights in the investee
so as to grant it the ability to control or not. Among these facts and circumstances are the
following:

+ The volume of voting rights owned by the Bank in relation to the volume and distribution of other voting
right.

+ Potential voting rights held by the Bank and any other voting rights holders or third parties.

* Rights arising from other contractual arrangements.

« Any additional facts and circumstances indicating that the Bank has or does not have current
responsibility for directing relevant activities at the time of making the required decisions, including how
to vote at previous General Assembly meetings.
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When the Bank loses control over any of its subsidiaries, the Bank:

+ Derecognizes the assets of the subsidiary (including goodwill) and liabilities.
+ Derecognizes the carrying amount of any uncontrolled interest.

+ Derecognizes the cumulative transfer differences recognized in equity .

+ Derecognizes the fair value of the consideration received.

» Derecognizes the fair value of any investment held.

» Derecognizes the surplus or deficit in the statement of income .

+ Reclassifies the equity of the previously restricted bank in other comprehensive income to the statement
of income or retained earnings, as appropriate.

Non-controlling interests represent the portion not owned by the Bank in the equity of the
subsidiaries.

Changes in accounting policies

The accounting policies used in the preparation of the consolidated financial statements are
consistent with those used in the preparation of the consolidated financial information for the
year ended 31 December 2018, Except for the impact of the New and revised standards and the
impact of the amendments on the banking law which related to the investment risk fund and as
follows :

AMENDMENTS THAT HAVE AN IMPACT ON THE GROUP’S CONSOLIDATED
FINANCIAL STATEMENTS

FIRST-INTERNATIONAL FINANCIAL REPORTING STANDARD NO. 16 “LEASES”

The Bank has adopted the International Financial Reporting Standard (IFRS) No. 16 “Leases”,
which replaced existing guidance on leases, including IAS No. 17 “Lease contracts”, international
interpretation (4) “Determining whether the lease contract requires an arrangement” , Explanation
of the Previous Interpretations Committee (15) “ Operational Leases — Incentives” and Explanation
of the Previous Interpretations Committee (27) “ Evaluate the substance of the transactions that
take the legal form of the lease”.

IFRS 16 has been issued in January 2016 and is effective for financial periods beginning on or
after 1 January 2019. IFRS 16 provides that all lease contracts and related contractual rights and
obligations should be recognized generally in the financial position of the Bank unless the period
is 12 months or less or a lease contract is of impaired assets. Accordingly, the classification
required under IAS 17 “Leases” in operating or finance leases has been canceled for tenants. For
each lease, the lessee recognizes a liability for the lease obligations incurred in the future.
Correspondingly, a right to use the leased asset is capitalized, which is generally equivalent to
the present value of the future lease payments plus directly attributable costs and which is
amortized over the useful life.

The Bank has adopted for the simplfied application permitted under IFRS 16 to apply for the first
time to individual operating leases (for each lease separately). The right to use leased assets is
generally measured at the amount of the lease liability using the discount rate at initial application.




The assets of the right to use are measured at an amount equal to the lease obligation after have
been adjusted by any prepaid or payable lease payments relating to a lease contract recognized
in the statement of financial position as at 31 December 2018. No amendments were made to
retained earnings as of 1 January 2019. Under this method, there were no lower leases requiring
an amendment to the assets of the right of use at the date of initial application.

The effect of applying the standard on the opening balances for the lease assets and lease
liabilities is explained in Note (48).

LEASING ACTIVITIES OF THE BANK AND ITS ACCOUNTING TREATMENT
MECHANISM:

The Bank rents real estate and stores, Lease contracts are usually fixed from a year to 15 years,
some may include extension options and lease terms are negotiated on an individual basis and
contain a range of different terms and conditions. Leases do not include any commitments and
may not be used as collateral for financing purposes.

Until the end of fiscal year 2018, leases of property have been classified either as an operating
lease or a finance lease. Amounts paid in respect of operating leases are recorded in the
consolidated statement of income and comprehensive income on a straight-line basis over the
lease term.

As of January 1, 2019, leases are recognized as assets of the right of use and the related
obligations on the date on which the asset is ready for use by the Bank. The value of each lease
payment is divided between lease commitments and financing costs. Finance costs are recorded
in the consolidated statement of income and comprehensive income during the lease term to
achieve a constant periodic discount rate on the remaining balance of the liability for each period.
Right to use assets are amortized over the useful life of the asset or lease term whichever is
shorter based on the straight-line method.

The discount rate is not conditional and has no practical effect on the commitment of the
contractors, and that this is an accounting application and the rental contracts did not mention
the discount price and would not affect the contractual obligations between the two parties.

Assets and liabilities arising from leases are initially measured at their present value. Rental
commitments include the net present value of the following lease payments:

+ Fixed payments (including embedded fixed payments) less rent incentives receivable;

» Variable rent payments based on index or rate;

* Amounts expected to be paid by the lessee under residual value guarantees;

+ The exercise price of the purchase option if the lessee is reasonably sure of the exercise of this option.

The lease payments are discounted using the discount price of implicit lease contract or the rate
of excess to finance to purchase an asset of similar value in a similar economic environment with
similar terms and conditions.
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Right-of-use assets are measured at cost comprising the following:

+ The amount of the initial measurement of lease liability;

+ Any lease payments made at or before the commencement date less any lease incentives received,
+ Any initial direct costs, and

+ Restoration costs (renovation and restoration).

Payments associated with short term leases and leases of low value assets are recognized on a
straight-line basis as an expense in the statement of income. Short-term leases are leases with
a lease term of 12 months or less.

In applying IFRS 16 for the first time, the Bank has used the following practical expedients
permitted by the IFRS:

» The use of a single discount rate to a lease portfolio with reasonably similar characteristics,
» Reliance on previous assessments on whether leases are imputed;

+ The accounting for operating leases with a remaining lease term of less than 12 months as at January
1, 2019 as short term leases.

+ The exclusion of initial direct costs of measurement of the right-to-use assets at the date of initial
application, and

+ The use of hindsight in determining the lease term where the contract contains options to extend or
terminate the lease.

The Bank has also elected not to reassess whether a contract is contains or does not contains a
lease at the date of initial application. Instead, for contracts entered into before the transition
date, the Bank relied on its assessment by applying IAS 17 “Lease contracts” and International
Interpretation (4) “Determining whether an arrangement contains a lease”.

SECOND - AMENDMENT TO THE PROVISIONS POLICY

Based on the circular issued by the Central Bank on 27 June 2019, that requires the cancellation
of investment risk reserve and distribute the remainy. The expected credit losses for joint financing
and joint investments , new expected credit losses and other provisions for financly and
investments through consolidated statements of balance between income and comprehensive
income statements the provisions expinse are charged to the joint investment pool.

(BJAMENDMENTS THAT DIDNOTHAVEANIMPACT THE BANKS CONSOLIDATED
FINANCIAL STATMENTS:

Islamic Accounting Standard No. (28) “Murabaha and deferred sales”. The new standard aims to
define accounting principles and appropriate reporting of recognition, measurement, and
disclosure for their application in relation to deferred sales and other transactions of the seller
and buyer’s future sale, knowing that the mandatory application date for the standard is January
1, 2019, Note that there was no material impact on the consolidated financial statements.




Segments information

A business is a group of assets and operations that jointly engage in the rendering of products
or services subject to risks and rewards different from those of other business segments, and
which are measured according to reports used by the chief executive officer and the main
decision maker of the Bank .

A geographical segment is associated with the provision of products or services in a specific
economic environment subject to risks and rewards that differ from those of segments operating
in other economic environments .

The basis for the distribution of joint investment profits between shareholders’
equity and holders of joint investment accounts

The combined return on investment of equity holders and holders of joint investment accounts
for the year 2019 was distributed as follows:

‘ Percentage

Share of joint investment account holders 57%

Share of shareholders equity 43%

The Joint Investment Accounts shall participate in the results of the investment profits, and shall
be distributed to the depositors each according to their participation rate, taking into consideration
the weights of the concerned joint investment accounts and the terms of the account signed
between the Bank and the depositor .

The weights of the joint investment accounts are as follows:

- From 20% to 31% of the lowest balance of savings accounts in Jordanian Dinars.

- From 14% to 35% of the lowest balance of savings accounts in foreign currencies.

- From 48% to 90% of the average balance of term accounts in Jordanian Dinars.

- From 18% to 47% of the balance of foreign currency term accounts.

- 90% of the balance of the accounts of the investment certificates of deposit in Jordanian Dinars.
- From 80% to 85% of the avarage balance of the certificates of deposit in foreign currencies.

The Bank shall been all administrative expenses except for the advertising and marketing
expenses of the products. The insurance expenses of the ljarah Muntahia Bittamleek assets
assets are incurred in the joint investment pool.

The Bank combine (mix) its funds and any other funds (which were not received by the Bank on
the basis of Mudaraba contract) in the Joint Investment Accounts.
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Priority Investment / Equal Investment Opportunities and Profit Sharing:

The principle of equal investment opportunities is applied to the shareholders’ funds and the
funds of the investment account holders in the joint Mudaraba. The Bank’s own investments are
presented in separate accounts from investments through the rights of the Joint Investment
Accounts holders equity.

Moreover, the joint investment accounts shall share in the results of the investment profits, which
shall distributed to the holders of the joint investment accounts according to their participation
rate, taking into account the weights of the respective investment accounts concerned and the
terms of the account signed between the Bank and the depositor.

The weighting of the joint investment accounts proposed by the Bank’s management is approved
by the Bank’s Shari’a Supervisory Board.

Zakat

Zakat is the responsibility of the shareholders and unrestricted investment accounts holders. In
this regard, the Bank is not directly and explicitly authorized to expend it, nor is there a law for
its collection. In addition, the Bank’s Articles of Association do not prescribe it, nor the General
Assembly’s decisions do not specify it. There is no related authorization by the shareholders
either. Therefore, the shareholders the unrestricted investment accounts holder shall pay zakat
on their shares and funds if the Shari’a conditions and rules are fulfilled.

Revenue, gains, expenses and losses in violation of Islamic Shari’a

The Bank records them in a special account in the consolidated statement of financial position
within other credit balances, and they are not included in the Bank’s revenue. Charitable
allocations out of this account are made as decided by the Shari’a Supervisory Board.

Deferred sales receivable

Murabaha contracts:

Murabaha is the sale of an item at the same price at which the seller bought it plus an agreed
profit margin based on a certain percentage of the price or a lump sum, which is one of the sales
of the trust on which the purchase price or cost is based.

Murabaha for the purchase order

It is the sale of an asset by the Bank to its client (the purchase order) with a specific increase in
the asset’s price or cost after determining the increase (Murabaha profit in the promise).

The Bank applies the principle of making the promise in Murabaha transactions to the buying
manager in accordance with the standards issued by the Accounting and Auditing Organization
for Islamic Financial Institutions.
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Deferred sales revenue is recognized when the transaction is executed (which paid in one
installment after the current financial period or paid in installments over subsequent financial
periods). Income framit is allocated to future financial periods for each period, irrespective of
whether cash has been paid or not.

Deferred sales receivable are recognized when they occur at their nominal value and are measured
at the end of the financial period on the basis of net realizable value.

At the end of the financial period, finance assets are carried at cost or at the expected recoverable
cash value, whichever is lower.

Deferred sales revenue which was granted to non-performing customers is suspended in
accordance with the instructions of the Central Bank of Jordan.

Deferred sales receivable and funds financed from the joint investment accounts are written off
in case the measures taken to collect them are ineffective which will be written off against the
joint provisions and suspended profits (if any) ,the proceeds from the joint provisions (if any)
previously written off are trasferred to the common pool profits (presented in the Consolidated
Statement of Income and Comprehensive Income). On the other hand, deferred sales receivable
and financing from the Bank’s self funds for which there is an impairment provsion are written off
in case the measures for their collection are ineffective. In this respect, they are deducted from
the self provsions and suspended profits (if any), and any provision surplus is transferred to the
consolidated statement of income and comprehensive income / Prior funding is written off to
income.

Financial instruments

Initial recognition and measurement:

Financial assets and 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.
Moreover, funds are recognized to customers since they are credited to the customer’s accounts.

Financial assets and financial liabilities are measured initially at fair value, transaction costs
directly attributable to the acquisition or issuance of financial assets and liabilities, and are added
to the fair value of the financial asset or financial liability or, where appropriate, deducted from
the financial asset at initial recognition. Furthermore, transaction costs directly attributable to the
acquisition of financial assets or financial liabilities at fair value through the statement of income
are recognized directly in the comprehinsive statement of income.

Financial assets

Initial recognition and measurement:

All financial assets are recognized on the trade date when the purchase or sale of a financial
asset under a contract requires the delivery of the financial asset within a time frame determined
by the relevant market and is initially measured at fair value plus transaction costs except for
those financial assets designated at fair value through the Consolidated Statement of Income.
Transaction costs directly attributable to the acquisition of financial assets designated at fair
value through income are recognized in the Consolidated Statement of income.
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Subsequent measurement:

The measurement of all recognized financial assets that fall within the scope of IFRS 9 is
subsequently carried at amortized cost or fair value based on the entity’s business model for
managing financial assets and contractual cash flow characteristics of financial assets.

Specifically:

» Finance instruments held in a business model intended to collect contractual cash flows that have
contractual cash flows and are subsequently measured at amortized cost; and

+ All other financing instruments, such as:

o Financial assets managed on a fair value basis through the unrestricted investment account holders
are measured at fair value through the rights of the joint investment holders equity.

o Financial assets at fair value through shareholders equity are subsequently measured at fair value
through other statement of comprehensive income.

o Financial assets at fair value through the statement of income are subsequently measured at fair
value through the statement of income.

Evaluation of the business model

An assessment of the business model for managing the financial assets is essential for their
classification. 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. Moreover, the
Bank’s business model does not rely on management intentions in relation to an individual
instrument, and therefore the business model is assessed at a group level and not on an
instrument-by-instrument basis.

The Bank adopts a business model to manage its financial instruments that reflects how the
Bank manages its financial assets in order to generate cash flows. In addition, the Bank’s business
model determines whether cash flows will result from the collection of contractual cash flows or
the sale of financial assets or both.

The Bank also takes into considration all relevant information available when conducting an
evaluation of the business model. However, this assessment is not made on the basis of scenarios
that the Bank does not reasonably expect, such as the so-called “worst case” or “stress”
scenarios. Furthermore, the Bank takes into account all relevant evidence available, such as:

+ The stated policies and objectives of the portfolio and the application of those policies whether the
management strategy focuses on obtaining contractual revenues, maintaining a specific profit rate,
matching the period of financial assets with the period of financial liabilities that finance those assets.
or achieving cash flows through the sale of assets;

+ How to evaluate the performance of the business model and financial assets held in this business
model and to report to key management personnel;

+ Risks affecting the performance of the business model (and the financial assets of that model), in
particular, the manner in which such risks are managed; and

+ How to compensate business managers (for example, whether compensation is based on the fair value
of the assets managed or on the contractual cash flows received).

|



Upon initial recognition of a financial instrument, the Bank determines whether the newly
recognized financial asset is part of its existing business model or whether it reflects the beginning
of anew business model. In this respect, the Bank evaluates its business model for each reporting
period to determine whether the business model needs to be changed from the prior period.

When the instruments measured at fair value through shareholders equity-self are derecognised,
the cumulative gain / loss previously recognized in other comprehensive income in shareholders
equity is reclassified to the consolidated statement of income. On the other hand, for equity
investments measured at fair value through shareholders’ equity, the cumulative gain / loss
previously recognized in other comprehensive income is not subsequently reclassified to the
consolidated statement of income but transferred directly to shareholders’ equity .

In respect of Sukuk and equity instruments within joint investments, when these financial assets
are derecognized which are measured at fair value through the unrestricted investment account
holders, the cumulative gain / loss previously recognized in the fair value reserve - joint in the
unrestrieted investment account holders equity is reclassified to the consolidated statement of
income and comprehensive income.

Sukuk subsequently measured at amortized cost or at fair value are subjected to the impairment
test.

Reclassification

If the business model in which the Bank retains financial assets is reclassified, the financial
assets that have been affected are reclassified. The classification and measurement requirements
relating to the new class are effective from the first day of the first reporting period after the
change in the business model resulting in the reclassification of the Bank’s financial assets.
Moreover, the changes in contractual cash flows are considered .

The accounting policy framework for the adjustment and disposal of financial assets is described
below:

Financial assets at fair value through the statement of income

Financial assets at fair value through the statement of income are:
+ Assets with contractual cash flows that are not payments on assets and returns on the principal
outstanding amount; and / or

* Assets held in a business model other than those held to collect contractual cash flows or held for
collection and sale; or .

These assets are measured at fair value with any gain / loss arising on remeasurement recognized
in the consolidated statement of income.

Financial assets at fair value through shareholders’ equity-self financed

These assets represent investments in equity instruments and sukuk instruments financed from
the Bank’s own funds for the purpose of maintaining them over the long term.

These assets are recognized at fair value, plus acquisition costs, and subsequently revalued at
fair value. The change in fair value is included in the fair value reserve under shareholders’ equity.
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In case of sale of these assets or part thereof, the resulting gain or loss is recognized in retained
earnings within shareholders’ equity.

Gains and losses arising from foreign exchange differences on these assets, if any, are recognized
in the fair value reserve in shareholders’ equity.

Financial assets at fair value through unrestricted investment account holders
equity

These assets represent investments in equity and Sukuk instruments financed from the joint
investment accounts for the purpose of maintaining them over the long term.

These assets are recognized at fair value, plus acquisition costs, and are subsequently revalued
at fair value. The change in fair value under fair value reserve is shown in the unrestricted
investment account holders equity .

The impairment loss previously recognized in the consolidated statement of income and
comprehensive income can be reversed if it is objectively determined that the increase in fair
value occurred in a subsequent period to record impairment losses through the fair value reserve
that is reflected in the unrestricted investment accounts.

As the unrestricted investment accounts on a continuous joint Mudaraba basis are characterized
by a discontinuity at the beginning and end of the deposits in the accounts, the profit of the
deferred operations over subsequent periods is distributed over the entire term of maturity and
proportionality with each period.

Gains and losses arising from the foreign currency translation differences of these assets, if any,
are recognized in the fair value reserve within unrestricted investment accounts holders equity.

Financial assets for which fair value can not be reliably measured are stated at cost. Impairment
test of these assets is carried out at the end of each financial period, and any impairment is
recognized in the consolidated statement of income and comprehensive income. And the
impairment loss can’t be retrieved on subsequent periods.

Financial assets at amortized cost

These are the financial assets that the Bank’s management, in accordance with its business
model, intends to maintain to collect contractual cash flows that represent fixed or determinable
payments to the capital and profits of such assets.

These assets are recognized at cost, plus acquisition costs, and are revalued at the end of the
current period using the effective profit rate method. Moreover, any gain or loss arising from
amortization is recognized in the consolidated statement of income and comprehensive income.
Additionally, any expected credit losses regarding self-finaced instruments are recognized in the
consolidated statement of income and comprehensive income. As for joint investments, the
calculated expected credit losses are are recognized in the consolidated statement of income
and comprehensive income (joint investment pool).

The amount of impairment in the value of these assets represents the difference between the
carrying amount and the present value of the expected cash flows calculated on the basis of the
original effective profit rate and any impairment provisions.
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Gain and loss on sale, purchase and valuation of foreign currencies

Transactions in foreign currencies are recorded during the year at the rates prevailing at the
transaction date (Trading).

The balances of financial assets and financial liabilities are translated at the average foreign
exchange rates prevailing at the consolidated statement of financial position date, as announced
by the Central Bank of Jordan.

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 consolidated statement
of financial position date. Income is also converted at the average exchange rates for the period,
unless exchange rates change significantly during that period, in which case the exchange rates
on the date of the transactions are used. The exchange differences arising therefrom, if any, are
recognized in the consolidated statement of income and comprehensive income.

Non-monetary assets and non-monetary liabilities denominated in foreign currencies at fair value
are translated on the date when the fair value is determined.

Foreign exchange gains and losses are recognized in the consolidated statement of income and
comprehensive income.

Translation differences on non-monetary assets and liabilities in foreign currencies (such as
equity) are recorded in the fair value reserve self within the shareholders equity of the financial
assets financed by the Bank’s own funds and within the fair value reserve - joint within the
unrestrieted investment account holders equity.

Lease contracts

Accounting policy followed from 1 January 2019

The bank as a leasee whether the contract contains lease when starting the contract. The Bank
recognizes the right of use assets and the lease liabilities in relation to all lease arrangements in
which the bank is a leasee, except for short-term lease contracts (defined as 12-month or less
lease contracts) and low value asset leases contract, and for these contracts, the bank recognizes
the lease payments as an operating expense on a straight-line basis over the term of the lease,
unless another regular basis is more representative of the time pattern in which the economic
benefits from the leased assets are taken advantage of.

The lease obligation is initially measured at the present value of the lease payments that were not
paid on the start date of the lease, deducted using the additional financing rate.

The lease payments included in the rental obligation measurement include:

+ Fixed rental payments (includes fixed pay mentsin the contract), minus receivable rental incentives;

» Variable rental payments that depend on an index or rate, initially measured using the indicator or the
rate at the date the contract begins;

+ The amount expected to be paid by the lessee under the residual value guarantees;

+ The price of the exercise of purchase options, if the tenant is reasonably certain of the exercise of the
options; and

+ Paying the contract termination fines, if the lease reflects the exercise of the lease termination option.

Lease obligations are presented as a separate line item in the consolidated statement of financial position.

Lease obligations are subsequently measured by increasing the carrying amount to reflect the
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costs of the additional financing over the lease obligations (using the incremental cost of financing
method) and by reducing the carrying amount to reflect the paid rental payments.

The lease obligations (and a similar adjustment to the related right-to-use assets) are re-measured
whenever:

+ The lease term has changed or there is an important event or change in the conditions that lead to a
change in the exercise of the purchase option assessment, in which case the lease obligations are re-
measured by deducting the adjusted lease payment using the adjusted discount rate.

+ lease payments change due to changes in an index, rate, or change in expected payments under the
guaranteed residual value. In these cases, the rental obligation is remeasured by deducting the modified
rental payments using an unchanged discount rate.

+ The lease contract is modified and the lease agreement is not accounted for as a separate lease, in
which case the lease obligation is re-measured based on the duration of the modified lease contract by
deducting the modified rental payments using the adjusted discount rate at the actual price at the date
of the amendment.

The right of use assets are depreciated over the life of the lease or the useful life of the asset
(whichever is shorter). If the lease transfers the ownership of the underlying asset or the cost of
the right of use, which reflects that the bank expects to exercise the option to purchase, then the
relevant value of the right to use is depreciated over the useful life of the asset. Depreciation
begins from the start date of the lease.

Right of use assets are presented as a separate line item in the consolidated statement of financial
position.

The Bank applies International Accounting Standard (36) to determine whether the value of the
right to use has decreased its value and any impairment losses are calculated as described in
the “property and equipment” policy.

Variable rents that are not dependent on an index or rate are not included in the measurement of
lease obligations and right of use assets. The related payments are recognized as an expense in
the period in which the event or condition that leads to these payments occurs and are included
in “Other Expenses” in the statement of income.

The bank as a leasee

The bank enters into leases as a lessor in relation to some of its investment properties.

Lease contracts in which the bank is leased are classified as finance or operating leases. In the
event that the terms of the lease contract transfer all risks and benefits of ownership to the lessee,
the contract is classified as a finance lease and all other leases are classified as operating leases.

When the bank is an intermediary lease, it represents the main lease and sub-contract as two
separate contracts. The sublease contract is classified as finance or operating lease by reference
to the original right of use arising from the main lease.

lease income from operating leases is recognized on a straight-line basis over the period of the relevant
lease. The initial direct costs incurred in negotiating and arranging an operating lease are added to the
book value of the leased asset and are recognized on a straight-line basis over the lease term.

The amounts due from the leasee under finance leases are recognized as receivables with the
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amount of the company’s net investment in the lease contracts. Finance lease income is allocated
to accounting periods to reflect a constant periodic rate of return on the bank’s existing net
investment in relation to lease contracts.

When the contract includes lease components and components other than leasing, the bank applies
IFRS 15 to distribute the amounts received or to be received under the contract for each component.

Accounting policy followed until 31 December 2018

Lease contracts are classified as finance leases when the terms of the lease provide for the
transfer of all risks and benefits related to the leasehold property in substance. As for all other
lease contracts, they are classified as operating leases.

The bank as a lessor

The amounts due from the tenants under finance leases are recognized as receivables with the
amount of the net investment in the lease contracts. Finance lease income is distributed to
accounting periods to reflect a constant periodic rate of return on the net investment outstanding
with respect to the lease contracts.

Income from operating leases is recognized using the straight-line method over the life of the
lease. The initial direct costs incurred in discussing and arranging the operating contract are also
added to the book value of the leased assets and are credited according to the straight-line
method over the lease term.

The bank as a lessor

Assets acquired through finance leases are recorded at initial recognition at their fair value at the
beginning of the lease or at the present value of the minimum lease payments, whichever is less.
Finance lease liabilities are recorded at the same value, and these liabilities are presented in the
statement of financial position as finance lease liabilities.

The lease payments are distributed between financing expenses and reduction of the finance lease
liabilities in order to achieve a fixed rate of discount on the remaining balance of the finance lease
liabilities, and the financing expenses are recognized directly in the consolidated statement of income.

Operating lease payments are recognized as an expense in accordance with the straight-line
method overthe life of the lease, exceptin cases where another regular basis is more representative
of the time pattern in which economic benefits from the leased asset are used.

Contingent rents arising from operating leases are recognized as an expense in the period in
which they are incurred. In the event that lease incentives are received to enter into operating
lease contracts, these incentives are recognized as a liability. The full benefits of incentives are
recognized as areduction in the lease expense on a straight-line basis, unless there is a systematic
basis that is more representative of the time pattern in which economic benefits from the leased
asset are taken advantage of.
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Investment in an associate

An associate is a company in which the Bank exercises effective influence over its financial and
operating policy decisions, and which is not held for trading. In this respect, the investments in
the associate are accounted for using the equity method.

Investments in the associate are included in the consolidated statement of financial position at
cost, in addition to the Bank’s share of changes in the net assets of the associate. Goodwill
arising on investment in an associate is recognized as part of the investment account of the
associate and is not amortized. The Bank’s share of the associate’s income is recognized in the
consolidated statement of income and comprehensive income. If there is a change in the equity
of the associate, such a change is recognized in the statement of changes in shareholders’
equity. Gains and losses arising from transactions between the Bank and the associate are
eliminated to the extent of the Bank’s interest in the associate company.

In the separate financial statements of the Bank as an independent entity, investments in the
associate are stated at cost.

ljara and ljara Muntahia Bittamleek

ljara is ownership of the benefit of return and is divided into:

Operating ljara: ljara contracts that do not end with ljara Muntahia Bittamleek.

ljarah Muntahia Bittamleek: ljarah which ends with the lessee owning the leased assets and
taking several types as stated in the ljara and ljarah Muntahia Bittamleek standard No. (8) issued
by the Accounting and Auditing Organization for Financial and Islamic Institutions.

Assets acquired for the purpose of leasing are measured at historical cost, including direct
expenses, to make them usable. The leased assets are depreciated in accordance with the
Bank’s depreciation policy.

When the recoverable amount of any asset acquired for ljara is less than its net carrying amount,
the amount is reduced to the recoverable amount, and the impairment loss is recognized in the
Consolidated Statement of Income and Comprehensive Income.

The income of ljara shall be distributed in proportion to the financial periods covered by the lease
contract.

Basic insurance and maintenance expenses of leased assets are recognized in the financial
period in which they arise.

Transfer of assets

Any transfers of tangible and financial assets made between the assets financed from the joint
investment accounts, shareholders’ equity, restricted investment accounts, investment funds,
conversion bases and accounting policies adopted for this purpose shall be disclosed. Disclosure
shall also be made of the related financial effect, balances of any assets transferred to the
beginning of the financial period, changes that occurred during the financial period, and the
balance at the end of the period.
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All transfers to related parties are disclosed, and description is made of the nature of the
relationship, type of transactions carried out, and total value of the operations at the beginning
and end of the financial period, indicating the financial implications.

The Bank’s bases for asset valuation are disclosed when transfers are made.

Differences resulting from foreign currency transactions and financial implications are also
disclosed.

The nature and terms of the transferred assets are disclosed as to whether they are separable,
and any related provisions are disclosed as well.

The reasons and principles governing the transfer of assets between different investment
accounts are disclosed.

Obligations and restrictions required by the contractual relationship between investment account
holders and equity holders, if any, are disclosed.

Profit equalization reserve

This reserve is created / set up with a view to allocating appropriate and competitive rates of
return to the Joint/Restricted Investment Account holders and to the shareholders in the event
of exceptional circumstances and sharp fluctuations in the markets that actually make the actual
profit rates less than what the holders of the Joint Investment Accounts expect. The same applies
to the Bank’s shareholders. This reserve is established based on the pre-approval of the Shari’a
Supervisory Board and approval of the unrestricted investment accounts holders’ equity.

This reserve shall be allocated to the share of the profits of the holders of the Joint Investment
Accounts holders equity and the shareholders equity before the deduction of Mudarib’s share.
The balance available in the reserve account shall be invested in the aggregated joint money
account. The profits from the investment shall be credited to the reserve account.

If the balance in the profit equalization reserve account is insufficient to meet the competition,
the shareholders may give part of their share of profits to the holders of the joint investment
accounts based on the Bank’s Board of Directors’ decision and approval of the Shari’a Supervisory
Board.

The profit equalization reserve is transferred to the shareholders and unrestrected investment
accounts holders equity each according to its share of the deduction.

Fair value of financial assets

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 it is estimated using another valuation
technique. When estimating the fair value of an asset or liability, the Bank takes into consideration,
upon determining the price of any asset or liability, whether market participants are required to
take these factors into account at the measurement date. The fair value for the purposes of
measurement and / or disclosure is determined for these financial statements on the same basis.

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 regarding the fair value measurements
and the importance of inputs to the full fair value measurements. The details are as follows:
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Level (1) inputs are induced 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 are induced 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 are induced inputs to assets or liabilities that are not based on observable
market prices.

Impairment of financial assets

The Bank applies the expected credit loss requirements and the amendments relating to the
classification and measurement of financial instruments. The effect of the following instructions
of the Central Bank of Jordan related to the application of IFRS 9 is recognized by recording the
impact on the consolidated statement of income and comprehensive income in respect of assets
and financing, in respect of assets and co-financing. The new expected credit losses and other
provisions for finance and investments for the assets financed through unrestricted investment
accounts holders’ equity will be charged through statements of income and comprehensive
income statements starting 1 May 2019, based on the circular issued by the Central Bank on
June 27, 2019, as a result of Banking law no.28 for the year 2008 and its amendments.

The expected credit losses provisions are calculated on the following financial instruments:

+ Balances at banks and financial institutions.

+ International wakala agencies

+ Direct credit financing (self and joint).

+ (Sukuk) within financial assets at amortized cost.

+ (Sukuk) within financial assets at fair value through shareholders equity — self

* (Sukuk) within financial assets at fair value through investment account holders’ equity — joint
+ Off-balance sheet exposures subject to credit risk (self and joint).

No impairment loss is recognized in equity instruments.
The expected credit losses should be measured through an impairment provision equivelant of:

+ The expected 12-month credit losses, ie, the expected life of the expected credit losses resulting from
those default events on financial instruments that can be achieved within (12) months after the reporting
date, referred to as stage 1, or

+ Expected 12-month credit loss, ie, the expected life of expected credit losses arising from all possible
default events over the life of the financial instrument referred to the stage 2 and stage 3.

A provision for the expected credit loss over the life of a financial instrument is required if the
credit risk on that instrument increases substantially since initial recognition. For all other financial
instruments, the expected credit loss is measured at an amount equivalent to the expected
credit loss for a period of 12 months.

The expected credit losses are a possible weighted estimate of the present value of the credit loss.
This value is measured as the present value of the difference between the cash flows due to the Bank
under the contract and the cash flows that the Bank is expected to receive arising from the weighting
of several future economic scenarios, discounted at the effective yield rate of the asset.
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For unutilized limits, the expected credit losses are the difference between the present value of
the difference between the contractual cash flows payable to the Bank, if the borrower withdraws
the financing, and cash flows that the Bank expects to receive, if the financing is utilized; and

The Bank measures the expected credit losses on an individual basis or on a collective basis for
funding that shares the characteristics of similar economic risks. The measurement of the
provision for loss is based on the present value of the expected cash flows of the asset using the
original effective rate of return of the asset, irrespective of whether it is measured on an individual
or collective basis.

Provisions for expected credit losses are formed in accordance with the International Financial
Reporting Standard (9) and according to the instructions of the Central Bank of Jordan, whichever
is greater, that the essential differences are as follows:

+ Sukuk issued or guaranteed by the Jordanian government are excluded, so that credit exposures on
the Jordanian government are addressed by it without credit losses.

* When calculating credit losses against credit exposures, the calculation results are compared between
to the International Financial Reporting Standard No. (9) with the instructions of the Central Bank of
Jordan No. (47/2009) issued on 10 December 2009 for each stage separately and to select whichever
is more strict.

Credit-impaired financial assets

A financial asset is considered to be “credit- impaired” when one or more events have an adverse
effect on the estimated future cash flows of the financial asset. Credit-impaired financial assets
are referred to as third stage assets. Evidence of credit impairment includes observable data on
the following events:

+ Significant financial difficulties faced by the borrower or issuer .

+ Breach of contract, e.g. deficit or delay in payment .

+ The Bank gives the borrower, for economic or contractual reasons related to the borrower’s financial
difficulty, a concession .

+ The disappearance of an active market for this financial asset due to financial difficulties; or

+ Buying a financial asset at a significant discount that reflects the credit losses incurred.

If a single event can not be identified, instead, the combined effect of several events may cause
the financial assets to turn into assets with a credit-impaired value. The Bank assesses whether
there has been a decline in credit of financial instruments measured at amortized cost or fair
value through comprehensive income at each reporting date. To assess whether there is credit
impairement to corporate debt instruments. Futhermore, a combination of factors such as sukuk
proceeds, credit rating, and the borrower’s ability to increase funding is considered.

Finance is considered to be impaired when the customer is granted a concession due to deterioration
of his financial position, unless there is evidence that as a result of the concession, the risk of non-
receipt of contractual cash flows has declined significantly, and there are no further indications of
impairment. For financial assets where concessions are contemplated but not granted, the asset is
considered to be impaired when there is clear evidence of credit impairment, including the definition
of default. The definition of default includes indications of possible non-payment and discontinuation
if the amounts are due for 90 days or more. However, cases where the asset’s impairment is not
recognized after 90 days of maturity are supported by reasonable information.
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Default

The definition of default is very important in determining the expected credit loss. It is used to
measure the expected credit loss and determine whether the less provision for loss is based on
the expected 12-month or lifetime loss, as default is a component of the probability of default
that affects both the measurement of expected credit losses and determine the significant
increase in credit risk below.

The Bank considers the following as an event of default:

+ Failure to pay for more than 90 days for any important credit commitment to the Bank;
+ It is unlikely that the customer will pay his entire credit obligations to the Bank.

The definition of default is designed to reflect the different characteristics of different types of
assets.

In assessing whether a customer is unlikely to pay his credit commitment, the Bank takes into
account qualitative and quantitative indicators. The information is based on the type of asset,
and the Bank uses various sources of information to assess defaults that are internally developed
or obtained from external sources.

Significant increase in credit risk

The Bank monitors all financial assets, financial liabilities, and financial guarantee contracts that are
subject to impairment requirements to assess whether there has been a significant increase in credit
risk since initial recognition. If there is a significant increase in credit risk, the Bank will measure the
allowance for loss on a life-long basis rather than the expected 12-month credit loss.

The Bank does not consider financial assets with “low” credit risk at the reporting date if they
have not been exposed to a significant increase in credit risk. As a result, the Bank monitors all
financial assets and liabilities of financing issued and financial guarantees contracts that are
subject to impairment for the significant increase in credit risk.

In assessing whether the credit risk on a financial instrument has increased substantially since
initial recognition, the Bank compares the risk of default of the financial instrument at the reporting
date based on the remaining maturity of the instrument with the risk of default for the remaining
maturity period at the date of the current report when the financial instrument is recognized for
the first time. In making such an assessment, the Bank considers both quantitative and qualitative
information that is reasonable and reliable, including historical experience and future information
available at no cost or undue effort, based on the Bank’s historical experience and the assessment
of the credit expert, including future information.

Multiple economic scenarios represent the basis for determining the probability of default on
initial recognition and subsequent reporting dates. Various economic scenarios will result in a
different probability of default. The weighting of the different scenarios is the basis of the weighted
average probability of default that is used to determine whether the credit risk has increased
significantly.

The qualitative factors that indicate a marked increase in credit risk are reflected in the probability
of default models at the appropriate time. However, the Bank is still looking separately at some
qualitative factors to assess whether the credit risk has increased significantly. With regard to
corporate finance, there is a particular focus on the assets included in the “watch list” where




exposure is included in the watch list when there are concerns about the deterioration of credit
worthiness. With regard to individual financing, the Bank takes into account expectations of the
non-payment periods and defaults, and signs of low credit.

Quantitative information is a key indicator of the significant increase in credit risk and is based
on a change in the probability of default over a lifetime by comparing:

+ The probability of remaining life-long defaults at the reporting date; and

+ The probability of life-long defaults remaining at this point from the time estimated on the basis of facts
and circumstances at initial recognition of exposure.

The Bank uses the same methodologies and data used to measure expected credit loss
provisions.

Since the significant increase in credit risk since the initial recognition is a relative measure, a
specific change, in absolute terms, in the probability of non-payment will be more important to a
financial instrument with a lower initial non-payment probability compared to a financial instrument
with a higher non-payment probability.

As a safety valve when an asset’s maturity exceeds more than (50) days, the bank considers that
a significant increase in credit risk has occurred, and the asset is in the second stage of the
impairment model, meaning that the loss provision is measured as a credit loss for life expectancy.

Provision for credit loss is presented in the consolidated statement of financial
position

The expected credit loss provisions are presented in the consolidated statement of financial
position as follows:

For joint financial assets: as a deduction from the total value of the assets.

Self direct and indirect financing: The provision for credit losses is recognized as a deduction
from the balance of self-financing, and off-balance sheet items are presented in other liabilities.

Joint direct and indirect financing: The provision for credit losses is recognized as a deduction
from the balance of joint financing, and off balance sheet items are presented in other liabilities.

Write-off

Financial assets are derecognized when there is no reasonable expectation of recovery, such as
a client failure to participate in a payment plan with the Bank. The Bank classifies funds or
amounts due to be written off after all possible payment methods have been exhuasted. However,
if the financing or receivables are written off, the Bank continues its enforcement activity to
attempt to recover the receivable, which is recognized in the consolidated statement of income
upon recovery.
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Property, plant & equipment

Property , plant and equipment are stated at cost less accumulated depreciation and any impairment
in value. Property and equipment (excluding land) are depreciated when they are ready to be used on
a straight-line basis over the estimated useful life using the following annual rates:

Buildings 2%
Furniture, deviceces and furniture 15%
Vehicles 15%
Computers 20%
Others 4% - 10%

Where the estimated recoverable amount of any property and equipment is less than its net
carrying amount, the carrying amount of the asset and equipment is written down to its recoverable
amount, and the amount of impairment is recognized in the consolidated statement of income
and comprehensive income statement.

The useful life of property and equipment is reviewed at the end of each year. If the expected
useful life is different from the previous estimates, the change in estimate for subsequent years
is recorded as a change in estimates.

Property and equipment are derecognized upon disposal or when no future benefits are expected
to arise from its use or disposal.

Intangible assets

Intangible assets are classified on the basis of their estimated useful lives for a specified period
or unspecified period. Intangible assets with a finite useful life are amortized over a period of up
to four years, and the amortization is recognized in the consolidated statement of income and
comprehensive income . Intangible assets with an indefinite useful life are reviewed for impairment
at the consolidated statement of financial position date, and any impairment loss is recognized
in the consolidated statement of income and comprehensive income.

Intangible assets arising from the Bank’s business are not capitalized, and are recognized in the
consolidated statement of income and comprehensive income for the same period.

Any indications of impairment of intangible assets are reviewed at the date of consolidated
statement of financial position date. The life of the asset is reviewed, and any adjustments are
made in the subsequent periods.

The amortization rate for the group intangible assets item is as follows:

Computers systems & Softwares 25%




Seized assets by the Bank against debts

Assets seized by the bank against debts are disclosed in the consolidated financial position
statement in the other asset, and recorded by the acquisition value or fair value, whichever is
less, and they are reevaluated individually at the date of the consolidated financial statements.
Any impairment in their value is recorded as a loss in the consilidated statement of income and
other comperhansive income however, the increase in value is not recorded as revenue.
Subsequent increase is recorded in the consolidated statement of income and comprehensive
income to the extent that it does not exceed the value of the decrease that has been previously
recorded. Also, from the beginning of the year 2015, a progressive provision was recorded for
the real estate acquired against to the debts that have been in possession for more than 4 years,
according to the Circular of the Central Bank of Jordan No. 15/1/4076 dated on 27 March 2014
and No. 10/1/2510 dated on 14 February 2017. Noting that the Central Bank of Jordan issued
Circular No. 10/1/13967 on 25 October 2018, in which they approved the extension of circular
No. 10/1/16607 dated on 17 December 2017, in which it confirmed deffering the calculation of
the provision until the end of the year 2019. And according to the circular Central Bank No.
10/1/16239 date on 21 November 2019 recognizing of the required allocations against the
properties acquired as (5%) of the total book values of these properties (regardless of the duration
of violation) starting from the year 2021 so that acheive the required percentage amount (50%)
of these properties with the end of the year 2029.

Impairment in non-financial assets:

The carrying value of the Group’s non-financial assets is reviewed at the end of each fiscal year,
except for the deferred tax assets, to determine whether there is an indication of impairment. In
the event of an indication of impairment, the amount recoverable from those assets is estimated.

If the carrying amount of the assets exceeds the recoverable amount from those assets, the
impairment loss is recorded in those assets.

The recoverable amount is the fair value of the asset - less selling costs - or the value of its use,
whichever is greater.

All impairment losses are recognized in the statement of profit or loss and other comprehensive
income.

The impairment loss for goodwill is not reversed. For other assets, the impairment loss is reversed
only if the carrying amount of the asset does not exceed the carrying amount that was determined
after the depreciation or amortization has taken place if the impairment loss is not recognized.

Provisions

Provisions are recognized when the Bank has obligations as of the date of the consolidated
statement of financial position arising from past events, and the payment of the liability is probable
and can be reliably measured.
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Income tax

Tax expenses represent amounts of accrued taxes and deferred taxes.

Due taxes are calculated based on taxable profits, which differ from those declared in the financial
statements. In this regard, declared profits include non-taxable income or expenses not deductible
in the fiscal year but deductible in subsequent years,deductible accumulated tax losses, or items
not subject to tax or tax deductible.

The Bank deducts taxes and establishes a provision for income tax in accordance with Income
Tax Law No. (38) of 2018 and IAS (12), which recognizes deferred taxes arising from time
differences in the fair value reserve.

Deferred taxes are the taxes expected to be paid or recovered as a result of temporary timing
differences between the value of the assets or liabilities in the financial statements and the
amount on which the taxable profit is calculated. Deferred taxes are calculated using the method
that complies with the consolidated statement of financial position, and they are calculated
according to the tax rates expected to be applied when the tax liability is settled or deferred tax
assets are realized. A 38% rate has been used, effective from 1 January 2019, to calculate
deferred taxes in accordance with the Income Tax Law No. 38 of 2018. As such deferred taxes
should be calculated according to the prescribed rate or expected rates for future periods.

The balance of deferred tax assets is reviewed at the date of the consolidated financial statements,
and is reduced in case that it is not probable that the tax asset will be fully or partially utilized.

Deposit guarantee

On April 1, 2019, a law amending the Deposit Insurance Corporation Law was issued, which
included Islamic banks in the umbrella of the Deposit Insurance Corporation, noting that Islamic
banks were not previously covered by the law, and the amended law stipulated that deposit
accounts that fall within the bank’s trust (credit accounts or the like, The part that does not
participate in the profits from the joint investment accounts) entails fees for guaranteeing deposits
and the bank bears from its own funds. As for the joint investment accounts, the owners of the
joint investment accounts bear the participation fees for these accounts.

Offsetting

Financial assets are offset against financial liabilities, and the net amount is recognized in the
consolidated statement of financial position only when the legally binding rights are available and
settled on an offsetting basis, or the asset is realized and the liability settled simultaneously.

Wakala Investment accounts

The accounts managed by the Bank are represented by Wakala within a specific program with
the Central Bank of Jordan. Funds invested in the Wakala are shown off-side the consolidated
statement of financial position, and the Bank’s share of the Wakala (gains) is included in the
consolidated statement of income and comprehensive income.
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Realization of revenues and recognition of expenses

Revenues and expenses are recognized on the accrual basis except for non-performing deferred
sales revenue and financing which are recognized in the suspended revenue account.

Commission income and expenses

Commissions are recognized as income, when the related services are provided, in the
consolidated statement of income and comprehensive income. Commissions are charged in
respect of banking services and financing services when they are met.

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 Bank has elected to present the full fair value
movement of trading assets and liabilities, including any related income, expenses and dividends.

Dividend income

Dividend income is recognized when the right to receive payment is established, which is the
earlier date of the earnings per share, and is usually the date on which the shareholders approve
the dividend for unquoted equity.Dividend distribution in the consolidated statement of income
depends on the classification and measurement of equity investment, i.e.:

» With respect to equity instruments held for trading, dividend income is recognized in the consolidated
statement of income and comprehensive income (loss) on financial assets at fair value through the
statement of income;

+ For equity instruments classified at fair value through shareholders’ equity, equity is recognized in the
consolidated statement of income and comprehensive income under the Bank’s self financed revenue;

+ For equity instruments that are not classified at fair value through share holders equity - self and not
held for trading, equity gains are recognized in the consolidated statement of income and consolidated
comprehensive income under other income - self; and

+ With respect to equity instruments classified at fair value through the joint investment accounts holders’
equity, the income from equity is included in the consolidated statement of income and comprehensive
income under profit from financial assets at fair value through unrestricted investment account holders
equity.

Cash and cash equivalents

Cash and cash balances maturing within three months, including: cash and balances with the
Central Bank, balances with banks and banking institutions, and deposits of banks and banking
institutions with maturities of three months and restricted balances.
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(3) SIGNIFICANT ACCOUNTING ESTIMATED AND KEY SOURCES OF
ESTIMATION UNCERTAINTY

The preparation of the consolidated financial statements and the application of accounting
policies require management to make estimates and judgments that affect the amounts of
financial assets and liabilities and to disclose potential liabilities. These estimates and judgments
also affect income, comprehensive income, equity and equity holders of joint investment
accounts. In particular, the Bank’s management is required to issue significant judgments to
estimate the amounts and timing of future cash flows. These estimates are necessarily based on
assumptions and multiple factors that have varying degrees of estimation and uncertainty and
that the actual results may differ from the estimates as a result of changes resulting from the
circumstances and circumstances of those estimates in the future.

Judgments, estimates, and assumptions are reviewed periodically. 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,and the effect of the change in estimates is recognized in the financial
period in which the change occurs and in future periods In case the change affects the financial
period and future financial periods.

We believe that our estimates in the consolidated financial statements are reasonable, and the
estimates are summarized as follows:

The management of the bank have used the following estimates:

Impairment provision for deferred sales and joint financing:

During the fiscal year ending on 31 December 2019, the bank deducted 10% until the first of May
2019 for the Investment Risk Fund (10% for the year ended 31 December 2018) the Central Bank
Circular issued on 27 June 2019 requiring the cancellation of Investment risk fund for Islamic
banks in light of the Banking Law No. (28) for the year 2008 and its amendments, and as of 1 May
2019 allocations are charged against the assets funded by unrestrected investment accounts
holders’ equity(including sales receivables and joint financing investment) on the profits of the
joint investment pool.

Where provisions for credit losses have been established in accordance with the International
Financial Reporting Standard No. (9) and in accordance with the instructions of the Central Bank
of Jordan, whichever is strictest.

+ Sukuk issued or guaranteed by the Jordanian government are excluded, so that credit exposures on
the Jordanian government and guranteed by it are addressed without credit losses.

When calculating credit losses against credit exposures, the calculation results are compared
according to the International Financial Reporting Standard No. (9) with the instructions of the
Central Bank of Jordan No. (47/2009) of 10 December 2009 for each stage separately which ever
is more strict is selected.




Decrease in the value of seized assets by the bank against debt:

Any impairment in their value is recorded as a loss in the consilidated statement of income and other
comperhansive income however, the increase in value is not recorded as revenue. Subsequent
increase is recorded in the consolidated statement of income and comprehensive income to the
extent that it does not exceed the value of the decrease that has been previously recorded. Also, from
the beginning of the year 2015, a progressive provision was recorded for the real estate acquired
against to the debts that have been in possession for more than 4 years, according to the Circular of
the Central Bank of Jordan No. 15/1/4076 dated on 27 March 2014 and No. 10/1/2510 dated on 14
February 2017. Noting that the Central Bank of Jordan issued Circular No. 10/1/13967 on 25 October
2018, in which they approved the extension of circular No. 10/1/16607 dated on 17 December 2017,
in which it confirmed deffering the calculation of the provision until the end of the year 2019. And
according to the circular Central Bank No. 10/1/16239 date on 21 November 2019 recognizing of the
required allocations against the properties acquired as (5%) of the total book values of these properties
(regardless of the duration of violation) starting from the year 2021 so that acheive the required
percentage amount (50%) of these properties with the end of the year 2029.

The productive lives of tangible assets and intangible assets:

The management periodically recalculates the useful lives of tangible assets and intangible
assets for the purpose of calculating annual depreciation and amortization based on the general
condition of these assets and estimated future useful lives. Moreover, impairment losses are
recognized in the consolidated statement of income and comprehensive income for the year.

Income tax provision:

The income tax expense is charged to its financial year according to the accounting regulations,
laws and standards. Deferred tax assets , liabilities, and required tax provison are recognized
and calculated.

Legal Provisions:

A provision is taken to meet any potential legal obligations based on the legal study prepared by
the Bank’s legal counsel and by the Bank’s legal department, which identifies the risks that may
arise in the future and reviews the study periodically.

Extension and termination options in lease contracts:

Extension and termination options are included in the number of leases. These conditions are
used to increase operational flexibility in contract management. Most extension and termination
options are exercisable by both the bank and the lessor.

When determining the duration of a lease, management takes into consideration all facts and
circumstances that create an economic incentive to exercise the option of extension or not to exercise
the option of termination. Extension options (or periods following termination options) are only
included in the term of the lease if the lease contract is reasonably confirmed to be extended (or not
terminated). An assessment is reviewed if an important event or a significant change occurs in the
circumstances affecting the valuation that are under the control of the lessee.
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Assets that are stated at cost:

The management periodically reviews financial assets stated at cost to assess any impairment in
their value, which is taken to the consolidated statement of income and comprehenisve income.

Provision for credit losses

Requires management to use significant judgments and estimates to estimate the amounts and
timing of future cash flows and to estimate the risks of an increase in credit risk for financial assets
after initial recognition and future measurement information for expected credit losses. The most
important policies and estimates used by the Bank’s management are detailed in Note (49).

Evaluation of business model

The classification and measurement of financial assets depends on the test results of the principal amount and
profit payment 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 asset, measure its performance and the risks that affect the performance of the asset and
how it is managed, and how the asset managers are compensated. The Bank monitors financial assets
measured at amortized cost or fair value through income - equity or fair value through the rights of the holders
of the joint investment that have been derecognised before maturity to understand the reasons for derecognition
and whether the reasons are consistent with the objective of the business being retained. The 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 inappropriate if there is a change in the business model and
therefore a future change is made in the classification of those assets.

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 of the significant change in credit risk that result in a change in
classification within the three stages (1, 2 and 3) are explained in detail in Note (49).

Establish groups of assets with similar credit risk characteristics

When the expected credit losses are measured on a cumulative basis, the financial instruments are grouped
on the basis of common risk characteristics (eg instrument type, credit risk, type of collateral, date of initial
recognition, remaining period of maturity, industry, geographical location of the customer, 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.
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Re-division 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), and therefore assets are
transferred from expected credit losses of between 12 months to the end or vice versa. This may
also occur in 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 the expected credit loss changes
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 (49). 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 finan