Ref:42/FD/2019
Date: 2019/3/24

To: Amman Stock Exchange

Subject: Annual Financial Statements for 2018
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Artached are the Arabic Financial Statements
of Arab Bank Group and Arab Bank p ¢ as of
31/12/2018 after being approved by Central
Bank of Jordan. Attached are also the English

copy of these financial statements.
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Building a better
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INDEPENDENT AUDITOR’S REPORT
To the Shareholders of Arab Bank Group
Amman - Jordan

Report on the Audit of the Consolidated Financial Statements

Opinion

We have audited the consolidated financial statements of Arab Bank Group (the “Group”) which
comprise the consolidated statement of financial position as at 31 December 2018, and the
consolidated statement of income, consolidated statement of comprehensive income,
consolidated statement of changes in equity and consolidated statement of cash flows 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 present fairly, in all material
respects, the financial position of the Group as at 31 December 2018, and its financial
performance and its cash fiows for the year then ended in accordance with International Financial
Reporting Standards (IFRSs).

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our
responsibilities under those standards, are further described in the Auditor's Responsibilities for
the Audit of the Consolidated Financial Statements section of our report. We are independent of
the Group in accordance with the International Ethics Standards Board for Accountants' Code of
Ethics for Professional Accountants (IESBA Code) together with the ethical requirements that are
relevant to our audit of the consolidated financial statements in Jordan, and we have fulfilled our
other ethical responsibilities in accordance with these requirements and the IESBA Code. We
believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our opinion.
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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 31 December 2018. 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 provided
in that context .

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

1. Inadequate allowances (ECL) for credit facilities
Refer to note (12) to the consolidated financial statements

Key audit matter: How the key audit matter was addressed in the
audit:

This is considered as a key audit matter as the _ . .
group exercises significant judgement to Our audit procedures included the follownng:

determine when and how much to record as ) ,
impairment. » We gained an understanding of the

Group's key credit processes comprising
granting and booking and tested the

Credit facilties form a major portion of the operating effectiveness of key controls

Group's assets, there is a risk that inappropriate over these processes.

impairment provisions are booked, whether from . _ )

the use of inaccurate underlying data, or the use » We read the Group's impairment

of unreasonable assumptions. Due to the provisioning policy and compared it with

significance of the judgments used in classifying the requirements of IFRS 9 as well as

credit facilities into various stages stipulated in relevant regulatory guidelines and

IFRS 9 and determining related provision pronouncements.

requirements, this audit area is considered a key

audit risk. e We assessed the Group’s expected credit
loss model, in particular focusing on its

As at 31 December 2018, the Group's gross credit alignment of the expected credit loss

facilities amounted to USD 25.8 billion and the model and its underlying methodology with

related impairment provisions amounted to USD the requirements of IFRS 9.

1.57 billion. The impairment provision policy is _

presented in the accounting policies in (4) to the e We examined a sample of exposures,

consolidated financial statements. assessed on an individual basis and
performed procedures to evaluate the
following:

o Appropriateness of the group's
staging.

o Appropriateness of detemining
Exposure at Default, including the
consideration of repayments in the
cash flows and the resultant
arithmetical calculations

o Appropriateness of the PD, EAD,
LGD and EIR used for different
exposures at different stages.

o Appropriateness of the intemal
rating and the  objectivity,
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competence and independence of
the experts involved in this exercise.

o Soundness and mathematical
integrity of the ECL Mode!.

o For exposures moved between
stages we have checked the
appropriateness of the Group's
determination of  significant
increase in credit risk and the
resultant basis for classification of
exposures into various stages. We
also checked the timely
identification of exposures with a
significant deterioration in credit
quality.

o For exposures determined to be
individually impaired we re-
preformed the ECL calculation we
also obtained an understanding of
the latest developments in the
counterparty’s situation of the latest
developments in estimate of future
cash flows, current financial position
any rescheduling or restructuring
agreements.

e Forforward looking assumptions used by the
Group in its Expected Credit Loss (“ECL")
calculations, we held discussions with
management and corroborated the
assumptions using publicly available
information.

e We assessed the financial statements
disclosures to ensure compliance with
IFRS 9. Refer to the accounting policies,
critical accounting estimates and judgments,
disclosures of credit facilities and on ECL in
notes (4), (5), (6) and (12) to the consolidated
financial statements.

2. Valuation of Unquoted Investments & Derivatives
Refer to notes (11) and (41) to the consolidated financial statements

Key audit matter:

The valuation of investments in private equities and
the valuation of derivatives are complex areas that
require the use of models and forecasting of future
cash flows including other factors to determine the
fair value of investments and derivatives. As at 31
December 2018, the unquoted equities, positive and
negative fair value of derivatives amounted to

USD 177 million, USD 64 million and USD 52 million,
respectively.

How the key audit matter was addressed in the
audit: '

Our audit procedures included, amongst others, an
assessment of the methodology and the
appropriateness of the valuation models and inputs
used to value the unquoted equities and derivatives.
As part of these audit procedures, we assessed the
reasonableness of key inputs used in the valuation
such as the expected cash flows, discount rate by
benchmarking them with external data.

Disclosures of unquoted investments and derivatives
are detailed in notes (11) and (41) to the consolidated
financial statements.
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Other information included in the Group’'s 2018 annual report.

Other information consists of the information included in the Bank’'s 2018 Annual Report other
than the consolidated financial statements and our auditor's report thereon. Management is
responsible for the other information. The Bank's 2018 Annual Report is expected to be made
available to us after the date of this auditor’s report.

Our opinion on the financial statements does not cover the other information and we will not
express any form of assurance conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read the other
information identified above when it becomes available and, in doing so, consider whether the
other information is materially inconsistent with the financial statements or our knowledge
obtained in the audit or otherwise appears to be materially misstated.

Responsibilities of Management and Those Charged with Governance for the Consolidated
Financial Statements

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

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

Those charged with governance are responsible for overseeing the Group's financial reporting
process.

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

Our objectives are to obtain reasonable assurance about whether the consolidated financial
statements as a whole are free from material misstatement, whether due to fraud or error, and to
issue an auditor’s report that includes our opinion.

Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted
in accordance with ISAs will always detect a material misstatement when it exists. Misstatements
can arise from fraud or error and are considered material if, individually or in the aggregate, they

could reasonably be expected to influence the economic decisions of users taken on the basis of
these consolidated financial statements.



EY

Building a better
working world

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

. Identify and assess the risks of material misstatement of the consolidated financial
statements, whether due to fraud or error, design and perform audit procedures responsive
to those risks, and obtain audit evidence that is sufficient and appropriate to provide a basis
for our opinion. The risk of not detecting a matenal 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.

« 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.

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

« Conclude on the appropriateness of management's use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material uncertainty exists
related to events or conditions that may cast significant doubt on the Group's ability to
continue as a going concern. |f we conclude that a material uncertainty exist, we are required
to draw attention in our auditor’s report to the related disclosures in the consolidated 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.

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

« Obtain sufficient appropriate audit evidence regarding the financial information of the entities
or business activities within the Group to express an opinion on the consolidated financial
statements. We are responsible for the direction, supervision and performance of the group
audit. We remain solely responsible for our audit opinion.

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

We also provide those charged with governance with a statement that we have complied with
relevant ethical requirements regarding independence, and to communicate with them all

relationships and other matters that may reasonably be thought to bear on our independence,
and where applicable, related safeguards.
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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.

Amman - Jordan
6 February 2019

ERNST & YOUNG
Amman - Jordan



ARAB BANK GROUP
CONSOLIDATED STATEMENT OF FINANCIAL POSITION
As AT 31 DECEMBER 2018

ASSETS

Cash and balances with central banks

Balances with banks and financial institutions
Deposits with banks and financial institutions
Financial assets at fair value through profit or loss
Financial derivatives - positive fair value

Direct credit facilities at amortized cost

Financial assets at fair value through other comprehensive income
Other financial assets at amortized cost
Investments in associates

Fixed assets

Other assets

Deferred tax assets

Total Assets

LIABILITIES AND SHAREHOLDERS' EQUITY

Banks' and financial institutions' deposits
Customers’ deposits

Cash margin

Financial derivatives - negative fair value
Borrowed funds

Provision for income tax

Other provisions

Other liabilities

Deferred tax liabilities

Total Liabilities

Share capital

Share premium

Statutory reserve

Voluntary reserve

General reserve

General banking risks reserve

Reserves with associates

Foreign currency translation reserve
Investments revaluation reserve

Retained earnings

Total Equity Attributable to the Shareholders of the Bank
Non-controlling interests

Total Shareholders' Equity

Total Liabilities and Shareholders' Equity

Notes 2018 2017

USD '000 USD '000
7 7,974,014 7,607,064
8 3,197,643 3,992,234
9 323,443 150,419
10 439,829 470,654
41 63,963 35,420
12 23,785,542 23,488,575
11 371,010 395,563
13 8,507,847 7,760,023
14 3,298,251 3,226,231
15 455,719 459,141
16 613,418 491,174
17 131,946 87,223
49,162,625 48,163,721
18 4,266,590 3,927,288
19 31,430,913 31,080,459
20 2,913,471 2,700,289
41 51,523 42,154
21 281,479 182,090
22 321,490 272,205
23 210,303 326,040
24 1,014,057 1,220,231
25 8,210 3,693
40,498,036 39,754,449
26 926,615 926,615
26 1,225,747 1,225,747
27 919,507 841,359
28 977,315 977,315
29 1,141,824 1,141,824
30 237,124 395,828
1,540,896 1,540,896
31 (264,651) (350,550)
32 (322,831) (313,438)
33 2,192,006 1,904,663
8,573,552 8,290,259
33 91,037 119,013
8,664,589 8,409,272
49,162,625 48,163,721

The accompanying notes from 1 to 60 are an integral part of these consolidated financial statements and should be

read with them



ARAB BANK GROUP
CONSOLIDATED STATEMENT OF INCOME
FOR THE YEAR ENDED 31 DECEMBER 2018

Notes 2018 2017
USD '000 USD '000

REVENUE
Interest income 34 2,206,996 1,984,069
Less: interest expense 35 916,059 797,507
Net Interest Income 1,290,937 1,186,562
Net commissions income 36 294 991 301,711
Net Interest and Commissions Income 1,585,928 1,488,273
Foreign exchange differences 115,713 84,665
Gain from financial assets at fair value through

profit or loss 37 3,153 ©,380
Dividends on fmanqal a_ssets at fair value through 11 7515 6.995

other comprehensive income
Group's share of profits of associates 14 370,903 350,278
Other revenue 38 49,837 48,408
Total Income 2,133,049 1,983,999
EXPENSES
Employees' expenses 39 513,166 459 957
Other expenses 40 297,554 267,445
Depreciation and amortization 15/16 57,263 56,546
Credit loss expense on financial assets 6 251,331 250,377
Other provisions 23 (5,237) 3,021
Total Expenses 1,114,077 1,037,346
Recovery (expense) of legal provision 325,000 (150,000)
Impairment of investment held for sale 14 (225,000) -
Profit for the Year Before Income Tax 1,118,972 796,653
Less: Income tax expense 22 298,428 263,690
Profit for the Year 820,544 532,963
Attributable to:
Bank's shareholders 820,649 521,961
Non-controlling interests 33 (105) 11,002
Total 820,544 532,963
Earnings per share attributable to the Bank's

shareholders
- Basic and diluted (US Dollars) 55 1.28 0.81

The accompanying notes from 1 to 60 are an integral part of these consolidated financial statements and should be
read with them



ARAB BANK GROUP
CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED 31 DECEMBER 2018

Profit for the year
Add: Other comprehensive income items - after tax

Items that will be subsequently transferred to the
consolidated statement of income

Exchange differences arising from the translation of
foreign operations

Items that will not be subsequently transferred to the
consolidated statement of income

Net change in fair value of financial assets at fair value
through other comprehensive income

Change in investment revaluation reserve

(Loss) gain from sale of financial assets at fair value through
other comprehensive income

Total other comprehensive income items - after tax

Total comprehensive income for the year

Attributable to:

- Bank's shareholders

- Non-controlling interests
Total

The accompanying notes from 1 to 60 are an integral part of these consolidated financial statements and should be

read with them

2018 2017

USD '000 USD '000
820,544 532,963
72,009 45,676
(12,332) (43,585)
(10,374) (46,209)
(1,958) 2,624
59,677 2,091
880,221 535,054
895,196 530,935
(14,975) 4,119
880,221 535,054



ARAB BANK GROUP
CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY
FOR THE YEAR ENDED 31 DECEMBER 2018

General Foreign Total Equity
Banking Reserves Currency investments Attributable to the Total
Share Share Statutory Voluntary General Risks with Translation Revaluation Retained Shareholders of Non-Controlling  Shareholders’
Notes Capital Premium Reserve Reserve Reserve Reserve associates Reserve Reserve Eamings the Bank interests Equity
USD '000 USD '000 USD '000 USD '000 USD '000 USD '000 USD '000 USD '000 USD ‘000 USD '000 USD '000 USD '000 USD '000
2018-
Balance at the beginning of the year 926,615 1,225,747 841,359 977,315 1,141,824 395,828 1,540,896 (350,550) (313,438) 1,904,663 8,290,259 119,013 8,409,272
Effect of IFRS (9) adoption - - - - - - - - - (164,205) (164,205) (8,241) (172,446)
Amended balance at the beginning of the year 926,615 1,225,747 841,359 977,315 1,141,824 395,828 1,540,896 (350,550) (313,438) 1,740,458 8,126,054 110,772 8,236,826
Profit for the year - - - - - - - - - 820,649 820,649 (105) 820,544
Other comprehensive income for the year - - - - - - - 85,899 (11,352) - 74,547 (14,870) 59,677
Total comprehensive income for the year - - - - - - - 85,899 (11,352) 820,649 895,196 (14,975) 880,221
Transferred to statutory reserve - - 78,148 - - - - - - (78,148) - - -
Transferred from general banking risk reserve* - - - - - (158,704) - - - 158,704 - - -
Investments revaluation reserve transferred to -
retained eamings i ) i i ) i i 1,959 (1,859) ) i )
Investments revaluation reserve transferred to ) ) ) N : ) - 3 . ) ) (1) (1)
non-controlling interests

Dividends paid 33 - - - - - - - - - (368,911) (368,911) (4,759) (373,670)
Changes in associates equity** - - - - - - - - - (82,038) (82,038) - (82,038)
Adjustments during the year - - - - - - - - - 3,251 3,251 - 3,251
Balance at the end of the year 926,615 1,225,747 919,507 977,315 1,141,824 237,124 1,540,896 (264,651) (322,831) 2,192,006 8,573,552 91,037 8,664,589
2017-
Balance at the beginning of the year 926,615 1,225,747 798,443 977,315 1,141,824 363,458 1,540,896 (402,682) (267,672) 1,738,225 8,042,169 122,367 8,164,536
Profit for the year - - - - - - - - - 521,961 521,961 11,002 532,963
Other comprehensive income for the year - - - - - - - 52,132 (43,158) - 8,974 (6,883) 2,091
Total comprehensive income for the year - - - - - - - 52,132 (43,158) 521,961 530,935 4119 535,054
Transferred to statutory reserve - - 42916 - - - - - - (42,916) - - -
Transferred to general banking risk reserve - - - - - 32,370 - - - (32,370) - - -
Investment revaluation reserve transferred to
retained eamings - - - - - - - - (2,608) 2,608 ) ) i
investment revaluation reserve transferred to non- 16 16
controlling interests - - - - - - - - ) (16) (16)
Dividends paid 33 - - - - - - - - - (278,182) (278,182) (5,105) (283,287)
Adjustments during the year - - - - - - - - - (4,663) (4,663) (2,352) (7,015)
Balance at the end of the year 926,615 1,225,747 841,359 977,315 1,141,824 395,828 1,540,896 (350,550) (313,438) 1,904,663 8,290,259 119,013 8,409,272

-  Theretained earnings include restricted deferred tax assets in the amount of USD 131.9 million. Restricted retained earnings that cannot be distributed or otherwise utilized except only under certain circumstances as
a result of the adoption of certain Accounting Standards amounted to USD 2.8 million as of 31 December 2018.

- The Bank cannot use a restricted amount of USD 322.8 million which represents the negative investments revaluation reserve in accordance with the instructions of the Jordan Securities Commission and Central Bank
of Jordan as of 31 December 2018.

*  The Central Bank of Jordan issued a new regulations No. 13/2018 dated 6 June 2018, in which it requested the transfer of the general banking risk reserve balance (calculated in accordance with the Central Bank of
Jordan’s regulations) to the retained earnings to offset the effect of IFRS 9 on the opening balance of the retained earnings account as of 1 January 2018. The regulations also instructs that the balance of the general
banking risk reserve should be restricted and may not be distributed as dividends to the shareholders or used for any other purposes without prior approval from the Central Bank of Jordan.

**  Changes in associates equity represents the Group's share from the changes in the associates’ equities which resulted mainly from the adoption of IFRS 9.

The accompanying notes from 1 to 60 are an integral part of these consolidated financial statements and should be read with them



ARAB BANK GROUP
CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 DECEMBER 2018

c ACTIVITIE
Profit for the year before income tax

Adjustments for:

Depreciation

Credit loss expense on financial assets

Net accrued interest

Gain from sale of fixed assets

Amortization of intangible assets

Loss (gain) from revaluation of financial assets at fair value through profit or loss
Dividends from financial assets at fair value through other comprehensive income
Group's share of profits of associates

(Recovery) expense of legal provision

Impairment of investment held for sale

Other provisions

Total

(Increase) decrease in assets:

Balances with central banks (maturing after 3 months)

Deposits with banks and financial institutions (maturing after 3 months)
Direct credit facilities at amortized cost

Financial assets at fair value through profit and loss

Other assets and financial derivatives

l (d \ in liabilities:

Bank and financial institutions deposits (maturing after 3 months)
Customers' deposits

Cash margin

Other liabilities and financial derivatives

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

Income tax paid

Net cash from (used in) operating activities

CASH FLOWS FROM INVESTING ACTIVITIES

Sale of financial assets at fair value through other comprehensive income
(Purchase) maturity of other financial assets at amortized cost

Investments in associates

Dividends received from associates

Dividends from financial assets at fair value through other comprehensive income
(Purchase) of fixed assets

Proceeds from selling fixed assets - net

(Purchase) of intangible assets

Net cash (used in) from investing activities

CASH FLOWS FROM FINANCING ACTIVITIES

Borrowed funds

Dividends paid to shareholders

Dividends paid to non-controlling interests

Net cash used in financing activities

Net decrease in cash and cash equivalents

Exchange differences - change in foreign exchange rates
Cash and cash equivalent at the beginning of the year
Cash and Cash Equivalent at the end of the year
Operational cash flows from interest

Interest paid

Interest received

Notes 2018 2017
USD '000 USD '000

1,118,972 796,653
15 48,153 48,962
6 251,331 250,377
656 36,578
(645) (1,324)
16 9,110 7,584
37 46 (1,477)
11 (7,515) (6,995)
14 (370,903) (350,278)
(325,000) 150,000

225,000 -
(5,237) 3,021
943,968 933,101
(13,755) (25,000)
624,450 25,699
(650,374) (1,840,831)
30,779 229,339
(9,317) (9,395)
(10,268) 36,632
350,454 (1,693)
213,182 138,863
(390,315) 46,327
1,088,804 (466,958)
22 (265,372) (240,453)
823,432 (707,411)
13,200 32,191
(770,512) (119,068)
14 (2,165) (2,724)
14 192,170 169,470
11 7,515 6,995
15 (62,118) (51,168)
6,584 11,018
(9,220) (11,982)
(624,546) 34,732
99,389 (89,095)
(366,940) (280,136)
(4,759) (5,105)
(272,310) (374,336)
(73,424) (1,047,015)
85,899 52,132
7,354,955 8,349,838
57 7,367,430 7.354,955
889,608 765,116
2,181,201 1,988,256

The accompanying notes from 1 to 60 are an integral part of these consolidated financial statements and

should be read with them



ARAB BANK GROUP
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 DECEMBER 2018

1. GENERAL

Arab Bank was established in 1930, and is registered as a Jordanian public shareholding limited
company. The Head Office of the Bank is domiciled in Amman — Hashemite Kingdom of Jordan
and the Bank operates worldwide through its 78 branches in Jordan and 126 branches abroad.
Also, the Bank operates through its subsidiaries and Arab Bank (Switzerland).

Arab Bank PLC shares are traded on Amman Stock Exchange. The shareholders of Arab Bank
PLC are the same shareholders of Arab Bank Switzerland (every 18 shares of Arab Bank PLC
equal/ traded for 1 share of Arab Bank Switzerland).

The accompanying consolidated financial statements were approved by the Board of Directors in
its meeting number (1) on 31 January 2019 and are subject to the approval of the General
Assembly and the Central Bank of Jordan.

2. (A) BAsIS OF PREPARATION

The accompanying consolidated financial statements are prepared in accordance with
International Financial Reporting Standards issued by the International Accounting Standards
Board and the Interpretations issued by the International Financial Reporting Interpretations
Committee, the prevailing rules in the countries where the Group operates and the instructions of
the Central Bank of Jordan.

The consolidated financial statements are prepared in accordance with the historical cost principle,
except for some of the financial assets and financial liabilities which are stated at fair value as of
the date of the consolidated financial statements.

The consolidated financial statements have been presented in US Dollars (USD) being the
functional and presentation currency of the Group.



ARAB BANK GROUP
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 DECEMBER 2018

2. (B) BASIS OF CONSOLIDATION

The accompanying consolidated financial statements of Arab Bank Group, presented in US
dollars, comprise the financial statements of Arab Bank plc, Arab Bank Switzerland (Limited) and
the following key subsidiaries:

Percentage of Date of Place of Paid-up
Company Name ownership (%) Acquisition Principal Activity Incorporation Capital
2018 2017
Europe Arab Bank pic 100.00 100.00 2006 Banking United Kingdom € 570m
Arab Bank Australia Limited 100.00 100.00 1994 Banking Australia AUD 94.3m
Islamic International Arab Bank plc 100.00 100.00 1997 Banking Jordan JD 100m
Arab National Leasing Company L.L.C. 100.00 100.00 1996 Financial
Leasing Jordan JD 50m
Al-Arabi Investment Group L.L.C. 100.00 100.00 1996 Brokerage and
Financial Services Jordan JD 14m
Arab Sudanese Bank Limited 100.00 100.00 2008 Banking Sudan SDG 117.5m
Al Arabi Investment Group - Palestine 100.00 100.00 2009 Brokerage and
Financial Services Palestine JD 1.7m
Arab Tunisian Bank 64.24 64.24 1982 Banking Tunisia TND 100m
Arab Bank Syria 51.29 51.29 2005 Banking Syria SYP 5.05b
Al Nisr Al Arabi Insurance Company PLC 50.00 50.00 2006 Insurance Jordan JD 10m

The consolidated financial statements comprise the financial statements of the Bank and its
subsidiaries where the Bank holds control over the subsidiaries. The control exists when the Bank
controls the subsidiaries significant and relevant activities and is exposed, or has rights, to variable
returns from its involvement with the subsidiaries and has the ability to affect those returns through
its power over the subsidiaries.

The financial statements of subsidiaries are prepared using the same accounting policies used by
the Group. When necessary, adjustments are made to the financial statements of subsidiaries to
bring their accounting policies into line with those used by the Group.

The results of operations of subsidiaries are included in the consolidated statement of income
effective from the acquisition date, which is the date of transfer of control over the subsidiary by
the Group. The results of operations of subsidiaries disposed are included in the consolidated
statement of income up to the effective date of disposal, which is the date of loss of control over
the subsidiary.



ARAB BANK GROUP
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 DECEMBER 2018

Upon consolidation, inter-group transactions and balances between Arab Bank pic, Arab Bank
(Switzerland) Limited and other subsidiaries are eliminated. Non-controlling interests (the interest
not owned by the Group in the equity of subsidiaries) are stated separately within shareholders'
equity in the consolidated statement of financial position.

The acquisition method is used for all adjustments completed on the business combinations, the
costs of these business combination are measured at total fair value of assets of which were
waived, either being cash paid or other assets and the obligations incurred at the date of exchange.
All costs associated with the business combinations must be expensed in the consolidated
statement of income and are not considered as a part of the acquisition cost.

3. CHANGES IN ACCOUNTING POLICIES

The accounting policies adopted in the preparation of the consolidated financial statements are
consistent with those adopted for the year ended 31 December 2017, except for the adoption of
new standards and amendments effective as of 1 January 2018:

IFRS 9 Financial Instruments

The Group has not restated comparative information for 2017 for consolidated financial instruments
in the scope of IFRS 9. Therefore, the comparative information for 2017 is reported under IAS 39
and is not comparable to the information presented for 2018. Differences arising from the adoption
of IFRS 9 have been recognized directly in retained earnings as of 1 January 2018.

Changes to _classification and measurement

To determine their classification and measurement category, IFRS 9 requires all financial assets,
except equity instruments and derivatives, to be assessed based on a combination of the entity’s
business model for managing the assets and the instruments’ contractual cash flow characteristics.

The IAS 39 measurement categories of financial assets (fair value through profit or loss (FVTPL),
available for sale (AFS), held-to-maturity and amortized cost) have been replaced by:

* Debt instruments at amortized cost

» Debtinstruments at fair value through other comprehensive income (FVOCI), with gains or
losses recycled to profit or loss on derecognition

« Equity instruments at FVOCI, with no recycling of gains or losses or profit or loss on
derecognition

* Financial assets at FVTPL



ARAB BANK GROUP
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 DECEMBER 2018

The accounting for financial liabilities remains largely the same as it was under IAS 39, except for
the treatment of gains or losses arising from an entity’s own credit risk relating to liabilities
designated at FVTPL. Such movements are presented in OCI with no subsequent reclassification
to the consolidated statement of income.

Under IFRS 9, embedded derivatives are no longer separated from a host financial asset. Instead,
financial assets are classified based on the business model and their contractual terms.The
accounting for derivatives embedded in financial liabilities and in non-financial host contracts has
not changed.

Changes to the impairment calculation

The adoption of IFRS 9 has fundamentally changed the Group’s accounting for loan loss
impairments by replacing IAS 39’s incurred loss approach with a forward-looking expected credit
loss (ECL) approach. IFRS 9 requires the Group to record an allowance for ECLs for all loans and
other debt financial assets not held at FVTPL, together with loan commitments and financial
guarantee contracts. The allowance is based on the ECLs associated with the probability of default
in the next twelve months unless there has been a significant increase in credit risk since
origination.

The impact of this change in accounting policies as at 1 January 2018 has been to decrease
shareholders' equity by USD 172 million as follows:

Retained
Effect of implementing the new expected credit loss model: earnings
USD '000
Due from banks and central banks 6,096
Financial assets at amortized cost 25,000
Direct credit facilities at amortized cost 121,539
Indirect credit facilities 42 855
Deferred taxes (23,044)
Total 172,446
Attributable to:
Bank’s Shareholders 164,205
Non-controlling interests 8,241
172,446




ARAB BANK GROUP
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 DECEMBER 2018

Changes in financial assets balances are as follows:

Amount as of
Amount as 1 January
of 31 Expected 2018 after
December Reclassified Credit effect of IFRS

Item 2017 amount Losses * (9) adoption
USD ‘000 USsD ‘000 USD ‘000 USD ‘000
Cash and balances with central banks 7,607,064 - (2,560) 7,604,504
Balances and deposits with banks and financial institutions 4,142,653 - (3,536) 4,139,117
Financial assets at fair value through profit or loss 470,654 17,693 - 488,347
Financial assets at fair value through other comprehensive income 395,563 - - 395,563
Direct credit facilities at amortized cost 23,488,573 (121,539) 23,367,036
Debt instruments included in financial assets at amortized cost 7,760,023 (17,693) (25,000) 7,717,330
Transferred to financial assets at fair value through profit or loss - (17,693) - -
Total indirect facilities 18,892,135 - (42,855) 18,849,280

* The expected credit losses are calculated for each item after stage classification at year-end.

The beginning balance for the provisions amount after the effect of IFRS (9) adoption:

Current
provision Differences Balance in

amount as of 31 resulting from accordance with

Item December 2017 recalculation IFRS (9)

UsD ‘000 UsSD ‘000 USD ‘000
Balances with central banks - 2,560 2,560
Balances and deposits with banks and financial institutions - 3,536 3,536
Direct credit facilities at amortized cost 1,271,375 121,539 1,392,914
Debt instruments included in financial assets at amortized cost 28,028 25,000 53,028
Total indirect facilities - 42,855 42,855



ARAB BANK GROUP

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

31 DECEMBER 2018

Expected credit losses as of 1 January 2018 per stage is as follows:

Stage 1 Stage 2
Individual Collective Individual Collective Stage 3 Total
USD ‘000 UsD ‘000 USD ‘000 UsD ‘000 USD ‘000 USD ‘000
Balances with central banks 2,560 - 2,560
Balances and deposits with banks and financial institutions 3,536 - - - 3,536
Direct credit facilities at amortized cost 65,636 20,025 294,530 2673 1,010,050 1,392,914
Debt instruments included in financial assets at amortized cost 17,763 21,026 14,239 53,028
Total indirect facilities 27,330 14,641 884 42,855
Expected credit losses as of 31 December 2018 per stage is as follows:
Stage 1 Stage 2
Individual Collective Individual Collective Stage 3 Total
USD ‘000 USD ‘000 UsD ‘000 USD ‘000 USD ‘000 USD ‘000
Balances with central banks 1,746 1,746
Balances and deposits with banks and financial institutions 4,067 4,067
Direct credit facilities at amortized cost 72,310 14,125 296,195 6,354 1,184,949 1,673,933

Debt instruments included in financial assets at amortized cost 18,175 17,565

Total indirect facilities 35,481 30,398

4,776

11,479

40,516

77,358

IFRS 15 Revenue from Contracts with Customers

IFRS 15 supersedes IAS 11 Construction Contracts, IAS 18 Revenue and related Interpretations
and it applies to all revenue arising from contracts with customers, unless those contracts are in
the scope of other standards. The new standard establishes a five-step model to account for
revenue arising from contracts with customers. Under IFRS 15, revenue is recognised at an
amount that reflects the consideration to which an entity expects to be entitled in exchange for
transferring goods or services to a customer.

The standard requires entities to exercise judgement, taking into consideration all of the relevant
facts and circumstances when applying each step of the model to contracts with their customers.
The standard also specifies the accounting for the incremental costs of obtaining a contract and
the costs directly related to fulfilling a contract.

The Group assessed that the impact of IFRS 15 is not material on the consolidated financial
statements of the Group.

IFRIC Interpretation 22 Foreign Currency Transactions and Advance Considerations

The Interpretation clarifies that, in determining the spot exchange rate to use on initial recognition
of the related asset, expense or income (or part of it) on the derecognition of a non-monetary asset
or non-monetary liability relating to advance consideration, the date of the transaction is the date
on which an entity initially recognises the non-monetary asset or non-monetary liability arising from
the advance consideration. If there are muitiple payments or receipts in advance, then the entity
must determine a date of the transactions for each payment or receipt of advance consideration.

This Interpretation does not have any impact on the Group’s consolidated financial statements.

6-



ARAB BANK GROUP
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 DECEMBER 2018

Amendments to IAS 40 Transfers of Investment Property

The amendments clarify when an entity should transfer property, including property under
construction or development into, or out of investment property. The amendments state that a
change in use occurs when the property meets, or ceases to meet, the definition of investment
property and there is evidence of the change in use. A mere change in management’s intentions
for the use of a property does not provide evidence of a change in use.

These amendments do not have any impact on the Group’s consolidated financial statements.

Amendments to IFRS 2 Classification and Measurement of Share-based Payment
Transactions

The IASB issued amendments to IFRS 2 Share-based Payment that address three main areas:
the effects of vesting conditions on the measurement of a cash-settled share-based payment
transaction; the classification of a share-based payment transaction with net settlement features
for withholding tax obligations; and accounting where a modification to the terms and conditions of
a share-based payment transaction changes its classification from cash settled to equity settled.
On adoption, entities are required to apply the amendments without restating prior periods, but
retrospective application is permitted if elected for all three amendments and other criteria are met.

These amendments do not have any impact on the Group’s consolidated financial statements.

Amendments to IAS 28 Investments in Associates and Joint Ventures - Clarification that
measuring investees at fair value through profit or loss is an investment-by-investment
choice

The amendments clarify that an entity that is a venture capital organisation, or other qualifying
entity, may elect, at initial recognition on an investment-by-investment basis, to measure its
investments in associates and joint ventures at fair value through profit or loss. If an entity, that is
not itself an investment entity, has an interest in an associate or joint venture that is an investment
entity, the entity may, when applying the equity method, elect to retain the fair value measurement
applied by that investment entity associate or joint venture to the investment entity associate’s or
joint venture’s interests in subsidiaries. This election is made separately for each investment entity
associate or joint venture, at the later of the date on which: (a) the investment entity associate or
joint venture is initially recognised; (b) the associate or joint venture becomes an investment entity;
and (c) the investment entity associate or joint venture first becomes a parent.

These amendments do not have any impact on the Group’s consolidated financial statements.



ARAB BANK GROUP
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 DECEMBER 2018

4.  SIGNIFICANT ACCOUNTING POLICIES
Recognition of Interest Income

The effective interest rate method

Interest income is recorded using the effective interest rate (EIR) method for all financial
instruments measured at amortized cost, financial instruments designated at FVTPL. Interest
income on interest bearing financial assets measured at FVOCI under IFRS 9. The EIR is the rate
that exactly discounts estimated future cash receipts through the expected life of the financial
instrument or, when appropriate, a shorter period, to the net carrying amount of the financial asset.

The EIR (and therefore, the amortized cost of the asset) is calculated by taking into account any
discount or premium on acquisition, fees and costs that are an integral part of the EIR. The Group
recognizes interest income using a rate of retum that represents the best estimate of a constant
rate of return over the expected life of the loan. Hence, it recognizes the effect of potentially different
interest rates charged at various stages, and other characteristics of the product life cycle (including
prepayments, penalty interest and charges).

If expectations regarding the cash flows on the financial asset are revised for reasons other than
credit risk. The adjustment is booked as a positive or negative adjustment to the carrying amount
of the asset in the consolidated statement of financial position with an increase or reduction in
interest income. The adjustment is subsequently amortized through interest and similar income in
the consolidated statement of income.

Interest and similar income and expense

For all financial instruments measured at amortized cost, financial instruments designated at
FVOCI and FVTPL, interest income or expense is recorded using the EIR. The calculation takes
into account all of the contractual terms of the financial instrument (for example, prepayment
options) and includes any fees or incremental costs that are directly attributable to the instrument
and are an integral part of the EIR, but not future credit losses.

When the recorded value of a financial asset or a group of similar financial assets has been reduced
by an impairment loss, interest income continues to be recognized using the rate of interest used
to discount the future cash flows for the purpose of measuring the impairment loss.

The Bank also holds investments in assets of countries with negative interest rates. The Bank
discloses interest paid on these assets as interest expense.



ARAB BANK GROUP
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 DECEMBER 2018

Fee and commission income

Fee income can be divided into the following two categories:

A. Fee income earned from services that are provided over a certain period of time

Fees earned for the provision of services over a period of time are accrued over that period. These
fees include commission income and private wealth and asset management fees, custody and
other management fees.

B. Fee income forming an integral part of the corresponding financial instrument

Fees that the Bank considers to be an integral part of the corresponding financial instruments
include:

loan origination fees, loan commitment fees for loans that are likely to be drawn down and other
credit

related fees.

Financial Instruments - Initial Recognition

Date of recognition

Financial assets and liabilities, with the exception of loans and advances to customers and
balances due to customers, are initially recognized on the trade date, i.e., the date that the Group
becomes a party to the contractual provisions of the instrument. This includes regular way trades:
purchases or sales of financial assets that require delivery of assets within the time frame generally
established by regulation or convention in the market place. Loans and advances to customers
are recognized when funds are transferred to the customers’ accounts. The Group recognizes
balances due to customers when funds are transferred to the Group.

Initial measurement of financial instruments

The classification of financial instruments at initial recognition depends on their contractual terms
and the business model for managing the instruments. Financial instruments are initially measured
at their fair value, except in the case of financial assets and financial liabilities recorded at FVTPL,
transaction costs are added to, or subtracted from, this amount. Trade receivables are measured
at the transaction price. When the fair value of financial instruments at initial recognition differs
from the transaction price, the Group accounts for the Day 1 profit or loss, as described below.



ARAB BANK GROUP
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 DECEMBER 2018

Day 1 profit or loss

When the transaction price of the instrument differs from the fair value at origination and the fair
value is based on a valuation technique using only inputs observable in market transactions, the
Group recognizes the difference between the transaction price and fair value in net trading income.
In those cases where fair value is based on models for which some of the inputs are not
observable, the difference between the transaction price and the fair value is deferred and is only
recognized in profit or loss when the inputs become observable, or when the instrument is
derecognized.

Measurement categories of financial assets and liabilities

The Group classifies its financial assets (Debt Instruments) based on the business model for
managing the assets and the asset’s contractual terms, measured at either:

+  Amortized cost
«  FVOCI
- FVTPL

The Group classifies and measures its derivative and trading portfolio at FVTPL. The Group may
designate financial instruments at FVTPL, if so doing eliminates or significantly reduces
measurement or recognition inconsistencies.

Financial liabilities, other than loan commitments and financial guarantees, are measured at
amortized cost or at FVTPL when they are held for trading and derivative instruments or the fair
value designation is applied.

Financial Assets and Liabilities

Due from banks, loans and advances to customers and financial investments at amortized cost

Before 1 January 2018, due from banks and loans and advances to customers, included non-
derivative financial assets with fixed or determinable payments that were not quoted in an active
market, other than those:

» That the Group intended to sell immediately or in the near term

» That the Group, upon initial recognition, designated as at FVTPL or as available-for-sale

» For which the Group may not recover substantially all of its initial investment, other than
because of credit deterioration, which were designated as available-for-sale.

-10-
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From 1 January 2018, the Group only measures due from banks, loans and advances to customers
and other f