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Ref: 3300/ 143 /2018

Date: 31/10/2018

Jordan Securities Commission
Amman Stock Exchange

Subiject: Quarterly Report as of
30/09/2018

Attached the Quarterly Report of
Bank Al Etihad as of 30/09/2018.

Best Regards,,,

Nadia Al Saeed
Chief Executive Officer
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Review Report

AM/ 010932

To the Chairman and the Members of the Board of Directors

Bank Al Etihad
(A Public Shareholding Company)
Amman — Hashemite Kingdom of Jordan

Introduction
We have reviewed the accompanying condensed consolidated interim statement of

financial position of Bank Al Etihad (a Public Shareholding Company) as of September
30, 2018 and the related condensed consolidated interim statements of income and
comprehensive income, changes in owners’ equity and cash flows for the nine-month
period then ended, and a summary of significant accounting policies and other
explanatory notes. Management is responsible for preparation and fair presentation of
this condensed interim financial information in accordance with IAS (34). Our
responsibility is to express a conclusion on these condensed consolidated interim

financial statements based on our review.

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

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

Accordingly, we do not express an audit opinion.

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

the accompanying condensed consolidated interim financial information is not prepared,
in all material respects, in accordance with amended International Accounting Standard

(34) relating to interim financial reporting.

Other Matters
1.  The fiscal year of the Bank ends on December 31, of each year, the accompanying

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

2. The accompanying condensed interim financial statements are a translation of the
statutory condensed interim financial statements in the Arabic language to which

reference should be made.

{5 i,"}zlg{'-"]-‘?.,_, 1LY Il =

1 {IVl.c. )

Amman - Hashemite Kingdom of Jordan A R
October 30, 2018 u&/ B
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BANK AL ETIHAD
(PUBLIC SHAREHOLDING COMPANY)

AMMAN - HASHEMITE KINGDOM OF JORDAN

CONDENSED CONSOLIDATED INTERIM STATEMENT OF FINANCIAL POSITION

Assets:
Cash and balances at central bank

Balances at banks and financial institutions
Deposits.at banks and financial institutions
Financial assets at fair value through profit or loss

Direct credit and financing facilities - net

September 30, 2018
(Reviewed

December 31,

Financial assets at fair value through other comprehensive income

Financial assets at amortized cost
Investment in an associate
Property and equipment - net
Deferred tax assets

Intangible assets - net

Other assets
TOTAL ASSETS

LIABILITIES AND QWNERS' EQUITY
LIABILITIES:
Banks and financial institutions deposits

Customers deposits
Cash margins
Borrowed funds
Sundry provisions
Provision for income tax
Other liabilities

TOTAL LIABILITIES

OWNERS' EQUITY:

Paid-up capital

Share premium

Statutory reserve

Voluntary reserve

General banking risks reserve
Fair value reserve - net
Retained earnings

Income for the period

TOTAL EQUITY - BANK'S SHAREHOLDERS

Non-controlling interest

TOTAL OWNERS' EQUITY

TOTAL LIABILITIES AND OWNERS' EQUITY

Note Not Audited) 2017
D D
5 284,192,633 338,311,743
6 301,336,635 326,075,874
7 6,145,567 8,325,098
8 13,750,320 7,509,280
9 2,204,860,006 2,084,327,989
10 27,988,655 30,877,736
11 734,852,898 617,696,128
376,618 377,262
74,332,006 70,968,060
10,667,693 4,559,081
21,415,635 20,945,239
12 73,689,204 62,301,763
3,753,607,870 3,572,275,253
94,637,590 58,873,920
13 2,911,186,780 2,691,335,921
133,886,604 210,088,710
85,489,724 88,211,995
640,595 234,615
14 11,173,256 14,773,872
15 61,733,203 50,245,187
3,298,747,752 3,113,764,220
26 160,000,000 160,000,000
26 80,213,173 80,213,173
27 42,668,849 42,668,849
27 29,271,414 29,271,414
= 14,034,670
17 (626,984) 1,191,589
16 29,592,965 43,243,353
24,691,288 =
365,810,705 370,623,048
89,049,413 87,887,985
454,860,118 458,511,033

3,753,607,870

3,572,275,253

THE ACCOMPANYING NOTES FROM (1) TO (31) CONSTITUTE AN INTEGRAL PART OF THESE CONDENSED

CONSOLIDATED INTERIM FINANCIAL STATEMENTS AND SHOULD BEREAD WITH
THEM AND WITH THE ACCOMPANYING REVIEW REPORT.

Chairman of the Board of Directors

Chief Executive Officer




BANK AL ETIHAD

(PUBLIC SHAREHOLDING COMPANY)

AMMAN - HASHEMITE KINGDOM OF JORDAN
CONDENSED CONSOLIDATED INTERIM STATEMENT OF INCOME

(REVIEWED NOT AUDITED)

THE ACCOMPANYING NOTES FROM (1) TC (31) CONSTITUTE AN INTEGRAL PART OF THESE CONDENSED

For the Three Months
Ended September 30,

For the Nine Months
Ended September 30,

Note 2018 2017 2018 2017
Byl D pls) Pl
Interest income and returns 54,975,145 46,608,729 157,393,058 135,376,948
Interest expense 23,028,769 18,579,299 65,455,296 52,219,220
Net Interest Income and returns 31,946,376 28,030,430 91,937,762 83,157,728
Net commission income 5,422,923 5,849,921 16,628,910 15,972,594
Net Interest and Commission Income and returns 37,369,299 33,880,351 108,566,672 99,130,322
Foreign currency income 1,429,093 1,523,438 4,047,375 3,906,148
Galn from financial assets at fair value through profit or loss 18 (961,721) (98,236) 137,634 2,515,881
Losses from financial assets at amortized costs (4,930) - (4,930) =
Dividends from financial assets at fair value
through other comprehensive income 20 2,593 - 1,026,133 938,772
Other income 347,707 523,882 1,086,076 1,020,333
Gross Income 38,182,041 35,825,435 114,858,960 107,511,456
Expenses:
Employees expenses 10,701,824 9,973,888 31,822,182 29,357,699
Depreciation and amortization 2,736,040 2,205,305 7,949,338 6,995,318
Other expenses 7,115,977 6,347,899 21,133,667 19,386,471
Provision for expected credit loss provision 19 2,056,997 6,193,157 9,464,931 17,376,205
Provision for impairment In foreclosed assets - 449,122 - 997,820
Sundry provisions 300,000 - 407,480 47,996
Total Expenses 22,910,838 25,169,371 70,777,598 74,161,509
Operating profit 15,271,203 10,660,064 44,081,362 33,349,947
Bank's share of profit from investments in associate - - 8,356 16,900
Income for the Period before Income Tax Expense 15,271,203 10,660,064 44,089,718 33,366,847
Income tax expense 14 5,530,351 3,452,647 15,521,025 10,971,985
Income for the Period 9,740,852 7,207,417 28,568,693 22,394,862
Attributed to:
Bank's Shareholders 8,429,219 6,225,625 24,691,288 19,975,719
Non-Controlling Interest 1,311,633 981,792 3,877,405 2,419,143
9,740,852 7,207,417 28,568,693 22,394,862
Earnings per Share for the Period Attributable to
the Bank's Shareholders For period 21 0.053 0.039 0.154 0.136

CONSOLIDATED INTERIM FINANCIAL STATEMENTS AND SHOULD BEREAD WITH

THEM AND WITH THE ACCOMPANYING REVIEW REPORT,

Chairman of the Board of Directors

Chief Executive Officer




BANK AL ETIHAD

{PUBLIC SHAREHOLDING COMPANY)
AMMAN - HASHEMITE KINGDOM OF JORDAN
CONDENSED CONSOLIDATED INTERIM STATEMENT OF COMPREHENSIVE INCOME

(REVIEWED NOT AUDITED)

Income for the Period

Add other comprehensive income items not subsequently transferable

to condensed interim consolidated statement of income:

Unrealized valuation losses for financial assets at fair value through
other comprehensive income

Total Comprehensive Income for the Period

Total Comprehensive Income for the Period Attributed to:

Bank's shareholders

Non-controlling interest

THE ACCOMPANYING NOTES FROM (1) TO (31) CONSTITUTE AN INTEGRAL PART OF THESE CONDENSED

For the Three Months
Ended September 30,

For the Nine Months
Ended September 30,

2018 2017 2018 2017
D B[s) 3] 1D
9,740,852 7,207,417 28,568,693 22,394,862
(718,248) (281,623) (1,988,402) (1,745,912)
9,022,604 6,925,794 26,580,291 20,648,950
7,711,281 5,943,913 22,705,562 18,229,718
1,311,323 981,881 3,874,729 2,419,232
9,022,604 6,925,794 26,580,291 20,648,950

CONSOLIDATED INTERIM FINANCIAL STATEMENTS AND SHOULD BEREAD WITH
THEM AND WITH THE ACCOMPANYING REVIEW REPORT.
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BANK AL ETIHAD

(PUBLIC SHAREHOLDING COMPANY)

AMMAN - HASHEMITE KINGDOM OF JORDAN

CONDENSED CONSOLIDATED INTERIM STATEMENT OF CASH FLOWS

(REVIEWED NOT AUDITED)
For the Nine Months
Ended September 30,
Note 2018 2017

Cash flow from operating activities D D
Income for the period before income tax 44,089,718 33,366,847
Adjustments:
Depreciation and amortization 7,949,338 6,995,318
Expected credit loss i9 9,464,931 17,376,205
Unrealized Loss (gain) from financial assets valuation 18 517,912 (154,320)
Loss from sale of property and equipment 43,779 68,762
Sundry provisions 407,480 47,996
Provision for foreclosed assets i2 64,381 997,820
Loss (gain) from valuation of an associate 644 (6,900)
Effect of exchange rate fluctuations on cash and cash equivalents (1,291,503) (1,994,826)
Effect of disposal of a subsidary company 19,116 L
Loss (gain) on sale of foreclosed assets 219,397 (1,799)
Profit before changes in assets and liabllities 61,485,193 56,695,103
CHANGES IN ASSETS AND LIABILITIES:
Restricted cash balances (715,014) (51,233)
Direct credit and financing facilities (145,632,468) (109,578,327)
Financial assets at fair value through profit or loss (6,758,952) 4,211,556
Deposits at banks and financial Institutions 2,119,573 (1,097,673)
Banks and financial institutions' deposits exceeding 3 months 11,000,000 -
Other assets (11,671,219) (5,681,379)
Customers' deposits 219,850,859 47,821,648
Cash margins (76,202,106) 13,134,053
Other liabilities 10,272,359 4,578,273
Net Cash Flow from Operating Activities before Income Tax 63,748,225 10,032,021
Other paid provisions (1,500) -
Income tax paid 14 (18,390,866) (16,893,135)

Net Cash Flow from (used in) Operating Activities 45,355,859 (6,861,114)
Net cash flow from Investing activities
Net sale (purchase) of financial assets at fair value through other
comorehensive income 10 229,952 (2,520,698)
Net (purchase) of financial assets at amortized cost 11 (117,814,864) (68,686,988)
(Increase) in intangible assets (2,887,502) (1,042,930)
(Purchase) of property and equipment (9,282,797) (7,045,382)
Proceeds from sale of property and equipment 342,840 57,964
Net cash flows acquired from the acquisition of subsidiary - 164,854,581

Net Cash Flow (used in) from Investing Activities (129,412,371) 85,616,547
Cash Flow from Financing activities
(Decrease) increase in loans and borrowings (2,722,271) 27,592,794
Dividends paid (18,510,237) (12,485,497)
Capital increase - 35,000,000
Share premium increase 3 8,750,000
Capital increase fees » (262,717)
Increase in non-controlling interests - 105,221

Net Cash Flow (used in) from Financing Activities (21,232,508) 58,699,801
Effect of exchange rate changes on cash and cash equivalents (105,289,020) 137,455,234

Net Increase in cash and cash equivalents 1,291,503 1,994,826

Cash and cash equivalents at the beginning of the year 600,016,203 409,009,567

Cash and Cash Equivalents at the End of the Period 22 496,018,686 548,459,627

THE ACCOMPANYING NOTES FROM (1) TO (31) CONSTITUTE AN INTEGRAL PART OF THESE CONDENSED

CONSOLIDATED INTERIM FINANCIAL STATEMENTS AND SHOULD BEREAD WITH

THEM AND WITH THE ACCOMPANYING REVIEW REPORT.
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BANK AL ETIHAD
(PUBLIC SHAREHOLDING COMPANY)
AMMAN - HASHEMITE KINGDOM OF JORDAN

NOTES TO THE CONDENSED CONSOLIDATED INTERIM
FINANCIAL STATEMENTS
(REVIEWED NOT AUDITED)

GENERAL

Bank Al Etihad is a public shareholding company incorporated in Jordan
during 1978, in accordance with the Companies Law No (12) of (1964). Its
main branch located in Amman, and it was transformed to a bank during the

year 1991,

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

Jordan.

The Bank shares are listed and traded on the Amman Stock Exchange.

The Interim condensed consolidated financial statements were approved by
the audit committee on October 27, 2018 under the mandate from the Board

of Directors.

Basis of Preparation of the Condensed Consolidated Interim Financial

Statements

The accompanying condensed interim consolidated financial statements have
been prepared in accordance with International Accounting Standard (34)

Interim Financial Reporting.

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

consolidated interim financial statements.

The reporting currency of the condensed consolidated interim financial
statements is the Jordanian Dinar, which is the functional currency of the

Bank.

The condensed consolidated interim financial statements does not include all
notes and information presented in the annual financial statements and
should be read with the Bank annual report for the year ended December 31,
2017. The results of the nine months ended September 30, 2018 do not
indicate the expected results for the year ending December 31, 2018, and do
not contain the appropriation of profit of the nine months ended September
30, 2018 which is usually performed at year end.

Changes in Accounting Policies:

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

follow:




New and revised IFRS in issue but not yet effective on the condensed
consolidated interim Financial statements of the Bank

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

Amendments to IFRS 2 Share Based Payment
The amendments are related to classification and measurement of share

based payment transactions and they are effective for annual periods
beginning on or after January 1, 2018.

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

annual periods beginning on or after January 1, 2018.

IFRIC 22 Foreign Currency Transactions and Advanced Consideration
IFRIC 22 addresses how to determine the date of transaction for the
purpose of determining the exchange rate to use on initial recognition of
an asset, expense or income (or part of it) or on de-recognition of a non-
monetary asset or liability arising from advance considerations.

The interpretation specifies that the date of transaction is the date on
which the entity initially recognizes the non-monetary asset or non-
monetary liability arising from the payment or receipt of advance

consideration.

Amendments to IAS 40 Investment Property
These amendments show when the entity shall transfer (reclass) a property
including investments under process or development to, or from, investment

property.

IFRS 15 Revenue from Contracts with Customers

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

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

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

Step 2: Identify the performance obligations in the contract.

Step 3: Determine the transaction price.

Step 4: Allocate the transaction price to the performance obligations in the

contract.
Step 5: Recognise revenue when (or as) the entity satisfies a performance

obligation.

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

.8-




Amendments to IFRS 15 Revenue from Contracts with Customers

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

contracts.

Amendments to IFRS 7 Financial Instruments: Disclosures
The amendments are related to disclosures about the initial application of
IFRS 9. The amendments are effective when IFRS (9) is first applied.

IFRS 7 Financial Instruments: Disclosures

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

first applied.

b. Amendments effective on the condensed consolidated interim financial

statements of the Company:
IFRS 9 - Financial Instruments
IFRS 9 issued in November 2009 introduced new requirements for the classification

and measurement of financial assets.

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

debt instruments.

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

requirements:

Classification and measurement:

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

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

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

-Hedge accounting:

The 2014 version of IFRS 9 Introduces a new hedge accounting model that is
designed to be more closely aligned with how entities undertake risk
management activities when hedging financial and non-financial risk exposures.

Derecognition: The requirements for the derecognition of financial assets and
liabilities are carried forward from IAS 39.
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3. Basis of Consolidation for Condensed Consolidated Interim Financial

Statements
- The condensed consolidated interim financial statements include the interim

financial statements of the Bank and controlled subsidiaries. Control exists
when the Bank has the power to control the financial and operating policies of
the subsidiaries in order to obtain benefits from their activities. All
transactions, balances, revenue and expenses between the Bank and its
subsidiaries are eliminated.

The Bank owns the following subsidiaries as of September 30, 2018:

Paid-up Ownership of Date of
Company's Name Capital the Bank Nature of Operation Acquisition Location
JD %
Al-Etihad for Financial Brokerage
Company L.L.C. 5,000,000 100 Financial Brokerage 2006 Jordan
Al-Etihad for Financial Leasing
Company L.L.C 5,000,000 100 Finance Leasing 2015 Jordan

Acquisition of bonds
and shares in

companies and
borrowing its
necessary funds from

Al-Etihad Islamic for Investment Company L.L.C 65,562,636 58 banks 2016 Jordan

- The resuits of operations of the subsidiaries are included in the condensed
consolidated interim statement of income from the date of acquisition,
which represents the date when control over the subsidiaries is passed on to
the Bank. Moreover, the results of operations of the disposed of subsidiaries
are consolidated in the condensed consolidated interim statement of income
until the disposal date, which represents the date when the Bank loses

control over the subsidiaries.

- The financial statements of the subsidiaries relating to the same fiscal
period of the Bank are prepared using the same accounting policies adopted
by the Bank. In case the accounting policies applied by the subsidiaries are
different from those adopted by the Bank, necessary adjustments to the
financial statements of the subsidiaries have to be made in order to match
those applied by the Bank.

- Non-controlling interest represents the portion of the subsidiaries’ equity not
owned by the Bank.

4. Accounting Estimates
Preparation of the accompanying condensed consolidated interim financial

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

year 2017 except for the following:

Changes _in__Accounting Policies and Significant Estimates and
Judgements

The key changes to the Bank'’s accounting policies resulting from the adoption
of IFRS 9 (Financial Instruments) are summarized below. The comparative
financial information has not been restated as per its requirements.

Classification of financial assets and financial liabilities

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

Impairment of financial assets
IFRS 9 replaces the ‘incurred loss’ model in IAS 39 with an ‘expected credit

loss’ model. The new impairment model also applies to certain loan
commitments and financial guarantee contracts but not to equity
investments. Under IFRS 9, credit losses are recognised earlier than under

IAS 39,

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

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

Stage 1: 12 months ECL ;
Stage 1 includes financial assets on initial recognition and that do not have a

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

Stage 2: Lifetime ECL - not credit impaired

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

as the weight.

Stage 3: Lifetime ECL - credit impaired

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

- 15




Key changes to the Significant Estimates and Judgements

Financial asset and liability classification

Assessment of the business model within which the assets are held and
assessment of whether the contractual terms of the financial asset are solely
payments of principal and interest on the principal amount outstanding.

Impairment of financial instruments
Assessment of whether credit risk on the financial asset has increased
significantly since initial recognition and incorporation of forward-looking

information in the measurement of ECL.

Inputs, assumptions and techniques used for estimating impairment
Significant increase in credit risk

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

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

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

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

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

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

different credit risk grade.

Generating the term structure of Probability of Default (PD)

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

has taken exposures.

Changes to Banks financial risk management objectives and policies

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

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

under IFRS 9.

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

the probability of default of individual counterparties. The Bank uses
internal rating models tailored to the various categories of counterparty.
The credit grades are calibrated such that the risk of default increases
exponentially at each higher risk grade.

3. Credit quality assessments
Pursuant to the adoption of IFRS 9, the Bank has mapped its internal
credit rating scale to an approved rating scale as of September 30, 2018.

-14-




. Cagh and Ba'asces aibra!

Detals of this tem are as felons:

Cash at treasury

Accounts 2t central barks
Current 2ccounts

Term an4 notice deposts
Cash reserves requirements

Tetal

Septemher 30, December 31,
2018 2017
o o

68,031,198 55,826,325
26,760,084 55,759,508
15,000,000 45,000,000

174,401,351 161,725,910

284,192,633 333,311,743

- All balarces at central banks are ciassfied within stage 1 based on the requiremants of IFRS 9, 2'so there are ro Lrarsfers between the stages (1,2,3) or written off ba'ances

during the nine pericd ended September 30, 2018,

- Except for the stabutory cash reserve, there are no restricted balances as of September 30, 2018 a7d Decetber 31, 2017.

- There are no accrued amounts during 3 period exceeding three months 2s of Septenber 30, 2018 and December 31, 2017

'3 4 at Banks 20 Fing i

The ceta’s of this ltem is as folloms:

Qurrert acceunts

Deposts maturing within 3 manths or less
Total

Impainment loss *

Balance of banks and Fnandial Insttutions « net

Local Banks and Finaacial Insttutions Forelzn Banks and FAinancial InstRutions Total
September 30, December 31, September 30, December 31, Septeriber 30, December 31,
2018 2017 2018 2017 2018 2017
n b ] 0 0 wn o

1,174,593 611,846 135,291,075 229,035,500 135,455,674 229,650,345

42,635,000 > 122,575,477 56,425,528 165,210,477 56,425,528

43,609,593 613,846 257,685,552 325,452,028 301,676,151 326,075,874

. 339,516 = 333,516 -
43,609,599 613,845 M 325,452,028 301,335,635 326,075.874

-+ Nen-irterest bearing E2'2nces at banks and financial Institutions amaurted to 30 28,079,505 as of September 30, 2018 (JO 48,054,730 a5 of December 31, 2017).

- Restricted ba'asces at banks avd fnascial Institysians amounted to 9,212,508 as of September 30, 2018 ard (J0 8,497,494 as of Decemier 31, 2017).

* The fovoning represents the mavement on the provision of tha expacted credit lossess for balances at banks and finandal lnstitutons during the ning manths perod ended Septeber 30, 2018

Batance at beginming of pericd

Effect of kmolemanting IFRS (9) — net after tax — hzte (2)
Adjusted balznce afier krplementing IFRS (9)

Frovisien for expected credt lessess during the peried
Deducted from 2 subsid-any's provision

Balance - End of the Period

September 30,
2018

»
390,492
390,482
(40,640)
(10,326)

339,516
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9. Direct Credit and Financing Facilities - Net

The details of this item are as follows:

Individuals (retail):
Overdraft accounts
Loans and promissory notes*
Credit cards
Real estate loans
Companies:
Large:
Overdraft accounts

Loans and promissory notes *

Small and Medium
Overdraft accounts
Loans and promissory notes *
Government and public sector
Total
Less: Expected credit loss
Interest and returns in suspense

Net Direct Credit and financing Facilities

- 17 -

September 30,

December 31,

2018 2017
D D
12,536,984 11,727,365

392,748,037
9,599,911

658,208,577

104,363,509

346,626,917
7,967,050

582,624,848

121,778,528

859,445,758 835,326,438
36,290,450 37,256,005
108,331,974 94,077,515
137,565,856 135,307,843
2,319,091,056 2,172,692,509

(96,525,882)

(17,705,168)

(72,295,950)

(16,068,570)

2,204,860,006

2,084,327,989




Net after deducting interest and commission received in advance amounted to
JD 2,195,745 as of September 30, 2018 ( JD 1,874,992 as of December 31,

2017

Non petforming credit and financing facilities included in stage (3) were
amounted to JD 118,030,141 representing 5.09% of the total credit and
financing facilities as of September 30, 2018 (JD 107,481,008 with a 4.95%
of the total credit and financing facilities as of December 31, 2017).

Non performing financing and credit facilities included in stage (3) after
deducting interest and suspended commissions amounted to JD 100,324,973
representing 4.36% from the direct credit and financing facilities after
deducting suspended interest and commissions as of September 30, 2018
(JD 91,412,438 representing 4.24% from the direct credit and financing
facilities after deducting suspended interest and commissions as of December

31, 2017).

The credit facilities granted to or by the governement of Jordan were
amounted to JD 110,366,057 representing 4.76% of the total direct credit
and financing facilities as of September 30, 2018 (JD 107,331,399
representing 4.94% from the total direct credit and financing facilities as of
December 31, 2017).

Islamic financing amounted to JD 747,781,130 representing %32.24 from the
balance of direct credit and financing facilities as of September 30, 2018
(JD 678,302,346 representing 31.22% as of December 31, 2017).

-18-
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10, Financial Assets at Fair Value through Other Comprehensive Income

The details of this item are as follows:

Quoted shares In active markets
Unquoted shares in active markets

Total

- Losses transferred to retained earnings as a result of sale of the financial assets at fair value through other comprehensive

income amounted to JD 170,199 as of September 30, 2018 (JD 500,209 as of December 31, 2017).

- Cash dividends on the financial assets mentioned above amounted to JD 1,026,133 for the nine months ended September 30, 2018

(JD 938,772 for the nine months ended September 30, 2017).

11. Financial A: iz 0

The details of this item are as follows:

d ncial A
Foreign treasury bonds
Companies' bonds and debentures

Unguoted Finandial Assets:

Governmental guaranteed bonds and bills
Companies' bonds and debentures

Total
Less: Provision of impalrment loss in the financial assets within stage (1)

Provision of impairment loss in the financial assets within stage (2)

Provislon of Impalrment loss in the financial assets within stage (3)

Bonds Analysis 1FRS 9:
stage (1)
stage (2)
stage (3)

The following represents a movement on provision for expected credit losses during the period:

Balance beginning of the period

Impact of IFRS number (9) Implementation

Adjusted balance

Expected credit loss on new Investment during the period
Recoverd from impairment loss on accrued invesmnet
Changes resulted from adjustments

Deducted from revenues during the period

Deducted from a subsidiary's provision
Balance as at the End of the Period

- 23 -

September 30, December 31,
2018 2017
o D
22,318,090 26,751,131
5,670,565 4,126,605
27,988,655 30,877,736
September 30, December 31,
2018 2017
1D b]
38,169,775 33,352,441
50,121,486 46,058,847
604,772,856 496,187,965
43,837,500 43,487,500
736,901,617 619,086,753
(365,089) =
(19,255) -
(1,664,375) (1,390,625)

734,852,898

617,696,128

732,495,564 616,099,253
1,418,553 -
2,987,500 2,987,500

736,901,617 619,086,753

September 30,
2018

]
1,390,625
235,192

1,625,817

14,641

(8,514)
415,414

421,541
1,361

2,048,719




12. Other assets

The details of this item are as follows:

Interests and revenue under collection
Prepaid expenses

Foreclosed assets against debts *
Clearing checks

Transfers and checks under collection
Paid guaranteed insurance

Discounted commercial papers

Other

September 30,

December 31,

2018 2017
D D
11,433,776 10,592,220 w
5,202,509 3,803,129 ‘
53,980,468 31,992,554
737,420 161,360
135,145 18,434
4,882,153 5,174,311
9,282,674 6,793,343
8,035,059 3,766,412
73,689,204 62,301,763

* Central bank of Jordan instructions require to dispose of shares and real estates that are foreclosed by the

bank against debts that matures by the customers during a 2 years period from the date of acquisition.

However, in some special cases the central bank has the authority to extend the peried to 2 subsequent years

as maximum.

Below is a summary on the movement of the foreclosed assets against debts:

Balance beginning of period / year

Balance added from the acquisition of Safwa Islamic bank
Additions

Disposals

Impairment loss

Balance End of Period / year

Below is a summary of the movement on foreclosed assets provision:
Balance beginning of year

Resulted from the acquisition of Safwa Islamic bank

Additions during the period/year

Balance End of Period / year

L24_

September 30,

December 31,

2018 2017
D D

31,992,554 27,414,157

= 3,969,355
5,328,425 4,110,783
(3,276,130) (1,748,273)
(64,381) (1,753,468)
33,980,468 31,992,554
4,693,605 2,596,656

- 343,441

64,381 1,753,468
4,757,986 4,693,605
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Tre etals fartis Rew are as fo¥fons:

Sompanl Goveneast and
Indvidan's Coarates —  _SMEs Public Sector Teotal
o » 0 o w0
Nne Hanths End -
Curtent aecourts 267,428,019 213,343,925 £8,057,304 2,248,650 571,078,108
Saving deposls 529,113,319 20,615,935 5,494,513 15,182,055 570,405,252
Tira duzosts 872,108,911 411,157,136 84,414,302 190,662,562 1,558,343,311
Cartficate of depasts 15,624,937 3,718,000 7,976,482 13,000,000 211,359,479
1.855,315,246, £48,835 055 185,542,601 221,053,877 2,911,185,760,
or the Yaar Ends o

Currant acceuets 254,620,854 231,955,524 71,692,522 3,873,455 562,142,435
Saving deposis £12,087,555 10,126,781 6,327,419 17,110,550 545,652,305
Tire depesits 795,694,084 328,202,529 91,852,127 184,651,100 1,400,409,840
Cartifzata f duposits 153,655,116 15,373,000 6,097,224 8,000,000 183,131,340
1,7165,047,650, £85663,834 175,979,292 213,645,145 2,651,335,921

- Tha Jordasia govarnment and potlic sector's deposits bnsida tha Kingdem resched 1D 221,033,077 which eqastus to 7.55% of tota! depesits as of Septeriar 30, 2018

(90 213,645,145 which [s eguira’eat 1o 7.94% as of December 31, 2017).

- Deposts with ro interast bearag ranched 30 542,112,549 which aqalaste 18.62% of telal depasts ax of September 30, 2018 (J0 573,155,164 which Is egiva’ert to

21.30% a5 of Dacemder 31, 2017).

- Rustricted depovits rascked 30 3,122,018 which agoates to 0.11% of tetal deposits as of Septemder 30, 2018 (1D 1,068,100 which equates to 0.04% of tetal dupesis as

of Dacorher 31, 2017).

- Dromark €epests reached JO 48,743,351 which Is eguina'est to 1.67% of tetal dazposits as of Septemier 32, 2018 (1D £5,946,533 which equates to 2.45% of tatal dapests

as of Decerter 31, 2017).

- Tha customuss depesits Indhude an amsuet of 10 753,059,477, which reprasent the shared custorans yestrants a3 of Septebar 3, 2018 (00 642,921,139 a5 of Decamiar 31, 2018).

4 igla
Tea mavamast e tha provisien for Income tax I3 a5 fofiomy:
For tha Nora
Hanths Ended Siptemtar For tha Year Ended

30, Dacarder 31,

2018 2017

b ] »
Eatance bagiaeing of the pared [ yasr 14,223,872 10,595,554
Adgniznal balasce rersited from the acqusition of Safwa Istarmc Bank - 2,438,733
Ircoma tux patd (18,330,2£5) (17,920,819)
Incoma tax for the paricd [ yerr 14,265,216 17,226,452
Prizr yaurs Income tax perision 524,034 2433912

11,173,256 14773872

Ea'ance End of the Perizd [ Yaar

Tha kncoma Lax by tha condensed consefidited Ioterim ncoma statemarts represent the fofonlng:

For tha Ni=g Marths Erdad Septemter 30,

2018 2017
w0 bl
Accrued Incema tux for tha profits of the paried 14,265,216 12,442,205
Priar yoars Incora tax 524,034 1,407,271
Addtions famaization of dafarrad tax assels 13,7175 (2,827,492)
1552105 10571935

« AFeal setlemant was raached with the Ircome 204 Sa'as Tax Department 45 & resuit of tha Basks' activities b Jordan wnbil tha and of 2013, Marezvar, thare Is 2 case wder review ia tha court re'sted to tha years 2014 and 2015

and o dacizca was ssued yot. A'so, tha Bank bas subavtted the tax refurms for the yoars 2016 #0d 2017, Howear, e Incoma Tox Departrast has pot reviened the Basks accoorting rececds for tha years 2017 and 2016

urtl tra dat of praparing the firandil statemaent .

rirent and B Ia froet of toe court whare Sates Tax Degartmast

- Afnal Cearance with Safag Islaic Ba=k (sutsdary) has baen reacked up to tha yaar 2013, As for the years 2014 24 2015 R was reviened by Sa'a Tax Dy
& net accept lega! fans for Lha mantiz=ed yaors fn 3488520 ta not deducting lind Espesal revenves taking Ilo cons’deration hat its a1 Incoma of the cazRabzed gain. Marwover, tha Bazic bas flad IS bacoma tax ratam for the

yerrs, 2016 44 2017 bt 1t has nst baan auZted yat by the Incorme aed Sa'es Tax Desartmant 35 uotl the date of prezariog tha condersed ke consslidated Frandial statemarts.

- Misk far Finasical Erckarage Company: Tha tax returns has been suberitted for the years 2011, 2012, 2013 a4 it bas baea avdted by the Incema a4 Sa'es Tax Departmast and It Is uoader the court revies in ordarto daim far
retatned Iosses wthout any taxaticn eTect. Tha Incorme tax returns for tha years 2014, 2015, 2016 and 2017 Pas ban submitted as well. In adtlan, a al dearance was raached for tha year 2014 and the arrcal lncoma

return kas baen approved for the years 2015 and 2016 withia the sampfing system bisuad by the Incema ard Su'as Tax Depariment, pating that the tax re'ated to the year 2017 has pot baea audted yet as the date of prezaring
ated firandial state=ents were sufficent for tax I

45 Purposes.

tha interim conssidated firandal staterents a=4 In the cpirien of tha Banks' maragamest the provis'sns baing taken ba the Interim cen

- A firal settierast with the Incoma and Sa'es Tax Departmant has been reached Up to the year 2014, and 2015 oo the cperatizns cutcoma of A Ebhad for Fira=gal Brekerage Survice Co. Homewer, the Covpany has subaitted

the tax returrs for the yaars 2016 and 2017 b tha Tncoma ard Sa'es Tax Oezartmant bas rot reviemed tram yab.

- A firal sestermest with the [aceme aad S1'es Tax Degastmant has been reached up to the year 2015 en the operations cutcomse of Al Ethad for Ficanclal Leas'sg Co. Homaver, the Cempany Fas submitted the tac returns fertha

years 2016 aad 2017 but tha Income and Seles Tax Depastrment has rot reviesed them yat.

- The arpacted daferrad tax rates is 35%% and 10% ard Ia maregemert epin'an these deferred taves wil be reatzed in the Future.

e T




15. Other Liabilities
The details of this item are as follows:

Accrued interest expense
Revenue received in advance
Accounts payable
Accrued and not paid expenses
Incoming transfers
Manager checks
Investment risk fund balance
Provision of expected credit losses for off balance sheet items*
Others
Total

September 30, December 31,
2018 2017
D D
25,364,647 21,748,139
1,293,852 1,205,293
202,723 194,978
7,879,840 6,633,949
250,638 9,367
5,949,823 4,172,457
1,425,302 5,344,209
3,518,934 &
15,847,444 10,936,795
61,733,203 50,245,187

* The following is a movement of provision for expected credit losses on the indirect credit facilities during the period:

Balance beginning of the period

Effect of implementing IFRS (9) - net after tax - Note (2)
Adjusted beginning balance

Deduction form revenue during the period

Changes in exchange rates estimates

Deducted from a subsidiary's provision
Balance End of the Period

16. Retained Earnings
The details of this item are as follows:

Balance beginning of the year

General Banking reserve

Expected credit loss for assets resulted from applying IFRS (9)

Impact of IFRS (9) implementation on deferred tax assets

Adjusted balance at the beginning of the year/ period

Profit for the year

Realized losses from sale of financial assets through other comprehensive income
Transferred to reserves

Effect of disposal of subsidiary

Dividends distributed*

Capital increase fee
Balance at the End of the Year

September 30,
2018

D

4,760,721
4,760,721

(1,252,359)

10,572

3!518 934
September 30, December 31,
2018 2017
D JD
43,243,353 35,055,974
14,034,670 -
(17,693,416) -
6,168,660 <
45,753,267 35,055,974
. 31,364,269
(167,153) (1,117,743)
= (8,971,844)
6,851 -
(16,000,000) (12,500,000)
- (587,303)
29,592,965 43,243,353

- Retained earning balance includes amount of 1D 388,977 which represent valuation gain differences on financial assets

at fair value through P&L.

An amount of JD 10,667,693 from the retained earnings and the income during the period is restricted to be used as of
September 30, 2018 (JD 4,559,081 as of December 31, 2017) which represents deferred tax assets, and according to the

instructions of the Central Bank of Jordan these balances can not be used unless a prior approval is obtained.

* Distributed dividends to shareholders were amounted to JD 16 million for the year 2017 (JD 12.5 million for the year 2016).

= 26 -




17. Fa'r va'ua resene - net
The dzta’s of this tem are as folloas:

Ba'ance at beginning of pariad / year
Unrealized losses

Deferred tax assets

Loss from sa'e of finencal assets 2t fair va'ue threugh other comprehensive income

Balance at end of Pericd / Year

8. G inancial asset: roft or 1955:

Detz’s of this item are 2s fefows:

September 30, 2018
Bonds end treasury bi's
Corporate shares
Investment funds

Fnandal derivatives

Seg ber 30, 2017
Bands and treasury bi's
Corporate shares
Finandal instruments

trvesting funds

19, Provison for expected credt losses

Detals of this kem 2re as foloas:

Deposits at banks and inandal Instutions
Fnancial assets 2t amortized costs

Direct credit facities

Contingent Eabities

Detals of this tem are 25 folons:

Dividands distributed on corparate shares

Earrings per share far the banks

Detads of this Rem are as folons:

Septembar 30, Dacembsr 31,
2018 2017
o 10
1,191,559 1,555,417
(2,655,453) {1,523,260)
670,727 41,659
167,153 1,117,743
(626,984) 1,194,559
Unreatzed -
Rezlized gains gains (losses) Dividends Total
0 ] i) his]
10,448 1,419 2 11,857
(149,993) (797,506) 159,059 {788,800)
(24,412) 278,575 - 254,163
650,404 £ = €50,404
455,447 (517,512)_ 159,093 137,634
136,468 16,651 - 153,129
2,032,753 (254,924) 183,676 1,972,551
= 392,583 = 392,583
(2,382) - - (2,382).
2,171,885 154,320 169,676 2,515,881

For the Nne Months
Ended September 30

2018 2017
0 o
40,832 -
(421,541) (410,625)
(10,336,581) {16,565,580)
1,252,359 =
(9,464,931) {17.376.205)
September 30, Decembar 31,
2018 2017
Jo w
1,026,133 938,772

For the Nine Manths Ended September 30,

For the Threa Months Ended Segtember 30,

2018 2017 2018 2017
0 b o hlo]
Inceme for the pariod 8.429.219 6,225,625 24,691,288 19,975,719
weighted average number of shares * 160,000,000 160,000,000 160.009.000 147,117,083
Earnings per share pertalns to the Bank's Shareholders (Basic and Disted) 0.653 0.039 0.154 0.136

* According to the genzral assembly extra ordnary mesting dated January 29, 2017 itwas zoreed to Increzse the baak’s t2pital to become 10 160 mitien threugh bsuning 35 m

shares with a par valie 30 | per share , the subscribed proceduras were completed on May 12, 2017.

i

22, nd cash nt;

Detars of this item are 25 faloas:

For the Nine Months Ended September 30,

2018 2017
2} plod
Balances at centra! banks dug within three months 264,192,633 345,858,379
Add: Balznces at basks and finandal institutions due within three months 301,676,151 269,850,559
Less: Banks and financal nstitutions deposits due within three months £0.637.5%0 78,581,233
Restricted balances 9.212,508 8,663,078
456,018,685 548,459,627

=27 -




{1’ atio” USiness Arthitis

1. Bank Activides Information
For manazament purposes the bank Is crganized Into the fotowing major business segments based on tha reparts sent to the civef operating decis'on maker:

« Individual accounts: This Rem Inciudes fofiowing up on Individual custemer’s deposts, and granting them credt fadities, redt cards and other services.

- Small and Medun Enterprises: This kem Indudes fol'lowing up on the customer's depasits and the credt facties granted to this segment customers and In which these customers are classfied based

on the velume of the granted deposits and facities accarding to the Banks instructions and prindiples and In complance wih the reg.iatory bedies Instruction.

- Corporate Accounts: This item Includes foliowing up on the customer’s deposts and the credt faclities granted to this segment customers and in which these customers are dass®ed based

on the volume of the granted deposits and fatities 2ccordng to tha Banks Instructions 2nd prindples and In comztance with the regulztory bodies Instruction.

- Treasury: Th's item inchudes providing treasury and trading services, managing the Bank's funds and long terms Investments at amortized costs which Is ma'ntained to covect the contractuzl cash fioas.

- Investments 2ad forelgn currendies management: This item includestha bank’s local and Fare'gn Investments which are recerded at fair value in addition to the fore'gn currendes tradng senvices.

- Others: This sector Indudss all the 2ccourts nat isted within the sectors mentianad above such as shareholder’s rights, Investments In assodiates, property and equipment,

general management and supporting Management.

The fotowing tab'e represents information on the Bank’s sectors according to activivias: Total
___ Forthe Nine Months Ended September 30,
Individua's Corporates Treasury Other 2018 2017
o o 0 o o Jo
Total Income 62,507,726 85,069,844 31,786,522 704,311 181,068,403 160,291,477
Expected credit loss / provision for credt and financing facities (3,340,544} (6,556,037) o 3 {10,336,581) (16,955,580)
Segments resuts 19,124,848 60,660,233 23,832,581 704,311 104,522,373 90,545,876
Unafocated expenses - net (€0,441,017) (57,155,929)
Oparating Incoma befora tax 44,081,352 33,349,947
Bank's share of prefit from ovestments in associates 8,356 16,500
Income before tax 44,089,718 33,266,847
Income tax {15,521,025) (10,971,585)
Income for the Period 28,568,693 22,394,852
Other Information
Capital Expendures 12,170,293 8,088,312
Depredation and Amcrtizaton 7,549,338 6,935,318
Total
September 30, December 31,
Individuals Corparations Treasury Other 2018 2017
o 1o hie] =] n n
Segment Assets 857,973,258 1,330,602,957 1,271,231,384 - 3,470,007,60% 3,279,921,356
Unafiocated assets - - - 283,599,861 283,599,851 292,353,697
3,753,607,470 3,572,275,253
Segment Usbities 2,558,404,330 368,009,545 268,914,019 - 3,225,327,654 3,048,561,067
Unatocated babities - - - 73,419,858 73,419,858 65,203,153
3,258,747,752 3,113,764,220

- 28 -
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25. Capital Adequacy

In addition te subscribed capital, the capital includes the statuary reserve, voluntary reserve, share premium, retained earnings, cumulative

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

The bank is committed to apply the requirements set forth by regulators concerning capital adequacy as follows:

1- Central Bank of Jordan instructions regarding the capital adequacy ratio which should not go below 12%.

2- Comply with the minimum limit set for the paid up capital for Jordanian Banks such that it should not be less than JD 100 million.
3- The Bank’s investments in stocks and shares which should not exceed 50% of the subscribed capital,

4-The ratio of credit limits {credit concentration) to regulatory capital.
5. Banks and Companies laws related to the deduction of the legal reserve at a rate of 10% of the Bank's profit before tax.

September 30, December 31,
2018 2017
o] 1o

Common Equity Shareholders Rights

Paid-up capital 160,000,000 160,000,000
Retained earnings after deduction of the expected distributions 29,592,965 27,243,353
The cumulative change in feir value (626,984) 1,191,589
Share premium 80,213,173 80,213,173
Statuary reserve 42,668,849 42,668,849
Voluntary reserve 29,271,414 29,271,414
Recognizable non controlling shareholders 24,733,255 23,424,090
Interim profit after tax and deduction of the expected distributions 12,691,288 &
Total Common Equity Tire 1 before regulatory adjustments 378,543,960 364,012,468
Regulatory Adjustments (Propositions of the Capltal)

Goodwill and Intangible assets 21,415,635 20,945,239
Deferred tax assets resulting from Investments within Tier 1 (10%) 10,667,693 4,559,081
Total Tier 1 capital 346,460,632 338,508,148
Additional capital

Recognizable minority rights 4,364,692 4,133,663
Total Capital (Tier 1) 350,825,324 342,641,811
Tier 2 Capital

General Banking risk reserve - 14,034,670
Provision for debts tools listed In Tler L 14,594,542 -
Recognizable non-controlling shareholders 5,819,58% 5,511,551
Total Supporting Capital 20,414,131 19,546,221
Total Regulatory Capital 371,239,455 362,188,032
Total Risk Weighted Assets 2,465,943,151 2,464,358,929
Capital Adequacy Ratio (CET 1) (%) %15/05 14/70%
Primary Capital Ratio (%) %14/05 13/74%
Supporting Capital Ratio (%) %:0/83 0/79%

September 30, December 31,
2018 2017
pls BD]

Financial leverage rate
Tier 1 Capital 350,825,324

Total assets in and out of the financial positons after removing deductible items from Tier 1 4,225,525,062

Financial leverage rate 8.30%

Capital adequacy was calculated on September 30, 2018 and December 31, 2017 based on the decisions of basel committee 111,
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26. Paid-up Capital and distributed dividends:

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

160 million shares at a par value of JD 1 per share as of September 30, 2018
and December 31, 2017.

Share Premium:
Share premium amounted to JD 80,213,173 as of September 30, 2018 and

December 31, 2017.

Distributed Dividends:
Dividends distributed to shareholders for the year 2017 were amounted to

JD 16 million (JD 12.5 million during the year 2016)

27. Reserves
The Bank did not deduct the statutory reserves during the period due to the

fact that these statements are condensed consolidated interim financial
statements, as it is done in the year end.

28. Contingent Liabilites and Commitments:
The details of this item is as follows:

September 30, December 31,

2018 2017
D D
Letters of credit 135,283,105 195,853,744
Acceptances 68,882,306 182,116,425
Letters of guarantee:
- Payments 49,132,674 48,260,272
- Performance 66,810,619 71,307,780
- Other 54,924,967 58,854,936

- Unused Limits of Direct Credit Facilities and
Financing 405,319,931 404,360,216

- Total 780,353,602 960,753,373

29. Lawsuits against the Bank
The value of the cases against the Bank were amounted to JD 3,789,308 as

of September 30, 2018 (JD 3,497,551 as of December 31, 2017). Provisions
booked against them was amounted to JD 616,777 as of September 30, 2018
(JD 210,797 as of December 31, 2017). Management of the Bank and legal
counsel declare that the provisions deducted for these cases are sufficient.
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30. Risk mananagement:
The Bank continuously develops the structure of risk and credit management

to ensure the effective administration of all its operations to ensure efficiency
of the risk and credit management process and the proper application of
regulatory controls across all of the Bank’s operations, the responsibility of
risk management is distributed among various levels as summarized below :

1. Business (Work) Units:
Work units are formed of employees who, through their daily work manage

the various risks associated with the Bank’s operations according to
acceptable risk levels determined by the Bank and specified in its policies.

To ensure effective management of risks, and as part of strategic plan, for
example the Bank separates the functions of credit management and client
relations management within each work unit to ensure the independency of
studies and credit decisions, continuous development of the effectiveness
and quality of its operations. In addition, the middle office reports to the risk
management and is segregated from the treasury.

2. Risk Management and Compliance
The work of this department was furthered such that it operates

independently across all business lines. The Department is linked to the
Board through the Risk Management Committee to ensure its independency
and capacity to detect measure and control risk within acceptable levels as
determined by the Bank and submit regular reports to the Board in this
regard.

3. Internal Audit
The Internal Audit Department is fully independent and linked to the Board

Audit Committee. The Department functions as the last defense line through
applying an audit plan that includes periodic audits of all the Bank's activities
in order to ensure that all violations of the system and noncompliance with
the banks’ policies and procedures or the principles determined by the

regulatory bodies

4, Risk Management Committee
The Board of Directors endorsed the Board Risk Management charter. The

charter has been developed based on the best practice of risk management
and CBJ requirements. The Committee includes Board members, the Head of
the Risk Management Department and headed by the chairman. All reports
prepared by the Risk Management Department are submitted to the
committee periodically to ensure that committee members are informed of
all risks in timely manner such that they are able to make decisions or take
measures to change risk levels in the event they are not in line with the
established acceptable risks levels and submit reports to the Board in this

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

management:
o Determine the acceptable risks level for various of the Bank’s activities.

e Review and approve the various risk policies.

o  Monitor risks and ensure application of necessary controls through the
Risks Management Committee.

o Delegate authority related to the approval, amendment and renewal of
credit to the various credit committees and to review their performance and
the validity of their decisions, which will reflect on the quality of the credit
portfolio.

o Approve the investments policies, decisions and approve investment

dealing and trading ceilings.

6. Assets and Liabilities Management Committee
The Assets and Liabilities Management Committee is headed by the

Chairman, General Management and the directors of operations, financial
management and risk management departments as members. The
Committee reviews the budget and presents any amendment
recommendations, based on liquidity and market risk management, to the
Board for approval. Furthermore, the Committee reviews the risk
management policies related to liquidity and market risks and submits its
recommendations to the Board for endorsement. It also reviews the various
risk reports in order to take any necessary decisions related to altering of the
acceptable risks levels by the Bank.

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

use of capital.

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

following:

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

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

3. Authority to Grant Credit: credit approval is done by specialized credit
committees whereby they are formed and granted authority by the Board

of Directors.

4. Credit Risk Measurement: the Bank implemented a credit rating system for
corporate and medium size companies. In addition, the Bank implemented
a scoring system for retail products as a base for credit granting decisions
for retail and SME customers.
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5. Internal Valuation for Capital Adequacy: the Bank developed a model to
measure the capital adequacy based on a 5 years forecasted data to
calculate the potential capital requirements and the effect of the stress
testing on the Bank’s capital adequacy, profitability and liquidity.

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

credit portfolio and prepares relevant reports.

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

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

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

7. Credit Portfolio Management
All departments concerned with credit continuously review the credit

portfolio to maintain a good level of credit exposure quality.

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

and for exceptional clients.

8. Credit Risk Alleviation
As a step to hedge against credit risk, the cash flow of financed projects are

taken into account when determining the repayment schedule of any credit
extended to our clients and necessary controls to monitor cash flows that
will be used for loan repayments in addition to determine collaterals deemed
necessary in relation to the credit risk level. The quality and liquidity of the
collaterals are taken into consideration in addition to the effective
implementation of procedures that ensure sound control over these
collaterals, the monitoring of their value and ease of liquidation.
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B.Market risk:
Market risks are defined as those risks resulting from price fluctuations in a way
that affect the Bank’s profitability or equity. This definition includes the change in

interest rates.

The Bank uses a conservative policy in market risk management. The Bank controls
these risks through the adoption of clear policies in their regard and establishing
risk limits for each.risk type. Our policy aims to reduce these risks to lowest levels.

1.Interest Rate Risks:
A conservative policy is adopted in managing interest rate risks whereby most of

the Bank’s assets and liabilities can be re-priced in the short term. This limits
the effect of interest rates change on the Bank’s profitability and on the price of
its assets and investments.

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

2. Currency Risks:
The Bank policy is to fully hedge the currency risk by not maintaining open
positions in foreign currencies only within the limits set and according to a clear
policy which reduces the sensitivity of the Bank’s profitability to currency price
changes. Ceilings are placed for open positions for each currency and total
currencies, as well as daily evaluations for these positions to reduce the risks of

currency exchange rates to minimum.

3.Change in Stock Price Risks
Trading portfolio risk management depends on a policy that is based on
diversification of investments. Investments are distributed on a sectoral basis, to
include the most stable sectors, and across several financial markets to reduce
risks to acceptable levels. Regular monitoring of risks is also conducted through:

- Determining the different investments ceilings

- Determining limits to stop losses per investment and its daily monitoring.

- Regular assessment of the investment portfolio by an independent body (middle
office).

- Performing sensitivity analysis to measure the extent to which these
investments may be impacted should the markets invested in drop, so as to
maintain risks within levels acceptable to the Bank.

These risks are managed by the Risks Management Department in cooperation
with the Treasury Department and their recommendations are submitted to the
Assets and Liabilities Management Committee.
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C.Liguidity Risks
The bank continuously works on expanding its depositors base and deversifying

its money injection with the aim of keeping its stability, where they focus on
keeping its level of liquidity within clear limits that include lowering liquidity risks
to the minimum.

The bank’s policy in liquidity risk management also tries to maintain limits at
corresponding banks that include getting the liquidity at the accepted speed and
cost in case of any unexpected incidence on the liquidity.

To measure liquidity levels at the bank, schedule-is prepared periodically to
make sure of maintaining liquidity levels within the accepted level, in addition to
calculating liquidation rates on a daily basis to fulfil control requirements and
inner policies. Different scenarios’ effects on the banks wallet are determined
and measured to confirm their ability to withstand any changes in the financial

markets.

The treasury department manages funds in line with the Bank’s liquidity policy
that was endorsed by the Assets and Liabilities Management Committee and
submits regular reports to the Committee. Moreover, the risk management
department monitors the liquidity levels and ensure adherence to the Bank's

internal policies.

Operational Risks
The Unit implements a comprehensive system at the level of the Bank to identify

the operational risks that arise from the Bank operations including the reputation
risk and the best practices to limit the effect of those risks. The Unit reviews
controls and procedures regularly and in coordination with the internal audit
department to assess the compliance with those procedures.

In coordination with all Bank departments, the unit gathers data related to
losses resulted from operational risks to prepare more effective way in
forecasting these risks in the future.

The Unit implements a comprehensive policy for data and assets security based
on the best international practices. The employees of the Unit follow up on the
implementation of the plan especially with the internal audit and the IT

department.

To ensure mitigation of operational risks on the activities of the Bank, a business
continuity policy and an emergency plan are being developed; the objective is to
secure a substitute location that is fully equipped for use during emergencies or
catastrophes which may preclude accessing the bank’s main branch
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Stress Testing Situations
Within the bank’s management expected risk management frame and being

prepared to deal with these risks, negative stress situations that might face the
bank and its operations are detected and its effects are measured on the banks
liquidity and reputation. In addititon, weak points that the bank face resulted from
stress are identified to the board of directors and executive management, in order
to develop a strategic plan to limit its effects and tackle it or even avoid it if
happened again. Stress testing also targets improving and enhancing the risk
management of the bank by complying to the orders and control regulations
produced for that case, and the best international customs.

Choosing stress testing senarios mechanism.
Case senarios that cover all risks encountered by the bank are chosen, where a
measurment of the stress is made on different bank investments whether it is on

the level of a facilites wallet investment wallet level as follows:

1-  Measuring the effect of stress sitiuations on the banks credit portfolio whether
if there is an increase in the percentage of non performing loans due to many
factors including concentration in granting credits, fall in economic sectors
due to financial crises, type of credit portfolio, decrease in the value of
advanced guarantees and other factors. The effect of these risk scenarios are

put in the income, balance and capital adequecy.

2-  Measuring the effect of stress sitiuations on the banks investments whether
there is a drop in the liquidity of the markets invested in, and a drop in the
investment’s value due to financial and economic crises. The effect of these
risk scenarios are calculated on the income, balance and capital adecuecy.

3-  Measuring the effect of stress sitiuations on the banks assets and liabilities in
the case of changes in prices of JD exchange with foreign currencies.

4-  Measuring the effect of stress situtations on the banks liquidity due to several
factors including losing banks investments from deposits at other banks,
concentration of bank’s deposit clients and other banks placing deposits at
our bank, extensive deposit withdrawl and changes in prices of JD exchanges
with foreign currencies. The effect of these risk scenarios are calculated on
the legal liquidity rate and on the liquidty according to accrual bases.

5-  Measuring the effect of stress on the banks operating risks. The effect of this
risk scenario is calculated on the capital adequcy.

Based on those test results; contingency plans are formed to face financial and
economic crises, policies determine the concentration of facilities and investments,
in addition to policies that face that banks assets and liabilities, and activating tools
that lower risks such as hedging and offseting for balance sheet items and
accepted guarantees, in accordance with the stress testing results.
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Govenmental applying of stress testing situations

Board of director’s responsibility
1- Revewing stress testing result semi-annualy (every 6 months), to take
decisions that suit these results and therefore assure the banks safety in the

case of any of the scenarios.

2-  Confirming that the executive management will perform and stick to the plans
and policies placed to face any stress faced by the bank.

3- The Committee has to check that the risk management are performing stress
testing periodicaly., Committee must have a pivotal role in confirming the
scenarios used, analysing the tests results and place the right procedures that
should be taken depending on the results.

Executive management responsibility
1- Placing the right recommendations that are based on the stress testing results

made, and presenting them to the board of directors.

2- Implementing the decisions made by the board of directors and that are related
to the bank's stress testing results, in addition to informing the board with the

results.

3- Implement and control stress testing, has to match what was agreed upon by
the board of directors.

4- Taking the stress testing results into consideration when planning capital with
the aim of reaching the capital that matches the bank’s strategy and its risk
structure, in addition to taking the results into consideration while performing

ICAAP.

5- Cooperation between all the different bank departments by coordianting with
the risk management to come up with the closest real world stress testing
results that the bank might be prone to as a result of the financial, local and
international economic situations.

The bank definition for applying defaults and the mechanism of
processing defaults :

The is inline with the regulatories instructions and the best practice in the
banking sector in relation to applying the defaults and the mechanism to process

the default debits. -

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

Watch List: borrowers with no assured profits and extremely unstable
operational revenues. Its history shows its decrease along with an increase in
the allowance for doubtful account with no sufficient guarantees and his
exposure is greater than the accepted standards in the relevant sector. Also the
management and controls are weak. Debits calssified as watch list will remain
for a period of time so it can be controlled to improve its credit classification in
case the given facts lead to classifying it under watch list category or decreasing
its credit classification.
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Substandard: Borrower who is not acceptable to deal with credit wise, as getting
the granted facilities back based on the operational revenues are questionable
and his assets are not protected in an acceptable net equity, also his ability to
committ to debits or providing additional guarantees is weak. Facilities classified
under this level of risks requires a special provision according to the instructions
of the central bank of Jordan.

Doubtful: The bank’s chances of retrieving the debt granted to the borrower is in
a doubtful place with a probability of losing a part of the original debt, and this is
under the given circumstances that show the borrower’s inability of committing
to his payments towards the bank. Facilities classified under this level of risks
requires a special provision according to the instructions of the central bank of

Jordan.

Loss: There is a probability of getting back part of the granted amount in the
future as the bank still believes that there might be a slight chance of retrieving
the granted loan which is why they are not writing off that debt yet. Facilities
classified under this level of risks requires a special provision according to the
instructions of the central bank of Jordan.

General rules to be followed when dealing with default debts:

° Any suggested schedule must be based on the clients ability to commit to it
as the banks aim is not only to improve the credit portfolio classification,
but to also retrieve the loan amount granted to the client.

. While planning the repayment schedule, a study of the borrowers’s cash flow
must be done, especially if the borrower has liabilities towards creditors other
than the bank, requiring the bank to study the borrower’s cash flow, current
guarantees and any other extra assets that can be facilitated as a an extra
source for the repayment, or having it act as an additional guarantee to
reduce the client’s credit risk. Other aspects of the client are also studied
which include the client’s ability to manage the facilities and the safety of
legal documents and contracts in the banks posession where they protect the
banks rights incase legal actions are taken with regards to the borrower.

o In a case where the client is committed to his repayment schedule for a
period of no less than 3 months, then his account’s classification is improved

to running debt.

Internal credit classification system:

The bank adopts Moody’'s system to classify clients acting as corporates , SME’s
and middle markets. The aim of this system is to asses credit risks at the clients
level and te facilities provided, and express them in a way that gives each
facilitated client a rank from 1-10, explaining his risk level where level (1) is the
least risk. Clients classification is the credit department’s responsibility.
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When applying the system, the following can be guaranteed:

The following table clarifies the standards that were placed with different

The ability to maintain high qualities for the banks credit wallet, control the
wallets performance and determine the right plans and strategies for the future
management of credit risks.

Connecting credit quality to the efficiency of performance and pricing.

Determining the party responsible for accepting to grant andlor renew facilities.

weights for different client classifications:

Indicator’s nature

Indicator

Financial items Quantitative
Management Qualitative
Corporate Qualitative
Economic sector Qualitative

And to calculate the classification, financial statements that cover 3 years and
information about the economic sectors performance must be available, thus
clients that are granted with facilities are classified according to the following

table:

Risk level

Risk rank

Excellent

Strong

Good

Satisfactory

Adequate

Marginal

Watch List

Substandard

Doubtful

Loss

Mechanism used to calculate expected credit losses on financial tools for
each item seperately

Expected credit losses are calculated on an individual basis on a system that was
previously applied by the bank according to the calculation syllabus adopted by
the board of directors and external auditor while preparing quarter and year end

data.
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A. Probability of Default:

Probability of default is measured for the purpose of calculating the expected
credit losses of each IFRS (9) stages by using statistical models depending on
previous data and the credit exposure classification, in addition to stress testings
that are related to economic indicators of the corporates and SME's facilities
portfolio. As for the consumers facilities portfolio, statistical models have been
adopted and depend on the product criteria and the clients credit behaviour,

According to what IFRS (9) includes, all credit exposures and loan tools are
listed in the stage (1). The probability of stumbling on an eprsure is taken into
consideration. As for the credit exposures under stage 2, the probability of
stumbling on a credit exposure is taken into consideration based on whats left in

the credit exposure’s timeline.

B. Loss Given Default:
When calculating the loss given default , an assesment of the early recived

guarantees is made in return for granting credit exposure, and only collatrals
that are classified as risk facilitators are taken into consideration (Legally
documented within credit contracts with nothing prevents the bank from
reaching it) for purposes of calculating the repayable amount from the credit
exposure after applying sepacified deductable rates in the loan instruction
classification number (47/2009). Loss rates are applied by LGDs on the part that
is not covered by the credit exposure depending on previous rates for financial
repayables resulted from processing the collatrals resulted from the default.

C. Exposure at Default:
The amounts that will be used by the debit side and the type of loan tool will be

taken into consideration when calculating the credit exposure for purposes of
calculating the expected credit loss for every stage of the IFRS (9). Usage rate
are calculated after performing a study on withdrawal and rates of currencies

and different loans in the past.

In direct credit exposures also (no financed) also considered to be an actual
credit exposures and a credit loss for them is being claculated also propapiliy of
default for them is being calculated based on the hsitorical studies.

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

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

The governmental of applying internatioanl financial reporting standard
requirements which insures the management responsibility and the management
to excute those requitement to insure complying with the standard requirement.
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Board of directors:
Board of directors will look on the operations and results of calculating provisions

acccording to the international standard to take the right decisions that agrees
with the results, and make sure that the executive management is committed to
the placed operations and policies for provisions in order to aprove the granted
policy to identify the extraordinary situations which has a proper justification for
adjusting the results and the out comes of the system to select an independent
party which has the authority to take unordinary decisions or to adjust and
represent the adjustings in those situations on the board and to approve it.

Risk committee
Risk committee is responsible for supervising the provision calculation operation

according to international standard and to make sure of the following:

- Insures that provisions cover expected credit loss

- Capital adequicy is within the requested level and guarantee its stability and
not having it drop below the specified limit

- Price mechanism covers provision costs

Audit committee
Results of provision calculations according to international standard are shown to

the audit committee where they check that the expected credit loss is covered
by the bank and check its efficiency on all financial data

Executive management
Executive management present the risks. When pricing credit exposures, policies

and procedures are updated to continue with assesing credit risks and the
measuring system for all intended consumers.

Executive management is responsible for implementing the reliable credit risk
strategies by the board of diretors and develop policies and procedures stated

above,

Risk management department

Risk management department makes sure that all provisions fully cover the
credit losses by international standard and present results to the board of
directors, risk committee and the executive management.
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