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DeIOItten Deloitte & Touche (M.E.)

Jabal Amman, 5% Circle
190 Zahran Street,
Amman, P.O. Box 248
Jordan

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

Review Report
AM/ 81688

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 June 30, 2018
and the related condensed consolidated interim statements of income and
comprehensive income, changes in owners’ equity and cash flows for the six-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.



Deloitte.

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, Jordan Securities Commission and the Central Bank of Jordan.

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.

Amman - Hashemite Kingdom of Jordan
August 29, 2018

Deloltte|@tdacke fRe J(’Mﬂﬁ.)

(Ja.u_glﬁ'l Bt t) L9 T Cwgdhas
010103



AMMAN - HASHEMITE KINGDOM OF JORDAN

p

A ETIHA
HAREH IN PANY

CONDENSED_CONSOLIDATED INTERIM STATEMENT QF FINANCIAL POSITION

June 30, 2018

(Reviewed December 31,
Note Not Audited) 2017
Assets: D 10
Cash and balances at central bank 5 358,254,648 338,311,743
Balances at banks and financial institutions 6 208,304,041 326,075,874
Deposits at banks and financial institutions 7 7,982,633 8,325,098
Financial assets at fair value through profit or loss 8 15,527,766 7,509,280
Direct credit and financing facilities - net 9 2,148,330,114 2,084,327,989
Financial assets at fair value through other comprehensive income 100 27,813,699 30,877,736
Financial assets at amortized cost 11 689,334,142 617,696,128
Investment in an associate 376,618 377,262
Property and equipment - net 72,229,918 70,968,060
Deferred tax assets 14 10,025,877 4,559,081
Intangible assets - net 21,170,075 20,945,239
Other assets 12 73,891,993 62,301,763
TOTAL ASSETS 3,633,241,524 3,572,275,253
LIABILITIES AND OWNERS' EQUITY
LIABILITIES:
Banks and financial institutions deposits 89,521,657 58,873,920
Customers deposits 13 2,793,157,498 2,691,335,921
Cash margins 149,453,999 210,088,710
Borrowed funds 24 87,255,450 88,211,995
Sundry provisions 340,595 234,615
Provision for Income tax 14 8,611,613 14,773,872
Other liabilities 15 59,023,198 50,245,187
TOTAL LIABILITIES 3,187,404,010 3,113,764,220
WNERS' ITY;
Paid-up capital 28 160,000,000 160,000,000
Share premium 28 80,213,173 80,213,173
Statutory reserve 29 42,668,849 42,668,849
Voluntary reserve 29 29,271,414 29,271,414
General banking risks reserve - 14,034,670
Fair value reserve - net 17 97,525 1,191,589
Retained earnings 16 29,586,394 43,243,353
Income for the period 16,262,065 -
TOTAL EQUITY - BANK'S SHAREHOLDERS 358,099,424 370,623,048
Non-controlling interest §7,738,090 87,887,985
TOTAL OWNERS' EQUITY 445,837,514 458,511,033

TOTAL LIABILITIES AND OWNERS' EQUITY

THE ACCOMPANYING NQTES FROM (1) TO (33

3,633,241,524

3,572,275,253

THEM AND WITH THE ACCOMPANYING REVIEW REPORT.

Chairman _of the Board of Directors

) CONSTITUTE AN INTEGRAL PART OF THESE CONDENSED
CONSOLIDATED INTERIM FINANCIAL STATEMENTS AND SHOULD BEREAD WITH

Chief Executive Officer



(REVIEWED NOT AUDITED)
For the Three Months For the Six Months
Ended June 30, Ended June 30,
_MNote 2018 2017 2018 2017
10 ] Jo o
Interest income and retumns 18 53,388,046 45,159,242 102,417,913 88,767,219
Interest expense 19 21,968,310 17,864,209 42,426,527 33,639,921
Net Interest Income and returns 31,419,736 27,295,033 59,991,386 55,127,298
Ket commilssion Income 5,596,680 4,757,299 11,205,967 10,122,673
Net Interest and Commisslon Income and retumns 37,016,416 32,052,332 71,197,373 65,249,971
Foreign currency Income 1,134,204 1,513,316 2,618,282 2,382,710
Galn from financlal assets at fair value through profit or loss 20 775,451 1,548,055 1,099,355 2,614,117
Cash dividends from financlal assets at fair value
through comprehensive Income 21 515,316 911,859 1,023,540 938,771
Other Income 446,912 333,237 738,369 496,451
Gross Incoma 39,888,339 36,358,799 76,676,919 71,682,020
Expenses;
Employees expenses 10,694,425 10,194,446 21,120,358 15,383,811
Depreclation and amoertization 2,571,466 2,420,469 5,213,298 4,790,011
Other expenses 7,088,425 6,597,856 14,017,650 13,038,572
Expected credit loss provislon 9 3,754,576 6,421,716 7,711,353 10,909,298
Provision far Impairment in financlal assets at amortized costs 227,466 136,875 364,341 273,750
Provislon for Impairment in foreclosed assets - 268,698 - 540,698
{Recovered from) sundry provisions {552,760) 28,283 {560,280} 47,996
Tatal Expenses 23,743,598 26,068,343 47,866,760 48,992,138
Oparating profit 16,144,741 10,290,455 28,810,159 22,689,882
Banks share from subsidiarles 8,356 16,900 8,356 16,900
Income for the Period before Income Tax Expense 16,153,097 10,307,356 28,818,515 22,706,782
Income tax expense 14 5,333,897 3,464,950 9,930,674 7,519,338
Income for the Period 10,815,200 6,842,406 18,827 841 15,187,444
_Attribyted to;
Bank’s Shareholders 9,313,342 6,019,194 16,262,069 13,750,093
Hon-Controliing Interest 1,505,858 823212 2,565,772 1,437,351
10,815,200 6,842,406 18,827 841 15,187,444

ey e ——— ——l S——l—

Earnings per Share for the Perlod Attributable to
the Bank's Shareholders For period 22 0.058 0.02 0,102 0,098

THE ACCOMPANYING NOTES FROM (1) TO {33) CONSTITUTE AN INTEGRAL PART OF THESE CONDENSED

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



income for the Period

Add other comprehensive income items not subsequently transferable

to condensed interim consolidated statement of income:

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

Total Comprehensive Income for the Period

r | h
Bank's shareholders

Non-controlling interest

For the Three Months
Ended June 30,

For the Six Months
Ended June 30,

2018 2017 2018 2017
plo] plo} D (s
10,815,200 6,842,406 18,827,841 15,187,444
(730,814) (1,197,914) (1,270,154} {1,464,289)
10,088,386 5,644,492 17,557,687 13,723,155
8,583,996 4,821,280 14,994,281 12,285,804
1,504,390 823,212 2,563,406 1,437,351
10,088,386 5,644,492 17,557,687 13,723,155

THE ACCOMPANYING NOTES FROM (1) TO (33) CONSTITUTE AN INTEGRAL PART OF THESE CONDENSED

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

un
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Cash flow from operating activities

Income for the period before Income tax
Adjustments:

Depreciation and amortlzation

Expectad cradit loss

Provislon for financlal assets at amertized cost
Unreallzed Loss (gain} from financlal assets valuation
Loss from sale of property and equipment
{Recovered from) sundry provislons

Provision for impairment In foreclosed assets

Loss {galn) from valuatlon of an associate

Effect of exchange rate fluctuations on cash and cash equivalents
Effect of disposal of subsidary company

{Gain) on sale of foreclosed assets
Profit before changes in assets and llabilitles

CHANGES IN ASSETS AND LIABILITIES:

Restricted cash balances

Direct credit and financing facliities

Flnanclat assets at falr value through profit or loss

Depostts at banks and financial institutions

Banks and financlal Institutions' deposits not exceeding 3 manths
QOther assets

Customers’ deposits

Cash margins

Other paid provisions

Other liabllities

Net Cash Flow (used in} Operating Activities before Income Tax

Income tax paid
Net Cash Flow (used In) Operating Actlvities

Net cash flow from Investing activities

Net sale {purchase) of financlal assets at falr value through other
comorehensive income

Net {purchase) of financial assets at amortized cost

(Increase) of intangible assets

Purchase of property and equipment

Proceeds from sale of property and equipment

Net cash flows acquired from the acquisition of subsidlary
Net Cash Flow (used in) from Investing Activities

Cash Flow from Financing activities

{Decrease) increase In loans and borrowings

Dividends pald

Capital lncrezse

Share premium increase

Capltal Increase fees

Increase In non-controlling Interests
Net Cash Flow {used In} from Financing Activities

Effect of exchange rate changes on cash and cash equivalents

Net Increase In cash and cash equivaients

Cash and cash equivalents at the beginning of the year

Cash and Cash Equivalents at the End of the Period

For the Six Months
Ended June 30,

Nate 2018 2017
o o
28,818,515 22,706,782
5,213,298 4,790,013
9 7,711,353 10,909,298
11 364,241 273,750
20 192,349 (737,974}
45,131 65,996
{560,280) 47,996
12 - 548,698
644 (6,900)
(1,159,614} (1,193,340)
19,116 -
218,721 (2,140}
40,863,574 37,402,179
(641,631) (550)
(86,477,348) (48,953,853)
{8,210,835) 1,711,202
281,170 (7,630,109}
10,000,000 -
(11,808,951) (7,200,603}
101,821,577 (49,119,930)
(60,634,711) (7,992,240)
{1,500} -
7,006,927 440,077
(7,801,728) (81,343,827}
14 {15,048,132) {14,145,197)
{22,849,660) {95,489,024)
10 1,390,946 (2,149,434)
11 {72,266,314) (62,677,999}
(1,803,373) {419,521)
(5,134,496) (5,414,661)
192,746 56,977
- 164,854,581
(77,620,491) 94,249,883
{916,545) 13,105,312
(18,472,431) (12,149,749)
- 35,000,000
8,750,000
(240,758)
- 105,221
{19,388,976) 44,570,026
(119,859,327) 43,330,885
1,158,614 1,193,340

600,016,203
23 481,316,490

409,000,567
453,533,792

THE ACCOMPANYING NOTES FROM {1) TO (33} 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)

1. GENERAL

- Bank Al Etihad is a public shareholding company incorporated in Jordan
during 1978, in accordance with the Companies Law No (12) of (1964), Its
main branch located in Amman, and it was transformed to 3 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 28 August 2018 under the mandate from the Board of
Directors.

2. 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.

I

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 for the
year ended December 31, 2017 and should be read with the Bank annual
report for the year ended December 31, 2017. The results of the six months
ended June 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 sijx
months ended June 30, 2018 which is usually performed at year end.

- Changes in Accounting Policies:

The accounting policies adopted in preparing the condensed consoclidated
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-
maonetary 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 recoghnition
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
cbligation,

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,

.9.



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 Bank

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
requirements of recognition, measurement, impairment and hedge
accounting.

The final version of IFRS 9 relating to financial instruments was replaced
which relates to the credit loss model incurred in accordance with IAS 39
Financial Instruments: Recognition and Measurement, replacing a model for
expected credit losses. The Standard includes a business model for debt
instruments, loans, financial liabilities, financial guarantee contracts, deposits
and receivables, but does not apply to equity instruments.

The standard was bieng adopted retrospectively in accordance with IFRS 9
financial instruments , the bank did not adjust the comparative figures. The
effect of applying the standard was booked on the first of January , 2018
through retained earnings in the condensed consolidated interim statement of
changes in owners’ equity.

o R



In case there is a low credit risk to the financial asset at the date of initial
application of IFRS (9), the credit risk relating to the financial asset is
considered to have not been changed substantially since its initial recognition.

In accordance with IFRS 9 Financial Instruments the expected credit losses
are recognized at an early date in accordance with IAS 39.

The revised version of IFRS 9 (2014) (Financial Instruments) includes a
classification mechanism for financial assets and liabilities. IFRS 9 requires all
financial assets to be classified based on the entity’s business model for
managing the financial assets and the contractual cash flow characteristics of
the financial asset.

There was no material diffrerence to classify the financial asstes and liabities
resulted from applying the international financial reporting standard number
(9) for the year 2014.

Adoption of International Financial Reporting Standard No. 9 for the year 2014
The impact of implementing the amendments of changes in the accounting policies
on the Banks' condensed consolidated interim financial statements as of January 1,
2018 is as follows:

IAS 39 IFRS 9 The Change
D D b
Cash at banks and financial institutions 326,075,874 325,685,392 (390,482)
Deposits at banks and financial institutions 8,325,098 8,199,333 (125,765)
Financial assets at amortized costs 617,696,128 617,460,936 (235,192)
Direct credit facilities at amortized costs 2,084,327,989 2,069,564,119 (14,763,870)
Deferred tax assets 4,559,081 10,727,741 6,168,660
Other liabilities 50,245,187 52,546,225 (2,301,038)
General banking risks reservas * 14,034,670 - 14,034,670
Retained Earnings 43,243,353 45,753,267 2,508,914
Non-Controlling Interests 87,887,985 87,765,054 (122,931)

*

The central bank of Jordan has issued instructions number 31/2018 on June
6, 2018 where it demands to transfer the general banking risk reserve
balance to the retained earning account to offset the effect of adoptaing IFRS
9 that was booked on the retained earnings beginning balance as of the first
of January , 2018. Also the instructions stated that the general banking risk
reserve is restricted to be used or distributed to the shareholders excpet by a
pre approval from the central bank of Jordan.

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

Ownership of Date of
Company's Name Pald-up Capital the Bank Nature of Operation Acquisition Location
1D %
Al-Etihad for Financial
Brokerage Company L.L.C. 5,000,000 100 Financial Brokerage 2006 Jordan

Al-Etihad for Financial Leasing Flnance Leasing

Company L.L.C 5,000,000 100 Acagisldon ghbonds 2015 Jordan
and shares in
companies and
borrowing its
Al-Etihad Islamic Investment necessary funds from
Company LL.C 65,562,636 58 banks 2016 Jordan

- The results 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.

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:
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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.

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.
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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, assurnptions 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 Defsult (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 defauit 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 June 30, 2018.
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Balance a5 of Exprcted Ealance 3 of
Jem December 31, 2017 Reciagatfied amount gredn loss Jaruary 4, 2018
x n n x
Balances 3nd deposits at bankas and Anenclal Institutions 334,400,972 - {516,247} 13).884,725
Oiredt creei fackimes 2,084,327,98% - (14,76,870) 2,069,564,11%
Loan Instrummentt within Anencial #5388 i amortied Coxy 617,695,128 - {235,152) 817,460,928 z
Findnclal guarantees 178,422,008 - {2.547,271) 175,875,717
Unusea kmea 404,280,218 o (1,472,030} 402,808,106
Letters of credit 372,970,169 - (741,420) 377,228,745
Oufference due to Balance according
Iem Current provisions smeunt recatculation o ImS {9)
o o o
Salances and depoats Bt banks &3 Anandsl institutions - 516,247 518,247
Direct cradit taclites 72,295,950 14,762,870 87,059,820
Losn instrumants sithin Nnanclal astets st amortized cost 1,390,625 215,192 Lesm7
Fnancisl guarinteet . 2,547,371 547,271
Unwied Nmits - 1,472,010 1.472,000
Letters of credit - rarad0 741,420
Expeqed creqn ioss for the Anandal oered enced June 30, 2018
tem Staoe {}) [ndividusl Stage {1} Collective Staae {2) Incividus! Stage () Colectia  _ Stigeddy Totp
o n o o i m
Balsnces and depasits st bankd and fnancyl instutions 479878 = - - . 479,878
Direct credi lackties 12,738,672 s1,022 4,560,914 75472 76,693,621 §4,10,501
Loan Instruments within Ainsnclal satiets ot gmaortized cott 154,550 - = - 1,654,175 2,014,925
Financlal guarsntess 412,551 - 119,479 = 813,488 1,175,298
Unused umzs 2,515,258 . 51,955 - - 1,577,210
Letters of craght 514,658 . 4,308 - o 510,988
Expected creqit lory for ehe Anancit oxred snded Jaguary L 2018
Jtem, — St (3) nctwidusl | _Stage{i)Coliatve _ __Stae (2) Inciwidua)  _ Sisqe{IjCobective  __ Suge(d)  _ Te
o o o n ple} n
Baiances shd deponts st banks and fnancidl Institutions 516,247 - - - . 516,147
Direc redit facinies 11,221,070 154,89 4,185,528 17,819 71,451,188 87,059,820
Loan Instruments within Anancal 1534tS at amortized cost 125,19 - - . 1,790,025 1825817
Finandal guarartees 560,955 . 5,289 - 1,981,057 2,547,271
Urused limics 1,347,819 g 124,191 c * 1,472,030
Letters of creat 737,888 = m . g 141,420
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5. Cash and Ralances nt Central Sank

Detalls of this item are a3 follows:

June 30, December 31,
s 2018 2017
1D ple]

Cash at treasury 86,312,667 £5,826,325
Accounts at central bank:
Cutrent accounts 49,548,719 55,759,508
Term and notice deposits 38,700,000 45,000,600
Cash reserves requirements 183,701,252 181,725,910

Total 358@54,648 %311,143

Disclosure ¢n the movements of the central bank balances

June 30, 2018

Stage (1)
Bs]

Balance at beginning of period 282,485,418
New balances during period 38,700,000
Paid balances (49,243,437}

Balance at end of period 271|941l951

- Except for the statutory cash reserve, there ara na restricted batances as of June 30, 2018 and December 31, 2017,

- There are no deserved amounts during a period exceeding three months as of June 30, 2018 and December 31, 2017

6, Balances at Banks and Floancial Institytions

The details of this Itemn is as follows:

Local Banks and Financial Institutions Forelgn Banks and Financlal Institutions Totat
June 30; December 31, June 30, December 31, lune 20, December 31,
2018 2012 2018 2017 2018 2017
1 D 1D ple) pie} 12

Current accounts 784,559 613,846 100,637,305 229,036,500 101,421,864 229,650,346
Deposits maturing within 3 months or less 26,928,680 0 B0,372,080 96,425,528 107,300,760 98,425,528
Tots! 27,713,229 611,845 181,009,385 325,462,028 208,722,624 326,075,874

Impairment lass * - - 418,583 . 418 583 -
Balanca of banks and financlal Institutions 27,713,235 sxm 180,590,802 325,462,028 208,304,041 325‘0?5@74

- Non-interest bearing batances at banks and financlal Institutions amounted to IO 31,502,907 as of June 30, 2018 (JD 48,064,730 as of Decermnber 31, 2017).

~ Restricted balances armounted to JD9,139,125 as of June 30, 2018 and {JD 8,497,494 25 of December 31, 2017)
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The disclosure on the movement of balances and deposits at banks and financial institutions:

Stage (1)
Individual Total
June 30, 2018 D b{n]
Net balance at beginning of period 334,400,972 334,400,972

149,405,217
(267,039,637)

New balances and deposits during period

Paid balances and deposits

149,405,217
(267,039,637)

Net balance at end of period 216,766,552

216,766,552

* The disclosure on the movements on the impairment loss of balances and deposits at banks and financial institutions:

Stage (1)
Individual Total
i 201 D 1D
Balance as of January 1, 2018 - e
Impact of IFRS (9) implementation 516,247 516,247
Adjusted batance as of January 1, 2018 516,247 516,247
Impairment loss on new balances and deposits during periad 421,618 421,618
Recovered from impairment loss on paid balances and deposits (459,007} {459,007}
Changes due to adjustments 1,020 1,020
Net balance at end of period 479,878 479,878
8. Financlal assets at fair value from incorne statement:
Details of the following item are as follows:
June 30, December 31,
2018 2017
D O
Government bonds listed in financial markets 1,475,078 -
Corporate bonds listed in financial markets 821,728 -
Corporate shares listed in financial markets 7,423,599 3,658,948
Investment boxes 5,807,361 3,850,332
15,527,766 7,509,280




9. Direct Credit and Financing Facjlities - 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 Facilities

June 30, December 31,
2018 2017
D D
8,863,755 11,727,365

374,432,236

346,626,917

9,017,292 7,967,050
646,282,626 582,624,848
124,812,042 121,778,528
811,975,238 835,326,438
37,477,311 37,256,005
105,566,431 94,077,515
141,379,889 135,307,843
2,259,806,820 2,172,692,509

(94,330,501)

(17,146,205)

(72,295,950)

(16,068,570)

2,148,330,114

2,084,327,989
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Net after deducting interest and commission received in advance amounted to
JD 2,014,207 as of June 30, 2018 ( JD 1,874,992 as of December 31, 2017

Non performing credit and financing facilities included in stage (3) were
amounted to JD 111,732,482 representing 4.94% of the total credit and
financing facilities as of June 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 94,586,277
representing 4.22% from the direct credit and financing facilities after
deducting suspended interest and commissions as of June 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 the governement of Jordan or granted by the
government guarantee amounted to JD 113,211,129 representing 5.01% of
the total direct credit and financing facllities as of June 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 717,074,350 representing %31.73 from the
balance of direct credit and financing facilities as of June 30, 2018
(1D 678,302,346 representing 31.22% as of December 31, 2017).
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10, Financlal Assets at Fair Valye through Cther Comorehensive Income

The details of this Item are as follows:

June 30, December 31,
2018 2017
o o
Quoted shares In active markets 23,339,844 26,751,131
Unguoted shares In active markets 4,473,855 4,126 6G5
Total 27i813|599 30‘877‘736

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

income amounted to 10 175,192 as of June 30, 2018 (3D 500,209 as of December 31, 20417).

- Cash dividends on the abave financlal assets amounted to JD 1,023,540 for the six months ended June 30, 2018
{JD 938,771 for the six months ended June 30, 2017).

11, Financlat Assets at Amortized Cost,
The detalls of this item are a3 follows
June 30, December 31,
2018 2017
o ho)
Qupted Financal Assets;
Governmental guaranteed bonds and bills = -
Foreign treasury bonds 39,552,028 33,352,441
Companies' bonds and debentures 47,428,389 46,058,847
Upcvoted Fipancial Assets,
Governmental guaranteed bonds and bllls S60,535,150 496,187,965
Companles' bonds and debentures 43,837,500 43,487,500
651,353,087 619,086,751
Less: Provision of Impairment loss In the financlal assets within stage (3} (1,664,375) {1,390,625)
Provislon of impairment loss in the financlal assets within stage (1) {354,550) -
5!9|334i142 51?|696‘12B
Bonds and Bilts Analvgis:
Fixed rate 689,171,565 616,000,425
Floating rate 2,181,502 1,086,328

591,353,067 £19,086,753

The disclosyre on the movement of financial assets At amortized cost,

Stage (1)
June 30, 2018 indivigual Stage (3) Total
o p[n] plv]
Balance at the beg'nning of paricd 616,099,253 2,987,500 619,086,753
New Investments during perlod 132,310,939 o 133,310,939
Accrued Investments (61,044,625} 2 {61,044,625)
Balance at £nd of Period 588,365,567 2,987,500 691,353,057
Ihe disciosyre on the movement of impalrment lassl
June 30, 2018
Stage (1)
Iindividual Stace (3} Total
po] n o
Balance as of January 1, 2018 - 1,390,625 1,390,625
tmpact of IFRS (9) Implementation 235,192 - 235,192
Adjusted balance as of January 1, 2018 235,192 1,390,625 1,625,817
Expected credit loss on new investment during the period 69,191 - 69,191
Recoverd from impairment loss on accrued invesmnet (24,297} = (34,297}
Changes resulted from adjustments 84,464 273,750 358,214
Balance as at the End of the Period 154,550 1,664,375 2,0‘59_25_




12. Other

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

* Central bank of Jordan Instructions requires to dispose of shares and real estates that are foreclosed assets

against debts during 2 years from date of acquisition.However in some special cases the central bank has the

authority to extend the period to more 2 years at max.

Below is @ summary of 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 acquisltion of Safwa Islamic bank
Added during the period/year

Balance End of Periad / yvear

an_

June 30, December 31,
2018 2017
1D iy}
14,433,617 10,592,220
7,018,805 3,803,129
32,450,155 31,992,554
735,214 161,360
247,348 18,434
5,245,195 5,174,311
8,209,837 6,793,343
5,551,822 3,766,412
73,891,593 62,301,763

June 30, December 31,
2018 2017
10 Jo
31,992,554 27,414,157
J 3,969,355
1,143,905 4,110,783
(621,273) {1,748,273)
{65,031} {1,753,468)
32,450,155 31,992,554
4,693,605 2,596,696
- 343,441
65,031 1,753,468
4,758,636 4,693,605




13, Costumers deposits;

The detalls for this item are as follows:

Compankes
Government and
Individuats Corporates SMEs Public Sector Tatal
Jo Jo o Jo pl]

For.the Six Months Ended June 30, 2018
Current accounts 269,285,244 175,557,415 83,275,419 2,755,455 530,873,533
Saving deposits 527,793,993 25,841,566 7,057,278 18,498,012 579,194,84%
Time gepasits 837,924,729 372,357,309 86,745,969 186,396,764 1,482,424,771
Certificate of deposits 180,315,303 3,718,600 7,635,042 5,000,000 199,668,345

1|815‘319i259 577,474 250 184,_713‘192_ 2155550‘231 2l7935157i498
Ear the Year Ended December 31, 2017
Current accounts 254,620,894 231,955,524 71,692,522 3,873,495 562,142,435
Saving deposits 512,087,556 10,126,781 6,327,419 17,110,550 545,652,306
Time deposits 795,684,084 328,202,529 91,862,127 184,661,100 1,400,409,840
Certificate of deposits 153,655,116 15,379,000 5,097,224 8,000,000 183,131,340

1716047650 585,663,834 175,979,292 213,645,145 2,691 335,921

The Jordantan govermment and public sector's deposits inside the kingdom reached JO 215,650,231 which equates to 7.72% of total deposits

as of June 30, 2018 (1D 213,645,145 which Is equivalent to 7.94% as of December 31, 2017).

Deposits with no Interest bearing reached 1D 544,926,927 which equates to 19.51% of total deposits as of June 30, 2018 (JD 573,155,164

which Is equivalent to 21.30% as of December 31, 2017).

Rastricted deposits reached JD 1,852,849 which equates to 0.07% of total deposits as of June 30, 2018 (3D 1,068,100 which equates to

0.04% of total deposlts as of December 31, 2017},

- Dromant deposits reached 1D 54,145,356 which Is equlvalent to 1.%94% cof total deposits as of June 30, 2018 {ID 65,946,533 which equates

to 2,45% of total deposits as of December 31, 2017).

14, _Proviston for Income tax
The movement on the provision for Income tax ts as follows:
For the Six
Months Ended For the Year Ended
June 30,
2018 __December 31, 2017 _
1o} o
Balance beginning of the period / year 14,773,872 10,595,594
Additional balance resulted from the acquisitton of Safwa [slamic Bank - 2,438,732
Income tax pald {15,048,132) (17,520,819)
Incomme tax for the perlod / vear 8,361,840 17,226,452
Prior years Ingome tax provision 524,033 2,433,912
Batance End of the Perlod / Year 8,611,613 14,773,872

P b I
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The movemnent on deferred assets and |labilities is as follows

Balance beginning of the year
Resulted from the acquisition of Safwa Islamic Bank
Impact of IFRS (39} implementation
Adjusted balance as of January 1, 2018
Addition
Disposed
Balance End ef the Year

15, Other Liabilitles
The details of this item are as follows:

Accrued Interest expense
Revenue recelved in advance
Accounts payable

Accrued and not pald expenses
Incoming transiers

Manager cheacks

Investment risk fund balance

Provision on off balance sheet expected credlt losses for off

Others
Total

The movement on the indirect facilities

Balance beginning of perlod

New exposures during the perlod
Accrued exposures

Transferred to stage (1)
‘Transferred to stage {2)

Transferred to stage (3)
Balance End of the Period

The mavemeant on the provision for indirect facilitles

Balance as of January 1, 2018

Impact of IFRS & implementation

Adjusted balance as of January 1, 2018

Impairment loss of new exposures during the period

Recovered from Impalrment loss on accrued exposures

Transferred to stage (1)
Transferred to stage (2}
Transferred to stage (3)
Changes due to adjustments
Balance End of the Period

June 30, December 31,
2018 2017
D bl ¢}
4,559,081 1,602,674
- 599,815
6,168,660 -
10,727,741 2,202,489
591,788 2,894,248
{1,293,652) (537,656
10,025,877 4152‘0;“_
June 30, December 31,
2018 2017
1D 1o
25,741,022 21,748,139
1,114,383 1,205,293
758,040 194,578
6,607,830 6,633,949
33,260 9,367
4,938,054 4,172,457
1,720,585 5,344,209
4,272,174 -
13,837 850 10,936,795
59,023,138 Sm
Stage (1) Stage (2)
Indlvidual Individual Stage {3} Total
filn) D D o
948,746,086 9,857,049 2,150,238 950,753,373
324,230,674 2,891,801 - 327,122,555
(374,457,922) (4,241,273) {1,260,032) (379,959,227}
365,864 {365,864) - -
(19,363,627} 19,363,627 - -
{33,250} = 33,250 =
879,487,825 27,505,420 923i456 907‘915‘701
Stage (1) Stage (2)
Ingdividual Individual Stage (3) Total
D Jo pls) 1o
2,646,482 133,182 1,981,057 4,760,721
2,646,482 133,182 1,981,057 4,760,721
2,194,343 52,334 - 2,246,677
(944,764) {82,768) (1,031,523) {2,059,065)
10,365 (10,365) . =
{131,249) 131,249 - -
(126) = 126 -
(322,087) (17,890) (336,182) (676,159)
3,452,964 205,742 613,468 4‘272‘174

+ 20 -



16, Retained Earnings

The details of this item are as follows:

Balance beginning of the year

General Banking reserve

Expected credit [oss for assets resulted from applying IFRS (9)
Impact of IFRS (9} implementation of differed tax assets
Adjusted balance at the beginning of the year/ period

Profit for the year

Relaized losses from other comprehensive income statement
Transferred to ressrvas

Effect of disposal of subsidiary

Dividends distributed

Capitat Increase fee

Balance at the End of the Year

- Retained eaming balance includes amount of )JD 718,377 which represent valuation gain differences on financial assets

at fair value through P&L.

- Retained earning balance includes deferred tax assets amounted to JD 10,025,877 as of June 30, 2018 {JD 4,559,081 as of

December 31, 2017), which is restricted from use according to the Central Bank of Jordan.

17, Fair value reserve

The details of this item are as follows:

Balance at beginning of period / year
Unreailzed losses

Deferred tax assets

Loss from sale of financial assets at fair value through other
cornprehenslve income

Balance at end of Pericd / Year

= 30 -

June 30, December 31,
2018 2017
By, iD
43,243,353 35,055,974
14,034,670 -
{17,693,416) g
6,168,660 -
45,753,267 35,055,974
= 31,364,269
(173,724) (1,117,743)
- (8,971,844)
6,851 g
{16,000,000) {12,500,000)
= (587,303)
29,586,394 43,243,353
2018 2017
o Do
1,191,589 1,555,417
(1,670,725) (1,523,260)
402,937 41,689
173,724 1,117,743
97,525 1,191,589




1 redit Interests and returns:

The detalls of this item are as follows:

Direct credit facilitates:
Individuals:

Overdrafts account

Loans and commercial papers
Credit cards

Real estate loans

Firms:

Corporates:

Overdrafts account

Loans and commercial papers
SME's

Overdrafts account

Loans and commercial papers

Government and public sectar

Balances at central bank

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

Financial assets at amortized costs

Others

19, Debit Inter nd expen:

The details of this itern are as follows:

Banks and financial institutions deposits

Clients’ deposits:

Current and demand account
Saving deposits

Time deposits

Certificates of deposits

Cash margins

Borrowed funds

Deposits insurance fees
Total

2018 2017
i 1>) 0

378,998 401,186
17,353,215 13,223,498
561,745 647,562
25,292,368 20,137,342
4,727,420 4,729,355
27,416,019 27,138,227
1,619,946 1,358,795
4,113,232 3,621,829
4,393,398 3,415,312
713,453 497,846
1,333,083 777,393
31,845 267,515
14,318,059 12,442,813
165,132 108,546
102,417,913 88,767,219

2018 2017

b 1

790,868 765,588
439,169 603,332
4,045,613 3,182,638
28,004,781 22,879,395
4,415,359 2,253,634
1,489,152 1,279,110
1,625,882 1,137,353
1,615,703 1,538,871
33,639,921

42,426,527




20.Gain (losses) of financial assets through profit or loss:

Details of this Item are as follaws:

Unreallzed
Realized galns gains {losses) Dividends Total

bir] pls) pir] 10
2018
Bonds and treasury bills 18,340 (31,983} - {13,643)
Corparate shares 1,154,462 (740,917} 143,314 556,859
Financial derivatives - 97,395 - 97,395
Investment funds (24,412} 483,156 - 458,744

1,143& (192& 143,314 1,099,355
2017
Bonds and treasury bills 2,987 110,927 - 113,914
Corporate shares 1,699,475 94,848 173,687 1,968,010
Financlal Instruments (6} 3 3 {5)
Investing funds - 532,199 - 532,199

—1.702,456 737,974 173,687 2,614,117
AL, Dividends distribution at falr valye through other comorehensive Income:
Detalls of this item are as follows:
2ms 2017
o Jo
Dividends distributed on corporate shares 1‘023‘540 938,771

22, Earnings per share for the banks shareholders perfod;
Details of this item are as follows:

For the Three Months Ended June 30, Far the Six Months Ended June 30,

2018 2017 2018 2017
pls] D 1o i
Income for the perlod 9,313,342 6,019,194 16,262,069 13,750,093
Weighted average number of shares = 160,000,000 155,966,633 160,000,000 140,568,860
Earnings per share pertalns to the Bank's Shareholders (Basic and Difuted) 0,058 0,039 0,102 0,098

* According to the general assembly extra ordinary meeting dated January 29, 2017 It was agreed to increase the bank capital to become 1D 160 milllon through Issuning 35
shares with a par value JD 1 / share , the procedures were completed on May 12, 2017,

23, cash and cash equivalenti
Detalls of this ltem are as follows:
For tha Six Months Ended June 30,

2018 2017
pi b}
Balances at central banks due within three months 358,254,648 306,725,178
Add: Balances at banks and financial institutions due within three months 208,722,624 229,310,064
Less: Banks and financial [nstitutions deposits due within three months 76,521,657 73,884,055
Restricted balances 9,139,125 B 617,395
481,316,490 453 533,792

.:t?.



24, Borpwed funds

Detadls of this Item ara a8 follows

Amount
L]
Jupe 30, 2018

Central bank of Jordan 20,024,038
Central bank cof Jordan 187,500
Central bank of Jordan 1,677,508
Central bank of Jardan 110,0c8
L it Bank far R ard Davek §,700,000
Arab Fund lor private sector 2,790,000
Arak Fund for private sector 1,589,151
Eurcpean Bank for R and Develop 5,482,142
Jordan Martgage Refinance 40,000,000
Local bank related o & subsidlary 1,735,103

a7, 295‘450

Amount

o
Recember 1, 2017

Central bank of Jordan 28,717,090
Central bank af Jordan 312,500
Ceniral bank af Jordan 1,677,508
Central bank of Jordan 110,008
Inter | Bank for Rec and Davelop 6,000,000
Loans from Arab Fund for Econamic and Saclal Development 2,790,000
Loans from Arab Fund for Economic and Soclal Developmaent 1,589,151
European Bank for R uction and D 6,579,571
Jardan Martgage Reflnance 40,000,000

Local bank related to a subsidiary 437,167

88,211,995

Number of Payments

Total What's left
4585 2590
16 13
& 4
4 3
Ll 19
15 13
84 o84
14 10
4 4
50 46

——Humberof Paymments

Total What's lsft
4595 ERRY]
16 15
[} 4
4 3
40 40
15 14
2] B4
] 6
4 4
43 47

=23 -

Instaliment

matutity period

Manthly
Quarnarly

Ong payment
Annusl

Seml annual starting from
15 September 2018

Saml annual

Saml annual

Seml annual

One payment

Monthly/ quarterly

Instalimant

Maturity period

Monthly
Quartery

Cine payment

Annual
semi annual starting from
15 Saptember 2018

Samni annusl

Sem| annusl

Semi annusi

One payment

Hanthly/ quarterly

Guarantees

Banknates

Banknates

Banknotes

Banknates

Banknotes

Banknates

Banknotes

Banknotes

Banknotes

Banknotes

Guarantees

Banknotes
Banknotes
Banknotes
Banknotes
Banknotes
Banknotes
Banknotes
Banknotes
Banknotes

Banknotes

Loan Interest

grk:!

%

1.00%-2 75%
2,25%
1,75%
2,00%

Labor & manths+ 1.8%

2,50%
3,00%
5.25%

4.5%-6.00%

5,00%

Loan interest

Eﬂr‘

A

1.00%:-2,75%
2.25%
1,75%
2,00%

Labor 6 months+ 1.8%

2,50%
3,00%
5.25%

4.5%-6.00%

6,00%



25 information on the Bank's Business Actlvities
1, Bank activities Information

For management purpases the bank Is organized Into the foll

= Individual accounts: This item Lnciedes following up on Individual customer’s deposits, snd granting them credit.

ing major busi

segments based on the reports sent ta the chief operating decision maker!

- Small and Medlum Enterprises: This ltem Indudes following up on the client's degosits and credit faciiities and in which these clients are classified tased on the volume of the

granted depasits and facillties according to the Banks instructions and principles and In compliance with the regulatory bodies instruction.

- Corporate Accounts: This item Includes following up on the dlent's deposits and credit facliities and In which thase clients are classified based on the volume of the granted

depasits and facillties according to the Banks Instructions and principles and in comallance with the regulatory bodies Instructian.

~ Treasury: This Item includes providing treasury and trading services, managing the Bank's funds and long terms Investments at amartized costs which s malntained Lo collect the

contractual cash Rows

- Others: This sector Includes all the accounts not listed within the sectors mentioned above such as shareholder's rights, Invastments in assoclates, property and equlpment,

genenal vent and supp

ing management.

The following table rep 3 knf

Total Income

Expetted crecit loss

Segmants resylts

Unallocated expenses - net

Operating Incoma befara tax

Bank's share of profit from Investments in associates
Income before tax
Incoma tax

Inzomae for the Perlod

Other Information
Capital Expenditures

Deprectation and Amortization

Segment Assets
Unallocated assets

Sepment Labllities
Unallocated lkabilities

tlon on the Bank's sectors according to activitles:

Individuals
his]
39,949,137
(1,966,173}
13,350,191

Indlviduals
o
840,184,578

1,922,124,852

Tatal

For tha Slx Months Ended June 30,

Corporates Treasury Other 2018 2017
hiv] 10 hl=} e} ple)
58,405,067 20,705,408 513,093 119,572,702 105,706,540
({5,745,180) - - (7,711,353} {10,909,296)
40,383,160 14,719,122 513,093 £8,965,566 60,772,722
(40,155,407} {38,082 B40)
28,810,159 72,689,882
B,356 16,900
28,818,515 22,706,782
(3,980,674} {7,519,338)
16,827,841 15,187 444
5,937,869 5. 834,182
5 213,298 4,750,013
Total
June 20, December 31,
Corporations Treasury Other 2018 2017
bl v] o] ] hie} o
1,304,545,495 1,182,589,23t . 3,327,319,204 3,279,921,356
- - 305,922,220 305,922,220 292,353,897
3,633,241 524 3,572,275,253
931,699,632 265,852,258 - 3,119,675,782 1,044,561,067
- - 67,727,228 67,727,228 65,203,153
3,187,404,010 3;113,764.220

T
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27, Capital Adequacy

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

change In falr 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 Instructlons that capital adequacy ratia coes not go below 12%.

2+ Comply with the minimum limit set for the paid capita! for Jordanian Banks such that It Is not less than JO 100 milllon.

3- The Bank's investments In stocks and shares which should not excesd 50% of the subscribed capltal.

4-The ratla of credit Amits {credit concentration) to regulatory capital,

5~ Banks and Companles faws related to the deduction of the legal reserve at a rate of 10% of the Bank's profit before tax

Commaon Equity Sharehsiders Rights

Paid-up capital

Retalned earnings after deduction of the expected distributions

The cumulative change In falr value

Share premium

Statuary reserve

Voluntary reserve

Recognizable non controliing shareholders

Int2rim profit {losses) after tax and deduction of the expected distributions

Total Commaon Equity Tire 1 before regulatory adjustments

Regulatory Adjustments (Propositions of tha Capital)
Goodwlll and intanglble assets
Deferred tax assets resulting from investments within Tier 1 {10/

Total Tler 1 capital

Additional capital
Recognizable minanty rights
Tatal Capital (Tier 1)

Tler 2 Capital

General Banking risk reserve

Provislon for debts tools listed In Tler 1
Recognizable non-controlling shareholders
Total Supporting Capital

Tatal Regulatory Capital

Total Risk Weighted Assats

Capltal Adeguacy Ratlo (CET 1) (%)
Primary Capital Ratio (%)
Supparting Capital Ratio (%)

Financial leverage rate

Tier 1 Capltal

Total assets in and out of the financlal positons after remaving deductible items fram Tier 1

Financtal leverage rate

Capital adequacy was calculated on June 30, 2018 and December 31, 2017 based on the basel committee Ii1.

Jure 30, December 31,
2018 2017
plv) e
160,000,000 160,000,000
29,586,394 27,243,353
97,525 1,191,589
80,213,173 80,213,173
42,668,849 42,668,849
29,271,414 29,271,414
24,165,827 23,424,090
8,262,069 S
374,265,251 364,012,468
21,170,075 20,945,239
10,025,877 4,555,081
343,069,299 338,508,148
4,264,558 4,131,663
347,333,857 342,641,811
= 14,034,570
14,873,573 =
5,686,077 5,511,551
20,559,650 19,546,221

367,893,507

— 36285032

2,481,997,184 2,464,358,5929
14/82% 14/70%
13/82% 13/74%
0/83% 0/79%
2018 2017
o Es]
347,333,857 342,641,811

4,347,921,094
7,99%

4,127,174,086
8,30%



28. 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 June 30, 2018 and
December 31, 2017.

Share Premium;
Share premium amounted to JD 80,213,713 as of June 30, 2018 and

December 31, 2017.

Distributed Dividends:
Dividends distributed to shareholders for the year 2017 were amounted to
1D 16 million (JD 12.5 million during the year 2016)

29. Reserves
The Bank did not deduct the statutory reserves during the period due to the
fact that these statements are condensed consolidated financial statements,
as it is done in the year end.

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

June 30, December 31,
2018 2017
D D
Letters of credit 172,598,195 195,853,744
Acceptances 104,696,253 182,116,425
Letters of guarantee:
- Payments 48,905,591 48,260,272
- Performance 73,200,713 71,307,780
- Other 54,566,035 58,854,936
- Unused Limits of Direct Credit Facilities and
Financing 453,949,914 404,360,216
- Total 907,916,701 960,753,373

31. Lawsuits against the Bank
The value of the cases against the Bank were amounted to JD 3,723,725 as

of June 30, 2018 (JD 3,497,551 as of December 31, 2017). Provisions booked
against them was amounted to JD 316,777 as of June 30, 2018 (1D 210,797
as of December 31, 2017). Management of the Bank and legal counsel
declare that the provisions deducted for these cases are sufficient.

27



32. 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
requlatory controls across all of the Bank's operations, the responsibility of
risk management is distributed among various levels as summarized below :

1. Business {Work) Unijts;

Work units are formed of employees who, through their daily work manage
the wvarious 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 te 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.




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

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

» Review and approve the various risk policies.

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

» 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.

e 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.

-39.



51

6,

Internal Valuation for Capital Adequacy: the Bank developed a madel 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.

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, 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.

. .Credit Portfolio Management

All departments concerned with credit continuously review the credit
portfolio to maintain a good level of credit exposure quality.

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

.Credit Risk Alleviation
As a 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.

-



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.

A



C.Liquidity 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.

D.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 resuited 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.



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- Impiementing 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

- gquarantees and any other extra asseis 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.

. 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 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.

The following table clarifies the standards that were placed with different

weights for different client classifications:

Indicator Indicator’s nature
| 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 1
Strong 2
Good 3-4
Satisfactory 4
Adequate 5
Marginal 6
Watch List 7
Substandard 8
Doubtful 9
Loss 10

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 exposure 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.

The macro adjustment of calculated PD figures follows the next steps in the
application:

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

The values of the resultant matrix are further converted into PIT probabilities by
computing the marginal probabilities for each rating transition. Thereafter, the
PIT rating transition probability matrix for next one year has been obtained.

Further to compute the PIT rating transition probability matrix for the
subsequent years, long run average rating transition probability for the periods
t+1, t+2, t+3 and t+4 are obtained using the Markov chain method that uses
matrix multiplication as the basis.

The PD for each grade from each of the PIT rating transition probability matrices
of the periods t, t+1, t+2, t+3 and t+4 are combined to create the PIT PD term
structures for each grade.

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.
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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.

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 rmake 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 managemen rtment

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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