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Independent auditor's report to the Directors of Bank Saderat Iran

Bank Saderat Iran
United Arab Emirates Branches

Report on the audit of the financial statements

Opinion

We have audited the financial statements of Bank Saderat Iran (United Arab Emirates Branches) (the
"Bank"), which comprise the statement of financial position as at December 31, 2019, and the statement of
profit or loss and other comprehensiva income, statement of changes in equity and statement of cash flows
for the year then ended, and a summary of significant accounting policies and other explanatory notes to the
financia statements as set out on pages - 10 to 64,

In our apinion, the accompanying financial statements present fairly, in all material respects, the financial
position of the Bank as at December 31, 2019, and its financial performance and its cash Hows for the year
then ended in accordance with International Financial Reporting Standards (IFRSs).

Basis for opinion

We conducted our audit in accordance with the International Standards an Auditing (ISAs). Our
respons bilities under those standards are further described in the Auditor’s respansibilities for the audit of
the financial statements section of our report, We are independent of the Bank in accordance with the
Internatianal Ethics Standards Board for Accountants’ Code of Ethics for Professional Accountants (IESBA
Code) togelher with the ethical requirements that are relevant to our audit of the financial statements in the
United Arab Emirates, and we have fulfiled our other ethical responsibilities in accordance with these
requirements and the IESBA Code. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our opinion.

Emphasis of matter
Without gualifying our opinion, we draw attention to the following:
1. As discussed in note 32 to the financial statements:

- The Bank has been subjected to implementing notices by the Central Bank of the UAE on account of the
restrictions imposed by the Securily Council of the United Nations on certain Iranian entities and individuals.
Manageinent believes that the Bank has complied with all such rotices issued by the Central Bank of the
UAE. Management of the Bank also believes that despite such restrictions being imposed, the going
concemn assumption used in the preparation of financial statements for the year ended December 31, 2019
is still appropriate;

- The Office of Foreign Assets Control ("OFACY) of the United States' Department of the Treasury has also
resolved to Impose restrictions on cerain Iranian entities and individuals, including Bank Saderat Iran
Managernent of the Bank believes that these restrictions did not have a significant impact on the Bank's
ability to continue as a going concam: and

- In the last few years, a number of countries have imposed/reinforced sanctions on Iranian banks, More
significantly, European Union Council Decision 2012/152/CFSP of March 15, 2012 provided for a ban on the
supply of specialised financial messaging services used to exchange financial data, to certain Iranian banks
As a result of this, the Society for Worldwide Interbank Financial Telecommunication ("SWIFT")
disconnected certain Iranian banks, including Bank Saderat Iran from its international network s
from March 17, 2012

(Indeper.dent auditor's report on Bank Saderat Iran - United Arab Emirates Branch
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(Independent auditor's report on Bank Saderat Iran - United Arab Emirates Branches continued...)

Management of the Bank believes that since the Bank has not had business dealing / relations with any of
the banks in the countries referred to above for a long period of time and it mainly deals with lranian Banks
which have there own intra-communication arrangements, the business activities of the Bank have not been
significantly affected by the inability to use SWIFT. Further, in response to this, the Bank has introduced
measures in order to ensure uninterrupted, legalised, authenticated transmission of messages and
continuztion of business activities including transfer of funds

This financial statement do not take account of the potential future impacts of the current and any further
restricticns that may be imposed by The Security Council of the United Nations and The Office of Foreign
Assets Control of the United States’ Department of the Treasury and restrictions that may be imposed by
other countries.

2. As discussed in note 33 of the financial statements, the Bank has assessed the forecast conditions
considering the impact of COVID-19 for its operations and the significant government support measures
being undertaken for the banking Industry in United Arab Emirates (UAE) but at this time it is difficult 1o
incorporate the specific effects of COVID-18 and government support measure on a reasonable grounds
and supportive basis. The Bank will be monitoring the updated facts and circulars issued by Central Bank of
UAE and supporting changes will be incorporated in the statements subsequent to the financial position
date. As at statement of financial position date, the Bank is confident that appropriate disclosures and
adjustments are made for the ECL based on the judgements and models prescribed by the Bank for the
IFRS 8 impact for its financial instruments.

3. As discussed in note 34 of the financial statements, which states that the Bank has incurred a loss of
AED 85 million {2018: AED 220 million) and has accumulated losses of AED 1,063 million as at December
31, 201¢ (accumulated losses as at December 31, 2018 AED 968 million). The Eligible Liguid Assets Ratio
(ELAR) stood at 12.97% as at December 31, 2019 (December 31, 2018 3.85%) against the minimum
requirement of 10%.

These conditions, indicate the existence of a material uncertainty which may cast significant doubt on the
Bank's zbility to continue as a going concern and that, therefore, the Bank may be unable to realise its
assels and discharge its liabilities in the normal course of business. These financial statements however,
have been prepared on a going concern basis. The Bank along with its Head Office is currently committed
fo continue the business as a going concern and would introduce additional funds as and when required to
meetl its obligations as they fall dus in the foreseesable future.

Key Audit Matters

Key Audit Matters (KAMs) are those matters that, in our professional judgement, were of most significance
in our audit of the financial statements for the year ended December 31, 2018. These matters were
addressed in the context of our audit of the financial statements as a whole, and in forming our opinion
tharson

(fndependent auditor's report on Bank Saderat fran - United Arab Emirates Branches continued on
next page...)




(Independent auditor's report on Bank Saderat Iran - United Arab Emirates Branches continued...)

Key audit matter

How our audit addressed the key audit

1. Estimation uncertainty with respect to Expected Credit Losses (ECL) for loans and advances to

The assessment of the Bank's determination of
impairment allowances for loans and advances to
customers requires the Bank's management to make
judgements over the staging of financial assets and
measurement of the Expected Credit Loss (ECL). The
audit wes focused on this matter due to the materiality of
the loans and advances to customers (representing 40%
of total assets) and the complexity of judgements,
assumpions and estimates used in measurement of
ECL mcdels. The measurement of ECL are carried out
by the rnodels with limited manual intervention and are
valid throughout the reporting period,

The material portion of the Bank's portfolic of loans and
advances is assessed individually for significant increase
in credil risk (SICR) and measurement of ECL. This
requires the Bank's management to capture all
qualitative and gquantitative reasonable forward looking
informat on to assess the SICR or while assessing the
credit Impaired criteria, The Bank exercises significant
judgements and makes a number of assumptions in
developing ECL models, which include Probability of
Default (PD), Loss given Default (LGD), Exposure at
Defaull  (EAD), forward loocking  information,
macroeconomic adjustments and staging criteria.

Refer to note 4 to the financial statements for the
accounting policy and note 29 for the credit risk
disclosure.

We gained an understanding of the Bank's
business processes relating to credit risk
management and estimation process of
determining impairment allowances for loans
and advances to customers. We have also
tested the operating effectiveness of relevant
controls within these processes.

We examined the soundness of the Expected
Credit Loss Models developed by an external
UAE firm appointed by the Bank, by performing
recalculations on sample basis for each model
to verify their arithmetical accuracy Also, we
enquired with the Bank about the assumptions
made during the computation of Probability of
Default (PD), Loss Given Default (LGD) and
Exposure at Default (EAD) to verify for their
consistency and reasonablenass. We
challenged the assumptions underlying the
impairment allowance calculation, such as
estimated future cash flows, collateral valuations
and estimates of recovery We evaluated
controls over approval, accuracy and
completeness  of impairment  allowances
including assessing key management and
committee meetings for loan impairment
allowances.

We have updated our assessment of the
framework and methodology, designed and
implemented by the Bank, regarding the
outcomes and stage allocations of the
impairment mode| being reasonable and in line
with the assumptions formed by the Bank. We re-
performed specific model calculations to confirm
the risk parameter outputs and ECL amounts
and the same were found to be reasonably
appropriate and sufficient. In accordance with
the directives issued by the Central Bank of the
UAE in its letter dated July 2, 2019 reference
no. CBUAE/BSD/2019/2610, the Bank has
recorded as much as the specific provision
amounting to AED 34388 million in 2019 and
provided reascnable assurance on their effords
to record the balance provision of AED 179.22
million in 2020,

(Independent auditor's report on Bank Saderat Iran - United Arab Emirates Branches continued on
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(Independent auditor's report on Bank Saderat Iran - United Arab Emirates Branches continued...)
2. Impairment of loans and advances to specific customers

Accounting for the allowance for impairment of loans and
advances is an area that requires management of the
Bank to make complex and significant judgement over
both timing of recognition and guantum of such
impairmant. The audit was focused on this matter due to
the materiality of the loans and advance balances
(representing 40% of total assets) and the subjective
nature of the calculations, As at December 31, 2019,
gross loans and advances amounted to AED 12,631
million against which provisions for impaired loans and
advances amounting to AED 4,507 million were
recorded. Further, the audit was focused on the gross
exposure of a specific group of customers which
represented 18% of gross loans and advances as at
December 31, 2019.

Based on the objective evidence observed
during the year, for a specific group of
customers having gross outstanding of AED
2,080 million as at December 31, 2018, the Bank
has recognised allowance for the impairment
loss of AED 1,299 million against the required
impairment allowance of AED 1,206 million. We
assessed the level of allowance for impairment
loss based on the discussion with the senior
management of the Bank and the detailed loan
and counterparty information, which s
maintained by the management in the credit file.
We have also assessed the accuracy of the key
data from the portfolios, the provision
calculations and critically assessed management
estimates and assumptions used in
determination of impairment loss allowance.

3. Fair valuation of mortgaged properties situated in Iran as collaterals

The Bark grants loans and advances to the customers
after the necessary collaterals are obtained and
evaluated by the Bank Mortgaged properties situated in
Iran are one of the major collaterals provided by the
customers, The audit was focused on this matter due to
the materiality of the fair value of these collaterals
(representing 52% of gross amount of loans and
advances from customers and constitutes 95% of total
collaterals from such customers) and their significance in
the calculation of allowance far impairment on loans and
advances,

Our audit procedure included evaluating the
methadologies, inputs and assumptions used by
the Bank In assessing the adequacy of
impairment allowance for individually assessed
loans. We tested the design and operating
effectiveness of relevant controls to determine
allowance against the impaired loans, We tested
some samples of impaired lpans to test
quantification, valuation of underlying collateral
and estimates of recovery on default. The fair
valuation of the properties held in Iran against
impaired loans constitutes 80% of the total value
of collaterals held by the Bank against such
loans. Fair valuation of mortgaged properties
held in Iran, wvalued in UAE Dirhams was
estimated by Iran based external real estate
agencies, duly approved by Head Office of the
Bank.

We have relied on the certified report of external
valuer Ref. no, 98-08-005 dated December 21,
2018 for the purpose of assessing the fair
valuation of the Iranian properties and thereby,
the adequacy of the impairment allowance. In
addition, we have also obtained the letter issued
by Credit Facility Department of the Bank, Ref
no. 182/4/76/2020 dated February 24, 2020
which states that mortgaged properties situated
in Islamic Republic Of Iran for Bank Saderat Iran
— UWAE branches customers that have been
approximately fair values, are in tangible
existence and in reasonable condition as at
December 31, 2019,

(Indeper.dent auditor's report on Bank Saderat Iran - United Arab Emirates Branches/

next page...) 4




(Independent auditor's report on Bank Saderat Iran - United Arab Emirates Branches continued...)
4. Recognition and recoverability of deferred tax assets

The Bank is subject to income tax laws of respective
Emirates of the United Arab Emirates in the jurisdiction in
which it operates. Deferred taxes are recorded for the future
consequences of events that have been recognized in
financial statements or tax returns, based upon the enacted
iax laws and rates. A deferred tax asset is recognised for
deductible temporary differences, unused tax losses and
unused tax credits to the extent that it is probsble that
taxable profit will be available against which the deductible
temporary differences can be ufilised,

The Bank has assessed deferred tax asset based on the
deductibe temporary differences as available with the
Bank. A deferrad tax asset is recognised for an unused {ax
credit only when it is considered probable that there will be
sufficient future taxable profit against which the credit carry
forward can be ufilised. This raises concern aver
recognition and measurement of deferred tax asset as the
managerment is required to form assumptions and prepare
forecasts of future taxable profits to assess the
recoverability of a deferred tax balance. These assumptions
and forecasts are subject to future market and economic
conditions which involve a high degree of uncertainty. As
disclosed in note 11 to the financial statements, as at
December 31, 2019 the Bank has recognized AED 1,224
millicn {December 31, 2018: AED 863 million} of deferred
tax assels in the statement of financial position.

Our audit was focused on this matter due to the materiality
of the deferred tax asset {representing 19% of total assets)
and its recoverability due to its recognition involving
judgement by the Bank, which is based on a number of
factors including whether there will be sufficient taxable
profits in future periods to support recognition.

5. Adequacy of Eligible Liquid Assets Ratio (ELAR)

The Elig ble Liguid Assets Ratio (ELAR) is a measure to
ensure that banks hold minimum buffers of liquid assets.
The ratio requires the bank to hold a minimum amount
equivalent to 10% of its total balance sheet liabilities
(excludirg those included in regulatory capital) in high
quality liuid assets at all times, as described in detall as
per Circular Number 33/2015 — Regulations re Liguidity
at Banks issued by the Central Bank of the U.AE. The
audit was focused on this matter due to the ratio standing
at 3.85% as at December 31, 2018.

We reviewed the process of the determination of
the deferred tax assets. We have involved our tax
specialists in our audit procedures relating to
deferred tax assets. We assessed the evidence
provided by the Bank to utilize the deferred tax
assets against the future laxable income of the
Bank and key assumptions used by the
management on the future economic development.

We focused on the Bank's examination of the
carrying value of deferred tax assets reviewed at
the end of the reporting period The carrying
amount of deferred tax assets is recognised to the
extent thal it |s probable that sufficient taxable
profit will be availabie to allow the benefit of part or
all of that deferred tax asset to be utilised.

We relied on the correspondences documented
between the Bank and the Tax Authority of
respective Emirates’ regarding the approval of the
valuation of Deferred Tax Assets as at December
31, 2019.

We have relied upon the letter (Ref no.:
98/164335) received from the Bank's head office
(Tehran, Iran), dated May 17, 2020, where in it
states that the head office of the Bank assessed
sufficiency of future taxable profits of the Bank to
utiise deductible temporary differences and
concluded minimal uncertainty to the Bank's future
taxable profits. Accordingly, the head office of the
Bank has given reasgnable assurance for the
recovery of the deferred tax assels in foreseeable
future in accordance with 1AS 12 lncome Taxes.

We assessed and tested the design and
operating effectiveness of the control over
Bank's Central Bank of UAE. (“CBU")
compliance  monitoring  procedure. We
concluded moderate level of design and
operative effectiveness of the control over
adequacy of ELAR adherence. These controls
included those over the liquid assets which
banks are required to meet consisting of
physical cash in the bank, account balances at
the CBU, central bank certificates of deposit,
UAE federal government bonds and sukuk
(Islamic bonds), reserve requirements, UAE.
local government bonds and foreign sovereign
debt instruments.

findependent auditor's report on Bank Saderat Iran - United Arab Emirates Branches continued on
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(Independent auditor's report on Bank Saderat Iran - United Arab Emirates Branches continued...)

We performed an assessment of the
implemented measures undertaken by the Bank
to improve the liquidity position of the Bank. The
ELAR ratio of the Bank as at December 31,
2019 stood at 12.97% which was above the
minimum requirement of 10%. We were
provided reasonable assurance by the
management of the Bank {o maintain the future
liquidity position above minimum reguirement as
prescribed in the circular issued by the Central
Bank of the U.AE.

6. Large exposure to head office and its branches abroad and other banks outside U.A.E

The Bank has exceeded the exposure limits as
prescribad in circular no. 32/2013 dated November 11,
2013 concerning regulations re Monitoring of Large
Exposure Limits, its amendments and the table of
maximum large exposure limits issued by the Central
Bank of the U.A.E. According to Article (2) of circular no.
32/2013 dated November 11, 2013 exposure to banks
operaling outside the UAE, imespective of their maturity
are not allowed to exceed 30% of the bank's capital
base.

The same applies to exposures of branches of foreign
banks to their head offices and other branches abroad.
The audil was focused on this matter as the Bank's
exposuri to head office and its branches abroad and to
other Iranian banks outside UAE, exceeded the
prescribed limit of 30% of the bank's Capital base as at
Decembzar 31, 2018,

We reviewed the credit policy for the purpose of
assessing the risks and exposures arising
therefrom. Since the Bank is carrying a
significantly high exposure against the balances
receivable from the head office & its branches
abroad and other banks, we assessed the
measures undertaken by the Bank to reduce its
large exposure limits such as reducing
placements to head office of the Bank and
offering term loans to other foreign banks,

We were provided reasonable assurance for
lowering the exposure relating to the balances of
head office and its branches abroad in order to
meet the requirement as prescribed in the
circular issued by the Central Bank of the UAE.
We verified the letter issued by the Bank to the
Central Bank of U.A.E dated December 10, 2019
bearing reference no. 182/1/2025/2019 stating
the aclions undertaken by the Bank to reduce
large exposure to head office within the
permissible limit. For the year ended December
31, 2019, the Bank's exposure to Head office
and its branches abroad dropped to 78% of its
Capital base. Subsequently, For the next year
quarter ended March 31, 2020, the Bank's large
exposure to head office and its branches
dropped to 47% of its capital base.

We performed an overview of the action plan
provided by the Bank to reduce its large
exposure limits which includes increasing
placements with new foreign banks so as to
reduce the large exposures to current banks
outside U.A.E in the following financial year. For
the next year quarter ended March 31, 2020, the
Bank’s large exposure to all other banks outside
U.AE fell within the prescribed limit of 30%.

(Independent auditor's report on Bank Saderat iran - United Arab Emirates Branches continued on
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7. Large exposure to a single borrower or a group of related borrowers

The Bank has exceeded the exposure limits as
prescribed in circular no. 32/2013 dated November 11,
2013 concerning regulations re Monitoring of Large
Exposure Limits, its amendments and the table of
maximum large exposure limits issued by the Central
Bank of the U.AE. According to Article (2) of circular no.
32/2013 dated November 11, 2013, exposure to a single
borrower or a group of related borrowers is not allowed to
exceed 25% of the bank's capital base. The audit was
focused on this matter as the Bank's exposure to a
specific group of borrowers exceeded the prescribed limit
by 22% of the bank’s Capital base as at December 31,
20189,

Further, according to Notice No. 226/2018 dated October
1, 2018, conceming Large Exposures — Credit
Concentrations Above Limits issued by the Central Bank
of the UAE, a § year grace period was granted to the
banks to comply with the regulations of the
aforementioned circular no. 32/2013 . Accordingly, non-
compliance with the regulations would result in AED 1
being charged in capital (capital surcharge) for each
dirham exceeding the large exposure limit prescribed in
the reguiations.

We reviewed the credit policy for the purpose of
assessing the risks and exposures arising
therefrom. Since the Bank is carying a
significantly high exposure against the balances
receivable from a specific group of borrowers,
we assessed the measures undertaken by the
Bank to reduce its large exposure limit such as
recovery of outstanding funds from such
customers on instalment basis over the course
of the following financial year.

We were provided reasonable assurance for
lowering the exposure relating to specific group
of borrowers and increasing the capital base of
the Bank in order to mesat the reguirement as
prescribed in the circular issued by the Central
Bank of the UAE The Bank is in active
correspondence with the Central Bank of the
U.AE. with regards to the action plan to reduce
the large exposure to mitigate the financial
impact of non-compliance with Notice No.
226/2018 dated October 1, 2018.

Responsibilities of management and those charged with governance for the financial statements

Management of the Bank is responsible for the preparation and fair presentation of the financial statements
in accordance with International Financial Reporting Standards (IFRSs) and the UAE Federal Law No. 2 of
2015, and for such internal contrel as management determines is necessary to enable the preparation of
financial statements that are free from material misstatement, whether due to fraud or error,

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

Those charged with governance are responsible for overseeing the Bank's financial reporting process.
Auditor's responsibilities for the audit of the financial statements

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

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

(independent auditor's report on Bank Saderat Iran - United Arab Emirates Branches continued on
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fIndependent auditor's report on Bank Saderat Iran - United Arab Emirates Branches continued...)

- ldentify and assess the risks of material misstatement of the financial statements, whether due to fraud or
error, design and perform audit procedures responsive to those risks, and obtain audit evidence that is
sufficiert and appropriate to provide a basis for our opinion. The risk of not detecting a matenal
misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve collusion,
forgery, intentional omissions, misrepresentations or the override of internal control.

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

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

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

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

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

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

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

(Independent auditor’s report on Bank Saderat Iran - United Arab Emirates Branches continued on
next page...)
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Wi,

Report on other legal and regulatory requirement
As required by the UAE Federal Law No: 2 of 2015, we report that:

. We have obtained all the information we considered necessary for the purposes of our audit;
, the financial statements of the Bank have been prepared and comply, in all material respects, with the

applicable provisions of the UAE Federal Law No. 2 of 2015;

. the Bank has maintained proper hooks of account, and records of the Bank are in agreement with [t
. the Bank has not purchased any shares or stocks during the financial year,
. note 7 to the financial statements of the Bank discloses material related parly transactions, the terms

under which they were conducied,

based on the information that has been made available to us nothing has come to our attention which
causes us to believe that the Bank has contravenad during the financial year ended December 37, 2019
any of the applicable provisions of the UAE Federal Law Mo, 2 of 2015 as amended, which might have a
material adverse effect on the Bank's financial position orfand the resulls of its operalions.

Further, as required by the UAE Federal Law No. 14 of 2018, we report that we have cobtained all the
information and explanations we considered necessary for the purpose of our audit

AV
o
j k:
Signed by: | x PO.Box:10742 '@
Kinnari Rahul Doshi Bakul Gandhi  ||= opusai-uae =
Partner 2 5
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Dubai, United Arab Emirates
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Bank Saderat Iran
United Arab Emirates Branches

Sta ent of financial position

As at December 31, 2019
All figures are expressed in thousands of U A E Dirhams

Note 31.12.2019 31122018 D1.01.2018
(Resiated) (Restated)
AED D00 AED ‘000 AED 000

ASSETS

Cash and balances with the UAE Central Bank B 617,096 205,226 B22 425
Due from head office and its branches abroad 7(a) 499,565 2018531 3,315,256
Due from other banks 8{a) 1,342,802 7,500 531,115
Export bills discounted for Iranian banks abroad g 108.493 232 540 1,851,051
Loans and advances 10 2,634,253 3,484 125 3,877,769
Other assets 11 1,323,810 853,634 670,405
Property, plant and equipment 12 24,836 25,325 28,200
Total assets E,ESH,!E 6,837,881 11,006,221

LIAEILITIES AND EQUITY

Liabilities

Due to other banks 8(b) 1,307,747 1,083,632 2,550 280
Custome- deposits 13 3,103,008 3,666,232 4,540 426
Due to head office and its branches abroad 7(b) 210,532 392,234 1964 748
Subordinated loans 14 0 0 600,000
Other liabilities 15 121,100 142 536 167,994
Total liabilities {A) 4.742 385 5,284 634 9823448
Equity

Assigned capital 1(a) 2,350,000 2,100,000 1,500,000
Statutory reserve 22 521,553 521 553 521,553
Accumulated losses (1,063,083) {968, 308) (748,780)
Net equily (B} 1,808,470 1,653,247 1272773
Total liabilities and equity (A+B) 6,550,856 _ 6937.881 _11.006221

We approve these financial statements and confirm that we are responsible for them, including selecting
the accounting policies and making the judgments underlying them. We also confirm that we have made
available all relevant accounting records and information for their compilation.

These financial statements on pages 10 to 64 are approved on May 31, 2020 and signed on behalf of the

United Arab Emirates branches by;
et —
_____'.,_-f .u‘.’..-._____.-
Mr. Syed Kagi Abbas Jafri

Mr. Saeic Mirzaeian Tafti
Regional Manager Chief Finance Officer

The independent auditor's report is set out on pages 1to 9,
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Bank Saderat Iran
United Arab Emirates Branches
Statement of profit or loss and other comprehensive income

Year ended: December 31, 2019
All figures are expressed in thousands of U.AE Dirhams

MNote 01.01.2019 01.01.2018
to to
AED'000 AED'GO0
Interest income 18 62,598 65,066
Interest expense 17 (148.524) (215,818)
Net interest (expenselfincome (85,926) (150,550)
Net fees and commission income 18 3,199 5 463
Other income / expense - net 19 {7,316) (12,349)
General and administrative expenses 20 {71,673} {77,085)
Allowance for impairment loss on leans and advances
and other assets - net 10(d), 11 (275,602) (93 867)
Impairment loss on due from head office and its
branches abroad 7(d) 0 (102.217)
Loss before tax (437,218) {430,585)
Taxation for the year 21 342 441 211,058
Loss after tax for the year {a) (94,777) (219.526)
ltems that will not be reclassified to statement of profit or
loss 0 0
ltems that may be reclassified subsequently to the
statement of profit or loss 0 0
Total comprehensive loss for the year (b) (94,777) {219.526)
Loss after tax attributable to:
Head office of the Bank {94,7T77) (219 528)
MNon-controlling interests i} 0

(a) (94.777) (219,525)

Total comprehensive loss attributable to:

Head office of the Bank (94,777) (219,528)
MNon-controlling interests D 0
(b} (94777 {219,526)

These financial statements on pages 10 to 64 are approved on May 31, 2020 and signed on behalf of the

United Arab Emirates branches by,
¢ WP

By _‘_-/ —
Mr. Saeid Mirzaeian Tafti Mr. Eyad’ﬁaqi Abbas Jafri
Chief Finance Officer

Regional Manager

The independent auditor's report is set out on pages 1to 9.
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Bank Saderat Iran
United Arab Emirates Branches

Statement cf changes in equity
Year ended: December 31, 2019

All figures arz expressed in thousands of U.A.E Dirhams

(Available to head office of the Bank)

Assigned Statutory  [Accumulated Total
share capital reserve losses)f
Retained
earnings
AED 000 AED '000 AED '000 AED '000

Balance as at December 31, 2017 1,500,000 521,553 204,176 2225729
Impact of adopting IFRS 9 as at January 1, 2018 0 0 (997 161) {997,161)
Balance as at January 1, 2018 (As originally 1,500,000 521,553 {792, 985) 1,228,568
stated)
Correction of error (Refer note 24) 0 0 44 205 44 205
Balance as at January 1, 2018 (Restated) 1,500,000 521,553 (748 780) 1,272,773
Transfer from subordinated loans (Refer note 14) 600,000 0 0 600,000
Loss for the vear o #] (218.528) {219,526)
Total comprehensive loss for the year 1] 0 (219,526) {219,5286)
Other comprizhensive income for the year 1] 0 0 1]
Balance as at December 31, 2018 (Restated) 2,100,000 521,553 (968,308) 1,653,247
Transfer from due to head office (Refer note 7h) 250,000 0 0 250,000
Loss for the year o o (94,777 (94,777)
Total comprehensive loss for the year ¥] 0 (94,777) (94,777)
Other comprehensive income for the year o 0 0 0
Balance as at December 31, 2019 2,350,000 521,553 (1,063,083) 1,808,470
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Bank Saderat Iran
United Arab Emirates Branches

Statement of cash flows

Year ended: December 31, 2019
All figures are expressed in thousands of U A E Dirhams

13

MNote 01.01.2019 01.01.2018
to to
{(Restated)
AED'000 AED'Q00
. Cash flow from operating activities
Loss be‘ore taxation for the year (437.,218) (430, 585)
Adjustments for non cash income and expenses:
Depreciation on property, plant and equipment 12 2,664 2,509
Provision for employees' end of service indemnity 15 1,550 1,965
Impairment loss on loans and advances and other assels
- net 10¢d), 11 275,602 93,857
Impairment loss on due from head office and its
branches abroad 7(d) 0 102,217
Profit on disposal of property, plant and equipment 19 (27]) {11)
{157 ,429) (220,038)
Changes in operating assets and liabilities
Decrease in statutory deposits with UAE Central Bank B 10,179 7,935
Decrease in due from head office and it= branches
abroad 7{a) 1,518,966 1,194,508
{Increasz)/decrease in due from other banks B{a) (1,335,302} 523.615
Decrease in export bills discounted for Iranian banks
abroad 9 124,047 1,618,511
Decreasz in loans and advances 10 584,270 289777
Increase in other assets 11 (8,952) (19,428)
Decreasz in customer deposits 13 (563,226) {874,194)
Increasef(decrease) in dues to head office and Its
branches abroad 7(b) 1,852 (91,342)
Increase/(decrease) in due to other banks 8(b) 224 1158 (1,466,648)
Decreas= in other liabilities 15 {21,688) (16,318)
Net cash generated from operations 376,825 836,377
Employees’ end of service indemnity paid 15 {1,413) {4,515)
Tax paid 21 (18.661) (52.331)
Net cash flow from operating activities 356,751 872,531
. Cash flow from investing activities
Purchase of property, plant and equipment 12 (1,175) {634)
Proceeds from disposal of property, plant and equipment 12 27 11
Net cash used in investing activities {1,148) (623)
Cash flow from financing activities
Increase/(decrease) in due to head office and its
branches abroad 7ib) 66,446 (1.481,172)
Cash flow from/(used in) financing activities 66,446 (1,481,172)
Net increase/{decrease) in cash and cash equivalents {1+ 11+ 1) 422,049 (609,264)
Cash and cash equivalents at beginning of the year (Note 4e, 23) 118,375 727,839
Cash and cash equivalents at the end of the year (Mote 4e, 23) 540,424 118,375




Bank Saderat Iran
United Arab Emirates Branches

Statement of cash flows {continued)

Year ended: December 31, 2019
All figures are expressed in thousands of U.A.E Dirhams

Supplemental cash flow statement information

Operational cash flows from interest;
Interest received
Interest paid

MNon cash transactions
Transfer from due to head office to assigned share capital
Transfer of subordinated loans to assigned share capital
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01.01.2019 01.01.2018
to to
_31.12.2018 _ 31.122018
AED'000 AED'000

57,976 _ 407294

__ 165471 221033
250,000 0
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Bank Saderat Iran
United Arab Emirates Branches

Notes tio the financial statements

Year ended: December 31, 2019
All figures are expressed In thousands of UA E Dirhams

. General information
. Legal status

Bank Saderat Iran is incorporated in the Islamic Republic of Iran. In the United Arab Emirates. the Bank
carries on the business of commercial banking through its following eight branches (collectively referred to
as the "Bank"),

1. Al Maktoum Branch having license no. 206725 issued by Department of Economic Development,
Governrment of Dubai dated October 06, 1969

2. Mursnid Bazar Branch having license no. 208597 issued by Department of Economic Development,
Governrient of Dubai dated October 06, 1969.

3. Sheikh Zayed Branch having license no. 544166 issued by Department of Economic Development,
Governrent of Dubai dated April 16, 2003.

4, Bur Dubai Branch having license no. 206454 issued by Department of Economic Development,
Government of Dubai dated January 01, 1968,

5. Abu C'habi Branch having license no. CN-1002012 issued by Department of Economic Development, Abu
Dhabi Business Center dated December 31, 1968,

6. Al Ain Branch having license no, CN-1005792 issued by Department of Economic Development, Abu
Dhabi Business Center dated October 13, 1672

7. Sharjah Branch having license no. 12271 issued by Economic Development Department, Gavernment of
Sharjah dated July 22, 1974

8. Ajman Branch having license no. 2692 issued by Municipality and planning department, Ajman dated
March 11, 1978,

The Bark's registered office address in the United Arab Emirates is P.O. Box 4182, Dubai, United Arab
Emirates.

The head office of the Bank is in Tehran, Islamic Republic of Iran,

These financial statements reflect the activities of the Bank in the United Arab Emirates anly and exclude all
transactions, assets and liabilities of the head office and other branches of the Bank.

The assigned capital of the Bank amounted to AED 2,350 million (December 31, 2018: AED 2,100 million).
During the year 2019, the assigned capital of the Bank was increased by an amount of AED 250 million by
the conversion of an equivalent amount from balances due to head office. This conversion was duly
approved by the head office. The Central Bank of the U.A.E. vide its letter dated April 12, 2020 reference
CBUAE/SSD/2020/1848 ratified such conversion.

. Business activities
The Ban< is engaged in the business of commercial banking.
. Management

The Bark's regional office in Dubai Emirate Is responsible for managing the operations of these UAE
Branches.

- Application of new and revised International Financial Reporting Standards (IFRSs)

The following standards, amendments and Interpretstions to published standards are mandat
accounting year 2019:
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IFRS 3 [December 2017) Business Combinations (effective for accounting periods
beginning on or after January 01, 2019)

IFRS 8 [October 2017) Financial Instruments (effective from accounting penods
beginning on or after January 01, 2019)

IFRS 11 (December 2017) Joint Arrangements (effective from accounting periods beginning
on or after January 01, 2019)

IFRS 1€ (January 2016) Leases (effective from accounting periods beginning from
January 01, 2019)

IAS 12 (December 2017) Income Taxes (effective from accounting periods beginning fram
January 01, 2019)

IAS 19 (February 2018) Employee Benefits (effective from accounting periods beginning
from January 01, 2019)

IAS 23 (December 2017) Borrowing Cost (effective from accounting periods beginning
from January 01, 2019)

IAS 28 (October 2017) Investments in Associates and Joint Ventures (effective for
accounting periods beginning on or after January 01, 2018)

IFRIC 23 (June 2017) Uncertainty over Income Tax Treatments (effective for

accounting periods beginning on or afler January 01, 2019)
. Initial application of IFRS 16 Leases
(i} Bank as a lessee

The Bank adopted IFRS 16 Leases for the first time in the current period. IFRS 16 introduces new or
amended requirements with respect to lease accounting. It introduces significant changes to the lessee
accounting by removing the distinction between operating and finance lease and requires the recognition of
a right-of-use asset and a lease liability at commencement for all leases, except for short-term |leases and
leases of low value assets as mentioned in note 4. In contrast to lessee accounting, the requiremants for
lessor accounting have remained largely unchanged.

in applying IFRS 16 for the first time, the Bank has used the practical expedient permitted by the standard in
case of accounting for operating leases with a remaining lease term of less than 12 months as at January 1,
2019 to be considered as short-term leases.

(ii) Bank as a lessor

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

Leases where the Bank does not transfer substantially all the risk and benefits of ownership of the asset are
classified! as operating leases. Rental income are recognised in the statement of profit or loss and other
comprehensive income on a straight line basis over the lease term, Contingent rents are recognised as
revenue in the period in which they are earned.

. Standards and interpretations in issue but not yet effective

Al the date of authorisation of these financial statements, the following standards, amendments to existing
standards and Interpretations were in issue but not yet effective and the Bank has not early adopted them:

IFRS 17 (May 2017) Insurance Contracts {effective from accounting periods beginning
from January 1, 2021)

IAS 1 (October 2018) Presentation of Financial Statements (effective from accounting
periods beginning from January 01, 2020)

IAS 8 (Dctober 2018) Accounting Policies, Changes in Accounting Estimates and Errors

(effective from accounting periods beginning fro
2020) €
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The Management anticipates that these amendments will be adopted in the Bank's financial statements for
the period beginning January 1, 2020 or as and when it is applicable. However, it is not practicable to
provide a reasonable estimate of effects of the application of these standards until the Bank performs a
detailed review.

. Basis of preparation and accounting policies

a, Statement of compliance

The financial statements are prepared in accordance with and comply with the requirements of each
applicatle International Financial Reporting Standard (IFRS) and each applicable Interpretation of the
International Financial Reporting Interpretations Committee {(IFRIC). IFRS also includes all International
Accounting Standards (IAS) and Interpretations of Standing Interpretation Committee (SIC).

Basis of preparation

The financial statements have been prepared on the historical cost convention except measurement of
derivative financial instruments at fair value, if any, Historical cost is generally based on the fair value of the
consideration given in exchange for assets.

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transacton between market participants at the measurement date, regardless of whether that price is
directly observable or estimated using another valuation technigue, In estimating the fair value of an asset
or liability, the Bank takes into account the characteristics of the asset or liability if market participants would
take those characteristics into account when pricing the asset or liability at the measurement date. Fair
value of measurement and/or disclosure purposes in statement of financial position is determined on such
basis, except for share-based payment transactions that are within the scope of IFRS 2, leasing
transactions that are within the scope of IFRS 16, and measurements that have some: similarities to fair
value but are not fair value, such as nel realisable value in IAS 2 or value in use in IAS 36,

In addition, for financial reporting purposes, fair value measurements are categorised into Level 1, 2 or 3
based on the degree to which the inputs to the fair value measurements are observable and the sighificance
of the inputs to the fair value measurement in its entirety, which are described as follows:

Il Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities that the
entity can access at the measurement date:

ii. Level 2 inputs are inputs, other than quoted prices included within Level 1, that zre observable for the
asset or liability, either directly or indirectly; and

lii. Level 3 inputs are uncbservable inputs for the asset or liability.

There were no transfers between level 1 and level 2 financial instruments during the current or prior year.
The Bank did not have any financial instruments carried at fair value and classified within level 3 of fair value
hierarchy at the current or prior year-end. Further, during the current or prior year there have been no
purchases or sales of financial instruments carried at fair value and classified within level 3 of fair value
hierarchy

All the values in the financial statements are rounded to the nearest thousand (AED '000) except when
otherwiss indicated.

Initial recognition and measurement

When th= fair value of financial assets and liabilities differs from the transaction price on initial recognition,
the entity recognises the difference as follows

- When the fair value is evidenced by a quoted price in an active market for an identical asset or liability (i.e.
a Level 1 input) or based on a valuation technique that uses only data from observable markets, the
differencs is recognised as a gain or loss,

- In all otner cases, the difference is deferred and the timing of recognition of deferred day ene profit or loss
is deterrined individually. It is either amortised over the life of the instrument, deferred until the instrument's
fair value can be determined using market observable inputs, or realised through settlement.
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c. Accounting basis

i)

These financial statements, except for the cash flow information are prepared under accrual basis of
accounting. Under the accrual basis of accounting, transactions and events are recognised when they cccur
(and not as cash or its equivalent is received or paid) and they are recorded in the accounting records and
reported in the financial statements of the periods to which they relate.

Measurement basis

These fnancial statements have been prepared on historical cost convention except for the measurement
of derivatives at fair value, if any.

Financial assets

Financial assets are recognised in the Bank's statement of financial position when the Bank becomes
a party to the contractual provisions of the instrument.

Measurament of financial assets

Financizl assets are initially measured at fair value, Transaction costs that are directly attributable to the
acquisition or issue of financial assets (other than financial assets at fair value through profit or loss) are
added to the fair value of the financial assets on initial recognition. Transaction costs directly attributable to
the acquisition of financial assets at fair value through profit or loss are recognised immediately in the
statement of profit or loss and other comprehensive income.

All recognised financial assets that are within the scope of IFRS 9 are required to be measured
subseqiently at amortised cost or fair value on the basis of the entity's business model for managing the
financial assets and the contractual cash flow characteristics of the financial assets, Specifically;

- debt instruments that are held within a business model whose objective is to collect the contractual cash
flows, and that have contractual cash flows that are solely payments of principal and interest on the principal
ameunt sutstanding, are measured subsequently at amortised cost:

- debt instruments that are held within a business model whose objective is both to collect the contractual
cash flows and to sell the debt instruments, and that have contractual cash flows that are solely payments of
principal and interest on the principal amount outstanding, are measured subsequently at fair value through
other comprehensive income (FVTOCI):

- all other debt investments and equity investments are measured subsequently at fair value through profit
or loss (FVTPL),

Despite the aforegoing, the Bank may make the following irrevocable election/designation at initial
recognition of a financial asset:

- the Bank may irrevocably elect to present subsequent changes in fair value of an equity investment that is
neither held for trading nor contingent consideration recognised by an acquirer in a business combination in
other comprehansive income; and

- the Bank may irrevocably designate a debt investment that meets the amortised cost or EVTOCI criteria as
measured at FVTPL if doing so eliminates or significantly reduces an accounting mismatch,

Debt instruments at amortised cost or at FVTOC!

The Bank assesses the classification and measurement of 3 financial assef based on the contractual cash
flow characteristics of the asset and the Bank's business model for managing the asset.

For an asset to be classified and measured at amortised cost or at FVTOC! its contractual terms should
give rise to cash flows that are solely payments of principal and interest on the principal cutstanding (SPPI),

For the purpose of SPPI test, principal is the fair value of the financial asset at Initial recognition. That
principal amount may change over the life of the financial asset (e.g. if there are repayments of principal).
Interest consists of consideration for the time value of money, for the credit risk associated with the principal
amount outstanding during a particular period of time and for other basic lending risks and costs, as well as
a profit margin. The SPPI assessment is made in the currency in which the financial asset is denominated,
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Contractual cash flows that are SPPI are consistent with a basic lending arrangement Contractual terms
that introduce exposure to risks or volatility in the contractual cash flows that are unrelated to a basic lending
arrangement, such as exposure to changes in equity prices or commodity prices, do not give rise to
contractual cash flows that are SPPI. An originated or an acquired financial asset can be a basic lending
arrangement irrespective of whether it is a loan in its legal form. An assessment of business models for
managing financial assets is fundamental to the classification of a financial asset. The Bank determines the
business models at a level that reflects how groups of financial assets are managed together to achieve a
particular business objective. The Bank's business madel does not depend on management's Intentions for
an individual instrument, therefore the business model assessment is performed at a higher level of
aggregation rather than on an instrument-by-instrument basis.

The financial assets classified as amortised cost consist of cash and cash equivalents, due from head office
and its branches abroad, due from other banks, loans and advances and certain other assets.

The effective interest method is a method of calculating the amortised cost of a financial asset and of
allocating interest income over the relevant period.

The amartised cost of a financial asset is the amount at which the financial asset is measured at initial
recognition minus the principal repayments, plus the cumulative amortisation using the effective interest
method of any difference between that initial amount and the maturity amount, adjusted for any loss
allowance. The gross carrying amount of a financial asset is the amortised cost of a financial asset before
adjusting for any loss allowance,

When a debt investment measured at FVTOCI is derecognised, the cumulative gain or loss previously
recognised in other comprehensive income is reclassified from equity to profit or loss as a reclassification
adjustment, When an equity investment designated as measured at FVTOC! is derecognised, the
cumulative gain or loss previously recognised in other comprehensive income is subsequently transferred fo
retained earnings.

Debt instruments that are subsequently measured at amortised cost or at EVTOCI are subject to
impairmiznt.

Financial assets at FVTPL
Financial assets at FVTPL are;
i) assets with contractual cash flows that are not SPPJ;

ii) assets that are held in a business model other than held to collect contractual cash flows or held to collect
and sell, and

iii) assets designated at FVTPL using the fair value option.

These assets are measured at fair value, with any gains/losses arising on remeasurement recognised in
profit-or loss.

In the current year, the Bank has not designated any debt investments that meet the amortised cost or
FVTOCI criteria as measured at FVTPL.

Cash and cash equivalents

Cash and cash equivalents comprise balances with original maturities of three months or less from the date
of acquisition and include cash and non restrictive current account balances with the Gentral Bank of the
UAE,

Foreign exchange gains and losses

The carrying amount of financial assets that are denominated in a foreign currency is determined in that
foreign currency and translated at the spot rate at the end of each reporting period. Specifically;

- for financial assets measured at amortised cost that are not part of a designated hedging relationship,
exchange differences are recognised in profit or loss for the year:

- for debt instruments measured at FVTOC! that are not part of a designated hedging relationship, exchange
differenczs on the amortised cost of the debt instrument are recognised in profit or loss for the year,
Other exchange differences are recognised in other comprehensive income in the investmen tion
resernve;
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iif)

- for financial assets measured at FVTPL that are not part of a designated hedging relationship, exchange
differences are recognised in profit or loss for the year: and

- for equity instruments measured at FVTOCI, exchange differences are recognised in other comprehensive
Income in the investments revaluation resarve

Impairment of financial assets

The Bank recognises a loss allowance for expected credit losses on investments in debt instruments that
are measured at amortised cost or at FVTOCI as well as on financial guarantee contracts. The amount of
expected credit losses is updated at each reporting date to reflect changes in credit risk since initial
recognition of the respective financial instrument. No impairment ioss is recognised for investments in equity
instrume:nts which are carried at FVTPL,

For all financial instruments, the Bank recognises lifetime ECL when there has been a significant increase in
credit risk since initial recognition. If, on the other hand, the credit risk on the financial instrument has not
increased significantly since initial recognition, the Bank measures the loss allowance for that financial
instrument at an amount equal to 12-month ECL. The assessment of whether lifetime ECL should be
recognised |s based on significant increases in the likelihood or risk of a default occurring since Initial
recognition instead of on evidence of a financial asset being credit-impaired at the reporting date or an
actual default ocourring.

The Bank considers whether there has been a significant increase in credit risk on an ongoing basis
throughout each reporting period. To assess whether there is a significant increase in credit risk the Bank
compares the risk of a default occurring on the asset as at the reporting date with the risk of default as at
the date of initial recognition.

In making this assessment, the Bank considers both quantitative and gualitative information that is
reasonatle and supportable, including historical experience and forward-looking information that is available
without undue cost or effort.

Especially the following indicators are incorporated:

- an actual or expected significant deterioration in the financial instrument's external (if available) or internal
credit raling;

- actual or forecast significanl adverse changes in business, financial or economic conditions that are
expected to cause a significant change to the borrower's ability to meet its obligations;

- actual or expected significant deterioration in the operating results of the borrower;

- significant increases in credit risk on other financial instruments of the same borrower:

- an actual or expected significant adverse change in the regulatory, economic, or technological
environment of the debtor that results in a significant decrease in the debtor's ability to meet its debt
obligations;

- significant changes in the value of the collateral supporting the obligation or in the quality of third-party
guarantees or credit enhancements; and

- significant changes in the expected performance and behaviour of the borrower, including changes in the
payment status of borrowers in the Bank and changes in the operating results of the borrower.

Regardless of the analysis above, a significant increase in credit risk is presumed if a debtor is more than
30 days past due in making a contractual payment. A default on a financial asset is when the counterparty
fails to make contractual payments within 60 days of when they fall due. The Bank regularly monitors the
effectiveness of the criteria used to identify whether there has been a significant increase in credit risk and
revises them as appropriate to ensure that the criteria are capable of identifying significant increase in credit
risk before the amount becomes past due.
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Credit - impaired financial assets

A financial asset is ‘credit-impaired’ when one or more events that have a detrimantal impact on the
estimated future cash flows of the financial asset have occurred Credit-impaired financial assets are
referred to as Stage 3 assets. Evidence of creditimpairment includes observable data about the following
events which indicates the borrower is in significant financial difficulty,

- The borrower is in long-term forbearance

- The borrower is deceased

- The borrower is insclvent

- The borrower is in breach of financial covenant(s)

- An active market for that financial asset has disappeared because of financial difficulties

- Concessions have been made by the lender relating to the borrower's financial difficulty

- It is becoming probable that the borrower will enter bankruptcy

- Financial assets are purchased or originated at a deep discount that reflects the incurred credit losses.

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

A lean Is considered credit-impaired when a concession |s granted to the borrower due to a deterioration in
the borrower's financial condition, unless there is evidence that as a result of granting the concession the
risk of nat receiving the contractual cash flows has reduced significantly and there are no other indicators of
impairment. For financial assets where concessions are contemplated but not granted, the asset is deemed
credit impaired when there is observable evidence of credit-impairment including meeting the definition of
default. The definition of defauli (see below) includes unlikeliness to pay indicators and a backstop if
amounts are overdue for 30 days or mare.

FPurchased or originated credit - impaired financial assets

Purchasad or originated credit-impaired ('POCI') financial assets are the assets that are credit-impaired at
initial recognition, The Bank calculates the credit-adjusted effective interest rate, which is calculated based
on the amortised cost of the financial asset instead of its gross carrying amount and incorporates the impact
of expected credit losses in estimated future cash flows.

Definition of default

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

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

- the borrower is more than 60 days past due on its contractual payments; or
- the borrower is unlikely to pay its credit obligations to the Bank in full,

The definition of default is appropriately tailored to reflect different characteristics of different types of
assets.

When assessing if the borrower is unlikely to pay its credit obligation, the Bank takes into account both
gualitative and guantitative indicators. The information assessed depends on the type of the asset, for
example in corporate lending a gualitative indicator used is the breach of covenants, which is not relevant
for retail lending. Quantitative indicators, such as overdue status and non-payment on another obligation of
the same counterparty are key inputs in this analysis, The Bank uses a variety of sources of information to
assess default which are either developed internally or obtained from external sources.

Measurement of expected credit loss (ECL)
The Expected Credit Loss (ECL) is measured on either a 12-month {12M) or Lifetime basis depending on
whether a significant increase in credit risk has occurred since initial recognition or whether ap.assef is

considered to be credit-impaired. Expected credit losses are the discounied product of the BrGi
Default (PD), Exposurs at Default (EAD), and Loss Given Default (LGD), defined as follows: /7
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- The P represents the likelihood of a borrower defaulting on its financial obligation, either over the next 12
months (12M PD), or over the remaining lifetime (Lifetime PD) of the obligation,

- EAD is based on the amounts the Bank expects to be owed at the time of default, over the next 12 months
(12M EAD) or over the remaining lifetime (Lifetime EAD). For example, for a revolving commitment, the
Bank inzludes the current drawn balance pius any further amount that is expected to be drawn up to the
current confractual limit by the time of default. should it occur.

- Loss Giiven Default (LGD) represents the Bank's expectation of the extent of loss on a defaulted exposure,
LGD varies by type of counterparty, type and seniority of claim and availability of collateral or other credit
support. LGD is expressed as a percentage loss per unit of exposure at the time of default (EAD). LGD is
calculated on a 12-month or (ifetime basis, where 12-month LGD is the percentage of loss expected to be
made If the default occurs in the next 12 mionths and Lifetime LGD is the percentage of loss expected to be
made if the default occurs over the remaining expected lifetime of the loan,

The ECL is determined by projecting the PD, LGD and EAD for each future month and for each individual
exposurz or collective segment. These three components are multiplied together and adjusted for the
likelihood of survival (i.e. the exposure has not prepaid or defaulted in an earlier month). This effectively
calculates an ECL for each future month, which is then discounted back to the reporting date and summed.
The discount rate used in the ECL calculation is the original effective interest rate or an approximation
thereof.

The Lifetime PD is developed by applying a maturity profile to the current 12 month PD. The maturity profile
looks at how defaults develop on a portfolio from the point of initial recognition throughout the lifetime of the
loans. The maturity profile is based on historical cbserved data and is assumed to be the same across all
assets within a portfolio and credit grade band. This is supported by historical analysis,

The 12-month and lifetime EADs are determined based on the expected payment profile, which varies by
product ype.

- For amortising products and buliet repayment loans, this is based on the contractual repayments owed by
the borrower over a 12month or lifetime basis. This will also be adjusted for any expected overpayments
made by a borrower. Early repayment/refinance assumptions are also incorporated into the calculation.

- For revalving products, the exposure at default is predicted by taking current drawn balance and adding a
‘credit conversion factor” which allows for the expected drawdown of the remaining limit by the time of
default. These assumptions vary by product type and current limit utilisation band, based on analysis of the
Bank's rzcent default data,

The 12-month and lifetime LGDs are determined based on the factors which impact the recoveries made
post default These vary by product type

- For secured products, this is primarily based on collateral type and projected collateral values, historical
discounts to market/book values due to forced sales, time to repossession and recovery costs observed.

- For urisecured products, LGD's are iypically set at product level due to the limited differentiation in
recoveries achieved across different borrowers. These LGD's are influenced by collection strategies,
including contracted debt sales and price.

Forward-loocking economic information is also included in determining the 12-month and lifetime PD, EAD
and LGC. These assumptions vary by product type,

The assumptions underlying the ECL calculation — such as how the maturity profile of the PDs and how
collateral values change etc. — are monitored and reviewed on a quartaerly basis.

For unfunded exposures, ECL is measured as follows:

- for uncrawn loan commitments, the ECL is the difference between the present value of the difference
between the contractual cash flows that are due to the Bank if the holder of the commitment draws down the
loan and the cash flows that the Bank expects to receive if the loan is drawn down; and

- for financial guarantee contracts, the ECL is the difference between the expecled payments to reimburse
the holder of the guaranteed debt instrument less any amounts that the Bank expects to receive from the
holder, the debtor or any other party.

No impairment loss is recognised on equity investments.
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Presentation of allowance for ECL in the financial statements
Loss allowances for ECL are presented in the financial statements as follows:

- for financial assets measured at amortised cost (balances with the UAE Central Bank, due from head
office and branches abroad, due from other banks. loans and advances and other financial assets): as a
deduction from the gross carrying amount of the assets;

- for deot instruments measured at FVTOCI: as part of revaluation reserve of investments designated at
FVTOC! and recognised in other comprehensive income: and

- for loan commitments and financial guarantee contracts: as a provision.

Modification of financial assets

The Bank sometimes modifies the terms of loans provided to customers due to commercial renegotiations,
or for distressed loans, with a view to maximising recovery.

Such restructuring activities include extended payment term arrangements, payment holidays and payment
forgiveness. Restructuring policies and practices are based on indicators or criteria which, in the judgement
of manegement, indicate that payment will most likely continue. These policies are kept under continuous
review. Restructuring is most commeonly applied to term loans.

When a financial asset is modified, the Bank assesses whether this modification results in derecognition. In
accordarnce with the Bank's policy a modification results in derecognition when it gives rise to substantially
different terms. The Bank considers the qualitative factors (i.e. contractual cash flows after modification,
change in currency or counterparty, interest rates, maturity, covenants) and a quantitative assessment (i.e.
compare the present value of the remaining contractual cash flows under the original terms with the
contractual cash flows under the revised terms, discounted at the original effective interest) to determine the
substantially different terms.

In case where the financial assetis derecognised, the loss allowance for ECL is remeasured at the
date of derecognition fo determine net carrying amount of the asset at that date. The difference between
this revised carrying amount and the fair value of the new financial asset with the new terms will lead to a
gain or loss on derecognition. The new financial asset will have a loss allowance measured based
on 12-month ECL except in the rare occasions where the new loan is considered to be originated credit
impairec. This applies only in the case where the fair value of the new loan is recognised at a significant
discount to its revised par amount because there remains a high risk of default which has not been reduced
by the modification. The Bank monitors credit risk of modified financial assets by evaluating qualitative
and quentitative information, such as if the borrower is in past due status under the new terms.

When the contractual terms of a financial asset are modified and the modification does not result
in derecognition, the Bank determines if the financial asset's credit risk has increased significantly since
Initial recognition by comparing the credit rating at initial recognition and the original  contractual
terms; with credit rating at the reporting date based on the modified terms.

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

The risk of default of such assets after modification is assessed at the reporting date and compared with the
risk under the original terms at initial recoanition, when the modification is not substantial and so does not
result in derecognition of the original asset. The Bank monitors the subsequent performance of modified
assets. The Bank may determine that the credit risk has significantly improved after restructuring, so that
the assets are moved from Stage 3 or Stage 2 (Lifetime ECL) to Stage 1 (12-month ECL). This is only the
case for assets which have performed in accordance with the new terms for three consecutive months or
more.

The Bank continues to monitor if there is a subsequent significant increase in credit risk in relation to such
assets through the use of specific models for modified assets.
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Write-offs

The Bank writes off financial assets, in whole or in part, when it has exhausted all practical recovery efforts
and has concluded there is no reasonable expectation of recovery. Indicators that there is no reasonable
expectation of recovery include (i) ceasing enforcement activity and (ii) where the Bank's recovery methed is
foreclosing on collateral and the value of the collateral Is such that there is no reasonable expectation of
recovering in full,

The Bank may write-off financial assets that are still subject to enforcement activity. The outstanding
contractual amounts of such assets written off during the year ended December 31, 2019 disclosed in note
10d. Th= Bank still seeks to recover amounts it is legally owed in full, but which have been partially written
off due 1o no reasonable expectation of full recovery.

Derecognition of financial assets

The Bank derecognises a financial asset only when the contractual rights to the cash flows from the asset
expire; or it transfers the financial asset and substantially all the risks and rewards of ownership of the asset
to another entity. If the Bank neither transfers nor retains substantially all the risks and rewards of ownership
and continues to control the transferred asset, the Bank recognises its retained interest in the asset and an
associaled liability for amounts it may have to pay. If the Bank retains substantially all the risks and rewards
of ownership of a transferred financial asset, the Bank continues to recognise the financial asset and also
recognises a collateralised borrowing for the proceeds received.

On derecognition of a financial asset measured at amortised cost, the difference between the asset's
carrying amount and the sum of the consideration received and receivable is recognised in comprehensive
Income.

Property, plant and equipment

Land is not depreciated. All other property, plant and equipment, are stated at historical cost less
accumuiated depreciation and accumulated impairment losses, if any.

Subsequent costs are included in the asset's carmrying amount or recognised as a separate asset, as
appropriate, only when it is probable that future economic benefits associated with the item will flow to the
Bank and the cost of the item can be measured reliably. The carrying amount of the replaced part is
derecognised. All other repairs and maintenance are charged to the statement of profit or loss and other
comprehensive income during the financial period in which they are incurred.

Depreciation is recognised so as to write off the cost of assets less their residual values over their useful
lives, using the straight-line method as follows:

Bulldings 20 Years
Leasehcld improvements Lower of lzase terms and 4 years
Furniture: fixtures, fittings and office equipment 1-4Years
Maotor vehicles 3 Years

The estimated useful lives, residual values and depreciation method are reviewed at each year end, with the
effect of any changes in estimate accounted for on a prospective basis.

The gain or loss arising on the disposal or retirement of an item of property, plant and equipment is
determired as the difference between the sales proceeds and the carrying amount of the asset and is
recognisad in profit or loss.
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Impairment of non-financial assets

Assets that have an indefinite useful life, are not subject to amortisation and are tested annually for
impairment. Assets that are subject to amortisation are reviewed for impairment whenever events or
changes in circumstances indicate that the carrying amount may not be recoverable. An impairment loss is
recognised for the amount by which the asset's carrying amount exceeds its recoverable amount. The
recoverable amount is the higher of an asset's fair value less costs to sell and value in use. For the
purposes of assessing impairment, assets are grouped at the lowest levels for which there are separately
identifiasle cash flows (cash-generating units) Non-financial assets other than goodwill that suffered an
impairment are reviewad for possible reversal of the impairment at each reporting date.

Financial liabilities and equity instruments issued by the Bank
Classification as debt or equity

Debt and equity instruments are classified as either financial liabilities or as equity in accordance with the
substanze of the contractual arrangement.

Equity instruments

An equily instrument is assigned capital from head office that evidences a residual interast in the assels of
an entity after deducting all of its liabilities. Equity Instruments issued by the Bank are recorded at the
proceeds received, net of direct issue costs

Financial labilities

Financiz| liabilities are recognised in the Bank’s statement of financial position when the Bank becomes
a party ta the contractual provisions of the instrument.

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

All financial liabilities are measured subsequently at amortised cost using the effective interest methad,

The financial liabilities classified as amortised cost consist of due to other banks, customer deposits, due to
head office and its branches abroad, subordinated loans and other liabilities.

The effective interest method is a method of calculating the amortised cost of a financial liability and of
allocating interest expense over the relevant period. The effective interest rate is the rate that exaclly
discounts esltimated future cash payments {including all fees and points paid or received that form an
integral part of the effective Interest rate, transaction costs and other premiums or discounts) through the
expected life of the financial liability, or (where appropriate) a shorter period, to the amortized cost of
a financial liability.

Forelgn exchange gains and losses

The carrying amount of financial liabilities that are denominated in a foreign currency is determined in that
foreign currency and translated at the spot rate at the end of each reporting period. Specifically;

- for financial liabilities measured at amortised cost that are not part of a designated hedging relationship,
exchangz differences are recognised in profit or loss for the year; and

- for financial liabiliies measured at amortised cost that are part of a designated hedging relationship,
foreign exchange gains and losses are recognised in other comprehensive income and accumulated in
a separate component of equity,

Derecognition of financial liabilities

The Bank derecognises financial liabilities when, and only when, the Bank's obligations are discharged,
cancelled or they expired. Where an existing financial liability is replaced by another from same lender on
substantially different terms, or the terms of an existing liability are substantially modified, such an exchange
or madification is treated as a derecognition of the original liability and the recognition of & new liability, and
the differsnce in the respective carrying amounts is recognised in the comprehensive incoms
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The difference between the carrying amount of the financial liability derecognised and the consideration paid
and peayable, including any non-cash assets transferred or liabilities assumed, is recognised in
comprehensive income.

- Provision for employees’ end of service indemnity

[

With respect to its national employees, the Bank makes contributions to a pension fund established by the
General Pension and Social Security Authority calculated as percentage of employees' salaries, The
obligations of the Bank are limited to these contributions, which are expensed when due,

The Bank provides end of service benefits to their expatriate employees. The entitiement to these benefits is
usually sased upon the employees' length of service and the completion of a minimum service peried. The
expected costs of these benefits are accrued over the period of employment and are not less than the
hability arising under the UAE Labour Laws. For expatriate staff employed before January 1, 1980, a
contribution of 7% deducted from their basic salary restricted to maximum of AED 290 per month towards
Provident Fund. The Bank contributes double of this amount and combines it with the employees
contribution for employees end of service indemnity.

j. Provisions

A provision is recognised in the financial position when the Bank has a legal or constructive obligation as a
result of 2 past event and it is probable that an outflow of economic benefits will be required to settle the
abligaticn, and a reliable estimate of the amount of the obligation can be made,

The amount recognised as a provision is the best estimate of the consideration required to settle the
present obligation at the end of the reporting period, taking into account the nisks and uncertainties
surrounding the obligation. When a provision is measured using the cash flows estimated to settle the

present cbligation, its carrying amount is the present value of those cash flows (where the effect of the time
value of money is material).

When some or all of the economic benefits required to settle a provision are expected to be recovered from
a third party, a receivable is recognised as an asset if it is virtually certain that reimbursement will be
received and the amount of the receivable can be measured reliably

Financial guarantee contracts and loan commitments

Financial guarantee contracts are contracts that require the issuer to make specified payments to reimburse
the holdzar for a loss it incurs because a specified debtor fails to make payments when due, in accordance
with the terms of a debt instrument. Such financial guarantees are given to banks, financial institutions and
others on behall of customers to secure loans, overdrafts and other banking facilities,

Financial guarantee contracts are initially measured at fair value and subsequently measured at the higher
of:

- The amount of the loss allowance determined in accordance with IFRS S and

- The premium received on initial recognition less income recognised in accordance with the principles of
IFRS 15

Loan commitments provided by the Bank are measured at the amount of the loss allowance. The Bank has
not provided any commitment to provide loans at a below-market interest rate, or that can be settled net in
cash or by delivering or issuing another financial instrument,

For loan commitments and financial guarantee contracts, the loss allowance is recognised as a provision.
However, for contracts that include both a loan and an undrawn commitment and the Bank cannot
separately |dentify the expected credit losses on the undrawn commitment componenl from those on the
loan component, the expected credit losses on the undrawn commitmeant are recognised together with the
loss allowance for the loan. To the extent that the combined expected credit losses exceed the gross
carrying amount of the loan, the expected credit losses are recognised as a provision.

. Taxation
Income Tax
Taxation is provided for in accordance with local regulations for assessment of tax of“the Ui thes of
foreign banks operating in the United Arab Emirates, '
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Taxation for the year comprises current and deferred tax, it is recognised in comprehensive income except
to the extent that it relates to items recognised directly in equity or in other comprehensive income.

Current tax comprises the expected tax payable or recelvabie on the taxable Income or loss for the year and
any adjustment to the tax payable or receivable in respect of previous years. It is measured using fax rate
enacted at the reporting date,

Deferred income tax Is determined using the liability methed on all temporary differences at the reporting
date.

Deferred income tax assets and liabillties are measured at the tax rates that are expected to apply to the
period when the asset is expected to be realised or liability is expected to be settled, based on laws that
have been enacted at the reporting date.

The carying amount of deferred income tax assets is reviewed at each reporiing date and reduced to the
extent that it is no longer probable that sufficient taxable profit will be available to allow all or part of the
deferrec income tax asset to be utilised.

Value Added Tax
Expenses and assets are recognised net of the amount of VAT, except:

- When the VAT incurred on a purchase of assets or services is not recoverable from the taxation authority,
In which case, the VAT is recognised as part of the cost of acquisition of the asset or as part of the expense
item, as applicable,

- When receivables and payables are stated with the amount of VAT included.

The net amount of VAT recoverable from, or payable to, the taxation authority is included as part of
receivables or payables in the statement of financial position.

Statutory reserve

UAE Federal Law No. 14 of 2018 requires that 10% of the net profit is transferred to a special reserve until
such reserve equals 50% of the capital. This reserve is not available for distribution.

. Revenus recognition

Interest income and expense

Interest income and expense for all interest-bearing financial instruments is calculated by applying the
effective interest rate (refer note 4e) to the gross carrying amount of the financial instrument. For financial
assels thal have subsequently become credit- impaired (or stage 3), for which interest accrual is calculated
by applying the effective interest rate to their amortised cost (i.e. net of the expected credit loss provision)
are recognized directly to suspense in accordance with the regulation of the Central Bank of the United Arab
Emirates,

When the recovery of interest or principal is in doubt, the recognition of income ceases and any further
income aiccruals are taken directly to suspense in accordance with the regulations of the Central Bank of the
United Arab Emirates.

Revenuno from contracts with customers

Under IFRS 15, revenue is recognised when a customer receives the services. Determining the timing of
the transfer of control, at a point in time or over time, requires judgement.

The Bank recognises revenue from rendering of services based on a five step model as set out in IFRS 15
Step 1 - /dentify the contract(s) with a customer:

A contract is defined as an agreement between two or more parties that creates enforceable rights and
obligations and sets cut the criteria for every contract that must be met.

Step 2 - identify the performance obiigations in the contract:
A perforraance obligation is a promise in a contract with a customer to render services to the customer,
Step 3 - Determine the transaction

The transaction price is the amount of consideration to which the Bank EXpects to be e ange
for rendering services to a customer, excluding amounts collected on behalf of third pa :
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Step 4 - Aliocate the transaction price {o the performance obligations in the contract;

For a contract that has more than one performance obligation, the Bank will allocate the transaction price to
each performance obligation in an amount that depicts the amount of consideration to which the Bank
expects to be entitied in exchange for satisfying each performance abligation

Step 5 - Recognise revenue when (or as) the entily satisfies a performance obiigation;

The Bank satisfies a performance obligation and recognises revenue over time. if one of the following
criteria is met;

.. The customer simultaneously receives and consumes the benefits provided by the Bank's performance as
the Banx performs; or

li. The Biank’s performance creates or enhances an asset that the customer controls as the asset is created
or enhanced; or

iii. The Bank's performance does not create an asset with an alternative use to the Bank and the entity has
an enforceable right to payment for performance completed to date.

For performance obligations where one of the above conditions are not met, revenue is recognised at the
point in time at which performance obligation is satisfied.

When the Bank satisfies a performance obligation by rendering the promised services, it creates a contract
asset based on the amount of consideration earned by the performance. Where the amount of
consideration recelved from a customer exceeds the amount of revenue recognised, this glves rise to a
contract liability.

Fee and commission income

The Bark earns fee and commission income from a diverse range of services it provides to its customers.
Fee income can be divided into the following two categories:

- Fees earned for the provision of services over a period of time are accrued over that period. These fees
include commission income, custody and other management and advisory fees, Loan commitment fees for
loans that are likely to be drawn down and other credit-related fees are deferred (together with any
incremental costs) and recognised as an adjustment to the effective interest rate on the loan. When it is
unlikely that a loan will be drawn down, the loan commitment fees are recognised over the commitment
period o1 a straight-line basis.

- Fees or components of fees that are linked to a certain performance are recognised after fulfilling the
corresponding criteria,

. Foreign currencies transactions

The finaxcial statements of the Bank are presented in the currency of the primary economic environment in
which the Bank operates (its functional currency). For the purpose of the financial statements, the resuits
and financial position of the Bank are expressed in UAE Dirhams, which is the functional currency of the
Bank and the presentation currency for these financial statements.

- Transactions in foreign currencies are converted into UAE Dirhams at rates ruling when entared into,
ii. Monetary foreign currency balances are converted into UAE Dirhams at the rate of exchange ruling at the

financial position date.

lii. Resultant gain or loss is taken to statement of profit or loss and other comprehensive income for the year
- Non-monetary items measured al fair value that are denominated in foreign currencies are retranslated at

the rates prevailing at the date when the fair value was determined.

- Non-monetary items that are measured in terms of historical cost in a foreign currency are not retranslated.

Leases

IFRS 18 requires the recognition of a right-of-use asset and a lease liability at commencement for all leases,
except for short-term leases and leases of low value assets.
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(i) Bank as a lessee

Assets and liabilities arising from a lease are initially measured on a present value basis. Lease liabilities
include the net present value of the following lease payments:

- fixed payments (including in-substance fixed payments), less any lease incentives receivable:

- variable lease payment that are based on an index or a rate, initially measured using the index or rate as at
the commencement date:

- @mourits expectled lo be payable by the Bank under residual value guarantees;
- the exercise price of a purchase option if the Bank is reasonably certain to exercise that option; and
- paymenis of penalties for terminating the lease, if the lease term reflects the Bank exercising that option.

Lease payments to be made under reasonably certain extension opticns are also included in the
measurament of the liability,

The lease payments are discounted using the interest rate implicit in the lease. If that rate cannct be readily
determined, which is generally the case for leases in the Bank, the lessee’s incremental borrowing rate is
used, being the rate that the individual lessee would have to pay to borrow the funds necessary to obtain an
asset of similar value to the right-of-use asset in a similar economic environment with similar terms, security
and conditions,

To deteimine the incremental borrowing rate, the Bank:

- where possible, uses recent third-party financing received by the individual lessee as a starting point,
adjustec to reflect changes in financing conditions since third party financing was received:

- uses a build-up approach that starts with a risk-free interest rate adjusted for credit risk for leases held by
the Bank, which does not have recent third party financing, and

- makes adjustments specific to the lease term, country, currency and security.

Lease payments are allocated between principal and finance cost. The finance cost is charged to profit or
loss over the lease period so as to produce a constant periodic rate of interest on the remaining balance of
the liability for each period.

Lease tarms are negotiated on an individual basis and contain a wide range of different terms and
conditions. The lease agreements do not impose any covenants other than the security interests in the
leased assets that are held by the lessor. Leased assets may not be used as security for borrowing
pUrposes.

Until the year 2018, leases of property, plant and equipment were classified as either finance leases or
cperating leases. From January 1, 2019, operating leases are recognised as a right-of-use asset as
described in note 4f and a corresponding liability measured at the present value of the remaining lease
payments, discounted using the lessee's incremental borrowing rate.

For leases previously classified as finance leases the Bank recognised the carrying amount of the lease
liability immediately before transition as the carrying amount of the right-of-use asset and the lease liability at
the date of initial application. The measurement principles of IFRS 16 are only applied after that date. The re-
measurements to the lease liabilities were recognised as adjustments to the related night-of-use assets
immediately after the date of initial application.

Contracts may contain both lease and non-lease components. The Bank allocates the consideration in the
contract to the lease and non-lease components based on their relative stand-zione prices. However, for
leases of real estate for which the Bank is a lessee, it has elected not to separate |lgase and non-lease
components and instead accounts for these as a single lease component,

Extension and termination options

Extension and termination opticns are ncluded in @ number of property and equipment leases across the
Bank. These are used to maximise operational flexibility in terms of managing the assets used in the Bank's
operations. The extension and termination options held are exercisable either by the Bank or by the
respective lessor.
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Residual value guarantees

To optimise lease costs during the contract period, the Bank sometimes provides residual value guaraniees
in relation to equipment leases, if any.

Short-term leases and leases of low value asset

For short-term (defined as leases with a lease term of 12 months or less) and leases of low value asset, the
Bank recognises the lease payments as an operating lease on a straight-line basis over the term of the
lease unless another systematic basis is more representative of the time pattern in which economic benefits
from the leased assets are consumed. This expense is presented within other expenses in the statement of
profit and loss and other comprehensive income.

As a practical expedient, IFRS 16 permits a lessee not to separate non-lease component, and instead
account for any lease and associated non-lease component as a single arrangement. The Bank has used
this practical expedient

The Bank has presented right of use asset within ‘Property, plant and equipment’ and lease liabilities within
‘Other liabilities' in the statement of financial position.

The detarmination of whether an arrangement is, or contains a lease iz based on the substance of the
arrangement al inception date of whether the fulfilment of the arrangement is dependent on the use of a
specific asset or assets or the arrangement conveys a right to use the asset.

(ii) Bank as a lessor
Operating lease

Rental income from cperaling leases is recognised on a straight line basis over the term of the relevant
lease. Initial direct costs incurred in negotiating and arranging an operational lease are added to the carrying
amount of the leased asset and recognised on a straight line basis over the lease term.

The determination of whether an arrangement is, or contains a lease is based on the substance of the
arrangement at inception date of whether the fulfiment of the arrangement is dependent on the use of a
specific asset or assets or the arrangement conveys a right to use the asset.

Previous accounting policy for leases
Leases

The determination of whether an arrangement is, or contains a lease is based on the substance of the
arrangernent at inception date of whether the fulfilment of the arrangement is dependent on the use of a
specific asset or assets or the arrangement conveys a right to use the asset.

{i} Bank as a lessee
Operating lease

Leases {1 which a significant portion of the risks and rewards of ownership are retained by another party, the
lessor, are classified as operating leases. Payments, including prepayments, made under operating leases
(net of ny incentives recelved from the lessor) are charged to the statement of profit or loss and other
comprehensive income on a straight-line basis over the period of the lease.

(ii) Bank as a lessor
Operating lease

Leases where the Bank does not transfer substantially all the risk and benefits of ownership of the asset are
classified as operating leases. Operating lease receivables are recognised as an income in the statement of
profit or loss and other comprehensive income on a straight line basis over the lease term. Contingent rents
are recognised as revenue in the periad in which they are eamed.
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Customer acceptances

Customer acceptances arise when the Bank is under an obligation to make payments against documents
drawn under letters of credit. Acceptances specify the amount of money, the date and the person to which
the payment is due. Customer acceptances are recognised as a financial liability in the statement of
financial position with a corresponding contractual right of reimbursement from the customer recognised as
a financial asset. Therefore, commitments in respect of acceptances have been accounted for as financial
assets and financial liabilities.

Trade and settlement date accounting

All "regular way" purchases and sales of financial assets are recognition on the settlement date, i e. the date
that the asset is delivered to the counterparty. Regular way purchases or sales are purchases or sales of
financia assets that require delivery of assets within the timeframe generally established by regulation or
convention in the market place.

Fiduciary assets

Assets held in trust or in a fiduciary capacity are not treated as assets of the Bank and accordingly are not
inciuded in these financial statements.

. Offsetting

Financizl assets and financial liabilities are only offset and the net amount reported in the financial position
when thare is a legally enforceable right to set off the recognised amounts and the Bank intends to either
settie or @ net basis, or to realise the asset and settle liability simultaneously. This is not generally the case
with master netting agreements, and the related assets and liabilities are presented gross in the statement
of financial position,

. Critical accounting judgments and key sources of estimation uncertainty

The preparation of financial statements in conformity with IFRSs requires management to make judgments,
assumptions, and other key sources of estimation uncertainty at the financial position date, that have a
significant risk of causing a material adjustment to the carrying amounts of assets and liabilities and income
and expiznses within the next financial year, as discussed below:

Estimates and judgment are continually evaluated and are based on historical experience and cther factors,
including expectations of future events that are believed to be reasonable under the circumstances.

. Critical accounting judgments

The management has exercised its judgment in the process of applying the Bank's accounting policies. The
significant judgments made by management in applying the Bank's accounting policies and the key sources
of estimation uncertainty were the same as those that were applied in the preparation of the financial
statements of the Bank as at end for the year ended December 31, 2018, except for new significant
judgments and key sources of estimation uncertainty related to the application of IFRS 16, which are
described in note 2.

Business model assessment

Classification and measurement of financial assets depends on the results of the SPPI and the business
model lest (please see financial assets sections of note 4). The Bank determines the business model at
a level that reflects how groups of financial assets are managed together to achieve a particular business
cbjective. This assessment includes judgement reflecting all relevant evidence including how the
performence of the assets is evaluated and their performance measured, the risks that affect the
performence of the assets and how these are managed and how the managers of the assets are
compensated. The Bank monitors financial assets measured at amortised cost or fair value through other
comprehensive income that are derecognised prior to their maturity to understand the reasen for their
disposal and whether the reasons are consistent with the abjective of the business for which the asset was
held. Monitoring is part of the Bank's continuous assessment of whether the business mode! for which the
remaining financial assets are held continues to be appropriate and if it is not appropriate whether there has
been achange in business model and so a prospective change to the classification e thgss_assets,
No such changes were required during the periods presented. '

T
P.O.Box: 11743 | .
DUBA . 4

3




i}

ifi)

iv)

v)

i)

ii)

Revenue recognition on refinanced bills and overdue bills discounted

The management had made judgment for the effective rate of interest at which interest income on bill
discount overdue receivables was being earned and for the period of overdue interest. The effective rate of
interest was decided based on the then market trends, Bank's historical Interest rates trend, Bank's rate of
interest negotiation capability, then economical and political environment Any variation in effective rate of
interest, period of interest orfand collections of such interest income then accounted |n these financial
statements will impact the performance of the period in which actually realised. During the year, the Bank
has not incurred any impairment loss {December 21, 2018 AED 102 million) due to variation in the actual
effective: rate of interest than accounted effective rate of interest in earlier years.

Identifying whether a contract includes a lease

Al inception of a contract, an entity is required to assess whether the contract is, or containg, a lease. A
contract is, or contains, a lease if the contract conveys the right to control the use of an identified asset for a
period of time in exchange for consideration. A 'period of time' may be described in terms of the amount of
use of an identified asset,

Determ/ning the fease term

In determining the lease term, management considers all facts and circumstances that create an economic
Incentive: to exercise an extension option, or not exercise a termination cption. Extension options (or periods
after termination options) are only included in the lease term if the lease is reasonably certain to be
extended (or not terminated).

The assessment is reviewed if a significant event or a significant change in circumstances occurs which
affects this assessment and that is within the control of the lesses.

Amount payable under residual value guarantees (if any)

The Establishment initially estimates and recognises amounts expected to be payable under residual value
guarantees as part of the lease liability. The amounts are reviewed, and adjusted if appropriate, at the end
of each reporting period,

Key sources of estimation uncertainty

The Bank makes estimates and assumptions concerning the future. The resulting accounting estimates will,
by definition, seldom equal the related actual results. However, management opines that following are the
estimates and assumptions that have a significant risk of causing a material adjustments to the carrying
amounts of assets and liabilities within next financial year.

Going concern

The Bank's management has made an assessment of the Bank's ability to continue as a going concemn and
is satisfied that the Bank has the resources to continue in business for the foreseeable future. Furthermore,
the management is not aware of any material uncertainties that may cast significant doubt upon the Bank's
ability to conlinue as a going concem, Therefore, the financial statements continue to be prepared on the
ongoing basis. See also note 32 and 34

Measuremaent of the expected credit loss allowance

The measurement of the expected credit loss allowance for financial assefs measured at amortised cost
and FVOC| is an area that requires the use of complex models and significant assumptions about future
economiz conditions and credit behaviour (e.g. the likelihood of customers defaulling and the resulting
losses). Explanation of the inputs, assumptions and estimation techniques used in measuring ECL is further
detailed in note 4e, which also sets out key sensitivities of the ECL to changes in these elements.

A number of significant judgements are also requirad in applying the accounting requirements for measuring
ECL, such as:

Assessment of significant increase in credit rislk

The Bank monitors all financial assets, issuad loan commitments and financial guarantee contracts thatl are
subject to the impairment requirements to assess whether there has been 3 significant increase In credit
risk since: initial recognition. If there has been a significant increase in credit risk, the Bask-will. measure the
loss alloviance based on lifetime rather than 12-month ECL. el
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In assessing whether the credit risk on a financial instrument has increased significantly since initial
recognition, the Bank compares the risk of a default occurring on the financial instrument at the reporting
date besed on the remaining maturity of the instrument with the risk of a default occurring that was
anticipated for the remaining maturity at the current reporting date when the financial instrument was first
recognised. In making this assessment, the Bank considers both guantitative and gqualitative information that
is reasonable and supportable, including historical experience and forward-looking information that is
availabla without undue cost or effort, based on the Bank's historical experience and expert credit
assessment including forward-looking information.

Multiple economic scenarios form the basis of determining the probability of default at initial recognition and
at subsequent reporting dates. Different economic scenarios will lead to a different probability of default, It is
the weighting of these different scenarios that forms the basis of a weighted average probability of default
that is used to determine whether credit risk has significantly increased.

For corperate lending, forward-locking information includes the future prospects of the industries in which
the Ban«’s counterparties operate, obtained from economic expert reports, financial analysts, governmental
bodies and other similar organisations, as well as consideration of various intemal and external sources of
actual and forecast economic information. For retail lending forward-looking information includes the same
economic forecasts as corporate lending with additional forecasts of local economic indicators, particularly
for regicns with a concentration to certain industries, as well as internally generated information of customer
payment behaviour,

The Barik allocates its counterparties to a relevant internal credit risk grade depending on their credit quality.
The Bank considers the probability of default upon initial recognition of asset and whether there has been 3
significant increase in credit risk on an ongoing basis throughout each reporting period. To assess whether
there is a significant increase in credit risk the Bank compares the risk of a default occurring on the asset as
at the raporting date with the risk of default as at the date of initial recognition. It considers available
reasonable and supportive forwarding-looking information. Especially the following indicators are
incorporated:

- Internal risk grade;

- external credit rating (as far as available);

- actual or expected significant adverse changes In business, financial or economic conditions that are
expectad,

- to cause a significant change to the borrower's ability to meet its obligations;

- actual or expected significant changes in the operating results of the borrower:

- significant increases in credit risk on other financial instruments of the same borrower

- significant changes in the value of the collateral supporting the obligation or in the quality of third party
guarantees or credit enhancements:

- significant changes in the actual or expected performance and behaviour of the borrower. including
changes

i. in the payment status of borrowers in the Bank and changes in the operating resulis of the borrower: and

ll. macroeconomic information (such as oil prices or GDP) is incorporated as part of the internal rating
model,

The qualitative factors that indicate significant increase in credit risk are reflected in PD models on a timely
basis.

However, the Bank still considers separately some qualitative factors to assess if credit risk has increased
significantly. For corporate lending there is particular focus on assets that are included on a ‘watch list’ given
an exposure Is on a watch list once there is 2 concern that the creditworthiness of the specific counterparty
has deteriorated,

ECLs are measured as an allowance equal to 12-month ECL for stage 1 assets, or lifetime ECL for stage 2
or stage 3 assets. An asset moves to stage 2 when |ts credit risk has increased significantly since initial
recognition, IFRS @ does not define what constitutes a significant increase in credit risk. In assessing
whether the credit risk of an asset has significantly increased the Bank takes into account gualitative and
quantitative reasonable and supportable forward-looking information.
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iii)

Establishing group of assets with similar credit risk characteristics

When ECLs are measured on a colleclive basis, the financial instrumenis are grauped on the basis of
shared risk characteristics (e.g. instrument type, credit risk grade, collateral type, date of initial recognition,
remaining term to maturity, industry, geographic location of the borrower, etc). The Bank monitors the
appropriateness of the credit risk characteristics on an ongoing basis to assess whether they continue to be
similar. This Is required in order to ensure that should credit risk characteristics change there is appropriate
re-segmentation of the assets. This may result in new portfolios being created or assets moving to an
existing portfolio that better reflects the similar credit risk characteristics of that Bank of assets. Re-
segmertation of portfolios and movement between portfolios is more common when there is a significant
increase in credit risk (or when that significant increase reverses) and so assets move from 12-month to
lifetime ECLs, or vice versa, but it can also occur within portfolios that continue to be measured on the same
basis of 12-month or lifetime ECLs but the amount of ECL changes because the credit risk of the portfolios
differ,

Models and assumptions used

The Bank uses various models and assumptions in measuring ECL of financial assets. Judgement is
applied in identifying the most appropriate model for each type of asset, as well as for determining the
assumptions used in these models, including assumptions that relate to key drivers of credit risk,

- Establishing the number and relative weightings of forward - looking scenarios for each type of
product/market and determining the forward locking information relevant to each scenario

When measuring ECL the Bank uses reasonable and supportable forward-locking information, which is
based cn assumptions for the future movement of different economic drivers and how these drivers will
affect each other.

- Probability of defaulft

PD constitutes a key input in measuring ECL. PD is an estimate of the likelihood of default over a given time
horizon, the calculation of which Includes historical data, assumptions and expectations of future conditions,

- Loss given default

LGD is an estimate of the loss arising on default |t is based on the difference between the contractual cash
flows due and those that the lender would expect to receive, taking into account cash flows from collateral
and integral credit enhancements.

Property, plant and equipment

Management determines the estimated useful life and related depreciation charges for its leasehold
improvements based on their best estimate. This estimate is based on, among other factors, an assumption
that the Bank will renew its annual lease over the estimated useful life. It could change significantly should
the annual lease not be renewed. Management will increase the depreciation charge where useful life is less
than the previously estimated life.

The cost of other property, plant and equipment is depreciated over the estimated useful life, which is bazed
on expected usage of the asset, expected physical wear and tear, the repair and maintenance program and
technological obsolescence arising from changes and the residual value, The managemant has not
considered any residual value as it is deemed immatarial.

Tax exposures

In determining the amount of current and deferred tax, the Bank considers the impact of tax exposures,
including whether additional taxes and interest may be due. There are certain transactions and
computations for which the ultimate tax determination is uncertain during the ordinary course of business.
Where the final tax outcome of these matters is different from the amounts that were initizlly recognised,
such differences will impact the tax provisions in the pericd in which such delermination is made. This
assessment relies on the estimates and assumptions and may involve a series of judgments about future
events. New information may become available that causes the Bank to change its judgment regarding the
adequacy of the existing tax liabilities; such changes to tax liabilities would impact tax expense in the period
in which such a determination is made.

k.
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v} Impairrment of overdue export bills discounted

The Bank's accounting policy for impairment of financial assets is described in note 4e. Since the overdue
export bills discounted are backed by the other Banks, the LGD is taken as zerc. The export bills discounted
are overdue because of the sanctions imposed on the Bank.

6. Cash and balances with the UAE Central Bank
31.12.2019 31.12.2018

AED'000 AED'OCO
Cash on hand 53,882 34,093
Balances with the UAE Central Bank in;
- Current accounts 486,542 84 282
- Interest free statutory deposits 76,672 86,851
617,096 205,226
MNote:

The statutory deposits are kept with the UAE Cenfral Bank in UAE Dirhams and US Dallars and cannot be
withdrawn without its approval. The level of these depasits changes every month in accordance with the
UAE Central Bank directives.

7. Related party transactions

Related party comprise of the head office and its branches abroad, key management personnel and entities
conirolied, jointly controlled or significantly influenced by such parties.

The Bank in the normal course of business enters into transactions with other business enterprises that fall
within the definition of related party contained in the International Accounting Standards No. 24. The Bank
believes that the terms of such transactions are not significantly different from those that could have been
obtained from third parties. The terms of these transactions with related party are approved by the Bank's
management and are made on terms agreed by the Board of Directors or manageament,

The summary of balances with related parties as at the statement of financial position dates are as under
a) Due from head office and its branches abroad comprises:
31.12.2019 31122018

AEDG00 AEC'O00
Head office 486,196 2,005 425
Branches abroad 13,369 13,106

498,565 2,018,531

Note:

i. Due from Head Office and its branches abroad includes AED 5.17 million (December 31, 2018 AED 587
million} of accrued interest not debited to Head Office account,

il. As at December 31, 2019, the exposure of head office and its branches abroad has exceeded the
maximum exposure limit of 30% of the Bank's capital base. As per Circular No, 32/2013, Meonitoring of
Large Exposure Limits issued by the Central Bank of the UAE., exposure to banks operating cutside
U.AE. are not allowed to exceed 30% of the bank's capital base. The Bank has vide letter reference no.
182/1/2025/2019 dated December 10, 2019 submitted exemption request to the Central Bank of the UAE to
accord them an exemption to the exposure norms relating to the head office and its branches abroad as an
excepticnal case.

b) Due to Fead office and its branches abroad comprises:
31.12.2019 31.12.2018

AED'000 AED'000
Head office 41,916 225470
Branches abroad 168,616 166,764

210,532 392,234

=:=
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Note:

During the current year, an amount of AED 250 million was transferred to the assigned share capital of the
Bank by converting an equivalent amount from the above head office balance. This conversion was duly

approved by the head office. The Central Bank of the U.AE_ vide its letter dated April 12, 2020 reference
CBUAE'ESD/2020/1848 ratified such conversion,

¢) Others;
31.12.2018 31.12.2018
AED'000 AED0O00
Outstanding balance of loans with key management personnel 137 88
Customer deposits 125,272 126,264
= — —_——

Other liabilities 6,120 B 293
Conting=nt liability 879 879
Loans and advances to customers 477,139 501,215
Note:

Includec in amounts due from other banks is an amount of AED 4,602 thousands (December 31, 2018
AED 4,452 thousands) due from a subsidiary of the Head Office.

d) Related party transactions included in the statement of profit or loss and other comprehensive income are
as follows:

01.01.201% 01.01.2018

to ta
3112.2019 _3112.2018
AED'000 AED'QO0

Interest ncome 16,133 18.012
Interest =xpense 4,145 49 248
Head office charges (Refer note 20) E,12=l:l 8,293
Compensation of key management personnel 3,624 3,301
Impairmant loss on due from head office and its branches abroad 0 102,217
_——

8. Due from/to other banks
31.12.2019 31.12.2018

AED'GOG AED'CO0
a) Due from:
-Banks zbroad 1,342,802 7.500
-Banks in the UAE 0 0
1,342,802 7.500
Note:

All above amounts are due from Iranian banks.

Due fromn other banks include foreign currency term loans issued to other Iranian banks and interest

receivable from such term loans amounting to AED 1,334 million (December 31, 2018 Nil) and AED 1,526
thousand (December 31, 2018: Nil) respectively.

The bank has entered into a refinancing agreement (the "Agreement") with the Central Bank of Iran. As per
the Agresment dated March 7, 2002 and various subsequent addendums, letters of credit opened by banks

in the Islamic Republic of Iran would be refinanced by the Bank to the extent of USD 1,100 million {2018:
USD 1,100 million).

The above balance includes funds received by the head office (Tehran, Iran) on behalf of the Bank from an
Iranian bank in previous years for settlement of outstanding bills discounted. Subsequently, these funds
were distributed among various other Iranian banks to continue compliance with large exposure requlations
as presctibed in circular no. 32/2013 dated November 11, 2013, '
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31.12.2019 31.12.2018
AED'GO0 AEC'000
b) Due to:
-Banks abroad 1,307,747 1,083,632
-Banks in the UAE 0 0

1,307,747 1.083,632

All above amounts are due to the Iranian banks including AED 149.27 million {December 31, 2018: AED
12.97 million} due to the Central Bank of Islamic Republic of Iran.

Due to other banks include local currency term deposits from other Iranian banks and interest payable on
such term deposits amounting to AED 288 million (December 31, 2018 AED 168 million) and AED 2,521
thousand (December 31, 2018: AED 1,536 thousand) respectively.

9. Export bills discounted for Iranian banks abroad

This balance is due from Iranian banks abroad, representing amounts due on the export bills issued by
them and discounted by the Bank for its customers.

10. Loans and advances
The composition of icans and advances portfolio is as follows:

31.12.2018 31.12.2018
AED'000 AEDO00
a) By type
Overdrafts 9,176,952 8279775
Bills/chegues discounted 556,570 584,690
Term lcans 1,603,383 1,660,872
Customer liabilities paid (payment against documents) B21,122 861,256
Loans against trust receipts 473,319 484 939
Gross anount of loans and advances 12,631,356 12,871,672
Less: Allowarce for impairment against loans and advances (4,506,811) (4,283 233)
Interest in suspense (5,490,292) {5,094, 314)

Met amount of loans and advances 2,634,253 3,494 125

b) By economic sector

Wholesale and retail trade 10,018,262 10,117,951
Construction 423 478 414,475
Mining and guarrying 173,421 165,884
Services 1,230,301 1,387,200
Personal loans 92 709 90,309
Manufacturing 579,477 570,337
Transport and communication 11,300 10,655
Financial Institutions 102,408 114,861

12,631,356 12,871,672

c) By geographical area

Within UAE 12,338,563 12,573,222
Islamic Republic of Iran 292.793 298 450
12,631 1218?1 672

d) Movements in interest in suspense and allowance for impairment against loans and advances

Loans and advances in the statement of financial position are stated net of interest in suspsnse and
allowance for impairment against loans and advances. The movements in interest in suspense and
allowance for impairment against loans and advarnces during the year are as follows:
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2019 2018
Interest in  Allowance for interest in Allowance far
suspense impairment suspense impairment
against loans against loans
and and advances
advances

AED'000 AED'000 AEDDOD AED000
Balance, at the beginning of the year 5,094,314 4,283,233 4,377,146 3,192 352
Impact of adopting IFRS 9 as at
January 1, 2018 0 0 0 997,161
Allowanze made during the year 0 343,984 0 105,888
Interest suspended during the year 451,469 0 738,210 0
Amount releasedirecovered during the
year (4,864) (68,382) (9,025) (12,031)
Amaounts written off during the year {50,627) (52,024) (13.017) (147)
Balance, at the end of the year 5,490,292 4.506,811 5004 314 4283 233

Gross ameount of loans and advances to customers, individually determined to be impaired, befcre
deducting any individually assessed impairment loss amounted to AED 12,321 million {December 31, 2018;
AED 12 639 million).

The fair value of collaterals held by the Bank relating to loans individually determined to be impaired at
December 31, 2018 amounts to AED 6,651 million (December 31, 2018: AED 5 795 million}). The collateral
consists of cash, investments and mortgaged real estate properties.

With refsrence to the no objection letter from the Central Bank of the U.A.E. dated July 2, 2019, bearing no.
CBUAE/BSD/2019/2610 for recognising the shortfall in an allowance for impairment of loans and advances
of AED 523.2 million in the year 2019 and 2020, the Bank has created an allowance for impairment of AED
343.98 million in the year 2019 and balance AED 178.22 million will be provided in the year 2020,

Other assets
31.12.2019 31122018 01.01.2018
{Restated) {Restated)
AED'000 AED'O00 AED'000
Interest receivable 75,273 70,651 65,425
Prepaid expenses 3421 3,656 4795
Deferred tax asseis 1,223,984 B2 TE7 598,857
Value atlded tax receivable 893 507 0
Others 28,618 24 532 9 697
1,332,289 862,113 678,584
Less: Allowance for impairment of other assets (8,479) (8,479) (B8,479)
1,323,810 553,634 _B70.405

Note:

The Bank received from the Bank's head office (Tehran, Iran), a letter (Ref no.: 99/1 64335) dated May 17,
2020, where in it states that the head office of the Bank assessed sufficiency of future taxable profits of the
Bank to utilise deductible temporary differences and concluded minimal uncertainty te the Bank's future
taxable profits. Accordingly, the head office of the Bank has given reasonable assurance for the recovery of
the defeired tax assets in foreseeable future in accordance with IAS 12 Income Taxes.
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12. Property, plant and equipment

13.

14.

Land Building Furniture, Motor Total
and leasehold fixtures, fittings vehicles
improvements and office
equipment
Rate of depreciation 5%-25% 25%-100% 33%
Cost
As at Decembder 31, 2017 9,871 76,227 34,542 2,170 122,810
Additions 0 a 634 0 G634
Disposals 0 0 (419) 1] (419)
As at December 31, 2018 9,871 76,227 34,757 2,170 123,025
Additions 0 0 11735 0 1,175
Disposals 0 0 (103} (174) (277)
As at December 31, 2019 9 871 76,227 35,829 1,996 123,923
Accumulatetl depreciation
As at December 31, 2017 0 59,082 33,259 2,169 94,610
Charge for the year ¥ 1,883 526 0 2,509
Eliminated on disposals 0 4] {419) 4] {419)
As at December 31, 2018 0 £1,065 33,466 2,169 96,700
Charge for the year 1] 1,947 717 0 2,664
Eliminated on disposals 4] 0 (103) {174} (277)
As at December 31, 2019 0 63,012 34,080 1,995 99,087
Carrying amount .
As at December 31, 2019 9,871 13,215 1,749 1 24,836
Az at December 31, 2018 9,871 15,162 1201 1 28325
Customer deposits
31.12.2019 31.12.2018
AED'000 AED'000
Current accounts 230,413 262 3646
Saving accounts 136,346 141,261
Deposit accounts 2,693,620 3,232,238
Margin accounts 42 627 30,387

3,103,006 2,666,232

Margin accounts and deposits held under lien as security for loans and advances and off balance sheet commitments
(not recordec in the statement of financial position) as at December 31, 2019 amounted to AED 358 millicn
(December 37, 2018: AED 875 million),

Subordinated loans

During the year 2018, the following subordinated loans representing three loans obtained from the Head Office were
converted to essigned Share capital of the Bank:

a) A loan of USD 54.45 million equivalent to AED 200 million obtained in May 2002, was converted to assigned capital
based on approval received from Head Office and by the Central Bank of the U.AE. vide its letter dated July 2, 2019
reference CBUAE/BSDV2019/2611.

b) A loan of USD 27.23 million equivalent to AED 100 million obtained in May 2004, was converted to assigned capital
based on approval received from Head Office and by the Central Bank of the U.A E. vide its letter dated July 2, 2019
reference CBUAE/BSD/2019/2611.

c) A loan of USD 81.68 million eguivalent to AED 300 million obtained in October 201 1, was converted to assigned

capital based on approval received from Head Office and by the Central Bank of the U.A E. vide its letter dated July 2,
2019 referenca CBUAE/BSD/2019/2611.
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15. Other [l abilities

186.

17.

Interest payable

Provisicn for employees’ end of service indemnity (Refer below)
Provisicn for taxation (Refer note 21)

Others

Notes:

31.12.2019 31.12.2018
AED'000 AED000
76,691 93,638
18,195 18,058
3,710 3,595
21,504 26,245
121,100 142,536

Pensior and national insurance contribution for UAE citizens are made by the Bank in accordance with
Federal Law No. 7 of 1999, The Bank provides for employees’ end of service indemnity to its expatriate

employees in compliance with UAE Labour law.

Movement in the employees' end of service indemnity is as follows:

Balance, at the beginning of the year
Charge for the year

Fayments during the year

Balance, at the end of the year

Interest income

Interast income on:

- Loans and advances to customers (including export bills refinanced
and export bills discounted)

- Money market and interbank transactions
- Dthers

Interest expense

Interest expense on:
- Customer deposits
- Deposiis from financial institutions
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01.01.20189 01.01.2018
to to
31.12.2019 31.12.2018
AED'000 AED'000
19,058 21,808
1,550 1,965
(1,413) (4,515)
19,195 19.058
01.01.2019 01.01.2018
to to
AED'000 AED'O00
31,704 35,286
30,886 29,774
8 5]
EéEEIE £5,066
01.01.2019 01.01.2018
to to
19 31.12.2018
AED'000 AEDOOO
132,990 150,628
15,634 64,888
148,524 215618
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18. Net fees and commission income

18.

21.

Fee and commission incomes
Fee and commission expenses

Other income / expense - net

Foreign exchange loss
Bank charges
Otherincome

General and administrative expenses

Staff cost and related expenses
Rent and related expenses

Head office charges (Refer note 7(d))
Depreciation on property, plant and eguipment (Refer note 12)

Others

Taxation

01.01.2018 01.01.2018
to to
_31.12.2018 31122018
AED'000 AED'O00
3,280 5,568
{81) {106)
3,199 5463
01.01.2019 01.01.2018
to fo
AED'000 AED'D00
10,524 15,593
(33) {135)
(3,175) (3,109)
7,316 12,349
01.01.2019 01.01.2018
to to
_31.12.2019 _ 31.12.2018
AED'000 AED'000
43,305 45 555
6,374 7.864
6,120 8,283
2,664 2,509
13,110 12,844
71,573 77,065

— e — [ T N

The Bark is subject 1o taxation at the rate of 20% of the individual Emirates' taxable income for the year in
the Emirates of Abu Dhabi, Dubai, Sharjah and Ajman. The taxable income is calculated after making
certain adjustments to the net profit before tax for the year and is based on management's best estimates.

The movement in the provision for taxation during the year was as follows:

Balance, at the beginning of the year

Tax charge:
- Current year
- Pricr year

Tax paid during the year

Balance, at the end of the year (Refer nate 15)
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01.01.2019 01.01.2018
to to
31.12.2019 31.12.2018
(Restated)
AED'000 AED'QO0
3,595 10,185
3,710 3,685
15,066 48 145
22,371 62,926
{18,661) {559,331)
3!?1 0 3,585




22,

23.

24,

The relationship between the tax expense for the year and the accounting loss before tax for the year is as
follows:

01.01.2019 01.01.2018

to to
(Restated)
AED000 AED'QQ0
Accounting loss (437,218) (430,585)
Adjustments for tax purposes 455 768 448 560
Taxable profit 13!550 17,975
Current tax;
Tax al the applicable rate of 20% 3,710 3,685
Tax charge in respect of prior years 15,066 49 146
18,776 52,741
Deferred taxation (361,217) (263.800)
Taxation for the year (342.441) (211,059)

Statutory reserve

Article 82 of Union Law No. 10 of 1980 requires that 10% of the net profit is transferred to a special reserve
until such reserve equals 50% of the capital. This reserve is not available for distribution.

Cash and cash equivalents

Cash and cash equivalents comprise of the following balances with original maturities of three months or
less:

31.12.2019 31.12.2018

AED00D AED'G00
Cash and bank balances with the UAE Central Bank 617,096 205228
Less. Statutory deposits with the UAE Central Bank (7T6.672) (86.851)
Cash and cash equivalents 540.424 118,275

Prior pericd error

According to the Decree No. (2) of 1996 concerning the Tax Payments from the branches of foreign banks
in the Emirate of Ajman, the Bank is liable to pay tax on its net profits on annual basis, and submit a tax
return to Financial Audit Authority, Government of Ajman (FAA). The assessment is conducted by the FAA
on the tax return submitted by the Bank and tax is paid / claimed back by the Bank due to the adjustments
made by the FAA. This results into the difference of tax liability in the books of the Bank and the liability as
per FAA As this difference will be nullified in future, when the Bank will reverse the allowance for
impairment on loans and advances or interest suspense created on recovery of the dues from the
customers; this difference will be termed as “Temporary Difference” as per 1AS 12 "Income Taxes".
Accordirg to the paragraph 12 of the IAS 12, if the amount actually paid in respect of current year and prior
period tax exceeds the amount due for these periods, the excess shall be recognized as an asset. Hence,
deferred tax assets were required to be recognised when the allowance for impairment on loans and
advances and interest suspense were disallowed by the FAA

However, the Bank did not recognise the deferred tax assets on the allowance for impairment on loans and
advances and interest suspense disallowed by the FAA from the year 2012 to 2018. In the current year, the
Bank has prepared the calculations of the amounts rejected by the FAA from their self-assessment returns
and the subsequent reversals accepted by the FAA. The net amaunt rejected from the year 2012 to 2018 is
considerzd for creation of the deferred tax assets in the books of the Bank.
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25,

The non-recognition of deferred tax assets shall be constituted as "Prior period error in accordance with
International Accounting Standard 8 "Accounting policies, changes in accounting estimates and errors",
Accordingly, the Bank has retrospectively restated the comparative amount of tax expense and deferred tax
assets In the prior year financial statement, resulting in decrease of loss for the year 2018 to AED 211.08
million from AED 219.53 millien. Further, as the error has occurred before the earliest prior year presented
l.e. 20183, the balances of deferred tax assets and retained earnings as at January 1, 2018 are also restated
to this effect.

The effect of the above prior period error is disclosed as under:
Deferred tax assets

Reported Adjustment Restated
before
AED'G00 AED'000 AED'Q00
As at January 1, 2018 554 762 44 205 598,967
As at December 31, 2018 818,562 44 205 862,767
Accumulated losses
Reported Adjustment Restated
before
AED'QGO AED'0O0 AED'000
As at January 1, 2018 7892 985 (44 205) 748,780
Tax expense
Reported Adjustment Restated
before
AEDO00 AEDO00 AED'000
For the vear 2018 218,526 B 467 211,058
Loss
Reported Adjustment Restated
before
AED'000 AED'000 AED'000
For the year 2018 (219,5286) 8,487 {211,059)

Contingent liabilities and commitments
Credit related commitments

The contractual amounts of the letters of credit and guarantees commit the Bank to make payments on
behalf of customers contingent upon the customer satisfying the terms of the contract, The contractual
amounts represent the credit risk, assuming that the amounts are fully advanced and that any collateral or
other security is of no value. However, the total contractual amount of commitments does not necessarily
represent future cash requirements since many of such commitments will expire or terminate without being
funded.

The lean commitments represent the contractual commitments to make the Iban. These generally have
fixed expiry dates or other termination clauses and require a payment of a fee. Since commitments may

expire without being drawn down, the total contract amounts do not necessarily represent future cash
reguirements.

The Bank has the following credit related commitments:

31.12.2019
AED'000

31.12:2018
AED'C0O

Contingent liabilities
Guarantees

The maturity profile of these contingent liabilities is as follows:
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26.

2019 31.12.2019  31.12.2019 31.12.2018  31.12.2019

Within 3 months Over Total
3 months 1 year 1 year
AED'000 AED'0O00 AED'000 AED000
Guarantees 4,795 5.993 67.963 78,751
2018 31.12.2018  31.12.2018 31122018 31.12.2018
Within 3 months Over Total
3 manths 1 year 1 year
AED'DO0 AED00D AED000 AED'000
Guarantees 67,290 53478 18, 950 _ 140.718

The oulstanding approved but unutilised facilities as of December 31, 2019 amounted to AED 44 million
(December 31, 2018 AED 33 million). The unutilised portion of approved facilities can be revoked
unilaterally at any time by the Bank.

Maturity analysis of assets and liabilities

Maturitizs of assets and liabilities recorded in the statement of financial position based on the remaining
contracual maturity period at the reporting date, not taking account of the effective maturities as indicated
by the deposit retention history of the Bank and the availability of liquid funds, as at the year-end are as
follows:

31.12.2019 31.12.2019 31.12.2019 31.12.2019  31.12.2019

Lessthan 3 3 monthsto 1yearupto5 Over 5 Total
months 1 year years years
AED'000 AED'000 AED'DO0 AED'000 AED'000

Assets:

Cash and bank balances with

UAE Central Bank 617,096 o 0 0 617,096
Due from head office and its
branches abroad 311,295 188,270 0 0 499,565
Due from other banks 1,128,489 214,313 o 0 1,342,802
Export hills discounted for Iranian

banks abroad 108,493 0 0 0 108,493
Loans and advances 230,223 55,763 2,348,267 0 2,634,253
Other assets - net 99,826 0 1,223,984 0 1,323,810
Property, plant and equipment 0 0 0 24,836 24,836
Total Assets 2.49E+422 45&345 3&72,251 24,836 _5355-0.355
Liabilities:

Due to cther banks 1,200,670 107,077 0 0 1,307,747
Customer deposits 1,199,732 1,519,156 384,118 0 3,103,006
Due toc head office and its

branches abroad 140,353 70,179 0 0 210,532
Other lizbilities 121,100 0 0 0 121,100
Total Liabilities 2,661,855 1 696,412 384,118 _n_ 4,742,385
Net gap (166,433) (1,238,068) 3,188,133 24,836 1,808,470

T —— == = = = —

Represented by:

Assigned capital 2,350,000

Statutory reserve
Accumuiated losses
Net equity

§21,553
{1,063,083)

1,808,470
e —
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Assets;

Cash and bank balances with
UAE Central Bank

Due from head office and its
branches abroad

Due from other banks

Export bills discounted for Iranian
banks zbroad

Loans and advances

Other assets - net

Property, plant and equipment
Total Assats

Liabilitig:s:

Due to other banks

Customer deposits
Due to head office and iis
branches abroad

Other liabilities
Total Liabilities

Net gap
Represented by:

Assigned capital
Statutory reserve
Accumulated losses

Net equity

31.12.2018 31122018  31.12.2018 31122018 31.12.2018
Lessthan3 3 monthsto 1yearupte5 Over5 years Total
months 1 year years
AED'000 AED'QOD AED'000 AED'000 AED'000
205,226 0 0 0 205,226
1,830,194 188,337 0 0 2018531
7,500 0 0 0 7,500
232,540 0 0 0 232,540
528, 360 62,267 2,903,498 0 3484125
80,867 0 862 767 0 953,634
0 0 0 26,325 26,325
2,894,687 250,604 3,786,265 26,325 6,937,881
1,069,082 14,550 0 0 1,083,632
1692643 1,757 624 215,965 0 3666232
318,067 74,167 0 0 362,234
142,636 0 0 0 142,536
3,222 328 1,846,341 215,965 0 5284834
(327,641) (1,595,737) 3,550,300 26,325 1,653,247
2,100,000
521,663
(968,308)

Fair values of financial instruments

Fair value represents the amount at which an asset can be exchanged, or a liability settled, between
knowledgeable, willing parties in an arm's length transaction. Differences can therefore arise between book
value urder the historical cost method and fair value estimates.

1,653,247

The fair values of financial assets and liabilities of the Bank are not materially different from their camying
values as at the year-end. This is based on management's assumption that the carrying amounts of
financial assets and financial liabilities that are liquid or have a short term maturity (less

approximate to their fair value.
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28, Classification of financial assets and liabilities

31.12.2019
At FVTPL AtFVTOCI  Amortised Allowances Carrying
cost for amount
impairment
{ECL)
AEDG00 AED'000 AED'000 AED000 AED'000
Financial assets:
Cash and bank balances with 0 0 617,096 0 617,096
UAE Central Bank
Due from head office and its 0 0 499,565 0 499 565
branches abroad
Due fram other banks 0 0 1,342,802 0 1,342,802
Export bills discounted for lranian
banks zbroad v} 0 108,493 0 108,493
Leans end advances 0 o 7,141,064 (4,506,811) 2,634,253
Other assets 0 0 103,891 (8,479) 95,412
Total financial assets 0 0 9.812.911 {4.515.290} _ 5.297.621
Financial liabilities:
Due to other banks 0 0 1,307,747 0 1,307,747
Customer deposits 0 (V] 3,103,006 0 3,103,006
Due to head office and its :
branches abroad 0 0 210,532 0 210,532
Other liabilities 0 1] 98,195 0 98,195
Total financial liabilities ' - 0_ 4.719.480 _0 _ 4,719,480
31.12.2018
AtFVTPL  AtFVTOCI Amortised cost  Allowances Carrying
for amount
impairment
(ECL)
AED'GRO AED'QOD AED'00O AEDQ00 AED'000
Financizal assets:
Cash and bank balances with 0 0 205,226 Q 205,226
UAE Central Bank
Due frorn head office and its 0 9] 2018531 0 2018531
branches abroad
Due frorn other banks 0 0 7.500 0 7,500
Export bills discounted for Iranian
banks abroad (#] 0 232,540 0 232,540
Loans and advances D 0 7777368  (4.283,233) 3494125
Other assets 0 ] 85,183 (8,479) 86,704
Total financial assets ___ G0 ____ 0 10,336,338 (4291 712) _ 6,044,625
Financial liabilities:
Due to other banks 8] 0 1,083,632 0 1,083832
Customer deposits 0 0 3,666,232 0 3,666,232
Due to head office and its
branches abroad 0 0 382 234 0 392 234
Cther liabilities 0 0 119,883 0 119 883
Total financial ligbilities - i i 0 _ 5261981
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28.

Financial risk management

The Bank has set up a strong risk management infrastructure supported by adoption of best practices in the
field of risk management to manage and monitor the following major risks arising out of their day to day
operations:

. Credit risk
. Liquidity rigk
lil. Market -isk (including interest rate risk, foreign currency risk and price risk)

Operational risk

The Reglonal Manager has overall responsibility for the oversight of the risk management framewark for the
Bank. There are established detailed policies and procedures in this regard along with high powered senior
management committees to ensure adherence to the approved policies and close monitoring of differant
risks within the operations of the Bank.

The Crzdit Committee, Assets and Liabilites Committee and Investment Committee work under the
mandatz of the Regional Manager to set up risk limits and manage the overall risk, These Commitiees
approve risk management policies of the Bank developed by Risk Management Department.

The Risk Management function is independent of the business. It is responsible to develop credit, market
and operational risk policies, Risk Managers are delegated authority within the risk management framework
1o approve credit risk transactions. Risk Management Department also monitors market and operational
risk. The Credit Risk Unit within Risk Management Department is responsible to develop and validate
financia nisk models for risk rating.

Audit and Compliance is an independent department which is responsible to review the risk policies; risk
exposures and the risk managing and monitoring frame work.

Treasury

The Treasury is responsible for managing the assets and liabilities of the Bank and its overall financial
structure. It is also primarily responsible for the funding and liquidity risks of the Bank.

Internal audit

Risk management processes throughout the Bank are audited periodically by the Internal Audit function that
examines both the adequacy of the procedures and the compliance by the Bank of these procedures.
Internal Audit discusses the results of all assessments with management, and reporis its findings and
recommendations to the Regional Manager.

Risk measurement and reporting systems

Menitering and controlling risks is primarily performed based on limits established by the Bank. These limits
reflect the business strategy and market environment of the Bank as well as the level of risk that it is willing
to accept, with additional emphasis on selected industries. In addition, the Bank monitors and measures the
overall risk bearing capacity in relation to the aggregate risk exposure across all risk types and activities,

Information compiled from all the businesses is examined and processed in order to analyse, control and
identify early risks. This information is presented and explained to the Regional Manager, the Risk
Committee, and the Head of each business division. The report includes aggregate credit exposure, hold
limit excaptions, liquidity ratios and risk profile changes. On a monthly basis detailed reporting of industry,
customer and geographic risks takes place. Senior management assesses the appropriateness of the
allowance for credit losses on a quarterly basis. The Regional Manager receives a comprehensive credit
risk repaort once a quarter which is designed to provide all the necessary information to assess and conclude
on the credit related risks of the Bank.

For all levels throughout the Bank, specifically tailored risk reports are prepared and distributed in order to
ensure that all business divisions have access to extensive, necessary and up-to-date information.

A daily briefing is given to the Regional Manager and all other relevant members of management of the
Bank on the utilisation of market limits, proprietary investments and liquidity, plus any other risk
developraents.
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Risk mitigation

As part of its overall risk management, the Bank uses derivatives and other instruments to manage
exposures resulling from changes in interest rates, foreign currencies, equity risks, credit risks, and
exposures arising from forecast transactions.

The Bank actively uses collateral to reduce its credit risks.
Excessive risk concentration

Concentrations arise when a number of counterparties are engaged in similar business activities, ar
activities in the same geographic region, or have similar economic features that would cause their ability to
meet contractual obligations to be similarly affected by changes in economic, political or other conditions.
Concentrations indicate the relative sensitivity of the Bank's performance to developments affecting a
particular industry or geographical location.

In order to avoid excessive concentrations of risk, the policies and procedures of the Bank include specific
guidelines to focus on maintaining a diversified portfolio. Identified concentrations of credit risks are
controlled and managed accordingly.

Credit risk management

The Regional Manager has delegated responsibility for the management of credil risk to ils Credit
Committee and the Credit Risk Management Department. Their responsibilities include:

. Formuleting credit policies in consultation with business units, covering collateral requirements, credit

assessrient, risk grading and reporting, documentary and legal procedures, and compliance with regulatory
and statutory requirements.

. Establishing the authorization structure for the approval and renewal of credit facilities. Authorization limits

are allocated to business unit Credit Officers. Larger facilities require approval by Head Office Cradit
Facilities Committee, Head of Credit Facilities or Regional Credit Facilities Committee.

- Reviewing and assessing credit risk: Credit Facility Department and Risk Management Department assess

all credit exposures in excess of designated limits, prior to facilities being committed to customers by the
business unit concerned. Renewals and reviews of facilities are subject to the same review process,

- Limiting concentrations of exposure to counterparties, geographies and industries {for loans and advances

to customers), and by issuer, credit rating band, market liquidity and country (for investment securities),

- Developing and maintaining the Bank's risk grading in order to categories exposures according to the

degree of risk of financial loss faced and to focus management on the attendant risks. The risk grading
system is used in determining where impairment provisions may be required against specific credit
exposurzs. The responsibility for setting risk grades lies with the final approving executive/committee as
appropriate, Risk grades are subject to regular reviews by Credit Facility Department, Branches and Risk
Management Department.

- Reviewing compiliance of business units with agreed exposure limits, including those for selected industries,

country risk and product types. Regular reports are provided to the Regional Credit Facility Committee on
the cred t quality of local portfolios and appropriate corrective action is taken.

- Providing advice, guidance and specialist skills to business units to promote best practice throughout the

Branches in the management of credit risk

Policies relating to credit are reviewed and approved by the Regional Credit Facility Committee. All credit
lines are approved centrally for the Bank in accordance with the credit policy set out in the Credit Policy
Manual. In addition, whenever possible, loans are secured by acceptable forms of collateral in order to
mitigate credit risk.

The Bank further limits risk through diversification of assets by geography and industry sectors.

All credit facilities are administered and monitored by the Credit Facility Department. Periodic reviews are
conducted by the Credit Officer and also by Credit Facility Department.

Cross border exposure and financial institutions exposure limits for monay markel and trea aativities are
approved as per guidelines established by the Regional Credit Facility Committee and ape
Risk Management Department. '
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Commuercialinstitutional lending

All crediit applications for commercial and institutional lending are subject 1o the Bank's regional credit
policles and to regulatory requirements, as applicable from time to time.

All credit lines or facilities extended by the Bank are made subject to prior approval pursuant fo a delegated
signature authority system under the ultimate authority of the Credit Facility Committee ar the regional
manager.

The management of the Bank has established country limits for cross border risk Individual country limits
are defined based on a detailed credit policy defining acceptable country credit risk exposure and evaluating
and controlling cross border risk. These limits are regularly reviewed by the Bank's regional credit risk
management and periodically by the Credit Facility Committee.

Retail l2nding

Each retail credit application is considered for approval according to a product program, which is devised in
accordance with guidelines set out in the product policy approved by the Regional Credit Facility Committee.
All approval autherities are delegated to the Credit Facility Committee by the Regional Manager. Different
authority levels are specified for approving product programs and exceptions thereto, and individual
loans/credits under product programs. Each product program contains detailed credit criteria (such as salary
multiples, bank statement, age, residency, etc.) and regulatory, compllance and documentation
requirernents, as well as other operating requirements.

Maximum exposure to credit risk without taking account of any collateral and other credit
enhancements

The tatle below shows the maximum exposure to credit risk for the components of the statement of
financial position, Including derivatives. The maximum exposure is shown gross, before the effect of
mitigation through the use of master neltting and collateral agreements and provisions held in the books.

Notes Gross Gross
maximum maximum
exposure Exposure
31.12.2018 31122018
AED ‘000 AED 000
Balances with the UAE Central Bank & 563,214 171,133
Due from head office and its branches abroad Tla) 489 565 2,018,531
Due frorn other banks 8(a) 1,342,802 7.500
Export tills discounted for Iranian banks abroad g 108,493 232,540
Loans and advances 10 12,631,366 12,871,672
Other assets 11 103,891 95,183

15,249,321 15,386 559
Contingant liabilities 78,751 140,718

15,328,072 15,637 277

Risk concentrations of the maximum exposure to credit risk

Conceniration of risk is managed by client counterparty, by geographical regicn and by industry sector, The
financial assets of the Bank, before taking into account any collateral held or other credit enhancements can
be analysed by the following geographical regions:
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Gross Gross
maximum maximum
exposure EXPOSUre
31.12.2019 31.12.2018
AED 000 AED '000

Geographic regions

Middle East 13,006,482 12,857 497
Iran 2,224,990 2,527,431
Organisation for Economic Co-operation and Development countries 17,849 11,631
15,249,321 15,396,559
Gross Gross
maximum maximum
exposure exposure

31.12.2019 31.12.2018
AED "000 AED '000

Industry sector

Wholeszle and retail trade 10,018,262 10,117,851
Construction 423,478 414 475
Mining aind quarrying 173,421 165,884
Services 1,230,301 1,387,200
Personal loans 92,709 80,309
Manufacturing 579,477 570,337
Transport and communication 11,300 10,655
Financizal institutions 2,720,373 2630,748

15,249,321 15,396,559
Model risk management

The Bank uses a number of guantitative models in many of its financial and business activities from
underwriting a credit facility to reporting expected credit losses under the IERS 9.

To manage the model risks, the Bank has developed and implemented Business Model Framework which
containg Bank wide development, implementation and validation policies and practices, According to the
framework, all internally or extarnally developed risk quantification models that directly affect the financial
reporting on expected credit losses require validation periodically (internally or externally). BSI IFRS g
Commitiee is responsible for overseeing all mode! related development, implementation of framework and
performance of the models.

The Framework establishes a systematic approach to manage the development, implementation, approval,
validation and ongoing use of models. It sets out an effective governance and management structure with
clearly defined roles and responsibilities, policies and controls for managing model risk. The Framework is
reviewed on a regular basis to ensure it meets regulatory standards and international practices. Any major
change o the Framework is approved by the Regional Credit Committee and Risk Policy Committee upon
recommandation of B3| IFRS 8 Committee.

Maximum exposure to credit risk — Financial instruments subject to impairment

The following table contains an analysis of the credit risk exposure of financial instruments for which an ECL
allowance is recognised. The gross carrying amaount of financial assets {excluding cash in hand) below also
represert the Bank's maximum expasure lo credit risk on these assets.
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As at December 31, 2019

Financial instruments carried at

amortised costs

Balances with the UAE Central Bank
Due from head office and its branches
abroad

Due from other banks

Export bills discounted for Iranian banks
abroad

Loans and advances

Other assets

Gross financial instruments carried
at amortised costs

As at December 31, 2018

Financial instruments carried at

amortised costs

Balances with the UAE Central Bank
Due from head office and its branches
abroad

Due frorn other banks

Export bills discounted for Iranian banks
abroad

Loans and advances

Other assets

Gross financial instruments carried at
amortised costs

The movement of gross exposure is as follows:

Financial instruments carried at
amortisad costs

Balance as at January 1, 2018

- Transfer from Stage 2 to Stage 3
Other rnovements within the same
stage

Balance as at December 31, 2018
Other movements within the same
stage

Balance as at December 31, 2019

Stage 1 Stage 2 Stage 3
12-month Lifetime Lifetime Total
ECL ECL ECL
AED ‘000 AED '000 AED 000 AED 000
563,214 0 0 563,214
487,625 11,940 0 499,565
1,342,802 o 0 1,342,802
0 108,493 0 108,493
307,454 2,501 12,321,401 12,631,356
81,191 17,309 5,391 103,891
2,782,286 140,243 12,326,792 15,249,321
Stage 1 Stage 2 Stage 3
12-manth Lifetime Lifetime Total
ECL ECL ECL
AED 000 AED ‘000 AED ‘000 AED '000
171,133 0 0 171,133
2,001,322 17,209 a 2,018,531
7.500 4] 0 7.500
51,437 181,103 0 232 540
169,364 3,687 12,688,721 12,871,672
74,228 15,564 539 95183
2,474 984 217,463 12,704,112 15,396,559
Stage 1 Stage 2 Stage 3
12-month Lifetime Lifetime Total
ECL ECL ECL
AED ‘000 AED '000 AED 000 AED ‘000
7.511,608 1,805 473 9 575,260 18,992 341
8] (1.688,010) 1,688,010 0
(5,036,624) 0 1,440 842 {3,585 782)
2,474 984 217,463 12,704,112 15,396,559
307,302 (77.220) (377, 320) (147 238)
2!?32!235 140,243 12!325!?92 15,249,321
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Credit quality of financial assets

Sub standard
Doubtful
Loss

Stage 3
Stage 2
Stage 1

Carrying amount

Sub standard
Doubtful

Loss

Stage 3

Stage 2

Stage 1

Carrying amount

31.12.2019
Other Loans and
financial advances
assets
AED '000 AED ‘000
0 2,720,206
1] 2,286,567
5391 7,314,628
5,391 12,321,401
137,742 2,501
2474832 307,454
2,617,965 12,631 !356
31.12.2018
Other financial Loans and
assets advances
AED ‘000 AED ‘000
0 4 864, 346
0 2,566,506
5,33 5,267 868
5,391 12,698,721
213,876 3,587
2,305,820 169,364
2,524 887 12,871672

It is the policy of the Bank to maintain accurate and latest risk ratings across the credit portfolio. This
facilitates focused management of the applicable risks and the comparison of credit exposures across all
lines of business, geographic regions and products. The rating system is supported by a variety of financial
analytics, combined with processed market information to provide the main inputs for the measurement of

counterparty risk.

Ageing analysis of stage 2 investing and financing assets per class of financial assets is as under:

At December 31, 2019

Due froim head office and its branches
abroad

Export tills discounted for Iranian banks
abroad

Loans and advances

Other assets

At Decemnber 31, 2018

Cue from head office and its branches
abroad

Export bills discounted for Iranian banks
abroad

Loans and advances

Other azsets

1 month 1 month to 3 More than 3 Total
months months
AED ‘000 AED '000 AED '000 AED ‘000
4] 0 11,940 11,940
0 1] 108,493 108,493
0 2,501 0 2,501
(4] 0 17,309 17,308
0 = 2501 137,742 140,243
1 month 1 month ta 2 More than 3 Total
manths months
AED ‘000 AED ‘000 AED '000 AED ‘000
#] 0 17,208 17,209
0 4] 181,103 181,103
106 1255 2,226 3,587
0 0
106 1,255
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Carrying ameount per class of financial assets whose terms have been renegotiated:

31.12.2019 31122018
AED 000 AED 000

Loans end advances 1,056,777 55 141

Collateral and other credit enhancements

The amount and type of collateral required depends on an assessment of the credit risk of the counterparty.
The credit manual contains guidelines regarding the acceptability of types of collateral and valuation
parameters. The main types of collateral obtained are cash, securities, charges over real estate properties,
inventory, trade receivables and guarantees - both corporate and personal

The Regicnal Credit Committee monitors the market value of collateral, if needed in accordance with the
underlying agreement. The estimates of fair values are generally not updated except when a loan is
individually assessed or impaired. Collaterals are usually not held against amounts advanced to banks.

It is the policy of the Bank to dispose of repossessed properties in an orderly fashion. The proceeds are
used tc reduce or repay the outstanding claim. In general, the Bank does not occupy repossessed
propertizs for business use,

Credit review procedures and loan classification

The Internal Audit Department of the Bank undertakes an independent guality evaluation on a regular basis
in confcrmity with the guidelines of the Central Bank of the U.A.E. and internal policies in order to assist in
the early identification of accrual and potential performance problems.

If a credit is overdue for 90 days or more, interest is suspended and is not credited to income. Specific
allowance for impairment of classified assets is made based on probable recoverability of outstanding and
risk ratings of the assets.

Internal risk rating

The Bank uses specific internal credit risk rating models tailored to various industry segments [/
counterparty. Borrower and loan specific information collected at the time of application (such as financial
candition, level of collaterals, condition of the market and business segment of customer, reputation of the
customer and its owners, management and conduct of accounts) is fed into this rating model, This is
supplemented with external data input into the model.

These risk ratings have been mapped into ECL Stages which are defined below:

Stage Grade

Stage 1 Aa+ Ab+ Ac+ Ba+ Bb+, Bc+, Ca+, Cb+, Co+
Stage 2 Aa, Ab, Ac, Ba, Bb, Bec, Ca, Ch, Cc

Stage 3 Aa-, Ab-, Ac-, Ba-, Bb-, Be-, Ca-, Cb-, Cc-

The grades above are defined as a combination of component of grades derived from various ranges
aliocated to following groups:

Group Component of grade Range
Capacity risk §5-100
30-64
0-29
65-100
30-64
0-29

Credit risk - 0-29
B55-250
=-= a0-64

Performance risk

Lo B =l R s T v s
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Expectad credit loss measurement

The esimation 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 8. Refer to note 4e for more details.

Expected credit losses

The following table summarises impairment allowance as at December 31, 2019 per class of assets and

stage:

Balances with the UAE Central Bank
Due from head office and its branches
abroad

Due frorn other banks

Export bills discounted for Iranian banks
abroad

Loans and advances

Other assels

Total allowance for impairment

Balances with the UAE Central Bank
Due from head office and its branches
abroad

Due from other banks

Export bills discounted for Iranian banks
abroad

Loans and advances

Other assels

Total allowance for impairment

31.12.2019
ECL staging
Stage 1 Stage 2 Stage 3
12-month Lifetime Lifetime Total
ECL ECL ECL
AED 000 AED '000 AED 000 AED "000
0 0 0 0
0 0 0 0
0 0 0 0
0 0 0 0
166,981 122 4,339,708 4,506,811
0 0 8,479 8,479
166,981 122 4,348,187 4!515!251.'!
31.12.2018
ECL staging
Stage 1 Stage 2 Stage 3
12-month Lifetime Lifetime Total
ECL ECL ECL
AED "G00 AED 000 AED 000 AED 000

0 0 0 0
0 0 0 0
o 0 0 1}
0 0 0 0
187,031 72 4,118,130 4,283,233
0 0 8.479 8479
15’?,{1L T2 4,124 609 4291712
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The mcvement of impairment allowance is as follows:

Financial instruments carried at

amortised costs

Balance: as at December 31, 2018
Impact of IFRS 2

Balance as at January 1, 2018

- Transler from Stage 2 to Stage 3
Other movements within the same
stage

Gross charge for the year
Met amaounts written-off

Balance as at December 31, 2018

- Transfer from Stage 1 to Stage 2
Other movements within the same
stage

Gross cnarge for the year

Net amounts written-off

Balance as at December 31, 2019
Significant increase in credit risk

Stage 1 Stage 2 Stage 3
12-month Lifetime Lifetime Total
ECL __ECL__ ECL
AED ‘000 AED '000 AED 000 AED '000
134,332 32,770 3,033,729 3,200,831
236,985 0 760,162 89497, 161
371331 32,770 3,793,891 4.197,992
0 (32,698) 32,698 0
(204,300) §] 288,167 93,867
(204.300) (32,698) 330,865 93,867
0 0 (147) (147)
167,031 72 4,124,609 4291712
(50) 50 0 0
0 0 275 602 275,602
(50) a0 275 602 275,602
0 0 (52,024) (52,024)
15’55531 S 122 4,343.1& 4,515,200

The Bank considers a financial asset to have experienced a significant increase in credit risk when a
significant change in one year probability of default occurs between the arigination date of a specific facility

and the IFRS 9 ECL run date.
uantitztive criteria

If the borrower experiences a significant increase in probability of default which can be triggered by the

following quantitative factors:

- Past Due

- Net Warth Erosion

- Fraudulent Activity

- Distressed Restructure

- Financ al Covenants Breach
- Significant Operations Disruption
- Operating Performance

- Operating Efficiency

- Debt Sarvice

- Liquidity Assessment

- Capital structure

Qualitative criteria;

If the berrower experiences a significant increase in probability of default which can

following gualitative factors:

- Management

- Industry Outlook

- Financial Conduct
- Income Stability

- Lifecycie Stage

- Auditer Information

]

be triggered by the




The Bank has not used the low credit exemption for any financial Instruments in the year ended December
31, 2018

Backstap:

If the borrower is more than 60 days past due on its contractual payments, a backstop is applied and the
financiz| asset is considered to have experienced a significant increase in credit risk,

Forward-looking information incorporated in the ECL models

The assessment of SICR and the calculation of ECL both incorporate forward-looking information. In
particular, when assessing expected credit losses, the analysis of macroeconomic and financial factors,
expected risks and dynamics are taken into account i.e the PD is predicted by using past event, current
conditions and future outcomes. The Bank has performed historical analysis and identified the key
econamic variables such as GDP growth, unemployment, inflation, oil prices etc., impactling credit risk and
expected credit losses for each portfolio. The inputs and models used for calculating expected credit
losses may not always capture all characteristics of the market at the date of the financial
statements. To reflect this, qualitative adjustments or overlays are made as systematic adjustment using
expert credit judament on the basis of information available from credible sources,

As with any economic forecasts, the projections and likelihoods of occurrence are subject to a high degree
of inhersnt uncertainty and therefore the actual outcomes may be significantly different to those projected.
The Bank considers these forecasts to represent its best estimate of the possible outcomes and has
analysed the non-linearities and asymmetries within the Bank's different portiolios to establish that the
chosen scenarios are appropriately representative of the range of possible scenarios

Off - balance sheet

The Bank applies the same risk management policies for off-balance sheet risks as it does for its
on-balance sheet risks. In the case of commitments to lend, customers and counterparties will be subject to
the same credit management pelicies as for loans and advances. Collateral may be sought depending on
the strength of the counterparty and the nature of the transaction.

Impairment reserve under the Central Bank of UAE (CBUAE) guidance

The CBUAE issued its IFRS 8 guidance on April 30, 2018 via notice no. CBUAE/BSD/2018/458 addressing
various implementation challenges and practical implications for Banks adopting IFRS 9 in the UAE (“the
guidanca"),

The reconciliation between general and specific provision under Gircular 28/2010 of CBUAE and IFRS 9is
as follows:

31.12.2019  _ 31.12.2018

AED 000 AED 000

Impairment reserve: General

General provisions under Circular 28/2010 of CBUAE 56,090 74,243
Less: Stage 1 and Stage 2 provisions under IFRS 9 167,103 167,103
General provision transferred to the impairment reserve 0 0
Impairment reserve: Specific

Specific provisions under Circular 28/2010 of CBUAE 4,348,187 4,124 609
Less: Stage 3 provisions under IFRS @ 4,348,187 4124 609
Specific provision transferred to the impairment reserve® 0 a
Total prevision transferred to the impairment reserve 0 0

*In the case where provisions under IFRS 9 exceed provisions under CBUAE, no amount shall be
transferrzd to the impairment reserve.

ii. Liguidity risk

Liquidity risk is the risk that the Bank will encounter difficulty in meeting obligati
liabilities at a given paint in time.
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Management of liquidity risk

The approach of the Bank towards managing the liquidity is to ensure, as far as possible, that it will always
have sufficient liquidity to meet its liabilities when due, under both normal and stressed conditions, without
incurring unacceptable losses or risking damage to the reputation of the Bank,

Treasury receives information from other business units regarding the liquidity profile of their financial
assets and liabilities and details of other projected cash fiows arising from projected future business.
Treasury then maintains a portfolio of short-term liguid assets, largely made up of leans and advances to
banks and other inter-bank facilities, to ensure that sufficient liquidity is maintained within the Bank as a
whole. The liquidity requirements of business units and branches are met through short-term loans from
Treasury to cover any short-term fluctuations and longer term funding to address any structural liquidity
requirernents.

Assets Liability Committee (ALCO)

ALCO Fas a broad range of authority delegated by the Regional Manager to manage the asset and liability
structure and funding strategy of the Bank. ALCO meets on a quarterly basis or more often as
circumstances dictate to review liquidity ratios, asset and liability structure, interest rates and foreign
exchange exposures, internal and statutory ratio requirements, funding gaps and general domestic and
international economic and financial market conditions. ALCO formulates liquidity risk management
guidelinzs for the operation of the Bank on the basis of such review.

Exposure to liquidity risk

The key measure used by the Head of Risk, Head of Accounts and the Head of Dealing Department for
managing liquidity risk is the ratio of net liquid assets to deposits from customers. For this purpose net liquid
assets are considered as Including cash and cash equivalents less any deposits from banks, other
borrowings and commitments maturing within the next month. A similar, but not identical, calculation is used
to measure the compliance by the Bank with the liquidity limit established by the regional management The
other indicators closely monitored on regular basis are Advances to Depasit Ratio, Uses to stable resources
ratio. For all the measures, benchmarks are set and same are reviewed by ALCO en a regular basis.

Mitigating liquidity risk

The Treasury and Marketing of the Bank is responsible for mitigating liquidity risk by implementing liquidity
strategies such as diversification of types of investorsidepositors including wholesale customers and trading
companies. Further, the Bank enters into exposure with other lranian Banks under refinancing facilities
which a‘e backed by the Central Bank of Iran. The Bank closely monitors the global view in respect of
sanctions levied by the UN and has developed strategies and business continuity plans that should ensure
that the business and liquidity of the Bank are not at risk. The Treasury regularly monitors the liquidity status
of the Bank,

Analysis of financial liabilities by remaining contractual imaturities

The table below summarises the maturity profile of the financial liabilities of the Bank at the year-end based
on contractual undiscounted repayment obligations. Repayments which are subject to notice are treated as
if notice were to be given immediately However, the Bank expects that many customers will not request
repayment on the earliest date the Bank could be required to pay and the table does not reflect the expected
cash flows indicated by the deposit retention history,
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On Less than Jto12 Over S Total
Financial liabilities demand 3 months months  1to 5 years years
AED 000 AED'000 AED'000 AED'000 AED 000 AED 000

December 31, 2019

Due to cther banks 1,036,845 163,825 107,077 0 0 1,307,747

Customer deposits 545,517 684,762 1,550,981 395,162 0 3,176,422

Due to head office and its

branches abroad 57,407 82,948 70,179 0 0 210,532

Other liahilities 898,195 v} 0 0 0 98,195

Total urdiscounted

financial liabilities _ 1,737,964 __9n,533 1{1’28,23? 335.162_ 0 4792896
Less than 3 3012 Over 5 Total

Financial liabilities Ondemand months months 1 to 5 years years

AED 000 AED'000  AED '000 AED '000 AED 000  AED 060
December 31, 2018

Due to other banks 8914 475 154 607 14 550 0 0 1083632
Customer deposits 1,020,585 676,149 1,804,685 238,966 0 3,740,385
Due te head office and its

branches abroad 234,629 83,438 T4 167 0 0] 392,234
Other liabilities 119,883 0 1} 0 0 119,883
Total undiscounted financial

ligbilities _ 2,288,572 __ 914,154 __ 1,883,402 =23E,956 - 1] ﬂ.’iﬁr‘l?ﬂ

Market risk management

Market risk is the risk that the fair value or future cash flows of the financial instruments will fluctuate due to
changes in market variables such as interest rates, foreign exchange rates, and equity prices.

Market risk is managed within the risk limits approved by the Regional Committee. The overall risk limits are
divided inte sub-limits by reference to different risk factors, including interest rate, foreign exchange rate,
commedity price and equity price. Considering the different nature of the products invalved, limits are set by
using @ combination of risk measurement techniques, including position limits and sensitivity limits.

The Bank uses different methodologies to estimate the potential losses that could occur on fisk positions
taken duz to movements in interest rates, foreign exchange rates, commodity prices and equity prices over a
specified time horizon and to a given level of confidence.

Interest rate risk management

Interest rate risk arises from the possibility that changes in interest rates will affect the value of financial
instruments. The Bank is exposed to interest rate risk as a result of mismatches or gaps in the amounts and
the currency of assets and liahilities.

Most of the interest bearing assets and liabilities of the Bank carry a fixed rate of interest and therefore
managerent believes that there is no significant interest rate risk for the Bank,

The effective interest rate on loans and advances 5.71% per annum (2018: 3.29% per annum), en customer
deposits 4.03% per annum (2018: 3.68% per annum) and on bank borrowings 1.03% per annum (2018:
3.02% per annum},

If interest rates had been 50 basis points lower throughout the year and all other variables were held constant,
the Bank's loss for the year ended December 31, 2019 would have decreased by approximately AED 22 61
million (2218: AED 30.42 million).

Foreign currency risk

Foreign currency risk represents the risk of change in the value of financial instruments due to changes in
foreign exchange rates. The Regional Manager has set limits on positions by currencies, which are monitored
daily, and hedging strategies are also used to ensure that positions are maintained within
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The assats of the Bank are typically funded in the same currency as thal of the business transacted in order
to minimize foreign exchange exposure. However, the Bank does maintain a long US Dollar pesition within
limits approved by the Assets and Liabilities Committee (ALCO). The Bank manages exposure to the effects
of fluctuations in prevailing foreign currency exchange rates on its financial position and cash flows. The
Regional Manager sets limits on the level of exposure by currency and in total for both overnight and intra-day
positions, which are monitored daily. At the end of the year, the Bank had the following significant net
exposure denominated in foreign currencies:

Net overali long/(short)
position
31.12.2019 31.12.2018
AED '000  AED '000

US Dollers 1,314,025 1,234,833
Euro {2,150) (3,249)
Japanese Yen (48) (47)
Pound Sterling 3,928 3778
Other currencies (28,229) (27,082)
1287526 _ 1208231

The analysis below calculates the effect of a 10 percent possible downward movement in a particular foreign
currency rate against UAE Dirham, with all other variables held constant on the profit and loss (due to the fair
value of currency sensitive monetary assets and liabilities). A negative amount In the table refiects a potential
net reduction in statement of profit or loss and other comprehensive income, while positive amount reflects a
potential net increase.

31.12.2018 _31.12.2018
AED'000 AED '000

Euro 215 325
Japanese Yen 5 B
Found Sierling (393) (378)
Other cu rencies 2,823 2,708
2,650 2,660

_ e —
As the UAE Dirham is currently pegged lo the US Dollar, balances in US Dollar are not considered to
represent any currency risk. Accordingly, the above table does not include the impact of changes in the
foreign exchange rate of the US Dollar,

Price risk

Price risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of
changes in market prices (other than those arising from interest rate risk or currency risk), whether those
changes are caused by factor specific to the individual financial instrument or its issuer or by factors affecting
all similar financial instruments traded in the market.

Operational risk

Operational risk is the risk of loss resulting from inadequate or failed internal processes, people, systems, or
from external events. The Bank aims to manage this risk in fine with best practices and in preparation for the
implementation of Basel lIL

The Bank manages operational risk by identifying, assessing, monitoring, controlling and mitigating the risks,
and review the risks inherent in business processes, activities and products through internal consultation. The
business processes of the Bank are developed to prevent meney laundering or financing terrorist activities.
The anti-money laundering policies of the Bank are regularly reviewed to ensure full compliance with local
regulatory requirements and international best practices. As part of operational risk management strategy, the
Bank has complied with the notices and circulars issued by the UAE Central Bank in relation to the UN
sanctions and stopped dealing with all parties detailed in the sanctions list. The Bank regularly monitors
operational risk losses and reports the same to the senior management. As part of the Internal control
environmant, the Bank maintains adequate documentation of control procedures for its busin
The Bank also emphasises the need for appropriate segregation of duties and independe
business activities,
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The Business Continuity Plan is in place to support business operations in the event of disasters. Adequate
backup facilities are maintained and periodic drills are conducted. In additon. the Bank also arrange
insurance cover to reduce potential losses in respect of operational risk.

Capital management
Regulatory capital

The Central Bank of the UAE sets and monitors capital requirements for banks and branches of foreign
banks operating in the United Arab Emirates.

Basel lll capital ratio

The Bank calculates its Capital Adequacy Ratio in line with the Basel || guidelines issued by the Central Bank
of the LLAE. These guidelines came into effect from February 01, 2017 with first reporting requirement
starting from December 2017 onwards. Under these regulations, minimum capital requirements are
monitored at three levels, namely Common Equity Tier 1 (CET1'), Tier 1('T1") and Total Capital.

The regulatory capital of the Bank is analysed into different tiers:

. Common Equity Tier 1 Capital, which includes Common shares issued by a bank, Share premiumn resulting

from the issue of instruments included in CET1, retained earnings, legal reserves, statutory reserves,
accumulated other comprehensive income and other disclosed reserves, minority interest, which are eligible
for inclusion in CET1 and regulatory adjustments including deferred tax asset applied in the calculation of
CET1;

ii. Additional Tier 1 Capital (AT1):

Tier 1 capital, which is the total of Common equity Tier 1 (CET1) Capital and Additional Tier 1 {AT1) capital:

. Tier 2 capital, which includes general provisions (Collective allowance for impairment subject to a limit of

1.25% of credit RWA), perpetual equity instruments, not included in Tier 1 capital and instruments which are
eligible fur inclusion of Tier 2 e.g. subordinated loan.

The additional capital buffers (Capital Conservation Buffer (CCB) and Countercyclical Capital Buffer (CCyB) -
maximura up to 2.5% for each buffer) introduced under Basel Il guidelines are over and above the minimum
CET1 requirement of 7%,

For 2018, CCB will be required to be maintained at 2.5% (2018:1.875%) of the Capital base. CCyB is not yet
in effect and is not required to be maintained for 2019,

For the purpose of the value calculation of the regulatory adjustments including deferred tax asset, the Bank
is required to apply 100% of the total value for the year 2019 (2018: 100%).

The Banl's RWA are weighted as to their relative credit, market and operational risk. Credit rigk includes both
on and off-balance sheet risks. Market risk is defined as the risk of losses in on and off-balance sheet
positions arising from movements in market prices and includes interest rate risk, foreign exchange risk,
equity exposure risk, commodity risk and options risk. Operational risk Is defined as the risk of loss resulting
from inadequate or failed internal processes, people or systems, or from external events. The bank is
following the standardised measurement approach for credit, market and operational risk, as per Basel
Requirements,

The Bank has complied with all externally imposed capital reguirements throughout the year,

= F'.D‘. E;u_-']j?‘z .
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The reguiatory capital position of the Bank at the year-end under Basel |l| iz as follows:
31.12.2019 31.12.2018

AED '000  AED 000

Capital Base
Assigned capital 2,350,000 2 100,000
Statutory reserve 521,553 521,553
Accumulated fosses {1,063,083) (968 3086)
CET1 capital (prior to requlatory deductions) 1,808,470 1653247
Regulatory deductions (1,223,984)  (862,767)
Total CET1 capital after transitional adjustments 584,486 790,480
Additional Tier 1 (AT1) Capital 0 0
Transiticnal adjustments 0 0
Total AT1 capital after transitional adjustments 0 0
Total tier 1 capital 584,486 780,480
Collective impairment allowance on loans and advances 56,090 74,243
Transitional adjustments 0 a
Tier 2 (T2) Capital after transitional adjustments 56,080 74,243
Total capital base 640,576 864,723
Risk-weighted assets
Credit risk 4,487,191 59304186
Market nsk 7,580 7,586
Operational risk 263,145 545 026
Total risk weighted assets (RWA) 4;5?,515 5.492.028
Capital Ratio Min_lmum Capital M:q:mum Capital
requiremen ratios requirement ratios
2019 2018
a. Total 10.50% 13.46% 10.50% 13.32%
b. Additional Tier 1 ratio B.50% 12.28% B.50% 12.18%
¢, CET 1 ratio 7.00% 12.28% 7.00% 12,18%
d. CET 1 for the buffer requirement 2.50% 5.28%  1.875% 5.18%

Capital allocation

The allocation of capital between specific operations and activities is, to a large extent. driven by optimisation
of the relurn achieved on the capital allocated. The amount of capital allocated to each operation or activity is
based primarily upon the regulatory capital. The process of allocating capital to specific cperations and
activities is undertaken independently of those responsible for the operation, by Risk and Credit Facility
Departmant, and is subject to review by ALCO as appropriate.

Although maximisation of the return on risk-adjusted capital is the principal basis used in determining how
capital i allocated within the Bank to particular operations or activities, it is not the sole basis used for
decisiocn making. Account is also taken of synergies with other operations and activities, the availability of
management and other resources, and the fit of the activity with the longer term strategic objectives of the
Bank. The policies of the Bank in respect of capital management and allocation are reviewed regularly.
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31. Assets and liabilities re-pricing profile

Assets and liabllities re-pricing profile has been determined on the basis of the final maturity period or interest
re-pricing periods, at the reporting date, whichever is earlier.

Less than 3 months Over 1 year Non- Total
Decemkber 31, 2019 3 months to 1 year interast

AED'000 AED'000 AED'000 AED'000 AED 000
Assets
Cash and balances with the UAE Central
Bank 410,000 0 0 207,096 617,096
Due from head office and its branches
abroad 256,158 188,270 0 55,137 499,565
Due from other banks 1,121,166 214,313 0 7,323 1,342,802
Export bills discounted for Iranian banks
abroad 108,493 0 0 0 108,493
Loans and advances 230,223 55,763 2,348,267 0 2,634,253
Other assets 1] 0 0 1,323,810 1,323,810
Property, plant and equipment 0 0 0 24,836 24,836
Total assets (A) 2!125!940 458,346 2,348,267 1.513.2'32:: 5,55&,355=
Liabilities
Due to oiher banks 163,824 107,077 0 1,036,846 1,307,747
Customer deposits 635,754 1,519,156 384,118 563,978 3,103,006
Due to h=ad office and its branches 82,946 70,179 0 57,407 210,532
Other liasilities 0 0 0 121,100 121,100

Total liabilities (B) B82524 ‘!,655!412 __ 334.1& 1,??9,331_=4,T42,335

(A-B) 1243516 (1,238,066) 1,064,148 _ (161,129) 1,808470

Interest rate sensitivity gap

Represented by:

Assighed capital 2,350,000
Statutory reserve 521,553
Accumulated losses (1,063,083)
Total equity 1,808,470

Lessthan 3 3 months to Over 1 year Non-interest Total
December 31, 2018 months 1 year bearing

AED'000  AED'000  AED 000  AED Q00  AED 000
Assets
Cash and balances with the UAE Central
Bank 0 0 0 205228 205,226
Due from head office and its branches
abroad 624 326 188,337 0 1,205,868 2,018,531
Cue from other banks 0 0 7.500 7,500
Export bills discounted for Iranian banks
abroad 232 540 0 0 232.540
Loans and advances 528,360 62,267 2,903 498 0 3,494 125
Other assets o 0 0 953,634 953 834
Froperty, plant and egquipment 0 0 o 26,325 26,325
Total assets (A) _1,385226 250604 2903,498 23098553 6,937 881
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Lessthan 3 3 months to Over 1 year Non-interest Total
December 31, 2018 months 1 year bearing
AED 000  AED 000  AED'000  AED 000  AED '000

Liabilities
Due to ather banks 167 582 14,530 0 801,500 1,083,632
Customer deposits 843,185 1757624 215,965 1,049458 3,666,232
Due to head office and its branches
abroad 83,438 74 167 234,629 382,234
Other liabilities ] (4] 0 142 536 142 536
Total liabilities (B)_ 894205 1846341 215965 2,328,123 2,284,634
Interest rate sensitivity gap (A-B)__491,021 (1595737) 2687533 70,430 _ 1,653,247
Represented by,
Assigned capital 2,100,000
Statutory reserve 521,553
Accumulated losses (968,306)
Total equity 1,653,247
—_——
United Mations, Office of Foreign Assets Control and other restrictions

Inits Resolution No. 1803 of 3 March 2008 the United Nations Security Council called upon its member states
to exercise vigilance over the activities of financial institutions in their territories with all banks domiciled in
Iran, including Bank Saderat Iran and its branches abroad.

The Security Council of the United Nations had also previously resolved to impose restrictions on certain
Iranian entities and individuals, which have been subject to implementing notices by the Central Bank of the
UAE. The Bank has fully complied with the UAE Central Bank notices issued in this regard, Management of
the Bank also believes that despite such restrictions being imposed, the going concern assumption used in
the preparation of financial statements for the year ended December 31, 2019 is sill appropriate,

The Office of Foreign Assets Control ("OFAC") of the United States Department of the Treasury has also
resolved to impose restrictions on certain Iranian entities and individuals, including the Bank. Management
believes that to date these restrictions have had no material impact on the Bank's ability to continue as a
going concern,

In the last few years, a number of countries including US, UK and ather European countries have imposed /
reinforced sanctions on Iranian banks. More significantly, European Union Council Decision 2012/152/CFSP
of March 15, 2012 provided for a ban on the supply of specialised financial messaging services used to
exchange financial data, to certain Iranian banks. As a result of this, the Society for Worldwide Interbank
Financial Telecommunication ("SWIFT") has disconnected certain Iranian banks from its international network
with effect from March 17, 2012.

Managerient of the Bank believes that since the Bank has rot had business dealings / relations with any of
the European / US banks for a long period of time and as it mainly deals with Iranian Banks which have their
own intra-communication arrangements, the business activities of the Bank have not been significantly
affected by the inability to use SWIFT. Further, in response to this, the Bank has introduced measures in
order t0 ensure uninterrupted, legalised, authenticated transmission of messages and continuation of
business activities including transfer of funds.

These firancial statements do not take account of the potential future impacts of the current and any further
restrictions that may he imposed by The Security Council of the United Nations and The Office of Foreign
Assets Control of the United States' Departrment of the Treasury and restrictions that may be imposed by
other countries.

Significant events occurring after the statement of financial position date

There are no significant events occurring after the statement of financial positio
disclosuri in the financial statements except the following:

which require
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35.

36.

The Bank has assessed the forecast conditions considering the impact of COVID-19 for its operations and
the significant government support measures being undertaken for the banking industry in United Arab
Emirates (UAE) but at this time it is difficult to incorparate the specific effects of COVID-19 and government
support measure on & reasonable grounds and supportive basls. The Bank will be monitoring the updated
facts and circulars issued by Central Bank of UAE and supporting changes will be incorporated in the
statements subsequent to the financial position date. As at statement of financial position date, the Bank is
confident that appropriate disclosures and adjustments are made for the ECL based on the judgements and
models prescribed by the Bank for the IFRS 9 impact for its financial instruments.

Bank's future operations

During the year 2019, the Bank has incurred a loss of AED 95 million (2018: AED 220 million) and has
accumulated losses of AED 1,063 million as at December 31, 2019 (accumulated losses as at December a1,
2018: AEED 958 million). The Bank along with its Head Office is currently committed to continue the business
as a going concem and would introduce additional funds as and when required to meet its obligations as they
fall due in the foreseeable future,

Previous year's figures
Previous year's figures have been re-grouped or re-arranged wherever necessary so as to conform to the

current year's presentation.

In the opinion of the Management all the assets as shown in the financial statements are exjsting and
realiseblz at the amount shown against them and there are no liabilities against the Bank, contingent or
otherwis2, not Included in the above financial statements.




