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REVIEW REPORT ON INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
TO THE CHAIRMAN AND BOARD OF DIRECTORS OF JORDAN KuwaAIT BANK
(A PUBLIC LIMITED SHAREHOLDING COMPANY)

Introduction

We have reviewed the accompanying interim condensed consolidated statement of financial
position of Jordan Kuwait Bank as of 30 September 2018 and the related interim condensed
consolidated statements of income and comprehensive income, for the three months and nine
months then ended and the interim condensed consolidated statements of changes in equity
and cash flows for the nine months then ended. Management is responsible for the preparation
and presentation of these interim condensed consolidated financial statements in accordance
with International Accounting Standard (34) “interim financial reporting”. Our responsibility is

to express a conclusion on these interim condensed consolidated financial statements based
on our review.

Scope of Review

We conducted our review in accordance with the International Standard on Review
Engagements (2410) "Review of Interim Financial Information Performed by the Independent
Auditor of the Entity". A review of interim financial information consists of making inguiries,
primarily of persons responsible for financial and accounting matters, and applying analytical
and other review procedures. A review is substantially less in scope than an audit conducted
in accordance with International Standards on Auditing and consequently does not enable us
to obtain assurance that we would become aware of all significant matters that might be
identified in an audit. Accordingly, we do not express an audit opinion.

Conclusion

Based on our review, nothing has come to our attention that causes us to believe that the
accompanying-interim condensed consolidated financial statements are not properly prepared,
in all rigisngl -. s and in accordance with International Accounting Standard (34).

,PM.

e s “Jordan” L.L.C.

E PricewaterhouseCoopers "Jordan", Jabal Amman - 3rd Circle, 14 Hazza’ Al Majali St,, P.O. Box 5175, Amman 11183 - Jordan
T: +962 (6) 500 1300, F:+662 (6) 461 0880, www.pwe.com
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JORDAN KUWAIT BANK
(A PUBLIC LIMITED SHAREHOLDING COMPANY)

INTERIM CONDENSED CONSOLIDATED STATEMENT OF FINANCIAL POSITION
As AT 30 SEPTEMBER 2018

SEPTEMBER 30,
2018 DECEMBER 31,
(REVIEWED AND 2017
Note UNAUDITED) (AUDITED)
JD JD
ASSETS
Cash and balances at central banks 4 274,724,378 224,259,331
Balances at banks and financial institutions 5 272,812,255 317,656,834
Deposits at banks and financial institutions 6 8,692,031 6,246,210
Direct credit facilities-net 7 1,517,154,650 1,562,286,911
Financial assets at fair value through profit or loss 8 - 66,673,669
Financial assets at fair value through comprehensive income 9 127,348,705 29,240,711
Financial assets at amortized cost 10 308,037,239 395,100,921
Property and equipment - net 26,700,761 29,388,555
Intangible assets - net 3,366,397 5,095,610
Deferred tax assets 25,137,898 11,299,456
Other assets 11 173,177,125 180,796,785
Assets held for sales- net 23 4,340,350 4,162,033
TOTAL ASSETS 2,741,491,789 2,832,207,026
LIABILITIES AND OWNERS’ EQUITY
LIABILITIES
Banks and financia! institutions deposits 239,440,090 306,217,195
Customers deposits 1,795,461,263 1,808,308,934
Cash margins 98,063,357 96,179,696
Borrowed funds 83,916,929 80,137,973
Cther provisions 11,208,014 10,821,129
Provision for income tax 12 6,014,022 12,210,713
Deferred tax liabilities 3,987,386 3,791,258
Other liabilities 70,325,104 45,367,012
Liabilities directly related to assets held for sale 23 1,593,627 661,794
TOTAL LIABILITIES 2,310,079,792 2,363,795,704
OWNERS’ EQuiTy
Equity — Bank Shareholders
Authorized and paid-in capital 20 100,000,000 100,000,000
Statutory reserve 21 85,765,246 86,034,401
Voluntary reserve 21 160,466,574 160,466,574
Pro-cyclicality reserve - 227,597
-General banking risks reserve - 14,288,875
Financial assets valuation reserve - net of tax 5,020,318 8,135,930
Equity directly related to assets held for sale 23 (17,829) (17,829)
Retained earnings 52,547,041 99,275,774
Income for the period 27,630,647 -
TOTAL OWNERS’ EQUITY 431,411,997 468,411,322
ToTAL LIABILITIES AND OWNERS’ EQUITY 2,741,491,789 2,832,207,026

The accompanying notes from 1 to 23 constitute an integral part of these condensed
consolidated interim financial statements and should be read in conjunction with them and
with the accompanying review report.




JORDAN KUwWAIT BANK

(A PUBLIC LIMITED SHAREHOLDING COMPANY)

INTERIM CONDENSED CONSOLIDATED STATEMENT OF INCOME
FOR THE PERIOD ENDED 30 SEPTEMBER 2018

FOR THE THREE MONTHS ENDED SEPTEMBER

30 FOR THE NINE MONTHS ENDED SEPTEMBER 30
2017 2017
NOTE 2018 (REPRESENTED) 2018 (REPRESENTED)
JD JD JD JD
(REVIEWED {REVIEWED (REVIEWED (REVIEWED
UNAUDITED) UNAUDITED) UNAUDITED) UNAUDITED)

Interest income 36,065,509 34,614,826 108,195,400 101,264,290
Less: Interest expense (14,379,393) (11,785,887) (40,802,755) (30,227,798)
Net Interest Income 22,486,116 22,828,939 67,392,645 70,336,492
Net commission income 3,098,750 3,001,832 8,333,350 7,442,054
Net Interest and Commission Income 25,584,866 25,830,771 75,725,995 77,778,548
Foreign currency income 805,347 1,844,535 3,332,841 3,749,680
Gain (loss) from financial assets at fair value

through profit or loss 13 1,619,838 (469,667) 1,619,838 1,044,649
Cash dividends from financial assets at fair value

through comprehensive income 9 (37,518) (63.387) 1,262,957 789,869
Gain from sale of foreign branches 1,280,419 - 1,280,419 -
QOtherincome 3,508,722 3,130,458 10,864,212 8,493,606
Gross Income 32,759,674 30,272,710 94,086,352 91,856,350
Employees expenses 7,135,305 6,044,612 20,401,078 19,144,508
Depreciation and amortization 1,608,983 1,463,292 4,731,987 4,300,545
Provision for impairment on direct credit facilities 7 - 2,287.665 - 10,344,771
Provision for expected credit losses on direct credit

facilities 7 1,710,488 - 2,985,041 -
Provision (Reversal trom) for expected credit losses

on non-direct credit facilities 193,923 - (6.888,619) -
(Reversal from) Provision for expected credit losses

on investments (119,324 - (115,059) -
Provision for expected credit losses on deposits at

banks and financial institutions 85,005 - 51,037 -
Other provisions 193.434 159,588 1,758,097 1,029,302
Other expenses 9,083,967 8,133,691 31,517,421 21,984,578
Total Expenses 19,891,781 18,088,848 54,440,983 56,812,704
Income for the period before income tax expense 12,867,893 12,183,962 39,645,379 35,043,646
Less: Income tax expense 4,348,977 4,392,212 12,022,362 11,102,733
Income for the Period from continuing operations 8,518,916 7,791,650 27,623,017 23,941,513
Net gain (loss) from discontinued operations 23 624,844 (382,047) 7,630 (1,995,327)
Income for the period 9,143,760 7,408,603 27,630,647 21,946,186
Pertains to:
Earnings per share for the period Attributable to

the bank’s shareholders - basic and diluted 14 0.091 0.074 0.276 0.219

Earnings per share from continucus operations

for the period Attributable to the bank’'s

shareholders - basic and diluted 14 0.085 0.078 0.276 0.239
Earnings per share (loss) from non-continuous

cperations for the period Attributable- basic

and diluted 14 (0.006) (0.004) (0.000) {0.020)

Chairman of Board of Directors General Manager

The accompanying notes from 1 to 23 constitute an integral part of these condensed
consolidated interim financial statements and should be read with in conjunction them and
with the accompanying review report.
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JORDAN KUWAIT BANK
(A PusLiC LIMITED SHAREHOLDING COMPANY)

INTERIM CONDENSED CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

FOR THE PERIOD ENDED 30 SEPTEMBER 2018

For THE THREE MONTHS ENDED SEPTEMBER

FOR THE NINE MONTHS

30 ENDED SEPTEMBER 30
NOTE 2018 2017 2018 2017
Jo JD JO JD
(REVIEWED (REVIEWED (REVIEWED (REVIEWED
UNAUDITED) UNAUDITED) UNAUDITED) UNAUDITED)
Income for the Pericd 9,143,760 7,409,603 27,630,647 21,946,186
QOther Comprehensive Income hems:
Iterns not subsequently transterable to condensed
interim consolidated statement of income:
Net change in financial assets at fair value
valuation reserve - net of tax (455,317) (20,945) (2,923,135) 879,151
Total Comprehensive Income for the Period 8,688,443 7,318,658 24,707,512 22,825,337

The accompanying notes from 1 to 23 constitute an integral part of these condensed
consolidated interim financial statements and should be read in conjunction with them and

with the accompanying review report
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JORDAN KUWAIT BANK
(A PUBLIC LIMITED SHAREHOLDING COMPANY)

INTERIM CONDENSED CONSOLIDATED STATEMENT OF CASH FLows

FOR THE PERIOD ENDED 30 SEPTEMBER 2018

FOR THE NINE MONTHS ENDED 30 SEPTZMBER

NOTE 2018 2017
Jo JO
(REVIEWED UNAUDITED) {REVIEWED UNAUDITED)

Cash Flows From Operating Activities:
Income for the period before income tax 39,853,009 33,048,319
Adjustments:
Depreciation and amortization 4,731,987 4,816,971
Provision for impairment on direct credit facilities 7 - 10,344,771
Provision for expected credit losses on direct credit facilities 2,985,041 -
{Reversal from) Provision for expacted cradit losses on non-direct cradit facilities (6,888,619) -
Provision for impairment on investments (115,059) -
Provision for expected credit losses on deposits at banks and financial institutions 51,037 -
Net interest income 3,290,628 832,183
Provision for staff indemnity 1,488,097 270,000
Provision for lawsuits against the bank and contingent claims 270,000 5,045,596
Loss from valuation of financial assets at fair value through statement of income 24 - 921,138
effect of exchange rate fluctuations on cash and cash equivalents 8,376 (7,729)
Total 45,474,497 55,271,249
Changes In Assets And Liabilities:
(Increase) decrease In deposits at banks and financial institutions (777,893} 7,985,397
(Increase) In direct credit facilities (4,306,513) (90,959,898)
(Increase) in financial assets at fair value through statement of income - (5.151.885)
(Increase) In other assets (6,793,254) (8,503,359)
(Decrease) In banks and financial institutions deposits due after three months (39,774,818) 22,899,884
(Decrease) In customers deposits (12,847,671) {4,383,764)
Increase In cash margins 1,883,661 5,192,482
(Decrease) In other provisions (1,471,212) (287,019)
Increase in other liabilities 31,701,524 15,177,044
Net Change In Assets And Liabilities (32,386,174) (58,730,118)
Net Cash Flows Generated From / (Used In) Operating Activities Before

Income Tax 13,088,323 (3.458,869)
Income tax paid 12 (14.774,935) (16,963,427)
Net Cash Flows (Used In) Operating Activities (1,686,612) (20,422,296)
Cash Flows From Investing Activities:
Decrease in financial assets at amortized cost 87,029,706 84,090,681
(Increase)/ decraase In financial assets at fair value through comprehensive income (36,015,129) 331,702
(Increase) In assets held for sale- net (178,317) .
Increase in liabilities directly related to assets held for sale 1,054,933 -
(Increase} in intangible assets (314,979) (4,284,972)
Net Cash Flows Generated From Investing Activities 51,576,214 80,137,411
Cash Flows Frem Financing Activities:
Increase in nen-centrolling interest - 72,790
Increase in borrowed funds 3,778,956 44,120,898
Dividends paid (19,194,985) (19,133,354)
Net Cash Flows (Used In) /Generated From Financing Activities (15,416,029) 25,060,334
Effect of exchange rate fluctuations on cash and cash equivalents (8,376) 84,775,449
Net Increase In Cash And Cash Equivalents 34,465,197 7.729
Cash and cash squivalent - beginning of the period 272,915,714 145,447,357
Cash And Cash Equivalent - End of the Period 15 307,380,911 230,230,535

The accompanying notes from 1 to 23 constitute an integral part of these condensed consolidated interim financial

statements and should be read with them and with the accompanying review report




JORDAN KuwAIT BANK

(A PuBLIC LIMITED SHAREHOLDING COMPANY)

NOTES To THE CONSOLIDATED FINANCIAL STATEMENTS
AS AT 30 SEPTEMBER 2018

(1) GENERAL INFORMATION

Jordan Kuwait Bank was established as a Jordanian public limited shareholding company under
number (108) on October 25, 1976 in accordance with the Jordanian Companies Law No. (13)
for the year 1964. The Bank's Head Office address is as follows: Omaya Bin Abdshams Street,
Abdali — Amman. Tel. +962 (8) 5629400, P.Q. Box 9776, Amman — 11191 Jordan.

The Bank is engaged in all banking and financial related operations through its branches totalling
65 branches inside Jordan, one foreign branch, and three subsidiaries for financial brokerage,
leasing and financial consulting.

Jordan Kuwait Bank is listed as a public limited shareholding company on the Amman Stock
Exchange.

Jordan Kuwait Bank is owned by 50.927% of Al Rawabi International Real Estate Services
Company and the consolidated financial statements of the Bank are added in the consolidated
financial statements of Kuwait Projects Company Holding (KIPCO).

The consolidated interim financial statements have been approved by the Bank’s Board of
Directors on 24 October 2018.

(2) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Following are the significant accounting policies used by the Bank in the preparation of these
interim condensed consolidated financial statements.

2.1 Basis of preparation

The accompanying interim condensed consolidated financial statements of the Bank as at 30
September 2018 have been prepared in accordance with International Financial Reporting
Standards Number 34 (Interim Financial Reporting Standards).

The interim condensed consolidated financial statements are prepared in accordance with the
historical cost principle, except for financial assets and financial liabilities stated at fair value
through profit or loss, financial assets stated at fair value through other comprehensive income
and financial derivatives stated at fair value at the date of the consolidated financial statements.
Moreover, hedged financial assets and financial liabilities are also stated at fair value.

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

These interim condensed consolidated financial statements do not include all the information and
disclosures required in the annual financial statements prepared in accordance with International
Financial Reporting Standards and should be read in conjunction with the consolidated financial
statements of the Bank for the year ended 31 December 2017. Furthermore, the results of
operations for the Nine months ended 30 September 2018 do not necessarily reflect the expected
results for the year ending 31 December 2018, except for not appropriating the profit of the Nine
months ended on 30 September 2018 which is usually performed at year end.




JORDAN KUwAIT BANK

(A PuBLIC LIMITED SHAREHOLDING COMPANY)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
As AT 30 SEPTEMBER 2018

2.2 Basis of Financial Statements Consolidation

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

The financial statements of the subsidiaries relating to the same fiscal year of the Bank are
prepared using the same accounting policies adopted by the Bank. In case the accounting policies
applied by the subsidiaries are different from those adopted by the Bank, necessary adjustments

to the financial statements of the subsidiaries has to be made in order to match those applied by
the Bank.

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

The Bank owns the following subsidiaries as of 30 September 2018 and 31 December 2017:

Paid-up Ownership of Nature of Date of
Company's Name Capital the Bank Operation Location Acquisition
JD %
Ejarah for Finance Leasing 20,000,000 100 Fman?ce Amman 2011
Company Leasing
tssuance of

Specialized Managerial Securities and
Company for Investment and 530,000 100 Amman 2016

. . . other Financial
Financial Consultation )
Services

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




JORDAN KUWAIT BANK

(A PuBLIC LIMITED SHAREHOLDING COMPANY)

NOTES To THE CONSOLIDATED FINANCIAL STATEMENTS
AS AT 30 SEPTEMBER 2018

2.3

Changes in accounting policies and disclosures

The accounting policies applied in preparing these interim condensed consolidated financial
statements agree with those used in preparing the consolidated financial statements for the Bank
for year ending 31 December 2017, except applying new standards and amendments on current
standards as mentioned below.

(a)

(b)

New standards and amendments to standards and interpretations effective for
the annual periods beginning after 1 January 2018, applied by the bank in
preparing these financial statements and do not have significant effect:

Amendments to IAS 12 - ‘Income tax’ which explains measurement and
accounting for deferred tax assets.

Amendments to IAS 7, ‘Statement of cash flows’. The amendment requires
additional disclosures about changes in liabilities arising from financing
activities. The standard is effective for annual periods beginning on or after 1
January 2017 and early adoption is permitted.

Amendments to I1AS 40, ‘Transfers of Investment Property’.

Annual Improvements to IFRSs ~ 2012-2014 Cycle.

IFRS 15 “Revenue from Contracts with Customers”

Nature of change: The IASB has issued a new standard for the recognition of
revenue. This will replace IAS 18 which covers contracts for goods and services and
IAS 11 which covers construction contracts. The new standard is based on the
principle that revenue is recognized when control of a good or service transfers to a
customer. The standard permits a modified retrospective approach for the adoption
Impact: The management is not expecting any impact on the adoption of this standard

over the Bank’s financial statements, as most of the Bank’s income is generated
through sources not subject to this standard.

New standards and interpretations that have been issued, and applied for the
reporting period 1 January 2018 with a significant impact:

IFRS 9 “Financial Instruments”:

Nature of change: IFRS 9 addresses the classification, measurement, derecognition
of financial assets and financial liabilities, and introduces new rules for hedge

accounting and introduced a new impairment model.

Impact of adopting IFRS 9:

The Bank is required to adopt IFRS 9 starting 1 January 2018, accordingly, the bank
had used the related draft instructions issued by the Central Bank of Jordan to assess
the impact as of January 1, 2018 as per the requirements of the standard.

The following are the most important aspects of application:

10




JORDAN KuwaiT BANK

(A PuBLIC LIMITED SHAREHOLDING COMPANY)

NOTES To THE CONSOLIDATED FINANCIAL STATEMENTS
As AT 30 SEPTEMBER 2018

A-

Classification and measurement of financial assets

- Classification depends on the business model of the bank through which the financial
asset is managed as well as the contractual cash flow characteristics. The Standard

eliminates the categories "held to maturity”, "loans and receivables" and "available for
sale" under IAS 39.

-The Bank has reclassified the financial instruments among the categories determined
under IFRS 9 at amortized cost on fair value through statement of income at fair value
through other comprehensive income and is allowed for one time at the beginning of

2018 with a view to achieving the proper application of the Standard's requirements.
The reclassification is described in paragraph (f) of this note.

Classification and measurement of financial liabilities:

IFRS (9) has retained the requirements of IAS (39) regarding the classification of
financial liabilities. 1AS 39 (revised) requires recognition of the differences in the
assessment of financial liabilities classified as financial liabilities at fair value through
profit or loss in the consolidated statement of profit or loss, whereas IFRS (9) requires:

- Recognition of differences in the assessment of financial liabilities classified as
financial liabilities at fair value through statement of profit or ioss as a result of
changes in credit risk in the consolidated statement of comprehensive income.

- The remaining amount of fair value valuation differences is recognized in the
consolidated statement of profit or loss.

Hedge accounting

When initially applying IFRS (9), the Bank choose to continue applying the hedge
accounting requirements of IAS (39) instead of the requirements IFRS (9)

Impairment of financial assets

IFRS (9) replaced the ‘incurred loss’ model in IAS (39) with a forward-looking
‘expected credit loss’ model. Which requires the use of estimates and judgements to
estimate economic factors. The model will be applied to all financial assets ~ debt
instruments which classitied as amortized cost or at fair value through statement of
comprehensive income or at fair value through profit or loss.

Impairment losses have been calculated in accordance with the requirements of IFRS
(9) in accordance with the following requirements:

11




JORDAN KUWAIT BANK
(A PUBLIC LIMITED SHAREHOLDING COMPANY)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
AS AT 30 SEPTEMBER 2018

- 12 months impairment loss: The expected impairment is calculated for the 12
months following the date of the consolidated financial statements.
- Impairment losses for the useful life of the instrument: The expected impairment

on the life of the financial instrument is calculated until the maturity date of the
consolidated financial statements

The expected credit loss mechanism depends on the probability of default {(PD). Which
is calculated according to the credit risk and future economic factors, the loss in default

(LGD), which depends on the value of the existing collateral, the exposure at default
(EAD).

Disclosures

IFRS (9) requires detailed disclosures, particularly with regard to hedge accounting,
credit risk, and expected credit losses.

Implementation

The Bank had reflected the effect of the standard implementation over the opening
balances of retained earnings on January 1, 2018, provisions and non-controlling
interests rather than restating the figures of the consolidated financial statements for
the year ended December 31, 2017 and earlier.

12




JORDAN KUuwAIT BANK
. (A PUBLIC LIMITED SHAREHOLDING COMPANY)
NOTES TO THE FINANCIAL STATEMENTS
— AS AT 30 SEPTEMBER 2018

The table below includes the effect on the opening balance as at 1 January 2018:

Balance as at Expected credit Balance as at
— Exposure to credit risk related to assets 31 December losses (ECL)/ Effect of 1 January
of the balance sheet 2017 Reclassification impact reclassification 2018
JD JO JD JD
T Assets
— Balances at banks and financial institutions - - (123,474) - (123,474)
Direct credit facilities - net 1,562,286,911 - (46,453,733) - 1,515,833,178
Financial assets at fair value through
statement of income 66,673,669 (66,673,669) - - -
" Transferred to FVOCI 66,673,669 (66,673,669) - - -
From it: Debt instruments 60,546,359 {(60,546,359) - - -
— From it: Equity Tools 6,127,310 (6,127,310) - - -
"~ Financial assets at fair value through other
comprehensive income 29,240,711 97,510,641 (1,968,856) - 124,782,496
T Financial instruments at amortized costs 395,100,921 (30,836,972) (83,976) - 364,229,973
Transferred to FYOCI 30,836,972 (30,835,972) - - -
From it Debt instruments 30,836,972 (30,836,972) - - -
" Deferred tax asset (resulting from an
increase in ECL) 11,299,456 - - 17,282,560 28,582,016
Liabilities
~ Qther liabilities — Provision on non-direct
credit facilities 45,367,012 - 9,912,605 - 55,278,617
Equity
General Banking Reserves 14,288,875 - . (14,288,875) -
. Retained Eamings 99,275,774 - - (26,921,210) 72,354,564
The table below includes analysis of credit risk exposure for financial assets exposed to
- expected credit loss as at 1 January 2018:
7 Exposure to credit risk related to Impact on Deferred
assets of the balance sheet Stage 1 Stage 2 Stage 3 Total . tax assets Net effect
JD JD JD JD JD JD
Deposits at banks and financial
institutions 123,474 - - 123,474 35,544 87,930
Financial assets at fair value through
comprehensive income and amortized
— cost 424,904 - 1,543,952 1,968,856 589,316 1,379,040
Direct credit facilities - net 10,944,899 9,573,498 25,935,336 46,453,733 13,571,749 32,881,984
Financial assets at amortized cost 33,976 - - 33,976 11,892 22,084
~ Other liabilities 2,480,999 488,517 6,933,089 9,912,605 3,073,558 6,839,047
14,008,252 10,072,015 34,412,377 58,492,644 17,282,559 41,210,085

13




JORDAN KUwAIT BANK

— (A PuBLIC LIMITED SHAREHOLDING COMPANY)

NOTES To THE FINANCIAL STATEMENTS

— AS AT 30 SEPTEMBER 2018

— The table below clarifies the ex

pected credit losses for the subsequent period of 30

September 2018:;
— Stage 1 Stage 2 Stage 2
Individuals Individuals Totals Stage 3 Total
" Balances at banks and financial
institutions 5,570 - - 5,570
— Deposits at banks and financial
institutions 142,387 - - 142,387
— Direct credit facilities - net 10,748,103 5,249,602 83,302,713 98,700,418
Debt instrurnents within a partfolio
__ of financial assets at amortized
cost 22,461 - - 22,461
— - Debt instruments within a portfolio
of financial assets at fair value
___through other comprehensive
income 443,109 124,754 1,273,642 1,841,505
Financial collaterals 560,857 30,441 1,654,903 2,246,201
— - Unused limits 1,010,822 273,275 667,696 1,851,793
Lettar of credit 208,806 15,824 - 224,730
Other assets 322,107 4,488 8,078 332,672
- 12,864,222 5,698,384 86,905,032 105,325,251
- The table below clarifies the opening balances for provisions after implementation of IFRS
_ (9):
. Balance
Current Difference due according to
provision to re- IFRS (9)
- balance measurement stage three
JD JD JD
Balances at banks and financial institutions - 123,475 123,475
~ 7 Direct credit facilities — net 49,321,311 46,453,733 95,775,064
--- Debt instruments within a portfolio of financial assets at amortized cost - 33,976 33,976
—.- Debt instruments within a portfolio of financial assets at fair value
through other comprehensive income - 1,968,856 1,968,856
Non-direct ¢credit facilities— net - 9,902,315 9,802,315

Risk Management:

The responsibilities of the Risk Management Department of the Bank include ail the Bank's

departments and branches operating inside and outside the Kingdom as well as its
. subsidiaries through identifying, determining, measuring and managing risks under

international best practices and within the limits of the function

_ Management.

14
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JORDAN KUWAIT BANK

(A PusLIC LIMITED SHAREHOLDING COMPANY)
NOTES TO THE FINANCIAL STATEMENTS

AS AT 30 SEPTEMBER 2018

The responsibilities of the Risk Management Department in the Bank include the following
areas:

- Credit risk

This represents the potential loss resulting from the customer's inability or

unwillingness to meet its obligations on time. These risks are one of the most significant
risks to Banks.

- Market risk

This represents the losses that the Bank may be exposed to as a result of any financial

positions within or outside the balance sheet due to any changes occurring in the
market prices.

- Liquidity risk
This represents the losses that the Bank may be exposed to due to lack of funds
needed to finance the increase of its investments or to repay its obligations when they
become due on time with appropriate cost. (This is part of asset and liability
management (ALM). Reports, in this regard, are prepared by Risk Management)

- Interest rate risk

This represents the exposure to adverse movements in interest rates that affects the
profitability of the Bank due to the change in net interest income and in the economic
value of the cash flows of assets and liabilities.

- Operational risk

This represents the loss resulting from the failure or inadequacy of internal procedures,

human element, systems, or external events. This definition includes legal risk but not
the strategic and reputation risk.

- Information Security & Business Continuity Risk
This represents the loss resulting from the use of information by unauthorised persons,
or the disclosure, distribution, modification, destruction of deletion of such information.
This definition applies to any type of information whether written on paper or in a file
on Internet. This also includes business continuity and disaster recovery.

Detailed responsibilities and functions of risk management sections

1- Credit Risk:

- The Risk Management Department reviews the credit policy periodically and in
coordination with the representatives of corporate and individual facilities. The policy is
the indicator and the basic guide for the different duty stations in clarifying the degree
of credit risk acceptable to these stations.

- Opinions on credit applications are expressed by the Risk Management within the credit
terms specified by the Board of directors without financial responsibility.

- The internal credit rating system is reviewed and evaluated independently of the credit
marketing departments through the Risk Management. The Bank has a system
documented and approved by the Board. Any element that may contribute to the
expectation of a client's default is taken into consideration, which helps in measuring
and classifying customer risks. This should facilitate the decision-making process,
pricing facilities and determining customer and product profitability, credit management
and the review and analysis of credit portfolio. In addition, it helps to retain the necessary
data that facilitate the application of foundation internal ratings-based approach (FIRB)

15




JORDAN KuwAIT BANK

(A PUBLIC LIMITED SHAREHOLDING COMPANY)
NOTES To THE FINANCIAL STATEMENTS

AS AT 30 SEPTEMBER 2018

2.

to credit risk within the Basel requirements. An automated credit rating system is
implemented to support this. The Scoring Card System is used in the same framework.
The Risk Department recommends, independently of the credit marketing departments,
to set specific controls and limits, documented with clear policies and procedures to
ensure compliance therewith. Such limits are reviewed periodically and adjusted, if
necessary. There are specific limits set out and approved by the Board of Directors in
dealing with banks, countries and various economic sectors. One of its tasks includes
defining limits for any possible concentration of credit guarantees or products.

The Risk Management Department prepares an analysis of the credit portfolio whereby
the Board of Directors is clearly provided with an indication of the quality and different
ratings thereof. The Board is also provided with any concentrations as well as historical

benchmarking comparisons along with the banking sector where possible. Thereafter,
appropriate recommendations to mitigate existing risks are made.

Market Risk:

The Bank has specific policies and procedures approved by the Board of Directos for
identifying, measuring, monitoring and controlling the market risk. These are periodically
reviewed, and the implementation thereof is monitored. Such policies include:

3-

Investment policy: the representatives of Treasury and Risk Departments develop and
review this policy and amend it annually, if required. They also present it to the
Investment Committee and the Assets and Liabilities Committee.

The Bank has a written market risk policy approved by the Board of Directors that
describes how to identify, measure, control and mitigate market risks. The Bank also
has written policies approved by the Board of Directors, which define the fundamentals
of portfolio management and investment funds, including operational bases, desired
investment instruments and effective controls, in addition to a policy clarifying the basis
for dealing between the Bank and its customers in convertible foreign currencies and
major precious metais on a margin basis. The Risk Management Department develops
such policies in cooperation with the concerned departments. Periodic (daily and
monthly) reports are submitted by Middle Office under market risk / rigk management
for adherence with the above policies.

The Risk Management Department prepares Value at Risk (‘VAR’) and measures
sensitivity analysis, interest rate risk, limits and other reports included in the relevant
policies approved.

Ligquidity risk:

The Risk Management Department, in cooperation with the Treasury Department,
develops a written policy for liquidity risk management which is approved by the Board of
Directors of the Bank.

The Risk Management Department monitors the Bank's commitment to liquidity ratios set
by the Central Bank of Jordan and the supervisory authorities under which the Bank's

branches operate. The Bank's liquidity is monitored on a daily basis by the Treasury
Department.

Liquidity is also monitored by the Asset and Liability Management Committee chaired by
the Director General and comprises the Head of Risk Management. lt is governed by the
ALCO Policy through periodic reports prepared by the Risk Management Departments
and the Treasury Department. They are presented and considered by the Committee
members who make appropriate recommendations in this regard.

16




JORDAN KUWAIT BANK

(A PuBLIC LIMITED SHAREHOLDING COMPANY)
NOTES TO THE FINANCIAL STATEMENTS

AS AT 30 SEPTEMBER 2018

The Risk Management Department, in coordination with the Treasury Department,
prepares a written policy for a Liquidity Contingency Plan to address any liquidity problems

at the Bank, at various levels and scenarios which is approved by the Board of Directors
of the Bank.

Operational risk:

The Risk Management Department prepares and reviews documented policies and
procedures for identifying, evaluating, mitigating and controlling operational risks. This is
done to ensure compliance with the Basel requirements and to enhance the efficiency
and effectiveness of the Bank's control environment. The Bank uses an automated

operational risk system covering the Self-Assessment areas and Events Collection

system, and identifies and analyses Key Risk Indicators (KRI) to the Bank's operation
centres.

Combination between different risk management is done by the Risk Management
Department when setting controls and procedures to ensure that all risks are hedged to
achieve the concept of Enterprise Risk Management.

The Bank has documented Standard Operating Procedures (SOP's) that are reviewed
and amended periodically by the relevant departments and under the supervision of the
Operations Development Department. Any procedures that are modified or developed,
including any new products, are presented to departments of internal audit, compliance
and risks to study possible risks and adequacy of existing controls.

information Security & Business Continuity Management

The Risk Management Department develops a clear, documented, and approved
Business Continuity Plan. The necessary tests are made regularly thereto, in accordance
with the broad concept of Business Continuity Management supported by the DRS
automated system for more efficient business continuity management, and in line with the

instructions issued by the Central Bank of Jordan, and in accordance with international
best practices in this regard.

A team for Information Technology Security has been mobilised, reporting directly to Risk
Management in order to support them. Such team is independent in its reporting from the
Director of Information Systems Department. This is done in accordance with the
international best practices including the 1S027001 and PCI requiremenits.

Risk Management participates in the preparation of an appropriate risk assessment in the
event of a new activity or product on the verge of being launched in a particular market.

Interest rate risk

The Risk Management Department prepares a documented interest rate risk policy that
governs the identification, measurement and control of interest rate risk within the ALM's
framework - ALCO, approved by the Board of Directors. The Risk Management

Department prepares the necessary reports and submits to the ALCO Committee in the
Bank.

17




JORDAN KUWAIT BANK

(A PuBLIC LIMITED SHAREHOLDING COMPANY)
NOTES TO THE FINANCIAL STATEMENTS

As AT 30 SEPTEMBER 2018

7- Compliance with Basel decisions

The Department oversees the implementation of the requirements of the various Basel
decisions, including the accounting of Basel il capital adequacy ratios including liquidity
ratios, and effectively contributes to Capital Budgeting.

The Department prepares stress tests, evaluates internal capital and issues analytical reports
on capital.

The Department also issues various financial analyses of banks with the preparation of new

analyses specialised in specific aspects by taking advantage of the disclosures issued by
banks.

First: The descriptive disclosures:

1. Definition of the Bank's implementation of default and the mechanism of addressing it:
The Bank defines the default and the mechanism of addressing it in accordance with the
instructions of the Central Bank regarding the application of IFRS 9 No. 13/2018 issued
on 6/6/2018. The Central Bank's instructions No. (47/2008) dated 10/12/2009 (item Il /
D) include a number of indicators on a default event which must also be complied with.

The main content of the definition of default is the items that indicate or result in non-

compliance with contractual conditions such as:

- The existence of dues equal to or greater than (90) days.

- Increase in risk ratings above -7.

- Credit exposure / debt instruments that have evidence that they have become
defaulted (irregular) or are expected to be defaulted soon.

- The debtor party is experiencing significant financial difficulties (very weak financial
statements).

- The existence of clear indications that the debtor is near bankruptcy.

The mechanism of addressing default:

The Bank will follow-up with the customer before their default, trying not to reach the
stage of classification of the facilities granted to them. In case of classification, the
specific provision will be made against the facilities in accordance with the instructions
and standards. In addition, they will be followed-up by the Department of Follow-up &
Collections before starting the legal procedures in case of failure to reach solutions or
schedules according to the instructions of the Central Bank of Jordan and the supervisory
authorities in the countries where the Bank operates.

2- A detailed explanation of the Bank's internal credit rating system and its
working mechanism:

- Internal credit rating system for corporate customers:

The Bank has an automated internal credit rating system from Moody's supplier. The
rating system includes all of the processes, controls, data collected, and the information
system that support and asses the credit quality of the borrower. It is then translated to
the degree of risk to customers and linked to the possibility that the customer will default.
This contributes to calculating the expected credit loss.

18




JORDAN KUuwAIT BANK

(A PUBLIC LIMITED SHAREHOLDING COMPANY)
NOTES TO THE FINANCIAL STATEMENTS

AS AT 30 SEPTEMEER 2018

Moody's system that contains following models to calculate customers credit rating:

v' Large Enterprises Rating Model.

v SME Rating Modei (with financial data).

v 8ME Rating Model (without financial data).

v Customer Rating Model for Project Financing.

¥" High net worth customers Rating Mode!.

The grades in the system range from 1 (Exceptional: a very high quality and low risk

company) to 10 (Poor: a non-working classified company) - 7 working grades and 3
non-working grades.

There is a clear and specific Master scale. Each credit rating is calculated by Moody's,
offset by the probability of default (PD).

Financial and non-financial analysis of clients is made. Moody's Financial Analysis
Structure consists of four main sections:

1- Operations:
2- Liquidity:
3- Capital structure:

4- Debt Service:

An override can be used to classify the customer through an approval of the Facility
Management Committee for the proposed ratings.

Internal Credit Scoring System for individual customers:
Retail customers (individuals) are rated and given a rating grade based on their risk

before their loans are approved. Such ratings are utilised to estimate the probability of
default. This is done for housing loan products, auto finance and consumer loans.

3- The mechanism adopted to calculate expected credit losses (ECL) on financial

instruments for each item:

The "loss test” model is used using the ECL model, which requires the use of estimates
and judgments to estimate the economic factors that have an effect on the impairment in
accordance with the new model. This model has been applied and the impairment loss
has been calculated in accordance with the following rules:

12-month impairment losses: The expected impairment of default is calculated within
12 months following the date of the financial statements.

Impairment losses for the useful life of the instrument: The expected impairment on
the life of the financial instrument is calculated until the maturity date of the
consolidated financial statements.

The mechanism for calculating expected losses depends on the probability of default,
which is calculated according to the credit risk, future economic factors and loss given
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default (LGD), which depends on the value of the existing coliateral and the amount
of the exposure at default (EAD).

ECL are calculated for all financial assets of the Bank individually using the risk
components of each instrument according to the following equation:

ECL =PD * LGD * EAD.

In accordance with the requirements of [FRS 9, ECL measurement model is applied within
the following framework (except as measured at fair value through statement of income):

Loans and credit facilities (direct and indirect).

Debt instruments carried at amortised cost.

Debt instruments classified at fair value through other comprehensive income.
Financial guarantees provided in accordance with the requirements of IFRS 9.
Trade receivables.

Credit exposures to banks and financial institutions [excluding current balances used

to cover bank transactions such as remittances, guarantees and credits within a very
short period of time (days)].

In respect of renewable facilities, ECL are calculated based on the behavioural maturity of
three years.

4- Definition and mechanism for calculating and monitoring the probability of

default (PD), exposure at default (EAD) and loss given default (LGD).

A- Probability of Default (PD):

This represents the risk arising from the borrower's inability or unwillingness to repay
its debts in full or on time, which is normally anticipated by analysing the customer's
ability to repay its debt in accordance with its financial statements. The probability of
default of the customer generally relates to financial data such as insufficient cash

flows to service debt, low operating income or margins, high leverage or low liquidity.
Accounting is done as follows:

Corporate customers:

PD is caiculated by linking the credit ratings within the internal credit rating to the grade
of default identified in the Master Scale and for each individual customer. The
probability of default is converted from Through the Cycle (TTC) to Point in Time, after

the credit rating has been calibrated and the probability of default to match the bank's
default data.

For defauited loans (Stage 3), the probability of default is set at 100%.

Accounts not rated internally are assumed to have a rating grade of 5 with the Bank
and -5 with Ejara Company.

The probability of default was calculated for the Jordanian government based on its
external credit rating.
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Retail customers:

Their PD is calculated based on Behavioural Scoring and based on logistic regression for
each customer.

For debt instruments and money market, Moody's external credit rating was adopted. If the
debt instrument of an unrated company is treated as unrated companies. As for the unrated

banks, the credit rating of the country to which the bank belongs is adopted and adjusted to
suit the financial solidity of the Bank.

B- The Proportion of Losses Given Default:

This represents the ratio of assets that are expected to be lost if the customer defaults.
This ratio is defined at the level of the facility rather than at the customer level. It is
affected by various factors such as the availability of collateral, type of guarantee,

priority of payment, the duration and quality of the loan. The accounting is done as
follows:

Corporate customers and debt instruments:

An LGD accounting system is used based on a number of determinants, including the
customer's credit rating, economic sector, type and value of collateral and coverage
ratio. These are calculated based on historical information.

Haircut rates have been made for guarantees greater than those specified by the
instructions of the Central Bank of Jordan.

Setting floor limits for LGD ranging from 0% to 10%.

Defaulted facilities (Stage 3) - The proportion of LGD has been identified for the
unsecured portion with guarantees of 100%.

The ratio of LGD to the Jordanian government was set at 0%.

Retail customers:

A model was developed for the accounting (Logistic regression model) using the variables
used in the accounting of the Probability of Default model.

C- Exposure at Default (EAD):

The amount at risk is defined as the amount of the indebtedness in which the Bank is
exposed to the probability of default in the case of a customer default as following:

The current balance of direct facilites and a CCF proportion of 100% for indirect
facilities.

In the case of limits, the value of the amount exposed to the default shall be divided
into two parts: the utilised obligations and the unutilised obligations where the balance
or ceiling is calculated, whichever is higher.

For retail, credit is used to determine the value of the default amount using the facilities
prepayment ratio of customers.
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5- Determinants of the significant change in the credit risk on which the Bank relied
in calculating expected credit losses.

Rating Criteria
Stage 1: This includes credit exposures / debt instruments that have not received
a significant increase in their credit risk since the initial recognition of the
exposure / instrument or have a low credit risk at the date of preparation
of the financial statements. Credit risk is considered to be low if the
following conditions are met:
Low default risk.

The debtor has a high ability in the short term to meet its obligations.

The Bank does not expect adverse changes in the economy in the long-
term working environment adversely affecting the debtor's ability to meet
its obligations {macroeconomic indicators and stress tests).

Stage 2: Accounts with dues more than 30 days and less than 90 days.
Accounts that were previously scheduled.

Accounts that were structured twice in a year.

Accounts rated by internal credit -7.

In case of reducing the actual or expected internal credit rating of the
borrower or the credit exposure / debt instrument according to the
internal rating system applied by the Bank.

Actual or expected significant decrease in the external credit rating of the
credit exposure / debt instrument.

Substantial negative changes in the performance and behaviour of the
borrower such as late payment of instalments or unwillingness to
respond to the Bank.

Stage 3 This includes credit exposure / debt instruments that have evidence(s)
that they have defaulted (irregular) or are expected to default soon.

The debtor is experiencing significant financial difficulties (very weak
financial data).

Non-compliance with contractual conditions such as the existence of
maturities equal to or greater than (90) days, and credit rating higher than
-7.

The existence of clear indications that the debtor is near bankruptcy.

In addition to the above, the Central Bank Instructions No. (47/2009)
dated 10/12/2009 (item 1l / D) includes a number of indicators
demonstrating an event of default which must also be complied with.

- There are clear and specific criteria for ratings in the three stages (a, 2 and 3) and the
transfer among them. According to the instructions of the Central Bank of Jordan,
which state that in the event of an improvement in the guality of credit and the
availability of sufficient and documented reasons making it possible to transfer credit
exposures from Stage 3 to Stage 2 to or from Stage 2 to Stage 1, the transfer should
only take place after the improvement of the credit position of the exposure and the
obligation to pay at least three monthly instalments, two quarterly instalments or semi-
annual instalment on time, in addition to improving the credit rating of the customer to
be higher than -7 in order to be transferred to Stage 1.

- The downgrade of credit rating / debt instrument by two grades on the ten-point rating

system since the date of initial recognition is evidence of a significant credit risk
decline.

22




JORDAN KUWAIT BANK

(A PuBLIC LIMITED SHAREHOLDING CoMPANY)
NOTES TO THE FINANCIAL STATEMENTS

AS AT 30 SEPTEMBER 2018

6- Key economic indicators used by the Bank in calculating expected credit loss.
The Bank uses key economic indicators in calculating expected credit loss, as follows:

- Corporate: GDP growth indicators and the financial market index

- Retail: A larger number of variables has been used, the most important of which are
consumer price index, GDP, interbank rate of interest, volume of consumption,
expected inflation, unemployment rate, discount rate, deposit rate and other rates.

7- Governance of applying the requirements of IFRS 9, including the responsibilities
of the Board of Directors and Executive Management to ensure compliance with
the requirements of IFRS 9.

Bank’s Board of Directors

- The Board of Directors is responsible for establishing the Bank's acceptable risk profile
and effective management of risk management.

- The Board of Directors is responsible and authorised to approve the expected credit
losses in the Bank's financial statements.

- The Board of Directors of the Bank shall provide appropriate governance structure and
procedures to ensure the proper application of IFRS 9 by defining the roles of the
committees, departments and working units of the Bank, ensuring the integrity of the
work among them and providing the appropriate infrastructure.

- The Board of Directors shall ensure that the Bank's management develops the
necessary systems to provide adequate and accurate information and data in order to
provide the Bank with the accurate ability to calculate and with the participation of all
relevant business units in the Bank and under the supervision of the Board of Directors
and its related committees.

- The Board of Directors shall ensure that the Bank's management implements high
quality and reliable quality systems in terms of inputs, operating processes and results.

- The Board of Directors shall ensure that the Bank's control units, specifically risk
department, internal audit department work to verify the validity and integrity of the
methodologies and systems used in the application of IFRS 9 and to provide the
necessary support to these supervisory units.

Board of Directors' Audit Committee:

- The Committee monitors compliance with the expected credit loss accounting
framework in accordance with IFRS 9 and ensures that all aspects of the internal audit
are audited. ‘

- The Committee recommends to the Board of Directors the adoption of expected credit
loss figures as part of the quarterly financial statements.

Board Risk Committee:

- The Committee reviews and recommends the adoption of the credit risk assessment
framework and assumptions.

- The Committee is responsible for the accounting of expected credit losses and is
reviewed at the level of the Board of Directors with respect to the roles and models
used for the accounting.

Management Committee for Allocations:
- Itis responsible for any matter related to provisions, accounting processes and follow-
up matters relating to accounting
- Itis responsible for any exceptions to the results of the outputs of the systems, the
specific procedures and the documented models of the accounting process.
- It reviews the process of staging rules and sets the necessary recommendations.
- Itviews the accounting of the expected credit losses and recommends the adoption.
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Risk Management:

The Risk Management Department undertakes the necessary work to verify the validity
and integrity of the methodologies and systems used in the application of IFRS 9.

It is responsible for the accounting of expected credit losses .

It reviews the used models and assumptions used in the accounting and recommends
any required modifications to the Independent model validation .

It evaluate the credit rating systems, determinants and results.

It analyses the various accounting results and reviews the accuracy and efficiency of
the accounting process.

It prepares detailed statements required by the Central Bank of Jordan

[t makes recommendations to the Appropriations Committee on any override operation

It develops indicators that are indicators of significant change in credit risk.
It reviews the transition between different stages, compares them with staging rules
and reviews these limits periodically.

Finance Department:

It participates with the departments concerned with reviewing the business model,
through which the objectives and bases of acquisition and classification of financial
instruments are determined, in order to ensure integration with other business
requirements.

It prepares accounting restrictions and reverse the results of the accounting on the
main banking system.

It prepares necessary disclosures in cooperation with the concerned departments in
the Bank.

Internal audit:

The Internal Audit Department undertakes the necessary work to verify the validity and
integrity of the methodologies and systems used in the application of IFRS 9.
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(c) New standards and interpretations applied for annual reporting period
commencing 1 January 2018 and which are early adopted by the Bank:

- IFRS 16 “Leases”

Nature of change: IFRS 16 was issued in January 2016. [t will result in almost all
leases being recognized on the balance sheet, as the distinction between operating
and finance leases is removed. Under the new standard, an asset (the right to use the
leased item) and a financial liability to pay rentals are recognized. The only exceptions

are short-term and low-value leases. The accounting for lessors will not significantly
change.

Impact: The Standard will primarily affect the accounting of the Bank's operating
leases. As at the reporting date, most of the Bank’s operating leases are short-term
and low-value leases. Therefore, the standard is not expected to have any financial
impact on the Bank.

Mandatory application date: Mandatory for financial years commencing on or after
1 January 2019. At this stage, the Company does not intend to adopt the standard
before its effective date. The company intends to apply the simplified transition
approach and will not restate comparative amounts for the year prior to first adoption.

(3) ACCOUNTING ESTIMATES

Preparation of the accompanying consolidated financial statements and the application of
accounting policies require from the Bank’s management to estimate and assess some items
affecting financial assets and liabilities and to disclose contingent liabilities. These estimates and
assumptions also affect income, expenses, provisions, and the financial assets valuation reserve.
In particular, they require the Bank’s management to estimate and assess the amounts and timing
of future cash flows. The aforementioned estimates are based on several assumptions and factors
with varying degrees of consideration and uncertainty. Furthermore, the actual results may differ
from the estimates due to the changes arising from the conditions and circumstances of those
estimates in the future.

Management believes that the estimates used in the consolidated financial statements are
reasonable. The details are as follows:

- Aprovision is set for lawsuits raised against the Bank and subsidiaries. This provision
is subject to an adequate legal study prepared by the Bank and subsidiaries’ legal
advisors. Moreover, the study highlights potential risks that may be encountered in the
future. Such legal assessments are reviewed frequently.

- A provision for loans is taken according to bases and estimates approved by
management in conformity with the Central Bank of Jordan instructions and IFRS 9.

- Impairment loss for the properties seized by the Bank is taken after a sufficient and

recent evaluation of the acquired properties has been conducted by approved
surveyors, and impairment loss is reviewed periodicaliy.
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- Management periodically reassesses the economic useful lives of tangible and
intangible assets for calculating annual depreciation and amortization based on the
general status of these assets and the assessment of their useful economic lives

expected in the future. Impairment loss is taken to the consolidated statement of
income.

- Management frequently reviews the financial assets stated at cost to estimate any

decline in their value. Impairment loss is taken to the consolidated statement of
income.

- Fair value hierarchy: The Bank is required to determine and disclose the level in the
fair value hierarchy into which the fair value measurements are categorized in their
entirety, segregating fair value measurements in accordance with the levels defined in
International Financial Reporting Standards. Differentiating between Level (2) and
Level (3) fair value measurements, i.e., assessing whether inputs are observable and
whether the unobservable inputs are significant, may require judgment and careful
analysis of the inputs used to measure fair value, including consideration of factors
specific to the asset or liability. When evaluating the fair value of the financial asset or
liability, the Bank uses market information (if available) and in the absence of the first
level inputs, the Bank deals with the independent and qualified parties to prepare
evaluation studies. Appropriate methods of assessment and inputs used to prepare
the evaluation are reviewed by management.

{4) _CASH AND BALANCES AT CENTRAL BANKS

Mandatory cash reserve amounted to JD 95,395,261 as of September 30, 2018 (JD 94,233,506
as of December 31, 2017).

Except for the statutory cash reserve, there are no restricted balances as of September 30, 2018
and December 31, 2017.

There are no Certificates of Deposits as of September 30, 2018 and December 31, 2017.

(5) BALANCES AT BANKS AND FINANCIAL INSTITUTIONS

Non-interest bearing balances at banks and financial institutions amounted to JD 71 ,770,605 as
September 30, 2018 (JD 45,098,151 as of December 31, 2017).

The provision for impairment on balances with banks and financial institutions are in accordance

with International Financial Reporting Standard No. (9) amounted to JD 142,387 as of September
30, 2018.

(6) DEPOSITS AT BANKS AND FINANCIAL INSTITUTIONS

There are no deposits mature after one year as of September 30, 2018 and December 31, 2017.

There are no deposits that mature after six months to one year as of September 30, 2018 and
December 31, 2017.

Deposits that mature within more than nine months and led than six months amounted to JD
17,725 as of September 30, 2018 and (JD 6,246,210 December 31, 2017.)

Deposits that mature within more than nine months and less than six months amounted to JD
8,674,307 as of 30 September 2018.
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(7) __ DIRECT CREDIT FACILITIES - NET

September 30,
2018 December 31, 2017
Unaudited Audited

JD JO
Individuals (retail);
Overdraft accounts 606,569 12,451,875
Loans and promissory notes* 120,029,074 128,561,331
Credit cards 12,179,943 10,976,355
Real estate loans 247,952,390 222,533,778
Companies:
Large
Overdraft accounts 162,157,808 223,112,571
Loans and promissory notes* 875,525,696 806,059,454
Small and Medium
Overdraft accounts 19,662,674 11,413,661
Loans and promissory notes* 96,917,868 94,088,879
Government and public sector 98,753,954 114,811,877
Total 1,633,785,976 1,624,009,781
Less: Provision of impairment loss in direct credit facilities (98,700,418) (49,321,331)
Interest in suspense (17,930,908) (12,401,539)
Net Direct Credit Facilities 1,517,154,650 1,562,286,911

*Net after deducting interest and commission received in advance of JD 136,916 as of September
30, 2018 (JD 227,653 as of December 31, 2017).

Credit facilities within stage 3 amounted to JD 182,969,153 which is equivalent to (11.2%) of total
direct credit facilities as of September 30, 2018 (against non-performing fagcilities that amounted

to JD 89,714,830 which is equivalent to (5.5%) of total direct credit facilities as of December 31,
2017).

Credit facilities within stage 3 net of interest and commissions in suspense amounted to JD
165,141,316 which is equivalent to (10.2%) of total direct credit facilities balance after deducting
suspended interest as of September 30, 2018 (against JD 77,31 3,291 which is equivalent to

(4.8%) of total direct credit facilities balance after deducting suspended interest as of December
31, 2017).

Direct credit facilities granted to and guaranteed by the Government of Jordan amounted to JD
52,775,060 which is equivalent to (3.2%) of tota! direct credit facilities as of September 30, 2018
(against JD 67,116,547 which is equivalent to (4.1%) as of December 31, 2017)
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Provision of Impairment Loss in Direct Credit Facilities

The following is the movement on the

the period / year:

provision of impairment loss in direct credit facilities during

Companies
Governm
ent and
Real Estate Small and Public
Individuals lLoans Large Medium sector Total
JD JD JD JD JD JD
For the Nine months
Ended September
30, 2018 (unaudited)
Balance - beginning of
the period 6,277,001 3,801,119 37,772,012 1,371,199 - 49,321,331
Effect of adopting IFRS
(9)- Note 2) 4,497,126 106,294,979 27,807,871 3,844 280 9,477 46,453,733
Balance- at the
beginning of the
period 10,774,127 14,196,098 65,579,883 5,215,479 9,477 95,775,064
Add: deducted from
income during the
period 7,785,756 4,168,278 2,842,785 2,819,377 - 17,616,196
Less: Surplus in
provision of credit
facilities (3.689,752) _(3.660.278) _(5,166,930) _(2,164,405) (9,477) (14,690,842)
Balance — End of the
Year 14,870,131 14,704,098 63,255,738 5,870,451 - 98,700,418
Total provisions- stage 1 5,321,667 1,794,312 2,508,425 523,699 - 10,148,103
Total provisions- stage2 955,907 569,789 3,537,211 186,695 - 5,249,602
Total provisions- stage 3_ 8,592,557 12,339,997 57,210,102 5,160,057 83,302,713
14,870,131 14,704,098 63,255,783 5,870,451 - 98,700,418
Companies
Governm
ent and
Individual Real Estate Smail and Public
$ Loans Large Medium sector Total
JD JD JD JD JD JD
For Year Ended
December 31, 2017
Balance - beginning of
the period 6,442,539 5,471,122 59,072,935 2,133,777 - 73,120,373
Deducted from income
during the period 1,739,660 827,082 26,175,921 355,617 - 29,098,280
Surplus in provision of
credit facilities (1,560,757)  (2,397,085)  (9,699,989) (1,066,520} - {14,724,351)
Used from provision
during the year
(written-off) * (344,441) - - (51,675) - (396,1186)
Non performing
credit off- consolidated
statement of financial
positions
- (87,776,855) - (37,776,855)
Balance — End of the
Period 6,277,001 3,901,119 37,772,012 1,371,199 - 49,321,331
Total of watch list
provisions 268,083 19,006 2,001,010 26,629 - 2,314,708
Total non-performing
provisions 6,008,938 3,882,113 35,771,002 1,344,571 - 47,008,624
6,277,001 3,901,119 87,772,012 1,371,200 - 49,321,332
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*According to the Board of Directors decision, direct credit facilities were written off during the
year of 2017 amounted to JD 396,116.

-The disclosure above is related to provisions against debts calculated on the basis of the
individual customer.

-The provisions no longer needed due to settlements or repayments of debts transferred against

other debts amounted to JD 14,690,842 as of September 30, 2018 (against JD 12,568,010 as of
December 31, 2017).

-According to the Board of Directors decision in 2017, non-performing facilities in the amount of
JD 41,629,586 were transferred to off balance sheet.
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Interest in Suspense

The movement on interest in suspense during the period / year is as follows:

For the Nine months
Ended September 30,
2018

Balance ~ beginning of the
period

Add: Interest suspended
during the period

Less: Interest reversed to
income

Interest in suspense
written-off

Balance - End of the
Period

For the year Ended
December 31, 2017

Balance — beginning of the
pericd

Add: Interest suspended
during the period

Less: Interest reversed to
income

Interest in suspense
written-off

Non performing credit off-

consolidated statement of

financial positions

Balance - End of the year

Companies
Government
Real Estate Small and and Public
Individuals Loans Large Medium sector Total

JD JD JD JD JD JO
590,986 1,846,443 9,583,631 380,479 - 12,401,539
312,964 185,887 5,379,667 21,411 - 5,899,929

79,781 254,482 25,189 11,108 - 370,560
824,169 1,777,848 14,938,108 390,782 - 17,930,908

Companies
Government
Real Estate Small and and Public
Individuals Loans Large Medium sector Total

JD JD JD JD JD JD
643,062 1,819,453 11,537,660 414,911 - 14,415,086
142,177 195,301 2,570,648 347,776 - 3,255,902

80,622 168,311 668,788 382,208 - 1,299,929
113,631 - 3,158 - - 116,789

‘ - - 3,852,731 - 3,852,731
590,988 1,846,443 9,583,631 380,479 - 12,401,539

The bank adopts a policy for suspending interest off the consolidated statement of financial
position for credit facilities that are outstanding before the court of law. Suspended interest on
non-performing credit facilities off the consolidated statement of financial position, amounted to
JD 26,330,707 for the nine months ended September 30, 2018 (against JD 17,495,663 for the
year ended December 31, 2017.
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(8) FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR Loss

The details of this item are as follows:

September 30,
2018 December 31, 2017
Unaudited Audited
JD JD

Quoted shares in active markets - 6,127,310
Quoted bonds in active markets - 54,488,359
Unguoted bonds in active markets - 6,058,000
Total - 66,673,669
Bonds Analysis:

Fixed rate - 57,021,450
Floating rate - 3,524,909
Total - 60,546,359

The bank has reclassified the financial assets at fair value through profit or loss due to the

adoption of IFRS (9) in the amount of 66,673,669 as at January 2018 (Note 2-3)

(9) FINANCIAL ASSETS AT FAIR VALUE THROUGH COMPREHENSIVE INCOME

The details of this item are as follows:

September 30,
2018 December 31, 2017
JD JD

Quoted shares in active markets 24,746,451 8,295,860
Unquoted shares in active markets 22,516,158 20,944,851
Quoted bonds in active markets 65,937,601 -
Unquoted bonds in active markets 15,990,000 -
Total 129,190,210 29,240,711
Less: provision for impairment of financial assets at fair value through

comprehensive income {1,841,505) -
Total : 127,348,705 29,240,711
Analysis of bonds and treasury bills:

Fixed returns: 62,512,015 -
Variable returns 19,415,586 -
Total 81,927,601 -

The cash dividends on the above investments were JD 1,262,957 for the nine months ended

30 September 2018 (compared to JD 789,869 for the nine months ended 30 September 2017)

Part of the financial assets at fair value through statement of income and financial assets at
amortized cost were transferred to financial assets at fair value through statement of
comprehensive income as a result of the application of the final version of IFRS 9 (note 2.3). The

fair value of the transferred assets is JD 97,510,640 as at 1 January 2018
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NOTES To THE FINANCIAL STATEMENTS

AS AT 30 SEPTEMBER 2018

(10) FINANCIAL ASSETS AT AMORTIZED COST

The details of this itemn are as follows:

Quoted Financial Assets:
Companies' bonds and debentures
Total Quoted Financial Assets

Unguoted Financial Assets:
Bonds and treasury bills

Companies’ bonds and debentures
Total Unquoted Financial Assets
Total

Less: provision for impairment of financial assets at fair value
Total

Bonds and Bills Analysis:
Fixed rate

Floating rate

Total

A portion of financial assets were reclassified at amortized cost of 30,836,07.
2018 as a result of the application of the final version of IFRS 9.

{(11) OTHER ASSETS

The details of this item are as follows:

Accrued interest and revenue

Prepaid expenses

Assets seized by the Bank against due debts - net
Debtors *

Clearing checks

Others

Total

September 30,
2018 Decemnber 31, 2017
Unaudited Audited

JD JD
- 15,847,190
- 15,847,190
306,641,700 361,845,731
1,418,000 17,408,000
308,059,700 379,253,731
308,059,700 395,100,921
(22,461) -
308,037,239 395,100,921
308,037,239 379,200,921
- 15,900,000
308,037,239 395,100,921

3 JD as at 1 January

September 30,
2018 December 31, 2017
Unaudited Audited
JD JD
14,412,914 14,976,084
4,164,741 2,700,257
- 148,936,791 151,099,594
356,291 663,495
1,468,583 389,498
3.837,805 10,967,857
173,177,125 180,798,785

*Debtors and other assets include balances relating to the subsidiary companies of JD 132,514

as of September 30, 2018 (against JD 147,959 as of December 31, 2017)

The Central Bank of Jordan's instructions require that the Bank dispose of seized assets within a
period not exceeding two years from the start date of seizure and to the central bank, in
exceptional cases, extending this period for a maximum another sequential two years.
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NOTES TO THE FINANCIAL STATEMENTS

As AT 30 SEPTEMBER 2018

The movement on assets seized by the Bank against due debts was as follows (unaudited):

For the year
Ended December

For the Nine Months Ended September 30, 2018 31, 2017
Cther Seized
Seized Property Assels Total Total
JD JD JD JD
Balance - beginning of the period / year - net 149,644,118 1,455,476 151,099,594 136,494,967
Additions 3,922,715 - 3,922,715 28,608,940
Disposals (3,519,172) (622,922) (4,142,024) (7,078,6586)
Frovision as per CBJ instructions * (2,032,373) - (2,032,373) (6,372,655)
Loss on Impairment 88,942 - 88,949 (553,002)
Balance - End of the Period / Year 148,104,237 832,554 148,936,791 151,099,594

* This item represent provision of properties seized by the bank based on the instruction of the
central bank of Jordan regarding the issue for which the bank started to calculate a gradual
provision for the seized assets against debts which has been owned for a period of 4 years.

{12) INCOME TAX

A. EFFECTIVE INCOME TAX RATES ARE AS FOLLOWS:

%

%

Jordan branches 35%
Palestine branches 20%
Cyprus branches 12.5%
Subsidiary companies 24%

B. RECONCILIATION BETWEEN ACCOUNTING INCOME AND TAXABLE INCOME

The tax status for the bank and its subsidiaries is as follows:

35%
20%
12.5%
24%

Final Payment to
Income Tax Settlement up Income and
Return up to End to End of the Sales Tax Years Under
Branches / Companies of the Year -~ Year Departrnent Dispute
Accrued tax has None
Jordan Branches 2017 2016 been paid
Accrued tax has None
Palestine Branches 2017 2016 been paid
Accrued tax has None
Cyprus Branch 2017 2016 been paid
Accrued tax has None
Ejarah for Finance Leasing 2017 2015 been paid
Accrued tax has 2013
United Financial Investments Company 2017 2014 been paid
Specialized Managerial Company  for None
Investments and Financial Services None None None
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In the opinion of the Management and the Tax Consultant of the bank and subsidiaries, the
provision for income tax is sufficient as at the condensed interim financial statements.

C. _PROVISION FOR INCOME TAX

The movement on provision for income tax was as follows:

For the Nine Months

Ended For the Year Ended
September 30, 2018  December 31, 2017
Unaudited Unaudited
JD JD
Beginning balance for the period / year 12,210,713 14,567,302
Income tax accrued for the period/ year 8,578,244 15,529,378
Income tax paid for the period / year {14,774,935) (17,779,527)
Income tax paid for the period / year ] - (106,440)
Ending balance for the period / year 6,014,022 12,210,713
(13) GaAINS FROM FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT & LOSS
The details of this item is as follows:
For the nine Month Ended September 30 Unrealized
2018 (unaudited) Realized gains {losses) Dividends Income Total
JD JD JD JD
Companies shares - - -
Corporate bonds and debentures 1,619,838 - 1,619,838
Total 1,619,838 - 1,619,838
For the Nine Month Ended September 30 Unrealized
2017 (unaudited) Realized gains __(losses) gains  Dividends Income Total
JD JD JD JD

Companies shares - {121,450} 115,200 (6,250)
Corporate bonds and debentures 191,459 859,440 - 1,050,899
Total 191,458 737,990 115,200 1,044,649

(14) EARNINGS PER SHARE FOR THE PERIOD ATTRIBUTABLE TO BANK’'S SHAREHOLDERS

The details of this item is as follows:

For the nine Months Ended September 30

2018 2017
Unaudited Audited
JD JD
Income for the period attributed to the Bank’s shareholders 27,630,647 21,946,186
Income for the period from continues operation 27,623,017 23,941,513
Income for the period from discontinued operations (7,630) (1,995,327)
Share Share
Weighted average number of shares 100,000,000 100,000,000
JO/ Share JD/ Share
Earnings per share pertains to the Bank’s Shareholders {basic and
diluted) 0.276 0.219
Earnings per share from continuing profits (basic and diluted) 0.276 0.239
Eamings per share from discontinued losses (0.000) (0.020)
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(15)

CASH AND CASH EQUIVALENT

The details of this item is as follows:

September 30

2018 2017
Unaudited Audited
JD JD
Balances at central banks due within three months 274,724,378 254,284,601
:1_cci)d':':tthalances at banks and financial institutions due within three 272,812,255 226,428,949
Less: Banks and financial institutions deposits due within three months 238,440,090 247,924,943
Restricted balances 715,632 2,558,072
Total 307,380,911 230,230,535
(16) _ INFORMATION ON THE BANK’S ACTIVITIES

i-

BANK ACTIVITIES INFORMATION

The Bank is organized, for managerial purposes, into four major sectors. These sectors are
measured according to reports used by the Chief Executive Officer and key decision makers at
the Bank. Moreover, the Bank owns three subsidiaries: the financial brokerage, finance leasing
and consultation services sectors as of the consolidated financial statements date:

Individual accounts: This item includes following up on individual customer’s deposits,
and granting them credit facilities, credit cards, and other services,

Corporate accounts: This item includes following up on deposits, credit facilities, and
other banking services related to corporate customers.

Treasury: This item includes providing dealing services and managing the Bank's funds.

Others: This industry includes the activities which do not meet the definition of the
Bank’s business activities mentioned above.

Financial brokerage services: This item includes practicing most of the brokerage and
financial consultation services.

Finance leasing services: This item includes leasing services and real estate
deveiopment projects.

Consulting and Issuance Services: This item includes providing financial consultation
and issuance management services.
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JORDAN KUuwaIT BANK

(A PUBLIC LIMITED SHAREHOLDING COMPANY)

NOTES To THE FINANCIAL STATEMENTS
As AT 30 SEPTEMBER 2018

2- INFORMATION ON GEOGRAPHICAL ALLOCATION

The following table represents information on the Bank's sectors according to activities:

This sector represents the geographical distribution of the Bank's operations. The Bank
performs its operations, which represent local operations, mainly in the Hashemite Kingdom of
Jordan. Moreover, the Bank conducts international operations through its branches in Cyprus

and Palestine.

The following are the Bank's revenue, assets, and capital expenditures according to geographic

allocation:

Inside Kingdom Cutside Kingdom Total
For the Period Ended For the Period Ended For the Period Ended
September 30, September 30, September 30,
2018 2017 2018 2017 2018 2017
Unaudited Unaudited Unaudited Unaudited Unaudited Unaudited
JD JD JD JD JD JD
Gross income for
the period 83,393,071 78,402,491 10,693,291 12,554,815 94,086,362 90,957,306
Capital
Expenditures 314,979 4,731,987 - - 314,979 4,731,987
September 30, December 31, September30, December 31, September 30, December 31,
2018 2017 2018 2017 2018 2017
Unaudited Unaudited Unaudited Unaudited Unaudited Unaudited
JD JD JD JO JD JD
Total assets 2,275791,231 2,183,897,966 465,700,558 648,309,080  2,741,491,789 2,832,207,026
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JORDAN KUWAIT BANK

(A PuBLIC LIMITED SHAREHOLDING COMPANY)
NOTES To THE FINANCIAL STATEMENTS

AS AT 30 SEPTEMBER 2018

(23) __ AsSETS HELD FOR SALE AND DISCONTINUED OPERATIONS

A. Investments in United Financial Investments Company

According to the investments meeting committee dated 27 December 2017, management
approved a plan to sell the majority of shares owned by the bank in the subsidiary United
Financial Investments Company. The board of director approved the plan on 7 January 2018
in which the sale is expected to occur in the coming months. Based on the above facts IFRS
5 applies and control over the investee is lost.

September 30
2018 2017
Unaudited Unaudited
JD JD

Income (Loss) for the period from discontinued operations

Total income 675,373 {2,427,580)
Total Expenses 619,270 569,670
{Loss) for the period before tax {56,103) (2,848,808)
Deferred Tax / income tax expense (40,909) {608,450)
Net (loss} income for the period (15,194) (2,242,256)
Parent share of (Loss) from subsidiaries (7,630) (1,126,020)

September 30, 2018
Company's financial Parent Share

December 31, 2017
Company's financial

Assets Held for Sale

Information {Bank) Information Parent Share (Bank)
Unaudited Unaudited Audited Audited
JD JD JD JD

Cash in vault and at banks 1,461,811 734,063 1,579,379 793,101
Direct credit facilities-net 2,970,300 1,491,566 2,658,557 1,335,523
Financial assets at fair value
through profit and loss 4,491,776 2,255,590 4,315,858 2,167,251
Financial assets at fair value
through comprehensive income 41,673 20,927 41,673 20,927
Property and equipment - net 399,826 200,777 419,081 210,446
Intangible assets - net 312 157 791 397
Deferred tax assets 863,607 433,669 905,003 454,456
Other assets 90,200 45,295 105,137 52,794
Total Assets 10,319,505 5,182,044 10,026,479 5,034,895
Less: impairment on assets
held for sale - (841,691) - (872,862)
Parent share of income from
subsidiaries 10,319,505 4,340,353 10,026,479 4,182,033
Liabilities related to assets
held for sale
Overdrafts 50,000 25,108 --
income Tax provision 60,660 30,461 61,146 30,705
Other liabilities 1,485,063 745,742 1,256,750 631,089
Total Liabilities 1,595,728 801,311 1,317,896 661,794
Shareholders equity directly
related to assets held for sale (35,505) {17,829) {35,505) (17,829)
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