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Opinion

We have audited the financaal statements of Afghan Unsted Bank (the Bank), which

comprise the satement of financial position as ar December 31, 2017, and the
of compreh = income, statement of changes n equity and statement of

cash Bows for the year then ended, and notes to the financial statements, mcluding a

summary of significant accounting policies.

[n our opinion, the accompanying financial statements present faudy, in all matersl
respects, the financial position of the Bank as ar December 31, 2017, and its financal
pesformance and s cush Bows for the year then ended in accardance with
larernanonal Finanoal Repormng Standards (IFRSs)

Basis for Opinion

We conducted our audic mn accordance with Intermational Standards oo Auoditng
(18As), Our responubilites under those standards are further described in the Awdedor’s
Respawiitifities for the Audit of the Vinancdal Statements section of our seport. We are
independent of the Bank 1n accordance with the International Ethics Standards Board
af Accountants” Code of Etbver of Profecronal Accommtants (IESBA Cod) together with the
cthical requirements that aee relevant w our audit of the fnsncial statements in
Algharustan, and we have fulfilled our other ethical responsibilities i accordance with
these requuements and the IESBA code. We bebeve that the audit evidence we have
obtained is sufficient and appropaate 1o provide a basis for onr optnson.
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Key audit mattors

Key sudit mattess are those maers that, in our professsonal judgment, were of most
sigmificance 1 our audit of the financial statements for the year ended December 31,
2017, These mateers were addsessed m the context of our audit of the financial
statements a5 a whole, and 1n forming our oplnioa thereon, and we do not provade a
separate opiion on these matters, We concluded to report followang key audit marter,

The provision agamst noa-performing loans and advances as disclosed 10 note 8,6 of
the financial statements amounts 1o AFN 316,57 million. The management has
followed a time-based system-automated provissonmy, critens combined with peniodic
subjective provisioning, For all lopns and advances, the destificanon of impairment
event and determuination of impaicment charge require significant judgment by
management, in particulae, the timing, quantum, and vability of future cash fows,

In testing the completeness of wnpaiement, we haye assessed the mparments for
loans we deemed at high nsk and reviewed the namee and nmng of the sample and
assessed the rationale for the quantum znd recalculated the mmpairment charge.
Overall, we found management o have implemented appropriate controls
determining the quantum of impamment as per DAB regulations,

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

Management i responsible for the preparation and farr presentation of the financial
statements in accordance with 1FRSs, and for such internal control as manapement
determines 15 necessary to enable the preparatoa of financial statements thar are free
from marenal misseatement, whether due to frausd or error.

In preparing the financil management 15 responsible for assessiag the
Bank's abality 1o continue as 2 gomg concern, disclosing, a= applcable, matters related
to going concem and using the going concern basis of accounting unless managensent
cither mtends w Hqwdate the Bank or to ceas¢ opemtions, or has no realistic
alternanve but to do so,

Those charged with goverance are responsible for ¢ the C s
financul reportiag process.

Auditor's Responsibilities for the Audit of the Financial Statements
Our obpcuves are to obtain reasonable assumoce sbout whether the fnancial
statemnents 25 3 whole are free from matenal misstatement, whether due to frauwd or
error and to ssue an auditot’s seport that mcludes our opmion. Reasonable assurance
is a high level of assurance but s not a guamstee that an andit canducted in
accordance with 1SAs will always detect 0 marenal misstatement when e exises:
Misstatements can anse from frand or error and are considered matenal if, mdividually
ar in the aggregate, they could reasonably be expected to lafluence the econotmic
dectsions of users taken on the basis of these financial statements. Further auditos's
responsthilities are annexed to this report.
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From the matters communicated with those charged with govemance, we determine
the matter that was of most significance in the sudit oF the financial statements of the
current persod and 15, therefore, the key audit meatter. We describe these matters in our
auditor’s report ualess law or regulanon precludes public disclosure abour the marer
or when, 0 extremely rare crcumsatances, we d ine that a matter should not be
communicated in our report becavse the adverse consequences of doing so would
reasonably be cxpected 10 outweigh the pubbc interest beacfits of such
cammumcaton

ot Tt Mo

Grant Thornton Afghanistan
Chartered Accountants Kabul, Afghanistan
Engagement Partner: Saqib Rehman Qureshi Date ﬂq -May= herg
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ANNEXURE - Auditor's Responsibilities
As part of an andit i accordance with 1SAs, we exerase professional judgment and
maintain professional skepticism throughout the audit. We also:

®  Idenofy and assess the nsks of material misstatement of the financul statements,
whether due to fraud or error, design and perform audit procedures responsive to
those risks, and obtain andit evidence that i sufficient and appropaate to ptond:
a basts for our apmion. The nsk of not detectiag a material mi =i
from fraud is higher than for one resulting from egror, as fraud may lavolve
collusion, forgery, ktentional omassions, misrepresentations, or the override of
nternal control

*  Obtain an understanding of 1 | control relevant 1o the audit m order 1o
desgn audit proccdura that ate appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the Group's internal
conrrol

*  Evaluate the appropriateness of sccountng polices used and the reasonablencas
of sccounting estimates and related disclosures made by management.

* Conclude on the appropriatencss of management’s use of the gomg concern basty
of accounting and, based an the audit evidence obtaned, whether 2 material
uncerrainty exises related 1o events or conditions thit may cast significant doubr
on the Company’s ability 1o continue 25 & gowng concern, 1f we conclude that a
material pncerainty exises, we are required to draw attention in our suditor’s
zeport to the related disclosures in the financial statements o, of such disclosures
are madequate, modify our opinioa. Our conclusions are based on the audit
evidence obtained up to the dite of our auditor'y report. However, future events
or conditions may cawse the Company 1o cease (o continue 88 3 going concers.

*  livaluate the overall presentation, structure and content of the financial
statements, includiog the diselosures, and whether the financial statements
represent the underdying tninsactons and events in o manner that achicves far
preseniation,

We communicate with those charged with governance reganding, among other
mmm the planned scope and timing of the audit and significant audit findiags,
i any sigmificant deficiencies in inteenal conrrol thar we identify dunng our

el =)

audat.

We abo provide those charged with govemance with a siatement that we have
complied with relevant  ethical requirements reganding  independence, and 1o
communicate with them all relasonships and otber matters that may reasonably be
thoaght to bear on our independence, and where applicabie, related safeguards.
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AFGHAN UNITED BANK
STATEMENT OF FINANCIAL POSITION

AS AT DECEMBER 31, 2017

Note 2017 2M6

......... Afs 000" .........

ASSETS
Cash and balances with central bank 5 8,948,606 §,5345.896
Balances with other banks 6 1,910,124 1,346,359
Investments 7 897,296 1,293,680
Loans and advances to customers 8 7,432,069 6,896,571
Property and equipment 9 959,911 1,013,837
Intangible assets 10 8,022 11,429
Other assers 12 2,113,835 1,814,392
Total assets 2&9!863 20922 164
EQUITY AND LIABILITIES
EQUITY
Share capital 13 1,522,030 1,522,030
Revaluation reserve 1 508,406 541,683
Retsined earnmg 176,854 39439
Toral equity 2,207,290 2,123,152
LIABILITIES
Deposits from customers i3 19,488,727 18,357 459
Deferred tax liability 1 145,954 149,441
Provision for tax 21,970 3,585
Other liabilines 16 405,922 288,527
Toral liabilities 20,062,573 18,799,012
Total equity and liabilities 22,269,863 20,922,164
CONTINGENCIES AND COMMITMENTS 24

The annexed notes 1 to 29 form an integral past of these financial statements

utive Officer
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AFGHAN UNITED BANK
STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED DECEMBER 31, 2017

Note 2017 2016
......... Afs 000" .........

Mark-up/return /interest earned 951,877 1.014,666
Mark-up /return finterest expensed (136,618) (102,466)
Net interest income 17 815,259 912,200
'ee and commuission income 258,486 341,840
Fee and commission cxpense (9,304) (27 447)
Net fee and commission income 18 249,182 314,393
Other operating meome 19 97,589 53,736
Operating income 1,162,030 1,280,329
Ner impairment loss on financial asscts 5.6, 122&7 (326,760) (602.384)
Provision against off-balance sheet items 16.1 (71,132) -
Net lossex on disposal and de-recognition of fixed assets 9 - (19,517)
Depreciation 9 (34,606) (38,003)
Amortization 1 (4,671) (12,100}
Employee compensation 20 (240,591) (223,440)
Operating lease expenses (48,613) (48,074)
Other expenses 21 (285,786) (262,334)
Profit/ (Loss) before tax 149,871 F4475
Income tax expense 22 (32,456) (16,339)
Profit/ (Loss) for the year 117,415 57,916
Other comprehensive income
Trofit for the year 117,415 37,916
[ncremental {depreciation)/ movement {n revaluation (33,276) (33,277
Total comprehensive income for the year 84,139 24,639

The annexed notes 1 o 29 form an imntegeal past of these financial statements
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AFGHAN UNITED BANK
STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED DECEMBER 31, 2017

Shftc Revaluati L d Total
capital rescrve earmning
.................... A 000" e
Balance 25 at Januaey 01, 2016 1,522,030 574,960 1,532 2098513
Total comprehensive income for the year
Profit for the year - 37,916 37,916
Other comprehensive mcome (33,277) . (33,277)
- (33277 57,916 24,639
Tranzactons with owners
lssuance of shares - - -
Balance as at December 31, 2016 1,522,030 541,683 59439 ‘=" 123,152
Balance as at January 01, 2017 1,522,030 541,683 59,439 2,123,152
Total comprehensive income for the year
Profit for the yeas - - 117,415 117,415
Other comprehensive income - (33,276 - (33,276)
- (33,276) 117,415 84,139
Transactions with owners
Issuance of shares - - - -
Balance as at December 31, 2017 1,522,030 508,407 176,854 ﬂgﬂ

The annexed notes 1 to 29 form an integral part of these financial statements.
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AFGHAN UNITED BANK

STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2017

Nore 2017 2016
......... Afs '000° ,........
CASH FLOWS FROM OPERATING ACTIVITIES
P'rofit before tax 149,871 T4ATH
Adjustments for:
Net impatement Joss on financial assets 326,760 602384
Provision agamst off-halance sheet tems 71,132
Depreciation 9 34,606 38,005
Amormzanon 10 4,671 12,100
Net (gain)/ loss on disposal of fixed assots - 19,517
587,040 746,481
Increase /decrease in current assets and liabilitics
Investments 396,384 (951,830}
Loans and advances to customers (933,390) {1,404, 295)
Other assets (299,443) (409.324)
Deposits from customers 1,131,268 1,577,087
Ocher labilines 116,588 185 087
998,447 256,794)
Income tax pad (16,751) {46,632
Net cash generated from/ (used in) operating activities 981,696 (303,426)
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of property and equipment (13,957) (12,494
Purchase of intangible assets (1,264) (10,435)
Proceeds from disposal of property and equipment - 212
Net cash used in investing activitics (15,221) (22,717)
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from sssue of shares -
Net cash generated from/ (used in) financing activities -
Net increase/ (decrease) in cash and cash equivalents 966,475 (3726,143)
Cash and cash equivalents, beginnng of year 9,892,255 10218398
Cash and cash equivalents, end of vear 10,858,730 9,892,255
The annexed notes 1 to 29 form an integral part of these financal statements
7.
Chief Executive Officer BOS Chairman




AFGHAN UNITED BANK
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2017

1 STATUS AND NATURE OF BUSINESS

Afghan United Bank ("the Bank”) 15 3 commercial bank regstered and operating in Afghanistan. The
registered office of the bank 1s located at Shahre Naw, Kabul, Afghanistan.

The bank commenced its nperations on October 04, 2007 under the license for commeraal banking
issued by Da Afghanistan bank (DAB) under the law of banking in Afghanistan, It is a full fledge bank
principally engaged in the business of commesrcial banking with a network of 26 branches (2016: 26
branches) including two full fledge Islamic banking branches 10 diffesent provinces of Afghamstan.
The bank also holds license from Afghanistan Tnvestment Support Agency (AISA) beanng license no:
D-27284,

The financial statements for the vear ended December 31, 2017 (including comparatives) have been
approved and authonzed for issue by the board of supervisors nn'},& March, 2018

2 STATEMENT OF COMPLIANCE

2.1 These financial statements have been prepared in sccordance with the requirements of the Law of
Banking in Afghanistan, International Financial Reporting Standards (IFRS) 1ssued by the
Internatonal Accountng Standards Board (JASB) as applicable in Afghanistan and directives issued
by the Central Bank of Afghanistan (DAB). In case where IFRS requirements diffee, the provisions of
the law of banking in Afghanistan shall prevail

2.2 Standards, amendments and IFRIC interpretations to approved accounting standards that are
not ver effective

The following standards, amendments and intespretations of approved acconnting standards will be
effective for accounting periods beginning on or after January 01, 2018:

Classification and Measurement of Share-based Payment Transactions - smendments to IFRS 2
clanfy the accounting for certain types of arrangements and are effective for annual penods
begianing on or after January 1, 2018, The amendments cover three accounting areas {a)
measurement of cash-settled share-based payments; (b) classification of share-based paymeants
settled net of rax withholdings; and (c) accounting for a modification of a share-based payment
from eash-settled to equity-settled. The new requicements could affect the dassification and/or
measurement of these armngements and potentially the timing and amount of expense recognized
for new and outstanding awards. The amendments are not likely 1o have an impact

on Bank's financial statements:

- Annual Improvements to [FRSs 2014-2016 Cycle [Amendments to IAS 28 'Investments in
Associates and Joint Ventuees'| (effectve for annual penods beginning on or after January 1,
2018} clanfies that a venture capitl organization and other similar entities may clect to measure
investments in associates and joint ventures at fair value through profit or loss, for cach assoaate
or joint venture separately at the tme of initial recognition of investment. Furthermore, similar
election s available to non-investment entity that has an interest in an associate or joint venture
that is an investment entity, when applying the equity method, to retain the fair value
measurement applied by that investrment entity assaciate or joint venture to the investment entity
associate’s or joint venture’s interests in substdiaries.

qW |




AFGHAN UNITED BANK
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2017

This election is made separately for each investment entity associate or joint venture. The
amendments ace not likely 1o have an impact on Bank’s financial statements.

IFRIC 22 ‘Fareign Curreney Transactions and Advance Consideraton” (effecuve for annual periods
beginning on or after january 1, 2018) clarifies which date should be used for transhation when a
foreign currency transaction involves payment or receipt in advance of the item it relates to. The
relsted item i translated using the exchange rate on the date the advance foreign currency 18 recerved
or paid snd the prepayment or deferred income is recogaized. The date of the transaction for the
purpose of determining the exchange rate to use on initial recognition of the related asset, expense or
income (ar part of it) would remain the date on which receipt of payment from advance consideration
was recognized. 1 there are multiple payments or seceipts in advance, the entity shall determine @ date
of the transaction for each payment ar recedpt of advance considerstion. The application of
interpretation i not likely to have an tmpact on Bank’s financind statements-

_ IFRIC 23 ‘Uncertainty over Income Tax Treatments’ (effective for annual periods beginning on or
after Januagy 1, 2018) clarifies the accounting for income tax when there 1§ uncertanty over income
tax tzeatments under TAS 12, The interpretion requires the uncertainty over tax treatment be
reflected in the measurement of carrent and deferred tax. The application of
interpretiution is not likely 1o have an impact on Bank’s financisl statemenis.

— IFRS 15 Revenue from contracts with customers’ (effective for annual periods beginning on or aftes
July 1, 2018). 1FRS 15 eatablishes a comprehensive framework for determining whether, how much
and when revenue is fecognized. Tt replaces existing revenue recognition guidance, including IAS 18
Revenuc', [AS 11 ‘Construction Conteacts’ and TFRIC 13 ‘Customer Loyalty Programmes”. The Bank
is currently in the process of analyzing the potential impact of changes requirex] in zevenue MECOEMITON
policies on adoption of the standard.

- IFRS 9 Financial Instruments’ and amendment - Prepayment Fearures with Negative Compensaton
(effective for annual periods beginning on or after July 1, 2018 and January 1, 2019 respeenvely). [FRS
9 replaces the existing guidance in [AS 39 'Financial Instruments: Recognition and Measurement’.
I¥RS 9 includes revised guidance on the classification and measurement of financial mstruments, 1
new expected credit loss model for caleulating impairment on financial assets, and new general hedge
accounting requiremnents. It also carries forward the guidance on recognition and derecognition of
financial instrutnents from [AS 39.

_ Amendment to TAS 28 ‘Investments in Associates and Joint Ventures® - Long Term Interests in
Associates and Joint Ventures (effective for annual period beginning on or after January 1, 201Y). The
amendment will affect companics that finance such entines with preference shares oc with loans for
which repayment is not expected in the foreseeable future {refesred to as long-teem interests or ‘LTI,
The amendment and accompanying example state that LT1 ate in the scope of both IFRS 9 and IAS W
28 and explain the annual sequence in which both standards are to be applied. ‘The amendments are
not likely to have an impact on Bank’s financial statements.

]



AFGHAN UNITED BANK
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2017

- Annual Improvements to [FRS Standards 2015-2017 Cycle - the improvements address amendments 1o
following approved accounting standards:

- 1FRS 3 ‘Business Combinations” and IFRS 11 Jamr Areangement' - the amendment aims to clarify the
accounting treatment when a company increases its interest in a joint operanion that meets the
definition of a business. A company remeasures its previously held interest in & joint operaton when it
obtaing control of the business. A company does not remeasuge its previouzly held interest in a joint
operation when it obtains jomt control of the business.

- TAS 12 ‘Income Taxes' - the amendment clasifies that all income tax consequences of dividends
(including payments on financial instraments classified as equity) are tecognzed consistently with the
transaction that generates the distributuble profits.

- 1AS 23 Bormowing Costs’ - the amendment clarifies that a company treats as part of general
borrowings any borrowing originally made to develop an asset when the asset is ready for its intended
use or sale.

The above amendments are effective from annual period beginning on o after January 1, 2018 and are
not likely to have an impace on Bank's financial statements,

3 BASIS OF PREPARATION

3.1 Basis of measurement

These financial statements have been prepared on the historical cost basis except for non-banking
assets acquired in satisfaction of claims, financial assets carned at fair value and certun fixed assets
(including land, building and other asscts revalued as disclosed in note 14 to the financial statements),

3.2 Use of critical accounting estimates and judgments

The preparation of financial statements in conformiry with approved accounting standards requires
management to make judgments, estimates and assumptions that effect the application of accounting
policies and reporred amount of assets, liabilitics, income, and expenses. The estimates and underlying
assumptions are reviewed on an ongoing basis. Actusl results may differ from these csumates are
recognized in the period in which the estimate ts revised if the revision affects only that penod orin
the period of the revision and future period if the revision affects both current and future peniods,

The estimates and judgments that have a significant effect on the financial statements are in respect of
the following: c’m

a) Note 8.6 Provision against non-performing loans and advances 1o customers
b) Note?  Valuaton and depreciation rates for fixed assets

¢) Note 11 Deferred taxanaon

d) Note22 Income taxes

¢) Note 122 Other assets




AFGHAN UNITED BANK
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2017

3.2

41

4.2

Funcrional And Presentation Currency

‘These financial statements are presented in Afghani (AFS), which is the Bank's functional and
presentation currency. Except as otherwise indicated, financial information presented in A fs has been
rounded 1o the nearest thousand,

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies adopted in the preparation of these financial statements are consistent with
those of the previous financial year, except for certain standards, which became effective during the
year, However, these don’t have materia effect on the financial statements of the Bank

Cash and cash equivalents

For the purposes of cash flow statement, cash and cash equivalents comprise of cash and balances
with central bank (uneestricted) and current account balances with other bank less overdrawn nostro
sccount.

Financial assets and liabilities
Recognition, initial measurement and de-recognition

Financial assets and financial Habilities ate recognized when the bank becomes g party to the
contractual provisions of the financial instrument and are measured mitally ar fair value adjusted by
transactions costs, except for those carried at fair value through profit ot loss which are measured
initially at fair value, Subsequent measurement of financial assers and financial liabilities ace described
below.

Financial assct are de-recognized when the contractual nights to the cash flows from the financal asset
expire, or when the financial asset and all substantial risks and rewards are transferred. A financial
lizbility is de-recognized when it s exanguished, discharged, cancelled or expires

Classification and subsequent measurement of financial asscts

For the puspose of subsequent measurement, financial assets other than those designated and
cffective as hedging instruments are classified into the following categories upon initial recognition:

#) loans and recervables

b) financial assets at fair value through profit or loss (FVTPL)
¢)  held-ro-marurity (HTM) investments

d) avalable-for-sale {AFS) financial assets

&by

All financial assets except for those at FVTPL are subject to review for impairment at least at each
reporting date to identify whether there is any objective evidence thar a financial assets of a group of
financial assets is impaired. Different criteria 1o determine impairment are applied for each category of
financial assets, which are described below.




AFGHAN UNITED BANK
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2017

43

Held-to-marturity (HTM) investments

HTM investments ase non-derivative financial assets with fixed or determinable payments and
fixed maturity other than loans and receivables. Investments are classified as HTM if the bank has
the intention and ability to hold them until marusty. This categoty includes bank holdings of
capital notes tssued from Da Afghamistan Bank and term placements with other banks

HTM investments are measured subsequently at amortized cost using the effective interest
method, If there is objective evidence that the investment is impaired, the financial asset is
measured at the present value of estimated future cash flows. Any changes © the carrying amount
of the investment , including impairment losses, are recognized in statement of comprehensive
income

Classification and subsequent measurement of financial liabilities

Financial liabilities are measured subsequently at amortized cost using the cffective mterest method,
except for financial liabilities held for trading or designated at FVTPL, that are carried subsequently at
fair value with gains or losses recognized in sttement of compreheasive income.

Loans and advances

These are stated net of provistons for non-performing advances and general provisions as required
under the law. Provision for non-performing advances is determined in accordance with "Asset
Classification and Provisioning Regulation (2017)" issued by DAB and is charged to the statement of
comprehensive income. The Bank also maintains general provision in addition to the requirements of
the Prudential Regulations on the basis of the management’s risk assessment. Advances are charged-
off when there are no realistic prospects of recovery,

The pravisions made /reversed during the year are charged to the statement of comprehensive
income and sceumulated provision is netted off against loans and advances. Loans and advances are
written off when there is no realistic prospect of recovery or when the regulanon requires.

In determining the potential Ioss in specific loans, groups of loaas, or in the aggregate loan portfolio,
all relevant factors are considered including, but not limited to curtent economic conditions, hisrorical
loss experience, delinquency trends, the effectiveness of the Bank's lending policies and collection
procedures, and the timelines and accuracy of its loan review function.

The Bank determines provisions against Islamic financing and related assets in accordance with the
applicable regulations.

Property and equipment

Tangible operating assets - owned mf‘w

Propety and equipment are stated at cost or revalued amounts less accumulated depreciation and
accumulated impairment losses thereon, Cost includes expenditure that is direcdy attributable w the
acquisition of fixed assets. Fueniture and fixtures, computer equipment and office equipment are
stated at revalued amounts Jess accumulated depreciation.




AFGHAN UNITED BANK
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2017

Subsequent costs are included in the assct’s carrying amount or are recognized s a separate asset, as
appropnate, only when 1t 1s probable that future economic benefits associated with the item will flow
to the bank and the cost of the item can be messured reliably. All other repairs and maintenance
expenditures are charged to statement of comprehensiye income during the financial period in which
they are incurred.

Surplus asing on revaluation is credited to the revaluation reserve’ account (et of defeered tax)
whereas deficit (if any) is adjusted against the balance in the above-mentioned surplus account. The
revaluation 15 carned our with sufficient regulanty 1o ensure thar the cazrying amount does not differ
materially form that which would have been determined using fair value at the balance sheet date.

Surplus on revaluadon of fixed assets (net of deferred tax) is transferred to other comprehensive
income ro the extent of incremental depreciation charged on refated assets,

Land is not depreciated, Depreciaton on all other fixed assets is calculated using the straight line
method to allocate their depreciable cost or revalued amount 1o their residual values over their
estimated useful lives. The residual values and useful lives of fixed assets are reviewed, and adjusted (if
appropriate) at each balance sheet date

Net gans and losses on disposal or derecognition of fixed assets are included 1o statement of
comprehensive income currently.

Leased

Fixed assets held under finance lease are stated at the lower of fair value of asset and present value of
minimum lease payments at the inception of lease, less accumulated depreciauon, Financial charges
are allocated over the period of lease term $0 as 1o provide a constant period mte of financial charge
on the outstanding lability, Depreciation is charged on the basis similar to owned assets,

Intangible operating assets

Intangibles are stated at cost less accumulated amortization and accumulated impaimment Josses
thereon. Computer software are capitalized on the basis of cosis incurred 1o acquire and bring to use
the specific software. Subsequent expenditure on software asset is capitalized only when it increases
the future economic benefits embaodied in the specific asset to which it relates. All other expenditure is
expensed as incurred,

These costs are amortized over their useful lives using the straight line method from the date it is
available for use since this most closely reflects the pattern of consumption of the future economic
bencefits embodied 10 the asset. The estimated useful life of software is three years. Amortizaton
methods, uscful lives and residual values are reassessed at each financnl year end and adjusted, if
appropriate.

Impairment of non-financial assets 9{19’

The carrying amounts of the bank's non-financial assets are reviewed at cach reporting date to
determine whether there is any indication of impairment. 1f any such indication exists then the asset's
recaverable amount is estimated.




AFGHAN UNITED BANK
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2017

4.5 Taxation

4.6

4.7

Income tax expense comprises of current and deferred tax: [ncome tax expense is recognized in the
statemeént of comprehensive income except to the extent that it relates to items recognized directly n
equity or in other comprehensive mcome.

Current

Current tax is the expected tax payable or recervable on the axable income for the year {(using rax
rates enacted or substantively enacted at the balance sheet date), and any adjustment to tax payable in
respect of previous years,

Deferred

Deferred tax is provided for using the balance sheet method, providing for temporary differences
between the carrying amounts of assets and liabilities for financial reporung purposes and the
amounts used for taxation purposes. Deferred tax is not recognized on temporary differences relating
to: (i) the initial recognition of goodwill; (i) the initial recognition of assets or liabifities in s transaction
that s pot a business combination and that affects neither accounting nor taxable profits; and (ui)
differences relating to investments in subsidiaries to the extent that they probably will not reverse in
the foreseeable future.

Deferred tax is measured at 1ax rates that are expected to be applied to the temporary diffecences
when they reverse, based on the laws that have ben enacted or substantively enacted by the reporting
date.

As deferred tax asset is recognized only to the extent that it is probable that future taxable profits will
be available against which the asser can be utilized. Deferred tax assets are reviewed at each reporting
date and are reduced 1o the extent that it is no longer probable that the refated tax benefit will be
realized,

Employee compensation

Short-reem employee benefits are measured on an undiscounted basis and are expensed at the refated
service 18 provided.

Foreign currency transactions

Transactions in foreipn currencies are translated 1o Afghant ar exchange rate prevailing at the date of
transaction.

Monetary assets and labilities denominated in foreign currencies at the reporting date are retranslated
to Afghani at the exchange rate prevailing at that reporting date. Foreign currency differences arising
on retranslation are recognized in statement of comprehensive mcome.

Non-monerary assers and liabilities that are measured in terms of historical cost in & foreign currency
are transhited using the exchange rate at the date of transaction, Non-monerary items measured at faie
value in a foreign currency are translated using exchange rates at the dare when the fair value wis
determined.

o
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4.8

4.9

4.10

Revenue recognition

Mark-up /interest /tetum on advances and invesements is recognized on accrual basis, except

in case of advances classificd as doubtful or loss under the credit regulations on which mark - up 18
recognized on recept basis. Mark-up /interest /eetuen on rescheduled / restructured loans and
advances and investments is recognized as permitted by DAB.

The rentals from farah are recognized as income over the term of the contract net of depreciation
expense relating to the fjamb assets.

Income from murabaha is accounted for on a time proportonate basis over the period of
murabaha transacrion.

Gain ot loss on sale of investments are recognized in statement of comprehensive income in the year
in which these arise.

As per "Asset Classification and Provisioning Regulation (2017)" issued by DAB, accrued interest i
reversed on the loans and advances thart are classified as doubtful or loss status, Thereafter, mnrerest
from such loans and advances 13 recognized on receipt basis.

Interest income and expense are recognized in the statement of comprehensive income using the
effective interest method. The effecave interest method is a method of caleulating the amortized cost
of & financial asset or a financial liability and of allocanng the interest income or interest expense over
the relevant period. The effective interest rate is the rare thar discounts estimated furure cash
payments or receipts through the expected life of the financial instrument or, when appropnite, 2
shorter period, to the net carrying amount of the financial asset or financial Lability.

When caleulating the effective interest mate, the bank estimates cash flows considering all contractual
terms of the financial instrument but does not consider future credit losses, The caleulation includes
all fee paid or received between parties to the contract that are an integral part of the effecuve interest
rate, transaction costs and all other premiums or discounts.

Fee and commission

Fees and commission mncome includes account servicing fees and sales compussions and are
recognized as the related services are performed.

Lease payments

Payments under opemsting leases are recognized in statement of comprehensive income on straight
line basis over the term of the lease. Lease incentives are recognized as an integral part of the total
lease expense, over the term of the lease,

Provisions

Provisions for restructuring costs and legal claims are recognized when: (/)(‘D'
a) the bank has present legal or constructive obligation as a result of past events,

b) it ts more likely than not that an outflow of resources will be required to settle the obligation; and

¢) the amount has been reliably estimated
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The Bank, in the ordinary course of business, issues letters of credit, acceptances, guarantees, bid
bonds, performance bonds etc. The comnussion against such contracts is recognized in the profit
and loss account under fee and commission income over the period of contrcts. The Bank's liability
under such conteacts is measured at the higher of the amount representing unearned commission
income at the reporting dace and the best estimate of the amount expected to settle any financial
obligation arising under such contracts.

411 Ofi-setting

Financial assets and financial liabilities are set off and the net amount presented in the statement of
finincial positon when, and only when, the bank has 2 legal aighr to sct off the amounts and intends
cither 10 sertle on a net basis or to realize the asset and settle the lability simultaneously. Incame and
expense ftems of such assets and labilities are also off - sct and the net amount 15 reported in the
financial statements,

4.12 Dividend and appropriations to reserves

Dividends and appropriations to resetves ate recognized in the year in which these are approved,
except appropriations tequired by the law which are recorded in the period to which they pertamn,

i
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5 CASH AND BALANCES WITH CENTRAL BANK
Note

In band
Local currency
Foreign currencies

With Da Afghanistan Bank in:

Liseal cutrency current accounts

Foreign curtency current accounts

Phcements - Capital Notes 3l
Overnight Deposit with Central Bank

2017 2016
....... Afs 000" .......
1,012,185 B40,022
3,593,691 3,128,516
4,605,876 3,968,338
1,153,067 723,716
1,439,026 2,600,722
197,730 699277
1,552,907 553,043
4,342,730 4,577,358
B,NS‘W 8,545,896

51 This represents capital notes from Da Afghamistan bank carrying interest rate from 0,95% 1o 4.1% (2016: 1.8% w

3.53%) per annum and having matunty date in Februsry 2018.

6 BALANCES WITH OTHER BANKS

Note

In Afghanistan
Natonal Bank of Pakistan
Pashtany Bank

Outside Afghanistan
CSC Bank, Lebanon
Aknf Bank, Turkey

Axis Bank, China
Mashreqg Bank, UAL
BMCE Bank, Spain

Nurol Bank, Turkey
Bahrain Middie East Bank

7 INVESTMENTS

Held 10 maturity

Akof Bank, Turkey 71
Habib Bank - Kabul 71
Bank Alfalah, Bahrain 71
BMCE Bank, Spain 71
Bahrain Middle East Bank 71
Nurol Bank, Tutkey 71
Capital Notes with DAB

General provision on investments 7.2
Inv - Net of provisi

2017 2016
....... Afs 000" .......

524 503
352,172 342,419
352,696 342,022

29,046 20,007
354,379 339,946
14,006 5,080
. 930
533,156 437,475

79

626,045 .
1,557,428 1,003,438
M &
244,020 334,100

- 400,920

- 133,640
174,300 233870
348,600
139,440

X 191,150
906,360 1,203 680

064 -

— "

1
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7.1 This represents forelgn currency fixed tesm placements with local and foreign banks carrying intesest mnging

from 1.00% to 3.65% (2016: 2.5%) per annum sad having mamnty by May 2018.

7.2 Particulass of provision against investments
Opening balance

Chasge for the year
Write off duning the year

9,064

Closing balance

9,064

General proviston agamst investment 15 held as per the DAB's s Classaficatton and Provisioning Regelation @)

1% of the gross amount of investments,

8 LOANS AND ADVANCES TO CUSTOMERS

Note 2017 2016
....... Afs '000" .......
Conventional financing
Running finance 82 4,202,423 3,806,767
Term finance 83 836,346 1,868,789
5,038,770 5,675,357
Islamic financing
Murabaha 8.4 2,785,453 702,529
Tpurah 85 242,068 839,635
Loans and advances to customers - gross 8,066,291 721772
Provision aganst non-performing Joans and advances 8.6 (634,222) (321,130}
Loans and advances to customery - net of provision 7,432,069 6,896 571
8.1 Particulars of loans and advances to customers - gross
In local carrency 1,269,611 963,245
In foresgn currencies 6,796,680 6,234476
8,066,291 7,217,721

8.2 These carry interest mnging between 12% 1o 15% per annum (2016: 12 % to 16% per annum). All facilities
are extended for maximum perod of 12 months and are expected to be recovered within 12 months of the
reporting date. These are sccured agunst personal guarantees, mortgage of immoveable properties and

hypathecation over stock in trade.

Hv

8.3 These carry interest rate at 8% to 13% per annum (2016: 10% to 16% per annum). These loans have been
extended for periads rnging from one year to five vears (2015 one year to three years) and are secured
against personal puarantees, mortgage of immoveable commercial & residential properties and assignment of

receivables.
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8.4 These represent sale and purchase agreement under which the Bank had paid finance for the purchase of

8.5

8.6

goods and then sold the requisite goods 1o the customer on profit marpin which is sanging from 10% 1o
14% and per annum (2016: 15% to 17% per annum). These facilities are extended for the peniod of one
mamnth to four years (2016; 8 months 10 1 year) and secured aguinst personal guarantees, morigage of
immovable properties and goods supplied under the sale and purchase ageeement.

These represent sule and purchase agreement under which the Bank had paid finance for the puschase of
goods and then sold the requisite goods to the customer on profit margin which 15 mnging from 12% o
15% per annum (2016: 12% 1o 18%).
2017 2016
...... Afs 000" ......
Particulars of provision against non-performing loans and advances
Opening balance 321,150 571,965
Charge for the year 316,575 411,048
Write off during the year (17,489) {645,079)
Currency Flucruation effect 13,987 (16,785)
313,073 (250,815)
Closing balance 634,222 321,150

61
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9 PROPERTY AND EQUIPMENT

GROSS CARRYING AMOUNTS
Balance as at Janvary 01, 2016
Additions during the year
Adgustments /disposal during the year
Revaluaton adjustments

Balance as at December 31, 2016

Balance as at January 01, 2017
Additions during the year
Adjustments /disposal during the year
Revaluation adjustments

Balance as at December 31, 2017

ACCUMULATED DEPRECIATION
Balance as at January 01, 2016

Charge for the year

Depreciatinn on disposals
Revaluation adustments

Balance as at December 31, 2016

Balance as at January 01, 2017
Charge for the year
Depreciation on disposals
Revaluation adjustments
Balance as ar December 31, 2017

WRITTEN DOWN VALUE AS AT
- December 31, 2016

- December 31, 2017

Rate of depreciation in %

Naote

o1
94

92

2.1

Office

Fumiture and

Computer

o Buildings fixtures equipment Somci cquipment S
................................................ BRIOOD oo cia i Ginisnnenerssssaiseisisaia ity

241,934 1,023,756 68,703 143,830 02,427 106,214 1,676,864
. - 2521 3936 886 5,151 12,494
(19,510) - {91) (265) (19,866)
222424 1,023 756 71,133 147,766 93,313 111,100 1,669,492
222,424 1,023,756 71,133 147,766 93,313 111,100 1,669,492
- 4,004 2,026 3,446 2407 2,074 13,957
222,424 1,027,760 73,159 151,212 95,720 113,174 1,683,449
- 211,350 64,669 133,427 £9.031 86,0134 584,511

= 17,912 2,184 7462 2790 7,657 AB.005
- (15) - - (121) (137)

- 33276 - - - . 33276

- 262,538 66,838 140,889 91,821 93,570 655,655

- 262,538 66,838 140,889 91,521 93,570 655,656

- 17,978 1,756 7,572 1,127 6,173 34,606

- 33,276 » - - - 33,276

- 313,792 68,594 148,461 92,948 99,743 723,538
222,424 761,218 4,295 6,877 1,492 17,330 1,013,837
222,424 713,968 4,565 2,751 2,772 13,431 959,911

Nil 5 20 33 25 25

0
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9.1

9.2

9.3

9.4

10

101

There weee no capitalized borrowing costs related to the acquisition of property and equipment during the year
[2016: nil).

The Bank's land and building were revalued by an independent accredited professional valuer from May 28,
2012 ta July 29, 2012, The revaluation resulted in a net surplus of Afs 1,210 mllion over the book value. Da
Afghanistan Bank approved 70% of this surplus on July 21, 2012 which agprepates to Afs 847.22 million.
Moreover, furniture and fixtures, cotnputer equipment and office equipment were also revalued by two
independent valuers on 31 December 2012, The valuation performed by the valuers was based on active
market prices after adjusting for nature, and/or condinon of the assets, This revaluation resulted in a pet
surphas of Afs 29,395 million over the book value The movement in surplus on revaluanon is given in note 14
1o the financial sttements.

The gross carrying amount of fully deprecmated property and equipment still i wse are as follows:

2017 2016

....... Afs "000' .......
Furniture and fixtures 58,428 55,732
Computer equipment 90,689 84,421
Vehicles 92,441 BB,001
Office equipment 47,640 42,840
289,199 270,994

This includes de-recognition of land, during the year 2016, costing Afs. 19,51 eullion as advised by central bank
due to unavalability of the tutle deeds of the land.

INTANGIBLE ASSETS
2017 2016
....... Afx '000' .......
Gross carrying amount
Opening balance 233,571 225,136
Additions during the year 1,264 10,435
Closing balance 234,835 233,571
Less: Accumulated amortization
Opening balance 222,142 210,042
Chaspe for the year 4,671 12,100
Closing balance 226,813 222142
Written down value 8,022 11,429

(Th

Intangible assets include computer software and licenses which are being amortized over the bfe of these
assets. The amortization mite of intangible assets i 33.33% (2016; 33.33%). The gross carrying amount of fully
amortized intangible assets still m use 15 Afs. 221,597 thousand (2016: 218,813 thousand).
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i1 DEFERRED TAX ASSETS AND LIABILITIES

1.1

Deferred taxes ansing from temporary differences and unused tax Josses are summanzed as {ollows!

Dcfcr.n': d oz January 01, mb:!'ecogmxed' - December 31,
liabilitics 2017 Nl income 2017
(anset) compre ensive  _  ment
income
......................... Al 000" ...ovumnvaveacsnnsorsaes
Property and equipment 149,547 - (4,549) 144,998
Intangible assets (106) - 1,062 956
Unused tax losses - - - -
149,441 - (3,487) 145,954
Recognized as:
- Deferred tax asset - - - -
- Deferred tax hiability 149,441 - (3,487) 145,954
Recognized in

Deferred tax X other December 31,

labslities (assets) Sy O 2000 comprehensive e 2016
o statement
v Afs 000"
Property and equipment 163,398 - (14,051 149,547
Inrangihle agsets 2314 - (2,420) (106)
Unused tx losses (3,204) - 3204 -
162,708 - (13.267) 149,441

Recognized as:
- Deferred tax asset {3,204) - 3,204
- Deferred tax Hability 163912 (16471) 149,441

The amounts recopgnized in other comprehensve mcome is related o revaluaton of land, bullding, furniture
and fixtures, computer equipment and office equipment,

12 OTHER ASSETS
Note 2017 2016

...... Afs 000" .......
Advances to supphers and employees 14,007 2,704
Security deposits 70,100 67,287
Prepayments 40,473 30,336
Recetvable from Xpress Money and Money Gram 64,764 44,806 0
Restricted deposits wath Da Afghanisian Bank 121 1,689,073 1,390,610 h
Income /mark-up accrued 213,515 248,096
Others 122 21,903 10,353

2,113,835 1814392




AFGHAN UNITED BANK
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2017

12.1 This represents statutory reserve maintuined with DAB as minmmum reserve in accordance with Banking
Regulations issued by Da Afghanistan Bank. These minimum reserves carry no interest (2016: nil)

2017 2016
....... Afs'000' .......
12.2 Others
Gross amount 1221 23,279 201 453
Provision against ather assets 12.22 (1,376) (191,100)
21,903 58,128

12.2.1 This incledes Afs 191.10 milion recorded as recervable agatnst employee theft. Being prudent, the
munagement has recorded 102 provision agamst the recevable howeves, the accused is currently in the
custody of law enforcement badies and proceedings are underway in Justice Department

12.2,2 General provision agamst othes financial assets is held as per the DAB's Asser Classification and Provisioning
Rawdation @ 1% of the gross amonngs.

13 SHARE CAPITAL

13.1 Authorized capital

2017 2016 Note 2017 2016
Number of shages . Afs 000" ...
40,000,000 40,000,000 Ordinary shares of Afs 250 cach 10,000,000 10,000,000

13.2 Issued and paid up capital

2017 2016 2017 2016
Number of shares
6,088,120 6,088,120 Ordinary shares of Afs 250 each 1,522,030 1,522,030

13.3 Movement in issued and paid up number of shares

2017 2016
Number of shares
Number of shares at beginning of the year 6,088,120 6,088,120

Shares issued during the year
- against cash - -
Number of shares at end of the 6,088,120 (5,068,120
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14 REVALUATION RESERVE

Note 2017 2016
vevenes Afs 000 ...
Furniture and fixtures 2,812 2812
Computer equipment 11,124 11,124
Office equipment 15,458 15,458
Land 149,069 149,069
Building 698,158 698,158
92 876,621 876,621
Accumulated incremental deprecation/adjustment 92 (222,863) (189,587}
Related deferred tax linbility (145,350) (145,350)
508,408 541,084
15 DEPOSITS FROM CUSTOMERS
Current deposits 11,672,236 11,433 444
Saving deposits 151 1,817,744 2,366,891
Term deposits 15.2 2,448,822 1,472,408
Margin deposits 3,549,925 30064,716

19,488,727 18,357,459

15.1 Saving deposits carry interest ranging from 1% to 4% (2016: 1%% w0 4% per annum) per annum, The profit
dishursed during the year on the Islamic saving deposits ranged from (.44% to 0.75% (2016: 0.33% to 0.50%)
per annum,

15.2 Term deposits carry intecest ranging from 2% ta 5% per annum (2015: 2% to 5% per annum), based on the
tesm, with marurity sanging, from three to twelve months (2016: three to twelve moarths). Profir distnbution
ratez on lslamic term deposits during the year manged from 3.64% to 3,78% (2016: 2% to 4.42%) per annum.

16 OTHER LIABILITIES

Note 2017 2016

ceenns Afs 000" ...,
Creditors and sccruals 34,161 27,853
Auditor's remunention payable 300 e
Withholding 1ax payable 3,393 2,586
Murabaha risk and equalizanon reserve 50,168 26,310
Mark-up /return /interest payable 25,388 14,585
Deferred income on Murabahs investment 16.1 152471 133,982
Deferred income on BGs 30,825 32,291
Others 16.2 109,216 32,291
405,922 28R 527

16.1 This belongs to Islamic mode of financing and represents common deferred Mumbaha income,

16,2 This include provision against non-funded ceedit facilities 1., Bank Guarantees uad 1.Cs umounting to AFN
71.13 million as per the DAB's Asset Clussiffvation and Provisioning Regulation (@1°% of the pross amounts,
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17 NET MARK-UP/RETURN /INTEREST INCOME

Nore 2017 20116
esvaasy Afs "000" .......
Mark-up/retum /interest earned
- On loans and advances 10 customers 915,366 976,899
- On placements and balances with Da Afghansan Bank 13,579 18,740
- On held to matunty investments 20,724 18,437
- On overmight deposits with NOSTRO banks 2,208 5N
Total mterest income 951,877 1,014,666
Mark-up /return /interest expensed
Deposits from banks -
Deposits [rom customess (136,618) (102 466)
Total interest expense (136,618) (102,466)
Net Mark-up/return /interest income 815,259 912,200
18 NET FEE AND COMMISSION INCOME
Fee and commission income
- Commussion & processing fee on puarantees sssved 179,720 233,565
- Commission & processing fee on letters of ceedir 1ssued 7,632 2,209
- Pund transfer, cheque books issuance fee & other service charges 71,134 106,066
Total fee and commission income 258,486 31840
Fee and commission expense
- Inter bank transacton fee (9,304) {27.447)
Net fee and commission income 249,182 314,393
19 OTHER OPERATING INCOME
Foreign Exchange Gain/ (Loss) 19.1 39,147 4515
Recavery of written off loans 11,596 7,253
Loan Processing fee 35,485 34,838
Other ncome 11,361 7,130
97,589 53,736
19.1 Foreign Exchange gain / (Joss)
- On dealing in foreign currencies 34,393 24,788
- On rranslanon of monetary assets and labilines 4,754 (20,273)
39,147 4,515
20 EMPLOYEE COMPENSATION
Salanes and wages 184,663 175421
BOS remuneration and meeting expenses 20,300 15,031
Other allowances and benefits 35,628 32 988
240,591 223 440




AFGHAN UNITED BANK
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2017

21

22

OTHER EXPENSES
Note
Commumnication
Travelling and conveyance
Insurance 2n1

Advertisement

Fuel expenses

Food expenses

Audit fee

Repas and maintenance
Legal and professional charges
Stationery and prnting
Staff traiming

Unlives

Secunty services
Miscellaneous

These represents charges paid o Afghan Deposit Insurance Carpartion (ADIC) @0.30% per annum (2016
@0.30% per annum) of the total deposits as required by Da Afghanistan Bank.

INCOME TAX EXPENSE

2017 2016

....... Afs 000" .......
34,032 37,086
3328 383
58,113 54,715
28,500 19,068
7,977 6,402
508 478
6,493 4,810
45,007 43,739
1,467 1,572
5417 8677
2,767 2,758
19,779 14,070
56,339 54,387
16,059 10,741
285,786 262,334

The major companents of tax expense and the reconclhiation of the expected tax expense based on the
effective tax rate of 20% (2016: 20%) and the reported tax expense in profit or loss are ay follows

Note

Taxanon:
Current
Deferred

Reconcileation;
Accounting profit / (loss) before adjustments
Adjustments for non deducuble expenses and temporary differences
Taxable profit / (loss) carried forward

Applicable rate

Prior period adjustment
Onpination and reversal of temporury differences

2017 2016
...... LA 000" .......
35,943 29,826
(3,487) (13,267)
32,456 16,559
149,871 TAATS
29,844 34,572
179,715 109,047
20% 20
35,943 21,809
- 11,221
(3,487) (16471
32,456 16,539
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23

231

RELATED PARTY TRANSACTIONS

Parent and ultimate controlling party
The Bank 15 owned by individual shareholders who owns Bank's shares in different proparnons

Key management personnel
Key management pegsonnel mcludes Board of Supervisors, Chiel Execanve Officer, Chief Financeal Officer,
Chief Openating Officer, Chief Credit Officer, Chief Risk Officer and Chicf HR and Adminustration Officer

Transactions with related parties
Transscnons and balances with related parties, including remuneration and benefits pmd 1o key management
personnel under the terms of ther employment are as follows:

Balances Transactions
2017 2016 2017 2016
v AL 00D ciisveerscomnsaornsomssnsreons
Sharcholders
Loans and advances - 94,0619 - -
Interest meome - 20,972 51,663
Transactions with key management
personnel
Short term employee benefits
Salary and other benefits - - 41,507 20910

In wddition to safaries and remuneration, Bank also provides non-cash benefits o executives which include
fumished accommodation, meal and travel cost

CONTINGENCIES AND COMMITMENTS

Letter of credits and guarantees issued on behalf of customers 7,211,798 7,882,682

This nclude outstanding BGs amounting to AFN 723.73 mullion (2016: 741.9 sullion) 1z2sued in Islamic mode
of finance,

Commitment for operatng lease

- not later than one year 48,613 43479
- later than one yeas and not later than five year 194,452 173916
243,065 217,395

Currently. tax assessment for the tax year 2014 15 under process by the authorities, of which financial impact 15
not known till the date of issuance of these financial statements.

T
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25 FINANCIAL ASSETS AND LIABILITIES

Categories of financial assets and financial liabilitics

Note 4.2 provides a4 descnption of each can : of fimancial assets and financial lubilines and the refated aceoun slicies. The carrying amounts of financial assets
P P oLy ting pr ying

and financial labilitics in each category are as follows:

December 31, 2017

Financial asscts

Cash and balances with central bank
Balances with other banks
Investments

Loans und advances 1o customers
(ther assets

Financial liabilitics
Depasits from customers
Other liabilities

Note

2o W

[

Note

15
16

Available for Held for Derivatives
sale financial trading used for Rioki b X o
s (FVTPL) hedging maturity receivables Total
(carried at fair valuc) (carried at amortized cost)
.......................................... Al "000" iioeesrresssvisesanaanasssasissnasseaseses
- - - 8,948,606 8,945,606
- - - 1,910,124 1,910,124
~ 5 X 897,296 . 897,296
- - - - 7,432,069 7,432,069
. : : . 2073362 __ 2,073,362
- - - 897,296 20,364,161 21,261,457
Derivatives . Other Other
used for wﬂﬂﬁa liabilities at  liabilities Rass
hedging “  EVIPL  (amortized 9
(carried at fair value) cost)
................................. oo ATR 000" 4uancornarnnegorsneorsnsassassanses
= - - 19,488,727 19,488,727
- = - 405,922 405,922
= = - 19,894,649 19,894,649

oy
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December 31, 2016

Financial asscts

Cash and balances with central bank
Balussces with other banks
Investments

Loans and advances to customers
Orher assets

Financial liabilities
Deposits from customers
COrther labilitwes

Note

i

IR

Note

15

Available for Held for Derivatives
sale financial rading used for -”-no.—...n:.“ “M”“-Fﬂ-__n._- Total
asscts (FVTPL) hedging - ¢
(carried at fair value) (carried at amortized cost)
.......................................... AR N0 o nmervrvepramsnannrnrnsamseassprosspens
- 8,545,896 8,545 890
- 1,346,359 1,346,359
: - 1,203 680 1,293,680
- - 6,896,571 6,896,571
- 1,763,856 1,763,856
1,203 680 18,552,683 19,846 363
Derivatives Disticasted Other Other
used for = gnv— liabilities at liabilities Total
hedging g FVTPL (amortized
(carried at fair value) cost)
................................... AR 000 iiiiiizaiinviciviniionssosiavee
18357459 18357459
288,527 288,527
18,645.986 18.645.986

The carrymg values approxamate fair values as mastly the assets and labilities have short maturities and are expected 10 be recovered/settled at their currpng values

A1
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2017

26 FINANCIAL RISK MANAGEMENT

26.1 Introduction and overview
‘Ihe Bank has exposure 1o the following nsks from its use of financial mstruments;
u) credit nsks
b) hiquidity risks
) market risks
d} operanonal nsks

This note presents information about Bank's exposure to each of the above nsks, the Bank's objecaves,
policies and processes for measuring and managing risk, snd the Bank's management of capital

Risk management framework

The Board of Supervisor has overall responsibility for the establishment and oversight of the Bank's nsk
management framework. The Board has established the Management Board, Risk Management committee
and Credit Committee which are responsible for developing and monitoning Bank’s risk management policies
10 thewr specified arcas. All commuittees have both executive and non-exccutive members and report regulady
0 the Board of Supervisors on their activitics,

The Board’s Audit and Risk Commuttees are responsible for monitoring compliance with the Bank's nsk
management policies and procedures, and for reviewing the adequacy of the risk management framewaork in
relation to the nsks faced by the Bank. The Audst Committee is assisted in these functions by the Intemal
Audir and Complance department whereas Risk Committee is provided frequent feedback by Risk
Department.

a) Credit risk
Credit nsk 15 the sk of financial loss to the Bank if a customer or counterparty t a financial mstzument fails
to meet its contractual obligatons, and arises principally from the Bank's loans and advances o customers
and placements with other banks, For sk management reporting purposes, the Bank considers and
consolidates all elements of credit tisk exposure.

Management of credit risk

‘The Bank has both Board of Management and Board of Supervisors level Credit Committees to mingate the
credit nisks. Credit department reporting to the Credit Committee is responzible for managing the Bank’s
credit tisk while the Board 15 responsible for oversight of same. The ceedit department is headed by Chief
Credit Officer (CCO). Ceedn officer along with credit department staff look after credit risk matters and
conduct portfolio analysis for managing ceedit risk.

The Bank has established and maintained a sound loan partfolio i terms of well-defined eredit policy
approved by the Board. The eredit evaluation system comprises of well designed credit apprassal, sanctoning
and review procedures for the purposes of emphasizing pradence in lending activities and ensuring the high
quality of asset portiolio

The amount of credit nsk is represented by the carrying amounts of the assets on the balance sheer dare.
Exposure to credit nsk is managed through regular analysis of borrower to met iterest and capital repayment
obligations and by changing their lending limits where appropriate. Exposure to credit risk is also managed

against personal guarantee of the borrower and mortgage of immovesble property dully regsstered wath the

court of law and hypothecation over stock dully verified by the Bank's Credit Officer on monthly basis. ﬁm
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Exposure to credit risk
The Bank's maximum exposure m credit nsk 15 the carrping amount of financial assets ar the seporting date,
28 summarnized below:

2017 2016
...... Afs 000" ...,
Classes of financial assets
Cash and balances with central bank 4,342,730 4,377,558
Balances with other banks 1,910,124 1,346,339
Investments 897,296 1,293,680
Loans and advances to customers 7A432,069 6,896,571
Other assets 2,073,362 1,763,856
Total carrying amounts 16,655,581 15,877,825

As at balance sheet date, all the loan portfolio of the Bank 1s recoverable and all the assets which are past due
are provided for as per DAB guidelines.

[n additzon to the above, the Bank has 1ssued financial guaraniees' and lerser of credits contracts for which the
maximum amount payvable by the Bank assuming all guarantees /lerter of credits (less margin) are called on, i»
AFN 72118 million (2016: Afs. 7,882.68 mullion).

The Bank's management considers that all the above financial assets that are not impaired or past due for the
reporting dates under review ate of good eredir quulity. The ceedit risk for cash and balances wath centeal
bank, balances with other bunks, investments and other assets aze considered negligible.

Allowances for impairment

The Bank estblishes an allowance for impuirment losses on assets carned ar amornzed cost that represents
its estimate of incuered losses m s loan portfolio. The main components of this allowance are a specific loss
component that relates to individually significant exposures, and a collective loan loss allowance established
for the groups of homogeneous assets in respect of losses that have been meurred but have not been
identified on loans that sre considered mdividually mnsipnificant ag well as individually significant exposures
that were subject to individual assessment for simpairment but not found to be individually impaired

Write-off policy

The Bank writes off loans or advances and any related allowances for impairment losses, when the loans are
ourstanding for more than 481 days, as per DAB regulation, Thiz determination is reached after considenng
information such as the occurrence of significant changes in the borrower's finaneal posivon or that
proceeds from collateral will not be sufficient to pay back the entire expasure. Before allowing to watten off,
it ts ensured that all posaible avenues of recovery, inclusive of kegal action are exhausted,

The Bank holds collareral apainst loans and advances in the form of property documents, pledge of stocks
and scratch cards, assignment of recervables and guarantees. %'
h

Settlement risk

The Bank's activities may give tise to nsk at the time ol settlement of ransactions and wrades. Settlement nsk
15 the nisk of loss due to failure of an entity to honour its obligation to deliver cash, other assets as
contractually agreed.
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Concentration of credit risks by industry
The Bank monitoss concentrations of credit nisk by industry. An analysis of concenteations of credit nisk of
Ipans and advances to customers at reporting date iy as follows:

2017 2016
Note . Afs 000" ......
Carrying amount 8 8,066,291 7217721
Concentration by sector
Construction 2404370 1,169,583
Communication - 1,959 228
Services 2,186,220 1,172,503
Commercial/ trading 2,108,160 1,572,872
Manufactunng 184,174 70,736
Orhers 1,183,368 1,272,799
8,066,291 7217.721

L
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b) Liquidity risk
Liquidity tisk is the risk that the Bank will encouster difficulty in meeting obligations from its financial labilities that are settded by delivering cash or another financial asser.

Management of liquidity risk

The Board ensurcs that the Bank has necessary tols and framework to cater the requirements of liguidity nsk management and the Bank is capable 10 confronting uncven
liquidity scenarios. The Bank's management is responsible for the implementation of sound policies and procedures keeping i view the strategc direction and risk appente
specified by the Board, Asset & Liability Committee (ALCO) 1s eatrusted with the sesponsbility of managwng the mismatch m matunities to ensure sufficieat avalable cash
flow ta meet possible withdmwal of deposits, other commitment or challenges associated with sudden changes in market conditions, whist enabling the Bank to pussue
villued business opportusives. For day to day lquidity risk management integration of bquidity scenapo will ensure that the Bank is best prepared to respond 1o un
unexpected problem.

The Bank selies on deposits from customers as its prmary source of funding. Deposits from customers genenally have shorter matunties and kge proporson of them are
repayable on demand. For day 10 day hquidity risk management, the management relics on several liquidity scenaros to ensuze that the Bank is best prepared to respond o
any unexpected problem

Exposure to liquidity risk

The key measure used by the Bank for managing hquidity nisk is the muio of net Iiquidity assets to deposits from customers. For this puspose net liquid assets are considered
as including cash and cash equivalent kess any deposits from baoks. A similas, but not identical, calcalaton 5 nsed to measure the Bank's compliance with the Liquadiry limit
established by the Bank's Regulator (Da Afghaniztan Bank), Detail of the reported Baok satio of net iqud assets to deposits from customers at the reporung date and dunag,

the repornag penod was as follows:

2017 2016
At the end of the year 50% 48%
Avetage for the year 54% 54%
Maximum for the year 60% 57%
Mimmum for the year 2% 48%
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Exposure to interest rate risk

The nsk to which Banks' portfolios are exposed 15 the nek of loss from fiuctuations in the future flows or fair values of financial instrument because of change i market
mierest sates; Interest rate risk managed principally through montioeing interest mate gaps and by having pre-approved limits for re-pocing bands. ALCO 15 the momitoring
body for compliance with these Hmits snd is pssisted by Risk Maragement in its day to day monitoning sctivities: A summary of the Bank's interest rate gap position on non-
trading portiolio i as follows:

Carrying e 3 - 6 months 6 - 12 months 1-5yeats B Aoy
Note amount months yeans
A (o ARRAA AR LD EALA PP R NSRS AR B o cocasaasassnnranseransusustsupsosoapes
December 31, 2017
Cash and balances with central bank 5 790,350 197,730 592,620 - - -
Investments 7 906,360 313,740 592,620 - - -
Loans and advances 1o customers 8 3,066,291 3,717,416 1,113,719 2,353,572 B81,585 -
9,763,001 4,228 887 2,298,959 2,353,572 881,585 -
Deposits from customets 15 4,266,566 1,817,784 2,448,822 - -
December 31, 2016
Cash and balances with central bank 5 699,277 699,277 - - Z
Investments 7 1,293,679 . 1,199,992 93,687 = =
Loans and sdvances to customerns 8 7,217,724 1 400,885 RK28.9560 2,679,215 2308665 -
9,210,677 2100162 2,028,948 2,772,902 2 308,665 -
Deposits from customers 15 3,839,209 2,366,891 1,472,408 - = =

G
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27 CAPITAL MANAGEMENT
Regulatory capital
The Banks' reguluor Da Afghanistan Bank sets and monitors capital requirements for the Bank. The capial

adequacy of the Bank is assessed in two tiers as per eegulanions of the Da Afghanisiaa Bank

- Tiet | or cote capital, consisting of the highest qualiry capital clements that fully meet all the essental
chamctensties of captiall o be 6% of nsk weighted sssets.

- Tier 2 or supplementary caputal, which nclodes ather mstruments which, to a varying degree, fall shor of
the quality of Tier 1 capital, but nonetheless contribute to the overall strength of & bank as a going concern.
- Regulatory capital i the sum of Tier 1 and Tier 2 capital. Besides, Tier 2 capital cannot exceed from tozml

wmount of Tier | capital. The Bank complies with these regulatons.

The Bank's regulatory capital position at December 31, 2017 was as follows:

2017 2016
....... v AFS000" ...l
Ticr 1 capital
Total Equary 2,207,290 21231532
Less:
Intangtble assets 8,022 11,429
Profit for the year Nn7415 57.916
Surplus on revaluation 508,406 541,683
633,843 611,028
Total tier 1 (core) capital 1,573,447 1.512,124
Tier 2 capital
General loss reserves on credits 55,235 -
Profit for the year 117,415 57,916
Surplus on revaluation 508,406 541,683
Total ter 2 (supplementary) capital 681,056 399,599
Total regulatory capital 2,254,503 2111,723

28 POST REPORTING DATE EVENTS

No adjusting or sigmificant non-adjusting events have oceurred between the reporting date, December 31, 2017
and the date of authonzation of these financial sttements.

29 CORRESPONDING FIGURES
Corresponding figuses have been rearmanged and rechassified, wherever necessary, for the purpase of

comparison and better presentation.
g

Chief Executive Officer BOS Chairman




