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Despite the difficult

circumstances the region is
facing, the bank was able to
make net profits amounting
to 13,677 million Lebanese
Pounds by the end of 2018

LOANS & ADVANCES TO DEPOSITS RATIO

NET PROFIT

GEARING RATIO

CAPITAL ADEQUANCY RATIO
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NORTH AFRICA COMMERCIAL BANK SAL

BOARD OF DIRECTORS REPORT
A. CHAIRMAN OF THE BOARD OF
DIRECTORS/GENERAL MANAGER'S LETTER

Dear Sirs,

Most of our Arab countries suffer from economic and
existential distortion that contributed to the lack of
proper planning for many years at various economic
and financial levels. The absence of proper planning has
led to a deficient economic diversification in most Arab
economies. Thus, the latter became highly dependent on
one sector, be it oil, gas, agriculture, or tourism. Moreover
the domination of one sector made the Arab economies
severly affected by global economic cycles and global
economic and financial shocks, the Middle East and
North Africa region, in particular are experiencing difficult
situations, especially that the Arab Spring did not achieve
positive developments and the various historical conflicts
have reappeared in the region, governments in most
countries are unstable, and the region suffers from many
wars. Moreover, oil prices have decreased, resulting in a
decline in growth and economic and social stability which
hinders the prevailence of peace and security in the region.

During the year 2018, Lebanon’s growth rate was around
1.5%, such rate is reasonable in view of the current events
in the region and the unresolved issue of the presence
of Syrian refugees, as the United Nations reported that
the cost of the Syrian war on Lebanon is about 14 billion
dollars. However, financial inflows to Lebanon persist, and
the growth of bank deposits is still sufficient to finance
the economy, whether at the level of the private sector or
the public sector. We don't see unsteadiness in monetary
stability in Lebanon in the short term in light of the relative
position that characterizes the elements of financial and
monetary protection, especially with the availability of high
foreign reserves (at 80% of the monetary mass in pounds)
and the available bank liquidity (at 50% deposits in foreign
currencies), however the biggest challenge lies in reducing
the existing inbalances in the public financial conditions
with a public debt ratio of approximately 150% of GDP, that
necessitates the launching of structural reforms based on
austerity in public spending and enhancement of public
revenues, in conjunction with measures that stimulate
economic growth with the aim of improving business
conditions in Lebanon.
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The Central Bank of Lebanon affirms the continuation of
work to achieve its objectives, which are mainly focused
on maintaining the stability of the exchange rate of the
Lebanese pound and interests rate in Lebanon, and
protecting the integrity of the banking and financial sectors,
the development of the country’s financial markets,
strengthening of payment and transfer of funds systems,
managing liquidity, controlling rates of price inflation,
contributing to managing public debt, and increasing
national wealth. The traditional tools that were used to
achieve these goals mainly include the foreign currency
assets and gold reserves, which toghether make up about
$ 53 billion, representing 57% of the total public debt and
64% of the net public debt, it covers nine years of public
debt service, and the World Gold Council announced the
list of countries that have the largest gold reserves in the
World, which included five Arab countries, Lebanon is one
of them and ranked second after Saudi Arabia, followed by
Algeria, Libya and then Iraqg.

The Central Bank kept resorting to proactive financial
operations with the banks during the year 2018 in order
to attract long-term deposits denominated in foreign
currency and to enhance its assets and reserves in foreign
currency. These tools allowed the Central Bank of Lebanon
to absorb the negative impacts that ensued as a result of
political tension just before the parliamentary elections
in the first half of 2018 and the prolonged government
vacuum in its second half.

The Lebanese banking sector remains an essential pillar
of the Lebanese economy, and it proves its permanent
resistance in difficult days, maintaining a prominent
financial position and its ability to finance the real economy;
Lebanese banks are facing operational conditions
characterized by local political conflicts and pressing
regional geopolitical tensions on the economic movement,
in addition to the new taxes affecting profitability, but they
are still in a comfortable position that allows them to move
without obstacles, this is due, in particular, to its broad
and stable deposits, to its comfortable financial position,
to its conservative practices and its compliance with
international standards, as recognized globally.



Banks operating in Lebanon finance their activities, in
particular, through a broad and strong deposit base
comprised of $ 179 billion at the end of 2018, equivalent
to 72% of their total assets of $ 249 billion and more
than 300% of Lebanon's gross domestic product. By
comparaison, the deposit-to-GDP ratio is 82% in the Middle
East and North Africa region, 40% in emerging markets
and 52% in the World.

At the same time, the conservative practices of Lebanese
banks, especially the comprehensive risk management,
are among the factors that helped them maintain good
asset quality, significant financial flexibility, and adequate
liquidity. The ratio of bank debt to deposits is 33%
compared to a regional average of 71% and international
averages up to 80%. Lebanese banks maintain strong
capitalization levels in the case of exposure to pressure
with a capital base of $21 billion at the end of 2018, and a
solvency ratio of 16,6% according to Basel 3, most of them
are Tier 1 Capital.

Compared to the current financial and economic situation,
the interest rate is still acceptable, and the depositor
is till ready to pump more money through the Lebanese
banking system, this is a positive indication proving that
the deposits in banks are secured.

In parallel, the Lebanese banks adhere to all international
compliance rules and are active at the level of anti-money
laundering and combating financing of terrorism terrorist
and tax evasion. Lebanese banks adopt appropriate
policies and procedures and controls on customers that
guarantee adherence to standards of professionnalism
and ethics of the banking profession, and the prevention of
any bank from getting involved in illegal activities.

The international rating agency Fitch, in its semi-annual
assessment of the risks of 115 banking systems in
advanced and emerging economies, classified the
Lebanese banking sector in the category of “Low level
of vulnerability” among 91 other banking systems.
This indicator identifies the accumulation of potential
stresses in banking systems as a result of a specific set
of circumstances. This category included in addition to
Lebanon, Bahrain, Irag, Kuwait, Morocco, Saudi Arabia,
South Africa, Tunisia, and the United Arab Emirates
(for emerging economies) and also Australia, Canada,
Denmark, Finland, France, Germany, and the United States
(for the advanced economies).

ANNUAL REPORT 2018

North Africa Comercial Bank S.A.L continues to maintain
a conservative policy based on the quality of its assets,
adequacy of its private funds, and strength of its financial
position, knowing that during the years from 2011 till the
end of 2018, it managed to achieve a cumulative profit of
$93 million, and a solvency ratio of 18% and an increase
in shareholders’ equity of $ 51 million, with dividends
distributed to shareholders of approximately $ 31 million,
more than 300% of the paid-up-capital. The attached
reports for the fiscal year ending December 31, 2018 give
the complete details.

Accordingly, we reaffirm that the current interest structure
in Lebanon, and the new financial engineering policies
conducted by the Central Bank of Lebanon, confirm that the
depositor’s trust level in Lebanese banks is still good, and
the financial engineering adopted by the Central Bank of
Lebanon has succeeded in enhancing its reserves in foreign
currencies and maintaining financial and social stability,
reassuring the markets, investors and depositors, helping
the government to face its foreign currency liabilities, and
affirming its ability to finance the public and private sectors
without the need to resort to external financing.

We highly recommend that our leaders and officials in the
Arab region work jointly on the political, economic, social
and even environmental reforms, and exert efforts to
build major financial institutions that constitute the pillar
necessary to confront all challenges and heightened risks
in our countries. And to discuss cross-border strategies
that enable banks and financial institutions to consolidate
in the face of these crises and strengthen the protection
shield to enable them to cross into a relatively stable and
secure environment.

In conclusion, it is in my name and on behalf of the
members of the Board of Directors and all employees
of North Africa Commercial Bank, we ask God to help
us succeed in achieving the best for these nations, grant
us security and safety, and shade us with the mantle of
stability and success.

Mohamed Najib Hmida El-Jamal
Chairman of the Board of Directors/General Manager
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The Bank is keen

on complying with,
and upholding the
corporate governance
principles at all times.
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B. CORPORATE
GOVERNANCE,
INTERNAL CONTROL
& RISK MANAGEMENT

Corporate Governance sets out the basis, systems and
processes by which the Bank is managed while maintaining
and securing the rights and needs of stakeholders including
shareholders, depositors, clients, and other related parties as
well as defining the rights and responsibilities for each.

The Bank is keen on complying with, and upholding the
corporate governance principles to accomplish this objective
and to reinforce the trust of shareholders, depositors, clients,
and other related parties as well as upholding the positive
and responsible role it plays in the community and economic
environment. The Bank also complies with “Banque Du Liban”
and "Banking Control Commission” circulars and directives,
in light of which it lays down its internal policies, decision
making mechanisms, organisation structure adequately
tailored to his needs as well as the internal control framework
including risk management, compliance and internal audit.

In this context and in compliance with “Banque Du Liban"
directives the Bank has developed a “Corporate Governance
Guide" derived from common references such as Basel
principles and “Association of Lebanese Banks". This guide is
enforced internally on all levels and is periodically reviewed by
the Board of Directors and is updated as needed.

Kindly find below Board of Director's Committees and Core
decisions ‘executive committees as well as some of Senior
Management Committees, as follows:
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BOARD OF DIRECTORS' COMMITTEES

REMUNERATION COMMITTEE

+ Supervise the proper implementation of both the
‘Remuneration Policy” and “Remuneration System”, and
review periodically the efficiency and effectiveness of
this policy.

+ Submit to the Board of Directors specific proposals about
the Senior Executive Management remunerations.

+ Assist and support the board of directors of the bank
in its controlling and supervisory tasks as per their
remuneration policy for its personnel and its adherence
to the bank strategy.

RISK COMMITTEE

+ Oversee the risk management framework including
policies and procedures.

« Establish risk management governance and risk
control for operations, processes and systems for
implementing and monitoring compliance with such
policies and procedures.

+ Review NACB's Business Model and Recovery Plan.
+ Review NACB's risk appetite policy.

+ Review the Contingency Funding plan and any material
revisions to this plan prior to implementation.

+ Review significant risk exposures and the necessary
procedures to identify, measure, monitor, control, limit
and report such exposures, including credit, market,
liquidity, reputational, operational, (data-security,
information, business-continuity risk, etc.)

+ Evaluate risk exposure and tolerance.
+ Present all the required information in order to allow the

Board of Directors to supervise the bank's compliance
with IFRS 9 Standard.

16

]

AUDIT COMMITTEE

* Ensure qualifications and independence of both
external auditors and internal audit unit.

+ Monitor the integrity of financial statements and review
disclosures standards adopted in the Bank.

+ Assure adequacy and effectiveness of internal control
systems.

« Follow up on corrective actions for issues presented
in the reports of the internal audit unit, regulatory
authorities and external auditors.

+ Monitor the bank's compliance with regulations and
recommendations issued by the Central Bank of
Lebanon and the Banking Control Commission.

+ Oversight and supervision on the works of the Internal
Audit Unit, IT Audit, as well as the perusal and follow-up
on the reports of the controlling bodies.

AML/CFT COMMITTEE

+ Support the Board of Directors in its functions and
supervisory role with respect to fighting money
laundering and terrorist financing and understanding
the related risks, and to assist it with making the
appropriate decisions in this regard.

+ Review, from a risk-based approach, the reports
submitted by the Compliance Unit and the Internal
Audit Unit on adopted procedures, unusual operations
and high-risk accounts, regarding cash deposits and
withdrawals, transfers, exemptions from filling Cash
Transaction Slips (CTS) and the link between these
operations and economic activities, and to also take
the relevant decisions.

+ Stay abreast of the recommendations listed in the
reports of the Special Investigation Commission (SIC)
in order to implement them properly and in a timely
manner, as well as ensure resources are available in
this regard.
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CORE DECISIONS' EXECUTIVE COMMITTEES

N

CREDIT COMMITTEE

+ Determines the Bank’s Credit Policy while
taking into consideration compliance
with the applicable laws & regulations
and the directives issued by Central Bank
of Lebanon and the Banking Control
Commission.

+ Makes decisions on granting/extending
credits within its delegation as determined

SHAREHOLDING &
PARTICIPATION COMMITTEE

+Making  decisions  regarding  the
shareholding and participation operations,
mergers & acquisitions, and real-estate
investments, according to the strategies
set by the BOD & within its risk tolerance
criteria

+ Diversification of the bank use of its Equity
specifically the bank’s free capital

* lllustrate the general

ALCO COMMITTEE

+ Make all major decisions relating to

investment processes and ensure the
optimal  return.

framework  for
market risk management policy, including
interest rate risk, liquidity risk, and forex
risk.

by the Board of Directors or issuing its
recommendations to the board regarding
credits that are beyond its delegation
limits.

+ Supervises the development of the credit
policies.

SENIOR MANAGEMENT COMMITTEES

INFORMATION TECHNOLOGY
SECURITY COMMITTEE

+ Periodically review ITS Policies and procedures to ensure the
safety of information technology systems, and enhance any
essential updates.

+ Examines and assesses all the information security risks.

* Reviews and adopts alternative plans to ensure the integrity of
information systems in the Bank.

BUSINESS CONTINUITY PLAN COMMITTEE

* Provide overall governance and direction setting of the business
continuity program on an ongoing basis.

« Periodically supervise business continuity plan to mitigate the
risks of disasters and exceptional conditions.

« Identify alternative location and key staff to perform this task.

+ Coordinate the development, maintenance, review and testing of
Infrastructure Disaster Recovery Plans.
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INTERNAL CONTROL SYSTEMS & RISK MANAGEMENT

The bank attaches a great importance to the internal
control function due to its important role to achieve banking
security and safety, as well as the integrity and credibility of
financial information and what is related to processing and
accounting, in addition to the compliance with legislations,
regulations, and internal policies and procedures.
Internal control systems in NACB SAL are as follows:

THE INTERNAL AUDIT UNIT

Internal Audit is an assurance and consulting function
aiming to add value and improve banking operations
and help the bank in achieving its objectives through
its independent and objective assessment of all bank

RISK MANAGEMENT DEPARTMENT

NACB RISK MANAGEMENT FRAMEWORK

The Bank is vulnerable to different types of risks associated
with its operations and banking activities. The Risk
Management Department monitors them through a
robust ongoing processes helping NACB to understand
and manage its exposures to make appropriate risk-based
strategic decisions. NACB determines the acceptable
amount and type of risk in order to meet its strategic
objectives, sets roles, responsibilities, functions and limits
approved by the Board of Directors.

CREDIT RISK

The credit risk accounts for the financial losses incurred
if a counterparty failed to fulfill its financial obligations in
a timely manner. NACB complies with the approved credit
policy, monitors and controls the credit granting process
and the credit portfolio by ensuring compliance with the
approved credit policy approved by the Board of Directors
and keeping the credit losses within the acceptable risk
appetite.

MARKET RISK

The Bank complies with the Market Risk policies approved
by the Board of Directors by monitoring the fluctuation of the
market risk parameters, such as interest rate, exchange rate,
stock prices and by assessing new products, their rewards,
and the analysis of the additional funding requirements to
cover stressed scenarios and emergency plan.

INTEREST RATE RISK & FOREX RISK

The Bank is committed to apply the policies set by the Board
of Directors by monitoring of the foreign exchange positions
in all currencies to ensure compliance within accepted
thresholds and the Maturity Gap analysis.
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functions and activities.

The Internal Audit Unit performs this function by
adopting a methodological and organized approach
in its auditing roles in order to evaluate and improve
the efficiency and effectiveness of governance, risk
management and internal control systems at the bank.

The unit works according to the Internal audit charter
approved by the Audit Committee and the Board of
Directors; which guarantees its independence and specifies
its scope of work, roles and responsibilities, and its relation
with the Audit Committee and the General Management.

LIQUIDITY RISK

The Bank is committed to apply the policies set by the
Board regarding liquidity risk, maintaining adequate
Liquidity Cover Ratio. The Bank monitors its capacity to
meet its cash and collateral obligations without incurring
unacceptable losses. Adequate liquidity is dependent upon
the institution's ability to efficiently meet both expected
and unexpected cash flows and collateral needs without
adversely affecting either daily operations or the financial
condition of the institution and mitigate this risk through
diversification in the sources of funds and investment in
high quality financial instruments.

OPERATIONAL RISK

The Bank is keen to assure the close cooperation between
all departments and units in order to raise awareness about
operational risks. The Bank adheres to the operational
risk management frameworks in accordance with best
practices such as the process of Risk and Control Self-
assessment (RCSA). The Bank analyzes and monitors
operational risks including the preparation, update and
testing of the Business Continuity Plan and the process of
Loss Data Collection.

CAPITAL ADEQUACY RATIOS

The Bank complies with all regulatory requirements for
minimum banks' capital, Leverage ratios, liquidity ratios and
macro prudential indicators to reduce potential volatility
in the economic cycles. The Bank performs quarterly
calculation of the Capital Adequacy Ratios according to the
standards set by the Basel Committee and the directives of
the Banque du Liban and the Banking Control Commission.

ICAAP: INTERNAL CAPITAL ADEQUACY ASSESSMENT
PROCESS

The Bank assesses its capital requirements to meet
all potential risks related to Pillar | & Pillar Il to ensure its
capacity to absorb any potential loss and to monitor it
according to the requirements of the regulatory authorities.



THE IFRS9 FRAMEWORK

The Bank complies with the requirements of IFRS 9 to
determine the criteria for calculating the Expected Credit
Losses, the classification of financial assets and the
disclosures required in financial reports.

COMPLIANCE DEPARTMENT

1. LEGAL COMPLIANCE UNIT

The Bank recognizes that the legal landscape is changing
rapidly and that the expectations of both clients and
regulatory bodies are on the rise.

In this context the Legal Compliance Unit continually
verifies that the Bank and its internal policies comply
with the requirements of laws and circulars issued by
the regulatory bodies and takes the required measures
to mitigate non-compliance risks, promotes and develops
its own monitoring methodologies, advises Senior
Management concerning compliance, keeps abreast of
developmentsinlawsand  regulations,and performs the
adequate tests to assess the efficiency of the procedures
adopted and the extent to which employees adhere to the
policies set by the bank.

2. ANTI-MONEY LAUNDERING AND COMBATING
FINANCING TERRORISM COMPLIANCE UNIT

In terms of taking effective measures to combat money
laundering and terrorism financing, the AML/CFT
compliance unit ensures the continuous control of all
banking operations as per international standards and
recommendations issued by Financial Action Task Force
(FATF) as well as the binding circulars of Banque Du Liban
(BDL) and the Special Investigation Commission (SIC).
Moreover, the Unit has developed its policies, internal
controls, and AML/CFT procedures based on an
enterprise-wide risk based approach in order to
mitigate any threat that may arise from financial crime.

ANNUAL REPORT 2018

THE RECOVERY PLAN

The Bank operates within its approved guidelines, controls,
acceptable risk margins and business model. The Bank's
recovery plan addresses potential difficulties in times of
crisis to identify credible options to survive a range of severe
but plausible scenarios and includes recovery mechanisms
in a reasonable period in the event of stressful conditions.

By the same token, and in a world moving with rapid
pace towards digitization, our institution remains keen on
mitigating cybercrime risk and has taken strict measures
in this regard to protect the financial integrity of our
institution and the deposits of our valuable customers.

3. FATCA UNIT

Over the last few years, a number of initiatives have
been undertaken to improve global cross border tax
compliance, which led to the development of various
reporting regimes relating to the exchange of taxpayer
information.  Such initiatives include the Foreign
Account Tax Compliance Act (“FATCA"), which focuses
on the reporting of financial account information with
respect to U.S. taxpayers, and the OECD Common
Reporting Standard (“CRS"), a global standard for the
automatic exchange of financial account information
accredited in Lebanon by Law No. 55 dated 27/10/2016.

The exchange of taxpayer information under FATCA and
CRS is effectively achieved at NACB. The unit continuously
monitors all developments related to these two laws.

INFORMATION SECURITY & BUSINESS CONTINUITY UNIT

The Bank abides by the local regulations and
international corporate security practices and is
continuously improving its  policies, procedures,

processes and its security systems to ensure that all
areas related to technology risks are properly covered.

The Bank is committed to provide the highest
degrees of governance based on assessments made,
and through several security solutions adopted

and acquired to protect and safeguard the bank
assets as well as to detect any abnormal behaviour.

Moreover, NACB is continuously upgrading its network
infrastructure and renovating its internal physical
appliances using the latest technologies to ensure smooth
business continuity, and to cope with the market changes
and challenges.
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*US Dollar exchange rate: 1507.50 LBP

C. BANK'S FINANCIAL ANALYSIS

I. ASSETS

The bank maintained a good level of growth in the past years,
as a result of the attractiveness of the Lebanese market
and the strength of its banking sector, with high interest
rates applied in Lebanon compared to global interest rates,
accompanied by intensive marketing efforts to support the

confidence of depositors in the bank's strength.
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Inrecent years, the bank has followed a conservative policy
in terms of funds placements and focused on rewarding
and low risk investments, such as investments with banks
and in financial instruments. These represented 96%
of total assets by the end of 2018, allowing the bank to
maintain high liquidity ratios. This came as a result of
slow economic growth in the Lebanese market that do not
encourage increasing credit limits.
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@ Loans & Advances

Despite political crises in the Arab region during the last
years and despite political and economic conditions
prevailing in Lebanon, the bank works on maintaining
the growth trend of its business volume. Total assets
had an average annual growth of 3% in the last five
years as a result of the efforts to increase the sources of
funds, especially from non-resident parties. Moreover,
the bank worked on comprehensively covering non-
performing loans and establishing additional provisions
and reserves to meet IFRS9 requirements. In line with
capital support scheme as per Basel Ill requirements,
the bank allocates the profits in a way to guarantee
appropriate yield to shareholders and maintain high
financial indicators in terms of financial leverage and
liquidity ratios.

Below we will provide the bank's assets and liabilities
as well as the analysis of profitability, liquidity, and
solvency for the past five years.
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1. LOANS AND ADVANCES TO CUSTOMERS

In the midst of political and economic situation in
the region and in Lebanon, Lebanese banks took a
conservative position regarding advances which were
limited to specific customers and subsidized products.
The bank remains conservative in terms of advances
that are limited to loans and facilities granted against
sufficient guarantees. The bank was able to liberate its
financial position from the burden of non-performing
loans by creating sufficient provisions and reserves for
these debts.
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3. FINANCIAL INSTRUMENTS PORTFOLIO

The financial instruments portfolio represented 33% of
the bank's total assets in 2018. It has witnessed a major
shift in the past years towards financial instruments with
variable income, composed of investment in funds and
shares issued by local banks; it is worth noting that these
investments are recorded at fair value. The development
of these instruments was as follows:

Million Lebanese Pounds
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. Investments at Amortised Cost . Investments at FVTPL
. Investments at FVTOCI
* Fully covered by special reserves against doubtful loans in addition to real
estate collaterals
In Millions LBP 2014 2015 2016 2017
Investments at 595402 569,633 536,213 458,555
Amortized Cost
2. PLACEMENT WITH BANKS Investments 29,450 29567 14,656 14811
at FVTPL
Placement with banks and financial institutions portfolio ":V:s‘T“(;eCTtS 22613 48399 110487 114,654
. , . , . ) a
is considered one of the main bank's portfolios; where it
, Financial 647,465 647,599 661,356 588,020
O, v r ’ y
represents 62/? of the bgnks total assets. The bank kept Instruments
short and medium term investments represented by term Portfolio

deposits with commercial banks in order to maintain
the adequate liquidity levels. These investments include
compulsory reserves and compulsory placements with
BDL.
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*US Dollar exchange rate: 1507.50 LBP

Il. LIABILITIES & SHAREHOLDERS' EQUITY

A substantial change in the structure of the bank's
sources of funds took place recently where shareholder's
equity represented 19% of these sources by the end of
2018, whereas banks' deposits represented the largest
part of these sources by 61%.
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1.CUSTOMERS' DEPOSITS

The customers' deposits portfolio represented 19% of
the total sources of funds by the end of 2018.
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2. BANKS DEPOSITS

The efforts made in the past years in obtaining deposits
from nonresident banks and financial institutions
contributed in achieving growth in deposits from banks. It
represented 61% of the total sources of funds by the end
of 2018, of which Parent Bank and related parties' deposits
represent the major part of these deposits.
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3. SHAREHOLDERS' EQUITY

Complying with Basel Il requirements, and in order to keep
high solvency and liquidity ratios, the bank works annually
through the capital support scheme on increasing its
capital by retaining profits and taking the necessary
reserves. The bank's capital is characterized by being
within the Common Equity Tier1 category. Shareholders'
equity in the past five years grew as follows:
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1. NET INTEREST INCOME

Net interest income has witnessed a drop in the past years
due to the conversion towards investments in financial
instruments with variable income. The development of net
interest income in the past five years was as follows:

Million Lebanese Pounds
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2. NET COMMISSIONS AND OTHER INCOME

The majority of changes in this item are related to
commissions received from letters of credits and
guarantees. The net profit of commissions and other
revenues in the past five years was as follows:

Million Lebanese Pounds
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3. INCOME FROM SHARES & PARTICIPATIONS

Income from shares and participations have witnessed a
major increase through the past years due to the shift that
took place lately towards investing in shares and funds
issued by local banks. These returns have increased during
2018 by 291% compared with year 2014. The development
of income from shares and participations during the past
five years was as follows:

Million Lebanese Pounds
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4. ADMINISTRATIVE & GENERAL EXPENSES
The bank maintained the policy of rationalizing the general

expenses and the operational expenses in line with the
Bank growth and the adopted budget.
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5. NET PROFIT

Despite the difficult circumstances the region is facing,
the bank was able to make net profits amounting to
13,677 million Lebanese Pounds by the end of 2018.

Million Lebanese Pounds
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IV. LIQUIDITY RATIO (Liquip
ASSETS TO CUSTOMERS' DEPOSITS)

The bank maintains high liquidity ratios, and the
ratio of liquid assets to customers' deposits reached
186% in 2018; reflecting the bank's tendency for liquid
investments, which ensure the necessary liquidity and
the sufficient financial flexibility of the bank to face any
contingency, risks or commitments.
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V. CAPITAL ADEQUACY RATIO
(BASEL IlI)

The bank maintains Capital Adequacy Ratios that exceed
the minimum ratios required by Banque du Liban (BDL).
Capital Adequacy Ratios in the last years were as follows:

2014 2015 2016

Total Capital/Risk 2357% 20.52% 17.54% 18.12% = 18.33%
Weighted Assets

Ratio required 11.50% 12.00% 14.00% 14.50%  15.00%
by BDL

Tier1 Capital/Risk 23.57% 20.52% 17.54% 17.81% = 17.20%
Weighted Assets

Ratio required 9.50% 10.00% 11.00% 12.00%  13.00%
by BDL

Common Equity 23.57% 20.50% 17.39% 17.81% = 17.20%
Tier1/ Risk

Weighted Assets

Ratio required 7.00% 800% 850% 9.00% 10.00%

by BDL

Net interest income has
witnessed a drop In the past
years due to the conversion
towards investments in
financial instruments with
variable income.
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The Shareholders Annual Ordinary Meeting held on
11/12/2019 approved the board of directors’ report, the
balance sheet and the profit and loss account for the financial
year 2018 giving discharge to the members of the board.




NORTH AtlICA COMMERCIAL BANK SAL

26

10l ¢

HE f

i i

/FINANCIAL STATEMENTS
& INDEPENDENT _

AUDITORS' REPORT

YEAR ENDED'DECEMBER 31,2018

[ i

- :



U
J”

ANNUAL REPORT 2018

CONTENTS

INDEPENDENT AUDITORS' REPORT

FINANCIAL STATEMENTS

A
B.
. STATEMENT OF PROFIT OR LOSS & OTHER COMPREHENSIVE INCOME
. STATEMENT OF CHANGES IN EQUITY

. STATEMENT OF CASH FLOWS

O ~No o owWN="mT MmO O

(o]

STATEMENT OF FINANCIAL POSITION
STATEMENT OF PROFIT OR LOSS

NOTES TO THE FINANCIAL STATEMENTS

. GENERAL INFORMATION
. APPLICATION OF NEW & REVISED INTERNATIONAL FINANCIAL REPORTING STANDARDS (IFRS)
. SIGNIFICANT ACCOUNTING POLICIES

. CRITICAL ACCOUNTING JUDGMENTS & KEY SOURCES OF ESTIMATION UNCERTAINTY
. CASH AND CENTRAL BANK'S

. DEPOSITS WITH BANKS & FINANCIAL INSTITUTIONS

. DEPOSITS WITH THE PARENT, SISTER & OTHER RELATED BANKS

. LOANS & ADVANCES TO CUSTOMERS

. INVESTMENT SECURITIES

10. ASSETS UNDER LEVERAGE ARRANGEMENT WITH THE CENTRAL BANK OF LEBANON
11. PROPERTY & EQUIPMENT

12. INTANGIBLE ASSETS

13. OTHER ASSETS

14. DEPOSITS FROM A CENTRAL BANK

15. DEPOSITS FROM BANKS & FINANCIAL INSTITUTIONS

16. DEPOSITS FROM THE PARENT, SISTER & OTHER RELATED BANKS
17. CUSTOMERS' DEPOSITS

18. OTHER LIABILITIES

19. PROVISIONS

20. SHARE CAPITAL

21.

RESERVES

22. INTEREST INCOME

23. INTEREST EXPENSE

24. FEE & COMMISSION INCOME

25. NET GAINS ON INVESTMENT SECURITIES AT FAIR VALUE THROUGH PROFIT OR LOSS
26. SALARIES & RELATED CHARGES

27. GENERAL & ADMINISTRATIVE EXPENSES

28. CASH & CASH EQUIVALENTS

29. FINANCIAL INSTRUMENTS WITH OFF-BALANCE-SHEET RISKS

30. BALANCES & TRANSACTIONS WITH RELATED PARTIES

31.

FINANCIAL RISK MANAGEMENT

32. CAPITAL MANAGEMENT

33. FAIR VALUE OF FINANCIAL ASSETS & LIABILITIES
34. CONTINGENT LIABILITIES

35. APPROVAL OF THE FINANCIAL STATEMENTS

28

30
30
31
32
32
33
34

34
34
38
48
49
50
51
51
52
57
57
58
58
58
59
59
60
61
61
62
62
62
63
63
63
64
64
64
64
65
66
78
78
79
79

27



NORTH AFRICA COMMERCIAL BANK SAL

BT 33135/DTT

INDEPENDENT AUDITORS' REPORT

To the Shareholders,
North Africa Commercial Bank S.A.L.
Beirut, Lebanon

OPINION

We have audited the accompanying financial statements of
North Africa Commercial Bank S.A.L., which comprise the
statement of financial position as at December 31, 2018, and
the statement of profit or loss, statement of profit or loss and
other comprehensive income, statement of changes in equity
and statement of cash flows for the year then ended, and notes
to the financial statements, including a summary of significant
accounting policies.

In our opinion, the accompanying financial statements
present fairly, in all material respects, the financial position
of the Company as at December 31, 2018, and its financial
performance and its cash flows for the year then ended in
accordance with International Financial Reporting Standards
(IFRSSs).

BASIS FOR OPINION

We conducted our audit in accordance with International
Standards on Auditing (ISAs). Our responsibilities under those
standards are further described in the Auditor's Responsibilities
for the Audit of the Financial Statements section of our
report. We are independent of the Bank in accordance with
the International Ethics Standards Board for Accountants'
Code of Ethics for Professional Accountants (IESBA Code)
together with the Code of Ethics of the Lebanese Association
of Certified Public Accountants that are relevant to our audit of
the financial statements, and we have fulfilled our other ethical
responsibilities in accordance with these requirements. We
believe that the audit evidence we have obtained is sufficient
and appropriate to provide a basis for our opinion.

KEY AUDIT MATTERS

Key audit matters are those matters that, in our professional
judgment, were of most significance in our audit of the
financial statements of the current period. These matters
were addressed in the context of our audit of the financial
statements as a whole, and in forming our opinion thereon,
and we do not provide a separate opinion on these matters.

KEY AUDIT MATTERS

ADOPTION OF IFRS 9: FINANCIAL INSTRUMENTS

The Bank adopted IFRS 9 Financial Instruments (as revised in
July 2014) including impairment requirements on its mandatory
effective date of implementation on January 1, 2018, which
resulted in changes in accounting policies and adjustments
to amounts recognised in the previous financial statements.
As permitted by transitional provisions of IFRS 9, the Bank
elected not to restate the comparative figures and recorded
an adjustment of LBP12billion to the opening reserves in the
statement of changes in equity as at January 1, 2018.
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The changes required to processes, systems and controls to
comply with IFRS 9 were significant, as the standard requires
a fundamental change to the way and when credit losses
are recognised and how these are measured by changing
the impairment model from an Incurred Loss model to an
Expected Credit Loss (ECL) model.

THE RELATED RISKS IDENTIFIED ARE SUMMARIZED AS

FOLLOWS:

+ Judgements, assumptions and estimates, which includes
adopting a ‘default’ definition and methodologies for
developing PDs at origination, lifetime-PDs, loss given default
(LGD); and (exposure at default EAD) and macroeconomic
models with a number of scenarios and probabilities for
each scenario and adjustments stage after adopting an
impairment model which is inadequate.

+ Inadequate data, as well as lack of uniformity in the data
used which makes it difficult to develop models which are
sufficient for IFRS 9 impairment requirements.

+ Inappropriate segmentation of portfolios is used to develop
risk parameters.

* The number and range of forward-looking scenarios are not
representative of an appropriate range of possible outcomes.

- Significantincreases (or reductions) in credit risk (movements
between Stage 1, Stage 2 and Stage 3) are not completely or
accurately identified on a timely basis.

+ Assumptions incorporated in the ECL model are not updated
on a timely basis.

The Notes 3, 4 and 31 to the financial statements include
disclosures on the Bank's judgments, assumptions, estimates
and methodologies adopted as well as information about
impairment of the Bank's financial assets.

HOW OUR AUDIT ADDRESSED THE KEY AUDIT MATTERS

We updated our understanding of the Bank's adoption of IFRS

9 and identified the internal controls including entity level

controls adopted by the Bank for the accounting, processes

and systems under the new accounting standard.

In addition, our work performed includes the below procedures:

+ Evaluate the appropriateness of key technical decisions,
judgments and accounting policy elections made by the Bank
to ensure compliance with IFRS 9 impairment requirements.

+ Evaluate the reasonableness of management's key
judgements and estimates made in the ECL calculation,
including but not limited to the selection of methods, models,
assumptions and data sources.

+ Evaluate the appropriateness and testing the mathematical
accuracy of the ECL model applied.

« Test the controls related to the credit impairment process and
verify the integrity of data used as verify input to the models.

+ Assess the reasonableness of forward looking information
incorporated into the impairment calculations.



+ Assessment on whether significant increase in credit risk
(SICR) indicators are present for the financial assets portfolio
based on IFRS 9 and the possible implications on the ECL
staging and expected provisioning.

+ Evaluating the credit file classification supports of the staging
relevant exposures, on a sample basis.

+ Evaluating the way the expected credit losses are recognized
and the weights of the macroeconomic scenarios, on a
sample basis.

OTHER INFORMATION

Management is responsible for the other information included
in the Annual Report. The other information does not include
the financial statements and our auditors' report thereon. The
Annual Report is expected to be made available to us after the
date of this auditors’ report.

Our opinion on the financial statements does not cover the
otherinformation and we do not express any form of assurance
conclusion thereon.

In connection with our audit of the financial statements,
our responsibility is to read the other information when it
becomes available and, in doing so, consider whether the
other information is materially inconsistent with the financial
statements or our knowledge obtained in the audit, or
otherwise appears to be materially misstated.

RESPONSIBILITIES OF MANAGEMENT & THOSE CHARGED
WITH GOVERNANCE FOR THE FINANCIAL STATEMENTS
Management is responsible for the preparation and fair
presentation of the financial statements in accordance
with IFRSs, and for such internal control as management
determines is necessary to enable the preparation of financial
statements that are free from material misstatement, whether
due to fraud or error.

In preparing the financial statements, management is
responsible for assessing the Bank's ability to continue as a
going concern, disclosing, as applicable, matters related to
going concern and using the going concern basis of accounting
unless management either intends to liquidate the Bank or to
cease operations, or has no realistic alternative but to do so.
Those charged with governance are responsible for overseeing
the Bank’s financial reporting process.

AUDITORS’ RESPONSIBILITIES FOR THE AUDIT OF THE
FINANCIAL STATEMENTS

Our objectives are to obtain reasonable assurance about
whether the financial statements as a whole are free from
material misstatement, whether due to fraud or error, and to
issue an auditors' report that includes our opinion. Reasonable
assurance is a high level of assurance, but is not a guarantee
that an audit conducted in accordance with ISAs, within the
framework of local banking laws, will always detect a material
misstatement when it exists.

Misstatements can arise from fraud or error and are considered
material if, individually or in the aggregate, they could
reasonably be expected to influence the economic decisions
of users taken on the basis of these financial statements.

ANNUAL REPORT 2018

As part of an audit in accordance with ISAs, we exercise
professional judgment and maintain professional skepticism
throughout the audit. We also:
+ Identify and assess the risks of material misstatement of the
financial statements, whether due to fraud or error, design
and perform audit procedures responsive to those risks,
and obtain audit evidence that is sufficient and appropriate
to provide a basis for our opinion. The risk of not detecting
a material misstatement resulting from fraud is higher than
for one resulting from error, as fraud may involve collusion,
forgery, intentional omissions, misrepresentations, or the
override of internal control.
Obtain an understanding of internal control relevant to the
audit in order to design audit procedures that are appropriate
in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the Bank’s internal control.
+ Evaluate the appropriateness of accounting policies used
and the reasonableness of accounting estimates and related
disclosures made by management.
Conclude on the appropriateness of management'’s use of the
going concern basis of accounting and, based on the audit
evidence obtained, whether a material uncertainty exists
related to events or conditions that may cast significant
doubt on the Bank's ability to continue as a going concern.
If we conclude that a material uncertainty exists, we are
required to draw attention in our auditors' report to the related
disclosures in the financial statements or, if such disclosures
are inadequate, to modify our opinion. Our conclusions are
based on the audit evidence obtained up to the date of our
auditors' report. However, future events or conditions may
cause the Bank to cease to continue as a going concern.

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

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

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

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

Deloitte & Touche Sidani & Co.

Beirut, Lebanon
August 28,2019
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FINANCIAL STATEMENTS

A. STATEMENT OF FINANCIAL POSITION

December 31,

LBP'000 LBP'000

Cash and deposits with Central Banks 5 395,217,513
Deposits with banks and financial institutions 6 501,702,991
Deposits with the parent, sister and other related banks 7 20,166,814
Loans and advances to customers 8 22,650,814
Investment trading securities at fair value through profit or loss 9 14,810,611
Investment securities at fair value through other comprehensive income 9 114,654,712
Investment securities at amortized cost 9 426,229,253
Assets under leverage arrangement with the Central Bank of Lebanon 10 48,669,040
Property and equipment 11 42,612,424
Intangible assets 12 435,073
Other assets 13 971,824
Total assets 1,588,121,069

Deposits from a central bank

Deposits from banks and financial institutions

Deposits from the parent, sister and other related banks
Customers’ deposits

Leverage arrangements from Central Bank of Lebanon
Other liabilities

Provisions

78,852,841

15 127,069,235
16 674,500,650
17 331,079,834
10 48,669,040
18 7,551,356
19 4,543,275

Total liabilities

Capital

1,272,266,231

15,000,000

Cash contribution to capital 20 148,488,750

Reserves 21 83,792,911

Change in fair value of investment securities at fair value through other comprehensive income

Retained earnings 9 6,563,686

Profit for the year 46,397,340
15,612,151

Total equity 315,854,838

Total liabilities and equity

Letters of guarantee and standby letters of credit
Letters of credit - export confirmed

The accompanying notes form an integral part of the Financial statements
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B. STATEMENT OF PROFIT OR LOSS

Year Ended December 31,

Notes 2018 2017

LBP'000 LBP'000

Interest income 55,260,458
Less: withholding tax on interest (209,353)
Interest income, net of withholding tax 22 55,051,105
Interest expense 23 (26,550,472)
+ Net interest income 28,600,633
Fee and commission income 24 1,654,466
Fee and commission expense (186,032)
+ Net fee and commission income 1,368,434
Net gain on investment securities at fair value through profit or loss 25 8,190,796
Gain on difference of exchange 99,889
« Net financial revenues 38,159,752
Net provision for loans and advances 8 (31,399)
Provision for expected credit loss 31 —
+ Net financial revenues after provision of impairment loss 38,128,353
Salaries and related charges 26 (12,911,025)
Depreciation and amortization 11&12 (1,008,960)
Provision for risk and charges 19 (231,000)
General and administrative expenses 27 (5,008,638)
Other income/(expense) (213,297)
« Total operating expenses (19,372,920)
Profit before income tax 18,755,433
Income tax expense 18 (3,143,282)
Profit for the year 15,612,151

The accompanying notes form an integral part of the Financial statements
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C. STATEMENT OF PROFIT OR LOSS
& OTHER COMPREHENSIVE INCOME

Year Ended December 31,

Notes

Net profit for the year

Other comprehensive income:
Items that will not be reclassified subsequently to profit or loss:

+ Unrealized (loss)/gain on financial assets designated at fair value through other comprehensive income

« Deferred tax

Total other comprehensive income

Total comprehensive income for the year

D. STATEMENT OF CHANGES IN EQUITY

2018

LBP'000

3,111,069

2017
LBP'000

15,612,151

4,168,237
(783,396)
3,384,841

18,996,992

Capital Cash Reserves Change in Retained Profit
contribution fair value of earnings for the year
for capital investment
securities
LBP'000 LBP'000 LBP'000 LBP’'000 LBP'000 LBP'000 LBP'000
Balance January 1,2017 15,000,000 148,488,750 79,718,136 3,178,845 39,451,335 11,020,780 296,857,846
Allocation of 2016 profit _ _ 4,074,775 _ 6,946,005  (11,020,780) _
Total comprehensive income _ _ _ 3,384,841 _ 15,612,151 18,996,992
for the year 2017
Balance December 31,2017 15,000,000 148,488,750 83,792,911 6,563,686 46,397,340 15,612,151 315,854,838
First time adoption impact of IFRS 9 (Note 2) _ _ (11,988,631) _ _ (11,988,631)
15,000,000 148,488,750 71,804,280 6,563,686 46,397,340 15,612,151 303,866,207
Allocation of 2017 profit _ _ 3,784,639 _ 11,827,512 (15612,151) _
Total comprehensive income - - - (10,565,805) - 13,676,874 3,111,069
for the year 2018
Balance December 31, 2018 15,000,000 148,488,750 75,588,919 (4,002,119) 58,224,852 13,676,874 306,977,276

The accompanying notes form an integral part of the Financial statements
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E. STATEMENT OF CASH FLOWS

Year Ended December 31,

LBP’000 LBP'000

18,755,433

Profit for the year before income tax
Adjustments for:

« Depreciation and amortization 1T&12 1,008,960
+ Change in fair value of investment securities at fair value through profit or loss 25 (150,885)

« Effect of change in exchange rate (3,606)

+ Net provision of impairment loss 8 31,399

+ Provision for risk and charges 19 231,000

« Provision for expected credit losses 31 -

* Provision for employees’ end-of-service indemnities 19 379,368

+ Loss on disposal of property and equipment 542

+ Dividend income 25 (8,039911)
+ Interest income (55,051,105)
+ Interest expense 26,650,472
Compulsory deposits with central bank of lebanon with a maturity exceeding 3 months (104,510,521)
Deposits with banks and financial institutions with a maturity exceeding three months (59,510,075)
Investment securities at fair value through other comprehensive income 9 -
Investment securities at amortized cost 9 108,108,052
Loans and advances to customers 8 1,135,723
Other assets 13 (19,878)
Deposits from banks and financial institutions 15 91,625,150
Customers' deposits 17 13,992,405
Other liabilities 18 2,202,332

Settlements made from provision for employees’ end-of-service indemnities (1,511,568)

Income tax paid (4,225,457)
Dividends received 8,039,911

Interest received 51,372,422
Interest paid (22,423,245)

+ Acquisition of property and equipment (6,715,623)
+ Proceeds from sale of property and equipment 11

+ Acquisition of intangible assets

12,062

(82,754)

406,817

+ Deposits from central banks
+ Deposits from parent, sister and other related banks (9,987,076)

Net (decrease)/increase in cash and cash equivalents 51,620,344
Cash and cash equivalents beginning of year 231,043,392

The accompanying notes form an integral part of the Financial statements
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F. NOTES TO THE FINANCIAL

STATEMENTS
YEAR ENDED DECEMBER 31, 2018

1. GENERAL INFORMATION

North Africa Commercial Bank S.A.L. is a Lebanese joint-
stock company registered in the Trade Register in 1973
under Number 30199 and in the Central Bank of Lebanon
list of banks under number 62.

The Bank offers a full range of commercial banking
activities in accordance with the applicable Lebanese Laws
and banking regulations. The head office is situated on
Down Town, Martyrs Square, Beirut Garden Bldg., Block C.

The Bank is 99.56% owned by the Libyan Foreign Bank
(parent bank).

2. APPLICATION OF NEW

& REVISED INTERNATIONAL
FINANCIAL REPORTING
STANDARDS (IFRS)

The following new and revised IFRSs and amendments
to IFRSs and interpretations, which become effective for
annual periods beginning on or after January 1,2018 have
been adopted in these financial statements.

2.1.1 IFRS 9 FINANCIAL INSTRUMENTS

In the current year, the Bank has applied IFRS 9 Financial
Instruments (as revised in July 2014) which mandatorily
effective date was on January 1, 2018. The Bank applied
the transition provisions of IFRS 9 which allow an entity
not to restate comparatives, while adjustments of the
carrying amounts of financial assets and liabilities at
the date of adoption was recognized in the beginning
balance of reserves in the current period. Additionally,
the Bank adopted consequential amendments to IFRS 7
Financial Instruments: Disclosures that were applied to the
disclosures for the year 2018.

IFRS 9 introduced new requirements for:
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A. CLASSIFICATION & MEASUREMENT OF FINANCIAL ASSETS & LIABILITIES

The Bank early adopted IFRS 9 (2009 and 2010) with respect to classification and measurement requirements
of its financial assets and financial liabilities.

On January 1, 2018 the Bank adopted IFRS 9 (July 2014) and therefore reassessed the basis of classification
and measurement of its financial assets and financial liabilities that were outstanding at January 1, 2018.

Allrecognised financial assets that are within the scope of IFRS 9 are measured subsequently at amortised cost or fair value
on the basis of the entity’s business model for managing the financial assets and the contractual cash flow characteristics
of the financial assets.

The Bank sets a provision for expected credit loss for debt instruments that are measured at amortised cost or at FVTOCI.

See (b) below.

The impact on the classification of financial assets and their carrying amounts is disclosed under section (d).

B. IMPAIRMENT OF FINANCIAL ASSETS

In relation to the impairment of financial assets, IFRS 9
requires an expected credit loss model as opposed to an
incurred credit loss model under IAS 39. The expected
credit loss model requires the Bank to account for expected
credit losses and changes in those expected credit losses
at each reporting date to reflect changes in credit risk since
initial recognition of the financial assets. In other words, it
is no longer necessary for a credit event to have occurred
before credit losses are recognised.

The new impairment model applies to all financial assets
measured at amortised cost (including debts instruments
measured at FVTOCI). It also applies to certain loan
commitments and financial guarantee contracts.
The Bank applies three-stage approach to measuring
expected credit losses (ECL) on financial assets.

STAGE 1

12 months ECL Includes financial assets that did not
experiencea significantincreasein creditrisk since theinitial
recognition. Interest is computed on the gross carrying
amount of these financial assets before impairment loss.

C. HEDGE ACCOUNTING

IFRS 9 incorporates new hedge accounting rules that align
hedge accounting with risk management practices. IFRS
9 does not cover guidance on macro hedge accounting as
IASB is working on it as a separate project. IFRS 9 includes
an accounting policy choice to defer the adoption of IFRS

D. TRANSITION

Changes in accounting policies resulting from the adoption
of IFRS 9 have been applied retrospectively, except as
described below.

+ As permitted by the transitional provisions of IFRS 9,
the Bank elected not to restate comparative figures.
Differences in the carrying amounts of financial assets
and financial liabilities resulting from the adoption of
IFRS 9 are recognised in reserves as at January 1, 2018.
Accordingly, the information presented for 2017 does not
reflect the requirements of IFRS 9.

STAGE 2

Lifetime ECL Includes financial assets that have had
a significant increase in credit risk (SICR) since initial
recognition but that do not have objective evidence of
impairment. For these assets, lifetime ECL are computed
and recognised based on all expected possible default
events over the expected life of the financial instrument but
interest is still calculated on the gross carrying amount of
the asset.

STAGE 3

Lifetime ECL Includes financial assets that have objective
evidence of impairment at the reporting date. For these
assets, lifetime ECL are recognised.

The impact of the adoption of IFRS 9 impairment model on
the Bank’s financial assets and their carrying values and
equity is disclosed in section (d) below.

9 hedge accounting and to continue with IAS 39 hedge
accounting. The Bank, however, has elected to adopt the
new hedge accounting provisions of IFRS 9.

The adoption of these new requirements did not have any
impact on the bank's financial statements.

+ The following assessments have been made on the basis
of the facts and circumstances that existed at the date of
initial application.
> The determination of the business model within which a

financial asset is held.
°The designation of certain investments in equity
instruments not held for trading as at FVTOCI.
o |f a debt security had low credit risk at the date of initial
application of IFRS 9, then the Bank has assumed that
credit risk on the asset had not increased significantly
since its initial recognition.
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IMPACT OF CHANGE IN CLASSIFICATION AND MEASUREMENT

Except for the financial statement captions listed in the below table, there have been no changes in the carrying amounts
of assets and liabilities on application of IFRS 9 (2014) as at January 1,2018.

Classification under IFRS 9 (2010) December 31, 2017 Classification under IFRS 9

(2014) January 1, 2018

Category Amount Reclassification Re-measurement ECL Amount
Million LBP  Million LBP Million LBP Million LBP
Financial assets
Cash and central banks Amortized cost 393,162 - 1,655 391,507
Deposits with banks and financial institutions Amortized cost 501,703 - 7,061 494,642
Deposits with the parent sister and other related Amortized cost 20,167 - 33 20,134
banks
Amortized cost 22,651 - 915 21,736
Loans and advances to customers
Amortized cost 426,229 - 2,583 423,646
Investment securities at amortized cost
- 12,247
Financial liabilities
Off-balance sheet commitments - 228
Gross provisions - (486)
- (258)
Reserves - (11,989)
Net impact on equity = (11,989)

2.1.2. IFRS 15 REVENUE FROM CONTRACTS WITH CUSTOMERS

In the current year, the Bank has applied IFRS 15 Revenue from Contracts with Customers (as amended in April 2016)
which is effective for an annual period that begins on or after January 1, 2018. IFRS 15 introduced a 5-step approach to
revenue recognition. The Bank applied of IFRS 15 which did not have any impact on the financial statements of the Bank.

2.1.3. OTHER IFRSs & AMENDMENTS

In the current year, the Bank has applied a number of

amendments to IFRS Standards and Interpretations that

are effective for an annual period that begins on or after

January 1, 2018. Their adoption has not had any impact

on the disclosures or on the amounts reported in these

financial statements.

+ Annual Improvements to IFRS Standards 2014 — 2016
Cycle amending IFRS 1 and IAS 28.

+ Amendments to IFRS 2 Share Based Payment regarding
classification and measurement of share based payment
transactions.

+ AMENDMENTS TO IAS 28 INVESTMENTS IN
ASSOCIATES AND JOINT VENTURES
The amendments clarify that the option for a venture
capital organization and other similar entities to measure
investments in associates and joint ventures at FVTPL is
available separately for each associate or joint venture,
and that election should be made at initial recognition.

+In respect of the option for an entity that is not an
investment entity (IE) to retain the fair value measurement
applied by its associates and joint ventures that are IEs
when applying the equity method, the amendments make
a similar clarification that this choice is available for each
|E associate or IE joint venture.
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+ AMENDMENTS TO IAS 40 INVESTMENT PROPERTY
Amends paragraph 57 to state that an entity shall
transfer a property to, or from, investment property when,
and only when, there is evidence of a change in use. A
change of use occurs if property meets, or ceases to
meet, the definition of investment property. A change in
management'’s intentions for the use of a property by
itself does not constitute evidence of a change in use.

+ IFRIC 22 FOREIGN CURRENCY TRANSACTIONS AND

ADVANCE CONSIDERATION

The interpretation addresses foreign currency

transactions or parts of transactions where:

* there is consideration that is denominated or priced in a
foreign currency;

+ the entity recognizes a prepayment asset or a deferred
income liability in respect of that consideration, in
advance of the recognition of the related asset, expense
or income; and

« the prepayment asset or deferred income liability is non-
monetary.

Other than the above, there are no other significant IFRSs
and amendments that were effective for the first time for
the financial year beginning on or after 1 January 2018.
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2.2. NEW AND REVISED IFRS IN ISSUE BUT NOT YET EFFECTIVE AND NOT EARLY ADOPTED

The Bank has not applied the following new and revised IFRS Standards that have been issued but are not yet effective:

Effective for Annual Periods Beginning on or After

New and Revised IFRSs

January 1, 2019

Annual Improvements to IFRS Standards 2015-2017 Cycle amending IFRS 3, IFRS 11, IAS 12
and IAS 23.

January 1, 2019

Amendments to IFRS 9 Financial Instruments

Relating to prepayment features with negative compensation. This amends the existing
requirements in IFRS 9 regarding termination rights in order to allow measurement at amortized
cost (or, depending on the business model, at fair value through other comprehensive income)
even in the case of negative compensation payments.

January 1, 2019

IFRS 16 Leases

IFRS 16 specifies how an IFRS reporter will recognize, measure, present and disclose leases.
The standard provides a single lessee accounting model, requiring lessees to recognize assets
and liabilities for all leases unless the lease term is 12 months or less or the underlying asset
has a low value. Lessors continue to classify leases as operating or finance, with IFRS 16's
approach to lessor accounting substantially unchanged from its predecessor, IAS 17.

January 1, 2019

Amendments to IAS 28 Investment in Associates and Joint Ventures:

Relating to long-term interests in associates and joint ventures. These amendments clarify that
an entity applies IFRS 9 Financial Instruments to long-term interests in an associate or joint
venture that form part of the net investment in the associate or joint venture but to which the
equity method is not applied.

January 1, 2019

IFRIC 23 Uncertainty over Income Tax Treatments

The interpretation addresses the determination of taxable profit (tax loss), tax bases, unused tax
losses, unused tax credits and tax rates, when there is uncertainty over income tax treatments
under IAS 12. It specifically considers:

+ Whether tax treatments should be considered collectively;

+ Assumptions for taxation authorities' examinations;

+ The determination of taxable profit (tax loss), tax bases, unused tax losses, unused tax credits
and tax rates; and

+ The effect of changes in facts and circumstances.

January 1, 2020

Amendment to IFRS 3 Business Combinations relating to definition of a business

January 1, 2020

Amendments to IAS T and IAS 8 relating to definition of material

January 1, 2021

IFRS 17 Insurance Contracts

IFRS 17 requires insurance liabilities to be measured at a current fulfillment value and provides
a more uniform measurement and presentation approach for all insurance contracts. These
requirements are designed to achieve the goal of a consistent, principle-based accounting for
insurance contracts. IFRS 17 supersedes IFRS 4 Insurance Contracts as of 1 January 2021.

Effective date deferred indefinitely.
Adoption is still permitted.

Amendments to IFRS 10 Consolidated Financial Statements and IAS 28 Investments in
Associates and Joint Ventures (2011): Relating to the treatment of the sale or contribution of
assets from and investor to its associate or joint venture.

Management anticipates that these new standards, interpretations and amendments will be adopted in the Bank's
financial statements as and when they are applicable and adoption of these new standards, interpretations and
amendments, may have no material impact on the financial statements of the Bank in the period of initial application.
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3. SIGNIFICANT ACCOUNTING POLICIES

STATEMENT OF COMPLIANCE
Thefinancial statements have been preparedinaccordance
withInternational Financial Reporting Standards (IFRSs).

BASIS OF MEASUREMENT

The financial statements have been prepared on the
historical cost basis except for the financial statements
measured at fair value.

A. FOREIGN CURRENCIES

Transactions in currencies other than the entity's reporting
currency (foreign currencies) are recognized at the rates
of exchange prevailing at the dates of the transactions.
At the end of each reporting period, monetary items
denominated in foreign currencies are retranslated at the
rates prevailing at that date. Non-monetary items carried
at fair value that are denominated in foreign currencies are
retranslated at the rates prevailing at the date when the
fair value was determined. Non-monetary items that are

B. FINANCIAL INSTRUMENTS

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

Recognised financial assets and financial liabilities are
initially measured at fair value. Transaction costs that
are directly attributable to the acquisition or issuance of
financial assets and financial liabilities (other than financial
assets and financial liabilities at FVTPL) are added to
or deducted from the fair value of the financial assets or
financial liabilities, as appropriate, on initial recognition.
Transaction costs directly attributable to the acquisition
of financial assets or financial liabilities at FVTPL are
recognised immediately in profit or loss.

If the transaction price differs from fair value at initial
recognition, the Bank will account for such difference as
follows:

« If fair value is evidenced by a quoted price in an active
market for an identical asset or liability or based on a
valuation technique that uses only data from observable
markets, then the difference is recognised in profit or loss

FINANCIAL ASSETS

All financial assets are recognised and derecognised
on a trade date where the purchase or sale of a financial
asset is under contract whose terms require delivery
of the financial asset within the timeframe established
by the market concerned, and initially measured at fair
value, plus transaction costs, except for those financial
assets classified as at FVTPL. Transaction costs directly
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Assets and liabilities are grouped according to their nature
and presented in the statement of financial position in an
approximate order that reflects their relative liquidity.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Following is a summary of the most significant accounting
policies applied in the preparation of these financial
statements:

measured in terms of historical cost in a foreign currency
are not retranslated.

Exchange differences on monetary items are recognized
in profit or loss in the period in which they arise except
for exchange differences on transactions entered into in
order to hedge certain foreign currency risks, which are
recognized in other comprehensive income.

on initial recognition (i.e. day 1 profit or loss);

+In all other cases, the fair value will be adjusted to bring
it in line with the transaction price (i.e. day 1 profit or
loss will be deferred by including it in the initial carrying
amount of the asset or liability).

Central Bank of Lebanon Circular # 143 dated November 7,
2017 prohibits recognition of day one profits on designated
non-conventional transactions concluded between the
Central Bank of Lebanon and banks and which purpose
is to secure yield adjustment to maturity on certain
designated financial assets as part of the Central Bank's
monetary policy. The Bank recognized the designated
financial assets at amortized cost. These non-conventional
transactions with the Central Bank of Lebanon consist of
non-transferable non-negotiable arrangements.

After initial recognition, the deferred gain or loss will be
released to profit or loss on a rational basis, only to the
extent that it arises from a change in a factor (including
time) that market participants would take into account
when pricing the asset or liability.

attributable to the acquisition of financial assets classified
as at FVTPL are recognised immediately in profit or loss.
All recognised financial assets that are within the scope
of IFRS 9 are required to be subsequently measured at
amortised cost or fair value on the basis of the entity's
business model for managing the financial assets and the
contractual cash flow characteristics of the financial assets.



Specifically:

+ Debt instruments that are held within a business model
whose objective is to collect the contractual cash flows,
and that have contractual cash flows that are solely
payments of principal and interest on the principal
amount outstanding (SPPI), are subsequently measured
at amortised cost;

+ Debt instruments that are held within a business model
whose objective is both to collect the contractual cash
flows and to sell the debt instruments, and that have
contractual cash flows that are SPPI, are subsequently
measured at FVTOCI;

+ All other debt instruments (e.g. debt instruments managed
onafairvalue basis, or held for sale) and equity investments
are subsequently measuredat FVTPL.

ANNUAL REPORT 2018

However, the Bank may make the following irrevocable
election / designation at initial recognition of a financial
asset on an asset-by-asset basis:

+ The Bank may irrevocably elect to present subsequent
changes in fair value of an equity investment that is neither
held for trading nor contingent consideration recognised
by an acquirer in a business combination to which IFRS 3
applies, in OCI; and

+ The Bank may irrevocably designate a debt instrument that
meets the amortised cost or FVTOCI criteria as measured
at FVTPL if doing so eliminates or significantly reduces an
accounting mismatch (referred to as the fair value option).

C. DEBT INSTRUMENTS AT AMORTISED COST OR AT FVTOCI

An assessment of business models for managing financial
assets is fundamental to the classification of a financial
asset. The Bank determines the business models at a level
that reflects how groups of financial assets are managed
together to achieve a particular business objective. The
Bank’s business model does not depend on management's
intentions for an individual instrument, therefore the
business model assessment is performed at a higher level
of aggregation rather than on an instrument-by-instrument
basis. The Bank has more than a single business model
to manage investments instruments which reflect the
bank's management of its financial assets for the purpose
of generating cash flows. The Bank's business models
specify whether the cash flows will collect contractual
cash flows or sell financial assets or both.

FINANCIAL ASSETS AT FVTPL

Financial assets at FVTPL are:

+ assets with contractual cash flows that are not SPPI; or/
and

+ assets that are held in a business model other than held to
collect contractual cash flows or held to collect and sell; or

- assets designated at FVTPL using the fair value option.

These assets are measured at fair value, with any gains/
losses arising on remeasurement recognised in profit or
loss. Fair value is determined in the manner described
below.

IMPAIRMENT OF FINANCIAL ASSETS

POLICY APPLICABLE BEFORE JANUARY 1,2018

Financial assets that are measured at amortized cost
are assessed for impairment at the end of each reporting
period. Financial assets are considered to be impaired
when there is objective evidence that, as a result of one or
more events that occurred after the initial recognition of
the financial assets, the estimated future cash flows of the
asset have been affected.

When a debt instrument measured at FVTOCI is
derecognised, the cumulative gain/loss previously
recognised in OCI is reclassified from equity to profit or
loss. In contrast, for an equity investment designated as
measured at FVTOCI, the cumulative gain/loss previously
recognised in OCl is not subsequently reclassified to profit
or loss but transferred within equity.

Debt instruments that are subsequently measured at
amortised cost or at FVTOCI are subject to impairment.
In the current and prior reporting period the Bank has
applied the fair value option and so has designated debt
instruments that meet the amortised cost or FVTOCI
criteria as measured at FVTPL.

RECLASSIFICATIONS

If the business model under which the Bank holds financial
assetschanges, thefinancial assets affected arereclassified.
The classification and measurement requirements related
to the new category apply prospectively from the first day of
the first reporting period following the change in business
model that results in reclassifying the Bank's financial
assets.

Objective evidence of impairment of a financial asset or
group of financial assets which value decreased include
significant financial difficulty of the issuer or counterparty
and considering the direction and level of impairment of a
similar instrument.

When there is an evidence of impairment of a financial
asset booked at amortized cost, the bank takes into
consideration the individual asset or as a group.
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The amount of the impairment loss recognized on amortized
cost is the difference between the asset's carrying amount
and the estimated recoverable amount. Loss is booked
in profit or loss. If, in a subsequent period, the amount of
the impairment loss decreases, the previously recognized
impairment loss is reversed through profit or loss to the
extent that the carryingamount of the investment at the date
in which the impairment is reversed, does not exceed what
the amortized cost would have been, had the impairment
not been recognized.

POLICY APPLICABLE AFTER JANUARY 1,2018

The Bank recognises loss allowances for ECLs on the
following financial instruments that are not measured at
FVTPL:

+ loans and advances to banks;

+ loans and advances to customers;

« debt investment securities;

+ leases receivable

« loan commitments issued; and

« financial guarantee contracts issued.

No impairment loss is recognised on equity investments

With the exception of Purchased or Originated Credit
Impaired (POCI) financial assets (which are considered
separately below), ECLs are required to be measured
through a loss allowance at an amount equal to:

+ 12-month ECL, expected credit loss that result from those
default events on the financial instrument that are possible
within 12 months after the reporting date, (referred to as
Stage 1); or

« full lifetime ECL, i.e. lifetime ECL that result from all possible
default events over the life of the financial instrument,
(referred to as Stage 2 and Stage 3).

CREDIT-IMPAIRED FINANCIAL ASSETS

A financial asset is ‘credit-impaired’ when one or more
events that have a detrimental impact on the estimated
future cash flows of the financial asset have occurred.
Credit-impaired financial assets are referred to as Stage 3
assets. Evidence of credit-impairment includes observable
data about the following events:

« significant financial difficulty of the borrower or issuer,

+ a breach of contract such as a default or past due event;

« the lender of the borrower, for economic or contractual
reasons relating to the borrower's financial difficulty,
having granted to the borrower a concession that the
lender would not otherwise consider;

Aloss allowance for full lifetime ECL is required for a financial
instrument if the credit risk on that financial instrument has
increased significantly since initial recognition. For all other
financial instruments, ECLs are measured at an amount
equal to the 12-month ECL.

ECLs are a probability-weighted estimate of the present
value of credit losses. These are measured as the present
value of the difference between the cash flows due to the

Bank under the contract and the cash flows that the Bank

expects to receive arising from the weighting of multiple

future economic scenarios, discounted at the asset's
effective interest rate (EIR).

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

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

The Bank measures ECL on an individual basis, or on a
collective basis for portfolios of loans that share similar
economic risk characteristics. The measurement of
the loss allowance is based on the present value of the
asset's expected cash flows using the asset's original EIR,
regardless of whether it is measured on an individual basis
or a collective basis.

+ the disappearance of an active market for a security
because of financial difficulties; or
+ the purchase of a financial asset at a deep discount that
reflects the incurred credit losses.
It may not be possible to identify a single discrete event—
instead, the combined effect of several events may have
caused financial assets to become credit-impaired. The
Bank assesses whether debt instruments that are financial
assets measured at amortised cost or FVTOCI are credit-
impaired at each reporting date. To assess if sovereign
and corporate debt instruments are credit impaired, the
Bank considers factors such as bond yields, credit ratings
and the ability of the borrower to raise funding.

PURCHASED OR ORIGINATED CREDIT-IMPAIRED (POCI) FINANCIAL ASSETS

POCI financial assets are treated differently because the
asset is credit-impaired at initial recognition. For these
assets, the Bank recognises all changes in lifetime ECL
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since initial recognition as a loss allowance with any
changes recognised in profit or loss. A favourable change
for such assets creates an impairment gain.



DEFINITION OF DEFAULT

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

The Bank considers the following as constituting an event

of default:

+ the borrower is past due more than 90 days on any material
credit obligation to the Bank; or

« the borrower is unlikely to pay its credit obligations to the
Bank in full.

The definition of default is appropriately tailored to reflect

different characteristics of different types of assets.

SIGNIFICANT INCREASE IN CREDIT RISK

The Bank monitors all financial assets, issued loan
commitments and financial guarantee contracts that are
subject to the impairment requirements to assess whether
there has been a significant increase in credit risk since

ANNUAL REPORT 2018

Overdrafts are considered as being past due once the
customer has breached an advised limit or has been advised
of a limit lower than the current outstanding amount.

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

initial recognition. If there has been a significant increase
in credit risk the Bank will measure the loss allowance
based on lifetime rather than 12-month ECL.

MODIFICATION AND DERECOGNITION OF FINANCIAL ASSETS

A modification of a financial asset occurs when the
contractual terms governing the cash flows of a financial
asset are renegotiated or otherwise modified between initial
recognition and maturity of the financial asset. Amodification
affects the amount and/or timing of the contractual cash
flows either immediately or at a future date. In addition,
the introduction or adjustment of existing covenants of an
existing loan would constitute a modification even if these
new or adjusted covenants do not yet affect the cash flows
immediately but may affect the cash flows depending on
whether the covenant is or is not met (e.g. a change to the
increase in the interest rate that arises when covenants are
breached).

When a financial asset is modified the Bank assesses
whether this muodification results in derecognition. In
accordance with the Bank's policy a modification results in
derecognition when it gives rise to substantially different
terms.

The Bank derecognises a financial asset only when the
contractual rights to the asset's cash flows expire (including
expiry arising from a modification with substantially different
terms), or when the financial asset and substantially all the
risks and rewards of ownership of the asset are transferred
to another entity. If the Bank neither transfers nor retains
substantially all the risks and rewards of ownership and
continues to control the transferred asset, the Bank
recognises itsretained interestin the assetand an associated
liability for amounts it may have to pay. If the Bank retains
substantially all the risks and rewards of ownership of a
transferred financial asset, the Bank continues to recognise

the financial asset and also recognises a collateralised
borrowing for the proceeds received.

On derecognition of a financial asset in its entirety, the
difference between the asset's carrying amount and the
sum of the consideration received and receivable and the
cumulative gain/loss that had been recognised in OCI and
accumulated in equity is recognised in profit or loss, with
the exception of equity investment designated as measured
at FVTOCI, where the cumulative gain/loss previously
recognised in OCI is not subsequently reclassified to profit
or loss.

On derecognition of a financial asset other than in its entirety
(e.g. when the Bank retains an option to repurchase part of
a transferred asset), the Bank allocates the g38previous
carrying amount of the financial asset between the part it
continues to recognise under continuing involvement, and
the part it no longer recognises on the basis of the relative
fair values of those parts on the date of the transfer. The
difference between the carrying amount allocated to
the part that is no longer recognised and the sum of the
consideration received for the part no longer recognised
and any cumulative gain/loss allocated to it that had been
recognised in OClis recognised in profit or loss. A cumulative
gain/loss that had been recognised in OCl is allocated
between the part that continues to be recognised and the
part that is no longer recognised on the basis of the relative
fair values of those parts. This does not apply for equity
investments designated as measured at FVTOCI, as the
cumulative gain/loss previously recognised in OCI is not
subsequently reclassified to profit or loss.

a1



NORTH AFRICA COMMERCIAL BANK SAL

WRITE-OFF

Loans and debt securities are written off when the Bank
has no reasonable expectations of recovering the financial
asset (either in its entirety or a portion of it). This is the
case when the Bank determines that the borrower does
not have assets or sources of income that could generate

sufficient cash flows to repay the amounts subject to the
write-off. A write-off constitutes a derecognition event.
The Bank may apply enforcement activities to financial
assets written off. Recoveries resulting from the Bank’s
enforcement activities will result in impairment gains.

PRESENTATION OF ALLOWANCE FOR ECL IN THE STATEMENT OF FINANCIAL POSITION

Loss allowances for ECL are presented in the statement of
financial position as follows:

« for financial assets measured at amortised cost: as a
deduction from the gross carrying amount of the assets;
« for debt instruments measured at FVTOCI: no loss
allowance is recognised in the statement of financial
position as the carrying amount is at fair value. However,
the loss allowance is included as part of the revaluation
amount in the investments revaluation reserve;

D. FINANCIAL LIABILITIES AND EQUITY

CLASSIFICATION AS DEBT OR EQUITY

Debt and equity instruments issued by a group entity
are classified as either financial liabilities or as equity
in accordance with the substance of the contractual
arrangements.

Financial liabilities are contractual obligation to deliver
cash or a financial asset or to exchange financial assets
or financial liabilities with another entity under unfavorable

EQUITY INSTRUMENTS

An equity instrument is any contract that evidences a
residual interest in the assets of an entity after deducting
all of its liabilities.

TREASURY SHARES
Repurchase of the Bank's own equity instruments is
recognized and deducted directly in equity. No gain or loss

FINANCIAL LIABILITIES

« for loan commitments and financial guarantee contracts:
as a provision; and

+ where a financial instrument includes both a drawn and
an undrawn component, and the Bank cannot identify
the ECL on the loan commitment component separately
from those on the drawn component: the Bank presents
a combined loss allowance for both components. The
combined amount is presented as a deduction from the
gross carrying amount of the drawn component. Any
excess of the loss allowance over the gross amount of
the drawn component is presented as a provision.

terms to the Bank, or a contract that will be settled against
the banks own equity which is a contract different from
derivatives in which the Bank is obliged to deliver variable
number of its own equity instruments or a derivative contract
on its equity which will be performed other than exchanging
a specific amount of cash or another financial asset to a
certain number of the banks own equity instruments.

Equity instruments issued by the Bank are recognized at
the proceeds received, net of direct issue costs.

is recognized in profit or loss on the purchase, sale, issue,
or cancellation of the Bank's own equity instruments.

Financial liabilities are classified at “Fair value through profit or loss” or “Other financial liabilities".

FINANCIAL LIABILITIES AT FAIR VALUE THROUGH PROFIT OR LOSS

Financial liabilities are classified at fair value through profit

or loss when financial liabilities are held for trading or

classified at fair value through profit or loss. The financial

obligation is classified as held for trading if:

« it was incurred basically to repurchase it in the near future;

< on initial recognition, it is considered a part of an
instrument portfolio managed by the Bank for a short time
purpose to collect profit; or

- unspecific derivative designated as an effective hedging
instrument.

A financial liability other than a financial liability held
for trading may be designated as at FVTPL upon initial
recognition if:
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+such designation eliminates or significantly reduces a
measurement or recognition inconsistency that would
otherwise arise; or

+ the financial liability forms part of a group of financial
assets or financial liabilities or both, which is managed
and its performance is evaluated on a fair value basis,
in accordance with the Group's documented risk
management or investment strategy, and information
about the grouping is provided internally on that basis; or

it forms part of a contract containing one or more
embedded derivatives, and the entire

+ combined contract is designated as at FVTPL in
accordance with IFRS 9.
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E. OFFSETTING OF FINANCIAL ASSETS AND FINANCIAL LIABILITIES

Financial assets and liabilities are set-off and the net
amount is presented in the statement of financial position
when, and only when, the Bank has a currently enforceable

F. FAIR VALUE

Fair value is the price that would be received to sell an
asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date.

The fair value of an asset or a liability is measured by taking
into account the characteristics of the asset or liability that
if market participants would take those characteristics
into account when pricing the asset or liability at the
measurement date.

A fair value measurement of a non-financial asset takes
into account a market participant's ability to generate
economic benefits by using the asset in its highest and
best use or by selling it to another market participant that
would use the asset in its highest and best use.

The Bank uses the market price to measure the fair value
of its financial instruments that have active market.
However, if the instrument market is not active, the Bank
uses valuation techniques for which data are available
to measure fair value, maximizing the use of relevant
observable inputs as applicable.

EMBEDDED DERIVATIVES

Derivatives embedded in other financial instruments
or other host contracts with embedded derivatives are
treated as separate derivatives when their risks and
characteristics are not closely related to those of the host

G. FINANCIAL GUARANTEE CONTRACTS

A financial guarantee contract is a contract that requires
the issuer to make specified payments to reimburse the
holder for a loss it incurs because a specified debtor fails
to make payments when due in accordance with the terms
of a debt instrument.

Financial guarantee contracts issued by a Bank entity are
initially measured at their fair values and, if not designated
as at FVTPL and not arising from a transfer of a financial
asset, are subsequently measured at the higher of:

H. HEDGE ACCOUNTING

The Bank designates certain derivatives as hedging
instruments in respect of foreign currency risk and interest
rate risk in fair value hedges, cash flow hedges, or hedges
of net investments in foreign operations as appropriate.
Hedges of foreign exchange risk on firm commitments
are accounted for as cash flow hedges. The Bank does not
apply fair value hedge accounting of portfolio hedges of
interest rate risk. In addition the Bank does not use the

legal right to set-off the recognized amounts or intends
either to settle on a net basis or to realize the asset and
settle the liability simultaneously.

IFRS 13 specified the following hierarchy levels:

* LEVEL1
Quoted prices (unadjusted) in active markets for identical
assets or liabilities that the entity can access at the
measurement date;

* LEVEL2
Inputs, other than quoted prices included within Level 1, that
are observable for the asset and liability either directly or
indirectly; and

* LEVEL3
Inputs are unobservable inputs for the asset or liability.

Derivatives are initially recognized at fair value at the date
a derivative contract is entered into and are subsequently
remeasured to their fair value at each reporting date.
The resulting gain or loss is recognized in profit or loss
immediately unless the derivative is designated and
effective as a hedging instrument, in which event the
timing of the recognition in profit or loss depends on the
nature of the hedge relationship.

contracts and the host contract:

* Host contract is not measured at fair value through profit
orloss.

+is not an asset within the scope of IFRS 9.

+The amount of the loss allowance determined in
accordance with IFRS 9; and

+ The amount initially recognised less, where appropriate,
cumulative amount of income recognised in accordance
with the Bank's revenue recognition policies.

The Bank has not designated any financial guarantee
contracts as at FVTPL.

exemption to continue using IAS 39 hedge accounting rules,
i.e. the Bank applies IFRS 9 hedge accounting rules in full.

At the inception of the hedge relationship, the Bank
documents therelationship between the hedginginstrument
and the hedged item, along with its risk management
objectives and its strategy for undertaking various hedge
transactions.
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Furthermore, at the inception of the hedge and on an
ongoing basis, the Bank documents whether the hedging
instrument is effective in offsetting changes in fair values
or cash flows of the hedged item attributable to the hedged
risk, which is when the hedging relationships meet all of the
following hedge effectiveness requirements:

+ there is an economic relationship between the hedged
item and the hedging instrument;

- the effect of credit risk does not dominate the value
changes that result from that economic relationship; and

« the hedge ratio of the hedging relationship is the same as
that resulting from the quantity of the hedged item that
the Bank actually hedges and the quantity of the hedging
instrument that the Bank actually uses to hedge that
quantity of hedged item.

The Bank rebalances a hedging relationship in order to
comply with the hedge ratio requirements when necessary.
In such cases discontinuation may apply to only part of the
hedging relationship. For example, the hedge ratio might
be adjusted in such a way that some of the volume of the
hedged item is no longer part of a hedging relationship,
hence hedge accounting is discontinued only for the
volume of the hedged item that is no longer part of the
hedging relationship.

If a hedging relationship ceases to meet the hedge
effectiveness requirement relating to the hedge ratio but
the risk management objective for that designated hedging
relationship remains the same, the Bank adjusts the hedge
ratio of the hedging relationship (i.e. rebalances the hedge)
so that it meets the qualifying criteria again.

FAIR VALUE HEDGES

The fair value change on qualifying hedging instruments
is recognised in profit or loss except when the hedging
instrument hedges an equity instrument designated at
FVTOCI in which case it is recognised in OCI. The Bank did
not specify the fair value hedge when the hedge instrument
designates equity instrument at FVTOCI.

The carrying amount of a hedged item not already
measured at fair value is adjusted for the fair value change
attributable to the hedged risk with a corresponding entry
in profit or loss. For debt instruments measured at FVTOCI,
the carrying amount is not adjusted as it is already at fair
value, but the part of the fair value gain or loss on the
hedged item associated with the hedged risk is recognised
in profit or loss instead of OCI. When the hedged item is
an equity instrument designated at FVTOCI, the hedging
gain/loss remains in OCI to match that of the hedging
instrument.
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In some hedge relationships the Bank designates only the
intrinsic value of options. In this case the fair value change
of the time value component of the option contract is
deferred in OCI, over the term of the hedge, to the extent
that it relates to the hedged item and is reclassified from
equity to profit or loss when the hedged item does not result
in the recognition of a non-financial item. The Bank’s risk
management policy does not include hedges of items that
result in the recognition of non-financial items, because the
Bank's risk exposures relate to financial items only.

The hedged items designated by the Bank are time-period
related hedged items, which means that the amount of the
original time value of the option that relates to the hedged
item is amortised from equity to profit or loss on a rational
basis (e.g. straight-line) over the term of the hedging
relationship.

In some hedge relationships the Bank excludes from the
designation the forward element of forward contracts
or the currency basis spread of cross currency hedging
instruments. In this case a similar treatment is applied to
the one applied for the time value of options. The treatment
for the forward element of a forward and the currency basis
element is optional and the option is applied on a hedge
by hedge basis, unlike the treatment for the time value of
the options which is mandatory. For hedge relationships
with forwards or foreign currency derivatives such as cross
currency interest rate swaps, where the forward element or
the currency basis spread is excluded from the designation
the Bank generally recognises the excluded element in OCI.
The Bank did not specify the fair value hedge when the
hedge instrument design at equity instrument at FVTOCI.

Where hedging gains/losses are recognised in profit or
loss, they are recognised in the same line as the hedged
item.

The Bank discontinues hedge accounting only when the
hedging relationship (or a part thereof) ceases to meet the
qualifying criteria (after rebalancing, if applicable). This
includes instances when the hedging instrument expires
or is sold, terminated or exercised. The discontinuation
is accounted for prospectively. The fair value adjustment
to the carrying amount of hedged items for which the
EIR method is used (i.e. debt instruments measured at
amortised cost or at FVTOCI) arising from the hedged risk
is amortised to profit or loss commencing no later than the
date when hedge accounting is discontinued.



CASH FLOW HEDGES

The effective portion of changes in the fair value of
derivatives and other qualifying hedging instruments
that are designated and qualify as cash flow hedges is
recognised in the cash flow hedging reserve, a separate
component of OCI, limited to the cumulative change in fair
value of the hedged item from inception of the hedge less
any amounts recycled to profit or loss.

Amounts previously recognised in OCl and accumulated in
equity are reclassified to profit or loss in the periods when
the hedged item affects profit or loss, in the same line as
the recognised hedged item. If the Bank no longer expects
the transaction to occur that amount is immediately
reclassified to profit or loss.

HEDGES OF NET INVESTMENTS IN FOREIGN OPERATIONS

Hedges of net investments in foreign operations are
accounted for similarly to cash flow hedges. Any gain/loss
on the hedging instrument relating to the effective portion
of the hedge is recognised in OCI and accumulated in the
foreign currency translation reserve.

I. LOANS AND ADVANCES

Loans and advances are non-derivative financial assets
with fixed or determinable payments that are not quoted
in an active market.

J. PROPERTY AND EQUIPMENT

Property and equipment are stated at historical cost, less
accumulated depreciation and impairment loss, if any.

Depreciation is recognized so as to write off the cost of
property and equipment, other than land and advance
payments on capital expenditures over the estimated
useful lives of the related assets using the straight-line
method as follows:

K. INTANGIBLE ASSETS

Intangible assets consisting of computer software are
amortized on a straight-line basis over 5 years. Intangible
assets are subject to impairment testing. Cost incurred
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The Bank discontinues hedge accounting only when the
hedging relationship (or a part thereof) ceases to meet the
qualifying criteria (after rebalancing, if applicable). This
includes instances when the hedging instrument expires
oris sold, terminated or exercised, or where the occurrence
of the designated hedged forecast transaction is no longer
considered to be highly probable. The discontinuation is
accounted for prospectively. Any gain/loss recognised
in OCI and accumulated in equity at that time remains in
equity and is recognised when the forecast transaction
is ultimately recognised in profit or loss. When a forecast
transaction is no longer expected to occur, the gain/loss
accumulated in equity is reclassified and recognised
immediately in profit or loss.

Gains and losses on the hedging instrument relating to the
effective portion of the hedge accumulated in the foreign
currency translation reserve are reclassified to profit or
loss in the same way as exchange differences relating to
the foreign operation as explained above.

Loans and advances are disclosed at amortized cost net
of provision for credit losses, if applicable.

Years
Buildings 50
Furniture 12,5
Office equipment 12,5
Computer equipment 5
Vehicles 4
Leasehold improvement 16,56

The gain or loss arising on the disposal or retirement of
an item of property and equipment is determined as the
difference between the sales proceeds and the carrying
amount of the asset and is recognized in profit or loss.

subsequently on software assets are capitalized only if it
increases the future economic benefit of the specific asset.
All other cost are booked as expenses when incurred.

L. ASSETS ACQUIRED IN SATISFACTION OF LOANS

Real estate properties acquired through the enforcement
of collateral over loans and advances are measured at
cost less any accumulated impairment losses.

The acquisition of such assets is regulated by the
local banking authorities who require the liquidation of

these assets within 2 years from acquisition. In case of
default of liquidation the regulatory authorities require an
appropriation of a special reserve from the yearly profits
and accumulated in equity.
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M. IMPAIRMENT OF NON-FINANCIAL ASSETS

At the end of each reporting period, the Bank reviews the
carrying amounts of its tangible and intangible assets to
determine whether there is any indication that those assets
have suffered an impairment loss. If any such indication
exists, the recoverable amount of the asset is estimated in
order to determine the extent of the impairment loss (if any).

Therecoverable amount of an asset is the higher of fair value
less costs to sell and the value in use. In assessing value
in use, the estimated future cash flows are discounted to
their present value using a pre-tax discount rate that reflects
current market assessment of the time value of money and
the risks specific to the asset for which the estimates of
future cash flows have not been adjusted.

N. PROVISION FOR EMPLOYEES' END-OF-SERVICE INDEMNITY

The provision for employees’ termination indemnities is
based on the liability that would arise if the employment
of all the employees' were voluntary terminated at the
reporting date. This provision is calculated in accordance
with the directives of the Lebanese Social Security Fund

0. PROVISIONS

Provision is recognized if, as a result of a past event, the
Bank has a present legal or constructive obligation that can

P. NET INTEREST INCOME

POLICY APPLICABLE BEFORE JANUARY 1, 2018

Interest income and expense are recognized on an accrual
basis, taking into account the amount of the principal
outstanding and the rate applicable, except for non-
performing loans and advances for which interest income
is only recognized upon realization. Interest income and
expense include discount and premium amortization.

Interest income and expense presented in the statement

of profit or loss include:

+ Interest on financial assets and liabilities at amortized
cost.

+ Changes in fair value of qualifying derivatives, including
hedge ineffectiveness, and related hedged items when
interest rate risk is the hedged risk.

POLICY APPLICABLE AFTER JANUARY 1, 2018

Interest income and expense for all financial instruments
except for those classified as held for trading or those
measured or designated as at FVTPL are recognised in ‘Net
interest income’ as ‘Interest income’ and ‘Interest expense’
in the profit or loss account using the effective interest
method. Interest on financial instruments measured as at
FVTPL is included within the fair value movement during
the period, see ‘Net (loss)/income from financial assets at
fair value through profit or loss'.
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and Labor laws based on the number of years of service
multiplied by the monthly average of the last 12 months'
remunerations and less contributions paid to the Lebanese
Social Security National Fund.

be estimated reliably, and it is probable that an outflow of
economic benefits will be required to settle the obligation.

The effective interest rate (EIR) is the rate that exactly
discounts estimated future cash flows of the financial
instrument through the expected life of the financial
instrument or, where appropriate, a shorter period, to the
net carrying amount of the financial asset or financial
liability. The future cash flows are estimated taking into
account all the contractual terms of the instrument.

The calculation of the EIR includes all fees paid or received
between parties to the contract that are incremental and
directly attributable to the specific lending arrangement,
transaction costs, and all other premiums or discounts.
For financial assets at FVTPL transaction costs are
recognised in profit or loss at initial recognition.

The interest income/ interest expense is calculated by
applying the EIR to the gross carrying amount of non-
credit impaired financial assets (i.e. at the amortised cost
of the financial asset before adjusting for any expected
credit loss allowance), or to the amortised cost of financial
liabilities. For credit-impaired financial assets the interest
income is calculated by applying the EIR to the amortised
cost of the credit-impaired financial assets (i.e. the
gross carrying amount less the allowance for expected
credit losses (ECLs)). For financial assets purchased
or originated credit-impaired (POCI) the EIR reflects the
ECLs in determining the future cash flows expected to be
received from the financial asset.



Q. NET FEE AND COMMISSION INCOME

Fees and commission income include fee and commission
income and expense that are integral to the effective
interest rate. Fees reflected in the caption of the Bank's
profit or loss including among other things, commissions
and fees earned on loans, and the fee of not using
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the facilities of loans when it is not probable for loan
arrangement and consortium financing to take place.

Other fee and commission income are recognized as the
related services are performed.

R. NET INCOME FROM FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR LOSS

Net income from financial instruments financial
instruments at FVTPL includes all gains and losses from
changes in the fair value of financial assets and financial

S. DIVIDEND INCOME

liabilities at FVTPL and related interest income, expense
and dividends.

Dividend income is recognized when the right to receive payment is established.

T. INCOME TAX

Income tax expense represents the sum of the tax
currently payable and deferred tax when applicable.
Income tax is recognized in the income statement except
to the extent that it relates to items recognized directly
in other comprehensive income, in which case the tax is
also recognized in other comprehensive income when
applicable.

Current tax is the expected tax payable on the taxable profit
for the year, using rates enacted at the financial position
date. Taxable income differs from income reflected in
the statement of profit or loss due to the untaxable or
undeductible captions. Income tax payable is reflected in
the statement of financial position net of taxes previously
settled in the form of withholding tax.

Interest earned on part of debt security that was subject
to withheld tax by the issuers are reduced from provision
for income tax at year end without being subject to tax
benefit as deferred tax, and it is booked as an advance

U. CASH AND CASH EQUIVALENTS

Cash and cash equivalents comprise balances with
original contractual maturities of a period of three months
including: cash and balances with the central banks,

tax payment reflected in the provision for income tax.
Effective October 27,2017, tax amendments to law No. 64,
was issued and withheld tax on interest earned on inter-
bank deposits and debt security is no more considered as
prepayment on corporate income tax, but it is considered
as deductible expense for the purpose of computing the
corporate income tax.

Deferred tax is recognized on differences between the
carrying amounts of assets and liabilities in the financial
statements and the corresponding tax base used in the
computation of taxable profit and is accounted for using
the liability method in the statement of financial position.
Deferred tax liabilities are generally recognized for all
taxable temporary differences, and deferred tax assets
are recognized for all deductible temporary differences
to the extent that it is probable that taxable profits will be
available in future against which deductible temporary
differences can be utilized.

deposits with banks and financial institutions and deposits
with parent, sisters and other related banks.
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4. CRITICAL ACCOUNTING JUDGMENTS & KEY SOURCES OF
ESTIMATION UNCERTAINTY

In the application of the Bank's accounting policies, which are described in Note 3, the directors are required to make
judgments, estimates and assumptions about the reported amounts of assets and liabilities that are not readily apparent
from other sources. The estimates and associated assumptions are based on historical experience and other factors
that are considered to be relevant. Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are
recognized in the period in which the estimate is revised if the revision affects only that period or in the period of the

revision and future periods if the revision affects both current and future periods.

CRITICAL ACCOUNTING JUDGMENTS IN APPLYING THE GROUP’S ACCOUNTING POLICIES

PROVISION FOR EXPECTED CREDIT LOSSES

Management is required to use significant judgments and
estimates to estimate the amounts and timing of future
cash flows and assess the risks of a significant increase in
credit risks for financial assets after initial recognition and

BUSINESS MODEL ASSESSMENT

Classification and measurement of financial assets
depends on the results of the settlement of the original
amount, interest on the outstanding original amount and
the business model test. The Bank determines the business
model at a level that reflects how groups of financial assets
are managed together to achieve a particular business
objective. This assessment includes judgement reflecting
all relevant evidence including how the performance of the
assets is evaluated and their performance measured, the
risks that affect the performance of the assets and how
these are managed. The Bank monitors financial assets

SIGNIFICANT INCREASE OF CREDIT RISK

ECL are measured as an allowance equal to 12-month ECL
for stage 1 assets, or lifetime ECL assets for stage 2 or
stage 3 assets. An asset moves to stage 2 when its credit
risk has increased significantly since initial recognition.
IFRS 9 does not define what constitutes a significant
increase in credit risk. In assessing whether the credit

future measurement information for the expected credit
losses. The most important policies and estimates used
by the Bank's management are detailed in note 31.

measured at amortized cost or fair value through other
comprehensive income that are derecognized prior to their
maturity to understand the reason for their disposal and
whether the reasons are consistent with the objective of
the business for which the asset was held. Monitoring
is part of the Bank's continuous assessment of whether
the business model for which the remaining financial
assets are held continues to be appropriate and if it is not
appropriate whether there has been a change in business
model and so a prospective change to the classification of
those assets.

risk of an asset has significantly incr