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ARAB BANK

REPORT OF THE MANAGEMENT

We are pleased to submit this report and the audited financial statements of Arab Bank PL.C,
United Arab Emirates (‘UAL”) branches (the “Branches” or the “Bank™) for the year ended
31 December 2022.

Incorporation and registered offices

The Branches were incorporated in the United Arab Emirates as a commercial bank in 1971. The
Bank has cight branches, three in Dubai, three in Abu Dhabi and one each in Sharjah and Ras
al-Khaimah.

The Head Office of the Branches is Arab Bank PL.C (the “Head Office™), a public listed bank
registered in Amman, Jordan. The Head office is listed on the Amman Sccurities Exchange.

Financial position and results
The financial position and results of the Branches for the year ended 31 December 2022 are set
out in the accompanying {inancial statements.

During the year ended 31 December 2022, the Branches recorded total operating income of
AED 591,151 thousand (2021: AED 441,019 thousand) and net profit of AED 203,389 thousand
(2021: nct loss of AED 203,866 thousand).

Signed on behalf of the Management

FFeras Darwish
Country Manager

Date: 13 March 2023

(W\—i)\‘\"/\o-w:uusu . (W\—i)\"V\"Viu wAla . Buatiall Lu padl & yLayl . @ . MYy Gguie . Ol sLeyl dalaia
UAE Area . P.O. Box 11364 . Dubai . United Arab Emirates «  Tel. (971-4) 3737400 «  Fax (971-4) 3385022 - www.arabbank.ae
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INDEPENDENT AUDITOR’S REPORT TO THE HEAD OFFICE OF
ARAB BANK PLC, UNITED ARAB EMIRATES BRANCHES

Report on the audit of the financial statements

Opinion

We have audited the financial statements of Arab Bank PLC, United Arab Emirates Branches
(the “Bank” or the “Branches”), which comprise the statement of financial position as at
31 December 2022, and the statement of 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 Branches as at 31 December 2022 and its financial performance
and its cash flows for the year then ended in accordance with International Financial Reporting
Standards (“IFRS”).

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 Branches
in accordance with the International Code of Ethics for Professional Accountants (including
International Independence Standards) (the “IESBA Code”) together with the ethical
requirements that are relevant to our audit of the financial statements in the United Arab
Emirates, and we have fulfilled our other ethical responsibilities in accordance with these
requirements and the IESBA Code. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our opinion.

Other information

The other information obtained at the date of the auditor’s report is the Branches’ 2022
Management Report. Those charged with governance are responsible for the other
information.

Our opinion on the financial statements does not cover the other information 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 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. If, based on the work we have performed, we conclude that there is a
material misstatement of this other information, we are required to report that fact. We have
nothing to report in this regard.

A member firm of Ernst & Young Global Limited
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INDEPENDENT AUDITOR’S REPORT TO THE HEAD OFFICE OF
ARAB BANK PLC, UNITED ARAB EMIRATES BRANCHES (continued)

Report on the audit of the financial statements (continued)

Responsibilities of management and 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 in compliance with the applicable provisions of the
UAE Federal Law No (32) of 2021 and the Decretal Federal Law No. (14) of 2018, 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 Branches’
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 Branches or to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Branches’ financial
reporting process.

Auditor’s responsibilities for the audit of the financial statements

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

As part of an audit in accordance with ISAs, we exercise professional 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.

e 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 Branches’ internal control.

o Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by management.
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INDEPENDENT AUDITOR’S REPORT TO THE HEAD OFFICE OF
ARAB BANK PLC, UNITED ARAB EMIRATES BRANCHES (continued)

Report on the audit of the financial statements (continued)
Auditor’s responsibilities for the audit of the financial statements (continued)

e 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 Branches ability
to continue as a going concern. If we conclude that a material uncertainty exists, we are
required to draw attention in our auditor’s report to the related disclosures in the 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 auditor’s report. However,
future events or conditions may cause the Branches to cease to continue as a going
concern.

o 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.

Report on other legal and regulatory requirements

Further, as required by the Decretal Federal Law No. (14) of 2018, we report that we have

obtained all the information and explanations we considered necessary for the purposes of our
audit.

For Ernst & Young

pe—

Signed by:

Wardah Ebrahim
Partner

Registration No. 1258

17 March 2023

Dubai, United Arab Emirates



Arab Bank PLC, United Arab Emirates Branches

STATEMENT OF COMPREHENSIVE INCOME

For the year ended 31 December 2022

Interest income

Interest expense

NET INTEREST INCOME

Other operating income

TOTAL OPERATING INCOME

Credit loss expense on financial assets
NET OPERATING INCOME / (LOSS)
General and administrative expenses
Depreciation on property and equipment
Depreciation on right-of-use assets
TOTAL OPERATING EXPENSES
PROFIT / (LOSS) BEFORE TAXATION

Income tax (expense) / credit

NET PROFIT / (LOSS) FOR THE YEAR AFTER TAXATION

Other comprehensive income / (loss) for the year

ltems that will not be reclassified subsequently to profit or loss
- Unrealised loss on revaluation of financial assets

at FVTOCI
- Tax effect

Other comprehensive loss for the year, net of tax

TOTAL COMPREHENSIVE INCOME / (LOSS) FOR THE YEAR

Feras Darwish

Country Manager — United Arab Emirates

2022 2021
Notes AED’000 AED’000
3 561,848 399,045
4 (137,448) (122,958)
424,400 276,087
5 166,751 164,932
591,151 441,019
6 (103,236) (479,874)
487,915 (38,855)
7 (218,609) (202,389)
15 (3,738) (4,375)
34 (10,796) (10,678)
(233,143) (217,442)
254,772 (256,297)
21(b) (51,383) 52,431
203,389 (203,866)
12(e) (19) 7
7 3
(12) (4)
203,377 (203,870)

i

Khalil Abu Farah

Country Head of Finance — United Arab Emirates

The attached notes 1 to 35 form an integral part of these financial statements,
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Arab Bank PI.C, United Arab Iimirates Branches

STATEMENT OF FINANCIAL POSITION
As at 31 December 2022

ASSETS

Cash and balances with the Central Bank of UAE
Due from banks. net

Due from Head Office and its branches abroad
Loans and advances. net

Other financial assets, net

Right-of-use assets

Other assets

Deferred tax assets

Property and equipment

TOTAL ASSETS

LIABILITIES AND HEAD OFFICE EQUITY
LIABILITIES

Due to banks

Due to Head Oftfice and its branches abroad
Customers” deposils

Security deposits from customers

Other liabilities

Provisions

Deferred tax liability

Lease contract liability

Subordinated loan

TOTAL LIABILITIES

ITEAD OFFICE EQUITY

Designated share capital

Statutory reserve

Other reserve

Impairment reserve

Revaluation reserve on financial assets - FVTQCI
Retained carnings

TOTAL HEAD OFFICE EQUITY

TOTAL LIABILITIES AND IIEAD OFFICE EQUITY

Notes

10
11
12
34
13
14
15

16
17
18
19
20
21

a

2

22

23
24
24
24

2022 2021
AED’000 AED'000
2,249,825 2.161,184
1,984,005 1.621.300

106,507 186.558
9,543,230 9.211,200
4,511,981 3,961,240

13,320 24,116

469,019 399,817

367,372 366,016

5,246 7.851
19,250,505 17.939,282
156,627 72,084
136,296 121.035
14,774,220 13.744.673
1,128,952 1,211,098

542,587 514,484

70,945 30,105

170 176

11,122 19,418

374,595 374.595

17,195,514 16,087.668

620,704 620,704

310,352 310,352

23,000 23.000

95,685 127.247

691 703
1,004,559 769.608
2,054,991 1,851.614
19,250,505 17,939,282

These financial statements were approved and authorised for issue on 13 March 2023 by:

L

{_.J_-t

Feras Darwish
Country Manager -- United Arab Emiratcs

e

Khalil Abu Farah-

Country Head of Finance - United Arab Emirates

The attached notes 1 to 35 form an integral part of these financial statements.
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Arab Bank PLC, United Arab Emirates Branches

STATEMENT OF CASH FLOWS
For the year ended 31 December 2022

OPERATING ACTIVITIES
Net profit / (loss) before taxation

Adjustments for:
Depreciation on property and equipment
Depreciation on right-of-use assets
Provision for expected credit losses
Gain on disposal of property and equipment
Provision for employees’ end of service benefits
Amortisation of premium on other financial assets

Cash generated from operations before
changes in operating assets and liabilities

Changes in operating assets and liabilities:
Due from Central Bank on statutory deposits
Due from Central Bank and banks
with original maturity of more than 3 months
Loans and advances, net
Other assets
Customers’ deposits
Security deposits from customers
Other liabilities

Cash generated from / (used in) operations
Income tax paid
Employees’ end of service benefits paid
Net cash generated from / (used in) operating activities
INVESTING ACTIVITIES
Purchase of property and equipment
Proceeds from disposal of property and equipment
Purchase of investments
Proceeds from redemption of investments

Net cash used in investing activities

FINANCING ACTIVITY
Repayment of lease liability, net of accretion of interest

Net cash used in financing activity

DECREASE IN CASH AND CASH EQUIVALENTS

Cash and cash equivalents at the beginning of the year

CASH AND CASH EQUIVALENTS AT END OF THE YEAR

Interest income received
Interest expense paid
Dividend received

The attached notes 1 to 35 form an integral part of these financial statements.

Notes

15
34

21(d)
12 (e)

27

21(a)
21(d)

15

12(e)
12(e)

34

27

2022 2021
AED’000 AED’000
254,772 (256,297)
3,738 4,375
10,796 10,678
103,389 480,287
(8) (10)

3,050 2,699
48,803 15,651
424,540 257,383
(34,210) 122,199
(630,000) (1,750,000)
(436,663) 1,141,688
37,394 (25,576)
1,029,547 (477,002)
(82,146) (38,399)
(79,028) 17,856
229,434 (751,851)
(13,478) (68,900)
(1,471) (2,077)
214,485 (822,828)
(1,133) (2,170)

8 10
(9,835,588)  (10,672,217)
9,237,805 7,525,493
(598,908) (3,148,884)
(8,296) (10,953)
(8,296) (10,953)
(392,719) (3,982,665)
1,361,186 5,343,851
968,467 1,361,186
574,348 393,045
139,971 149,865
22 22




Arab Bank PLC, United Arab Emirates Branches

STATEMENT OF CHANGES IN HEAD OFFICE EQUITY
For the year ended 31 December 2022

Designated Asset Total
share Statutory Other Impairment revaluation Retained Head Office
capital reserve reserve reserve reserve earnings equity
AED’000 AED’000 AED’000 AED’000 AED’000 AED’000 AED’000
Balance at 1 January 2021 620,704 310,352 23,000 59,179 707 1,041,542 2,055,484
Loss for the year - - - - - (203,866) (203,866)
Other comprehensive loss - - - - 4) - 4)
Total comprehensive loss for the year - - - - 4) (203,866) (203,870)
Shortfall in impairment reserve transferred from
retained earnings (note 11(i)) - - - 68,068 - (68,068) -
Balance at 31 December 2021 620,704 310,352 23,000 127,247 703 769,608 1,851,614
Profit for the year - - - - - 203,389 203,389
Other comprehensive loss - - - - (12) - (12)
Total comprehensive income /(loss) for the year - - - - (12) 203,389 203,377
Excess impairment reserve transferred to
retained earnings (note 11(i)) - - - (31,562) - 31,562 -
Balance at 31 December 2022 620,704 310,352 23,000 95,685 691 1,004,559 2,054,991

The attached notes 1 to 35 form an integral part of these financial statements.




Arab Bank PLC, United Arab Emirates Branches

NOTES TO THE FINANCIAL STATEMENTS
At 31 December 2022

1 ACTIVITIES

Arab Bank plc, United Arab Emirates Branches (the “Branches” or the “Bank’) were incorporated in the United Arab
Emirates (“UAE”) as a commercial bank in 1971. The Head Office of the Branches is Arab Bank plc (the “Head
Office”), a public shareholding bank, listed on the Amman Securities Exchange.

The Bank operates within the UAE through the following branches:

Abu Dhabi 3 branches
Dubai 3 branches
Sharjah 1 branch
Ras al-Khaimah 1 branch

These financial statements reflect the activities of the Branches in the United Arab Emirates only and exclude all
transactions, assets and liabilities of the Head Office and its other branches elsewhere. Since the capital of the
Branches is not publicly traded, no segmental analysis has been presented.

2 ACCOUNTING POLICIES
2.1 BASIS OF PREPARATION

The financial statements of the Branches have been prepared in accordance with International Financial Reporting
Standards (“IFRS”) issued by the International Accounting Standards Board (“IASB”), the UAE Federal Law No.
(32) of 2021 and applicable regulations of the Central Bank of UAE.

The financial statements have been prepared on the historical cost basis except for the following:

o Derivative financial instruments measured at fair value;

e Financial instruments measured at fair value and classified as either fair value through profit or loss or fair
value through other comprehensive income; and

e Recognised assets and liabilities that are a hedged item in a fair value hedge transaction are measured at fair
value in respect of the risk that is hedged.

The financial statements have been presented in UAE Dirhams (AED), which is the functional currency of the
Branches, rounded to the nearest thousand except when otherwise stated.

The Bank presents its statement of financial position in order of liquidity based on the Bank’s intention and perceived
ability to recover/settle the majority of assets/liabilities of the corresponding financial statement line item. An analysis
regarding the regarding recovery or settlement within 12 months after the reporting date (current) and more than
12 months after the reporting date (non-current) is presented in Note 33 (b).

2.2 ACCOUNTING STANDARDS AND INTERPRETATIONS

The Branches have consistently applied the accounting policies same as prior year except for the changes in
accounting policies resulting from adoption of new standards and interpretation.

(a) New/amended standards and interpretations effective from annual periods beginning on or after 1 January
2022

Onerous Contracts — Costs of Fulfilling a Contract — Amendments to 1AS 37

An onerous contract is a contract under which the unavoidable of meeting the obligations under the contract costs
(i.e., the costs that the Group cannot avoid because it has the contract) exceed the economic benefits expected to be
received under it.




Arab Bank PLC, United Arab Emirates Branches

NOTES TO THE FINANCIAL STATEMENTS
At 31 December 2022

2 ACCOUNTING POLICIES (continued)
2.2 ACCOUNTING STANDARDS AND INTERPRETATIONS (continued)

(a) New/amended standards and interpretations effective from annual periods beginning on or after 1 January

2022 (continued)

Onerous Contracts — Costs of Fulfilling a Contract — Amendments to 1AS 37 (continued)

The amendments specify that when assessing whether a contract is onerous or loss-making, an entity needs to include
costs that relate directly to a contract to provide goods or services including both incremental costs (e.g., the costs of
direct labor and materials) and an allocation of costs directly related to contract activities (e.g., depreciation of
equipment used to fulfil the contract and costs of contract management and supervision). General and administrative
costs do not relate directly to a contract and are excluded unless they are explicitly chargeable to the counterparty
under the contract.

The amendments did not have a material impact on the Bank’s financial statements.

Reference to Conceptual Framework — Amendments to IFRS 3
The amendments replace a reference to a previous version of the IASB’s Conceptual Framework with a reference to
the current version issued in March 2018 without significantly changing its requirements.

The amendments add an exception to the recognition principle of IFRS 3 Business Combinations to avoid the issue
of potential ‘day 2’ gains or losses arising for liabilities and contingent liabilities that would be within the scope of
IAS 37 Provisions, Contingent Liabilities and Contingent Assets or IFRIC 21 Levies, if incurred separately. The
exception requires entities to apply the criteria in IAS 37 or IFRIC 21, respectively, instead of the Conceptual
Framework, to determine whether a present obligation exists at the acquisition date.

The amendments also add a new paragraph to IFRS 3 to clarify that contingent assets do not qualify for recognition
at the acquisition date. In accordance with the transitional provisions, the Group applies the amendments
prospectively, i.e., to business combinations occurring after the beginning of the annual reporting period in which it
first applies the amendments (the date of initial application).

These amendments had no impact on the financial statements of the Bank as there were no contingent assets, liabilities
or contingent liabilities within the scope of these amendments that arose during the period.

Property, Plant and Equipment: Proceeds before Intended Use — Amendments to IAS 16 Leases

The amendment prohibits entities from deducting from the cost of an item of property, plant and equipment, any
proceeds of the sale of items produced while bringing that asset to the location and condition necessary for it to be
capable of operating in the manner intended by management. Instead, an entity recognises the proceeds from selling
such items, and the costs of producing those items, in profit or loss.

In accordance with the transitional provisions, the Bank applies the amendments retrospectively only to items of
PP&E made available for use on or after the beginning of the earliest period presented when the entity first applies
the amendment (the date of initial application).

These amendments had no material impact on the financial statements of the Bank.

IFRS 1 First-time Adoption of International Financial Reporting Standards — Subsidiary as a first-time
adopter

The amendment permits a subsidiary that elects to apply paragraph D16(a) of IFRS 1 to measure cumulative
translation differences using the amounts reported in the parent’s consolidated financial statements, based on the
parent’s date of transition to IFRS if no adjustments were made for consolidation procedures and for the effects of
the business combination in which the parent acquired the subsidiary. This amendment is also applied to an associate
or joint venture that elects to apply paragraph D16(a) of IFRS 1.

These amendments had no impact on the financial statements of the Bank.
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Arab Bank PLC, United Arab Emirates Branches

NOTES TO THE FINANCIAL STATEMENTS
At 31 December 2022

2 ACCOUNTING POLICIES (continued)
2.2 ACCOUNTING STANDARDS AND INTERPRETATIONS (continued)

(a) New/amended standards and interpretations effective from annual periods beginning on or after 1 January

2022 (continued)

IFRS 9 Financial Instruments — Fees in the *10 per cent’ test for derecognition of financial liabilities

The amendment clarifies the fees that an entity includes when assessing whether the terms of a new or modified
financial liability are substantially different from the terms of the original financial liability. These fees include only
those paid or received between the borrower and the lender, including fees paid or received by either the borrower or
lender on the other’s behalf. There is no similar amendment proposed for IAS 39 Financial Instruments: Recognition
and Measurement.

In accordance with the transitional provisions, the Group applies the amendment to financial liabilities that are
modified or exchanged on or after the beginning of the annual reporting period in which the entity first applies the
amendment (the date of initial application). These amendments do not have a material impact on the financial
statements of the Bank.

(b)  New/amended standards and interpretations issued but not yet effective

The standards and interpretations that are issued, but not yet effective, up to the date of issuance of the Bank’s financial
statements are disclosed below. The Bank intends to adopt these standards, if applicable, when they become effective.

IFRS 17 Insurance Contracts

In May 2017, the 1ASB issued IFRS 17 Insurance Contracts (IFRS 17), a comprehensive new accounting standard
for insurance contracts covering recognition and measurement, presentation and disclosure. Once effective, IFRS 17
will replace IFRS 4 Insurance Contracts (IFRS 4) that was issued in 2005. IFRS 17 applies to all types of insurance
contracts (i.e., life, non-life, direct insurance and re-insurance), regardless of the type of entities that issue them, as
well as to certain guarantees and financial instruments with discretionary participation features.

A few scope exceptions will apply. The overall objective of IFRS 17 is to provide an accounting model for insurance
contracts that is more useful and consistent for insurers. In contrast to the requirements in IFRS 4, which are largely
based on grandfathering previous local accounting policies, IFRS 17 provides a comprehensive model for insurance
contracts, covering all relevant accounting aspects. The core of IFRS 17 is the general model, supplemented by:

e A specific adaptation for contracts with direct participation features (the variable fee approach)
o Asimplified approach (the premium allocation approach) mainly for short-duration contracts

IFRS 17 is effective for reporting periods beginning on or after 1 January 2023, with comparative figures required.
Early application is permitted, provided the entity also applies IFRS 9 and IFRS 15 on or before the date it first applies
IFRS 17. This standard is not applicable to the Bank.

Amendments to IAS 1: Classification of Liabilities as Current or Non-Current
In January 2020, the 1ASB issued amendments to paragraphs 69 to 76 of IAS 1 to specify the requirements for
classifying liabilities as current or non-current. The amendments clarify:

What is meant by a right to defer settlement;

That a right to defer must exist at the end of the reporting period,;

That classification is unaffected by the likelihood that an entity will exercise its deferral right;

That only if an embedded derivative in a convertible liability is itself an equity instrument would the terms of
a liability not impact its classification

The amendments are effective for annual reporting periods beginning on or after 1 January 2023 and must be applied
retrospectively. These amendments are not applicable to the Bank.
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Arab Bank PLC, United Arab Emirates Branches

NOTES TO THE FINANCIAL STATEMENTS
At 31 December 2022

2 ACCOUNTING POLICIES (continued)
2.2 ACCOUNTING STANDARDS AND INTERPRETATIONS (continued)

(b)  New/amended standards and interpretations issued but not yet effective (continued)

Definition of Accounting Estimates — Amendments to IAS 8

In February 2021, the IASB issued amendments to IAS 8, in which it introduces a definition of ‘accounting estimates.’
The amendments clarify the distinction between changes in accounting estimates and changes in accounting policies
and the correction of errors. Also, they clarify how entities use measurement techniques and inputs to develop
accounting estimates.

The amendments are effective for annual reporting periods beginning on or after 1 January 2023 and apply to changes
in accounting policies and changes in accounting estimates that occur on or after the start of that period. Earlier
application is permitted as long as this fact is disclosed.

These amendments are not expected to have a material impact on the Bank’s financial statements.

Disclosure of Accounting Policies — Amendments to IAS 1 and IFRS Practice Statement 2

In February 2021, the IASB issued amendments to IAS 1 and IFRS Practice Statement 2 Making Materiality
Judgements, in which it provides guidance and examples to help entities apply materiality judgements to accounting
policy disclosures. The amendments aim to help entities provide accounting policy disclosures that are more useful
by replacing the requirement for entities to disclose their ‘significant’ accounting policies with a requirement to
disclose their ‘material’ accounting policies and adding guidance on how entities apply the concept of materiality in
making decisions about accounting policy disclosures.

The amendments to IAS 1 are applicable for annual periods beginning on or after 1 January 2023 with earlier
application permitted. Since the amendments to the Practice Statement 2 provide non-mandatory guidance on the
application of the definition of material to accounting policy information, an effective date for these amendments is
not necessary.

The Bank is currently revisiting their accounting policy information disclosures to ensure consistency with the
amended requirements.

Deferred Tax related to Assets and Liabilities arising from a Single Transaction - Amendments to 1AS 12

In May 2021, the Board issued amendments to IAS 12, which narrow the scope of the initial recognition exception
under IAS 12, so that it no longer applies to transactions that give rise to equal taxable and deductible temporary
differences.

The amendments should be applied to transactions that occur on or after the beginning of the earliest comparative
period presented. In addition, at the beginning of the earliest comparative period presented, a deferred tax asset
(provided that sufficient taxable profit is available) and a deferred tax liability should also be recognised for all
deductible and taxable temporary differences associated with leases and decommissioning obligations.

The Bank is currently assessing the impact of the amendments on its financial statements.

2.3  SIGNIFICANT ACCOUNTING POLICIES

Recognition of income and expenses

Revenue is recognised to the extent that it is probable that the economic benefits will flow to the Branches and the
revenue can be reliably measured. The following specific recognition criteria must also be met before revenue is
recognised:
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Arab Bank PLC, United Arab Emirates Branches

NOTES TO THE FINANCIAL STATEMENTS
At 31 December 2022

2 ACCOUNTING POLICIES (continued)
2.3 SIGNIFICANT ACCOUNTING POLICIES (continued)
Recognition of income and expenses (continued)

Interest income and expense

Interest income and expense for all interest-bearing financial instruments are recognised using the effective interest
rate, which is the rate that exactly discounts estimated future cash payments or receipts through the expected life of
the financial instrument or a shorter period, where appropriate, to the net carrying amount of the financial asset or
financial liability on initial recognition. When there is doubt in the collection of the principal or the interest, the
recognition of interest income ceases.

When calculating the effective interest rate for financial instruments other than credit-impaired assets, the Bank
estimates future cash flows considering all contractual terms of the financial instrument, but not ECL. For credit-
impaired financial assets, a credit-adjusted effective interest rate is calculated using estimated future cash flows
including ECL.

The calculation of the effective interest rate includes transaction costs and fees that are an integral part of the effective
interest rate. Transaction costs include incremental costs that are directly attributable to the acquisition or issue of a
financial asset or financial liability.

Fee and commission income
Fee and commission income is recognised at point in time when customer obtain controls over the related services as
performed.

Fees and commission that are an integral part of the effective interest rate of a financial instrument are treated as an
adjustment to the effective interest rate. Other fees and commissions are recognised over the period of service.

Income from recoveries
Recoveries in respect of defaulted loans are accounted for when recovery is virtually certain and amount can be
measured reliably.

Contract balances
The following is recognised in the statement of financial position arising from revenue from contracts with customers:

e ‘Unearned income’ included under ‘Other liabilities’, which represent the Bank’s obligation to transfer services
to a customer for which the Bank has received consideration (or an amount of consideration is due) from the
customer. A liability for unearned fees and commissions is recognised when the payment is made, or the
payment is due (whichever is earlier). Unearned fees and commissions are recognised as revenue when (or as)
the Bank performs.

Taxation
Taxation is provided for in accordance with local regulations for assessment of tax on branches of foreign banks
operating in the Emirates of Dubai, Abu Dhabi, Sharjah, and Ras al-Khaimah.

Deferred tax

Deferred tax is provided on temporary differences at the statement of financial position date between the tax bases of
assets and liabilities and their carrying amounts for financial reporting purposes. Deferred tax liabilities are recognised
for all taxable temporary differences, except:

o Where the deferred tax liability arises from the initial recognition of goodwill or of an asset or liability in a
transaction that is not a business combination and, at the time of the transaction, affects neither the accounting
profit nor taxable profit or loss.

e In respect of taxable temporary differences associated with investments in subsidiaries, where the timing of
the reversal of the temporary differences can be controlled and it is probable that the temporary differences
will not reverse in the foreseeable future.
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Arab Bank PLC, United Arab Emirates Branches

NOTES TO THE FINANCIAL STATEMENTS
At 31 December 2022

2 ACCOUNTING POLICIES (continued)
2.3 SIGNIFICANT ACCOUNTING POLICIES (continued)

Deferred tax (continued)

Deferred tax assets are recognised for all deductible temporary differences, carry forward of unused tax credits and
unused tax losses, to the extent that it is probable that taxable profit will be available against which the deductible
temporary differences, and the carry forward of unused tax credits and unused tax losses can be utilised except:

o Where the deferred tax asset relating to the deductible temporary difference arises from the initial recognition
of an asset or liability in a transaction that is not a business combination and, at the time of the transaction,
affects neither the accounting profit nor taxable profit or loss.

e Inrespect of deductible temporary differences associated with investments in subsidiaries, deferred tax assets
are recognised only to the extent that it is probable that the temporary differences will reverse in the foreseeable
future and taxable profit will be available against which the temporary differences can be utilised.

The carrying amount of deferred tax assets is reviewed at each statement of financial position date and reduced to the
extent that it is no longer probable that sufficient taxable profit will be available to allow all or part of the deferred
tax asset to be utilised. Unrecognised deferred tax assets are reassessed at each statement of financial position date
and are recognised to the extent that it has become probable that future taxable profit will allow the deferred tax asset
to be recovered.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in the year when the asset is
realised or the liability is settled, based on tax rates (and tax laws) that have been enacted or substantively enacted at
the statement of financial position date. Deferred taxes relating to items recognised directly in equity are also
recognised in equity and not in the statement of comprehensive income.

Deferred tax assets and deferred tax liabilities are offset if a legally enforceable right exists to set off current tax assets
against current tax liabilities and the deferred taxes relate to the same taxable entity and the same taxation authority.

Foreign currency translation

(a) Functional and presentation currency
Items included in the financial statements of the Branches are measured in UAE Dirhams (AED) which is the
functional and presentation currency of the Branches, rounded to the nearest thousand except when otherwise stated.

(b)  Transactions and balances

Foreign currency transactions are translated into the UAE Dirham at the rate ruling on the transaction date. Monetary
assets and liabilities denominated in foreign currencies are translated into UAE Dirhams at the rates ruling at the
reporting date. Any resultant gains or losses are accounted for in the statement of comprehensive income.

Non-monetary assets and liabilities denominated in foreign currencies, which are stated at historical cost, are
translated at the foreign exchange rate ruling at the date of the transaction. Non-monetary assets and liabilities
denominated in foreign currencies that are stated at fair value are translated to AED at the foreign exchange rates
ruling at the dates that the fair values were determined.

Forward foreign exchange contracts are translated into AED at market rates of exchange ruling at the reporting date.
Foreign exchange differences arising on translation are recognised in the statement of comprehensive income.

Fair value measurement

For those assets and liabilities carried at fair value, the Branches measure fair value at each reporting date. 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 measurement of financial instruments is based on the presumption that the transaction to sell the asset
or transfer the liability takes place either:

e Inthe principal market for the asset or liability, or
e Inthe absence of a principal market, in the most advantageous market for the asset or liability
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NOTES TO THE FINANCIAL STATEMENTS
At 31 December 2022

2 ACCOUNTING POLICIES (continued)
2.3 SIGNIFICANT ACCOUNTING POLICIES (continued)

Fair value measurement (continued)

The principal or the most advantageous market must be accessible to the Branches. The fair value of an asset or a
liability is measured using the assumptions that market participants would use when pricing the asset or liability,
assuming that market participants act in their economic best interest. A fair value measurement of non-financial
instruments (instruments other than financial instruments) 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 Branches use valuation techniques that are appropriate in the circumstances and for which sufficient data are
available to measure fair value, maximising the use of relevant observable inputs and minimising the use of
unobservable inputs.

Fair values for financial instruments traded in active markets are based on closing bid prices. For all other financial
instruments including instruments for which the market has become inactive, the fair value is determined by using
appropriate valuation techniques. Valuation techniques include the fair value derived from recent arm’s length
transaction, comparison to similar instruments for which market observable prices exist, discounted cash flow method
or other relevant valuation techniques commonly used by market participants.

Fair values of non financial instruments are measured based on valuation provided by independent valuators.

The fair value of a derivative financial instrument is the equivalent of the unrealised gain or loss from marking to
market the derivative financial instrument, using relevant market rates or internal pricing models.

All assets and liabilities for which fair value is measured or disclosed in the financial statements are categorised within
the fair value hierarchy, described as follows, based on the lowest level input that is significant to the fair value
measurement as a whole:

Level 1: Quoted market price (unadjusted) in an active market for an identical instrument. A financial instrument is
regarded as quoted in an active market if quoted prices are readily and regularly available from an exchange, dealer,
broker, industry, branch, pricing service or regulatory agency, and those prices represent actual and regularly recurring
market transactions on an arm’s length basis.

Level 2: Valuation techniques based on observable inputs, either directly (i.e. as prices) or indirectly (i.e. derived
from prices). This category includes instruments valued using: quoted market prices in active markets for similar
instruments; quoted prices for identical or similar instruments; or other valuation techniques where all significant
inputs are directly or indirectly observable from market data.

Level 3: Valuation techniques using significant unobservable inputs. This category includes all instruments where the
valuation technique includes inputs based on unobservable data and the unobservable inputs have a significant effect
on the instrument’s valuation. This category includes instruments that are valued based on quoted prices for similar
instruments where significant unobservable adjustments or assumptions are required to reflect differences between
the instruments.

For assets and liabilities that are recognised in the financial statements on a recurring basis, the Branches determine
whether transfers have occurred between Levels in the hierarchy by re-assessing categorisation (based on the lowest
level input that is significant to the fair value measurement as a whole) at the end of each reporting period.

The Bank ’s Valuation Committee determines the policies and procedures for both recurring fair value measurement
and unquoted financial assets. External valuers are involved for valuation of significant assets, such as unquoted
financial assets, and significant liabilities, such as contingent consideration. At each reporting date, the Valuation
Committee analyses the movements in the values of assets and liabilities which are required to be remeasured or
reassessed as per the Bank’s accounting policies. For this analysis, the Valuation Committee verifies the major inputs
applied in the latest valuation by agreeing the information in the valuation computation to contracts and other relevant
documents.

15



Arab Bank PLC, United Arab Emirates Branches

NOTES TO THE FINANCIAL STATEMENTS
At 31 December 2022

2 ACCOUNTING POLICIES (continued)
2.3 SIGNIFICANT ACCOUNTING POLICIES (continued)

Fair value measurement (continued)
For the purpose of fair value disclosures, the Bank has determined classes of assets and liabilities on the basis of the
nature, characteristics and risks of the asset or liability and the level of the fair value hierarchy, as explained above.

Fair-value related disclosures for financial instruments and non-financial assets that are measured at fair value or
where fair values are disclosed, are summarised in the following notes:

Disclosures for valuation methods, significant estimates and assumptions notes
Quantitative disclosures of fair value measurement hierarchy

Investment in non-listed equity shares (discontinued operations)

Financial instruments (including those carried at amortised cost)

Contingent consideration

Cash and cash equivalents

Cash and cash equivalents as referred to in the statement of cash flows comprises cash on hand, non-restricted current
accounts with the Central Bank and amounts due from (to) banks, including amounts due from (to) Head office and
its branches abroad on demand or with an original maturity of three months or less.

Financial instruments
A financial instrument is any contract that gives rise to both a financial asset for the Branches and a financial liability
or equity instrument for another party or vice versa.

Date of recognition

All financial assets and liabilities are initially recognised on the trade date, i.e., the date that the Branches become a
party to the contractual provisions of the instrument. This includes regular way trades: purchases or sales of financial
assets that require delivery of assets within the time frame generally established by regulation or convention in the
market place.

Initial measurement of financial instruments

The classification of financial instruments at initial recognition depends on their purpose and characteristics and the
management’s intention in acquiring them. All financial instruments are measured initially at their fair value plus
transaction costs, except in the case of financial assets and financial liabilities recorded at fair value through profit or
loss where transaction costs are charged off to the statement of comprehensive income.

Financial assets

All regular way purchases or sales of financial assets are recognised and derecognised on a trade date basis. Regular
way purchases or sales are purchases or sales of financial assets that require delivery of assets within the time frame
established by regulation or convention in the marketplace.

All recognised financial assets are subsequently measured in their entirety at either amortised cost or fair value,
depending on the classification of the financial assets.

Classification of financial assets

For the purposes of classifying financial assets, an instrument is an ‘equity instrument’ if it is a non-derivative and
meets the definition of ‘equity’ for the issuer except for certain non-derivative puttable instruments presented as equity
by the issuer. All other non-derivative financial assets are “debt instruments’.

Debt instruments, including loans and advances and investments products, are measured at amortised cost if both of
the following conditions are met:

e the asset is held within a business model whose objective is to hold assets in order to collect contractual cash
flows; and

e the contractual terms of the instrument give rise on specified dates to cash flows that are solely payments of
principal and interest/profit (SPPI) on the principal amount outstanding.

All other financial assets are subsequently measured at fair value.
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2 ACCOUNTING POLICIES (continued)

2.3  SIGNIFICANT ACCOUNTING POLICIES (continued)
Financial instruments (continued)

Financial assets (continued)

Classification of financial assets (continued)

Financial assets at amortised cost

Debt instruments meeting these criteria are measured initially at fair value plus transaction costs (except if they are
designated as at fair value through profit or loss - see below). They are subsequently measured at amortised cost using
the effective interest method less any impairment (see below), with interest revenue recognised on an effective yield
basis in interest income.

Subsequent to initial recognition, the Branches are required to reclassify debt instruments from amortised cost to fair
value through profit or loss, if the objective of the business model changes so that the amortised cost criteria are no
longer met.

The effective interest method is a method of calculating the amortised cost of a debt instrument and of allocating
interest income over the relevant period. The effective interest rate is the rate that exactly discounts estimated future
cash receipts through the expected life of the debt instrument, or, where appropriate, a shorter period, to the net
carrying amount on initial recognition.

The Branches may irrevocably elect at initial recognition to classify a debt instrument that meets the amortised cost
criteria above as at fair value through profit or loss, if that designation eliminates or significantly reduces an
accounting mismatch had the financial asset been measured at amortised cost.

Financial assets at FVTOCI

At initial recognition, the Branches can make an irrevocable election (on an instrument-by-instrument basis) to
designate investments in equity instruments as at FVTOCI. Designation at FVTOCI is not permitted if the equity
investment is held for trading.

A financial asset is held for trading if:

o it has been acquired principally for the purpose of selling it in the near term;

e on initial recognition it is part of a portfolio of identified financial instruments that the Branches manage
together and has evidence of a recent actual pattern of short-term profit-taking; or

e itisa derivative that is not designated and effective as a hedging instrument or a financial guarantee.

Investments in equity instruments at FVTOCI are initially measured at fair value plus transaction costs. Subsequently,
they are measured at fair value with gains and losses arising from changes in fair value recognised in other
comprehensive income and accumulated in the investments revaluation reserve. Where the asset is disposed of, the
cumulative gain or loss previously accumulated in the investments revaluation reserve is not transferred to income
statement, but is reclassified to retained earnings.

Dividends on these investments in equity instruments are recognised in income statement when the Branches’ right
to receive the dividends is established, unless the dividends clearly represent a recovery of part of the cost of the
investment.

Financial assets at fair value through profit or loss (FVTPL)

Debt instruments that do not meet the amortised cost criteria (as described above) are measured at FVTPL. In addition,
debt instruments that meet the amortised cost criteria but are designated as at FVTPL are measured at FVTPL. A debt
instrument may be designated as at FVTPL upon initial recognition if such designation eliminates or significantly
reduces a measurement or recognition inconsistency that would arise from measuring assets or liabilities or
recognising the gains and losses on them on different bases.
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2 ACCOUNTING POLICIES (continued)

2.3  SIGNIFICANT ACCOUNTING POLICIES (continued)
Financial instruments (continued)

Financial assets (continued)

Classification of financial assets (continued)

Financial assets at fair value through profit or loss (FVTPL) (continued)

Debt instruments are reclassified from amortised cost to FVTPL when the business model is changed such that the
amortised cost criteria are no longer met. Reclassification of debt instruments that are designated as at FVTPL on
initial recognition is not allowed.

Financial assets at FVTPL are measured at fair value at the end of each reporting period, with any gains or losses
arising on remeasurement recognised in the income statement. The net gain or loss is recognised in the income
statement.

Interest income on debt instruments as at FVTPL is included in the net gain or loss described above and is included
in the income statement.

Dividend income on investments in equity instruments at FVTPL is recognised in the income statement when the
Branches’ right to receive the dividends is established.

Reclassification of financial assets

The financial assets are required to be reclassified if the objective of the Branches’ business model for managing
those financial assets changes. Such changes are expected to be very infrequent. The Branches’ management
determine these changes as a result of external or internal changes and must be significant to the Branches’ operations
and demonstrable to external parties.

If the Branches reclassify financial assets, it shall apply the reclassification prospectively from the reclassification
date. Any previously recognised gains, losses or interest are not required to be restated.

If the Branches reclassify a financial asset so that it is measured at fair value, its fair value is determined at the
reclassification date. Any gain or loss arising from a difference between the previous carrying amount and fair value
is recognised in the income statement.

If the Branches reclassify a financial asset so that it is measured at amortised cost, its fair value at the reclassification
date becomes its new carrying amount. The reclassification day is the first day of the first reporting period following
the change in business model that results in an entity reclassifying financial assets.

Impairment calculation in accordance with IFRS 9

(i)  Overview of expected credit losses

IFRS 9 requires the Bank to record an allowance for ECLs for all loans and other debt financial assets not held at
FVTPL, together with loan commitments and financial guarantee contracts. The allowance is based on the ECLs
associated with the probability of default in the next twelve months unless there has been a significant increase in
credit risk since origination.

All ECL calculations for the Branches are performed at Head Office level.
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2 ACCOUNTING POLICIES (continued)

2.3  SIGNIFICANT ACCOUNTING POLICIES (continued)
Financial instruments (continued)

Financial assets (continued)

Impairment calculation in accordance with IFRS 9 (continued)

(i)  Overview of expected credit losses (continued)
The Bank recognises loss allowances for Expected Credit Losses (ECL) on the following financial instruments that
are not measured at FVTPL:

balances with central banks;

due from banks and financial institutions;
financial assets that are debt instruments;
loans and advances;

loan commitments issued; and

financial guarantees contracts issued.

Equity instruments are not subject to impairment testing under IFRS 9.

The provision for credit losses is based on expected credit losses over the lifetime of the asset. If there is no significant
change in credit risk from inception, the provision is based on the expected 12-month credit loss.

The expected credit loss weighted by the probability of default on credit exposure within 12 months is part of the
expected credit loss on the lifetime of the asset arising from financial instrument deteriorations that may occur within
12 months of the reporting date.

The expected credit losses are calculated by the probability of default for the entire lifetime of the credit exposure or
within 12 months of the credit exposure either on an individual or collective basis based on the nature of the portfolio
of financial instruments.

The Bank has established a policy to periodically assess whether the credit risk of the financial instrument has
increased significantly from the date of initial recognition, taking into account the change in the risk of default on the
remaining life of the financial instruments.

Based on the above, the Bank classifies the financial instruments into three stages, stage (1), stage (2) and stage (3),
as described below:

e Stage 1 — Upon initial recognition of financial instruments, the Bank records an allowance based on credit
losses expected over the next 12 months. Stage 1 also includes financial assets which have been reclassified
from Stage 2.

e Stage 2 — When a financial instrument experiences a significant increase in credit risk subsequent to
origination, the Bank recognises an allowance for expected credit losses for the entire lifetime of the credit
exposure. Stage 2 includes financial instruments which have seen an improvement in credit risk and have been
reclassified from Stage 3.

e  Stage 3 — Financial instruments that are considered to be impaired are included in this stage. Similar to Stage 2,
the allowance for credit losses captures the lifetime expected credit losses.

The key inputs into the measurement of ECL are:

e  Probability of default (PD);
e Loss given default (LGD);
e Exposure at default (EAD)
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2 ACCOUNTING POLICIES (continued)

2.3  SIGNIFICANT ACCOUNTING POLICIES (continued)
Financial instruments (continued)

Financial assets (continued)

Impairment calculation in accordance with IFRS 9 (continued)

(i)  Overview of expected credit losses (continued)

For financial assets where the Bank has no reasonable expectation of recovery, either for the full amount of the
outstanding amount or part of it, the carrying amount of the financial asset is reduced. It is considered as a (partial)
cancellation of the financial assets.

The Bank's internal credit rating system:

The Bank's credit review and evaluation process is governed by the credit rules and policies set out in the Credit
Facility Policies. The credit rating of the borrower is a key element in the credit review and evaluation. Consequently,
the Bank has developed an internal rating methodology “Arab Bank's Credit Rating System” whereby the customer
is evaluated according to the customer’s financial and non-financial criteria. In parallel, the Bank has also
implemented the Moody's Risk Analysis System (MRA), a credit rating system issued by Moody's Credit Rating
Company, which is based on financial and non-financial criteria for the evaluation of corporate customers and is
equivalent to the Arab Bank Classification System. The system has been reviewed by a third party to ensure that the
system outputs are properly aligned with the historical data of the bank's customers. Moody's rating system
complements the Arab Bank's internal credit rating system and provides a mechanism consistent with Basel
guidelines. The Moody's credit rating system is centrally managed by the Risk Management Department at Head
Office level. The Corporate Business Department and the Credit Review Department represent the departments used
by the system. The rating of customers' risks, whether by using the Arab Bank rating system or Moody's, is annually
reviewed upon the annual review of each customer facility.

(i)  Measurement of ECL

The Bank calculates expected credit losses based on the weighted average of four scenarios to measure the expected
cash deficit, discounted at an effective interest rate. The cash deficit is the difference between the cash flows due to
the Bank in accordance with the contract and the expected cash flows.

The mechanism for calculating expected credit losses and key components is as follows:

e Probability of default (PD): The probability of default is an estimate of the probability of default over a
certain period of time. Impairment may occur in a specified period during the valuation period.

e Exposure at default (EAD): The credit exposure at default is the estimate of the amount outstanding at a
future date, taking into account expected changes to the amount after the reporting date, principal and interest,
whether scheduled with a contract, expected withdrawals from facilities, or interest payable due to delayed
payments.

e Loss given default (LGD): The loss given default is an estimate of the loss arising in a situation where the
default occurs at a particular time. It represents the difference between the contractual cash flows due and the
amount that the lender expects to collect from the existence of collateral. It is usually expressed as a percentage
of credit exposure upon default.

In estimating the expected credit losses, the Bank took into account three scenarios (the base scenario, the upside
scenario and the downside scenario) , each with different probabilities of default, credit exposure at default, and loss
given default. An additional severe downside scenario was used in the prior year to address the impact of Covid-19.

The multi-scenario assessment also includes how to recover non-performing loans, including the possibility of
recovering non-performing loans and the amount of collaterals or amounts expected to be collected from the sale of
collateral.

20



Arab Bank PLC, United Arab Emirates Branches

NOTES TO THE FINANCIAL STATEMENTS
At 31 December 2022

2

2.3

ACCOUNTING POLICIES (continued)

SIGNIFICANT ACCOUNTING POLICIES (continued)

Financial instruments (continued)

Financial assets (continued)

Impairment calculation in accordance with IFRS 9 (continued)

(i)

Measurement of ECL (continued)

Except for credit cards and other revolving loans, the maximum period for which credit losses are determined is the
contractual life of the financial instruments unless the Bank has the legal right to purchase them in advance.

The mechanisms for calculating expected credit losses are summarized as follows:

(iii)

Stage 1 — The expected credit losses are calculated as the probability of default on the credit exposure within
12 months as part of the expected credit losses on the lifetime of the asset. Accordingly, the Bank calculates
the provision for the probability of default of the financial instruments within 12 months after the reporting
date. These 12-month defaults are applied to the amount of credit exposure at default multiplied by the loss
rate given default, discounted at the effective interest rate. This calculation is made for each of the four
scenarios, as described above.

Stage 2 — In the event of a significant increase in credit risk from the date of initial recognition, the Bank
calculates an allowance for expected credit loss for the entire lifetime of the credit exposure. The calculation
mechanism is similar to the method described above, including the use of different scenarios, but the
probability of default and credit exposure at default are used for the entire lifetime of the financial instrument
and the expected cash deficit amount is deducted at the effective interest rate.

Stage 3 — Financial instruments to which the concept of default applies, the Bank calculates the expected credit
loss for the entire lifetime of the credit exposure. The calculation mechanism is similar to that used in stage 2.
The probability of default is 100% and the loss rate is assumed to be greater than that applied in stages 1 and
2.

Loan commitment and letter of credit — The ECL related to loan commitments and letters of credit are
recognised in other liabilities. When estimating ECLs for undrawn loan commitments, the Branch estimates
the expected portion of the loan commitment that will be drawn down over its expected life. The ECL is then
based on the present value of the expected shortfalls in cash flows if the loan is drawn down, based on a
probability-weighting of the three scenarios. The expected cash shortfalls are discounted at an approximation
to the expected EIR on the loan.

Financial guarantee contract - The Branches’ liability under each guarantee is measured at the higher of the
amount initially recognised less cumulative amortisation recognised in the statement of comprehensive income,
and the ECL provision. For this purpose, the Branch estimates ECLs based on the present value of the expected
payments to reimburse the holder for a credit loss that it incurs. The shortfalls are discounted by the risk-
adjusted interest rate relevant to the exposure. The calculation is made using a probability-weighting of the
four scenarios. The ECLs related to financial guarantee contracts are recognised within other liabilities.

Forward-looking Expected Credit Losses approach

In the expected credit loss calculation model, the Bank relies on a wide range of future information used as inputs,
for example:

International oil prices
Equity market indices

The inputs and models used to calculate expected credit losses may not include all market characteristics as at the
date of the financial statements. As a result, qualitative adjustments are sometimes made as temporary modifications
in case of significant differences.
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2.3 SIGNIFICANT ACCOUNTING POLICIES (continued)

Financial instruments (continued)

Financial assets (continued)

Impairment calculation in accordance with IFRS 9 (continued)

(iv)  Scenarios

Weighted average ECL is calculated considering base case, upside, and downside scenarios multiplied by the
associated scenario weightings, at the contract level for reflection of the ECL impact in the books of accounts. The

Bank updated the macroeconomic factors used for calculating ECL for the year ended 31 December 2022 in order to
incorporate post-covid macroeconomic phenomenon. Further, management adopted a more conservative approach

reducing the DPDs in stage 2 to 30 days instead of 45 days.

Scenario (Corporate and Institutional As&ggsgr\;vgéghted Asmggsgr\;vséghted
EEL Y 5 lieEE) 31 December 2022 31 December 2021

Base case 45% 45%

Upside 20% 20%

Downside 35% 35%
Assigned weighted Assigned weighted

Scenario (Retail Banking) average average

31 December 2022 31 December 2021

Base case 40% 40%

Upside 30% 30%

Downside 30% 30%

The most significant period-end assumptions used for ECL estimate as at 31 December 2022 are equity market
indices, represented by Abu Dhabi Securities Market General Index (ADSMI) and international oil prices. The
scenarios base case, upside and downside were used for Corporate and Institutional Banking and treasury portfolios
keeping in view the following principal macroeconomic variables:

Corporate and Institutional Banking & Treasury

Macroeconomic ) Assigned Subsequent
variables Scenario probabilities | 2022 | 2023 | 2024 | 2025 years
ADX General Base case 45% 9,443 8,954 8,961 8,913 8,915
Index (ADSMI) Upside 20% 9,443 9,433 9,315 9,181 9,125
Downside 35% 9,443 7,495 7,913 8,166 8,274
Oil prices Base case 45% 90 76 67 66 67
(USFI)D er barrel) Upside 20% 90 74 67 66 67
P Downside 35% 90 67 58 64 65
Retail Banking
Macroeconomic . Assigned Subsequent
variables ST probabilities A = Aoz 20z years
Base case 40% 90 76 67 66 67
'ﬁn'ggi ?:\Besrij”) Upside 30% 90 74 67 66 67
Downside 30% 90 67 58 64 65
Oil prices Base case 40% 90 76 67 66 67
(USFI)D er barrel) Upside 30% 90 74 67 66 67
P Downside 30% 90 67 58 64 65
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2 ACCOUNTING POLICIES (continued)

2.3 SIGNIFICANT ACCOUNTING POLICIES (continued)
Financial instruments (continued)

Financial assets (continued)

Impairment calculation in accordance with IFRS 9 (continued)
(v)  Sensitivity analysis

If the macroeconomic variables (defined above) were to change by the base case, upside and downside scenarios, the
ECL under stages 1 and 2 will change as follows:

Change in ECL due to change : ;
in macroeconomic variables EEEHEEES Jpsiee Dlsimsiele

Stage 1 (9.9%) (13.1%) 23.6%

Stage 2 (0.6%) (2.0%) 2.4%

There has been no significant sensitivity impact on stage 3 ECL.

Collateral valuation

To mitigate its credit risks on financial assets, the Branches seek to use collateral, where possible. The collateral
comes in various forms, such as cash, securities, letters of credit/guarantees, real estate, receivables, inventories and
other non-financial assets and credit enhancements such as netting agreements. The Branches’ accounting policy for
collateral assigned to it through its lending arrangements under IFRS 9 is the same it was under 1AS 39. Collateral,
unless foreclosed, is not recorded on the Branches’ statement of financial position. However, the fair value of
collateral is re-assessed periodically. However, some collateral, for example, cash or securities relating to margining
requirements, is valued daily.

To the extent possible, the Branches uses active market date for valuing financial assets held as collateral. Other
financial assets which do not have readily determinable market values are valued using models. Non-financial
collateral, such as real estate, is valued based on data provided by third parties such as mortgage brokers or
independent valuers.

Write-offs

Financial assets are written off either partially or in their entirety only when the Branches has no reasonable
expectation of recovering a financial asset in its entirety or a portion thereof. If the amount to be written off is greater
than the accumulated loss allowance, the difference is first treated as an addition to the allowance that is then applied
against the gross carrying amount. Any subsequent recoveries are credited to credit loss expense.

Renegotiated loans and advances

Where possible, the Branches seek to restructure loans rather than to take possession of collateral. This may involve
extending the payment arrangements and the agreement on new loan conditions. Once the terms have been
renegotiated, any impairment is measured using the original effective interest rate as calculated before the
modification of terms and the loan is no longer considered past due. Management continuously reviews renegotiated
loans to ensure that all criteria are met and that future payments are likely to occur. The loans continue to be subject
to an individual or collective impairment assessment, calculated using the loan’s original effective interest rate.

Derecognition of financial assets

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

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

On derecognition of a financial asset that is classified as FVTOCI, the cumulative gain or loss previously accumulated
in the investment’s revaluation reserve is not reclassified to the income statement, but is reclassified to retained
earnings.
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Financial instruments (continued)

Financial liabilities
Financial liabilities are classified as either financial liabilities ‘at FVTPL’ or “other financial liabilities’.

Financial liabilities at FVTPL
Financial liabilities are classified as at FVTPL when the financial liability is either held for trading or it is designated
asat FVTPL.

A financial liability is classified as held for trading if:

e it has been acquired principally for the purpose of repurchasing it in the near term; or

e on initial recognition it is part of a portfolio of identified financial instruments that the Branches manage
together and has a recent actual pattern of short-term profit-taking; or

e itisa derivative that is not designated and effective as a hedging instrument.

A financial liability other than a financial liability held for trading may be designated as at FVTPL upon initial
recognition if:

e such designation eliminates or significantly reduces a measurement or recognition inconsistency that would
otherwise arise; or

e 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 Branches' documented risk
management or investment strategy, and information about the grouping is provided internally on that basis;
or

e it forms part of a contract containing one or more embedded derivatives, and IAS 39 Financial Instruments:
Recognition and Measurement permits the entire combined contract (asset or liability) to be designated as at
FVTPL.

e Financial liabilities at FVTPL are stated at fair value, with any gains or losses arising on remeasurement
recognised in profit or loss. The net gain or loss recognised in profit or 1oss incorporates any interest paid on
the financial liability and is included in the ‘other gains and losses’ line item in the statement of income.

Other financial liabilities
Other financial liabilities, include deposits and balances due to Head Office and its branches abroad, borrowings, are
initially measured at fair value, net of transaction costs.

Other financial liabilities are subsequently measured at amortised cost using the effective interest method, with
interest expense recognised on an effective interest rate.

The effective interest method is a method of calculating the amortised cost of a financial liability and of allocating
interest expense over the relevant period. The effective interest rate is the rate that exactly discounts estimated future
cash payments through the expected life of the financial liability, or (where appropriate) a shorter period, to the net
carrying amount on initial recognition.

Derecognition of financial liabilities

A financial liability is derecognised when the obligation under the liability is discharged or cancelled or expires.
Where an existing financial liability is replaced by another from the same lender on substantially different terms, or
the terms of an existing liability are substantially modified, such an exchange or modification is treated as a
derecognition of the original liability and the recognition of a new liability. The difference between the carrying value
of the original financial liability and the consideration paid is recognised in the statement of comprehensive income.
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2.3  SIGNIFICANT ACCOUNTING POLICIES (continued)
Financial instruments (continued)

Financial liabilities (continued)

Derivative financial instruments

The Branches enters into forward foreign exchange contracts to manage its exposure to fluctuations in exchange rates.
Derivatives are initially recognised at fair value on the date on which a derivative contract is entered into and are
subsequently re-measured at fair value. Derivatives with positive fair values (unrealised gains) are included in other
assets and derivatives with negative fair values (unrealised losses) are included in other liabilities in the statement of
financial position. For derivatives, which do not qualify for hedge accounting and for “held for trading” derivatives,
any gains or losses arising from changes in the fair value of derivatives are taken directly to the statement of
comprehensive income.

Financial guarantees

Financial guarantee contracts issued by the Branches are those contracts that require a payment to be made to
reimburse the holder for a loss it incurs because the specified debtor fails to make a payment when due in accordance
with the terms of a debt instrument. Financial guarantee contracts are recognised initially as a liability at fair value,
adjusted for transaction costs that are directly attributable to the issuance of the guarantee. Subsequently, the liability
is measured at the higher of the best estimate of the expenditure required to settle the present obligation at the reporting
date and the amount recognised less cumulative amortisation.

Hedge accounting
As part of its asset and liability management, the Branches use derivatives for hedging purpose.

When derivatives are designated as hedges, the Branches classify them as either:

o fair value hedges which hedge the change in the fair value of recognised assets or liabilities; or
e cash flow hedges which hedge the exposure to variability in highly probable future cash flows attributable to
a recognised asset or liability or a forecast transaction.

Hedge accounting is applied to derivatives designated as hedging instruments in fair value or cash flow hedge
provided certain criteria are met.

(M Hedge documentation
At the inception of the hedge, formal documentation of the hedge relationship must be established. The hedge
documentation prepared at the inception of the hedge must include a description of the following:

The Branches’ risk management objective and strategy for undertaking the hedge;

The nature of risk being hedged,;

Clear identification of the hedged item and the hedging instrument; and

How the Branches will assess the effectiveness of the hedging relationship on an ongoing basis.

(i)  Hedge effectiveness testing
Hedge effectiveness is measured by the Bank on a prospective basis at inception, as well as retrospectively (where
applicable) and prospectively over the term of the hedge relationship.

(iii)  Fair value hedge
The changes in the fair value of derivatives that are designated and qualify as fair value hedge instruments is
recognised in the income statement.

(iv)  Cash flow hedge

The effective portion of changes in the fair value of derivatives that are designated and qualify as cash flow hedges
is recognised in OCI. Any gain or loss in fair value relating to an ineffective portion is recognised immediately in the
income statement.
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2.3  SIGNIFICANT ACCOUNTING POLICIES (continued)
Financial instruments (continued)

Financial liabilities (continued)

Hedge accounting (continued)

(v)  Discontinuance of hedge accounting

The hedge accounting is discontinued when a hedging instrument expires or is sold, or when a hedge no longer meets
the criteria for hedge accounting. At that point of time, any cumulative gain or loss on the hedging instrument that
has been recognised in OCI remains in other comprehensive income until the forecast transaction occurs. When a
forecast transaction is no longer expected to occur, the cumulative gain or loss that was reported in other
comprehensive income is immediately transferred to the income statement.

(vi)  Derivatives that do not qualify for hedge accounting
For hedges that do not qualify for hedge accounting, any gains or losses arising from changes in the fair value of the
hedging instrument are taken directly to the income statement for the period.

Offsetting

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

Property and equipment

Property and equipment are stated at cost less accumulated depreciation and impairment in value, if any.
Depreciation is calculated on a straight-line basis over the estimated useful lives of property and equipment. Capital
work in progress is not depreciated. The estimated useful lives are as follows:

Years
Buildings 25
Furniture, information systems and vehicles 3-6
Leasehold improvements 10 years or as per lease term

(whichever is lower)

The carrying values of property and equipment are reviewed for impairment when events or changes in circumstances
indicate the carrying value may not be recoverable. If any such indication exists and where the carrying values exceed
the estimated recoverable amount, the assets are written down to their recoverable amount being the higher of their
fair value less costs to sell and their value in use.

An item of property and equipment is derecognised upon disposal or when no future economic benefits are expected
from its use or disposal. Any gain or loss arising on derecognition of the asset (calculated as the difference between
the net disposal proceeds and the carrying amount of the asset) is recognised in ‘Other operating income’ in the
statement of comprehensive income in the year the asset is derecognised.

Right-of-use assets

The Bank recognises right-of-use assets at the commencement date of the lease (i.e. the date the underlying asset is
available for use). Subsequent to initial recognition, Right-of-use assets are measured at cost, less any accumulated
depreciation and impairment losses, and adjusted for any re-measurement of lease liabilities. The cost of right-of-use
assets includes the amount of lease liabilities recognised, initial direct costs incurred, and lease payments made at or
before the commencement date less any lease incentives received. Unless the Bank is reasonably certain to obtain
ownership of the leased asset at the end of the lease term, the recognised right-of-use assets are depreciated on a
straight-line basis over the shorter of its estimated useful life and the lease term. Right-of-use assets are subject to
impairment.
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Lease liabilities

At the commencement date of the lease, the Bank recognises lease liabilities measured at the present value of lease
payments to be made over the lease term. The lease payments include fixed payments (including in substance fixed
payments) less any lease incentives receivable, variable lease payments that depend on an index or a rate, and amounts
expected to be paid under residual value guarantees. The lease payments also include the exercise price of a purchase
option reasonably certain to be exercised by the Bank and payments of penalties for terminating a lease, if the lease
term reflects the Bank exercising the option to terminate. Variable lease payments that do not depend on an index or
a rate are recognised as expense in the period in which the event or condition that triggers the payment occurs.

In calculating the present value of lease payments, the Branch uses the incremental borrowing rate, as applicable, at
the lease commencement date since the interest rate implicit in the lease is not readily determinable. After the
commencement date, the amount of lease liabilities is increased to reflect the accretion of interest and reduced for the
lease payments made. In addition, the carrying amount of lease liabilities is re-measured if there is a modification, a
change in the lease term, a change in the in-substance fixed lease payments or a change in the assessment to purchase
the underlying asset.

Short-term leases and leases of low-value assets

The Bank applies the short-term lease recognition exemption to its short-term leases of property and equipment (i.e.
those leases that have a lease term of 12 months or less from the commencement date and do not contain a purchase
option). It also applies the lease of low-value assets recognition exemption to leases of property and equipment that
are considered of low value. Payments on short-term leases and leases of low-value assets are recognised as an
expense on a straight-line basis over the lease term.

The Bank has the option, under some of its leases to lease the assets for an additional term. The Bank applies
judgement in evaluating whether it is reasonably certain to exercise the option to renew. That is, it considers all
relevant factors that create an economic incentive for it to exercise the renewal. After the commencement date, the
Bank reassesses the lease term if there is a significant event or change in circumstances that is within its control and
affects its ability to exercise (or not to exercise) the option to renew (e.g. a change in business strategy).

Assets held for sale

Assets classified as held for sale are measured at the lower of their carrying amount and fair value less costs to sell.
Assets are classified as held for sale if their carrying amounts will be recovered principally through a sale transaction
rather than through continuing use. This condition is regarded as met only when the sale is highly probable, and the
asset or disposal Branch is available for immediate sale in its present condition, management has committed to the
sale, and the sale is expected to have been completed within one year from the date of classification.

Assets that are classified as held for sale are not depreciated or amortised.

Impairment of non-financial assets

At the end of each reporting period, the Branches review the carrying amounts of their non-financial 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). Where it is not possible to estimate the recoverable amount of an individual asset, the Branches estimate the
recoverable amount of the cash-generating unit to which the asset belongs. Where a reasonable and consistent basis
of allocation can be identified, corporate assets are also allocated to individual cash-generating units, or otherwise
they are allocated to the smallest Bank of cash-generating units for which a reasonable and consistent allocation basis
can be identified.

Recoverable amount is the higher of fair value less costs to sell and 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 assessments of the time value of money and the risks specific to the asset.

If the recoverable amount of an asset (or cash-generating unit) is estimated to be less than its carrying amount, the
carrying amount of the asset (or cash-generating unit) is reduced to its recoverable amount. An impairment loss is
recognised immediately in statement of comprehensive income.

Where an impairment loss subsequently reverses, the carrying amount of the asset (or cash-generating unit) is
increased to the revised estimate of its recoverable amount, but so that the increased carrying amount does not exceed
the carrying amount that would have been determined had no impairment loss been recognised for the asset (or cash-
generating unit) in prior years. A reversal of an impairment loss is recognised immediately in statement of
comprehensive income.
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Provisions

Provisions are recognised when the Branches have a present obligation (legal or constructive) as a result of a past
event, it is probable that an outflow of resources embodying economic benefits will be required to settle the obligation
and a reliable estimate can be made of the amount of the obligation. When the Branches expect some or all of a
provision to be reimbursed, for example, under an insurance contract or through a counter guarantee, the
reimbursement is recognised as a separate asset, but only when the reimbursement is virtually certain. The expense
relating to a provision is presented in the statement of comprehensive income net of any reimbursement.

End of service benefits

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

The Branches provide end of service benefits to its other employees. The entitlement to these benefits is usually based
upon the employees’ length of service and the completion of a minimum service period. The expected costs of these
benefits are accrued over the period of employment and are not less than the liability arising under the UAE Labour
and National Pension and Social Security Laws.

Contingencies
Contingent assets are not recognised in the financial statements but are disclosed when an inflow of economic benefit
is probable.

Contingent liabilities are not recognised in the financial statements but are disclosed unless the possibility of an
outflow of resources embodying economic benefit is remote.

24 CRITICAL ACCOUNTING JUDGMENTS AND KEY SOURCES OF ESTIMATION
UNCERTAINTY

In the process of applying the Branches’ accounting policies, which are described in Note 2.3, management is required
to use certain critical accounting estimates and assumptions that affect the reported amounts of assets and liabilities.
It also requires management to exercise its judgment. Such estimates, assumptions and judgments are continually
evaluated and are based on historical experience and other factors, including obtaining professional advices and
expectations of future events that are believed to be reasonable under the circumstances.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are
recognised 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.

Significant areas where management has used estimates, assumptions or exercised judgments are as follows:

a) Fair value of financial instruments not quoted in active markets

Where the fair values of financial assets and financial liabilities recorded on the statement of financial position cannot
be derived from active markets, they are determined using a variety of valuation techniques that include the use of
mathematical models. The inputs to these models are derived from observable market data where possible, but where
observable market data are not available, judgment is required to establish fair values. The judgments include
considerations of liquidity and model inputs such as volatility for longer dated derivatives and discount rates,
prepayment rates and default rate assumptions for asset backed securities. The management believes that the chosen
valuation techniques and assumptions used are appropriate in determining the fair value of unquoted financial
instruments.

b) Classification and measurement of financial assets

The classification and measurement of the financial assets depend on the management’s business model for managing
its financial assets and on the contractual cash flow characteristics of the financial asset assessed. Management is
satisfied that the Branches’ investments in securities are appropriately classified and measured.

28



Arab Bank PLC, United Arab Emirates Branches

NOTES TO THE FINANCIAL STATEMENTS
At 31 December 2022

2 ACCOUNTING POLICIES (continued)

24 CRITICAL ACCOUNTING JUDGMENTS AND KEY SOURCES OF ESTIMATION
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(c) Impairment of financial assets
Key concepts in IFRS 9 that have the most significant impact and require a high level of judgment, as considered by
the Branches while determining the impact assessment, are:

Assessment of Significant Increase in Credit Risk (SICR)

As per IFRS 9, SICR can be assessed at a collective/portfolio level if common risk characteristics are shared. Any
instruments that are assessed collectively must possess shared credit risk characteristics. The Branches has followed
the following criteria to determine the ECL calculation at collective basis vs on individual basis as follow:

o Retail Portfolio: on collective basis based on the product level (Loans, Housing Loans, Car Loans, and Credit
Cards)
Corporate Portfolio: individual basis at customer/ facility level
Financial Institutions: individual basis at Bank/ facility level.

o Debt instruments measured at amortized cost: individual level at instrument level.

To assess whether the credit risk on a financial asset has increased significantly since origination, the Branches
compares the risk of default occurring over the expected life of the financial asset at the reporting date to the
corresponding risk of default at origination, using key risk indicators that are used in the Branches’ existing risk
management processes.

The Branches’ assessment of significant increases in credit risk is performed periodically for each individual exposure
based on three factors. If any of the following factors indicates that a significant increase in credit risk has occurred,
the instrument will be moved from Stage 1 to Stage 2:

1. Significant increases in credit risk based on movement in the customer’s internal credit grade and the related
PDs relative to initial recognition against established thresholds.

2. Restructuring and/or Rescheduling on the customers’ accounts/ facilities during the assessment period is
considered as indicator for SICR.

3. Instruments which are 90 days past due have experienced a significant increase in credit risk as per the
Branches’ policies. Central Bank of UAE in its instructions requested to apply 90 days past due for significant
increase in credit risk.

Movements between Stage 2 and Stage 3 are based on whether financial assets are credit impaired as at the reporting
date. The determination of credit-impairment under IFRS 9 will be similar to the individual assessment of financial
assets for objective evidence of impairment under IAS 39, as mentioned in the “Definition of default” below.

Curing criteria — upward ECL stage movement
The curing criteria is in line with UAE Central Bank IFRS 9 guidelines and is considered based on the combination
of the following qualitative factors:

e DPD movement
e  Probationary period
o Notches of ratings upward movement

From Stage 2 (Lifetime ECL) to Stage 1 (12-month ECL)

e Where there is an evidence of a significant reduction in credit risk, financial instruments are monitored for
probationary period of 12 months to confirm if the risk of default has decreased sufficiently before upgrading
such exposures from stage 2 to stage 1.

e DPD shall be < 30 days over the last 12 months period; and / or

e Upward movement of risk ratings is reflected as per internally defined criteria.

From Stage 3 (Lifetime ECL — credit impaired) to Stage 2 (Lifetime ECL — not credit impaired)

e Where there is an evidence of a significant reduction in credit risk, financial instruments are monitored for a
probationary period of 3 months to confirm if the risk of default has decreased sufficiently before upgrading
such exposures from stage 3 to stage 2.

e DPD shall be <90 days over the last 3 months period; and/or

e Upward movement of risk ratings is reflected as per internally defined criteria.

An exposure cannot be upgraded from Stage 3 to Stage 1 directly and should be upgraded to Stage 2 initially before
upgrading to Stage 1 based on the above-mentioned criteria.
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C) Impairment of financial assets (continued)

Macroeconomic Factors, Forward Looking Information (FLI) and Multiple Scenarios

The measurement of expected credit losses for each stage and the assessment of significant increases in credit risk
must consider information about past events and current conditions as well as reasonable and supportable forecasts
of future events and economic conditions. The estimation and application of forward-looking information will require
significant judgment in cooperation with international expert in this area.

PD, Loss Given Default (LGD) and Exposure At Default (EAD) inputs used to estimate Stage 1 and Stage 2 credit
loss allowances are modelled based on the macroeconomic variables (or changes in macroeconomic variables) that
are most closely correlated with credit losses in the relevant portfolio.

Each macroeconomic scenario used in our expected credit loss calculation will have forecasts of the relevant
macroeconomic variables.

The estimation of expected credit losses in Stage 1 and Stage 2 will be a discounted probability-weighted estimate
that considers a minimum of three future macroeconomic scenarios.

The base case scenario will be based on macroeconomic forecasts (e.g. stock exchange indices and international oil
prices indices etc). Upside and downside scenarios will be set relative to our base case scenario based on reasonably
possible alternative macroeconomic conditions.

Scenarios will be probability-weighted according to the best estimate of their relative likelihood based on historical
frequency and current trends and conditions. Probability weights will be updated on a quarterly basis. All scenarios
considered will be applied to all portfolios subject to expected credit losses with the same probabilities.

Definition of default

The definition of default used in the measurement of expected credit losses and the assessment to determine movement
between stages will be consistent with the definition of default used for internal credit risk management purposes.
IFRS 9 does not define default but contains a rebuttable presumption that default has occurred when an exposure is
greater than 90 days past due.

Notwithstanding the above, the classification of credit facilities is governed by the Central Bank of UAE regulations.

The Branches has set out the definition of default where a default is considered to have occurred when either or both
of the two following events have taken place:

e The obligor is considered unlikely to pay its credit obligations in full; and
e The obligor is past due for 90 days or more on any material credit obligation

Expected Life

When measuring ECL, the Branches must consider the maximum contractual period over which the Branches are
exposed to credit risk. All contractual terms should be considered when determining the expected life, including
prepayment options and extension and rollover options. For certain revolving credit facilities that do not have a fixed
maturity, the expected life is estimated based on the period over which the Branches are exposed to credit risk and
where the credit losses would not be mitigated by management actions.

d) Useful lives of property and equipment

The cost of property and equipment is depreciated over the estimated useful life, which is based on expected usage
of the asset, expected physical wear and tear, which depends on operational factors. The management has not
considered any residual value as it is deemed immaterial.
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e) Derivative financial instruments

Subsequent to initial recognition, the fair values of derivative financial instruments measured at fair value are
generally obtained by reference to quoted market prices, discounted cash flow models and recognised pricing models
as appropriate. When prices are not available, fair values are determined by using valuation techniques which refer
to observable market data. These include comparison with similar instruments where market observable prices exist,
discounted cash flow analysis, option pricing models and other valuation techniques commonly used by market
participants. The main factors which management considers when applying a model are:

e The likelihood and expected timing of future cash flows on the instrument. These cash flows are usually
governed by the terms of the instrument, although management judgment may be required in situations where
the ability of the counterparty to service the instrument in accordance with the contractual terms is in doubt;
and

e An appropriate discount rate of the instrument. Management determines this rate, based on its assessment of
the appropriate spread of the rate for the instrument over the risk-free rate. When valuing instruments by
reference to comparable instruments, management takes into account the maturity, structure and rating of the
instrument with which the position held is being compared. When valuing instruments on a model basis using
the fair value of underlying components, management considers, in addition, the need for adjustments to take
account of a number of factors such as bid-offer spread, credit profile, servicing costs of portfolios and model
uncertainty.

f) Tax liabilities and deferred tax assets

Deductions for loan impairments for UAE tax purposes generally occur when the impaired loan is specifically
approved for deduction by UAE tax authority, written off, or if earlier, when the impaired loan is sold. The tax
deduction often occurs in periods subsequent to that in which the impairment is recognised for accounting purposes.

As a result, the amount of the associated deferred tax asset should generally move in line with the impairment
allowance balance.

Deferred tax assets and liabilities are recorded using substantially enacted tax rates for the effect of temporary
differences between book and tax bases of assets and liabilities. Based on available evidence, it is assessed whether
it is probable that all or a portion of the deferred tax assets will be realised, or will not be realised. The main factors
which are considered include future earnings potential; cumulative losses in recent years; tax-planning strategies that
would, if necessary, be implemented, and the nature of the income that can be used to realize the deferred tax asset.

g) Employees end of service benefits

The Branches’ carried provision for employees end of service benefits based on applicable laws and regulations. The
management has determined that provision for employees end of service benefits using actuarial valuation would not
be significantly different than carrying amount as the net impact of increase in salaries and discount rate would not
be material.

h) Determination of the lease term for lease contracts with renewal and termination options (Bank as a lessee)
The Bank determines the lease term as the non-cancellable term of the lease, together with any periods covered by an
option to extend the lease if it is reasonably certain to be exercised, or any periods covered by an option to terminate
the lease, if it is reasonably certain not to be exercised.

The Bank has several lease contracts that include extension and termination options. The Bank applies judgement in
evaluating whether it is reasonably certain whether or not to exercise the option to renew or terminate the lease. That
is, it considers all relevant factors that create an economic incentive for it to exercise either the renewal or termination.
After the commencement date, the Bank reassesses the lease term if there is a significant event or change in
circumstances that is within its control that affects its ability to exercise or not to exercise the option to renew or to
terminate (e.g., construction of significant leasehold improvements or significant customisation of the leased asset).
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i) Estimating the incremental borrowing rate

The Bank cannot readily determine the interest rate implicit in the lease, therefore, it uses its incremental borrowing
rate (‘IBR’) to measure lease liabilities. The IBR is the rate of interest that the Bank would have to pay to borrow
over a similar term, and with a similar security, the funds necessary to obtain an asset of a similar value to the right-
of-use asset in a similar economic environment. The IBR therefore reflects what the Bank “would have to pay’, which
requires estimation when no observable rates are available or when they need to be adjusted to reflect the terms and
conditions of the lease. The Bank estimates the IBR using observable inputs (such as market interest rates) when
available and is required to make certain entity-specific adjustments.

)] Provisions and other contingent liabilities

The Bank operates in a regulatory and legal environment that, by nature, has a heightened element of litigation risk
inherent to its operations. As a result, it is involved in various litigation, arbitration and regulatory investigations and
proceedings both in United Arab Emirates and in other jurisdictions, arising in the ordinary course of the Bank’s
business. When the Bank can reliably measure the outflow of economic benefits in relation to a specific case and
considers such outflows to be probable, the Bank records a provision against the case. Where the probability of
outflow is considered to be remote, or probable, but a reliable estimate cannot be made, a contingent liability is
disclosed. However, when the Bank is of the opinion that disclosing these estimates on a case-by-case basis would
prejudice their outcome, then the Bank does not include detailed, case-specific disclosers in its financial statements.

Given the subjectivity and uncertainty of determining the probability and amount of losses, the Bank takes into
account a number of factors including legal advice, the stage of the matter and historical evidence from similar
incidents. Significant judgement is required to conclude on these estimates.

For further details on provisions and other contingent liabilities see Notes 21 and 25.

k) Effective Interest Rate (EIR) method

The Bank’s EIR method recognises interest income using a rate of return, as explained in Note 2.3, that represents
the best estimate of a constant rate of return over the expected behavioural life of loans and deposits and recognises
the effect of potentially different interest rates charged at various stages and other characteristics of the product life
cycle (including prepayments and penalty interest and charges). This estimation, by nature, requires an element of
judgement regarding the expected behaviour and life-cycle of the instruments, as well expected changes to base rate
and other fee income/expense that are integral parts of the instrument.

3 INTEREST INCOME

2022 2021

AED’000 AED’000

Interest income calculated using the effective interest method
Loans and advances to customers 448,239 378,235
Other financial assets — debt instruments 67,766 15,671
Due from banks and Certificates of Deposits with Central Bank of UAE 40,623 6,339
556,628 400,245

Other interest and similar income

Interest income from derivatives 20,770 9,903
Interest expense on derivatives (15,550) (11,103)
5,220 (1,200)
561,848 399,045
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4 INTEREST EXPENSE

Interest expense calculated using the effective interest method
Customers’ and security deposits

Due to banks

Interest expense on lease contracts

5 OTHER OPERATING INCOME

Fees and commission income
Over time
At a point in time

Commission expense
Net foreign currencies exchange income

Others

Disaggregated revenue information

2022 2021
AED’000 AED’000
124,204 117,876
12,932 4,779
312 303
137,448 122,958
2022 2021
AED’000 AED’000
71,215 69,576
61,850 53,900
133,065 123,476
(16,733) (12,209)
116,332 111,267
45,237 44,799
5,182 8,866
166,751 164,932

For the year ended 31 December 2022

Fees and commission income
Fees and commission income earned from
services that are provided over time:

Loan commitment fees
Trade finance

Fees and commission income from
services that are provided at a point in time:

Account services and maintenance
Loan commitment fees
Interchange fees

Other fees received

Total revenue from contracts with customers

In AED’000
Retail Corporate
banking banking Total

1,180 14,461 15,641

2 55,572 55,574

1,182 70,033 71,215
2,616 10,625 13,241
6,975 11,115 18,090
23,812 - 23,812
1,328 5,379 6,707
34,731 27,119 61,850
35,913 97,152 133,065
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5 OTHER OPERATING INCOME (continued)

Disaggregated revenue information (continued)
For the year ended 31 December 2021

In AED’000
Retail Corporate
banking banking Total
Fees and commission income
Fees and commission income earned from
services that are provided over time:
Loan commitment fees - 18,212 18,212
Trade finance 4 51,360 51,364
4 69,572 69,576
Fees and commission income from
services that are provided at a point in time:
Account services and maintenance 2,426 9,340 11,766
Loan commitment fees 6,325 11,874 18,199
Interchange fees 17,936 - 17,936
Other fees received 1,222 4777 5,999
27,909 25,991 53,900
Total revenue from contracts with customers 27,913 95,563 123,476

6 CREDIT LOSS EXPENSE ON FINANCIAL ASSETS

The charge for the net impairment allowances in the statement of comprehensive income comprises of the following:

2022 2021
AED’000 AED’000
Provision for expected credit losses:
Stage 3 (Specific, see i below) 56,430 507,835
Stage 1 and 2 (Collective, see ii below) 46,806 (27,961)
103,236 479,874
i) Provisions against impaired loans and advances, net - Stage 3/Specific provision
2022 2021
AED’000 AED’000
Charge for specific impairment allowance (see note 11(g) & 25(f)) 141,745 558,026
Reversal upon recoveries (see note 11(g) & 25(f)) (85,162) (49,778)
Recoveries from written off loans and advances (153) (413)
56,430 507,835
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6 CREDIT LOSS EXPENSE ON FINANCIAL ASSETS (continued)

i) Provisions against impaired loans and advances, net - Stage 1 &2/Collective provision

2022 2021
AED’000 AED’000
Charge for collective impairment allowance 64,352 23,432
Reversal upon recoveries (17,546) (51,393)
46,806 (27,961)
iii)  Expected credit losses (Stage 1 and 2)
2022 2021
AED’000 AED’000
Loans and advances, net (note 11 (h)) 48,050 (26,018)
Other financial assets, at amortised cost (note 11 (h)) (1,780) 2,211
Due from banks (note 11 (h)) (126) (73)
Indirect facilities (note 11 (h)) 662 (4,081)
46,806 (27,961)

(iv)  The table below shows the ECL charges on financial instruments for the year recorded in the income statement:

31 December 2022

In AED’000 Notes Stage 1 Stage 2 Stage 3 Total
Due from banks 9(a) (126) - - (126)
Loans and advances to customers 11 (4,007) 52,057 56,430 104,480
Debt instruments measured at

amortised cost 12 (1,780) - - (1,780)
Financial guarantees 11 124 (16) - 108
Letters of credit 11 355 a7 - 338
Other undrawn commitments 11 228 (12) - 216
Total impairment loss (5,206) 52,012 56,430 103,236
31 December 2021
In AED’000 Notes Stage 1 Stage 2 Stage 3 Total
Due from banks 9(a) (73) - - (73)
Loans and advances to customers 11 (26,863) 845 507,835 481,817
Debt instruments measured at

amortised cost 12 2,211 - - 2,211
Financial guarantees 11 (1,207) (102) - (1,209)
Letters of credit 11 (506) (39) - (545)
Other undrawn commitments 11 (2,010) (317) - (2,327)
Total impairment loss (28,348) 387 507,835 479,874
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7 GENERAL AND ADMINISTRATIVE EXPENSES

2022 2021

AED’000 AED’000

Salaries and related benefits 112,421 92,679
Services expenses (see note 7(a)) 22,401 22,983
Head Office charges (see note 28) 21,104 30,104
IT services related expenses (see note 7(b)) 10,699 10,632
Operating leases, utilities and related expenses 8,665 8,506
Others 43,319 37,485
218,609 202,389

a) Services expenses represent cost of transaction processing and back-office support activities recharged to the
Branches by Arab Company for Shared Services FZ - LLC (a 100% owned subsidiary of the Head office) (see
note 28).

b) IT related expenses represent cost of IT support services recharged to the Branches by Arab Gulf-Tech for IT
Services FZ-LLC (a 100% owned subsidiary of the Head office) (see note 28).

c) The social contributions (including donations and charity) made during the year ended 31 December 2022
amount to AED Nil (2021: AED Nil).

8 CASH AND BALANCES WITH THE CENTRAL BANK OF UAE

2022 2021

AED’000 AED’000

Cash on hand 83,385 98,954
Balances with the Central Bank of UAE:

- Current accounts 17,493 17,493

- Overnight deposits 1,450,000 1,380,000

- Statutory reserves (see note a) 698,947 664,737

2,249,825 2,161,184

a) Statutory reserves are not available for use in the Bank’s day to day operations and cannot be withdrawn
without the prior approval of the Central Bank of UAE. The level of reserves required changes periodically in
accordance with the directives of the Central Bank of UAE.

Cash and balances with the Central Bank of UAE were classified as Stage 1 financial assets throughout the year.
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9 DUE FROM BANKS

2022 2021
AED’000 AED’000
Current account 643,581 784,030
Time deposits 1,340,592 837,564
1,984,173 1,621,594
Less: Provision for expected credit loss (see note a below) (168) (294)
1,984,005 1,621,300
a) An analysis of the movement of provision for expected credit losses is as follows:
2022 2021
AED’000 AED’000
At 1 January 294 367
Released during the year (126) (73)
At 31 December 168 294
b) Following is the geographical dist