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INDEPENDENT AUDITORS’ REPORT
TO THE SHAREHOLDERS OF LIBANK SAL (LEVANT INVESTMENT BANK)

Opinion

We have audited the financial statements of LI Bank SAL (the “Bank”), which comprise the statement
of financial position as at 31 December 2017, and the income statement, 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 Bank as at 31 December 2017 and its financial performance and its cash
flows for the year then ended in accordance with International Financial Reporting Standards (IFRSs).

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 Auditors’ responsibilities Jor the
audit of the financial statements section of our report. We are independent of the Bank in accordance
with the International Ethics Standards Board for Accountants’ Code of Ethics Sfor Professional
Accountants (IESBA Code) together with the ethical requirements that are relevant to our audit of the
financial statements in Lebanon, 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.

Key audit matters

Key audit matters are those matters that, in our professional judgment, were of most significance in
our audit of the financial statements of the year ended 31 December 2017. We have determined the
matter described below to be the key audit matter to be communicated in our report. This matter was
addressed in the context of our audit of the financial statements as a whole, and in forming our
opinion thereon, and we do not provide a separate opinion on this matter. Our description of how our
audit addressed the matter is provided in that context.

We have fulfilled the responsibilities described in the Auditors’ responsibilities for the audit of the
Jfinancial statements section of our report, including in relation to this matter. Accordingly, our audit
included the performance of procedures designed to respond to our assessment of the risks of material
misstatement of the financial statements. The results of our audit procedures, including the procedures
performed to address the matter below, provide the basis for our audit opinion on the accompanying
financial statements.
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Key audit matters (continued)

Key audit matter

| How our audit addresses the key audit matter

Valuation of financial instruments

The fair value of financial instruments is
determined through the application of valuation
techniques and the use of assumptions and
estimates. Due to the significance of financial
instruments and the related estimation uncertainty,
this is considered a key audit focus area.

Of the financial instruments that are carried at fair
value in the Bank’s statement of financial position
as at 31 December 2017, the significant majority
qualified as Level 1 or 2 financial instruments.
These instruments were valued using prices that
were observable in the market or through models
with market observable inputs, resulting in a
lower valuation risk.

The remaining financial instruments are classified
as Level 3, where certain pricing inputs to value
these instruments are unobservable. The valuation
of these instruments involve the application of
unobservable inputs such as future cash flow
forecasts, discount rates and volatility, amongst
others. As such, there is greater estimation
uncertainty in the determination of these prices.

Note 33 to the financial statements provides
details relating to the valuation of financial
instruments.

We assessed the controls over the identification
and measurement of valuation risk. These
controls include independent price verification,
governance over valuation models, model
validation and management reporting of
valuation risk.

For a sample of financial instruments, we
checked that the pricing inputs used were
externally sourced and accurately input into
pricing models.

For a sample of the Level 1 and 2 instruments,
we critically assessed that the market prices and
inputs are genuinely observable.

In respect of a sample of Level 3 instruments, we
assessed key inputs and assumptions, considering
alternative valuation methods and assessing
sensitivities to key factors.

We assessed whether the disclosures in the
financial statements appropriately reflected the
Bank’s exposure to financial instrument
valuation risk with reference to the requirements
of the prevailing accounting standards.

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 for such internal control as management determines is necessary to
enable the preparation of financial statements that are free from material misstatement, whether due to

fraud or error.

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

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

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditors’ report that
includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an
audit conducted in accordance with ISAs 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:

o 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 Bank’s internal control.

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

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

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

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

We also provide those charged with governance with a statement that we have complied with relevant
ethical requirements regarding independence, and to communicate with them all relationships and
other matters that may reasonably be thought to bear on our independence, and where applicable,
related safeguards.
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Auditors’ responsibilities for the audit of the financial statements (continued)

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

The partners in charge of the audit resulting in this independent auditors’ report are Nadim
Dimashkieh for Ernst & Young and Antoine Gholam for BDO, Semaan, Gholam & Co.

24 May 2048
Beirut, [.€banon



LiBank SAL (LEVANT INVESTMENT BANK)

INCOME STATEMENT
For the year ended 31 December 2017

Interest and similar income
Interest and similar expense

Net interest expense

Fees and commission income

Fees and commission expense

Net fee and commission income

Net gain on financial assets at fair value through profit or loss

Dividend income on financial assets at fair value through other
comprehensive income

Net loss from sale of financial assets at amortized cost

Share of profit from investments in associates

Total operating income

Provision for impairment of advance on an investment

Net operating income

Personnel expenses

Other operating expenses

Depreciation of property and equipment

Amortization of intangible assets

Total operating expenses

Operating profit
Provisions for risks and charges

PROFIT FOR THE YEAR

The accompanying notes 1 to 34 form part of these financial statements.

2017 2016

Notes LL (000) LL (000)
3 4,416,955 3,837,104
4 (5,644,933)  (5,241,130)
(1,227,978)  (1,404,026)

5 1,570,381 976,873
5 (145,577) (95,040)
5 1,424,804 881,833
6 7,182,894 9,446,804
13 31,096 26,521
15 - (612,092)
16 110,342 479,701
7,521,158 8,818,741

19 - (1,009,041)
7,521,158 7,809,700

7 (3,651,944)

(3,535,869)

8 (2,840,868)  (2,760,417)
17 (445,718)  (701,763)
18 (131,606)  (106,751)
(7,070,136)  (7,104,800)
451,022 704,900

25 - (656,964)
451,022 47,936
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LiBank SAL (LEVANT INVESTMENT BANK)

STATEMENT OF COMPREHENSIVE INCOME
For the year ended 31 December 2017

PROFIT FOR THE YEAR

Other comprehensive income

Other comprehensive income not to be reclassified to profit or
loss in subsequent periods:

Net gain from financial assets at fair value through other
comprehensive income

TOTAL COMPREHENSIVE INCOME FOR THE YEAR

The accompanying notes 1 to 34 form part of these financial statements.

Note

28

2017 2016

LL (000) LL (000)
451,022 47,936
1,390,818 243,899
1,841,840 291,835
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LiBank SAL (LEVANT INVESTMENT BANK)

STATEMENT OF FINANCIAL POSITION
As at 31 December 2017

2017 2016
Notes LL (000) LL (000)
ASSETS
Cash and balances with the Central Bank 10 34,905,161 20,156,298
Deposits with banks and financial institutions 11 16,734,837 5,405,548
Financial assets at fair value through profit or loss 12 90,623,177 90,275,130
Financial assets at fair value through other comprehensive income 13 4,770,945 3,002,387
Loans and advances to customers at amortized cost 14 33,161,357 15,282,265
Loans and advances to related parties at amortized cost 30 963,457 1,980,926
Financial assets at amortized cost 15 36,302,147 27,708,270
Investments in associates 16 2,484,155 1,813,300
Property and equipment 17 9,920,124 9,226,549
Intangible assets 18 190,612 307,142
Other assets 19 7,426,035 5,976,088
TOTAL ASSETS 237,482,007 181,133,903
LIABILITIES AND EQUITY
LIABILITIES
Due to Central Bank 20 16,671,231 6,783,751
Due to banks and financial institutions 21 49,959,816 38,239,794
Customers' deposits at amortized cost 22 101,348,544 63,816,605
Deposits from related parties at amortized cost 23 2,694,621 6,609,074
Other liabilities 24 732,257 1,652,201
Provisions for risks and charges 25 966,620 767,827
TOTAL LIABILITIES 172,373,089 117,869,252
EQUITY
Share capital 26 60,000,000 60,000,000
Legal reserve 27 320,613 315,820
Reserve for general banking risks 27 933,614 890,471
Other reserves 27 541,978 539,551
Cumulative changes in fair value of financial assets at fair value
through other comprehensive income 28 1,454,868 64,050
Retained earnings 1,406,823 1,406,823
Results for the year - profit 451,022 47,936
TOTAL EQUITY 65,108,918 63,264,651
TOTAL LIABILITIES AND EQUITY 237,482,007 181,133,903

The financial statements were authorized for issue in accordance with the resolution of the board of directors on
24 May 2018 by:

= Uk nibntos Hanna Gh J George Tabet
“Hairman General Manager

The accompanying notes 1 to 34 form part of these financial statements.
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LiBank SAL (LEVANT INVESTMENT BANK)

STATEMENT OF CASH FLOWS
For the year ended 31 December 2017

2017 2016
Notes LL (000) LL (000)
OPERATING ACTIVITIES
Profit for the year 451,022 47,936
Adjustments for;
Depreciation of property and equipment 17 445,718 701,763
Amortization of intangible assets 18 131,606 106,751
Provision for risks and charges 199,457 718,657
Provision for impairment of advance on an investment 19 - 1,009,041
Share of profit from investments in associates 16 (110,342) (479,701)
1,117,461 2,104,447
Changes in operating assets and liabilities:
Balances with banks and the Central Bank (10,953,907) 6,945,389
Loans and advances to customers at amortized cost (17,879,092) (383,028)
Loans and advances to related parties at amortized cost 1,017,469 1,238,619
Financial assets at fair value (725,787) 10,752,837
Customers' deposits at amortized cost 37,531,939 25,984,113
Deposits from related parties at amortized cost (3,914,453)  (95,491,451)
Other assets (1,449,947) (133,859)
Other liabilities (919,944) 869,448
Cash from (used in) operations 3,823,739 (48,1 13,48?)
Provisions for risks and charges paid (664) -
Net cash from (used in) operating activities 3,823,075  (48,113,485)
INVESTING ACTIVITIES
Acquisition of property and equipment 17 (1,139,293) (8,597,461)
Acquisition of intangible assets 18 (15,076) (149,062)
Investments in associates (560,513) 418,926
Financial assets at amortized cost (8,593,877) 38,903,857
Net cash (used in) from investing activities (10,308,759) 30,576,260
DECREASE IN CASH AND CASH EQUIVALENTS (6,485,684) (17,537,225)
Net effect of foreign exchange 2,427 (5,525)
Cash and cash equivalents at 1 January (25,079,830) (7,537,080)
CASH AND CASH EQUIVALENTS AT 31 DECEMBER 31 (31,563,087) ?5',079,830)

The accompanying notes 1 to 34 form part of these financial statements.
9




LiBank SAL

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2017

1 CORPORATE INFORMATION

LiBank SAL (the “Bank”) is a Lebanese joint stock company which was incorporated in 2012 and registered
under No, 1015811 at the commercial registry of Beirut and under No. 139 on the banks’ list published by the
Central Bank of Lebanon. The headquarters of the Bank are located in Ashrafieh, Sofil Center, Beirut, Lebanon.

The Bank provides a wide range of medium and long term banking services and is governed by the Lebanese laws
especially the Commercial Law, the Money and Credit Act and the Legislative Decree No. 50 dated 15 July 1983
related to investment banks and to medium and long term credit banks in addition to the regulations of Central
Bank of Lebanon and the Banking Control Commission.

The Bank is exempt from income taxes on profits as per the provisions of Legislative Decree No. 50 dated 15 July
1983 for a period of 7 years extending from the date of its establishment.

The Bank obtained the permit for commencement of activities from the Central Bank of Lebanon on 14 January
2013.

2 BASIS OF PREPARATION AND SIGNIFICANT ACCOUNTING POLICIES
2.1 Basis of preparation

The financial statements are prepared under the historical cost convention as modified for the restatement of
financial assets designated at fair value through profit or loss and financial assets at fair value through other
comprehensive income which are measured at fair value.

The financial statements and the relevant disclosures are presented in thousands of Lebanese Lira (LL (000))
except when otherwise indicated.

Statement of compliance

The financial statements have been prepared in accordance with International Financial Reporting Standards
(IFRS) as issued by the International Standards Board (IASB), and the regulations of the Central Bank of Lebanon
and the Banking Control Commission.

Presentation of financial statements

The Barnk presents its statement of financial position broadly in order of liquidity. An analysis regarding recovery
or settlement within 12 months after the statement of financial position date (current) and more than 12 months
after the statement of financial position date (non-current) is presented in the risk management note.

Financial assets and financial liabilities are offset and the net amount is reported in the statement of financial
position only when there is a legally enforceable right to offset the recognized amounts and there is an intention to
settle on a net basis, or to realize the assets and settle the liability simultaneously. Income and expense will not be
offset in the income statement unless required or permitted by any accounting standard or interpretation, as
specifically disclosed in the accounting policies of the Bank.

2.2 Changes in accounting policies and disclosures

New and amended standards and interpretations
The Bank applied for the first time certain standards and amendments, which are effective for annual periods
beginning on or after 1 January 2017.

Although these new standards and amendments have been applied for the first time in 2017, they did not have a
material impact on the financial statements of the Bank but may affect the accounting for future transactions or
arrangements.

10



LiBank SAL

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2017

2 BASIS OF PREPARATION AND SIGNIFICANT ACCOUNTING POLICIES (continued)

2.2

Changes in accounting policies and disclosures (continued)

New and amended standards and interpretations (continued)

The nature and the impact of each new standard or amendment are described below:

Standard

Description

Effective date
(early adoption
permitted)

Amendments to IAS
7 Statement of Cash
Flows: Disclosure
Initiative

The amendments require entities to provide disclosure of changes in
their liabilities arising from financing activities, including both
changes arising from cash flows and non-cash changes (such as
foreign exchange gains or losses). The adoption of this amendment
had no significant impact on the amounts reported in these financial
statements.

1 January 2017

Amendments to IAS
12 Income Taxes:

The amendments clarify that an entity needs to consider whether
tax law restricts the sources of taxable profits against which it may
make deductions on the reversal of deductible temporary difference
related to unrealized losses. Furthermore, the amendments provide
guidance on how an entity should determine future taxable profits
and explain the circumstances in which taxable profit may include
the recovery of some assets for more than their carrying amount.
The Bank applied amendments retrospectively. However, their
application has no effect on the Bank’s financial position and
performance.

1 January 2017

Recognition of
Deferred Tax Assets
for Unrealized
Losses

Annual
Improvements

Cycle - 2014-2016
Amendments to

IFRS 12 Disclosure
of Interests in Other
Entities:

Clarification of the
scope of disclosure

The amendments clarify that the disclosure requirements in IFRS
12, other than those in paragraphs B10-B16, apply to an entity’s
interest in a subsidiary, a joint venture or an associate (or a portion
of its interest in a joint venture or an associate) that is classified (or
included in a disposal group that is classified) as held for sale.
These amendments did not affect the Bank’s financial statements.

1 January 2017

requirements in
IFRS 12
23 Standards issued but not yet effective

The standards and amendments 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 and amendments, if

applicable, when they become effective.

IFRS 9 Financial Instruments
In July 2014, the IASB issued the final version of IFRS 9 Financial Instruments that replaces IAS 39 Financial
Instruments and all previous versions of IFRS 9 (2009, 2010 and 2013). The standard introduces new
requirements for classification and measurement, impairment, and hedge accounting. The new version, IFRS 9
(2014) is effective for annual periods beginning on or after 1 January 2018. The Bank plans to adopt the new
standard on the required effective date along with the provisions of the Central Bank of Lebanon (‘BDL’) basic
circular number 143 and the Banking Control Commission (‘BCC’) circular number 293.

11




LiBank SAL

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2017

2 BASIS OF PREPARATION AND SIGNIFICANT ACCOUNTING POLICIES (continued)
2.3 Standards issued but not yet effective (continued)

IFRS 9 Financial Instruments (continued)

In accordance with the transition provisions of IFRS 9 (2014), the Bank will apply this standard retrospectively.
The changes in measures arising on initial application will be incorporated through an adjustment to opening
retained earnings or reserves (as applicable) as at 1 January 2018.

Estimated impact of the adoption of IFRS 9 on the opening equity at 1 January 2018:

Based on assessments undertaken to date, the expected increase in impairment allowances when measured in
accordance with IFRS 9 expected credit losses model (see II below) compared to IAS 39 incurred loss model is
estimated at approximately LL 705 million, which is already covered by the Bank’s excess provisions disclosed
in note 25. Accordingly, there will be no impact on the Bank’s equity from the adoption of the IFRS 9
impairment requirements.

The above assessment is preliminary because not all transition work has been finalized. The actual impact of
adopting IFRS 9 on 1 January 2018 may change because:

- IFRS 9 will require the Bank to revise its accounting processes and internal controls and these changes
are not yet complete;

- Although parallel runs were carried out in the second half of 2017, the new systems and associated
controls in place have not been operational for a more extended period;

- The Bank has not finalized the testing and assessment of control over its new IT systems and changes
to its governance framework;

- The Bank is refining and finalizing its models for ECL calculations; and

- The new accounting policies, assumptions, judgements and estimation techniques employed are subject
to change until the Bank finalizes its first financial statements that include the date of initial
application.

I Classification | The Bank has early adopted classification and measurement requirements as issued in
and IFRS 9 (2009) and IFRS 9 (2010). In the July 2014 publication of IFRS 9, the new
measurement | measurement category FVTOCI was introduced for financial assets that satisfy the

contractual cash flow characteristics (SPPI test). This category is aimed at portfolio of debt
instruments for which amortized cost information, as well as fair value information is
relevant and useful. This will be the case if these assets are held within a business model
whose objective is achieved by both collecting contractual cash flows and selling the
financial assets.

At the date of application of IFRS 9 (2014), the Bank reassessed the classification and
measurement category for all financial assets debt instruments that satisfy the contractual
cash flow characteristics (SPPI test) and classified them within the category that is
consistent with the business model for managing these financial assets on the basis of facts
and circumstances that existed at that date.

The classification and measurement requirements for financial assets that are equity
instruments or debt instruments that do not meet the contractual cash flow characteristics
(SPPI test) and financial liabilities remain unchanged from previous versions of IFRS 9.

The Bank does not expect a material impact on the classification of the Bank’s financial
assets nor their carrying values.

II. Impairment The standard introduces a new single model for the measurement of impairment losses on
all financial assets including loans and debt securities measured at amortized cost or at fair
value through OCIL. The IFRS 9 expected credit loss (ECL) model replaces the current
model of IAS 39.

12



LiBank SAL

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2017

2

2.3

BASIS OF PREPARATION AND SIGNIFICANT ACCOUNTING POLICIES (continued)

Standards issued but not yet effective (continued)

IFRS 9 Financial Instruments (continued)

II.

Impairment
(continued)

The ECL model contains a three-stage approach, which is based on the change in credit
quality of financial assets since initial recognition. The ECL model is forward looking and
requires the use of reasonable and supportable forecasts of future economic conditions in
the determination of significant increases in credit risk and measurement of ECL..

Stage 1

12-month ECL applies to all financial assets that have not experienced a significant
increase in credit risk (SICR) since origination and are not credit impaired. The ECL will
be computed using a factor that represents the Probability of Default (PD) occurring over
the next 12 months.

Stage 2

Under Stage 2, where there has been a significant increase in credit risk since initial
recognition but the financial instruments are not considered credit impaired, an amount
equal to the default probability weighted lifetime ECL will be recorded. Provisions are
expected to be higher in this stage because of an increase in risk and the impact of a longer
time horizon being considered compared to 12 months in Stage 1.

Stage 3

Under the Stage 3, where there is objective evidence of impairment at the reporting date
these financial instruments will be classified as credit impaired and an amount equal to the
lifetime ECL will be recorded for the financial assets.

Key Considerations

Some of the key concepts in IFRS 9 that have the most significant impact and require a
high level of judgment, as considered by the Bank while determining the impact
assessment, are:

Assessment of Significant Increase in Credit Risk

The assessment of a significant increase in credit risk is done on a relative basis. To assess
whether the credit risk on a financial asset has increased significantly since origination, the
Bank 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 Bank existing risk management processes.

Our assessment of significant increases in credit risk will be performed at least quarterly 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) We have established thresholds for significant increases in credit risk based on
movement in PDs relative to initial recognition.

(2) Additional qualitative reviews will be performed to assess the staging results and make
adjustments, as necessary, to better reflect the positions which have significantly
increased in risk.

(3) IFRS 9 contains a rebuttable presumption that instruments which are 30 days past due
have experienced a 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.

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,

13




LiBank SAL

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2017

2

2.3

BASIS OF PREPARATION AND SIGNIFICANT ACCOUNTING POLICIES (continued)

Standards issued but not yet effective (continued)

IFRS 9 Financial Instruments (continued)

II.

Impairment
(continued)

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.

Our 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.

Our base case scenario will be based on macroeconomic forecasts published by our internal
economics group. Upside and downside scenarios will be set relative to our base case
scenario based on reasonably possible alternative macroeconomic conditions. Scenario
design, including the identification of additional downside scenarios will occur on at least
an annual basis and more frequently if conditions warrant.

Scenarios will be probability-weighted according to our 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.

Expected Life

When measuring ECL, the Bank must consider the maximum contractual period over
which the Bank is 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 Bank is exposed to credit risk
and where the credit losses would not be mitigated by management actions.

Governance

In addition to the existing risk management framework, we have established an internal
committee to provide oversight to the IFRS 9 implementation. The committee is comprised
of senior representatives from Finance and Risk Management and will be responsible for
reviewing and approving staging of financial assets and other key inputs and assumptions
used in our expected credit loss estimates. It also assesses the appropriateness of the overall
allowance to be provided for Expected Credit Losses.

The expected impact on the Bank’s statement of financial position and equity is discussed
above.

I

Hedge
accounting

IFRS 9 also incorporates new hedge accounting rules that intend to align hedge accounting
with risk management practices. IFRS 9 does not cover guidance on macro hedge
accounting as IASB is working on it as a separate project. IFRS 9 includes an accounting
policy choice to defer the adoption of IFRS 9 hedge accounting and to continue with IAS
39 hedge accounting. The Bank, however, has elected to adopt the new hedge accounting
provisions of IFRS 9. The Bank does not have hedging relationships.

IV.

Financial

instruments:

disclosures
(IFRS 7)

The Bank will be amending the disclosures for 2018 to include more extensive qualitative
and quantitative disclosure relating to IFRS 9 such as new classification categories, three
stage impairment model, new hedge accounting requirements and transition provisions.
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2 BASIS OF PREPARATION AND SIGNIFICANT ACCOUNTING POLICIES (continued)

2.3 Standards issued but not yet effective (continued)

Standard Description Effective date
(early adoption
permitted)

IFRS 15, ‘Revenue | This is the converged standard on revenue recognition. It replaces | 1 January 2018
from contracts with | [AS 11, ‘Construction contracts’, IAS 18,’Revenue’ and related
Customers’ interpretations. Revenue is recognised when a customer obtains
control of a good or service. A customer obtains control when it has
the ability to direct the use of and obtain the benefits from the good or
service. The core principle of IFRS 15 is that an entity recognises
revenue to depict the transfer of promised goods or services to
customers in an amount that reflects the consideration to which the
entity expects to be entitled in exchange for those goods or services.
IFRS 15 also includes a cohesive set of disclosure requirements that
will result in an entity providing users of financial statements with
comprehensive information about the nature, amount, timing and
uncertainty of revenue and cash flows arising from the entity’s
contracts with customers.

IFRS 16, ‘Leases’ The IASB issued the new standard for accounting for leases in | 1 January 2019

January 2016.

(a)  The new standard does not significantly change the
accounting for leases for lessors. However, it does require
most leases on their balance sheets as lease liabilities, with the
lessees to recognise corresponding right-of-use assets.

(b)  Lessees must apply a single model for all recognised leases,
but will have the option not to recognise ‘short-term’ leases
and leases of ‘low-value’ assets.

(c)  Generally, the profit or loss recognition pattern for recognised
leases will be similar to today’s finance lease accounting,
with interest and depreciation expense recognised separately
in the statement of profit or loss.

Early application is permitted provided the new revenue standard,
IFRS 15, is applied on the same date.

Lessees must adopt IFRS 16 using either a full retrospective or a
modified retrospective approach.

2.4 Summary of significant accounting policies
1) Foreign currency translation
The financial statements are presented in Lebanese Lira which is the bank’s presentation currency.

(1) Transactions and balances
Transactions in foreign currencies are initially recorded at the functional currency rate of exchange ruling at the
date of the transaction.

Monetary assets and liabilities denominated in foreign currencies are retranslated at the functional currency rate
of exchange at the statement of financial position date. All differences arising on non-trading activities are taken
to “Other operating income or loss” in the income statement, with the exception of differences on foreign
currency borrowings that provide an effective hedge against a net investment, at which time they are recognized
in the income statement.

Non-monetary items that are measured in terms of historical cost in a foreign currency are translated using
exchange rates as at the dates of the initial transactions.
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