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Commercial Bank International P.S.C.
Commercial Bank International P.5.C.

Board of Directors’ Report

The Board of Directors has pleasure in submitting their report and the audited consolidated
financial statements for the year ended 31 December 2017.

Incorporation and registered offices

Commercial Bank International P.S.C. {the “Bank”} was incorporated under an Emiri Decree
Number 5/91 on 28 April 1991 by His Highness Ruler of Ras Al-Khaimah. The address of the
registered office is P.0. Box 793, Ras Al-Khaimah, United Arab Emirates.

Principal activities

The principal activities of the Bank are retail banking, commercial banking, investment banking,
Islamic banking, brokerage and asset management and these activities are carried out through its
branches in the United Arab Emirates.

Financial position and resdilts

The financial position and results of the Group for the year ended 31 December 2017 are set out’
in the accompanying consolidated financial statements.

The Group has earned net interest income and income from Islamic financing and investing
activities amounting AED 556,237 thousands during the year ended 31 December 2017 (2016: AED
506,972 thousands) and had recorded a net profit of AED 174,591 thousands for the year ended
31 December 2017 (2016: AED 125,065 thousands).

Directors

The following were the Directors of the Bank for the year ended 31 December 2017:

Chairman: Mr. Mohammad Sultan Al Qadi
Vice Chairman: Mr. Ali Ahmed Al Kuwari
Directors: Mr. Adel Abdul Aziz Khashabi

Mrs. Fareeda Ali Abu Al Fath
Mr. Ahmad Majid Lootah
Mr. Ali Rashid Al-Mohannadi
Mr. Mohammad Ali Musabeh Al Nuaimi (elected in March 2017)
Mr. Mubarak Bin Fahed {elected in March 2017)
Mr. Abdulla Gaith Al Suwaidi (elected in March 2017)
Auditors

The consolidated financial statements for the year ended 31 December 2017 have been audited
by PricewaterhouseCoopers and, being eligible, offer themselves for reappointment.

By order of the Board of Directors

Mr. Mohammad Sultan Al Qadi

Chairman b_i:}
04 February 2018 =
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Report on the audit of the consolidated financial statements

In our opinion, the consolidated financial statements present fairly, in all material respects, the consolidated
financial position of Commercial Bank International P.S.C. (the “Bank”) and its subsidiaries (together the
“Group”) as at 31 December 2017, and its consolidated financial performance and its consolidated cash flows
for the year then ended in accordance with International Financial Reporting Standards (IFRS).

‘What we have audited
The Group’s consolidated financial statements comprise:

° the consolidated statement of financial position as at 31 December 2017;
o the consolidated income statement for the year then ended;

o the consolidated statement of comprehensive income for the year then ended;

o the consolidated statement of changes in equity for the year then ended;

° the consolidated statement of cash flows for the year then ended; and

° thflzln.otes to the consolidated financial statements, which include a summary of significant accounting
policies.

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 consolidated
financial statements section of our report.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
opinion.

Independence

We are independent of the Group in accordance with the International Ethics Standards Board for
Accountants’ Code of Ethics for Professional Accountants (IESBA Code) and the ethical requirements that
are relevant to our audit of the consolidated financial statements in the United Arab Emirates. We have
fulfilled our other ethical responsibilities in accordance with these requirements and the IESBA Code.

This was the first year we were appointed as the auditor of the Group. As part of developing our knowledge
for the 2017 audit, we met with the former auditors to understand the significant audit judgements they
made as part of forming their audit opinion for the year ended 31 December 2016.

We also reviewed the audit working papers of the former auditor to assist in familiarising ourselves with the
IT systems and controls on which they relied on for the purposes of issuing their opinion in addition to
assisting us in understanding the evidence they obtained and the basis for the conclusions they reached in
respect of key judgements.

As part of designing our audit, we determined materiality and assessed the risks of material misstatement
in the consolidated financial statements. In particular, we considered where management made subjective
judgements; for example, in respect of significant accounting estimates that involved making assumptions
and considering future events that are inherently uncertain.

PricewaterhouseCoopers (Dubai Branch), License no. 102451
Emaar Square, Building 4, Level 8, P O Box 11987, Dubai - United Arab Emirates
T: +971 (0)4 304 3100, F: +971 (0)4 346 9150, www.pwc.com/me

Douglas O'Mahony, Paul Suddaby, Jacques Fakhoury and Mchamed ElBorno are registered as practising auditors with the UAE Ministry of Economy
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Independent auditor’s report to the shareholders of Commercial
Bank International P.S.C. (continued)

Our audit approach (continued)

The areas, in our professional judgement, that are of most significance to the audit (Key audit matters) and
where we focused most effort were:

« Impairment of loans and advances to customers and Islamic financing and investing assets;
« Valuation and impairment of properties;

« Valuation of unquoted equity investments; and

« Disclosure of the likely impact of IFRS 9

An explanation of each of these Key audit matters and a summary of our audit approach are set out below.

As in all of our audits, we also addressed the risk of management override of internal controls, including
among other matters, consideration of whether there was evidence of bias that represented a risk of material
misstatement due to fraud. In addition, as is common with all banks, the Group is highly dependent on
technology due to the significant number of transactions that are processed daily. The audit approach relied
extensively on automated controls, therefore, procedures were designed to test access and control over IT
systems.

We tailored the scope of our audit in order to perform sufficient work to enable us to provide an opinion on
the consolidated financial statements as a whole, taking into account the structure of the Group, the
accounting processes and controls, and the industry in which the Group operates.

Key audit matters

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

Key audit matter How our audit addressed the Key audit

matter

Impairment of loans and advances to
customers and Islamic financing and

investing assets . i
9 ; We assessed and tested the design and operating

The Group has recognised impairment allowances in  effectiveness of the controls over impairment data
respect of loans and advances to customers and  an4 caleulations to ensure compliance with IFRS.
Islamic financing and investing assets. These controls included those over the internal
Impairment allowances represent management’s credit rating of counterparty facilities, the
best estimate of the losses incurred within the loan identification of impaired loans and advances, the
portfolios at the balance sheet date. They are posting of model output to the general ledger and
calculated on a collective basis for portfolios of loans  the calculation of the impairment provisions.

of a similar nature and on an individual basis for 1 addition, we performed detailed testing on
watch list and non-performing loans. The caleulation  he models used to caleulate both identified and

of both collective and individual impairment ynidentified impairment.

allowances is inherently judgemental.
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Independent auditor’s report to the shareholders of Commercial
Bank International P.S.C. (continued)

Our audit approach (continued)

Key audit matter

How our audit addressed the Key audit
matter

advances to
and

Impairment of loans and
customers and Islamic financing
investing assets (continued)

As disclosed in note 7, as at 31 December 2017, the
Group has recognised collective and specific
impairment provisions for impairment of loans and

advances of AED 486 million.

Collective impairment allowances are used to
recognise unidentified impairment.  Collective
impairment allowances are calculated for each
identified portfolio and are based on historical
experience, credit rating and expected migrations in
addition to assessed inherent losses based on the
economic and credit conditions on a portfolio of
similar loans. The inputs to these models are subject
to management judgement.

For individual impairment allowances, judgement is
required to determine when an impairment event
has occurred and then to estimate the expected
future cash flows related to that loan or Islamic
financing and investing asset.

We focused on this area because the Directors and
management make subjective judgements over both
the timing of recognition of impairment allowances
and the estimation of the size of any impairment
allowance required.

Information on credit risk and the Group’s credit risk
management is provided in note 40. The use of
estimates and judgements in respect of impairment
of loans and advances and Islamic financing and
investing assets is disclosed in note 4. Disclosure of
the impairment allowance and net impairment
charge are disclosed in notes 7 and 32 to the financial
statements.

This testing included testing of the extraction of

data used in the model, assessing the
appropriateness of the assumptions used
(including applying sensitivities) and re-

performance of the impairment calculation.

Where the models were designed to meet the UAE
Central Bank requirements in respect of
impairment allowances, we tested the
reconciliation of the output of these models to the
provisioning requirements under IFRS.

Where impairment was individually calculated,
we tested controls over the timely identification of
potentially impaired loans. We also tested a
sample of loans and advances to ascertain whether
the loss event (the point at which impairment is
recognised) had been identified in a timely
manner. Where impairment had been identified,
for a sample of loans we considered the latest
developments in relation to the borrower and
examined  management’s calculation of
impairment. We verified the factors used in
management’s calculation against corroborative
evidence such as collateral valuation reports and
information regarding other sources of payment,
challenging the assumptions made by
management in determining the recoverability of
the exposure and comparing estimates to external
evidence, where available.

We examined a sample of loans and advances,
which had not been identified by management as
potentially impaired and formed our own
judgement as to whether that was appropriate
including using external evidence in respect of the
relevant counterparties.

Where we formed a different view from that of
management on certain specific provisions, the
differences were assessed in the context of the
overall level of provisioning, including the
collective provision.



;-

pwec

Independent auditor’s report to the shareholders of Commercial

Bank International P.S.C. (continued)

Our audit approach (continued)

Key audit matter

How our audit addressed the Key audit
matter

Valuation and impairment of properties

The Group holds several types of properties which are
included in the consolidated statement of financial
position. These are included within property
inventory, investment properties and property and
equipment.

Properties classified as property inventory are carried
at the lower of cost and net realisable value and
amount to AED 562 million at 31 December 2017.
Investment properties are carried at cost less
accumulated depreciation and amount to AED 183
million at 31 December 2017. They are assessed for
impairment when there are indicators of impairment
at the end of each reporting period.

Land and buildings of AED 101 million at 31 December
2017 are included in property and equipment and are
stated at their revalued amounts. These are assessed
for impairment when there are indicators of
impairment at the end of each reporting period.

Management involve external experts
(“management’s experts”) to perform independent
valuations of properties which are used to assess
whether the carrying value of the property is to be
impaired. The valuations are performed using a range
of valuation methodologies such as the comparable
method, residual land method valuation or by
estimating the net present value by expected capital
(sales) incomes deferred over estimated sales periods.

We focused on this area because the Directors and
management make subjective judgements over the
extent of any impairment or revaluation required,
based on the estimated fair value of properties.

Details of property inventory, investment properties
and properties included in property and equipment
are provided in notes 10, 14 and 15 respectively, to the
financial statements.

Valuation of unquoted equity investments

The Group has investments in level 3 unquoted
equities and funds which are classified as financial
assets measured at fair value through other
comprehensive income.

We tested the design and operating effectiveness of
the Group’s controls over the valuation and
impairment of properties. These controls included
the review of the independent valuation reports.

We assessed the competency, objectivity and
capabilities of management’s experts and for a
sample of valuations, we evaluated the adequacy
and appropriateness of their work with the
assistance of our valuation experts. The evaluation
involved  verifying the methodology and
assumptions used by management’s experts to
perform the valuations, comparing them to
external evidence (where available), and holding
discussion with management’s experts.

Further, we assessed whether the models used and
the methodologies employed by management’s
experts complied with the requirements of IFRS.

We carried out procedures on a sample basis, to
satisfy ourselves of the accuracy of the property
information supplied to the wvaluers by
management.

We compared the carrying values of the properties
to management’s valuations to identify whether
there is a decline in the recoverable amount to
determine if impairment exists. . If impairment
was identified, we calculated the impairment
required as the difference between carrying value
and recoverable amount and agreed the shortfall to
impairment recognised by management in the
general ledger.

We tested the design and operating effectiveness
of the Group’s controls over the valuation of
unquoted equity investments. These controls
included the review of the independent valuation
reports.
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Independent auditor’s report to the shareholders of Commercial

Bank International P.S.C. (continued)

Our audit approach (continued)

Key audit matter

How our audit addressed the Key audit

Valuation of unquoted equity investments
(continued)

These investments, amounting to AED 54 million at 31
December 2017, are disclosed in note 11 to the
financial statements.

Management determine the fair value of these
investments by obtaining valuation reports from
external fund managers or by involving external
experts (“management’s experts”) to provide
independent valuations of the investments based on
the ‘market approach’ valuation technique as defined
by IFRS 13.

We focused on this area because the Directors and
management make subjective judgements over the
estimated fair value of unquoted investments.

Disclosure of the likely impact of IFRS 9

Our audit was focused on the disclosure of the impact
of the implementation of IFRS 9 - Financial
Instruments (IFRS 9), as this is a new and complex
accounting standard, which has a material impact and
has required considerable judgement and
interpretation in its implementation.

As disclosed in note 2.2, management has estimated
that the first time adoption on 1 January 2018 of IFRS
9 will result in an increase in the loss allowance for

financial assets held at amortised cost of
approximately 40% to 45%.

IFRS g introduces a new, forward looking, expected
credit loss (ECL) impairment model.

This takes into account reasonable and supportable
forward-looking information which will generally
result in earlier recognition of losses.

There are a number of significant judgements which
are required in measuring ECL under IFRS ¢ including:
e determining criteria for significant increase in
credit risk (SICR);
e factoring in future economic guidance; and

e techniques used to determine the probability of
default (PD) and loss given default (LGD).

matter

We assessed the competency, objectivity and
capabilities of management’s experts and for a
sample of valuations, evaluated the adequacy and
appropriateness of their work with the assistance
of our valuation expert. We did this by verifying
the methodology and assumptions used by them
to perform the valuations and compared them to
external evidence (where available), and holding
discussion with management’s expert. Further, we
assessed whether the methodologies employed by
management’s expert complied with the
requirements of IFRS.

We carried out procedures on a sample basis, to
satisfy ourselves of the accuracy of the information
supplied to the valuers by management. We
compared the carrying values of the investments
to management’s valuations and agreed these to
the general ledger.

We assessed and tested the design and operating
effectiveness of the control that management has
established in respect of model governance.

We have used our modeling experts to test the
modelling methodology for certain portfolios. In
addition, our modeling experts performed
substantive procedures over certain models which
included assessing the reasonableness of key
assumptions.
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Independent auditor’s report to the shareholders of Commercial
Bank International P.S.C. (continued)

Our audit approach (continued)

Key audit matter How our audit addressed the Key audit

matter

Disclosure of the likely impact of IFRS 9
(continued)

We have tested the completeness and accuracy of

Thi ; . ;
W Gas vepdieed. ey Malel w0 be R e the data used in calculation of the ECL.

implemented to measure the expected credit losses on
loans measured at amortised cost. There is a large
increase in the data inputs required by these models. Further, we have independently validated the
This increases the risk of completeness and accuracy of disclosures against the requirements of IFRS.

the data that has been used to create assumptions and

is used to operate the model.

Other information

The directors are responsible for the other information. The other information comprises the Board of
Directors’ report (but does not include the consolidated financial statements and our auditor’s report thereon),
which we obtained prior to the date of this auditor’s report, and the Bank’s complete Annual Report which is
expected to be made available to us after that date.

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

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

If, based on the work we have performed on the other information that we obtained prior to the date of this
auditor’s report, 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.

When we read the Bank’s complete Annual Report, if we conclude that there is a material misstatement therein,
we are required to communicate the matter to those charged with governance.

Responsibilities of management and those charged with governance for the consolidated
financial statements

The board is responsible for the preparation and fair presentation of the consolidated financial statements in
accordance with International Financial Reporting Standards and their preparation in compliance with the
applicable provisions of the UAE Federal Law No. (2) of 2015, and for such internal control as the board
determines is necessary to enable the preparation of consolidated financial statements that are free from
material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, the boardt is responsible for assessing the Group’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 the board either intends to liquidate the Group or to cease operations, or
has no realistic alternative but to do so. Those charged with governance are responsible for overseeing the
Group’s financial reporting process.
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Our objectives are to obtain reasonable assurance about whether the consolidated 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 consolidated
financial statements.

As part of an audit in accordance with ISAs, we exercise professional judgment and maintain professional
scepticism throughout the audit. We also:

e Identify and assess the risks of material misstatement of the consolidated financial statements, whether due
to fraud or error, design and perform audit procedures responsive to those risks, and obtain audit evidence
that is sufficient and appropriate to provide a basis for our opinion, The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.

¢ Obtain an understanding of internal control relevant to the audit in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the Group’s internal control.

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

¢ Conclude on the appropriateness of the board’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 Group’s 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
consolidated 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 Group to cease to continue as a going concern.

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

e Obtain sufficient appropriate audit evidence regarding the financial information of the entities or business
activities within the Group to express an opinion on the consolidated financial statements. We are
responsible for the direction, supervision and performance of the group audit. We remain solely responsible
for our audit opinion.

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

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

From the matters communicated with those charged with governance, we determine those matters that were
of most significance in the audit of the consolidated financial statements of the current period and are therefore
the key audit matters. We describe these matters in our auditor’s report unless law or regulation precludes
public disclosure about the matter or when, in extremely rare circumstances, we determine that a matter should
not be communicated in our report because the adverse consequences of doing so would reasonably be expected
to outweigh the public interest benefits of such communication.
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Further as required by the UAE Federal Law No. (2) of 2015, we report that:

®
(i)

(iii)
(iv)

W)

(vi)

(vii)

(viii)

we have obtained all the information we considered necessary for the purposes of our audit;

the consolidated financial statements have been prepared and comply, in all material respects, with the
applicable provisions of the UAE Federal Law No. (2) of 2015;

the Group has maintained proper books of account;

the financial information included in the Board of Directors’ Report is consistent with the books of
account of the Group;

as disclosed in note 11 and note 13 to the consolidated financial statements, the Group has purchased and
invested in shares during the financial year ended 31 December 2017;

note 34 to the consolidated financial statements discloses material related party transactions, and the
terms under which they were conducted,

note 31 to the consolidated financial statements discloses the social contributions made during the year
ended 31 December 2017; and

based on the information that has been made available to us, nothing has come to our attention which
causes us to believe that the Group has contravened during the year ended 31 December 2017 any of the
applicable provisions of the UAE Federal Law No. (2) of 2015 or in respect of the Bank, its Articles of
Association which would materially affect its activities or its financial position as at 31 December 2017.

Further, as required by the UAE Union Law No (10) of 1980, as amended, we report that we have obtained all
the information and explanations we considered necessary for the purpose of our audit.

The consolidated financial statements of the Group as at and for the year ended 31 December 2016 were audited
by another auditor, whose report dated 14 February 2017 expressed an unmodified audit opinion.

PricewaterhouseCoopers

") Februaiy. 2018

g A

Jacques Fakhoury
Registered Auditor Number 379
Dubai, United Arab Emirates




Commercial Bank International P.S.C.

Consolidated statement of financial position
As at 31 December

ASSETS

Cash and balances with the Central Bank of the
U.A.E.

Deposits and halances due from banks

Loans and advances to customers

Islamic financing and investing assets

Receivables and other assets

Property inventory

Financial assets measured at fair value

QOther financial assets measured at amortised cost

Investment in associates

Investment properties

Intangible assets

Property and equipment

Total assets

EQUITY AND LIABILITIES
EQUITY

Share capital

Tier 1 Capital Securities
Statutory reserve

General reserve

Properties revaluation reserve
Investments revaluation reserve
Accumulated losses

Equity attributable to owners of the Bank
Non-controlling interests

Net equity

LIABILITIES

Deposits-and balances due to banks
Customers’ deposits

Islamic customers’ deposits
Payables and other liabilities

Total liabilities

Total equity and liabilities

...................................................

Mark Timothy Robinson
Chief Executive Officer

Note

16
17
18
18
18
18

19

20
21
22
23

10

2017 2016

AED '000 AED ‘000
2,088,872 2,561,366
817,007 624,846
12,610,527 13,024,470
265,466 248,832
3,029,543 2,031,924
561,594 460,193
72,169 95,487
852,826 933,565
53,477 -
182,630 117,608
78,565 8,704
130,458 210,828
20,743,134 20,317,823
1,737,383 1,737,383
459,125 459,125
235,123 217,664
17,459 142,952
72,950 89,672
(39,706) (22,333)
(14,984) (275,985)
2,467,350 2,348,478
309 340
2,467,659 7,348 818
1,082,342 1,742,844
13,160,647 13,662,465
893,092 289,477
3,139,394 2,274,219
18,275,475 17,969,005
20,743,134 20,317,823

Mohammad Sultan Al Qédi
Chairman

The accompanying notes form an integral part of these consolidated financial statements.




Commercial Bank International P.S.C.

Consolidated income statement
For the year ended 31 December

Note

Interest income 25

Income from Islamic financing and investing assets 26

Total interest income and income from Islamic
financing and investing assets

Interest expense 27
Distribution to Islamic depositors 28
Net interest income and income from Islamic

financing and investing assets

Fee and commission income 29
Fee and commission expense 29
Net fee and commission income

Other operating income, net 30
Net operating income

General and administrative expenses 31
Impairment losses and provisions, net 32
Profit for the year

Attributable to:
Owners of the Bank
Non-controlling interests
Profit for the year

Basic and diluted earnings per share (AED) 33

11

2017 2016
AED ’000 AED "000
845,941 751,356
10,814 5,842
856,755 757,198
(280,168) (234,850)
(20,350) (15,376)
556,237 506,972
259,333 281,327
(27,589) (22,462)
231,744 258,865
77,651 73,344
865,632 839,181
(454,345) (456,267)
(236,696) (257,849)
174,591 125,065
174,622 125,071
(31) (6)
174,591 125,065
0.083 0.055

The accompanying notes form an integral part of these consolidated financial statements.



Commercial Bank International P.S.C. 12
Consolidated statement of comprehensive income
For the year ended 31 December
2017 2016
AED’000 AED’000
Profit for the year 174,591 125,065
Other comprehensive loss
Items that will not be reclassified subsequently to profit
or loss:
Changes in fair value of financial assets measured
at fair value through other comprehensive income (17,373) (2,898)
Revaluation of properties (8,534) -
Other comprehensive loss for the year (25,907) (2,898)
Total comprehensive income for the year 148,684 122,167
Total comprehensive income attributable to:
Owners of the Bank 148,715 122,173
Non-controlling interests (31) (6)
148,684 122,167

The accompanying notes form an integral part of these consolidated financial statements.
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Commercial Bank International P.S.C.

Consolidated statement of cash flows
For the year ended 31 December

Cash flows from operating activities

Profit for the year

Adjustments for:

Depreciation of property and equipment
Depreciation of investment property
Impairment of financial assets, net
Impairment of non-financial assets

Write-off of property and equipment

Gain on disposal of property and equipment

Gain on disposal of investment properties

Amortisation of financial assets measured at amortised
cost

Gain on disposal of financial assets measured at amortised

cost
Gain on financial assets measured at FVTPL
Dividend income

Provision for end of service benefits

Changes in operating assets and liabilities:
Decrease/(increase) in balances with the Central Bank of
the U.A.E.

Increase in loans and advances to customers
Increase in Islamic financing and investing assets
Decrease in property inventory

Increase in receivables and other assets
Decrease in deposits and balances due to banks
(Decrease)/increase in customers’ deposits
Increase in Islamic customers’ deposits

Increase in payables and other liabilities

Cash generated from operating activities

End of service benefits paid

Net cash generated from operating activities

Cash flows from investing activities

Purchase of property and equipment

Purchase of financial assets measured at amortised cost

Proceeds from sale of property and equipment

Proceeds from sale of investment properties

Proceeds from sale/redemption of financial assets
measured at amortised cost

Proceeds from disposal of financial assets measured at
FVTOCI

Dividend received

Net cash generated from/(used in) investing activities

15
2017 2016
AED’000 AED’000
174,591 125,065
36,944 29,966
4,905 5,300
223,646 254,528
13,050 3,321
3,879 100
(90) (89)
(2,096) (3,821)
946 565
(7,847) (6,301)
(190) (2,326)
(804) (804)
7,969 8,191
454,903 413,695
760,111 (786,265)
(183,355) (1,946,843)
(16,634) (77,004)
6,624 13,252
(889,397) (1,065,818)
(660,502) (186,076)
(501,818) 2,571,444
603,615 275,225
865,348 1,097,207
438,895 308,817
(8,142) (8,787)
430,753 300,030
(38,875) (53,155)
(619,869) (580,752)
117 4,396
23,237 5,250
707,509 301,847
5,945 -
804 804
78,868 (321,610)

The accompanying notes form an integral part of these consolidated financial statements.



Commercial Bank International P.S.C.

Consolidated statement of cash flows (continued)

For the year ended 31 December

Cash flows from financing activities

Interest paid on Tier 1 Capital securities
Transaction cost paid on issuance of Tier 1 Capital
Net cash used in financing activities

Net increase/(decrease) in cash and cash equivalents

Cash and cash equivalents, beginning of the year
Cash and cash equivalents, end of year (note 24)

Operational cash flows from interest
Interest received

Profit received

Interest paid

Profit paid

Non-cash transactions

Repossession of properties from loan and advances to
property inventory

Repossession of properties from loan and advances to
investment properties

Repossession of equity investment from loan and
advances to investments in associates

Transfer from property and equipment to investment
property

16

2017 2016
AED’000 AED’000
(29,843) (29,843)

- (811)
(29,843) (30,654)
479,778 (52,234)
1,507,811 1,560,045
1,987,589 1,507,811
806,246 744,477
10,558 7,170
(280,273) (171,423)
(17,572) (11,127)
114,286 1,940
95,857 -
53,477 -

- 25,800

The accompanying notes form an integral part of these consolidated financial statements.
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Notes to the consolidated financial statements For the year ended 31 December
2017

1. Status and activities

Commercial Bank International P.S.C. (the “Bank”) is a public shareholding company with limited
liability incorporated under an Emiri Decree Number 5/91 on 28 April 1991 by His Highness Ruler
of Ras Al-Khaimah. The registered office of the Bank is at P.O. Box 793, Ras Al-Khaimah. The
Bank is listed on the Abu Dhabi Exchange (Ticker “CBI”). The Bank carries on commercial banking
activities through its branches in the United Arab Emirates (“U.A.E.”).

These consolidated financial statements incorporate the financial statements of the Bank and its
subsidiaries as disclosed below (collectively referred to as the “Group”).

Details of the Group’s subsidiaries at the end of reporting period is as follows:

Place of % of ownership
Name Principal incorporation 2017 2016
activity
International Financial Brokerage Brokerage Dubai- U.A.E. 99.4% 99.4%
LLC. *
Takamul Real Estate L.L.C. Real estate Dubai - U.A.E. 100.0%  100.0%

* under liquidation

2. Application of new and revised International Financial Reporting
Standards (“IFRS”)

2.1 New and revised IFRS applied with no material effect on the consolidated financial
statements

The following new and revised IFRS, which became effective for annual periods beginning on
or after 1 January 2017, have been adopted in these consolidated financial statements. The
application of these new and revised IFRS have not had any material impact on the amounts
reported for the current and prior periods but may affect the accounting for future
transactions or arrangements.

e Amendments to IAS 7 Statement of cash flow clarify that entities shall provide
disclosures that enable users of financial statements to evaluate changes in liabilities
arising from financing activities.

e Amendments to IAS 12 relating to recognition of deferred tax assets for unrealised
losses.

e Annual Improvements to IFRSs 2014 - 2016 Cycle — Amendments to IFRS 12 Disclosure
of Interests in Other Entities.
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Notes to the consolidated financial statements For the year ended 31 December
2017 (continued)

2.

Application of new and revised International Financial Reporting Standards

(“IFRS”) (continued)

2.2 New and revised IFRS in issue but not yet effective and not early adopted

The Group has not yet early applied the following new standard, amendments and interpretations
that have been issued but are not yet effective:

New and revised IFRS

Finalised version of IFRS 9 [IFRS 9 Financial Instruments (2014)] was
issued in July 2014 incorporating requirements for classification
and measurement, impairment, general hedge accounting and
derecognition. This amends classification and measurement
requirement of financial assets and introduces new expected loss
impairment model.

» Impairment: The 2014 version of IFRS 9 introduces an 'expected
credit loss' model for the measurement of the impairment of
financial assets, so it is no longer necessary for a credit event to
have occurred before a credit loss is recognised.

» Hedge accounting: Introduces a new hedge accounting model
that is designed to be more closely aligned with how entities
undertake risk management activities when hedging financial
and non-financial risk exposures.

» Derecognition: The requirements for the derecognition of
financial assets and liabilities are carried forward from IAS 39.

A new measurement category of fair value through other
comprehensive income (FVTOCI) will apply for debt instruments
held within a business model whose objective is achieved both by
collecting contractual cash flows and selling financial assets.

A new impairment model based on expected credit losses will apply
to debt instruments measured at amortised costs or FVTOCI, lease
receivables, contract assets and certain written loan commitments
and financial guarantee contract.

The Group has reviewed its financial assets and liabilities and is
expecting the following impact from the adoption of the new
standard on 1 January 2018:

» The new impairment model requires the recognition of
impairment provisions based on expected credit losses (ECL)
rather than only incurred credit losses. Based on the
assessments undertaken to date, the Group expects an increase
in the loss allowance for its financial assets held at amortised
cost by approximately 40 to 45%.

Effective for
annual periods
beginning on or after

1 January 2018
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Notes to the consolidated financial statements For the year ended 31 December
2017 (continued)

2.

Application of new and revised International Financial Reporting Standards

(“IFRS”) (continued)

2.2 New and revised IFRS in issue but not yet effective and not early adopted (continued)

New and revised IFRS

» The new standard also introduces expanded disclosure
requirements and changes in presentation. These are expected
to change the nature and extent of the Group’s disclosures
about its financial instruments particularly in the year of the
adoption of the new standard.

The estimated impact of adopting IFRS 9 is preliminary because not
all transition work has been finalised. The actual impact of adopting
IFRS 9 on 1 January 2018 may change as the Group will continue to
refine its model assumptions, governance framework and
estimation techniques employed leading up to 31 March 2018
reporting.

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

Amendments to IFRS 4 Insurance Contracts relating to different
effective dates of IFRS 9 Financial Instruments and the forthcoming
new insurance contract standard.

IFRS 15 Revenue from Contracts with Customers: IFRS 15 provides a
single, principles based five-step model to be applied to all
contracts with customers.

IFRIC 22 Foreign Currency Transactions and Advance Consideration

The interpretation addresses foreign currency transactions or parts

of transactions where:

» thereis consideration that is denominated or priced in a foreign
currency;

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

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

Effective for
annual periods
beginning on or after

1 January 2018

1 January 2018

1 January 2018

1 January 2018
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Notes to the consolidated financial statements For the year ended 31 December
2017 (continued)

2. Application of new and revised International Financial Reporting Standards
(IFRS) (continued)

2.2 New and revised IFRS in issue but not yet effective and not early adopted (continued)
Effective for

annual periods
New and revised IFRS beginning on or after

e  Amendments to IAS 40 Investment Property: Amends paragraph 57 1 January 2018

to state that an entity shall transfer a property to, or from,
investment property when, and only when, there is evidence of a
change in use. A change of use occurs if property meets, or ceases
to meet, the definition of investment property. A change in
management’s intentions for the use of a property by itself does
not constitute evidence of a change in use. The paragraph has been
amended to state that the list of examples therein is non-
exhaustive.

e  Annual Improvements to IFRSs 2014 - 2016 Cycle —Amendmentsto 1 January 2018
IFRS 1 First Time Adoption of International Financial Reporting
Standards and 1AS 28 Investment in Associates and Joint Ventures.

e |FRS 16 Leases provides a single lessee accounting model, requiring 1 January 2019
lessees to recognise assets and liabilities for all leases unless the
lease term is 12 months or less or the underlying asset has a low
value.

e Amendments to IAS 28 Investment in Associates and Joint Ventures 1 January 2019
regarding long-term interests in associates and joint ventures.

e |FRIC 23 Uncertainty over Income Tax Treatments: IFRIC 23 clarifies 1 January 2019
the accounting for uncertainties in income taxes.

e |FRS 17 Insurance Contracts establishes the principles for the 1January 2021
recognition, measurement, presentation and disclosure of
insurance contracts.

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

Management anticipates that these new standards, interpretations and amendments will be
adopted in the Group’s consolidated financial statements for the period of initial application
and adoption of these new standards, interpretations and amendments, except for IFRS 9, may
have no material impact on the consolidated financial statements of the Group in the period of
initial application.
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Notes to the consolidated financial statements For the year ended 31 December
2017 (continued)

3. Significant accounting policies
3.1 Statement of compliance

The consolidated financial statements of the Group are prepared in accordance with International
Financial Reporting Standards (IFRS) issued by the International Accounting Standards Board (IASB).

3.2 Basis of prepration

The consolidated financial statements have been prepared on the historical cost basis, except for
items which are measured at fair value at the end of each reporting period. Historical cost is
generally based on the fair value of the consideration given in exchange for assets.

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, regardless of whether
that price is directly observable or estimated using another valuation technique. In estimating the
fair value of an asset or a liability, the Bank takes into account when pricing the asset or liability if
market participants would take those characteristics into account when pricing the asset or liability
at the measurement date. Fair value for measurement and/or disclosure purposes in these
consolidated financial statements is determined on such a basis, except for measurements that
have some similarities to fair value but are not fair value such as value in use in IAS 36.

In addition, for financial reporting purposes, fair value measurements are categorised into level 1,
2 or 3 based on the degree to which the inputs to fair value measurements are observable and the
significance of the inputs to the fair value measurement in its entirety, which are described as
follows:

- Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or
liabilities that the entity can access at the measurement date;

- Level 2 inputs are inputs, other than quoted prices included within Level 1, that are
observable for the asset or liability either directly or indirectly; and

- Level 3 inputs are unobservable inputs for the asset or liability.

The principal accounting policies adopted in the preperation of the Group consolidated financial
statements are set out below. These policies have been consistently applied to all years presented.

3.3 Basis of consolidation

The consolidated financial statements incorporate the financial statements of the Bank and entities
controlled by the Bank (its subsidiaries). Control is achieved where the Bank has:

= power over the investee,

. exposure, or has rights, to variable returns from its involvement with the investee; and

= the ability to use its power over the investee to affect its returns.

The Bank reassesses whether or not it controls an investee if facts and circumstances indicate
that there are changes to one or more of the three elements of control listed above.
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Notes to the consolidated financial statements For the year ended 31 December
2017 (continued)

3. Significant accounting policies (continued)

3.3 Basis of consolidation (continued)

The financial statements of subsidiaries are prepared for the same reporting period as that of the
Bank, using consistent accounting policies.

All significant intra-group transactions, balances, income and expenses are eliminated in full on
consolidation.

Profit or loss and each component of other comprehensive income are attributed to the owners of
the Bank and to the non-controlling interests. Losses applicable to the non-controlling interests in
excess of the non-controlling shareholders’ interest in the subsidiary’s equity are allocated against
the interests of the Group except to the extent that the non-controlling shareholders have a binding
obligation and are able to make an additional investment to cover the losses.

3.4 Property and equipment

Land and buildings held for use are stated in the consolidated statement of financial position at
their revalued amounts, being the fair value at the date of revaluation, less any subsequent
accumulated depreciation and subsequent accumulated impairment losses. Revaluations are
performed with sufficient regularity such that the carrying amounts do not differ materially from
those that would be determined using fair values at the end of reporting period.

Any revaluation increase arising on the revaluation of such land and buildings is recognised in
other comprehensive income, except to the extent that it reverses a revaluation decrease for
the same asset previously recognised in consolidated income statement, in which case the
increase is credited to consolidated income statement to the extent of the decrease previously
expensed. A decrease in the carrying amount arising on the revaluation of such land and
buildings is recognised in consolidated income statement to the extent that it exceeds the
balance, if any, held in the properties revaluation reserve relating to a previous revaluation of
that asset.

Depreciation on revalued buildings is charged to consolidated income statement. Revaluation
surplus is transferred to retained earnings as the asset is used by the Group. The amount of the
surplus transferred is the difference between depreciation based on the revalued carrying
amount of the asset and depreciation based on the asset’s original cost. On the subsequent sale
or retirement of a revalued property, related revaluation surplus remaining in the properties
revaluation reserve is transferred directly to retained earnings.

Freehold land is not depreciated. Buildings are depreciated over a period of 25 years.
Property and equipment, excluding land and buildings and capital work in progress, are stated

at historical cost less accumulated depreciation and impairment loss, if any. Historical cost
includes expenditure that is directly attributable to the acquisition of the asset.
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Notes to the consolidated financial statements For the year ended 31 December
2017 (continued)

3. Significant accounting policies (continued)
3.4 Property and equipment (continued)

Subsequent costs are included in the asset's carrying amount or recognised as a separate asset,
as appropriate, only when it is probable that future economic benefits associated with the item
will flow to the Group and the cost of the item can be measured reliably. All other repair and
maintenance expenses are charged to the consolidated income statement in the period in which
they are incurred.

Capital work in progress is carried at cost, less any recognised impairment loss. Such properties
are classified to the appropriate categories of property and equipment when completed and
ready for intended use. Depreciation of these assets, on the same basis as other property assets,
commences when the assets are ready for their intended use.

Depreciation is charged so as to write off the cost of assets, other than land and capital work in
progress, using the straight-line method, over the estimated useful lives of the respective assets.

The estimated useful lives of the assets for the calculation of depreciation are as follows:

Leasehold improvements 4 -7 years
Furniture, fixtures, equipments and vehicles 4 years
Information technology assets 4 -10 years

An item of property and equipment is derecognised upon disposal or when no future economic
benefits are expected to arise from the continued use of the asset. The gain or loss arising on the
disposal or retirement of an item of property and equipment is determined as the difference
between the sales proceeds and the carrying amount of the asset and is recognised in
consolidated income statement.

3.5 Investment properties

Investment properties are properties held to earn rentals and/or for capital appreciation,
including property under construction for such purposes. Investment properties are measured
initially at its cost, including transaction costs. Subsequent to initial recognition, investment
properties are stated at cost less accumulated depreciation and any accumulated impairment
losses. Depreciation is calculated so as to write off the cost of investment properties using
straight line method over their estimated useful lives of 25 years.

Investment properties are accounted for as acquisitions on the date when ownership passes to
the Group under the contract for the purchase of the relevant property, pending which event
payments in respect of investment property acquisitions are included in ‘receivable and other
assets’.

Investment properties are derecognised when either they have been disposed off or when the
investment property is permanently withdrawn from use and no future benefit is expected from
its disposal. The difference between the net disposal proceeds and the carrying amount of asset
is recognised in the consolidated income statement in the period of derecognition.
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Notes to the consolidated financial statements For the year ended 31 December
2017 (continued)

3. Significant accounting policies (continued)

3.6 Impairment of tangible assets

At the end of each reporting period, the Group reviews the carrying amounts of its tangible 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 assets 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 Group estimates the recoverable amount of the cash-generating
unit to which the asset belongs.

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 discount rate
that reflects current market assessments of the time value of money and the risks specific to the
asset for which the estimates of future cash flows have not been adjusted.

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 (cash-generating unit) is reduced to its
recoverable amount. An impairment loss is recognised in the consolidated income statement, unless
the relevant asset is carried at a revalued amount, in which case the impairment loss is treated as a
revaluation decrease.

Where an impairment loss subsequently reverses, the carrying amount of the asset (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 (cash-generating unit) in prior years. A reversal of an
impairment loss is recognised in the consolidated income statement, unless the relevant asset is
carried at revalued amount, in which case the reversal of the impairment loss is treated as a
revaluation increase.

3.7 Property inventory

Properties acquired or constructed with the intention of sale are classified as property inventory.
These are stated at the lower of cost and net realisable value. Cost includes transaction costs
incurred in respect of the acquisition of those properties. Net realisable value represents the
estimated selling price for property inventory less all estimated costs necessary to make the sale.
Properties acquired through repossession in settlement of loans and advances are recorded at
fair value at the date of repossession including transactions costs incurred in respect of such
repossession.

3.8 Derivative financial instruments

The Group enters into a variety of derivative financial instruments to manage its exposure to
interest rate and foreign exchange rate risk, including interest rate swaps and foreign exchange
forward contracts. Further details of derivative financial instruments are disclosed in note 39.

Derivatives are initially recognised at fair value at the date the derivative contract is entered into
and are subsequently remeasured to their fair value at the end of each reporting period. The
resulting gain or loss is recognised in consolidated income statement immediately.

A derivative with a positive fair value is recognised as a financial asset; a derivative with a
negative fair value is recognised as a financial liability.
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Notes to the consolidated financial statements For the year ended 31 December
2017 (continued)

3. Significant accounting policies (continued)
3.9 Provisions

Provisions are recognised when the Group has a present obligation (legal or constructive) as a result
of a past event, it is probable that the Group will be required to settle the obligation, and a reliable
estimate can be made of the amount of the obligation.

The amount recognised as a provision is the best estimate of the consideration required to settle
the present obligation at the reporting date, taking into account the risks and uncertainties
surrounding the obligation. Where a provision is measured using the cash flows estimated to settle
the present obligation, its carrying amount is the present value of those cash flows.

When some or all of the economic benefits required to settle a provision are expected to be
recovered from a third party, the receivable is recognised as an asset if it is virtually certain that
reimbursement will be received and the amount of the receivable can be measured reliably.

3.10 Financial instruments

Financial assets and financial liabilities are recognised when a group entity becomes a party to the
contractual provisions of the instrument.

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

3.10.1Financial assets

Financial assets are classified into the following specified categories: ‘financial assets measured
at fair value through other comprehensive income’, ‘financial assets measured at fair value
through profit or loss’, and ‘financial assets measured at amortised cost’. 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.

Financial assets at fair value through other comprehensive income (FVTOCI)

At initial recognition, the Group can make an irrevocable election (on an instrument-by-
instrument basis) to designate investments in equity instruments as at fair value through other
comprehensive income. Designation at fair value through other comprehensive income is not
permitted if the equity investment is held for trading.
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Notes to the consolidated financial statements For the year ended 31 December
2017 (continued)

3. Significant accounting policies (continued)
3.10 Financial instruments (continued)
3.10.1Financial assets (continued)

Financial assets at fair value through other comprehensive income (FVTOCI) (continued)

A financial asset is held for trading if:

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

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

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

Investments in equity instruments at fair value through other comprehensive income 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. Fair value is determined in the manner
described in note 38.

Dividends on these investments in equity instruments are recognised in consolidated income
statement when the Group’s right to receive the dividends is established in accordance with IAS
18 Revenue. Dividends earned are recognised in consolidated income statement and are included
in the ‘other operating income’ line item.

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

Investments in equity instruments are classified as at FVTPL, unless the Group designates an
investment that is not held for trading as at fair value through other comprehensive income
(FVTOCI) on initial recognition (see above).

Debt instrument financial assets that do not meet the amortised cost criteria described below,
or that meet the criteria but the Group has irrevocably chosen to designate as at fair value
through profit or loss at initial recognition, are measured at fair value through profit or loss. 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.

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 profit or loss. The net gain or loss
recognised in consolidated income statement and is included within ‘other operating income’
line tem. Fair value is determined in the manner described in note 38.
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3.10 Financial instruments (continued)

3.10.1 Financial assets (continued)

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

Interest income on debt instruments as at FVTPL is included in the ‘other operating income’ line
item in the consolidated income statement.

Dividend income on investments in equity instruments at fair value through profit or loss is
recognised in consolidated income statement when the Group’s right to receive the dividends is
established in accordance with IAS 18 Revenue and is included in the ‘other operating income’
described above.

Financial assets at amortised cost

Debt instruments are subsequently measured at amortised cost less impairment loss 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 on the principal amount outstanding.

All other financial assets are subsequently measured at fair value.

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 above) and 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.

The Group may, at initial recognition, irrevocably designate a debt instrument that meets
amortised cost criteria above as measured at fair value through profit or loss if doing so
eliminates or significantly reduces accounting mismatch that would otherwise arise from
measuring financial asset at amortised cost.

Subsequent to initial recognition, the Group is required to reclassify debt instrument from
amortised cost to fair value through profit or loss, if the objective of the instrument changes so
that the amortised cost criteria is 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.
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3.10.1 Financial assets (continued)

Foreign exchange gains and losses

The fair value of financial assets denominated in a foreign currency is determined in that foreign
currency and translated at the spot rate at the end of each reporting period. The foreign
exchange component forms part of its fair value gain or loss. Therefore,

e for financial assets that are classified as at FVTPL, the foreign exchange component is
recognised in profit or loss; and

e for financial assets that designated as at FVTOCI, any foreign exchange component is
recognised in other comprehensive income.

For foreign currency denominated debt instruments measured at amortised cost at the end of
each reporting period, the foreign exchange gains and losses are determined based on the
amortised cost of the financial assets and are recognised in the ‘other operating income’ line item
in the consolidated income statement.

Reclassification of financial assets

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

If the Group reclassifies 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 Group reclassifies 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 consolidated income statement.

If the Group reclassifies 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.



Commercial Bank International P.S.C. 29

Notes to the consolidated financial statements For the year ended 31 December
2017 (continued)

3. Significant accounting policies (continued)
3.10 Financial instruments (continued)
3.10.1 Financial assets (continued)

Impairment of financial assets

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

Objective evidence of impairment could include:

e significant financial difficulty of the issuer or counterparty; or

e breach of contract, such as a default or delinquency in interest or principal payments; or

e it becoming probable that the borrower will enter bankruptcy or financial re-organisation; or
e the disappearance of an active market for that financial asset because of financial difficulties.

The amount of the impairment loss recognised is the difference between the asset’s carrying
amount and the present value of estimated future cash flows reflecting the amount of collateral
and guarantee, discounted at the financial asset’s original effective interest rate.

The carrying amount of the financial asset is reduced by the impairment loss directly for all
financial assets with the exception of loan and advances to customers, where the carrying
amount is reduced through the use of an allowance account. When loan or advance to customers
is considered uncollectible, it is written off against the allowance account. Subsequent recoveries
of amounts previously written off are credited against the allowance account. Changes in the
carrying amount of the allowance account are recognised in consolidated income statement.

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can
be related objectively to an event occurring after the impairment was recognised, the previously
recognised impairment loss is reversed through the consolidated income statement to the extent
that the carrying amount of the financial asset at the date the impairment is reversed does not
exceed what the amortised cost would have been had the impairment not been recognised.

The Group assesses whether objective evidence of impairment exists for loans and advances that
are individually significant, and collectively for loans and advances that are not individually
significant as follows:
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Impairment of financial assets (continued)

(i)  Individually assessed loans

Represent mainly, corporate loans which are assessed individually by Credit Risk Unit in order to
determine whether there exists any objective evidence that a loan is impaired.

Impaired loans are measured based on the present value of expected future cash flows
discounted at the loan’s effective interest rate or at the loan’s observable market price, if
available, or at the fair value of the collateral if the recovery is entirely collateral dependent.

Impairment loss is calculated as the difference between the loans’ carrying value and its present
value calculated as above.

The calculation of the present value of the estimated cash flows of collateralised loans and
advances reflect the cash flows that may result from foreclosure less costs for obtaining and
selling the collateral whether or not foreclosure is probable.

(i)  Collectively assessed loans
Impairment losses of collectively assessed loans include the allowances on:

a) Performing commercial and other loans

b)  Retail loans with common features which are rated on a portfolio basis and where individual
loan amounts are not significant.

(a) Performing commercial and other loans

Where individually assessed loans are evaluated and no evidence of loss is present or has been
identified, there may be losses based upon risk rating and expected migrations, product or industry
characteristics.

Impairment covers losses which may arise from individual performing loans that are impaired at the
reporting date but were not specifically identified as such until sometime in the future.

The estimated impairment is calculated by the Group’s management for each identified portfolio
and based on historical experience, credit rating and expected migrations in addition to the assessed
inherent losses which are reflected by the economic and credit conditions and taking into account
the requirements of the Central Bank of the U.A.E.
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Impairment of financial assets (continued)

(b) Retail loans with common features which are rated on a portfolio basis and where individual
loan amounts are not significant

Future cash flows in a group of financial assets that are collectively evaluated for impairment are
estimated on the basis of the contractual cash flows of the assets in the Group and historical loss
experience for assets with credit risk characteristics similar to those in the Group. Historical loss
experience is adjusted on the basis of current observable data to reflect the effects of current
conditions that did not affect the period on which the historical loss experience is based and to
remove the effects of conditions in the historical period that do not currently exist.

Impairment of retail loans is calculated by applying a formulaic approach whereby a provision of
25% of loan balance is made when it is past due by more than 90 days and a provision of 50% of
loan balance is made when is past due by more than 120 days. All loans that are past due by more
than 180 days are fully provided for, net of collaterals held. This approach is in line with the
requirements of the Central Bank of the U.A.E.

Derecognition of financial assets

The Group derecognises 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 Group neither transfers nor retains
substantially all the risks and rewards of ownership and continues to control the transferred
asset, the Group recognises its retained interest in the asset and an associated liability for
amounts it may have to pay. If the Group retains substantially all the risks and rewards of
ownership of a transferred financial asset, the Group continues 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 consolidated income statement.

On derecognition of a financial asset that is classified as FVTOCI, the cumulative gain or loss
previously accumulated in the investments revaluation reserve is not reclassified to consolidated
income statement, but is reclassified to retained earnings.

Cash and cash equivalents

Cash and cash equivalents includes cash on hand, unrestricted balances held with central banks
and amounts due from banks on demand or with an original maturity of 90 days or less from the
acquisition date that are subject to an insignificant risk of changes in fair value, and are used by
the Group in the management of its short term commitments.

Cash and cash equivalents are carried at amortised cost in the consolidated statement of financial
position.
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Classification as debt or equity

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

Equity instruments

An equity instrument is any contract that evidences a residual interest in the assets of an
entity after deducting all of its liabilities. Equity instruments issued by the Group are
recognised at the proceeds received, net of direct issue costs.

Financial liabilities

Financial liabilities are subsequently measured at amortised cost using the effective interest
method or at FVTPL.

Financial liabilities at FVTPL

Derivative financial liabilities are classified as ‘financial liabilities at FVTPL’. Financial liabilities
at FVTPL are stated at fair value. Any gain or loss arising on re-measurement are recognised
in consolidated income statement immediately.

Financial liabilities subsequently measured at amortised cost

Financial liabilities that are not held-for-trading and are not designated as at FVTPL are
measured at amortised cost at the end of subsequent accounting periods. The carrying
amounts of financial liabilities that are subsequently measured at amortised cost are
determined based on the effective interest method.

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.

Foreign exchange gains and losses

For financial liabilities that are denominated in a foreign currency and are measured at
amortised cost at the end of each reporting period, the foreign exchange gains and losses are
determined based on the amortised cost of the instruments and are recognised in the ‘other
operating income’ line item in the consolidated income statement.

The fair value of financial liabilities denominated in a foreign currency is determined in that
foreign currency and translated at the spot rate at the end of the reporting period. For
financial liabilities that are measured as at FVTPL, the foreign exchange component forms part
of the fair value gains or losses and is recognised in the consolidated income statement.



Commercial Bank International P.S.C. 33

Notes to the consolidated financial statements For the year ended 31 December
2017 (continued)

3. Significant accounting policies (continued)
3.11 Financial liabilities and equity instruments (continued)

Derecognition of financial liabilities

The Group derecognises financial liabilities when, and only when, the Group’s obligations are
discharged, cancelled or they expire. The difference between the carrying amount of the
financial liability derecognised and the consideration paid and payable, including any non-
cash assets transferred or liabilities assumed, is recognised in consolidated statement of
income.

Offsetting financial instruments

Financial assets and financial liabilities are offset and the net amount reported in the
statement of financial position if, and only if, there is a currently enforceable legal right to
offset the recognised amounts and there is an intention to settle on a net basis, or to realise
the asset and settle the liability simultaneously.

Employees’ end of service indemnity

Provision is made for estimated amounts required to cover employees’ end of service
indemnity at the end of reporting period as per U.A.E. Labour Law. In the opinion of
management, the provision would not have been materially different had it been calculated
on an actuarial basis.

Defined contribution plan

U.A.E. national employees in the United Arab Emirates are members of the Government-
managed retirement pension and social security benefit scheme. As per Federal Labour Law
No. 7 of 1999, the Group is required to contribute 15% of the “contribution calculation salary”
of U.A.E. payroll costs to the retirement benefit scheme to fund the benefits. The employees
are also required to contribute 5% of the “contribution calculation salary” to the scheme. The
only obligation of the Group with respect to the retirement pension and social security
scheme is to make the specified contributions. The contributions are charged to the
consolidated income statement.

Financial guarantee contracts

A financial guarantee contract is a contract that requires the issuer to make specified
payments to reimburse the holder for a loss it incurs because a specified debtor fails to make
payments when due in accordance with the terms of a debt instrument. In the ordinary course
of business, the Group gives financial guarantees, consisting of letters of credit, guarantees
and acceptances.
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Financial guarantee contracts (continued)

Financial guarantee contracts issued by the Group are initially measured at their fair values
and the initial fair value is amortised over the life of the guarantee. These are subsequently
measured at the higher of:

e the amount of the obligation under the contract, as determined in accordance with IAS 37
Provisions, Contingent Liabilities and Contingent Assets; and

e the amount initially recognised less, where appropriate, cumulative amortisation
recognised in accordance with the revenue recognition policies.

3.12 Renegotiated loans

Where possible, the Group seeks to restructure loans rather than to take possession of
collateral. This may involve extending the payment arrangements and the agreement of 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.
Renegotiated loans remain in the same credit risk grade independent of satisfactory
performance after restructuring. 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.

3.13 Incurred but not yet identified

Individually assessed financial assets carried at amortised cost for which no evidence of loss has
been specifically identified on an individual basis are grouped together according to their
credit risk characteristics based on industry, product or loans and advances assets rating for
the purpose of calculating an estimated collective loss. This reflects impairment losses that
the Group may have incurred as a result of events occurring before the end of reporting
period, which the Group is not able to identify on an individual basis, but that can be reliably
estimated. As soon as information becomes available which identifies losses on individual
financial assets within the group of the customer, those financial assets are removed from the
group of the customer and assessed on an individual basis for impairment.

3.14 Revenue recognition

Revenue is recognised to the extent that it is probable that the economic benefits will flow to
the Group and the revenue can be reliably measured. The following specific recognition
criteria must also be met before revenue is recognised.

Interest income and expense

Interest income and expense for all interest bearing financial instruments, except for financial
assets measured at FVTPL, 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. Interest
income from financial assets measured at FVTPL is recognised on accrual basis.
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Income from Isalmic financing and investing assets

The Group’s policy for recognition of income from Islamic financing and investing assets is
described in note 3.20.

Fee and commission income

Fee and commission income are generally accounted for on an accrual basis when the related
services are performed.

Dividend income

Dividend income from investments is recognised when the Group’s right to receive payment has
been established.

Rental income
The Group’s policy for recognition of revenue from operating leases is described in 3.15 below.
Revenue from the sale of properties

Revenue from the sale of properties shall be recognised when the equitable interest in a
property vests in a buyer and all the following conditions have been satisfied:

e the Group has transferred to the buyer the significant risks and rewards of ownership of
the properties;

e the Group retains neither continuing managerial involvement to the degree usually
associated with ownership nor effective control over the properties sold;

e the amount of revenue can be measured reliably;
it is probable that the economic benefits associated with the transaction will flow to the
Group; and

e the costsincurred or to be incurred in respect of the transaction can be measured reliably.

3.15 Leasing

Leases are classified as finance leases whenever the terms of the lease transfer substantially
all the risks and rewards of ownership to the lessee. All other leases are classified as operating
leases.

The Group as lessor

Rental income from operating leases is recognised on a straight-line basis over the term of
the relevant lease. Initial direct costs incurred in negotiating and arranging an operating lease
are added to the carrying amount of the leased asset and recognised on a straight-line basis
over the lease term.
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The Group as lessee

Operating lease payments are recognised as an expense on a straight-line basis over the lease
term, except where another systematic basis is more representative of the time pattern in
which economic benefits from the leased asset are consumed. Contingent rentals arising
under operating leases are recognised as an expense in the period in which they are incurred.

In the event that lease incentives are received to enter into operating leases, such incentives
are recognised as a liability. The aggregate benefit of incentives is recognised as a reduction
of rental expense on a straight-line basis, except where another systematic basis is more
representative of the time pattern in which economic benefits from the leased asset are
consumed.

3.16 Segment reporting

A segment is a distinguishable component of the Bank that is engaged either in providing
products or services (business segment), or in providing products or services within a
particular economic environment (geographical segment), which is subject to risks and
rewards that are different from those of other segments. Segment income, segment expenses
and segment performance include transfers between business segments and between
geographical segments. Refer to note 36 on business segment reporting.

3.17 Acceptances

Acceptances are recognised as financial liability in the consolidated statement of financial
position with a contractual right of reimbursement from the customer as a financial asset.
Therefore, commitments in respect of acceptances have been accounted for as financial
assets and financial liabilities.

3.18 Investment in associates

An associate is an entity over which the Group has significant influence. Significant influence
is the power to participate in the financial and operating policy decisions of the investee but
is not control or joint control over those policies.

The results and assets and liabilities of associates are incorporated in these consolidated
financial statements using the equity method of accounting. Under the equity method, an
investment in an associate is initially recognised in the consolidated statement of financial
position at cost and adjusted thereafter to recognise the Group's share of the profit or loss
and other comprehensive income of the associate. When the Group's share of losses of an
associate exceeds the Group's interest in that associate (which includes any long-term
interests that, in substance, form part of the Group's net investment in the associate), the
Group discontinues recognising its share of further losses. Additional losses are recognised
only to the extent that the Group has incurred legal or constructive obligations or made
payments on behalf of the associate.
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An investment in an associate is accounted for using the equity method from the date on
which the investee becomes an associate. On acquisition of the investment in an associate,
any excess of the cost of the investment over the Group's share of the net fair value of the
identifiable assets and liabilities of the investee is recognised as goodwill, which is included
within the carrying amount of the investment. Any excess of the Group's share of the net fair
value of the identifiable assets and liabilities over the cost of the investment, after
reassessment, is recognised immediately in profit or loss in the period in which the
investment is acquired.

The requirements of International Financial Reporting Stndards are applied to determine
whether it is necessary to recognise any impairment loss with respect to the Group’s
investment in an associate. When necessary, the entire carrying amount of the investment
(including goodwill) is tested for impairment as a single asset by comparing its recoverable
amount (higher of value in use and fair value less costs to sell) with its carrying amount, Any
impairment loss recognised forms part of the carrying amount of the investment. Any reversal
of that impairment loss is recognised in accordance with IAS 36 to the extent that the
recoverable amount of the investment subsequently increases.

The Group discontinues the use of the equity method from the date when the investment
ceases to be an associate, or when the investment is classified as held for sale. When the
Group retains an interest in the former associate and the retained interest is a financial asset,
the Group measures the retained interest at fair value at that date and the fair value is
regarded as its fair value on initial recognition in accordance with IAS 39. The difference
between the carrying amount of the associate at the date the equity method was
discontinued, and the fair value of any retained interest and any proceeds from disposing of
a part interest in the associate is included in the determination of the gain or loss on disposal
of the associate. In addition, the Group accounts for all amounts previously recognised in
other comprehensive income in relation to that associate on the same basis as would be
required if that associate or joint venture had directly disposed of the related assets or
liabilities. Therefore, if a gain or loss previously recognised in other comprehensive income by
that associate or joint venture would be reclassified to profit or loss on the disposal of the
related assets or liabilities, the Group reclassifies the gain or loss from equity to profit or loss
(as a reclassification adjustment) when the equity method is discontinued.

When the Group reduces its ownership interest in an associate but the Group continues to
use the equity method, the Group reclassifies to profit or loss the proportion of the gain or
loss that had previously been recognised in other comprehensive income relating to that
reduction in ownership interest if that gain or loss would be reclassified to profit or loss on
the disposal of the related assets or liabilities.

When a group entity transacts with an associate of the Group, profits and losses resulting
from the transactions with the associate are recognised in the Group's consolidated financial
statements only to the extent of interests in the associate that are not related to the Group.
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3.19 Foreign currencies

The individual financial statements of each group entity are presented in U.A.E. Dirham (AED),
which is the currency of the primary economic environment in which the entity operates (its
functional currency). For the purpose of the consolidated financial statements, the results and
financial position of each entity are expressed in AED, which is the functional currency of the
Bank, and the presentation currency for the consolidated financial statements.

Transaction in currencies other than the Group’s functional currency (foreign currencies) are
recognised at the rates of exchange prevailing at the dates of the transactions. At the end of
each reporting period, monetary items denominated in foreign currencies are retranslated at the
rates prevailing at that date. Non-monetary items carried at fair value that are denominated in
foreign currencies are retranslated at the rates prevailing at the date when the fair value was
determined. Non-monetary items that are measured in terms of historical cost in a foreign
currency are not retranslated. Exchange differences are recognised in consolidated statement of
income in the period in which they arise.

3.20 Islamic financing and investing products

In addition to conventional banking products, the Group during the year started offering its
customers certain non-interest based banking products, which are approved by its Sharia’a
Supervisory Board.

All Islamic banking products are accounted for in conformity with the accounting policies
described below:

3.20.1 Definitions

The following terms are used in the consolidated financial statements with the meaning
specified:

Murabaha

A contract whereby the Group (the “Seller”) sells an asset to its customer (the “Purchaser”), on
a deferred payment basis, after purchasing the asset and gaining possession thereof and title
thereto, where the Seller has purchased and acquired that asset, based on a promise received
from the Purchaser to buy the asset once purchased according to specific Murabaha terms and
conditions. The Murabaha sale price comprises the cost of the asset and a preagreed profit
amount. The Murabaha sale price is paid by the Purchaser to the Seller on an installment basis
over the period of the Murabaha as stated in the contract.

ljarah Munttahiya Bittamleek

An agreement whereby the Group (the “Lessor”) leases an asset to its customer (the “Lessee”)
(after purchasing/acquiring the specified asset, either from a third party seller or from the
customer itself, according to the customer’s request and based on his promise to lease), against
certain rental payments for specific lease term/periods, payable on fixed or variable rental basis.
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3.20.1 Definitions (continued)

The ljarah agreement specifies the leased asset, duration of the lease term, as well as, the basis
for rental calculation and the timing of rental payment. The Lessee undertakes under this
agreement to renew the lease periods and pay the relevant rental payment amounts as per the
agreed schedule and applicable formula throughout the lease term.

The Lessor retains the ownership of the asset throughout the lease term. At the end of the lease
term, upon fulfillment of all the obligations by the Lessee under the ljarah agreement, the Lessor
will sell the leased asset to the Lessee at nominal value or as a gift by a separate sale or gift
contract at the end of the lease period.

Wakala

An agreement between two parties whereby one party is a fund provider (the “Muwakkil”) who
provides a certain amount of money (the “Wakala Capital”) to an agent (the “Wakeel”), who
invests the Wakala Capital in a Sharia’a compliant manner and according to the feasibility
study/investment plan submitted to the Muwakkil by the Wakeel. The Wakeel is entitled to a
fixed fee (the “Wakala Fee”) as a lump sum amount or a percentage of the Wakala Capital. The
Wakeel may be granted any excess over and above a certain pre-agreed rate of return as a
performance incentive. In principle, wakala profit is distributed on declaration/distribution by the
Wakeel.

The Wakeel would bear the loss in case of its default, negligence or violation of any of the terms
and conditions of the Wakala Agreement; otherwise the loss would be borne by the Muwakkil,
provided the Muwakkil receives satisfactory evidence that such loss was due to force majeure
and that the Wakeel neither was able to predict the same nor could have prevented the negative
consequences of the same on the Wakala. Under the Wakala agreement the Group may act
either as Muwakkil or as Wakeel, as the case may be.

3.20.2 Accounting policy

Islamic financing and investing products are initially measured at fair value and subsequently
measured at amortised cost, using the effective profit method, less any amounts written off,
allowance for doubtful accounts and unearned income. Islamic financing and investing products
are measured at amortised cost if cost 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 profit on the principal amount outstanding.

The effective profit rate is the rate that exactly discounts estimated future cash flow through the
expected life of the financial asset or liability, or, where appropriate, a shorter period.
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3.20.2 Accounting policy (continued)

Allowance for impairment is made against Islamic financing and investing products when their
recovery is in doubt taking into consideration IFRS requirements (as explained in Note 3.10.1).
Islamic financing and investing products are written off only when all possible courses of action
to achieve recovery have proved unsuccessful.

Income from Islamic financing and investing assets are recognised in the consolidated income
statement using the effective profit method.

The calculation of the effective profit rate includes all fees paid or received, transaction costs,
and discounts or premiums that are an integral part of the effective profit rate. Transaction costs
are incremental costs that are directly attributable to the acquisition, issue or disposal of a
financial asset.

Murabaha
Murabaha income is recognised on effective profit rate basis over the period of the contract
based on the principal amounts outstanding.

ljara Munttahiya Bittamleek
ljarah income is recognised on effective profit rate basis over the lease term.

Wakala

Estimated income/expense from Wakala is recognised on an accrual basis over the period,
adjusted by actual income/expense when received/paid. Losses are accounted for on the date of
declaration by the agent.

3.20.3 Islamic customers’ deposits and distributions to depositors
Islamic customers’ deposits are initially measured at fair value which is normally consideration
received net of directly attributable transaction costs incurred, and subsequently measured at

their amortised cost using the effective profit method.

Distributions to depositors (Islamic products) are calculated according to the Group’s standard
procedures and are approved by the Group’s Sharia’a Supervisory Board.
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4. Critical accounting judgments and key sources of estimation uncertainty

In the application of the Group’s accounting policies, which are described in note 3, the
management is required to make judgements, estimates and assumptions about the carrying
amounts of assets and liabilities that are not readily apparent from other sources. The
estimates and associated assumptions are based on historical experience and other factors
that are considered to be relevant. Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to
accounting estimates are 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
judgements are as follows:

4.1 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 Group’s
financial assets are appropriately classified and measured.

4.2 Leasehold improvements

Management determined the estimated useful life and related depreciation charges for its
leasehold improvements. This estimate is based on an assumption that the Group will renew
its annual lease over the estimated useful life. It could change significantly should the annual
lease not be renewed. Management will increase the depreciation charge where useful life is
less than previously estimated life.

4.3 Fair value measurements and valuation processes

Certain assets and liabilities are measured at fair value for financial reporting purposes. The
management determines the appropriate valuation techniques and inputs for fair value
measurements. In estimating the fair value of an asset or a liability, the Group uses market-
observable data to the extent it is available. Where Level 1 inputs are not available, the Group
engages third party qualified independent valuers to perform the valuation. Management
works closely with the qualified independent valuers to establish the appropriate valuation
techniques and inputs to the model. Information about the valuation techniques and inputs
used in determining the fair value of various assets and liabilities are disclosed in notes 10,
14, 15 and 38.

4.4 Impairment of financial assets measured at amortised cost

The Group’s accounting policy for allowances in relation to impaired financial assets measured
at amortised cost is described in note 3. Impairment is calculated on the basis of discounted
estimated future cash flows or by applying a certain percentage on the performing
unclassified loan based on market trend and historical pattern of defaults. For retail loans and
advances impairment is calculated based on a formulaic approach depending on past due
instalments and payments.
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4. Critical accounting judgments and key sources of estimation uncertainty
(continued)

4.4 Impairment of financial assets measured at amortised cost (continued)

The allowance for loan losses is established through charges to income in the form of an
allowance for loan loss. Increases and decreases in the allowance due to changes in the
measurement of the impaired loans are included in the allowance for loan losses and affect
the consolidated income statement accordingly.

4.5 Individually assessed loans

Impairment losses for individually assessed loans are determined by an evaluation of
exposure on a case-by-case basis. This procedure is applied to all classified corporate loans
and advances which are individually significant accounts or are not subject to, the portfolio-
based approach.

The Group reviews its individually assessed loans at each statement of financial position date
to assess whether an impairment loss should be recorded in the consolidated income
statements. In particular, judgment by management is required in the estimation of the
amount and timing of future cash flows when determining the impairment loss. In estimating
the cash flow, the Group makes judgments about:

1. The customer’s aggregate borrowings.

2. The customer’s risk rating, i.e. ability to perform profitable business and generate sufficient
cash to repay the borrowed amount.

3. The value of the collateral and the probability of successful repossession.

4. The cost involved to recover the debts.

The Group’s policy requires regular review of the level of impairment allowances on individual
facilities.

Impaired loans continue to be classified as impaired unless they are brought fully current and
the collection of scheduled interest and principal is considered probable.

4.6 Collectively assessed loans

Collectively assessed allowances are made in respect of losses incurred in portfolios of retail
loans with common features and where individual loan amounts are not significant.

The management of the Bank assesses, based on historical experience and the prevailing
economical and credit conditions, the magnitude of loans which may be impaired but not
identified at the end of the reporting period.

These portfolio allowances are reassessed on a periodical basis and allowances are adjusted
accordingly based on the judgement of management and guidance received from the Central
Bank of the U.A.E.
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4. Critical accounting judgments and key sources of estimation uncertainty
(continued)

4.7 Property and equipment and investment properties

Property and equipment and investment properties are 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.

4.8 Impairment of property and equipment and investment properties

The Group determines at each reporting date whether there is any objective evidence that
the property and equipment and investment properties are impaired. The management
estimates the market value of properties based on the current market conditions and
comparative transactions conducted by the Group. Whenever the carrying amount of any
property exceeds its recoverable amount, an impairment loss is recognised in profit or loss.

5. Cash and balances with the Central Bank of the U.A.E.

2017 2016

AED '000 AED 000

Cash on hand 213,055 155,359
Balances with the Central Bank of the U.A.E.:

Current account 257,527 127,606

Statutory cash ratio requirements 718,290 678,401

Certificates of deposit 900,000 1,600,000

2,088,872 2,561,366

Statutory cash ratio requirements with the Central Bank of the U.A.E. represent mandatory
reserve deposits and are not available for use in the Group’s day-to-day operations. Cash on
hand and current accounts and other balances are non-interest bearing. Certificates of
deposit carry interest rates ranging between 0.97% and 1.25% (2016: 0.50% - 1.00%) per
annum.

6. Deposits and balances due from banks

2017 2016

AED 000 AED 000

Demand and call deposits 244,727 614,759

Term deposits 517,280 10,087
Islamic investment deposits 55,000

817,007 624,846
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6. Deposits and balances due from banks (continued)

The geographical analysis of deposits and balances due from banks is as follows:

Within the U.A.E.
Outside the U.A.E.

7. Loans and advances to customers

Loans

Trust receipts
Overdrafts

Bills discounted
Credit cards

Less: Allowance for impairment

The geographical analysis of gross loans and advances to customers is as follows:

Within the U.A.E.
Outside the U.A.E.

2017 2016
AED ’000 AED 000
388,640 -
428,367 624,846
817,007 624,846
2017 2016

AED 000 AED 000
10,867,794 10,531,196
676,987 1,726,577
1,135,542 1,088,514
260,488 451,356
155,761 99,258
13,096,572 13,896,901
(486,045) (872,431)
12,610,527 13,024,470
2017 2016

AED 000 AED 000
12,073,284 12,636,492
1,023,228 1,260,409
13,096,572 13,896,901

(a) The movements in the allowance for impairment of loans and advances to customers

during the year were as follows:

Balance at the beginning of the year
Impairment allowance for the year

Interest suspended during the year

Amounts written off during the year
Impairment allowance reversal during the year
Balance at the end of the year

2017 2016
AED ’000 AED 000
872,431 800,067
504,622 454,499
47,110 57,459
(748,352) (341,754)
(189,766) (97,840)
486,045 872,431
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7. Loans and advances to customers (continued)

Individual impairment and interest in suspense
Collective impairment

(b) Analysis of gross loans and advances to customers by class:

Corporate lending
Retail lending

(c) Analysis of gross loans and advances to customers by economic activities:

Services

Wholesale and retail trade
Construction

Retail lending

Real estate

Manufacturing

Government

Transport and communication
Financial institutions

8. Islamic financing and investing assets

Murabaha
ljarah Munttahiya Bittamleek
Tawarruq

Less: Deferred income

2017 2016
AED ’000 AED
254,289 635,477
231,756 236,954
486,045 872,431
2017 2016

AED 000 AED 000
8,790,400 9,441,554
4,306,172 4,455,347
13,096,572 13,896,901
2017 2016

AED ’000 AED 000
2,844,646 2,543,779
2,023,924 2,373,154
1,187,446 1,155,328
2,859,180 2,915,810
2,542,416 2,981,651
661,261 655,185

- 184,111

948,261 1,059,573
29,438 28,310
13,096,572 13,896,901
2017 2016

AED ’000 AED 000
243,461 226,517
30,141 30,081
153 -
273,755 256,598
(8,289) (7,766)
265,466 248,832

All Islamic financing and investing assets are within the U.A.E. and represent corporate lending.
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8. Islamic financing and investing assets (continued)

Analysis of Islamic financing and investing assets by economic activities:

2017 2016
AED ’000 AED ’000
Services 36,975 7,019
Wholesale and retail trade 65 -
Construction 5,623 -
Real estate 1,871 -
Manufacturing 75,858 30,081
Transport and communication 145,074 211,732
265,466 248,832

9. Receivables and other assets
2017 2016
AED ’000 AED ’000
Interest receivable 9,691 11,857
Prepayments 17,182 21,541
Positive fair value of derivative financial instruments 20,761 7,935
Customer acceptances 2,752,242 1,896,143
Advances to acquire properties (i) 38,802 40,802
Other 190,863 53,646
3,029,543 2,031,924

i)  Advancesto acquire properties are stated at net of impairment of AED 26.5 million (2016:
AED 24.5 million).

10. Property inventory

2017 2016
AED '000 AED '000
Real estate properties 561,594 460,193

The property inventory comprises real estate properties held by the Group for the purpose
of sale in the ordinary course of business and is carried at lower of cost or net realisable value.

The net realisable value of the Group's property inventory as at 31 December 2017 and 31
December 2016 has been arrived at on the basis of a valuation carried out on the respective
dates by independent valuers not related to the Group. Independent valuers have
appropriate qualifications and recent experience in the valuation of properties in the relevant
locations. The net realisable value was determined based on the market comparable
approach that reflects recent transaction prices for similar properties.
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10. Property inventory (continued)

The movements in property inventory during the year were as follows:

2017 2016
AED '000 AED '000
Balance at the beginning of the year 460,193 443,457
Additions during the year - 1,940
Transfers to property inventory 114,286 28,048
Net realisable value adjustment during the year (6,261) -
Sold during the year (6,624) (13,252)
Balance at the end of the year 561,594 460,193
All property inventories are within the U.A.E.
11. Financial assets measured at fair value
(a) Financial assets measured at FVTOCI
2017 2016
AED 000 AED '000
Investment in quoted shares 17,692 18,899
Investment in unquoted shares 50,921 70,696
Investment in unquoted investment funds 3,556 5,892
72,169 95,487

(b) Financial assets measured at fair value by geographic concentration are as follows:

2017 2016

AED 000 AED '000

- Within the U.A.E. 61,206 69,712
- Outside the U.A.E. 10,963 25,775
72,169 95,487

(c) The analysis of financial assets measured at fair value by industry sector is as follows:

2017 2016

AED '000 AED '000

Financial Institutions 68,613 89,595
Commercial and Business 3,556 5,892

72,169 95,487
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12. Other financial assets measured at amortised cost

2017 2016
AED 000 AED ’000
Investment in debt instruments 852,826 933,565

The Group holds these bonds with an average yield of 3% to 7% per annum (2016: 3% to 6%
per annum). The bonds are redeemable at par on various maturity dates from 2020 to 2027
(2016: 2017 to 2026).

(a) Other financial assets measured at amortised cost by geographic concentration are as
follows:

2017 2016

AED '000 AED ’000

- Within the U.A.E. 209,143 380,139
- Outside the U.ALE. 643,683 553,426
852,826 933,565

(b) The analysis of other financial assets measured at amortised cost by industry sector is as
follows:

2017 2016

AED ’000 AED '000

Government and Public Sector 852,826 896,657
Financial Institutions - 36,908
852,826 933,565

(c) The other financial assets held at amortised cost include debt securities aggregating to
AED 216.4 million [fair value of AED 212.6 million] (2016: AED 555.4 [fair value of AED 550.9
million]) which were collateralised against borrowings under repurchase agreements with
banks (“Repo”) (Note 20).

13. Investment in associates

(a) Details of each of the Group's associates at the end of the reporting period are as follows:

Place of % of ownership
Name Principal activity incorporation 2017 2016
Al Caribi Developments Real estate British Virgin 46.0% -
Limited development Islands
Arzaq Holdings Real estate Dubai- U.A.E. 41.0% -

(Private J.S.C.)
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13. Investment in associates (continued)

These associates are accounted for using the equity method in these consolidated financial
statements.

Pursuant to a shareholder agreement, the Bank has the right to cast 46% of the votes at
shareholder meetings of Al Caribi Developments Limited and 41% of the votes at shareholder
meetings of Arzaq Holdings (Private J.S.C.).

(b) Summarised financial information in respect the Group's associates at the end of
reporting period is set out below. The summarised financial information below represents
amounts shown in the associate's financial statements prepared in accordance with IFRS.

Current Non-current Current Non-
assets assets liabilities current
liabilities
AED’000 AED’000 AED’000 AED’000
31 December 2017
Al Caribi Developments 384 121,730 73 11,823
Limited
Arzaqg Holdings (Private 871 160,200 17,765 111,801
J.S.C)

(c) Reconciliation of the above summarised financial information to the carrying amount of
the interest in Al Caribi Developments Limited and Arzaq Holdings (Private J.S.C.) recognised
in the consolidated financial statements:

Al Caribi
Developments Arzaq Holdings
Limited (Private J.S.C.)

Net assets of associates (AED '000) 110,218 31,505
Non-controlling interest in associate(AED '000) (22,044) -
Net assets attributable to owners of associate (AED '000) 88,174 31,505
Proportion of ownership 46% 41%

Carrying amount of investment in associates (AED "000) 40,560 12,917
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14. Investment properties

2017 2016

AED 000 AED ’000
Cost
Balance at the beginning of the year 145,082 129,374
Transfer from property and equipment (net of revaluation
surplus) - 17,836
Repossessed collateral against loans and advances 95,857 -
Disposals (31,811) (2,128)
Balance at the end of the year 209,128 145,082
Accumulated depreciation and impairment
Balance at the beginning of the year 27,474 22,873
Depreciation charge for the year 4,905 5,300
Impairment during the year 4,789 -
Eliminated on disposals (10,670) (699)
Balance at the end of the year 26,498 27,474
Carrying value
Balance at the end of the year 182,630 117,608

Fair value of investment properties

The fair value of the Group's investment property as at 31 December 2017 and 31 December
2016 has been arrived at on the basis of a valuation carried out on the respective dates by
independent valuers not related to the Group. Independent valuers have appropriate
gualifications and recent experience in the valuation of properties in the relevant locations.
The fair value was determined based on a present value calculation of the estimated future
cash flow model supported by existing lease and current market rents for similar properties
at the same locations. The interest rate, which is used to discount the future cash flows,
reflects current market assessments of the uncertainty and timing of the cash flows.

Details of the Group's investment properties and information about the fair value hierarchy
as at 31 December 2017 and 31 December 2016 are as follows:

Level 1 Level 2 Level 3 Fair value
AED’000 AED’000 AED’000 AED’000
31 December 2017
Investment properties - - 197,243 197,243
31 December 2016
Investment properties - - 131,170 131,170

All investment properties are within the U.A.E. During the year the Group recognised rental
income of AED 5.43 million (2016: AED 4.77 million) from investment properties and is
included in other operating income in note 30. The group also incurred AED 0.58 million (2016:
AED 1.16 million) operating expenses from investment property that generated rental income
during the year.
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15. Property and equipment (continued)

The Group's freehold land and buildings are stated at their revalued amounts, being the fair
value at the date of revaluation, less any subsequent accumulated depreciation and
subsequent accumulated impairment losses. The fair value measurements of the Group's
freehold land and buildings as at 31 December 2017 were performed by independent valuers
not related to the Group. The valuers have appropriate qualifications and recent experience
in the fair value measurement of properties in the relevant locations.

The fair value of the freehold land was determined based on the market comparable approach
that reflects recent transaction prices for similar properties. The fair value of the buildings was
determined based on a present value calculation of the estimated future cash flow model
supported by existing lease and current market rents for similar properties in the same
location. The interest rate, which is used to discount the future cash flows, reflects current
market assessments of the uncertainty and timing of the cash flows.

Details of the Group’s freehold land and buildings and information about the fair value
hierarchy as at 31 December 2017 and 31 December 2016 are as follows:

Level 1 Level 2 Level 3 Fair value
AED’000 AED’000 AED’000 AED’000
31 December 2017
Freehold land - - 56,225 56,225
Buildings - - 45,026 45,026
31 December 2016
Freehold land - - 22,000 22,000
Buildings - - 97,499 97,499

Had the Group’s land and buildings being measured on a historical cost basis their carrying
amount would have been as follows:

2017 2016

AED 000 AED '000

Freehold land 11,929 11,929
Buildings 16,373 17,898
28,302 29,827

Information technology assets include intangible assets amounting to AED 78.5 million (2016:
8.7 million). The movement in intangible assets is as follows:
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15. Property and equipment (continued)

2017 2016

AED 000 AED ’000
Cost
Balance at the beginning of the year 15,304 12,735
Additions 956 1,611
Transfer 79,535 958
Balance at the end of the year 95,795 15,304
Accumulated depreciation
Balance at the beginning of the year 6,600 3,816
Depreciation charge for the year 10,630 3,414
Balance at the end of the year 17,230 6,600
Carrying value
Balance at the end of the year 78,565 8,704

16. Share capital

The authorised, issued, and paid up capital of the Bank comprises 1,737,383,050 shares of
AED 1 each (2016: 1,737,383,050 shares of AED 1 each).

17. Tier 1 Capital Securities

On 23 December 2015, the Bank issued Tier 1 Capital Securities (the “Capital Securities”)
through an SPV, CBI Tier 1 Private Ltd, (the “Issuer”) amounting to USD 125 million (AED
459.125 million). These Capital Securities are perpetual and carry an interest rate of 6.50 %
(calculated based on the relevant Six- Years Mid Swap Rate plus 4.71 percent per annum)
during the “initial period”. After the initial period, at every reset date, interest would be
calculated for the next reset period at the relevant Six-Year Mid Swap Rate plus a margin of
4.71 percent per annum. Interest is payable semi-annually in arrears on these Capital
Securities. The “Initial Period” is the period (from and including) the Issue Date to (but
excluding) the First Call Date. The “Reset Date” is the First Call Date and every sixth
anniversary thereafter. These Capital Securities are callable by the Bank beginning from 23
December 2021 “First Call date” and every interest payment date thereafter.

Tier 1 Capital Securities are perpetual, subordinated and unsecured. The Bank may elect not
to pay a coupon at its own discretion. The holder of the Capital Securities does not have a
right to claim the coupon and an election by the Bank not to service coupon is not considered
an event of default.
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18. Reserves

Statutory reserve

In accordance with UAE Federal Law and the Bank’s Articles of Association, a transfer
equivalent to at least 10% of the annual net profit is made annually to the statutory reserve
until such reserve equals 50% of the paid up share capital.

General reserve

In accordance with the Bank's Articles of Association, a transfer equivalent to at least 10% of
the annual net profit should be made to a general reserve each year until the value of the
reserve is equal to 50% of the nominal value of the issued share capital.

Properties revaluation reserve

The properties revaluation reserve arises on the revaluation of land and buildings. When
revalued land or buildings are sold, the portion of the properties revaluation reserve that
relates to that asset, and that is effectively realised, is transferred directly to retained
earnings. The revaluation surplus is also transferred as the properties are used by the Group.
The amount of surplus so transferred is the difference between depreciation based on the
revalued carrying amount of the properties and depreciation based on the properties original
cost.

Investments revaluation reserve

The investments revaluation reserve represents accumulated gains and losses arising on the
revaluation of financial assets carried at fair value through other comprehensive income.

19. Non-controlling interests

2017 2016

AED 000 AED ‘000

Balance at the beginning of the year 340 443

Share of net loss in subsidiary (31) (6)

Acquisition of non-controlling interest - (97)

Balance at the end of the year 309 340
20. Deposits and balances due to banks

2017 2016

AED 000 AED '000

Demand and call deposits 57,748 57,533

Term deposits 835,590 1,087,260

Islamic investment deposits - 91,823

Borrowings under repurchase agreement with banks 189,004 506,228

1,082,342 1,742,844
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20. Deposits and balances due to banks (continued)

The geographical analysis of deposits and balances due to banks is as follows:

Within the U.A.E.
Outside the U.A.E.

21. Customers’ deposits

Current accounts
Savings accounts
Time deposits
Other

All customers’ deposits are from customers within the U.A.E.

22. Islamic customers’ deposits

Current accounts
Investment deposits
Other

2017 2016

AED 000 AED ’000
430,392 1,217,592
651,950 525,252
1,082,342 1,742,844
2017 2016

AED '000 AED ’000
3,360,153 3,553,033
573,743 620,833
8,947,637 9,157,482
279,114 331,117
13,160,647 13,662,465
2017 2016

AED 000 AED ’000
97,883 41,477
786,385 248,000
8,824 -
893,092 289,477

All Islamic customers’ deposits are from customers within the U.A.E.
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23. Payables and other liabilities

2017 2016

AED 000 AED ’000

Interest payable 126,110 126,215
Profit payable 7,027 4,249
Unearned commission 60,134 69,620
Negative fair value of derivative financial instruments 20,619 8,655
Cheques and drafts payable 27,756 40,073
Customer acceptances 2,752,242 1,896,143
Brokerage payables 9,367 12,388
Provision for end-of-service benefits (i) 41,044 41,217
Other 95,095 75,659
3,139,394 2,274,219

(a) The movements in provision for end of service benefits during the year were as follows:

2017 2016

AED 000 AED '000

Balance at the beginning of the year 41,217 41,813
Charge for the year 7,969 8,191
Payments during the year (8,142) (8,787)
Balance at the end of the year 41,044 41,217

24. Cash and cash equivalents

Cash and cash equivalents included in the consolidated statement of cash flows comprise the
following consolidated statement of financial position amounts:

2017 2016
AED 000 AED '000
Cash and balances with the Central Bank of the U.A.E. 2,088,872 2,561,366
Deposits and balances due from banks 817,007 624,846
2,905,879 3,186,212

Less: Statutory reserve with the Central Bank of the U.A.E.
(note 5) (718,290) (678,401)

Less: Certificates of deposit with an original maturity of

more than 90 days. (200,000) (1,000,000)

1,987,589 1,507,811
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25. Interest income

2017 2016
AED 000 AED '000
Loans and overdrafts 781,184 658,184
Bills discounted 18,393 42,372
Debt instruments 33,202 43,864
Placements with banks 13,162 6,936
845,941 751,356
26. Income from Islamic financing and investing assets
2017 2016
AED 000 AED ’000
Murabahas 6,673 4,749
ljarah Munttahiya Bittamleek 1,539 785
Islamic investment deposits 2,602 308
10,814 5,842
27. Interest expense
2017 2016
AED ’000 AED ’000
Customers’ deposits 254,425 197,467
Borrowing from banks 25,743 37,383
280,168 234,850
28. Distribution to Islamic depositors
2017 2016
AED 000 AED ’000
Islamic customers’ deposits 19,440 4,266
Islamic investment deposits from banks 910 11,110

20,350 15,376




Commercial Bank International P.S.C. 58

Notes to the consolidated financial statements for the year ended 31 December
2017 (continued)

29. Net fee and commission income

2017 2016
AED 000 AED '000
Fee and commission income
Facility processing fees 65,483 130,936
Commission income 76,460 69,205
Bank fees and other charges 70,044 37,457
Insurance commission 24,244 29,674
Credit card related fees 22,214 12,750
Brokerage income 888 1,305
259,333 281,327
Fee and commission expense
Commission expense - 645
Credit card related expenses 16,363 10,297
Other 11,226 11,520
27,589 22,462
231,744 258,865
30. Other operating income, net
2017 2016
AED ’000 AED ’000
Foreign exchange gains 53,219 40,851
Dividend income 804 804
Gain on revaluation of derivative financial statement 190 2,326
Gain on sale of investment measured at amortised cost 7,847 6,301
Other 15,591 23,062
77,651 73,344
31. General and administrative expenses
2017 2016
AED ’000 AED ’000
Payroll and related expenses 283,274 297,408
Rent 22,006 22,232
Depreciation on property and equipment 36,944 29,966
Depreciation on investment properties 4,905 5,300
Write-off of property and equipment 3,879 100
Social contributions 104 20
Other 103,233 101,241

454,345 456,267
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32. Impairment losses and provisions, net

2017 2016
AED 000 AED ’000
Impairment allowance on loans and advances to

customers 504,622 454,499
Impairment losses reversed on brokerage receivables (32) (112)

Recoveries against impaired loans and advances to
customers (189,766) (97,840)
Recoveries against written off loans (94,000) (105,997)
Bad debts written off 2,822 3,978
Impairment of non-financial assets 13,050 3,321
236,696 257,849

33. Earnings per share

Earnings per share is calculated by dividing the profit for the year attributable to the owners
of the Bank, net of interest on Tier 1 capital by the weighted average number of ordinary
shares in issue throughout the year as follows:

2017 2016
Profit for the year attributed to equity holders (AED’000) 174,622 125,071
Less: Interest on Tier 1 capital (AED’000) (29,843) (29,843)
Net profit attributable to equity holders (AED’000) 144,779 95,228
Weighted average number of ordinary shares outstanding
during the year 1,737,383,050 1,737,383,050
Basic and diluted earnings per share (AED) 0.083 0.055

34. Related party transactions

(a) The Group enters into transactions with companies and entities that fall within the
definition of a related party as contained in International Accounting Standard (IAS) 24:
Related Party Disclosures. Related parties comprise companies under common ownership
and/or common management and control, their shareholders and key management
personnel. Transactions with other related parties are made on substantially the same
terms, as those prevailing at the same time for comparable transactions with external
customers and parties.
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34. Related party transactions (continued)

(b) Year-end related party balances included in the consolidated statement of financial position
are as follows:

2017 2016
AED’000 AED’000
Key management personnel
Loans and advances to customers 7,801 8,668
Customers’ deposits 8,838 8,201
Other related parties
Loans and advances to customers 462,543 240,591
Deposits and balances due from banks 6,647 -
Deposits and balances due to banks 211,058 241,874
Customers’ deposits 251,058 250,480
Interest rate swaps (Notional amount) 36,730 36,730
Tier 1 capital securities 459,125 459,125

(c) Significant transactions with related parties during the year are as follows:

2017 2016
AED’000 AED’000
Key management personnel
Interest income 220 308
Interest expense 231 146
Compensation of key management personnel* 19,758 18,673
Other related parties
Interest income 12,244 5,858
Interest expense 12,255 12,352
Interest on Tier 1 capital securities 29,843 29,843

* These includes long-term benefits amounting to AED 0.9 (2016: AED 0.9 million) and
termination benefits of AED 0.4 million (2016 AED Nil).

35. Contingencies and commitments

To meet the financial needs of customers, the Group enters into various irrevocable
commitments and contingent liabilities. These consist of financial guarantees, letters of credit
and other undrawn commitments to lend. Even though these obligations may not be
recognised on the consolidated statement of financial position, they do contain credit risk and
are therefore part of the overall risk of the Group.
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35. Contingencies and commitments (continued)

35.1 Contingencies

Letters of credit and guarantees (including standby letters of credit) commit the Group to
make payments on behalf of customers in the event of a specific act, generally related to the
import or export of goods. Guarantees and standby letters of credit carry a similar credit risk
to loans.

The contractual amounts of contingent liabilities are set out in the following table by category.
The amounts reflected in the table represent the maximum accounting loss that would be
recognised at the end of reporting period if counterparties failed to perform as contracted.

2017 2016
AED 000 AED '000
Guarantees 3,141,704 2,994,002
Letters of credit 454,500 493,991
3,596,204 3,487,993
35.2 Maturity profile
The maturity profile of the Group’s contra accounts were as follows:
31 December 2017
Less than 3tob6 6to12 1to5
3 months months months years 5years+ Total
AED’000 AED’000 AED’000 AED’000 AED’000 AED’000
Guarantees 1,691,355 597,003 373,292 479,979 75 3,141,704
Letters of credit 379,045 72,608 2,847 - - 454,500
Total 2,070,400 669,611 376,139 479,979 75 3,596,204
31 December 2016
Less than 3to6 6to12 1to5
3 months months months years 5years+ Total
AED’000 AED’000 AED’000 AED’000 AED’000 AED’000
Guarantees 1,483,742 772,382 511,534 220,046 6,298 2,994,002
Letters of credit 369,757 102,335 21,899 - - 493,991
Total 1,853,499 874,717 533,433 220,046 6,298 3,487,993

Commitments

At any time the Group has outstanding irrevocable commitments to extend credit. These
commitments are in the form of approved loan facilities. The amounts reflected in the table
below for commitments assume that amounts are fully advanced.

2017 2016

AED 000 AED '000

Loan commitments 2,784,333 2,944,664
Capital commitments 11,204 25,689

2,795,537 2,970,353
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36. Segmental analysis

Operating Segments are identified on the basis of internal reports about the components of the
Group that are regularly reviewed by the Group’s chief operating decision maker in order to
allocate resources to the segment and to assess its performance.

For operating purposes the Group is organised into three major business segments as follows:

(a.) Reportable segments

Banking activities include the wholesale banking group, retail banking group, Bank’s treasury
and others.

Brokerage activities represent brokerage related services in respect of equity shares.

Real estate activities represent brokerage and development related services in respect of the
real estate.



SLb'SLZ'8T  80V°0T 029‘6 LYY'SST'8T  veT‘L9€ WET80°'T YY8vIT'S  LETT6S'TT
PET'SVL‘0C  LY0‘98Y LTET 0LL'VST'0C 8SS‘TEY 87S'£98'€ SI8‘09T‘Y 998'€6LTT
T6S‘VLT (69t'T2) (828p) 888°00C (£TE‘06T) LLT'SY (sev‘oL) SOv‘STY
(6¥8‘Tt) (so6‘v) (9z2) (899‘9¢) (tze‘se) (vLe) (6v€‘0T) (vz8?)
(96t‘2Th) (e€2'9) (s£'9) (88£'66€) (£20°2LT) (€8£°s) (eeLzet)  (SET'vP)
(9699€2) (tos‘ot) r43 (£z6'see) 4743 - (£TL'veT)  (29¥'vE)
1S9°LL L6S‘S - ¥50‘69 v’y vEYoT 1L2°TT S80°9¢
vvL'1€C - 888 958‘0€T (z20'2) (sob) 60€°‘L9 TL6'99T
- (zz1'g) €00°T ver'L - - - vetr'L
LET9SS - - LET'9SS L8Y'Y €0Z'€E wsLee S0L06C
000,03V 000,43V 000,03V 000,03V 000,03V 000,03V 000,@3V 000,03V
|erol 9le1so |edy 98esddjoug |10 si9Yyl0 Ainseas]  |1e1dy ajesajoym
Supjueg

salyjigel| [e101 JUSWISSS
s19sse [e103 Juawsas
LT0C 19quiadaQ T€ 1e sy

Jeal ayy 1oy (ssoj)/ayo.ad
asuadxa uoneldalsdaq
uonedaldap 3uipnoxa
sasuadxa aAIleJISIUILIPE PUB |BJBUID
19U ‘suoisinoid pue $asso| Juswdiedw |
19U ‘@wodul Sunesado JaY10
9WOJU| UOISSIWWOD pue 934 19N
SWOJUI 1$9J491U1 19U |eIUdWEaS-491U|
SI9WoOo1sNd
[BUJDIXD WOJ) SWOI U] }1S2493Ul 19N

710¢ Jaquiadaqg 1€ papua Jeak ayy 104

:SMO||0} Se 2Je 9T J9quWad3Q TE pue /10T 42qwa39d TE Papua Jeah ay3 404 syuswdas sjgerodal ay3 1oy 03D s,dnoso 01 papinoad uolrew.ojul [eausawdas ay |

"90uewWJ0449d JUBWSIS JO JUBWISSDSSE PUB UOI1EIO||E 924N0S3
Jo 9sodund sy 4oy Jayew uolsap Suljesado Jaiyd ayl 01 paliodad aunseaw ayl Si Syl juawsas yoea Aq paudes 1joud syl syuasaudad yijoud Juswsas ()

‘Sjuawialels

[BIOUBULY PI3EPI|OSUOD 3S3Y3 JO € 930U U] paqlIIsap se Adjjod Sujzunodde s,dnoJg sy se awes ay} aJe syuawsas ajqeliodal ayy jo sapijod Suipunodoe ayl  (°q)

€9

(panunuod) sisAjeue [euawidas ‘9g

(PenunU0d) ZTOZ J12qWiadaQ TE PAPUa Jeah ay3 10} SJUSWLE)S [eIoURUL) PIIBPIJOSUOD 3Y} 0} SI0N

")°S'd |euUOIj_UIdU| Yueg [el2JaWwwo)



‘Sojediwg geJdy paliun ayl apisino uonesado ou S| 3Jay3 ‘sarediwig gqedy pauun ayi ul uonesado sy JO ||é pa3dnpuod dnouo o9yl

G00'696°LT  80S‘S 6LTT SOLLYV6 LT  LLL'9SE YP8TrL'T 67S'T9S'Y  SSS'S8TTT san|iqel| |e30} Juawsas
€T8LTE0T  P6STEY 6TT'S OTT‘Z88'6T 9¥E'SOT v0'09€‘y 8¥9'09€vY  ¥/0°9SO'TT sjasse |e10} Juawsas
9T0¢ Joqwiadaq T€ 1€ SV
S90'SZT (t8LT) (9¥8) 769°LTT (s00°502) 99¢‘8¢ (6€2'v2) 0/S'8TE Jeal ay3 1oy (sso])/uj04d
(997°s¢) (0og‘s) (69T) (L6L'67) (6€£9T) (czT1) (s88°1T) (9vt'T) asuadxa uoneaidaq
(too‘tey) (890°9) (re6'c) (666'TTY) (E¥T°L8T) (€92'9) (698°€LT)  (vTL'vy) uolierda.dap Suipnjoxa
S9SUUX3 dAI3LJISIUIWPE pUE |BIDUID
(6¥8°2S7) (tze's) w9 (0£1'552) (Lvt'9) - (€09‘9€T)  (0TT‘CTT) 18U ‘suoisinoid pue s3sso| Juawaledw|
vyE‘€L 08Y°0C 9zy 8EYCS €€L'T €€8°cT 0£0°'8 W88t 18U ‘awodul 3unessdo JayiQ
G988GT (s2) €8C'T L09°2ST - (8¥T) LSS'SL 861781 3WOdU! UOISSILIWOD pue 334 19N
- (L15°8) 906 Tv9°L - - - 9L SWOOUI 352433l 313U |BIUBWISS-4d3U]
7L6°90S - - 7L690S 16T°E TLOTE TESPTT 6LT'8SC slawoisnd
_mchme Eot 9WOoJUl 1SaJalul 19N
000.@3V 000,03V 000,03V 000,43V 000,43V 000,43V 000,03V 000,03V
|erol Q1e1sa |eay 28esddjoug |e10] s19Yy10 Ainseai]  |1e1dy a|esaj|oym
Supjueg
9T0¢ 41°quiada T¢ pP=pua JeaA 9Y1 404
(panunuod) sisAjeue jeuawidas -9¢
%m:c_ucouv LTOZ 12quiadaQ TE popue JeaA 93 J0j Sjuswiaje)ls jenueulj pajepljosuod ayj 0] s910N
9 ‘J°S’d |euonjeusaljuj jueg jenJjawwo)



Commercial Bank International P.S.C.

65
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37. Classification of financial assets and financial liabilities

The table below sets out the Group's classification for each class of financial assets and
financial liabilities and their carrying amounts as at 31 December 2017 and 31 December 2016:

At fair value
At fair value through other At Total
through comprehensive amortised carrying
profit or loss income cost amount
AED’000 AED’000 AED’000 AED’000
31 December 2017
FINANCIAL ASSETS
Cash and balances with the Central
Bank of the U.A.E. - - 2,088,872 2,088,872
Deposits and balances due from
banks - - 817,007 817,007
Loans and advances to customers - - 12,610,527 12,610,527
Islamic financing and investing assets - - 265,466 265,466
Financial assets measured at fair
value - 72,169 - 72,169
Other financial assets measured at
amortised cost - - 852,826 852,826
Receivables and other assets 20,761 - 2,952,798 2,973,559
Total 20,761 72,169 19,587,496 19,680,426
FINANCIAL LIABILITIES
Deposits and balances due to banks - - 1,082,342 1,082,342
Customers’ deposits - - 13,160,647 13,160,647
Islamic customers’ deposits - - 893,092 893,092
Payables and other liabilities 20,619 - 3,017,597 3,038,216
Total - - 18,153,678 18,174,297
31 December 2016
FINANCIAL ASSETS
Cash and balances with the Central
Bank of the U.A.E. - - 2,561,366 2,561,366
Deposits and balances due from
banks - - 624,846 624,846
Loans and advances to customers - - 13,024,470 13,024,470
Islamic financing and investing asset - - 248,832 248,832
Financial assets measured at fair
value - 95,487 - 95,487
Other financial assets measured at
amortised cost - - 933,565 933,565
Receivables and other assets 7,935 - 1,961,646 1,969,581
Total 7,935 95,487 19,354,725 19,458,147
FINANCIAL LIABILITIES
Deposits and balances due to banks - - 1,742,844 1,742,844
Customers’ deposits - - 13,662,465 13,662,465
Islamic customers’ deposits - - 289,477 289,477
Payables and other liabilities 8,655 - 2,154,727 2,163,382
Total 8,655 - 17,849,513 17,858,168
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38. Fair value of financial instruments

This note provides information about how the Group determines the fair value of various
financial assets and financial liabilities.

(a) Fair value of the Group’s financial assets and financial liabilities that are measured at fair
value on a recurring basis

Some of the Group's financial assets and financial liabilities are measured at fair value at the
end of each reporting period. The fair value of financial assets and financial liabilities are
determined as follows:

e  Fair value of all quoted investments measured at fair value through profit or loss and at
fair value through other comprehensive income (note 11) are based on quoted bid prices
in an active market;

e  Fairvalue of all unquoted equity investments and unquoted investment funds measured
at fair value through other comprehensive income (note 11) is mainly based on market
approach based valuation technique using price/book value multiple of trading peers and
precedent transactions. These price/book values multiples and precedent transactions
are unobservable input; and

e  Fairvalue of all foreign currency derivatives (note 39) is calculated using discounted cash
flow. Discounted cash flow analysis is performed using the applicable yield curve for the
duration of the instruments for non-optional derivatives, and option pricing models for
optional derivatives. Foreign currency forward contracts are measured using quoted
forward exchange rates and yield curves derived from quoted interest rates matching
maturities of the contracts.

The table below summarises the Group’s financial instruments fair value according to fair
value hierarchy:

31 December 2017 Level 1 Level 2 Level 3 Total
AED’000 AED’000 AED’000 AED’000

Financial assets at fair value through
other comprehensive income
- Equity shares 17,692 - 50,921 68,613

- Investment funds - - 3,556 3,556
Financial assets at fair value through

profit or loss
- Positive fair value of derivatives
financial assets - 20,761 - 20,761
Total 17,692 20,761 54,477 92,930

Financial liabilities at fair value through
profit or loss
- Negative fair value of derivatives
financial assets - 20,619 - 20,619
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38. Fair value of financial instruments (continued)

(a) Fair value of the Group’s financial assets and financial liabilities that are measured at fair
value on a recurring basis (continued)

31 December 2016 Level 1 Level 2 Level 3 Total
AED’000 AED’000 AED’000 AED’000

Financial assets at fair value through
other comprehensive income

- Equity shares 18,899 - 70,696 89,595
- Investment funds - - 5,892 5,892
Financial assets at fair value through

profit or loss
- Positive fair value of derivatives - 7,935 - 7,935
financial assets
Total 18,899 7,935 76,588 103,422

Financial liabilities at fair value through

profit or loss
- Negative fair value of derivatives - 8,655 - 8,655
financial assets

For level 3 fair valuation, higher the unobservable input of price/book value multiple, the
higher is fair value.

There were no transfers between Level 1 and 2 during the years ended 31 December 2017
and 2016.

Reconciliation of Level 3 fair value measurements of financial assets

2017 2016

AED 000 AED ’000

Balance at the beginning of the year 76,588 78,280
Total gains or losses:-

- in other comprehensive income (16,166) (1,692)

- disposal (5,945) -

Balance at the end of the year 54,477 76,588

The financial liabilities subsequently measured at fair value are measured on level 2 fair value
measurement. There are no financial liabilities measured at fair value on level 3 measurement.

All gain and losses included in other comprehensive income relate to FVTOCI (quoted
investments or unquoted investments) held at the end of the year and are reported as changes
in ‘Investment revaluation reserve’.
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38. Fair value of financial instruments (continued)

(b) Fair value of financial instruments carried at amortised cost

Except as detailed below, the directors consider that the carrying amounts of financial assets

and financial liabilities recognised at amortised cost in the consolidated financial statements
approximate their fair values.

2017 2016
AED’000 AED’000
Carrying amount
Investment in debt instruments 852,826 933,565
Fair value
Investment in debt instruments 835,963 917,831

All above financial instruments are quoted instruments and categorised as level 1 in fair value
hierarchy. The fair value is determined using unadjusted quoted market prices.

39. Derivatives

Derivative financial instruments are utilised by the Group primarily to satisfy the requirements
of its customers and are also used to a limited extent to manage the Group's own exposure to
currency, interest rate and other market risks.

The derivatives most frequently used by the Group are as follows:
Swaps

Swaps are commitments to exchange one set of cash flows for another. For interest rate
swaps, counter-parties generally exchange fixed and floating rate interest payments in a single
currency without exchanging principal. For currency swaps, fixed interest payments and
principal are exchanged in different currencies. For cross-currency rate swaps, principal, fixed
and floating interest payments are exchanged in different currencies.

Foreign exchange forwards contracts

Foreign exchange forwards contracts are contractual agreements to either buy or sell a
specified currency at a specified price and date in the future. Forwards are customised
contracts transacted in the over-the counter market.

The table below shows the positive and negative fair values of derivative financial instruments,
which are equivalent to the market values, together with the notional amounts. The notional
amounts, which provide an indication of the volumes of the transactions outstanding at the
year end, do not necessarily reflect the amounts of future cash flows involved. The notional
amounts indicate the volume of transactions outstanding at the year end and are indicative
of neither the market risk nor the credit risk.
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40. Financial risk management (continued)

As part of its management of risks, the Group implemented systems for the management of
its Credit Risk, Market Risk, Liquidity Risk and Asset and Liability Management (ALM) Risk.
These systems include credit origination, analysis, rating, pricing and approval. For treasury,
the Group has acquired systems for front and back offices to manage efficiently market risk,
liquidity risk, and ALM risk. For Operational risk, the Group has developed internally, tools that
can allow the analysis, quantification, and reporting of operational risk events/losses that are
faced on a granular cluster level.

In addition, the Group is also exposed to other risks that are managed along with the key risks,
and are quantified, monitored and reported as part of the Group's Internal Capital Adequacy
Assessment Policy (ICAAP) Framework. Such risks include, among others, concentration risk,
strategic risk, business risk, and legal and compliance risk.

Risk management framework

The Board of Directors (the "Board") has overall responsibility for the establishment and
oversight of the Group's risk management framework. The Board has established the Group
Asset and Liability (ALCO) Committee, Credit Risk Committee, Executive Committee, and
Management Committee, which are responsible for developing and monitoring Group risk
management policies in their specified areas. These committees comprise key Group
management staff, who convene frequently to appraise the Group's risk profile and various
risk issues. However, the Board is ultimately responsible for the approval of the risk policies
and procedures, infrastructure and management of all risks related to the Group.

Credit risk is managed by the Group's Credit Committee and includes a periodic review of
credit limits, policies and procedures, the approval of specific exposures and workout
situations, and a regular re-evaluation of the loans portfolio and the sufficiency of provisions
relating thereto.

The Assets and Liabilities Committee (ALCO) monitors and controls market and liquidity risks
primarily by means of gap analyses of maturities of assets and liabilities for day-to-day.

Operational Risk is managed by the Management Committee with the support of the Risk
Management Department and various other units/divisions across the Group including IT.

The Group's risk management policies are established to identify and analyse the risks faced
by the Group, to set appropriate risk limits and controls, and to monitor risks and adherence
to limits. Risk management policies and systems are reviewed regularly to reflect changes in
market conditions, products and services offered.

40.1 Credit risk

Credit risk is the risk of loss to the Group if a customer or counterparty to a financial
instrument fails to meet its contractual obligations and arises principally from the Group's
loans and advances amounts, Islamic financing and investing assets, due from banks and non-
trading investments. Credit risk can also arise from financial guarantees, letters of credit,
endorsements and acceptances. Credit risk is the single largest risk for the Group business,
management therefore carefully manages its exposure to credit risk.

For risk management purposes, credit risk arising on trading investments is managed
independently, but reported as a component of market risk exposure.
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Notes to the consolidated financial statements for the year ended 31
December 2017 (continued)

40. Financial risk management (continued)
40.1 Credit risk (continued)

40.1.1 Management of credit risk

The Board of Directors has delegated responsibility for the management of credit risk to the
Group Credit Committee which is responsible for oversight of the Group's credit risk including:

Formulating credit policies in consultation with business units, covering collateral
requirements, credit assessment, risk grading and reporting, documentary and legal
procedures, and compliance with regulatory and statutory requirements.

Establishment of authorisation structure and limits for the approval and renewal of credit
facilities. Lending authorities have been established at various levels together with a
framework of dual/multiple credit approval delegated authorities. Larger facilities require
approval by the Group Credit Committee and/or the Board of Directors, as appropriate.

Establishing limits and actual levels of exposure are reviewed regularly and updated by
the Group Credit Committee or the Board of Directors, as appropriate.

Limiting concentrations of exposure to industry sectors, geographic locations and
counterparties.

Developing and maintaining the Group's risk grading in category exposures according to
the degree of risk of financial loss faced and to focus management on the attendant risks.
The risk grading system is used in determining where impairment provisions may be
required against specific credit exposures. The current risk grading framework consists of
ten grades reflecting varying degrees of risk of default and the availability of collateral or
other credit risk mitigation. The responsibility for setting risk grades lies with the
Executive Committee and is subject to regular reviews by the Group Risk Management
Department.

Credit review procedures are designed to identify at an early stage exposures which
require more detailed monitoring and review.

Reviewing compliance, on an ongoing basis, with agreed exposure limits relating to
counterparties, industries and countries and reviewing limits in accordance with risk
management strategy and market trends.

In addition the Group has an Internal Audit Department that undertakes regular audits of
the business units and the Group credit process and reports direct to the Audit
Committee.

The Group measures its exposure to credit risk by reference to the gross carrying amount of

financial assets less interest suspended and impairment losses.

40.1.2 Maximum exposure to credit risk without taking account of any collateral and other

credit enhancements

The table below shows the maximum exposure to credit risk for the components of the
statement of financial position. The maximum exposure is shown gross, before the effect of

mitigation through the use of master netting and collateral agreements.
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Notes to the consolidated financial statements for the year ended 31

December 2017 (continued)

40. Financial risk management (continued)

40.1 Credit risk (continued)

40.1.2 Maximum exposure to credit risk without taking account of any collateral and other

credit enhancements (continued)

Balances with the Central Bank of the U.A.E.
Deposits and balances due from banks

Loans and advances to customers

Islamic financing and investing assets

Other financial assets measured at amortised cost
Receivables and other assets

Contingent liabilities (note 35)
Total

Gross maximum exposure

2017 2016

AED 000 AED ’000
1,875,817 2,406,007
817,007 624,846
13,096,572 13,896,901
265,466 248,832
852,826 933,565
2,973,112 1,991,062
19,880,800 20,101,213
3,596,204 3,487,993
23,477,004 23,589,206

40.1.3 Risk concentrations of the maximum exposure to credit risk

The Group monitors concentrations of credit risk by sector and by geographic location. An
industry sector analysis of the Group’s financial assets, before taking into account collateral

held or other credit enhancements, is as follows:

Commercial and business:
Manufacturing

Real estate and construction
Trade

Transport

Communication and other service

Total commercial and business

Banks and financial institutions
Government and public sector entities
Retail lending

2017 2016
AED’000 AED’000
1,103,863 1,059,543
6,294,327 6,441,054
3,602,958 4,213,157
1,106,043 1,279,534
4,368,969 3,324,680
16,476,160 16,317,968
3,061,332 3,259,088
852,826 1,081,089
3,086,686 2,931,061
23,477,004 23,589,206
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Notes to the consolidated financial statements for the year ended 31
December 2017 (continued)

40. Financial risk management (continued)
40.1 Credit risk (continued)
40.1.3 Risk concentrations of the maximum exposure to credit risk (continued)

The Group’s financial assets, before taking into account any collateral held or other credit
enhancements can be analysed by the following geographical regions:

2017 2016

AED 000 AED '000

U.A.E. 21,277,045 21,717,263
G.C.C. 333,740 771,321
Other Arab countries 659,781 62,407
Europe 252,799 401,868
US.A. 12,709 24,644
Asia 311,138 161,667
Others 629,792 450,036
23,477,004 23,589,206

40.1.4 Analysis of the credit quality

Impaired exposures

Impaired exposures are financial assets for which the Group determines that it is probable
that it will be unable to collect all principal and interest due according to the contractual terms
of the agreements.

Past due but not impaired loans
Exposures where contractual interest or payments are past due up to 180 days but the Group

believes that impairment is not appropriate on the basis of the level of security/collateral
available and/or the stage of collection of amounts owed to the Group.
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Notes to the consolidated financial statements for the year ended 31
December 2017 (continued)

40. Financial risk management (continued)
40.1 Credit risk (continued)

40.1.4 Analysis of the credit quality (continued)

Write-off policy

The Group writes off a loan/an investment (and any related allowances for impairment) when
the Group Credit Committee determines that the loans/investments are uncollectible. This
determination is reached after considering information such as the significant deterioration in
the borrower's/issuer's financial position such that the borrower/issuer can no longer pay the
obligation, or proceeds from collateral will not be sufficient to pay back the entire exposure
or all possible efforts of collecting the amounts have been exhausted.

For smaller balances of standardised loans, write off decisions are generally based on a
product specific past due status.

Credit risk exposure of the Group’s financial assets for each internal risk rating

The Group's current Credit Risk Rating Methodology comprises 10 grades as set out below.
Grades IA to IE reflect performing accounts; grades |IA and 11B reflect irregular accounts (other
loans especially mentioned) and grades lll to V reflect non-performing accounts.

Risk grade Risk significance
Regular Accounts
Grade IA Substantially Risk Free Exposure
Grade IB Minimal Risk
Grade IC Moderate Risk
Grade ID Average Risk
Grade IE Below Average Risk
Other Loans Especially Mentioned (OLEM)
Grade lIA Requires Management Attention and Control
Grade IIB Watch Listed
Non Performing Accounts
Grade lll Substandard
Grade IV Doubtful
Grade V Loss
2017 2016
AED 000 AED '000
Regular Accounts 21,207,021 20,717,221
Other Loans Especially Mentioned (OLEM) 1,206,035 1,520,844
Non Performing Accounts 1,063,948 1,351,141

23,477,004 23,589,206
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Notes to the consolidated financial statements for the year ended 31
December 2017 (continued)

40. Financial risk management (continued)
40.1 Credit risk (continued)
40.1.5 Collateral

The Group in ordinary course of providing finance holds collateral as security to mitigate credit
risk associated with loans and advances and Islamic financing and investing assets. The
collaterals include cash, guarantees, mortgages and liens over properties or other securities
over assets. Estimates of fair value are based on the value of collateral assessed at the time of
borrowing, and are subsequently monitored on a periodic basis. Generally, collateral is not
held against non-trading investments and amounts due from banks.

The estimated value of collaterals for loans and advances to customers and Islamic financing
and investing assets other than retail portfolio are as follows:

2017 2016

AED 000 AED '000

Property and mortgage 6,946,349 6,789,020
Deposits and shares 4,132,086 3,494,549
Vehicles and machines 154,550 29,419
11,232,985 10,312,988

The management estimates the fair value of collateral and other security enhancements held
against individually impaired loans and advances and Islamic financing and investing assets as
at 31 December 2017 to be approximately AED 765 million (2016: AED 582 million).

Settlement risk

The Group's activities may give rise to risk at the time of settlement of transactions and trades.
Settlement risk is the risk of loss due to the failure of a counterparty to honour its obligations
to deliver cash, securities or other assets as contractually due. Any delays in settlement are
monitored and quantified as part of the Group's Internal Capital Adequacy Assessment
Process (ICAAP) framework and Operational Risk Management.

For certain types of transactions, the Group mitigates this risk by conducting settlements
through a settlement/clearing agent to ensure that a trade is settled only when both parties
have fulfilled their contractual settlement obligations. Settlement limits form part of the credit
approval/limit monitoring process described above. Acceptance of settlement risk on free
settlement trades requires transaction specific or counterparty specific approvals from Group
Risk Management Department.

40.2 Liquidity risk

Liquidity risk is the risk that the Group will encounter difficulty in meeting its obligations
associated with financial liabilities. It includes the risk of inability to fund assets at appropriate
maturities and rates, and inability to liquidate assets at a reasonable price and in an
appropriate time frame, and inability to meet obligations as they become due. Liquidity risk
can be caused by market disruptions or credit downgrades which may cause certain sources
of funding to diminish.
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Notes to the consolidated financial statements for the year ended 31
December 2017 (continued)

40. Financial risk management (continued)
40.2 Liquidity risk (continued)
40.2.1 Management of liquidity risk

Liquidity risk is managed by the Treasury and ALM departments in line with the regulatory and
internal policies and guidelines.

The Group's approach to managing liquidity risk is to ensure that it has adequate funding from
diversified sources at all times and that it can withstand any major shocks to its liquidity
position. Funds are raised using a broad range of instruments including customer deposits,
money market instruments and capital. The Treasury and ALM departments monitor the
liquidity profile of financial assets and liabilities and the projected cash flows arising from
existing and future business. Treasury maintains a portfolio of short-term liquid assets and
inter-bank placements to ensure that sufficient liquidity is maintained. The daily liquidity
position is monitored and regular liquidity stress testing is conducted under a variety of
scenarios covering both normal and abnormal market conditions. The Group's liquidity policy
is set by the Board of Directors and is subject to annual review. Adherence to the policies is
monitored by the Group Risk Management Department and ALCO.

40.2.2 Exposure to liquidity risk

The key measures used by the Group for measuring liquidity risk are advances to stable
resources (which is a regulatory measure) as well as the ratio of net liquid assets, i.e., total
assets by maturity against total liabilities by maturity.

The following table summarises the maturity profile of the cash flows of the Group’s financial
assets and financial liabilities at the end of reporting period. The amounts disclosed in the
table are determined on the basis of the remaining period at the end of reporting period to
the contractual maturity date.

Repayments which are subject to notice are treated as if notice were to be given immediately.
However, the management expects that many customers will not request repayment on the
earliest date the Group could be required to pay and the table does not reflect the expected
cash flows indicated by the Group’s deposit retention history.
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Notes to the consolidated financial statements for the year ended 31 December
2017 (continued)

40. Financial risk management (continued)
40.3 Market risk

Market risk is the risk that changes in market prices, such as interest rate, equity prices, foreign
exchange rates and credit spreads will affect the Group’s income and/or the value of the financial
instrument. The Group manages its market risk in order to achieve an optimum return while
maintaining market risk exposure within prudent limits.

40.3.1 Management of market risk

The Board of directors has set risks limits based on sensitivity analysis and notional limits which
are closely monitored by the Risk Management Department, reported frequently to Senior
Management and discussed monthly by the ALCO.

The Group separates its exposure to market risk between trading and non-trading portfolios with
overall responsibility vested in the ALCO. The Risk Management Department is responsible for
the development of detailed risk management policies and for the day to day review of their
implementation subject to the review and approval by ALCO.

40.3.2 Exposure to interest rate risk

Interest rate risk arises from interest bearing financial instruments and reflects the possibility
that changes in interest rate will adversely affect the value of the financial instruments and the
related income. The Group manages the risk principally through monitoring interest rate gaps,
matching the re-pricing profile of assets and liabilities and by having pre-approved limits for
repricing brands. The ALCO monitors compliance with these limits and is assisted by the Risk
Management Department for day to day monitoring of activities.
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Notes to the consolidated financial statements for the year ended 31 December
2017 (continued)

40. Financial risk management (continued)
40.3 Market risk (continued)
40.3.2 Exposure to interest rate risk (continued)

Overall non-trading interest rate risk positions are managed by the Treasury and ALM
departments, which use investment securities, advances to banks, deposits from banks and
derivative instruments to manage the overall position arising from the Group's non-trading
activities.

40.3.3 Currency risk

Currency risk is the risk that the value of a financial instrument will fluctuate due to changes
in foreign exchange rates and arises from financial instruments denominated in a foreign
currency. The Group's functional currency is the U.A.E. Dirham. The Board of Directors has set
limits on positions by currency. Positions are closely monitored to ensure positions are
maintained within established limits. At 31 December, the Group had the following significant
net exposure denominated in foreign currencies:

Net spot Forward Total Total

position position 2017 2016

AED’000 AED’000 AED’000 AED’000
Currency
US Dollar (169,202) 12,831 (156,371) 954,425
Great Britain Pound (14,171) 14,241 70 (115)
Japanese Yen (66) - (66) 341
Euro (3,019) 2,057 (962) (313)
Other (5,082) 5,435 (353) 148

Foreign currency sensitivity analysis

The following table details the Group’s sensitivity to a 10% increase and decrease in the AED
against the relevant foreign currencies. The sensitivity analysis includes only outstanding
foreign currency denominated monetary items and adjusts their translation at the period end
for a 10% change in foreign currency rates. A positive number below indicates an increase in
profit where the USS strengthens 10% against the relevant currency. For a 10% weakening of
the USS against the relevant currency, there would be an equal and opposite impact on the
profit, and the balances below would be negative.

Profit or (loss)

2017 2016

AED ’000 AED ‘000

Great Britain Pound 1 (12)
Japanese Yen (1) 34
Euro (96) (31)

There is no exchange rate risks relating to financial assets and financial liabilities denominated
in United States Dollar (USD), which is pegged to the UAE Dirham.
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Notes to the consolidated financial statements for the year ended 31 December
2017 (continued)

40. Financial risk management (continued)
40.3 Market risk (continued)
40.3.4 Other price risks

The Group is exposed to equity price risks arising from equity investments. Equity investments
are held for strategic rather than trading purposes. The Group does not actively trade these
investments.

Equity price sensitivity analysis

The sensitivity analyses below have been determined based on the exposure to equity price
risks at the end of the reporting period.

If equity prices had been 5% higher/lower, other comprehensive income as at year end would
have been higher/lower by AED 3.6 million (2016: AED 4.8 million).

41. Capital management

The Group's lead regulator, the Central Bank of the U.A.E., sets and monitors regulatory
capital requirements.

The Group's objectives when managing capital are:

e To safeguard the Group's ability to continue as a going concern and to increase returns for
shareholders; and
e To comply with regulatory capital requirements set by the Central Bank of the U.A.E.

In implementing current capital requirements, the Group calculates its capital adequacy ratio
in accordance with the Basel Il guidelines issued by the Central Bank of the U.A.E. These
guidelines came into effect from 1 February 2017 with first reporting requirement starting
from December 2017 onwards. Under these regulations, minimum capital requirements are
monitored at three levels, namely Common Equity Tier 1 (‘CET1’), Tier 1 (‘T1’) and Total
Capital.

41.1 Regulatory capital

The Bank calculates its Capital Adequacy Ratio in line with guidelines issued by the Central
Bank of the U.A.E.

The Group’s regulatory capital is analysed into different tiers:
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Notes to the consolidated financial statements for the year ended 31 December
2017 (continued)

41. Capital management (continued)

41.1 Regulatory capital (continued)

e Common Equity Tier 1 Capital, which includes Common shares issued by a bank, Share
premium resulting from the issue of instruments included in CET1, retained earnings, legal
reserves, statutory reserves, accumulated other comprehensive income and other
disclosed reserves, minority interest, which are eligible for inclusion in CET1 and regulatory
adjustments applied in the calculation of CET1;

e Additional Tier 1 Capital (AT1);

e Tier 1 capital, which is the total of Common equity Tier 1 (CET1) Capital and Additional Tier
1 (AT1) capital;

e Tier 2 capital, which includes general provisions (Collective allowance for impairment
subject to a limit of 1.25% of credit RWA), perpetual equity instruments, not included in
Tier 1 capital and Instruments which are eligible for inclusion of Tier 2 e.g. subordinated
loan.

The additional capital buffers (Capital Conservation Buffer (CCB) and Countercyclical Capital
Buffer (CCyB) - maximum up to 2.5% for each buffer) introduced under Basel Ill guidelines are
over and above the minimum CET1 requirement of 7%.

For 2017, CCB is effective in transition arrangement and is required to be maintained at 1.25%
of the Capital base. For 2018, CCB will be required at 1.88% and from 2019; it will be required
to be maintained at 2.5% of the Capital base. CCyB is not yet in effect and is not required to
be maintained for 2017.

For the purpose of Basel Il capital adequacy reporting, only financial subsidiaries are
consolidated. Commercial subsidiaries are excluded from consolidated reporting..

The bank’s RWA are weighted as to their relative credit, market, and operational risk. Credit
risk includes both on and off-balance sheet risks. Market risk is defined as the risk of losses in
on and off-balance sheet positions arising from movements in market prices and includes
interest rate risk, foreign exchange risk, equity exposure risk, commodity risk, and options risk.
Operational risk is defined as the risk of loss resulting from inadequate or failed internal
processes, people or systems, or from external events. The bank is following the standardised
measurement approach for credit, market and operational risk, as per Basel Requirements.

The Group and has complied with all externally imposed capital requirements throughout the
period.
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Notes to the consolidated financial statements for the year ended 31 December

2017 (continued)

41. Capital management (continued)

41.2 Capital adequacy

The Group’s regulatory capital position at the end of reporting period under Basel Ill is as

follows:

Capital Base

Share capital

Statutory reserve

Accumulated other comprehensive income
Accumulated losses

Non-controlling interest

CET1 capital (prior to regulatory deductions)
Regulatory deductions

Intangible assets

Transitional adjustments

Total CET1 capital after transitional adjustments

Additional Tier 1 (AT1) Capital

Transitional adjustments

Total AT1 capital after transitional adjustments
Total Tier 1 Capital

Eligible general provision

Transitional adjustments

Tier 2 (T2) Capital after transitional adjustments
Total capital base

Risk weighted assets
Credit risk

Market risk
Operational risk
Total risk-weighted assets

CET1 capital ratio
Tier 1 capital ratio
Total capital ratio
CET1 available for the buffer requirement

Minimum
requirement
2017

7.0%

8.5%

10.5%

1.25%

2017
AED 000

1,737,383

221,770
(35,788)

2,024

309

1,925,698

(78,565)
15,714

1,862,847

459,125
(7,856)

451,269

2,314,116

193,130
(7,856)

185,274

2,499,390

15,450,398
16,465
1,401,099

16,867,962

Capital
ratios
2017
11.0%
13.7%
14.8%
4.0%
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Notes to the consolidated financial statements for the year ended 31 December
2017 (continued)

41. Capital management (continued)
41.3 Capital allocation

The Group also assesses internally its capital requirements taking into consideration its growth
requirements and business plans, and quantifies its regulatory and risk/economic capital
requirements within its integrated ICAAP Framework. Risks such as interest rate risk on the
banking book, concentration risk, stress testing, strategic risk, legal and compliance risk, and
reputational risk are all part of the ICAAP.

The Group also calculates Risk Adjusted Return on Capital (RAROC) for credit applications that
are priced on a risk-adjusted basis.

42. Approval of consolidated financial statements

The consolidated financial statements for the year ended 31 December 2017 were approved by
the Board of Directors and authorised for issue on 04 February 2018.



