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INDEPENDENT AUDITORS’ REPORT

To the shareholders of Ghazanfar Bank
Opinion

We have audited the financial statements of Ghazanfar Bank ("the Bank"), which comprise the statement of financial
position as at December 20, 2016, and the statement of comprehensive income, siatement of changes in equity and
statement of cash flows for the year then ended, and notes to the financial starements, including a summary of
significant accounting policies.

In our opinion, the financial statements present fairly, in all material respects, the financial position of the Bank as at
December 20, 2016, and of its financial performance and its cash flows for the ycar then ended in accordance with
International Financial Reporting Standards (IFRSs), the Law of Banking in Afghanistan, directivities issued by the
Central Bank of Afghanistan (DAB) and the Islamic Accounting Standards developed by the Accounting and
Auditing Organization for Islamic Financial Institutions (AAOIFT).

Basis of opinion

We conducted our audit in accordance with International Standards on Auditing [SAs). Our responsibilities under
those standards are further described in the Awditor’s Responsibilities for the Audit of Financial Siatements section of our
report. We are independent of the Bank in accordance with the ethical requirements that are relevant to our audit of
the financial statements in Afghanistan, and we have fulfilled our other ethical responsibilities in accordance with
these requirements. We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our opinion.

Key Andit Matters

We have determined that there are two key audit matters to communicate in our report;

1. During our audit following deficiencies in the Code of Corporate Governance of the bank were observed;
a) Vacant / unapproved key positions were observed, however, CEC) and CFO were appointed and
approved before the year end as specified below;

1. Chief Executive Officer (unapproved)  From January 01, 2015 to November 08, 2016
2. Chief Financial Officer (unapproved) From February 16, 2016 to July 31, 2016

3. Chief Internal Auditor (Vacant) From August 01, 2016 to December 20, 2016
4. Chief Risk Officer (Vacant) From November to December 2016

b) As per requirements of Article 56.1 of Law of Banking in Afghanistan minimum number of Board of
Members were not ensured i.e. Dy. CEO and Chief Credit Officer.

2, In the absence of income tax depreciation calculation for prior years we were unable to quantify accelerated

depreciation, its resultant temporary difference effect and adjustment of deferred tax liability in these financial
statements as required by IAS “12” Income Taxes.
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Responsibility of Management and Those Charged with Governance for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with
Intetnational Financial Reporting Standards (IFRSs) as issued by the International Accounting Standards Board
(IASB) and with the requirements of the Law of Banking in Afghanistan, directives issued by the Central Bank of
Afghanistan (DAB) and the Islamic Accounting Standards developed by the Accounting and Auditing Organization
for Islamic Financial Institutions (AAOIFI), and for such internal control as management determines is necessary to
enable the preparation of financial statements that are free from material misstatement, whether due to fraud or
error.

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

Those charged with governance are responsible for overseeing the Bank’s financial reporting process.
Auditor’s Reiponsibility

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from
material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our opinion.
Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance with
1SAs 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 the users taken on the basis of these financial statements.

A further description of the auditor’s responsibilities for the audit of the financial is located at Horwath MAK,
Auditors and Business Advisors (A member firm of Crowe Horwath International) website at:
www.crowehorwath.com . This description forms part of our auditor’s report.
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GHAZANFAR BANK

STATEMENT OF FINANCIAL POSITION

AS AT DECEMBER 20, 2016
As At As At As At As At
December 20,  December 31, December 20,  December 31,
2016 2015 2016 2015
...... USD '000" ...... Note oo T 1000 s s
ASSETS
68,134 58,919  Cash and cash equivalents 5 4,554,090 4,043,040
169 250 Investment in equity instruments 6 11,323 17455
21,101 7,933  Investments - Held to Maturity 7 1,410,419 544,391
34,606 39,106  Loans and advances 8 2,313,036 2,683,421
3,976 4226  Property and equipment 9 265,756 290,003
16 29  Intangible assets 10 1,084 1,965
11,581 10,280  Other assets 11 774,075 705,402
139,584 120,743 Total assets 9,329,782 8,285,377
EQUITY AND LIABILITIES
EQUITY
18,668 18,184  Share capital 12 1,247,800 1,247,800
2,244 334  Accumulated Profit 149,994 22,935
20,913 18,518 Total equity 1,397,794 1,270,735
LIABILITIES
450 417 | Deferred tax liability-net 13 30,099 28,640
116,833 100,583 | Deposits from customers 14 7,809,097 6,902,006
985 821 | Other liabilities 15 65,843 56,331
403 404 | Provision for non funded facilities 26,949 27,665
118,671 102,225 Total liabilities 7,931,988 7,014,642
139,584 120,743 Total equity and liabilities 9,329,782 8,285,377
Contingencies and commitments 22 6,300,662 7,449,979

The Annexed Note No. 1- 28 form an integral part of these financial statements
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GHAZANFAR BANK
STATEMENT OF COMPREHENSIVE INCOME
FOR THE PERIOD FROM JANAURY 01, 2016 TO DECEMBER 20, 2016

2016 2015

v USD 000"

6,366 6,169
(437) (416)
5,929 5,753
2,172 2,720
(441) (514)
1,731 2,206
953 864
8,613 8,823
(1,893) (3,235)
(1,398) (1,653)
(456) (352)
(483) (507)
(19) (19)
(1,987 (2,303)
(6,236) (8,069)
2,377 754
(475) (51)
1,901 603
1,901 603

The Annexed Note No. 1- 28 form an integral part of these financial statements.

Interest incotme
Interest expense
Net interest income

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

Other operating income / (loss)
Operating income

Impairment allowances and charge off
Employee compensation

Operating lease expenses
Depreciation

Amortization

Other expenses

Profit before tax

Tax expense
Profit for the year

Other comprehensive income

Note

16

8.8

19

9.1
10
20

]
—

Total comprehensive income for the year

2016 2015

.......... Afs 000 .........
425,475 423,303
(29,207) (28,522)

396,268 394,781
145,179 186,622
(29,502) (35,254)
115,678 151,368
63,693 59,301
575,639 605,450
(126,536) (221,988)
(93,451) (113,435)
(30,449) (24,156)
(32,285) (34,821)
(1,264) (1,278)
(132,828) (158,032)
(416,815) (553,710)
158,824 51,740
(31,765) (10,348)
127,059 41,392
127,059 41,392
J’f___.
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GHAZANFAR BANK

STATEMENT OF CASH FLOWS
FOR THE PERIOD FROM JANAURY 01, 2016 TO DECEMBER 20, 2016

2016 2015
......... USD 000" ........
2,376 754
1,893 3235
483 507
(69) (175)
19 19
= )
4,703 4331
3,648 (5.104)
(849) 1,026
13,571 (8.740)
142 59
a1 60
16,502 (12,699)
21,205 (8.368)
(587) (60)
20,617 (8.428)
(96) (179)
©) (13)
= 19
(12,957) 60
87 (37)
(12,972) (150)
. 252
. 252
7,646 (8,152)
60,488 67,071
68,134 58919

The Annexed Note No. 1- 28 form an integral part of these financial statements

CASH FLOWS FROM OPERATING ACTIVITIES

Profit before tax

Adjustments for:

Net impairment loss on financial assets
Depreciation

Accrued interest

Amortization

Gain on disposal of fixed assets
Working Capital Changes

(Increase) / decrease in current assets
l.oans and advances

Other assets

Increase / (decrease) in current liabilities
Deposits from customers

Other liabilities

Provision for non funded facilitics

Tax paid
Net cash generated from operating activities

CASH FLOWS FROM INVESTING ACTIVITIES

Purchase of property and equipment

Purchase of intangible assets

Proceed from disposal of property and equipment
Investments

Investment in equity instruments

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES

Capital Injection
Net cash used in financing activities

Net increase in cash and cash equivalents (A+B+C)
Cash and cash equivalents, beginning of Period / Year

Cash and cash equivalents, end of period / year

o

2016 2015
NOE  swesrsenns Afs '000" ..ueuenen
158,824 51,740
8.8 126,536 221,988
9.1 32,285 34,821
(4,586) (12,035)
10 1,264 1,278
18 . (592)
314,324 297,200
243,849 (350,251)
(56,731) 70,384
907,091 (599,733)
9,512 4,041
(716) 4,092
1,103,006 (871,467)
1,417,330 (574,267)
(39,257) (4,101)
A 1,378,073 (578,368)
Note
9.1 (6,444) (12,306)
(383) (915)
10 5 1,320
(866,028) 16,126
5,833 (2.537)
B (867,023) 1,688
- 17,290
C E 17,290
511,050 (559,390)
4,043,040 4,602,430
4,554,090  4.043,040
\
e
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FAR BANK
FINANCIAL STATEMENTS s
?8;?2{101)%1{{1?01) FROM jANAURY 01,2016 TO DECEMBER 20. 2

1 STATUS AND NATURE OF BUSINESS

A 1 5 M 1 1 I 1 fan. ’l‘he
it -l )Ot:\[td '-_.!ldet -he La\l m J\tgh.ﬁmb
(. h‘ Zanfﬂf Bﬁﬂl\ ( []1. < Bﬂfﬂ\ } 154 Ofﬂl'nel.clal bank 'lﬂcorl

s ‘ S gl
registered office of the bank is located at Wazir Akbar Khan dtrect, Sher Pur, District 10, and Kabul,

Afghanistan,

The Bank obtained business license from Afghanistan Investment Support Agency (AISA) bearing
license no: D-29098 renewed in 2016 and is registered as a limited liability company. The Bank
commenced its operations on 01 March 2009 under the hicense for commercial banking 15511&:# by 1fhe
Da Afghanistan Bank (DAB) under the Law of Banking in Afghanistan. Currently, the Bar_lk 1s bem‘g
operated with eleven branches with Islamic banking operations 2015: eleven branches with Tslamic
banking operations) in different provinces of Afghanistan. No of employees 279 (2015 265)

The financial statements for the period ended December 20, 2016 (including comparatives) have been
approved and authorized for issue by the Board of Supervisors orl u!ﬂk ob, 2017.

2 STATEMENT OF COMPLIANCE

21 These financial statements have been prepared in accordance v ith International Financial Reportng
Standards (IFRS) issued by the International Accounting Standards Board (IASB), the requirements of
the Law of Banking in Afghanistan and the Islamic Accounting Standards developed by the
Accounting and Auditing Organization for Islamic Financial Institutions (AAOIFI). In case
requirements differ, the provisions of the Law of Banking in Afghanistan shall prevail.

2.2 Standards, amendments and interpretations to publish app roved accounting standards that are
effective in the cutrent year

The following standards, amendments and interpretations of approved accounting standards are
effective for accounting periods beginning on ot after January 01, 2015:

_ IAS 1' Presentation of financial statements, amendments in disclosure initiatives
_ IAS 7' Cash Flow Statements and amendments in disclosure initiatives

2.3 Standards, amendm

ents and interpretations to publish approved accounting standards that are
not yet effective

The following standards, amendments and interpretations of approved accounting standards will be

effective for accounting periods beginning on or after January U1, 2017.

Amendment to TAS 7 on disclosure initiative
" . " anuary 01, 2017
Amendment to TAS 12 on recognition of deferred rax assets for unrealized losses J a0, 7

IFRS 2, Share-based payment Amendment on clrifying sharebased payment transactions

IFRS 9, Financial instruments

January 01, 2018
Amendment to IFRS 9, Financial instruments on general hedge ac counting

Amendment to IFRS 10 and IAS 28 on sale or contrdbution of assets IFRS 15, 'Revenue

Annual periods
from conrracts with customers'

beginning on or after
1 January 2018 to be

Amendments to IFRS 15 ' Revenue from contracts wirh customers' - Clarifications determined




GHAZANFAR BANK
NOTES TO THE FINANCIAL STATEMENTS
FOR THE PERIOD FROM JANAURY 01, 2016 TO DECEMBER 20, 2016

31

3.2

3:3

34

There are other new and amended standards and interpretations that are mandatory for the Bank's
accounting periods beginning on or after January 1, 2017 but are considered not to be relevant or do
not have any significant effect on the Bank's operations and are therefore not detailed in these financial
statements.

BASIS OF PREPARATION
Basis of measurement

These financial statements have been prepared on the historical cost basis except as otherwise disclosed
in accounting policies.

Use of critical accounting estimates and judgments

The preparation of financial statements in conformity with approved accounting standards requires
management to make judgments, estimates and assumptions that effect the application of accounting
policies and reported amounts of assets, liabilities, income and expenses. Actual results may differ from
these estimates. The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions
to accounting estimates are recognized in the period in which the estimate is revised if the revision
affects only that period or in the period of the revision and future periods if the revision affects both
current and future periods.

In particular, information about significant areas of estimation uncertainty and critical judgments in
applying accounting policies that have the most significant effect on the amounts recognized in the
financial statements are described in the following:

a) Note8 Provision against non-performing loans and advances to customers
b)  Note 9 Depreciation rates for property and equipment

¢) Notel0  Amortization rates for intangible assets

d) Note13  Deferred taxation

e) Note 21 Income taxes

Functional and presentation curtency

These financial statements are presented in Afghani (Afs), which is the Bank’s functional currency.
Except as otherwise indicated, financial information presented in A fs has been rounded to the nearest
thousand.

Change in accounting period

During the year as per Article No. 92 of Law of Banking in Afghanistan, banks has changed its
financial accounting year from (Gregorian calendar) December 31. o (Shamsi Calendar) ie. from 01+
Jadi to End of Qaus Month every year (2016: December 20). These financial statements are from 11
Jadi to 30 Qaus 1394, which is equivalent to 11 months and 20 days, therefore, the comparative figures
are not comparable.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The significant accounting policies adopted in the preparation of these financial statements are set out
below. These policies have been consistently applied to all the years presented unless or otherwise state.



GHAZANFAR BANK
NOTES TO THE FINANCIAL STATEMENTS
FOR THE PERIOD FROM JANAURY 01, 2016 TO DECEMBER 20, 2016

4.1

4.2

Cash and cash equivalents

For the purposes of cash flow statement, cash and cash equivalens comprise of cash and balances with
central bank (unrestricted) and balances with other banks.

Financial instruments
Recognition, initial measurement and de-recognition

Financial assets and financial liabiliies are recognized when the Bank becomes a party to the
contractual provisions of the financial instrument and are measured initially at fair value adjusted by
transactions costs, except for those carried at fair value through profit or loss which are measured
initially at fair value. Subsequent measurement of financial assets and financial liabilities are described
below.

Financial assets are de-recognized when the contractual rights to the cash flows from the financial asset
expire, or when the financial asset and all substantial risks and rewards are transferred. A financial
liability 1s de-recognized when it is extinguished, discharged, cancelled or expires.

Classification and subsequent measurement of financial asse (s

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

a) loans and receivables
b) investment held to maturity (HTM)

All financial assets are subject to review for impairment at lea:t at cach reporting date to identify
whether there is any objective evidence that a financial asset or a group of financial assets is impaired.
Different criteria to determine impairment are applied for each category of financial assets, which are
described below.

Currently, the Bank has financial assets only in the form of loans and receivables and held to maturity
investments. Therefore, policies related to other categories of financial assets would not be relevant.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are
not quoted in an active market. After initial recognition, these are measured at amortized cost using the
effective interest method, less provision for impairment. Discounting is omitted where the effect of
discounting is immaterial. The Bank’s cash and cash equivalents, loans and advances to customers and
other assets fall into this category of financial instruments.

The Bank determines allowance for impairment loans and advinces in accordance with regulation
issued by DAB “Asset Classifications, Monitoring of Problem Assets, Reserve for Losses, and Non-
accrual Status”,

At each reporting date, the Bank assesses whether there is objeciive evidence that financial assets not
carried at fair value through profit or loss are impaired. Financial assets or a group of financial assets
are impaired when objective evidence demonstrates that a loss event has occurred after the initial



GHAZANFAR BANK
NOTES TO THE FINANCIAL STATEMENTS
FOR THE PERIOD FROM JANAURY 01, 2016 TO DECEMBE R 20, 2016

recognition of the assets, and that the loss event has an impact on the future cash flows on the assets
that can be estimated reliably.

The criteria that Bank uses to determine that there is objective cvidence that there is an indication to
impairment loss includes 1) default or delinquency by a borrowe: 2) restructuring of a loan or advance
by the Bank on terms that the Bank would not otherwise consider 3) indication that a borrower or
wssuer will enter bankruptcy 4) disappearance of an active for a se: urity 5) other observable data relating
to a group of assets such as adverse changes in the payment status of borrowers or issuers in the Bank,
or economic conditions that correlate with defaults in the Bank.

The Bank considers evidence of impairment for impairment for (inancial assets at both a specific asset
and collective level. All individually significant financial assets are assessed for specific impairment. All
significant assets found not to be specifically impaired are then co llectively assessed for any impairment
that has been incurred but not yet identified. Assets that are not ‘ndividually significant are collectively
assessed for impairment by grouping together financial assets (cirried at amortized cost) with similar
risk characteristics.

In determining the potential loss in specific loans, groups of loans, or in the aggregate loan portfolio, all
relevant factors are considered including, but not limited to: current economic conditions, historical
loss experience, delinquency trends, the effectiveness of the Bank’s lending policies and collection
procedures, and the timeliness and accuracy of its loan review function.

Impairment losses on assets carried at amortized cost are measured as the difference between the
carrying amount of the financial assets and the present value of estimated future cash flows discounted
at the assets’ original effective interest rate. Losses arc recognized in statement of comprehensive
income and reflected in an allowance account against loans and advances. Interest on the impaired
asset continues to be recognized through the unwinding of the discount. When a subsequent event
causes the amount of impairment loss to decrease, the impairment loss is reversed through statement
of comprehensive income.

The Bank writes off certain loans and advances when they are determined to be uncollectable.
a) Investment held to maturity (HTM)

HTM investment are non-derivative financial assets with fixed or determinable payments in fixed
maturity other than loans and receivables. Investments are classified at HTM if the bank has intension
and ability to hold them till maturity. The bank currently holds terms placements with other Banks’
designated into this category.

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

b) Classification and subsequent measurement of financial liabilities
Financial liabilities are measured subsequently at amortized cost using the effective interest method,

except for financial liabilities held for trading or designated at FV'IPL, that are carried subsequently at
fair value with gains or losses recognized in statement of comprehensive income. All derivative



GHAZANFAR BANK
NOTES TO THE FINANCIAL STATEMENTS
FOR THE PERIOD FROM JANAURY 01, 2016 TO DECEMBER 20, 2016

4.3

4.4

4.5

financial instruments that are not designated and effective as hecging instruments are accounted for at
FVTPL.

Investment in equity instruments
Investment in equity instruments is carried at cost less impairment if any.

Loans and advances

Loans and advances are stated net of provisions against non—pe: forming loans and advances. Specific
and general provision are made based on an appraisal of the loan portfolio that takes into account
Regulations and other directives issued by the Da Afghanistan Bank from time to time. The general
provision is for the inherent risk of losses which are known from experience to be present in any loan
portfolio,

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

Murabaha financings are reflected as receivables at the sale price. Actual sale and purchase is not
reflected as the goods are purchased by the customer as agent of the Bank and all documents relating
to purchase are in customer's name.

In Musharaka financing, the Bank provides the facility on profit and loss sharing basis for specific
tenors to the customers.

Property and equipment
Owned

Property and equipment are stated at cost less accumulated depreciation and accumulated impairment
losses thereon. Cost includes expenditure that is directly attributable to the acquisition of fixed assets.

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

Land is not depreciated. Depreciation on all other fixed assets i calculated using the straight line
method to allocate their depreciable cost or revalued amount their residual values over their

estimated useful lives.

The residual values and useful lives of fixed assets are reviewed, and adjusted (if appropriate) at each
balance sheet date.

Depreciation

Depreciation is recognized in profit and loss account on straight-line basis from the month of use over
the estimated useful lives of each part of an item of property and ‘quipment since this most closely



GHAZANFAR BANK
NOTES TO THE FINANCIAL STATEMENTS
FOR THE PERIOD FROM JANAURY 01, 2016 TO DECEMBER 20, 2016

4.6

4.7

4.8

reflects the expected pattern of consumption of the future economic benefits embodied in the asset.
Land is not depreciated.

The estimated useful lives for the current and comparative periods are as follows:

= Building 30 years

- Furniture and fixture  4-10 years
- Computer equipment 4 years

- Vehicles 6 years

- Office equipment 5 years

Depreciation methods, useful lives and residual values are reassessed at each financial year-end and
adjusted if appropriate.

Gains and losses on disposal of fixed assets are included in ‘tatement of comprehensive income
currently.

Intangible assets

Acquired computer software’s are capitalized on the basis of cost: incurred to acquire and bring to use
the specific software. Subsequent expenditure on software asset is capitalized only when it increases the
future economic benefits embodied in the specific asset to which it relates. All other expenditure is
expensed as incurred.

These costs are amortized over their expected useful lives using the straight line method from the date
it is available for use since this most closely reflects the pattern of ‘onsumption of the future economic
benefits embodied in the asset. The estimated useful life of software is three years.

Amortization methods, useful lives and residual values are reassessed at each financial year end and
adjusted, if appropriate.

Impairment of non-financial assets

The cartying amounts of the Bank’s non-financial asscts are reviewed at each reporting date to
determine whether there is any indication of impairment. If any such indication exists then the asset’s
recoverable amount is estimated.

An impairment loss is recognized if the carrying amount of an asse! or its cash-generating unit exceeds
its recoverable amount.

The recoverable amount of an asset is the greater of its value in use and its fair value less costs to sell.
In assessing value in use, the estimated future cash flows are discounted to their present value using a
pre-tax discount rate that reflects current market assessments of the time value of money and the risks
specific to the asset.

Deposits

Deposits are the Bank’s sources of funding. Deposits are initially measured at fair value plus
incremental direct transaction costs, and subsequently measured at their amortized cost using the



GHAZANFAR BANK
NOTES TO THE FINANCIAL STATEMENTS
FOR THE PERIOD FROM JANAURY 01, 2016 TO DECEMBER 20, 2016

4.9

4.10

4.11

effective interest method, except where the bank choose to carr the liabilities at fair value through
profit or loss.

Taxation

Income tax expense comprises of current and deferred tax. Income tax expense is recognized in the
statement of comprehensive except to the extent that it relates to items recognized directly in equity or
in other comprehensive income.

Current tax

Current tax is the expected tax payable or receivable on the taxable income for the year (using tax rates
enacted or substantively enacted at the balance sheet date), and anv adjustment to tax payable in respect
of previous years.

Deferred tax

Deferred tax is provided for using the balance sheet method, providing for temporary differences
between the carrying amounts of assets and liabilities for financia! reporting purposes and the amounts
used for taxation purposes. Deferred tax is not recognized on terporary differences relating to: (1) the
initial recognition of goodwill; (i1) the initial recognition of assets or liabilities in a transaction that is not
a business combination and that affects neither accounting nor taxable profit; and (iii) differences
relating to investments in subsidiaries to the extent that they probably will not reverse in the
foreseeable future.

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

A deferred tax asset is recognized only to the extent that it is probable that furure taxable profits will be
available against which the asset can be utilized. Deferred tax asscts are reviewed at each reporting date
and are reduced to the extent that it is no longer probable that the related tax benefit will be realized.

Financial guarantees

Financial guarantees are contracts that require the Bank to make specified payments to reimburse the
holder for a loss it incurs because a specified debtor fails to make payment when due in accordance
with the terms of the debt instrument. Financial guarantee liabilities are recognized initially at their fair
value, and the initial fair value is amortized over the life of financial guarantee. The financial guarantee
liability is subsequently carried at the higher of this amortized amount and the present value of any
expected payment when a payment under the guarantee has become probable. Financial guarantees, if
any, are included within other liabilities.

Employee compensation

Shott-term employee benefits are measured on an undiscounted basis and are expensed as the related
service is provided.
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4.12

4.13

4.14

4.15

Foreign currency transactions

Transactions in foreign currencies are translated to Afghani at exchange rates prevailing at the date of
transaction.

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

Non-monetary assets and liabilities that are measured in terms of historical cost in a foreign currency
are translated using the exchange rate at the date of transaction,

Interest income and expense

Interest income and expense are recognized in the statement of comprehensive income using the
effective interest method. The effective interest method is a meth d of calculating the amortized cost
of a financial asset or a financial liability and of allocating the interest income or interest expense over
the relevant period. The effective interest rate is the rate that discounts estimated future cash payments
or receipts through the expected life of the financial instrument or, when appropriate, a shorter period,
to the net carrying amount of the financial asset or financial liability

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

As per regulation issued by DAB title: "Asset Classifications, Monitoring of Problem Assets, Reserve
for Losses, and Non-accrual Status", accrued interest is reversed on the loans and advances that are
classified as non-accrual status. Interest from such loans and advances is recognized on receipt basis.
Profit under Murabaha financing is recognized on monthly basis, while it is recoverable at maturity.

Fee and commission

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

Fees and commission expense relates mainly to transaction and service fees, which are expensed as the
services are received.

Lease payments
Payments under operating leases are recognized in statement of comprehensive income on straight line

basis over the term of the lease. Lease Incentives received are recognized as an integral part of the total
lease expense, over the term of the lease.
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4.16

4.17

4.18

Provisions

Provisions for restructuring costs and legal claims are recognized when:

a) the Bank has a present legal or constructive obligation as a result of past events;

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

¢) The amount has been reliably estimated.

Provision for guarantee claims and other off balance sheet obligations is recognized when intimated
and reasonable certainty exists to settle the obligations.

Off-setting

Financial assets and liabilities are set off and the net amount prescnted in the statement of financial
position when, and only when, the Bank has a legal right to set off the amounts and intends either to
settle on a net basis or to realize the asset and settle the liability simultaneously.

Appropriations subsequent to date of statement of financial position

Appropriations subsequent to year end are recognized during the vear in which those appropriations
are made.
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2016 2015
Note B —
5 CASH AND CASH EQUIVALENTS
Cash in hand 8:1 837,420 665,195
Balances with banks 5.2 3,716,670 3,377,846
4,554,090 4,043,040
5.1 Cash in hand
Local currency 116,313 118,451
Foreign currencies 721,106 546,744
837420 665,195
5.2 Balances with banks
Balances with central banks
Local currency current accounts 162,094 277,794
Local currency deposit account (Overnight deposit) 101 112,006
Foreign currency current accounts 2,894,682 1,660,036
3,056,877 2,049 836
Balances with other banks (foreign/domestic)
Aktif Bank, Turkey il 22 BTS,W
Zirar Bank, Turkey 133,314 94,235
Commerz Bank, Germany - 23,023
Agriculture Bank of China, China - 481,223
CSC Bank, Lebanon 4,153 5,153
Yes Bank, India 517 531
'I'urkiyc 15 Bankasi, Turkey 47,554 16,963
Yinzhou Bank, China 285 293
Axis Bank, India 516 121,024
BMCE Bank International Madrid Spain 321 301,386 209,047
Heleba Bank - 700
Axis Bank, China 52,949 -
Pashtany Bank 119,098 -
659,793 1,328,010
3,716,670 3,377,846

5.2.1 This includes short term placement for the period of 03 months with the bank with e maturity date of February 13,

2017 carrying interest rate at 1.30% p-a.
INVESTMENT IN EQUITY INSTRUMENT

Afghan Payment System {APS) 11,323 17,155

This represents 16.66% (2015: 25%) equity investment in Afghanistan Payment Systems (APS) incorporated as limited
liability company with AISA on January 31, 2011, APS, a special purpose entity creared with the support of World
Bank and under special permission of Da A fghanistan Bank (DAB), was established 1o provide a non-cash domestic
payments switch and related processing services to all the banks operating in Afgharistan and as such will benefit the
banking industry as a whole. APS intends to support an electronic fund transfer platform for shared ATMs, creation of
shared mobile banking infrastructure and the initiation of point of sale devices. This i wvestment is carried at initial cost
of USD 250,000 (2015; 250,000) without taking into account any impairment ¢lfects and vearly differences are

appearing due to currency translations to Afs,
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7.

B

N

8.3

8.4

8.5

8.6

8.7

5.8

) 2016 2015
MNaote RRRNSIN ' 1111 LA —
INVESTMENT - HELD TO MATURITY
Placement with BMCE 71 66,840 -
Capital notes - 07 to 364 days 7.2 1,343,579 544,391
1,410,410 544,301

This includes short term placement for the period of 06 months with the bank with the matunity date of May (12, 2017 carrying interest rate at 1% p.a.

These are classified as held to matunty having maximum period of 07 - 364 days (28 to 182 days) carrying intecest rate ranging from 1.80% to 6.678%
per annum. (2015 3.55% to 3.56% pa)

LOANS AND ADVANCES
2016 2015
Gross amount Impaiement Chizping Giross amount il Carrving amount
allowance amount allowance
Note
Conventional financing
Running finance 8.1 1,430,261 (82,556) 1,347,705 1,423,775 {133,518) 1,200,357
SME loans 5.2 63,328 (4,35T) 58,971 H4.H14 (4,510 75,304
Term loans B3 274,682 (82,631) 192,051 352,387 (23,886) 328,501
1,768,272 (169,544) 1,598,728 186096 (166,914) 1,694,062
Islamic financing
Musharakah financin 8.4 67,094 (738) 66,356 207,313 (2,070) 205,243
Murabaha financing 8.3 665,092 (17,140) 647,952 799,881 L (15,765) TR4,116
732,186 (17,878) 714,308 1,007,194 (17,835) 989,359
2,500,458 (187,422) 2,313,036 2,868,170 (184,749} 2,683,421

The facility to meet working capital requirements carries interest ranging from 13% to 15% (2015: 13% to 15" pee annum. These facilitics arc
extended for maximum period of twelve months. These are secured against personal guarantees, hypothecation over current assets, charge over fixed
assets and mortgage of restdental or commercial property of the borrower,

These are extended to the Small and Medium Enterprises with limit up to § 2,000,000 (equivalent to Afs 133,04 million) and carry interest 14.5% to
17% (2015 15% to 18%) per annum with maturity penod of twelve months, These are secured against pessonal guarantees, hypothecation over stock
in trade, charge over fixed assets and mortgage of residenual or commercial properues of the borrower .

These are term loan facilines extended to customers carnes mterest ranging from 13% to 167 (2015: 13% to |§%) per annum, These Facilities are
extended for maximum period of twelve manths. These are secured against peesonal guarantees, hypothecanon over stock in trade, charge over fixed
assets and mortgage of residenual or commercial properties of the borrower,

Financing under musharakah agreement are to meet the working capital and other requirements of the boriower on a profit and loss shanng basis
ranging from 15% (2015: 15% to 18%) per annum of the musharakah amount. These facilities are extended for the maximum period of twelve
months and secured against personal guarantees, hypothecation over stock in trade, charge over fixed wssers and mortgage of residential or
commercial properties of the borrower.

These represent financing under murabaha agreement under which the Bank has paid finance o meet capital ind other requirements of the borrower
on a fixed profit sharing basis ranging from 13% to 20% (2015: 13% to 18%). These facilitics are extenced for the maximum period of twelve

months and sceured against personal guarantees, hypothecation over stock in trade, charge over fixed as-cts and mortgage of properoes of the
barrower.

At reparting date, loans and advances amounting to Afs 689.732 mullion (2015: 445.791 million) were «lassified against which an impairment
allowance amounting to Afs 187422 million (2014: 184.749 million) has been mantuned.

Genereal provision on non funded facilities

2016 2015
o Af 000 ...

Impairment allowance on loans and advances

Opening balance 184,749 144,154
Charge for the year 7,527 73,578
Exchange fluctuation effect (loss) / gain (4,854) 33mz
Reversal made during the year - (65,995)
Net impairment allowance on funded factlities . 2,673 40,595
Closing balance N 187,422 184,749
Impairment allowances and charge off

Net impairment allowance on funded facilitics [ 2,673 40,595
Exchange Fluctuations effect loss / {gan) 4,854 (33,012)
Loan charped off during the year 119,009 214,405

126,536 | | 221,088 |
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GHAZANFAR BANK
NOTES TO THE FINANCIAL STATEMENTS
FOR THE PERIOD FROM JANAURY 01, 2016 TO DECEMBER 20, 2016

2016 2015
vivwvaen ATE 1000 i rvrrene

10 INTANGIBLE ASSETS

Gross carrying amount

Opening balance 16,308 15,771

Additions during the year 383 915
Disposal-TFully amortised - (378)
Closing balance 16,691 16,308

Accumulated amortization

Opening balance 14,343 13,160
Amortization for the year 1,264 1,183
Disposal-Fully amortised - ) -

Closing balance 15,607 14,343
Written down value 1,084 1,965

10.1 Intangible assets comprise one softwares i.¢. Vermati accounting system software. [seful life of each
software is three years.

2016 2015
Note wererees AfS 000" ..
11 OTHER ASSETS
Restricted deposits with DAB 111 638,675 563,085
Prepayments 17,540 17,956
Advances against property - -

Receivable from Western Union 25,287 9,893
Interest recervable 4,586 12,035
Security deposits to western union 16,042 16,469
Advance income tax 0 11,942
Security Deposit Hairatan Branch 66,840 68,620
Others 5,106 5402
774,075 705,402

1.1 'This represents non- interest bearing local currency statutory reserves maintained with DAB as minimum
reserve in accordance with Banking Regulations,
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2016 2015

creeeers AfS 000" ...
12 SHARE CAPITAL

Authorized capital - 150,000 shares of Afs 10,000 cach
(2015: 114,000 shares of Afs 10,000 cach) 1,500,000 1,140,000

Issued and paid-up share capital - 124,780 shares of Afs 10,000 cach
(2015: 124,780 shares of Afs 10,000 each) 1,247,800 1,247,800

13 DEFERRED TAX LIABILITY

Deferred taxes arising from temporary differences and unused tax losses are summarized as follows:

Deferred tax liabilities January 01, 2016 Recognized in Dece;(;rﬁer 2,
profit and loss
............... Afs 000" ...uiininnnn.
Deferred rax liability
Property and equipment (29,852) - (29,852)
Intangible assets (247) - (247)
(30,099) - (30,099)
Deferred tax asset
Unused tax losses 1,459 (1,459) -
(28,640 (1459) (30,099)

Deferred tax assets (liabiliries)

January 01, 2015

y December 31,
Recognized in 2015

profit and loss

Deferred tax liability

Property and equipment (29,852) - (29,852)
Intangible assets (247) - (247)
(30,099) - (30,099)

Deferred tax asset
Unused tax losses 1,459 - 1,459
= (28,640)

Deferred tax asset was recognized on estimated carried forward tax losses based on projected future

profitable operations and taxable profits against w

hich the deferred tax asset could be realized,
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2016 2015
Mote s Afs '000' .........
14  DEPOSITS FROM CUSTOMERS
14.1 Conventional
Current deposits 4,271,373 3,440,119
Saving deposits 14.1 698,707 624,986
Term deposits 14.2 178,648 161,713
5,154,728 4,226,818
14.2 Islamic
Al Wadiah current deposits 922,913 905,583
Mudarabah saving deposits 14.3 600,280 551,212
Mudarabah fixed deposits 14.4 871,348 904,197
2,394,541 2,360,992
14.3 Margin deposits 259,828 314,196
7,809,097 6,902,006

14.1  Conventional saving deposits carries interest ranging from 1% to 3% (2015: 1% to 5%) per annum,

14.2  Conventional term deposits carries interest ranging from 1.25% to 3.50% (2015: 1.25% to 2.75%) per annum with
4 \ ) P
maturity of 3 months to 5 years on the conventional side.

4.3 Profit disbursed during the year, on Islamic saving deposits ranged from 1% (2015 0.4% to 1%) per annum,

144 Islamic term deposits carry profit rates ranging from 2% (2015: 0.8% to 3.5%) per 1nnum with maturity of 6 months
to 1 year.

2016 2015
Btd 0 s Afs '000' .........
15 OTHER LIABILITIES
Accrued interest 5,854 6,776
Withholding tax 533 1,394
Unearned commission on bank guarantees 24,114 25,275
Accrued expenses 10,707 8,652
Others 24,634 14,234
65,843 56,331

15.1  This amount represents payable to Deutsche Investitions- und Enwicklungsgesellschaft mbH (DEG) for insurance
agianst recovery of defaulted term loan and those defaulted loans have been recovered subsequently during the year.
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16 NETINTEREST INCOME

Interest income on:
Cash and cash equivalents
Loans and advances
Capiral notes
Tortal interest income

Interest expense
Deposits from customers
Net interest income

16.1  Deposits from customers

Interest on:
Term deposits

Saving deposits

17 NET FEE AND COMMISSION INCOME

Fee and commission income
Commission on Bank Guarantees
Commission on letter of credits
Fund transfer fee
Deposir accounts servicing
Toral fee and commission income

Fee and commission expense
Inter bank transaction fee
Net fee and commission income

18 OTHER OPERATING (LOSS) / INCOME

Foreign exchange (loss) / gain

Loan processing fee

Recovery of loan previously written off
Gain on disposal of fixed assets

Others

19 EMPLOYEE COMPENSATION

Salaries and wages
Bonus to staff
Staff welfare

Note

16.1

N ote

2016 2015
........ Afs '000" .........
5,686 22,004
160,619 376,606
59,171 24,603
425,475 423,303
29,207) (28,522)
396,268 304,781
18,600 18,468
10,607 10,054
29,207 28,522
67,913 66,820
278 153
76,111 118,848
878 802
145,179 186,622
(29,502) (35,254)
115,678 151,368
2016 2015
........ Afs 000 .........
(2,554) 36,320
11,727 18,337
52,376 2473
. 592
2,144 1,579
63,693 59,301
12,497 112,237
655 786
300 412
93,451 113,435
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20 OTHER EXPENSES

Security guards expenses 33,476 38,876
Insurance 20.1 28,620 27,741
Communication 18,112 20,285
Advertisement 10,965 18,945
Travelling and conveyance 6,140 12,470
Utilities 5,925 7,945
Fuel 2,482 3,319
Repair and maintenance 4,838 4,651
Stationery and printing 4,756 4,417
Food expenses 4,066 4,482
Staff training 1,013 1,516
Legal & Audit fee 2,240 543
Orthers 10,195 12,841

132,828 158,032

201 These include insurance charges amounting to Afs 16.58 Million (2015: 14.847 million ) paid to Afghan Deposit
Insurance Corporation (ADIC) @ 0.23% per annum of total deposits as per instructions of DAB.

21 INCOME TAX EXPENSE

The major components of tax expense and the reconciliation of the expected tax cxpense based on the effective tax
rate of 20% and the reported tax expense in statement of comprehensive income arc as follows:

2016 2015
Note =~ = e Afs '000' .........
Current 31,765 10,348
31,765 10,348
22 CONTINGENCIES AND COMMITMENTS
22.1 Contingencies
Guarantees issued on behalf of customers 6,300,662 7,449 979

222 Lease commitments

Non-cancellable operating lease rentals are payable as follows:
Less than one year 10,578 17,356
17,572

Between one to five years -
10,578 34,928

The Bank leases a number of branches and office premises under operating leascs. The leases typically runs for a
period of up to five years, with an option to renew the lease after that period.
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23 RELATED PARTIES

-2
w
—

Parent and ultimate controlling party
The Bank is owned by individuals who are shareholders of Ghazanfar Group of “ompanies (GGC), and own the
Bank's shares in different proportions. Therefore, related parties include all group companies of GGC as associates,

232 Transactions with key management personnel
Key management personnel and their immediate relatives have transacted with the Bank during the period as

follows:
2016 2015
........ Afs'000" .........
Salary paid to the members of the board of supervisors 4,461 4,184
Benefits to the management board 13,234 4,552
17,695 8,736

In addition to salaries, the Bank also provides non-cash benefits to exec itives which includes furnished
accommodation, meals and travel associated with the business of the bank.

23.3 Transactions with related parties

Following are transactions with related parties, during the period, and outstanding balances at the reporting date:

2016 2015
POSRIRIY .5 T 11 | LR,

Associates
Balances at year end
Loans and advances 67,094 207,313
Bank guarantees 3,216,566 3,495,189
Advance against property - -
Prepaid rent 109 =
Customer deposits 665 2,509
Payable to GNG - -
Security Deposit for Hairatan Branch 66,840 68,620
Transaction during the year
Purchase of armoured vehicles - -
(Repayment) / disbursement of loans and advances 66,840 205,860
Issuance of bank guarantees 334 397,588
Interest income on loans and advances 16,859 28,461
Commission on bank guarantees 10,105 52,532
Rent paid 104 -

23.4 There were no related party transactions and outstanding balances other than those disclosed above in notes 23.1,
23.2 and 23.3 to the financial statements.
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