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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 21, 2017, and the statement of comprehensive income, statement of changes in
equity and statement of cash flows for the year then ended, and notes to the financial statements, including a
summary of significant accounting policies.

[ our opinion, the financial statements present fairly, in all material respects, the financial position of the Bank as
at December 21, 2017, and of its financial performance and its cash flows for the year then ended in accordance
with International Financial Reporting Standards (IFRSs), the Law of Banking in \fghanistan, 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).

Basiv of opinion

We conducted our audit i accordance with International Standards on Auditing (ISAs). Our responsibilities under
those standards are further described in the Awditor’s Responsibilities for the Audit o) Financial Statements 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 Audit Matters
We have determined that there are two key audit matters to communicate in our r port;
1. During our audit following deficiencies in the Code of Corporate Governance of the bank were observed;

a)  Vacant / unapproved key positions were observed, as specified below;

L. Chief Financial Officer (Vacant) From November 6, 2017 till now
2, Chief Risk Officer (Vacant) From November 27, 2017 till now
3 Chief Internal Audiror From December 21, 2016 till November 5, 2017

b) As per requirements of Article 56.1 of Law of Banking in Afghanistan minimum number of Board of
Members were not ensured 1.e. Dy. CEO and Chief Financial Officer.

!\)

In Note 5.2.2 of the financial statements ‘Cash and cash equivalents’, it 15 disclosed that an amount of US
Dollars 2,434,170 has been blocked by Da Afghanistan Bank (DAB) from Ghazanfar bank USD current
account on the standing request received from Ministry of Finance (Mo!") vide letter n0.933463 dated 29-
09-1395 (26 December 2016) against bank account of M/s Ghazanfar Naft and Gas Limited (Related
Party), owing to the un-resolved tax matters.

Responsibility of Managenent and Those Charged with Governance for the Financial S tatemen:

Management is responsible for the preparation and fair presentation of these financial statements in accordance
with International 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
15 necessary to enable the preparation of financial statements that are free from material misstatement, whether due
to fraud or error.
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[n preparing the financial statements, management is responsible for assessing rthe 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 financiil reporting process.

Auditor’s Responstbility

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 1s 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 cxpected to influence the economic
decisions of the users taken on the basis of these financial statements.

For the matters communicated with those charged with governance, we determine the matter that was of the most
significant in the audit of the financial statements of the current period and is, therefore, the key audit matter. We
describe these matters in our auditor’s report unless law or regulations preclude public disclosure about the matter
or when, in extremely rare circumstances, we determine that 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.

“m=
A further description of the auditor’s responsibilities for the audit of the financial is located at Crowe Horwath
Afghanistan, 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
STAT EMENT

OF FINANCIAL POSITION
BER 21,2017 - 3

0-QAWAS-1396)

AS AT DECEM

ASSETS

Cash and cash equivalents
Investment in equity instruments
Investments - Held to Maturity
Loans and advances

Property and equipment
Intangible assets

Other assets

Total assets
EQUITY AND LIABILITIES

EQUITY

Share capital

Contingency Reserve Fund
Retained Earnings

Total equity

LIABILITIES

Deferred tax liability-net

Deposits from customers

Other liabilites

Provision for non funded facilities
Total liabilities

Total equity and liabilities

Contingencies and commitments

The annexed notes from 1 to 28 form an integral part
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4,265,210 4,554,090
17,373 11,323
2,397,384 1,370,665
2,640,764 2,313,036
247,868 265,756
451 1,084
875,184 813,829
10,444,234 9,329,782
1,247,300 1,247,800

12,706 -
408,771 149,994
1,669,277 1,397,794
- 30,099
8,664,919 7,809,097
74,423 65,843
35,615 26,949
8,774,957 7,931,088
10,444,234 9,329,782
3,561,482 6,300,662

of these financial statements. Ob[.ﬂ'




GHAZANF AR BANK

STATEMENT OF COMPREHENSWE INCOME |
ENDED DECEMBER 23, 2017 - (30-QAWAS-13%) -

FOR THE YEAR
—-——

Note
[nterest InCOMe
nterest expense
Net interest income 16
Fee and commission income
Fee and commission expense
Net fee and commission income 17
Other operating income / (loss) 18
Operating income
Impairment allowances and charge off 8.7
Employee compensation 19
Operating lease expenses
D cprccintitm 0.1
Amortization 10
Other expenses 20
Profit before tax
Tax expensc 21

Profit for the period

Other comprehensivc income

Total comprehensive income for the period

21-D ec-17 70-Dec-16
........... Afs '000" cooveneee
439,552 425475
(39,3 32) (29 207)
400,150 396,268

111,134 _________fﬁ,_(}?}__
637,828 575,639

13,179
(102,842)
(27,635)
(32,968)
(752)
(160,065)

(311,083) (416,815)
126,745 158,824
(35,250) (31,765)
791,495 127,059
291,495 127,059

The annexed notes from 1 to 28 form an integral part of these financial statcrnerlts,c,“ﬁ/"
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GHAZANFAR BANK
STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED DECEMBER 21, 2017 - (30-QAWAS-1396)

Share capital Contingency R.(' mnlned Total
Reserve Euarnings
........................ AEN '000'.....ccomiuavnivivnines
Balance as at January 01, 2016 1,247,800 - 22,935 1,270,735
Profit for the year s 5 127,059 127,059
Dividend distribution - - - -
Contingency reserve fund - - - -
Balance as at December 20, 2016 1,247,800 - 149,994 1,397,794
Balance as at December 21, 2016 1,247,800 - 149,994 1,397,794
Profit for the year - - 291,495 291,495
Dividend distribution - (20,012) (20,012)
Contingency reserve fund 12,706 (12,706) -
Balance as at December 21, 2017 1,247,800 12,706 408,771 1,669,277

. - ; . A
The annexed notes from 1 to 28 form an integral part of these financial statements ¥~
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GHAZANFAR BANK
STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED DECEMBER 21, 2017 - (30-QAWAS-1396)

CASH FLOWS FROM OPERATING ACTIVITIES
P'rofit before tax
Adjustments for:
Net impairment loss on financial assets
Provision expense on other assets
Depreciation
Accerued interest
Amortizaton

lixchange gain on equity investment

(Increase) / decrease in current assets
Loans and advances

Other assets

Increase / (decrease) in current liabilities
Deposits from customers

Orher liabilities

Tax paid / Adjusted
Net cash generated from operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of property and equipment
Purchase of intangible assers
Investments - Net

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Dividend paid

Net cash used in financing activities

Netincrease in cash and cash equivalents (A+B+C)
Cash and cash equivalents, beginning of vear
lixchange Gain / (Loss)

Cash and cash equivalents, end of year

Note

8.7

2.1

10

Note
0.1

21-Dec-17 20-Dec-16
.......... Afs 000" ..........

326,715 158,824
(13,179) 126,536

2,879 -
32,968 32,285
(59,941) (44,340)
752 1,264
(6,050) 5,833
284,174 280,403
(314,550) 243,133
(1,414) (16,977)
855,522 907,091
8,550 9,512
548,438 1,142,760
832,612 1,423,162
(3,826) (39,257)
828,786 1,383,904
(10,929) (6,444)
(66) (383)
(1,086,660) (866,028)
(1,097,654) (872,855)

(20,012) .

(20,012) .
(288,530) 511,049
4,554,090 4,043,040
4,265,210 4,554,090

The annexed notes from 1 to 28 form an integral part of these financial statements. P
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GHAZANFAR BANK
NOTES TO THE FINANCIAL STATEMENTS
FOR THE PERIOD ENDED DECEMBER 21, 2017

1

21

2.2

Al

STATUS AND NATURE OF BUSINESS

Ghazanfar Bank (“the Bank”) is a commercial bank incorporated under the Law in Afghanistan. The
registered office of the bank is located at Wazir Akbar Khan Street. 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 1s registered as a limited liability company. The Bank
commenced its operations on 01 March 2009 under the license for commercial banking issued by the
Da Afghanistan Bank (DAB) under the Law of Banking in Afghanistan. Currently, the Bank is being
operated with eleven branches with Islamic banking operations (2016: eleven branches with Islamic
banking operations) in different provinces of Afghanistan. No of employees 288 (2016: 279)

STATEMENT OF COMPLIANCE

These financial statements have been prepared in accordance with International Financial Reporting
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.

Standards, amendments and interpretations to publish approved accounting standards that
are not yet effective

¢ Amendment to IAS-7 “Cash flow statements” with effective date ()1 January 2017

* Amendment to IAS-12 “Income taxes” with effective date 01 January 2017

e Amendment to IFRS-12 “Disclosure of interest in other entities” with effective date 01 January 2017

e Amendment to IFRS-4 “Insurance Contracts” with effective date 01 January 2018
*  Amendment to [FRS-9 “Financial Instruments” with effective date 01 January 2018

e Amendment to IFRS-15 “Revenue from contracts with customers” with effective date 01 January
2018

* Amendment to IAS-40 “Investment Property” with effective date 01 January 2018
¢ Amendment to 1AS-02 “Share based payments” with effective date 01 January 2018
¢ Amendment to IFRS-16 “Leases” with effective date 01 January 2019

*  Amendment to IFRS-17 “Insurance Contracts” with effective dare 01 January 2021

e Amendment to IFRIC-22 “Foreign Currency transaction and advance consideration” with effective
date 01 January 2018

e Amendment to IFRIC-23 “Uncertainty over income tax treatments ” with effective date 01 January

2019

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
statermnents.

BASIS OF PREPARATION
Basis of measurement

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



GHAZANFAR BANK
NOTES TO THE FINANCIAL STATEMENTS
FOR THE PERIOD ENDED DECEMBER 21, 2017

3.2

3.3

4.1

4.2

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)  Note§ Provision against non-performing loans and advarices to customers
b) Note9 Depreciation rates for property and equipment

¢) Notel0  Amortization rates for intangible assets

d) Notel3 Deferred taxation

e) Note?21 Income taxes

Functional and presentation currency

These financial statements are presented in Afghani (Afs), which s the Bank’s functional currency.

Except as otherwise indicated, financial information presented in Afs has been rounded to the nearest
thousand.

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.

Cash and cash equivalents

For the purposes of cash flow statement, cash and cash equivalents ¢ omprise 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 labilites 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 is de-recognized when it is extinguished, discharged, cancelled or expires.

Classification and subsequent measurement of financial assets

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)



GHAZANFAR BANK
NOTES TO THE FINANCIAL STATEMENTS
FOR THE PERIOD ENDED DECEMBER 21, 2017

All financial assets are subject to review for impairment at least at each 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 catezory 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 advances in accordance with regulation
“Assets Classification and Provisioning Regulation” issued by DAB.

At each reporting date, the Bank assesses whether there is objective 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

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 evidence that there is an indication to
impairment loss includes 1) default or delinquency by a borrower 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
issuer will enter bankruptey 4) disappearance of an active for a security 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 financial assets at both a specific asset
and collective level. All individually significant financial assets are as<essed for specific impairment. All
significant assets found not to be specifically impaired are then collectively assessed for any impairment
that has been incurred but not yet identified. Assets that are not individually significant are collectively

assessed for impairment by grouping together financial assets (carried 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 are 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



GHAZANFAR BANK
NOTES TO THE FINANCIAL STATEMENTS
FOR THE PERIOD ENDED DECEMBER 21, 2017

causes the amount of impairment loss to decrease, the impairment loss 1s reversed through statement
of comprehensive mncome.

The Bank writes off certain loans and advances when they are deternined 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 estimated 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 measutement of financial liabilities

4.3

4.4

Financial liabilities are measured subsequently at amortized cost using the effective interest method,
except for financial liabilities held for trading or designated at FVTT'L, that are carried subsequently at
fair value with gains or losses recognized in statement of comprehensive income. All derivative

financial instruments that are not designated and effective as hedginy 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—performing 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 Bark 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. | .oans 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,



GHAZANFAR BANK
NOTES TO THE FINANCIAL STATEMENTS
FOR THE PERIOD ENDED DECEMBER 21, 2017

4.5

4.6

Property and equipment
Owned

Property and equipment are stated at cost less accumulated depreciation and accumulated impairment
losses thercon. Cost includes expenditure that is directly attributable 1o the acquisition of fixed assets.

Subsequent costs are included in the asset's carrying amount or arc 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 is calculated using the straight line

method to allocate their depreciable cost or revalued amount to 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 equipment since this most closely
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 petiods are as follows:

E 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 statcment of comprehensive income
currently.

Intangible assets

Acquired computer software’s are capitalized on the basis of costs 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 othet 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 consumption 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 vear end and
adjusted, if appropriate.



GHAZANFAR BANK
NOTES TO THE FINANCIAL STATEMENTS
FOR THE PERIOD ENDED DECEMBER 21, 2017

4.7

4.8

4.9

Impairment of non-financial assets

The carrying amounts of the Bank’s non-financial assets 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 asset 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
mcremental direct transaction costs, and subsequently measured at their amortized cost using the

effective interest method, except where the bank choose to carry 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
n 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 any adjustment to tax payable in respect
of previous vears.

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 financial reporting purposes and the amounts
used for taxation purposes. Deferred tax is not recognized on temporary differences relating to: (1) the
initial recognition of goodwill; (i) 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 future taxable profits will be
available against which the asset can be utilized. Deferred tax assets 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.



GHAZANFAR BANK
NOTES TO THE FINANCIAL STATEMENTS
FOR THE PERIOD ENDED DECEMBER 21, 2017

4.10

4.11

4.12

4.13

4.14

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 1s 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

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

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 reporting date are retranslated
to Afghani at the exchange rate prevailing at that reporting 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 method 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 o, 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 iniegral 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.

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



GHAZANFAR BANK
NOTES TO THE FINANCIAL STATEMENTS
FOR THE PERIOD ENDED DECEMBER 21, 2017

4.15

4.16

4.17

4.18

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.

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 simulraneously.

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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351

5

523

6.1

21-Dec-17 20-Dec-16
Riits: s Af 000 .
CASH AND CASH EQUIVALENTS
Cash in hand 5.1 1,021,956 837,420
Balances wirh banks 52 3,243,254 3,716,670
- 4,265,210 4,554,090
Cash in hand
Local currency 183,243 116,313
Foreign currencies - 838,713 721,106
1,021,956 837,420
Balances with banks
Balances with central banks
Local currency current accounts 1,217,592 162,094
Local currency deposit account (Overnight deposit) 38 101
Foreign cutrency cutrent accounts 5.2.2 848,484 2,894,682
2,066,114 3,056,877

As per the letter no. 933463 dated 29-09-1395 of Ministry of Finance (MoF), due to tax litigation with M/s
Ghazanfar Naft Gas Limited (Related Party), Da Afghanistan Bank (DAB) hac blocked an amount of 2,434,170 US
Dollars against the cheque no. 9574318 dated 30-11-2016, for foreseeable sertlement of the tax litigation. Bank had
adjusted its US Bank account balances with DAB with the same amount on standing instructions from Bank
Operation Department of DAB vide letter no. 487/95105 dated 05/10/1395.

Balances with other banks (foreign/domestic)

Aknf Bank, Turkey 9,560 22
Zirar Bank, Turkey 155,331 133,314
CsC Bank, Lebanon 4,589 4,153
Yes Bank, India 1,300 517
Turkiye is Bankasi, Turkey 17,844 47,554
Yinzhou Bank, China 297 285
Axis Bank, India 61 516
BMCE Bank International Madrid Spain 232,387 301,386
State Commercial Bank of Turkmenistan 751,103 E
Axis Bank, China | 1,172 52,949
Pashtany Bank 39 119,098
Nural Investment Bank INC 3,457 -
1,177,140 659,793
3,243,254 3,716,670
INVESTMENT IN EQUITY INSTRUMENT
Afghan Payment System (APS) 11,323 17.155
Add: Currency translation gain / (loss) 6,050 (5,832)
' 17,373 11,323

This represents 16.67% (2016: 16.67%) equity investment in Afghanistan Pavment Systems (APS) incorporated as
limited liability company with AISA on January 31, 2011. APS, a special purpose entity created with the support of
World Bank and under special permission of Da Afghanistan Bank (DAB), was established to provide a non-cash
domestic payments switch and related processing services to all the banks operating in Afghanistan 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 investment
is carrled at initial cost of USD 250,000 (2016: 250,000) without taking int account any impairment effects and
vearly differences are appearing due to currency translations to Afs.



GHAZANFAR BANK
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 21, 2017 - (30-Qawas-1396)

21-Dec-17 20-Dec-16
NG 7 Gesowese AEEI000Y ... o dh
5 CASH AND CASH EQUIVALENTS
Cash in hand 5.1 1,021,956 837,420
Balances with banks 5.2 B 3,243,254 3,716,670
4,265,210 4,554,090
5.1 Cashin hand
Local currency 183,243 116,313
Foreign currencies ) 838,713 721,106
1,021,956 837,420
5.2 Balances with banks
5.2.1 Balances with central banks
Local currency current accounts 1,217,592 162,094
Local currency deposit account (Overnight deposit) 38 101
Foreign currency current accounts 522 848,484 2,894,682
2,066,114 3,056,877
5.2.2 g per the letter no. 933463 dated 29-09-1395 of Ministry of Finance (MoF), due to tax liugation with M/s
Ghazanfar Naft Gas Limited (Related Party), Da Afghanistan Bank (DAB) had blocked an amount of 2,434,170 US
Dollars against the cheque no. 9574318 dated 30-11-2016, for foreseeable sertlement of the tax litigation. Bank had
adjusted its US Bank account balances with DAB with the same amount on standing instructions from Bank
Operation Department of DAB vide letter no, 487/95105 dated 05/10/1395.
5.2.3 Balances with other banks (foreign/domestic)
Aknf Bank, Turkey 1 . 9,560 22
Zirat Bank, Turkey 155,331 133,314
CSC Bank, Lebanon 4,589 4,153
Yes Bank, India 1,300 517
Turkiye is Bankasi, Turkey 17,844 47,554
Yinzhou Bank, China 297 285
Axis Bank, India 61 516
BMCE Bank International Madrid Spain 232,387 301,386
State Commiercial Bank of Turkmenistan 751,103 =
Axis Bank, China 1,172 52,949
Pashrany Bank 39 119,098
Nural Investment Bank INC 3,457 E
1,177,140 659,793
3,243,254 3,716,670
6 INVESTMENT IN EQUITY INSTRUMENT
Afghan Payment System (APS) 11323 17,155
Add: Currency translation gain / (loss) 6,050 (5,832)
17,373 11,323
6.1

This represents 16.67% (2016: 16.67%) equity investment in Afghanistan Payment Systems (APS) incorporated as
limited liability company with AISA on January 31, 2011. APS, a special purpose entity created with the support of
World Bank and under special permission of Da Afghanistan Bank (DAB). was established to provide a non-cash
domestic payments switch and related processing services to all the banks operating in Afghanistan 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 initation of point of sale devices. This investment
is carried ar initial cost of USD 250,000 (2016: 250,000) without taking into account any impairment effects and
vearly differences are appearing due to currency translations to Afs.
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7.1

7.1.1

hl2

7.13

7.2

21-Dec-17 20-Dec-16
T Als 00000550
INVESTMENT - HELD TO MATURITY Note
Placements and Fixed Deposits with Banks 2l 972,165 66,840
Capital notes - 07 to 364 days T2 1,425,219 1,303,825
2,397,384 1,370,665
Placements and Fixed Deposits with Banks
Placement with Ziraat Katlim Bank - (USD) o 555,920 -
Fixed Depaosits Akuf Bank - (USD) 742 347,450 -
Placement with BMCE - (USD) - 66,840
Placement with Nural Investment Bank INC - (USD) w13 69,490 -
' 972,860 66,840
Impairment on Nural investment Bank 7.1.4 (695) -
972,165 66,840

These represent placement with Ziraat katlim Bank in USD under Islamic banking held to maturity having
maximum period of 33 - 365 days carrying profit rate ranging from 2.20% to 5.10% p.a. (2016: .60% to 5.55% p.a)

These represent deposit with Aktif bank in USD under Islamic banking held to maturity having maximum period of
90 - 367 days carrying profit rate ranging from 2.70% to 4.0% p.a. (2016: .60% to 5.55% p.a.)

These represent placement with Nural investment bank of USD 1,000,000 under conventional banking carrying
interest rate (@ 2.90% per annum held to maturity having maturity period of 92 days.

This represent provision made @1% for placement in Nural investment bank No compulsory provisions for
placement and deposit under Islamic banking are required by Da Afghanistan Bank.

Capital notes with Da Afghanistan Bank

Capital notes - 7 days (2016: 1.80%) p.a. - 30,989
Capital notes - 28 days @0.36% 0.40% (2016: 3.535%%) p.a. - 99,726
Capital notes - 91 days (@ 1.5% - 1.9% (2016: 4.330 %) p.a. 637,182 29,675
Capital notes - 182 days (@4.10% (2016: 5.150%) p.a. 195,939 438,971
Capital notes - 364 days (@4.98% - 6.665% (2016: 6.650% - 6.780%) p.a. 592,098 704,464

1,425,219 1,303,825
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GHAZANFAR BANK
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 21, 2017 - (30-Qawas-1396)
21-Dec-17 20-Dec-16
......... ATE000" civsven
10 INTANGIBLE ASSETS
Gross carrying amount
Opening balance 16,0691 16,308
Adjustments 7,115
Additions during the year 66 383
Closing balance 23,872 16,691
Accumulated amortization
Opening balance 15,607 14,343
Adjustments 7,062
Amortization for the year 752 1,264
Closing balance 23,421 15,607
Written down value 451 1,084

10.1 Tatangible assets comprise one software i.e. Vermati accounting system software. Useful life of each

software is three years.

11 OTHER ASSETS

Restricted deposits with DAB
Prepayments

Recetvable from Western Union
Profit Receivable

Interest recetvable

Security deposits to western union
Secunty Deposit Hairatan Branch

Others

I1.1 Currency profile of required reserve with DAB

Local currency
US Dollar

Euro

21-Dec-17 20-Dec-16
Note  seveeenns Afs '000' .........
11.1 688,555 638,675
16,119 7,540
20,267 25,287
17.010 4411
43,435 39,928
16,678 16,042
11.3 69,490 66,840
3,630 5106
875,184 813,820
154,015 638,675
527,264 -
7,276 -
11.2 688,555 638,675

11.2  Da Afghanistan Bank (DAB) made it mandatory vide their circular issued in July, 2017, that all Banks to
maintain required reserve on all customer deposits accepted in local currency @8% & on all customer

deposits accepted in Foreign Currency @10%,

11.3 This represents an amount of US Dollar 01 Million paid against the opcrating lease of 10 years as
security deposit to the landlord of the premises, at maturity the security deposit is refundable.



GHAZANFAR BANK
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 21, 2017 - (30-Qawas-1396)

12

13

13.1

21-Dec-17 20-Dec-16
......... Afs '000' .........

SHARE CAPITAL

Authorized capital - 124,780 shares of Afs 10,000 each
1,247,800 1,247,800

Issued and paid-up share capital - 124,780 shares of Afs 10,000 each
1,247,500 1,247,800

DEFERRED TAX LIABILITY

Deferred taxes arising from temporary differences is summarized below:

5 S December 21, Recognized in December 21,
Deferred tax liabilities 2016 g 2017
............... Ats 005, vz

Deferred tax liability
Property and equipment (30,099) 30,099 -

(30,099) 30,099 -

During the year management had de-recognized the deferred tax liability as the income tax authorities
are allowing the claimed depreciation and amortization expense as allowable leductions.

Recognized in

Defetred tax assets (liabilities) January 01, 2016 December 21, 2016
- : profit and loss
e A 000 woissrmmsennn
Deferred tax liability
Property and equipment (30,099) - (30,099)

) - (30,099)

Deferred tax asset

Unused tax losses 1,439 (1,459)

1,459 (1.439) (30,099)
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21-Dec-17 20-Dec-16
Note SR . (1[0 | L R
14 DEPOSITS FROM CUSTOMERS
14.1 Conventional
Current deposits 4,636,040 4277373
Saving deposits 14.1 753,101 698,707
Term deposits 14.2 163,996 178,648
5,553,137 5,154,728
14.2  Islamic
Al Wadiah current deposits 696,453 922913
Mudarabah saving deposits 14.3 563,888 600,280
Mudarabah fixed deposits 14.4 1,257,995 871,348
2,518,336 2,394,541
14.3 Margin deposits
Margin Deposit - Expired 59,881 -
Margin Deposit - Not Expired 533,565 259,828
593,446 259,828
8,664,919 7,809,097

14.1  Conventional saving deposits carries interest ranging from 1% to 3% (2016: 1%, to 3%) per annum.

14.2  Conventional term deposits carries interest ranging from 1.25% to 2.750% (2016: 1.25% to 3.50%) per
annum with maturity of 3 months to 5 years on the conventional side.

14.3  Profit disbursed during the year, on Islamic saving deposits @1% (2016: @1%) per annum.

144 Islamic term deposits carry profit rates of 2.5% (2016: 2%) per annum with maturity of 6 months to 1 year.

21-Dec-17 20-Dec-16
Note —  saosias Afs '000' .........
15 OTHER LIABILITIES

Provision for taxation - net 50,170 -
Accrued interest 4,440 5,854
Withholding tax 4,822 533
Unearned commission on bank guarantees 1,197 24114
Accrued expenses 10,571 10,707
Other's 3,223 24,634

74,423 65,843
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16

16.1

17

18

NET INTEREST INCOME

Interest income on:
Cash and cash equivalents
Loans and advances
Capital notes

Total interest income

Interest expense
Deposits from customers

Net interest income
Deposits from customers

Interest on:
Term deposit's

Saving deposit's

NET FEE AND COMMISSION INCOME

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

Total fee and commussion income

Fee and commission expense
Inter bank transaction fee

Net fee and commission income
OTHER OPERATING (LOSS) / INCOME

Foreign exchange (loss) / gain

Currency translation gain on equity investment
Loan processing fee

Recovety of loan previously written off

Sale of obsolete items

Other

21-Dec-17 20-Dec-16
Note e Afs '000'.........
24,415 5,686
335,820 360,619
79,297 59,171
439,532 425,475
16.1 (39,382) (29,207)
400,150 396,268
26,861 18,600
12,521 10,607
39,382 29,207
77,974 67,913
226 278
55,482 76,111
1,196 878
134,878 145,180
(8,334) (29,502)
126,544 115,678
14,874 3,364
6,050 (5,918)
12,159 11,727
70,488 52,376
5 .
7,558 2,144
111,134 63,693
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19

20

201

21

211

21-Dec-17 20-Dec-16
EMPLOYEE COMPENSATION e BAs000Y 100w
Salaries and wages 101,623 92,497
Bonus to staff 683 655
Staff welfare 536 300
102,842 93,452
21-Dec-17 20-Dec-16
OTHER EXPENSES KEs 000" voweininn
Security guards expenses 38,640 33,476
Insurance 20.1 27,158 28,620
Communication 17,364 18,112
Advertisement 18,247 10,965
Travelling and conveyance 9,123 6,140
Utilites 8,217 5,925
Fuel 2,620 2482
Repair and maintenance 6,633 4,838
Stationery and printing 4,077 4,756
Food expenses 4,367 4,066
Staff training 2,792 1,013
Legal & Audit fee 4,267 2,240
Provision expense other asset and accrued interest 2,879 -
Other expenses 13,681 10,195
160,065 132,828

These include insurance charges amounting to Afs 14.055 Million (2016: 16.58 million ) paid to Afghan
Deposit Insurance Corporation (ADIC) @ 0.23% per annum of total deposits as per instructions of DAB.

INCOME TAX EXPENSE

The major components of tax expense and the reconciliadon of the expected tax expense based on the

effective tax rate of 20% and the reported tax expense in statement of comprchensive income are as follows:

21-Dec-17 20-Dec-16
Mot o Afs 000" ....c..un
Current 211 65,349 31,765
Deferred 13.1 (30,099) -
35,250 31,765

Currently Afghanistan Revenue Department - Large Taxpayers Office (LTO) tax audit 1s in process for the
period from December 2010 to December 2014. However, no initial assessment order has been given by the
tax authorities, hence no provision has been recognized in these financial statements.
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22

22.1

22.2

23

231

23.2

CONTINGENCIES AND COMMITMENTS 5,636,796 6,489,298

Contingencies

Guarantees 1ssued on behalf of customers

Bank Guarantees Issued [AFN] 293,820 6,161,772
Bank Guarantees Issued [EUR] 7,553 -
Bank Guarantees Issued [USD] 3,260,109 138,890

3,561,482 6,300,662
Commitments

Non-cancellable operating lease rentals are payable as follows:
Less than one year = -
BC‘[\VﬁCﬂ one to ﬁ\-'e }"C'ﬂ I's - a
Un-used portion of commitment of Overdraft 75,314 188,636

75,314 188,636

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

RELATED PARTIES 21-Dec-17 20-Dec-16
........ Afs 000" .0vonvne

Parent and ultimate controlling party

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

Transactions with key management personnel

Key management personnel and their immediate relatives have transacted with the Bank during the period as
follows:

21-Dec-17 20-Dec-16
..... ... Afs 000" .........
Salary paid to the members of the board of supervisors 4,039 4,461
Benefits to the management board 18,067 13,234
22,106 17,695

In addition to salaries, the Bank also provides non-cash benefits to executives which includes furnished
accommodation, meals and travel associated with the business of the bank.
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23.3  Transactions with related parties

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

date:
21-Dec-17 20-Dec-16

BIote 0 isesseess AEE 00 .o vesren
Associates
Balances at year end
Loans and advances 69,893 67,094
Amount blocked by DAB for GNG wx liigation as per  5.2.2 169,150
Mol Letter
Prepaid rent 110 109
Customer deposits 204,085 665
Security Deposit for Hairatan Branch 69,490 69,490
Transaction during the year
(Repayment) / disbursement of loans and advances - 66,840
Issuance of bank guarantees B 334
Interest income on loans and advances 1,985 16,859
Commission on bank guarantees = 10,105
Rent paid 104 104

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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