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INDEPENDENT AUDITOR’S REPORT ON FINANCIAL STATEMENTS
TO THE COUNTRY MANAGER BANK ALFALAH AFGHANISTAN

Introduction

We have audited the financial statements of Bank Alfalah Afghanistan (the Bank), which comprise the
statement of financial position as of 31 December 2023, and the statement of comprehensive income,
the statement of changes in equity and statement of cash flows for the year then ended, and notes to
the financial statements, including a summary of significant accounting policies.

In our opinion, the accompanying financial statements give a true and fair view of the financial
position of the Bank as at 31 December 2023, and of its financial performance and its cash flows for
the year then ended, in accordance with International Financial Reporting Standards (IFRSs) issued
by the International Accounting Standards Board (IASB), the Law of Banking in Afghanistan and other
laws and regulations issued by Da Afghanistan Bank.

Basis for Opinion

We conducted our audit in accordance with the International Standards on Auditing (ISAs). Our
responsibilities under those standards are further described in the Auditor’s Responsibilities for the
Audit of the Financial Statements section of our report. We are independent of the Bank in accordance
with the International Ethics Standards Board for Accountants’ Code of Ethics for Professional
Accountants 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 and the IESBA code.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our opinion.

Responsibilities of Management and Those Charged with Governance for the Financial
Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with IFRSs issued by the International Accounting Standards Board (IASB), the Law of
Banking in Afghanistan and other laws and regulations issued by Da Afghanistan Bank, 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.
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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 Responsibilities for the Audit of the Financial Statements

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

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

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

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

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

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

e Evaluate the overall presentation, structure, and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and events in
a manner that achieves fair presentation.
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We communicate with those charged with governance regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including any significant deficiencies in internal
control that we identi

Date: 28 March 202
Place: Kabul, Afghanistan




BANK ALFALAH LIMITED AFGHANISTAN
STATEMENT OF FINANCIAL POSITION

AS AT 31 DECEMBER 2023
31-Dec-23 31-Dec-22
Note «..... AFN '000' ......
ASSETS
Cash and cash equivalents 5 3,389,921 4,598,711
Investments - net 6 3,441,043 4,064,456
Property and equipment 7 6,372 17,844
Deferred tax assets - net 8 65,728 123,658
Other assets 9 851,552 1,813,930
Total assets 7,754,615 10,618,599
LIABILITIES
Deposits from customers 10 5,944,119 8,936,639
Lease liabilities 11 5,707 15,449
Other liabilities 12 333,481 441,505
Total liabilities 6,283,307 9,393,593
EQUITY
Capital contributed by Head Office 13 1,000,000 1,000,000
Capital reserve 14 79,620 75,654
Retained earnings 377,246 301,878
Revaluation reserve on financial instruments at FVOCI 14,442 (152,526)
Total equity 1,471,308 1,225,006
Total liabilities and equity 7,754,615 10,618,599
Contingencies and commitiments i5

The annexed notes 1 to 28 form an integral part of these financial statements.
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BANK ALFALAH LIMITED AFGHANISTAN
STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED 31 DECEMBER 2023

31-Dec-23 31-Dec-22

Note @ ...... AFN '000' ......

Interest income \ 308,551 215,847 ~
Interest expense - (3,774)
Net interest income 16 308,551 212,073
Fee and commission income 12,128 13,018
Fee and commission expense (18,007) (5,663)
Net fee and commission (expense) / income 17 (5,879) 7,355
Income from dealing in foreign currencies (104,733) (53,122)
Other income 18 19,181 =
Total operating income 217,120 166,306
Reversal / charge of provision on investments and .

off balance sheet items 19 20,637 (86,053)
Net gain on re-measurement of IRS 15,303 30,909
Provision on interest receivable - (7,072)
Net operating income 253,059 104,090
Personnel expenses 20 (98,470) (91,886)
Depreciation 7 (10,692) (13,682)
Other operating expenses 21 (36,563) (46,245)
Finance cost on lease liability (1,377) (3,426)
Total operating expenses (147,102) (155,239)
Profit / (Loss) before taxation 105,957 (51,149)
Taxation . 22 (26,622) 9,928
Profit / (Loss) for the year 79,335 (41,221)

Other comprehensive income
Items that may be reclassified to profit or loss subsequently

Mark to market adjustment on investments at FVOCI 361,167 (778,426)
Related deferred tax (72,233) 155,685
Mark to market adjustment on interest rate SWAP (152,458) 443,068
Related deferred tax 30,492 (88,614)
Other comprehensive income, net of tax 166,967 (268,287)
Total comprehensive income / (loss) for the year 246,303 (309,508)

The annexed notes 1 to 28 form an integral part of these financial statements.
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BANK ALFALAH LIMITED AFGHANISTAN
STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 31 DECEMBER 2023

Revaluation

Capital reserve on
contributed : . Capital Retained
financial 5 Total
by Head L reserve earnings
Office instrument
at FVOCI
Note -- AFN '000'

Balance as at 01 January 2022 1,000,000 115,761 75,654 343,099 1,534,514
Total comprehensive income:
(Loss) for the year - - - (41,221) (41,221)
Other comprehensive income (268,287) - - (268,287

- (268,287) - (41,221) (309,508)
Transferred to capital reserve 14 - - - - -
Transactions with shareholders
Profits remitted to Head Office - - - - -
As at 31 December 2022 1,000,000 (152,526) 75,654 301,878 1,225,006
Balance as at 01 January 2022 1,000,000 (152,526) 75,654 301,878 1,225,006
Total comprehensive income:
Profit for the year - - - 79,335 79,335
Other comprehensive income - 166,967 - - 166,967

- 166,967 - 79,335 246,302
Transferred to capital reserve 14 - - 3,967 (3,967) -
Transactions with shareholders
Profits remitted to Head Office - - - - -
As at 31 December 2023 1,000,000 14,442 79,621 377,246 1,471,308

The annexed notes 1 to 28 form an integral part of these financial statements.
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BANK ALFALAH LIMITED AFGHANISTAN
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 DECEMBER 2023

31-Dec-23 31-Dec-22

Note  ..... AFN '000' ......
Cash flows from operating activities
Profit / (Loss) before taxation 105,957 (51,149)
Adjustments for:
Depreciation 7 10,692 13,682
Finance cost on lease liabilities 17 1,377 3,426
Credit losses on financial assets and off balance sheet items 19 23,536 85,849
Provision against interest receivable - 7,072
Gain on disposal of property and equipment - -
Exchange loss on lease liabilities - (1)
Net gain on re-measurement of IRS (15,303) (30,909)
126,259 27,970
Adjustments for changes in operating assets and liabilities:
Loans and advances to customers - net - =
Other assets 1,060,051 (785,237)
Borrowings from banks - =
Deposits from customers (2,992,520) (3,019,181)
Lease liability (18,703) (31,619)
Other liabilities (104,991) 309,246
(2,056,163) (3,526,791)
Net cash flow used in operating activities before tax (1,929,904) (3,498,821)
Tax paid - -
Net cash flow used in operating activities (1,929,904) (3,498,821)
Investing activities
Acquisition of operating fixed assets 7 - -
Proceeds from disposal of property and equipment 7 - -
Investments 734,485 1,513,459
Net cash flow from investing activities 734,485 1,513,459
Cash flows from financing activities
Payment against lease liabilities 11 (10,338) (12,667)
Remittances to the Head Office = =
Net cash used in financing activities (10,338) (12,667)
Net decrease in cash and cash equivalents (1,205,757) (1,998,029)
Cash and cash equivalent at beginning of the year 4,598,711 6,596,740
Cash and cash equivalents at end of the year 5 3,392,953 4,598,711

Tgﬁ annexed notes 1 to 28 form an integral part of these financial statements.
I
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BANK ALFALAH LIMITED AFGHANISTAN
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2023

1

21

3.1

Status and nature of business

Bank Alfalah Limited Afghanistan ("the Bank") is a foreign branch of Bank Alfalah Limited, Pakistan and is registered and operating in Afghanistan as a
commercial bank. The Bank obtained business license from Afghanistan Investment Support Agency which has been renewed by the Ministry of Commerce
and Industries (MoCI) on 20 August 2023. Under the license of Commercial banking issued by the Da Afghanistan Bank (DAB), the Bank commenced its
operations on 5 September 2005.

Currently, the Bank has two conventional banking branches at Kabul and Herat. The registered office of the Bank is located in Kabul, Afghanistan.

Basis of preparation and measurement

These financial statements have been prepared in accordance with International Financial Reporting Standards (IFRS) issued by the International Accounting
Standards Board (IASB). The Law of Banking in Afghanistan and other laws and regulations issued by Da Afghanistan Bank. Whenever the requirement of the
law of Banking in Afghanistan, other laws and regulations issued by Da Afghanistan Bank, differs with the requirements of the IFRS, the requirement of the
Law of Banking in Afghanistan and other laws and regulations issued by Da Afghanistan Bank takes precedence.

These financial statements have been prepared under the historical cost convention except that certain investments and derivative financial instruments are
stated at fair value.

These financial statements comprise statement of financial position, statement of comprehensive income as a single statement, statement of changes in
equity, statement of cash flows and the accompanying notes.

The preparation of financial statements in conformity with IFRS requires the use of certain critical accounting estimates. It also requires management to
exercise its judgement in the process of applying the Bank's accounting policies. The areas involving a higher degree of judgement or complexity, or areas
where assumptions and estimates are significant to the financial statements are disclosed in note 4.

New accounting standards / amendments and IFRS interpretations

The Bank has not early adopted any new standards, interpretations or amendments that have been issued but are not yet effective in these financial
statements. Other amendments and interpretations apply for the first time in 2023, but do not have an impact on the Bank’s financial statements.

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.

Leased assets
a) The Bank as a Lessee

For any new contracts entered into on or after 1 January 2019, the Bank considers whether a contract is, or contains a lease. A lease is defined as 'a
contract, or part of contract, that conveys the right to use an asset (the underlying asset) for a period in exchange for consideration'. To apply this definition
the Bank assesses whether the contract meets three key evaluations which are whether:

» The contract contains an identified asset, which is either explicitly identified in the contract or implicitly specified by being identified at the time the asset is
made available to the Bank;

» The Bank has the right to obtain substantially all the economic benefits from use of the identified asset throughout the period of use, considering its rights
within the defined scope of the contract; and

» The Bank has the right to direct the use of the identified asset throughout the period of use. The Bank assess whether it has the right to direct 'how and for
what purpose' the asset is used throughout the period of use.

b) Measurement and recognition of leases as lessee

At lease commencement date, the Bank recognizes a right-of-use asset and a lease liability on the balance sheet. The right-of-use asset is measured at cost,
which is made up of the initial measurement of the lease liability, any initial direct costs incurred by the Bank, an estimate of any costs to dismantle and
remove the asset at the end of lease, and any lease payments made in advance of the lease commencement date (net of any incentives received).

The Bank depreciates the right-of-use asset on a straight-line basis from the lease commencement date to the earlier of the end of the useful life of the right-
of-use asset or the end of the lease term. The Bank also assesses the right-of-use asset for impairment when such indicators exist. At the commencement
date, the Bank measures the lease liability at the present value of the lease payments unpaid at that date, discounted using the interest rate implicit in the
lease if that rate is readily available or the Bank's incremental borrowing rate.

Lease payments included in the measurement of the lease liability are made up of fixed payments (including in substance fixed), variable payments based on
an index or rate, amounts expected to be payable under a residual value guarantee and payments arising from options reasonably certain to be exercised.

Subsequent to initial measurement, the liability will be reduced for payments made and increased for interest. It is remeasured to reflect any reassessment or
modification, or if there are changes in substance fixed payments. When the lease liability is remeasured, the corresponding adjustment is reflected in the
right-of-use asset, or profit and loss if the right-of-use asset is already reduced to zero. The Bank has elected to account for short-term leases and leases of
low-value assets using the practical expedients. Instead of recognizing a right-of-use asset and lease liability, the payments in relation to these are
recognized as an expense in profit or loss on a straight-line basis over the lease term.

On the statement of financial position, right-of-use assets have been included in property and equipment within operating fixed assets and lease liabilities
hae been disclosed in the statement of financial position.
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BANK ALFALAH LIMITED AFGHANISTAN
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2023

3.2

3.3
3.3.1

3.3.2

c) Extension option for leases

When the Bank has the option to extend a lease, management uses its judgement to determine whether or not an option would be reasonably certain to be
exercised. Management considers all facts and circumstances including their past practice and any cost that will be incurred to change the asset if an option
to extend is not taken, to help them determine the lease term.

Cash and cash equivalents

For the purpose of the statement of cash flows, cash and cash equivalents comprise balances with less than three months maturity including cash in hand
and at ATM, unrestricted balances with the DAB, balances with banks and placements.

Financial instruments
Financial instruments - initial recognition
Date of recognition

Financial assets and liabilities, with the exception of loans and advances to customers and balances due to customers, are initially recognized on the trade
date, i.e., the date that the Bank becomes a party to the contractual provisions of the instrument. This includes regular way trades: purchases or sales of
financial assets that require delivery of assets within the time frame generally established by regulation or convention in the marketplace. Loans and
advances to customers are recognized when funds are transferred to the customers' accounts. The Bank recognize balances due to customers when funds
are transferred to the Bank.

Initial measurement of financial instruments

The classification of financial instruments at initial recognition depends on their contractual terms and the business model for managing the instruments.
Financial instruments are initially measured at their fair value, except in the case of financial assets and financial liabilities recorded at FVPL, transaction costs
are added to, or subtracted from this amount. Trade receivables are measured at the transaction price. When the fair value of financial instruments at initial
recognition differs from the transaction price, the Bank accounts for the Day 1 profit or loss, as described below.

Day 1 profit or loss

When the transaction price of the instrument differs from the fair value at origination and the fair value is based on a valuation technique using only inputs
observable in market transactions, the Bank recognizes the difference between the transaction price and fair value in net trading income. in those cases
where fair value is based on models for which some of the inputs are not observable, the difference between the transaction price and the fair value is
deferred and is only recognized in profit or loss when inputs become observable, or when the instrument is derecognized.

[ ies of financial assets and liabilities

The Bank classifies all of its financial assets based on the business model for managing the assets and the assets' contractual terms, measured at either;

Amortized cost, as explained in note (a) below
FVOCI, as explained in notes (b) and (c) below
FVPL, as explained in note (e) below

The Bank classifies and measures its trading portfolio at FVPL as explained in note (f) below. The Bank may designate financial instruments at FVPL, if so
doing eliminates or significantly reduces measurement or recognition inconsistencies, as explained in note (f) below.

Financial liabilities, other than loan commitments and financial guarantees, are measured at amortized cost or at FVPL when they are held for trading and
derivative instruments or the fair value designation is applied, as explained in note ( e ) below.

a) Due from banks, Loans and advances to Customers, Financial investments at amortized cost
The bank measures Due from bank and loans and advances to customers, included non-derivative financial assets with fixed or determinable payments that
were not quoted in an active market, other than those:

 That the Bank intended to sell immediately or in the near term

« That the Bank upon initial recognition, designated as at FVPL or as available-for-sale

« For which the Bank may not recover substantially all of its initial investment, other than because of credit deterioration, which were designated as available-
for-sale.

The Bank only measures Due from banks, Loans and advances to customers and other financial investments at amortized cost if both of the following
conditions are met:

* The financial asset is held within a business model with the objective to hold financial assets in order to collect contractual cash flows.
* The contractual terms of the financial asset give rise on specified dates to cash flows that are solely payments of principal and interest (SPPI) on the principal
amount outstanding.

The details of these conditions are outlined below.

e



BANK ALFALAH LIMITED AFGHANISTAN
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2023

b)

<)

d)

Business model assessment

The Bank determines its business model at the level that best reflects how it manages groups of financial assets to achieve its business objective.

The Bank's business model is not assessed on an instrument -by-instrument basis, but at a higher level of aggregated portfolios and is based on observable
factors such as:

How the performance of the business model and the financial assets held within that business model are evaluated and reported to the entity's key
management personnel.

The risks that affect the performance of the business model (and the financial assets held within that business model and, in particular, the way those risks
are managed.

How managers of the business are compensated (for example, whether the compensation is based on the fair value of the assets managed or on contractual
cash flow collected).

The expected frequency, value and timing of sales are also important aspects of the Bank's assessment.

The business model assessment is based on reasonably expected scenarios without taking 'worst case' or 'stress case' scenarios into account. If cash flows
after initial recognition are realized in a way that is different from the Bank's original expectations, the Bank does not change the classification of the
remaining financial assets held in that business model, but incorporates such information when assessing newly originated or newly purchased financial
assets going forward.

The SPPI test

Second step of its classification process the Bank assesses the contractual terms of financial assets to identify whether they meet the SPPI test.

Principal’ for the purpose of this test is defined as the fair value of the financial asset (for example, if there are repayments of principal or amortization of the
premium / discount).

The most significant elements of interest within a lending arrangement are typically the consideration for the time value of money and credit risk. To make
the SPPI assessment, the Bank applies judgement and considers relevant factors such as the currency in which the financial asset is denominated, and the
period for which the interest rate is set.

In contrast, contractual terms that introduce a more than minimum exposure to risks or volatility in the contractual cash flows that are unrelated to basic
lending arrangement do not give rise to contractual cash flows that are solely payments of principal and interest on the amount outstanding. In such cases,
the financial asset is required to be measured at FVPL.

Debt instruments at FVOCI

The Bank applies the new category under IFRS 9 of debt instruments measured at FVOCI when both of the following conditions are met:
The instrument is held within a business model, the objective of which is achieved by both collecting contractual cash flows and selling financial assets.

The contractual terms of the financial asset meet the SPPI test.

FVOCI debt instruments are subsequently measured at fair value with gains and losses arising due to changes in the fair value recognized in OCI. Interest
income and foreign exchange gains and losses are recognized in profit or loss. The ECL for Debt instruments at FVOCI is explained in 3.3.4. Where the Bank
holds more than one investment in the same security, they are deemed to be disposed off on a first-in first-out basis. On derecognition, cumulative gains or
losses previously recognized in OCI are reclassified from OCI to profit or loss.

Equity instruments at FVOCI

Upon initial recognition, the Bank occasionally elects to classify irrevocably some of its equity investments as equity instruments at FVOCI when they meet
the definition of Equity under IAS 32 Financial Instruments Presentation and are not held for trading. Such classification is determined on an instrument-by-
instrument basis.

Gains and losses on these equity instruments are never recycled to profit. Dividends are recognized in profit or loss as other operating income when the right
of the payment has been established, except when the Bank benefits from such proceeds as a recovery of part of the cost of the instrument, in which case
such gains are recorded in OCI. Equity instruments at FVOCI are not subject to an impairment assessment.

Debt issued and other borrowed funds

After initial measurement, debt issued and other borrowed funds are subsequently measured at amortized cost Amortized cost is calculated by taking into
account any discount or premium on issue funds, and costs that are an integral part of the Effective Interest Rate (EIR). A compound financial instrument
which contains both a liability and an equity component is separated at the issue date.



BANK ALFALAH LIMITED AFGHANISTAN
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2023

3.33

3.34

3.3.5

e)

f

a)

Financial assets and financial liabilities at fair value through profit or loss

Financial assets and financial liabilities in this category are those that are not held for trading and have been either designated by management upon initial
recognition or are mandatorily required to be measured at fair value under IFRS 9. Management only designates an instrument at FVPL upon initial
recognition when one of the following criteria are met:

The designation eliminates, or significantly reduces, the inconsistent treatment that would otherwise arise from measuring the assets or liabilities or
recognizing gains or losses on them on a different basis; or

The liabilities are part of a group of financial liabilities (or financial assets), which are managed and their performance evaluated on a fair value basis, in
accordance with a documented risk management or investment strategy.

The liabilities containing one or more embedded derivatives, unless they do not significantly modify the cash flows that would otherwise be required by the
contract, or it is clear with little or no analysis when a similar instrument is first considered that separation of the embedded derivative(s) is prohibited.

Financial assets and financial liabilities at FVPL are recorded in the statement of financial position at fair value. Changes in fair value are recorded in profit
and loss with the exception of movements in fair value of liabilities designated at FVPL due to changes in Bank's own credit risk. Such changes in fair value
are recorded in the own credit reserve through OCI and do not get recycled to profit or loss. Interest earned or incurred on instruments designated at FVPL is
accrued in interest income or interest expense, respectively, using the EIR, taking into account any discount / premium and qualifying transaction costs being
an integral part of the instrument. Interest earned on assets mandatorily required to be measured at FVPL is recorded using contractual interest rate.
Dividend income from equity instruments measured at FVPL is recorded in profit or loss as operating income when the right to get payment has been
established.

Financial assets or financial liabilities held for trading

The Bank classifies financial assets or financial liabilities as held for trading when they have been purchased or issued primarily for short-term profit making
through trading activities or form part of a portfolio of financial instruments that are managed together, for which there is evidence of a recent pattern of
short-term profit making. Held-for-trading assets and liabilities are recorded and measured in the statement of financial position at fair value. Changes in fair
value are recognized in net trading income. Interest and dividend income or expense is recorded in net trading income according to the terms of the contract,
or when the right to payment has been established.

Included in this classification are debt securities, equities, short positions and customer loans that have been acquired principally for the purpose of selling or
repurchasing in the near term.
Reclassification of financial assets and liabilities

The Bank does not reclassify its financial assets subsequent to their initial recognition, apart from the exceptional circumstances in which the Bank acquires,
disposes of, or terminates a business line. Financial liabilities are never reclassified.

Derivative financial instrument

Derivative financial instruments are initially recognised at fair value on the date at which the derivative contract is entered into and subsequently remeasured
at fair value using appropriate valuation techniques. All derivative financial instruments are carried as assets where fair value is positive and as liabilities
where fair value is negative. Any changes in the fair value of derivative financial instruments are taken to the profit and loss account.

Impairment of financial assets
Overview of the ECL principles

The Bank measures loan loss impairment by using forward-looking ECL approach. Equity instruments are not subject to impairment under IFRS 9.

The ECL allowance is based on the credit losses expected to arise over the life of the asset ( the life time expected credit losses or TECL), unless there has
been no significant increase in credit risk origination, in which case, the allowance based on the 12 months' expected credit loss (12m ECL) as outlined in
note (b) below. The Bank's policies for determining if there has been a significant increase in credit risk are set out in Note 24.1.1.

Past due but not impaired loans are those for which contractual interest or principal payments are past due but the Bank believes impairment is not appropriate

The 12mECL portion of LTECLs that represent the ECLs that result from default events on a financial instrument that are possible within the 12 months after
the reporting date.

Both LTECLs and 12m ECLs are calculated on either an individual basis or a collective basis depending on the nature of the underlying portfolio of financial
instruments.

The Bank has established a policy to perform an assessment at the end of each reporting period of whether a financial instrument's credit risk has increased
significantly since initial recognition, by considering the change in the risk of default occurring over the remaining life of the financial instrument. This is
further explained in note 24.1.1.
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BANK ALFALAH LIMITED AFGHANISTAN
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2023

Based on the above process, the Bank groups its loans into Stage 1, Stage 2, Stage 3 and POCI, as described below:

Stage 1 When loans are first recognized, the Bank recognizes an allowance based on 12mECLs. Stage 1 loans also include facilities where
the credit risk has improved, and the loan has been reclassified from Stage 2.

Stage 2 Where a loan has shown a significant increase in credit risk since origination, the Bank records an allowance for the LTECLs.
Stage 2 loans also include facilities, where the credit risk has improved, and the loan has been reclassified from Stage 3.

Stage 3 Loans considered credit-impaired. The Bank records an allowance for LTECLS.

POCI Purchased or originated credit impaired (POCI) assets are financial assets that are credit impaired on initial recognition. POCI
assets are recorded at fair value at original recognition and interest income is subsequently recognized based on credit-adjusted
EIR. ECLs are only recognized or released to the extent that there is subsequent change in the expected credit losses.

For financial assets for which the Bank has no reasonable expectations of recovering either the entire outstanding amount, or a proportion thereof, the gross
carrying amount of the financial asset is reduced. This is considered a (partial) derecognition of the financial asset.

b) Considerations in calculation of ECL

The Bank calculates ECL based on three-probability-weighted scenarios to measure the expected cash shortfalls, discounted at an approximation to the EIR.
A cash shortfall is the difference between the cash flows that are due to an entity in accordance with the contract and the cash flows that the entity expects
to receive.

The mechanics of the ECL calculations are outlined below and the key elements are, as follows:

PD The Probability of Default is an estimate of the likelihood of default over a given time horizon. A default may only happen at a
certain time over the assessed period, if the facility has not been previously derecognized and is still in the portfolio. The concept
of PDs is further explained in note 24.1.1.

EAD The Exposure at Default is an estimate of the exposure at a future default date, taking into account expected changes in the
exposure after the reporting date, including repayments of principal and interest, whether scheduled by contract or otherwise,
expected drawdowns on committed facilities, and accrued interest from missed payments. The EAD is further explained in note
24.1.1.

LGD The Loss Given Default is an estimate of the loss arising in the case where a default occurs at a given time. It is based on the
difference between the contractual cash flows due and those that the lender would expect to receive, including from the
realization of any collateral. It is usually expressed as a percentage of the EAD. the LGD is further explained in note 24.1.1.

When estimating the ECLs, the Bank considers three scenarios (a base case, an upside, downside, (‘average base')). When relevant, the assessment of
multiple scenarios also incorporates how defaulted loans are expected to be recovered, including the probability that the loans will cure and the value of
collateral or the amount that might be received for selling the asset.

With the exception of credit cards and other revolving facilities, for which the treatment is separately set below, the maximum period for which the credit
losses are determined is the contractual life of a financial instrument unless the Bank has the legal right to call it earlier.

The mechanics of the ECL method are summarized below:

Stage 1 The 12m ECL is calculated as the portion of LTECLs that represent the ECLs that result from default events on a financial
instrument that are possible within the 12 months after the reporting date. The Bank calculates the 12m ECL allowance based on
expectation of a default occurring in the 12 months following the reporting date.

These expected 12-month default probabilities are applied to a forecast EAD and multiplied by the expected LGD and discounted
by an approximation to the original EIR. This calculation is made for each of the three scenarios, as explained above.

Stage 2 When a loan has shown a significant increase in credit risk since origination, the Bank records an allowance for the LTECLs. The
mechanics are similar to those explained above, including the use of multiple scenarios, but PDs and LGDs are estimated over the
lifetime of the instrument. The expected cash shortfalls are discounted by an approximation to the original EIR.

Stage 3 For loans considered credit-impaired, the Bank recognizes the lifetime expected credit losses for these loans. The method is
similar to that for Stage 2 assets, with the PD set at 100%.

POCI POCI assets are financial assets that are credit impaired on initial recognition. The Bank only recognizes the cumulative changes
in lifetime ECLs since initial recognition, based on a probability-weighting of the four scenarios , discounted by the credit -
adjusted EIR.
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3.3.6

Loan commitments and letters of credit

When estimating LTECLs for undrawn loan commitments, the Bank estimates the expected portion of the loan commitment that will be drawn down over its
expected life. The ECL is then based on the present value of the expected shortfalls in cash flows if the loan is drawn down, based on a probability-weighting
of the three scenarios. The expected cash shortfalls are discounted at an approximation to the expected EIR on the loan. For credit cards and revolving
facilities that include both a loan and an undrawn commitment ECLs are calculated and present together with the loan. For loan commitments and letters of
credit, the ECL is recognized within provisions.

Financial guarantee contracts

The Bank estimates ECLs based on the present value of the expected payments to reimburse the holder for a credit loss that it incurs. The shortfalls are
discounted by the risk-adjusted interest rate relevant to the exposure. The calculation is made using a probability-weighting of the three scenarios. The ECLs
related to financial guarantee contracts are recognized within provisions.

Credit cards and other revolving facilities

The Bank's product offering includes a variety of corporate and retail overdraft and credit card facilities, in which the Bank has the right to cancel and/or
reduce the facilities with one day's notice. The Bank does not limit its exposure to credit losses to the contractual notice period, but, instead calculates ECL
over a period that reflects the Bank's expectations of the customer behavior, its likelihood of default and the Bank's future risk mitigation procedures, which
could include reducing or cancelling the facilities, . Based on experience and the Bank's expectations, the period over which the Bank calculates ECLs for
these products, is one year for corporate and 3 years for retail products.

The ongoing assessment of whether a significant increase in credit risk has occurred for revolving facilities is similar to other lending products. This is based
on shifts in the customer's internal credit grade, as explained in note 24.1.1. but greater emphasis is also given to qualitative factors such as changes in
usage.

The interest rate used to discount the ECLs for credit cards is based on the average effective interest rate that is expected to be charged over the expected
period of exposure to the facilities. This estimation takes into account that many facilities are repaid in full each month and are consequently charged no
interest.

The calculation of ECLs, including the estimation of the expected period of exposure and discount rate is made, on an individual basis for corporate and on a
collective basis for retail products. The collective assessments are made separately for portfolio of facilities with similar credit risk characteristics.

Forward looking information
In its ECL models, the Bank relies on a broad range of forward-looking information as economic inputs, such as:

GDP growth
Unemployment rates
Consumer price indices

The Bank maintains provision higher of expected credit loss determined under IFRS 9 and provision required under Asset Classification Provisioning
Regulation (ACPR).

Impairment provision under local regulations
a) Loans and advances to banks and customers
The outstanding principal of the advances are classified in accordance with the Asset classification and Provisioning Regulation issued by DAB as follows:

Standard:

These are loans and advances, which are paying in a current manner or at most past due for the period of 1-30 days, fully secured and is supported by sound
net worth, profitability, liquidity and cash flow of the obligor. Standard assets are sufficiently secured with respect to the repayment of both the principal
amount and interest. An overdraft would be regarded as standard if monthly payments and other charges are past due for 1-30 days, and there was regular
activity on the account with no sign of a hard core of debt developing.

Watch list:

These are loans and advances which are adequately protected but are potentially weak. Such an asset constitutes an unwarranted credit risk, but not to the
point of requiring a classification of Substandard. The credit risk may be minor, and most instances, bank management can correct the noted deficiencies
with increased attention. Further, all loans and advances which are past due by 31 to 60 days for principal or interest payments are classified as Watch. A
provision is maintained in the books of account not less than 5% of value of such loans and advances.

Substandard:

These are loans and advances which show clear manifestations of credit weaknesses that jeopardize the liquidation of the debt. Substandard loans and
advances include loans to borrowers whose cash flows are not sufficient to meet currently maturing debts, loans to borrowers which are significantly
undercapitalized, and loans to borrowers lacking sufficient working capital to meet their operating needs.

Further, all loans and advances which are past due by 61 to 120 days for principal or interest payments are also classified as Substandard. A provision is
maintained in the books of account not less than 25% of value of such loans.

w$
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Doubtful:

These are loans and advances which display all the weaknesses inherent in loans and advances classified as Substandard but with the added characteristics
that they are not well secured and the weaknesses make collection or liquidation in full, on the basis of currently available information highly questionable
and improbable. The possibility of loss is extremely high, but because of certain mitigating circumstances, which may work to the advantage and
strengthening the facility, its classification as an estimated loss is postponed until its more defined status is ascertained. Further all loans and advances which
are past due by 121 to 480 days for principal or interest payments are also classified as Doubtful. A provision is maintained in the books of account not less
than 50% of value of such loans and advances.

Loss:

These are loans and advances which are considered uncollectable and of such little value their continuation as recoverable facilities is not defensible. This
classification does not imply that the facility has absolutely no recoverable value, but rather it is not practical or desirable to defer making full provisions for
the facility even though partial recovery in future may not be entirely ruled out. Loans and advances classified as Loss include those to bankrupt companies
and insolvent firms with negative working capital and cash flow or those to judgement debtors with no means or foreclosable collateral to settle the debts.
further, all loans and advances which are past due over 481 days for principal and interest payments are classified as Loss. This category of loans shall be
retained in bank balance sheet for the period of 6 months for recovery purposes and 100% loan loss provisioning should be made. After 6 months, they shall
be immediately written off with the provisioning made.

The Bank maintains provision higher of expected credit loss determined under IFRS 9 and provision under Asset Classification Provisioning Regulation
(ACPR).

b) Cash and cash equival , Investments, other ts and Off-balance sheet item

The Bank currently maintains 0% general provision on cash and cash equivalents, investments and other assets under ACPR since 1% general provision
under ACPR is optional. However, the provision for expected credit losses determined under IFRS 9 is also calculated and recorded in financial statements for
these categories.

Fair value measurement

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the
measurement date in the principal or, in its absence, the most advantageous market to which the Bank has access at the date. The fair value of a liability
reflects its non-performance risk.

When available, the Bank measures the fair value of an instrument using the quoted price in an active market for that instrument. A market is regarded as
active if transactions for the asset or liability take place with sufficient frequency and volume to provide pricing information on an ongoing basis (refer note
23.1).

If there is no quoted price in an active market, then the Bank uses valuation techniques that maximizes the use of relevant observable inputs and minimize
the use of unobservable all of the factors that market participants would take into account in pricing a transaction.

The best evidence of the fair value of a financial instrument at initial recognition is normally the transaction price - i.e. the fair value of the consideration
given or received. If the Bank determines that the fair value at initial recognition differs from the transaction price and the fair value is evidenced neither by a
quoted price in an active market for an identical asset or liability nor based on a valuation technique that uses only data from observable markets, the
financial instrument is initially measured at fair value, adjusted to defer the difference between the fair value at initial recognition and the transaction price.
Subsequently, that difference is recognized in profit and loss in an appropriate basis over the life of the instrument but no later than when valuation is wholly
supported by observable market data or transaction is closed out.

If an asset or a liability is measured at fair value has a bid price and an ask price, then the Bank measures assets and long positions at a bid price and
liabilities and short positions at an ask price.

Portfolio of financial assets and financial liabilities that are exposed to market risk and credit risk that are managed by the Bank on the basis of the next
exposure to either market risk or credit risk or measured on the basis of a price that would be received to sell a net long position (or paid to transfer a net
short position) for a particular risk exposure. Those portfolio-level adjustments are allocated to the individual assets and liabilities on the basis of the relative
risk adjustment of each of the individual instruments in the portfolio.

The Bank recognizes transfer between levels of the fair value hierarchy as of the end of the reporting period during which the change has occurred.

Property and equipment

These are stated at historical cost less accumulated depreciation and impairment, if any, except for land and capital work in progress which is stated at cost
less impairment, if any. Historical cost includes expenditure that is directly attributable to the acquisition of the asset.

Subsequent costs are included in the asset's carrying amount or 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. The carrying amount of the replaced part is
derecognized. All other repairs and maintenance are recognized in statement of comprehensive income during the financial period in which they are incurred.

Depreciation is calculated using the straight-line method to allocate the depreciable amount of the assets over their useful life as per the depreciation rates
disclosed in note 7 to the financial statements.

.
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3.6

3.7

3.8

3.9

Depreciation is charged on additions during the year from the date they become available for their intended use while no depreciation is charged in the
month of disposal of assets. This is in accordance with IFRS where depreciation should be charged from the date the asset become available for intended use
of management.

Gains and losses on disposal of property and equipment are determined by comparing proceeds with the carrying amount. These are included in other
income in the statement of comprehensive income.

Impairment of non-financial assets

Non-financial assets that have an indefinite useful life are not subject to amortization and are tested annually for impairment. Non-financial assets that are
subject to depreciation / amortization are reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount may not
be recoverable. An impairment loss or reversal of impairment loss is recognized in the statement of comprehensive income. An impairment loss is recognized
for the amount by which the asset's carrying amount exceeds its recoverable amount. The recoverable amount is the higher of an asset’s fair value less cost
to sell and value in use. For the purpose of assessing the impairment, assets are grouped at the lowest levels for which there are separately identifiable cash
flows (cash-generating units).

Non-financial assets other than goodwill that suffered impairment are reviewed for possible reversal of the impairment at each reporting date. Reversal of
impairment losses is restricted to the original cost of the assets.

Taxation

Current

The current income tax charge is calculated in accordance with Income Tax Law, 2009. Management periodically evaluates position taken in tax returns with
respect to situations in which applicable tax regulation is subject to interpretation and establishes provisions where appropriate on the basis of amounts and
expected to be paid to the tax authorities.

Deferred

Deferred tax is recognized on temporary differences between the carrying amounts of assets and liabilities in the financial statements and the corresponding
tax bases used in the computation of taxable profit. Deferred tax liabilities are generally recognized for all taxable temporary differences. Deferred tax assets
are generally recognized for all deductible temporary differences to the extent that it is probable that taxable profits will be available against which those
deductible temporary differences can be utilized. Such deferred tax assets and liabilities are recognized if the temporary differences arises from the goodwill
or from the initial recognition(other than in a business combination) of other assets and liabilities in a transaction that affects neither the taxable profit nor
the accounting profit.

Revenue recognition

a) Interest income and expenses for all interest-bearing financial instruments, except for those classified as held for trading or designated at fair value through
profit or loss, are recognized within 'interest income' and 'interest expense' in the statement of comprehensive income using the effective interest rate
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 exactly 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.

b) Due but unpaid interest income is accrued on overdue advances for period up to 120 days in compliance with the Banking regulations issued by DAB. After
120 days, overdue advances are classified as non-performing and further accrual of unpaid interest income ceases.

) Gains and losses on disposal of property and equipment are recognized in the period in which disposal is made.
d) Fees and commission income and expenses are recognized in the period in which disposal is made.

e) Fee and commission income that are integral part to the effective interest rate on financial assets and liability are included in the measurement of effective
interest rate. Other fee and commission expenses related mainly to the transactions are services fee, which are expensed as the services are received.

Foreign currency transactions and translation

Functional and presentation currency
Items included in the financial statements of the Bank are measured using the currency of the primary economic environment in which the entity operates
(the functional currency), which is Afghani (AFN). All amounts have been rounded to the nearest thousands , except when otherwise indicated.

Transactions and balances

Foreign currency transactions are translated into functional currency using the exchange rate prevailing at the date of the transaction. Foreign currency
assets and liabilities are translated using the exchange rate at the balance sheet date. Foreign exchange gains and losses resulting from the settlement of
such transactions and from the translation at period-end-exchange rates of assets and liabilities denominated in foreign currencies are recognized in income
currently.

The exchange rate for following currencies against AFN were:

1USD 1 EURO 1 GBP
As at 31 December 2023 70.25 76.85 88.05
As at 31 December 2022 89.14 94.49 106.41

>
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3.10

3.11

3.12

Provisions

Provisions are recognized when they are present, legal or constructive obligations as a result of past events; it is probable that an outflow of resources
embodying economic benefits will be required to settle the obligation; and a reliable estimate of the amounts can be made. Provision for guarantee claims
and other off-balance-sheet obligations is recognized when intimated and reasonable certainty exists to settle the obligations.

Offsetting of financial instruments

Financial assets and financial liabilities are offset and the net amount is reported in the financial statements when there is a legally enforceable right to offset
the recognized amounts and the Bank intends to settle either on a net basis or realize the assets and settle the liabilities simultaneously.

Employee benefits

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

Use of critical accounting estimates and judgements

The Bank makes estimates and assumptions that affect the reported amounts of assets and liabilities within the next financial year. Estimates and
judgements are continually evaluated based on historical experience and other factors, including expectations of future events that are believed to be
reasonable under the circumstances. The resulting accounting estimates and judgements will, by definition, rarely equal the related actual results. The
material estimates, assumptions and judgements used to measure and classify the carrying amounts of assets and liabilities are outlined below:

a) Impairment losses on financial assets

The Bank's accounting framework considers both the provision described under local regulations in Afghanistan and IFRS 9. Therefore, the Bank's level of
provision for impairment against financial asset considers the requirements of both regimes.

The measurement of impairment losses under IFRS 9 across all categories of financial assets requires judgement, in particular, the estimation of the amount
and timing of future cash flows and collateral values when determining impairment losses and assessment of a significant increase in credit risk. These
estimates are driven by a number of factors, changes in which can result in different levels of allowances.

The Bank's ECL calculations are outputs of complex models with a number of underlying assumptions regarding the choice of variable inputs and their
interdependencies. Elements of the ECL models that are considered accounting judgements and estimates include:

The Bank's criteria for assessing if there has been a significant increase in credit risk and so allowances for financial assets should be measured on a LTECL
basis and the qualitative assessment;

The Bank's internal credit grading model

The segmentation of financial assets when their ECL is assessed on a collective basis development of ECL models, including the various formulas and the
choice of inputs to such models.

Determination of associations between macroeconomics scenarios and, economic inputs, such as GDP growth.

Selection of forward-looking macroeconomic scenarios and their probability weightings, to derive the economic inputs into the ECL models.

It has been the Bank's policy to regularly review its models in the context of actual loss experience and adjust when necessary.
The Bank assesses financial assets on a quarterly basis for possible impairment and records the provision for possible loan losses as per IFRS 9 or ACPR

whichever is higher.

b) Provision for income taxes
The Bank recognizes tax liability in accordance with the provisions of Income Tax Law 2009. The final tax liability is dependent on assessment by Ministry of
Finance, Government of Islamic Republic of Afghanistan.

c) Useful life of property and equipment

The Bank reviews the useful life, depreciation method and residual value of property and equipment and intangible assets at each statement of financial
position date. Any change in estimates may effect the carrying amounts of the respective items of property and equipment and intangible assets with a
corresponding effect on the depreciation / amortization charge.

O
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51

5.2

53

53.1

6.1

CASH AND CASH EQUIVALENTS

Cash in hand
Balances with Da Afghanistan Bank
Balances with other banks

Cash in hand
Local currency

Foreign currency (in, USD, GBP & EURO)

Balances with Da Afghanistan Bank

Current account
Local currency
Foreign currency

Balances with other banks
Current accounts

31-Dec-23 31-Dec-22

Note = ...... AFN '000' ......
51 56,596 88,862
5.2 2,540,787 2,627,866
5.3 792,538 1,881,983
3,389,921 4,598,711
29,308 46,167
27,288 42,695
56,596 88,862
2,223,841 1,931,711
316,946 696,155
2,540,787 2,627,866
5:3:1 792,538 1,881,983
792,538 1,881,983

This represents balances in nostro accounts with Citi Bank New York, Habib American Bank New York, National Bank of Pakistan
Frankfurt Germany and First Abu Dhabi Bank UAE. Current account with Habib American Bank New York, carries interest rate
ranging from 3.83% to 4.83% (2022: 0.33% to 3.83%) per annum on floating interest rates under the SPPI scheme, the balances

are available on demand basis starting from 07 May 2022.

INVESTMENTS - NET

Debt instruments at fair value through OCI:

Investment bonds

Allowance for ECL / impairment losses

The breakup of debt instruments at fair value through OCI is as follows:

Bonds at FVOCI:

African Finance Corp.

Pakistan Euro Bond

Islamic Republic of Pakistan 2031
Oman Government International Bond
South Africa

Republic of Italy

Sharjah Sukuk

Kingdom of Saudi Sukuk

Italy Government International Bond
Perusahaan Penerbit SBSN 2025
Perusahaan Penerbit SBSN 2030
Dubai DOF Sukuk

Republic of Turkey

Republic of Chille

w3

31-Dec-23 31-Dec-22
Note ... AFN '000' ......
6.1 3,523,720 4,170,667
3,523,720 4,170,667
6.2 (82,677) (106,211)
3,441,043 4,064,456
Rating :ga ::‘“cgy 31-Dec-23 31-Dec-22
...... AFN '000' ......

A3 Moody's 338,268 418,635
Caa3 Moody's 236,907 194,157
Caa3 Moody's 183,597 159,277

Bal Moody's 447,311 561,490

Ba2 Moody's 331,939 400,579
Baa3u Moody's 34,396 42,000

Bal Moody's 379,978 474,098

Al Moody's 390,435 485,787
Baa3u Moody's 252,699 296,551
Baa2 Moody's 67,779 84,561
Baa2 Moody's 317,913 392,543

Unrated 321,283 405,309
B3 Moody's 213,691 246,638
A2 Moody's 7,525 9,042

3,523,720 4,170,667
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6.1.1 These represent investments in sovereign bonds having maturity ranging from April 2024 to April 2031 (31 December 2022: April
2024 to April 2031) and carrying interest rates ranging from 1.625% to 8.25% (31 December 2022: 1.625% to 8.25%) per
annum. These investments are managed by Treasury head office of Alfalah Bank.

6.2 Impairment allowance for investments

6.2.1 The table below shows stage wise classification as at 31 December 2023 and 2022, respectively.

31 December 2023
Stage 1 Stage 2 Stage 3

31 December

Collective Collective Collective s 2022
AFN '000’
Debt instruments at fair value through OCI:
Investment in bonds - Gross 3,224,595 517,993 - 3,742,589 4,856,888
Effect of fair value changes (121,379) (97,489) - (218,868) (686,220)
3,103,216 420,504 - 3,523,720 4,170,667
Debt instruments at amortized cost
Capital notes [ 5 —l | = " = " = " - |
3,103,216 420,504 - 3,523,720 4,170,667
Provision for expected credit losses (6.2.2) (18,990) (63,686) - (82,677) (106,211)
Net Charge / (Reversal) for the year 5,977 (29,513) - (23,536)
Net balance 3,084,226 356,818 - 3,441,043 4,064,456

6.2.2 The Bank does not maintain optional provision of 1% under ACPR, This represents provision for expected credit losses calculated

under IFRS 9.
‘mg/
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7 PROPERTY AND EQUIPMENT

Electrical, Right-of-
Leasehold Furniture office and .
= Vehicles use Assets Total
improvements & fixtures computer Seia
< (Building)
equipment
(AFN '000")
Cost
Balance at 1 January 2022 28,342 8,934 31,698 20,155 57,951 147,079
Additions - = = = 346 346
Lease modifications - - = - (13,481) (13,481)
Lease derecognized - - - - - -
Disposals = = = < - -
Balance at 31 December 2022 28,342 8,934 31,698 20,155 44,816 133,944
Balance at 1 January 2023 28,342 8,934 31,698 20,155 44,816 133,944
Additions - - - - 343 343
Lease modifications - - - - (1,1249) (1,124)
Balance at 31 December 2023 28,342 8,934 31,698 20,155 44,034 133,163
Depreciation
Balance at 1 January 2022 28,197 7,747 28,881 15,374 22,218 102,418
Charge for the year 56 281 909 2,608 9,828 13,682
Derecognition of the lease - - - = - -
Disposal - - - = - -
Balance at 31 December 2022 28,253 8,028 29,790 17,982 32,046 116,100
Balance at 1 January 2023 28,253 8,028 29,790 17,982 32,046 116,100
Charge for the year 33 250 765 2,172 7,471 10,692
Balance at 31 December 2023 28,287 8,278 30,555 20,155 39,517 126,791
Carrying amounts
Balance at 31 December 2022 88 906 1,908 2,173 12,769 17,844
Balance at 31 December 2023 55 656 1,143 0 4,517 6,372
Depreciation rate % 20 10 to 25 20 to 25 25 17 to 100

7.1 The cost of property and equipment includes the fully depreciated assets that are still in use having cost of AFN 83,423 thousands
(31 December 2022: AFN 71,792 thousands).

31-Dec-23 31-Dec-22

...... AFN '000' ......
7.1.1 Fully depreciated assets - details
Leasehold improvements 28,175 28,175
Furniture & fixtures 6,582 6,234
Electrical, office and computer equipment 28,512 27,661
Vehicles 20,155 9,722

83,423 71,792
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9.1

9.1.1

9.2

9.3

DEFERRED TAX ASSETS - NET

Balance as Recognized in Balance at Recognized in
at31 other 31 Charge to other Balance at 31
December Chargeto comprehensive December profit or comprehensive December
2021 profit or loss income 2022 loss income 2023
(AFN '000')
Deferred tax liabilities arising
in respect of:
Unrealized gain on interest rate SWAP - (6,184) - (6,184) 3,122 - (3,061)
Accelerated tax depreciation (1,601) 608 - (993) 626 S (367)
Revaluation reserve on IRS 10,739 - (88,614) (77,875) - 30,492 (47,383)
9,138 (5,576) (88,614) (85,052) 3,748 30,492 (50,810)
Deferred tax assets arising
in respect of:
Fair value changes debt
investments at FVOCI (39,679) - 155,685 116,006 - (72,231) 43,775
ECL charge 4,145 17,210 - 21,355 (4,127) - 17,228
Carried forward losses 73,054 (1,706) - 71,348 (15,813) - 55,536
37,520 15,504 155,685 208,710 (19,940) (72,231) 116,539
46,658 9,928 67,072 123,658 (16,192) (41,739) 65,728
31-Dec-23 31-Dec-22
Note ... AFN '000' ......
OTHER ASSETS
Required reserve with DAB 9.1 438,853 692,414
Receivable from overseas units (Related party) 9.2 70,778 628,651
Accrued interest on bonds & capital notes 134,247 144,622
Interest receivable on interest rate swaps 25,763 20,716
Advance tax -net 4,517 4,517
Unrealized gain on IRS 273,039 418,655
947,196 1,909,575
Provision against other asset 9.3 (95,645) (95,645)

851,552 1,813,930

Required reserve with DAB:

Local currency 8,979 9,096
Foreign currency 429,874 683,318
9.1.1 438,853 692 414

This represents required reserve amount being maintained with DAB in order to meet minimum reserve requirement of Article 3 “Required Reserves
Regulation” of the Banking Regulations of Afghanistan. Required reserves are not available for use in the Bank's day-to-day operations. It is calculated by
applying 7% to deposits denominated in AFN and 9% to deposits denominated in foreign currency, credited by the by the DAB from the respective nostro
current accounts of the bank with DAB.

This amount represents receivable from BAFL Dubai against interest received on bonds and from BAFL Bahrain against net interest income and Call margin on
IRS on behalf of Bank Alfalah Limited Afghanistan.

This represents provision against interest receivable on capital notes from DAB.

v
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31-Dec-23 31-Dec-22
Note ... AFN '000' ......
10 DEPOSITS FROM CUSTOMERS
Current deposits 4,999,788 7,717,845
Saving deposits 921,242 1,191,240
Margin deposits - expired 10.1 23,089 27,554

5,944,119 8,936,639

10.1 This represents cash margin on deposits from customers against issuance of letter of guarantees.

31-Dec-23 31-Dec-22
...... AFN '000' ......
11 LEASE LIABILITIES
Opening balance as at 15,449 37,826
Addition during the year 343 346
Derecognized during the year (1,124) (13,481)
Lease rentals paid (10,338) (12,667)
Finance cost for the year 1,377 3,426
Exchange (gain) / loss = 1)
5,707 15,449
31-Dec-23 31-Dec-22
«..... AFN '000' ......
12 OTHER LIABILITIES

Call margin on Interest rate swaps 12.1 303,480 369,040
Interest payable on Interest Rate Swap 12,684 14,723
Payable to overseas units (Related party) 12.2 - 1,277
Accrued expenses 10,808 9,828
Interest payable on term deposit - 41,000
DAB assessment fee 1,512 1,512
Professional charges 3,640 2,450
Bills payable 779 948
Others 149 162
Provision for ECL - LG 12.3 430 565
333,481 441,505

12.1 This represents call margin received from First Abu Dhabi Bank (FAB) against the interest rate swap agreements (IRS), to cover the risk of fair value changes
in the investment bonds due to interest rates fluctuations in the market. The call margin amount of AFN 303 Million (2022: 369 Million) represents the Bank's
share in the call margin received from FAB to ensure the margin requirements.

12.2 This represents, in prior year, amount payable to BAFL Dubai against custody account charges.

12.3 This represents expected credit losses on letter of guarantees, nostro balances and balances maintained with DAB.

13 CAPITAL CONTRIBUTED BY HEAD OFFICE

Da Afghanistan Bank (DAB) vide its Letter No. 3783/3971 dated 7 January 2014 directed all branches of foreign banks to convert their minimum equity from
other currencies to local currency equivalent to AFN 1 billion gradually till 31 March 2014. Accordingly, the Board of Directors (BOD) of the Head Office, in its
meeting held on 2 March 2014 approved capitalization of unappropriated profit to meet the minimum equity requirements of AFN 1 billion. The BoD had also
approved the remittance of the then remaining inappropriate profit to the Head Office to the extent as may be decided by the management of the Bank.
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14

15

15.1

15.2

16

17

17.1

18

CAPITAL RESERVES

Article 93 Reserve Capital of Corporations and Limited Liability Companies Law of Afghanistan, requires that Bank should transfer 5% of its profit to Capital
Reserve to compensate for future possible losses to the extent such capital reserves reach up to 25% of the Bank's capital. Due to losses for the year, the
Bank's capital reserves as at 31 December 2023 stood at AFN 79,620 thousands (31 December 2022: AFN 75,654 thousands).

31-Dec-23 31-Dec-22
Note ... AFN '000' ......
CONTINGENCIES AND COMMITMENTS
Contingencies
Financial guarantees 15.1 183,786 233,205
Commitments 15.2 2,627,350 3,333,836

These represent performance guarantees issued by the Bank in the normal course of business. These are 100% secured against counter guarantees of
Standard Chartered Bank - Pakistan. The Bank is also facing certain litigations on which no provision is required as per the opinion of legal advisor.

This represents interest rate swap contract amounting to AFN 2.627 billion and contingency regarding IRS principal amount payable/receivable against notional
amount of AFN 2.627 billion. The Bank has hedged 8 bonds which are Pakistan Euro Bond, Islamic Republic of Pakistan 2031, South Africa, Sharjah Sukuk,
Kingdom of Saudi Sukuk, Italy Government International Bond, Perusahaan Penerbit SBSN 2030 - Indonesia and Dubai DOF Sukuk.

31-Dec-23 31-Dec-22
...... AFN '000' ......
NET INTEREST INCOME
INTEREST INCOME
Cash and cash equivalents 21,533 13,636
Investments 181,208 197,731
Net interest income / (expense) on IRS 105,809 4,480
308,551 215,847
INTEREST EXPENSE
Interest on term deposits - (3,774)
Net interest expense - (3,774)
Net Interest income 308,551 212,073
...... AFN '000' ......
NET FEE AND COMMISSION (EXPENSE) / INCOME
FEE AND COMMISSION INCOME
Income from guarantee arrangements - 1,490
Funds transfer fee 6,280 4,856
Customers' account service charges 5,848 6,672
12,128 13,018
Fee and commission expense 17.1 (18,007) (5,663)
NET FEE AND COMMISSION (EXPENSE) / INCOME (5,879) 2,355

This represents bank charges AFN 12.425 million (2022: AFN 1.741mn), SWIFT charges AFN 400 thousands (2022: AFN 31 thousand) and other expenses for
visa card charges AFN 5.180 million (2022: AFN 3.890mn).

...... AFN '000' ......
OTHER INCOME
Provision reversal on interest payable 19,181 -
19,181 -
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19 IMPAIRMENT LOSS ON FINANCIAL ASSETS AND OFF-BALANCE SHEET ITEMS

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

31 December 2023 2022
Stage 1 Stage 2 Stage 3 Reaul Total Total
Collective Collective Collective FQuistory i iy
(AFN '000')
Note
Investments 6.2 (5,977) 29,513 - - 23,536 85,849
Other assets (3,032) - - - (3,032) -
Financial Guarantees 15 564 (431) - = 134 204
Impairment charge for the year (8,445) 29,082 - = 20,637 86,053
31-Dec-23 31-Dec-22
Note @ .ewe AFN '000' ......
20 PERSONNEL EXPENSES
Basic salaries 33,853 32,543
Allowances and bonus 64,617 59,343
98,470 91,886
31-Dec-23 31-Dec-22
...... AFN '000' ......
21 OTHER OPERATING EXPENSES
Rent, taxes, insurance and utilities 5,879 7,893
Deposit insurance expense - ADIC 5,416 12,372
Legal and professional charges 4,810 5,052
Communications 3,518 4,149
Repairs and maintenance 1,323 1,230
Stationery and printing 511 614
Auditors' remuneration 3,154 3,592
Office food expense 2,665 3,001
Travelling and conveyance 2,127 1,592
Security cost 6,659 5,234
Penalties imposed by DAB - 1,076
Other operating expenses 501 440
36,563 46,245
31-Dec-23 31-Dec-22
22 TAXATION e AFN '000' ......
Prior year taxation 22.1 (10,430) -
Deferred 8 (16,192) 9,928
(26,622) 9,928
22.1 This represents additional prior year taxation paid to MoF tax authorities, as a result of tax final audit.
2023 2022
22.2 Reconciliation of effective tax rate Rate (AFN '000") Rate (AFN '000")
Accounting profit for the year 105,957 (51,149)
Applicable tax @ 20% 20% 21,191 20% (10,230)
Effect of tax on dividend to shareholders 0.00% - 0.00% -
Effect of inadmissible expenses 0.00% - 2.34% (1,199)
Deferred tax effect relating to:
Reversal and (origination) of temporary differences -35.28% (37,383) -41.76% 21,357
-15.28% (16,192) -19.41% 9,928
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23 FINANCIAL ASSETS AND LIABILITIES
Accounting classification and fair values

The following table shows the carrying amounts and classification of financial assets and financial liabilities:

Financial
assets (other
than Debt Debt Financial
investments)- investments investments liabilities at
At amortized at amortized at fair value amortized

Note cost cost through OCI cost Total
AFN "000"
31 December 2023
Assets
Cash and cash equivalents 5 3,392,953 - - - 3,392,953
Investments - net 6 - - 3,441,043 - 3,441,043
Other assets 9 851,552 - - - 851,552
4,244,505 - 3,441,043 - 7,685,548
Liabilities
Deposits from customers 10 - - - 5,944,119 5,944,119
Lease liabilities 11 - - - 5,707 5,707
Other liabilities 12 - - - 331,539 331,539
- - - 6,281,365 6,281,365
31 December 2022
Assets
Cash and cash equivalents 5 4,598,711 - s - 4,598,711
Investments - net 6 - - 4,064,456 - 4,064,456
Loans and advances to customers - net . “ = J = S
Other assets 9 1,813,930 5 - = 1,813,930
6,412,641 - 4,064,456 - 10,477,097
Liabilities
Deposits from customers 10 - - # 8,936,639 8,936,639
Lease liabilities 11 - - - 15,449 15,449
Other liabilities 12 - - - 439,428 439,428
- - 2 9,391,516 9,391,516

23.1 Fair value of financial assets and financial liabilities
(a) Financial instruments measured at fair value using a valuation technique

The table below analyses financial instruments carried at fair value, by valuation method. The various fair value levels have been defined as
follows:

Level 1 : quoted prices (unadjusted) in active markets for identical assets or liabilities.

Level 2 : Inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either directly (i.e., as prices) or
indirectly (i.e., derived from prices).

Level 3 : Inputs for the asset or liability that are not based on observable market data (unobservable inputs).

Level 1 Level 2 Level 3

------------------- AFN "000-----====c=c-cecuun
Debt investments at fair value through OCI (December 31, 2023) 3,523,720 - =
Debt investments at fair value through OCI (December 31, 2022) 4,170,667 - -

Valuation technique and key inputs used for investments in bonds were quoted market bid price in active market.
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24.1

(b) Fair values

Set out below is a comparison of the carrying amounts and fair value of the Bank's financial assets and liabilities, other than those with carrying
amounts that are reasonable approximations of fair values:

Carrying Value Fair Value
31-Dec-23 31-Dec-22 31-Dec-23 31-Dec-22
AFN "000

Financial assets

Cash and cash equivalents 3,392,953 4,598,711 3,392,953 4,598,711
Investments 3,441,043 4,842,882 3,079,876 4,064,457
Other assets 851,552 1,813,930 851,552 1,813,930
Financial liabilities

Deposits from customers 5,944,119 8,936,639 5,944,119 8,936,639
Lease liabilities 5,707 15,449 5,707 15,449
Other liabilities 331,539 439,428 331,539 439,428

Risk management policies

The Bank is a foreign branch of Bank Alfalah Limited Pakistan (Head Office), therefore, the Board of Directors of the Head Office (the Board) has
overall responsibility for the establishment and oversight of risk management framework of the Head Office as well as overseas branches. The
Head Office has in place an approved integrated risk management framework for managing credit risk, market risk, liquidity risk, and operational
risk as evidenced by its Board approved "Risk Management Policy" and "Risk Management Manual". The Board has established the Management
Board, Asset and Liability Committee (ALCO), a Credit Committee and Board Risk Management Committee and Board Audit Committee which are
responsible for developing and monitoring risk management policies in their specified areas. All Board committees have both executive and non-
executive members and report regularly to the Board of Directors on their activities. The Management Board assists in these functions by the
Internal Audit, compliance and Risk Management Division at the Head Office. Internal audit function is an independent risk review function that
reports directly to the Board Audit Committee at the Head Office. The Head Office appoints Country Head specifically to oversee operations in
Afghanistan and to manage the risks in accordance with the risk management policies of the Head Office.

The Bank's Internal Audit and Compliance Departments in Afghanistan are responsible for monitoring compliance with the risk management
policies and procedures, and for reviewing adequacy of risk management framework in relation to the risks faced by the Bank. As a policy, the
reporting line of the risk management function has been kept completely independent of the business division.

The Bank has exposure to the following risks from its use of financial instruments:
- Credit risk

- Liquidity risk

- Market risk

- Currency risk

- Operational risk

Credit risk

Credit risk management processes encompass identification, assessment, measurement, monitoring and control of credit risk exposure. In the
Bank's experience, a key to effective credit risk management is a well thought out business strategy. The Bank's focus over the coming years will
be to further enhance risk models, processes and systems infrastructure, in line with its ambition to bring maximum sophistication to the risk
management function. The Board has delegated responsibility for the management of credit risk to its Head Office Credit Committee. A separate
credit department has been established by the Bank for its Afghanistan operations that is responsible for oversight of the Bank's credit risk and
which is reportable to the Credit Committee. The Credit department is headed by Group Head Credit along with credit department staff who looks
after credit risk matters and conduct portfolio analysis and stress testing on regular basis for managing credit risk.

The Bank has established and maintained a sound loan portfolio in terms of well-defined credit policy approved by the Board of Directors. The
credit evaluation system comprises of well designed credit appraisal, sanctioning and review procedures for the purposes of emphasizing prudence
in lending activities and ensuring the high quality of asset portfolio. The function is also supported by Credit Administration and Credit Monitoring
Departments at Head Office level to ensure segregation of duties and efficient management of credit risk. The Banks manages its portfolio of loan
assets with a view to limit its concentrations in terms of risk quality, geography, industry, maturity and large exposure.
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The amount of credit risk in this regard is represented by the carrying amounts of the assets on the balance sheet date. Exposure to credit risk
managed through regular analysis of borrower to meet interest and capital repayment obligations and by changing their lending limits where
appropriate. Exposure to credit risk is also managed against personal guarantee of the borrower and mortgage of immoveable property duly
registered with the Court of Law and hypothecation over stock and current assets duly verified by the Bank's Credit Officer on monthly basis.

A sophisticated Internal Credit Rating System has been developed by the Bank, which is capable of quantifying counter-party and transaction risk in
accordance with the best practices. The system takes into consideration qualitative and quantitative factors of the counter-party, transaction
structure, security etc. and generates an internal rating vis-a-vis anticipated customer behavior.

The adherence to Risk-appetite statement approved by the Board is monitored by RMD. Further the compliance of regulatory & internal limits is
also monitored and any deviations are ratified from the competent authorities.
24.1.1 Credit risk measurement

Impairment assessment under IFRS 9
Definition of default and cure

The Bank considers a financial instrument defaulted and therefore Stage 3 (credit-impaired) for ECL calculations in all cases when the borrower
becomes 90 days past due on its contractual payments. As a part of a qualitative assessment of whether a customer is in default, the Bank also
considers a variety of instances that may indicate unlikeliness to pay. When such events occur, the Bank carefully considers whether the event
should result in treating the customer as defaulted and therefore assessed as Stage 3 for ECL calculations or whether Stage 2 is appropriate.

It is the Bank’s policy to consider a financial instrument as ‘cured’ and therefore re-classified out of Stage 3 when none of the default criteria have
been present for at least 3 consecutive months. The decision whether to classify an asset as Stage 2 or Stage 1 once cured depends on the
updated credit grade, at the time of the cure, and whether this indicates there has been a significant increase in credit risk compared to initial
recognition. The bank is observing a probationary period of a minimum of 3 instalments (for repayments which are on a quarterly basis or shorter)
and 12 months (in cases where instalments are on a longer frequency than quarterly) after the restructuring, before upgrading from Stage 3 to 2.

Credit ratings and PD estimation process

The Bank's Credit Risk Department operates its internal rating models. The models incorporate both qualitative and quantitative information and, in
addition to information specific to the borrower, utilize supplemental external information that could affect the borrower’s behavior. PDs for rated
portfolios are determined using migration of rating grades from one period to other within the PD observation period. Consumer lending comprises
credit cards. PDs models of these products are primarily driven by days past due.

Estimated historical realized default rates are adjusted for IFRS 9 ECL calculations to incorporate forward looking information and the IFRS 9 Stage
classification of the exposure. This is repeated for each economic scenarios as appropriate. For debt securities in the Treasury portfolio, external
rating agency credit grades are used. The PDs associated with each grade are determined based on realized default rates as published by the
rating agency.

Exposure at default

The exposure at default (EAD) represents the gross carrying amount of the financial instruments subject to the impairment calculation, addressing
both the client’s ability to increase its exposure while approaching default and potential early repayments too.

The EADs are determined based on the expected payment profile, which varies by product type. For amortizing products and bullet repayment
loans, this is based on the contractual repayments owed by the borrower over the 12 months and lifetime basis. This is also adjusted for any
prepayments made by the borrower. For revolving products, the EAD is predicted by taking current drawn balance and adding a credit conversion
factor which allows for the expected drawdown of the remaining limit by the time of default.

To calculate the EAD for a Stage 1 loan, the Bank assesses the possible default events within 12 months for the calculation of the 12mECL. For
Stage 2, Stage 3 and POCI financial assets, the exposure at default is considered for events over the lifetime of the instruments.

Loss given default

The bank has used 53% LGD for sovereign whereas 45% LGD for corporate and bank exposures, as per the Basel II standard credit risk guidance.

Significant increase in credit risk

The Bank continuously monitors all assets subject to ECLs. In order to determine whether an instrument or a portfolio of instruments is subject to
12mECL or LTECL, the Bank assesses whether there has been a significant increase in credit risk since initial recognition. The Bank has established
a policy to perform an assessment, at the end of each reporting period, of whether a financial instrument’s credit risk has increased significantly
since initial recognition. Significant increase in credit risk is measured by comparing the risk of default estimated at origination with the risk of
default at reporting date. The Bank also applies a secondary qualitative method for triggering a significant increase in credit risk for an asset, such
as moving a customer/facility to the watch list, or the account becoming forborne. Regardless of the change in credit grades, if contractual
payments are more than 30 days past due, the credit risk is deemed to have increased significantly since initial recognition.

W



BANK ALFALAH LIMITED AFGHANISTAN
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2023

Measuring expected credit losses - ECL

PD, EAD and LGD are multiplied together and adjusted for the likelihood of survival (i.e. the exposure has not prepaid or defaulted in earlier year)
on annual basis. This effectively calculates an ECL for each future year, which is then discounted back to the reporting date and summed. The
discount rate used in ECL computation is the original effective interest rate or an approximation thereof.

Forward looking economic information is also included in determining the 12 month and lifetime ECL. The bank has performed historical analysis
and identified key economic variables impacting credit risk and ECL for each portfolio. These economic variables and their associated impact on PD,
EAD and LGD vary by financial instrument. Expert judgment has also been applied in this process. Forecast of these economic variables (the “base
economic scenario”) are obtained from external sources on a monthly basis.

In addition to the base economic scenario, the management also estimate other possible scenarios along with scenarios weighting. The scenario
weighting are determined by an expert credit judgment. As with any economic forecasts, the projections and likelihoods of the occurrence are
subject to a high degree of inherent uncertainty and therefore the actual outcomes may be significantly different to those projected. The bank
considers these estimates of the possible outcomes. The bank has used base, upside and downside scenarios for its ECL estimation.

Impairment under local regulations

(i) Over due balances on loans to banks / customers are segmented into five categories as described in note 3.3.5. The percentage of provision
created on such over due balances are as per guidelines issued by DAB and reflects the range of default probabilities defined for each category.
This means that, in principle, exposures migrate between classes as the assessment of their probability of default changes.

(ii) Exposure at default is based on the amounts, the Bank expects to be owed at the time of default. For example, for a loan this is the face value.

(iii) Loss given default or loss severity represents the Bank’s expectation of the extent of loss on a claim should default occur. It is expressed as
percentage loss per unit of exposure and typically varies by type of counterparty, type and seniority of claim and availability of collateral or other
credit mitigation.

Other than loans and advances to banks and customers

Other than loans and advances includes balances with other banks and financial institutions and placements with other banks, investments in
bonds and held with DAB and other assets. Judgments and instructions from the Bank's treasury are being used by the Bank's management in
placing funds with other banks and are viewed as a way to gain better credit quality mapping and maintain a readily available source to meet the
funding requirements at the same time when required.

Concentration of risk of financial assets with credit risk exposure

Credit concentration risk arises mainly due to concentration of exposures under various categories viz. industry, geography, and single/group
borrower exposures. Within credit portfolio, as a prudential measure aimed at better risk management and avoidance of concentration of risks, Da
Afghanistan Bank has prescribed regulatory limits on bank's maximum exposure to single borrower and group borrowers. The Bank's annual credit
plan spells out the maximum allowable exposure that it can take on specific industries for every business group.

31-Dec-23 31-Dec-22

Notes ... AFN '000' ......
Credit risk relating to on-balance sheet items are as follows:
Balances with DAB and other banks 5 3,336,357 4,509,849
Investments 6 3,441,043 4,064,456
Other assets 9 412,699 1,121,516
7,190,099 9,695,821
Credit risk relating to off-balance sheet items is as follows:
Guarantees 15.0 183,786 233,205
183,786 233,205
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24.2

The above table represents credit risk exposure to the Bank at 31 December 2023 and 31 December 2022, without taking account of any collateral
held or other enhancements attached. For on-balance sheet assets the exposure set out above is based on net carrying amounts as reported in the
statement of financial position.

Credit quality of financial assets

The credit qualities of Bank's financial assets have been assessed below by reference to the external credit ratings of counter parties determined by
various international credit rating agencies. The counterparties for which external credit ratings were not been available have been assessed by
reference to internal credit ratings determined based on their historical information for any defaults in meeting obligations.

Investments

Investments held carries various credit rating and ranges from Aaa to B3. These investments are made on defined investment criteria of the Bank.
The credit quality and the maximum exposure to credit risk for under expected credit losses model is based on external credit rating grades and
year-end stage classification as at 31 December 2023 and 2022 as disclosed in note 6.1 to the financial statements.

Note 31-Dec-23 31-Dec-22
Loans and advances T AFN '000' ......

Loans and advances to customers and financial institutions - -

Neither past due but nor impaired:
Gross amount = =
Provision for expected credit losses o =
Carrying amount - =

Past due but not impaired loans
Past due but not impaired loans are those for which contractual interest or principal payments are past due but the Bank believes impairment is not
appropriate. As at 31 December 2023, there is no loan to be classified in the category as per IFRS 9 or ACPR issued by DAB.

Write-off policy

The Bank writes off loans or advances and any related allowances for impairment losses, when the Bank's Credit department determines that the
loans are uncollectible. This determination is reached after considering information such as the occurrence of significant changes in the borrower's
financial position such that the borrower can no longer pay the obligation, or that proceeds from collateral will not be sufficient to pay back the
entire exposure. Before allowing to written off, it is ensured that all possible avenues of recovery, inclusive of legal action are exhausted or legal
action is not advisable.

Settlement risk
The Bank's activities may give rise to risk at the time of settlement of transactions and trades, if any. Settlement risk is the risk of loss due to
failure of an entity to honor its obligations to deliver cash, securities or other assets as contractually agreed.

For certain types of transactions, the Bank mitigate this risk by conducting settlements through a settlement / clearing agent to ensure that a trade
is settled only when both parties have fulfilled their contractual settlement obligations. Settlement limits form part of the credit approval / limit
monitoring process described earlier. Acceptance of settlement risk on free settlement trades require transactions specific or counterparty specific
approvals from the Bank's risk department.

Liquidity risk
Liquidity risk is the potential for loss to the bank arising from either its inability to meet its obligations or to fund increase in assets as they fall due
without incurring unacceptable cost or losses.

The Bank's Asset and Liability Committee (ALCO) manages the liquidity position on a regular basis and is primarily responsible for the formulation
of the overall strategy and oversight of the asset liability function. ALCO monitors the maintenance of liquidity ratios, depositors concentration both
in terms of the overall funding mix and avoidance of undue reliance on large individual deposits. Moreover, as a core retail deposits form a
considerable part of the Bank's overall funding mix therefore significant importance is being given to the stability and growth of these deposits. The
BOD has approved a comprehensive liquidity management policy which stipulates the early warning indicators of liquidity risk and maintenance of
various ratios. Further, the Bank has designed different scenarios of cash outflows to stress test efficacy of its liquid assets and its impact on profit
and loss. The results are regularly reviewed by ALCO for taking appropriate measures.

The Bank relies on deposits from customers as its primary source of funding. Deposits form customers generally has shorter maturities and large
proportion of them are repayable on demand. For day to day liquidity risk management integration of liquidity scenario will ensure that the Bank is
best prepared to respond to an unexpected problem.

phud
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The key measure used by the Bank for managing liquidity risk is the ratio of net liquid assets to deposits from customers. For this purpose net liquid assets are considered as including
cash and cash equivalent less any deposits from banks. A similar, but not identical, calculation is used to measure the Bank's compliance with the liquidity limit established by the
Bank's Regulator (Da Afghanistan Bank). Detail of the reported Bank ratio of net liquid assets to deposits from customers at the reporting date and during the reporting period was as
follows:

2023 2022
Year - end 57% 51%
Average for the period 49% 56%
Maximum for the period 57% 58%
Minimum for the period 44% 51%

24.2.1 Maturity analysis for financial liabilities
The tables below set out the remaining contractual maturities of the Bank's financial liabilities.
Note Gross nominal Upto1l 1-3 months 3 months to 1-5 years More than 5 Carrying
outflow month 1 year years
AFN '000'
As at 31 December 2023
Liabilities
Deposits from customers 10 5,944,119 115,180 184,997 832,212 1,926,381 2,885,349 5,944,119
Lease liabilities 11 5,707 683 640 2,764 1,620 = 5,707
Other liabilities 12 336,515 332,342 81 4,092 - - 336,514
6286341 _ 448,205 _ 185718 _ 839,068 _ 1,928,001 __ 2885349 _ 6,286,340

As at 31 December 2022
Liabilities
Deposits from customers 10 8,936,638 167,053 280,306 1,261,018 2,905,489 4,322,772 8,936,639
Lease liabilities 1 15,450 842 1,039 6,828 6,741 S 15,449
Other liabilities 12 441,498 432,728 5,901 2,869 - - 441,505
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The Bank conducted a behavioral study of non-maturity deposits (non-contractual deposits) and performed regression analysis to determine deposits withdrawal pattern on Current and
Savings Accounts (CASA). Regression analysis is used to investigate the relationship between time, the amount of deposits and deposits withdrawals in order to arrive at an estimated
deposits withdrawals pattern in line with the best practices.

A significant variation in future maturities is imputed due to uncertain economic environments and limits imposed by DAB on withdrawals and capital controls.
Market risk

Market risk is the risk of loss in earnings and capital due to on and off balance sheet positions arising out of adverse changes in interest rates, foreign exchange rates, equity prices
and market conditions. It also includes investments and structural positions in the banking books of the Bank. To manage and control market risk a well defined limits structure is in
place. These limits received, adjusted and approved periodically. Market risk can be further divided as follows:

The Head Office (Bank) deals in derivative instruments including Interest Rate Swaps and Cross Currency Swaps for hedging and market making purposes within bank's risk appetite.
Interest rate swaps are primarily conducted to hedge interest rate risk present in the bank's foreign currency bond portfolio.

24.3.1 Interest rate risk exposure

The interest rate risk arises from the fluctuation in the value of financial instruments consequent to the changes in the market interest rates. The Bank is exposed to interest rate risk as
a result of mismatches or gaps in the amounts of assets and liabilities and off-balance sheet instruments that mature or re-price in a given period. In order to ensure that this risk is
managed within acceptable limits, the Bank's Asset and Liability Committee (ALCO) monitors the re-pricing of the assets and liabilities on a regular basis. The Bank's interest rate risk is
limited since the majority of customer deposits are retrospectively re-priced on a biannual basis on the profit and loss sharing principles. The Bank's interest rate gap position on its
financial assets and financial liabilities is as follows:

Interest bearing
Interest Lessthan3  3-6 months 6-12 1-5 years Morethan5 Non-interest Total
Note rates (%) months months years bearing (Gross)
AFN '000’
31 December 2023
Assets
Cash and cash equivalents 5 3.83t04.83 418,044 - - - - 2,974,910 3,392,953
Investments 6 1.625-8.25 - 236,907 34,396 1,074,573 2,177,844 = 3,523,720
Other assets 9 - - - - - 851,552 851,552
418,044 236,907 34,396 1,074,573 2,177,844 3,826,461 7,768,225
Liabilities
Deposits from customers 10 = - - - - Z 5,944,119 5,944,119
Lease liabilities 11 12% 1,323 705 2,059 1,620 - - 5,707
Other liabilities 12 - - - £ o 336,514 336,514
1,323 705 2,059 1,620 - 6,280,633 __ 6,286,340
On balance sheet interest sensitivity gap 416,721 __ 236,202 _ 32,337 _ 1,072,953 _ 2,177,844 _ 2,454,172 __ 1,481,885
31 December 2022
Assets
Cash and cash equivalents 5 0.33t0 3.83 507,001 - - = S 4,091,710 4,598,711
Investments 6 1.625 - 8.25 - - - 1,469,163 2,701,504 = 4,170,667
Loans and advances to customers - - E = = = s
Other assets 9 - - - - - 1,813,930 1,813,930
507,001 - - 1,469,163 2,701,504 5,905,640 10,583,308
Liabilities
Deposits from customers 10 - - - = = 8,936,639 8,936,639
Lease liabilities Ll 12% 1,880 2,563 4,265 6,741 & g 15,450
Other liabilities 12 - - - - - 441,505 441,505
1,880 2,563 4,265 6,741 - 9,378,144 9,393,594
On balance sheet interest sensitivity gap 505,121 2,563 4,265 1,462,421 2,701,504 3,472,504 1,189,714
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Variable rate instruments 31-Dec-23 31-Dec-22
...... AFN '000' ......

Financial assets and liabilities at variable interest rates
Loans and advances to financial institutions - =

Cash flow sensitivity analysis for variable rate instruments

The Bank does not have any such instruments therefore there will be no impact for the current year on profit or loss
(2022: Nil). This analysis assumes that all other variables remain constant.

Fixed rate instruments 31-Dec-23 31-Dec-22
...... AFN '000' ......

Financial assets and liabilities at fixed interest rates
Investments 3,523,720 4,170,667
Deposits from customers = =

Fair value sensitivity analysis for fixed rate instruments

The Bank does not account for any fixed rate financial assets at fair value through profit and loss account, therefore a
change in interest rates at the reporting date would not affect profit and loss account of the Bank.

Currency risk

Foreign exchange risk arises from the fluctuation in the value of financial instruments consequent to the changes in
foreign exchange rates. The Bank manages this risk by setting and monitoring dealer, currency and counter-party limits
for on and off-balance sheet financial instruments.

Off-balance sheet financial instruments are contracts which are the resultant outcome of the IRS and clean placements
transactions. Moreover, counterparties enter into forward transactions in inter-bank market on behalf of customers to
cover-up their position against stipulated risks. The buy and sell transactions are matched in view of their maturities in the
different predefined time buckets.

The Bank's exposure to foreign currency risk, based on notional amount, is as follows:

31 December 2023 usb EURO GBP & other Total

Financial assets

Cash and cash equivalents 1,063,951 29,809 45,976 1,139,736
Investments 3,516,195 7,525 - 3,523,720
Other assets 836,416 1,641 - 838,056
5,416,563 38,974 45,976 5,501,512
uUsb EURO GBP Total
Financial liabilities
Deposits from customers 4,966,421 14,113 167 4,980,700
Other liabilities 323,952 51 671 324,674
5,290,373 14,164 838 5,305,374
Net foreign currency exposure 126,190 24,810 45,138 196,137
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31 December 2022 UsbD EURO GBP Total

Financial assets

Cash and cash equivalents 2,520,688 41,765 58,380 2,620,833
Investments 4,161,625 9,042 - 4,170,667
Loans and advances to banks - - - -
Other assets 1,797,629 2,687 - 1,800,316
8,479,942 53,494 58,380 8,591,816
Financial liabilities
Deposits from banks S - - =
Deposits from customers 7,693,602 47,390 202 7,741,194
Other liabilities 390,304 1,277 811 392,392
8,083,906 48,667 1,013 8,133,586
Net foreign currency exposure 396,036 4,827 57,367 458,230

24.4.1 Sensitivity analysis on foreign currency financial assets and liabilities

A 1% strengthening of the Afghani, as indicated below, against the USD, GBP, Euro at 31 December 2023 would have
decreased profit before tax by the amounts shown below. This analysis is based on foreign currency exchange rate
variances that the Bank considered to be reasonably possible at the end of the reporting period. The analysis assumes
that all other variables, in particular interest rates, remain constant.

GBP and

31 December 2023 use EURO other Total
Effect of 1% increase in exchange rate
Financial assets
Cash and cash equivalents (10,640) (298) (460) (11,398)
Investments (35,162) (75) - (35,237)
Other assets (8,364) (16) - (8,380)
Losses from financial assets (54,166) (389) (460) (55,015)
Financial liabilities
Deposits from customers 49,664 141 2 49,807
Other liabilities 3,240 1 7 3,248
Gains from financial liabilities 52,904 142 9 53,055
Net-unrealized losses on

foreign currency (1,262) (247) (451) (1,960)

thed
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25.1

uUsb EURO GBP Total

31 December 2022
Effect of 1% increase in exchange rate
Financial assets
Cash and cash equivalents (25,207) (418) (584) (26,209)
Investments (41,616) (90) - (41,706)
Other assets (17,976) (27) - (18,003)
Losses from financial assets (84,799) (535) (584) (85,918)
Financial liabilities
Deposits from customers 76,936 474 2 77,412
Other liabilities 3,903 13 8 3,924
Gains from financial liabilities 80,839 487 10 81,336
Net-unrealized losses on

foreign currency (3,960) (48) (574) (4,582)

Operational risk

Operational Risk is the risk of loss resulting from inadequate internal processes, people and systems, or from external events
including legal risks. This excludes strategic and reputational risk.

Embedding a sustainable risk culture remains the bank's core objective that includes effective management of operational
issues and emerging risks across the bank and in our overseas operations via deployment of required resources, tools and
continuous supervision. The new Operational Risk Framework, Policy and Standards, duly approved by the Board, have been
rolled out along with new system platforms (Operational Risk System) for recording and tracking of risk events including non-
financial risks. The bank aim to implement a new process based Risk and Control Self-Assessment method across the group in
order to effectively manage operational risks and continuously monitor effectiveness of defined controls through first line self-
assessment reviews especially for the processes and activities which may significantly impact the bank’s risk appetite. Further,
new and amended products, systems, activities and processes are subject to comprehensive operational risk assessments
before implementation or launch.

Related parties

The bank has related party relationship with Head office, shareholders, directors of the Head office, associated undertakings
and key management personnel. The bank had the following transactions with related parties at mutually agreed terms during
the year:

31-Dec-23 31-Dec-22

...... AFN '000' ......
Name of group companies Nature of transactions
Bank Alfalah Limited - Pakistan Profit remitted to Head Office - =
Alfalah Insurance Company Ltd. Insurance premium 2,142 =

31-Dec-23 31-Dec-22

Transactions with key management personnel ...... AFN '000' ......

(a) Deposits from key management personnel

Deposits at the beginning of the year 30 1,675
Deposits received during the year 41,031 34,267
Deposits repaid during the year (40,800) (35,912)
Exchange rate difference 5 =

Deposits at the end of the year 262 30

)
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(b) Salaries and benefits 41,031 34,267

41,031 34,267

Key Management personnel of the Bank include country manager, operation manager, credit manager, finance manager,
treasury manager, HR manager, internal audit manager and compliance manager.

The related party receivables and payable balances are disclosed in the respective notes to the financial statements.
Capital Management
Regulatory Capital

The Bank's objectives when managing capital, which is a broader concept than the 'equity' on the face of balance sheets, are:

(i) to comply with the capital requirements set by the DAB;
(iii) to safeguard the Bank's ability to continue as a going concern so that it can continue to be; and
(i) to maintain a strong capital base to support the development of its business.

Capital adequacy and the use of regulatory capital are monitored regularly by the Bank's management. DAB requires each
bank to maintain its Tier 1 Capital ratio and Regulatory Capital ratio to be at least 6 % and 12 % respectively. The Bank is
maintaining this ratio well above the required level.

The table below summarizes the composition of the regulatory capital and ratio of the Bank:

31-Dec-23 31-Dec-22
...... AFN '000'......

Tier 1 (Core) Capital:
Total equity capital 1,471,308 1,225,006
Less:
Revaluation surplus on financial instruments at FVOCI 14,442 (152,526)
Profit for the year 79,335 &
Deferred tax asset 65,728 123,658
Total tier 1 (core) capital 1,311,803 1,253,874
Tier 2 (Supplementary) Capital:
General reserves as per DAB's regulation, but restricted to 1.25% of total

risk-weighted exposure = =
Revaluation reserve on bonds (45%) 6,499 =
Profit for the year 79,335 =
Total Tier 2 (Supplementary) Capital 85,834 -
Regulatory Capital = Tier 1 + Tier 2 1,397,637 1,253,874

31-Dec-23 31-Dec-22
...... AFN '000' ......

Risk-weight categories
0% risk weight:
Cash in Afghani and fully-convertible foreign currencies 56,596 88,862
Direct claims on Central Banks and Central Governments

of Category A countries = =
Precious metals and precious stones = G
Direct claims on DAB 2,981,912 3,320,280
Loans collateralized by blocked deposits - =
Other = 5
Total 3,038,508 3,409,142

0% risk-weight total (above total x 0%)

9
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20% risk weight:
Loans Collateralized by Claims on Central Banks
and Central Governments of Category A Countries - -
Direct Claims on banks licensed in Category A countries 348,425 1,333,558
Short-term Claims on Banks Licensed In Non-Category A Countries 444,873 548,425
Loans Collateralized by Claims on or Guaranteed = &
by Multilateral Lending Institutions
Cash Items in Process of Collection = =

Other s, -
Total 793,298 1,881,983
20% risk-weight total (above total x 20%) 158,660 376,397

50% risk weight:
Qualifying Residential Mortgage Loans - -
Qualifying Real Estate Construction Loans

Other 3,523,720 4,170,667
Total 3,523,720 4,170,667
50% risk-weight total (above total x 50%) 1,761,860 2,085,334
100% risk weight:

All other assets 580,443 1,358,663
Less: Deferred tax assets 65,728 123,658
Total 514,715 1,235,005
100% risk-weight total (above total x 100%) 514,715 1,235,005

Credit conversion factor

Off-balance-sheet items with 0% Credit Conversion Factor
Unused Portions of Commitments with Original Maturity

of 1 Year or Less = =
Unused Portions of Commitments that are

Unconditionally Cancelable = -

Total = =

0% Credit Conversion Factor Total (Above Total x 0%) - -

Off-balance-sheet items with 20% Credit Conversion Factor

Commercial Letter of Credits
0 % Risk Weight - =
20% Risk Weight - -
50% Risk Weight = -
100% Risk Weight g .

Total = =

20% risk-weight total (above total x 20%) - =

31-Dec-23 31-Dec-22

...... AFN '000'......
Off-balance sheet items with 100% Credit Conversion Factor
Guarantees and Standby Letter of Credits
0 % Risk Weight = =
20% Risk Weight 183,786 233,205
50% Risk Weight 2,627,350 3,333,836
100% Risk Weight = >
Total 2,811,136 3,567,041
100% credit conversion factor total (risk-weighted total x 100%) 1,350,432 1,713,559
Total risk-weighted assets 3,785,667 5,410,294
Tier 1 Capital Ratio
(Tier 1 capital as % of total risk-weighted assets) 34.65% 23.18%

Regulatory Capital Ratio
(Regulatory capital as % of total risk-weighted assets) 36.92% 23.18%
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27 General
The figures in these financial statements have been rounded off to the nearest in thousands in AFN.
28 Date of authorization of financial statements

Ttﬁﬁf{lfncial statements were authorized for issue by the Country Finance Manager and Country Manager of the Bank on
M 28
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