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INDEPENDENT AUDITOR’S REPORT TO THE SHAREHOLDERS OF
BBK B.S.C.

Report on the Audit of the Consolidated Financial Statements

Opinion

We have audited the accompanying consolidated financial statements of BBK B.S.C. (“the Bank”)
and its subsidiaries (together “the Group”), which comprise the consolidated statement of
financial position as at 31 December 2017, and the consolidated statements of profit or loss,
other comprehensive income, changes in equity and cash flows for the year then ended, and
notes to the consolidated financial statements, including a summary of significant accounting
policies.

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

Basis for opinion

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

Key audit matters

Key audit matters are those matters that, in our professional judgment, were of most significance
in our audit of the consolidated financial statements for the year ended 31 December 2017. These
matters were addressed in the context of our audit of the consolidated financial statements as a
whole, and in forming our opinion thereon, and we do not provide a separate opinion on these
matters. For each matter below, our description of how our audit addressed the matter is provided
in that context.

We have fulfilled the responsibilities described in the Auditor's responsibilities for the audit of the
consolidated financial statements section of our report, including in relation to these matters.
Accordingly, our audit included the performance of procedures designed to respond to our
assessment of the risks of material misstatement of the consolidated financial statements. The
results of our audit procedures, including the procedures performed to address the matters below,
provide the basis for our audit opinion on the accompanying consolidated financial statements.
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INDEPENDENT AUDITOR’S REPORT TO THE SHAREHOLDERS OF
BBK B.S.C. (continued)

Report on the Audit of the Consolidated Financial Statements (continued)

Key audit matters (continued)

Impairment of carrying value of loans and advances

Key audit matter How the key audit matter was addressed in the
audit

The Group exercises significant judgement

using subjective assumptions over both ¢ We gained understanding of the Group's

when and how much to record as loan key credit processes comprising granting,

impairment, and estimation of the amount booking, monitoring and provisioning and

of the impairment provision for loans and tested the operating effectiveness of key

advances. Because loans and advances controls over these processes;

form a major portion of the Group’s assets,

and due to the significance of the e We read the Group’s impairment

judgments used in classifying loans and provisioning policy and compared it with

advances into various stages stipulated in the requirements of IFRS 9;

IFRS 9 and determining related provision

requirements, this audit area is considered e For provision against exposures classified

a key audit risk. as Stage 1 and Stage 2, we obtained an
understanding of the Group’s provisioning

As at 31 December 2017, the Group'’s methodology, assessed the

gross loans and advances amounted to BD reasonableness of the underlying

1,853 million and the related impairment assumptions and the sufficiency of the

provisions amounted to BD 112 million, data used. We also checked the

comprising BD 46 million of provision completeness of loans and advances

against Stage 1 and 2 exposures and BD included in the expected credit losses

66 million against exposures classified calculations;

under Stage 3. The impairment provision

on loans and advances is disclosed in note e We checked the appropriateness of the

7 and the impairment provision policy is Group’s determination of significant

presented in the accounting policies in note increase in credit risk and the resultant

3 to the consolidated financial statements. basis for classification of exposures into
various stages;

o For a sample of exposures, we checked
the appropriateness of determining
exposure at default, probability of default,
and loss given default used in the
expected credit losses calculations;
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INDEPENDENT AUDITORS’ REPORT TO THE SHAREHOLDERS OF
BBK B.S.C. (continued)

Report on the Audit of the Consolidated Financial Statements (continued)

Key audit matters (continued)

Impairment of carrying value of loans and advances (continued)

Key audit matter How the key audit matter was addressed in the
audit

s For exposures determined to be
individually impaired classified as stage 3,
we tested a sample of loans and advances
and examined management’s estimate of
future cash flows, assessed their
reasonableness and checked the resultant
provision calculations; and

e Where relevant, we used Information
System specialists to gain comfort on data
integrity.




EY

Building a better
working world

INDEPENDENT AUDITORS’ REPORT TO THE SHAREHOLDERS OF
BBK B.S.C. (continued)

Report on the Audit of the Consolidated Financial Statements (continued)

Other information included in the Group’s 2017 annual report

Other information consists of the information included in the Group’s 2017 Annual Report, other
than the consolidated financial statements and our auditor's report thereon. The Board of
Directors is responsible for the other information. Prior to the date of this auditor's report, we
obtained the Board of Directors’ report, which will form part of the annual report, and the
remaining sections of the annual report are expected to be made available to us after that date.

Our opinion on the consolidated financial statements does not cover the other information and
we do not express any form of assurance conclusion thereon. In connection with our audit of the
consolidated financial statements, our responsibility is to read the other information identified
above when it becomes available and, in doing so, consider whether the other information is
materially inconsistent with the consolidated financial statements or our knowledge obtained in
the audit, or otherwise appears to be materially misstated. |f, based on the work we have
performed on the other information obtained prior to the date of the auditor’s report, we conclude
that there is a material misstatement of this other information, we are required to report that fact.
We have nothing to report in this regard.

Responsibilities of the Board of Directors for the consolidated financial statements

The Board of Directors is responsible for the preparation and fair presentation of the consolidated
financial statements in accordance with IFRS and for such internal control as the Board of
Directors determines is necessary to enable the preparation of consolidated financial statements
that are free from material misstatement, whether due to fraud or error.

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

Auditor's Responsibilities for the audit of the consolidated financial statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial
statements as a whole are free from material misstatement, whether due to fraud or error, and to
issue an auditor's report that includes our opinion. Reasonable assurance is a high level of
assurance, but is not a guarantee that an audit conducted in accordance with [SAs will always
detect a material misstatement when it exists. Misstatements can arise from fraud or error and
are considered material if, individually or in the aggregate, they could reasonably be expected to
influence the economic decisions of users taken on the basis of these consolidated financial
statements.
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INDEPENDENT AUDITOR’S REPORT TO THE SHAREHOLDERS OF
BBK B.S.C. (continued)

Report on the Audit of the Consolidated Financial Statements (continued)

Auditor’s Responsibilities for the audit of the consolidated financial statements (continued)
As part of an audit in accordance with ISA, we exercise professional judgment and maintain
professional skepticism throughout the audit. We also:

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

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

Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by the Board of Directors.

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

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

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

We communicate with the Group’s Audit Committee regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant deficiencies
in internal control that we identify during our audit.
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INDEPENDENT AUDITOR’S REPORT TO THE SHAREHOLDERS OF
BBK B.S.C. (continued)

Report on the Audit of the Consolidated Financial Statements (continued)

Auditor's Responsibilities for the audit of the consolidated financial statements (continued)

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

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

Report on Other Legal and Regulatory Requirements

As required by the Bahrain Commercial Companies Law and Volume 1 of the Central Bank of
Bahrain (CBB) Rule Book, we report that:

a) the Bank has maintained proper accounting records and the consolidated financial
statements are in agreement therewith;

b) the financial information contained in the Board of Directors’ report is consistent with the
consolidated financial statements;

c) we are not aware of any violations of the Bahrain Commercial Companies Law, the
Central Bank of Bahrain and Financial Institutions Law, the CBB Rule Book (Volume 1
and applicable provisions of Volume 6) and CBB directives, regulations and associated
resolutions, rules and procedures of the Bahrain Bourse or the terms of the Bank’s
memorandum and articles of association during the year ended 31 December 2017 that
might have had a material adverse effect on the business of the Bank or on its
consolidated financial position; and

d) satisfactory explanations and information have been provided to us by Management in
response to all our requests.

The partner in charge of the audit resulting in this independent auditor’s report is Ashwani Siotia.

Partner's registration no.117
19 February 2018
Manama, Kingdom of Bahrain



BBK B.S.C.
CONSOLIDATED STATEMENT OF FINANCIAL POSITION
As at 31 December 2017

2017 2016
Notes BD '000 8D 000
ASSETS
Cash and balances with central banks 4 469,436 314,368
Treasury bills 5 427,130 401,635
Deposits and amounts due from banks and
other financial institutions 6 223,824 318,407
Loans and advances to customers 7 1,740,651 1,767,138
Investment securities 8 748,985 768,134
Investments in associated companies and joint ventures 9 46,958 43,923
Interest receivabie and other assets 10 79,680 64,769
Premises and equipment 11 26,436 24,183
TOTAL ASSETS 3,763,100 3,702,557
LIABILITIES AND EQUITY
Liabilities
Deposits and amounts due to banks
and other financial institutions 193,472 259,911
Borrowings under repurchase agreement 161,314 184,016
Term borrowings 12 199,012 206,109
Customers' current, savings and other deposits 13 2,623,577 2,493,715
Interest payable and other liabilities 14 84,890 84,591
Total liabilities 3,262,265 3,228,342
Equity
Share capital 15 108,165 108,165
Treasury stock 15 (998) (1,206)
Perpetual tier 1 convertible capital securities 15 86,098 86,098
Share premium 15 41,016 39,919
Statutory reserve 16 54,082 54,082
General reserve 16 54,082 54,082
Cumulative changes in fair values 17 (8,349) (13,669)
Foreign currency translation adjustments (9,271) (11,558)
Retained earnings 134,632 122,830
Proposed Appropriations 18 39,161 33,666
ATTRIBUTABLE TO THE OWNERS
OF THE BANK 498,618 472,409
Non-controlling interest 2,217 1,806
Total equity 500,835 474,215
TOTAL LIABILITIES AND EQUITY 3,763,100 3,702,557
K\
%7 \—/ﬁi
Murad Ali Murad Aref Saleh Khamis Reyath Ydusif Sater
Chairman Deputy Chairman Chref Executive

The attached notes 1 to 45 form part of these consolidated financial statements
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BBK B.S.C.

CONSOLIDATED STATEMENT OF PROFIT OR LOSS
Year ended 31 December 2017

2017 2016
Notes BD '000 BD 000
Interest and similar income 19 136,983 128,556
Interest and similar expense (46,077) (42,708)
Net interest income 90,906 85,848
Share of profit of associated
companies and joint ventures 9 5,519 5,467
Other income 20 46,634 42,212
Total operating income 143,059 133,527
Staff costs 34,659 33,453
Other expenses 15,914 16,263
Depreciation 11 3,435 3,430
Net provision for impairment on loans
and advances to customers 7 28,912 23,753
Net provision/ (write back) for impairment on investments 8 98 (1,115)
Total operating expenses 83,018 75,784
PROFIT BEFORE TAXATION 60,041 57,743
Net tax provision (810) (996)
PROFIT FOR THE YEAR 59,231 56,747
Attributable to:
Owners of the Bank 58,685 56,410
Non-controlling interest 546 337
59,231 56,747
Basic earnings per share (BD) 21 0.048 0.049
Diluted earnings per share (BD) 21 0.045 0.044
(7% =
Murad Ali Murad Aref Saleh Khamis ReyadhlYousif/Séter
Chairman Deputy Chairman ChiefExecutive

The attached notes 1 to 45 form part of these consalidated financial statements
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BBK B.S.C.
CONSOLIDATED STATEMENT OF OTHER COMPREHENSIVE INCOME
Year ended 31 December 2017

2017 2016
Note BD 000 BD 000
Profit for the year 59,231 56,747
Other comprehensive (loss) income
Items that will not be reclassified to profit or loss
Fair value through other comprehensive income reserve 17
(equity instruments) (8,466) 4,113
Items that are or may be reclassified
subsequently to profit or loss
Movement in translation reserve:
Foreign currency translation adjustments 2,287 (923)
Movement in hedging reserve:
Effective portion of changes in fair value 17 284 174
Net amount transferred to profit or loss
Movement in fair value reserve
Net change in fair value 15,701 8,377
Net amount transferred to profit or loss (3,525) (887)
Other comprehensive income for the year 6,281 10,854
Total comprehensive income for the year 65,512 67,601
Attributable to:
Owners of the Bank 64,966 67,264
Non-controlling interest 546 337
65,512 67,601

The attached notes 1 to 45 form part of these consolidated financial statements
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BBK B.S.C.

CONSOLIDATED STATEMENT OF CASH FLOWS
Year ended 31 December 2017

OPERATING ACTIVITIES
Profit for the year before taxation
Adjustments for non-cash items:
Net provisions (write back) relating to:
Loans and advances to customers
Investment securities
Share of profit of associated companies and joint ventures
Depreciation
Realised gains on sale of investment securities
Accrual on term borrowings

(Increase) decrease in operating assets

Mandatory reserve deposits with central banks

Treasury bills maturing after 90 days

Deposits and amounts due from banks and other financial institutions
Loans and advances to customers

Interest receivable and other assets

Increase (decrease) in operating liabilities

Deposits and amounts due to banks and other financial institutions
Borrowings under repurchase agreements

Customers’ current, savings and other deposits

Interest payable and other liabilities

Income tax paid

Net cash from/ (used in) operating activities

INVESTING ACTIVITIES
Purchase of investment securities
Redemption/sale of investment securities
Sale / partial repayment of capital of
investment in associated companies
Dividends received from associated companies
Other movements in investment in associated companies
Movement in non-controlling interest
Purchase of premises and equipment

Net cash from/ (used in) investing activities

FINANCING ACTIVITIES
Payment of dividend and donations
Term borrowings
Issuance of perpetual tier 1 convertible capital securities
Payment of expenses related to issuance of perpetual
tier 1 convertible capital securities
Distribution of perpetual tier 1 convertible capital securities Interest
Movement in treasury stock

Net cash (used in)/ from financing activities
Foreign currency translation adjustments

NET CHANGE IN CASH AND CASH EQUIVALENTS
Cash and cash equivalents at beginning of the year

CASH AND CASH EQUIVALENTS AT END OF THE YEAR

2017 2016

Notes ~ BD’000  BD ‘000
60,041 57,743

7 28,912 23,753

8 98 (1,115)

9 (5,519) (5,467)
11 3,435 3,430

20 (3,965) (2,707)
1,412 1,432

84,414 77,069

(2,952) 5,049

(25,495)  (13,212)

17,824 (15,824)

(2,425)  (26,092)

(14,627) (7,625)

(66,439) 80,507

(22,703) 9,508

129,862  (149,177)

299 365

(100) (935)

97,658 (40,367)

(249,423)  (247,605)
275,668 240,940

9 500 (4,492)
9 2,394 2,103

(68) (238)

(5,688) (2,807)

23,383 (12,099)

18 (33,666)  (28,011)
(8,509) -

- 86,098

- (180)

(7,104) (3,552)

1,305 3,522

(47,974) 57,877

2,287 (923)

75,354 4,488

537,604 533,116

23 612,958 537,604

The attached notes 1 to 45 form part of these consolidated financial statements
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BBK B.S.C.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
As at 31 December 2017

1 ACTIVITIES

BBK B.S.C. (the "Bank"), a public shareholding company, was incorporated in the Kingdom of Bahrain by
an Amiri Decree in March 1971 and registered with the Ministry of Industry and Commerce under
Commercial Registration number 1234 dated 16 March 1971. The Bank operates in Bahrain under a
commercial banking license issued by the Central Bank of Bahrain ("CBB") and its shares are listed on the
Bahrain Bourse.

The Bank is engaged in commercial banking activities through its branches in the Kingdom of Bahrain,
State of Kuwait and Republic of India and credit card operations and business process outsourcing
services through its subsidiaries. The Bank’s registered office is at 43 Government Avenue, P O Box 597,
Manama, Kingdom of Bahrain.

The consolidated financial statements were authorised for issue in accordance with a resolution of the
Bank's Board of Directors on 19 February 2018.

2 BASIS OF PREPARATION

Statement of compliance

The consolidated financial statements have been prepared in accordance with International Financial
Reporting Standards (IFRS) issued by the International Accounting Standards Board (IASB) and in
conformity with the Bahrain Commercial Companies Law and the CBB and Financial Institutions Law, the
CBB Rule Book (Volume 1 and applicable provisions of Volume 6) and CBB directives, regulations and
associated resolutions, rules and procedures of the Bahrain Bourse or the terms of the Bank's
memorandum and articles of association.

Accounting convention

The consolidated financial statements are prepared on a historical cost basis, except for derivative
financial instruments, investment securities at fair value through other comprehensive income, trading
investments and financial assets designated at fair value through statement of profit or loss, that have
been measured at fair value. The carrying values of recognised assets and liabilities that are hedged items
in fair value hedges, and are otherwise carried at cost, are adjusted to record changes in fair values
attributable to risks that are being hedged.

The consolidated financial statements are prepared in Bahraini Dinars which is the functional and
presentation currency of the Bank.

Basis of consolidation

The consolidated financial statements incorporate the financial statements of the Bank and its subsidiaries
(the "Group"), all of which have 31 December as their year end. The Bank has the following principal
subsidiaries:

Country of
Name Ownership  incorporation Activity
CrediMax B.S.C. (c) 100% Kingdom of Bahrain Credit card operations
Invita Company B.S.C. (¢) 100% Kingdom of Bahrain Business process

CrediMax B.S.C. (c) owns 55% (2016: 55%) of the share capital of Global Payment Services W.L.L., which
is established in the Kingdom of Bahrain and engaged in processing and backup services relating to credit,
debit and charge cards.

Invita Company B.S.C. (c) owns 60% (2016: 60%) of the share capital of Invita Kuwait K.S.C.C. , which is
established in the State of Kuwait and engaged in business processing and outsourcing services.




BBK B.S.C.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
As at 31 December 2017

2 BASIS OF PREPARATION (continued)

Basis of consolidation (continued)

Subsidiaries are fully consolidated from the date on which control is transferred to the Group. Control is
achieved when the Group is exposed, or has rights, to variable returns from its involvement with the
investee and has the ability to affect those returns through its power over the investee. Specifically, the
Group controls an investee if and only if the Group has:

- Power over the investee (i.e. existing rights that give it the current ability to direct the relevant
activities of the investee);

- Exposure, or rights, to variable returns from its involvement with the investee; and

- The ability to use its power over the investee to affect its returns.

When the Group has less than a majority of the voting or similar rights of an investee, the Group considers
all relevant facts and circumstances in assessing whether it has power over an investee, including:

- The contractual arrangement with the other vote holders of the investee;
- Rights arising from other contractual arrangements; and
- The Group's voting rights and potential voting rights.

The Group re-assesses whether or not it controls an investee if facts and circumstances indicate that there
are changes to one or more of the three elements of control. Consolidation of a subsidiary begins when
the Group obtains control over the subsidiary and ceases when the Group loses control of the subsidiary.
Assets, liabilities, income and expenses of a subsidiary acquired or disposed of during the year are
included in the statement of comprehensive income from the date the Group gains control until the date
the Group ceases to control the subsidiary.

Profit or loss and each component of other comprehensive income (OCI) are attributed to the equity
holders of the parent of the Group and to the non-controlling interests, even if this results in the non-
controlling interests having a deficit balance. When necessary, adjustments are made to the financial
statements of subsidiaries to bring their accounting policies into line with the Group's accounting policies.
All intra-group assets and liabilities, equity, income, expenses and cash flows relating to transactions
between members of the Group are eliminated in full on consolidation.

A change in the ownership interest of a subsidiary, without a loss of control, is accounted for as an equity
transaction. If the Group loses control over a subsidiary, it:

- Derecognises the assets (including goodwill) and liabilities of the subsidiary;

- Derecognises the carrying amount of any non-controlling interests;

- Derecognises the cumulative translation differences recorded in equity;

- Recognises the fair value of the consideration received;

- Recognises the fair value of any investment retained;

- Recognises any surplus or deficit in profit or loss; and

- Reclassifies the parent's share of components previously recognised in OCI to profit or loss or
retained earnings, as appropriate, as would be required if the Group had directly disposed of the
related assets or liabilities.

3 ACCOUNTING POLICIES

3.1 New Standards and Interpretations issued but not yet effective
The following new Standards and amendments have been issued by the International Accounting
Standards Board (IASB) but are not yet mandatory as of 31 December 2017:

- IFRS 9 Financial Instrument (effective 1 January 2018, however Group has early adopted IFRS 9
for the year ended 31 December 2016).

- IFRS 15 - Revenue from Contracts with customers (effective 1 January 2018).
- IFRS 16 Leases (effective 1 January 2019).

The Group does not expect any significant impact on the Groups' financial position and results for the
standards that are not yet adopted.




BBK B.S.C.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
As at 31 December 2017

3 ACCOUNTING POLICIES (continued)

3.2 New Standards and Interpretations issued and effective
(i) The Group has adopted the following amended International Accounting Standards/International
Financial Reporting Standards as of 1 January 2017:

- Amendments to IAS 7 . Statement of cashflows dosclosure initiative;

- Amendments to IAS 12 Income Taxes: Recognition of Deferred Tax Assets for unrealised Losses;
and

- Amendments to IFRS 12 Disclosure of Interests in Other Entities: Clarification of the scope of
disclosure requirements in IFRS 12.

The above amendments to IFRSs which are effective for annual accounting periods starting from 1
January 2017 did not have any material impact on the accounting policies, financial position or
performance of the Group.

3.3 Summary of significant accounting policies
Financial assets and financial liabilities

i. Recognition and initial measurement

All “regular way” purchases and sales of financial assets are recognised on the trade date, i.e. the date that
the Group commits to purchase or sell the asset. Regular way purchases or sales are purchases or sales
of financial assets that require delivery of assets within the time frame generally established by regulation
or convention in the market place.

A financial asset or financial liability is measured initially at fair value plus, for an item not at FVTPL,
transaction costs that are directly attributable to its acquisition or issue.

ii. Classification

Financial assets

On initial recognition, a financial asset is classified as measured at. amortised cost, FVOCI or FVTPL. A
financial asset is measured at amortised cost if it meets both of the following conditions and is not
designated as at FVTPL:

- The asset is held within a business model whose objective is to hold assets to collect contractual
cash flows; and

- The contractual terms of the financial asset give rise on specified dates to cash flows that are solely
payments of principal and interest on the principal amount outstanding.

A debt instrument is measured at FVOCI only if it meets both of the following conditions and is not
designated as at FVTPL:

- The asset is heid within a business model whose objective is achieved by both collecting contractual
cash flows and selling financial assets; and

- The contractual terms of the financial asset give rise on specified dates to cash flows that are solely
payments of principal and interest on the principal amount outstanding.

On initial recognition of an equity investment that is not held for trading, the Group may irrevocably elect to
present subsequent changes in fair value in OCI. This election is made on an investment-by-investment
basis.

All other financial assets are classified as measured at FVTPL.

In addition, on initial recognition, the Group may irrevocably designate a financial asset that otherwise
meets the requirements to be measured at amortised cost or at FVOCI as at FVTPL if doing so eliminates
or significantly reduces an accounting mismatch that would otherwise arise.
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BBK B.S.C.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
As at 31 December 2017

3 ACCOUNTING POLICIES (continued)
3.3 Summary of significant accounting policies (continued)
ii. Classification (continued)

Business model assessment

The Group makes an assessment of the objective of a business model in which an asset is held at a
portfolio level because this best reflects the way the business is managed and information is provided to
management. The information considered includes:

- The stated policies and objectives for the portfolio and the operation of those policies in practice. In
particular, whether management’s strategy focuses on earning contractual interest revenue,
realising cash flows through the sale of the assets and holding it for liquidity purposes;

- The risks that affect the performance of the business model (and the financial assets held within
that business model) and how those risks are managed; and

- The frequency, volume and timing of sales in prior periods, the reasons for such sales and its
expectations about future sales activity. However, information about sales activity is not considered
in isolation, but as part of an overall assessment of how the Group’s stated objective for managing
the financial assets is achieved and how cash flows are realised.

Financial assets that are held for trading or managed and whose performance is evaluated on a fair value
basis are measured at FVTPL because they are neither held to collect contractual cash flows nor held both
to collect contractual cash flows and to sell financial assets.

Assessment whether contractual cash flows are solely payments of principal and interest

For the purposes of this assessment, ‘principal’ is defined as the fair value of the financial asset on initial
recognition. ‘Interest’ is defined as consideration for the time value of money and for the credit risk
associated with the principal amount outstanding during a particular period of time and for other basic
lending risks and costs (e.qg. liquidity risk and administrative costs), as well as profit margin.

In assessing whether the contractual cash flows are solely payments of principal and interest, the Group
considers the contractual terms of the instrument. This includes assessing whether the financial asset
contains a contractual term that could change the timing or amount of contractual cash flows such that it
would not meet this condition. In making the assessment, the Group considers:

- Contingent events that would change the amount and timing of cash flows;

- Leverage features;

- Prepayment and extension terms;

- Terms that limit the Group's claim to cash flows from specified assets (e.g. non-recourse asset
arrangements); and

- Features that modify consideration of the time value of money — e.g. periodical reset of interest
rates.

Reclassifications
Financial assets are not reclassified subsequent to their initial recognition, except in the period after the
Group changes its business model for managing financial assets.

Financial liabilities
The Group classifies its financial liabilities, other than financial guarantees and loan commitments, as
measured at amortised cost.

1"



BBK B.S.C.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
As at 31 December 2017

3 ACCOUNTING POLICIES (continued)
3.3 Summary of significant accounting policies (continued)
iii. Derecognition

Financial assets

The Group derecognises a financial asset when the contractual rights to the cash flows from the financial
asset expire, or it transfers the rights to receive the contractual cash flows in a transaction in which
substantially all of the risks and rewards of ownership of the financial asset are transferred or in which the
Group neither transfers nor retains substantially all of the risks and rewards of ownership and it does not
retain control of the financial asset.

On derecognition of a financial asset, the difference between the carrying amount of the asset (or the
carrying amount allocated to the portion of the asset derecognised) and the sum of (i) the consideration
received (including any new asset obtained less any new liability assumed) and (ii) any cumulative gain or
loss that had been recognised in OCI is recognised in profit or loss.

If the terms of a financial asset are modified, the Group evaluates whether the cash flows of the modified
asset are substantially different. If the cash flows are substantially different, then the contractual rights to
cash flows from the original financial asset are deemed to have expired. In this case, the original financial
asset is derecognised and a new financial asset is recognised at fair value.

A financial asset (in whole or in part) is derecognised where:

- the rights to receive cash flows from the asset have expired;

- the Group has transferred its rights to receive cash flows from the asset or has assumed an obligation to
pay the received cash flows in full without material delay to a third party under a ‘pass-through’
arrangement; and either (a) the Group has transferred substantially all the risks and rewards of ownership
or (b) when it has neither transferred or retained substantially all the risks and rewards and when it no
longer has control over the financial asset, but has transferred control of the asset.

Financial liabilities
The Group derecognises a financial! liability when its contractual obligations are discharged or cancelled ,or
expire.

Financial assets designation at fair value through profit or loss
The Group designated certain financial assets as at FVTPL because the assets were managed, evaluated
and reported internally on a fair value basis.

Deposits and due from banks and other financial institutions
These are stated at cost, adjusted for effective fair value hedges, less any amounts written off and
provision for impairment.

Loans and Advances

Loans and advances measured at amortised cost, they are initially measured at fair value plus incremental
direct transaction costs, and subsequently at their amortised cost using the effective interest method, and
adjusted for effective fair value hedges and net of interest suspended, provision for impairment and any
amounts written off.

Investment securities
The ‘investment securities’ includes:
- Debt investment securities measured at amortised cost; these are initially measured at fair value
plus incremental direct transaction costs, and subsequently at their amortised cost using the

effective interest method:;
- Debt and equity investment securities mandatorily measured at FVTPL or designated as at FVTPL;

these are at fair value with changes recognised immediately in profit or loss;
- Debt securities measured at FVOCI; and
- Equity investment securities designated as at FVOCI.
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BBK B.S.C.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
As at 31 December 2017

3 ACCOUNTING POLICIES (continued)
3.3 Summary of significant accounting policies (continued)

Investment securities (continued)

For debt securities measured at FVOCI, gains and losses are recognised in OCI, except for the following,
which are recognised in profit or loss in the same manner as for financial assets measured at amortised
cost:

- Interest revenue using the effective interest method;
- Expected Credit Loss and reversals; and
- Foreign exchange gains and losses.

When debt security measured at FVOCI is impaired or derecognised, the cumulative gain or loss
previously recognised in OCI is reclassified from equity to profit or loss.

The Group elects to present in OCI changes in the fair value of certain investments in equity instruments.
The election is made on an instrument-by-instrument basis on initial recognition and is irrevocable.

Gains and losses on such equity instruments are never reclassified to profit or loss and no impairment is
recognised in profit or loss. Dividends are recognised in profit or loss, unless they clearly represent a
recovery of part of the cost of the investment, in which case they are recognised in OCI. Cumulative gains
and losses recognised in OCI are transferred to retained earnings on disposal of an investment.

Fair value measurement
The Group measures financial instruments, such as, derivatives at fair value at each balance sheet date.
Also, fair values of financial instruments measured at amortised cost are disclosed in Note 39.

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. The fair value measurement is based
on the presumption that the transaction to sell the asset or transfer the liability takes place either:

- In the principal market for the asset or liability, or
- In the absence of a principal market, in the most advantageous market for the asset or liability, the
principal or the most advantageous market must be accessible to by the Group.

The fair value of an asset or a liability is measured using the assumptions that market participants would
use when pricing the asset or liability, assuming that market participants act in their economic best interest.

The fair value of financial instruments that are quoted in an active market is determined by reference to
market bid priced respectively at the close of business on the statement of position date.

In case of unquoted investments, the Group uses valuation techniques that are appropriate in the
circumstances and for which sufficient data are available to measure fair value, maximising the use of
relevant observable inputs and minimising the use of unobservable inputs.

All assets and liabilities for which fair value is measured or disclosed in the consolidated financial
statements are categorised within the fair value hierarchy, described as follows, based on the lowest level
input that is significant to the fair value measurement as a whole:

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

Level 2: other techniques for which all inputs which have a significant effect on the recorded fair value are
observable, either directly or indirectly; and

Level 3: techniques which use inputs which have a significant effect on the recorded fair value that are not
based on observable market data.

For assets and liabilities that are recognised in the consolidated financial statements on a recurring basis,
the Group determines whether transfers have occurred between levels in the hierarchy by re-assessing
categorisation (based on the lowest level input that is significant to the fair value measurement as a whole)
at the end of each reporting period.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
As at 31 December 2017

3 ACCOUNTING POLICIES (continued)
3.3 Summary of significant accounting policies (continued)

Fair value measurement (continued)

The Group's Risk Management determines the policies and procedures for fair value measurement. For
the purpose of fair value disclosures, the Group has determined classes of assets and liabilities on the
basis of the nature, characteristics and risks of the asset or liability and the level of the fair value hierarchy
as explained above.

Impairment
The Group recognises loss allowances for ECL on the following financial instruments that are not
measured at FVTPL:

- Financial assets that are debt instruments;
- Financial guarantee contracts issued; and
- Loan commitments issued.

No impairment loss is recognised on equity investments.

The Group measures loss allowances at an amount equal to lifetime ECL, except for the following, for
which they are measured as 12-month ECL:

- debt investment securities that are determined to have low credit risk at the reporting date; and

-other financial instruments on which credit risk has not increased significantly since their initial recognition.

Measurement of ECL
ECL are a probability-weighted estimate of credit losses. They are measured as follows:

Financial assets that are not credit-impaired at the reporting date: as the present value of all cash
shortfalls (i.e. the difference between the cash flows due to the entity in accordance with the contract and
the cash flows that the Group expects to receive);

Financial assets that are credit-impaired at the reporting date: as the difference between the gross
carrying amount and the present value of estimated future cash flows;

Undrawn loan commitments and Letter of credit: as the present value of the difference between the
contractual cash flows that are due to the Group if the commitment is drawn down and the cash flows that
the Group expects to receive; and

Financial guarantee contracts: the expected payments to reimburse the holder less any amounts that the
Group expects to recover.

The determination of the IFRS 9 provision results from a two-step approach.

As step 1, the facilities will have to be allocated to one of the three impairment stages by determining
whether a significant increase in credit risk has occurred since initial recognition or whether the facility has
been credit impaired.

As step 2, the expected credit loss is calculated i.e., 12-month expected loss for all facilities in stage 1 and
lifetime expected credit loss for all facilities in stage 2. The facilities in stage 3 are covered by specific
provisions.

Credit-impaired financial assets

At each reporting date, the Group assesses whether financial assets carried at amortised cost and debt
financial assets carried at FVOCI are credit-impaired. A financial asset is ‘credit-impaired’ when one or
more events that have a detrimental impact on the estimated future cash flows of the financial asset have
occurred.
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3 ACCOUNTING POLICIES (continued)
3.3 Summary of significant accounting policies (continued)

Credit-impaired financial assets (continued)
Evidence that a financial asset is credit-impaired includes the following observable data:

- Significant financial difficulty of the borrower or issuer;
- Abreach of contract such as a default or past due event;
- The restructuring of a loan or advance by the Group on terms that the Group would not consider

otherwise;
- Itis becoming probable that the borrower will enter bankruptcy or other financial reorganisation; or

- The disappearance of an active market for a security because of financial difficulties.

in making an assessment of whether an investment in sovereign debt, other than that of the home country
sovereign (i.e. Bahrain), is credit-impaired, the Group considers the following factors.

- The market's assessment of creditworthiness as reflected in the bond yields.
- The rating agencies’ assessments of creditworthiness.

The exposure to the home country sovereign i.e. Bahrain is considered to be low risk and fully recoverable
and hence no ECL is measured.

Presentation of allowance for ECL in the statement of financial position
Loss allowances for ECL are presented in the statement of financial position as follows:

- Financial assets measured at amortised cost: as a deduction from the gross carrying amount of the
assets;

- Loan commitments and financial guarantee contracts: as a provision,

- Where a financial instrument includes both a drawn and an undrawn component, and the Group has
identified the ECL on the loan commitment / off balance sheet component separately from those on
the drawn component: the Group presents a loss allowance for drawn components. The amount is
presented as a deduction from the gross carrying amount of the drawn component. Loss allowance
for undrawn components is presented as a provision in other liabilities; and

- Debt instruments measured at FVOCI: no loss allowance is recognised in the statement of financial
position because the carrying amount of these assets is their fair value. However, the loss
allowance is disclosed and is recognised in the fair value reserve is presented as a provision.

Write-off

Loans and debt securities are written off (either partially or in full) when there is no realistic prospect of
recovery. This is generally the case when the Group determines that the borrower does not have assets or
sources of income that could generate sufficient cash flows to repay the amounts subject to the write-off.
However, financial assets that are written off could still be subject to enforcement activities in order to
comply with the Group’s procedures for recovery of amounts due.

Renegotiated loans

Where possible, the Group seeks to restructure loans rather than to take possession of collateral. This
may involve extending the payment arrangements and the agreement of new loan conditions. Once the
terms have been renegotiated any impairment is measured using the original effective interest rate as
calculated before the modification of terms and the loan is no longer considered past due. Management
continuously reviews renegotiated loans to ensure that all criteria are met and that future payments are
likely to occur. The loans continue to be subject to an individual or collective impairment assessment,
calculated using the loan's original effective interest rate.

Term borrowings

Financial instruments or their components issued by the Group, which are not designated at fair value
through consolidated statement of profit or loss, are classified as liabilities under 'term borrowings', where
the substance of the contractual arrangement results in the Group having an obligation either to deliver
cash or another financial asset to the holder, or to satisfy the obligation other than by the exchange of a
fixed amount of cash or another financial asset for a fixed number of own equity shares.
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3 ACCOUNTING POLICIES (continued)
3.3 Summary of significant accounting policies (continued)

Term borrowings (continued)

After initial measurement, term borrowings are subsequently measured at amortised cost using the
effective interest rate. Amortised cost is calculated by taking into account any discount or premium on the
issue and costs that are an integral part of the effective interest rate.

Investment in associated companies and joint ventures
The Group's investments in its associate and joint venture are accounted for using the equity method.
Under the equity method, the investment in an associate or a joint venture is initially recognised at cost.

The carrying amount of the investment is adjusted to recognise changes in the Group’s share of net assets
of the associate or joint venture since the acquisition date. Goodwill relating to the associate or joint
venture is included in the carrying amount of the investment and is neither amortised nor individually tested
for impairment.

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

A joint venture is a type of joint arrangement whereby the parties that have joint control of the arrangement
'have rights to the net assets of the joint venture. Joint control is the contractually agreed sharing of control
of an arrangement, which exists only when decisions about the relevant activities require unanimous
consent of the parties sharing control.

The considerations made in determining significant influence or joint control are similar to those necessary
to determine control over subsidiaries.

The statement of profit or loss reflects the Group’s share of the results of operations of the associate or
joint venture. Any change in OCI of those investees is presented as part of the Group’s OCI. In addition,
when there has been a change recognised directly in the equity of the associate or joint venture, the Group
recognises its share of any changes, when applicable, in the statement of changes in equity. Unrealised
gains and losses resulting from transactions between the Group and the associate or joint venture are
eliminated to the extent of the interest in the associate or joint venture.

The aggregate of the Group’s share of profit or loss of an associate and a joint venture is charged to the
statement of profit or loss outside operating profit and represents profit or loss after tax and non-controlling
interests in the subsidiaries of the associate or joint ventures.

The financial statements of the associate or joint venture are prepared for the same reporting period as the
'‘Group. When necessary, adjustments are made to bring the accounting policies in line with those of the
Group.

After application of the equity method, the Group determines whether it is necessary to recognise an
impairment loss on its investment in its associate or joint venture. At each reporting date, the Group
determines whether there is objective evidence that the investment in the associate or joint venture is
impaired. If there is such evidence, the Group calculates the amount of impairment as the difference
between the recoverable amount of the associate or joint venture and its carrying value, then recognises
the loss as ‘Share of profit of an associate and a joint venture’ in the consolidated statement of profit or
loss.

Upon loss of significant influence over the associate or joint control over the joint venture, the Group
measures and recognises any retained investment at its fair value. Any difference between the carrying
amount of the associate or joint venture upon loss of significant influence or joint control and the fair value
of the retained investment and proceeds from disposal is recognised in profit or loss.

Premises and equipment

All items of premises and equipment are initially recorded at cost. Depreciation is provided on a straight-
line basis over the estimated useful lives of all premises and equipment, other than freehold land which is
deemed to have an indefinite life.
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