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STATEMENT OF THE
BOARD CHAIRMAN

Honorable Shareholders,

the 28th Annual General Meeting of our

Bank. Despite the hosts of challenges
encountered during the past financial year, we
proved our resolve, resilience and adaptability
to deliver value to you, our Shareholders. I am,
therefore, pleased to present the results of our
operations for the financial year ended June 30,
2021.

I am I am delighted to welcome you to

Over the past year, the global economy has seen
signs of recovery from the worst socio-economic
impacts of the Covid-19 pandemic. Nonetheless,
the recovery hasn’t been smooth. Emergence of
new variants and vaccine inequality prolonged
the fight against the pandemic. On the economic
front, production slacks amid sharp rises in
demand following lifting of restrictions and
return of life to normalcy; and disruptions in the
global supply chain, particularly manifested in
shortage of cargo containers, have been causing
havoc on the global economy. Prompted by
these challenges, prices of some of the major
international commodities have shown sharp
increase.

The year has been of historic proportion
in Ethiopia’s political scene. The political
confrontation in the North of the Country turned
into military engagement with distressing socio-
economic impacts. Even though under immense
regional and international pressures, the second
filling of the Great Ethiopian Renaissance Dam
(GERD) went as planned, much to the delight
of Ethiopians. Towards the end of the year, the
Nation also went to the polls in the sixth national
elections. Aside from the political hurdles,
the Country has been dealing with the socio-
economic impacts of the pandemic. Withholding
of foreign development funds compounded by
illegal economic maneuvers have exasperated
the forex crunch leading to sharp decline in
the purchasing power of Birr and a subsequent
rise in cost of living. But the year has not been
all doom and gloom. With improved earnings
from minerals and coffee, the Country’s
earnings from export has continued gaining
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momentum. The first telecoms license issued to
the global consortium led by Kenya’s Safaricom
has also ushered a new beginning to economic
liberalization.

The year saw policy developments with positive
impacts on thebankingindustry. Demonetization
of the Birr had resulted in unprecedented growth
in new bank accounts and deposits kept with
banks. The measure proved to be instrumental
in promoting financial inclusion by bringing
a huge section of the society in to the financial
system. The cash notes change and the associated
measures that put limits on withdrawals and
cash kept by individuals and businesses (outside
banks) had been useful in dealing with cash
circulating outside the banking system. These
measures, coupled with the lifting of NBE Bills
purchase requirement, had also boosted liquidity
of the banking system.

Thebanking industry is nowwide open for diverse
players, from full-fledged interest free banks
(IFBs), to partially state-owned microfinance
cum commercial banks, telecom operators, and
Fintechs. New full-fledged IFBs have joined the
industry and some of the biggest microfinance
institutions are acquiring banking license. The
state-owned ethio telecom has launched the
first telco-led mobile money service by the name
telebirr. Competition among existing banks had
been stiffening as some go for greater market
share while others safeguard their position all
amid a persistent resource constraint and threat
of new entrants. Robust capitalization has been
seen among leading players while ambitions of
organizers of some banks under formation have
been dashed leading to mergers and potential
drop out given the growth in minimum capital
requirement.

While dealing with the enormous challenges,
Dashen Bankhasachieved unprecedented growth
during the financial year. The Bank managed to
mobilize additional deposits of Birr 21.1 billion
during the year. The Bank closed its books
of account with Birr 74.6 billion in aggregate
deposits, after a 39.4% growth compared to
same period of last year. The IFB wing of the

A

Bank has continued growing, contributing Birr
4.8 billion to the aggregate deposits of the Bank
after an impressive 102.7% year-on-year growth.
On the back of robust increase in deposits, the
Bank’s net outstanding loans and advances, and
IFB financing mounted to Birr 63.9 Billion, after
a 50% year-on-year growth. Total assets of the
Bank surged to Birr 94.7 billion, registering a
38.7% growth. Owners’ equity also went up to
Birr 10.1 billion attaining 21.8% growth relative
to last year. With additional injection of Birr
909 million, paid-up capital of the Bank reached
Birr 4.4 billion, and comprised 43.3% of owners’
equity by the close of the reporting period. The
Bank concluded the financial year with Birr 2.4
billion in profit before tax, a record achievement
that exhibited a 35.6% rise compared to the
preceding year.

Halfway through the implementation period,
the Bank reviewed its fifth strategy plan in light
of the momentous changes unfolding in the
operating environment. The participatory review
process has led to re-articulation of the strategy
plan along nine levers for value creation. The re-
articulated strategy seeks to keep the Bank on
course for greater competitiveness, sustained
growth, and profitability. With the new strategy
in full force, focus is put on targeted, yet extensive
market engagement; strategic investments
geared towards building a digital bank; human
capital development; and embedment of best-in-
class risk management practice, among others.
The Amole digital payments platform has also
continued attracting users and ecosystem
players. The subscriber base of the platform
reached 2.4 million by the close of the reporting
period.

The year has been a historic one for Dashen
Bank as it marked its Silver Jubilee. Despite
the humble beginning, ambition and hard work
of successive generations of Shareholders,
Directors, Management and Staff have brought
us here growing in leaps and bounds through
the years. The 25 years’ journey of the Bank was
commemorated in a series of colorful events. The
Anniversary gave the podium for stakeholders to
recollect the successful journey of the Bank and



pay homage to loyal and prominent customers,
former Board Directors and Executive
Management members, long serving staff, and
partners for putting their mark on the sustained
growth and far reaching impact of the Bank in
changing the lives of Ethiopians for the better.
With the opening up of the market for diverse
players and the developments in the broader
environment, the banking industry in Ethiopia
is in uncharted territories. Despite being dented
by the economic and political challenges; the
opportunities remain rife as the Country boosts
enormous growth prospect. However, with the
diverse players joining the industry, competition
may further stiffen and take new forms. Given
the market dynamics and guided by its strategic
plan, Dashen Bank shall boost its capital base so
as to ensure its strategic investments particularly
that of technology investments that drive its
digital oriented growth ambitions. As proved in
the past I have confidence that our Shareholders
will continue making their farsighted decisions
in this regard.
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Distinguished Shareholders,

The remarkable achievements of our Bank
during the financial year would not have been
possible without continued support of our key
stakeholders. We keep on thriving because of
the trust and confidence bestowed on us by our
valuable customers, to whom we are indebted
for their patronage. I am truly grateful for the
unreserved commitment of our Shareholders
for the continued investment in the future of
the Bank. I am also thankful to fellow Directors
in the Board for the unrelenting commitment
and stewardship in the prudent exercise of
our oversight role. The entire leadership and
staff of the Bank also owes my gratitude for
the collective commitment and effort towards
continued growth and profitability of the Bank.
I further appreciate the valuable guidance and
collaboration of the National Bank of Ethiopia
and all our partners for being with us in this
exciting journey.

Thank you,

(

Neway Beyene
Chairman, Board of Directors
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THE CEO'S MESSAGE

Honorable Shareholders,
I performance of the Bank for the fiscal year

ended 3o0th June 2021. This is the 25th
Annual report and financial statement of the
Bank marking the 25 years’ successful journey of
our Bank.

am honored to present the annual

The following discusses the operating
environment, the Bank’s overall performance,
the Bank’s business and organizational

development, the way forward, and finally a vote
of thanks.

The Operating Environment

The global economy continued experiencing
persistent challenges particularly with the
COVID-19 pandemic impacting global activities.
According to the World Economic Situation and
Prospects (WESP) mid-2021 report, following a
sharp contraction of 3.6 percent in the preceding
year, the global economy is now projected to
expand by 5.4 percent in 2021. Similarly, the
latest IMF economic outlook of April 2021 has
also projected the global economy to grow at
6.1% for 2021 as the impact of the pandemic
fades over time and vaccine coverage and
treatment improves. Consequently, there is a
positive growth forecast for global trade, which
is projected to grow by 8.4% according to IMF
(April 2021) and by 9.4% according to the UN-
WESP 2021 forecast. Trade in services remained
constrained by restrictions on international
travel. Merchandise trade has already surpassed
pre-pandemic levels, reaching a record high in
January 2021 (United Nations World Economic
Situation and Prospects (WESP) mid-2021
report).

On the domestic front, the economy grew at
6.1% in 2020 F.Y, as the impact of the COVID-19
pandemic took place largely in the final quarter
of the fiscal year. Ethiopia’s growth forecast
for the fiscal year 2020/21 has been revised
upwards from 0 to 2 percent due to the higher-
than expected momentum from 2019/20 F.Y.
(Regional Economic Outlook: IMF, April 2021).

A

One of the major macroeconomic developments
during the fiscal year, was the change in currency
notes during mid-September 2020. Despite
various monetary and fiscal interventions by
the government, the inflation rate has stayed
above or close to 20% during the period under
consideration. Though the outlook was upset
by conflicts, the macroeconomic and structural
reforms being implemented are expected to
strengthen foreign direct investment, exports,
and economic growth in the medium term.

The banking industry has been operating under
challenging conditions in the year under review
mainly duetothe negativeimpact of the pandemic
on business activities, political instability and
civil unrests in some parts of the country which
affected smooth business operations and caused
branch closures in some areas and the crisis
encountered in Tigray Region amongst others.
On the positive side, the major regulatory
developments introduced during the reporting
period have offered opportunities for our sector.
Amongst which increase of the minimum capital
requirement for banks, allowing domestic
investors to operate payment systems, the
establishment of the FEthiopian Movable
Collateral Registry, establishment of deposit
insurance funds, relaxation of requirements for
agent banking, foreign currency intermediation
through banks, the cash withdrawal and cash
holding limits outside of the banks and the
change of the currency notes were amongst the
major ones.

With the opening of the industry for new and
diverse players in conventional banking spaces,
several financial and non-financial institutions
are set to join the industry, and so redefine the
competitive landscape.

Foreign currency shortage has been a persistent
challenge in the industry during the fiscal year
under review. The exchange rate of Birr against
major currencies has also been continuously
declining in the year under review.



Operating and Financial Performance

Responding to the multifaceted challenges and
leveraging opportunities the Bank remained
resilient. A review of our strategic, financial and
operational performances revealed progressive
performance results.

The Bank’s total Assets as at June 30, 2021 grew
by 39% over last year’s position and reached
Birr 94.6 billion. The lion’s share of the Assets,
Loans and Advances and IFB Financing have
witnessed a growth of 50% over the same period
last year and stood at Birr 63.9 billion. On the
Liability side, the overall customer deposits grew
by 39.3% and reached Birr 74.6 billion by the
end of the year under consideration. The Bank
has also registered a record high performance
in deposit mobilization, raising Birr 21.1 billion
in the year alone. The increase in growth over
last year was 1.4 times higher. The total capital
of the Bank also increased by 21.7% to stand at
Birr 10.1 billion. The share capital at the end of
the year increased by 26% and stood at Birr 4.4
billion.

During the year under consideration, the Bank
generated a total revenue of Birr 10.3 billion and
incurred expense of Birr 7.8 billion exhibiting
a 37.8% growth of both revenue and expenses,
over the last year. The Bank registered a profit
before income tax and profit after tax of Birr 2.4
billion and Birr 1.7 billion, registering a growth
of 35.6% and 12.3% respectively. Earnings per
share stood at Birr 471 showing a 4% decline to
that of last year due mainly to the increase in
share capital by 26%.

Business and Organizational
Development

We have continued working hard and making
progress towards our vision of becoming the
best in class bank in Africa. In the year under
consideration we have colourfully celebrated our
Bank’s silver jubilee by holding memorable and
befitting events and CSR activities.

Being agile to the dynamic environment the Bank
has conducted an early appraisal of its’ strategic

EVVDEIRE DY | 2020/2021
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plan and re-articulated strategic imperatives
and initiatives. During the year under review,
we have been continuously engaged in revisiting
our value proposition to our customers and
made them more responsive and inclusive. In
order to enhance the direct remittance inflow
from the sending international corridors,
system integrations were successfully completed
with globally known and highly networked
aggregators M/s Flutter Wave and M/s Thunes
in collaboration with Moneta Technologies
PLC. This has enabled direct remittance to
one’s Mobile Wallet, Bank Account and Cash
Pick up. This has created an opportunity to FCY
remitters particularly, the diaspora community,
to enjoy not only fast and dependable transfers
but also lower the cost. In the payment card
front, co-branded gift cards were also launched
with Queens Supermarket, Addis Home Depot
and Lime Tree Restaurant. Another milestone
of the period was the launch of an international
payment gateway on VISA Cyber source that
facilitates e-commerce and hotel reservations.

In terms of channel expansion, an additional 11
full-fledged IFB branches, eight conventional
branches and 10 outlets were opened. Similarly,
14 ATMs were deployed, 190 new Amole
Merchants and 151 new Amole Agents were
recruited. The Amole branded digital banking
platform has attracted 443,586 new subscribers
to make the total number of subscribers 2.4
million. The total number of Amole merchants
had reached 8,119 by the end of the year.

The total number of staff has now reached
10,492 of which 6,422 are permanent staff. In
the period under consideration the staff number
has increased by 5%. To enhance the successors’
leadership and behavioural skills gaps identified
using a 360- degree assessment, individual online
coaching and training programs in collaboration
with a renowned international institution were
conducted.

In the year under consideration, the Bank
sponsored various initiatives including a Dine
for Ethiopia Project, environmental reservation

A

in Lalibella, the Annual Begosew Award, a
feeding program for COVID 19 victims and
health workers, tree planting at Entoto natural
forest in collaboration with the Ethiopian
Heritage Foundation, support for community
based charities for construction of a school at
Beyeda Wereda in North Gondar, among others.

The Way Forward

The Bank has re-articulated its five-year strategy
in view of the fast changing task environment.
Accordingly, in the ensuing period we shall
realign with the changes adopted and reinforce
our strengths in our journey towards our
strategic aspirations.

Vote of Thanks

On behalf of myself and the entire team of
Dashen Bank, I seize this opportunity and extend
my sincere gratitude to our esteemed customers
who have continued their trusted journey and
partnership with our Bank. I am also indebted
to the Board of Directors for their unrelenting
engagement, strong leadership, guidance and
support. My highest regards and appreciation
also goes to our esteemed shareholders for their
unwavering support, our employees, for their
resilience, dedication and utmost commitment
to the vision of the Bank. Finally, my appreciation
goes to all stakeholders in general and the
National Bank of Ethiopia in particular, for its
guidance, continued support and cooperation.

Respectfully,

Asfaw Alemu

CEO
November 18, 2021
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DASHEN BANK S.C.
BOARD OF DIRECTORS’ REPORT

'

The Board of Directors of Dashen Bank S.C are pleased to present the annual report of the Bank
together with the audited financial statements and the auditor’s report for the financial year ended 30
June 2021.

REVIEW OF THE OPERATING ENVIRONMENT

The 2020/21 fiscal year had seen the continued impact of the Covid-19 pandemic on the global
economy. Nonetheless, the impact of the pandemic has been fading overtime with the advent and
growing coverage of vaccines. Even so, vaccine inequality and the emergence of new variants remain
challenges to the global community. With the relaxation of restrictive measures, economic activities
have started returning to normalcy. The IMF estimated global GDP growth at 6.0% during 2020/21,
an impressive growth relative to the 3.2% recession registered in the preceding financial year.
Consistent with recovery in global activity, global trade volumes are forecast to grow by about 9.7%
in 2021. Services trade showed slower recovery than merchandise volumes, which is consistent with
subdued cross-border tourism and business travel. With the return of economic activities to normalcy,
production cuts, disruptions in supply chains and growing global demand have resulted in a sudden
spike in commodity prices.

During the financial year, Ethiopia experienced unprecedented times faced with the continued impact
of the Covid-19 pandemic, political uncertainties in the lead up to the sixth national election, the
military conflict in the north of the Country, the second and historic filling of the Great Ethiopian
Renaissance Dam, and the accompanying political pressures and threats of sanction by foreign
powers. The overwhelming challenges have been manifested in soaring inflation and depreciation in
the value of the Birr against major currencies. The year saw some remarkable economic developments
as well. Opening up of the economy for domestic and foreign private operators has continued and the
consortium led by Kenya’s Safaricom has been awarded with the first telecommunications network
operating license worth an upfront payment of USD 850 million. The Country performed well in
commodities exports, earning USD 3.6 billion as the upturn continues with 19% growth compared with
the previous year’s proceeds. Closer to 20% year-on-year growth was also achieved in tax collection
during the reporting period.

The fiscal year began with positive developments for the banking industry. The cash notes change and
restrictions on cash withdrawals and cash holdings limits put on individuals and businesses have been
instrumental in bringing back cash in circulation to the banking system while enabling a huge leap
in customer acquisitions and deposit mobilizations. This development has translated to a significant
growth in credit deployment and earnings for industry players. The lifting of the NBE Bills purchasing
requirement was another positive development. The reporting year has witnessed the establishment
of Deposit Insurance Funds aimed at guaranteeing depositors in times of financial crisis; while
regulatory requirements on agent banking were relaxed. Provision was also made for local businesses
engaged in export activities to borrow foreign currency through intermediation of local Banks.

With the opening up of the market for diverse operators, domestic investors can now operate payment
systems; and non-financial institutions are allowed to provide mobile money services, a provision which
ethio telecom tapped into quickly with the launch of its TeleBirr service. Microfinance institutions
owned by regional states and cities are also allowed to transition to full-fledged commercial banking,

B
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a path currently being pursued by the Country’s biggest micro lenders. In the fiscal year under review,
an Interest Free Bank has gone operational, while two more are on the way. Several conventional
banks, including mortgage financiers, are also preparing to join the market.

OPERATIONAL HIGHLIGHTS

Deposits

As one of the major industry players, Dashen has benefited from positive developments that happened
during the reporting period. The cash notes change and the restrictions on cash withdrawal from
banks, and the cash holding limits put on individuals and businesses were such major developments.
With these monetary developments and the Bank’s relentless endeavors for customer acquisition and
resource mobilization, a historic incremental deposit of Birr 21.1 billion was mobilized during the
2020/21 financial year. As a result, the aggregate deposits of Dashen Bank, mobilized from a customer
base of 3.2 million accountholders, grew to Birr 74.6 billion as of 30 June 2021.

The Bank’s three years old Shari’ah-compliant interest free banking segment mobilized aggregate
deposits of Birr 4.8 billion, after an impressive 102.7% growth relative to the previous year.

Deposits by Type
{In Millions Birr) 74,554
53,494
48,536
35,860
20936
12,540
. 5003 5081
e .
Demand Savings Fixed Total Deposits

B30 June 2020 %30 June 2021
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Category-wise, the highest increment of aggregate deposits came from Savings, which registered
Birr 12.7 billion or a 35.3% year-on-year growth. Demand Deposits also showed an increment of
Birr 8.4 billion, attaining a year-on-year growth of 67.0%. As the Bank resorts to less costly sources
of loanable funds, Fixed Time Deposits showed slight decline of about 0.2%.

Percentage Share of
Total Deposit by Type

Fixed
8.8%

Loans & Advances

The fiscal year witnessed yet another record performance in resource deployment, whereby the Bank
managed to raise its net outstanding loans and advances and IFB financing by 50% to Birr 63.9 Billion.
Resources to the tune of Birr 2.3 billion had been channeled through the Shari’ah-compliant interest
free banking segment achieving more than a three-fold growth compared to the same period last year.
Record deposit mobilization, strong loan collections, lifting of the NBE Bills purchase requirement
and favorable macroeconomic situations have contributed to the unprecedented growth registered in
resource deployment.

Met Outstanding Loans & IFB Financing
(In Millions Birr)

63,903
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Dashen Bank credit and financing facilities cover diverse economic sectors. By the close of the reporting
year, more than 70% of the resources of the Bank were channeled to Domestic Trade and Services,
Manufacturing and International Trade sectors. Real estate and consumer financing exhibited strong
growth during the reporting period.

Credit and IFB Financing by Sector
(In Millions Birr)

OTS

e - 077
R — 5
r 7,100

— 6772 W30 June 2021
cvrve TR, 27 #30 June 2020
Transpart -1.535

Agricuure [ 391

ﬂﬂuur 838

Manufacturing

Consumer Loans
Feal Estate

Note

‘DTS’ refers to Domestic Trade & Services and Special financing scheme-hotel and tourism

‘CMRWC represents Construction Machineries Rental and Working Capital

‘Consumer loans’ include Personal, Staff housing loans and Emergency staff loans

‘Others’ include Mining, DBE SME Finance Project, MasterCard Foundation Loan Facility and Loans and Advances under
Litigation

Digital Banking Services

Digital banking remains a strong competitive edge of Dashen Bank since the days it pioneered the
introduction of core banking system, card banking and mobile payments. In the review period, the
Bank’s digital payments platform, Amole, was integrated with three payment gateways - Visa, Thunes
and Flutter Wave. The partnership with Visa provides customers the convenience for payments while
transacting on ecommerce platforms. The integration with Thunes and Flutter Wave further makes
it easy to send money in real time direct to the Amole wallet and bank account. In the card banking
space, co-branded cards were introduced with three partners, Queens Supermarket, Addis Home
Depot and Lime Tree Restaurant. The Bank has kept building its digital payments ecosystem and
new partnerships are established with Ministry of Revenue (for tax collection) and Ethio Telecom
(for mobile top up), while further opportunities are being pursued vigorously. The Bank has brought
onboard 2.4 million users on its Amole platform. In the reporting period, 427 thousand users joined
the platform, where 552 thousand transactions involving Birr 2.3 billion were entertained.

By the close of the reporting period, the card acquiring network of the Bank reached 403 ATMs

and 1,340 point of sale (POS) terminals. Dashen Bank accepts four international cards, including
VISA, MasterCard, Amex and UnionPay across its digital channels. At the end of June 2021, the total
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cardholders of the Bank reached 1.3 million after attaining a year-on-year growth of 18.2%. Dashen
currently issues American Express branded Gold and Green Cards, as well as proprietary interest
free banking cards by the name Sharik and An-Nissa.

International Banking

The unabated forex crunch continued impacting resource mobilization and deployment. Despite
modest improvements in the Country’s export earnings, tourism and international travel, FDI, and
remittances remained subdued. Dashen Bank has been able to surmount the challenges mobilizing
foreign currency to the tune of USD 602.8 million, up by 9.3% compared to the previous year. The
achievement is attributed to the strong reputation of the Bank among international partners and
the concerted efforts made.

FINANCIAL HIGHLIGHTS

Statement of Financial Position

The Bank managed to boost its total assets to Birr 94.7 billion, a strong 38.7% growth compared to
the previous year. The record growth attained in credit expansion contributed to the large share of
the boost in assets, which is also complemented by diverse investments. In the reporting period,
total equity climbed to Birr 10.1 billion attaining 21.8% growth relative to last year. Paid-up capital
of the Bank, which reached Birr 4.4 billion after a 26.1% year-on-year growth, comprised 43.3% of
the total equity.

Statement of Profit or Loss and Other Comprehensive Income

The Bank earned gross income of Birr 10.3 billion from core operations and other investments
achieving an annual growth of 35.7%. In terms of composition, the higher portion (77.6%) of
income came from interest income, while the remaining balance came from commissions and
service charges on domestic and international banking services.

Income Breakdown

{In Millions Birr)
7964
— m2020/21 F.Y
220 FY
2015
1,513
|

Inenest Income Fees & Commissions Other Oparaling Incomeas
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On account of growing deposits and cost of doing business, the Bank incurred total expenses of Birr
7.8 billion, which represents a 35.8% growth compared to last year. Component wise, the lion's share
(37.8%) was interest paid on deposits followed by personnel expenses (27.4%).

Expense Breakdown
(In Millions Birr)

B2 EY

2860
2453 EXIWOFY
2,145
1.734
b 1,206
1,043
342 254

] e

Impairmant

Interest Expense Personnel Expense  Fees, Commissions Less on foreign
and Other Operating exchange
Expenses

The Bank concluded the year with a record profit before tax of Birr 2.4 billion. Profit before tax grew
by 35.6% compared to the preceding fiscal year.

Inceme, Expense
& Pre-tax Profit

HETotal Incomes
19,
(In million of Birr) il i Tetal Experses

Prodt before Tax

783 7 558
5,768
2,427
1,780
2020021 FY AV EY

Proposed Dividend Payout

Out of the total distributable net retained earnings balance, the Board of Directors recommends Birr
579,576,000 (five hundred seventy-nine million five hundred seventy-six thousand) to be added
to capital as plowback and a dividend of Birr 579,576,000 (five hundred seventy-nine million five
hundred seventy-six thousand) to be paid to shareholders in cash.
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OTHER ACTIVITIES

Business Development

Halfway through the implementation of the Five Years Strategy Plan, the Board and Management
extensively reviewed the implementation status of the plan amidst the changing dynamics in the
operating environment. Based on the assessments made, the Bank has rearticulated its strategic
plan, which led to subsequent organizational development interventions. A wide range of policy
documents that seek to improve business practices and operational efficiency were produced and put
to use during the reporting period. The Bank also endeavored to reach out to new markets, acquire
and retain customers and encourage adoption and usage of its products and services. Various new
and enhanced products were developed and introduced after local and international benchmarking.
Pricing of products and services were also reviewed against value propositions resulting in revision on
certain terms and tariffs. Regarding customer outreach, an additional eight full-fledged conventional
branches, 11 dedicated IFB branches, and 10 outlets were opened in different parts of the Country.
At the end of June 2021, the network of branches, including outlets, reached 454, a 6.8% growth
compared to the previous year.

People Management and Development

The workforce of the Bank reached 10,492 as at 30 June 2021, of which 6,422 were permanent
employees. With the growing business volume and outreach, the staff strength of the Bank went up by
5.24% compared to the previous year. Women comprise 30% of the workforce.

The fiscal year witnessed good progress in running the full cycle of the performance management
system and encouraging strides were also made in succession management. Leadership development
programs were run based on 360-degree assessments made among the executive and senior
management members. Despite the impact of the COVID -19 pandemic on physical delivery of
training programs, the Bank kept-up the momentum in talent development with targeted programs
that enrolled 17,259 trainees at an outlay of more than Birr 26 million.

With regards to employee welfare, the Bank has continued investing in the wellbeing of its employees
and their families. Particular attention was paid to safety and health as the COVID-19 pandemic
continues to pose challenges on our social and economic wellbeing. Various protective measures have
been taken. Measures taken to ensure health and safety of staff include disinfecting of work spaces
and facilitation of staff vaccination, among others.

Information Technology

Dashen Bank has made significant strides in the IT front in the past year by successfully concluding
projects that focused on enhancing availability, increasing automation and ensuring security. The
Bank’s ICT infrastructure is in a much stronger position than it was a year before with the successful
completion of its data center relocation to a modern facility site and the implementation of disaster
recovery setups.

The new modern data center, coupled with increased capacity in branch connections, is expected
to enhance the service quality of business operations. In addition, the number of state of the art
communication, collaboration tools and other solutions have been deployed through internal
capabilities and acquisitions. The tools have enhanced business activities, reduced operational costs,
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avoided communication delays and strengthened the competitive position of the Bank by creating
customer facing solutions and enhancements. In general, Dashen Bank is the leading bank in
integrating its system with corporate customers’ and other payment systems.

Risk Management and Compliance

Considering its importance, the Bank considers risk management as one of its strategic pillars. The
risk management strategy is embedded in every operation of the Bank. During the fiscal year, risk
management took center stage of the operation through identifying potential risk areas, properly
measuring the likelihood and potential impacts, putting best-fit alternatives in place and continuously
monitoring materialized and potential risks. In this regard, the Bank is continuously working on
internalizing risk management practices across the organization through enhancing risk management
processes into the mainstream of the Bank’s culture. This has been done through continuous awareness
creation training, risk registering, leading risk indicators as well as periodic risk assessment reports on
credit, financing, liquidity, markets and operations of conventional banking and interest free banking
of the Bank.

Governance

The Board of Directors and its sub-committees, i.e., Strategy, Audit, Risk and Human Resources
executed their oversight duty in accordance with their Charters. The Board closely oversaw and
gave directions on issues based on its mandate. These included approval of revised strategy plans,
annual budgets, quarterly evaluation of performance progress reports, approval of various policies
and strategic investments. The Board also critically reviewed and endorsed quarterly sub-committees'
reports. Moreover, the Board conducted semiannually its full Board and sub-committees' evaluation.

Silver Jubilee

The year marked 25th anniversary of Dashen Bank, which was celebrated with various colorful
functions. At grand occasions held at Sheraton Addis Hotel and Friendship Square, prominent
customers, major partners, former board directors and presidents, as well as staff were recognized.
Paying tribute to the magnificent mountain whose name the Bank borrowed, an annual mountain
hiking festival was also launched in the Semien Mountain National Park.

Corporate Social Responsibility (CSR)

As a proud corporate citizen, Dashen Bank remains committed to go beyond the call of duty to respond
with generosity in support of noble causes. The Bank supported public projects and social causes
including, the Dine for Ethiopia’ Project and the Annual Bego Sew Award. Financial support was
extended to alocal charity towards the construction of a school at Beyeda Woreda in North Gondar. The
Bank further committed resources on feeding programs targeting disadvantaged sections of society,
Covid-19 victims and health workers. It also supported environmental conservation in Lalibella while
its Management and staff took partin the planting of trees at Entoto Natural Forest in collaboration with
the Ethiopian Heritage Foundation. The Bank kept on encouraging entrepreneurship and supporting
those with enterprising ideas but lacking resources through its Ethiopia Talent Power Series. The first
episode of the program came to an end on the day Ethiopians welcomed the 2013 New Year. During
the reporting period, the Bank spent about Birr 59 million in support of various worthy causes.
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Going Forward

Though the outlook is clouded by conflict and international pressures, good prospects ahead include
a robust crop harvest, continued positive momentum in exports, and encouraging prospects for FDI
due to the imminent liberalization of economic sectors and privatization of public enterprises. With
the wide opening of the banking industry for diverse players, tougher competition is ahead from bank
and non-bank players. To overcome the challenges, the focus will be on talent and customer retention,
selective channel expansion, product innovation and improved customer services. The Bank will
leverage its hard-earned reputation, extensive market coverage, strong customer and resource base,
and technological capabilities to drive sustained growth and profitability.

Sincerely,

(

Neway Beyene
Chairman, Board of Directors
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Dashen Bank S.C.
Report of the Shari'ah Advisory Committee
For the Financial Year Ended June 30, 2021

To the Shareholders, Customers and other Stokeholders of Dashen Bank 5.C.

As part of the roles and responsibilities of the Shari’ah Advisory Committee ("the Committee”) of Dashen Bank
5.C. ("the Bank") stipulated under the Bank's Shari'ah Governance Framework and Charter of the Committes,
we hereby submit its report for the financial year ended June 30, 2021;

The Committee dedicated its highest attention and time to oversee the Bank's Interest Free Banking (“IFB")
window service at IFB Windows and dedicated IFB Branches. In the period under review, the Committee has
held successive regular and extraordinary meetings to effectively fulfill its responsibilities. It has reviewed the
Bank’s IFB products, financing contracts, terms and conditions, etc. used at the Bank's IFB window service in
order to determine that the relevant Shari'ah rules and principles are strictly applied. It has also issued fatwas
(rulings) on all Shari'ah related matters referred to it by the Bank. The Committee has duly given feedbacks and
directions to the Board of Directors, Management and Staff of the Bank an matters requiring their attention.

The committee has also regularly reviewed and deliberated on various reports and financial statements
submitted to it by Executive Offices, Departments and Work Units of the Bank to determine whether the
overall performance of the Bank's IFB window service is Shari’ah compliant and consistent with internationally
accepted Islamic finance principles. The committee has accordingly given feedbacks and directions based on
the reports and explanations given by the officials and experts of the Bank.

The Management of the Bank is responsible for ensuring that the Bank undertakes its IFB business in a manner
consistent with Islamic law or Shari‘ah principles as per the relevant directives of the National Bank of Ethiopia
and best industry practices worldwide. It is our responsibility to form an independent opinion as to whether
the Bank has complied with the Shari'ah rules, principles and with the specific fatwas or Shari'ah decisions
made by us, Qur opinion is primarily based on the reviews of regular reports and relevant documentations, the
Bank's operations, audit reports and the explanations given by the Management,

In our opinion:

1} The Bank is exerting utmost efforts to comply with regulatory reguirements as well as adopt best
industry governance practices; and

2} The contracts, transactions and dealings entered by the Bank during the financial year ended June 30,
2021 that we have reviewed are in compliance with Shari'ah rules and principles.

Finally, the members of the Committee would like to appreciate the efforts and commitments of the Board of
Directors, Management and Staff of the Bank towards strengthening Shari'ah compliance in the Bank's IFB
window sendce,

Addis Ababa, October 7, 2021
On Behalf of the Shari’ah Advisory Committee

> gy

Sheikh Muhammed Yasin Ibrahim Ustaz Mahmoud Hassen Hussen
(Chairman - SAC) (D/Chalrman - SAC)

Dr. Kernal Hajji-Geletu Mamme Ustaz Mustaffa Hamid Yussuf Ustaz Hemn;lan Ahmed Abdo
{Member - SAC) Member - SAC) [Member - SAC)
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Dashen Bank Share Company
Report and Financial Statements
For the year ended 30 June 2021

Directors’ report

The Directors submit their report together with the financial statements for the year ended 30 June 2021 to the
shareholders of Dashen Bank Share Company ("Dashen” or the "Bank"). This report discloses the financial
performance and state of affairs of the Bank.

Incorporation and address

Dashen Bank Share Company was incorporated in Ethiopia in 1995 as a privately cwned financial institution and
is domiciled in Ethiopia.

Principal activities
The Bank is principally engaged in the provision of a diverse range of financial products and services to a
corparate, retail and SME clients based in the Ethiopian Market,

Share capital

The Bank has a paid up capital of ETE 4,387 996,000 (2020: ETB 3,479,224 000} divided into 4 287 996 (2020
3.479,224) ardinary shares of par value of ETB 1,000.
Operating Results

The Bank's results far the year ended 30 June 2021 are set out on page 37, The profit for the year has been
transferred to retained earnings. The summarised results are presented helow,

2021 2020

ETB'000 ETB"000
Met interest income 5,004,174 3,365,136
Profit befare tax 2,426,804 1,788,930
Income tax expense {700,557) (252,897)
Profit for the year 1,726,247 1,536,933
Other comprehensive income, net of taxes {17,267) {9,657)
Total comprehensive income for the year 1,708 9386 1,527 278
Basic EPS 471 480

Directors
The Board of Directors who held office during the year and to the date of this report are set out on page 28,

A_A Bromhead
Certified Audit Firm
Meway Beyene Mulatd~— P.O. Box 709
Chairman, Board of Directors Addis Ababa

30 September 2021

A A, Bromhead Certified Audit Firm and UK Registered Auditor
P.C. Box 7049, Addis Ababa, Ethiopia, Telephone +251 11 532 42 85 /552 45 58, Fax +251 11 552 4576,
Email: - aabromhead@aa-bromhead .com
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Dashen Bank Share Company
Report and Financial Statements
For the year ended 30 June 2021

Statement of Directors' responsibilities

The Commercial Code of Ethiopia 2021 requires the Directors to prepare financial statements for each financial
year which give a true and fair view of the state of affairs of the Bank as at the end of the financial year and of the
cperating results of the Bank far that year. The Code also requires the Directers to ensure that the Bank keeps
proper accounting records which disclose, with reasonable accuracy, at any time, the financial position of the
Bank. They are also responsible for safeguarding the assets of the Bank.

The Directors are responsible for the preparation of financial statements that give a true and fair view in
accordance with the International Financial Reperting Standards (IFRSs). the requirements of the Commercial
Coede of Ethiopia 2021, the Banking Business Proclamation Moo 532/2008 and Banking (Amendment)
Praclamation No. 1159/2019, NBE Directives and the Accounting and Auditing Board of Ethiopia's instructions of
30 October 2019, and for such intermal controls as the Directors determine are necessary to enable the
preparation of financial statemenis that are free from material misstatement, whether due to fraud or error.

The Directors accept responsikility for these financial statements, which have been prepared using appropriate
accounting policies supported by reasonable and prudent judgments and estimates, in conformity with IFR3s, the
reguirements of the Commercial Code of Ethiopia 2021, the Banking Business Proclamation Mo, 592/2008 and
Banking {Amendment) Froclamation Mo 115872019, NBE Directives and the Accounting and Audiing Board of
Ethiopia's instructions of 30 Cctober 2019. The Directors are of the opinion that the financial statements give a
true and fair view of the state of the financial affairs of the Bank and of its operating results. The Directors further
accept responsibility for the maintenance of accounting records which may be relied upon in the preparation of
financial statements, as well as adequate systems of internal financial control.

The Directors also accept responsibility for:

i Designing, implementing and maintaining such internal control as they determine necessary to enable the
presentation of financial statements that are free from material misstaterment, whether due to fraud or error,
i) Selecting suitable accounting policies and applying them consistently; and

iii) Making accounting estimates and judgements that are reasonable in the circumstances.

The Directors acknowledge that the independent audit of the financial statements does not relieve them of their
respansibilities.

Mothing has come to the attention of the Directors to indicate that the Bank will not remain a going concern for at
least the next twelve menths from the date of this statement.

Signed on behalf of the Directors by

\

Meway Beyens Mulstu Asfad Hlemujessema
Chairman, Board of Directors Chief Executiye Officer
30 September 2021 '
A.A Bromhead
Certified Audit Firm
P.O. Box 709
Addis Ababa

AA Bromhead Certified Audit Firm and UK Registered Auditor
P.C. Box 709, Addis Ababa, Ethiopia, Telephone +251 11 552 42 85 /552 45 58, Fax #251 11 552 4576,
Email: - aabromhead@aa-bromhead com
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Dashen Bank Share Company
Report and Financial Statements
For the year ended 30 June 2021

Independent Auditor's Report to the Shareholders of Dashen Bank Share Company
Report on the financial statements
Qpinion

We have audited the aceompanying financial statements of Dashen Bank Share Company ("the Bank") set out
cn pages 10 to 87, which comprise the statement of financial position as at 30 June 2021, statement of profit or
loss and other comprehensive income, statement of changes in equity and statement of cash flows for the year
then ended, and notes to the financial statements, including a summary of significant accounting policies and
other explanatory infarmation.

In our opinion, the accampanying financial statements present fairly, in all material respects, the financial position
cf the Bank as at 30 June 2021 and of its financial performance and cash flows for the wear then ended in
accordance with International Financial Reporting Standards (IFRSs).

Basis for opinion

We conducted our audit in accordance with International Standards en Auditing {I5As). Our responsibilities under
those standards are further described in the Audifor's Responsibiifies for the Audit of the Financial Statements
section of our report. We are independent of the Bank in accordance with the ethical requirements that are
relevant to our audit of the financial statements in Ethiopia, and we have fulfilled our other ethical responsibilities
in accordance with these requirements. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our opinian,

Emphasis of Matter

We draw attention to notes 14(a) and 15, which describe the uncertainty of the existence of the ETB 151 million
cash in hand and the ultimate status of the ETE 1.7 bilion loans and advances and IFB financing balances due to
the Tigray Region's current conflict. Our opinion is not modified in respect of these matters

Key audit matters

Key audit matiers are those matters that, in our professional judgment, were of most significance in our audit of
the financial statements of the current pericd. These matters were addressed in the context of cur audit of the
financial statements as a whale, and in forming our epinion thereon, and we do not provide a separate apinion
on these matters.

Mature of key audit matter

1. Significant management's judgments, estimates and assumptions in the determination of expected credit loss
(ECL)

The carrying value of financial instruments within the scope of IFRS 9 ECL may be materially misstated if
judgements ar estimates made by the management are not accurate,

+ Significant Increase in Credit Risk (SICR) - the Bank's identification of a significant increase in credit nisk
(SICR) based on the Mational Bank of Ethiopia (NBE)'s Directive No. SEB/ES2/2018 as qualiative indicatars
for identifying a significant increase in credit risk are highly judgemental and can materially impact the ECL
recognised for loans and advances. The SICR determines whether to apply the 12 months ECL or the
lifetime ECL.

# The Bank has applied the NEE's definition for "Non-perferming” loans and advances to determine  defaults
of leans and advances and has applied prebability of default {(PD) of 100% for loans and advances that are
classified under “Sub-Standard”, "Doubtful” and “Loss”

& To estimate the loss given default (LGD), assumptions and estimates are made in the determination of
the value of collateral and the corresponding sales proceeds as well as the time of the sales,

A.A Bromhead
Certified Audit Firm
A A Bromhead Certified Audit Firm and UK Registered Auditor P.O, Box ?gg
P.O. Box 709. Addis Ababa, Ethiopia, Telephone +251 11 552 42 85 /552 45 58, Fax +p51 11 fisdisAbaba

Email: - aabromhead@aa-bromhaad.com
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Dashen Bank Share Company
Report and Financial Statements
For the year ended 30 June 2021

Independent Auditor's Report to the Shareholders of Dashen Bank Share Company (Continued)
Report on the financial statements (Continued)

Key audit matters (Continued)

Mature of key audit matter {Continued)

« Economic base case — [FRS 9 requires the Bank to measure ECL on a forward-looking basis, incarporating
future macro-economic variables {MEVs) reflecting a range of future conditions, that might differ from
gxpectations.

& Complex model used — Complex statistical matnces are used in the determination of probability of default
(P

& The Bank is not in a position to assess the impact of the uncertainties arnsing from events in Northern
Ethiapia, particularly on its cash in hand and loans and advanceas and IFE financing balances.

The effect of these matters is that, as part of our risk assessment, we determined that the value of ECL has a
high degree of estimation uncertainty, with a potential range of reasonable outcomes greater than cur materiality
for the financial statements as a whole.

Qur response

Our audit procedures focused on the significant areas of judgement and estimations that could result in material
misstatements in the financial statements. These procedures included:

+ Understanding the methodology used to determine the ECL,
=« Ascertaining the completeness of data used in the determination of ECL,

= Ascertaining the correctness of the classification of financial assets to stages, stage 1or 2or 3;

« For a sample of loans and advances, the values of collateral used in the determination of LGD were
checked with the collateral values assessed by management;

# For a sample of loans and advances, the accuracy of LGD and ECL were tested for accuracy; and

= Reviewing the adeguacy of disclosures of management judgments, estimates and assumptions;

« We have included an 'Emphasis of matter' paragraph in the audit report to draw attention.

Our results

We considered the credit impairment charge, the provision recognised and the related disclosures to be
acceptable.

2. Information Technolegy (IT) Access management

Our audit appreach relied extensively on automated controls and, therefore, on the effectiveness of controls over
IT systems. Access managemeant controls are critical to ensure that changes to applications and underlying data
are made in an appropriate manner. Apprapriate access and change controls contribute to mitigating the risk of
potential fraud or errors as a result of changes to applications and data,

Our response

Access rights were tested over applications, aperating systems and databases relied upon for financial reporting.
Specifically, the audit tested that:

s New access requests for joners were properly reviewed and authorised;

& Llser access rights wera removed an a timely basis when an individual left or changed role;

« Access rights to applications, operating systems and databases were periodically monitored for
appropriatensss;

& Highly privileged access was restricted to appropriate personnel; and

o Existence of strict procedures an password paolicies, security configurations, contrals over changes to code,

data and configuration. A A Bromhead
Certified Audit Firm
AA. Bromhead Certified Audit Firm and UK Registered Audfor P.O. Box 709
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For the year ended 30 June 2021

Independent Auditor's Report to the Shareholders of Dashen Bank Share Company (Continued)
Report on the financial statements (Continued)

Key audit matters (Continued)

2. Information Technolagy (IT) Access management (Cantinued)

Our results

We considered the user access management control to be acceptable.
Other infermation

The Directors are responsible for the other information, which comprises the Directors' report in accordance with
Article 315(6)c) of the Commercial Cade of Ethiopia of 2021, Qur opinian on the financial statements does not
cover the other infermation and we do not express any form of assurance or conclusion thereon,

In connection with our audit of the financial statements, our responsibility is to read the other information
identified above and, in doing so, consider whether the other information is matenally inconsistent with the
financial statements ar our knowledge obtained in the audit or otherwise appears to be matenally misstated. If,
based on the audit work we have performed on the other information that we obtained prior to the date of this
auditor's report, we conclude that there is 8 material misstatement of this other information, we are required to
report that fact. We have nothing to report in this regard.

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

The management of the Bank is responsible for the preparation of financial statements that give a true and fair
view in acscordance with International Financial Reporting Standards and the requirements of the Commercial
Code of Ethiopia 2021, the Banking Business Froclamation Mo, 58272008 and Banking (Amendment}
Proclamation Mo. 11592019, NBE's Directives and the Accounting and Auditing Board of Ethiopia's instructions
of 30 October 2019, and for such internal controls as management determines are necessary to enable the
preparation of financial statements that are free from material misstatement, whether due to fraud or error,

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

These 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
cpinion, 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 anse from
fraud or error and are considered matenial if, individually or in the 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 judgement and maintain professional
scepticism throughout the audit. We alsa:

i}y Identified and assessed 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,
fargery, intentional omissions, misrepresentations, or the override of internal control,

AA Bromhead
AA. Bromhead Certified Audit Firm and UK Registered Auditor Certified Audit Firm
P.O. Box 709, Addis Ababa, Ethiopia, Telephone +251 11 552 42 85 /552 45 58, Fax 4251 11 sgﬁfﬂé?x 709
Email: - aabromhaad@aa-bromheaad.com A 8 Ababa
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For the year ended 30 June 2021

Independent Auditor's Report to the Shareholders of Dashen Bank Share Company (Continued)
Report on the financial statements (Continued)
Auditor’s responsibilities for the audit of the financial statements (Continued)

il Ohtained an understanding of internal control relevant to the audit in order to design audit procedures that
were appropriate in the circumstances, but not for the purpose of expressing an opinion on the
gffectiveness of the Bank's internal control.

i) Evaluated the appropriateness of accounting policies used and the reasonablenass of accounting estimates
and related disclosures made by the management.

ivl Concluded on the appropriateness of the management's use of the going concern basis of accounting and
based on the audit evidence obtained, whether 8 material unceriainty existed related to events or conditions
that may have 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 o the related
disclosures in the financial statements or, if such disclosures are inadequate, to modify cur opinion. Our
conclusions were based on the audit evidence obtaned 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.

v) Ewaluated the owverall 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

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

Report on Other Legal and Regulatory Requirements

We have no comment to make on the report of your Directors so far as it relates to these financial statements
and pursuant to Article 3459 (1 and 2) of the Cemmercial Code of Ethiopia 2021, recommend approval of them

S _u;:ﬂ)m&

A4, Bromhead Certified Audit Firm and

UK Registered Auditor 30 September 2021
Auditor's of Dashen Bank Share Company Addis Ababa
A.A Bromhead
Certified Audit Firm
P.O. Box 709
Addis Ababa

As Bromhead Certified Audit Firm and UK Registared Auditor
P.C. Box 709, Addis Ababa, Ethiopia, Telephone +251 11 552 42 85 /552 45 58, Fax #251 11 552 4576,
Email: - aabromhead@as-bromheaad com
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Statement of profit or loss and other comprehensive income

Interest income
Interest expense

Met interest income

Fees and commission income
Fees and commission expense

Met fee and commission income

Other cperating income
(Loss) on foreign exchange

Total operating income

Loan impairment (charge)/ reversal
Impairment charge on IFB financing

Impairment losses on other financial assets

Met operating income

Employee benefits expense
Other cperating expenses

Profit before income tax

Income tax expense

Profit for the year

Other comprehensive income (OCI)

Items that will not be subsequently reclassified

to profit or loss:

Remeasurement (loss) on retirement benefits cbligations
Remeasurement {loss) on financial assets at FVTOCI

Deferred tax income

Total comprehensive income for the year

Earnings per share (EPS3):

Basic EPS
Diluted EPS

The notes an pages 42 to 114 are an integral part of these financial statements.

A

A A Bromhead
Certified Audit Firm
P.O, Box 709
Addis Ababa

Notes

=1 =]

11
12

13(a)

24(c)
15(2}
13(a)

26
26

2021 2020
ETB'000 ETB'000
7,964,250 5,824,000
(2,960,076)  (2,458,864)
5,004,174 3,365,138
2,015,118 1,512,912
(95,587) (80,608)
1,918,531 1,432,303
280,046 221,210
(1,043,069) (341,911)
6,160,682 4,676,738
(248,779) 69,976
(2,769) (179)
(2,541) (7.012)
5,906,593 4,739,523
(2,145,030)  (1,734,308)
(1,334,759)  (1,215,285)
2,426,804 1,789,930
(700,557) {252,997)
1,726,247 1,536,933
(2,434) (11,682)
(22,224) (2,114)
7.397 4,139
(17,261) (9,657)
1,708,986 1,527,276
471 490
471 490

AA Bromhead Certified Audit Firm and UK Registered Auditor
P.Q. Box 708, Addis Ababa, Ethiopia, Telephone +251 11 552 42 85 /552 45 58, Fax +251 11 552 4576,

Email: - aabromhead@aa-bromhead.com



LVVDEIRE DY | 2020/2021

Dashen Bank Share Company
Report and Financial Statements
As at 30 June 2021

Statement of financial position

2021 2020
Notes ETE'DOD ETE'000

ASSETS
Cash and balances with banks 14(a) 7,991 325 6,061,280
Reserve wilh Mational Bank of Ethiopia 14(b) 3729813 2 679,866
Loans and advances to customers 15(a) 61,620.172 42 067 537
IFE financing 15(b) 2,253,108 542,162
Investment security:

Financial assets at fair value 16(a) 112,138 95 778

Debt securities at amortised cost 16{c) 12,072,387 11,128,720
Other assets 17(a) 1625124 06,548
Investment properties 19 764,122 780,994
Intangible assets 20 211.454 91,618
Property and eguipment 21 4,171,696 3,881,642
Deferred tax assets 13(e) 115621 128,163
Total Assets 94,595,951] EB ,261131 0
LIABILITIES AND EQUITY
LIABILITIES
Customer deposits 22 74 553 5086 53,493,855
Current income tax 13(d) SE0BET 380,839
Other liabilities 23 9211274 5.866,178
Defined benefit obligation 24(a) 246 424 205,866
Total liabilities 84,571,871 59,946,738
EQUITY
Share capital 25 4,387 99 3,479,224
Retained earmnings 27 1,161,185 796,315
Reserve for IFRS 28 922013 951 405
Legal reserve 249 2800992 2369430
Special reserve 30 100 100
Regulatory credit risk reserve 31 805 233 743 267
Other reserves az (42.430) (25,169)
Total equity 10,125,089 8,314,572
Total liabilities and equity 94,696,960 63,261,310

The financial statements on pages 37 to 114 were approved and authorised for issue by the Board of Directars on
30 September 2021 and were signed on its behalf by

%/2/ A.A Bromhead 7%(\_4’*
; Certified Audit Firm

Neway Beyene Mulatu P.O. Box ?E" Asfaw Alemu /Tessema
Chairman, Board of Directors Addis Ababa Chief Executive Officer

The notes on pages 42 to 114 are an integral part of these financial statements,

AA Bromhead Certified Audit Firm and UK Registered Auditor
P.C. Box 709, Addis Ababa, Ethiopia, Telephone +251 11 552 42 85 /552 45 58, Fax #251 11 552 4576,
Email: - aabromhead@aa-bromhead com
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Dashen Bank Share Company
Report and Financial Statements
For the year ended 30 June 2021

Statement of cash flows

2021 2020

Notes ETE'000 ETE'000
Cash flows from operating activities
Cash generated from operations 33 3,949,002 1,545,982
Income tax paid 13(d) (500,790) (242,085)
Defined benefit paid 24(a) (7.979) (7.212)
Directors' remuneration paid 27 (2121 (1,500}
Net cash generated from operating activities 3,438,112 1,295,185
Cash flows from investing activities
(Purchase) / Collection of bills, bonds and time deposits 16(c) (946,856) 1,175,334
Purchase of shares 16(a) 138,584) (7,995)
Furchase of intangible assets 20 (199,291) (11,602)
Purchase of property and equipment 21(a) (210,474 (335,303)
Payment far right of use assel 21(b),37 (232 844) (72,903)
Froceegs om Saie of property ana equipment 33 6.125 7 805
Net cash [used in)/ generated from investing activities (1,622,024) 755,036
Cash flows from financing activities
Dividends paid 27 (280,668) (77.,992)
Proceeds from issued shares 384825 220110
Net cash generated from financing activities 113,957 142,118
Net increase in cash and cash equivalents 1,930,045 2,192,339
L-ash and cash equivalents at 1 July 6.061.280 3,868,941
Cash and balances with banks at 30 June 14(a) 7,991,325 6,061,280
The notes on pages 42 to 114 are an integral part of these tinancial statements,

AA Bromhead
Certified Audit Firm
P.O. Box 709
Addis Ababa

A A Bromhead Certified Audit Firm and UK Registersd Auditor
P.O. Box 7049, Addis Ababa, Ethiopia, Telephone +251 11 532 42 85 /552 45 58, Fax +251 11 552 4576,
Email: - aabromhead@aa-bromhead.com
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Dashen Bank Share Company
Report and Financial Statements
For the year ended 30 June 2021

Motes to the financial statements

1

2.2

221

General

Dashen Bank Share Company ("Dashen” or the "Bank™) is a private Commercial Bank domiciled in
Ethiopia. The Bank was established on 20 September 1995 in accordance with the Commercial Code of
Ethiopia 1960 and the Licensing and Supervision of Banking Business Proclamation Mo. 84/19%4. The
Bank's registered office is:

Dashen Bank Share Company Headguarters Building
Sudan Street

Addis Ababa

Ethiopia

The Bank is principally engaged in the provision of a diverse range of financial products and services to
corporate, retail and SME clients based in the Ethiopian market

Summary of significant accounting policies

Introduction to summary of significant accounting policies

The principal accounting policies appled in the preparation of these financial statements are set out
below. These policies have been consistently apphed to all the years presented, unless otherwise stated.

Basis of preparation

The financial statements for the year ended 30 June 2021 have been prepared in accordance with
International Financial Reporting Standards (IFRSs) as issued by the International Accounting Standards
Board (IASE). Additional information required by the national regulations is included where appropriate.

The financial statements comprise the statemant of profit or loss and other comprehensive income, the
statement of financial position, the statement of changes in equity, the statement of cash flows and the
notes to the financial statements.

The financial statements have been prepared on the geoing concern basis under the historical cost
concept. All values are rounded to the nearest thousand, except when otherwise indicated. The financial
staterments are presented in thousands of Ethicpian Birr (ETEB' 000),

The preparation of financial statements in conformity with IFRSs requires the use of certain critical
accounting estimates. It also requires management to exercise its judgment in the process of applying the
Bank's accounting policies. Changes in assumptions may have a significant impact on the financial
statements in the period the assumptions change. Management believes that the underlying assumptions
are appropriate and that the Bank's financial statements therefore present the financial position and
results fairly. The areas invelving a higher degree of judgment or complexity, or areas where assumpticns
and estimates are significant fo the financial statements, are disclased

Going concern

The financial statements have been prepared on a going concern basis. The management have no doubt
that the Bank will remain in existence for the next 12 months.

A.A Bromhead
Certified Audit Firm
P.O. Box 709
Addis Ababa

As Bromhead Certified Audit Firm and UK Registered Auditor
PO Box 709, Addis Ababa, Ethiopia, Telephone +251 11 552 42 85 /552 45 58, Fax +251 11 552 4576,
Email: - aabromhead@aa-bromhaad.cam




LVLUEIRNGE 0w | 2020/2021

Dashen Bank Share Company
Report and Financial Statements
For the year ended 30 June 2021

MNotes to the financial statements {Continued)

2

Summary of significant accounting policies (Continued)

2.2.2 Changes in accounting policies and disclosures

Mew Standards, amendments, interpretations issued, effective and adopted during the year

Effective for annual

periods beginning on or
Mew Standards or amendments after

Amendments o provide lessees with an exemption from
assessing whether a COVID-189 related rent concessian 1s
a lease modification. 1-Jul-20

Mew standards, amendments and interpretations issued but not effected for the reporting period.

Effective for annual
pericds beginning on or
Mew Standards or amendments after

Reference to the Conceptual Framewaork — Amendments

to IFRE 3 1-Jan-22
Property, Plant and Equipment: Proceeds before Intended

Use — Amendments to 1AS 16 1-Jan-22
Onercus Contracts - Costs of Fulfiling a Contract -

Amendments to 1AS 37 1-Jan-22
IFRS 1 First-time Adoption of International Financial

Reporting Standards — Subsidiary as a first-time adopter 1-Jan-27
AlP IFRS 9 Financial Instruments = Fees in the "10 per

cent' test for derecognition of financial liabilities 1-Jan-23
Classification of Liabilities as Current or Mon-current -

Amendments ta 1AS 1 1-Jan-23
Definition of Accounting Estimates - Amendments to

IAS 8 1-Jan-23
Disclosure of Accounting Palicies - Amendments to [AS 1

and IFR3 Fractice Statement 2 1-Jan-23

Management is of the view that the adoption of these standards, amendments and interpretations will not
have a significant effect an its financial statements when they become effective.
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Summary of significant accounting policies (Continued)
Foreign currency translation

Functional and presentation currency

ltems included in the financial statements are measured using the currency of the pnimary economic
envirenment in which the Bank operates {the functional currency’). The functional currency and
presentation currency of the Bank is the Ethiopian Birr (ETB).

Transactions and balances

Foreign currency transactions are translated into the functional currency using the exchange rates
prevailing at the dates of the transactions. Foreign exchange gains and losses resulting from the
settierment of foreign currency transactions and from the translation at exchange rates of monetary assets
and liabilities denominated in currencies cther than the Bank's functional currency are recognised in profit
ar loss. Monetary items denominated in foreign currency are translated using the closing rate as at the
reporting date,

Changes in the fair value of monetary securities denominated in fareign currency classified as amortised
cost are analysed between translation differences resulting from changes in the amortised cost of the
security and other changes in the carrying amount of the security. Translation differences related to
changes in amartised cost are recognised in prafit or loss, and other changes in carrying amount are
recognised in other comprehensive income,

Translation differences on non-mongtary financial assets and liabilities such as equities held at fair valus
through profit or loss are recognised in profit or loss as part of the fair value gain or loss. Translation
differences on non-monetary financial assets measured at fair value, such as equities classified as
FWTOCI, are includad in other comprehensive income.

Recognition and measurement of income and expenses

Revenue is measured at the fair value of the consideration received or receivable and represents the
amounts receivable for services provided in the normal course of business, net of taxes or duty.

Revenue is recognised at an amount that reflects the consideration to which the Bank expects to be
entitled for performing its services for a customer. Income is measured based on the consideration
specified in a contract with a customer and excludes amounts collected on behalf of third parties. The
Bank recognises income when it has fulfiled its obligation and the right to receive the related sum as
assured.

Revenue comprises the fair value of considerations received or receivable in the ordinary course of the
Bank’'s activites. Income is recognised whan it is probable that the economic benefits associated with a
transaction will flow to the Bank and the amount of income, and associated costs incurred or to be
incurred can be measured reliably.

The Bank earns income from interest on loans given to domestic trade and services, import, export,
transport, real estate, building and construction, manufacturing, agriculture and personal loans,
commission and service charges

The Bank recognises income frem Interest Free Banking {IFB) services at the fair value of considerations
received or receivable.
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2.5

aj)

Summary of significant accounting policies (Continued)
Recognition of income and expenses (Continued)
Interest and similar income and expense

Far all government bills and bonds and interest bearing financial assets measured at amortised cost
interest income or expense is recorded using the Effective Interest Rate (EIR), which is the rate that
exactly diseounts estimated future cash payments or receipts through the expected life of the financial
instrument or a sharter period, where approprate, to the net carrying amaount of the financial asset or
financial liability. The calculation takes intc account all contractual terms of the financial instrument (for
example, prepayment options) and includes any fees or incremental costs that are directly attributable to
the instrument and are an integral part of the Effective Interest Rate (EIR). but not future credit losses

The carrying amount of the government bills and bonds is adjusted if the Bank revises its estimates of
payments or receipts, The adjusted carrying amaunt is calculated based on the original EIR and the
change in carrying amount is recorded as ‘Interest and similar income' for financial assets and 'Interest
and similar expense’ for financial liabilities.

Cnee the recorded value of a financial asset or a Bank of similar financial assets has been reduced due
to an impairment loss, interest income continues to be recognised using the rate of interest used to
discount the future cash flows for the purpose of measuring the impairment loss

Fees and commission

Fees and commission income and expenses that are integral to the effective interest rate on government
bills and bonds are included in the measurement of the effective interest rate. Other fees and commission
income (for example commission on purchase orders, Cash Payment Orders (CPOs), letters of
guarantees etc) are recognised as the related services are performed.

When a loan commitment is not expected to result in the draw-down of a loan, loan commitment fees are
recognised on a straight-line basis over the commitment pericd.

Dividend income

Dividend is recognised when the Bank's right to receive the payment 1s established, which i3 generally
when the shareholders approve and declare the dividend.

Foreign exchange revaluation gains or losses

These are gains and losses arising on setttement and translation of monetary assets and liabilities
denaminated in foreign currencies at the functional currency’s spot rate of exchange at the reporting date.
The monetary assets and liabilities include financial assets within the external reserves, foreign
currencies deposits received and held on behalf of third parties.

Financial instruments - initial recognition and subsequent measurement

A financial instrument is any contract that gives rise to a financial asset of one entity and a financial
liakility or equity instrument of another entity.

Initial recognition and measurement

The Bank imtially recognises lgans and advances, deposits, debt securnties issued and subordinated
liabilities on the date on which they are ariginated. All other financial instruments (including regular-way
purchases and sales of financial assets) are recognised on the trade date, which is the date on which the
Bank becomes a party to the contractual provisions of the instrument

A, financial asset ar financial liability is measured intially at fair value plus. for an item not at fair value
through profit or loss (FWTPL), transaction costs that are directly attributable to its acquisition or issue.
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2.5 Financial instruments - initial recognition and subsequent measurement (Continued)
a) Initial recognition and measurement (Continued)

‘Day 1' profit or loss

Vhen the transaction price differs from the fair value of other abservatile current market transactions in
the same instrument or based on a waluation technigue whose variables include only data from
abservable markets, the Bank immeadiately recognises the difference between the transaction price and
fair value {a ‘Day 1" profit or loss) in "Other operating income’. In cases where fair value is determined
using data which 1= not cbservable, the difference between the transaction price and model value 15 only
recognised in the profit or loss when the inputs become observable, or when the instrument is
derecognised.

If fair value is evidenced by a guoted price in an active market for an identical asset or liability based on a
valuation technigque that uses only data from observable markets, then the difference is recognised in
profit or loss on initial recognition (i.e., day 1 profit or loss). In all other cases, the fair value will be
adjusted to bring it in line with the transaction price (i.e., day 1 profit or loss will be deferred by including it
in the imtial carrying amaount of the asset or liability).

b) Classification and subsequent measurement

(i) Financial assets

On initial recognition, a financial asset is classified ether as measured at either amortised cost, fair valug
through cther comprehensive income (FVOCIH) or fair value through profit or loss (FVYTPL).

The Bank measures a financial asset at amortised cost f it meets both of the following conditions and 15
nat designated at FVYTPL:

= the asset is held within a business model whose abjective 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 (SPPI).

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

« the asset is held 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 SPPI.

On initial recognition, an equity investment that is held for trading is classifiec at F\VTPL. However, for an
equity investment that is not held for trading, the Bank may irevocably elect to present subsequent
changes in fair value in other comprehensive income (2CI1). This election is made on an investment-by-
investment basis.

All other financial assets that do not meet the classification critena at amortised cost or FWOCI above, are
classified as measured at FVTPL.

In addition, on initial recognition, the Bank may irrevocably designate a financial asset that otherwise
meets the requirements to be measured at amortised cost or at FVOC| as at FVTPL if doing so
eliminates or significantly reduces an accaunting mismatch that would octherwise arise.
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Summary of significant accounting policies (Continued)

Financial instruments - initial recognition and subsequent measurement

b} Classification and subsequent measurement (Continued)

(i) Financial assets (continued)

Business model assessment

The Bank assesses the objective of a business model in which an asset is held at a portfolio level
hecause this best reflects the way the business is managed and information is provided to management.
The infarmation 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, maintaining a
particular interest rate profile, matching the duration of the financial assets to the duration of the liabilities
that are funding those assets or realising cash flows through the sale of the assets;

« how the performance of the portfolio is evaluated and reported to the Bank's management;

the risks that affect the performance of the business madel (and the financial assets held within that
business model) and its strategy for how those risks are managed;

« how managers of the business are compensated (e.q. whether compensation is based on the fair valus of

the assets managed or the contractual cash flows collected); 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 Bank'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 valua
basis are measured at FVYTPL because they are neither held to collect contractual cash flows nor held
both to collect contractual cash flows and to sell financial assats.

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

Assessment of 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 the consideration for the time value of money and far the credit risk
associated with the principal amount outstanding during a particular period of time and for other basic
lending risks and costs (e.g. liquidity risk and administrative costs), as well as profit margin.

In assessing whether the contractual cash flows are SPPI, the Bank censiders the contractual terms of
the instrument. This incudes 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 Bank considers:

« contingent events that would change the amount and timing of cash flows;
* leverage features;
» prepayment and extension terms;

 terms that limit the Bank's claim to cash flows from specified assets (e.g. non-recourse loans); and
« features that moedify consideration of the time value of money (e.g. periodical reset of interast rates).
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25 Financial instruments - initial recognition and subsequent measurement {Continued)
bl  Classification and subsequent measurement (Continued)
(il) Financial liabilities

The Bank classifies its financial liabilities, ather than financial guarantees and |loan commitments, as
measured at amortised cost or FVTPL.

A financial guarantee is an undertaking/commitment that requires the issuer to make specified payments
to reimburse the hclder for a loss it incurs because a specified pary fails to meet its obligation when due
in accordance with the contractual terms.

Financial guarantees issued by the Bank are initially measured at their fair values and, if not designated
as at FWTPL are subseguently measured at the higher of. the amount of the obligation under the
guarantee, as determined in accordance with 1AS 37 Provisions, Contingent Liabilities and Centingent
Asgets, and the amount initially recognised less, where appropriate, cumulative amortisation recognised
in accardance with the revenue recognition palicies.

(ili) Classification of financial assets and financial liabilities

The following table shows the measurement categories under IFRS 9 for the Bank's financial assets and
financial liabilities as at 30 June 2021.

Financial assets Classification  Original Carrying

under IFRS 9 carrying  Remeasure-  ampunt under

amount ment IFRS 9

ETE'000 ETB'00D ETB'000

Cash, balances with banks and

reserve with NBE Amortised cost 11,721,497 (358 11,721,138
Loans and advances to customers Amortised cost 61,992 289 (342 117) 61,650,172
IFB financing Amoaortised cost 2,256,056 (2 948) 2253108
Investment securities: Equity instruments FVOCI 108,032 4,106 112138
Investment securities: Debt instruments Amortised cost 12073292 {803 12,072 387
Other financial assets at amortised cost  Amortised cost 300,912 (8,246 202 BEB
Total financial assets 88,452,078 (350,469) 88,101,609

Financial liabilities

Deposits from customers Amortised cost 74,553,506 - 74,553 506
Other financial liabilities (including ECL

on loan commitments and guarantees) Amertised cost 8,184,324 290 8.184,614
Total financial liabilities 82,737,830 290 82,738,120

] Impairment
At each reporting date, the Bank assesses whether there is objective evidence that financial assets
(except equity investments). cther than those carried at FVWTPL, are impaired.

The Bank recognises loss allowances for expected credt losses (ECL) on the following financial
instruments that are not measured at FVTPL:

= financial assets that are debt instruments: and AA Bmmhe.dirm

» financial guarantee contracts issued. Certified Audit F
P.O. Box 709

Mo impairment loss s recognised on equity investments Addis Ababa
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(iii)
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(i)

(i)

Summary of significant accounting policies (Continued)
Financial instruments - initial recognition and subsequent measurement (Continued)
Classification of financial assets and financial lfabilities (Continued)

Impairment (Continued)

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

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

ather financial instruments {other than lease recesivables) on which credit rnisk has not increased
significantly since their initial recogmition,

Loss allowances for lease receivables are always measured at an amount equal to lifetime ECL.

12-month ECL is the portion of ECL that results from default events on a financial instrument that is
possible within the 12 months after the reporting date. Financial instruments for which a 12-maonth ECL is
recognised are referred to as 'Stage 1 financial instruments’,

Lifetime ECL is the ECL that results from all possible default events over the expected life of the financial
instrument. Financial instruments for which a lifetime ECL is recogmised but which are not credit-impaired
are referred to as 'Stage 2 financial instruments’,

Measurement of ECL

ECL is a probability-weighted estimate of credit losses. It is measured as follows.

for financial assets that are not credit-impaired at the reporting date (stage 1 and 2):as the present value
aof all cash shortfalls {i.e.. the difference between the cash flows due to the Bank in accordance with the
contract and the cash flows that the Bank expects to receive);

for financial assets that are credit-impaired at the reporting date (stage 3); as the difference between the
gross carrying amount and the present value of estimated future cash flows;

for undrawn loan commitmenis: as the present value of the difference between the contractual cash flows
that are due to the Bank if the commitment is drawn down and the cash flows that the Bank expects to
receive; and

for financial guarantee contracts: as the expected payments to reimburse the holder less any amounts
that the Bank expects to recover.

Restructured financial assefs

Where the terms of a financial asset are renegofiated or modified or an existing financial asset is
replaced with a new one due to financial difficulties of the borrower, then the Bank assesses whether the
financial asset should be derecognised and ECL are measured as follows:

If the expected restructuring will not result in derecognition of the existing asset, then the expected cash
flows arising from the modified financial asset are included in calculating the cash shortfalls from the

existing asset.
If the expected restructuring will result in derecognition of the existing asset, then the expected fair value

of the new asset is treated as the final cash flow from the existing financial asset at the time of its
derecognition. This amount is included in calculating the cash shortfalls from the existng financial asset
that are discounted from the expected date of derecognition to the reporting date using the eriginal
effective interest rate of the existing financial asset,

Credit-impaired financial assets
At each reperting date, the Bank assesses whether financial assets carried at amortised cost, debt

financial assets carried at FVOCI|, and finance lease receivables are credit impaired (referred to as ‘Stage
3 financial assets’).
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(iv)

(v)

Summary of significant accounting policies (Continued)

Financial instruments - initial recognition and subsequent measurement (Continued)
Classification of financial assets and financial liabilities (Continued)

Impairment {Continued)
Credit-impaired financial assets (Continued)

A financial asset is considered ‘credit impaired’ when one or more events that have a detrimental impact
on the estimated future cash flows of the financial asset have occcurred

Evidence that a financial asset is credit-impaired includes the following observable data:

= significant financial difficulty of the borrower or issuer;

« g breach of contract such as a default ar past due event;

= the restructuring of a loan or advance by the Bank an terms that the Bank would not consider othenwvise;
- it is becoming probable that the borrower will enter bankruptcy or other financial recrganisation; or

= the disappearance of an active market for a security because of financial difficulties.

A loan that has been renegctiated due to detenoration in the borrower's condition is considered to be
credit-impaired unless there is evidence that the risk of not receiving contractual cash flows has reduced
significantly and there are na other indicators of impairment. In addition. a loan that is overdue for 90 days
ar more 15 considered as credit-impaired even when the requlatory definition of default 1s differant.

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

for financial assets measured at amonised cost: as a deduction from the gross carrying amaount of the
assets;

for lean commitments and financial guarantee contracts: generally, as a provision;

Where a financial nstrument includes both a drawn and an undrawn component, and the Bank cannot
identify the ECL on the loan commitment component separately from those on the drawn component: the
Bank presents a combined loss allowance for both compaonents, The combined amount is presented as a
deduction fram the gross carrying amount of the drawn compenent. Any excess of the loss allowance
aver the gross amount of the drawn component is presented as a provision; and

for debt instruments measured at FVOCH no loss allowance is recognised in the statement of financial
position because the carrying amount of these assets is their fair value. However, any loss allowance is
disclosed and is recognised in the fair value reserve. (cther reserve)

Write-off

Loans and debt securities are written off (either partially or in full) whan there is no reascnable
expectation of recovering the amount in its entirety or a portion thereof. This is generally the case when
the Bank determines that the horrower does not have assets or sources of income that could ganerate
sufficient cash flows to repay the amounts subject to the wnte-off. This assessment is carried out at the
individual asset level.

Recoveries of amounts previously written off are included in ‘impairmant losses on finarcial instruments’
in the statement of profit or loss and QCI.

Financial assets that are written off could still be subject to enforcement activities in order to comply with
the Bank's procedures for recovery of amounts due.
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Summary of significant accounting policies (Continued)

Financial instruments - initial recognition and subsequent measurement (Continued)
Classification of financial assets and financial liabilities {Continued)

Impairment [Continued)

Nan-imtegral financial guarantee contracts

The Bank assessaes whether a financial guarantee contract held is an integral element of a financial assat
that is accounted for as a component of that instrument or is a contract that is accounted for separately.

Where the Bank determines that the guarantee is an integral element of the financial asset, then any
premium payable in connection with the initial recognition of the financial asset would he treated as a
transaction cost of acquiring it. The Bank considers the effect of the protection when measuring the fair
value of the debt instrument and when measuring ECL.

Where the Bank determines that the guarantee is not an integral element of the debt instrument, then it
recognises an asset representing any prepayment of guarantee premium and a right to compensation for
credit losses.

Derecognition
Financial assels
Financial asset are derecognised when:

The contractual nght to the cash flows from the financial asset expires, or

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

The Bank 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 allecated to the portion of the asset derecognised) and the sum of (i) the consideration
received (including any new asset abtained less any new liability assumed) and {ii) any cumulative gain or
loss that had been recognised in OCI are recognised in profit or loss.

Any cumulative gaindoss recognised in OC| in respect of eguity investment securities designated as at
FVOCI are not recognised in profit or loss on derecognition of such securities

Any interest in transferred financial assets that qualify for derecognition that is created or retained by the
Bank is recognised as a separate asset or liahility.

Financial liabilities

Financial liabilities are derecognised when the contractual cbligations are discharged or cancelled, or
expire.

Modifications of financial assets and financial liabilities

Financial assets

If the terms of a financial asset are modified, then the Bank evaluates whether the cash flows of the
modified asset are substantially differant.

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 onginal financial asset is derecognised and
a new financial asset is recognised at fair value plus any eligible transaction costs. Any fees received as

part of the modification are accounted for as follows:
A.A Bromhead
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2.5 Financial instruments - initial recognition and subsegquent measurement (Continued)
&) Medifications of financial assets and financial liabilities (Continued)
(i} Financial assets (Continued)

« fees that are considered in determining the fair value of the new asset and fees that represent
reimbursement of eligible transaction costs are included in the initial measurement of the asset. and

« other fees are included in profit or loss as part of the gain or loss on derecognition.

If cash flows are modified when the borrower 15 in financial difficulties, then the objective of the
madification is usually to maximise recovery of the ariginal contractual terms rather than to originate a
new asset with substantially different terms

If the Bank plans to moedify a financial asset in a way that would result in forgiveness of cash flows, then it
wauld first consider whether a poartion of the asset should be written off before the modification takes
place

Where the modfication of a financial asset measured at amortised cost or FWOC| does not result in
derecognition of the financial asset, then the Bank would first recalculate the gross carrying amount of the
financial asset using the original effective interest rate of the asset and recognise the resulting adjustment
as a modification gain or loss in profit or loss. Any costs or fees incurred and fees received as part of the
madification to adjust the gross carrying amount of the medified financial asset is amortised over the
remaining term of the modified financial asset.

VWhere such a medification is carmed out because of financial difficulties of the borrower, then the gain or
loss would be presented together with impairment losses. In other cases, it 1s presented as interest
income calculated using the effective interest rate method.

(i) Financial liabilities

The Bank derecognise a financial liability when its terms are modified and the cash flows of the modified
liability are substantially different. In this case, a new financial liability based on the modified terms is
recognised at fair value. The difference between the carrying amount of the financial liability derecognised
and consideration paid is recognised in profit or loss. Consideration paid includes non-financial assets
transferred, if any, and the assumption of liabilities, including the new modified financial liability.

Where the medification of a financial liability is not accounted for as derecognition, then the amortised
cost of the liability is recalculated by discounting the madified cash flows at the original effective interest
rate and the resulting gain or loss is recognmised in profit or loss. Any costs and fees incurred are
recognised as an adjustment to the carmying amount of the liakility and amaortised over the remaining term
of the modified financial liability by re-computing the effective interest rate on the instrument.

f)  Offsetting

Financial assets and financial liabilities are offset and the net amount presented in the statement of
financial position when, and only when, the Bank currently has a legally enforceable right to set off the
amounts and it intends either o settle them on a net basis or to realise the asset and settle the liakility
simultanecusly.

Income and expenses are presented on a net basis only when permitted under IFRSs, or for gains and
losses arising from a Bank of similar transactions such as in the Bank’s trading activity.
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Summary of significant accounting policies (Continued)
Financial instruments - initial recognition and subsequent measurement (Continued)
Designation at fair value through profit or loss

Financial assets

At initial recognition, the Bank may designate certain financial assets as at FVTPL because this
designation eliminates or significantly reduces an accounting mismatch, which would otherwise arise.

Financial liabilities

The Bank designates cerain financial liabilities as at FVTPL in either aof the following circumstances:
- the liakilities are managed, evaluated and reported internally on a fair value basis; or
» the designation eliminates or significantly reduces an accounting mismatch that would otherwvise arise

Met interest income
Effective interest rate and amortised cost

Interest income and expense are recognised in profil or loss using the effective interest method. The
‘effective interest rate’ is the rate that exactly discounts estimated future cash payments or receipts
through the expected life of the financial instrument to:

- the gross carrying amount of the financial asset; or
« the amortised cost of the financial liability.

When calculating the effective interest rate for financial instruments other than credit-impaired assets, the
Bank estimates future cash flows considering all contractual terms of the financial instrument, but not
expected credit losses. For credit-impaired financial assets, a credit-adjusted effective interest rate is
calculated using estimated future cash flows including expected credit losses.

The calculation of the effective interest rate includes transaction costs and fees paid or received that are
an integral part of the effective interest rate. Transaction costs include incremental costs that are directly
attributable to the acquisition or issue of a financial asset or financial liahility.

Amortised cost gross carrying amount

The 'amortised cost' of a financial asset or financial liability is the amount at which the financial asset or
financial liability is measured on initial recognition minus the principal repayments, plus or minus the
cumulative amortisation using the effective interest method of any difference between that initial amount
and the maturity amount and, for financial assets, adjusted for any expected credit loss allowance (or
impairment allowance before 1 July 2018)

The ‘gross carmying amount of a financial asset’ is the amaotised cost of a financial asset before adjusting
for any expected credit loss allowance

Calculation of interest income and expenseo

In calculating interest income and expense, the effective interest rate is applied to the gross carrying
amaount of the asset (when the asset is not credit-impaired) or to the amortised cost of the liability

However, for financial assets that have become credit-impaired subseguent to initial recognition, interest
inceme is calculated by applying the effective interest rate to the amortised cost of the financial asset. If
the asset is no longer credit-impaired, then the calculation of interest income reverts to the gross basis.

Faor financial assets that were credit-impaired on initial recognition, interest income s calculated by
applying the credit-adjusted effective interest rate to the amoeortised cost of the asset. The calculation of
interest income dees net revert to a gross basis, even if the credit risk of the asset improves,

A4 Bromhead Certified Audit Firm and UK Registered Auditor A.A Bromhead
P.0. Box 700, Addis Ababa, Ethiopia, Telephone +251 11 552 42 85 /552 45 58, Fal +2 Qertifadi2aidit Firm
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Summary of significant accounting policies (Continued)
Met interest income (Continued)

Presentation

Interest income and expense presented in the statement of profit or loss and OCI include.

= interest on financial assets and financial liabilities measured at amortised cost calculated on an effective
interest basis;
= interest on debt instruments measured at FYOC| calculated on an effective interest basis;

Interest income and expense on all trading assets and liabilities are considered to be incidental to the
Bank’s trading operations and are presented together with all other changes in the fair value of trading
assets and liabilities in net trading income

Interest income and expense on other financial assets and financial liabilities at FVTPL are presented in
net inceme from cther financial instruments at FVTPL.

Cash and cash equivalents

Cash and cash equivalents comprise balances with less than three months maturity frem the date of
acquisition, including cash in hand, deposits held at call with banks and other short-term highly liquid
investments with original maturities of three manths or less

Far the purposes of the cash flow statement, cash and cash equivalents include cash and restricted
balances with National Bank of Ethiopia,

Property and equipment

Property and equipment is stated at cost, net of accumulated depreciation and accumulated impgairment
losses, if any. Such cost includes the cost of replacing part of the property and equipment if the
recognition criteria are met. When significant parts of property and equipment are required to be replaced
at intervals, the Bank recognises such parts as individual assets with specific useful lives and depreciates
them accordingly. All other repair and maintenance costs are recognised in profit or loss as incurred.

Subsequent costs are included in the asset's carrying amount ar recognised as a separate asset, as
appropriate, only when it is probable that future economic benefits asscciated 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
derecognised.

Depreciation 1s calculated using the straight-ine method fo allocate costs less residual values over the
estimated useful lives of property and equioment as follows:

Asset class Depreciation rate (years)
Buildings 50 years
Elevator 15 years
Mater vehicles 10 years
Computer and related tems 7 years A.A Bromhead
Medium-Lived furniture and fitings 10 years Certified Audit Firm
Long-Lived furniture and fittings 20 years P.O. Box 709
Short-Lived equipment 5 years Addis Ababa
Long-Lived equipment 10 years

The Bank commences depreciation when the asset is available for use. Freehold land is not depreciated.

Capital work-in-progress is not depreciated as the assets are not yet availakle for use.

As Bromhead Certified Audit Firm and UK Registered Auditor
PO Box 709, Addis Ababa, Ethiopia, Telephone +251 11 552 42 85 /552 45 58, Fax +251 11 552 4576,
Email: - aabromhead@aa-bromhaad.cam
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2.9

2.10

Summary of significant accounting policies (Continued)
Property and equipment {Continued)

An jtem of property and equipment and any significant part initially recognised is derecognised upon
disposal or when no future economic benefits are expected from its use. Any gain or loss arising on
derecognition of the asset (calculated as the difference between the net disposal proceeds and the
carrying amount of the asset) is included in profit or loss when the asset is derecognised

The residual values, useful lives and methods of depreciation of property and equipment are reviewed at
each financial year end and adjusted prospectively, if approprate.

Intangible assets

Intangible assets acquired separately are measured on initial recognition at cost. Following initial
recognition, intangible assets are carried at cost less any accumulated amortisation and accumulated
impairment lossas, if any. Internally generated intangibles, excluding capitalised development costs, are
not capitalised and the related expendilure is reflected in income statement in the period in which the
expenditure is incurred.

The useful lives of intangible assets are assessed to be either finite or indefinite. Intangible assets with
finite lives are amortised over the useful econcmic life. The amortisation period and the amortisation
methed for an intangible asset with a finite useful life are reviewed at least at each financial year-end.
Changes in the expected useful life, or the expected pattern of consumption of fulure economic benefits
embodied in the asset, are accounted for by changing the amaortisation pericd or methodology, as
appropriate, which are then treated as changes in accounting estimates. The amortisation expenses on
intangible assets with finite lives is presented as a separate line item in the profit or loss.

Amortisation is caleulated using the straight-line method to write down the cost of intangible assets to
treir residual values over ther estimated useful lives, as follows:

Useful life
Intangibles G years
Intangibles-Contract based contract penod

Investment property

Property that is held for long-term rental yields or for capital appreciation or both, are classified as
invastment praperties.

Recognition of investment properties takes place anly when it is probable that the future ecanomic
benefits that are associated with the investment property will flow to the Bank and the cost can be reliably
measured. This 15 usually when all risks are transferred.

Investment properies are measurad initially at cost, including transaction costs. The Bank has opted to
subsequently carry investment property at cost and disclose fair value. Fair value is based on active
market prices, adjusted if necessary, for any difference in the nature, location or condition of the specific
asset. |f this information is not available, the Bank uses alternative valuation methods, such as recent
prices on less active markets or discounted cash flow projections, Valuations are performed as of the
reporting date by professional valuers who hold recognised and relevant professional qualifications and
have recent experience in the location and category of the investment property being valued. These
valuations form the basis for the carrying ameunts in the financial statements.

The fair value of investment properties reflects, among other things, rental income from current leases
and assumptions about rental income from future leases in the light of current market conditions.

Investment properties are derecognised when they are disposed. Gains or losses arising from disposal of
investment property are determined as the difference of the net disposal proceeds and the carrying
amount of the asset and recognised in profit or loss statement.

A.A Bromhead
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211  Mon-current assets held for sale and discontinued operations

Mon-current assets held for sale are classified as held for sale if their carrying amount will be recovered
principally through a sale transaction rather than through continuing use and a sale is considered highly
probable. They are measured at the lower of their carrying amount and fair value less costs to sell, except
for assets such as deferred tax assets, assets arising from employee benefits, financial assets and
investment properties that are carried at fair valua and contractual rights under insurance contracts, which
are specifically exempt from this requirement.

An impairment loss is recognised for any intial or subsequent write-down of the asset to fair value less
costs to sell. A gain is recegnised for any subsequent increases in fair value less costs to sell of an asset,
but nat in excess of any cumulative impairment loss previously recognised. A gain or loss not previously
recognised by the date of the sale of the non-current asset is recognised at the date of derecognition.

212  Impairment of noen-financial assets

The Bank assesses, at each reporting date, whether there is an indication that an asset may be impaired.
If any indication exists, ar when annual impairment testing for an asset is required, the Bank estimates
the asset's recoverable amaount An asset's recoverable amount 15 the higher of an asset's or cash-
generating unit's (CGU) fair value less costs of disposal and its value in use. The recoverable amount is
determined for an individual asset, unless the asset does not generate cash inflows that are largely
independent of those from other assets. When the carrying amount of an asset or CGU exceeds its
recoverable amaunt, the asset is considered impaired and is written down toits recoverable amaunt

In assessing value in use, the estimated future cash flows are discounted to their present value using a
pre-tax discount rate that reflects current market assessments of the time value of maney and the risks
specific to the asset. In determining fair value less costs of disposal, recent market transactions are taken
into account. If no such transactions can be dentified, an appropriate valuation mode! 15 used. These
calculations are corroborated by valuation multiples, quoted share prices for publicly traded companies or
other available fair value indicators,

For assets excluding goodwill, an assessment is made at each reporting date to determine whether there
is an indication that previously recognised impairment losses no longer exist or have decreased. If such
indication exists, the Bank estimates the asset’s or CGU's recoverable amount. A previously recagnised
impairment loss is reversed only if there has been a change in the assumptions used to determine the
asset's recoverable amount since the last impairment loss was recognised. The reversal is limited so that
the carrying amount of the asset does not exceed its recoverable amount, mor exceed the carrying
amount that would have been determined, net of depreciation, had no impairmeant loss been recognised
for the asset in prior years. Such reversal is recegnised in the profit or loss.

213 Other assets

Other assets are generally defined as claims held against other entities for the future receipt of money,
goods or services and also includes stock of matenals and supplies. Other assels in the Bank's financial
statements include the following:

{a) Prepayments
Prepayments are payments made in advance for services to be enjoyed in future. The amount is initially

capitalised in the reporing period in which the payment is made and subsequently amortised over the
period in which the service is to be enjoyed

A.A Bromhead
Certified Audit Firm
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2.13

(b)

2.14

Summary of significant accounting policies (Continued)
Other assets (Continued)

Other receivables

Other receivables are recognised upon the occurrence of events o transactions as they arnse and
cancelled when payment is received,

The Bank's other recevables are rent receivables and other receivablas from dabtors.

Fair value measurement

The Bank measures financial instruments, such as investment in financial instruments classified as
FVTOCI and investments in financial instruments classified as FVTPL at each statement of financial
position date. Fair value related disclosures for financial instruments and non-financial assets that are
measured at fair value or where fair values are disclosed are, summarised in the following notes;

« Significant estimates and assumptions, disclasures for valuation methods (Note 3 and Note 4.6.1).
+ Quantitative disclosures of fair value measurement hierarchy (Note 4.6.2)
+ Financial instruments (including those carried at amortised cost) (Mote 4.6.2),

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 measuremeant is based
on the presumption that the transaction to sell the asset or ransfer the liability takes place either:

« In the principal market for the asset or liability, or
+ |nthe ahsence of a principal market, in the most advantagecus market for the asset or liability.

The principal or the most advantagecus market must be accessible to / by the Bank,

The farr 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 Bank uses valuaticn technigues that are appropriate in the circumstances and for which sufficient
data are available to measure fair value, maximising the use of relevant chservable inputs and minimising
the use of unobservable inputs,

All assets and labilties for which fair value = measured or disclosed in the financial statements are
categonised within the fair value hierarchy, described as follows, based on the lowest level input that s
significant to the fair value measurement as a whole

« Level 1 - Quoted (unadjusted) market prices in active markets for dentical assets ar liabilities.

« Level 2 - \Valuation technigues for which the lowest level input that is significant to the fair value
measurement is directly or indirectly chservable.

« Level 3 - Waluation technigues for which the lowest level input that is significant ta the farr value
measurement is unobservable.

Far assets and liakbilties that are recognised in the financial statements on a recurring basis, the Bank
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
whaole) at the end of each reporting period,

The Bank's management determines the policies and precedures for both recurring fair value
measurement, such as available-for-sale financial assels.

Far the purpose of fair value disclosures, the Bank has determined classes of assets and liabilities on the
hasis of the nature, characteristics and risks of the asset or liability and the level of the fair value hierarchy

as explained above.
P A.A Bromhead
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2.15 Employee benefits

The Bank operates various post-employment schemes, including both defined benefit and defined
contribution pension plans and post employment benefits.

(al Defined contribution plan
The Bank aperates two defined contribution plans;

i} pensicn scheme in line with the provisions of Ethiopian Pension of Private Crganisation Employees
Proclamation no. 7152011, Funding under the scheme is 7% and 11% by employees and the Bank,
respectively. Besides, 4% of salary is held as provident fund in the name of these employzes.

1y provident fund contnbution, funding under this scheme 15 7% and 13% by employees and the Bank,
respectively;

Both schemes are based on the employees' salaries. Employver's contributions to this scheme are
charged to profit or loss and other comprehensive incocme in the period in which they relate

(b)  Profit-sharing and bonus plans

The Bank recogrises a liability and an expense for bonuses and profit-sharing based on a formula that
takes into consideration the profit attributable to the Bank's shareholders after certain adjustments. The
Bank recognises a provision where contractually obliged or where there is a past practice that has
created a constructive abligation.

() Defined benefit obligations

The Bank operates an unfunded severance pay plan for its employees who have served the Bank far 5
years and more and are below the retirement age (1Le. have not met the requirement to access the
pensicn fund). The final pay-out is determined by reference to current benefit's level (monthly salary) and
number of years in service and is calculated as 1 month salary for the first year in employment plus 1/3 of
manthly salary for each subsequent year in employment to a maximum of 12 months final monthly salary.

This gualifies as a defined benefit plan. Typically defined benefit plans define an amaunt of benefit that
an employee will receive on retirement, usually dependent on one or more factors such as age, years of
service and compensation.

The liability recognised in the statement of financial position in respect of the defined benefit pension plan
is the present value of the defined benefit obligation at the end of the reporting period less the fair value of
plan assels. The defined benefit obligation is calculated annually by independent actuaries using the
projected unit credit method. The present value of the defined benefit obligation is determined by
discounting the estimated future cash cutflows using interest rates of high-quality corporate bonds that
are denominated in the currency in which the benefits will be paid, and that have terms to maturity
approximating to the terms of the related pension obligation, In countries where there is no deep market
in such bonds, the market rates on government bonds are used.

Actuarial gains and losses arnsing from experience adjustments and changes in actuarial assumptions are
charged or credited to equity in other comprehensive income in the period in which they arise. Past-
service costs are recognised immediately in profit or loss,

216  Provisions
Provisions are recognised when the Bank has a present obligation {legal or constructive) as a result of a
past event, it 15 probakle that an outflow of resources embodying economic benefits will be reguired to
seftle the obligation and a reliable estimate can be made of the amount of the obligation, When the Bank
expects some or all of a provision to be reimbursed, for example, under an insurance contract, the
reimbursement is recognised as a separate asset, but only when the reimbursement is virtually certain.

The expense relating to a provision is presented in profit or loss net of an u
: ol g : romhead
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(al

Summary of significant accounting policies (Continued)
Provisions (Continued)

If the effect of the tme value of money is material, provisions are discounted using a current pre-tax rate
that reflects, when appropriate, the risks specific to the liability. When discounting is used, the increase in
the provision due to the passage of time is recognised as other operating expenses.

Share capital

Incremental costs directly attributable to the issue of new shares or options ar ta the acquisiticn of a
business are shown in equity as a deduction, net of tax, from the proceeds.

Leases

Lease is a contract, or part of a contract, that conveys the right to use an asset (the underlying asset) for
a penod of ime in exchange for consideration. Thes defimtion is more focused on who controls the nght-of-
use asset

Bank as a lessee

The Bank implemented a single accounting model, requiring lessees to recognise assets and liabilities for
all leases excluding exceptions listed in the standard. The Bank elected to apply exemptions for short
term leases in relation to leases of residential buildings.

Based on the accounting policy applied, the Bank recognises a right-of-use asset and a lease liability at
the commencement date of the contract for all leases conveying the right to contrel the use of an
identified assets for a period of time. The commencemeant date is the date an which a lessor makes an
underlying asset available for use by a lessee

The right-of-use assets are initially measured at cost. which comprises:

— the amount of the initial measurement of the lease liability,

— any lease payments made at or before the commencement date, less any lease incentives,

—any initial direct costs incurrad by the lessee,

—an estimate of costs to be incurred by the lessee in dismantling and removing the underlying
assets or restoring the site on which the assets are located.

After the commencement date the right-of-use assets are measured at cost less any accumulated
depreciation and any accumulated impairment losses and adjusted for any re-measurement of the lease
liability. Depreciation is calculated using the straight-line method over the estimated useful lives {lease
term). The Bank depreciates the right-of-use asset from the commencement date to the end of the useful
life of the right-cf-use asset.

A lease liability is initially measured at the present value of the lease payments that are not paid at that
date. These include:

- fixed payments, less any lease incentives receivable;

—wvariable lease payments that depend on an index or a rate, inibially measured using the index or rate as
at the commencement date;

— payments of penalties for terminating the lease, if the lease term reflects the lessee exercising an option
to terminate the lease;

A.A Bromhead
Certified Audit Firm
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(a)

(b}

Summary of significant accounting policies (Continued)
Leases (Continued)
Bank as a lessee (Continued)

A lease liability is initially measured at the present value of the lease payments that are not paid at that
date. These include:

— fixed payments, less any lease incentives receivable;

— variable lease payments that depend on an index or a rate, initially measured using the index ar rate as
at the commencement date;

— payments of penalties for terminating the lease, if the lease term reflects the lessee exercising an cpticn
to terminate the lease;

Variable lease payments nct included in the initial measurement of the lease liability are recognised
directly in the profit or loss.

Lease payments are discounted using the Bank's incremental borrowing rate of 7%, The lease term
determined by the Bank comprises:

= non-cancellable period of lease contracts,

— periods covered by an cption to extend the lease if the Bank is reasonably certain to exercise
that aption,

— periods covered by an option to terminate the lease if the lessee is reasanably certain not to exercise
that option

After the commencement date the Bank measures the lease liability by:

— increasing the carying ameunt to reflect interest an the lease liakility,
= reducing the carrying amaount to reflect lease payments made, and
- re-measuring the carrying amount to reflect any reassessment or lease modifications

Bank as a lessor

The Bank makes assessment of leases on the commencement date of leases and classifies them as
either operating or finance leases. Leases where a significant portion of the risks and rewards of
awnership are retained by the lessor are classified as operating leases.

A lease is classified as a finance lease if it transfers substantially all the rnisks and rewards incidental to
ownership to the lessee. Examples of situations where the risks and rewards of ownership are considered
as having been transferred to the lessee are as follows:

- the lease transfers ownership of the asset to the lessee by the end of the lease term,

- the lessee has the option to purchase the asset at a price that is expected to be sufficiently lower
than the fair value at the date the option becomes exercisable for it to be reasonably certain, at the
nception of the lease, that the aption will be exercised,

- the lease term is for at least 3/4 of the economic life of the asset even if title is not transferred,

- at the inception of the lease the present value of the minimum lease payments amounts to at least
20% of the fair value of the leased asset; or

- the leased assets are of such a specialised nature that only the lessee can use them withcut major
medifications.

A A Bromhead
Certified Audit Firm
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(a)

(b)

2.20

Summary of significant accounting policies (Continued)
Income tax

Current income tax

The income tax expense or credit for the period is the tax payable on the current period’'s taxable incame
hased on the applicable income tax rate for each jurisdiction adjusted by changes in deferred tax assets
and liabilities attributable to temporary differences and to unused tax losses.

The current income tax charge is calculated cn the basis of the tax laws enacted or substantively enacted
at the end of the reporting period in Ethiopia. The management pericdically evaluates positions taken in
tax returns with respect to situations in which applicable tax regulaton is subject to interpretation. It
establishes provisions where appropriate on the basis of amounts expected to be paid to the tax
authorities.

Deferred tax

Deferred tax is recognised on temporary differences arising between the tax bases of assets and
liabilities and their carrying amounts in the financial statements. However, deferred tax liabilities are not
recognised if they arise from the initial recognition of goadwill, deferred tax is not accounted for if it arises
from initial recognition of an asset or liability in a transaction other than a business combination that at the
time of the transaction affects neither accounting nor taxable profit or loss.

Deferred tax is determined using tax rates (and laws) that have been enacted or substantively enacted by
the balance sheet date and are expected to apply when the related deferred tax asset is realised or the
deferred tax liability 15 settled.

Deferred tax assets are recognised only to the extent that it is prabable that future ta=able profit will be
available against which the temparary differences can be utilised

Deferred tax assets and liabilities are offset when there is a legally enforceable night to offset current tax
assets against current tax liabilities and when the deferred tax assets and liabilites relate to income taxes
levied by the same taxaton authority on either the same taxable entity or different taxable entities where
there is an intention to settle the balances on a net basis.

Joint arrangements

Lnder IFRS 11 Joint Arrangements; investments in joint arrangements are classified as edher joint
aperations or joint ventures. The classification depends on the contractual rights and cbligations of each
imvastar. rather than the legal structure of the joint arrangement. Dashen Bank has a joint operation.

Interests in joint operations

A joint operation is a joint arrangement whereby the parties that have joint control of the arrangement
have rights to the assets and obligations for the liabilities, relating to the arrangement. Joint control is the
confractually agreed sharing of control of an arrangement, which exists only when decisions about the
relevant activities require unanimous consent of the parties sharing control.

When the Bank undertakes its activities under joint operations, the Bank as a joint operator recognises in
relation to its interest in & joint aperation:

+ |ts assets, including its share of any assets held jointly;

« |ts liabilities, including its share of any liabilities incurred jointly;

« |ts revenue from the sale of its share of the output arising from the joint aperation:
v |ts share of the revenue from the sale of the output by the joint operation; and

* |ts expenses, including its share of any expenses incurred jointly A_A Bromhead

Certified Audit Firm
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2.20 Joint arrangements (Continued)

The Bank accounts for the assets, liabilities, revenues and expenses relating to its interest in a joint
operation in accordance with the IFRSs applicable to the particular assets, liabilities, revenues and
EXPENSES

When the Bank transacts with a joint operation in which the Bank is a joint operator (such as a sale or
contribution of assets), the Bank is considered to be conducting the transaction with the other parties to
the joint operation, and gains and losses resulting from the transactions are recognised in the Bank's
financial staterments only to the extent of other parties’ interests in the joint operation.

When the Bank transacts with a joint eperation in which the Bank is a joint cperator (such as a purchase
of assels), the Bank does not recognise its share of the gains and losses until it resells those assets to a
third party.

Details of the joint operation are set out in note 18,

2.21 Comparatives

Where necessary, comparative information has been adjusted to conform with changes with current
year's presentation,

3 Significant accounting judgements, estimates and assumptions

The preparation of the Bank's financial statements requires management to make judgements, estimates
and assumphions that affect the reported amount of revenues, expenses, assels and habilhities, and the
accompanying disclosures, as well as the disclosure of contingent liakilities. Uncertainty about these
assumptions and estimates could result in cutcemes that require a matenal adjustment to the carrying
amount of assets or liabilities affected in future periods.

Other disclosures relating to the Bank's exposure to risks and uncertainties include:

= Capital management Nate 4.5
* Financial risk management MNote 4
» Sensitivity analyses disclosures Notes 4.4.2

31 Judgements, Estimates and assumptions

In the process of applying the Bank's accounting policies, management has made the following
judgements, which have the most significant effect on the amounts recognised in the financial
statements:

The key assumptions concerning the future and other key sources of estimation at the reporting date, that
have a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities
within the next financial year, are described below. The Bank based its assumptions and estimates on
parameters available when the financial statements were prepared. Existing circumstances and
assumptions about future developments, however, may change due to market changes or circumstances
beyond the control of the Bank. Such changes are reflected in the assumptions when they occur.
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Significant accounting judgements, estimates and assumptions (Continued)
Judgements, Estimates and assumptions (Continued)

Impairment losses on loans and advances

The estimation of potential credit losses is inherently uncertain and depends upon many factors, including
general economic conditions, changes in individual customer's cireumstances, structural changes within
industries that alter competitive positions and other external factors such as legal and regulatory
requirements,

Impairment is measured for all accounts that are identified as non-performing. All relevant considerations
that have a bearing on the expected future cash flows are taken into account which include but are not
limited to future business prospects for the customer, realisable values of securities, the Bank's position
relative to other claimants and the existence of any court injunctions placed by the borrower. Subjective
judgments are made in this process of cash flow determination both in value and timing and may vary
from one person to another and team to team. Judgments may also change with time as new information
becomes available.

The Bank reviews itz loans and advances at each reporting date to assess whether an allowance for
impairment should be recognised in profit or loss. In particular, judgment by the Directors is required in
the estimation of the amount and timing of future cash flows when determining the level of allowance
required. Such estimates are based on the assumptions about a number of factors and actual results may
differ, resulting in future changes in the allowance.

Fair value measurement of financial instruments

When the fair values of financial assets and financial liabilities recorded in the statement of financial
position cannot be measured based on quoted prices in active markets, their fair value is measured
using valuation technigues including the discounted cash flow (DCF) model. The inputs to these models
are taken from observable markets where possible, but where this is not feasible, a degree of judgement
is required in establishing fair values. Judgements include considerations of inputs such as liquidity risk,
credit risk and volatility. Changes in assumptions about these factors could affect the reported fair value
of financial instruments. See Note 4.6 for further disclosures.

Depreciation and carrying value of property and equipment

The estimation of the useful lives of assets is based on the management judgement. Any material
adjustment to the estimated useful lives of tems of property and equipment will have an impact on the
carrying value of these items.

Impairment of non-financial assels

Impairment exists when the carrying value of an asset or cash generating unit exceeds its recoverable
amaount, which is the higher of its fair value less costs of disposal and its value in use. The fair value less
costs of disposal calculation is based on available data from binding sales transactions, conducted at
arm's length, for similar assets or cbservable market prices less incremental costs for disposing of the
asset. The value in use calculation is based on a DCF model. The cash flows are derived from the budget
for the next five years and de not include restructuring activities that the Bank is not yet committed to or
significant future investments that will enhance the asset's performance of the CGU being tested. The
recoverable amount is sensitive to the discount rate used for the discounted cash flow model as well as
the expected future cash-inflows and the growth rate used for extrapolation purposes,
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3 Significant accounting judgements, estimates and assumptions (Continued)
3 Judgements, Estimates and assumptions (Continued)

IFRS 16 leases

The application of IFRS 16 reguires the Bank to make judgments that affect the valuation of the lease
lizkilities and the valuation of right-of-use assets. These include: determining contracts in scope of IFRS
16, determining the confract term and determining the interest rate used for discounting of fulure cash
flows.

The lease term determined by the Bank generally comprises the non-cancellable period of lease
contracts, periods coverad by an option to extend the lease if the Bank is reasonably certain to exercise
that option and periods covered by an option to terminate the lease if the Bank is reasonably certain not to
exercise that option.

The Bank will continue to monitor these assumptions in the future as a result of a review of the industry
practice and the evolution of the accounting interpretations in relation ta estimation of the lease terms.

The present value of the lzase payment is determined using the discount rate representing the rate of
nominal interest rate the Bank pays to depositors of savings accounts. The expenses relating to leases
for which the Bank applied the practical expedient described in IFRS 16 (leases with the cantract term of
less than 12 menths) are reccgnised in profit or loss.

Taxes

Uncertainties exist with respect to the interpretation of complex tax regulations, changes in tax laws, and
the amount and timing of future taxable income. Given the wide range of international business
relationships and the long-term nature and complexity of existing contractual agreements, differences
arising between the actual results and the assumptions made, or future changes to such assumptions,
could necessitate future adjustments to tax income and expense already recorded, The amount of such
provisions is based on various factors, such as experience of previous tax audits and differing
interpretations of tax regulations by the taxable entity and the responsible tax authority.

Deferred tax assets are recognised for unused tax losses to the extant that it is probable that taxable
profit will be available against which the losses can be utilised. Significant Directors judgement is required
to determine the amount of deferred tax assets that can be recognised, based upon the likely timing and
the level of future taxable profits together with future tax planning strategies.

4 Financial risk management
41 Introduction

Management recognises that the banking industry experiences significant and rapid change, including
increased competition from other non-bank financial services providers. The industry is also subject to
liquidity requirement changes, reserve requirement changes, interest rate changes, changes in banking
laws and requlations and foreign currency rate changes. Therefore, the management recognises that a
comprehensive credit, liquidity, operational and market risk policy is essential to effectively manage the
Bank's risks and to meeat regulatory requirements. The Bank samestly strives to apply best practices in
identifying, evaluating, and cost-effective controlling of risks to ensure that any residual risks are at an
acceptable level. Whilst it is not possible to eliminate risk absolutely, the Bank actively promotes and
applies best practices at all levels and to all of its activities, including its business relationship with
external partners. With this framework, the Bank ensures that;

A.A Bromhead
Certified Audit Firm
P.O. Box 709

AA. Bromhead Certified Audit Firm and UK Registered Auditg Addis Ababa
PO Box 709, Addis Ababa, Ethiopra, Telephone +251 11 552 42 85 /552 45 58, Fax +251 11 552 4576,
Email: - aabromhead@aa-bromheaad com




LVLUEIRNGE 0w | 2020/2021

Dashen Bank Share Company
Report and Financial Statements
For the year ended 30 June 2021

Motes to the financial statements (Continued)

4
4.1

411

41.2

Financial risk management (Continued)
Introduction (Continued)

a) The Bank's risk exposure 15 within the limits established by the Board of Directors (Bol)
b} Risk taking decisions are in line with the business strategy and objectives set by the BoD
&) The expected payoffs compensate the risks taken

d} Risk taking decisions are explicit and clear

) Availability of sufficient capital far the prevailing risk exposure

In line with this, the Bank considers risk management as an integral part of its day-to-day core business
activities,

Risk management structure
Philosophy
The Bank duly strives for the realisation of the following:

e Create awareness and embed risk management into the culture of the Bank through regular
risk awareness activities, training, open communication lines among units, continuous interaction
with senior management, and employing other feasible means

* Manage risks in accordance with best practices.

+ Be responsive to changing social, political, environmental and legislative requirements, whilst
effectively managing the related risks and exploiting opportunities

= Prevent loss, interruptions, injury, damage and failure with a view to reducing unwarranted costs

s Make every employee to be a ‘risk manager'

* Specific risk owners are responsible to manage the type of risks associated with their respective
functions

s Make the Risk Management and Compliance Department independent from the risk taking

functions in order to ensure the check and balance system and enable the department to oversee
the level of risk taken independeant of the risk taking activities.

Risk management committees

The Bank has the following management sub-committeas with respect to different risk classifications:

« Credit Risk Management Committea
s Asset Liahility Management Committee / (ALCO)
s Operation Risk Management Committee

Each committee has established its own terms of reference which specifies the activities and
responsibilities of the respective committees. The roles in relation to risk management of each committee
are indicated in the risk management procedures.

Risk measurement and reporting systems

Internal control and risk management

An effective internal control and risk management is the foundation of safe and sound banking. When risk
management is properly designed and consistently enforced it helps management to maximise profit,
safeguard the Bank's resources, produce reliable financial reports, increase employee satisfaction, and
comply with laws and regulations. It also reduces the possibility of significant errors and irregularities, as
well as assist in their timely detection when they do oceur.
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4 Financial risk management (Continued)

4.1  Introduction (Continued)

4.1.2 Risk measurement and reporting systems [Continued)

Risk impact assessment matrix

The following risk impact level and consequences have been used in determining the four major risks
and their sub risk parametars level of impact:

Risk impact level |Consequences |[Remark

Very Low Insignificant Very minimal or minor impact on strong financial position,
customer satisfaction, efficient business process, and
employee satisfaction, May be with very short term effect and
can be very easily and quickly fixed.

Low Minor Very minimal or minor impact on strong financial position,
customer satisfaction, efficient business process, and
employee satisfaction. May be with short term effect and may/
be easily and quickly fixed.

Moderate Moderate Minor impact on strong financial position, customer
satisfaction, efficient business process and employee
satisfaction. May be with more than short term effect that can
be expensive b0 recover.

High Major Significant impact on strong financial position, customer
satisfaction, efficient business process, and employee
satisfaction. May be very difficult and possibly takes medium
tarm to recover.

Wery High Extreme Critical impact on  strong  financial  position,  customer
satisfaction, efficient business process and employee
satisfaction. May be very difficult and possibly takes more than
medium term time span o recover.

Risk tolerance

Management desires to manage risks at a level that permits the Bank to grow and achieve its
strategic business objeclives, while conducling business in a safe and sound manner, complying with
all applicable regulations, and provide a retumn to shareholders that meets or exceeds their
expectations. The Board of Directors sets risk tolerance levels annually through several means. The
overall risk environment of the Bank is considered annually in conjunction with the strategic planning
process of the Board of Directors and management. In this regard, the Strategic Plan includes a Risk
Appetite Statement. Specific levels of risk tolerance within key business units, such as creditlending,
interest rate and liquidity, are set annually through the review, and if necessary, amendment of the
Bank's business programs related to those areas. Specific risk tolerance limits and guidelines are
included, as appropriate, in the risk procedures,

4.1.3 Risk assessment

An effective internal control program cannot be structured without an understanding of the Bank's
nsks and exposures and an effective risk management process. Risk management is defined as the
ability of the Bank to identify, measure, monitor, assess, and control risks. The Bank, through its
Beard, management, and RMCD, is able to respond to changing circumstances and to address risks
that might arise from changing business or economic conditions, a decline in the effectiveness of
internal controls; the initiation of new business activities or the offering of new products and services.
The risk assessmient begins with an evaluation of inherent risk.
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4.1
41.3

4.2

Financial risk management (Continued)
Introduction (Continued)
Risk assessment (Continued)

Risks in the below four categories described are evalualed throughout the Bank including sub-risk in
each categones.

i. Credit risk assessment

il Liquidity risk assessment

iii. Market risk assessment and
iv. Operational risk assessment

These risks are rated as very high, high, moderate, low and very low. Among factors considered in
this assessment of risk are the inherent level of such risk in the specified risk, the trend of risk in that
activity (e.q., increasing, decreasing, or stable), the adequacy of risk measurement and monitoring
processes and tools, and the guality of risk management practices and controls in place to control
such risks. The risk assessment is conducted by concerned risk work units. The assessment identifies
the most significant, or key controls and incledes an opinion about the effectiveness of the design of
control in mitigating the related risk. As per the NBE risk management guideline, the Bank conducts
the following under listed risk assessment in detail every quarter and briefly every month, submits,
and reviews this assessment with the Board Risk Management Committee of the Bank. The results of
the inherent risk assessment are also provided to other concermed organs.

Credit risk

Credit risk is the nsk of loss arising from the failure of a borrower, issuer, or counterparty o meet their
financial obligations to the Bank, The Bank manages this risk by applying a strict set of cntena in
credit granting. It ensures the lending activiies are based on strong underwriting standard, KYC (know
your customern) principles, confining its dealings o mstitutions and individuals of high creditworthiness
and ensunng exposures 1o counterparties are appropnalely secured. The Bank has high risk appetite
for credit risk by taking into account expected returns, the external environment. and developments in
the composition of the Bank's balance sheet.

The main credit risk identification methods used by the Bank are financial statements analysis, risk
identification method, stress testing risk identification method and audit approach risk identification
method. In rare cases, the Bank applies incident investigation risk identification method to identify
credit risk.

Five levels of qualitative measurement of credit risk are applied by the Bank in order to measure credit
risk impact. These measurement levels are scales that range from very low for risk that have
insignificant consequences, low for risk that have minor consequences, medium for risk that have
moderate consequences, high for risk that have major consequences and very high for risk that have
extreme consequence. The level of the risk is measured taking into account the credit risk appelite of
the Bank, NBE limits, internal cradit risk limits and based on the Bank's risk management program.,
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4 Financial risk management (Continued)
4.2  Credit risk (Continued)
4.2.1 Credit quality analysis

The table below sets out information about the credit quality of financial assets and debt instruments
measured at amortised cost. Unless specifically indicated, for financial assets, the amounts in the table
represent Qross Carying amounts.

The lss allowance for loans and advances to customers also includes the loss allowances for lcan
commitments and financial guarantee contracts.

2021 2020
Stage 1 Stage 2 Stage 3 Total Total
ETE'000 ETE"0DD ETEB'000 ETE 00D ETB 000
Loans and advances to
customers at amortised
st
Stage 1-— Pass 58 147 588 - - 58,147 583 368,651,044
Stage 2 — Special mention - 2,200,355 - 2,209,355 2,789,882
Stage 3 - Non performing & - 1,635 346 1,635 346 709 949
Total gross exposure 58,147 588 2,209,355 1,635,346 61,992,289 42160 875
Loss allowance {88.379) {12.021) {240,7386) (342,136) [93,338)
Net carrying amount 58,058,209 2,197,334 1,394,610 61,650,153 42,067,537
2021 2020
Stage 1 Stage 2 Stage 3 Tatal Total
ETE'DOD ETE'ODD ETE0DD ETB'000 ETB'000
IFE financing
Stage 1 - Pass 2,243 958 - 2243958 542 341
Stage 2 — Special
mention - 11,689 - 11,689 -
Stage 3 - Non performing - - 410 410 -
Total gross exposure 2,243,958 11,689 410 2,256,056 542,341
Loss allowance ___[(2:892) (35) (20) __ (2.948) _{179)
MNet [;_arrying amount 2.2¢1 ,UEE 11 .553 389 2.253.1 08 542.162
2021
ETB'000
Gross Loss MNet carrying
Other financial assets (debt instruments) exposure allowance amount
Cash, bank balances and reserve with NBE 11,721,487 (359 11,721,138
Investmeant securities (debt instruments) 12,073,282 (903) 12,072,387
Other receivables and financial assets 300912 (8.246) 292 666
24,095,701 {9,510) 24,086,191
2020
ETB'00D
Gross Loss Met carrying
Other financial assets (debt instruments) exposure allowance amount
Cash, bank balances and resarve with NBE 8741421 (273) 8,741,146
Investiment securities (debt instruments) 11,126,336 (616) 11,125,720
Other receivables and financial assels 251,891 (8441 243,550
20,119,748 (9,332 20,110,416
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4 Financial risk management (Continued)
4.2  Credit risk {Continued)

4.2.2 Credit quality analysis (Continued)

Credit quality analysis disclosures for off-balance sheet facilities are as follows

12 Lifetime Lifetime ECL
muonths ECL credit 2021

Classification ECL credit not impaired Total

ETB'000 ETB"000 ETB'000 ETE'000
Pass 6,676,252 - - 6.676,252
Special mention E - - -
Maon-performing - = 2 -
Tolal exposure 6,676,252 - - 6.676,252
Loss allowance I - - i2B4
can‘ying amount E,E?S,QEE - - 'E,ETE,BEE

12 Lifetime Lifetime ECL
months ECL credit 2020

Classification ECL credit not impaired Total

ETE'O00 ETB'000 ETB 000 ETE'000
Pazs 3.049 536 - . 3.049 836
Special mention - - - -
Maon-performing 5 u . ~
Total exposure 3,049 B35 - - 3,049 836
Loss allowance oy 5 i (7a)
Carrying amount 3,049,766 - - - 3,049,766

4.2.2 Collateral held

The Bank holds collateral against certain of its credit exposures. The following table sets out the
principal types of collateral held against different types of financial assets.

Type of financial asset Mote 2021 2020 Principal type of collateral
ETE'000 ETE'000 held

Loans and advances to Cash and cash substitules,

customers and IFB 15 164,709,182 120,384,870 share cerificates, bank

financing guarantees, Buildings, vehicles

and machineries, negotiable
bills of payment and deposits.

I Loans and advances to corporate customers

The general creditworthiness of a corporate customer tends to be the most relevant indicator of cradit
quality of a loan extended. However, collateral provides additional security and the Bank generally
requests that corporate borrowers provide it. The Bank may take collateral in the form of a first charge
over real estate, floating charges over all corporate assels and other liens and guarantees,

Because of the Bank's focus on corporate customers’ credibworthiness, the Bank does not rc:utinﬂly'
update the valuation of collateral held against all loans and advances to corporate customers. Valuation
of collateral is updated when the loan is put on a watch list and the loan is monitored more closely. For
credit-impaired loans, the Bank oblains appraisals of collateral because it provides input into
determining the management credit risk actions.
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4 Financial risk management (Continued)
4.2  Credit risk (Continued)

4.2.2 Collateral held (Continued)

| Loans and advances to corporate customers (Continued)

Al 30 June 2021, the gross camying amount of credit-impaired loans and advances o corporate
customers amounted 1o ETB 735 million (2020: ETE 369 million) and the value of identifiable collateral
held against those loans and advances amounted to ETE 1,622 million (2020: ETE 841 millicn).

Il Investment securities designated at FVTPL

At 30 June 2021, the Bank had no exposure to credit risk on the investment securities designated at
FVTPL.

4.2.3 Amounts ansing from ECL
I Significant increase in credit risk

When determining whether the risk of default on a financial instrument has increased significantly since
initial recognition, the Bank considers reasonable and supportable information that is relevant and
available withoul undue cost or effort. This includes both quantitative and qualitative information and
analysis, based on the Bank's historical experience and expert credit assessment and including forward-
looking information.

The objective of the assessment is to identify whether a significant increase in credit risk has occurred
for an exposure by comparing:

« the remaining lifetime probability of default (PD) as at the reporting date;
= with the remaining lifetime PD for this point in time that was estimated at the time of initial recognition
of the exposure (adjusted where relevant for changes in prepayment expectations).
+ the Bank uses three criteria for determining whether there has been a significant increase in credit risk:
« quantitative test based on movement in PD;
+ qualitative indicators; and
* a backstop of 30 days past due.

Il Credit risk grades

The Bank allocates each exposure to a credit risk grade based on a variety of data that is defermined to
be predictive of the risk of default and applying experienced credit judgement. Credit risk grades are
defined using qualitative and quantitative factors that are indicative of risk of default. These factors vary
depending on the nature of the exposure and the type of bormower,

Credit risk grades are defined and calibrated such that the risk of default occurring increases
exponentially as the credit risk deteriorates so, for example, the difference in risk of default between
credit risk grades 1 and 2 is smaller than the difference between credit risk grades 2 and 3. Each
exposure is allocated to a credit risk grade on initial recognition based on available information about the
borrower, Exposures are subject to ongoing monitoring, which may result in an exposure being moved
to a different credit risk grade. The monitoring typically involves use of the following data;

a. Term loan exposures

* Information obtained during periodic reviews of customer files - e.g. audited financial statements,
management accounts, budgets and projections. Examples of areas of particular focus are: gross
profit margins, financial leverage ratios, debt service coverage, compliance

+ Data from NBE, press articles

= Actual and expected significant changes in the political, regulatory and technological environment of
the borrower or in its business activities

« Internally collected data on customer behaviour — e.g. utilisation of credit card facilities

« Affordability metrics A.A Bromhead
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4 Financial risk management (Continued)

4.2  Credit risk (Continued)
4.2.3 Amounts arising from ECL (Continued)
Il Credit risk grades (Continued)

b. Overdraft exposures

+ Payment record - this includes overdue status as well as a range of variables about payment ratios
« Utilisation of the aranted limit

* Requests for and granting of forbearance

+« Existing and forecast changes in business, financial and economic conditions

m Generating the term structure of PD

Credit risk grades are a primary input into the determination of the term structure of PD for exposures,
The Bank collects performance and default information about its credit risk exposures analysed by type
of product and borrower as well as by credit risk grading. The Bank employs statistical models to
analyse the data collected and generate estimates of the remaining lifetime PD of exposures and how
these are expectad to change as a result of the passage of time.

IV Determining whether credit risk has increased significantly

The Bank assesses whether credit risk has increased significantly since initial recognition at each
reporting date. Determining whether an increase in credit risk is significant depends on the
characteristics of the financial instrument and the bormmower,

The credit risk may also be deemed to have increased significantly since initial recognition based on
qualitative factors linked to the Bank's credit risk management processes that may not otherwise be fully
reflected in its quantitative analysis on a timely basis. This will be the case for exposures that meet
certain heightened risk criteria, such as placement on a watch list. Such gualitative factors are based on
its expert judgment and relevant historical experiences.

As a backstop, the Bank considers that a significant increase in credit risk occurs no later than when an
asset is more than 30 days past due. Days past due are determined by counting the number of days
since the earliest elapsed due date in respect of which full payment has not been received. Due dates
are determined without considering any grace period that might be available to the bormower.

If there is evidence that there is no longer a significant increase in credit risk relative to initial
recognition, then the loss allowance on an instrument returns to being measured as 12-month ECL.
Some qualitative indicators of an increase in credit risk, such as delinquency or forbearance, may be
indicative of an increased risk of default that persists afler the indicator itself has ceased to exisl. In
these cases, the Bank determines a probation period during which the financial asset is required to
demonstrate good behaviour to provide evidence that its credit risk has declined sufficiently. When
contractual terms of a loan have been modified, avidence that the criteria for recognising lifatime ECL
are no longer met includes a history of up-to-date payment performance against the modified
contractual terms.

The Bank monitors the effectiveness of the criteria used to identify significant increases in credit risk by
regular reviews to confirm that;

« the criteria are capable of identifying significant increases in credit sk before an exposure is in default;
+ the criteria do not align with the point in time when an asset becomes 30 days past due;
« the average time between the identification of a significant increase in credit risk and default appears

reasonable;
+ exposures are not generally transferred directly from 12-month ECL measurement to credit impaired;
and
« there is no unwarranted volatility in loss allowance from transfers between 12-month PD (Stage 1)
and lifetime PD (Stage 2). AA Bromhead
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4 Financial risk management (Continued)
4.2  Credit risk (Continued)

4.2.3 Amounts arising from ECL (Continued)

v Definition of default
The Bank considers a financial asset 1o be in default when:

+ the borrawer is unlikely to pay its credit obligations to the Bank in full, without recourse by the Bank to
actions such as realising security (if any is held);

* the borrower is more than 90 days past due on any material credit obligation to the Bank.

* Overdrafis are considered as being past due once the customer has breached an advised limit or
been advised of a limit smaller than the current amount outstanding; or

« it is becoming probable that the borrower will restructure the asset as a result of bankruptcy due
to the borrower's inability to pay its credit obligations.

In assessing whether a borrower is in default, the Bank considers indicators that are:

+ qualitative: e.g. breaches of covenanl;

+ quantitative: e.g. overdue status and non-payment on another obligation of the same issuer to the
Bank; and

+ based on data developed internally and obtained from extermnal sources.

* Inputs inta the assessment of whether a financial instrument is in default and their significance may
vary over time to reflect changes in circumstances.

To sum up, the definition of default largely aligns with that applied by the Bank for regulatory capital
pUFPOSES,

Vi Incorporation of forward-looking information

The Bank incorporates forward-looking information into both the assessment of whether the credit risk of
an instrument has increased significantly since its initial recognition and the measurement of ECL,

For each segment, the Bank formulates three economic scenarios: a base case, which is the median
scenario, and two less likely scenarios, one upside and one downside. For each sector, the base case is
gligned with the macroeconomic model's information value output, 8 measure of the predictive power of
the model, as well as base macroeconomic projections for identified macroeconomic variables for each
sector. The upside and downside scenarios are based on a combination of a parcentage errar factor of
each sector model as well as simulated oplimistic and pessimistic macroeconomic projections based on
a measure of historical macroeconomic volatilities.

External information considered includes economic data and forecasts published by Business Monitor
International, an external and independent macroeconamic data bady. This is in addition to industry-
level, semi-annual NPL trends across statistically comparable sectors.

Periodically, the Bank carries out stress testing of more extreme shocks to calibrate its determination of
the upside and downside representalive scenarios. A comprehensive review is performed at least
annually on the design of the scenanios by a panel of experts that advises the Bank's senior
management.

The Bank has identified and documented key drivers of credit risk and credit losses for each portfolio of
financial instruments and, using an analysis of historical data, has estimated relationships between
macro-economic variables and credit risk and credit losses.

A A Bromhead
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4.2

Credit risk (Continued)

4.2.3 Amounts arising from ECL (Continued)
Incorporation of forward-looking information (Continued)

The key drivers for credit risk for each of the Bank’s economic sectors is summarised below:

Vi

Sector (Product) Macro economic factors
GDP
| e AN EXCHANGE E:'?E:‘p?}g: DEBT: STRATIFICATI
Agriculture, Personal loans L RATE: Government  |ON: Household
and Staff loans pricé index, oo, o [OfO0OASANd | tie debt, |Spending, ETE
2010 =100, ; SEMNIces,
Sverie average USD per ETB bn bn
capila
GDP GDP
EXPENDITU [EXPENDITU |[EXCHANGE FISCAL: Tol:
Domestic Trade and GQOF, GDP per |RE: Imporis |RE: Imports |RATE: r;venul; UC;E:
Services capita, USD  |of goods and |of goods and [ETBAJSD, h;‘ "
Services, SEMIces, average
USD bn USD bn
GOF FISCAL: DEET:
P . EXPENDITUR |Current Govermnment
EMIKIngAnd Sonaiucli E: Exports of  |expenditure, |domestic
and Manufactunng and ‘ '
Brodictien gcn::t_ls and S0 bn debt, ETB bn
senvices, USD
per capita
GDOF GDP EXCHAMGE |GDP DEBT: Tatal
EXPENDITUR [EXFPEMDITU |RATE: Real [EXPEMDITUR |government
E: Exports of |RE: Imporis |effective E: Private final |debt, USD bn
EXpartand:itipae, goods and of goods and |exchange consumption,
services, ETB |services, rate, index Ush bn
bn ETE bn

The econcmic scenarios used as at 30 June 2021 include the following key indicators for Ethiopia for

the years 2021 to 2023:

Macro-economic factor 2021 2022 2023
INFLATION: Consumer price index, 2010 =100 397 470.4 5174
GOP: GOP per capita, USD Ta3 B89 1004
GDP EXPEN.DITL.IRE: Exports of goods and services, 644 73 1 a0 3
UJSD per capita

GDP EXPENDITURE: Exports of goods and services, 246 T 291 7 949 g
ETB bn

EXCHANGE RATE: ETEB/USD 333 3431 3534
GDP EXPENDITURE: Imparts of goods and sarvices, a5 4 314 35 g
USD bn

FISCAL: Current expenditure, USD bn B 9.6 109

P 'l r 5 i

GLOP EXFPENDITURE: Imports of goods and services, 845 7 1077 9 1270 8
ETE bn

INFLATION: Consumer price index, 2010 = 100 387 470.4 5174
DEBT: Government domestic debt, ETE bn 752 872.3 1003.1
EXCHANGE RATE: Real effective exchange rate. index 126.32 124.12 122.16
GOP EXPENDITURE; Private firal consumption, USD bn 5133 B1.9 a5
STRATIFICATION: Household Spending, ETB bn 20957 2503.8 2991.5
FISCAL: Total revenue, USD bn 9.6 10.3 11.6
DEBT: Total government debt, USD bn 35.2 &7.1 T
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4 Financial risk management (Continued)
4.2  Credit risk (Continued)

4.2.3 Amounts arising from ECL (Continued)

Vi Incorporation of forward-looking information (Continued)

Predicted relationships between the key indicators and default rates on various portfolios of financial
assets have been developed based on analysing semi-annual historical data over the past 5 years.

As at 30 June 2021 2020

Upside Downside Upside Downside
Cluster 1 0% 20% 0% a0%
Cluster 2 Y =% 0% S0%
Cluster 3 0% 50% 0% S0%
Cluster 4 0% S0% 0% 30%

¥l Maodified financial assets

The contractual terms of a loan may be modified for a number of reasons, including changing market
conditions, customer retention and other factors not related to a current or potential credit deterioration
of the customer, An existing loan whose terms have been modified may be derecognised and the
renagotiated loan recognised as a new loan at fair value in accordance with the accounting policy set
out.

When the terms of a financial asset are modified and the modification does not result in derecognition,
the determination of whether the asset’s credit risk has increased significantly reflects comparison of: its
ramaining lifetima PD at the reporting dale based on the modified terms; with the remaining ifetime PD
estimated based on data on initial recognition and the original contractual terms.

When maodification results in derecognition, a new loan is recognised and allocated to Stage 1
(assuming it is not credit-impaired at that time).

The Bank renegotiates loans to customers in financial difficulties (referred to as 'forbearance activilies')
to maximise collection opportunities and minimise the risk of default. Under the Bank's forbearance
palicy, loan forbearance is granted on a selective basis if the debtor is currently in default on its debt or if
there is a high risk of default, there is evidence that the debtor made all reasonable efforts to pay under
the original contractual terms and the debtor is expected to be able to meet the revised terms.

The revised terms usually include extending the maturity, changing the timing of interest payments and
amending the terms of loan covenants. Both retail and corporate loans are subject to the forbearance
policy. The Bank Credit Committee regularly reviews reporis on forbearance aclivities.

For financial assets modified as part of the Bank's forbearance policy, the estimate of PD reflects
whether the modification has improved or restored the Bank's ability to collect interest and principal and
the Bank's previous experience of similar forbearance action, As part of this process, the Bank
evaluates the borrower's payment performance against the modified contractual terms and considers
various behavioural indicators.

Generally, forbearance is a qualitative indicator of a significant increase in credit risk and an expectation
of forbearance may constitute evidence that an exposure 15 credit-impaired. A customer needs to
demonstrate consistently good payment behaviour over a period of time before the exposure is no
longer considerad to be credit-impaired/in default or the PD is considered to have decreased such that
the loss allowance reverts to being measured at an amount equal to Stage 1.

Vil Measurement of ECL
The key inputs into the measurement of ECL are the term structure of the following variables:
= probability of default (PDY;

i A_A Bromhead
+ loss given default (LGD); and
« exposure at default (EAD). Ceﬂ;.ﬁ‘;dﬂd;;gflrm
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4.2

423
Vi

Financial risk management (Continued)
Credit risk (Comtinued)

Amounts arising from ECL (Continued)
Measurement of ECL (Continued)

ECL for exposures in Stage 1 is calculated by multiplying the 12-month PD by LGD and EAD. Lifetime
ECL is calculated by multiplying the lifetime PD by LGD and EAD.

PD is an estimale of the likelihood of default over a given time horizon. It is estimated as at a point in
time. The calculation is based on statistical rating models, and assessed using rating tools tailored to the
various categories of counterparties and exposures.

LGD is the magnitude of the likely loss if there is a default. The Bank estimates LGD parameters based
an the history of recovery rates of claims against defaulted counterparties. The LGD models consider
the structure, collateral, seniority of the claim, counterparty industry and recovery coslts of any collateral
that is integral to the financial asset,

EAD represents the expected exposure in the event of a default. The Bank derives the EAD from the
curent exposure to the counterparty and potential changes to the current amount allowed under the
contract and arising from amortisation. The EAD of a financial asset is its gross carrying amount at the
time of default. For lending commitments, the EADs are potential future amounts that may be drawn
under the contract, which are estimated based on historical observations and forward-looking forecasts.
For financial guarantees, the EAD represents the amount of the guaranteed exposure when the financial
guarantee becomes payable. For some financial assets, EAD is determined by modeliing the range of
possible exposure outcomes at various points in time using scenario and statistical technigues.

As described above, and subject to using a maximum of a 12-month PD for Stage 1 financial assets, the
Bank measures ECL considering the risk of default over the maximum contractual period (including any
borrower’s extension oplions) over which it is exposed to credit risk, even if, for credit risk management
purposes, the Bank considers a longer period.

The maximum contractual period extends to the date at which the Bank has the right to require
repayment of an advance or terminate a loan commitment or guarantee.

Howewver, for overdrafts that include both a loan and an undrawn commitment companent, the Bank
measures ECL over a period longer than the maximum contractual pernod if the Bank's contractual
ability to demand repayment and cancel the undrawn commitment does not limit the Bank's exposure to
credit losses to the contractual notice period. These facilities do not have a fixed term or repayment
structure and are managed on a collective basis. The Bank can cancel them with immediate effect but
this contractual right is not enforced in the normal day-to-day management, but only when the Bank
becomes aware of an increase in credit risk at the facility level. This longer period is estimated taking
into account the credit risk management actions that the Bank expects to take, and that serve to mitigate
ECL. These include a reduction in limits, cancellation of the facility and/or turning the outstanding
balance into a loan with fixed repayment terms.

Where modelling of a parameter is carried out on a collective basis, the financial instruments are
grouped on the basis of shared risk characteristics that include:

s instrument type;
« gredit risk grading;

- collateral type; A.A Bromhead

« LTW ratio for retail mortgages: Certified Audit Firm
- date of initial recognition; P.O. Box 709

* remaining term o maturity; Addis Ababa

= industry; and
+ geographic location of the borrower,

The groupings are subject to regular review to ensure that exposures within a particular group remain
appropriately homogeneous.

A4 Bromhead Certfied Audit Firm and UK Registered Auditor
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4.2.3
1X

Financial risk management (Continued)
Credit risk {Continued)
Amounts arising from ECL ({Continued)

Loss allowance

The tables below show reconciliations from the opening to the closing balance of the loss allowance by

class of financial instrument;

Loans and advances to customers and

IFB financing at amortised cost 2021
(on balance sheet exposures) ETB'000
Stage 1 Stage 2 Stage 3 Total
Balance as at 1 July 2020 18.640 1.336 73541 23,517
Transfer to stage 1 (12 months ECL) 1,356 {1,103} {253) -
Transfer to stage 2 (Lifetime ECL not
credit (4,860) 5,198 (338) -
Transfer 1o stage 3 (Lifetime ECL credit
Met re-measurement of loss allowance 145 628 £.844 20,686 175458
Mew financial assets originated or
purchased 59,083 5,429 56.891 121,403
Financial assets derecognised {10,435) (378) {34,500) {(45,313)
Balance as at 30 June 2021 92,244 12,066 240,785 345,065
Loan and advances to customers 342117
IFB financing 2,948
345,065
Loans and advances to customers and
IFB financing at amortised cost 2020
{on balance sheet exposures) ETE'000
Stage 1 Stage 2 Stage 3 Total
Balance as at 1 July 2019 42 874 3,306 164,022 210,202
Transfer to stage 1 (12 months ECL) 8,930 (2,000) {6,930} -
Transfer to stage 2 (Lifetime ECL not
credit (2,611) 4,882 {2,281) -
Transfer to stage 3 (Lifetime ECL credit
impaired) (129) (95) 224 -
Met re-measurement of loss allowance {30,608) (4,731) (29177} {64, 516)
Mew financial assets originated or
purchased 10,914 306 49,991 61,211
Financial assets derecognised {10,730) (342) {102,308) i113,380)
Balance as at 30 June 2020 18,640 1,336 73,541 93,517
Loan and advances to customers 93,336
IFB financing 179
93,517
A_A Bromhead
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P.O. Box 709
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4 Financial risk management (Continued)

4.2  Credit risk (Continued)

4.2.3 Amounts arising from ECL [Continued)
I¥ Loss allowance (Continued)

2021
ETB'000
Investment
Cash and securities Other
bank (debt receivables and
balances  instruments) financial assets Total
Balance as at 1 July 2020 275 G186 .441 9,332
MNet remeasurement of loss allowance a4 288 1.848 2,320
Mew financial assets onginated o
purchased = = = =
Financial assets derecognised - - (2,144) (2.144)
Balance as at 30 June 2021 359 904 8,245 9.508
2020
ETB"000
Investment
Cash and securities Other
bank (debt receivables and
balances instruments) financial assets Total
Balance as at 1 July 2019 192 615 4 717 5,524
Met remeasurement of loss allowance 83 1 6,671 6,955
Mew financial assets onginated o
purchased - - - -
Financial assets derecognised - - (3,147) {3.147)
Balance as at 30 June 2020 275 616 8,441 9,332
A.A Bromhead
Certified Audit Firm
P.O. Box 709
Addis Ababa
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4 Financial risk management (Continued)
4.2  Credit risk (Continued)
4.2.3 Amounts arising from ECL (Continued)

IX Loss allowance (Continued)

The following table provides a reconciiation between amounts shown in the above tables reconciling
opening and closing balances of 1055 allowance per class of financial instrument; and the ‘impairment
losses on financial instruments’ line item in the statement of profit or loss and other comprehensive

4.2.4

income,
2021
ETB'000
Loans and
advances to  Investment Other financial
customers securities assets & off
and IFB (debt balance sheet Total charge/
financing  instruments)  exposures (credit)
Met remeasurement of loss allowance 175,458 268 109 175,855
Mew financial assets originated or
purchased 121,403 - - 121.403
Financial assets derecognised 145,313 - - (45.313)
Amounts directly written off during the year - - 2,144 2144
251,548 288 2,253 254,089
2020
ETB'000
Loans and
advances to  Investment
customers at  securities
amortised (debt Other financial Total charge!
cost instruments) assets {eredit)
Met remeasurament of loss allowance {64,515) [2.862) 3,082 (G4 095)
Mew financial assets originated or
purchased 61,210 1.02¢9 7,076 69,315
Financial assets derecognised {84 563) 1.634 - (82.5239)
Amounts directly written off during the year 17,882 - 13,147) 14745
~ (69,976) 1 7011 (62.964)

Concentrations of credit risk

Gross loans and advances 1o customers and IFB financing per sector are analysed as follows:

AA Bromhead
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4 Financial risk management (Continued)
4.2  Credit risk (Continued)

4.2.4 Concentrations of credit risk (Continued)

a) Loans and advances 2021 2020

ETB'000 ETB'000
Domestic frade and services 17,945 763 11,002 479
Manufactunng 14,452 596 8827 601
Expont 8,355,219 5,083,395
Real estate 6,253,045 4.808.326
Transport 1,518,566 1.839.012
Construction, machineny and working capital 2113372 2173.629
Import 2,404 352 2,045 968
Perzonal 4 186,537 2.102.484
Staff housing leans 2,463,767 1.793.186
Loans and advances under litigation 399519 A20.647
Agriculture 381.071 02 388
Emergency staff loan 397,050 349175
Advances on letters of credit 269976 122.595
Mining 276 =
Special financing scheme - Hotel and Tourism 415,388 -
Mastercard Foundation Ican facility 384 558 -
DEBE SME finance project 51,434

51,992,289 __ 42,160,875
h) IFB financing

Domestic trade and services 913,842 113.003
Manufacturing 404 546 91.531
Real estate 319,074 202424
Transport 66,176 11,853
Construction, machinery and working capital 4.012 1.8038
Import 279,820 24 353
Export 6,300 -

Personal 46,539 -

Emergency staff loan 5,788 =

Agriculture 9 859 72789

2,256,056 542,341
4.2.5 Collateral held and its financial effect

The general creditworthiness of a customer tends 1o be the most relevant indicator of credit quality of a
loan extended. However, collateral provides additional security and the Bank generally requests that
corporate borrowers provide it Stalf loans ather than staff housing loans are secured to the extent of the
employees’ continued employment in the Bank.

The Bank holds collateral against loans and receivables to customers in the form of bank guaraniees,
cash, residential, commercial and industrial property, such as vehicles, plant and machinery, The Bank
does not sell or repledge the collateral in the absence of default by the owner of the cecllateral. In
additon 1o the Bank's focus on credibvorthiness, the Bank abgns with s credit policy gude o
periodically update the validation of collaterals held against all loans 10 customers

For impaired loans, the Bank oblains appraisals of collateral because the fair value of the collateral is an
input 1o the impairment measurement,

The fair value of the collateral is based on the last revaluations carned out by the Bank's in-house
engineers. The valuation technique adopted for properties is in line with the Bank's wvaluation manual
and the revalued amount is similar to fair values of orooerties with similar size and location.

The fair value of collateral other than as share certificates, cash, NBE bills, etc. as disclosed at the

carmying amount as managemeant is of the opinion that the cost of the process of establishing the far
value of the collateral exceeds benefits accruable from the exercise

A.A Bromhead
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4 Financial risk management (Continued)

4.2  Credit risk (Continued)

4.2.6 Credit related commitments risks
The Bank makes available to its customers guaraniees which may require the Bank to make payments
on their behalf and enters into commitments o extend lines to secure their liguidity needs. Letters of
credit and guarantees (including standby letters of credit) cammit the Bank 1o make payments an behalf
of customers in the event of a specific act, generally related to the import or export of goods. Such
commitments expose the Bank to similar risks o loans and are mitigated by the same control processes
and policies.

4.2.7 Statement of prudential adjustments

Dwring the year ended 30 June 2021, the Bank transferred an amount of ETE 152 million (2020 ETB
278 million} to the credit risk reserve, This amount represents the difference between the provisions for
credit and other known losses as determined under the NBE Direclives, and the impairment reserve as
determined in line with IFRS 9 as at vear end.

The Bank compared the total provision based on the NBE Directive No, SBB/E9/2018 with the
impairment under IFRSs for the comparative penod and a transfer was made from retained earmings o
reqgulatory credil risk reserve account as the impairmeant balance under IFRSs was lower for the vear,

2021 2020

ETB'000 ETE'000

Suspended interest 329,640 123,815

Total impairment based on IFRSs {353,311} (101,958)
Total impairment based on NBE Directives 918,904 721410
885,233 T43,26T7

4.2.8 MNature of security in respect of loans and receivables

The Bank holds collataral against loans and receivables to customers in the form of bank guarantees,
cash, residential, commercial and industrial property; vehicles, plant and machinery.

4.3 Liguidity risk

Liquidity risk is the risk that the Bank cannot meet its maturing obligations when they become due, at
reasonable cost and in & imely manner. Liguidity risk management in the Bank is solely determined by
the Asset Liability Management Committee, which bears the overall responsibility for liquidity risk. The
main objective of the Bank's liquidity risk framework is to maintain sufficient liquidity in order to ensure
that maturing obligations are met.

Cash flow forecasting is performed in order to monitor liquidity status. The Treasury Management
Department monitors rolling forecasts of liquidity requirements to ensure that it has sufficient cash to
meet operational needs. Maturity mismatch techniques are used for the Bank's financial liabilities
analysis into relevant maturity groupings based on the remaining period at the statement of financial
position date to the contractual maturity date.

Cash flow forecasting is performed by the Finance Department. The Finance Department monitors
rolling forecasts of liquidity requirements to ensure that it has sufficient cash to meet operational needs,

Prudent liquidity risk management implies that sufficient cash is maintained and that sufficient funding is
available to meet liabilites when due, under both normal and stressed conditions, without incurring
unacceptable losses or risk damage to the Bank's reputation,

The Bank has incurred indebtedness in the form of borrowings. The Bank evaluates its ability to meet its
obligations on an ongoing basis. Based on these evaluations, the Bank devises strategies to manage its
liquidity risk. .

A.A Bromhead
Certified Audit Firm
P.O. Box 709
Addis Ababa
A A Bromhead Certified Audit Firm and UK Registerad BTOMST
P.O. Box 709, Addis Ababa, Ethecpea, Talephore +251 11 552 42 85 /552 45 58, Fax +251 11 552 45786,
Email: - aabromheaddaa- brombiead .com




LVLUEIRNGE 0w | 2020/2021

Dashen Bank Share Company
Report and Financial Statements
For the year ended 30 June 2021

Motes to the financial statements [Continued)
4 Financial risk management (Continued)
4.3  Liguidity risk (Continuead)

4.3.1 Maturity analysis of financial liabilities

The table below analyses the Bank's financial liabilities into relevant maturity groupings based on the
remaining period at the statement of financial position date to the contractual maturity date. The cash
flows presented are the undiscounted amounts o be settled in fulure.

Days
0-30 31 -90 a1 -180 181 - 365 Over 1 year
2021 ETB'000 ETE'00D ETE'000 ETB'000 ETB 000
Deposits from cusiomers 581,711 1.582,827 1,392,762 1.531.268 69 454 938
Other financial iabilities 3,731,798 2,302,559 447 284 1.257.131 445 802

4829408  3,885426 1,840,046 2,788,399  67.430,652

0-30 31 -390 a1 -180 181 - 365 Over 1 year
2020 ETB'000 ETE'000 ETE'000 ETB'000 ETB'000
Deposits from customers 1,055,000 773,000 1,729,000 1438611 46,498 244
Other liabilities 1,238,345 2,259 453 521 466 904 522 454 846

2,293,345 3,032,453 2,250,466 2.343.433 48,953,090

4.3.2 Financial assets pledged as collateral

Financial assets are pledged as collateral as part of securities for borrowings under terms that are usual
and customary for such activities

The total financial assets recogrnised n the statement of iinancial positton that have been pledged as
collateral for liabilities at 30 June 2021 are disclosed in the table below

Pledged as
collateral
ETE'ODD

Cash and balances with
banks 18,763
Investment securities 6,364,375

6,383,138

Assets pledged as collateral are not available for the Bank's operation.
4.4  Market risk

Market risk is defined as the risk of loss that the fair value or future cash flows of a financial instrument
will fluctuate because of changes in market risk factors such as interest rates, foreign exchange rates,
equity prices, credit spreads and their volatilities. Market risk can arise in conjunction with trading and
non-trading activities of a financial institution.  The Bank does not ordinarily engage in trading activities
as there are no active markets in Ethiopia.

4.4.1 Objective of market risk management

The main objective of market risk management is to manage and control market risk exposures within
acceptable parameters, while optimising the return on risk. Market risk is monitored by the Enterprise
Risk and Compliance Management Department regularly to identify any adverse movement in the
underlying variables.

A.A Bromhead
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4 Financial risk management (Continued)
4.4  Market risk (Continued)

4.4.2 Management of market risk

Market risk is monitored by the Risk Management and Compliance Department regularly, to identify any
adverse movement in the underlying variables.

(i) Interest rate risk

Interest rate risk is the risk that the value of a financial instrument will be affected by changes in market
interest rates. Borrowings obtained al vanable rates give nse 1o nterest rate nsk.

The Bank is also exposed o fixed rate financial assets and financial liabilities, The Bank’s investment
portfolio is comprnsed of treasury bills, Ethicpian government bonds and cash deposits.

The table below sets out information on the exposures o fixed and variable interest nstruments.

30-Jun-21 Interest  MNon-interest
Bearing bearing Total
ETE'0DD ETB'000 ETB'000
Assets
Cash and balances with banks 5,084 154 2887 343 7.991 497
Reserve with National Bank of Ethiopia - 3,730,000 3.730,000
Loans and advances to customers 61,650,172 - 61,850,172
IFB financing - 2253108 2.283,108
Debt securities at amortised cost 12,072 387 - 12,072,387

78,816,713 8,880,451 87,697,164

Liabilities
Deposits from customers 69,756 494 47897012 74,553 506
Other liabilities 486,718 ¢.697 596 2.184 614
70,243 212 12,494,908 82,738,120
30-Jun-20 Interest  Mon-interest
Bearing hearing Tatal
ETE'0DD ETB 000 ETB 000
Assets
Cash and balances with banks 1420063 4,632 083 6,061,146
Reserve with National Bank of Ethiopia - 2,680,000 2,880,000
Loans and advances to customers 42 067 537 - 42 06T 537
IFB financing - 542,162 42,162
Debt secuntes at amortised cost 11,125,720 - 11,125,720
54,622,320 7.854,245 62,476,565
Liabilities
Deposits from cuslomers 31127823 2,366,032 53,493 855
Other liabilities - 5378932 5378932

51,127 823 7,744,964 58,872,787

Foreign exchange risk is the risk that the fair value or future cash flows of a financial instrument will
fluctuate due to the changes in foreign exchange rates. The Bank is exposed to exchange rate risks to
the extent of balances and ransactions denominated in a currency other than the Ethiopian Birr. The
Bank’s foreign currency bank accounts act as a natural hedge for these transactions. Management has
set up a policy to manage the Bank’s foreign exchange risk against its functional currency.

A.A Bromhead
Certified Audit Firm
P.O, Box 709
Addis Ababa
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4 Financial risk management (Continued)
4.4  Market risk (continued)

4.4.2 Management of market risk (continued)
(i) Foreign exchange risk

Foreign currency denominated balances

Cash and balances with banks
Liability

Sensitivity analysis for foreign exchange risk

2021 2020
ETB'000 ETB'000
1,708,059 268,950
(8,620,653) (3,044 854)

_ (6,921,594) (3,675,904}

The sensitivity analysis for currency rate risk shows how changes in the fair value or future cash flows of
a financial instrument will fluctuate because of chanaes in market rates at the reporting date.

The sensitivity of the Bank's eamings to fluctuations in exchange rates is reflected by wvarying the

exchange rates at 10% as shown below:

2021 in "000 ETB

10 % 10 %
Depreciation Appreciation
Currency of ETB of ETB
Assets Carrying Amount against FCY  against FCY
usD 1,590,484 159,948 (159.948)
GBP 3,264 326 {328)
Euro 89 005 6,900 {8.900)
Others 36,306 3,630 [3.630%
1,708,059 170,804 [170.804]
Liabilities
UshD 8,106,210 {810,621) 810,621
GBP 19,160 {1,916) 1.916
Euro 480,073 (48,007 48007
Others 24 210 [2.421) 2421
8620653 (862.965) 862 965
Total increase/(decrease) {692, 161) 682,161
Tax charge at 30% 207648 [(207.648)
Effect on net profit (484,513) 484,513
2020 in "000 ETB
10 % 10 %
Depreciation Appreciation
Currency of ETB of ETB
Assets Carrying Amount against FCY  against FCY
usD 171,602 17,169 (17.169)
GBP 6,334 533 {633)
Euro 55,855 5585 {5.585)
Others 35,069 3,506 (3,506)
268,850 26,883 (26.893)
Liabilities
usD 3,999,508 {359,959) 259,959
GBP 11,8483 {1.189) 1.189
Euro 256806 [25,689) 25 689
Others 76,467 [7.646) 7.646
3944854 (394.483) 394483
Total increasel/{decrease) {367.500) 367590
Tax charge at 30% A.A Bromhead 110,277 (110.277)
Effect on net profit Certified Audit Firm (257,313) 257,313
P.O. Box 709
Addis Ababa
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4 Financial risk management (Continued)
4.5 Capital management

The Bank's objectives when managing capital are to comply with the capital requirements set by the
MEBE, safeguard its ability to continue as a going concem, and to maintain a strong capital base so as to
maintain investor, creditor and market confidence and to sustain future development of its business.

4.5.1 Capital adequacy ratio

According to the Licensing & Supervision of Banking Business Directive No SBB/50/2011 of the Mational
Bank of Ethiopia, the Bank has to maintain capital o risk weighled assels ratio of 8% at all imes, the
risk weighted assels being calculated as per the provisions of Directive No SBB/S/9S issued on 18
August 1993,

The capital adequacy ratio is the quotient of the capital base of the Bank and the Bank's risk weighted

asset base.
Capital includes paid-up capital, retained eamings, legal reserve and other reserves approved by the
MEE.
2021 2020
ETB 000 ETB'000
Capital
Paid-up capital 4,387,096 3,479.224
Retained samings 1,161,185 796 315
Reserve for IFRSs 922013 951 405
Legal reserve 2,800,992 2,362 430
Special reserve 100 100
Regulatory Risk Reserve 895,233 743 267
Other reserves (42,430) (25,169)
10,125,089 8,314,572
Risk weighted assets
Risk weighted balance for on-balance sheet items BE 626 690 38,085,020
Credit equivalents for off-balance sheet items 25,299 568 12,784 750
Total risk weighted assets 91,926,258 50,889 770
Risk-weighted Capital Adequacy Ratiowith pnmary capital 8% 11%
Risk-weighted Capital Adeguacy Ratic with total capital 10% 15%
Minimum required capital 8% 8%

46  Fair value of financial assets and liahilities

IFRS 13 requires an entity to classify measured or disclosed fair values according to a hierarchy that
reflects the significance of observable inputs.

All assets and liabilities for which fair value is measured or disclosed in the financial statements are
categorised within the fair value hierarchy, comprising of three levels described below, based on the
lowest level inputs significant to the fair value measurement as a whole.

4.6.1 Valuation models

IFRS 13 specifies a hierarchy of valuation techniques based on whether the inputs to those valuation
techniques are observable or unobservable. Observable inputs reflect market data obtained from
independent sources; unobservable inputs reflect the Bank's market assumptions.

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

A.A Bromhead

ertified Audit Firm
AfA. Bromhead Certfied Audit Firm and UK Registered Audtor C An
P.O. Box /049, Addis Ababa, Ethiogia, Telephone +251 11 552 42 B /552 45 S8} Fax +£b£‘\ﬁ'fmgbaut

Email: - aabremhead@aa-brombiead corm




Annual Report

| 2020/2021

Dashen Bank Share Company
Report and Financial Statements
For the year ended 30 June 2021

Motes to the financial statements (Continued)

4
4.6
4.6.1

4.6.2

Financial risk management (Continued)
Fair value of financial assets and liabilities ({Continued)
Valuation models (Continued)

Level 1: Inputs that are quoted market prices (unadjusted) in active markets for identical assets or liabilitie
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). This category includes
instruments valued using: quoted market prices in active markets for similar instruments; quoted prices
for identical or similar instruments in markets thatl are considered less than active, or other valuation
technique in which all significant inputs are directly or indirectly observable from market data.

In conclusion, this category is for valuation techniques for which the lowest level input that is significant
to the fair value measurement is directly or indirectly observable.

Level 3: Inputs for the asset or liability that are not based on observable market data (unobservable
inputs). This category includes all assets and liabilities for which the valuation technique includes inputs
not based on observable data and the unobservable inputs have a significant effect on the asset or
liability's valuation. This category includes instruments that are valued based on quoted prices for similar
instruments for which significant unobservable adjustments or assumptions are required to reflect
differences between the instruments.

Financial instruments measured at fair value - Fair value hierarchy

The following table summarises the carrying amounts of financial assets and liabilities at the reporting
date by the level in the fair value hierarchy into which the fair value measurement is categorised. The
amounts are based on the values recognised in the statement of financial position.

30-Jun-21 Carrying
amount Level 1 Level 2 Level 3 Total
ETE'000 ETE'000 ETE'000 ETE"000 ETE000

Financial assets
Cash and balances wilh
banks - - - = -
Loans and receivables - - - - -
Financial assets at fair
value through OCI 112,138 112138 112138
Financial assets at
amorised cost

Total 112,138 - 112,138 - 112,138
Carrying Level 1 Level 2 Level 3 Total
amount
Financial liabilities. ETE'0O0 ETB'000 ETE'000 ETB"000 ETE"O00
Deposits from customers - - - - -
Other liabilities - - - - -
Total - - - - -
A.A Bromhead
Certified Audit Firm
P.O. Box 709
Addis Ababa
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4 Financial risk management (Continued)

4.6  Fair value of financial assets and liabilities {Continued)

4.6.2 Financial instruments measured at fair value - Fair value hierarchy (Continued)

30-Jun-20 Carrying
amount Level 1 Level 2 Level 3 Total
ETE'000 ETE'000 ETE'000 ETB'000 ETB'000

Financial assets
Cash and balances with

banks - - - - -
Loans and receivables - - - - -
Financial assets at fair

value through OCI 95,778 a8 778 95778
Financial assets at

amortised cost
Taotal 95778 - 95,778 - 95778

Financial liabilities
Deposits from customers - - - - .
Other liabilities - = s - .

Total - - - - .

4.6.3 Valuation technigue using significant unobservable inputs — Level 3
The Bank has no financial asset measured using significant unobservable inputs.
4,6.4 Transfers between the fair value hierarchy categories

During the reporting periods coverad by these annual financial statements, there were no movements
between levels as a result of significant inputs to the fair valuation process.

4.7  Offsetting financial assets and financial liabilities
There are no offsetling arrangements. Financial assets and liabilities are disclosed on a gross basis.

A.A Bromhead
Certified Audit Firm
P.O, Box 709
Addis Ababa
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2021 2020
ETE'000 ETE'000
5 Interest income
Interest on loans and advances 7,214 978 5,363 431
Interest income from NBE bills and government bonds 654,018 457,390
Interest income from foreign deposits 21 1,318
Interest income from local deposits a5 233 1,861

7,964,250 5,824,000

Included within various line items under interest income for the year ended 30 June 202115 a total of ETE
204 million (30 June 2020: ETB 49.9 million) relating to impaired financial assets.

2021 2020
ETE'000 ETB'000
6 Interest expense
Interest on savings deposits 2,352,398 1,880,704
Interest on demand deposits - 59
Interest on time deposits 571,955 491,282
Finance charge on lease liability 20,541 23,481
Interest on borrowings 15,182 63,338
2,960,076 2,458 864
T Met fees and commission income

Fees and commission income

Service charges 583,345 427 495
Commission on CPOs and FTs BE6,198 648,795
Commission on letters of credit 458,071 284 434
Transaction fees 75,603 53,565
Commission on guarantees issued 221,369 98,116
Credit related commissions 532 507
2,015,118 1,512812
Fees and commission expense (95,587) (80,609)
Met fees and commission income 1,919,531 1,432,303
8 Other operating income
Sundry income 97,243 129,344
Rental income 84,470 0,747
Investment income 7,692 9,827
Income from IFB financing 90,641 11,292
280,048 221,210

9 Loan & IFB financing impairment charge

Loans impairment (charge)/ reversal of provision (note 17¢) (248,779) 69,976
IFB financing impairment (charge) of provision (note 17¢c) ) (2, 769) {(179)
A.A Bromhead (251,548) 69,797
Certified Audit Firm
P.O. Box 709
AA. Bromhead Certified Augl

P.O. Box 708, Addis Ababa, Ethiopia, Telephone +251 11 532 42 85 /552 45 58, Fax +251 11 552 4576,
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2021 2020
ETB'000 ETE'000
10 Impairment losses on other financial assets
Receivables - charge for the year (note 17¢c) (1,948) (6,871)
Cash and bank balances - charge for the year (note 17¢c) {54} (83)
Investment securities (debt instruments) - charge for the
year (note 17c) {289) (1)
LCs and financial guarantee contracts
- charge for the year (note 17c) {220) (57)
(2,541) (7,012)
11 Employee benefits expenses
Salaries and wages 1,376,585 1,144 352
Staff allowances 250,098 224 652
Other staff expenses 282 857 155,532
Pension costs — Defined contribution plan 177,224 164,236
Retirement benefits expense - defined benefit plan 46,260 33,748
Life and GPA insurance 11,996 11,788
2,145,030 1,734,308
12 Other operating expenses
Rental expense 10,644 3,996
Depreciation 230,425 204,197
Advertisement and promotions 73,623 75,744
Donations and contributions 48 306 40,927
Repairs and maintenance aae12 38 644
Communications expense 15,183 14,308
Printing and stationery 25333 31,779
Amortisation of intangible assets 79,455 29,381
Sundry expenses 48 836 80,264
Depreciation of investment property 16,874 16,370
Representation allowances 30,539 25187
Transportation 14,007 9,226
Utilities 18,128 16,093
Insurance 12,851 13,315
Per diems 7,559 7,203
Entertainment 13,281 8,002
Office expenses 5,271 6,256
Qutsourced service fee 170,347 152,029
Hardware and software service fees 161,344 152,953
Directors’ related expenses 2,582 1,835
Audit fees 1,738 1,655
License and registration fees 574 358
Legal and professional fees 82492 16,702
Postage and stamps g 18
Loss on disposal of fixed assets 151 -
Penalty charges 12 85
Gift A.A Bromhead 1,790 -
Depreciation of right-of-use-asset Certified Audit Firm 294,286 268,656
Impairment loss on non financial assets P.O. Box 709 4.700 -
Addis Ababa 1334759  1,215.285

AA Bromhead Certified Audit Firm and UK Registered Auditor
P.C. Box 709, Addis Ababa, Ethiopia, Telephone +251 11 552 42 85 /552 45 58, Fax #251 11 552 4576,
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13 Company income and deferred tax

13(a) Current income tax
Current income tax (note 13b)
Deferred income tax - profit or loss
Total charge to profit or loss
Deferred income tax - OCI
Total tax in statement of comprehensive income

13(b) Ta=ation charge

2021 2020
ETB'000 ETB'000
680,618 381,974

19,939 (128,977)
700,557 252,997
(7,397) (4,139)
693,160 248 856

The tax on the Bank's profit before income tax differs from the theoretical amount that would arise using

the statutory income tax rate as follows:

2021 2020
ETE'D0D ETB'000
Profit before tax 2,426,804 1,789,930
Non-deductible expenses
Depreciation and amortisation per IFRS 326,754 249 948
Impairment loss /reversal) as per IFRS 248779 (69,976)
Impairment of IFB financing 2,769 179
Impairment charge on receivables and other exposures 2,541 .02
Impairment of non-financial assets 4,700 -
Severance expense 46,103 33,460
Entertainment 13,281 8,002
Family medical expense 6,306
Legal provision reversal (3,008) 2,658
Penalty and gift 1,802 85
Donations - 20,927
Unrealised foreign exchange loss 83,245 148,230
Provision for accrued leave expense 23,487 41,148
Amortisation of prepaid staff benefits expense net of
additional interest income recognised on discounted staff loans 34,066 39,344
Interest charge on lease liability 20,541 23,481
Depreciation expense of right-of-use-asset 294 286 268 656
Less:
Interest income on NBE bills - tax exempt income (654,018) (457,390)
Depreciation as per tax law (391,377) (241,398)
Provision for loss on loans and advances, IFE financing
and receivables as per tax law (158,710} (171,128)
Rent expense and land operating lease amortisation expense (318,827) {276,253)
Dividend income taxed at source (7,692) (9,827)
Interest income on local deposits (taxed at source) (99,233) (1,861)
Severance and farewell benefits paid (7,979) (7,212)
Interest on foreign deposits (taxed at 10%) (21) (1,318)
Leave payments made during the year (20,554) (12,988)
Gain on disposal of assets (5,864} (5,753)
Prior period adjustment - (105,151)
Taxable income 1,873,581 1,272,805
Current tax expense (30%) 562,074 381,842
Current tax expense - income on foreign deposits (10%) 2 132
Tax payment made upon tax audit AA Bmm?j“Fdlrm b18,542 .
Certified Audit
Total current tax expense P.O. Box 709 _!SBCI 618 381,974
AA. Bromhead Certified Audit Fi kbabh

P.O. Box 709, Addis Ababa, Ethiopia, Telephone +251 11 552 42 85 /552 45 58, Fax +251 11 552 4576,
Email: - aabromhaad@aa-bromheaad.com
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13 Company income and deferred tax (Continued)

13{c) Reconciliation of effective tax to statutory tax

The tax on the Bank's profit before income tax differs from the theoretical amount that would arise using
the statutory income tax rate as follows:

2021 2020
ETB'000 ETE'000
Profit before tax 2,426,804 1,789,930
Profit tax at the applicable rate of 30% 728,041 536,979
Tax effect of income taxed at source (227.083) (140,723)
Tax effect of disallowed expenses 179,658 (14,414)
Tax effect of income on foreign deposits (10%) 2 132
Tax expense 680,618 381,974
13(d) Current income tax liability
Balance at the beginning of the year 380,839 240,950
Charge for the year (note 13b) 680,618 381,974
Withhelding tax paid (1,409) (1,135)
Payment during the year _ (499381} (240,950}
Balance at the end of the year 560,667 380,839
13(e) Deferred tax assets
The analysis of deferred tax assets is as follows:
To be recovered after more than 12 months 115,621 128,163
To be recovered within 12 months | ;
115,621 128,163

Deferred income tax assets and liabilities, deferred income tax charge/(credit) in profit or loss (P/L), in
equity and other comprehensive income are attributable to the following items:

At 1 Credit/ Credit/
Deferred income tax July Reclassif (charge) to (charge)to At 30 June
assetsi(liabilities): 2020  jcation PIL equity or 2021
ETB'000 ETB'000 ETB'000 ETB'000 ETB'000
Property and equipment (8,779) - (43,439) - (52,218)
Post employment benefits
obligation 42 546 - 11,437 - 53,983
Unrealised fair value (gain) / loss
on equity instruments (8,427 - - 6,667 (1,760)
Actuarial loss 19,214 - - 730 19,944
Unrealised foreign exchange loss 44 469 - (19,496) - 24973
Right-of-use-asset and lease
liability 30,692 - 2,551 - 33,243
Provision for accrued leave 8,448 - 29 008 - 37 456
Total deferred tax
assets/(liabilities) 128,163 - (19,939) 7,397 115,621
A.A Bromhead
Certified Audit Firm
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13 Company income and deferred tax (Continued)

13(e) Deferred tax assets / (liabilities) (Continued)
At1 Credit/ Credit/
Deferred income tax July Reclassif (charge) to (charge)to At 30 June
assets/{liabilities): 2019  jcation PL equity or 2020
ETB'000 ETB'000 ETE'0DD ETE'000 ETE'000
Property and equipment (46,272) - 37,493 - (8,779)
Post employment benefits
obligation 34,671 - 7,875 - 42 546
Adjustment on initial application of (5,009) 5,009 - - -
Unrealised fair value (gain) ! loss
on equity instruments (4,052) (5,009) - 634 (8.427)
Actuarial loss 15,709 = 3,505 19,214
Unrealised foreign exchange loss = - 44,469 = 44 469
Right-of-use-asset and lease
liability - - 30,692 - 30,692
Provision for accrued leave - - 8,448 - 8 448
Total deferred tax
assets/(liabilities) (4,953) - 128,977 4,139 128,163
14 Cash, balances with banks and reserve with National Bank of Ethiopia
2021 2020
14(a) Cash and balances with banks ETE'000 ETE"000
Cash in hand 2,082,893 2,043,656
Balance held with National Bank of Ethiopia 814,450 2,588 431
Deposits with local banks maturing in three menths 605,491 101,811
Deposits with foreign banks 1,576,253 136,086
Treasury Bills maturing in three months 2912410 1,191,137
7,991,497 6,061 421
Impairment allowance-bank balances (172) {141)
7,991,325 6,061,280

The cash in hand balance includes ETE 151 million at the Bank's branches in the Tigray Region, the
existence of which could not be confirmed due to the Region's current conflict.

14(b) Reserve with National Bank of Ethiopia

Reserve with National Bank of Ethiopia

Impairment allowance - reserve with National Bank of Ethiopia

3,730,000 2,680,000
(187) (134)
3,729,813 2,679 BE66

The reserve account balance maintained with the Mational Bank of Ethiopia is restricted for current use.

A.A Bromhead
Certified Audit Firm
P.O. Box 709
Addis Ababa
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2021 2020
ETB'000 ETB'000
15 Loans and advances and IFB financing

13(a) Loans and advances to customers

Domestic trade and services 17,945 763 11,002 479
Manufacturing 14,452 596 9,927 601
Export 8,355,219 5,083,395
Real estate 6,253,045 4,908 346
Transport 1,518,366 1,939,012
Construction, machinery and working capital 2,113,372 2,173,629
Import 2,404,352 2,045 968
Personal 4,186,537 2,102 484
Staff housing loans 2,463,767 1,793,186
Loans and advances under litigation 399 519 320617
Agriculture 381,071 392 388
Emergency staff loans 387,050 349175
Advances on letters of credit 269976 122,595
Mining 276 -
Special financing scheme-hotel and tourism 415,388 -
Mastercard foundation loan facility 384 558 -
DBE SME Finance project 51,434 -
Gross amount 61,992,289 42,160,875
Less:
Impairment loss allowance (note 4.2.3) (342, 117) (83 338)
61,650 172 42 067 537
Maturity analysis
Current 14,823 259 9,946 838
Mon-current 46,826,913 32,120,699

61,650,172 42 067 537

15(b) IFB financing

Domestic trade and services 913,842 113,003
Manufacturing 404 546 91,531
Real estate 519,074 292 424
Transport 66,176 11,853
Construction, machinery and working capital 4012 1,808
Import 279,820 24,353
Export 6,300 -
Personal 46,539 -
Emergency staff loan 5,768 -
Agriculture 9,959 7,279
Gross amount 2,256,056 542 341
Less:
Impairment loss allowance (note 4.2.3) (2,948) {(179)
2,253,108 542 162
mhead
Maturity analysis - AA Bt;udit ¥hem
Current P.O. Box 709 405,959 271,081
Non-current Addis Ababa 1,847,149 271,081
2,253 108 542 162

AA Bromhead Certified Audit Firm and UK Registered Auditor
P.C. Box 709, Addis Ababa, Ethiopia, Telephone +251 11 552 42 85 /552 45 58, Fax #251 11 552 4576,
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15

16
16(a)

16(b)

16(c)

17
17(a)

A

Loans and advances and IFB financing (Continued)

The total loans and advances and IFB financing balance of ETB 1.7 billion and the related collateral at the
Bank's Tigray Region branches are treated in the same manner as the other loans and advances and IFB
financing balances although the status of those balances could not be determined due to the Region's
current conflict,

Investment security 2021 2020
Financial assets at fair value through OCI ETB'000 ETB'000
Balance at the beginning of the year 95,778 89,897
Changes in the fair value of financial assets at FVTOCI (22,224) (2,114)
Additional investments made during the year 38,584 7,995
Balance at the end of the year 112,138 95,778

The Bank holds equity investments in Ethswitch 5.C of 2% (2020: 3%), Nyala insurance 5.C of 3% (2020:
£%), Ethiopian Reinsurance 5.C of 2.27% (2020: 2.27%) and Society of Worldwide Interbank Financial
Telecommunication (SWIFT) 5.C of 0.005% (2020: 0.005%) and Addis Africa International Conventional
Center of 1.29% (2020: 1.56%). These investments are unquoted equity securities measured at cost
except for SWIFT, which has been measured at fair value.

2021 2020
Debt Securities at amortised cost ETB'000 ETB'000
MNEBE Bills 10,827 456 10,928 248
Deposits with local banks 471,832 -
Treasury Bills 667,900 191,849
Ethiopian Government bonds 6,104 6,239
Gross amount 12,073,292 11,126,336
Less:
Impairment allowance-Bills & Bonds (905) (616)
12,072, 387 11,125 720
Maturity analysis
Current 3,339 589 424 694
Non-current 8,732,798 10,701,026
12,072, 387 11,125,720
Other assets
Financial assets at amortised cost
Clearing account balances 168,008 128,608
Sundry receivables 132,904 123,383
300,912 251,991
Impairment allowance for receivables (8,248) (8,441)
292,666 243,550
Mon-financial assets
Staff advances 3,398 5,014
Prepayments 426,331 257 247
Prepaid cperating lease rentals 103 21
Prepaid staff benefits 753,514 184,357
Acquired properties A_A Bromhead 60,169 37,536
Inventory Certified Audit Firm 88,943 78,823
P.O. Box 709 1,332 458 562 998
Gross amount Addis Ababa 1,625,124 806,548

AA Bromhead Certified Audit Firm and UK Registered Auditor
P.Q. Box 708, Addis Ababa, Ethiopia, Telephone +251 11 552 42 85 /552 45 58, Fax +251 11 552 4576,
Email: - aabromhead@aa-bromhead.com
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17
17(a)

17(b)

17(c)

18

Other assets (Continued)

Financial assets at amortised cost (Continued) 2021 2020
ETB'DO0 ETE'000

Maturity analysis

Current 722,395 165972

Mon-currant a02 729 640,576
1,625,124 B0& 548

Impairment allowance for receivables

A reconciliation of the allowance for impairment losses for other assets is as follows:

Bialance at the beginning of the year (8,441) (4,717)

Written off 2,144 3,147

Charge for the year (note 4.2.3) {1,248) (6,871)

Balance at the end of the year (8,245) (8.441)

Movement of impairment loss allowance

As at 30 Charge /
June (reversal) As at 30
2020 Write off for year June 2021
ETB'000 ETB'000 ETB'000 ETB"000
Loans and advances 93,338 - 245,779 342117
IFB financing 179 - 2,764 2,948
LC and guarantees 70 = 220 290
Debt securities at amortised cost 616 - 2B8 a0s
Receivables 8,441 (2,144) 1,848 8245
Bank balances 275 - 54 358
lotal 102,919 {2,144) 254,089 354 864

Jeoint operations

The Bank has a 40% interest in a joint arrangement in the Tana Department Store Building in Addis
Ababa which was set up as a partnership together with MIDROC Ethiopia PLC to earn rental income.
Dashen Bank manages and administers the affairs of the building.

The joint venture agreements in relation to the Tana Building partnership require unanimous consent from
all parties for all relevant activities. The two partners have direct rights to the assets of the partnership
and are jointly and severally liable for the liabilities incurred by the partnership. This entity is, therefore,
classified as a joint operation and the group recognises its direct night to the jointly held assets, liabilities,
revenues and expenses as described in note 2.20.

% of ownership 2021 2020
Name of operation interest ETB'000 ETB'000
Tana Building Administration 40%
Total assets 183,903 183,268
Total liabilitles 3,399 3,186
I 16,166 14,466
Brocihead Total income

Certified Audit Firm Total expenses 3,036 3,775

P.O. Box 709

Addis Ababa

AA. Bromhead Certified Audit Firm and UK Registered Auditor
P.C. Box 709, Addis Ababa, Ethiopia, Telephone +251 11 552 42 85 /552 45 58, Fax +251 11 552 4576,
Email: - agbromhead@aa-bromheaad com
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189(a)

19(b)

19(e)

19(d)

Investment properties 021 2020
ETE'000 ETE'000

Cost:

At the beginning of the year 848,416 848,418

Acquisitions - -

At the end of the year B4E5 416 B48. 416

Accumulated depreciation:

At the beginning of the year 67,420 51,050
Charge for the year 16,874 16,370
At the end of the year 84,294 67.420
Met book values 764,122 780,998

Amounts recognised in profit or loss for investment properties

Rental income 84,470 70,747
Depreciation of investment proparties 16,874 16,370

Fair value measurement of the Bank's Investment properties

Investment properties include those held for rental purposes and those in which the Bank occupies an
insignificant portion. These properties are held to earn rentals and for capital appreciation. There are
currently no restrictions on the realisability of these properties

Investment properties are initially measured at fair value as deemed cost and subsequently measured at
depreciated cost (less any accumulated impairment losses). Depreciation is calculated using the straight:
line methed to allocate costs less residual values over the estimated useful lives of 50 years. The fair
value of investmeant properties has been disclosed as required.

The fair value of the Bank's investment property as at 30 June 2021 is ETB 1.45 billicn (2020: ETB 1,63
billion). The fair value of the Bank's Investment property has been arrived at by in-house engineers
qualified estate surveyors and valuers. These wvaluers have appropriate qualifications and recent
experience in the valuation of properties in the relevant locations. The fair value was determined based
on the replacement cost concept which approximates the estimated amaount for which a property should
exchange on the date of valuation between knowledgeable willing parties in an arm's length transaction
after proper marketing, prudently and without compulsicn. This implies a market comparable approach
that reflects the recent transaction prices for similar properties. In estimating the fair value of the
properties, the highest and best use of the properties is their current use. There has been no change to
the valuation technigue during the year.

Fair value hierarchy

Details of the Bank's Investment properties and information about the fair value hierarchy at 30 June
2021 and 30 June 2020 are as follows:

Level 1 Level 2 Level 3
2021 ETB'000 ETB'000 ETB'000
Investment properties A.A Bromhead - - 1,446,953
Certified Audit Firm '
2020 P.O. Box 709
Investment properties Addis Ababa - - 1,631,302

Investment properties include ETE 2¥m freehold land with indefinite economic life that is not
depreciated.

AA. Bromhead Certified Audit Firm and UK Registered Auditor
P.O. Box 709, Addis Ababa, Ethiopia, Telephone +251 11 552 42 85 /552 45 58, Fax +251 11 552 4576,
Email: - aabromhaad@as-bromhaad.com
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20 Intangible Assets License  Software Total
ETB'000 ETB'000 ETB'000
Cost:
As at 1 July 2019 44 B53 180,001 224 654
Acquistions - 11,602 11,8602
As at 30 June 2020 44 653 181,603 236,258
As at 1 July 2020 44 653 191,603 236,256
Additions - 199,291 199,291

As at 30 June 2021 44,653 390,894 435547

Accumulated amortisation and impairment losses

Asat 1 July 2019 (31,904} (83,353) (115,257)
Amaortisation for the year (6,381) (23,000} (29,381
As at 30 June 2020 (36.285) (106.353) _ (144.638)
A at 1 July 2020 (38,285)  (108,353) (144 838)
Amaortisation for the year (6,368) (73,087 [79,455)
As at 30 June 2021 (44,653} (172.440) (224,093)

MNet book values

As at 30 June 2020 6,368 85,250 91,618

As at 30 June 2021 : 211,454 211,454
21 Property and equipment 2021 2020
ETB'000 ETB'000

Property and equpment (21a) 3,120,473 3,140,885
Right-of-use-assets (21b) 1051223 740757

4,171,696 3,881,642

A A Bromhead
Certified Audit Firm
P.O. Box 709
Addis Ababa

AA Bromhead Certified Audit Firm and UK Registered Auditor
P.C. Box 709, Addis Ababa, Ethiopia, Telephone +251 11 552 42 85 /552 45 58. Fax +251 11 552 4576,
Email: - aabramhead@aa-bromhead.com
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21 Property and equipment (continued)
21(a) Property and equipment

21.1 Construction in progress represents directly attributable costs related to construction of buildings at Ras
Mekonnen, Shewaber, Adama, Jimma, Lideta and Dessie,

21.2 Upon impairment review, the net book values of property and egquipment does not exceed its
recoverable amounts as at the end of the reporting period. Thus, the management is of the opinion that
allowance for impairment is not required.

21.3 Property and equipment include ETB 33m freshold land with indefinite economic life that is not
depreciated.

21(b) Right of use assets

Rent for Leasehold
Office rent ATM spaces land Total
ETE'000 ETE'000 ETB'000 ETE'000
Balance at 1 July 2019 876,766 8,724 51,020 936,510
Additions 71,604 1,299 - 72,903
Depreciation( charge for the year) (264,262) (3,222) (1.172) (268,656)
Balance at 30 June 2020 684,108 6,801 49,848 740,757
Balance at 1 July 2020 684,108 6,801 49 848 740,757
Additions 310,239 2,080 - 312,319
Adjustments 289 336 30497 - 292 433
Depreciation] charge for the year) (289 694) (3420} (1,172) (224 286)
Balance at 30 June 2021 993,989 8,558 48,676 1,051,223
A.A Bromhead
Certified Audit Firm
P.O. Box 709
Addis Ababa

A A Bromhead Certified Audit Firm and UK Registered Auditor
P.C. Box 709, Addis Ababa, Ethiopia, Telephone +251 11 552 42 85 /552 45 58, Fax #251 11 552 4576,
Email: - aabramhezd@aa-bromhead com
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22 Deposits from customers

2021 2020
22(a) Deposits from Conventional customers ETB 000 ETE'000
Demand deposits 19,731,574 12,135,649
Savings deposits 44 943 533 33 BOB 8BY
Time deposits 5,081,387 5,083,287

60756494 51,127,823

22(b) Deposits from Interest free banking Customers

Qard deposils 1,204,644 404 447

Wadia savings deposits 3,592 368 1,961,585
4797012 2,366,032

Total Deposits 74 553 506 53,493 855

Maturity analysis

Current 2,664,023 4885611

Mon-current 68,689 483 48 498 244

74,553,506 53,483 855

22(c) The Bank has changed its measurement of foreign currency denominated customer deposit balances
from mid-rate to buying rate in the current accounting year. Had the buying rate been applied to the
comparative year, the custormer deposit balance would have been less by ETB 28.6 millicn.

A.A Bromhead
Certified Audit Firm
P.O, Box 709
Addis Ababa

A4 Bromhead Certified Audit Firm and UK Registered Auditor
P.O. Box 7049, Addis Ababa, Ethiopia, Telephone +251 11 532 42 85 /552 45 58, Fax +251 11 552 4576,
Email: - aabromhead@aa-bromhead.com
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23 Other liabilities 2021 2020
ETE'000 ETE'000
Financial liabilities
Accruals 82762 BO,836
Borrowing-local 486,718
Banking instruments payables 2,871,997 387,742
Customers payabes 1,389,166 1,701,267
Eguity and other blocked accounts 16,912 15,460
Margins held on letters of credit 2,766,178 2857 838
Hamish Jidia held accounts 31,315 -
Staff payables 214,853 105,008
Impairment allowance for LCs & quarantees 280 70
Lease liabilities 324 423 230,611
8,184,614 5,378,932

Man-financial liabilities

Deferred income 153,461 57.342
Defined contribution liahilities 8,683 4,425
Sundry payables 747 999 374,017
Stamp duty payable 9,368 10,952
Withholding tax and value added tax payables 17,141 9,153
Other tax payable 39988 28,349
Frovision - 3,008
1,026 660 487 246
Gross amount 9,211,274 HBEBETE
Maturity analysis
Current 8,283,995 5575 464
Mon-current 927,279 280,714
9,211,274 5 BG66 178

23(a) The Bank has changed its measurement of foreign currency denominated margin held and deposit for
import clearance account balances from mid-rate to buying rate in the current accounting year. Had the
buying rate been applied to the comparative year, these balances would have been less by ETB 7 million.

24 Defined benefits obligation

Severance, retirement and gratuity benefits

The Bank operates an unfunded severance pay plan for its employees who have served the Bank for 5
vears and more and are below the retirement age (i.e., has not met the requiremeant to access the pension
fund), The final pay-ocut 15 determined by reference to current benefit's level (monthly salary) and number
of years in service and is calculated as 1 month salary for the first year in employment plus 173 of monthly
salary for each subsequent year in employment to 2 maximum of 12 months final manthly salany.

The Bank also pays employees who retire with 15 years or mare of service a reward gratitude of two (2}

months salary calculated on the basis of the last salary of the employee, AA Bromhead
Certified Audit Firm
AA Bromhead Certified Audit Firm and UK Registered Audito P.O, Box 709
P.O. Box 709, Addis Ababa, Ethiopia, Telephone +251 11 552 42 85 /552 45 58, Fqu +251 Addisisbaba

Email: - aabramhead@aa-bromhead.com
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24 Defined benefits obligation (Continued)
24{a) Liability recognised in the financial position

2021 2020
ETB'000 ETB'000
Defined henefit obligation 246 424 205,866
The movement in the defined benefit obligation over the years s as follows:
At the beginning of the year 205 BE6 167,936
Current service cost (note 24hb) 15427 13,459
Interest cost (note 24b) 30676 20,001
Remeasurement losses {note 24¢) 2434 11,682
Benefits paid {7,979 (7.212)
Al the end of the year 246 424 205 BEE
24(b} Amount recognised in the profit or loss
Current service cost 15427 13,459
Interest cost 30,676 20,001
46 103 33,460
24(c) Amount recognised in other comprehensive income:
Actuarial {gains) on ecenomic assumptions 4,982y (35,3458
Actuarial losses on experience 7,416 47 027
2434 11,662
24{d) The significant actuarial assumptions were as follows:
i) Financial assumption long term average
2021 2020
Discount rate per annum 14.50% 14.10%
Inflation rate 10.00% 10.00%
Long term salary increases 1994 199
A.A Bromhead
Certified Audit Firm
P.O. Box 709
Addis Ababa

A4 Bromhead Certified Audit Firm and UK Registered Auditor
P.O. Box 7049, Addis Ababa, Ethiopia, Telephone +251 11 532 42 85 /552 45 58, Fax +251 11 552 4576,
Email: - aabromhead@aa-bromhead.com
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24 Defined benefits obligation
24(d} The significant actuarial assumptions were as follows: (Continued)
i Financial assumption long term average (Continued)

Discount rate

14519 requires that the discount rate be set based on the yields of appropriate term high quality corporate
bonds. If no deep market in such bends is available, accounting standards require that the yield on
government bonds of appropriate term be applied in the setting of this assumption.

I Ethioma, there s neither a deep market in corporate nor Government bonds. Furthermore, the market
for treasury bills in Ethiopia is inefficient and does not appear to be market-determined. 1AS19 does not
provide guidance for setting the discount rate in a country with imited Gowvernment bonds or instruments.

The Ethiopian Banking Association (EBA) has therefare advised on the use a discount rate of 14 .50% as
at June 30 2021 (30 June 2020: 14.10%)

Long term salary increases

Future salary increases are usually linked with a long-term future inflation assumption, plus a margin in
respect of merit or promotional increases, Long term salary increases of 2% higher than the assumed long-
term inflation rate on average, has been applied.

i) Mortality in service

In determining an appropriate mortality table to use for the valuations, the Bank considered the mortality
rates published in the Demographic and Health Survey ("DHS") 2016 report compiled by the Central

Statistic Authority (CSA).
2021 2020
Male Female Male Female
Mortality Mortality ; :

Age it S Mortality rate  Mortality rate

20 0.306% 0.223% 0.306% D223%

25 0.303% 0.228% 0.303% 0.228%

30 0.355% 0.314% 0.355% 0.314%

35 0.405% 0.279% 0.405% 0.279%

40 0.515% 0.319% 0.515% 0.319%

45 0.450% 0.428% 0.450% 0.425%

50 0.628% 0.628% 0.628% 0.628%

55 D.a7Ta% 0.979% 0.979% 0.879%

60 1.536% 1.536% 1.536% 1.536%

it} Withdrawal from service

The withdrawal rates are believed to be reasonably representatve of the Ethiopian experience. The
valuation assumed a rate of withdrawal of 1% at the youngest ages and 2% at age 50 and above.

The sensitivity of the aoverall defined benefit liability to changes in the weighted principal assumption is:

Impact on defined benefit obligation

ALA B-I"ﬂm.hﬂid 2021 2020
Certified Audit Firm Changein Impactofan Impactofa Impact of an Impact of a
P.O. Box 709 assumpticn Increase Decrease Increase decrease
Addis Ababa ETB'0CO ETE'DOO ETE'0OCD ETB'000
Discount rate 1.0% (11,889) 12,605 - -
Discount rate 1.0% - - (10,212} 10,843

A A Bromhead Certified Audit Firm and UK Registered Auditor
P.O. Box 709, Addis Ababa, Ethiopia, Telephone +251 11 552 42 85 /552 45 58, Fax +251 11 552 4576,
Email: - aabramhead@aa-bromhead.com
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24{d) The significant actuarial assumptions were as follows: (Continued)

i

25

26

27

Withdrawal from service [Conlinued)

The above sensitivity analysis is based on a change in an assumption while holding all other assumptions
constant. In practice, this is unlikely to cccur and changes in some of the assumptions may be correlated.
When calculating the sensitivity of the defined benefit obligation to significant actuarial assumptions the
same method (present value of the defined benefit abligation calculated with the projected unit credit
methed at the end of the reporting period) has been applied as when calculating the pension lizbility
recognised within the statement of financial position.

The duration of the liabilities, on which the assumptions have been set, was calculated toc be & years in the
currant valuation assumptions and data (2020: 6 years).

2021 2020
Share capital ETE'000 ETE'000
Issued and fully paid:
4 387 8996 ordinary shares of ETB 1,000 each 4 387 996 3479 224

As at 30 June 2021, the authorised share capital of the Bank comprised of 4,387,996 (2020: 3,479,224
ordinary shares with a par value of ETB 1,000. The issued shares as at 30 June 2021 are 4 367 996
(2020: 3,479,224) are fully paid. Issued and fully paid ordinary shares, which have a par value of ETB
1,000, carry one vote per share and carry a right to dividend.

Earnings per share

Basic earnings per share (EPS) is calculated by dividing the profit after taxation by the weighted average
number of ardinary shares in issue during the year.

2021 2020

ETB'000 ETE'0DO0

Profit attributable to shareholders 1,726,247 1,536,932
Weighted average number of ordinary shares in issue 3,664 3,137
Basic and diluted earnings per share 471 490

Diluted earnings per share is calculated by adjusting the weighted average number of ordinary shares
cutstanding to assume conversion of all dilutive potential ardinary shares. There were no potentially
dilutive shares at the reporting date (30 June 2020: nil), hence the basic and diluted earnings per share
have the same value.

2021 2020
Retained earnings ETBE 000 ETE'000
At the beginning of the year 796,315 635,731
Prior period adjustment - (113,681)
Profit for the year 1,726,247 1,536,933
Directors remuneration (2,121) (1,500)
Transfer to legal reserve (note 29) (431,562) (384,233)
Dividends paid (2B0,668) (77,992
Transfer to regulatory risk reserve (note 31) {151,968) (277 961)
Transfer to reserve for IFRS (note 28) 19,087 39,257
Transfer to share capital A_A Bromhead (514,147 (556,239)
At the end of the year Certified Audit Firm 1,161,185 796,315

P.O. Box 709

Addis Ababa

AA. Bromhead Certified Audit Firm and UK Registered Auditor
P.O. Box 709, Addis Ababa, Ethiopia, Telephone +251 11 552 42 85 /552 45 58, Fax +251 11 552 4576,
Email: - aabromhaad@as-bromhaad.com
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28 Reserve for IFRS

2021 2020

ETE'000 ETE'000

Al the beginning of the year Q51 405 1,071,400

Transfer to retained earmings (19.087) (35,257

Reserve for remeasurements on iniial application of IFRS 16 S (66.421)
Frior years adjustment (10,303) -

Reversal of amount tfransferred to paid up capital upon
collection of the cash from shareholders 5y 1.683
Al the end of the year 922,013 951,405

28(a) The Accounting and Auditing Board of Ethiopia (AABE) by its letter of 30 October 2018 (19 Tikemt 2012}
prohibited the distribution to shareholders by way of cash dividends andfor capital increase of the
amaunts that arise from remeasurement adjustments from first time adoption of IFRSs and adoption of
new standards maintained in retained earnings and under any other account(s) until a directive is issued

in this regard.
29 Legal reserve 2021 2020
ETE'000 ETB'000
At the beginning of the year 2,389,430 1,985,197
Transfer from profit or loss 431,562 384,233
At the end of the year 2,800,992 2,369 430

The MEBE Directive Mo, SBE/4/95 requires the Bank to transfer annually 25% of its annual net profit to its
legal reserve account until such account equals its capital. When the legal reserve account equals the
capital of the Bank, the amount to be transferred to the legal reserve account will be 10% (ten percent) of
the annual net profit

A.A Bromhead
Certified Audit Firm
P.O. Box 709
Addis Ababa

AA Bromhead Certified Audit Firm and UK Registered Auditor
P.C. Box 709, Addis Ababa, Ethiopia, Telephone +251 11 552 42 85 /552 45 58. Fax +251 11 552 4576,
Email: - aabramhead@aa-bromhead.com
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30

3

32

2021 2020
Special reserve ETB'000 ETB'000
At the beginning of the year 100 100
Al the end of the year 100 100

The Bank has opted to maintain a special reserve in compliance with Proclamation No. 592/2008, Art.
21(7)

2021 2020
Regulatory credit risk reserve ETE'000 ETE'ODO
At the beginning of the year 743,267 465,308
Transfer from retained earmings 151,966 277 961
At the end of the year 895,233 43,267

The regulatory risk reserve is a non-distributable reserve required by the regulations of the National Bank
of Ethiopia (NEBE) to be kept for impairment losses on loans and receivables in excess of IFES charge as
derived using expected credit loss model.

Where the loan loss impairment determined using the NBE guidelines is higher than the loan loss
imparrment determined using the expected credit loss model under IFRS, the difference is transferred to
regulatory risk reserve and it is non-distributable to the owners of the Bank.

Where the loan loss impairment determined using the MEE guidelines is less than the loan loss
impairment determined using expectad credit loss model under IFRSs, the difference is transferred from
regulatory risk reserve to retained earming o the extent of the non-distributable reserve previously
recognised,

2021 2020
Other reserves ETB'000 ETBE'000
At the beginning of the year (25,169) (15.612)
Remeasurement (loss) on retirement benafits obligations, (1, 704) (8,177
Changes in the farr value of financial assets at FVTCGCI 3 AT . (1,480)
Al the end of the year (42,430) (25,169)
Cither reserves are made up as follows:-
Fair value reserve 4,106 19,664
Defined benefit obligations reserve {46 536) [44,833)
42,430} (25,169

Fair value reserve represents the surplus or losses arising on valuation of financial assets at FWVTOCI and
15 non-distnibutable,

Defined benefit obligations reserve represents the remeasurement gains and lesses arising from
experience adjustments and changes in actuarial assumptions. They are recognised in the period in which
they accur, directly in other comprehensive income,
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Cash generated from operating activities

Frofit before tax
Adjustments for non-cash items:

Adjustments on IFRS 16 adoption

Pricr peried adjustments

Depreciation of investment properties

Depreciation of property and equipment

Amortisation of intangible assets

Depreciation expense on right-of-use asset
Adjustments and reclassification of property and equipment
Adjustments on nghi-of-use assets

Gain on disposal of property and equipment
Impairment charge/! (reversal) on loans and advances
Impairment charge on IFE financing

Impairment charge on receivables and other exposures
Defined benefit obligation expense

Changes in operating assets and liabilities:

Changes in loans and advances
Changes in IFB financing
Change in other assets
Changes in reserve with NBE
Changes in customer deposits
Changes in other liabilities

Cash generated from operating activities

2021 2020
ETB'000 ETB'000
2 426,804 1,789,930
. (1,022,931
- (113,681)
16,874 16,370
230,425 204,241
79,455 29,381
294 286 263,656
- 9,109
(292,433) i
(5,664) (5,753
248,779 (69.976)
2,769 179
2,510 7,012
46,103 33,460

(19,831 ,414) (9,631,378)

(1,713,715) (542 341)
(820,524) 629,168
(1,050,000) (458,866)
21,059,651 8,772,345
3,255,096 1,631,057
3,949 002 1,545,982

In the statement of cash flows, profit on sale of property, plant and equipment (PPE) comprise:

Froceeds on disposal 6,125 7,505
MNet bock values of property and equipment disposed (Note 21a) (461) i(1,752)
Gain on sale of property and equipment 5,664 5,753
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34(a)

i)

34(b)

i)

Related party transactions

Parties are considered to be related if one party has the ability to control the other party or exercise
significant influence over the other party in making financial or operation decisions, or one other party
contrals both.

In the normal course of business, a number of banking transactions are entered into with related parties
including staff, Board Directors, their associates and companies associated with Directors. These include
loans, deposits and foreign currency transactions, Loans and advances to customers include loans and
advances to Board Directors and to companies associated with Directors. Contingent liabilities include
guarantees and letters of credit for companies associated with Directors.

A number of transactions were entered into with related parties at arm's length in the normal course of
business. These are disclosed below:

Directors and employees

The average number of staff employed by the Bank during the year was as follows:

2021 2020

Number Number

Senior and middle management 681 E45
Line management 529 TE2
Professional 3,938 3,699
Clerical 291 304
Mon-clerical 683 [1=15]
6,422 6,116

The table below shows the number of employees' emoluments in the year and were within the bands
stated.

2021 2020

Salary band ETB'000 ETB'000
0-9,999 1,388 2,408
10,000 - 30,000 4,640 3454
30,001 - 50,000 a7o 243
50,001 - 100,000 20 9
Above 100,000 4 2
6,422 6,116

Loans and advances

There were no loans and advances between the Bank and Directors as at 30 June 2021,

Loans to executive management 2021 2020
ETE'000 ETB'000
At the beginning of the year 21 670 22317
Met movement during the year %A Bromhead a 859 (347
At the end of the year Certified Audit Firm 31,821 21,970
P.O. Box 709
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34(c) Customer deposits 2021 2020
ETB'000 ETE'000
Directors and key management personnel
At the beginning of the year 8 744 3,783
MNet movement during the year (6,304) 4,961
At the end of the year 2,440 8,744

The above outstanding balances arose from the ordinary course of business and are substantially on the
same terms, including interest rates as for comparable transactions with third-party counterparties.

34(d) Key management compensation

Key management has been determined to be the members of the Board of Directors and the executive
management of the Bank. The compensation paid or payable to key management is shown below.

2021 2020

ETE'0ODO ETB'000

Salaries and other short-term benefits 15,925 10,819
Post-employment benefits 1,714 1,058
Sitting allowance 1,791 1,791
Total 19,430 13,668

Compensation of the Bank's key management personnel includes salaries and contributions to the post-
employment defined benefits plans.

35 Contingent liabilities
33(a) Claims and litigation

The Bank is a party to numerous legal actions brought by different organisations and individuals arnsing
from its normal business cperations. The maximum exposure of the Bank arising from these legal cases
as at 30 June 2021 is ETB 18.6 million (2020: ETE 15.6 million). Provision has been made in the financial
statements for those legal cases where the Directors believe that it is probable that economic benefits
would flow out of the Bank in respect of these legal actions.

35(b) Guarantees and letters of credit

The Bank conducts business involving performance bonds and guarantees. These instruments are given
as security to support the performance of customers to third parties. As the Bank will only be required to
meet these obligations in the event of the customers' default, the cash requirements of these instruments
are expected to be considerably below their nominal amounts.

The table below summarises the fair value amount of contingent liabilities for the account of customers:

2021 2020

ETB'000 ETE"000

Loan commitments 2 022 258 4,857 083

Unutilised overdraft facilities 2,616,745 2,578,408

Guarantees A A Bromhead 41,349,680 16,712,647

Letters of credit Certified Audit Firm 4,027 248 3,361,802
P.0O. Box 709

Total 53,016,636 27,608,990
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36 Operating lease commitments - the Bank as lessee

The Bank leases various properties under non-cancellable operating lease agreements. The lease terms
are between two and five years, and the majorty of these lease agreements are renewable at end of the
aach lease period at market rate.

The Bank has determined, based on an evaluation of the terms and conditions of the arrangements, such
as the lease term not constituting a substantial portion of the economic life of the commercial property,
that it does not retain all the significant risks and rewards of ownership of these properties and accounts
for the contracts as operating leases.

The future aggregate minimum lease payments under non-cancellable operating leases are as follows:
ar Lease liability and commitments

a) Lease liabilities in (ETB "000)

As at 1 Paid during Interest charge As at 30 June

July 2020  Additions Adjustment the year for the year 2021
Office rent (215,969) (78,729) (12,712) 16,904 (19,461) (309,967)
ATM (4,518) (746) (956) 1,647 (369) (4,942)
Leasehold land (10,123) - =] 1,316 (711) (9,512)
Total (230,610) (79,475) {13,662) 19,867 (20,541) {324 ,421)
As at 1 Paid during Interest charge As at 30 June

July 2019 Additions Adjustment  the year for the year 2021
Office rent (401,845) (51,556) - 259,664 (22,432) (215,969)
ATM (6,676) (273) - 3,081 (348) (4,518)
Leasehold land (10,787) - - 1,365 (701) (10,123)
Total (419,108) _(52,131) - 264,110 (23,481) (230,610}

b) Lease commitments in (ETB'000)

1 July 2020 1 July
up to 2021 up 1 July 2022 1 July 2023 1 July 2024

30 June to 30 up to 30 up to up to
2021 June June 2023 30 June 2024 30 June 2025 Above
ATM 1,508 1,004 1,004 1.004 - -
Leasehold land 1,061 1,067 1,081 1,081 1,061 4,817
Office rent 51,131 51,131 51,131 51,131 11,446 -
Total _ 53,693 53,198 23,196 53.195_ 12._50? _ 4 817
38 Operating lease commitments - the Bank as lessor

Rental income earned during the year was ETE 84.5 million (2020; ETB ¥0.8 millian). At the end of the
reporting year, the Bank had contracted with tenants for the following future lease receivables:
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38 Operating lease commitments - the Bank as lessor (Continued)
2021 2020
ETB'000 ETB'000
Mo later than 1 year 214,176 203 467
Later than 1 year and no later than 5 years 8,201 7791
Later than 5 years - -
Total 222 377 211,258

39 Events after reporting period

39(a) The military operations in Northern Ethiopia since Movember 2020 have impacted the Bank's ocperations.
The Directors will continue to monitor and evaluate the situation,

38(b) In the opinion of the Directors, except for the possible impact of the matter indicated in 39{a), there were
na significant post balance sheet events which could have a material effect on the state of affairs of the
Bank as at 30 June 2021 and its profit for the year then ended, which have not been adequately provided
for or disclosed. (2020: none)
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40

A

Motes on Interest Free Banking(IFE) Service

Dashen Bank's interest free banking (IFB) became operational on 5 March 2018. The Bank has
established a separate book of accounts for IFB as per the requirements of the National Bank of Ethiopia
Directive No. SBE/T2/2019. As at the end of the reporting period, the financial performance and position
of the Interest Free Banking operations of the Bank do not fulfil the quantitative threshold of 10% in line
with IFRS 8 - Operating Segments. However, the management believes that voluntary disclosure is
necessary to provide useful information to users of the financial statements particularly the regulatory

authority in a way presented as follows:

Segment Reporting
Statement of Profit or Loss
For the year ended 30 June 2021

Interest income
Interest expense
Met interest income

Fee and commission income
Fee and commission expense

Met fee and commission income

Financing and advances
Other operating incoms
(Loss) on foreign exchange
Total operating income

Loan and IFB financing impairment (charge)
Impairment losses on other exposures
Met operating income

Employee benefits expense
Other operating expenses
Profit before tax

Interest Free  Conventional
banking Banking Total
ETB'000 ETB'000 ETE'000
- 7,964 250 7,964,250
- (2,960,076) (2,860,078)
- 5,004,174 5,004,174
18,581 1,995 137 2,015,118
(18,286) (77,301) {95,587
1,695 1,917,836 1,919,531
80,641 - a0 641
417 188 9388 189 405
(3,288) (1,039,781) (1,043,068)
89,465 6,071,217 6,160,682
(2,768) (248 779 {251,548)
. {2,541) (2,541)
86,696 5,819,897 5,906,593
{51,696) (2,083,334) (2,145,030)
- {1,334,759) (1,334,759)
35,000 2,391,804 2,426,804
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40 Notes on Interest Free Banking (IFB) Service (Continued)

Segment Reporting
Statement of Financial Position
As at 30 June 2021

Interest Free Conventional

Banking Banking Total
ETB'000 ETB'000 ETE'D00

ASSETS

Cash and balances with banks 385,700 7,605,625 7,991,325
Reserve with Mational Bank of Ethiopia = 3728813 3728813
Loans and advances to customers - 61,650,172 61,650,172
IFB Financing 2253108 - 2,253,108
Financial assets at fair value through QCI - 112,138 112,138
Debt instruments at amortised cost - 12,072 387 12,072 387
Other assets 44 473 1,580,651 1625124
Investment properties = 7e4, 122 764,122
Intangible assets - 211,454 211,454
Property and equipment 21,551 4,150,145 4171686
Deferred tax assets - . 115621 115,621
Total Assets 2,704,832 91,992,128 94,696,960
LIABILITIES

Customer deposits 4 590,616 9 962 820 T4 5583 506
Current income tax - 560,667 h60 667
Other liabilities {1,920,784) 11,132,058 9,211,274
Defined benefit obligation - 246,424 246 424
Total Liabilities 2,669,832 81,902,039 84,571,871
EQUITY

Share capital - 4,387 996 4 367,996
Retained earnings 35,000 1,126,185 1,161,185
Reserve for IFRS - 922,013 922013
Legal reserve - 2,800,992 2800992
Special reserves - 100 100
Regulatory risk reserve - 695233 895,233
Other reserves - (42,430) (42,4300
Total equity 35,000 10,090,089 10,125,089
Total Equity and Liabilities 2,704,832 91,592,128 94,696,960
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MNotes on Interest Free Banking (IFB) Service (Continued)

Segment Reporting
Statement of Profit or Loss
For the year ended 30 June 2020

Interest income
Interest expense

Met interest income

Fee and commission income
Fee and commission expense

Met fee and commission income

Financing and advances
Cther operating income
(Loss) on foreign exchange

Total operating income

Laan and IFB financing '/mpairment (charge)reversal
Impairmant losses on other exposures

Met aperating income

Employee benefits expense
Cther operating expenses
(Loss)/profit before tax

Interest Free

Conventional

banking Banking Total
ETE'000 ETE'000 ETE'DOD
- 5,624 000 5,624,000
- (2458,864)  (2.458.864)
- 3,365,136 3,365,136
3,503 1.509.409 1,512,912
(7 424) (73,185) 180,609)
(3,921) 1.436,224 1,432,303
11,292 : 11,292
1,152 208,766 209,918
(712) (341,199) (341.911)
7.811 4,668 927 4,676,738
(179) 69,876 69,797
- (7.012) (7,012)
7,632 4,731,891 4,739,523
(46,092) (1,840,245) (1.886,337)
- (1.063,256) (1,063,256)
(38,460) 1,828,390 1,789,930
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40 Motes on Interest Free Banking (IFB) Service (Continued)

Segment Reporting
Statement of Financial Position
As at 30 June 2020

Interest Free

Conventional

Banking Banking Total

ETB'000 ETB'000 ETB'000
ASSETS
Cash and balances with banks 368,285 5,692 861 6,061,146
Reserve with Mational Bank of Ethiopia - 2. 680,000 2,680,000
Loans and advances to customers - 42 067,537 42 087 537
IFB Financing 542 162 - 542 162
Financial assets at fair value through QCI 7 95,778 95 778
Financial assets at amortised cost - 11,125,720 11,125,720
Other assets 1,665,643 {B59,095) 806 548
Investment properties - 780,996 780,996
Intangible assets - 91618 91618
Property and equipment 2 3,681,642 3,681.642
Deferred tax assets - 128,163 128,163
Total Assets 2,576,090 65,685,220 68,261,310
LIABILITIES
Customer deposits 2.366,033 581,127,822 23,493 855
Current income tax - 385,938 385,938
Other liabilities 245,041 5621137 5866178
Defined benefit obligation = 205,866 205 866
Total Liabilities 2,611,074 57,340,763 59,951 837
EQUITY
Share capital - 3479224 3478224
Retained sarnings 134,984) B27 474 792,450
Reserve for IFRS - 951,405 951,405
Legal reserve - 2,368,156 2,368,158
Special reserves - 100 100
Regulatory risk reserve - 743 267 743 267
Other reserves - (25,169) (£5,163)
Total equity (34 984) & 344 457 8309473
Total Equity and Liabilities 2,576,090 65,685,220 68,261,310

A.A Bromhead
Certified Audit Firm
P.O. Box 709
Addis Ababa

A A Bromhead Certified Audit Firm and UK Registered Auditor
P.C. Box 709, Addis Ababa, Ethiopia, Telephone +251 11 552 42 85 /552 45 58, Fax #251 11 552 4576,

Email: - aabramhezd@aa-bromhead com




Dashen American Express® International
Debit Card

2 .
3759 87 6 543 21001

DEBIT

Spend overseas using a Dashen
International Debit Card

» Cashless transactions

» Easy to carry and safe from theft
» It works outside of Ethiopia

Apply Today.
Call: 6333
4251911 575827 LN 73

it Dashen Bank
or Visit www.dashenbanksc.com ° '




d hq.gnouz Al

Powered by DASHEN BANK

AL T TR

Emm— RS

mee?

6294 8833

B RO " ouAdhd BARRAY

EPAPAT P> GooglePlay | | @ AppStore | | Dial *996# |

e’ ™ MY @M ARESC TN Google Play | SMS “REG" TO
App S5tore NFTORLE ODARY PR D068 NMERL
OEH 1 FES® A% TANGT AR @AmoleChatBat 8833
AT MODLATY [0k,

.
Emyamolecthicial Bryamaole




L0713

Dashen Bank

Tel.

Fax.
P.O. Box
Swift
E-mail

Website

il;
o0

(+251) 0115180 333

(+251) 0115 578 4428

12752, Addis Ababa, Ethiopia
DASHETAA
info@dashenbanksc.com

www.dashenbanksc.com

VISA
e




