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Dashen Bank

Always One Step Ahead!

Vision

To be Best-in-Class Bank in Africa.

Mission
To provide efficient customer-centric banking services
using the expertise of inspired professionals and cutting

edge technology; while creating sustainable value for our
stakeholders.

Values

Customer centricity
Diversity
Professionalism
Teamwork

Integrity

Social responsibility
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Our Scorecard

Total Assets (In Millions Birr) Deposits (In Millions Birr) Outstanding Loans Net of Provision (In Millions Birr)
56,218 44,722 32,366
45,425 35,987 23,058
2017/18 2018/19 2017/18 2018/19 2017/18 2018/19
Total Capital (In Millions Birr) Paid-up Capital (In Millions Birr) Revenue (In Millions Birr)
6,847 5,593
2,705
5,867 2,227 4,431
2017/18 2018/19 2017/18 2018/19 2017/18 2018/19
Expense (In Millions Birr) Cost-to-Income Ratio (%age) Profit before Tax (In Millions Birr)
4,314 7719
74.2% e 1,279
3,287 1,143
2017/18 2018/19 2017/18 2018/19 2017/18 2018/19
Earning Per 1,000 Share Number of Cardholders(In Thousands) Number of Depositors (In Thousands)
872
711 2,223
1,861
430
I 408
2017/18 2018/19 2017/18 2018/19 2017/18 2018/19
Number of Amole Subscribers (In Thousands) Number of Loanees Number of Branches
9158 16,258 413
13,784 373
74.6
]
2017/18 2018/19 2017/18 2018/19 2017/18 2018/19
Number of ATMs Number of POS Terminals Number of Staff
9,733
1,397
8,950
305 355 910
2017/18 2018/19 2017/18 2018/19 2017/18 2018/19
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Statement of the Board Chairman

Respected Shareholders!

On behalf of the Board of Directors and myself, it is a great honor and pleasure to
present the 2018/19 Annual Report of Dashen Bank.

Our Bank, despite challenges both in the macro and task environments, has
managed once more to record successful operational and financial results. This is
regarded as being caused by the continued confidence and support of our
esteemed customers, our shareholders and the strong commitment and hard
work of the bank's staff.

At the global level, various official reports agree on the fact that the global
growth trend remained positive. However, global trade has been challenged by
the tariff dispute between the USA and China and the protracted Brexit process
between the United Kingdom and the European Union. The pressures of increased
regulatory standards in the international financial sector still linger. The continued
falling of prices of major traded commodities has remained a challenge for
developing countries. A positive development in the continent was the ratification
of the Africa Continental Free trade Area (AfCFTA) agreement the impact of which is
yet to be verified.

In the domestic space, during the review period, though the incidents of social and political unrest had
become less intense, situations have not yet totally settled as sporadic flash points remained a challenge.
The outlook on the economic growth of the country was still positive. Foreign trade of the country has
been severely challenged with the disappointing performance of the export sector. Spiraling inflation and
an acute shortage of foreign currency have been big and persistent challenges. The “Home-Grown
Economic Reform Agenda”, appears to have a huge potential in bringing the necessary transformations
assuming the execution capacities of the various actors are aligned to the expected interventions. The
period has also witnessed an unprecedented level of readiness and willingness of the government to
involve the private sector in this transformation process, which isindeed highly appreciated.

In the domestic banking industry, in line with the reform agenda of the government, the National Bank of
Ethiopia (NBE) has reviewed several directives and issued a few new ones. Those quick fixes being enacted
have been instrumental in assuaging some of the challenges the sector has been facing for many years. The
directives which imposed the mandatory requirement to purchase bonds from the Development Bank of
Ethiopia related to loan disbursements also referred to as NBE Bills, and the surrendering of 30% of total
foreign currency inflow every month had critically encumbered private banks both financially and
operationally. The recent pledge made by the supervisory authority to repeal the directive for NBE Bills
purchase is a major positive stride that is eagerly awaited. The new proclamation that allows foreign
nationals of Ethiopian origin to own shares in local banks is another significant move in the right direction.
The fulfillment of the objectives of this legislation, however, depends on the attractiveness of the
implementation guidelines yet to be issued by NBE. Another important legislation enacted is the
proclamation of the Movable Property Security Right, which enables individuals and entities to use their
movable assets as collateral to get access to credit.

During the period under consideration, though there were no new entrants to the banking industry, there
are a handful of both conventional and full-fledged Islamic banks that are expected to join the marketin a
very short period, which indicates that the competition will even be fiercer.

Despite this strenuous environment, during the reporting period, the Bank has managed to expand its
channels both digitally and conventionally. Using these channels our Bank has mobilized a record
high incremental deposit of Birr 8.7 Billion, and the cumulative deposit of the Bank has reached Birr
44.7 Billion registering a 24% growth to that of the previous year. The total outstanding loans and
advances of the Bank stood at Birr 32.4 Billon, which exhibited a 40% percent year on year growth. In
our omnichannel digital space, the "Amole” branded platform has been gaining a sizeable market
share in big strides.
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Statement of the Board Chairman(continued)

The total number of Amole subscribers at the end of the reporting period has reached 915,807 while the
number of ecosystem players or service providers that have interfaced with the Amole platform was 18. The
total number of Amole merchants recruited has reached 6,667. Such encouraging achievements in less than a
year since the launching of operation has been an indication that the future of banking is digital, and the
correctness of the strategic direction taken by the Bank. As a result of the overall operational successes, our
Bank has managed to earn total revenue of Birr 5.6 Billion registering a 26% growth. After considering the
total expense of Birr 4.3 Billion, the Bank has earned a profit before tax of Birr 1.3 Billion, which is 12% growth
to that of last year the same period. Hence, the earning per share stood at Birr 408. The total Asset and Equity
of the Bank have increased by 24% and 17% and reached Birr 56.2 Billion and Birr 6.8 Billion respectively.

The year under consideration has witnessed significant activities and milestones in terms of creating an
enabling environment for the implementation of the 5-year strategic plan. Accordingly, a new organizational
structure was approved and implemented across the company, staff placement successfully completed,
attractive pay and benefits structure implemented, several policies and procedure manuals have been
reviewed and new ones approved. Significant effort has been made in developing Human Resources so as to
create alignment with the strategic plan imperatives and aspirations. In this regard, the board has established
a Strategy Management sub-committee where four board directors are members. The sub-committee gives
oversight to the overall implementation of the strategic plan.

During the year, the utility electric power supply issue that kept the Bank back from using its headquarters
building was solved and the new headquarters building has become fully operational and is believed that it
truly represents the Dashen brand and has undoubtedly created a conducive working environment to the
staff. The requests of the Bank to lease the adjacent plot of land to build an edifice with additional space for
parking and offices and to drill a borehole have been positively accepted by the Office of the Deputy Mayor of
the City of Addis Ababa Administration. “Dashen AmoudiBranch” is an ultra-modern branch including special
facilities for persons with disabilities as well as senior citizens, that was set up in the new headquarters
building to serve mainly corporate customers. It was named and dedicated in honor of H.E. Sheik
Mohammed Hussein Ali Al Amoudi as a humble token of our sincere appreciation for his love and significant
contributions to the development of his and our motherland, Ethiopia.

The Board of Directors and its four sub-Committees have been very committed to executing their oversight
responsibilities with due diligence, extreme dedication, and belongingness. The performance of the full
board, individual board members and the chairman of the board of directors were regularly assessed using
objective parameters so as to eliminate observed gaps and maintain and enhance strong aspects.

The growth trajectory of the Bank is positive. In the upcoming period, the Bank will cement the foundation
period of the strategic horizon. Moreover, the changing assumptions due to the dynamics at the macro and
micro level will be factored in so as to best fit our strategic ambitions and maintain the momentum. It is our
strong hope that the transformation agenda of the Financial Sector, which is undergoing under the
stewardship of the National Bank of Ethiopia, will bring meaningful transformation to enable the sector to
play its expected role and be the source of wealth creation in aspiring to build a prosperous nation.

Finally, | would like to extend my sincere thanks to our esteemed customers for their confidence and loyalty in
our bank; Our shareholders for their confidence and undivided commitment, the management and staff of
the bank for their dedication, eagerness and commitment to witness the fruits of our strategic aspirations. |
would also like to extend my sincere appreciation to the National Bank of Ethiopia for their professional
guidance and support and the Office of the Deputy Mayor of the Addis Ababa City Administration for the swift
and positive response granted to the Bank. Last but not least, | would like to thank all other public and private
institutions that have contributed directly or indirectly to the growth of our Bank.

Thank You

Neway Beyene
Chairman, Board of Directors
December 02,2019




The CEQO’s Message

Dear Honorable Shareholders,

| am indeed honored to present the performance of Dashen Bank S.C. for the fiscal year

ended June 30, 2019. This brief report shall discuss the operating environment, the
Bank's overall performance, the Bank's business and organizational development, the
way forward, and finally vote of thanks.

The Operating Environment

The global economy was sluggish mainly due to the intensified trade tensions and

the financial market stress in some large emerging-market and developing

economies. The OECD Economic Outlook, Volume 2019 Issue 1, has reported that

the slowing down of global growth was sharp over the past year, amidst

heightened policy uncertainty, persistent trade tensions and declines in business and

consumer confidence. During the latter half of 2018, world GDP growth declined to

around 3% on a quarterly basis, and appears likely to have improved only slightly in the

first quarter this year. Moreover, trade growth is projected to weaken further this year to

around 2%, the weakest rate since the global financial crisis and checking the speed at

which global output growth can rebound from its current soft pace. Inflationary

pressures are set to remain mild, with few strains on capacity in most economies. Despite these

phenomenons, the vision of African Countries to create a single market across the continent, African

Continental Free Trade Area (AfCFTA), is considered a positive move that is potentially an economic game
changer for the continent by positively impacting the intra-African trade.

On the domestic front, Ethiopia's medium-term outlook is expected to remain steady, with projection of 7.7
percent expansion in GDP for 2018/19 (World Economic Outlook: IMF April, 2019). Headline inflation
remained in double digit during the reporting period with an overall inflation rate (annual change based on
12 months moving average) of 12.6% as at July 2019. The Country has been grappling with several
challenges in the past fiscal year. Falling exports, chronic foreign currency shortages, rising inflation, debt
overhang, social unrest and rampant youth unemployment continue to threaten the economic stability. The
government's visionary direction towards addressing the critical issues through Home Grown Economic
Reform Agenda and other social and sectoral transformations along with other quick fixes are the positive
Initiatives witnessed worth mentioning.

In the banking industry, it has also been witnessed that, efforts are being done in line with the National
Transformation Agenda including issuance of new directives and amendments of existing ones, allowing full-
fledged Islamic banks to operate in the country and Ethiopians in diaspora to own shares in local banks
among others. New conventional banks are also under formation. Hence, the forthcoming period will
witness entry of new entrants, which will further intensify the competition in general and in the resource
mobilization spacein particular. The understanding among the actors that the future of banking is digital and
the expected upcoming proclamation in the space of E-commerce and the role of Fintechs has shifted the
focus towards digital innovations and strategic partnerships with Fintechs. The partnership our Bank has with
Moneta Technologies to promote the mobile banking brand "Amole" is an indication. Furthermore, our Bank
has made "Adopting a digital mindset in everything we do" to be one of our strategic pillars so as to give the
required focus to enhance customer experience and operational efficiency.

Operating and Financial Performance
The Bank's relentless effort in generating strong financial performance despite the many challenges in the

macro-economic and operating environment is a testament to the tenacity of the entire team of our Bank. A
review of our financial position shows positive performance in terms of key performance metrics.
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The CEQ’s Message(continued)

The Bank's total Assets as at June 2019 grew by 23% over last year's position and reached Birr 56.2 billion. The
lion's share of the Asset, Loans and Advances, also witnessed a growth of 40% over last year same period and
stood at Birr 32.3 billion. On the Liability side the overall customer deposits grew by 24% and reached Birr 44.7
billion by the end of the period under consideration. The primary capital of the Bank has also increased by 38%
and stood at Birr 5.46 billion, which in turn has enabled the Bank to increase its capacity to lend to a single
borrower and maintain a buffer to absorb shocks.

During the period under consideration, the Bank has generated a total revenue of Birr 5.6 billion and expensed
Birr 4.31 billion exhibiting a 26% and 31% growth respectively over last year same period. The Bank has
registered a profit before tax of Birr 1.28 billion registering a growth of 12%.

Business and Organizational Development

Our Bank has continued to push ahead with the implementation of its organizational transformation
initiatives captured in its five years strategic plan, which is driven by a vision of becoming "Best-in-Class Bank in
Africa". Accordingly, a new organizational structure, business and operational models have been
implemented, which are instrumental foundations towards enhancing customer centric culture, the core of
the corporate philosophy.

The efforts made to increase both physical and digital channels were effective to be more closer to our
increasing number of customer base and transactions.

The digital banking platform that offers customers digital payment capabilities and access to aggregated
digital products and services dubbed 'Amole' has celebrated its one year. During the period under
consideration, this platform has attracted 915,807 subscribers. The interface created with DSTV, Ethiopian,
Hiddase, Unity University, Shoa Supermarket and Schools have enabled subscribers to experience the
promised value propositions of the platform, i.e. Cashless Transactions.

The investment on the talent management and development of our strategic asset, the human capital, is
intensified in the selected areas of capabilities and the effort to implement bank wide performance
management system is progressing, the implementation of which will be instrumental to build a strong
performance culture and thereby boost productivity.

The way forward

The coming fiscal year will witness the completion of the number of project initiatives to herald the
culmination of the foundation phase, which is the first horizon of our strategic plan where we build a solid
ground to enhancing capabilities for the intended growth. In the coming fiscal year, we will colorfully
celebrate our 25th year of existence and success in the Ethiopian Banking industry.

Dashen Bank is currently focusing on investing in various long-term and strategic investments in
infrastructure, capacity, and human capital to build foundational capabilities, which will serve as a stepping
board for our future growth.

Our key priorities going forward include the continual development and optimization of our customer
offerings, improvement of our customer experience across channels and seizing digital opportunities to
provide innovative solutions. We will also continue our strong focus on becoming more efficient and reducing
costs, while maintaining a prudent risk profile.

Vote of Thanks
On behalf of myself and the entire team of Dashen, | would like to use the opportunity to extend my
appreciation to our valued customers who have continued their loyalty and have provided us the opportunity




to continue delivering value to them. | owe the Board of Directors my heartfelt gratitude for their unrelenting
engagement, guidance and support. Our shareholders, for their unwavering support and above all, our
employees for their commitment, resilience and dedication to our Bank. My appreciation also goes to the
National Bank of Ethiopia, for their support and guidance, Ethio Telecom and all other stakeholders for their
continued support and cooperation.

Thank you,

Asfaw Alemu,
CEO
December 02,2019
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Board of Directors’ Report

On behalf of the Board of Directors of Dashen Bank S.C., we are pleased to present the annual report of
the Bank for the year ended June 30, 2019. Highlights of the major performances of the Bank during
2018/19fiscal year (EY.) are summarized hereunder.

OPERATIONAL HIGHLIGHTS

Deposit

At th)we close of the reporting period, Dashen Bank's aggregate deposits amounted Birr 44.7 billion.
Compared to last year same period, the Bank achieved year-on-year growth of Birr 8.7 billion, or 24.3%in
deposits. This record high performance had been supported by expanding market outreach,
improvement in customer orientation and relationship management, and enhanced marketing
activities. As regards to market expansion, the Bank established its footprint in 40 neighborhoods of the
Capital and regional towns. These new and already existing branches had been able to recruit 362
thousand deposit customers, 161 thousand debit cardholders and 847 thousand Amole users, beside to
retaining the existing customers.

45.000 44,722
40,000 35987
S 35,000 ’
Comparative Distribution 30.000 30,448
of Deposit by Type 25 000 22,905
(in Millions of Birr) 20000
15,000
10,000 10,180
5,000 8301
. ' 4,781 41093
= Deposits June 30/2018 . | I |
® Deposits June 30/2019 Demand Deposit Saving Deposit  Fixed Time Deposit Total Depoists

The Bank's full-fledged, interest-free alternate banking services, launched in the fourth quarter of the
previous fiscal year in a window-based model, attracted 65,713 customers and mobilized total deposit
of Birr 1.1 billion. Alion's share of the deposit came from Wadia'h Savings.

IFB Deposits by Type as 2,000
1,094
at June 30, 2019 988
(in Millions of Birr) 1,000 106 I
u
= Deposits June 30/2019 Qard Wadiah Total Deposits

In terms of category, the highest increment of deposit came from Savings Deposit, which registered Birr
7.5 billion or 32.9% year-on-year growth. Demand Deposit also showed an increment of Birr 1.9 billion
or 22.6% compared to last year. Fixed Time Deposit, however, plunged by Birr 688.1 million as the Bank
put emphasis on low cost, sustainable sources of fund.




Percentage Share of 9.2%
Deposit by Type

. , .
Saving Deposits 68.1%

® Demand Deposits

® Fixed/Time Deposits

Loans and Advances

The Bank concluded the reporting fiscal year with total loans and advances of Birr 32.4 billion. Increased
resource mobilization and loan collection, as well as leverages of the recent reorganization centered
around customers and business processes prompted a record Birr 9.3 billion or 40.4% year-on-year
growthin outstanding loans and advances.

Outstanding Loans 35,000

. » . 32,366
(in Millions of Birr) 30,000

25,000
20,000
15,000
10,000

5,000

23,058

June 30,2018 June 30, 2019

The credit portfolio shows diversified resource channeling, while Domestic Trade and Services,
Manufacturing and International Trade sectors taking higher shares.

8,353

8,000
7,000
! 7
6,000 6,378 5,976
Credit by Sector
(in Millions of Birr) 5,000
4,000 3854
3,000 ) 3,209
2,391 2,134
2,000
1,000 | | I
= June 30, 2019 b0 | | | L |
DTS M

= June 30, 2018 g. Import/Export Real Estate Transport CMRWC  Agriculture Others

‘NB" 1. 'DTS' refers to Domestic Trade & Services
2. 'CMRW(C' represents Construction Materials Rental and Working Capital

3. ‘Others’ include Mining, Advance on LC, Personal and Staff Housing Loans and Loans and Advances under Litigations.
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Board of Directors’ Report (continued)

E-Banking Services

The Bank had been aggressive in customer onboarding on its Amole platform, which saw additional 846,798
subscribers during the reporting period alone. Extensive efforts had been made to enhance brand visibility and
functionalities of the platform.

Regarding card banking, additional 50 ATMs and 487 POS terminals were deployed, raising the card
acceptance network to 355 ATMs and 1,397 POSs. Apart from the Bank's ATMs, Amex and Visa cardholders'
can now use their cards on ATMs of all banks interconnected via Ethswitch. In the review period, partnerships
have been established with business organizations to cooperate on card and mobile payments.

International Banking

Efforts made to cross-sale resources and nurture strong relationships with customers have paid as the Bank
had been able to mobilize foreign currency to the tune of USD 536.2 million, which witnessed a marginal
1.5% growth compared to last year. This is in spite of the dismal performance in exports and the continued
wide gap in exchange rates of the official and parallel markets.

FINANCIAL HIGHLIGHTS

Statement of Financial Position

The financial position of the Bank showed that its total assets reached Birr 56.2 billion recording a growth of
23.8% compared to the year before. Loans and advances remain the major driver of the surge in assets.
Liabilities of the Bank went up to Birr 49.4 billion, rising by 24.8% mainly as a result of deposits. The Bank's
total capital soared to Birr 6.8 billion. Paid-up capital of the Bank, which reached Birr 2.7 billion after a
21.5% year-on-year growth, comprised 39.5% of the total capital by the close of the reporting period.

Statement of Profit or Loss and Other Comprehensive Income
The Bank has earned gross income of Birr 5.6 billion from core operation and other investments. Earnings
grew by 26.2% compared to last year's same period performance.

In terms of composition, the higher portion (77.1%) of income came from interest on loans and advances,
while balance mainly came from commissions and service charges on domestic and international banking
services, investmentincome from NBE Bills, and interest earned on deposits with other banks.

5,000
Income Breakdown 4301
(in Millions of Birr) 4,000

3,244
3,000 |
2,000
1,027

1,000 815
= 2018/19 RY I I seo 2‘37
= 2017/18 Y 0 N

Interest Income Fees & Commission Other Operating Income




Board of Directors’ Report (continued)

On the other hand, the total expenses of the Bank surged to Birr 4.3 billion by 35.1% compared to last
year on account of growing deposits and cost of doing business. Component wise, the lion's share
(44.8%) was interest paid on deposits followed by personnel expenses (32.4%).

Expense Breakdown

(in Millions of Birr) 2,500
2.000 1,928
1,500 1.433 1.394 — -
1,000 )7 655
= 2018/19 FY 500 I I I
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Interest Expense Personnel Expense Other Operating Expense

The Bank concluded the year with profit before tax of Birr 1.3 billion, higher by 11.9% compared with the
preceding fiscal year.

Income, Expense

& Pre-tax Profit 5600 °593
(in millions of Birr) 4.480 4314 4,431

3,360
B Total Income 3,287

2.240
B Total Expense 1,279

1120 | | 1,143
H Profit before Tax I I

0 | |
2018/19 FY 2017/18 FY

OTHER ACTIVITIES

Branch Expansion

During the fiscal year, the Bank has opened forty new full-fledged branches in different parts of the
Country with the aim of increasing its outreach, enhancing customer base, deepening resource
mobilization and creating convenience and accessibility to its esteemed customers. At the end of June 30,
2019, the total number of branches of the Bank reached 413 showing a rise of 10.7% relative to the
position of June 30, 2018.

Human Resource Development

Atthe end of June 30, 2019, the total number of permanent employees reached 6,129 and the number of
short term and long-term outsourced employees stood at 3,604. Hence, the total manpower strength of
the Bank stood at 9,733. As compared to June 30, 2018; staff strength grew by 6.8%
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Board of Directors’ Report (continued)

Human resource is one of the pillars of the Bank's strategy. In line with the imperatives for strengthening
culture and people practices, various activities had been undertaken to improve organizational structure,
HR service delivery, and talent management. Aimed at improving staff productivity, performance
management practice was also launched during the reporting period.

The change in business strategy, business and operating models, structure and processes necessitated
reorientation of the staff and management. To this effect, substantial investment had been made on
human capital development programs. Board Directors, the Executive Management as well as Senior
Management members were trained abroad and exposed to international experience. About 12,757
attendances were scored on various technical and developmental trainings provided to the staff. During
thereporting period, the Bank spent Birr 53.6 million on human capital development.

Organization & Management

The adoption of the five years' strategy plan and ten years roadmap of the Bank had been the hallmark of
the reporting period. The new strategy plan came with fresh perspectives on business and operating
model. It was during the second half of the reporting period that the Bank put in place its revised
organizational structure. Subsequently, placement of staff was conducted.

The Bank moved its Headquarters from Beklobet, where it had been domiciled since its formation, to its
new building on Sudan Street, a location which is fast emerging as the financial hub of Addis Ababa.

Information Technology

As part of implementation of the new strategy plan, the IT function has embarked on adopting IT
governance framework. To improve IT service delivery, project management framework and change
management guiding documents were developed. Upgrades were made on the core banking system. In
line with the newly adopted business model of the Bank, the system identifies customers by the segment
they fall in. The Bank also migrated to the latest SWIFT system. The new Headquarters is also fitted with
enterprise-wide unified communication network, enabling Internet Protocol (IP) phones and video
conferencing.

During the reporting period, the Bank endeavored to design and build Tier 3 Data Center and disaster
recovery site; improve service delivery and availability of critical systems; and enhance security and
compliance.

Risk Management and Compliance

Endeavors had been made to improve risk management assessment and monitoring capabilities of the
Bank. Credit, financing, liquidity, market and operational risks were monitored by applying state of the
art techniques. Risk owners' awareness of Enterprise Risk Management practices had been boosted
through continuous trainings. Furthermore, leading risk indicators were prepared, and Enterprise Risk
Register had been developed with participation of risk owners to enhance the risk management culture

and practice of the Bank.




Governance

The Board of Directors and its four sub-committees, for strategy management, human resources, audit
and risk, executed their oversight duty as per their Charter. The Board oversaw and gave directions on
issues that fell in its mandate including, approval of the strategy plan, structure and salary scale; strategic
investments; and policies. The Board discussed and resolved on quarterly reports of its sub-committees
and conducted intensive semi-annual self-evaluations.

Corporate Social Responsibility (CSR)

As a corporate citizen, Dashen Bank participates in various activities that are believed to have positive
impact on the wellbeing of the community. During the review period, the Bank spent Birr 35.5 million in
support of various causes. Among the major causes that the Bank supported include the Sheger
Beautification Project, championed by the Prime Minister of the FDRE; Ambo Town development; and
rehabilitation of internally displaced people by FDRE National Disaster Risk Management Commission
and Amhara Regional State.

Other Issue
Subsequent to letter issued by the Accounting and Auditing Board of Ethiopia on October 30,2019, re-

measurement adjustments of ETB 1,113,330,000 recognized in First-time adoption of IFRS, which
includes ETB 774,666,000 dividend distributed to shareholders in the form of share capital in the
Extraordinary General meeting of Shareholders, have been transferred from retained earnings to
“Reserve for IFRS 1 re-measurement on Transition Date” account until a directive is issued by the
Accounting and Auditing Board of Ethiopia (AABE) on its subsequent treatment.

Going Forward

During the review period, the Bank launched implementation of its strategy plan. It also established
strong visibility for its recently introduced products, Amole and Sharik. The period ahead is for building
strong foundational capabilities that support rapid growth driven by provision of customer centric value
propositions.

Sincerely,

Neway Beyene
Chairman, Board of Directors
December 02,2019
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DASHEN BANK SHARE COMPANY

DIRECTORS, PROFESSIONAL ADVISERS AND REGISTERED OFFICE

FOR THE YEAR ENDED 30 JUNE 2019

Principal registration number: KK/AA/3/0001272/2004

NBE registration number: .BB/002/95

Board of Directors (As of 30 June 2019)

Neway Beyene Mulatu

Abebe Teklu G/Selassie
Engidawork Fekadu Emeshaw
Getachew Hagbs Equbemichael
Getaw Yalew Endeshaw
Nigussie Demie Buta

Saeed Ahmed Hassen
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Henok Kebede Tadesse
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Tamirat Tllahun Haile

Anteneh Tesfaye Abebe

Kasaye Eshetu Degife

Official Designation

Chairman
Member
Member
Member
Member
Member
Member

Member

~ Member

Chief Executive Officer

Chief Corporate Banking Officer

Chief Shared Service and Central Processing
Officer

Chief Information Officer

Acting Chief Retail and MSME Officer

Chief Transformation and Customer Experience
Officer .

Chief Finance Officer
Chief Corporate Service Officer

Director-Internal Audit Department
Deputy Chief Human Resources Officer

Deputy Chief Interest Free Banking

Director-Supply Chain Management
Department

Director-Central Processing and Customer
Accounts Department

Director-Treasury Management Department

Director-Enterprise Program Management
Department

Director-Enterprise Risk Management
Compllance Department

Director-Corporate Banking Department-
Government Agencies, NGO's and International
Trade Services Sector

Director-International Banking Department
Director-Finance and Accounts Department

Director-Facilities Management Department

Director-Corporate Banking Depattment-
Domestic Trade and Service Sector

Acting Director-Alternate Channel Department

Appointment
Date to current
positions

Nov-14
Nov-17
Nov-14
Nov-14
Nov-17
Nov-17
Nov-17
Nov-17
Nov-14

May-15
Jan-19
Jan-19
Sep-17
Jan-19

Jan-19

Jan-19
Jan-19
Feb-19
Jan-19
Jan-19

Feb-19
Feb-19

Feb-19

Feb-19
Jul-16

Feb-19

Feb-19
Aug-16
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Feb-19
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Corporate Management Council Members (As

of 30 June 2019) (Continued)
Hailu Moges Teklu

Tadesse Kasahun Desta

Tesfaye Anene Kotiye
Mulugeta Alebachew Chifraw

Hewate Kefelegn Sahle

Muhammed Ahamed Shehu .

Tadiwos Lakemariam Mengesha

Fesha Berhanu Degaffe

Meseret Yazachew Tawu

Aberra Bekele Gebreyohannes

Yeshanew Ayalew Shibeshi

Anteneh Tadesse Abebe

Independent auditor

Official Designation

Director-Talent Development Department

Director-Credit Recovery and Portfolio
Management Department

Director-Systems Security Department
Director-Strategy and Innovation Department

Director-Talent Management Department
Director-HR Operations and Partnership
Management Department

Director-Engineering Service Department

Director-Corporate Banking Department-
Manufacturing and Agriculture Sector

Director-Credit Analysis and Appraisal
Department

Director-Legal Services Department
Director-Application Development and Support
Department

Director -IT Infrastructure Department

HST General Partnership, Chartered Certified Accountants and Authorized Auditors

P.O. Box 1608, Tel.+251-115-527666/67
Sth Floot, Mina Bullding, Wolo Sefer

Addis Ababa
Ethiopia

Corporate Registered Office

Dashen Bank S.C,
Headquarter Bullding
Sudan Street

SWIFT Code: DASHETAA
Addis Ababa, Ethiopia
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DIRECTORS, PROFESSIONAL ADVISERS AND REGISTERED OFFICE (Continued)
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Company Secretary

The Board Secretary

Dashen Bank S.C.

P.C Box 12752, Tel.+251-114-661380
Addis Ababa, Ethiopia

Correspondent banks
Citibank NA New York

Commerzbank Ag Frankfurt
Standard Chartered Bank

Bangue Pour Le Commerce Et L'industrie -Mer
Rouge :

Bank of Africa group
Intesa Sanpaolo spa, (Head Office)

Natixis (Formerly Natexis Banque Populaire Paris)
The Bank of Tokyo-Mitsubishi, UF]

EBI SA (LA DEFENSE)—ECéBANK

The Standard Bank of South Africa Limited
SWED Baﬁk

Commercial Bank of Dubai

CAC International Bank

Principal bankers in Ethiopia

National Bank of Ethiopia

Actuaries
QED Actuaries and Consuitants (Pty) Ltd
P.0.Box 413313, Craighall 2024

111 Wall Street, New York, USA
Kaiserstrasse 16, Frankfurt AM, Germany
1095 Avenue of the Americas, New York, USA

Rue Clochette, Djibouti

10 place Lagarde - BP 88 - Djiboutli

Via Monte di Pieta, 8,20121 Milano

21, Boulevard Haussmann,BP 265,Paris, 75427
2-7-1, Marunouchi, Chiyoda-ku, Tokyo, Japan

Les Collines de I'Arche,76 Route De La Demi-Lune,Paris-La
Defense, 92057

9th Floor Standard Bank Centre 5 Simmonds Street Joha'nnesburg
Gauteng 2001 South Africa

Landsvégen 40, 172 63 Sundbyberg. Postal address: 105 34
Stockholm

Al Ittihad Street ,Port Saeed, P.O.Box 2668 Dubai,Swift Code-
CBDUAEAD

Immeuble Dar Al-Karam,Ruede
Marseille,Diibouti city, Swift code CACDDIID

Sudan Avenue. P.O.Box: 5550, Addis Ababa, Ethiopia

1st Floor, The Bridle, Hunts End Office Park, 38 Wierda Road West, Wierda Valley

Telephone: +27 11 038 3754, +27 60 673 2994
Website: www.qedact.com

Email: craigfalconer@qedacturial.com

Sandton, Johannesburg

South Africa

Sharia Advisory Committee:
{Appolnted from 1 December 2017)
Kemal Geletu Mamme (PhD)
Muhammed Yasin Ibrahim (Sheikh)
Mahmoud Hassen Hussen (Ustaz)
Mustaffa Hamid Yussuf (Ustaz)
Remedan Ahmed Abdo (Ustaz)
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INDEPENDENT AUDITORS' REPORT
TO THE SHAREHOLDERS OF DASHEN BANK SHARE COMPANY (Continued)

Key audit matters (continued)
Loan loss provisioning (Continued)

e Complex ECL model: inherently judgmental modelling techniques are used to estimate stage 1 ECLs which Involves
determining Probabilities of Default (PD) and Loss Glven Default (LGD).

e Data capture: the ECL model uses a combination of static (e.g. original collateral valuation) and dynamic data (e.g.
current balance/Interest rates) about the Bank’s loans. Owing to the risk of associated with transferring system data
to the impairment model (e.g. due to manual process) there Is a risk that the data used in the ECL model Is
Inaccurate. )

e For loans classifled as stage 2 or 3, these are Individually assessed, an impairment assessment Is required at an
Individual loan level, based on the probabllity of default and the estimated future cash flows discounted to present
value at the loans effective interest rate (‘EIR’). There are a number of data inputs and assumptions Including the cost
of obtaining and selling collateral and, probable sale proceeds.

The effect of these matters is that, as part of our risk assessment, we determined that the Impairment of loans and
advances to customers has a high degree of estimation uncertainty, with a potential range of reasonable outcomes greater
than our materiality for the financial statements as a whole.

The disclosures regarding the Bank’s application of IFRS 9 are key to understanding the change from IAS 39 as well as
explaining the key judgments and materlal inputs to the IFRS 9 ECL results.

Our response

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

e Obtaining an understanding of the methodology used by management to estimate ECL Including the understanding of
the key assumptlons and judgements used to determine the underlying risk parameters used to develop the ECL;

e For a sample of exposures, checking the appropriateness of the Bank's staging;
e Testing the completeness and accuracy of the historical data used in derivation of key model parameters;

e Checking the completeness of loans and advances, off balance sheet items, investment securitles and other financlal
assets included In the ECL calculatlons as of 30 June 2019;

e Checking the calculation of the Loss Given Default (LGD) used by the Bank in the ECL calculations, including the
appropriateness of the use of collateral and the result of the arithmetical calculations;

¢ Examining the reasonableness of assumptlons relating to expected future recoverable amounts as assessed by
management;

e Assessing management basis in order to assess the reasonableness of the adjustments by challenging assumptions
and comparing estimates to both Internal and external evidence, where avallable;

e Where relevant, using Informatlon System speclalists to gain assurance on data integrity;

e Reviewing the disclosures and assessing whether the disclosures In the financlal statements on the key judgements
and assumptions were adequate; and

e Assessing the financial statement disclosure arising on the adoption of IFRS 9 to determine If they were In accordance
with the requirements of the standard.

Other Information

The Directors are responsible for the other Information, which comprises the report of the Board of Directors' as required
by the Commercial Code of Ethlopia 1960. Our opinion on the financlal statements does not cover the other Information
and we do not express any form of assurance or conclusion thereon.

In connection with our audlt of the financial statements, our responsibility Is to read the other information and, in doing so,
consider whether the other information Is materlally inconsistent with the financial statements or our knowledge obtained
in the audit or otherwise appears to be materially misstated. If, based on the work we have performed on the other
information in the Directors' report that we obtalned prior to the date of this auditors' report, we conclude that there Is a
materlal misstatement of this other information, we are required to report that fact to the Board of Directors/shareholders
where appropriate. i




INDEPENDENT AUDITORS' REPORT
TO THE SHAREHOLDERS OF DASHEN BANK SHARE COMPANY (Continued)

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

The Directors are responsible for the preparatlon of financlal statements that give a true and fair vlew in accordance with
International Financlal Reporting Standards and the requirements of the Commercial Code of Ethiopla 1960 and the
Banking Business Proclamation No. 592/2008 of the National Bank of Ethiopla, and for such internal controls as Directors
determine are necessary to enable the preparation of financlal statements that are free from material misstatement,
whether due to fraud or error.

In preparing the financial statements, the Directors are responsible for assessing the Company's ability to continue as a
going concern, disclosing, as applicable, matters related to golng concern and using the going concern basls of accounting
unless the Directors either intend to liquidate the Company or to cease operations, or have no realistic alternative but to
do so. Those charged with governance are responsible for overseeing the Company's financial reporting process.

Auditors’ Responsibilities for the Audit of the Financial Statements

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

As part of ‘an audit in accordance with ISA, we exercise professional judgement and malntain professional skepticlsm
throughout the audit. We also:

1) Identify and assess the risks of material misstatement of the financlal statements, whether due to fraud or error,
design and perform audit procedures responslve to those risks, and obtaln audit evidence that Is sufficlent and
appropriate to provide a basis for our opinlon. The risk of not detecting a material misstatement resulting from fraud
is higher than for one resulting from error, as fraud may Involve collusion, forgery, Intentlonal omisslons,
misrepresentations, or the override of Internal control.

i) Obtain an understanding of Internal control relevant to the audit In order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Company's internal control.

ili) Evaluate the appropriateness of accounting policles used and the reasonableness of accounting estimates and related
disclosures made by the Directors.

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

v) Evaluate the overall presentation, structure and content of the financlal statements, Including the disclosures and
whether the financlal statements represent the underlying transactions and events in a manner that achleves fair
presentation.

We communicate with those charged with governance regarding, among other matters, the planned scope and timing of
the audit and significant audit findings Including any signlficant deficlencies In internal control that we Identify durlng our
audit.

We also provide those charged with governance with a statement that we have complled with the relevant ethical
requirements regarding independence, and to communicate with them all relationships and other matters that may
reasonably be thought to bear on our Independence, and where applicable, related safeguards.
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DASHEN BANK SHARE COMPANY
STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME
FOR THE YEAR ENDED 30 JUNE 2019

2019 2018
Notes ETB'000 ETB'000
Interest income ) 5 4,301,332 3,243,903
interest expense ’ : 6 (1,927,707) (1,432,797)
Net interest income 2,373,625 1,811,106
Fees and commission income 7 1,026,571 815,060
Fees and commission expense 7 (238,520) (159,075)
Nef fees and commission income 788,051 655,985
Other operating income 8 250,241 266,742
Total operating income 3,411,917 2,733,833
Loan impalrment credit 9 15,269 104,887
Impalrment losses on other assets 10 (934) (13,199)
Net operating income 3,426,251 2,825,521
Employee benefits expenses 11 (1,394,401) (1,094,810)
Other operating expenses 12 (752,824) (587,301)
Profit hefore tax 1,279,026 1,143,410
Tncome tax expense 13a (262,254) (214,456)
Profit after tax 1,016,773 928,954
Jther comprahensive income (OCI)
Items that will not be subsequently reclassified
into profit or loss:
Remeasurement loss on retirement benefits obligations 24a (19,857) (35,172)
Remeasurement gain on financial assets at FVTOCI 16a . 13,062 -
Deferred tax income ~ 13e 2,039 10,552
(4,756) (24,620)
Total comprehensive income for the year - . 1,012,017 904,334
Basic EPS/Diluted EPS per share (ETB) 26 408 430

The notes on pages 16 to 73 are an integral part of these financial statements.
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DASHEN BANK SHARE COMPANY
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 30 JUNE 2019

2019 2018
Notes ETB'000 ETB'000

Cash flows from operating activities
Cash generated from operatlons 33 1,463,157 4,328,432
Income tax pald 13d (281,328) (223,655)
Defined benefit pald 24a (2,833) (3,016)
Directors' remuneration pald ' (900) (900)
Net cash generated from operating activities 1,178,096 4,100,861

Cash flows from investing activities
Purchase of blils and bonds 16¢ (2,126,622) (1,827,884)
Purchase of shares 16a (5,290) (19,693)
Purchase of intangible assets 20 (13,408) (93,324)
Purchase of property and equipment 21 (363,065) (501,022)
Purchase of Investment property 19 (816) (2,972)
Proceeds from sale of property and equipment 33 1,663 4,606
Net cash used in investing activities (2,507,538) (2,440,289)

Cash flows from financing activities
Dividends paid 27 (547,817) (353,037)
Proceeds from issued shares 25 476,142 82,663
Net cash used in financing activities (71,675) (270,374)
Net (decrease)/increase in cash and cash equivalents (1,401,117) 1,390,198
Cash and cash equivalents at 1 July 14 5,270,058 3,879,860
Cash and cash equivalents at 30 June 14 3,868,941 5,270,058

The notes on pages 16 to 73 are an integral part of these financlal statements,
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DASHEN BANK SHARE COMPANY
NOTES TO THE FINANCIAL STATEMENTS (Continued)
FOR THE YEAR ENDED 30 JUNE 2019

2.2.2

Summary of significant accounting policies (Continued)

Changes in accounting policies and disclosures (Continued)

New Standards, amendments, interpretations issued effective and adopted during the year
(contlnued)
IFRS 9 - Flnanmal Instruments

IFRS 9 sets out requirements for recognizing and measuring financial assets, financlal liabllities and some
contracts to buy or sell non-financial items. This standard replaces IAS 39 Financial Instruments: Recognition
and Measurement. The requirements of IFRS 9 represent a significant change from IAS 39. The new
standard brings fundamental changes to the accounting for financial assets and to certain aspects of the
accounting for financial liabilities.

Additionally, the Bank has adopted consequential amendments to IFRS 7 Financial Instruments: Disclosures
that are applied to disclosures about 2019, but have not been applied to the comparative information.

The key changes to the Bank’s accounting policies resulting from the adoption of IFRS 9 are summarised
below.. The full impact of adopting the standard is set out in Note 2.5.

- Transition from IAS 39 to IFRS 9

Changes in .accounting policies resulting from the adoption of IFRS 9 have been applied retrospectively,
except comparative periods which have generally not been restated. Differences in the carrying amounts of
financial assets and financial liabilities resulting from the adoption of IFRS 9 are recognized in retained
earnings and reserves as at 1 July 2018.

Accordingly, the information presented for 2018 does not reflect the requirements of IFRS 9 and therefore Is
not comparable to the information presented for 2019 under IFRS 9.

The following assessments have been made on the basis of the facts and circumstances that existed at the
date of initial application:

« The determination of the business model within which a financial asset is held.

+ The designation and revocation of previous designations of certain financial assets and

« The designation of investments in equity instruments not held for trading Is at FVOCI.

- If a debt security had low credit risk at the date of initial application of IFRS 9, then the Bank has assumed
that credit risk on the asset had not increased significantly since its initial recognition.

IFRS 15 - Revenue from contracts with customers

This standard replaces IAS 11 Construction Contracts, IAS 18 Revenue, IFRIC 13 Customer Loyalty
Programmes, IFRIC 15 Agreements for the Construction of Real Estate, IFRIC 18 Transfer of Assets from
Customers and SIC-31 Revenue - Barter of Transactions Involving Advertising Services.

The standard contains a single model that applies to contracts with customers and two approaches to
recognizing revenue: at a point in time or over time. The standard specifies how and when the Company will
recoghize revenue as well as requiring such entities to provide users of financial statements with more
Informatlve, relevant dlsclosures

The Bank applled IFRS 15 on 1 January 2018 using the modlfied retrospective approach in which the

cumulative effect of Initially -applying this Standard is recognized at the date of Initlal application as an

adjustment to the openlng balance of retalned earnings as at 1 January 2018 without restating- comparative
periods.

The application-of IFRS 15 has no material Impact and no adjustment to retained earnings-was required.
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DASHEN BANK SHARE COMPANY
NOTES TO THE FINANCIAL STATEMENTS (Continued)
FOR THE YEAR ENDED 30 JUNE 2019

Summary of significant accounting policies (Continued)

2.3 Foreign currency translation (Continued)

b) 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 settlement of foreign
currency transactions and from the translation at exchange rates of monetary assets and liabilitles
denominated in currencies other than the Bank's functional currency are recognised in profit or loss within
other (loss)/income. Monetary items denominated in forelgn currency are translated using the closing rate as
at the reporting date.

Changes In the falr value of monetary securitles denominated in foreign currency classified as amortized 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 amortised
cost are recognised in profit or loss, and other changes in carrying amount are recognised in other
comprehensive income.

Translation differences on non-monetary financial assets and liabilities such as equities held at fair value
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 measure at fair value, such as equities classified as FVTOCI, are
included in other comprehensive income.

2.4 Recognition of income and expenses
Revenue is measured as 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 fulfilled its obligation and the right to receive the related sum as assured.

Revenue comprises the fair value of the consideration received or receivable in the ordinary course of the
Bank’s activities. Income is recognised when 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 for domestic trade and services, Import ,export,
transport, real estate, building and construction, manufacturing, agriculture. and personal loans. Other
Incomes includes margins on letter of credits and performance guarantees.

2.4.1 Interest and similar income and expense

For 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 discounts
estimated future cash payments or receipts through the expected life of the financial instrument or a shorter
period, where appropriate, to the net carrying amount of the financial asset or financial liability. The
calculation takes Into 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.

2.4.2 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 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 period.

Dashen Bank 23 Annual Report 2018-2019 2 O







Dashen Bank 23 Annual Report 2018-2019 2 2







Dashen Bank 23 Annual Report 2018-2019 2 4







Dashen Bank 23 Annual Report 2018-2019 2 6







Dashen Bank 23 Annual Report 2018-2019 2 8







DASHEN BANK SHARE COMPANY
NOTES TO THE FINANCIAL STATEMENTS (Continued)
FOR THE YEAR ENDED 30 JUNE 2019

2 Summary of significant accounting policies (Continued)
2,5 Financial instruments - initial recognition and subsequent measurement (Continued)
2.5.2 Policy applicable before 1 July 2018 (Continued)

d) De-recognition (Continued)

The Bank derecognizes a financial liability when its contractual obligations are discharged .or cancelled or
expire. ) . .

On derecognition of a financial asset, the difference between the carrying amount of the asset and the sum
of (I) the consideration received and (li) any cumulative gain or loss that had been recognised in other
romprehensive income Is recognised in profit or loss.

The Bank enters into transactions whereby it transfers assets recognized on its statement of financial
position, but retains either all or substantially all of the risks and rewards of the transferred assets or a
portion of them. If all or substantially all risks and rewards are retained, then the transferred assets are not
derecognized from the statement of financial position. Transfers of assets with retention of all or substantially
all risks and rewards include repurchase transactions.

e) Offsetting of financial assets and financial liabilities

Financial assets and financial liabilities are offset and the net amount reported in the statement of financial
position when there is a legally enforceable right to offset the recognized amounts and there is an intention
to settle on a net basis, or to realize the asset and settle the liability simultaneously.

Income and expenses are presented on a net basis only when permitted under IFRSs, or for gains and losses
arising from a group of similar transactions such as in the Bank's trading activity.

f) Fair value of financial assets and financiat liabilities

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

g) Amortized cost measurement

The amortized cost of a financial asset or liability is the amount at which the financial asset or liabllity is
measured at initial recognition, minus principal repayments, plus or minus the cumulative amortization using
the effectlve interest method of any difference between the initial amount recognized and the maturity
amount, minus any reduction for impairment.

2.6 Net interest income
2.6.1 Policy applicable after 1 July 2018
a) Effective interest rate and amortised cost

Interest income and expense are recognised in profit 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:

e 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.
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DASHEN BANK SHARE COMPANY
NOTES TO THE FINANCIAL STATEMENTS (Continued)
FOR THE YEAR ENDED 30 JUNE 2019

2
2.6
2.6.1

a)

b)

c)

d)

2.6.2

Summary of significant accouni:ing policies (Continued)
Net interest income (Continued)
Policy applicable after 1 July 2018 (Continuéd)

Effective interest rate and amortised cost (Continued)

The calculation of the effective interest rate includes transaction costs and fees and polnts pald or recelved
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_ liability.

Amortised cost gross carrying. amount

The ‘amortised cost’ of a financlal asset or financial lability is the amount at which the financial asset or
financlal liability is measured on initial’ recognition minus thé 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 credlt loss allowance (or impairment
ailowance before 1 July 2018).

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

Calculation of interest income and expense

In calculating interest income and expense, the effective interest rate is applied to the gross carrying amount
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 subsequentv to initial recognition, interest
income 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.

For financial assets that were credit-impaired on initial recognition, interest income is calculated by applying
the credit-adjusted effective interest rate to the amortised cost of the asset. The calculation of interest
income does not revert to a gross basis, even if the credit. risk of the asset improves.

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;
o interest on debt instruments measured at FVOCI 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
income from other financial instruments at FVTPL,

Policy applicable before 1 July 2018 -

Interest income and expense on avallable-for-sale assets and financial assets or liabllities held at amortised
cost was recognised In profit or foss using the effective interest method.

When calculating the effectlve interest rate, the Bank estimated the cash flows considering all contractual
terms of the financial instrument but did not consider future credit losses. The calculatlon included all fees
and points pald or received, between the partles to the contract that were an integral part of the effective
interest rate, transaction costs and all other discounts and premiums. Transaction costs were incremental
costs that were directly attributable to the acquisition, Issue or disposal of a financial asset or liabllity.
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DASHEN BANK SHARE COMPANY
NOTES TO THE FINANCIAL STATEMENTS (Continued)
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2
2.14

2.15

(a)

(b)

(c)

Summary of significant accounting policies (Continued)
Fair value measurement (Continued)

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
significant to the fair value measurement as a whole: .

e Level 1 - Quoted (unadjusted) market prices in active markets for identical assets or liabilities.
* Level 2 - Valuation techniques for which the lowest level input that is significant to the fair value
measurement-is directly or indirectly obsérvable.

« Level 3 - Valuation techniques for which the lowest level input that is significant to the fair value
measurement is unobservable.,

For assets and liabilities 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 whole) at the end of
each reporting period. . ) :

The Bank’s management determines the policies and procedures for both recurring fair value measurement,
such as available-for-sale financial assets.

For the purpose of fair value disclosures, the Bank has determined classes of assets and liabilities on the
basis of the nature, characteristics and risks of the asset or liability and the level of the fair value hierarchy -
as explained above.

Employee benefits

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

Defined contribution plan
The Bank operates two defined contribution plans;

i) pension scheme in line with the provisions of Ethiopian pension of private organisation employees
proclamation 715/2011, 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 employees

i) provident fund contribution, funding under this scheme is 7% and 15% by employees and the Bank
respectively;

Both schemes are based on the employees' salary. Employer's contributions to this scheme are charged to
profit or loss and other comprehensive Income In the period in which they relate.

Profit-sharing apd bonus plans

The Banks recognises 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 obligation.

Defined benefit obligations

The Bank operates an unfunded severance pay plan for its employees who have served the Bank for 5 years
and above and are below the retirement age (l.e. has not met the requirement to access the pension 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 monthly salary for
each subsequent in employment to a maximum of 12 months final monthly salary.




DASHEN BANK SHARE COMPANY
NOTES TO THE FINANCIAL STATEMENTS (Continued)
FOR THE YEAR ENDED 30 JUNE 2019

2 Summary of significant accounting policies (Continued)

2.15 Employee benefits (Continued)
(c) Defined benefit obligations

This qualifies as a defined benefit plan. Typically defined benefit plans define an amount 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 balance sheet in respect of defined benefit pension plans is the present value
of the defined benefit obligation at the end of the reporting period less the fair value of plan assets. 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 outflows 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 arising 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 income.

2.16 Provisions

Provisions are recognised when the bank has a present obligation (legal or constructive) as a result of a past
event, it is probable that an outflow of resources embodying economic beneflts will be required to settle 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
recoghised as a separate asset, but only when the reimbursement is virtually certain. The expense relating to
a provision is presented in income statement net of any reimbursement.

If the effect of the time 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.

2.17 Share capital

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

2,18 Leases

The determination of whether an arrangement is a lease, or contains a lease, is based on the substance of
the arrangement and requires an assessment of whether the fulfilment of the arrangement is dependent on
the use of a specific asset or assets or whether the arrangement conveys a right to use the asset.

Bank as a lessee

Leases that do not transfer to the Bank substantially all of the risks and benefits incidental to ownershlip of
the leased items are operating leases. Operating lease payments are recognised as an expense in the Income
statement on a straight-line basis over the lease term. Contingent rental payable is recognised as an
-expense In the period in which it is incurred.

Bank as a lessor

Leases where the Bank does not transfer substantially all of the risk and benefits of ownership of the asset
are classifled as operating leases. Rental income is recorded as earned based on the contractual terms of the
lease In Other operating income. Initial direct costs Incurred In negotiating operating leases are added to the
carrying amount of the leased asset and recognised over the lease term on the same basis as rental income.
" Contingent rents are recognised as revenue in the period in which they are earned.
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