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MKOMBOZI COMMERCIAL BANK PLC

REPORT OF THE DIRECTORS
FOR THE YEAR ENDED 31 DECEMBER 2019

1.

INTRODUCTION

The directors submit their report together with the audited financial statements for the year ended 31
December 2019, which disclose the state of affairs of Mkombozi Commercial Bank Public Limited
Company ("Mkombozi Commercial Bank PIc” or the “Bank”).

INCORPORATION

The Bank was incorporated as a public limited liability company in Tanzania in 2007 under the
Companies Act, CAP 212 of 2002.

VISION

To be a leading Bank in addressing the growth needs of small and medium size enterprises through
delivery of high quality and integrity banking services to a wide micro customer base and corporate
enterprises.

MISSION

To be a Bank that will provide high quality financial services to all sectors of the economy in a
sustainable and socially responsible manner to meet stakeholders’ expectations.

PRINCIPAL ACTIVITIES

The principal activity of the Bank is the provision of banking and related services stipulated in the
Banking and Financial Institutions Act, 2006 of Tanzania. There has been no change in the principal
activities of the Bank during the financial year.

SHARE CAPITAL STRUCTURE
The Bank’s share capital structure for the year under review is shown below: -

Authorized share capital
TZS 50,000,000,000 comprising 50,000,000 ordinary shares of TZS 1,000 each.

Called up and fully paid up share capital
TZS 20,615,272,000 comprising 20,615,272 ordinary shares of TZS 1,000 each.

SHAREHOLDING STRUCTURE

As at 31 December 2019, the shares of the Bank were held as follows:

Category No of Value of shares % of

shares (TZS) holding
Church dioceses and affiliated institutions 5,777,708 5,777,708,000 28.0%
Other institutions 2,125,907 2,125,907,000 10.3%
Tanzania Episcopal Conference (TEC) 4,133,995 4,133,995,000 20.1%
Individuals 8,577,662 8,577,662,000 41.6%
Total 20,615,272 20,615,272,000 100.0%

As at 31 December 2018, the shares of the Bank were held as follows:

Name No of Value of shares % of

shares (TZS) holding
Church dioceses and affiliated institutions 5,486,179 5,486,179,000 26.6%
Other institutions 1,795,120 1,795,120,000 8.7%
Tanzania Episcopal Conference (TEC) 4,469,784 4,469,784,000 21.7%
Individuals 8,864,189 8,864,189,000 43.0%
Total 20,615,272 20,615,272,000 100.0%




MKOMBOZI COMMERCIAL BANK PLC

REPORT OF THE DIRECTORS (Continued)
FOR THE YEAR ENDED 31 DECEMBER 2015

8. DIRECTORS

The directors of the Bank who held office during the year and to the date of this report were:

Name Position Age Profession/Qualification Nationality | Date
appointed/
Resigned
Prof. Chairperson | 65 Associate Professor UDSM  [Tanzanian Appointed on
Marcellina years | Business School 31 August
Mvula Holds B. Com in Accounting, 2013
Chijoriga MBA in Finance, PhD in
Economics and Finance
George Managing 44 Advanced Diploma in Tanzanian Appointed on
Rwezaura Director years | International Tax (ADIT), Post 18 Nov 2017
Shumbusho Graduate Diploma in Resigned on 1
Financial Management (IFM) May 2019
and MBA (ESAMI/MsM)
Thomas Acting 36 Certified Public Accountant  [Tanzanian Appointed on
Enock Managing years | Holds Bachelor of Commerce 1 May 2019
Director (Accounting) Resigned on
17 January
2020
Respige Managing 46 Holds B. Com in Finance, Tanzanian Appointed on
Kimati Director MSc in Finance 18 January
2020
Most Rev. Director 63 Arch Bishop of Dodoma Tanzanian Reappointed
Beatus years | Diocese on 30 May
Kinyaiya Holds MA in History, BA in 2015
Geography, BA in Spiritual
Theology
Mr. Ayoub Director 49 Advocate of the High Court of [Tanzanian Appointed on
Mtafya years | Tanzania and Tax Consultant 26 October
Partner at Nex Law 2016
Advocates
Holds LLB and LLM
Mr. Robert Director 47 ICT Specialist [Tanzanian Appointed on
Mtendamema years | Holds B. Computer Science 8 August 2018
and Master of Science in
Data Communications
Networks and Distributed
Systems
Ms Uphoo Director 48 Certified Public Accountant  [Tanzanian Appointed on
Swai years | Holds Advanced Diploma in 8 August 2018
Accountancy and Master of
Business Administration
Mr. Benedict Director 52 Certified Public Accountant  [Tanzanian Appointed on
Warisianga years | Holds Advanced Diploma in 9 May 2019
Sudi Accountancy
Fr. Dr. Director 55 Holds Bachelor of Arts in Tanzanian Appointed on
Charles years | Theology, Licentiate in Canon 2 January
Kitima Law and Doctorate in Laws 2019




MKOMBOZI COMMERCIAL BANK PLC

REPORT OF THE DIRECTORS (Continued)
FOR THE YEAR ENDED 31 DECEMBER 2015

8.

10.

DIRECTORS (Continued)

The following directors held shares in the Bank as at the respective year-ends:

Number of
Name of the director shares held

2019 2018
Mr. Method Anatoli Kashonda® N/A 4,500
Most Rev. Beatus Kinyaiya 13,574 13,574
Prof. Marcellina Mvula Chijoriga 17,000 17,000
George Rwezaura Shumbusho? N/A 6,575
Mr. Ayoub Mtafya 6,250 -
Mr. Robert Mtendamema 1,190 1,190
Mr. Marcelino Xavier Kayombo? N/A 2,622
Total shares held by directors 38,014 45,461

INot a director as at 31 December 2019.

No director owned more than 0.3% of total issued share capital of the Bank.
COMPANY SECRETARY

The Bank’s Secretary as at 31 December 2019 was Mr. Baltazar Mbilinyi.

CORPORATE GOVERNANCE

The Board of Directors (the “Board”) consists of eight directors including the Managing Director.
Other than the Managing Director, no director holds an executive position in the Bank. The Board
has overall responsibility for the Bank, including responsibility for identifying key risk areas,
considering and monitoring investment decisions, considering significant financial matters, and
reviewing performance by management against business plans and budgets.

The Board is also responsible for ensuring that a comprehensive system of internal control policies
and procedures, which is compliant with sound corporate governance principles, is operative.

The Board is required to meet at least four times a year. The Board delegates the day to day
management of the business to the Managing Director who is assisted by the Bank’s Management
Team. The Management Team is invited to attend Board meetings and facilitates the effective control
of the Bank’s operational activities, acting as a medium of communication and coordination between
the various business units.

During the year, the Board held four ordinary meetings and twelve extraordinary meetings due to
special activities that necessitated the Board’s deliberations. The Board meetings held during the
year are as summarized below:

No. | Name of the director Position Total Meetings %
meetings | attended
1. Prof. Marcellina Chijoriga Board Chairperson 16 16 100%
2. Most Rev. Beatus Kinyaiya | Director 16 15 93.8%
3. Mr. Ayoub Mtafya Director 16 14 87.5%
4. Mr. Robert Mtendamema Director 16 15 93.8%
5. Ms. Uphoo Swai Director 16 12 75.0%
6. Fr. Dr. Charles Kitima Director 16 11 68.8%
7. Mr. Sudi Warisianga* Director 16 08 50.0%

1Was appointed on 9 May 2019 and was hence not yet a director when some of the meetings were
held.



MKOMBOZI COMMERCIAL BANK PLC

REPORT OF THE DIRECTORS (Continued)
FOR THE YEAR ENDED 31 DECEMBER 2019

10.

11.

CORPORATE GOVERNANCE (Continued)

The Board has three committees, that is, the Board Audit, Risk and Compliance Committee, the
Board Human Resources and Operations Committee and the Board Credit Committee. Each
committee has a charter to govern its roles and responsibilities as well as facilitate efficiency and
effectiveness of the Board’s performance.

The Bank is committed to the principles of effective corporate governance, especially recognising
the importance of integrity, transparency and accountability. The Board exercised close oversight
over the Bank’s operations and ensured high standards of corporate governance through its
committees as shown below:

The Board Audit, Risk and Compliance Committee (BARCC) is composed of the following:

No. | Name of director Position Total Meetings %
meetings attended

1. Ms. Uphoo Swai Chairperson | 10 08 80%

2. Most Rev. Beatus Kinyaiya Director 10 09 90%

3. Mr. Benedict Warisianga Sudi? Director 10 05 50%

1Was appointed on 9 May 2019 and was hence not yet a director when some of the meetings were
held.

The Board Credit Committee (BCC) is composed of the following:

No. Name of director Position Total Meetings %
meetings attended
1. Mr. Robert Mtendamema Chairperson | 23 22 95.7%
2. Mr. Ayoub Mtafya Director 23 21 91.3%
3. Fr. Charles Kitima? Director 23 12 52.2%
1Travelled out of the country for three months from September to December 2019.
The Board Human Resources and Operations Committee is composed of the following:
No. Name of director Position Total Meetings %
meetings | attended
1. Mr. Ayoub Mtafya Chairperson | 9 9 100%
2. Mr. Robert Mtendamema? Director 9 5 55.6%
3. Fr. Charles Kitima Director 9 6 66.7%
4. Mr. Sudi Warisianga? Director 9 4 44.4%

1Became a member of this committee on 14 May 2019.
°Became a member of this committee 12 July 2019.

MANAGEMENT TEAM

The Managing Director was assisted by the following Heads of Departments:

Chief Finance Officer
Chief Operations Officer
Head of Treasury

Head of Credit

Chief Internal Auditor

Chief Commercial Officer

Head of Legal Services (Company Secretary)
Manager, Risk and Compliance Department
Manager, Human Resources Department




MKOMBOZI COMMERCIAL BANK PLC

REPORT OF THE DIRECTORS (Continued)
FOR THE YEAR ENDED 31 DECEMBER 2019

12.

FINANCIAL PERFORMANCE AND POSITION

The Bank reported a loss of TZS 6,583 million during the year ended 31 December 2019 (2018:
Profit of TZS 806 million). The following achievements were recorded in terms of the financial
position:

Loans and advances to customers increased by 23.3% from TZS 99,036 million as at 31
December 2018 to TZS 122,084 million as at 31 December 2019;

Deposits due to customers increased by 18.7% from TZS 136,467 million as at 31 December
2018 to TZS 161,926 million as at 31 December 2019; and

Total assets increased by 14.1% from TZS 178,824 million as at 31 December 2018 to TZS
204,038 million at 31 December 2019.

The key performance indicators (KPIs) of the Bank are indicated below:

Performance Indicator Definition and calculation method 2019 2018
Return on equity (Loss)/profit before tax/Total equity (23%) 6%
Return on assets (Loss)/profit before tax/Total assets (3%) 1%
Cost to income ratio Operating costs/Net interest + non-interest 105% 80%
income
Interest margin on Total interest income/(interest on government 12% 11%
earning assets securities + balances with other banks +
interbank loans receivable + investments in
other securities + net loans, advances and
overdrafts)
Non - interest income to Non - interest income/Total income 20% 12%
gross income
Earnings per share Basic earnings/ Number of ordinary shares in (319) 39
issue (TZS)
Gross loans to customers | Total loans and advances to customers/Total 75% 73%
deposits deposits due to customers
Non - performing loans to | Non - performing loans/Gross loans and 20% 10%
gross loans advances
Earning assets to total Earning assets/Total assets 84% 86%
assets
Growth in total assets Trend (2019/2018 total assets — 2018/2017 14% 19%
total assets)/(2018/2017 total assets)
Growth in loans and Trend (2019/2018 loans and advances — 23% 21%
advances to customers 2018/2017 loans and advances) /2018/2017
loans and advances)
Growth in deposits due to | Trend (2019/2018 deposits — 2018/2017 19% 13%
customers deposits)/(2018/2017 deposits)
Capital adequacy
Core (Tier 1) capital ratio | [Core capital/Total risk-weighted on and off 5.76% | 15.33%
statement of financial position, operational and
market risk weighted exposures] x 100
Total (Tier 1 + Tier 2) [Total capital/Total risk-weighted on and off 5.76% | 15.96%

capital ratio

statement of financial position, operational and
market risk weighted exposures] x 100




MKOMBOZI COMMERCIAL BANK PLC

REPORT OF THE DIRECTORS (Continued)
FOR THE YEAR ENDED 31 DECEMBER 2019

12.

13.

14.

15.

16.

FINANCIAL PERFORMANCE AND POSITION (Continued)

Despite the Bank incurring a loss of TZS 6,583 million during the year ended 31 December 2019
(2018: profit of TZS 806 million), and as at 31 December 2019, the Bank’s core capital, core capital
ratio and total capital ratio were TZS 8,606 million, 5.76% and 5.76%, which are below the minimum
regulatory requirements of TZS 15,000 million, 12.5% and 14.5%, respectively, the directors confirm
that applicable accounting standards have been followed and that the financial statements have
been prepared on a going concern basis. This basis presumes that the Bank’s business and capital
restoration plans will be successfully implemented to the extent that the Bank’s capital position will
be restored to the level required by the regulations, the Bank will have access to sufficient resources
necessary to enable it to continue in business for the foreseeable future, and that realisation of assets
and discharge of liabilities will occur in the normal course of business.

NETWORK AND OUTREACH

The Bank had eleven branches as at 31 December 2019: Four branches are located in Dar es
Salaam, one in Mwanza (Mwanza Region), one in Bukoba (Kagera Region), one in Morogoro
(Morogoro Branch) one in Dodoma (Dodoma Region), one in Iringa (Iringa Region) one in Njombe
(Njombe Region) and one in Moshi (Kilimanjaro Region). The Bank’s total number of depositors and
borrowers as at the respective year-ends were as shown below:

2019 2018
Account type
Current accounts 2,837 2,374
Savings accounts 55,283 44,659
Time deposits 975 677
Total number of deposit accounts 59,095 47,710
Loan to customers accounts 12,839 12,413

DIVIDEND

The directors do not propose payment of dividends for the year 2019 (2018: None).

KEY DEVELOPMENTS DURING THE YEAR

The Bank opened three branches during the year in the following strategic locations, Dodoma
Region, which is the administrative capital city of the country, and two in the southern highlands in

Iringa and Njombe. The following milestones were also achieved during the year:

e The process of sourcing a reliable provider of digital solutions was approved by the Board on 24
October 2019 with BCX Tanzania Limited being commissioned for the project.

o Commercial Banking Department effectively started in June 2019. The function has increased the
loan book of the Bank from TZS 101 billion recorded in May to the forecast position of gross loans
of TZS 131 billion as at 31 December 2019. Increase in non-interest income, volume of
transactions and improved turnaround time on loan issuance are some of the achievements
registered.

e Direct Sales Agency model was re-introduced in the 3 quarter of 2019.

e The Performance Management System was approved by the Board to be used in 2020.

RELATED PARTY TRANSACTIONS AND BALANCES

The related party transactions and balances are disclosed in Note 37 to the financial statements.



MKOMBOZI COMMERCIAL BANK PLC

REPORT OF THE DIRECTORS (Continued)
FOR THE YEAR ENDED 31 DECEMBER 2019

17.

18.

19.

20.

PLANNED DEVELOPMENT

The Bank will continue to focus on business opportunities arising in the economy especially in
lending and other related activities. The Bank has the following plans:

¢ Raise additional equity capital of TZS 15 billion in 2020

e Grow microfinance lending by introducing Residential Sales Agents (RSAs), with 40 RSAs
expected to be recruited in 2020

¢ Relocate the Head Office and St. Joseph Branch to the new building of St. Joseph House.

e Introduction of the mini-branch model, with four mini-branches expected to be open in 2020 in
strategic locations.

e Launching of digital banking solutions including agency banking, mobile applications, internet
banking and payment solutions.

¢ Responding to the impact of Covid-19 on the Bank and general business environment and
reacting timely and appropriately by adjusting business plans and strategies.

HUMAN RESOURCES

The Bank has adequate employees with pre-requisite competency and experience in key positions
to manage the banking operations and pursue the business objectives.

PRINCIPAL RISKS AND UNCERTAINTIES

As the Bank continues to scale up its operations, it ensures that the resultant commercial and
operational risks are mitigated through enforcement of appropriate policies and procedures. The
Bank’s activities expose it to risks including financial (liquidity, credit and market) and strategic risks.
The Bank’s overall risk management policies are approved by the Board and implemented by
management. These policies involve analysis, evaluation, acceptance and management of some
degrees of risks or a combination of risks. More details of the financial risks facing the Bank are
presented in Note 5 to the financial statements.

RISK MANAGEMENT AND INTERNAL CONTROL

The Board accepts final responsibility for the risk management and internal control systems of the
Bank. It is the task of the directors to ensure that adequate internal financial and operational control
systems are developed and maintained on an ongoing basis in order to provide reasonable
assurance regarding:

The effectiveness and efficiency of operations;

The safeguarding of the Bank’s assets;

Compliance with applicable laws and regulations;

The reliability of accounting records;

Business sustainability under normal as well as adverse conditions; and
Responsible behaviour towards all stakeholders.

The efficiency of any internal control system is dependent on the strict observance of prescribed
measures. There is always a risk of non-compliance with such measures by staff. Whilst no system
of internal control can provide absolute assurance against misstatement or losses, the Bank’s system
is designed to provide the Board with reasonable assurance that the procedures in place are
operating effectively. The Board assessed the internal control systems throughout the financial year
and is of the opinion that they met accepted criteria. The Board monitors risk and internal control
effectiveness through the BARCC and BCC.
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REPORT OF THE DIRECTORS (Continued)
FOR THE YEAR ENDED 31 DECEMBER 2019

21.

22.

23.

24,

25.

SERIOUS PREJUDICIAL MATTERS
In the opinion of the directors, there are no serious prejudicial matters that can affect the Bank.
WELFARE OF EMPLOYEES

Relationship between management and employees

The relationship between employees and management continued to be good. Complaints are
resolved through meetings and discussions. Work morale continues to be good and there were no
unresolved complaints from employees. There was good teamwork between management and staff.

The Bank is an equal opportunity employer. It gives equal access to employment opportunities and
ensures that the best available person is appointed to any given position free from discrimination of
any kind and without regard to factors like gender, marital status, tribe, religion, and disability which
does not impair one’s ability to discharge duties.

Training

During the year, the Bank spent TZS 172.39 million on training of staff (2018: TZS 144 million).
Training programs have been and are continually being developed to ensure employees are
adequately trained at all levels. Employees received training to upgrade their skills and enhance their
performance.

Staff loans and advances

The Bank provides loans to staff as well as salary advances to enable them meet financial needs
and promote their economic development. Staff loans and advances are based on specific terms
and conditions approved by the Board. During the year, the Bank issued staff loans of TZS 5.30
billion (2018: TZS 5.06 billion).

Medical facilities
The Bank covers medical bills for all of its employees and their immediate family dependents as well
as medical insurance coverage to all staff.

Retirement benefits
The Bank makes statutory contributions in respect of staff social security benefits. The Bank’s
obligations in respect of these contributions are limited to 10% of the employee’s gross salary.

GENDER PARITY

The Bank is an equal opportunity employer and maintains reasonable gender balance among its
employees. The Bank had the following employees by gender:

Gender 2019 2018
Female 74 57
Male 95 77
Total 169 134

POLITICAL DONATIONS
The Bank did not make any political donations during the year (2018: Nil).
RELATIONSHIP WITH STAKEHOLDERS

The Bank continued to maintain cordial relationships with stakeholders including the regulators.
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REPORT OF THE DIRECTORS (Continued)
FOR THE YEAR ENDED 31 DECEMBER 2019

26.

27.

CORPORATE SOCIAL RESPONSIBILITY (CSR) AND CHARITABLE DONATIONS

The Bank participates actively in community activities and development programs throughout the
country. Charitable donations made during the year amounted to TZS 22.47 million (2018: TZS 29.43
million). The Bank donated to Kilimanjaro Christian Medical Centre (KCMC) for participating in world
cancer day and made donations to various church institutions.

AUDITOR

Ernst & Young was the auditor of the Bank for the year ended 31 December 2019. A resolution
proposing the appointment of the external auditor of the Bank for the year ending 31 December 2020
was done by the shareholders in the Tenth Annual General Meeting which resolved that Ernst &
Young will be the auditor of the Bank for a period of three years from 2019 to 2021.

The Directors’ Report was approved by the Board of Directors on 2020 and
signed on behalf of the Board per the resolution of the Board by:

Prof. Marcellina Mvula Chijoriga
Chairperson of the Board

Ms. Uphoo Swai
Board Member and Chairperson of the BAC

10



MKOMBOZI COMMERCIAL BANK PLC

STATEMENTS OF DIRECTORS’ RESPONSIBILITIES
FOR THE YEAR ENDED 31 DECEMBER 2019

The directors are required by the Companies Act, 2002 and Banking and Financial Institutions Act,
2006 of Tanzania to prepare financial statements for each financial period that present fairly, in all
material respects, the state of financial affairs of the Bank as at the end of the financial year and of
the profit or loss for the year. The directors are also obliged to ensure that the Bank keeps proper
accounting records that disclose, with reasonable accuracy, the financial position of the Bank. They
are also responsible for safeguarding the assets of the Bank.

The directors accept responsibility for the annual financial statements, which have been prepared
using appropriate accounting policies supported by reasonable and prudent judgements and
estimates, in conformity with International Financial Reporting Standards (IFRS) and the
requirements of the Companies Act, 2002 and Banking and Financial Institutions Act, 2006 of
Tanzania. The directors are of the opinion that the financial statements present fairly, in all material
respects, the state of the financial affairs of the Bank, and of their financial results in accordance with
International Financial Reporting Standards (IFRS) and the requirements of the Companies Act,
2002 and Banking and Financial Institutions Act, 2006 of Tanzania. The directors further accept
responsibility for the maintenance of accounting records that may be relied upon in the preparation
of the financial statements, as well as designing, implementing and maintaining internal control
relevant to the preparation and fair presentation of the statements that are free from material
misstatement.

The Bank’s directors have made an assessment of the Bank’s ability to continue as a going concern
for the foreseeable future. Despite the Bank incurring a loss during the year and being
undercapitalized as at year-end, the financial statements are prepared on the basis of a going
concern. This basis presumes that the Bank’s business and capital restoration plans will be
successfully implemented to the extent that the Bank’s capital position will be restored to the level
required by the regulations, the Bank will have access to sufficient resources necessary to enable it
to continue in business for the foreseeable future, and that realisation of assets and discharge of
liabilities will occur in the normal course of business.

The financial statements were approved by the Board of Directors on 2020 and
were signed on its behalf by:

Prof. Marcellina Mvula Chijoriga
Chairperson of the Board

Ms. Uphoo Swai
Board Member and Chairperson of the BAC

11



MKOMBOZI COMMERCIAL BANK PLC

DECLARATION BY THE HEAD OF FINANCE
FOR THE YEAR ENDED 31 DECEMBER 2019

The National Board of Accountants and Auditors (NBAA) according to the power conferred to it under
the Auditors and Accountants (Registration) Act No. 33 of 1972, as amended by Act No. 2 of 1995,
requires financial statements to be accompanied with a declaration issued by the Head of Finance
responsible for the preparation of the financial statements of the entity concerned.

It is the duty of a Professional Accountant to assist the Board of Directors to discharge the
responsibility of preparing financial statements of an entity showing a true and fair view of the entity’s
financial position and performance in accordance with International Financial Reporting Standards
and the requirements of the Companies Act, 2002 and Banking and Financial Institutions Act, 2006
of Tanzania. Full legal responsibility for the preparation of financial statements rests with the Board
of Directors as stated under the Statement of Directors’ Responsibilities on the previous page.

I, Dennis Frank Kejo, being the Chief Finance Officer of Mkombozi Commercial Bank Plc hereby
acknowledge my responsibility of ensuring that the financial statements for the year ended 31
December 2019 have been prepared in compliance with International Financial Reporting Standards
and the requirements of the Companies Act, 2002 and the Banking and Financial Institutions Act,
2006 of Tanzania.

I thus confirm that the financial statements give a true and fair view of the financial position and

results of Mkombozi Commercial Bank Plc as on that date and for the year then ended, and that the
financial statements have been prepared based on properly maintained financial records.

Signed by:

Position: Chief Finance Officer

NBAA Membership No: ACPA 2139

Date: 2020

12



INDEPENDENT AUDITOR’S REPORT
To the shareholders of Mkombozi Commercial Bank Public Limited Company

REPORT ON THE AUDIT OF THE FINANCIAL STATEMENTS
Opinion

We have audited the financial statements of Mkombozi Commercial Bank Public Limited Company (the
“Bank”) set out on pages 20 to 78, which comprise the statement of financial position as at 31 December
2019, and the 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.

In our opinion, the accompanying financial statements present fairly, in all material respects, the financial
position of the Bank as at 31 December 2019, and its financial performance and its cash flows for the
year then ended in accordance with International Financial Reporting Standards (IFRSs) and the
requirements of the Companies Act, 2002 and the Banking and Financial Institutions Act, 2006 of
Tanzania.

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our
responsibilities under those standards are further described in the Auditor’s Responsibilities for the Audit
of the Financial Statements section of our report. We are independent of the Bank in accordance with
the International Ethics Standards Board for Accountants’ Code of Ethics for Professional Accountants
(IESBA Code) together with the ethical requirements that are relevant to our audit of the financial
statements in Tanzania, and we have fulfilled our other ethical responsibilities in accordance with these
requirements and the IESBA Code.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our opinion.

Material Uncertainty Related to Going Concern

We draw attention to Note 2.2 to the financial statements, which indicates that the Bank incurred a loss
of TZS 6,583 million during the year ended 31 December 2019, and as at that date, the Bank’s core
capital, core capital ratio and total capital ratio were TZS 8,606 million, 5.76% and 5.76% which was
below the minimum regulatory requirements of TZS 15 billion, 12.5% and 14.5%, respectively. As stated
in Note 2.2, these events or conditions, along with other matters as set forth in Note 2.2, indicate that a
material uncertainty exists that may cast significant doubt on the Bank’s ability to continue as a going
concern. Our opinion is not modified in respect of this matter.

Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most significance in our
audit of the financial statements of the current period. These matters were addressed in the context of
our audit of the financial statements as a whole, and in forming our opinion thereon, and we do not
provide a separate opinion on these matters. In addition to the matter described in the Material
Uncertainty Related to Going Concern section, we have determined the matters described below to be
the key audit matters to be communicated in our report. For each matter below, our description of how
our audit addressed the matter is provided in that context.

13



INDEPENDENT AUDITOR’S REPORT (Continued)
To the shareholders of Mkombozi Commercial Bank Public Limited Company

REPORT ON THE AUDIT OF THE FINANCIAL STATEMENTS (Continued)

Key Audit Matters (Continued)

We have fulfilled the responsibilities described in the Auditor's Responsibilities for the Audit of the
Financial Statements section of our report, including in relation to these matters. Accordingly, our audit
included the performance of procedures designed to respond to our assessment of the risks of material
misstatement of the financial statements. The results of our audit procedures, including the procedures
performed to address the matters below, provided the basis for our audit opinion on the accompanying
financial statements.

No. | Key audit matter How our audit addressed the key
audit matter
1. Credit risk and expected credit losses on loans and advances to customers

The IFRS 9 Expected Credit Losses (ECLS)
approach is applicable to loans advances to
customers. ECLs represent management’'s best
estimate of the losses expected to be incurred at the
reporting date.

The ECL allowances are significant in the context of
the financial statements due to their magnitude as
well as the estimation uncertainty and significant
level of judgement inherent in determining the
amount of the allowances.

The models used to determine the ECL estimates
include inputs from multiple sources. Management
applies adjustments to the model outputs to cater for
factors not included in the model assessment, which
can be highly subjective.

As at 31 December 2019, the ECL allowances on
loans and advances to customers were TZS 9,308
million (2018: TZS 5,216 million). There is a risk that
the ECL allowances do not represent a complete and
accurate estimate of ECLs and that the carrying
amount of these items is misstated. This includes the
risk that the ECL model is not in compliance with
IFRS 9.

The disclosures in Notes 4, 5, 6 and 21 relating to
credit risk and ECL allowances are also significant to
the financial statements.

Our audit procedures included, but
were not limited to the following:

Evaluating the Bank’s ECL model
against the IFRS 9 requirements.

Comparing the Bank's inputs into the
ECL model to industry, financial and
economic data and our own
assessment. As part of this, we
assessed the Bank's inputs used
including the  consistency  of
judgement applied in the
classification of loans and advances
and determination of probabilities of
default.

Testing that the reported ECL
allowances were determined in
accordance with the Bank's ECL
model.

Evaluating the completeness of the
disclosures on ECL allowances on
loans and advances to customers.

14



INDEPENDENT AUDITOR’S REPORT (Continued)
To the shareholders of Mkombozi Commercial Bank Public Limited Company

REPORT ON THE AUDIT OF THE FINANCIAL STATEMENTS (Continued)

Key Audit Matters (Continued)

No.

Key audit matter

How our audit addressed the key audit
matter

2.

Compliance with capital adequacy requirement

S

Operating in the banking sector presents
increased regulatory and financial risks due to the
need to comply with banking laws and regulations.

As at 31 December 2019, the Bank’s core
capital, core capital ratio and total capital ratio
were TZS 8,606 million, 5.76% and 5.76%,
which were below the minimum regulatory
requirements of TZS 15,000 million, 12.5% and
14.5%, respectively.

We focused on compliance by the Bank with the
capital adequacy requirements stipulated in the
Banking and Financial Institutions laws and
regulations because breaches of compliance
could have a significant effect on the results and
financial position of the Bank. Furthermore, the
Banking and Financial Institutions (External
Auditors) Regulations, 2014 require auditors to
report specifically on the accuracy of the
computation of the reported capital position.

We also considered there to be a risk that the
disclosures on capital adequacy in Note 5.5 which
are significant to the understanding of the Bank’s
capital position are not accurate and complete.

Our audit procedures included, but were not
limited to:

e Understanding the Bank’s process for
calculating the capital position.

e Inspecting the Banking and Financial
Institutions Act and relevant regulations
and the related Bank of Tanzania
pronouncements for changes in relevant
regulations and prudential guidelines and
checking that the capital position was
computed in accordance with the
applicable regulations and prudential
guidelines.

e Evaluating the arithmetic correctness of
the capital position calculations through
re-computation.

e Understanding the Bank’s plans to
ensure compliance with the regulatory
capital requirements.

e Evaluating whether the Bank’s
disclosures on capital adequacy were
accurate and complete.
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INDEPENDENT AUDITOR’S REPORT (Continued)
To the shareholders of Mkombozi Commercial Bank Public Limited Company

REPORT ON THE AUDIT OF THE FINANCIAL STATEMENTS (Continued)

Key Audit Matters (Continued)

No. | Key audit matter How our audit addressed the key audit
matter

3. Interest income determination

The Bank’s shares are listed on the Dar es Salaam | We considered revenue recognition as a
Stock Exchange. The key users of the financial | high audit risk area and undertook
statements, including shareholders, expect the | procedures to respond to this risk. Our audit
Bank to be profitable and pay dividends. We | procedures included, but were not limited to:
considered there to be arisk that interestincome on
loans and advances to customers is inappropriately | ¢ Understanding the Bank’s process for

reported to achieve desired financial results. recognizing interest income including

set-up of accounts for loans and
Moreover, the Bank’s core banking system is not advances to customers, pricing data,
configured to automatically calculate interest segregation of duties, and calculation of
income using the effective interest method. interest income.

Determination of interest income on loans and
advances to customers using the effective interest | e Testing that the interest rates used in the

method is done manually using excel spreadsheets. determination of interest income agreed

There is a risk that interest income on loans and to the contractual effective interest rates

advances to customers is overstated by recognizing for a sample of loans and advances to

unearned interest, for example, by recognizing customers.

interest income using the straight-line method rather

than the effective interest method. ¢ Re-computing interest income on loans
and advances to customers on a sample

We also considered that interest income on loans basis and checking that the results of our

and advances to customers and the related re-computation agreed to the

disclosures in Note 8 are significant to the Bank’s management calculations.

financial statements.
e Assessing the adequacy of the Bank's
disclosures on interest income.

Other Information

The directors are responsible for the other information. Other information consists of the information
included in the Bank Information, Directors’ Report, Statement of Directors’ Responsibilities and the
Declaration by the Head of Finance, which we obtained prior to the date of this report, and the Annual
Report, which is expected to be made available to us after that date. The other information does not
include the financial statements and our auditor’s report thereon.

Our opinion on the financial statements does not cover the other information and we do not express an
audit opinion or any form of assurance 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 materially 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 that we obtained prior to
the date of this auditor’s report, we conclude that there is a material misstatement of this other
information, we are required to report that fact. We have nothing to report in this regard.

16



INDEPENDENT AUDITOR’S REPORT (Continued)
To the shareholders of Mkombozi Commercial Bank Public Limited Company

REPORT ON THE AUDIT OF THE FINANCIAL STATEMENTS (Continued)
Responsibilities of the Directors for the Financial Statements

The directors are responsible for the preparation and fair presentation of the financial statements in
accordance with International Financial Reporting Standards and the requirements of the Companies
Act, 2002 and the Banking and Financial Institutions Act, 2006 of Tanzania, and for such internal control
as the directors determine is 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
directors are responsible for assessing the Bank’s ability to continue as a going concern, disclosing, as
applicable, matters related to going concern and using the going concern basis of accounting unless the
directors either intend to liquidate the Bank or to cease operations, or have no realistic alternative but to
do so.

The directors are responsible for overseeing the Bank’s financial reporting process.
Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that
includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an
audit conducted in accordance with ISAs will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in 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 judgment and maintain
professional scepticism throughout the audit. We also:

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

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

» Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by the directors.

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

+ Evaluate the overall presentation, structure and content of the financial statements, including the

disclosures, and whether the financial statements represent the underlying transactions and events
in a manner that achieves fair presentation.
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INDEPENDENT AUDITOR’S REPORT (Continued)
To the shareholders of Mkombozi Commercial Bank Public Limited Company

REPORT ON THE AUDIT OF THE FINANCIAL STATEMENTS (Continued)
Auditor’s Responsibilities for the Audit of the Financial Statements (Continued)

We communicate with the directors regarding, among other matters, the planned scope and timing of
the audit and significant audit findings, including any significant deficiencies in internal control that we
identify during our audit.

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

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

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS

This report, including the opinion, has been prepared for, and only for, the Bank's members as a body
in accordance with the Companies Act, 2002 of Tanzania and for no other purposes.

As required by the Companies Act, 2002 of Tanzania, we report to you, based on our audit, that:

*  We have obtained all the information and explanations which, to the best of our knowledge and
belief, were necessary for the purpose of our audit;

. In our opinion, proper books of account have been kept by the Bank, so far as appears from our
examination of those books;

*  The Directors’ Report is consistent with the financial statements;

. Information specified by law regarding directors’ remuneration and transactions with the Bank is
disclosed; and,

*  The Bank’s statement of financial position and statement of profit or loss and other comprehensive
income are in agreement with the books of account.

As required by the Banking and Financial Institutions (External Auditors) Regulations, 2014 of Tanzania,
we report to you, based on our audit, that:

e Inour opinion, the capital adequacy ratios as presented in Note 5.5 to the financial statements have
been computed in accordance with the Banking and Financial Institutions Act, 2006, and the
Banking and Financial Institutions (Capital Adequacy) Regulations, 2014 of Tanzania and the
related Bank of Tanzania pronouncements.

e Asat 31 December 2019, the Bank’s core capital, core capital ratio and total capital ratio were TZS
8,606 million, 5.76% and 5.76%, which were below the minimum regulatory requirements of TZS
15,000 million, 12.5% and 14.5%, respectively. Furthermore, the Bank was not in compliance with
certain credit concentration and other exposures limits that are dependent on core capital.
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INDEPENDENT AUDITOR’S REPORT (Continued)
To the shareholders of Mkombozi Commercial Bank Public Limited Company

The engagement partner on the audit resulting in this independent auditor’s report is Julius Rwajekare.

Julius Rwajekare

TACPA 2760

For and behalf of Ernst & Young
Certified Public Accountants
Dar es Salaam, Tanzania

Date: 2020
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MKOMBOZI COMMERCIAL BANK PLC

STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME

FOR THE YEAR ENDED 31 DECEMBER 2019

Interest income
Interest expense

Net interest income

Expected credit losses - loans and advances to customers

Expected credit losses - other financial assets
Net interest income after expected credit losses

Fees, commission and other income
Net foreign currency trading and translation gains
Total non-interest income

Net operating income

Personnel expenses

Depreciation and amortization
General and administration expenses
Total operating expenses

(Loss)/profit before tax

Income tax expense

(Loss)/profit for the year

Other comprehensive income

Total comprehensive income for the year, net of tax

Basic and diluted (loss)/earnings per share

Notes

©

10
10

11
12

13
14
15

16

17

2019 2018
TZS'000 TZS'000
20,563,640 23,770,463
(8,300,425) (7,512,284)
12,263,215 16,258,179
(4,540,169) (2,480,560)
- (11,501)

7,723,046 13,766,118
3,445,169 2,721,134
673,958 447,403
4,119,127 3,168,537
11,842,173 16,934,655
(8,513,111) (7,013,099)
(2,169,538) (1,356,973)
(6,597,826) (7,154,105)
(17,280,475) (15,524,177)
(5,438,302) 1,410,478
(1,144,631) (604,434)
(6,582,933) 806,044
(6,582,933) 806,044
TZS TZS

(319) 39
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MKOMBOZI COMMERCIAL BANK PLC

STATEMENT OF FINANCIAL POSITION
AS AT 31 DECEMBER 2019

ASSETS

Cash and balances with Bank of Tanzania
Loans and advances to banks
Other assets

Current income tax recoverable
Loans and advances to customers
Government securities

Investment in corporate bond
Equity investments

Right-of-use assets

Intangible assets

Property and equipment

Deferred tax asset

TOTAL ASSETS

LIABILITIES AND EQUITY

Liabilities

Deposits due to customers
Deposits due to banks
Other liabilities

Provisions

Lease liabilities

Equity

Share capital

(Accumulated losses)/retained earnings
Regulatory reserve

General reserve

TOTAL LIABILITIES AND EQUITY

Notes

18
19
20
16
21
22
23
24
25
26
27
28

29
30
31
32
33

34

35
35

2019 2018
TZS '000 TZS '000
20,973,818 17,478,962
23,235,028 24,942,547
1,504,206 1,094,421
408,850 78,939
122,083,704 99,035,944
23,780,209 27,793,299
2,002,220 2,002,255
539,000 539,000
4,551,141 -
819,591 869,146
4,140,589 3,844,610
- 1,144,631
204,038,356 178,823,754
161,925,946 136,466,747
16,799,185 13,869,813
3,727,800 4,743,328
265,261 437,886
4,597,117 -
187,315,309 155,517,774
20,615,272 20,615,272
(11,323,848) 1,898,334
7,431,623 11,455
- 780,919
16,723,047 23,305,980
204,038,356 178,823,754
2020,

These financial statements were authorised for issue by the Board of Directors on

and were signed on behalf of the Board of Directors by:

Prof. Marcellina Mvula Chijoriga
Chairperson of the Board

Ms. Uphoo Swai

Board Member and Chairperson of the BAC
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MKOMBOZI COMMERCIAL BANK PLC

STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 31 DECEMBER 2019

At 1 January 2019

Total comprehensive income for the year
Transfer to regulatory reserve

Transfer from general reserve

At 31 December 2019

At 1 January 2018

IFRS 9 initial impact

Tax effect of IFRS 9 initial impact (Note 28)
At 1 January 2018 — Restated

Total comprehensive income for the year
Transfer to regulatory reserve

Transfer to general reserve

Transactions with owners:

Dividend declared?

At 31 December 2018

1The dividend per share was TZS 25 per share.

(Accumulated

Shf”"e losses)/retained Regulatory General Total

capital . reserve reserve
earnings

TZS' 000 TZS' 000 TZS' 000 TZS’ 000 TZS' 000
(Note 34) (Note 35) (Note 35)

20,615,272 1,898,334 11,455 780,919 23,305,980

(6,582,933) - (6,582,933)

(7,420,168) 7,420,168 - -

780,919 - (780,919) -

20,615,272 (11,323,848) 7,431,623 - 16,723,047

20,615,272 2,461,513 - 721,166 23,797,951

(1,113,806) - - (1,113,806)

331,898 - - 331,898

20,615,272 1,679,605 - 721,166 23,016,043

- 806,044 - 806,044

- (11,455) 11,455 - -

- (59,753) 59,753 -

- (516,107) - - (516,107)

20,615,272 1,898,334 11,455 780,919 23,305,980




MKOMBOZI COMMERCIAL BANK PLC

STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 DECEMBER 2019

Operating activities
(Loss)/profit before tax

Adjustments:

Loss on write off of intangible assets
Interest expense on lease liabilities

ECL on loans and advances to customers
Dividend income

Depreciation on right-of-use assets
Amortization of intangible assets
Depreciation on property and equipment
Increase in provisions

Changes in operating assets and liabilities:
Decrease/(increase) in statutory minimum reserve
(Increase)/decrease in other assets

Increase in loans and advances to customers
Increase in deposits due to customers

Increase in deposits due to banks
(Decrease)/increase in other liabilities

Payment of provisions

Cash generated from operations

Income tax paid
Dividend received
Net cash flows from operating activities

Investing activities

Decrease/(increase) in government securities
Decrease/(increase) in investment in corporate bond
Increase in equity investment

Purchase of intangible assets

Purchases of property and equipment

Proceeds from sale of assets

Net cash flows from/(used in) investing activities

Financing activities

Lease liabilities paid — principal

Lease liabilities interest paid

Dividend paid

Net cash flows used in financing activities

Net increase/(decrease) in cash and cash equivalents

Cash and cash equivalents at 1 January
Translation differences
Cash and cash equivalents at 31 December

Cash in/(out)flows from interest
Cash inflows from interest income
Cash outflows from interest expense on deposits

Cash outflows from interest expense on lease liabilities

Notes

10
11
14
14
14
32

32

16

26
27

33
33

36

2019 2018
TZS’000 TZS’000
(5,438,302) 1,410,478
- 126,927

559,995 -
4,540,169 2,480,560
(5,366) -
779,642 -
271,278 151,848
1,118,618 1,201,812
282,500 146,750
2,108,534 5,518,375
902,564 (1,279,356)
(409,786) 615,255
(27,139,746) (20,134,572)
25,459,199 15,345,188
2,929,372 10,556,092
(1,015,528) 2,170,139
(455,125) -
2,379,484 12,791,121
(329,911) (292,632)
5,366 -
2,054,939 12,498,489
4,013,090 (12,276,685)
35 (2,002,255)

- (500,000)

(221,634) (575,765)
(1,413,424) (1,712,069)
9,196 -
2,387,263 (17,066,774)
(733,666) -
(559,995) -

- (516,107)
(1,293,661) (516,107)
3,148,541 (5,084,392)
33,003,345 38,354,169
(458,640) (266,432)
35,693,246 33,003,345
19,522,104 19,501,606
(7,538,687) (7,563,019)
(559,995) -
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MKOMBOZI COMMERCIAL BANK PLC

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2019

1.

GENERAL INFORMATION

Mkombozi Commercial Bank Public Limited Company (the “Bank” or “"Mkombozi Commercial Bank
Plc”) is a public limited liability company incorporated and domiciled in the United Republic of
Tanzania. The Bank’s shares are listed and traded on the Dar es Salaam Stock Exchange (DSE).
The address of the Bank’s registered office is as follows:

Mkombozi Commercial Bank Plc
Plot No. 40, Mansfield Street
Behind St. Joseph Cathedral
P.O. Box 38448

Dar es Salaam, Tanzania

Further information about the Bank is presented under the Bank Information and the Bank’s activities
are presented in the Directors’ Report.

The financial statements were approved for issue by the Board of Directors as indicated under the
statement of financial position.

BASIS OF PREPARATION
2.1 Statement of compliance and basis of preparation

The Bank’s financial statements have been prepared in accordance with International Financial
Reporting Standards (IFRS) as issued by the International Accounting Standards Board (IASB) and
the requirements of the Banking and Financial Institutions Act, 2006 and Companies Act, 2002 of
Tanzania.

The measurement basis applied in the preparation of the financial statements is the historical cost
basis, except where otherwise stated in the accounting policies. The financial statements are
presented in Tanzania shillings (TZS) and the amounts are rounded to the nearest thousand
(TZS’000), except where otherwise indicated.

For purposes of reporting under the requirements of the Companies Act, 2002 and Banking and
Financial Institutions Act, 2006 of Tanzania, the balance sheet in these financial statements is
represented by the statement of financial position, and the profit and loss account is represented by
the statement of profit or loss and other comprehensive income.

The preparation of financial statements in conformity with IFRS requires the use of certain critical
accounting estimates. It also requires the Bank’s management and directors to exercise 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. The directors
believe that the underlying assumptions are appropriate and that the Bank's financial statements
therefore present the financial position and results fairly. The areas involving a higher degree of
judgment or complexity, or areas where assumptions and estimates are significant to the financial
statements are disclosed in Note 6.

2.2 Going concern

The Bank incurred a loss of TZS 6,583 million during the year ended 31 December 2019 (2018: profit
of TZS 806 million), and as at 31 December 2019, the Bank’s core capital, core capital ratio and total
capital ratio were TZS 8,606 million, 5.76% and 5.76% which is below the minimum regulatory
requirements of TZS 15,000 million, 12.5% and 14.5%, respectively. Furthermore, the Bank’s plans
to resolve these conditions outlined in the capital restoration plan in Note 5.5 and discussed below
could be negatively affected by the impact of the Covid-19 pandemic. The inability to successfully
implement the capital restoration plan in the foreseeable future as required by applicable regulations
could impact the Bank’s going concern status. These conditions give rise to a material uncertainty
which may cast significant doubt about the Bank’s ability to continue as a going concern and that,
therefore, it may be unable to realise assets and discharge liabilities in the normal course of business.
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MKOMBOZI COMMERCIAL BANK PLC

NOTES TO THE FINANCIAL STATEMENTS (Continued)
FOR THE YEAR ENDED 31 DECEMBER 2019

2.

BASIS OF PREPARATION (Continued)
2.2 Going concern (Continued)

The Bank’s management and directors have made an assessment of the Bank’s ability to continue
as a going concern for the foreseeable future. The financial statements are prepared on the basis of
a going concern. This basis presumes that the Bank’s business and capital restoration plans (in Note
5.5) will be successfully implemented to the extent that the Bank’s capital position will be restored to
the level required by the regulations, the Bank will have access to sufficient resources necessary to
enable it to continue in business for the foreseeable future, and that realisation of assets and
discharge of liabilities will occur in the normal course of business. This is based on the following
considerations:

¢ The Bank’s liquidity position is expected to be reasonably sufficient to meet the creditor and other
business requirements. The Bank has not had significant negative impact on liquidity so far
arising from the Covid-19 pandemic mainly because of the nature and structure of the Bank’s
liabilities and the liquidity investment portfolio base. This is expected to continue for the
foreseeable future. The Bank’s management and directors will continue to take necessary
mitigations including close monitoring of key liquidity metrics, including liquidity outflows, close
and tight management of positions and intraday flows, slowing down/prioritizing lending in order
to minimize the risk of default and liquidity distress, and managing the loan portfolio closely in
order to take necessary performance remedial actions timely.

o The Bank’s core and total capital positions are dependent on a number of factors including
financial results and raising of additional equity and the level of risk weighted assets. The
directors and management expect to improve these factors in the foreseeable future. The
shareholders, directors and management are committed to ensuring that the capital restoration
plan disclosed in Note 5.5 is executed as quickly as possible in order to return the Bank to
regulatory capital compliance, profitability and sustainable growth.

However, achieving the above is dependent on the Bank successfully implementing the capital
restoration and business plans approved by BoT and the directors. The Bank’s management and
directors expect that, while some indirect impact, for example, in terms of increase in credit risk, is
expected due to value chain linkages with the downstream small and medium enterprises and
consumer segments which constitute the significant base of the Bank’s customer base, the Bank’s
business growth will be anchored on the sectors that mainly support the Bank’s business and that
these sectors will not be significantly impacted by the Covid-19 pandemic. However, it is possible
that the consequences of the pandemic could have a negative impact on the Bank’s business growth

momentum and in achieving the forecast performance targets in the short to medium term.
CHANGES IN ACCOUNTING POLICIES

3.1 New and amended standards and interpretations issued but not yet effective

The new and amended standards and interpretations that are issued, but not yet effective are not
expected to have a significant impact on the Company’s financial statements. Consequently, the
Bank has not early adopted any new or amended standard and interpretation.

3.2 New and amended standards and interpretations effective during the year

The new and amended standards and interpretations effective from 1 January 2019 did not have a
material effect on the Bank’s financial statements except for IFRS 16 Leases ("IFRS 16”).
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MKOMBOZI COMMERCIAL BANK PLC

NOTES TO THE FINANCIAL STATEMENTS (Continued)
FOR THE YEAR ENDED 31 DECEMBER 2019

3.

CHANGES IN ACCOUNTING POLICIES (Continued)
3.2 New and amended standards and interpretations effective during the year (Continued)
IFRS 16 Leases

On 1 January 2019, the Bank adopted IFRS 16 which replaced IAS 17 Leases. IFRS 16 introduced
a single lessee accounting model and requires a lessee to recognise assets and liabilities for all
leases with a term of more than 12 months, unless the underlying asset is of low value. A lessee is
required to recognise a right-of-use asset representing its right to use the underlying leased asset
and a lease liability representing its obligation to make lease payments. IFRS 16 substantially carries
forward the lessor accounting requirements in IAS 17 Leases. Accordingly, a lessor continues to
classify its leases as operating leases or finance leases, and to account for these two types of leases
differently.

The Bank elected to adopt the modified retrospective approach and did not restate comparative
information, that is, comparative information is presented as previously reported under IAS 17 and
related interpretations. The following practical expedients were applied on transition to IFRS 16:

e The Bank did not reassess whether leases identified under IAS 17 were leases under IFRS 16

¢ The Bank did not record a lease liability or right-of-use asset for leases with a remaining term of
less than 12 months as at 1 January 2019

e The Bank excluded initial direct costs from the measurement of right-of-use assets as at 1
January 2019

The judgements applied in the application of IFRS 16 included determining if a contract contained a
lease, and the determination of whether the Bank is reasonably certain that it will exercise extension
options present in lease contracts. The estimates applied were the determination of incremental
borrowing rates (IBR) used to discount the minimum lease payments. The weighted average
discount rate applied on the transition date was 11.91% per annum.

The impact of IFRS 16 on the Bank was primarily in respect to where the Bank is a lessee under
lease arrangements for property leases for office and branch space. On 1 January 2019, the Bank
recognised a lease liability, being the remaining lease payments, including extensions options where
renewal was reasonably certain, discounted using the Bank’s incremental borrowing rate at the date
of initial application. The corresponding right-of-use asset recognised was the amount of the lease
liability adjusted by prepaid or accrued lease payments related to those leases. The impact on 1
January 2019 was recognition of lease liabilities and right-of-use assets amounting to TZS 4,009
million as disclosed in Notes 25 and 33. There was no adjustment to retained earnings and
consequently no deferred tax impact on initial recognition.

The lease liabilities as at 1 January 2019 can be reconciled to the operating lease commitments as
of 31 December 2018 as shown below:

TZS’000
Operating lease commitments as at 31 December 2018 (Note 38) 3,137,637
Impact of discounting using the weighted average incremental borrowing rate as at
1 January 2019 of 11.91% (422,355)
Discounted lease commitments as at 1 January 2019 2,715,282
Add: Present value of lease commitments relating to renewal periods not included
in operating lease commitments as at 31 December 2018 1,293,661
Discounted operating lease commitments as at 1 January 2019 (Note 33) 4,008,943
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MKOMBOZI COMMERCIAL BANK PLC

NOTES TO THE FINANCIAL STATEMENTS (Continued)
FOR THE YEAR ENDED 31 DECEMBER 2019

4,

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

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

(@) Interestincome and expense

For all interest-bearing instruments measured at amortized cost, interest income and expenses are
recognized in profit or loss using the effective interest method.

The effective interest method is a method of calculating the amortized cost of a financial asset or a
financial liability and of allocating the interest income or interest expense over the relevant period.
The effective interest rate is the rate that exactly discounts estimated future cash payments or
receipts through the expected life of the financial instrument or, when appropriate, a shorter period
to the gross carrying amount of the financial asset or financial liability.

The calculation includes all fees paid or received between parties to the contract that are an integral
part of the effective interest rate, transaction costs and all other premiums or discounts.

The Bank calculates interestincome on financial assets, other than those considered credit-impaired,
by applying the EIR to the gross carrying amount of the financial asset. When a financial asset
becomes credit-impaired and is, therefore, regarded as ‘Stage 3’, the Bank calculates interest income
by applying the EIR to the net amortised cost of the financial asset. If the financial asset cures and is
no longer credit-impaired, the Bank reverts to calculating interest income on a gross basis.

(b) Other revenue and income

Revenue from contracts with customers is measured based on the consideration specified in a
contract with a customer and excludes amounts on behalf of third parties. The Bank recognises the
revenue from contracts with customer when it transfers control over to the customers. Revenue from
contracts with customers is presented in "fee and commission income".

Consulting, administration and similar service fees
Fee income received by the Bank for administration, consulting and similar services is recognised as
revenue as the service is provided. The service is billed and the cash is received on a monthly basis.

Deposit-related fees and commissions

Banking fees such as bundled service fees, transactional fees and account management fees are
recognised over the period over which the underlying service is provided to the customer.
Transactional fees such as cash withdrawal fees, deposit fees, debit order fees etc. are recognised
at the point in time of transactions with customers and payment is received monthly. The performance
obligation on bundled services is satisfied on a monthly basis.

Commitment fees

Commitment fees relate to loan commitments where it is not probable that the loan will be drawn.
Such fees are regarded as a return for the provision of a service and are amortised over the
commitment period. These fees may be received upfront or on a monthly basis.

(c) Provisions

A provision is recognized if, as a result of a past event, the Bank has a present legal or constructive
obligation that can be estimated reliably, and it is probable that an outflow of resources embodying
economic benefits will be required to settle the obligation. Provisions are determined by discounting
the expected future cash flows at a pre-tax rate that reflects current market assessments of the time
value of money and the risks specific to the liability.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
(d) Foreign currency translation

Functional and presentation currency

Items included in the financial statements are measured using the currency of the primary economic
environment in which the entity operates (the “functional currency”) which is TZS. The financial
statements are presented in TZS.

Transactions and balances

Transactions in foreign currencies during the year are converted to TZS using the exchange rates
prevailing at the dates of the transactions. Monetary items denominated in foreign currency are
translated with the closing rate as at the reporting date. Non-monetary items measured at historical
cost denominated in a foreign currency are translated with the exchange rate as at the date of initial
recognition; non-monetary items in a foreign currency that are measured at fair value are translated
using the exchange rates at the date when the fair value was determined.

Foreign exchange gains and losses resulting from the settlement of such transactions and from the
translation at year-end exchange rates of monetary assets and liabilities denominated in foreign
currencies are recognized in profit or loss.

(e) Financial instruments
The Bank classifies the financial instruments into classes that reflect the nature of information and

take into account the characteristics of those financial instruments. The classification made can be
seen in the following table:

Category (As defined by IFRS 9) | Class (as determined by the Bank)
Loans and advances to other banks
Cash in hand

Balances with BoT

Loans to individuals
. Loans and advances to Loans to commercial entities
Debt instruments at .
) customers Loans to salaried employees
. . amortized cost
Financial Advances to staff
assets Investments in debt Government securities
instruments Corporate bonds
Sundry debtors

Other assets
Imprest accounts

Fair value through
other comprehensive | Equity investments designated at FVOCI
income (FVOCI)

Deposits due to other banks

Financial Financial liabilities at | Other liabilities
liabilities amortised cost Deposits due to Demand deposits
customers Time deposits

Undrawn loan commitments

The Bank issues loan commitments. Undrawn loan commitments are commitments under which, over
the duration of the commitment, the Bank is required to provide a loan with pre-specified terms to the
customer. The nominal contractual value of the undrawn loan commitments, where the loan agreed
to be provided is on market terms, are not recorded in the statement of financial position. However,
since the commitments are under the scope of IFRS 9, if material, ECL amounts are recognized in
the statement of financial position within provisions and the movement in the provision is recognized
in profit or loss.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
(e) Financial instruments (Continued)
Financial assets

The Bank uses trade date accounting for regular way contracts when recording financial asset
transactions. The classification and subsequent measurement of financial assets depends on:

i) The Bank’s business model for managing the asset; and,
ii) The cash flow characteristics of the asset.

The business model reflects how the Bank manages the assets in order to generate cash flows. That
is, whether the Bank’s objective is solely to collect the contractual cash flows from the assets or to
collect both the contractual cash flows and cash flows arising from the sale of assets. If neither of
these is applicable (e.g. financial assets are held for trading purposes), then the financial assets are
classified as part of ‘other’ business model and measured at FVPL. Factors considered by the Bank
in determining the business model for a group of assets include past experience on how the cash
flows for these assets were collected, how the asset’s performance is evaluated and reported to key
management personnel, how risks are assessed and managed and how managers are
compensated.

SPPI: Where the business model is to hold assets to collect contractual cash flows or to collect
contractual cash flows and sell, the Bank assesses whether the financial instruments’ cash flows
represent solely payments of principal and interest (the ‘SPPI test’). In making this assessment, the
Bank considers whether the contractual cash flows are consistent with a basic lending arrangement
i.e. interest includes only consideration for the time value of money, credit risk, other basic lending
risks and a profit margin that is consistent with a basic lending arrangement. Where the contractual
terms introduce exposure to risk or volatility that are inconsistent with a basic lending arrangement,
the related financial asset is classified and measured at fair value through profit or loss.

Based on these factors, the Bank classifies its financial assets into one of the following measurement
categories.

e Amortized cost: Assets that are held for collection of contractual cash flows where those cash
flows represent solely payments of principal and interest (‘SPPI’), and that are not designated
at FVPL, are measured at amortized cost. The carrying amount of these assets is adjusted by
any expected credit loss allowance recognized and measured. Interest income from these
financial assets is included in ‘Interest and similar income’ using the effective interest rate
method.

e Fair value through profit or loss (FVPL): Assets that do not meet the criteria for amortized
cost or FVOCI are measured at fair value through profit or loss. A gain or loss on a debt
investment that is subsequently measured at fair value through profit or loss and is not part of
a hedging relationship is recognized in profit or loss and presented in profit or loss within ‘Other
income’ in the period in which it arises.

e Fair value through other comprehensive income (FVOCI) with recycling: Financial assets
that are held for collection of contractual cash flows and for selling the assets, where the assets’
cash flows represent solely payments of principal and interest and are not designated at FVPL,
are measured at fair value through other comprehensive income (FVOCI). Movements in the
carrying amount taken through OCI, except for the recognition of impairment gains or losses,
interest revenue and foreign exchange gains and losses on the instrument's amortised cost
which are recognised in profit or loss. When the financial asset is derecognized, the cumulative
gain or loss previously recognized in OCI is reclassified from equity to profit or loss and
recognized in ‘Other income’
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
(e) Financial instruments (Continued)
Financial assets (Continued)

e Equity instruments: Equity instruments are instruments that meet the definition of equity from
the issuer’s perspective, that is, instruments that do not contain a contractual obligation to pay
cash and that evidence a residual interest in the issuer’s net assets. Examples of equity
instruments include basic ordinary shares. The Bank subsequently measures all investments in
equity instruments at fair value through profit or loss, except where the Bank’s management
has elected, at initial recognition, to irrevocably designate an equity investment at fair value
through other comprehensive income. The Bank’s policy is to designate equity investments as
FVOCI when those investments are held for purposes other than to generate investment
returns. When this election is used, fair value gains and losses are recognised in OCI and are
not subsequently reclassified to profit or loss, including on disposal. Dividends, when
representing a return on such investments, continue to be recognised in profit or loss as other
income when the Bank’s right to receive payments is established.

Securities held for trading are held principally for the purpose of selling in the near term or are part
of a portfolio of financial instruments that are managed together and for which there is evidence of a
recent actual pattern of short-term profit-taking. These securities are classified in the ‘other’ business
model and measured at FVPL.

The Bank reclassifies debt investments when and only when its business model for managing those
assets changes. The reclassification takes place from the start of the first reporting period following
the change. Such changes are expected to be very infrequent and none occurred during the period.

De-recognition of financial assets

A financial asset (or, where applicable a part of a financial asset or part of a group of similar financial
assets) is derecognized when the rights to receive cash flows from the financial asset have expired.
The Bank also derecognizes the financial asset if it has both transferred the financial asset and the
transfer qualifies for de-recognition. The Bank has transferred the financial asset if, and only if, either:

e The Bank has transferred its contractual rights to receive cash flows from the financial asset; or
e |t retains the rights to the cash flows but has assumed an obligation to pay the received cash
flows in full without material delay to a third party under a ‘pass-through’ arrangement.

Pass-through arrangements are transactions whereby the Bank retains the contractual rights to
receive the cash flows of a financial asset, but assumes a contractual obligation to pay those cash
flows to one or more entities, when all the following conditions have been met:

¢ The Bank has no obligation to pay amounts to the eventual recipients unless it has collected
equivalent amounts from the original asset, excluding short-term advances with the right to full
recovery of the amount lent plus accrued interest at market rates.

e The Bank cannot sell or pledge the original asset other than as security to the eventual recipients.

¢ The Bank has to remit any cash flow it collects on behalf of the eventual recipients without material
delay. In addition, the Bank is not entitled to reinvest such cash flows, except for investments in
cash or cash equivalents including interest earned, during the period between the collection date
and the date of required remittance to the eventual recipients.

A transfer only qualifies for de-recognition if either:
e The Bank has transferred substantially all the risks and rewards of the asset; or

e The Bank has neither transferred nor retained substantially all the risks and rewards of the asset
but has transferred control of the asset.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
(e) Financial instruments (Continued)
Financial assets (Continued)

Modification of financial assets

A modification of a financial asset occurs when the contractual terms governing the cash flows of a
financial asset are renegotiated or otherwise modified between initial recognition and maturity of the
financial asset. A modification affects the amount and/or timing of the contractual cash flows either
immediately or at a future date. The Bank renegotiates loans to customers in financial difficulty to
maximize collection and minimize the risk of default.

If the terms are substantially different, the Bank derecognizes the original financial asset and
recognizes a ‘new’ asset at fair value and recalculates a new effective interest rate for the asset. The
date of renegotiation is consequently considered to be the date of initial recognition for impairment
calculation purposes, including for the purpose of determining whether a significant increase in credit
risk has occurred. However, the Bank also assesses whether the new financial asset recognized is
deemed to be credit-impaired at initial recognition, especially in circumstances where the
renegotiation was driven by the debtor being unable to make the originally agreed payments. A loan
will remain at its original stage until it meets the criteria of cure.

The risk of default of such assets after modification is assessed at the reporting date and compared
with the risk under the original terms at initial recognition. The Bank monitors the subsequent
performance of modified assets until they are completely and ultimately derecognized. The Bank
may determine that the credit risk has significantly improved after modification, so that the assets
are moved from Stage 3 or Stage 2 (Lifetime ECL) to Stage 1 (12-month ECL). This is only the case
for assets which have performed in accordance with the new terms. Differences in the carrying
amount are recognized in profit or loss as a gain or loss on de-recognition.

If the terms are not substantially different, the renegotiation or modification does not result in de-
recognition, and the Bank recalculates the gross carrying amount based on the revised cash flows
of the financial asset and recognizes a modification gain or loss in profit or loss. The new gross
carrying amount is recalculated by discounting the modified cash flows at the original effective
interest rate (or credit-adjusted effective interest rate for purchased or originated credit-impaired
financial assets). The Bank monitors credit risk of modified financial assets by evaluating qualitative
and quantitative information, such as if the borrower is in past due status under the new terms.

Impairment of financial assets
The Bank records the allowance for expected credit losses on loans and other debt financial assets
not held at FVPL. Equity instruments are not subject to impairment under IFRS 9.

ECL allowance is based on the credit losses expected to arise over the life of the asset (the lifetime
expected credit losses or LTECL) unless there has been no significant increase in credit risk since
origination, in which case, the allowance is based on the 12 months’ expected credit losses (12-
month ECL).

The 12-month ECL allowance is a portion of LTECL that results from default events on a financial
instrument that are possible within the 12 months after the reporting date.

Both LTECL and 12 months’ ECL are calculated on either an individual basis or a collective basis,
depending on the nature of the underlying portfolio of financial instruments.
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(e) Financial instruments (Continued)
Financial assets (Continued)

Impairment of financial assets (Continued)

The Bank has established a policy to perform an assessment, at the end of each reporting period,
of whether a financial instrument’s credit risk has increased significantly since initial recognition, by
considering the change in the risk of default occurring over the remaining life of the financial
instrument. Based on this process, the Bank groups its loans into Stage 1, Stage 2, Stage 3 and
POCI, as described below:

Stage 1: When loans are first recognised, the Bank recognises an allowance based on 12 months
expected credit losses. Stage 1 loans also include facilities where the credit risk has improved and
the loan has been reclassified from Stage 2.

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

Stage 3: Loans considered credit-impaired. The Bank records an allowance for the lifetime expected
credit losses.

POCI: Purchased or originated credit impaired (POCI) assets are financial assets that are credit
impaired on initial recognition. POCI assets are recorded at fair value at original recognition and
interest income is subsequently recognised based on a credit-adjusted EIR. The ECL allowance is
only recognised or released to the extent that there is a subsequent change in the ECL.

Calculation of Expected Credit Losses

The Bank calculates expected credit losses based on probability-weighted scenarios to measure the
expected cash shortfalls, discounted at an approximation to the effective interest rate. A cash shortfall
is the difference between the cash flows that are due to an entity in accordance with the contract and
the cash flows that the entity expects to receive. The mechanics of the expected credit losses
calculations are outlined below and the key elements are, as follows:

Probability of Default (PD): The Probability of Default is an estimate of the likelihood of default
over a given time horizon. A default may only happen at a certain time over the assessed period, if
the facility has not been previously derecognised and is still in the portfolio.

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

Loss Given Default (LGD): Is an estimate of the loss arising in the case where a default occurs at
a given time. It is based on the difference between the contractual cash flows due and those that
the lender would expect to receive, including from the realisation of any collateral. It is usually
expressed as a percentage of the exposure at default.

Impairment losses and releases are accounted for and disclosed separately from modification losses
or gains that are accounted for as an adjustment of the financial asset’s gross carrying amount.
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(e) Financial instruments (Continued)

Financial assets (Continued)

Impairment of financial assets (Continued)

Calculation of Expected Credit Losses (Continued)
The mechanics of the Expected Credit Losses method are summarised below:

Stage 1: The 12-month expected credit loss is calculated as the portion of life time expected credit
losses that represent the expected credit losses that result from default events on a financial
instrument that are possible within the 12 months after the reporting date. The Bank calculates the
12-month expected credit loss allowance based on the expectation of a default occurring in the 12
months following the reporting date. These expected 12-month default probabilities are applied to a
forecast EAD and multiplied by the expected LGD and discounted by an approximation to the original
effective interest rate (EIR)..

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

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

Loan commitments: When estimating lifetime expected losses for undrawn loan commitments, the
Bank estimates the expected portion of the loan commitment that will be drawn down over its
expected life. The expected credit losses is then based on the present value of the expected shortfalls
in cash flows if the loan is drawn down, based on a probability-weighting of the four scenarios. The
expected cash shortfalls are discounted at an approximation to the expected effective interest rate
on the loan. The calculation of expected credit losses, including the estimation of the expected period
of exposure and discount rate is made, on an individual basis for corporate and on a collective basis
for retail loans products. The collective assessments are made separately for portfolios of facilities
with similar credit risk characteristics.

Forward looking information: In the expected credit losses models, the Bank relies on a broad
range of forward-looking, information as economic inputs. The inputs and models used for
calculating ECLs may not always capture all characteristics of the market at the date of the financial
statements. To reflect this, qualitative adjustments or overlays are occasionally made as temporary
adjustments when such differences are significantly material.

Definition of default: IFRS 9 does not define default but requires the definition to be consistent with
the definition used for internal credit risk management purposes. However, IFRS 9 contains a
rebuttable presumption that default does not occur later than when a financial asset is 90 days past
due. The Bank considers a default as and when a financial asset is past due for more than 90 days
or the qualitative criterion by which the financial institution considers that the obligor is unlikely to pay
its credit obligations in full, without recourse to actions such as realizing security. The analysis in this
model is based on the consideration that any loans past due for more than 30 days or degraded 3
notches from the rating at initial recognition is an indication of increase in credit risk and subject to
staging as per IFRS 9 requirements. The Bank also considers the following events: Significant
financial difficulty of the borrower or issuer; A breach of contract such as a default or past due event;
The lender of the borrower, for economic or contractual reasons relating to the borrower’s financial
difficulty, having granted to the borrower a concession that the lender would not otherwise consider;
The disappearance of an active market for a security because of financial difficulties; or, The purchase
of a financial asset at a deep discount that reflects the incurred credit losses. It may not be possible
to identify a single discrete event—instead, the combined effect of several events may have caused
financial assets to become credit-impaired. The Bank assesses whether debt instruments measured
at amortised cost or FVOCI are credit-impaired at each reporting date.
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Financial assets (Continued)

Impairment of financial assets (Continued)

Collateral valuation

To mitigate its credit risks on financial assets, the Bank seeks to use collateral, where possible. The
collateral comes in various forms, such as cash, securities, letters of credit/guarantees, real estate,
receivables, inventories, other non-financial assets. Collateral, unless repossessed, is not recorded
on the Bank’s statement of financial position. However, the fair value of collateral affects the
calculation of expected credit losses. It is generally assessed, at a minimum, at inception and re-
assessed on at least every three years. To the extent possible, the Bank uses active market data for
valuing financial assets held as collateral. Non-financial collateral, such as real estate, is valued
based on data provided by third parties such as recognized property valuers.

Collateral repossessed

The Bank’s policy is to sell the repossessed collateral and the proceeds obtained used to recover the
loan outstanding. In its normal course of business, the Bank does not physically repossess properties
or other assets in its retail portfolio, but engages external agents to recover funds, generally at auction,
to settle outstanding debt. Any surplus funds are returned to the customers/obligors. As a result of this
practice, the properties under legal repossession processes are not recorded on the statement of
financial position.

Write off of financial assets

Financial assets are written off either partially or in their entirety only when the Bank has stopped
pursuing the recovery. If the amount to be written off is greater than the accumulated loss allowance,
the difference is first treated as an addition to the allowance that is then applied against the gross
carrying amount. Any subsequent recoveries are credited to the ECL expense.

The Bank may write off financial assets in whole or in part, when it has exhausted all practical
recovery efforts and has concluded that there is no reasonable expectation of recovery. Indicators
that there is no reasonable expectation of recovery include: (i) ceasing enforcement activity; and (ii)
where the Bank’s recovery method is foreclosing on collateral and the value of the collateral is such
that there is no reasonable expectation of recovering in full or there is no reasonable expectation of
completing the recovery process because of litigation proceedings by the borrowers. The Bank
generally considers that there is no reasonable expectation of recovering non-performing financial
assets that have been in loss category for more than four (4) consecutive quarters. The assessment
is done per specific borrower.

Judgements and estimates applied in determining ECL

The measurement of impairment losses under IFRS 9 across all categories of financial assets
requires judgement, in particular, the estimation of the amount and timing of future cash flows and
collateral values when determining impairment losses and the assessment of a significant increase
in credit risk. These estimates are driven by a number of factors, changes in which can result in
different levels of allowances. The Bank’s expected credit losses calculations are outputs of complex
models with a number of underlying assumptions regarding the choice of variable inputs and their
interdependencies. Elements of the expected credit losses models that are considered accounting
judgements and estimates include:

= The Bank’s internal credit grading model, which assigns PDs to the individual grades

= The Bank’s criteria for assessing if there has been a significant increase in credit risk and so
allowances for financial assets should be measured on a Lifetime expected credit losses basis
and the qualitative assessment

» The segmentation of financial assets when their ECLs are assessed on a collective basis.

= Development of ECL models, including the various formulae and the choice of inputs

= Determination of associations between macroeconomic scenarios and, economic inputs, such as
inflation levels and collateral values, 91 days Treasury Bill rates, changes in exchange rates and
the effect on PDs, EADs and LGDs.
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Financial assets (Continued)

Impairment of financial assets (Continued)

Cure of non-performing financial assets including restructured loans

An instrument is considered to no longer be SICR or in default (i.e. to have cured) when it has been
established that the obligor is able to meet the requirements of the agreed terms and conditions.
IFRS 9 allows credit exposures to migrate from higher credit risk categories to lower credit risk
categories, that is, from Stage 3 to Stage 2 and from Stage 2 to Stage 1.

Under migration from Stage 3 to Stage 2, the Bank considers criteria for upgrade of credit
accommodations, whereby the obligor has timely paid three consecutive instalments. These periods
have been determined based on an analysis which considers the likelihood of a financial instrument
returning to default status after cure using different possible cure definitions. The Bank has not used
the low credit risk exemption for any financial instruments in the current year.

On the other hand, credit exposures may migrate from Stage 2 to Stage 1 when there is a significant
improvement of the credit exposure. In determining whether an exposure should shift backward from
Stage 2 to Stage 1, the Bank considers the following:

¢ All outstanding payments on the credit facility are made on time and there are no payments in
arrears.

o Improvement of the quantitative and qualitative factors that caused significant increase of th