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Independent Auditors’ Report on Review of Interim Condensed Consolidated Financial
Statements

To the Shareholders of Bank AlJazira
(A Saudi Arabian Joint Stock Company)

Introduction

We have reviewed the accompanying interim condensed consolidated statement of financial position of Bank
AlJazira (“the Bank™) and its subsidiaries (collectively referred to as the “Group™) as at 30 September 2017 and the
related interim condensed consolidated statements of income and other comprehensive income [or the three months
and nine months for the periods then ended and the interim condensed consolidated statements of changes in equity
and cash flows for the nine months period then ended and the notes from 1 to 21, which form an integral part of
these interim condensed consolidated financial statements. Management is responsible for the preparation and
presentation of these interim condensed consolidated financial statements in accordance with International
Accounting Standard 34, “Interim Financial Reporting” (‘IAS 34°) and Saudi Arabian Monetary Authotity
(“SAMAT”) guidance on accounting for zakat and tax. Our responsibility is to express a conclusion on these interim
condensed consolidated financial statements based on our review.

Scope of review

We conducted our review in accordance with the International Standard on Review Engagements 2410, “Review
of Interim Financial Information Performed by the Independent Auditor of the Entity” as endorsed in the Kingdom
of Saudi Arabia. A review of interim condensed consolidated financial statements consists of making inquiries,
primarily of persons responsible for financial and accounting matters, and applying analytical and other review
procedures, A review is substantially less in scope than an audit conducted in accordance with International
Standards on Auditing (*ISAs’), as endorsed in the Kingdom of Saudi Arabia and consequently does not enable us
to obtain assurance that we would become aware of all significant matters that might be identified in an audit.
Accordingly, we do not express an audit opinion.

Conclusion

Based on our review, nothing has come to our attention that causes us to believe that the accompanying interim
condensed consolidated financial statements are not prepared, in all material respects, in accordance with IAS 34
and SAMA guidance on accounting for zakat and tax.

Other regulatory matter

As required by SAMA, certain capital adequacy information has been disclosed in note 16 of the accompanying
interim condensed consolidated financial statements. As part of our review, we compared the 1nformat10n in note
16 to the relevant analysis prepared by the Bank for submission to SAMA and found no materi
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Bank AlJazira

(A Saudi Joint Stock Company)

NOTES TO INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)
FOR THE NINE MONTH PERIOD ENDED 30 SEPTEMBER 2017

1. GENERAL

These interim condensed financial statements comprise the financial statements of Bank Allazira
(the “Bank™) and its subsidiaries (collectively referredto asthe “Group’). Bank Allazira is a Saudi
Joint Stock Company incorporated in the Kingdom of Saudi Arabia and formed pursuant to Royal
Decree number 46/M dated Jumad Al-Thani 12, 1395H (June 21, 1975). The Bank commenced
its business on Shawwal 16, 1396H (October 9, 1976) with the takeover of The National Bank of
Pakistan’s branches in the Kingdom of Saudi Arabia under commercial registration number
4030010523 dated Rajab 29, 1396H (July 27, 1976) issued in Jeddah. The Bank operates through
its 79 branches (31 December 2016: 80 branches, 30 September 2016: 78 branches) and 48 Fawri
Remittance Centers (31 December 2016: 41, 30 September 2016: 36 Fawri Remittance Centers)
in the Kingdom of Saudi Arabia. The Bank’s Head Office is located at the following address:

Bank Allazira

Nahda District, Malik Road, P.O. Box 6277
Jeddah 21442

Kingdom of Saudi Arabia

The objective of the Bank is to provide a full range of Shari’ah compliant (non-interest based)
banking products and services comprising of Murabaha, Istisna’a, ljarah, Tawaraq, Musharaka,
Wa’ad Fx and Sukuk which are approved and supervised by an independent Shari’ah Board
established by the Bank. The Bank’s shares are listed on Tadawul in the Kingdom of Saudi Arabia.

The Bank’s subsidiaries and an associate are as follows:

Ownership Ownership ~ Ownership
(direct and  (direct and  (direct and

indirect) indirect) indirect)
30 31 30
Country of September December  September
incorporation Nature of business 2017 2016 2016
Subsidiary
AlJazira Capital Kingdom of Brokerage and asset 100% 100% 100%
Company Saudi Arabia management
Aman Development Kingdom of Holding and managing 100% 100% 100%
and Real Estate Saudi Arabia real estate collaterals
Investment on behalf of the Bank
Company
* Aman Insurance Kingdom of Acting as an agent for 100% - -
Agency Company Saudi Arabia bancassurance activities
on behalf of the Bank.
*AlJazira Cayman Carryout Shari’ah 100% - -
Securities Limited Islands compliant derivative and
capital market
transactions




Bank AlJazira

(A Saudi Joint Stock Company)

NOTES TO INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)
FOR THE NINE MONTH PERIOD ENDED 30 SEPTEMBER 2017 (CONTINUED)

1. GENERAL (continued)

Ownership Ownership
(direct and Ownership  (direct and
indirect) (direct and indirect)
30 indirect) 30
Country of Nature of September 31 December  September
incorporation business 2017 2016 2016
Associate
AlJazira Takaful Kingdom of  Fully Shari’ah 35% 35% 35%
Ta’wuni Company Saudi Arabia ~ compliant

protection and
saving products

*These entities have not yet commenced their commercial operations.

2.  BASIS OF PREPARATION

During 2017, SAMA issued a Circular no. 381000074519 dated April 11, 2017. Subsequently,
amendments to the circular were made by SAMA through certain clarifications relating to the
accounting for zakat and tax. The impact of these amendments are as follows:

e The Accounting Standards for Commercial Banks promulgated by SAMA are no longer
applicable from January 1, 2017; and

e zakat and income tax are to be accrued on a quarterly basis and recognized in consolidated
statement of changes in equity with a corresponding liability recognized in the consolidated
statement of financial position.

Accordingly, these interim condensed consolidated financial statements have been prepared using
IAS 34, ‘Interim Financial Reporting’ and SAMA guidance for the accounting of zakat and income
tax as described above.

Until 2016, the consolidated financial statements of the Group were prepared in accordance with
the Accounting Standards for Commercial Banks promulgated by SAMA and International
Financial Reporting Standards (“IFRS”). This change in framework resulted in a change in
accounting policy for zakat and income tax and the effects of this change are stated in note 4 (a) to
the interim condensed consolidated financial statements.

The Bank also prepares its interim condensed consolidated financial statements to comply with the
Banking Control Law and the Regulations for Companies in the Kingdom of Saudi Arabia. The
interim condensed consolidated financial statements do not include all of the information required
for full annual consolidated financial statements and should be read in conjunction with the annual
consolidated financial statements as of and for the year ended December 31, 2016.

The preparation of interim condensed consolidated financial statements requires management to
make judgments, estimates and assumptions that affect the application of accounting policies and
the reported amounts of assets and liabilities, income and expense. Actual results may differ from
these estimates.




Bank AlJazira

(A Saudi Joint Stock Company)

NOTES TO INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

FOR THE NINE MONTH PERIOD ENDED 30 SEPTEMBER 2017 (CONTINUED)

2.

BASIS OF PREPARATION (continued)

In preparing these interim condensed consolidated financial statements, the significant judgments
made by management in applying the Group’s accounting policies and the key sources of
estimation uncertainty were the same as those that applied to the annual consolidated financial
statements as at and for the year ended 31 December 2016.

The terim condensed consolidated financial statements do not include all financial risk
management information and disclosures required in the annual financial statements. There have
been no material changes in the risk management department or in any risk management policies
since the year end.

These interim condensed consolidated financial statements are expressed in Saudi Arabian Riyals
(SR) and are rounded off to the nearest thousands except where otherwise stated.

BASIS OF CONSOLIDATION

These interim condensed consolidated financial statements comprise the financial statements of
Bank Allazira and its subsidiaries as set out in Note 1. The financial statements of the subsidiaries
are prepared for the same reporting period as that of the Bank, using consistent accounting policies.

a) Subsidiaries

Subsidiaries are entities which are controlled by the Bank. The Bank controls an entity when it is
exposed to, or has rights to, variable returns from its involvement with the entity and has the ability
to affect those returns through its power over the entity. To meet the definition of control, all of
the following three criteria must be met:

i the Bank has power over an entity;
ii.  the Bank has exposure, or rights, to variable returns from its involvement with the entity;
and
iii.  the Bank has the ability to use its power over the entity to affect the amount of the entity’s
returns.

Subsidiaries are consolidated from the date on which control is transferred to the Bank and cease
to be consolidated from the date on which the control is transferred from the Bank. The results of
subsidiaries acquired or disposed of during the period, if any, are included in the interim
consolidated statement of income from the date of the acquisition or up to the date of disposal, as
appropriate.

b) Non-controlling interests

Non-controlling interests represent the portion of net income and net assets of subsidiaries not
owned, directly or indirectly, by the Bank in its subsidiaries and are presented separately in the
mterim consolidated statement of income and within equity in the interim consolidated statement
of financial position, separately from the Bank’s equity. Any losses applicable to the non-
controlling interests in a subsidiary are allocated to the non-controlling interests even if doing so
causes the non-controlling interests to have a deficit balance. Changes in the Bank’s interest in a
subsidiary that do not result in a loss of control are accounted for as equity transactions.




Bank AlJazira

(A Saudi Joint Stock Company)

NOTES TO INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)
FOR THE NINE MONTH PERIOD ENDED 30 SEPTEMBER 2017 (CONTINUED)

3. BASIS OF CONSOLIDATION (continued)
¢) Transactions eliminated on consolidation

Balances between the Bank and its subsidiaries, and any unrealized income and expenses arising
from intra-group transactions, are eliminated in preparing the interim condensed consolidated
financial statements. Unrealized losses are eliminated in the same way as unrealized gains, but only
to the extent that there is no evidence of impairment.

d) Associates

Associates are enterprises over which the Group exercises significant influence. Investments in
associates are initially recognized at cost and subsequently accounted for under the equity method
of accounting and are carried in the interim consolidated statement of financial position at the lower
of the equity-accounted value or the recoverable amount.

Equity-accounted value represents the cost plus post-acquisition changes in the Group's share of
net assets of the associate (share of the results, reserves and accumulated gains/losses based on
latest available financial information) less impairment, if any.

The previously recognized impairment loss in respect of investment in associate can be reversed
through the interim consolidated statement of income, such that the carrying amount of investment
in the interim consolidated statement of financial position remains at the lower of the equity-
accounted value (before provision for impairment) or the recoverable amount.

4. SIGNIFICANT ACCOUNTING POLICIES

The accounting policies used in the preparation of the interim condensed consolidated financial
statements are consistent with those followed in the preparation of the Group’s annual consolidated
financial statements for the year ended 31 December 2016, except for:

(a) Change in the accounting policy in relation to accounting for zakat and income tax

As stated in note 2, the Group amended its accounting policy relating to accrual of zakat and
income tax and have started to accrue zakat and income tax on a quarterly basis. For the financial
year 2016 and earlier, zakat and income tax were accrued at the year end.

The change in the accounting policy has been applied retrospectively and comparative information
has been restated in accordance with the requirements of IAS 8 (Accounting Policies, Changes in
Accounting Estimates and Errors).

As a result of the change in the accounting policy for zakat and income tax, in the Interim
Consolidated Statement of Financial Position “other liabilities” are higher and “retained earnings”
are lower as at 30 September 2016, by SR 25.38 million than previously reported due to recording
of zakat and income tax liability for the period ended 30 September 2016.

10



Bank AlJazira

(A Saudi Joint Stock Company)

NOTES TO INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

FOR THE NINE MONTH PERIOD ENDED 30 SEPTEMBER 2017 (CONTINUED)

4.

SIGNIFICANT ACCOUNTING POLICIES (continued)

The above change in accounting policy did not have an impact on the Interim Condensed
Consolidated Statement of Income, Interim Condensed Consolidated Statement of Other
Comprehensive Income and Interim Condensed Consolidated Statement of Cash Flows for any of
the period/year presented.

(b)

()

Amendments to existing standards

Amendments to IAS 7, Statement of cash flows on disclosure initiative: Applicable for
annual periods beginning on or after 1 January 2017.

These amendments introduce an additional disclosure that will enable users of financial
statements to evaluate changes in liabilities arising from financing activities. This
amendment is part of the IASB’s Disclosure Initiative, which continues to explore how
financial statement disclosure can be improved.

The above amendment has no financial impact on the interim condensed consolidated
financial statements of the Group in the current period or prior period and is expectedto have
no significant effect in future periods.

Accounting standards not yet applicable

Following new accounting standards and interpretations have been published that are not
mandatory for 30 September 2017 reporting period and have not been early adopted by the
Group. The Group has yet to assess the impact of these new standards and interpretations:

e [FRS 15 — “Revenue from Contracts with Customers” - The new standard is based on
the principle that revenue is recognised when control of a good or service transfers to a
customer — so the notion of control replaces the existing notion of risks and rewards.

e [FRS 9 “Financial Instruments” — The Group has already early adopted the measurement
part. In July 2014, the IASB made further changes to the classification and measurement
rules and also introduced a new impairment model. These latest amendments now
complete the new financial instruments standard.

e [FRS 16 —“Leases”—The new Standard is basedon the principal that a lessee recognizes
aright-of-use assetanda lease liability. The right-of-use assetis treated similarly to other
non-financial assets and depreciated accordingly. The Lability accrues interest.

11



Bank AlJazira

(A Saudi Joint Stock Company)

NOTES TO INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)
FOR THE NINE MONTH PERIOD ENDED 30 SEPTEMBER 2017 (CONTINUED)

S.

6.

INVESTMENTS
30 September 31 December 30 September
2017 2016 2016
(Unaudited) (Audited)  (Unaudited)
SR’000 SR’000 SR’000
Fair Value Through Income Statement (FVTIS)
- designated as at FVTIS 100,000 92,556 235,638
Fair Value Through Other Comprehensive
Income (FVTOCI) 14,600 11,724 12,212
Held at amortised cost 20,286,771 16,188,464 16,226,159
Total 20,401,371 16,292,744 16,474,009

LOANS AND ADVANCES, NET

30 September 31 December

30 September

2017 2016 2016
(Unaudited) (Audited)  (Unaudited)
SR’000 SR’000 SR’000
Consumer loans 17,891,400 17,650,960 17,618,956
Commercial loans and overdrafts 22,851,160 24,329,749 25,444,678
Others 416,361 390,555 384,116
Performing loans and advances 41,158,921 42 371,264 43,447,750
Non- performing loans and advances 508,661 483,999 491,685
Total loans and advances 41,667,582 42,855,263 43,939,435
Impairment allowance for credit losses (741,259) (756,568) (744,726)
Loans and advances, net 40,926,323 42,098,695 43,194,709
a) Movement in impairment allowance for credit losses is as follows:
30 September 31 December 30 September
2017 2016 2016
(Unaudited) (Audited)  (Unaudited)
SR’000 SR’000 SR’000
Balance at the beginning of the period 756,568 614,604 614,604
Impairment charge for credit losses, net 240,911 224,026 130,769
Bad debts written off (242,423) (128,882) (66,621}
Reversal/ recoveries of amounts previously
impaired (13,797) (29,536 (10,382)
Allowance written back upon restructuring of
loan - 76,356 76,356
Balance at the end of the period 741,259 756,568 744,726

The “impairment charge for credit losses”, net in the Interim Consolidated Statement of Income
amounting to SR 194.18 million (30 September 2016: SR 87.03 million) was net of recoveries of
SR 32.94 million (30 September 2016: SR 33.36 million) from the amounts previously written off.

12



Bank AlJazira

(A Saudi Joint Stock Company)

NOTES TO INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

FOR THE NINE MONTH PERIOD ENDED 30 SEPTEMBER 2017 (CONTINUED)

7.

INVESTMENT IN AN ASSOCIATE

Investment in an associate represents the investment made by the Group in Allazira Takaful

Ta’awuni Company (ATT). The Group effectively holds 35% shareholding in ATT.

The share of total comprehensive income in an associate represents the Group’s share in the total
comprehensive income of ATT and was based on the latest available financial information of
ATT. ATT is listed with Saudi Stock Exchange (Tadawul) and the market value of the investment
in ATT as of 30 September 2017 was SR 377.9 million (31 December 2016: SR 368.1 million;
30 September 2016: SR 270.48 million) based on Tadawul market price.

CUSTOMERS’ DEPOSITS

30 September 31 December 30 September

2017 2016 2016

(Unaudited) (Audited) (Unaudited)
SR’000 SR’000 SR’000
Demand 26,070,153 25522256  23,694417
Time 22,489,693 25,167,027 25,798,643
Other 1,116,260 913,071 841,890
Total 49,676,106 51,602,354 50,334,950

Time deposits comprise deposits received on Shari’ah Compliant (non-commission based)

Murabaha products.

13



Bank AlJazira

(A Saudi Joint Stock Company)

NOTES TO INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

FOR THE NINE MONTH PERIOD ENDED 30 SEPTEMBER 2017 (CONTINUED)

9. DERIVATIVES

a) The table below sets out the fair values of the Group’s derivative financial instruments, together with their notional amounts. The notional amounts, which
provide an indication of the volume of transactions outstanding at the end of the period, do not necessarily reflect the amounts of future cash flows involved.
These notional amounts, therefore, are neither indicative of the Group’s exposure to credit risk, which is generally limited to the positive fair value of the
derivatives, nor market risk.

30 September 2017 31 December 2016 30 September 2016
(Unaudited) (Audited) (Unaudited)
SR’000 SR’000 SR’000
Positive  Negative Notional Positive ~ Negative Notional Positive fair Negative Notional

fair value  fair value amount fair value fair value amount value fair value amount
Held for trading:
Options 2,424 2,424 747,531 24,464 24,464 2,178,472 32,039 32,039 2,982,277
Special commission rate swaps 73,376 73,376 6,025,913 66,788 606,788 5,942,128 49,558 49,558 6,054,390
Foreign exchange swaps 1,067 - 191,768 - 1,392 187,500 - 761 187,500
Structured deposits 7,080 7,080 2,450,000 4,168 4,168 1,650,000 7,940 7,940 1,650,000
Total 83,947 82,880 9,415,212 95,420 96,812 9,958,100 89,537 90,298 10,874,167
Held as cash flow hedge:
Special commission rate swaps - 145,150 3,250,625 - 194,261 5,624,063 - 382,053 5,624,063
Total 83,947 228,030 12,665,837 95,420 291,073 15,582,163 89,537 472,351 16,498,230
Special commission 30,017 39,511 - 33,298 42,645 - 33,422 47950 -
Total 113,964 267,541 12,665,837 128,718 333,718 15,582,163 122,959 520,301 16,498,230

The negative fair values of special commission rate swaps are mainly due to a downward shift in the yield curve. The fair values of these swaps are expected to
be settled on or before April 2044 (31 December 2016: April 2044, 30 September 2016: April 2044). The cash flow hedges of special commission rate swap were
highly effective in offsetting the variability of special commission expenses. Fair value gain on cash flow hedges amounting to SR 55.1 million (31 December
2016: loss of 36.2 million, 30 September 2016: loss of SR 224.01 million) included in the Interim Consolidated Statement of Comprehensive Income comprised
of net unrealized gain of SR 49.1 million (30 September 2016: loss of SR 224.01 million) and realized gain of SR 6 million (30 September 2016: nil).

14



Bank AlJazira

(A Saudi Joint Stock Company)

NOTES TO INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)
FOR THE NINE MONTH PERIOD ENDED 30 SEPTEMBER 2017 (CONTINUED)

9.

10.

DERIVATIVES (continued)

b)

During the period, the Bank sold certain of its special commission rate swaps used for cash flows
hedge. However, the gain would continue to be classified in Interim Consolidated Other
Comprehensive Income as the related hedge items are still outstanding. In accordance with the
IFRS requirements, the gain will be reclassified to Interim Consolidated Statement of Income in
the period when the cash flows pertaining to hedged items will affect the Interim Consolidated
Statement of Income.

During the period, an amount of SR 0.19 million (30 September 2016: 0.47 million) is transferred
from Statement of Other Comprehensive Income to “special commission expense” in the interim
Condensed Consolidated Statement of Income.

Pursuant to changes in certain international laws, the Bank has established a Special Purpose
Vehicle (SPV) namely Al Jazira Securities Limited and intends to transfer all of its PRS
derivatives, hedged or traded, to this SPV. In this connection, initially, a novation agreement has
been signed among the Bank, the SPV and one of the counter party. Going forward, the SPV will
execute all the derivatives with counterparties with a back to back transaction with the Bank. As
the change was necessitated by laws, management believe that existing hedging relationships
continue to be effective.

CREDIT RELATED COMMITMENTS AND CONTINGENCIES

a) The Group is subject to legal proceedings in the ordinary course of business. There was no change
in the status of legal proceedings as disclosed at December 31, 2016.
b) The Bank’s credit related commitments and contingencies are as follows:

30 September 31 December 30 September
2017 2016 2016
(Unaudited) (Audited)  (Unaudited)
SR’000 SR’000 SR’000
Letters of credit 819,834 972,992 760,422
Letters of guarantee 4,214,905 4,144,274 4,276,629
Acceptances 539,920 611,960 517,464
Irrevocable commitments to extend credit 150,000 150,000 120,833
Total 5,724,659 5,879,226 5,675,348
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Bank AlJazira

(A Saudi Joint Stock Company)

NOTES TO INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)
FOR THE NINE MONTH PERIOD ENDED 30 SEPTEMBER 2017 (CONTINUED)

10.

11.

CREDIT RELATED COMMITMENTS AND CONTINGENCIES (continued)

c)

The Bank has filed its zakat and Income Tax returns with the General Authority for zakat and Tax
(GAZT) and paid Zakat and Income Tax for financial years up to and including the year 2016 and
has received the assessments for the years up to 2011 in which GAZT raised additional demands
aggregating to SAR 462.2 million for the years 2006 to 2011. These additional demands include
SR 392.9 million on account of disallowance of long-term investments and the addition of long
term financing to the zakat base by GAZT. The basis for the additional zakat demand is being
contested by the Bank before the Higher Appeal Committee. Management is confident of a
favourable outcome on the aforementioned appeals and has therefore not made any provisions in
respect of the above.

The assessments for the years 2012 to 2016 are yet to be raised by the GAZT. However, if long-
term investments are disallowed and long-term financing is added to the zakat base, in line with
the assessments finalized by GAZT for the years referred above, it would result in significant
additional zakat exposure to the Bank which remains an industry wide issue and disclosure of
which might affect the bank’s position in this matter.

CASH AND CASH EQUIVALENTS

Cash and cash equivalents included in the interim consolidated statement of cash flows comprise the

following:
30 September 31 December 30 September
2017 2016 2016
(Unaudited) (Audited) (Unaudited)
SR’000 SR’000 SR’000
Cash and balances with SAMA, excluding
statutory deposit 1,025,509 2,459,043 1,126,767
Due from banks and other financial institutions
with an original maturity of three month or less
from the date of acquisition 307,961 1,337,778 1,039,928
Total 1,333,470 3,796,821 2,166,695

The reconciliation of cash and cash equivalents to cash and balances with SAMA is as follows:

30 September 31 December 30 September

2017 2016 2016
(Unaudited) (Audited) (Unaudited)
SR’000 SR’000 SR’000
Cash and cash equivalents as per Statement of
Cash Flows 1,333,470 3,796,821 2,166,695
Statutory deposit 2,816,197 2,737,772 2,697,602
Due from banks and other financial institutions
with original maturity of three month or less
from the date of acquisition (307,961)  (1,337,778) (1,039,928)
Cash and balances with SAMA at end of the period 3,841,706 5,196,815 3,824,369

16



Bank AlJazira

(A Saudi Joint Stock Company)

NOTES TO INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)
FOR THE NINE MONTH PERIOD ENDED 30 SEPTEMBER 2017 (CONTINUED)

12.

OPERATING SEGMENTS

The operating segments have been identified on the basis of internal reports about components of
the Group that are regularly reviewed by the chief operating decision maker (Chief Executive
Officer) in order to allocate resources to the segments and to assess their performance.

All of the Group’s operations are based in the Kingdom of Saudi Arabia.

Transactions between the operating segments are on normal commercial terms and conditions. The
revenue from external parties reported to the chief operating decision maker is measured in a
manner consistent with that in the interim consolidated statement of income. Segment assets and
liabilities comprise operating assets and labilities.

There have been no changes to the basis of segmentation or the measurement basis for the segment
profit or loss since 31 December 2016.

For management purposes, the Group is organized into following main operating segments:

Personal banking
Deposit, credit and investment products for individuals.

Corporate banking
Loans, deposits and other credit products for corporate, small to medium sized businesses and

mstitutional customers.

Treasury
Treasury includes money market, foreign exchange, trading and treasury services.

Brokerage and asset manage ment
Provides shares brokerage services to customers (this segment includes the activities of the Bank’s
subsidiary Allazira Capital Company).

Takaful Ta’awuni

Provides protection and saving products services. As required by the Insurance Law of Saudi
Arabia, the Group has spun off its insurance business in a separate entity named AlJazira Takaful
Ta’awuni Company (ATT) formed under the new Insurance Law of Saudi Arabia. The current
division represents the insurance portfolio which will be transferred to ATT at an agreed value and
date duly approved by SAMA.

The Group’s total assets and labilities at 30 September 2017 and 30 September 2016, its total
operating income and expenses, and its net income for the nine month period then ended, by
operating segment, are as follows:

17



Bank AlJazira

(A Saudi Jont Stock Company)

NOTES TO INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

FOR THE NINE MONTH PERIOD ENDED 30 SEPTEMBER 2017 (CONTINUED)

12. OPERATING SEGMENTS (continued)
30 September 2017 (SR’000)

Total assets

Total liabilities

Inter - segment operating (loss) / income
Total operating income

Net special commission income

Fee and commission income, net
Trading income, net

Share in net income of an associate
Impairment charge for credit losses, net
Depreciation and amortisation

Total operating expenses

Net income / (loss)

Brokerage and

Personal Corporate asset Takaful

banking banking Treasury manage me nt Ta’awuni Others Total

20,037,659 20,884,918 24,931,406 1,487,309 55,251 131,789 67,528,332

36,467,181 13,244,779 8,400,526 753,291 55,251 - 58,921,028

3,525) (75,077) 86,471 (7,869) - - -

847,275 423,007 691,847 131,522 14,543 (134,949) 1,973,245

472,333 279,109 574,697 32,854 450 (1,937) 1,357,506

273,933 130,818 8,145 88,760 14,091 (18,999) 496,748

- - - 9,190 - - 9,190

- - - 1,184 - 7,106 8,290
(18,924) (175,251) - - - - (194,175)
(35,669) (8,043) (14,143) (5,734) (603) - (64,192)
(655,185) (339,274) (205,752) (104,478) (16,075) 2,991 (1,317,773)

192,090 83,733 486,095 28,228 (1,532) (124,852) 663,762
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NOTES TO INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)
FOR THE NINE MONTH PERIOD ENDED 30 SEPTEMBER 2017 (CONTINUED)

12.

OPERATING SEGMENTS (continued)

30 September 2016 (SR’000)

Total assets

Total liabilities

Inter - segment operating (loss) / income
Total operating income

Net special commission income

Fee and commission income, net
Trading income / (loss), net

Share in net income of an associate
Impairment charge for credit losses, net
Depreciation and amortisation

Total operating expenses

Net income / (loss)

Brokerage and

Personal Corporate asset Takaful
banking banking Treasury management Ta’awuni Others Total
20,201,193 23,359415 21,705,119 496,399 62,277 127,888 65,952,291
25,664,487 22,733,190 9,611,941 78,401 62,277 - 58,150,296
(24,372) (72,060) 92477 3,955 - - -
727,507 355,455 567437 142,105 15,103 120,861 1,928,468
443,134 237,361 476,365 6,543 424 (2,003) 1,161,824
214,048 106,841 7,679 130,380 14,651 (1,275) 472,324
(406) 150 366 4,219 - (563) 3,766
- - - - - 6,049 6,049
(3,349) (83,679) - - - - (87,028)
(31,514) (10,180) (12,868) (5,336) (703) - (60,601)
(607,577) (292,575) (187,145) (111,445) (19,254) 2,991 (1,215,005)
119,930 62,880 380,292 30,660 (4,151) 129,901 719,512
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Bank AlJazira

(A Saudi Joint Stock Company)

NOTES TO INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)
FOR THE NINE MONTH PERIOD ENDED 30 SEPTEMBER 2017 (CONTINUED)

13.

14.

SHARE CAPITAL AND EARNINGS PER SHARE

The shareholders of the Bank in their Extra Ordinary General Assembly Meeting held on 10 April
2017 approved to increase the Bank's share capital from SR 4 billion to SR 5.2 billion through the
issuance of bonus shares to shareholders of the Bank (three shares for every ten shares held). The
legal formalities relating to the increase in share capital completed during second quarter of the
year. Accordingly, the authorized, issued and fully paid share capital of the Bank consists of 520
million shares of SR 10 each (31 December 2016: 400 million shares of SR 10 each; 30 September
2016: 400 million shares of SR 10 each).

The weighted average number of shares have been retrospectively adjusted for prior period to
reflect the effect of the changes in number of shares due to issue of bonus shares.

The calculation of basic and diluted earnings per share is based on profit attributable to ordinary
Shareholders and weighted-average number of ordinary shares outstanding, as follows:

For the three For the nine
month period ended month period ended
30 September 30 September 30 September 30 September
2017 2016 2017 2016
SR’000 SR’000 SR’000 SR’000
(Restated) (Restated)
Profit attributable to
ordinary share holders
For basic and diluted earnings
per share 227,632 160,686 663,762 719,512
Shares Shares Shares Shares
(Restated) (Restated)

Weighted-average number

of ordinary shares
For basic and diluted earnings 520,000,000 520,000,000 520,000,000 520,000,000

per share

Basic and diluted earnings per
share (in SR) 0.44 0.31 1.28 1.38

SUBORDINATED SUKUK

On 2 June 2016, the Bank issued 2,000 Subordinated Sukuk Certificates (Sukuk) of SR 1 million
each, with a profit distribution rate based on 6 month Saudi Inter-Bank Offered Rate (SIBOR),
reset semiannually in advance, plus a margin of 190 basis point per annum and payable semi-
annually in arrears on 2 June and 2 December eachyearuntil 2 June 2026, on which date the Sukuk
will expire. The Bank has a call option which can be exercised on or after 2 June 2021 on meeting
certain conditions and as per the terms mentioned in the related offering circular. The Sukuk may
also be called upon occurrence of certain other conditions as per the terms specified in the above
Offering Circular. These Sukuk are registered with Saudi Stock Exchange (Tadawul).
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Bank AlJazira

(A Saudi Joint Stock Company)

NOTES TO INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)
FOR THE NINE MONTH PERIOD ENDED 30 SEPTEMBER 2017 (CONTINUED)

15.

FAIR VALUES OF FINANCIAL INSTRUMENTS

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

The Group uses the following hierarchy for determining and disclosing the fair value of financial

mstruments:

Level 1:

access at the measurement date,

Level 2:

quoted prices in active markets for the same or identical instrument that an entity can

quoted prices in active markets for similar assets and liabilities or other valuation

techniques for which all significant inputs are based on observable market data, and

Level 3:
data.

valuation techniques for which any significant input is not based on observable market

The following table presents the Group’s financial assets and liabilities that are measured at fair

values:

Financial assets measured at fair value:

FVTIS - Mutual Funds
FVTIS — Equities
FVTOCI - Equities
Derivatives

Total
Financial liabilities measured at fair

value:
Derivatives

Financial assets measured at fair value:

FVTIS - Mutual Funds
FVTIS — Equities
FVTOCI - Equities
Derivatives

Total
Financial liabilities measured at fair

value:
Derivatives

30 September 2017 (SR’000)

333,718

Fair_Value
Carrying Level 1 Level 2 Total
Value
99,469 99,469 - 99,469
531 531 - 531
11,163 11,163 - 11,163
113,964 - 113,964 113,964
225,127 111,163 113,964 225,127
267,541 - 267,541 267,541
31 December 2016 (SR’000)
Fair Value
Carrying Level 1 Level 2 Total
Value -
91,933 91,933 - 91,933
623 623 - 623
8,286 8,286 - 8,286
128,718 - 128,718 128,718
229,560 100,842 128,718 229,560
- 333,718 333,718
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Bank AlJazira

(A Saudi Joint Stock Company)

NOTES TO INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)
FOR THE NINE MONTH PERIOD ENDED 30 SEPTEMBER 2017 (CONTINUED)

15.

FAIR VALUES OF FINANCIAL INSTRUMENTS (continued)
30 September 2016 (SR’000)

Carrying Fair Value
Value Level 1 Level 2 Total

Financial assets measured at fair value:
FVTIS - Mutual Funds 235,047 235,047 - 235,047
FVTIS — Equities 591 591 - 591
FVTOCI - Equities 8,774 8,774 - 8,774
Derivatives 122,959 - 122,959 122,959
Total 367,371 244,412 122,959 367,371
Financial liabilities measured at fair
value:
Derivatives 520,301 - 520,301 520,301

Fair value of quoted investments is based on price quoted on the reporting date. Level 2 trading
and hedging derivatives comprise foreign exchange, options, interest rate swaps and structured
deposits. These foreign exchange contracts have been fair valued using forward exchange rates that
are quoted in an active market. Interest rate swaps, options and structured deposits are fair valued
using forward interest rates extracted from observable yield curves. The effects of discounting are
generally insignificant for Level 2 derivatives.

There were no transfers between Levels 1 and 2 during the year. New investments acquired during
the year are classified under the relevant levels. There were no financial assets or financial liabilities
classified under level 3.

There were no changes in valuation techniques during the period.

Investments amounting to SR 3.44 million (31 December 2016: SR 3.44 million, 30 September
2016: SR 3.44 million) are carried at cost and, accordingly, are not fair valued.
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NOTES TO INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

FOR THE NINE MONTH PERIOD ENDED 30 SEPTEMBER 2017 (CONTINUED)

15. FAIR VALUES OF FINANCIAL INSTRUMENTS (continued)
b)  Following table represent fair values of financial assets and liabilities measured at amortised cost.

30 September 2017 31 December 2016

(SR’000) (SR’000)
Amortised Amortised
cost Fair value cost Fair value

Financial assets:
Due from banks and other financial

nstitutions 474,093 474,248 1,337,778 1,338,102
Investment held at amortised cost 20,286,771 20,299,214 16,188,464 16,207,079
Loans and advances, net 40,926,323 42,379,299 42,098,695 43,467,763
Total 61,687,187 63,152,761 59,624937 61,012,944
Financial liabilities:
Due to banks and other financial

institutions 6,216,824 6,218,304 3,545,112 3,545,375
Customers’ deposits 49,676,106 49,668,031 51,602,354  51,615457
Total 55,892,930 55,886,335 55,147,466 55,160,832

The fairr value of the cash and balances with SAMA, other assets and other liabilities and
subordinated Sukuks approximate to their carrying amount.

16. CAPITAL ADEQUACY

The Group's objectives when managing capital are to comply with the capital requirements set by
SAMA to safeguard the Group's ability to continue as a going concern and to maintain a strong
capital base.

Capital adequacy and the use of regulatory capital are monitored on a periodic basis by the Bank’s
management. SAMA requires holding the minimum level of the regulatory capital and
maintaining a ratio of total eligible capital to the risk-weighted assets at or above the agreed
minimum of 8%.

The Group monitors the adequacy of its capital using ratios established by SAMA. These ratios
measure capital adequacy by comparing the Bank's eligible capital with its consolidated statement
of financial position assets, commitments and notional amount of derivatives at a weighted amount
to reflect their relative risk.

The following table summarizes the Bank's Pillar-I Risk Weighted Assets (“RWA”), Tier I and
Tier II Capital and Capital Adequacy Ratios:
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(A Saudi Joint Stock Company)

NOTES TO INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)
FOR THE NINE MONTH PERIOD ENDED 30 SEPTEMBER 2017 (CONTINUED)

16.

17.

18.

19.

CAPITAL ADEQUACY (continued)
30 Se ptember 31 December 30 September

2017 2016 2016

(Unaudited) (Audited) (Unaudited)

SR’000 SR’000 SR’000

(Restated)

Credit Risk RWA 49,054,396 48,372,180 49,469,549

Operational Risk RWA 4,943,887 4,750,113 4,678,538

Market Risk RWA 873,253 1,129,288 1,209,713

Total Pillar- RWA 54,871,536 54,251,581 55,357,800

Tier I Capital 8,752,830 8,304,283 8,177,771

Tier I Capital 2,407,888 2,470,299 2,493,597

Total Tier I and II Capital 11,160,718 10,774,582 10,671,368
Capital Adequacy Ratio (%)

Tier I ratio 15.95% 15.31% 14.77%

Total Tier I and II Capital 20.34% 19.86% 19.28%

ISSUANCE OF RIGHT SHARES

With an aim to strengthen the capital base of the Bank, the Board of Directors has recommended to
increase share capital by raising SR 3 billion through a right issue. The increase is conditional on
obtaining the necessary approvals from the relevant authorities and the General Assembly in the
extraordinary meeting and determine the offering price of the shares and numbers. Included in the
“other reserves” are total expenses of SR 18.84 million (31 December 2016: SR 18.12 million, 30
September 2016: SR 15.58 million) incurred in respect of the legal and professional matters for
right issue.

ZAKAT DUE FROM SHAREHOLDERS

Until 31 December 2015, the zakat and income tax paid or accrued relating to years where
dividends were not declared, were presented as receivable from shareholders with a view to recover
out of future dividends. However, as zakat and tax liability ultimately impacts retained earnings of
the Group and as no dividends were declared for the years 2012 through 2015, and for better
presentation, the Bank charged the zakat and income tax amount to retained earnings as at 31
December 2016. Consistent with the presentation followed as of 31 December 2016, the cumulative
amount of SR 81.19 million included in other receivables as of 30 September 2016, was charged
to retained earnings in the Interim Consolidated Statement of Changes in Equity.

PROPOSED DIVIDEND

During the period, the Bank paid final cash dividend of SR 200 million equal to SR 0.5 per share,
net of zakat after approval of the shareholders’ in their Extra Ordinary General Assembly meeting
held on April 10, 2017.
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NOTES TO INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

FOR THE NINE MONTH PERIOD ENDED 30 SEPTEMBER 2017 (CONTINUED)

20. COMPARATIVE FIGURES

Certain prior period amounts in Statement of Financial Position and note 12 have been reclassified
so as to align with the current period presentation.

21. APPROVAL OF INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENT

The interim condensed consolidated financial statements were authorized for issue by the Board
of Directors on 23 October 2017.
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