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URWEGO BANK LIMITED
REPORT OF THE DIRECTORS
FOR THE YEAR ENDED 31 DECEMBER 2017

The directors have pleasure in submitting their report together with the audited financial statements for
the year ended 31 December 2017, which disclose the state of affairs of the Bank.

1.

ACTIVITIES AND BRANCH NETWORK

The bank offers microfinance banking services to organized groups, small and medium size
enterprises and retail customers. The bank had 15 branches in 2017 comprising of 5 that are
located in Kigali City and 10 located outside Kigali City.

RESULTS AND DIVIDEND

The net loss for the year ended of Frw 1,423 million (2016: loss of Frw 1,831 million) has been
accumulated to losses. The directors do not recommend payment of a dividend for the year (2016:
Nil).

SHAREHOLDERS

The shareholders of the bank as at 31 December 2017 were:

Shareholder 2017 2016
no of share % no of share %
shares value shares value
Rwf'000 Rwf'000
World Relief US 344 34,400 0.4% 344 34,400 0.7%
Hope Advancement Inc 81,023 8,102,377 99.6% 50,547 5,054,700 99.3%

81,367 8,136,777 _100% 20,891 5.089,100 _100%

DIRECTORS

The directors who served during the year and to the date of this report were:

Mr. Carl Daniel Lundblad - Independent Chairperson (Appointed 20 September
2017

Mr. Roger Morgan - Non-Executive Director, shareholder representative

Mr. Micah Crist - Non-Executive Director, shareholder representative

Mr. Stanley Tsikirayi - Non-Executive Director

Mr. Moses Ndahiro - Non-Executive, shareholder representative

Mr. John Nkubana - Independent

Ms. Shelagh D. Kahonda - Independent

Miss. Liliane Uwintwari - Independent

Mr. Jesse David Casler - Non-Executive Director, shareholder representative

(appointed 28 April 2017)

Ms. Christine Baingana Executive Director

AUDITOR

Ernst & Young Rwanda Limited have expressed their willingness to continue in office.

By order of the board
M

a—
Company Secretary
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URWEGO BANK LIMITED

STATEMENT OF DIRECTORS' RESPONSIBILITIES
ON THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2017

The Law No. 27/2017 of 31/05/2017 requires the directors to prepare financial statements for each
financial year, which give a true and fair view of the state of affairs of the Bank as at the end of the
financial year and of its operating results for that year. It also requires the directors to ensure the Bank
keeps proper accounting records which disclose, with reasonable accuracy, the financial position of the
Bank. They are also responsible for safeqguarding 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 and the requirements of Law No. 27/2017
of 31/05/2017. The directors are of the opinion that the financial statements give a true and fair view
of the state of the financial affairs of the Bank and of its operating results. The directors further accept
responsibility for the maintenance of accounting records which may be relied upon in the preparation of
financial statements, as well as adequate systems of internal financial control.

Nothing has come to the attention of the directors to indicate that the Bank will not remain a going
concern for at least the next twelve months from the date of this statement.

Director

5’2«/01{'/2018

Date




URWEGO BANK LIMITED
STATEMENT OF CORPORATE GOVERNANCE
FOR THE YEAR ENDED 31 DECEMBER 2017

Urwego Bank limited is committed to the best principles of Corporate Governance in running the
operations of a company. The bank strives to ensure the compliance of all the rules, regulations and laws
of the country in the conduct of its business. The bank is administered in pursuit of earning credibility in
the market and increasing value for the stakeholders. The decision making and powers are exercised with
integrity, responsibility, accountability and transparency.

Board of Directors

The directors who served during the year ended 31 December 2017 are listed on page 2.

Though the overall responsibility of monitoring and controlling the operational and financial performance

of Urwego Bank limited vests with the Board of directors, the day to day management of the company
has been delegated to the Chief Executive Officer.

Board Meetings and Attendance

In 2017, there were 4 (four) meetings held by the Board of directors and the attendance is set out below:

Names Role Number of meetings attended
Mr. Carl Daniel Lundblad Chairperson 1
Mr. Roger Morgan Member 4
Mr. Micah Crist Member 3
Ms. Christine Baingana Member 4
Mr. Stanley Tsikirayi Member 4
Mr. Moses Ndahiro Member 2
Mr. John Nkubana Member 1
Ms. Shelagh D. Kahonda Member 4
Miss. Liliane Uwintwari Member 2
Mr. Jesse David Casler Member 2

The Board of Directors meets at least quarterly and is chaired by an Independent Director.
Board Committees

The Board has instituted various committees to assist it in fulfilling its role of menitoring key activities
of Urwego Bank limited. The Board reviews the reports and minutes of the committees and is accountable
for their decisions and functions.

Board Audit Committee

The Board Audit Committee comprises the Chairperson and two non-executive directors. Its key objective
is to assist the Board in providing an independent review of the effectiveness of the financial reporting
process. It helps in maintaining a sound and robust internal control system of the bank. It reviews and
approves annual audit plan prepared by Internal Auditor and oversees its execution. It recommends
appointment, reappointment and removal of external auditors and assesses their independence. It
ensures the effectiveness and quality of External audit services. It ensures that External Auditor receives
due assistance from management and staff to enhance the quality of audit report.

In 2017, the Board Audit Committee members and attendance of meetings is set out below:

Names Role Number of meetings attended
Ms. Shelagh D. Kahonda Chairperson 4
Mr. John Nkubana Member 1
Mr. Moses Ndahiro Member 2




URWEGO BANK LIMITED
STATEMENT OF CORPORATE GOVERNANCE
FOR THE YEAR ENDED 31 DECEMBER 2017

Board Audit Committee (continued)

Mr. Roger Morgan and Mr. Stanley Tsikirayi acted as proxies when Mr. John Nkubana and Mr. Moses
Ndahiro were absent. The Audit Committee meets at least quarterly and is chaired by an independent
director. During the year, a total of 4 (four) Audit Committee meetings were held.

Board Assets and Liability Committee

The Board Assets and Liability Committee comprises of the chairperson and two non-executive directors.
Its key objective is to devise strategy for the proper mix of assets and liabilities of the bank as per the
Bank's policy. It identifies issues in the statement of financial position that may lead to underperformance
and recommends corrective actions. It ensures that the statement of financial position is in a favourable
position to achieve sustainability of the bank and any funding needs identified can be addressed timely.
It gives directions on mitigating risks related to movement in interests rates, foreign exchange exposure
and capital adequacy.

The board assets and liability committee meets at least quarterly and is chaired by an independent
director.

In 2017, the Board assets and liability committee members held 4 (four) meetings and attendance of the
meetings is set out below:

Names Role Number of meetings attended
Mr. John Nkubana Chairperson 1
Ms. Christine Baingana Member 4
Mr. Micah Crist Member 3

Mr. Stanley Tsikirayi and Mr. Moses Ndahiro acted as proxies for Mr. John Nkubana.

Board Risk Management Committee

The Board Risk Management Committee comprises the chairperson and two non-executive directors. Its
key objective is to oversee the risk management strategy and risk management Policy of the bank. It
monitors overall exposure to risk and ensures that it remains within the limits set by the board. It sets
out the nature, role, responsibility and authority of risk management department of the bank and outlines
the scope of risk management work.

It meets quarterly to monitor developments relating to the practice of corporate accountability,
providing independent and objective oversight and reviewing the information presented by management
on corporate accountability and associated risks.

In 2017, the Board Risk Management Committee members held 4 (four) meetings and attendance of the
meetings is set out below;

Names Role Number of meetings attended
Ms. Shelagh D. Kahonda Chairperson 4
Mr. Stanley Tsikirayi Member 4
Ms. Christine Baingana Member 4




URWEGO BANK LIMITED
STATEMENT OF CORPORATE GOVERNANCE
FOR THE YEAR ENDED 31 DECEMBER 2017

Board Credit Policy Committee

The Board Credit Policy Committee comprises the chairperson and two non-executive directors. Its key
objective is to review and oversee the bank overall lending policy. It identifies credit risks to minimize
risks of bad and doubtful loans. It assists the board in exercising its roles to review the quality of loan
portfolio; adequate provisioning for bad and doubtful debts in accordance with board approved
provisioning policy and the Central Bank guidelines. It approves loans above a certain threshold based
on lending policy approved by the board.

The board credit policy committee meets at least quarterly and is chaired by an independent director.

In 2017, the Board credit policy Committee members held 4 (four) meetings and attendance of the
meetings is set out below:

Names Role Number of meetings attended
Miss. Liliane Uwintwari Chairperson 2
Mr. Moses Ndahiro Member 2
Mr. Stanley Tsikirayi Member 4

Mr. Micah Crist and Mr. Roger Morgan acted as proxies during the absence of Miss. Liliane Uwintwari
and Mr. Moses Ndahiro.

Board Human Resource (HR) and Spiritual Integration (SI) committee

The board HR & S| committee is comprised of the chairperson and two members. Its key objective is to
ensure that the bank has right human resources, in the right positions with the right resources to drive
the bank’s activities with higher motivation. Moreover, the board HR & SI committee ensures the bank
pursuance of its mission to have Christ at the center of its financial services to better serve its customers.

The board HR & S| committee meets at least quarterly and is chaired by a non-executive director.

In 2017, the board HR & SI committee members held 4 (four) meetings and attendance of the meetings
is set out below:

Names Role Number of meetings attended
Mr. Micah Crist Chairperson 3
Ms. Christine Baingana Member 4
Mr. Moses Ndahiro Member 2

Mr. Roger Morgan acted as proxy when Mr. Moses Ndahiro was absent.
Board Executive Committee

The board executive committee is comprised of the chairperson and two members. Its key objective is to
assist Chief Executive Officer in managing the banking activities in a way that maximizes values of
shareholders and other diverse stakeholders. The board executive committee reviews and approves the
banking strategic planning, and ensures that tactical and operational activities are conducted in line with
the pre-set strategic goals. The board executive committee reviews the strategies on timely basis and
take corrective actions to ensure that strategies are in line with changing market conditions and
perceived risks.

The board executive committee meets at least quarterly and is chaired by the Chairman of the board of
Directors.




URWEGO BANK LIMITED
STATEMENT OF CORPORATE GOVERNANCE
FOR THE YEAR ENDED 31 DECEMBER 2017

Board Executive Committee (continued)

In 2017, the board executive committee members held 4 (four) meetings and attendance of the meetings
is set out below:

Names Role Number of meetings attended
Mr. Roger Morgan Chairperson 4
Ms. Christine Baingana Member 4
Mr. Stanley Tsikirayi Member 4




REPORT OF THE INDEPENDENT AUDITORS
TO THE MEMBERS OF
URWEGO BANK LIMITED

REPORT ON THE FINANCIAL STATEMENTS
OPINION

We have audited the accompanying financial statements of Urwego Bank Limited, which comprise the
statement of financial position as at 31 December 2017, 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 a summary of significant accounting policies and other explanatory information, as set out on
pages 11 to 70.

In our opinion, the financial statements present fairly, in all material respects, the financial position of
Urwego Bank Limited as at 31 December 2017, and of its financial performance and cash flows for the
year then ended in accordance with International Financial Reporting Standards and the requirements of
Law No. 27/2017 of 31/05/2017 relating to Companies as amended and Laws and Regulations
Governing Banks in Rwanda.

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 Respensibilities for the Audit
of the Financial Statements section of our report. We are independent of the Company in accordance
with International Ethics Standards Board for Accountants’' Code of Ethics for Professional Accountants
(IESBA Code), and we have fulfilled our other ethical responsibilities in accordance with the IESBA Code,
and we have fulfilled our other responsibilities in accordance with the (IESBA Code) and other
independence requirements applicable to performing the audit of Urwego Bank Limited. We believe that
the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

OTHER INFORMATION

The directors are responsible for the other information. The other information comprises the Directors’
Report, as required by Law No. 27/2017 of 31/05/2017 relating to Companies as amended and Other
Disclosures as required by Regulation No 03/2016 of 24/06/2016 on Publication by Banks of Financial
Statements and Other Disclosures. 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 thereon.

In connection with our audit of the financial statements, our responsibility is to read the other
information 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 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.




REPORT OF THE INDEPENDENT AUDITORS (Continued)
TO THE MEMBERS OF
URWEGO BANK LIMITED

RESPONSIBILITIES OF THE DIRECTORS FOR THE FINANCIAL STATEMENTS

The directors are responsible for the preparation of the financial statements in accordance with
International Financial Reporting Standards and in the manner required by Law No. 27/2017 of
31/05/2017 and Laws and Regulations governing Banks in Rwanda and for such internal control as
management determines 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, management is responsible for assessing the Company'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 management either intends to liguidate the Company or to cease
operations, or has no realistic alternative but to do so.

The directors are responsible for overseeing the Company'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 judgement 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.

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

e 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 company'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. Qur 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 company to cease to continue as a going concern.

e 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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REPORT OF THE INDEPENDENT AUDITORS (Continued)
TO THE MEMBERS OF
URWEGO BANK LIMITED

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.

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS

The Law No. 27/2017, which was promulgated on 31 May 2017, requires that in carrying out our audit, we
consider and report to you on the following matters.

We confirm that: -
] We have no relationship, interests and debts in the Bank:

i 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:

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

iv) We have communicated to you through the management letter, internal control weaknesses
identified in the course of our audit including our recommendations with regard to those matters.

For Ernst & Young Rwanda Limited

Oéﬁf’l!l—zow

10 S——




URWEGO BANK LIMITED
STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED 31 DECEMBER 2017

Interest and similar income
Interest and similar expense

Net interest income

Fee and commission income
Fee and commission expense

Net fees and commission income

Net foreign exchange income

Premium income

Other operating income

Total operating income

Impairment losses on financial assets
Operating income after impairment losses
Personnel expenses

Depreciation on property and equipment
Amortisation of intangible assets

Gross claims and policyholders benefits' payable
Other operating expenses

Total operating expenses

Loss before tax

Income tax credit/ (charge)

Loss for the year

Other comprehensive income

Total comprehensive loss

Note

5(a)
5(b)

5(c)

12

11

2017 2016
Frw'000 Frw'000
3,408,014 3,284,045
(645,698) (530,375)
2,762,316 2,753,670
1,055,684 1,384,342
_ (54,707 (61,707)
1,000,977 1,322,635
218,487 147,641
15,313 31,585
864,749 1,084,841
4,861,842 5,340,372
(1,308,655) (1,065,829)
_ 3,553,187 4,274,543
(2,445,320) (2,810,523)
(299,178) (297,409)
(98,981) (97,855)

= (5,600)
(2,669,444 (2,615,729)
(5,512,923 (5,827,116)
(1,959,736) (1,552.573)
527,404 (278,433)
(1,432,332) (1,831,006)
(1,432,332) (1,831,006)




URWEGO BANK LIMITED
STATEMENT OF FINANCIAL POSITION
AS AT 31 DECEMBER 2017

ASSETS

Cash in hand

Due from the National Bank of Rwanda
Due from other banking institutions
Loans and advances to customers
Financial investments - held to maturity
Other assets

Current income tax assets
Non-current asset held for sale
Property and equipment

Intangible assets

Deferred tax assets

TOTAL ASSETS

LIABILITIES

Deposits from customers
Other payables
Borrowed funds
Deferred tax liabilities

TOTAL LIABILITIES
EQUITY

Share capital

Share (discount)/ premium
Accumulated losses

Total equity

TOTAL LIABILITIES AND EQUITY

Note

13(a)

13(b)

13(c)
14
15
16
12
17

9

10
12

18
19
20
12

21(a)
21(b)

2017 2016
Frw'000 Frw'000
543,844 861,740
331,077 885,454

4,732,345 1,963,886
10,566,418 13,514,592
2,457,058 2,392,840
920,311 822,786
213,780 182,791
47,269 28,318
972,443 1,557,517
152,533 203,763
404,414 :
21,341,492 22,413,687
15,453,114 16,077,096
1,786,747 1,734,323
872,453 1,344,493

- 122,991
18,112,314 19,278,903
8,136,777 5,089,100
(1,394,581) 126,370
(3.513,018) (2,080,686)
3,229,178 3,134,784
21,341,492 22,413,687

The financial statements were approved by the Board of Directors on 012// Q#/........ZOlB

and signed on its behalf by:

Chief Executive Officer

12

Chairperson of the Audit committee




URWEGO BANK LIMITED
STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 31 DECEMBER 2017

Share capital Accumulated Share Other Total equity
losses premium/ Reserves
(Discount)

Frw'000 Frw'000 Frw'000 Frw'000 Frw'000

As at 01 January 2016 4,504,300 (249,680) 126,341 11,423 4,392,384
Loss for the year - (1,831,006) = (1,831,006)
Transfer of convertible loan - 7 (11,423) (11,423)
Issue of shares 584,800 29 584,829
At 31 December 2016 5,089,100 (2.080,686) 126,37 3,134,784
As at 01 January 2017 5,089,100 (2,080,686) 126,370 - 3,134,784
Loss for the year (1,432,332) (1,432,332)
Issue of shares 3,047,677 - (1,520,951) - 1,526,726
At 31 December 2017 8,136,777 (3,513.018) (1,394,581) 3,229,178

13




URWEGO BANK LIMITED
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 DECEMBER 2017

Cash flows from operating activities :
Loss before tax

Adjustments for:

Amortisation of intangible assets
Depreciation on property and equipment

Note

Grant income from amortization of deferred revenue

Income from amortisation of loan processing fees

(Gains) / loss on disposal of property and equipment

Provision for impairment on assets held for sale
Finance costs
Exchange gain difference

Operating profit before changes in operating assets and liabilities

Changes in working operating assets and liabilities
Decrease/(increase) in loans and advances
Decrease/(increase) in other assets

(Decrease) / increase in deposits from customers

4

14

Decrease in Deposits from banks and other financial Institutions
(Increase)/ decrease in Financial investments - held to maturity

Increase/(decrease) in other payables (excluding deferred items)

Loan processing fees collected
Grants received

Increase in cash reserve balances with National Bank

Cash generated from operations
Taxes paid

Net cash flows from operating activities

Cash flows from investing activities

Purchase of property and equipment

Purchase of intangible assets

Non-current assets held for sale

Proceeds from sale of property and equipment

Net cash flows from / (used in) investing activities

Cash flows from financing activities:
Proceeds from long & short term borrowings
Repayment of long & short term borrowings
Interest paid

Proceeds of issuance of share capital

Net cash flows from financing activities
Net increase in cash and cash equivalents
Net foreign exchange difference

Cash and cash equivalents at 01 January

Cash and cash equivalents

20

21 (b)

13(d)

14

2017 2016
Frw'000 Frw'000
(1,959,736) (1,552,573)
28,981 97,855
299,178 297,409
(700,328) (983,450)
(320,404) =
195,631 45,175
32,100 -
126,049 142,508
(218,487) 39,754
(2,447,016) (1,913,322)
2,948,174 1,151,240
(97,527) 43,131
(623,982) 3,056,165
= (450,000)
(463,384) (1,717,948)
216,899 (160,479)
425,179 =
569,272 1,581,934
(52,892) (107,722)
474,723 1,482,999
(30,988) (23,110)
443,735 1,459,889
(67,583) (336,767)
(49,406) (20,763)

- 3,131

141,641 48,264
_24,652 (306,135)
848,450 1,099,381
(1,425,658) (1,419,289)
(104,299) (138,969)
1,526,726 584,829
845,219 125,952
1,313,606 1,279,706
236,305 (39,754)
3,251,847 2,011,895
4,801,758 3,251,847




URWEGO BANK LIMITED
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2017

1.

22

CORPORATE INFORMATION

Urwego Bank Limited (the bank) is a financial institution licensed to provide microfinance banking
services to organized groups, small and medium size enterprises and retail customers. The Bank is a
limited liability company incorporated and domiciled in Rwanda. The immediate and ultimate parent of
the Bank is Hope International, a limited liability company registered and domiciled in United States of
America.

ACCOUNTING POLICIES

Basis of preparation

The financial statements have been prepared on a historical cost basis. The financial statements are
presented in Rwandan Francs (Frw) which is the bank's functional and presentation currency and all
values are rounded to the nearest thousand (Frw'000) except where otherwise indicated.

Statement of compliance

The financial statements of the Bank have been prepared in accordance with International Financial
Reporting Standards (IFRS) as issued by the International Accounting Standards Board (IASB) and Law
No. 27/20170f 31 May 2017 relating to companies and Laws and Regulations relating to Banks.

Changes in accounting policies and disclosures

New and amended standards and interpretations
The accounting policies adopted are consistent with those of the previous financial year, except for the
following new and amended IFRS and IFRIC interpretations.

New Standards issued that were effective at the reporting date
The following standards and improvement were effective as at the reporting date but did not have an
impact on the bank.

* |AS 7 Disclosure Initiative - Amendments to IAS 7 (effective on or after 1 January 2017)
* |AS 12 Recognition of Deferred Tax Assets for Unrealised Losses - Amendments to IAS 12 (effective
on or after 1 January 2017)

AIP IFRS 12 Disclosure of Interests in Other Entities - Clarification of the scope of the disclosure
requirements in IFRS 12 (effective on or after 1 January 2017)

IAS 7 Disclosure Initiative - Amendments to IAS 7

The standard was effective for annual periods beginning on or after 1 January 2017.

Key requirements

The amendments to IAS 7 Statement of Cash Flows are part of the IASB's Disclosure Initiative and help
users of financial statements better understand changes in an entity's debt.

The amendments require entities to provide disclosures about changes in their liabilities arising from
financing activities, including both changes arising from cash flows and non-cash changes (such as
foreign exchange gains or losses).

Transition

On initial application of the amendment, entities are not required to provide comparative information
for preceding periods. Early application is permitted.

Impact
The amendments are intended to provide information to help investors better understand changes in an

entity’s debt. There was an impact on borrowings and the relevant disclosures are included in the
statement of cash flows and in note 20.

15




URWEGO BANK LIMITED
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2017

2.2

Changes in accounting policies and disclosures (continued)

IAS 12 Recognition of Deferred Tax Assets for Unrealised Losses - Amendments to IAS 12
Effective for annual periods beginning on or after 1 January 2017,

Key requirements

The IASB issued the amendments to I1AS 12 Income Taxes to clarify the accounting for deferred tax
assets for unrealised losses on debt instruments measured at fair value.

The amendments clarify that an entity needs to consider whether tax law restricts the sources of taxable
profits against which it may make deductions on the reversal of that deductible temporary difference.
Furthermore, the amendments provide guidance on how an entity should determine future taxable
profits and explain the circumstances in which taxable profit may include the recovery of some assets
for more than their carrying amount.

Transition
Entities are required to apply the amendments retrospectively.

However, on initial application of the amendments, the change in the opening equity of the earliest
comparative period may be recognised in opening retained earnings (or in another component of equity,
as appropriate), without allocating the change between opening retained earnings and other
components of equity. Entities applying this relief must disclose that fact.

Early application is permitted. If an entity applies the amendments for an earlier period, it must disclose
that fact.

Impact
The amendments are intended to remove existing divergence in practice in recognising deferred tax
assets for unrealised losses. These amendments had no impact on the Bank.

Standards issued but not yet effective

The standards and interpretations that are issued, but not yet effective, up to the date of issuance of
the Bank's financial statements are disclosed below. The Bank intends to adopt these standards, if
applicable, when they become effective.

IFRS 9 Financial Instruments (effective on or after 1 January 2018)

IFRS 15 Revenue from Contracts with Customers (effective on or after 1 January 2018)

* IFRS 16 Leases (effective on or after 1 January 2019)

e IFRS 17 Insurance Contracts (effective on or after 1 January 2021)

° IFRIC Interpretation 22 Foreign Currency Transactions and Advance Consideration (effective on or
after 1 January 2018)

*  IFRIC Interpretation 23 Uncertainty over Income Tax Treatments (effective on or after 1 January
2019)

e IFRS 2 Classification and Measurement of Share basad Payment Transactions - Amendments to IFRS
2 (effective on or after 1 January 2018)

e Applying IFRS 9 Financial Instruments with IFRS 4 Insurance Contracts - Amendments to IFRS 4
(effective on or after 1 January 2018)

e Transfers of Investment Property - Amendments to IAS 40 (effective on or after 1 January 2018)

* IFRS 10 and IAS 28 Sale or Contribution of Assets between an Investor and its Associate or Joint
Venture - Amendments to IFRS 10 and IAS 28 (effective date was deferred by the IASB, therefore
not yet determined)

e  Prepayment Features with Negative Compensation - Amendments to IFRS 9 (effective on or after 1
January 2019)

* Long-terminterests in associates and joint ventures - Amendments to IAS 28 (effective on or after 1

January 2019)
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URWEGO BANK LIMITED
NOTES TO THE FINANCIAL STATEMENTS (continued)
FOR THE YEAR ENDED 31 DECEMBER 2017

2
2.2

ACCOUNTING POLICIES (continued

Changes in accounting policies and disclosures (continued)

Below is a list of Improvements to International Financial Reporting Standards and their effective dates
and management does not expect any significant impact on these pronouncements:
e AIPIFRS 1First-time Adoption of International Financial Reporting Standards - Deletion of short- term

exemptions for first-time adopters (effective on or after 1 January 2018)

*  AIPIAS 28 Investments in Associates and Joint Ventures - Clarification that measuring investees at
fair value through profit or loss is an investment - by - investment choice (effective on or after 1
January 2018)

e IFRS 3 Business Combinations (effective on or after 1 January 2019)

e IFRS 11 Joint Arrangements (effective on or after 1 January 2019)

e |AS 12 Income Taxes (effective on or after 1 January 2019)

o IAS 23 Borrowing Costs (effective on or after 1 January 2019)

IFRS 9 Financial Instruments

In July 2014, the IASB issued the final version of IFRS 9 Financial Instruments that replaces IAS 39
Financial Instruments: Recognition and Measurement and all previous versions of IFRS 9. IFRS 9 brings
together all three aspects of the accounting for financial instruments project: classification and
measurement, impairment and hedge accounting. IFRS 9 is effective for annual periods beginning on
or after 1 January 2018, with early application permitted. Except for hedge accounting, retrospective
application is required but providing comparative information is not compulsory. For hedge accounting,
the requirements are generally applied prospectively, with some limited exceptions.

The Bank plans to adopt the new standard on the required effective date and will not restate
comparative information. During 2017, the Bank performed a detailed impact assessment of all three
aspects of IFRS 9. This assessment is based on currently available information and may be subject to
changes arising from further reasonable and supportable information being made available to the Bank
in 2018 when the Bank will adopt IFRS 9. Overall, the Bank expects no significant impact on its
statement of financial position and equity except for the effect of applying the impairment requirements
of IFRS 9. The Bank expects an increase in the loss allowance resulting in a negative impact on equity
as discussed below. Bank will implement changes in classification of certain financial instruments.

(a) Classification and measurement

The Bank does not expect a significant impact on its balance sheet or equity on applying the
classification and measurement requirements of IFRS 9. Loans as well as other receivables are held to
collect contractual cash flows and are expected to give rise to cash flows representing solely payments
of principal and interest. Thus, the Bank expects that these will continue to be measured at amortised
cost under IFRS 9. However, the Bank will analyse the contractual cash flow characteristics of those
instruments in more detail before concluding whether all those instruments meet the criteria for
amortised cost measurement under IFRS 9. The bank does not have any financial assets measured at
fair value.

(b) Impairment

IFRS 9 requires the Bank to record expected credit losses on all of its debt securities, loans and trade
receivables, either on a 12-month or lifetime basis. The Bank expects to apply the simplified approach
and record lifetime expected losses on all trade receivables. The Bank expects a significant impact on
its equity due to unsecured nature of some of its loans and receivables, but it will need to perform a
more detailed analysis which considers all reasonable and supportable information, including forward-
looking elements to determine the extent of the impact. The estimate as at 31 December 2017 under
the new IFRS 9 is disclosed in Note 7 to the financial statements.

(c) Hedge accounting

The Bank does not have any hedge relationships.
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ACCOUNTING POLICIES (continued
Changes in accounting policy and disclosures (continued)

Standards issued but not yet effective (continued)
IFRS 15 Revenue from Contracts with Customers

IFRS 15 was issued in May 2014 and amended in April 2016 and establishes a five-step model to
account for revenue arising from contracts with customers. Under IFRS 15, revenue is recognised at
an amount that reflects the consideration to which an entity expects to be entitled in exchange for
transferring goods or services to a customer. The new revenue standard will supersede all current
revenue recognition requirements under IFRS. Either a full retrospective application or a modified
retrospective application is required for annual periods beginning on or after 1 January 2018. Early
adoption is permitted. The Bank plans to adopt the new standard on the required effective date. The
Bank is considering the clarifications issued by the IASB in April 2016 and will monitar any further
developments. The bank does not expect any significant impact arising from the application of the
standard as the revenue of the Bank primarily comprises interest from loans and advances.

Amendments to IFRS 10 and IAS 28: Sale or Contribution of Assets between an Investor and its
Associate or Joint Venture

The amendments address the conflict between IFRS 10 and IAS 28 in dealing with the loss of control
of a subsidiary that is sold or contributed to an associate or joint venture. The amendments clarify
that the gain or loss resulting from the sale or contribution of assets that constitute a business, as
defined in IFRS 3, between an investor and its associate or joint venture, is recognised in full. Any
gain or loss resulting from the sale or contribution of assets that do not constitute a business,
however, is recognised only to the extent of unrelated investors' interests in the associate or joint
venture. In December 2015, the IASB has deferred the effective date of these amendments
indefinitely, but an entity that early adopts the amendments must apply them prospectively, These
amendments are not expected to have any impact on the Bank.

IFRS 2 Classification and Measurement of Share-based Payment Transactions - Amendments to IFRS 2

The IASB issued amendments to IFRS 2 Share-based Payment in relation to the classification and
measurement of share-based payment transactions. The amendments address three main areas:

* The effects of vesting conditions on the measurement of a cash-settled share-based payment
transaction

* The classification of a share-based payment transaction with net settlement features for
withholding tax obligations

e The accounting where a modification to the terms and conditions of a share-based payment
transaction changes its classification from cash-settled to equity settled.

On adoption, entities are required to apply the amendments without restating prior periods, but
retrospective application is permitted if elected for all three amendments and other criteria are met.
Early application is permitted. The amendments are intended to eliminate diversity in practice, but
are narrow in scope and address specific areas of classification and measurement. The amendments
are effective for annual periods beginning on or after 1 January 2018. These amendments are not
expected to have any impact on the Bank.
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ACCOUNTING POLICIES (continued
Changes in accounting policies and disclosures (continued)

Standards issued but not yet effective (continued)
IFRS 16 Leases

The IASB issued IFRS 16 Leases on 13 January 2016. The scope of the new standard includes leases of
all assets, with certain exceptions. A lease is defined as a contract, or part of a contract, that conveys
the right to use an asset (the underlying asset) for a period of time in exchange for consideration.

Key features

e The new standard requires lessees to account for all leases under a single on-statement of financial
position model (subject to certain exemptions) in a similar way to finance leases under IAS 17.

» Lessees recognise a liability to pay rentals with a corresponding asset, and recognise interest
expense and depreciation separately.

e The new standard includes two recognition exemptions for lessees - leases of 'low-value’ assets (e.q.,
personal computer) and short-term leases (i.e., leases with a lease term of 12 months or less).

e Reassessment of certain key considerations (e.q., lease term, variable rents based on an index or
rate, discount rate) by the lessee is required upon certain events.

e Lessor accounting is substantially the same as today's lessor accounting, using IAS 17's dual
classification approach.

The lease expense recognition pattern for lessees will generally be accelerated as compared to today.
Key statement of financial position metrics such as leverage and finance ratios, debt covenants and
statement of comprehensive income metrics, such as earnings before interest, taxes, depreciation and
amortisation (EBITDA), could be impacted. Also, the statement of cash flows for lessees could be
affected as payments for the principal portion of the lease liability will be presented within financing
activities.

The new standard is effective for annual periods beginning on or after 1 January 2019. Early application
is permitted, but not before an entity applies IFRS 15. The new standard permits a lessee to choose
either a full retrospective or a modified retrospective transition approach.

The Bank is in the process assessing the potential effect of IFRS 16. These amendments are not
expected to have any significant impact on the Bank.

IFRS 17 Insurance Contracts

The standard is effective for annual periods beginning on or after 1 January 2021.

Background

In May 2017, the IASB issued IFRS 17 Insurance Contracts (IFRS 17), a comprehensive new accounting
standard for insurance contracts covering recognition and measurement, presentation and disclosure.
Once effective, IFRS 17 will replace IFRS 4 Insurance Contracts (IFRS 4) that was issued in 2005.

Scope

IFRS 17 applies to all types of insurance contracts (i.e., life, non-life, direct insurance and re-insurance),
regardiess of the type of entities that issue them, as well as to certain guarantees and financial
instruments with discretionary participation features. A few scope exceptions will apply.

Key requirements

The overall objective of IFRS 17 is to provide an accounting model for insurance contracts that is more
useful and consistent for insurers.
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ACCOUNTING POLICIES (continued
Changes in accounting policies and disclosures (continued)

Standards issued but not yet effective (continued)
IFRS 17 Insurance Contracts (continued)

In contrast to the requirements in IFRS 4, which are largely based on grandfathering previous local
accounting policies, IFRS 17 provides a comprehensive model for insurance contracts, covering all
relevant accounting aspects. The core of IFRS 17 is the general model, supplemented by:

* A specific adaptation for contracts with direct participation features (the variable fee approach)

¢ A simplified approach (the premium allocation approach) mainly for short-duration contracts

e The main features of the new accounting model for insurance contracts are, as follows:

¢ The measurement of the present value of future cash flows, incorporating an explicit risk adjustment,
re-measured every reporting period (the fulfilment cash flows)

* A Contractual Service Margin (CSM) that is equal and opposite to any day one gain in the fulfilment
cash flows of a group of contracts, representing the unearned profit of the insurance contracts to be
recognised in profit or loss over the service period (i.e., coverage period)

» Certain changes in the expected present value of future cash flows are adjusted against the CSM and
thereby recognised in profit or loss over the remaining contractual service period

* Theeffect of changesin discount rates will be reported in either profit or loss or other comprehensive
income, determined by an accounting policy choice

e The presentation of insurance revenue and insurance service expenses in the statement of
comprehensive income based on the concept of services provided during the period

e Amounts that the policyholder will always receive, regardless of whether an insured event happens
(non-distinct investment components) are not presented in the income statement, but are
recognised directly on the balance sheet

¢ Insurance services results (earned revenue less incurred claims) are presented separately from the
insurance finance income or expense

» Extensive disclosures to provide information on the recognised amounts from insurance contracts
and the nature and extent of risks arising from these contracts

Transition

IFRS 17 is effective for reporting periods starting on or after 1 January 2021, with comparative figures
required. Early application is permitted, provided the entity also applies IFRS 9 and IFRS 15 on or before
the date it first applies IFRS 17. The Board decided on a retrospective approach for estimating the CSM
on the transition date. However, if full retrospective application, as defined by IAS 8 for a group of
insurance contracts, is impracticable, an entity is required to choose one of the following two
alternatives:

e Modified retrospective approach - based on reasonable and supportable information available
without undue cost and effort to the entity, certain modifications are applied to the extent full
retrospective application is not possible, but still with the objective to achieve the closest possible
outcome to retrospective application

e Fair value approach - the CSM is determined as the positive difference between the fair value
determined in accordance with IFRS 13 Fair Value Measurement and the fulfilment cash flows (any
negative difference would be recognised in retained earnings at the transition date)

» Both the modified retrospective approach and the fair value approach provide transitional reliefs for
determining the grouping of contracts. If an entity cannot obtain reasonable and supportable
information necessary to apply the modified retrospective approach, it is required to apply the fair
value approach.
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ACCOUNTING POLICIES (continued
Changes in accounting policies and disclosures (continued)

Standards issued but not yet effective (continued)
IFRS 17 Insurance Contracts (continued)

Impact

IFRS 17, together with IFRS 9, will result in a profound change to the accounting in IFRS financial
statements for insurance companies. This will have a significant impact on data, systems and processes
used to produce information for financial reporting purposes. The new model is likely to have a
significant impact on the profit and total equity of some insurance entities, resulting in increased
volatility compared to today's models. Key performance indicators will also likely be affected. These
amendments are not expected to have any significant impact on the Bank.

Prepayment Features with Negative Compensation - Amendments to IFRS 9
Effective for annual periods beginning on or after 1 January 2019.

Key requirements

Under IFRS 9, a debt instrument can be measured at amortised cost or at fair value through other
comprehensive income, provided that the contractual cash flows are ‘solely payments of principal and
interest on the principal amount outstanding’ (the SPPI criterion) and the instrument is held within the
appropriate business model for that classification. The amendments to IFRS 9 clarify that a financial
asset passes the SPPI criterion regardless of the event or circumstance that causes the early termination
of the contract and irrespective of which party pays or receives reasonable compensation for the early
termination of the contract. The basis for conclusions to the amendments clarified that the early
termination can result from a contractual term or from an event outside the control of the parties to the
contract, such as a change in law or regulation leading to the early termination of the contract.

Transition
The amendments must be applied retrospectively; earlier application is permitted. The amendment
provides specific transition provisions if it is only applied in 2019 rather than in 2018 with the remainder
of IFRS 9.

Impact

The amendments are intended to apply where the prepayment amount approximates to unpaid amounts
of principal and interest plus or minus an amount that reflects the change in a benchmark interest rate.
This implies that prepayments at current fair value or at an amount that includes the fair value of the
cost to terminate an associated hedging instrument, will normally satisfy the SPPI criterion only if other
elements of the change in fair value, such as the effects of credit risk or liquidity, are small. Most likely,
the costs to terminate a ‘plain vanilla’ interest rate swap that is collateralised, so as to minimise the
credit risks for the parties to the swap, will meet this requirement.

Modification or exchange of a financial liability that does not result in derecognition

In the basis for conclusions to the amendments, the IASB also clarified that the requirements in IFRS 9
for adjusting the amortised cost of a financial liability, when a modification (or exchange) does not result
in derecognition, are consistent with those applied to the modification of a financial asset that does not
result in derecognition. This means that the gain or loss arising on modification of a financial liability
that does not result in derecognition, calculated by discounting the change in contractual cash flows at
the original effective interest rate, is immediately recognised in profit or loss. The IASB made this
comment in the basis for conclusions to the amendments as it believes that the existing requirements
in IFRS 9 provided an adequate basis for entities to account for modifications and exchanges of financial
liabilities and that no formal amendment to IFRS 9 was needed in respect of this issue.
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ACCOUNTING POLICIES (continued
Changes in accounting policies and disclosures (continued)

Standards issued but not yet effective (continued)
Prepayment Features with Negative Compensation - Amendments to IFRS 9 (continued)

Impact

The IASB stated specifically that this clarification relates to the application of IFRS 9. As such, it would
appear that this clarification does not need to be applied to the accounting for modification of liabilities
under IAS 39 Financial Instruments: Recognition and Measurement. Any entities that have not applied
this accounting under IAS 39 are therefore likely to have a change of accounting on transition. As there
is no specific relief, this change needs to be made retrospectively. These amendments are not expected
to have any significant impact on the Bank.

Amendments to IAS 40- Transfers of Investment Property

The amendments clarify when an entity should transfer property, including property under
construction or development into, or out of investment property. The amendments state that a
change in use occurs when the property meets, or ceases to meet, the definition of investment
property and there is evidence of the change in use. A mere change in management's intentions for
the use of a property does not provide evidence of a change in use.

Entities should apply the amendments prospectively to changes in use that occur on or after the
beginning of the annual reporting period in which the entity first applies the amendments. An entity
should reassess the classification of property held at that date and, if applicable, reclassify property
to reflect the conditions that exist at that date. Retrospective application in accordance with IAS 8 is
only permitted if that is possible without the use of hindsight. Early application of the amendments is
permitted and must be disclosed. The amendments are effective for annual periods beginning on or
after 1 January 2018, These amendments are not expected to have any impact on the Bank.

IFRIC Interpretation 22 Foreign Currency Transactions and Advance Consideration

The interpretation clarifies that in determining the spot exchange rate to use on initial recognition of
the related asset, expense or income (or part of it) on the derecognition of a nen-monetary asset or
non-monetary liability relating to advance consideration, the date of the transaction is the date on
which an entity initially recognises the nonmonetary asset or non-monetary liability arising from the
advance consideration. If there are multiple payments or receipts in advance, then the entity must
determine a date of the transactions for each payment or receipt of advance consideration.

Entities may apply the amendments on a fully retrospective basis. Alternatively, an entity may apply
the interpretation prospectively to all assets, expenses and income in its scope that are initially
recognised on or after:

(i) The beginning of the reporting period in which the entity first applies the interpretation

Or

(i) The beginning of a prior reporting period presented as comparative information in the financial
statements of the reporting period in which the entity first applies the interpretation.

Early application of interpretation is permitted and must be disclosed. First-time adopters of IFRS are
also permitted to apply the interpretation prospectively to all assets, expenses and income initially
recognised on or after the date of transition to IFRS. The standard is effective for annual periods
beginning on or after 1 January 2018, These amendments are not expected to have any significant
impact on the Bank,
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ACCOUNTING POLICIES (continued)
Changes in accounting policy and disclosures (continued)

Standards issued but not yet effective (continued)

IFRIC Interpretation 23 Uncertainty over Income Tax Treatments
The standard is effective for annual periods beginning on or after 1 January 2019.

In June 2017, the IASB issued IFRIC Interpretation 23 Uncertainty over Income Tax Treatments which
clarifies application of the recognition and measurement requirements in IAS 12 Income Taxes when
there is uncertainty over income tax treatments.

Scope

The interpretation addresses the accounting for income taxes when tax treatments involve
uncertainty that affects the application of IAS 12. The interpretation does not apply to taxes or levies
outside the scope of 1AS 12, nor does it specifically include requirements relating to interest and
penalties associated with uncertain tax treatments.

Key requirements
The interpretation specifically addresses the following:
e Whether an entity considers uncertain tax treatments separately
* The assumptions an entity makes about the examination of tax treatments by taxation
authorities
* How an entity determines taxable profit (tax loss), tax bases, unused tax losses, unused tax
credits and tax rates
e How an entity considers changes in facts and circumstances. An entity has to determine
whether to consider each uncertain tax treatment separately or together with one or more

other uncertain tax treatments. The approach that better predicts the resolution of the
uncertainty should be followed.

Effective date and transition

The interpretation is effective for annual reporting periods beginning on or after 1 January 2019, but
certain transition reliefs are available.

Impact

Applying the interpretation could be challenging for entities, particularly those that operate in more
complex multinational tax environments. Entities may also need to evaluate whether they have
established appropriate processes and procedures to obtain information on a timely basis that is
necessary to apply the requirements in the interpretation and make the required disclosures. These
amendments are not expected to have any significant impact on the Bank.

Applying IFRS 9 Financial Instruments with [FRS 4 Insurance Contracts - Amendments to
IFRS 4

The amendments address concerns arising from implementing the new financial instruments
Standard, IFRS 9, before implementing the new insurance contracts standard that the Board is
developing to replace IFRS 4. The amendments introduce two options for entities issuing insurance
contracts: a temporary exemption from applying IFRS 9 and an overlay approach.

Temporary exemption from IFRS 9
The optional temporary exemption from IFRS 9 is available to entities whose activities are
predominantly connected with insurance. The temporary exemption permits such entities to
continue to apply IAS 39 Financial Instruments: Recognition and Measurement while they defer the
application of IFRS 9 until 1 January 2021 at the latest. Predominance must be initially assessed at
the annual reporting date that immediately precedes 1 April 2016 and before IFRS 9 is
implemented. Also the evaluation of predominance can only be reassessed in rare cases. Entities
applying the temporary exemption will be required to make additional disclosures.
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ACCOUNTING POLICIES (continued)
Changes in accounting policy and disclosures (continued)

Standards issued but not yet effective (continued)

Applying IFRS 9 Financial Instruments with IFRS 4 Insurance Contracts - Amendments to
IFRS 4 (continued)

The overlay approach

The overlay approach is an option for entities that adopt IFRS 9 and issue insurance contracts, to
adjust profit or loss for eligible financial assets; effectively resulting in IAS 39 accounting for those
designated financial assets. The adjustment eliminates accounting volatility that may arise from
applying IFRS 9 without the new insurance contracts standard. Under this approach, an entity is
permitted to reclassify amounts between profit or loss and other comprehensive income (OCl) for
designated financial assets. An entity must present a separate line item for the amount of the overlay
adjustment in profit or loss, as well as a separate line item for the corresponding adjustment in OCI.

The temporary exemption is first applied for reporting periods beginning on or after 1 January 2018,
An entity may elect the overlay approach when it first applies IFRS 9 and apply that approach
retrospectively to financial assets designated on transition to IFRS 9. The entity restates comparative
information reflecting the overlay approach if, and only if, the entity restates comparative information
when applying IFRS 9. These amendments do not have any impact as the bank does not have
insurance contracts.

Annual improvements to 2015-2017 cycle (issued in December 2017)
IFRS 3 Business Combinations
Previously held Interests in a joint operation

The amendments clarify that, when an entity obtains control of a business that is a joint operation, it
applies the requirements for a business combination achieved in stages, including remeasuring
previously held interests in the assets and liabilities of the joint operation at fair value.

In doing so, the acquirer remeasures its entire previously held interest in the joint operation. An entity
applies those amendments to business combinations for which the acquisition date is on or after the
beginning of the first annual reporting period beginning on or after 1 January 2019. Earlier
application is permitted. These amendments are not expected to have any significant impact on the
Bank.

IFRS 11 Joint Arrangements
Previously held Interests in a joint operation

e A party that participates in, but does not have joint control of, a joint operation might obtain
joint control of the joint operation in which the activity of the joint operation constitutes a
business as defined in IFRS 3. The amendments clarify that the previously held interests in
that joint operation are not remeasured.

* An entity applies those amendments to transactions in which it obtains joint control on or
after the beginning of the first annual reporting period beginning on or after 1 January 2019.
Earlier application is permitted.

These amendments are not expected to have any significant impact on the Bank.

24

c9 |

5L/¢5¢4‘/;




URWEGO BANK LIMITED
NOTES TO THE FINANCIAL STATEMENTS (continued)
FOR THE YEAR ENDED 31 DECEMBER 2017

2
2.2

ACCOUNTING POLICIES (continued)

Changes in accounting policy and disclosures (continued)

Standards issued but not yet effective (continued)

Annual improvements to 2015-2017 cycle (issued in December 2017) (continued)

IAS 12 Income Taxes
Income tax consequences of payments on financial instruments classified as equity

The amendments clarify that the income tax consequences of dividends are linked more
directly to past transactions or events that generated distributable profits than to
distributions to owners. Therefore, an entity recognises the income tax consequences of
dividends in profit or loss, other comprehensive income or equity according to where the
entity originally recognised those past transactions or events.

An entity applies those amendments for annual reporting periods beginning on or after 1
January 2019. Earlier application is permitted. When an entity first applies those
amendments, it applies them to the income tax consequences of dividends recognised on or
after the beginning of the earliest comparative period.

These amendments are not expected to have any significant impact on the Bank.

IAS 23 Borrowing Costs

Borrowing costs eligible for capitalisation:

The amendments clarify that an entity treats as part of general borrowings any borrowing
originally made to develop a qualifying asset when substantially all of the activities necessary
to prepare that asset for its intended use or sale are complete.

An entity applies those amendments to borrowing costs incurred on or after the beginning of
the annual reporting period in which the entity first applies those amendments.

An entity applies those amendments for annual reporting periods beginning on or after 1
January 2019. Earlier application is permitted.

These amendments are not expected to have any significant impact on the Bank.

IAS 28 Investments in Associates and Joint Ventures

The amendments clarify that:

An entity that is a venture capital organisation, or other qualifying entity, may elect, at initial
recognition on an investment-by-investment basis, to measure its investments in associates
and joint ventures at fair value through profit or loss.

If an entity that is not itself an investment entity has an interest in an associate or joint
venture that is an investment entity, the entity may, when applying the equity method, elect
to retain the fair value measurement applied by that investment entity associate or joint
venture to the investment entity associate's or joint venture’s interests in subsidiaries. This
election is made separately for each investment entity associate or joint venture, at the later
of the date on which (a) the investment entity associate or joint venture is initially recognised:;
(b) the associate or joint venture becomes an investment entity; and (c) the investment entity
associate or joint venture first becomes a parent. The amendments should be applied
retrospectively and were effective from 1 January 2018, with earlier application permitted.
If an entity applies those amendments for an earlier period, it must disclose that fact. The
amendments are not applicable to the bank.
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ACCOUNTING POLICIES (continued)

Changes in accounting policies and disclosures (continued)

The accounting policies adopted are consistent with those of the previous financial year, except for the
following new and amended IFRS and IFRIC interpretations.

ACCOUNTING POLICIES (continued

Summary of Significant Accounting Policies

Significant accounting judgments, estimates and assumptions

In the process of applying the Bank's accounting policies, management has exercised judgment and used
estimates in determining the amounts recognised in the financial statements. The most significant
judgments and estimates used are as follows:

Going concern

The Bank's management has made an assessment of the Bank's ability to continue as a going concern
and is satisfied that the Bank has the resources to continue in business for the foreseeable future.
Furthermore, the management is not aware of any material uncertainties that may cast significant doubt
on the Bank's ability to continue as a going concern. Therefore, the financial statements continue to be
prepared on the going concern basis.

Fair value of financial instruments

Where the fair values of financial assets and financial liabilities recorded on the statement of financial
position cannot be derived from active markets, they are determined using a variety of valuation
techniques that include the use of mathematical models. The inputs to these models are derived from
observable market data where possible, but where observable market data are not available, judgment
is required to establish fair values. The judgments include considerations of liquidity and model inputs
such as volatility for longer dated derivatives and discount rates, prepayment rates and default rate
assumptions for asset backed securities. The Bank does not have financial assets that are held at fair
value.

Impairment losses on loans and advances

The Bank reviews its individually significant loans and advances at each reporting date to assess whether
an impairment loss should be recorded in profit or loss. In particular, judgment by management is
required in the estimation of the amount and timing of future cash flows when determining the
impairment loss. In estimating these cash flows, the Bank makes judgments about the borrower's
financial situation and the net realisable value of collateral. These estimates are based on assumptions
about a number of factors and actual results may differ, resulting in future changes to the allowance.

Loans and advances that have been assessed individually and found not to be impaired and all
individually insignificant loans and advances are then assessed collectively, in groups of assets with
similar risk characteristics, to determine whether provision should be made due to incurred loss events
for which there is objective evidence but whose effects are not yet evident. The collective assessment
takes account of data from the loan portfolio (such as credit quality, levels of arrears, credit utilisation,
loan to collateral ratios etc.), concentrations of risks and economic data (including levels of
unemployment, real estate price indices, country risk and the performance of other competitor Banks).
Refer to Note 14.

In addition to the measurement of impairment losses on loans and advances in accordance with
International Financial Reporting Standards as set out above, the Bank is also required by the National
Bank of Rwanda (NBR) Instruction No. 12/2017 of 23/11/2017 to estimate losses on loans and
advances. Where provisions determined using IFRS are lower than provisions determined using this
regulation, the difference shall be treated as an appropriation from retained earnings and accumulated
in a non-distributable reserve. Where provisions determined under IFRS are higher than those
determined using this regulation, they will be considered to be adequate for the purpose of the
regulation. A specific provision for those loans and advances considered to be non-performing based on
criteria and classification of such loans and advances is established by the National Bank of Rwanda.
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ACCOUNTING POLICIES (continued

2.3 Summary of Significant Accounting Policies
The Bank is required to make provisions for impairment in accordance with the National Bank of Rwanda
Instruction No. 12/2017 of 23/11/2017 as follows:

Class Minimum provisions required

Normal (between 0-30 days) 1%
Watch list (between 31- 90 days) ‘ 3%
Substandard (between 91-180 days) 20%
Doubtful (between 181-360 days) 50%
Loss (over 360 days) 100%

The bank has its rates which culminate in higher provisioning than the aforementioned BNR
recommended rates. The bank applied the following provision in the period ended 315t December 2017.

Asset Category ) Spec|f|cProV|5|on et P el | General provision
Secured Unsecured | Agriculture | Group

_____ Individual Individual
Category 1a- Current 0% o O% 1 0% 0 0% 1%
Category 1b- 1-29 0% 0% 0% 0% 1% |
Category 2a - 30-59 0% 5% i 5% 5% 1%

_Category 2b - 60-89 0% 10% 10% ~10% 1%

_Category 3a-90-119 ~ 20% . 25% 25% | 25% | 1%
Category 3b - 120-149 20% i 50% L 50% | 50% 1%
Category 3c-150-179 |  20% | 50% | 50% | 50% 1%
Category 4a - 180-209 50% 100% | 100% | 100% o 1%
Category 4b-210-239 50% 100 1. 100% | 100% _ 1%
Category 4c - 240-269 50% . 100% i 100% | 100% ‘ 1% |
Category 4d - 270-299 50% . 100% . 100% | 100% : 1%
Category 4e - 300-329 50% 100% 1 100% | 100% 1%
Category 4f - 330-359 100%  100% | 100% 1 100% 1%
Category 5a - 360+ 100% 100% 100% 100% 1%

In addition to the arrears period, banks must follow subjective criteria in arriving at the classification
attributable to the assets.

Deferred tax assets

Deferred tax assets are recognised in respect of tax losses to the extent that it is probable that taxable
profit will be available against which the losses can be utilised. Judgment is required to determine the
amount of deferred tax assets that can be recognised, based upon the likely timing and level of future
taxable profits, together with future tax planning strategies. The movements in the deferred tax account
are disclosed in note 12.

Interest income

For all financial instruments measured at amortised cost and interest-bearing financial assets classified
as AFS, interest income is recorded using the effective interest (EIR) method. The EIR is the rate that
exactly discounts the estimated future cash receipts over the expected life of the financial instrument
or a shorter period, where appropriate, to the net carrying amount of the financial asset. Interest income
is included in finance income in profit or loss. The estimation arises from the determination of the
appropriate discount rate and this is significant because most of the income of the Bank is in the form
of interest. Refer to note 24 (d).
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ACCOUNTING POLICIES (continued)

Summary of Significant Accounting Policies (continued)

Provisions

Provisions are recognised when the Bank has a present obligation (legal or constructive) as a result of
a past event, it is probable that an outflow of resources embodying economic benefits will be required
to settle the obligation and a reliable estimate can be made of the amount of the obligation. When the
Bank expects some or all of a provision to be reimbursed, for example, under an insurance contract, the
reimbursement is recognised as a separate asset, but only when the reimbursement is virtually certain.
The expense relating to a provision is presented in profit or loss net of any reimbursement. Refer to
note 23.

Financial instruments - initial recognition and subsequent measurement

Financial assets

Initial recognition and measurement

Financial assets are classified, at initial recognition, as financial assets at fair value through profit or
loss, loans and receivables, held-to-maturity investments, AFS financial assets, or as derivatives
designated as hedging instruments in an effective hedge, as appropriate. All financial assets are
recognised initially at fair value plus, in the case of financial assets not recorded at fair value through
profit or loss, transaction costs that are attributable to the acquisition of the financial asset.
Purchases or sales of financial assets that require delivery of assets within a time frame established
by regulation or convention in the market place (regular way trades) are recognised on the trade date,
i.e., the date that the Bank commits to purchase or sell the asset.

Subsequent measurement
For purposes of subsequent measurement, all the bank’s financial assets are classified as loans and
receivables and held to maturity investments

Loans and receivables

This category is the most relevant to the Bank. Loans and receivables are non-derivative financial assets
with fixed or determinable payments that are not quoted in an active market. After initial measurement,
such financial assets are subsequently measured at amortised cost using the effective interest method,
less impairment. Amortised cost is calculated by taking into account any discount or premium on
acquisition and fees or costs that are an integral part of the Effective Interest rate (EIR). The EIR
amortisation is included in interest income in profit or loss. The losses arising from impairment are
recognised in profit or loss and presented as a line item in the statement of comprehensive income. The
loans and receivables include cash balances with the National Bank and due from other banking
institutions, loans and advances to customers and other assets.

Held-to-maturity financial investments

Held-to-maturity financial investments are non-derivative financial assets with fixed or determinable
payments and fixed maturities, which the Bank has the intention and ability to hold to maturity. After
initial measurement, held-to-maturity financial investments are subsequently measured at amortised
cost using the effective interest method (‘EIR"), less impairment. Amortised cost is calculated by taking
into account any discount or premium on acquisition and fees that are an integral part of the EIR. The
amortisation is included in ‘Interest and similar income’ in profit or loss. The losses arising from
impairment of such investments are recognised in profit or loss line ‘Impairment loss on financial assets’.

The Held-to-maturity financial investments are comprised of treasury bills and treasury bonds. If the
Bank were to sell or reclassify more than an insignificant amount of held-to-maturity investments before
maturity (other than in certain specific circumstances), the entire category would be tainted and would
have to be reclassified as available-for-sale. Furthermore, the Bank would be prohibited from classifying
any financial asset as held to maturity during the following two years.

28 i L=ERT

Y v




URWEGO BANK LIMITED
NOTES TO THE FINANCIAL STATEMENTS (continued)
FOR THE YEAR ENDED 31 DECEMBER 2017

(b)

ACCOUNTING POLICIES (continued)

Summary of Significant Accounting Policies (continued)

Financial instruments - initial recognition and subsequent measurement (continued)

Derecognition

A financial asset (or, where applicable a part of a financial asset or part of a group of similar financial
assets) is derecognised when;
*  Therights to receive cash flows from the asset have expired:; or
e The Bank has transferred its rights to receive cash flows from the asset or has assumed an
obligation to pay the received cash flows in full without material delay to a third party under a
‘pass-through’ arrangement; and either:
o The Bank has transferred substantially all the risks and rewards of the asset, or
o The Bank has neither transferred nor retained substantially all the risks and rewards of the
asset, but has transferred control of the asset.

When the Bank has transferred its rights to receive cash flows from an asset or has entered into a
pass-through arrangement, and has neither transferred nor retained substantially all the risks and
rewards of the asset nor transferred control of the asset, the asset is recognised to the extent of the
Bank's continuing involvement in the asset. In that case, the Bank also recognises an associated
liability. The transferred asset and the associated liability are measured on a basis that reflects the
rights and obligations that the Bank has retained.

Continuing involvement that takes the form of a guarantee over the transferred asset is measured
at the lower of the original carrying amount of the asset and the maximum amount of consideration
that the Bank could be required to repay.

Financial liabilities
Initial recognition and measurement

Financial liabilities are classified, at initial recognition, as financial liabilities at fair value through
profit or loss, loans and borrowings, payables, or as derivatives designated as hedging instruments
in an effective hedge, as appropriate.

All financial liabilities are recognised initially at fair value and, in the case of loans and borrowings
and payables, net of directly attributable transaction costs.

The Bank's financial liabilities include customer deposits, other payables, loans and borrowings and
financial guarantee contracts.

Financial liabilities

Subsequent measurement

(D Deposits from customers and other payables

After initial measurement, term deposits and savings deposits, and other payables are subsequently
measured at amortised cost using the EIR. Amortised cost is calculated by taking into account any
discount or premium on the issue and costs that are an integral part of the EIR. The EIR amortisation
is included as interest and similar expense in profit or loss.
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ACCOUNTING POLICIES (continued)

Summary of Significant Accounting Policies (continued)

(i)  Borrowings

After initial recognition, borrowings are subsequently measured at amortised cost using the EIR
method. Gains and losses are recognised in profit or loss when the liabilities are derecognised as well
as through the EIR amortisation process.

Amortised cost is calculated by taking into account any discount or premium on acquisition and fees
or costs that are an integral part of the EIR. The EIR amortisation is included as finance costs in profit
or loss.

Derecognition

A financial liability is derecognised when the obligation under the liability is discharged or cancelled
or expires.

A financial liability is derecognised when the obligation under the liability is discharged or cancelled
or expires. When an existing financial liability is replaced by another from the same lender on
substantially different terms, or the terms of an existing liability are substantially modified, such an
exchange or modification is treated as the derecognition of the original liability and the recognition
of a new liability. The difference in the respective carrying amounts is recognised in profit or loss.

Offsetting financial instruments

Financial assets and financial liabilities are offset and the net amount reported in the statement of
financial position if, and only if, there is a currently enforceable legal right to offset the recognised
amounts and there is an intention to settle on a net basis, or to realise the asset and settle the liability
simultaneously.

Determination of fair value

The fair value for financial instruments traded in active markets at the reporting date is based on
their quoted market price or dealer price quotations (bid price for long positions and ask price for
short positions), without any deduction for transaction costs. For all other financial instruments not
traded in an active market, the fair value is determined by using appropriate valuation technigues.
Valuation techniques include the discounted cash flow method, comparison with similar instruments
for which market observable prices exist, options pricing models, credit models and other relevant
valuation models. Certain financial instruments are recorded at fair value using valuation techniques
in which current market transactions or observable market data are not available. Their fair value is
determined using a valuation model that has been tested against prices or inputs to actual market
transactions and using the Bank’s best estimate of the most appropriate model assumptions. Models
are adjusted to reflect the spread for bid and ask prices to reflect costs to close out positions, credit
and debit valuation adjustments, liguidity spread and limitations in the models. Also, profit or [oss
calculated when such financial instruments are first recorded (Day 1 profit or loss) is deferred and
recognised only when the inputs become observable or on derecognition of the instrument. An
analysis of fair values of financial instruments and further details as to how they are measured are
provided in Note 24 (g).

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

Level 3 = Valuation techniques for which the lowest level input that is significant to the fair value
measurement is unobservable
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ACCOUNTING POLICIES (continued)

Summary of Significant Accounting Policies (continued)

Determination of fair value

For assets and liabilities that are recognised in the financial statements on a recurring basis, the Bank
determines whether transfers have occurred between Levels in the hierarchy by re-assessing
categorisation (based on the lowest level input that is significant to the fair value measurement as a
whole) at the end of each reporting period.

Impairment of financial assets

The Bank assesses at each reporting date whether there is any objective evidence that a financial
asset or a group of financial assets is impaired. A financial asset or a group of financial assets is
deemed to be impaired if, and only if, there is objective evidence of impairment as a result of one or
more events that has occurred after the initial recognition of the asset (an incurred ‘loss event”) and
that loss event (or events) has an impact on the estimated future cash flows of the financial asset or
the group of financial assets that can be reliably estimated.

Evidence of impairment may include indications that the borrower or a group of borrowers are
experiencing significant financial difficulty, the probability that they will enter bankruptcy or other
financial reorganisation, default or delinquency in interest or principal payments and where
observable data indicates that there is a measurable decrease in the estimated future cash flows,
such as changes in arrears or economic conditions that correlate with defaults.

Financial assets carried at amortised cost

For financial assets carried at amortised cost (such as placements and balances with other banking
institutions, loans and advances to customers as well as treasury bills), the Bank first assesses
individually whether objective evidence of impairment exists individually for financial assets that are
individually significant, or collectively for financial assets that are not individually significant.

If the Bank determines that no objective evidence of impairment exists for an individually assessed
financial asset, it includes the asset in a group of financial assets with similar credit risk
characteristics and collectively assesses them for impairment. Assets that are individually assessed
for impairment and for which an impairment loss is, or continues to be, recognised are not included
in a collective assessment of impairment.

If there is objective evidence that an impairment loss has been incurred, the amount of the loss is
measured as the difference between the asset’s carrying amount and the present value of estimated
future cash flows (excluding future expected credit losses that have not yet been incurred). The
present value of the estimated future cash flows is discounted at the financial asset's original EIR. If

aloan has a variable interest rate, the discount rate for measuring any impairment loss is the current
EIR.

The carrying amount of the asset is reduced through the use of an allowance account and the amount
of the loss is recognised in profit or loss.

Interest income continues to be accrued on the reduced carrying amount and is accrued using the
rate of interest used to discount the future cash flows for the purpose of measuring the impairment
loss. The interest income is recorded as part of ‘Interest income'. Loans, together with the associated
allowance, are written off when there is no realistic prospect of future recovery and all collateral has
been realised or has been transferred to the Bank. Interest income on impaired financial assets

accrued in accordance with IAS 39 is included in the disclosure under note 3 to the financial
statements.
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ACCOUNTING POLICIES (continued)

Summary of Significant Accounting Policies (continued)
Impairment of financial assets (continued)

Financial assets carried at amortised cost (continued)

If, in a subsequent year, the amount of the estimated impairment loss increases or decreases
because of an event occurring after the impairment was recognised, the previously recognised
impairment loss is increased or reduced by adjusting the allowance account. If a future write-off is
later recovered, the recovery is credited to the 'Impairment loss on financial assets',

For the purpose of a collective evaluation of impairment, financial assets are grouped on the basis
of the Bank's internal credit grading system, that considers credit risk characteristics such as asset
type, industry, geographical location, collateral type, past-due status and other relevant factors.

Future cash flows on a group of financial assets that are collectively evaluated for impairment are
estimated on the basis of historical loss experience for assets with credit risk characteristics similar
to those in the group. Historical loss experience is adjusted on the basis of current observable data
to reflect the effects of current conditions on which the historical loss experience is based and to
remove the effects of conditions in the historical period that do not exist currently. Estimates of
changes in future cash flows reflect, and are directionally consistent with, changes in related
observable data from year to year (such as changes in unemployment rates, property prices,
commodity prices, payment status, or other factors that are indicative of incurred losses in the group
and their magnitude). The methodology and assumptions used for estimating future cash flows are
reviewed regularly to reduce any differences between loss estimates and actual loss experience. See
Note 7 for an analysis of impairment allowance on loans and advances.

Renegotiated loans

Where possible, the Bank seeks to restructure loans rather than to take possession of collateral. This
may involve extending the payment arrangements and the agreement of new loan conditions. Once
the terms have been renegotiated any impairment is measured using the original EIR as calculated
before the modification of terms and the loan is no longer considered past due.

The difference between the old carrying amount and the new carrying amount arising from
impairment losses initially recognised is reversed. Management continuously reviews renegotiated
loans to ensure that all criteria are met and that future payments are likely to occur. The loans
continue to be subject to an individual or collective impairment assessment, calculated using the
loan’s original EIR.

Leasing
The determination of whether an arrangement is, or contains, a lease is based on the substance of

the arrangement and requires an assessment of whether the fulfilment of the arrangement is

dependent on the use of a specific asset or assets and the arrangement conveys a right to use the
asset.
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ACCOUNTING POLICIES (continued)

Summary of Significant Accounting Policies (continued)

Leasing (continued)

Bank as a lessee

Leases which do not transfer to the Bank substantially all the risks and benefits incidental to
ownership of the leased items are operating leases. Operating lease payments are recognised as an
expense in profit or loss on a straight line basis over the lease term. Contingent rental payable are
recognised as an expense in the period in which they are incurred.

Recognition of income and expenses

Revenue is recognised to the extent that it is probable that the economic benefits will flow to the
Bank and the revenue can be reliably measured. The following specific recognition criteria must also
be met before revenue is recognised.

@

(D)

Interest income and expense

For all financial instruments measured at amortised cost and financial assets classified as
available for sale, interest income or expense is recognised in profit or loss using the EIR, which
is the rate that exactly discounts estimated future cash payments or receipts through the
expected life of the financial instrument or a shorter period, where appropriate, to the net
carrying amount of the financial asset or financial liability. The calculation takes into account all
contractual terms of the financial instrument (for example, prepayment options) and includes
any fees or incremental costs that are directly attributable to the instrument and are an integral
part of the EIR, but not future credit losses.

The carrying amount of a financial asset or financial liability is adjusted if the Bank revises its
estimates of payments or receipts. The adjusted carrying amount is calculated based on the
original EIR and the change in carrying amount is recorded as "Other income’.

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

Fees and commission income

The Bank earns fees and commission income from a diverse range of services it provides to its
customers. Fee income can be divided into the following two categories:

° Fee income earned from services that are provided over a certain period of time

Fees earned for the provision of services over a period of time are accrued over that
period. These fees include commission income and asset management, custody and other
management and advisory fees. Loan commitment fees for loans that are likely to be
drawn down and other credit related fees are deferred (together with any incremental
costs) and recognised as an adjustment to the EIR on the loan. When it is unlikely that a
loan will be drawn down, the loan commitment fees are recognised over the commitment
period on a straight line basis.

Other operating income

Other operating income comprises results arising from trading activities, including interest income
or expense, as well as gains on sale of property and equipment.
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ACCOUNTING POLICIES (continued)

Summary of Significant Accounting Policies (continued)
Insurance contracts
The bank provides credit protection cover to its loan customers.
Premium income

Urwego Bank Limited collects premium income from group loans on behalf of local insurance
company called SORAS. As per the agreement entered into, 25% of the collections are retained by
the bank whereas the 75% are remitted to SORAS. Premium income for the period is disclosed
under Note 5 (¢).

Operating expenses

Operating expenses include staff costs, office expenses, travel expenses, professional charges,
audit fees, depreciation, amortisation, postage and communication, training expenses and other
operating expenses. General operating expenses incurred in the current year are recognised in
profit or loss. Any payment in excess of the expenses incurred during the year is recorded in the
statement of financial position under prepayments. Expenses incurred but not paid for in the
current year are accrued for in the current year.

Cash and cash equivalents

Cash and cash equivalents comprise cash on hand, current accounts with National Bank of Rwanda,
and amounts due from banks and government securities (treasury bills) with an original maturity
of three months or less.

For the purpose of the statement of cash flows, cash and cash equivalents consist of cash and cash
equivalents as defined above, net of outstanding restricted balances with National Bank of Rwanda.

Property and equipment

All property, plant and equipment are stated at historical cost less accumulated depreciation and
accumulated impairment losses. Historical cost includes expenditure that is directly attributable to
the acquisition of the items. Subsequent costs are included in the asset's carrying amount or
recognised as a separate asset, as appropriate, only when it is probable that future economic
benefits associated with the item will flow to the Bank and the cost of the item can be measured
reliably. All other repairs and maintenance are charged to profit or loss during the financial period
in which they are incurred. The Bank assesses at each reporting date whether there is any indication
that any item of property and equipment is impaired. If any such indication exists, the Bank
estimates the recoverable amount of the relevant assets. An impairment loss is recognised for the
amount by which the asset's carrying amount exceeds its recoverable amount.

The recoverable amount is the higher of an asset's fair value less costs of disposal and value in use.

For the purposes of assessing impairment, assets are grouped at the [owest levels for which there
are separatel