A.F.FERGUSON & CO.

A.F. Ferguson & Co.
Chartered Accountants
a member firm of
IC EMT RI_IO U PE RS @ Pricewaterhousecoopers
E S House No. 1916, Street No. 1

Behind Cinema Barigot
MNahar-e-darsan
Karte-4, Kabul, Afghanistan
Telephones : +93-779-315320

: +93-799-315320

: 492-51-2870045 to 48
Facsimile : +92-51-2277924
E-mail : ferguson@nayatel.pk

A member firm of

INDEPENDENT AUDITORS' REPORT TO THE SHAREHOLDERS

We have audited the accompanying financial statements of Afghanistan International Bank (the Bank),
which comprise the statement of financial position as at December 31, 2010, and the statement of
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 notes.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with International Financial Reporting Standards. This responsibility includes: designing,
implementing and maintaining internal control relevant to the preparation and fair presentation of financial
statements that are free from material misstatement, whether due to fraud or error; selecting and applying
appropriate accounting policies; and making accounting estimates that are reasonable in the
circumstances.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with International Standards on Auditing. Those standards require that
we comply with ethical requirements and plan and perform the audit to obtain reasonable assurance
whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements 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 entity’s internal control. An audit also includes evaluating the appropriateness of accounting policies
used and the reasonableness of accounting estimates made by management, as well as evaluating the
overall presentation of the financial statements.

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

Opinion

In our opinion, the financial statements give a true and fair view of the financial position of Afghanistan
International Bank as of December 31, 2010, and of its financial performance and its cash flows for the
year then ended in accordance with International Financial Reporting Standards.

Lo

Chartered Accountants
Islamabad
Date: February 2o , 2011

Engagement partner: M. Imtiaz Aslam



AFGHANISTAN INTERNATIONAL BANK
STATEMENT OF FINANCIAL POSITION
AS AT DECEMBER 31, 2010

ASSETS

Cash and balances with Da Afghanistan Bank (DAB)
Balances with other Banks

Short term placements

Loans and advances to customers - net

Receivable from financial institution

Operating fixed assets

Intangible assets

Deferred income tax assets

Other assets

Total assets

LIABILITIES

Customers' deposits

Deferred income on commercial letter of credit and
guarantees

Other liabilities

Income tax liability

Deferred income tax liabilities

Total liabilities

EQUITY

Share capital

Retained earnings

Total equity

Total equity and liabilities

CONTINGENCIES AND COMMITMENTS

-

13

14

15

16

17

2010

AF

4,000,923,316
2,991,254,924
8,655,404,220
3,5650,033,282
182,994,561
114,982,635
53,536,208
4,401,306
108,153,342

2009

AF

4,461,739,499
3,412,301,128
6,073,499,631
2,822,605,648
119,620,636
109,015,827
43,741,598

34,053,765

19,661,683,694

17,076,577,732

17,727,504,184

14,944,305,167

6,667,524 6,147,240
198,064,359 62,006,330

: 187,717,463

. 16,130,897
17,932,236,067  15,216,307,097
991,570,574 991,570,574
737,877,053 868,700,061

1,729,447,627

1,860,270,635

19,661,683,694

17,076,577,732

The annexed notes 1 to 30 form an integral part of these financial statements.




AFGHANISTAN INTERNATIONAL BANK
STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED DECEMBER 31, 2010

Note
Interest income 18
Interest expense 19
Net interest income
Fee and commission income 20
Fee and commission expense 21
Net fee and commission income
Income from dealing in foreign currencies 22
Other income 23
Provision against loans and advances 8
General and administrative expenses 24
PROFIT BEFORE INCOME TAX
Income tax credit/(charge) 25
PROFIT FOR THE YEAR
OTHER COMPREHENSIVE INCOME
TOTAL COMPREHENSIVE INCOME FOR THE YEAR
Earnings per share - Basic and diluted 28

2010 2009
AF AF
600,613,422 1,140,022,901
(3,822,672) (19,508,356)
596,790,750 1,120,514,545
261,702,619 319,650,194
(8,649,236) (9,200,641)
253,053,383 310,449,553
127,586,540 73,254,428
977,430,673 1,504,218,526
9,595,717 1,956,891
(36,177,221) (102,341,822)
(628,673,937) (440,645,922)
322,175,232 963,187,673
4,101,760 (207,591,806)
326,276,092 755,595,867
326,276,992 755,595,867
16.31 37.78

The annexed notes 1 to 30 form an integral part of these financial statements.
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FGHANISTAN INTERNATIONAL BANK
TATEMENT OF CHANGES IN EQUITY
OR THE YEAR ENDED DECEMBER 31, 2010

Share capital Retained Total
earnings
AF

3alance as at December 31, 2008 496,870,574 607,804,194 1,104,674,768
-omprehensive income

Profit for the year - 755,595,867 755,595,867

Other comprehensive income - - -

Total comprehensive income - 755,595,867 755,595,867
‘ransactions with owners

Bonus shares issued 494,700,000 (494,700,000) -
3alance as at December 31, 2009 991,570,574 868,700,061 1,860,270,635
omprehensive income

Profit for the year - 326,276,992 326,276,992

Other comprehensive income - - -

Total comprehensive income - 326,276,992 326,276,992
lransactions with owners

Interim dividend @ AF 22.855 per share

paid during the year - (457,100,000) (457,100,000)
3alance as at December 31, 2010 991,570,574 737,877,053 1,729,447 627

The annexed notes 1 to 30 form an integral part of these financial statements.
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AFGHANISTAN INTERNATIONAL BANK
STATEMENT OF CASH FLOWS
FOR YEAR ENDED DECEMBER 31, 2010

2010
Note AF
CASH FLOWS FROM OPERATING ACTIVITIES
Interest receipts 629,687,282
Interest payments (4,056,164)
Fee and commission receipts 261,725,396
Fee and commission payments (8,649,236)
Income from dealing in foreign currencies 122,114,628
Other income 17,249,664

General administrative expenses paid (517,137,201)

2009
AF

1,200,765,613
(22,376,276)
317,814,199
(9,200,641)
67,285,908
1,133,114
(390,574,838)

Cash flows from operating activities before changes

in operating assets and liabilities 500,934,369 1,164,847,079
Changes in operating assets and liabilities:
Receivable from financial institution (229,946,562) 91,067,548
Required reserve maintained with DAB (230,416,000) (765,053,720)
Loans and advances to customers - net (759,428,899) (313,170,623)
Other assets (49,943,700) 7,835,830
Customers' deposits 2,783,432,508 2,068,890,966
Other liabilities (18,805,389) 26,588,305
Net cash generated from operating assets and liabilities 1,494,891,958 1,116,158,306
Income tax paid (235,248,965) (130,844,323)

Business receipt tax paid -

(17,377,392)

Net cash flow from operations 1,760,577,362

CASH FLOWS FROM INVESTING ACTIVITIES

2,132,783,670

Increase/ (decrease) in short term placements
(with maturity more than three months)

(2,157,605,494)

1,081,043,891

Borrowings from financial institution - net - (200,000,000)
Purchase of property and equipment (55,607,665) (65,106,371)
Proceeds from sale of property and equipment 638,590 5,859,768
Purchase of intangible assets (23,760,956) (7,442,183)
Net cash flow from investing activities (2,236,335,525) 814,355,105

CASH FLOWS FROM FINANCING ACTIVITIES

Dividend paid (344,425,000)

Net cash flow from financing activities (344,425,000)

Net increase/(decrease) in cash and cash equivalents (820,183,163)
Effect of foreign currency exchange gain on cash and cash

equivalents (6,165,485)

Cash and cash equivalents at beginning of the year 8,5638,857,415

2,947,138,775

823,773
5,590,894,867

Cash and cash equivalents at end of the year 27 7,712,508,767

8,638,857,415

The annexed notes 1 to 30 form an integral part of these financial statements.
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AFGHANISTAN INTERNATIONAL BANK
NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
FOR YEAR ENDED DECEMBER 31, 2010

1. STATUS AND NATURE OF BUSINESS

Afghanistan International Bank was registered with Afghan Investment Support
Agency (AISA) on December 27, 2003 and on March 22, 2004 received formal
commercial banking license from Da Afghanistan Bank (DAB), the Central Bank in
Afghanistan, to operate nationwide.

The Bank is a limited liability company and is incorporated and domiciled in
Afghanistan. The principal business place of the Bank is at AIB head office, Shahr-e-
naw, Haji Yagoob Square, Shahabuddin Watt, Kabul, Afghanistan.

The Bank has been operating as one of the leading commercial banking service
provider in Afghanistan. The Bank has 16 branches (2009: 16 branches) and 3 cash
outlets (2009: 2 cash outlets) in operation and employs 397 (2009: 308) staff members.

2 BASIS OF PREPARATION AND MEASUREMENT

These financial statements have been prepared in accordance with International Financial
Reporting Standards (IFRS) and the Law of Banking in Afghanistan. Whenever the
requirement of the Law of Banking in Afghanistan differs with the requirements of the
IFRS, the requirement of the Law of Banking in Afghanistan takes precedence.

These financial statements have been prepared using accrual basis of accounting
under the historical cost convention.

The financial statements comprise statement of financial position, statement of
comprehensive income as a single statement, statement of changes in equity,
statement of cash flows and the accompanying notes.

The Bank classifies its expenses by the ‘function of expense’ method.

The preparation of financial statements in conformity with IFRS requires the use of
certain critical accounting estimates. It also requires management to exercise its
judgment in the process of applying the Bank’'s accounting policies. The areas
involving a higher degree of judgment or complexity, or areas where assumptions and
estimates are significant to the financial statements are disclosed in note 4.

Standards, amendments and interpretations to existing standards that are not yet
effective and have not been early adopted by the Bank

The following standards, amendments and interpretations to existing standards, have been
published and are effective for the Bank’s accounting periods beginning on or after January
1, 2011 or later periods, but the Bank has not early adopted them:

Effective for
periods beginning

on or after
IAS 1 - Presentation of Financial Statements (Amendments) January 1, 2011
IAS 12 - Income Taxes (Amendments) January 1, 2012
IAS 24 - Related Party Disclosures (Revised) January 1, 2011
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3.2

3.3

Effective for
periods beginning

on or after

IAS 34 - Interim Financial Reporting (Amendmients) February 1, 2011
IFRS 1 - First time Adoption of International Financial

Reporting Standards (Amendments) January 1, 2011
IFRS 1 - First-time Adoption of International Financial July 1, 2011

Reporting Standards (Amendments)
IFRS 7 - Financial Instruments - Disclosures (Amendments) January 1, 2011

& July 1, 2011

IFRS 9 - Financial Instruments - Classification and

Measurement (Amendments) January 1, 2013
IFRIC 13 - Customer Loyalty Programmes (Amendments) January 1, 2011
IFRIC 14 - The Limit on a Defined Benefit Asset, Minimum

Funding Requirements and their Interaction January 1, 2011
(Amendments)

The above standards, amendments and interpretations to existing standards are either not
relevant to the Bank’s current operations or are not expected to have significant impact on
the Bank's financial statements other than certain additional disclosures.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Cash and cash equivalents

For the purpose of the statement of cash flows, cash and cash equivalents comprise
balances with less than three months maturity from the date of acquisition including
cash in hand and at ATM, unrestricted balances with the DAB, balances with banks
and short term placements with other bank.

Financial instruments

Financial assets and liabilities are recognized when the Bank becomes a party to the
contractual provisions of the instrument, and derecognized when the Bank loses control of
the contractual rights that comprise the financial assets, and in case of financial liabilities
when the obligation specified in the contract is discharged, cancelled or expired. All
financial assets and liabilities are initially measured at cost, which is the fair value of the
consideration given and received respectively. These are subsequently measured at fair
value, amortized cost or cost, as the case may be. Any gain or loss on derecognition of
financial assets and financial liabilities is included in income for the year.

Financial assets

The Bank classifies its financial assets in four categories: at fair value through profit or
loss, loans and receivables, held to maturity and available for sale investments. The
classification depends on the purpose for which the financial assets were acquired.
Management determines the classification of its financial assets at initial recognition.

A’Iﬂrb'—'.



(a)

(b)

(c)

3.

Financial assets at fair value through profit or loss

This category has two sub-categories: financial assets held-for-trading, and
those designated at fair value through profit or loss at inception.

A financial asset is classified as held-for-trading if it is acquired principally for the
purpose of selling in the short term or if it is part of a portfolio of identified
financial instruments that are managed together and for which there is evidence
of a recent actual pattern of short-term profit-taking. Derivatives (if any) are also
categorized as held for trading unless they are designated as hedges.

Financial assets are designated at fair value through profit or loss at inception
when:

e Doing so significantly reduces measurement inconsistencies that would arise
if the related derivatives were treated as held for trading and the underlying
financial instruments were carried at amortized cost for such as loans and
advances to customers or banks and debt securities in issue;

e Certain investments, such as equity investments, that are managed and
evaluated on a fair value basis in accordance with a documented risk
management or investment strategy and reported to key management
personnel on that basis are designated at fair value through profit and loss;
and

e Financial instruments, such as debt securities held, containing one or more
embedded derivatives significantly modify the cash flows, are designated at
fair value through profit and loss.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or
determinable payments that are not quoted in an active market, other than: (a)
those that the entity intends to sell immediately or in the short term, which are
classified as held for trading, and those that the entity upon initial recognition
designates as at fair value through profit or loss; (b) those that the entity upon initial
recognition designates as available for sale; or (c) those for which the holder may
not recover substantially all of its initial investment, other than because of credit
deterioration. Cash and balances with Da Afghanistan Bank (DAB), balances with
banks and receivable from financial institution, loans and advances to customers
and security deposits and other receivables are classified under this category.

Held-to-maturity financial assets

Held-to-maturity investments are non-derivative financial assets with fixed or
determinable payments and fixed maturities that the Bank’s management has
the positive intention and ability to hold to maturity. If the Bank were to sell other
than an insignificant amount of held-to-maturity financial assets before its
maturity, the entire category would be reclassified as available for sale. Short
term placements are classified under this category.

#Hy,.



(d)

-
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Available-for-sale financial assets

Available-for-sale assets are those intended to be held for an indefinite period
of time, which may be sold in response to needs for liquidity or changes in
interest rates, exchange rates or equity prices.

Regular-way purchases and sales of financial assets at fair value through profit
or loss, held-to-maturity and available for sale are recognized on trade-date —
the date on which the Bank commits to purchase or sell the asset.

Financial assets are initially recognized at fair value plus transaction costs for
all financial assets not carried at fair value through profit or loss. Financial
assets carried at fair value through profit and loss are initially recognized at fair
value, and transaction costs are expensed in the statement of comprehensive
income. Financial assets are derecognized when the rights to receive cash
flows from the financial assets have expired or where the Bank has transferred
substantially all risks and rewards of ownership. Available-for-sale financial
assets and financial assets at fair value through profit or loss are subsequently
carried at fair value. Loans and receivables and held-to-maturity investments
are carried at amortised cost using the effective interest method.

Gains or losses arising from changes in the fair value of the ‘financial assets at
fair value through profit or loss’ category are presented in the statement of
comprehensive income as a part of other income in the period in which they
arise. Gains and losses arising from changes in the fair value of available-for-
sale financial assets are recognized directly in other comprehensive income,
until the financial asset is derecognized or impaired.

At this time, the cumulative gain or loss previously recognized in equity is
recognized in the statement of comprehensive income. However, interest
calculated using the effective interest rate method and foreign currency gains
and losses on monetary assets classified as available for sale are recognized in
the statement of comprehensive income.

3.3 Impairment of financial assets

(a)

Assets carried at amortised cost except for loans and advances to
customers

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

The criteria that the Bank uses to determine that there is objective evidence of
an impairment loss include:

e Delinquency in contractual payments of principal or interest;

b



(b)

5.

e Cash flow difficulties experienced by the borrower (for example, equity ratio,
net income percentage of sales);

e Breach of loan covenants or conditions;

e Initiation of bankruptcy proceedings;

e Deterioration of the borrower’'s competitive position;

e Deterioration in the value of collateral; and

* Downgrading below investment grade level.

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 credit losses that have not been incurred) discounted at the
financial asset’s original effective interest rate. The carrying amount of the asset
is reduced through the use of an allowance account and the amount of the loss
is recognized in the income statement.

If, in a subsequent period, the amount of the impairment loss decreases and the
decrease can be related objectively to an event occurring after the impairment
was recognized (such as an improvement in the debtor’'s credit rating), the
previously recognized impairment loss is reversed by adjusting the allowance
account. The amount of the reversal is recognized in the statement of
comprehensive income in impairment charge for credit losses.

Loans and advances to customers

These are stated net of general provision on loans and advances considered
‘Standard’ and specific provision for non-performing loans and advances, if any.
The outstanding principal of the advances are classified in accordance with the
Classification and Loss Reserve Requirement (CLRR) issued by DAB.

i) Standard: These are loans and advances, which are paying in a current
manner and are adequately protected by sound net worth and paying
capability of the borrower or by the collateral, if any supporting it. A general
provision is maintained in the books of account @ 3% of value of such loans
and advances.

i) Watch: These are loans and advances which are adequately protected by the
collateral, if any supporting it, but are potentially weak. Such advances
constitute an unwarranted credit risk, but not to the point of requiring a
classification to Substandard. Further, all loans and advances which are past
due by 31 to 60 days for principal or interest payments are classified as
Watch. A provision is maintained in the books of account @ 5% of value of
such loans and advances.

i) Substandard: These are loans and advances which are inadequately
protected by current sound net worth and paying capacity of the borrower or
by the collateral, if any, supporting it. Further, all loans and advances which
are past due by 61 to 90 days for principal or interest payments are also
classified as Substandard. A provision is maintained in the books of account
@ 25% of value of such loans and advances.

Hie-



(c)

-6-

iv) Doubtful: These are loans and advances which can be classified as
Substandard and have added characteristic that these weaknesses make
collection or liquidation in full, on the basis of current circumstances and
values, highly questionable and improbable. Further, all loans and advances
which are past due by 91 to 180 days for principal or interest payments are
also classified as Doubtful. A provision is maintained in the books of account
@ 50% of value of such loans and advances.

v) Loss: These are loans and advances which are not collectible and or such
little value that its continuance as a bankable asset is not warranted.
Further, all loans and advances which are past due over 180 days for
principal or interest payments are also classified as Loss. A provision is
maintained in the books of account @ 100% of value of such loans and
advances and then these loans are charged off and the reserve for losses is
reduced immediately upon determination of Loss status.

Assets classified as available for sale

The Bank assesses at each balance sheet date whether there is objective
evidence that a financial asset or a group of financial assets is impaired. In the
case of equity securities classified as available for sale, a significant or
prolonged decline in the fair value of the security below its cost is considered as
an indicator that the securities are impaired. If any such evidence exists for
available-for-sale financial assets, the cumulative loss - measured as the
difference between the acquisition cost and the current fair value, less any
impairment loss on those financial assets previously recognized in the
statement of comprehensive income is removed from equity and recognized in
the statement of comprehensive income. Impairment losses recognized in
statement of comprehensive income on equity instruments are not reversed
through the statement of comprehensive income. If in a subsequent period, the
fair value of a debt instrument classified as available for sale increases and the
increase can be objectively related to an event occurring after the impairment
loss was recognized in the statement of comprehensive income, the impairment
loss is reversed through the statement of comprehensive income, related to an
event occurring after the impairment loss was recognized.

3.4  Financial liabilities

The Bank classifies its financial liabilities in following categories:

(a)

Financial liabilities at fair value through profit or loss

Financial liabilities at fair value through profit or loss are financial liabilities held
for trading. A financial liability is classified in this category if incurred principally
for the purpose of trading or payment in the short term. Derivatives (if any) are
also categorized as held for trading unless they are designated as hedges.

’H{"h.



3.5

3.6
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(b)  Other financial liabilities measured at amortized cost

These are non-derivative financial liabilities with fixed or determinable payments
that are not quoted in an active market. These are recognized initially at fair
value, net of transaction costs incurred and are subsequently stated at
amortized cost; any difference between the proceeds (net of transaction costs)
and the redemption value is recognized in the income statement.

Operating fixed assets

These are stated at historical cost less accumulated depreciation and impairment, if any,
except for capital work in progress which is stated at cost. Historical cost includes
expenditure that is directly attributable to the acquisition of the asset.

Subsequent costs are included in the asset's carrying amount or recognized 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. The carrying amount of the replaced part is derecognized. All other repairs and
maintenance are recognized in statement of comprehensive income during the financial
period in which they are incurred.

Depreciation is calculated using the straight-line method to allocate the depreciable
amount of the assets over their estimated useful life as follows:

Useful life

(years)
Leasehold improvements 31010
Computers 3to5
Office equipment 3to5
Furniture and fixtures 3to 10
ATMs 5
Vehicles 5

Depreciation is charged on additions during the year from the month they become
available for their intended use while no depreciation is charged in the month of
disposal of assets.

Gains and losses on disposal of property and equipment are determined by comparing
proceeds with the carrying amount. These are included in other income in the statement
of comprehensive income.

Intangible assets

Intangible assets are capitalized only to the extent that the future economic benefits
can be derived by the Bank having useful life of more than one year. Intangible assets
are stated at cost less accumulated amortisation. Amortisation is charged to income
applying the straight line method.

;ﬂ#‘_.



3.7

3.8

i) Computer software

Acquired computer software is capitalized on the basis of the costs incurred to
acquire and bring to use the specific software. These costs are amortised over
their estimated useful life of 3 to 10 years.

i) License fee

Acquired trademarks and licenses are initially recognised at historical cost and
subsequently recognized at cost less accumulated amortisation. Amortisation is
calculated using the straight-line method to allocate the cost of the licenses
over their estimated useful life.

Impairment of non-financial assets

Non-financial assets that have an indefinite useful life are not subject to amortisation
and are tested annually for impairment. Non-financial assets that are subject to
depreciation/ amortisation are reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount may not be recoverable. An
impairment loss or reversal of impairment loss is recognized in the statement of
comprehensive income. An impairment loss is recognized 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 to sell and value in use. For the purposes
of assessing impairment, assets are grouped at the lowest levels for which there are
separately identifiable cash flows (cash-generating units).

Non-financial assets other than goodwill that suffered impairment are reviewed for
possible reversal of the impairment at each reporting date. Reversal of the impairment
losses is restricted to the original cost of the assets.

Taxation
Current

The current income tax charge is calculated in accordance with Income Tax Law, 2009.
Management periodically evaluates positions taken in tax returns with respect to situations
in which applicable tax regulation is subject to interpretation and establishes provisions
where appropriate on the basis of amounts expected to be paid to the tax authorities.

Deferred

Deferred tax is accounted for using the balance sheet liability method in respect of all
temporary differences arising from differences between the carrying amount of assets
and liabilities in the financial statements and the corresponding tax bases used in the
computation of taxable profit.

Deferred tax liabilities are recognized for all taxable temporary differences and
deferred tax assets are recognized to the extent that it is probable that future taxable
profits will be available against which the deductible temporary differences, unused tax
losses and tax credits can be utilized.

Deferred tax is calculated at the rates that are expected to apply to the period when
the differences reverse, based on tax rates that have been enacted or substantially
enacted by the balance sheet date.
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3.9

3.10

Revenue recoghnition

a)

b)

C)

d)

Interest income and expenses for all interest-bearing financial instruments,
except for those classified as held for trading or designated at fair value through
profit or loss, are recognized within ‘interest income’ and ‘interest expense’ in
the statement of comprehensive income using the effective interest rate
method.

The effective interest method is a method of calculating the amortised cost of a
financial asset or a financial liability and of allocating the interest income or interest
expense over the relevant period. The effective interest rate is the rate that exactly
discounts estimated future cash payments or receipts through the expected life of
the financial instrument or, when appropriate, a shorter period to the net carrying
amount of the financial asset or financial liability. When calculating the effective
interest rate, the Bank estimates cash flows considering all contractual terms of the
financial instrument but does not consider future credit losses.

Due but unpaid interest income is accrued on overdue advances for periods up
to 90 days in compliance with the Banking regulations issued by DAB. After 90
days, overdue advances are classified as non-performing and further accrual of
unpaid interest income ceases.

Gains and losses on disposal of property and equipment are recognized in the
period in which disposal is made.

Fees and commission income and expense are recognized on an accrual basis
when the service has been provided / received.

Foreign currency transactions and translation

a)

b)

Functional and presentation currency

Items included in the financial statements of the Bank are measured using the
currency of the primary economic environment in which the entity operates (the
functional currency), which is Afghani (AF).

Transactions and balances

Foreign currency transactions are translated into functional currency using the
exchange rate prevailing at the date of the transaction. Foreign currency assets
and liabilities are translated using the exchange rate at the balance sheet date.
Foreign exchange gains and losses resulting from the settlement of such
transactions and from the translation at period-end exchange rates of assets
and liabilities denominated in foreign currencies are recognized in income
currently.

1USD 1EURO 1AED
The exchange rate for following currencies
against AF were:

As at December 31, 2010 45,76 59.96 12.43
As at December 31, 2009 48.55 69.69 13.18

-
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Provisions

Provisions are recognized when there are present, legal or constructive obligations as a
result of past events; it is probable that an out flow of resources embodying economic
benefits will be required to settle the obligation; and a reliable estimate of the amounts can
be made. Provision for guarantee claims and other off balance sheet obligations is
recognized when intimated and reasonable certainty exists to settle the obligations.

Offsetting of financial instruments

Financial assets and financial liabilities are offset and the net amount is reported in the
financial statements when there is a legally enforceable right to offset the recognised
amounts and the Bank intends to settle either on a net basis or realize the assets and
settle the liabilities simultaneously.

Dividend Distribution

Final dividend distributions to the Bank's shareholders are recognized as a liability in the
financial statements in the period in which the dividends are approved by the Bank's
shareholders at the Annual General Meeting, while interim dividend are recognized in
the period in which the dividends are declared by the Board of Supervisors.

USE OF CRITICAL ACCOUNTING ESTIMATES AND JUDGMENTS

The Bank makes estimates and assumptions that affect the reported amounts of
assets and liabilities within the next financial year. Estimates and judgments are
continually evaluated based on historical experience and other factors, including
expectations of future events that are believed to be reasonable under the
circumstances. The resulting accounting estimates and judgments will, by definition,
rarely equal the related actual results. The material estimates, assumptions and
judgments used to measure and classify the carrying amounts of assets and liabilities
are outlined below:

a) Provision for loan losses

The Bank reviews loans to customer balances monthly for possible impairment and
records the provision for possible loan losses as per the Bank's policy and in
accordance with DAB regulations as disclosed in note 8.3.

b) Provision for income taxes

The Bank recognizes tax liability in accordance with the provisions of Income Tax
Law 2005. The final tax liability is dependent on assessment by Ministry of
Finance, Afghanistan.

c) Useful life of property and equipment and intangible assets

The Bank reviews the useful life and residual value of property and equipment and
intangible assets on a regular basis. Any change in estimates may affect the
carrying amounts of the respective items of property and equipment and intangible
assets with a corresponding effect on the depreciation/ amortization charge.

d) Held-to-maturity investments

The Bank follows the IAS 39 guidance on classifying non-derivative financial assets
with fixed or determinable payments and fixed maturity as held to maturity. This
classification requires significant judgment. In making this judgment, the Bank
evaluates its intention and ability to hold such investments to maturity.

Mbk‘
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5. CASH AND BALANCES WITH DA AFGHANISTAN BANK (DAB)

Cash in hand
Cash at Automated Teller Machines (ATMs)

With Da Afghanistan Bank
Local currency

- Deposit facility account
- Required reserve account
- Current account

Foreign currency
- Current account

2010 2009
AF AF
1,196,102,287 496,399,246
232,117,972 168,594,386
1,428,220,259 664,993,632

353,379,685
1,433,846,000
669,474,534

1,299,999,999
1,203,430,000
1,112,154,751

2,456,700,219

116,002,838

3,615,5684,750

181,161,117

2,572,703,057

3,796,745,867

4,000,923,316

4,461,739,499

Required reserve account is being maintained with DAB which is denominated in AF to meet
minimum reserve requirement in accordance with Article 3 "Required Reserves Regulation" of
the Banking Regulations issued by DAB. The required reserve and the deposit facility accounts

kept with DAB are interest bearing.

6. BALANCES WITH OTHER BANKS

In Afghanistan
With Standard Chartered Bank - note 6.1
Outside Afghanistan
With Commerzbank, Germany
- in saving accounts - note 6.2
- as cash margins held - note 6.3
With Habib American Bank, America - note 6.4
With AK Bank, Turkey - note 6.5

2010
AF

77,664,323

2,386,112,319
523,255,473
4,044,909
277,900

2009
AF

22,050,133

2,996,497,039
356,813,212
36,940,744

2,991,254,024

3,412,301,128

6.1 Balances maintained with Standard Chartered Bank are non-interest bearing and are available

on demand.

6.2 This represents interest bearing nostro accounts. Interest thereon is receivable on quarterly

basis.

6.3 This represents interest bearing cash margin held by Commerz Bank, Germany against letters

of credit issued on behalf of the Bank.

6.4 Balances maintained with Habib American Bank are non-interest bearing and are available on

demand.

6.5 Balances maintained with AK Bank, Turkey are non-interest bearing and are available on

demand.

-
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SHORT TERM PLACEMENTS

Held to maturity
With Da Afghanistan Bank - note 7.1
With other banks - note 7.2

With Commerzbank, Germany
With AK Bank, Turkey
With Punjab National Bank, Hong Kong

With Clariden Leu, Switzerland - note 7.3

2010
AF

2,046,592,412

2009
AF

3,847,965,271

4,522 ,355,339

2,225,5634,360

847,963,340 -
780,839,742 -
6,151,158,421 2,225,534,360
457,653,387 =
8,655,404,220 6,073,499,631

This represents capital notes issued by DAB, upto a maximum period of six months (2009: six months)
carrying interest at rates ranging from 2.40% to 3.58% p.a. (2009: 4.94% to 7.8% p.a.) receivable on
maturity of respective notes.

These represent overnight and fixed term placements with various banks upto a maximum period of 1
year (2009: 3 months placements) in USD carrying interest at rates ranging from 0.15% to 1.20% p.a.
(2009: 0.13% to 0.6% p.a.) and in EURO carrying interest at rates ranging from 0.02% to 1.13% p.a.

(2009: 0.25% to 0.31% p.a.) receivable on maturity of respective placements.

This represents call deposit placements upto a maximum period of 1 year (2009: Nil) in USD carrying

interest rate at 0.15% p.a (2009: Nil).
LOANS AND ADVANCES TO CUSTOMERS - NET

Overdrafts - note 8.1

Term loans - note 8.2

Provision against loans and advances - note 8.3

Particulars of advances

Short term (for upto one year)

Non-current (for over one year)

2010
AF

3,481,722,308
184,150,399

2009
AF

2,647,005,163
265,765,262

3,665,872,707

(115,839,425)

2,912,770,425

(90,164,777)

3,650,033,282

2,822,605,648

3,649,302,898
16,569,809

2,901,301,141
11,469,284

3,665,872,707

2,912,770,425

These represent balances due from corporate entities at various interest rates and are secured against

mortgage of property, personal guarantees, lien on equipment, pledge of stocks and/ or assignment of
receivables of the borrowers. The overdrafts are repayable on demand.

Term loans carry interest at various rates and are secured against mortgage of property, personal
guarantees, lien on equipment, pledge of stocks and/or assignment of receivables of the borrowers.
These include loans and advances to customers amounting to AF 108,991,972 (2009: AF 132,476,486)
which are partially backed by DEG-Deutsche Investitions-und Entwicklungsgesellschaft mbh (DEG)
guarantee to the extent defined in the agreement with DEG.

e
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Particulars of the provision against loans and advances

2010 2009
Specific General Total Specific General Total
AF

Opening 3,235,680 86,929,097 90,164,777 8,003,636 78,927,160 86,930,796
Charge for the year 10,203,496 25,973,725 36,177,221 89,024,462 13,317,360 102,341,822
Written off against provision -

note 8.3.1 (5,030,661) - (5,030,661) (93,139,321) - (93,139,321)
Exchange rate difference (53,952) (5417,960)  (5,471,912) (653,097) (5,315,423)  (5,968,520)
Closing 8,354,563 107,484,862 115,839,425 3,235,680 86,929,097 90,164,777

These represent 'loss' category loans which have been written off in accordance with the requirements of the Banking
Regulations issued by DAB (the DAB Regulations). However, in terms of paragraph 3.3.1(g) of part C of the DAB Regulations,

the write-off does not affect the Bank's rights to recover the debt due from customers and does not eliminate the borrowers'
responsibility to repay the loan.

Loans and advances have been classified as:

Classification Provisioning Amount Provision Provision

rates Outstanding required held

AF AF AF

Standard 3% 3,684,503,235 107,484,862 107,484,862
Watch 5% 62,325,721 3,116,286 3,116,286
Substandard 25%* 15,669,589 3,917,397 3,917,397
Doubtful 50%* 2,641,759 1,320,880 1,320,880
Loss 100%* -

3,665,140,304 115,839,425 115,839,425
Interest receivable 732,403 -

3,665,872,707 115,839,425 115,839,425

* Provisioning rates are per DAB Regulation

Classification of regular, overdue but not impaired and impaired loans and advances to customers in terms of product and
overdue time period along with details of loans and advances to customers which are renegotiated during the year, has been
disclosed in note 29.2.6. No collaterals were repossessed during the year.

RECEIVABLE FROM FINANCIAL INSTITUTION

Thié’ represents non-interest bearing receivable balance due from CSC Overseas Development Limited (CSC). The Bank has
entered into an agreement with CSC whereby credit card/debit card holders of various financial institutions can use ATM
machines of the Bank and the amounts withdrawn including bank charges will be paid by CSC to the Bank.

OPERATING FIXED ASSETS

2010 2009
AF AF
Capital work in progress - note 10.1 7,324,190 9,761,123
Property and equipment - note 10.2 107,658,345 99,254,704

114,982,535 109,015,827

Capital work in progress

Advances to suppliers and contractors 7,324,190 9,761,123

Wu.

7,324,190 9,761,123




10.2 Property and equipment

At January 1, 2009

Cost

Accumulated depreciation

Net book amount at January 1, 2009

Year ended December 31, 2009

Net book amount at January 1, 2009
Additions

Transfers from capital work in progress
Deletions

Depreciation charge

Depreciation on deletions

Net book amount at December 31, 2009

At January 1, 2010

Cost

Accumulated depreciation

Net book amount at January 1, 2010

Year ended December 31, 2010

Net book amount at January 1, 2010
Additions

Transfers from capital work in progress
Deletions

Depreciation charge

Depreciation on deletions

Net book amount at December 31, 2010

At December 31, 2010
Cost

Accumulated depreciation
Net book amount

Useful life

e
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Leasehold Computers Office Furniture ATMs Vehicles Total
improvements equipment and fixtures
l'\F
49,210,263 20,860,398 35,127,648 11,699,322 22,708,536 43,047,582 182,653,749
(34,527,368) (12,258,618) (24,239,103) (5,933,123)  (11,181,069) (15,814,614) (103,953,895)
14,682,895 8,601,780 10,888,545 5,766,199 11,527,467 27,232,968 78,699,854
14,682,895 8,601,780 10,888,545 5,766,199 11,627,467 27,232,968 78,699,854
14,223,718 6,562,848 10,137,994 178,739 492,770 4,418,669 36,014,738
6,098,329 715,895 8,263,525 246,900 4,217,139 4,012,000 23,543,888
(24,606,697) s (3,343,313) . - (637,500) (28,587,510)
(6,552,284) (4,582,333) (5,876,503) (1,333,149) (5,012,465) (8,437,837) (31,794,571)
19,025,956 - 1,991,099 - - 361,250 21,378,305
22,871,917 11,298,290 22,051,347 4,858,689 11,224,911 26,949,550 99,254,704
44925613 28,139,241 50,175,854 12,124,961 27,418,445 50,840,751 213,624,865
(22,053,696)  (16,840,951) (28,124,507) (7,266,272)  (16,193,534) (23,891,201) (114,370,161)
22,871,917 11,298,290 22,051,347 4,858,689 11,224,911 26,949,550 99,254,704
22,871,917 11,298,290 22,051,347 4,858,689 11,224,911 26,949,550 99,254,704
4,993,139 4,630,320 11,463,736 1,142,481 3,097,188 3,599,604 28,926,468
5,175,627 10,285,102 3,689,225 - 3,104,176 6,864,000 29,118,130
E - (900,619) (303,852) 3 - (1,204,471)
(11,657,114) (7,992,893) (11,068,478) (1,809,694) (6,661,904) (10,048,823) (49,238,906)
2 - 500,818 301,602 = - 802,420
21,383,569 18,220,819 25,736,029 4,189,226 10,764,371 27,364,331 107,658,345
55,094,379 43,054,663 64,428,196 12,963,590 33,619,809 61,304,355 270,464,992
(33,710,810)  (24,833,844) (38,692,167) (8,774,364)  (22,855,438)  (33,940,024) (162,806,647)
21,383,569 18,220,819 25,736,029 4,189,226 10,764,371 27,364,331 107,658,345
3 to 10 years 3 to 5 years 3 to § years 3 to 10 years 5 years 5 years



INTANGIBLE ASSETS

At January 1, 2009

Cost
Accumulated amortization
Net book amount at January 1, 2009

Year ended December 31, 2009

Net book amount at January 1, 2009
Additions

Transfers

Amortisation charge

Net book amount at December 31, 2009

At January 1, 2010

Cost

Accumulated amortisation

Net book amount at January 1, 2010

Year ended December 31, 2010

Net book amount at January 1, 2010
Additions

Amortisation charge

Net book amount at December 31, 2010

At December 31, 2010
Cost

JAccumulated amortisation
Net book amount

W.
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Computer Licence fee Software Total
softwares under
implementation
AF
71,279,386 504,700 825,046 72,609,132
(25,366,853) (504,700) - (25,871,553)
45,912,533 - 825,046 46,737,579
45,912,533 - 825,046 46,737,579
7,442 183 - - 7,442 183
825,046 - (825,046) -
(10,438,164) - - (10,438,164)
43,741,598 - - 43,741,598
79,546,615 504,700 - 80,051,315
(35,805,017) (504,700) - (36,309,717)
43,741,598 - = 43,741,598
43,741,698 - - 43,741,598
23,760,956 - - 23,760,956
(13,966,346) - - (13,966,346)
53,536,208 - - 53,536,208
103,307,571 504,700 - 103,812,271
(49,771,363) (504,700) - (50,276,063)
53,636,208 - - 53,536,208
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2010 2009
12. OTHER ASSETS AF AF
Considered good
Advances to employees 4,218,823 2,787,734
Security deposits 1,339,360 1,370,050
Prepayments 44,937,838 16,911,009
Advance tax 31,101,060 -
Other receivables 34,437,069 19,616,999
Money Gram International - note 12.1 (12,742) (143,118)
Less:
Provision against other receivable (7,868,066) (6,488,909)
108,153,342 34,053,765

12.1  This includes non-interest bearing balance (due to) / from Money Gram International. The Bank is providing money
transfer services to customers under an arrangement with Money Gram International.

2010 2009
13. CUSTOMERS' DEPOSITS AF AF
Current deposits - note 13.1 17,263,035,113 14,634,210,863
Saving deposits - note 13.2 340,667,709 39,926,373
17,603,702,822 14,674,137,236
Term deposits - note 13.3 123,801,362 270,167,931

17,727,504 ,184 14,944,305,167

13.1 These include AF 392,278,756 (2009: AF 419,331,954) held as collateral for irrevocable commitments
under import letters of credits and letters of guarantees.

13.2 Saving deposits carry interest rate at 5% p.a (2009: 5% p.a).

13.3 Term deposits carry floating interest rates ranging between 0.09% to 0.2% p.a (2009: 0.8% to 0.12%
p.a) on foreign currency deposits and 1% p.a (2009: 1% to 3% p.a) on local currency deposits.

2010 2009
14. OTHER LIABILITIES AF AF

Accruals and other payables 29,145,118 3,673,325
Withholding tax payable 64,988 14,224
Amounts pending transfer to customers' accounts - note 14.1 8,140,779 42,523,970
Customers payment orders awaiting collection 5,141,496 295,343
Dividend payable 114,400,000 :
Provision for bonus to employees 28,800,000 13,808,375
Others 12,371,978 1,691,093

198,064,359 62,006,330

14.1  This represents amounts received on behalf of the customers, however not credited in the respective
customers accounts due to incomplete identification data.

M;r,.
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2010 2009
15.  DEFERRED INCOME TAX AF AF
The net balance of deferred tax (asset)/liability is in respect
of the following temporary differences:
- Depreciation and amortisation 18,453,694 16,130,897
- Tax impact of dividend to shareholder (22,855,000) =
(4,401,306) 16,130,897
16.  SHARE CAPITAL
30,000,000 (2009: 30,000,000) authorised ordinary
shares of USD 1 each usD 30,000,000 30,000,000
Issued, subscribed and paid-up
20,000,000 (2009: 20,000,000) ordinary shares
of USD 1 each fully paid in cash AF 991,570,574 991,570,574
Issued, subscribed and paid up capital comprises 25% holding each by Afghanistan Investment
Partners Corporation, Asian Development Bank, Horizon Associates LLC and Wilton Holdings Limited.
Movement in number of shares during the year is given below:
2010 2009
Number of shares at beginning of the year 20,000,000 10,000,000
Bonus shares issued during the year - 10,000,000
Number of shares at end of the year 20,000,000 20,000,000
17. CONTINGENCIES AND COMMITMENTS 2010 2009
AF AF
17.1 Contingencies
a) Guarantees 26,268,475 276,875,138
These represent bid bonds and performance based guarantees issued by the Bank.
b) Taxation
The Bank recognized grant received from United States Agency for International Development
(USAID) under Rebuilding Agricultural Markets in Afghanistan Program (RAMP) as income during
the year ended March 31, 2006. The management believes that the grant from USAID is exempt
from income tax under the Strategic Objective Grant Agreement pursuant to point 4 of the
agreement for Technical Cooperation, 1951 between Government of Afghanistan and United
States of America read with provision contained in Article 53 of Income Tax Law, 2005/ Article 53
of Income Tax Law, 1965 as amended in March 2005. Tax exempt status of this grant had been
disputed by the tax authorities in prior years. If the contention of the Bank is not accepted, the
Bank will be liable to corporate tax and Business Receipt Tax of approximately AF 1.995 million
and AF 19.547 million respectively for the year ended March 31, 2006.
2010 2009
17.2 Commitments AF AF
a) Undrawn loan and overdraft facilities 897,048,492 305,576,572
b) Commercial letters of credit 1,055,051,078 218,149,969
1,952,099,570 523,726,541

%,.
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INTEREST INCOME

Interest income on:
Balances with DAB
Balances with other banks
Short term placements
Loans and advances to customers

Business Receipt Tax (BRT)

INTEREST EXPENSE

Interest expense on:
Customers' deposits
Borrowing from financial institutions

FEE AND COMMISSION INCOME

Fee and commission income on:
Loans and advances to customers
Trade finance products
Cash withdrawals
Customers' account service charges
Cash transfers
Income from ATMs
Others

Business Receipt Tax (BRT)

FEE AND COMMISSION EXPENSE

Guarantee commission
Bank charges

INCOME FROM DEALING IN FOREIGN CURRENCIES

Forex income

Business Receipt Tax (BRT)

2010 2009
AF AF
28,811,062 208,706,560
5 427,557
190,812,392 591,521,990
380,989,968 369,596,099
600,613,422  1,170,252,206
- (30,229,305)
600,613,422 _ 1,140,022,901
3,159,756 3,839,120
662,916 15,669,236
3,822,672 19,508,356
41,255,450 45,339,670
34,230,032 34,808,013
131,198,072 23,325,348
1,600,424 733,481
23,819,022 196,943,498
23,942,975 17,894,062
5,656,644 4,916,547
261,702,619 323,960,619
: (4,310,425)
261,702,619 319,650,194
2,511,359 3,655,147
6,137,877 5,545,494
8,649,236 9,200,641
127,586,540 73,341,520
127,586,540 73,341,520
. (87,092)
127,586,540 73,254,428
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2010 2009
AF AF
23.  OTHER INCOME

Recovery of loans written off in prior years 13,728,000 -
Gain/(Loss) on sale of property and equipment 236,539 (1,349,438)
Exchange (loss)/gain (7,890,485) 823,773
Others 3,521,663 2,497 881

9,695,717 1,972,216
Business Receipt Tax (BRT) - (15,325)

9,595,717 1,956,891

24,  GENERAL AND ADMINISTRATIVE EXPENSES
Salaries and benefits - note 24.1 228,561,402 177,963,792
Rental expenses 39,727,039 25,215,980
Repairs and maintenance - 5,139,421
Security costs 47,336,473 35,574,474
Depreciation 49,238,906 31,794,571
Amortization 13,966,346 10,438,164
Computers and software maintenance charges 2,361,549 9,823,846
Shareholders' / Board of supervisors' meeting expenses 7,412,656 3,515,407
Travelling and conveyance 3,535,058 1,013,151
Communication expenses 23,467,775 12,623,524
Utilities 12,518,912 8,288,808
Consumables 24 552 337 20,018,684
SWIFT charges 1,837,341 1,723,699
Legal and professional charges 64,637,252 43,805,973
Audit fee 2,654,080 2,815,900
Marketing and promotion expenses 25,157,571 20,046,546
Money service charges 8,376,869 6,318,015
Self insurance 46,914,749 6,649,251
Subscriptions and memberships 6,353,377 5,258,313
Other charges 6,765,496 1,903,464
ATM expenses 11,606,790 4,326,030
Provision for doubtful receivable-net 1,379,157 6,488,909
Taxes and penalties 312,802 -
628,673,937 440,645,922

241 Salaries and benefits include AF 31,598,121 (2009: AF 16,200,000) in respect of bonus to employees.

e
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2010 2009
AF AF
TAXATION
Current
For the year 16,430,442 188,708,924
Deferred
For the year (20,532,202) 4,228,912
Prior year - 14,653,970
(20,532,202) 18,882,882
(4,101,760) 207,591,806
Relationship between tax expense and accounting profit
Accounting profit for the year 322,175,232 963,187,673
Applicable tax @ 20% 64,435,046 192,637,535
Add: Effect of expenses not deductible for tax purpose 28,194 300,302
Effect of prior years deferred tax - 14,653,970
Less: Effect of tax on dividend to shareholders (68,565,000) -
Tax charge (4,101,760) 207,591,807

RELATED PARTY TRANSACTIONS

The Bank has a related party relationship with its shareholders, their related entities, directors and key management

personnel. The Bank had transactions with following related parties during the year:

Other related parties - associated companies of shareholders
Mohib Co. Limited

Deyanat Limited

Elite Construction

United Energy Co. Limited
National Motors

Ishan National

Afghanistan Finance Company
ARC Construction Company
Afghanistan Beverages Company
Marco Polo Gulf Trading FZE

M lbrahim Mohib

Bilal Rahmat

Outstanding balances and transactions during the year with related parties are as under:

Directors and other key
management personnel (and
close family members)

Other related parties - associated
companies of shareholders

Nature of transactions 2010 2009 2010 2009
AF AF

(a) Loans and advances to related parties
Loans outstanding at beginning
of the year - - 224,768,672 228,917,927
Loans issued during the year - - 454 572 987 2,748,487 554
Loan repayments during the year - - (440,757,530) (2,979,425,756)
Exchange gain - - (12,354,285) 226,788,947
Loans outstanding at end of the year - - 226,229,844 224,768,672
Interest income earned - - 17,900,245 18,871,817

Mb
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General provision on outstanding balances of loans and advances to related parties amounts to AF 6,786,896
(2009: AF 6,743,060).

The facility provided to related parties carries mark-up at variable interest rates with floors ranging from US Prime +
4% to 8% payable on monthly basis and is secured against mortgage of residential property and personal
guarantees of directors of the Bank.

Directors and other key Other related parties - associated
management personnel (and companies of shareholders
close family members)
Nature of transactions 2010 2009 2010 2009
AF AF
(b) Deposits from related parties

(c)

(d)

Deposits at beginning of the year 11,566,549 2,527,715 99,886,749 116,368,496
Deposits received during the year 21,983,463 481,122,470 5,479,726,347 8,541,989,407
Deposits repaid during the year (11,566,549) (472,083,636) (5,260,878,171) (8,558,471,154)
Deposits at end of the year 21,983,463 11,566,549 318,734,925 99,886,749
Interest expense on deposits - - - 11,719

The above deposits are unsecured. Deposits from related parties include savings/term deposits amounting to AF Nil
(2009: AF 36,185,487) which carry interest rate of 5% (2009: 5% p.a).

Directors and other key Other related parties - associated
management personnel (and companies of shareholders
close family members)
2010 2009 2010 2009
AF AF
Other transactions with related parties
Fee and commission income - - 9,859,935 3,281,355
Fee and commission expense - - - -
Rental expenses 2,457,525 6,190,125 - -
Guarantees issued by the Bank - - 13,479,045 56,408,545
Commercial letter of credits - - 243,240,883 111,923,643
2,457,525 6,190,125 266,579,863 171,613,543
2010 2009
AF AF
Key management compensation
Salaries and other short-term benefits 28,368,544 21,472,451

Key management personnel of the Bank include the Chief Executive Officer, Chief Financial Officer, Chief
Information Officer and Chief Operating Officer.

i



CASH AND CASH EQUIVALENTS

Cash in hand and at ATM

Cash and balances with DAB (other than minimum reserve requirement)

Balances with other banks
Short term placements

iz: )0

(with maturity less than three months from the date of acquisition)

EARNINGS PER SHARE - BASIC & DILUTED

Profit after tax (AF)

Weighted average number of Ordinary shares - numbers

Earnings per share - Basic & diluted (AF per share)
FINANCIAL RISK MANAGEMENT

Financial assets and liabilities
December 31, 2010

Financial Assets

Cash and balances with Da Afghanistan Bank
Balances with other Banks

Short term placements

Loans and advances to customers - gross
Receivable from financial institution

Security deposits and other receivables - net

Financial liabilities

Customers' deposits
Term deposits
Other deposits

Qther liabilities

Off balance sheet items
Guarantees

Undrawn loan and overdraft facilities
Commercial letters of credit

Mo

Loans and
receivables

2010
AF

1,428,220,259
1,138,857,057
2,467,999,451
2,677,432,000

2009
AF

664,993,632
2,5693,315,867
3,055,487,916
2,225,060,000

7,712,508,767

8,538,857,415

AF

326,276,992 755,595,867
20,000,000 20,000,000
16.31 37.78

Held to maturity Total

4,000,923,316
2,991,254,924

3,665,872,707

8,655,404,220

4,000,923,316
2,991,254,024
8,655,404,220

: 3,665,872,707

182,994,561 . 182,994,561
27,895,621 . 27,895,621
10,868,941,129 8,655,404,220 19,524,345,349
F 123,801,362 123,801,362

: : 17,603,702,822

’ » 198,064,359

- 123,801,362 17,925,568,543

26,268,475
897,048,492
1,055,051,078

1,978,368,045




December 31, 2009

Financial Assets

Cash and balances with Da Afghanistan Bank
Balances with other Banks

Short term placements

Loans and advances to customers - gross
Receivable from financial institution

Security deposits and other receivables - net

Financial liabilities

Customers' deposits
Term deposits
Other deposits

Other liabilities

.23

Loans and
receivables

Held to maturity
AF

Total

4,461,739,499
3,412,301,128

2912,770,425
119,620,636
14,355,022

6,073,499,631

4,461,739,499
3,412,301,128
6,073,499,631
2,912,770,425
119,620,636
14,355,022

10,920,786,710

6,073,499,631

16,994,286,341

270,167,931

270,167,931
14,674,137,236
62,006,330

270,167,931

15,006,311,497

Off balance sheet items

Guarantees - - 276,875,138
Undrawn loan and overdraft facilities - - 305,576,572
Commercial letters of credit - - 218,149,969

800,601,679

29.2 Financial risk factors

The Bank'’s activities expose it to a variety of financial risks and those activities involve the analysis, evaluation,
acceptance and management of some degree of risk or combination of risks. Taking risk is core to the financial
business, and the operational risks are an inevitable consequence of being in business. The Bank's aim is
therefore to achieve an appropriate balance between risk and return and minimise potential adverse effects on
the Bank's financial performance.

The Bank's risk management policies are designed to identify and analyse these risks, to set appropriate risk

limits and controls, and to monitor the risks and adherence to limits by means of reliable and upto date

information systems. The Bank regularly reviews its risk management policies and systems to reflect changes in
~ markets, products and emerging best practice.

Risk management is carried out by a central treasury department (Bank Treasury) under policies approved by the
Management Board. Bank Treasury identifies, evaluates and manages financial risks in close co-operation with
the Bank’s operating units. The Management Board provides written principles for overall risk management, as
well as written policies covering specific areas, such as foreign exchange risk, interest rate risk, credit risk and
use of non-derivative financial instruments. The internal audit is responsible for the independent review of risk
management and control environment. The most important types of risk are credit risk, liquidity risk, market risk
and other operational risk. Market risk includes currency risk, interest rate and other price risk.

29.2.1 Credit Risk

The Bank takes on exposure to credit risk, which is the risk that a counterparty will cause a financial loss for the
Bank by failing to discharge an obligation. Credit risk is the most important risk for the Bank's business;
management therefore carefully manages its exposure to credit risk. Credit exposures arise principally in lending
activities that lead to loans and advances, balances with banks and receivable from financial institution and short
term placements with other bank. Credit risk also arises in off-balance sheet financial instruments, such as
Bank's commitments. The credit risk management and control are centralized in credit risk management team of
Bank and reported to the management team and head of each business unit regularly.

M’k“'
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29.2.2 Credit risk measurement
(a) Loans and advances

In measuring credit risk of loans and advances to customers and to banks at a counterparty level, the Bank
reflects three components (i) the ‘probability of default’ by the client or counterparty on its contractual
obligations; (ii) current exposures to the counterparty and its likely future development, from which the Bank
derive the ‘exposure at default’; and (iii) the likely recovery ratio on the defaulted obligations (the ‘loss given
default’).

These credit risk measurements, which reflect expected loss are embedded in the Bank's daily operational
management. The operational measurements can be contrasted with impairment allowances required under
IAS 39, which are based on losses that have been incurred at the date of statement of financial position.

(i) Over due balances on loans to customers are segmented into four categories as described in note 3.3
(b). The percentage of provision created on such over due balances are as per guidelines issued by
DAB and reflects the range of default probabilities defined for each category. This means that, in
principle, exposures migrate between classes as the assessment of their probability of default changes.

(i) Exposure at default is based on the amounts, the Bank expects to be owed at the time of default. For
example, for a loan this is the face value. For a commitment, the Bank includes any amount already
drawn plus the further amount that may have been drawn by the time of default, should it occur.

(iii) Loss given default or loss severity represents the Bank's expectation of the extent of loss on a claim
should default occur. It is expressed as percentage loss per unit of exposure and typically varies by type
of counterparty, type and seniority of claim and availability of collateral or other credit mitigation.

(b) Other than loans and advances

Other than loans and advances includes balances with other banks and financial institutions and short term
placements with other banks and other assets. Judgments and instructions from the Bank's treasury are
being used by the Bank's management in placing funds with other banks and are viewed as a way to gain
better credit quality mapping and maintain a readily available source to meet the funding requirements at the
same time when required.

Further, the Bank has banking relationships with financial institutions which have good international reputation
and strong financial standing and therefore, probability of default by such financial institutions is low.

29.2.3 Risk limit control and mitigation policies

The Bank manages, limits and controls concentrations of credit risk wherever they are identified — in particular, to
individual counterparties and groups, industries and countries.

The Bank structures the levels of credit risk it undertakes by placing limits on the amount of risk accepted in
relation to one borrower, or groups of borrowers, and to geographical and industry segments. Such risks are
monitored on a revolving basis and subject to an annual or more frequent review, when considered necessary.
Limits on the level of credit risk by product and industry sector are approved quarterly by the Management Board.

The exposure to any one borrower is further restricted by sub-limits covering on- and off-balance sheet
exposures. Actual exposures against limits are monitored daily.

Exposure to credit risk is also managed through analysis of the ability of borrowers and potential borrowers to
meet interest and capital repayment obligations at the time of loan appraisal for initial and subsequent loans.

e
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Some other specific control and mitigation measures are outlined below.
(a) Collateral

The Bank employs a range of policies and practices to mitigate credit risk. The most traditional of these is the
taking of security for funds advances, which is common practice. The Bank implements guidelines on the
acceptability of specific classes of collateral or credit risk mitigation. The principal collateral types for loans
and advances are:;

« Mortgages over residential properties
+ Charges over business assets such as premises, inventory and accounts receivable

In addition, in order to minimise the credit loss, the Bank will seek additional collateral from the counterparty
as soon as impairment indicators are noticed for the relevant individual loans and advances.

(b) Credit-related commitments

The primary purpose of these instruments is to ensure that funds are available to a customer as required.
Guarantees and standby letters of credit carry the same credit risk as loans. Documentary and commercial
letters of credit — which are written undertakings by the Bank on behalf of a customer authorising a third party
to draw drafts on the Bank up to a stipulated amount under specific terms and conditions — are collateralised
by the underlying shipments of goods to which they relate and therefore carry less risk than a direct loan.

Commitments to extend credit represent unused portions of authorisations to extend credit in the form of
loans, guarantees or letters of credit. With respect to credit risk on commitments to extend credit, the Bank is
potentially exposed to loss in an amount equal to the total unused commitments. However, the likely amount
of loss is less than the total unused commitments, as most commitments to extend credit are contingent upon
customers maintaining specific credit standards. The Bank monitors the term to maturity of credit
commitments because longer-term commitments generally have a greater degree of credit risk than shorter-
term commitments.

29.2.4 Maximum exposure to credit risk before collateral held or other credit enhancements

-

Maximum exposure

2010 2009
AF AF
Credit risk exposures relating to on-balance sheet assets are as follows:
Balances with other Banks 2,991,254,924 3,412,301,128
Short term placements 6,608,811,808 2,225,534,360
Loans and advances to customers - net 3,650,033,282 2,912,770,425
Receivable from financial institution 182,994,561 119,620,636
Security deposits and other receivables 27,895,621 14,355,022

13,360,990,196 8,684,581,571

Credit risk exposures relating to off-balance sheet items are as follows:

Guarantees 26,268,475 276,875,138
Undrawn loan and overdraft facilities 897,048,492 305,576,572
Commercial letters of credit 1,055,051,078 218,149,969

1,978,368,045 800,601,679

The above table represents credit risk exposure to the Bank at December 31, 2010 and December 31, 2009,
without taking account of any collateral held or other enhancements attached. For on-balance-sheet assets the
exposure set out above is based on net carrying amounts as reported in.the statement of financial position.

As shown above, short term placements and loans and advances represent 49% and 26% (2009: 26% and 33%)
respectively of the total on balance sheet credit risk exposure.

’A__-
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29.2.5 Credit quality of financial assets

The credit quality of the Bank's financial assets have been assessed below by reference to external credit ratings
of counter parties determined by various international credit rating agencies. The counterparties for which
external credit ratings were not available have been assessed by reference to internal credit rating determined

based on their historical information for any defaults in meeting obligations.

Credit
rating
Balances with other banks
Counter parties with external credit ratings
Standard Chartered Bank A+
Commerzbank, Germany A
Habib American Bank, America Unrated
AK Bank, Turkey C-
Short term placements
Counter parties with external credit ratings
Commerzbank, Germany A
AK Bank, Turkey C-
Punjab National Bank, Hong Kong BBB
Clariden Leu, Switzerland B-

Receivable from financial institution
Counter parties without external credit ratings
Loans and advances - net
Counter parties without external credit ratings
Security deposits and other receivables
Counter parties without external credit ratings

29.2.6 Loans and advances

Loans and advances are summarised as follows:

Neither past due nor impaired
Past due but not impaired
Impaired

Gross

Interest receivable

Less: allowance for impairment
Net

Credit rating
agency

Standard & Poor's
Standard & Poor's

Moody's

Standard & Poor's
Moody's
Capital Intelligence
Moody's

2010
AF

77,664,323
2,909,367,792
4,044,909
277,900

4,622,355,339
847,963,340
780,839,742

457,653,387
182,994,561

3,550,033,282

2009
AF

22,050,133
3,363,310,251
36,940,744

2,225,534,360

119,620,636

2,912,770,425

27,895,621 14,355,022
2010 2009
AF AF
3,574,488,320  2,887,926,573
10,014,915 9,710,000
80,637,069 12,942,722
3,665,140,304  2,910,579,295
732,403 2,191,130
(115,839,425) (90,164,777)

3,550,033,282

2,822,605,648

The total impairment provision for loans and advances is AF 115,839,425 (2009: AF 90,164,777). Further
information of the impairment allowance for loans and advances to customers is provided in note 8 to these

financial statements.

During the year 2010, the Bank's total loans and advances increased by 26% as a result of the expansion of the

lending business.

e
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(a) Loans and advances neither past due nor impaired

The credit quality of the portfolio of loans and advances that were neither past due nor impaired can be assessed by reference to the internal rating system
adopted by the Bank and DAB regulations

Loans and advances Amounts in AF
Large corporate customers SMEs Total
Overdraft Term loans PIFs* Overdraft Term loans PIFs
December 31, 2010
Regular Loans 3,363,114,277 26,623,992 88,239,852 41,864,339 54,645,860 - 3,574,488,320
December 31, 2009
Regular Loans 2,572,573,654 30,284,811 91,102,836 68,421,626 125,543,646 - 2,887,926,573
(b) Loans and advances past due but not impaired
December 31, 2010
Past due up to 30 days E 10,014,915 - - - = 10,014,915
Fair value of collateral ;- 304,212,480 - - - = 304,212,480
December 31, 2009
Past due up to 30 days , 9,710,000 - - - - 9,710,000
Fair value of collateral - 48,550,000 - - - = 48,550,000

* Post Import Finance -

Upon initial recognition of loans and advances, the fair value of collateral is based on valuation techniques commonly used for the corresponding assets. In
subsequent periods, the fair value is updated by reference to market price or indexes of similar assets.

(¢)  Loans and advances individually impaired

The individually impaired loans and advances to customers before taking into consideration the cash flows from collateral held is AF 85,667,730 (December
31, 2009: AF 98,215,930) including balances written off of AF 5,030,661 (December 31, 2009; AF 85,309,208).

ol
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The breakdown of the gross amount of individually impaired loans and advances by class, along with the ‘ar VE

security, are as follows:

December 31, 2010

Watch
Substanaard
Doubtful
Loss

Total

Fair value of collateral

December 31, 2009

Watch
Substandard
Doubtful
Loss

Total

Fair value of collateral

Loans and advances

c* related collateral held by the Bank as

Amounts in AF

Large corporate customers SMZs Total
Overdraft Term loans PlFs Overdraft T 2ans PIFs
61,265,924 - - SEe 787 - 62,325,721
15,669,589 - - - 15,669,589
- . - 2327 759 - 2,641,759
76,935,513 - E 25085856 - 80,637,069
148,434,000 - - =2 455.302 - 184,120,302
6,009,882 - - Z 232,840 - 12,942,722
6,009,882 - - < £32.840 B 12,842,722
19,808,400 - - 27 B47.500 - 41,655,900

(d) Loans and advances renegotiated

Restructuring activities include extended payment arrangements, approved external management plans, maz==ztion and deferral of payments. Following
restructuring, a previously overdue custemer account is reset to a normal status and managed together wi car similar accounts. Restructuring policies
and practices are based on indicators or criteria which, in the judgment of management, indicate that paymz-: w'/| most likely continue. These policies are
kept under continuous review. Restructuring is most commonly applied to overdraft. Renegotiated loans thz: wculd otherwise be past due or impaired at
December 31, 2010 were AF Nil (December 31, 2009: 6,932,843).

201 2009
At At
renegotiation styearend renegotiation As atyear end

Loans and advances time time

AF AF AF AF
- Term loans - - 7,659,824 6,932,843
- Overdraft - - B -
- PIF - - - =
Total - - 7,659,824 6,932,843

Hps-




2.7 Concentration of risk of financial assets with credit risk exposure

(a) Geographical sectors

The following table breaks down the Bank's main credit exposure 2t lheir carrying amounts, as categerized by geographical region as of Decemts2*

to regions based on the country of domicile of our counterparties.

-29-

-

.

£l i

Fer this table, the Bank has allocated exposures

On balance sheet

Balances with other Banks

Short term placeniants

Loans and advances to customers - net
Receivable from financial institution

Security deposits and other receivables - net

Off balance sheet

Contingencies and commitments

As at December 31, 2010
As at December 31, 2009

'b) Industry sectors

On balance sheet

Balances with other banks -
Short term placements -
—cans and advances to customers - net
=zceiwvable from financial institution -

=
-

Scurity deposits and other receivables - net -

Cif balance sheet

Zzntngencies and commitments

: Dscember 31, 2010

[t}

Y Amounts in AF

Afghanistan Lebanon Germany USA TLmz Switzerland Hong Kong Total
77,564,323 - 2,909,367,792 4,044 809 7T = - - 2,991,254,924
- - 4,522,833,506 - 84F.£52 °73 457 653,387 780,839,742 6,608,811,808
3,550,033,282 - - - - - 3,550,033,282
- 182,994,561 - - - - - 182,994,561
27,895,621 - - = - - - 27,895,621
3,655,493,226 182,994,561  7,432,201,298 4,044,809 B4T TE5 573 457,653,387 780,839,742  13,360,290,196
1,978,368,045 - - - - - - 1,978,368,045
_5,633,861,271 182,994 561  7,432,201,298 4,044,909 T 1B fd 457,653,387 780,839,742  15,339,358,241
3659,583,608 119,620,636 5,578,844,611 36,940,744 - - - 9,394,989,599

The fellowing table breaks down the Bank's main credit exposure al their carrying amounts, as categorised by the industry sectors of counterpart=s
Amounts in AF
Tele- Banks and
Manufacturing Agriculture Construction SO LRICATHA ‘ﬁna.nc_fal Traczs Fuel suppliers Others Total
institution
- B - 2,991,254 924 - - - 2,991,254 924
- - - 6,608,811,808 - - - 6,608,811,808
1,171,924,062 65,289,474 403,813,158 B - 493 53« 407 1,197,561,175 217,851,006 3,550,033,282
- - - 182,994,561 - - - 182,994 £5*
= = 5 & - - 27,895,621 27.895.22°
171.924,062 §5,289,474 403,813,158 E §,783,061,293 493,654,407 1,197,561,175 245,746,627 13,360.82C "=
427,715,831 21,579,247 264,768,718 272,113,642 - 561,120,686 406,136,278 24,933,543 STE.SEE 42
1,699,639,993 86,868,721 668,581,876 272,113,642 9,783,061,293  1,054,715093 1,603,697,453 270680170
695,684,671 4,709,350 946,308,162 37,880,512 5757,456,124  1,076,914,833 543,648,600 332,387 287

: Cecember 31, 2009

Warket risk

s2-z232s and foreign exchange.

f‘("i"""

= 2z27< 12«es on exposure to market risks, which is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in market prices, Mar<g: s« z-z=
s i~ interest rate, currency and equity products, all of which are exposed to general and specific market movements and changes in the level of volatility of market rates cr cces s_==
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Foreign exchange risk

The Bank takes on exposure to the effects of fluctuations in the prevailing foreign currency exchange rates on its financial position
and cash flows. The Management committee sets limits on the level of exposure by currency and in aggregate for both overnight
and intra-day positions, which are monitored daily. The table below summarizes the Bank's exposure to foreign currency exchange
rate risk at December 31, 2010 and December 31, 2009. Included in the table are the Bank's financial instruments at carrying
amounts, categorized by currency

If the functional currency, at the year end date, strengthens/ weakens by 10% against the USD with all other variables held constant,
the impact on profit after taxation for the year would have been AF 2,443,750 higher/ lower (2009: AF 15,143,721 higher/ lower)
respectively mainly as a result of exchange gains/iosses on translation of foreign exchange denominated receivables and payables

If the functional currency, at the year end date, strengthens/ weakens by 10% against the EURO with all other variables held
constant, the impact on profit after taxation for the year would have been AF 978,092 lower/ higher (2009: AF 686,037 lower/ higher)
respectively mainly as a result of exchange gains/losses on translation of foreign exchange denominated receivables and payables

If the functional currency, at the year end date, strengthens/ weakens by 10% against the AED with all other variables held constant,
the _I”mpacz on profit after taxation for the year would have been AF 342,241 higher/ lower (2009: AF Nil higher/ lower) respectively
mainly as a result of exchange gains/losses on translation of foreign exchange denominated receivables and payables.

As of the year end, excluding off balance sheet items, the Bank has a long open foreign exchange position in AED of 0.25%(2009
Nil), short open foreign exchange position in USD of 2.04% (2008: short position 10.11%) and a short open foreign exchange
position in EURO of 0.71% (2008 long position 0.46%) of the Bank's regulatory capital. The overall net foreign exchange position of
the Bank, in absolute terms, is 2.51% (2009: 9.66%).

AED uso EURO AF Total
-—————Converted to AF AF

As at December 31, 2010

Assets

Cash and balances with Da Afghanistan Bank - 946,386,769 154,484,585 2,900,051,962 4,000,923,316

Balances with other Banks 4278014 2,606,383,008 354,140,244 26,453,657 2,991,254,924

Short term placements - 6,188,878,550 419,933,258 2,046,592 412 8,655,404,220

Loans and advances to customers - gross - 3,144, 575,326 6,516 521,290,865 3,665,872,707

Receivable from financial institution : 155,056,811 7,051,476 20,886,274 182,994,561

Security deposits and other receivables - 32,607,366 1,823,772 1,332,549 35,763,687

Total financial assets 4,278,014 13,073,887,831 937,439,851 5516607719 19532,213,415

Less: provision against loans and

advances/other receivables - (108,070,074) - (15,637,417) (123,707,491)

Total financial assets 4,278,014 12,965,817,757 937,439,851 5,500,870,302  19,408,505,924

Liahilities

Customers' deposits 12,846,224,233 938,931,852 3842348098 17,727,504,184
_ Other liabilities - 150,140,404 10,734,145 37,182,809 198,064,354
~ Total financial liabilities - 12,996,364,637 949,665,999 3,879,537,907 17,925 568,543

On-balance sheet financial posilion - gross 4,278,014 77,523,194  (12,225,148) 1,537,089,812 1,606,644 872

On-halance sheet financial position - net of

provision against loans and advances 4,278,014 (30,546.880) (12,226,148) 1,521,432.395 1,48?,51_.'}:_’_.'_'-HI*

As at December 31, 2009

Iotal financial assets 7,357,112,301 1,414 202,053 8,132,807,210 16,904,121 404

7,546,408,815
(189,296.514)

1.405,626,586
8,575,467

Total financizal liabilities -
Net on-balance sheet financial position z

6.054,276.096 15,006,311 49/
2.078.531,114 1,897 1810 06/

Interest rate risk

Cash flow interest rate risk is the risk that the future cash flows of a financial instrument will fluctuate because of changes i kot
mterest rates. Fair value interest rate risk is the risk that the value of a financial instrument will fluctuate because of chariges in
market interest rates. The Bank takes on exposure to the effects of fluctuations in the prevailing levels of market interest o on
hoth its fair value and cash flow risks. Interest margins may increase as a result of such changes but may reduce losscs in o oyl
that unexpected movements arise. Bank's investments, loans and advances are primarily linked to EONIA, LIBOR and U5 1 'imio

-
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The table below summarises the Bank's exposure to interest rate risks. It includes the Bank's financial instruments at carrying amc. ====2--32d by the earlier of contractual repricing or
maturity dates, |

Interest bearing 55 Non-interest

As at December 31, 2010 Upto 1 1103 3to 12 1t0'5 P o _ bearing Total

month months month years i

+ f X

Assets -
Cash and balances with Da Afghanistan Bank (DAE) 1,787,225,685 - - - - 2,213,697,631 4,000,923,316
Balances with other Banks 2,909,367,792 - - - - 81,887,132  2,991,254,924
Short term placements 2,930,678,776 1,427,922,195 4,296,803,249 - - ¢ 8,655,404,220
Loans and advances to customers - net 514,938,534  574.040.648 2.444,981.386 16,072.7°= - - 3,550,033,282
Receivable from financial institution - - - - - 182,994,561 182,994,561
Security deposits and other receivables - nel - - - o - - 27 895,621 27,895,621
Total financial assets 8,142,210,787 2,001,962.843 6,741,784.635 16,072.71< - 2,506,474,945 19,408,505,924
Liabilities
Customers' deposits 406,708,108 53,172,591 4,588,372 - - 17,263,035,113 17,727,504,184
Other liabilities . - - . - 198,064,359 198,064,358
Total financial liabilities 406,708,108 53,172,591 4,588,372 - - 17,461,099472 17,925 568,543
Total interest repricing gap 7,735,602,679 1,948,790,252 6,737,196,263 16,072.71< - (14,954,624,527) 1,482,937,381
As at December 31, 2009
Total financial assets 11,223,708,8937 2,122,218,778 1,395,477,404 11,469,282 - 2,151,247,161 16,904,121,564
Total financial liabilities 306,637,804 1,456,500 2,000,000 - - 14,696,217,193  15,006,311,497
Total interest repricing gap 10,917,071,133  2,120,762,278 1,393,477,404 11,469,284 - (12,544,970,032) 1,897,810,067
Liquidity risk
Liquidity risk is the risk that the Bank is unable to meet its payment obligations associated with its financial liabilities when they fall 3.z 2nd to replace funds when they are withdrawn. The

consequence may be the failure to meet obligations to repay depositors and fulfil commitments to lend.

Liquidity risk management process

The Bank's liquidity management process, includes:

- Day-to-day funding, managed by monitoring future cash flows to ensure that requirements can be met. This includes replenishment of funds as they mature or are borrowed by customers.

- Maintaining a portfolio of highly marketable assets that can easily be liquidated as protection against any unforeseen interruption to zash flow,
- Monitoring balance sheet liquidity ratios against internal and regulatory requirements; and

- Managing the concentration and profile of debt maturilies.

Monitoring and reporting take the form of cash flow measurement and projections for the next day, week and month respectively, as these are key periods for liquidity management. The
starting point for those projections is an analysis of the contractual maturity of the financial liabilities and the expected collection date of the financial assets

Bank Treasury also monitors unmatched medium-term assets, the level and type of undrawn lending commitments, the usage of overdraft facilities and the impact of contingent liabilities

such as standby letters of credit and guarantees

Funding approach

r

Sources of liquidity are regularly reviewed by the treasury department to maintain a wide diversification by currency, geography, provider, product and term.

Affs-
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The table below presents the cash flows payable by the Bank under non-derivative financial liabilities and assets held o manago
liquidity risk by remaining contractual maturities at the date of the statement of financial position. The amounts disclosed i the
table are the contractual undiscounted cash flows, whereas the Bank manages the inherent liquidity risk based on expecled

undiscounted cash inflows

As at December 31, 2010
Liabilities "
Customers«Geposits

Other liabilities
Totalfinancial liabilities
(contractual maturity dates)

Total financial assets
\Coutractual maturity dates)

As at December 31, 2009
Liabilities

Customers' deposits

Other liabilities

Total financial liabilities
(contractual maturity dates)

Total financial assets
(contractual maturity dates)

Upto 1 month 1to3months 3to12month 1to5years Over5years Total
AF
17,638,270,957 53,172,591 36,060,636 - 17,727,504,184
198,064,359 - - - - 198,064,359
17,836,335,316 53,172,591 36,060,636 - - 17,925,568,543
10,648,685,732 2,001,962,843 6.741,784,635 16,072,714 19,408,505,924
\

14,940,848,667 1,456,500 2,000,000 - - 14,944 305,167
62,006,330 - - - - 62,006,330
15,002,854,997 1,456,500 2,000,000 - - 15,006,311.497
13,374,956,088 2,122,218,778 1,395477,404 11,469,284 - 16,904,121,564

Assets available to meet all of the liabilities and to cover outstanding loans commitment include cash and balances with Da
Afghanistan Bank, balances with banks and receivable from financial institution, short term placements, loans and advances to
customers and security deposits and other receivables

Off-balance sheet items

a) Guarantees and other financial facilities

Guarantees are also included below based on the earliest contractual maturity date.

b) Loan commitments

The dates of the contractual amounts of the Bank's off-balance sheet financial instruments that commit it to extend credit to
customers and other facilities are summarised in the table below

As at December 31, 2010

Guarantees

Undrawn loan and overdraft facilities

Commercial letters of credit
Total

As at December 31, 2009

Guarantees

Undrawn loan and overdraft facilities

Commercial letters of credit
Total

Aw,.

Not laterthan 1 1to 5 years Over 5 years Total
year
Al
26,268,475 - ~ 26,268,475
897,048,492 897,048,492

1,055,051,078

1,055,051.078

1,978,368,045

1,978,368,045

276,875,138 - 276,875,138
305,576,572 - 305,576,572
218,148,969 - - 218,149,969
800,601,679 = - 800,601,679
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.5 Fair value of financial assets and liabilities
(a) Financial instruments measured at fair value using a valuation technique
There was no financial instrument which was measured at fair value using a valuation technique.
(b) Financial instruments not measured at fair value

The table below summarises the carrying amounts and fair values of those financial assets and liabilities not presented
on the Bank's balance sheet at their fair value.

Carrying Value Fair Value
December 31, December 31, December 31, December 31,
2010 2009 2010 2009

Financial assets:
Short term placements 8,655,404,220 6,073,499,631 8,655,404,220  6,073,499,631
Loans and advances to customers - net

Overdrafts 3,372,325,088 2,566,272,834 3,372,325,088 2,566,272,834

Term loans 177,708,194 256,332,814 177,708,194 256,332,814
Security deposits and other receivables 27,895,621 14,355,022 27,895,621 14,355,022
Financial liabilities:
Customers' deposits 17,727,504,184 14,944 305167 17,727,504,184 14,944,305,167
Other liabilities 198,064,359 62,006,330 198,064,359 62,006,330
Off balance sheet financial instruments:
Bank's commitments 1,978,368,045 800,601,679 1,978,368,045 800,601,679

(i) Investments

Investments include short term placements and are recognised as held to maturity which is measured at amortised cost.
The fair value of investments is equal to the carrying amount.

(i) Loans and advances, security deposits and other receivables, and financial liabilities
Fair value of loans and advances, security deposits and other receivables and all the financial liabilities cannot be
calculated with sufficient reliability due to absence of current and active market for such assets and reliable data
regarding market rates for similar instruments, so its carrying amount is its fair value. Further these are short term in

nature therefore, their carrying value will be equal to fair value. The provision for loans and advances has been
calculated in accordance with the Bank's policy and regulations issued by DAB.

(iii) Off-balance sheet financial instruments

The fair value of off balance sheet financial instruments is equal to its carrying amount.

-
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9.6 Capital management

The Bank's objectives when managing capital, which is a broader concept than the 'equity' on the face of balance
sheets, are:

i) To comply with the capital requirements set by the DAB;
i) To safeguard the Bank's ability to continue as a going concern so that it can continue to be self-sustainable; and
iif) To maintain a strong capital base to support the development of its business.

Capital adequacy and the use of regulatory capital are monitored regularly by the Bank's management. DAB
requires each bank to maintain its Tier 1 Capital ratio and Regulatory Capital ratio to be at least 6 % and 12 %
respectively. The Bank is maintaining this ratio well above the required level.

The table below summarises the composition of the regulatory capital and ratio of the Bank:

Regulatory Capital
Tier 1 (Core) Capital:

Total equity capital
Less:
Intangible assets
Profit for the year

Tier 2 (Supplementary) Capital:

General reserves on loan losses of AF 107,484,862 as per DAB's
regulation, but restricted to 1.25% of total risk-weigthed exposures
Profit for the year

Tier 2 (supplementary) Capital
(restricted to 100% of Tier 1 (Core) Capital)

Regulatory Capital = Tier 1 + Tier 2
Risk-weight categories
0% risk weight:

Cash in Afghani and fully-convertible foreign currencies
Direct claims on DAB
Total

0% risk-weight total (above total x 0%)

20% risk weight:
Balances with other banks

20% risk-weight total (above total x 20%)

M’F"'

2010
AF

1,729,447 627

53,636,208
326,276,992

2009
AF

1,860,270,635

43,741,598
755,595,867

1,349,634,427

1,060,933,170

74,363,111 55,034,595
326,276,992 765,595,867
400,640,103 810,630,462
400,640,103 810,630,462

1,750,274,530

1,871,563,632

1,428,220,259
4,619,295,469

664,993,632
7,644,711,138

6,047,5615,728

8,309,704,770

9,600,066,732

5,637,835,488

1,920,013,346

1,127,567,098




B

100% risk weight

All other assets
Less:
Intangible assets
All other assets - net

100% risk-weight total (above total x 100%)

Credit conversion factor

0% risk weight:

Undrawn loan and overdraft facilities

0% credit conversion factor total (risk-weighted total x 0%)

0% risk-weight total (above total x 0%)

20% risk weight:
Commercial letters of credit

20% credit conversion factor total (risk-weighted total x 20%)

20% risk-weight total

100% risk weight

Guarantees

100% credit conversion factor total (risk-weighted total x 100%)
100% risk-weight total (above total x 100%)

Total risk-weighted assets

Tier 1 Capital Ratio
(Tier 1 capital as % of total risk-weighted assets)

Regulatory Capital Ratio
(Regulatory capital as % of total risk-weighted assets)

DATE OF AUTHORIZATION FOR ISSUE

2010
AF

4,014,101,234

2009
AF

3,128,037,474

53,536,208 43,741,598
3,960,565,026 3,085,295,876
3,960,565,026 3,085,295,876

897,048,492 305,576,572
1,055,051,078 218,149,969
211,010,216 43,629,994

42,202,043 8,725,999

26,268,475 276,875,138

26,268,475 276,875,138

26,268,475 276,875,138
5,949,048,890 4,402,767 602

23% 24%
29% 42%

These financial statements were authorized for issue by the Board of Supervisors of the Bank on February
,2011.






