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INDEPENDENT AUDITORS’ REPORT
TO THE SHAREHOLDERS OF THE FIRST MICROFINANCE BANK - AFGHANISTAN

Opinion

We have audited the accompanying financial statements of The First MicroFinance Bank - Afghanistan
(the Bank), which comprise the statement of financial position as of December 31, 2021, and the
statement of comprehensive income, statement of changes in equity and statement of cash flows for the
year then ended, and notes to the financial statements, including a summary of significant accounting
policies.

In our opinion, the accompanying financial statements give a true and fair view of the financial position
of the Bank as of December 31, 2021, and its financial performance and its cash flows for the year then
ended, in accordance with International Financial Reporting Standards (IFRSs) issued by the
International Accounting Standards Board (IASB), the Law of Banking in Afghanistan and other laws
and regulations issued by Da Afghanistan Bank.

Basis for Opinion

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

Emphasis of Matter

Without qualifying our opinion, we draw attention to note 8.2.1 to the financial statements which states
that due to the economic crisis in the country, the repayment capacity of customers of the Bank has
reduced during the year. As the result, the quality of loans of the Bank has deteriorated which required
further impairment loss to be recognised against these loans under the "Asset Classification and
Provisioning Regulation" by DAB. However, DAB vide letter no 11068/9588 dated 21 December 2021,
instructed the Bank not to change the assets classification of loans and advances of the Bank from their
status as of 30 June 2021. Hence, impairment loss on loans and advances of the Bank has been calculated
on the basis of their status as of 30 June 2021, and no further provision has been made against those loans
which subsequently did not perform well due to the current situation in the country. If DAB had not
granted this relaxation to the Bank, the impairment allowance against loans and advances of the Bank
would have been increased by AFN 1,082,966 thousands for the year, resulting in increase in the loss
before tax by the said amount.

Other Matter
The annual financial statements of the Bank for the year ended December 31, 2020 were audited by

another firm of Chartered Accountants who had expressed unmodified opinion vide their report dated
March 28, 2021.
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Responsibilities of Management and Those Charged With Governance for the Financial
Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with IFRSs issued by the International Accounting Standards Board (IASB), the requirements
of the Law of Banking in Afghanistan and other laws and regulations issued by Da Afghanistan Bank,
and for such internal control as management determines is necessary to enable the preparation of financial
statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, management is responsible for assessing the Bank’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the
going concern basis of accounting unless management either intends to liquidate the Bank or to cease
operations, or has no realistic alternative but to do so.

Those Charged with Governance are responsible for overseeing the Bank’s financial reporting process.
Auditor’s Responsibilities for the Audit of the Financial Statements

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

As part of an audit in accordance with ISAs, we exercise professional judgment and maintain professional
skepticism throughout the audit. We also:

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

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

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

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

going concern. \)‘\YJ/\ '
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»  Evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and events in
a manner that achieves fair presentation.

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

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

Ay Lepry Ouenr Jray £ G-

Chartered Accountants % GO Cha,’

Date: March 24, 2022
Kabul, Afghanistan




The First MicroFinance Bank - Afghanistan
Statement of Financial Position

As at 31 December 2021

31 December 31 December
2021 2020
Note =ee=eee= (AFN in '000) «~--eev--
Asscts
Cash and cash cquivalents G 6,207,123 5,175,723
Placements - net 7 < 1,542,287
lLoans and advances to customers - net B 3,817,089 4,246,383
Operaung fixed assets 9 318,840 410,131
Intangible assets 10 83,210 97,632
Deferred tax asset - net 11 6,177 -
Other asscts 12 723,397 967,823
Total Assets 11,155,836 o 12,439,979
Liabilitics
Deposits from customers 13 6,842,937 7,682 441
L.oans and borrowings 14 1,950,752 2,238,614
Income tax payable - net - 8,060
Deferred tax Liabilities - net 11 - 29 711
Other liabilitcs 15 403,756 369,820
Total Liabilities 9,197,445 10,328,646
Equity
Share capital 16 796,008 796,008
Share premium 206,038 206,038
Retained earnings 956,345 1,109,287
Total equity 1,958,391 2,111,333
Total equity and liabilities 11,155,836 12,439,979
Contingencies and commitments 17 u;ﬁ '

The annexed notes 1 to 33 form an integral part of these financial statements.
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The First MicroFinance Bank - Afghanistan
Statement of Comprehensive Income
For the year ended 31 December 2021

31 December 31 December

2021 2020
Note ceemeae== (AFN in '000) «=-vanvnv
Interest income 18 799,602 1,229,215
Interest expense 19 (136,315) (153,309)
Net interest income 663,287 1,075,906
Fee and commission income 20 53,219 68,288
Fee and commission expense 21 (3,139) (9,063)
Net fee and commission income 50,080 39,225
Income from dealing in foreign currencies 159,131 165,952
Revenue 872,498 1,301,083
Other income 22 120,437 42,130
Impairment loss on loans and advances to customers 8.2 6,059 (48,370}
Impairment loss on placements o0&7 9,874 1,942
General provision on other assets 12 (3,947) (32)
Personnel expenses 23 (663,968) (697,348}
Depreciation and amortisation 9 & 10 (166,139) (139,111)
Finance cost on lease habiliges 151 (7,948) (8.277)
Penalties - (125)
Other expenses 24 (335,871) (389,545}
Net operating income (169,005) 62,327
Non-operating revenue and expenses:
Development grant income 15 840 1,147
Operaung grant income 30,563 9,266
Expenditure against grants 25 (31,403) (10,413)
(Loss)/ profit before tax (169,005) 62,327
Income tax 26 16,063 (12,824)
(Loss)/ profit for the year (152,942) 49,503
Other comprehensive income - =
Total comprehensive income 5152!942! 49,503
Earnings per share 27 (1,732) 561
N i ) A
I'ne annexed notes 1 to 33 form an integral part of these financial statements. C
€ Itz
Chief Finahcial Officer Chief Executive Officer Chairman ~___/
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The First MicroFinance Bank - Afghanistan
Statement of Changes in Equity
For the year ended 31 December 2021

Share Retained
Share capital premium earnings Total
(AFN in '000) ----
Balance at 01 January 2020 796,008 206,038 1,059,784 2,061,830
Profit for the year - - 49,503 49,503
Other comprehensive income - - - -
Total comprehensive income 5 - 49,503 49,503
Balance at 31 December 2020 796,008 206,038 1,109,287 2.111,333
Loss for the year - - (152,942) (152,942)
Other comprehensive income - - - r
Total comprehensive income - - (152,942) (152,942)
Balance at 31 December 2021 796!008 206,038 956,345 1,958,391
v
The annexed notes 1 to 33 form an integral part of these financial statements.
el
o )
% 0@9/ Al U}L”L‘]
Chief F%cial Officer Chief Exc:ﬁ;iv: Officer Chairm&ny/
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The First MicroFinance Bank - Afghanistan
Statement of Cash Flows
For the year ended 31 December 2021

Cash flows from operating activities

(Loss)/profit before tax
Adjustments for:
Depreciation and amortisation
Impairment loss on loans and advances to customers
Impairment loss on placements
General provision on
Other assets
Loss on disposal of property and equipment
Finance cost on lease liabilities
Crant income

Changes in:
Decrease in loans and advances to customers
Decrease/ (increase) in other assets
(Decrease)/increase in deposits from customers
Increase i other Labilities

Income tax paid
Grant recetved
Net cash flows (used in) / from operating activities

Cash flows from investing activities

Purchase of property and equipment

Praceeds from disposal of property and equipment
Net investment 1n placements

Net cash flows from /(used in) investing activities

Cash flows from financing activities

Repayment of lease hiabilities

Proceeds from loans and borrowings
Repayment of loans and borrowings

Net cash flows used in financing activities

Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of the year
Cash and cash equivalents at end of the year

The annexed notes 1 to 33 form an integral part of these financial statements.
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31-Dec-2021

31-Dec-2020

wemeeeee (AFN in '000) ---------

(169,005) 62,327
166,139 139,111
(6,059) 48,370
(9,874) (1,942)
3,947 52
(229) (245)
7,948 8,277
(31,403) {(10,413)
(38,536) 245,537
435,353 636,531
240,479 (114,299)
(839,504) 1,080,416
51,440 16,082
(150,768) 1,864,267
(27,885) (13,753)
31,403 10,413
(147,250) 1,860,925
(62,609) (32,702)
2,412 292
1,552,161 (936,992)
1,491,964 (969,402)
(25,452) (75,320)
810,529 460,166
(1,098,391) (810,529)
(313,314) (425,683)
1,031,400 465,840
5,175,723 4,709,883
6,207,123 5175723
.




The First MicroFinance Bank - Afghanistan
Notes to the Financial Statements
For the year ended 31 December 2021

1

STATUS AND NATURE OF OPERATIONS

The First MicroFinance Bank - Afghanistan ("the Bank") was registered with Afghanistan Investment Support
Agency (AISA) in December 2003 as a limited liability company and received formal banking license from Da
Afghanistan Bank ("DAB"), the central bank of Afghanistan, on 18 March 2004 to operate nationwide. Since
commencement of operations on 1 May 2004, the Bank has been operating as the leading microfinance service
provider in Afghanistan contributing to poverty alleviation and economic development, through provision of
sustainable financial services primarily targeted at the micro and small businesses and households.

The registered office of the Bank is situated in Kabul, Afghanistan. The Bank has 38 (2020: 38) branches in
operation including 17 urban branches (2020: 17) and 21 rural / peri urban branches (2020: 21) in operation at
the year end and employed 1,418 staff (2020: 1,470).

The financial statements for the year ended December 31, 2021 (including comparatives) have been approved
and authorized for issue by the Board of Supervisors on

STATEMENT OF COMPLIANCE

These financial statements have been prepared in accordance with International Financial Reporting Standards
(IFRSs) issued by the International Accounting Standard Board (IASB), the Banking Laws and Regulations in
Afghanistan and directives issued by the DAB. In case if the regulatory requirements differ with the
requirements of IFRS, the provisions of applicable laws shall prevail.

Da Afghanistan Bank (DAB) vide its citcular no. E-02 dated April 9, 2020 deferred the applicability of IFRS 9
“Financial Instruments™ till July 2021, subsequently it is deferred until indefinite time. Accordingly, the
requirements of these standards have not been considered in the preparation of these financial statements.

2.1 Basis of preparation

These financial statements have been prepared on the historical cost basis except as otherwise disclosed in
accounting policies.

These financial statements comprise of 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.

2.2 Use of significant accounting estimates and judgments

The preparation of financial statements in conformity with IFRSs requires management to make
judgments, estimates and assumptions that affect the application of accounting policies and reported
amount of assets, liabilities, income, and expenses. Actual results may differ from these estimates are
recognized in the period in which the estimate is revised if the revision affects only that petiod or in the
period of the revision and future period if the revision affects both current and future periods.

The judgments, estimates and assumptions applied in the financial statements, including key sources of
estimation uncertainty, were same as those applied in the Bank's last annual financial statements for the
year ended 31 December 2020.

Areas with higher degree of judgment or complexity, or areas where assumptions and estimates are
significant to the financial statements are disclosed in note 4. o
a—




The First MicroFinance Bank - Afghanistan
Notes to the Financial Statements
For the year ended 31 December 2021

2.3

2.4

Standards, amendments and interpretations to published accounting standards that became
effective in the current year

Following accounting standards and amendments became applicable in the current year.

- Interest Rate Benchmark Reform: Phase 2 (Amendments to IFRS 4, IFRS 7, IFRS 9, IFRS 16, IAS
39)
- COVID-19 Rent Related Concessions (Amendments to IFRS 16)

Standards, interpretations and amendments to published accounting standards that are not yet
effective

The following standards, amendments and interpretations with respect to the published accounting
standards would be effective from the dates mentioned there against:

Effective date
(accounting periods
Standards, Interpretations and Amendments beginning on or after)

- COVID-19 Rent Related Concessions beyond June 30, 2021 April 01, 2021
(Amendments to IFRS 16)

- Annual Improvements to IFRS Standards 2018-2020 Cycle January 01, 2022
(Amendments to IFRS 1, IFRS 9, IAS 41)

Effective date
(accounting periods

Standards, Interpretations and Amendments beginning on or after)
- References to the Conceptual Framework (Amendments to IFRS 3) January 01, 2022
- Proceeds before Intended Use (Amendments to IAS 16) January 01, 2022
- Onerous Contracts — Cost of Fulfilling a Contract (Amendments to IAS 37) January 01, 2022
- IFRS 17 Insurance Contracts January 01, 2023
- Classification of Liabilities as Current or Non-current and disclosure of January 01, 2023

accounting policies (Amendment to IAS 1)

- Definition of accounting estimates (Amendment to IAS 8) January 01, 2023

- Deferred Tax related to Assets and Liabilities arising from a Single Transaction  January 01, 2023
(Amendments to IAS 12)

- Sale or Contribution of Assets between an Investor and its Associate or Joint Not yet finalized
Venture (Amendments to IFRS 10 and IAS 28)

The above standards, amendments and interpretations are not expected to have any material impact on
the Bank's financial statements in the period of initial application. YA
— 4




The First MicroFinance Bank - Afghanistan
Notes to the Financial Statements
For the year ended 31 December 2021

3. FUNCTIONAL AND PRESENTATION CURRENCY

These financial statements are presented in Afghani ('AFN'), which is the Bank's functional currency, except as
otherwise stated. All financial information presented in AFN has been rounded to the nearest thousand.

4, USE OF ESTIMATES AND JUDGMENTS

In preparing these financial statements, management has made judgments, estimates and assumptions that affect
the application of the Bank's accounting policies and the reported amounts of assets, liabilities, income and
expenses. Actual results may differ from these estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to estimates are recognized
prospectively. The areas involving a higher degtee of judgment or complexity, or areas where assumptions and
estimates are significant to the financial statements are given below:

4.1 Provision of income taxes

The Bank recognizes tax liability in accordance with the provisions of Income Tax Law 2009. The final tax
liability is dependent on assessment by Ministry of Finance, Government of Islamic Republic of
Afghanistan.

4.2 Useful life of property and equipment and intangible assets

The Bank reviews the useful life, depreciation method and residual value of property and equipment (note
5.10) and intangible assets (note 5.11) at each statement of financial position date. 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.

4.3 Impairment losses on financial instruments

The banks accounting framework considers both the provision prescribed under local regulations in
Afghanistan and management estimates of the expected credit loss.

The Bank maintains a general provision of 5% on standard loans in Microfinance and SME portfolio and
1% on standard Overdraft and Corporate loans in line with bank's own provisioning policy which is
relatively higher than the regulatory requirements.

It has been the Bank's policy to regularly review its models in the context of actual loss experience and
adjust when necessary.

5. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies adopted in preparation of these financial statements are consistent with those followed
in the preparation of the annual financial statements of the Bank for the year ended 31 December 2020.

5.1 IFRS 16 Leases
5.1.2 Leased assets
The Bank as a Lessee

For any new contracts entered into on or after 1 January 2019, the Bank considers whether a
contract is, or contains a lease. A lease is defined as 'a contract, or part of a contract, that
conveys the right to use an asset (the underlying asset) for a period of time in exchange for
consideration'. To apply this definition the Bank assesses whether the contract meets three key
evaluations which are whether:

U,




The First MicroFinance Bank - Afghanistan
Notes to the Financial Statements
For the year ended 31 December 2021

a) The contract contains an identified asset, which is either explicitly identified in the contract
or implicitly specified by being identified at the time the asset is made available to the Bank;

b) The Bank has the right to obtain substantially all of the economic benefits from use of the
identified asset throughout the petriod of use, considering its rights within the defined scope of
the contract; and

¢) The Bank has the right to direct the use of the identified asset throughout the period of use.
The Bank assess whether it has the right to direct 'how and for what purpose' the asset is used
throughout the period of use.

Measurement and recognition of leases as a lessee

At lease commencement date, the Bank recognizes a right-of-use asset and a lease liability on
the balance sheet. The right-of-use asset is measured at cost, which is made up of the initial
measurement of the lease liability, any initial direct costs incurred by the Bank, an estimate of
any costs to dismantle and remove the asset at the end of the lease, and any lease payments
made in advance of the lease commencement date (net of any incentives received).

The Bank depreciates the right-of-use assets on a straight-line basis from the lease
commencement date to the earlier of the end of the useful life of the right-of-use asset or the
end of the lease term. The Bank also assesses the right-of-use asset for impairment when such
indicators exist. At the commencement date, the Bank measures the lease liability at the present
value of the lease payments unpaid at that date, discounted using the interest rate implicit in the
lease if that rate is readily available or the Bank's incremental borrowing rate.

Lease payments included in the measurement of the lease liability are made up of fixed
payments (including in substance fixed), variable payments based on an index or rate, amounts
expected to be payable under a residual value guarantee and payments arising from options
reasonably certain to be exercised.

Subsequent to initial measurement, the liability will be reduced for payments made and
increased for interest. It is remeasured to reflect any reassessment or modification, or if there
are changes in in-substance fixed payments. When the lease liability is remeasured, the
corresponding adjustment is reflected in the right-of-use asset, or profit and loss if the right-of-
use asset is already reduced to zeto. The Bank has elected to account for short-term leases and
leases of low-value assets using the practical expedients.

Instead of recognizing a right-of-use asset and lease liability, the payments in relation to these
are recognized as an expense in profit or loss on a straight-line basis over the lease term.

On the statement of financial position, right-of-use assets have been included in operating fixed
assets and lease liabilities have been included as part of other liabilities.

Extension options for leases

When the Bank has the option to extend a lease, management uses its judgement to determine
whether or not an option would be reasonably certain to be exercised. Management considers
all facts and circumstances including their past practice and any cost that will be incurred to
change the asset if an option to extend is not taken, to help them determine the lease term.

Sl




The First MicroFinance Bank - Afghanistan

Notes to the Financial Statements
For the year ended 31 December 2021

5.2

5.3

5.4

5.5

Foreign currency

Transactions in foreign currencies are translated into the functional currency of the Bank at the spot
exchange rate at the dates of the transactions.

Monetary assets and liabilities denominated in foreign currencies at the reporting date are translated into
the functional currency at the spot exchange rate at that date. Non-monetary assets and liabilities
denominated in foreign currencies that are measured at fair value are retranslated into the functional
currency at the spot exchange rate at the date that the fair value was determined. Non-monetary assets and
liabilities that are measured in terms of historical cost in a foreign currency are translated using the
exchange rate at the date of the transaction.

Foreign currency differences arising on translation is recognized in profit or loss.

Interest

Interest income and expense are recognized in profit or loss using the effective interest method. The
'effective interest rate' is the rate that exactly discounts the estimated future cash payments and receipts
through the expected life of the financial asset or liability (or, where appropriate a shorter period) to the
carrying amount of the financial asset or liability. When calculating the effective interest rate, the Bank
estimates future cash flows considering all contractual terms of the financial instrument, but not future
credit losses.

Interest income and expense presented in the statement of comprehensive income include interest on
financial assets and liabilities measured at amortized cost calculated on an effective interest basis.

In accordance with the Asset Classification and Provisioning Regulation (ACPR) issued by DAB, all
interest accrual is suspended on all interest-earning assets where the asset is classified as doubtful or loss as
per the regulation. However such assets are secured by collateral and personal guarantees and in process of
collection. When an asset is placed on non-acctual status, accrued interest is reversed.

Fees and commission

Fees and commission income includes commission income on bank guarantees, account servicing fees,
funds transfer fee and placement fee are recognized as the related services are performed.

Fee and commission expenses relates mainly to the transactions services fee, which are expensed as the
services are received.

Income tax

Income tax expense comprises current and deferred tax. It is recognized in the profit or loss except to the
extent that it relates to items recognized directly in equity or in other comprehensive income.

5.5.1 Current tax

Current tax comprises the expected tax payable or receivable on the taxable income or loss for
the year and any adjustment to the tax payable or receivable in respect of previous years. It is
measured using tax rates enacted or substantively enacted at the reporting date.

Uw N .
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The First MicroFinance Bank - Afghanistan
Notes to the Financial Statements
For the year ended 31 December 2021

5.6

5.5.2

5.5.3

Deferred tax

Deferred tax is recognized in respect of temporary differences between the carrying amounts of
assets and liabilities for financial reporting purposes and amounts used for taxation purposes.

Deferred tax assets are recognized for unused tax losses, unused tax credits and deductible
temporary differences to the extent that it is probable that future taxable profits will be available
against which they can be used. Deferred tax asset is reviewed at each reporting date and is
reduced to the extent it is no longer probable that a related tax benefit will be realized.

Unrecognized deferred tax assets are reassessed at each reporting date and recognized to the
extent that it has become probable that future taxable profits will be available against which
they can be used.

Deferred tax is measured at the tax rates that are expected to be applied to the temporary
differences when they reverse, using tax rates enacted or substantively enacted at the reporting
date.

Tax exposutes

In determining the amount of current and deferred tax, the Bank considers the impact of tax
exposures, including whether additional taxes and interest may be due. This assessment relies
on estimates and assumptions and may involve a series of judgments about future events. New
information may become available that causes the Bank to change its judgment regarding the
adequacy of existing tax liabilities; such as changes to tax liabilities would impact tax expense in
the period in which such a determination is made.

Financial instruments

Financial assets and financial liabilities are recognized when the Bank becomes a party to the contractual
provisions of the financial instrument and are measured initially at fair value adjusted by transactions costs,
except for those carried at fair value through profit or loss which are measured initially at fair value.
Subsequent measurement of financial assets and financial liabilities are described below.

Financial assets are de-recognized when the contractual rights to the cash flows from the financial asset
expire, or when the financial asset and all substantial risks and rewards are transferred. A financial liability
is de-recognized when it is extinguished, discharged, cancelled or expires.

Classification and subsequent measurement of financial assets and financial liabilities

For the purpose of subsequent measurement, financial assets other than those designated and effective as
hedging instruments are classified into the following categories upon initial recognition:

G e S b o

Designation at fair value through profit or loss (FVTPL)
Held for trading

Loans and receivables

Held to maturity

Available for sale

All financial assets are subject to review for impairment at least at each reporting date to identify whether
there is any objective evidence that a financial asset or a group of financial assets is impaired.

oWl .
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The First MicroFinance Bank - Afghanistan
Notes to the Financial Statements
For the year ended 31 December 2021

--—---n-_---——-\

a) Classification, recognition and subsequent measurement of financial assets

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not
quoted in an active market. After initial recognition, these are measured at amortized cost using the
effective interest method, less provision for impairment. The Bank's cash and cash equivalents,
investments (other than held for trading), loans and receivables and other assets fall into this category of
financial instruments.

The Bank determines allowance for impairment loans and advances in accordance with “Asset
Classifications and Provisioning Regulation™ issued by DAB.

At each reporting date, the Bank assesses whether there is objective evidence that financial assets which are
not carried at fair value through profit or loss are impaired or not. Financial assets or a group of financial
assets are impaired when objecrife evidence demonstrates that a loss event has occurred after the initial
recognition of the assets, and that the loss event has an impact on the future cash flows on the assets that
can be estimated reliably.

The criteria that Bank uses to determine that there is objective evidence that there is an indication to
impairment loss includes 1) default or delinquency by a borrower 2) restructuring of a loan or advance by
the Bank on terms that the Bank would not otherwise consider 3) indication that a borrower or issuer will
enter bankruptcy 4) disappearance of an active for a security 5) other observable data relating to a group of
assets such as adverse changes in the payment status of borrowers or issuers in the Bank, or economic
conditions that correlate with defaults in the Bank.

The Bank considers evidence of impairment for financial assets at both a specific asset and collective level.
All individually significant financial assets are assessed for specific impairment. All significant assets found
not to be specifically impaired are then collectively assessed for any impairment that has been incurred but
not yet identified. Assets that are not individually significant are collectively assessed for impairment by
grouping together financial assets (cartied at amortized cost) with similar risk characteristics.

Impairment losses on assets carried at amortized cost are measured as the difference between the carrying
amount of the financial assets and the present value of estimated future cash flows discounted at the assets'
original effective interest rate (if any). Losses are recognized in statement of comprehensive income and
reflected in an allowance account against financial assets. When a subsequent event causes the amount of
impairment loss to decrease, the impairment loss is reversed through statement of comprehensive income.
The Bank writes off certain loans and advances when they are determined to be uncollectable.

b) Classification and subsequent measurement of financial liabilities

Financial liabilities are measured subsequently at amortized cost using the effective interest method, except
for financial liabilities held for trading or designated at FVTPL, that are carried subsequently at fair value
with gains or losses recognized in statement of comprehensive income. All derivative financial instruments
that are not designated and effective as hedging instruments are accounted for at FVIPL.
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Notes to the Financial Statements
For the year ended 31 December 2021

5.6.1

Impairment provision under local regulations
Loans and advances to customers

The outstanding principal of the advances are classified in accordance with the Asset
Classification and Provisioning Regulation issued by DAB as follows:

i) Standard: These are loans and advances, which are paying in a current manner and are
supported by sound net worth and paying capability of the borrower. In terms of policy of
the Bank for mote prudent approach, a general risk based provision is maintained in the
books of accounts at the rate of 5% (2020: 4.98%) of value of such loans and advances
(microfinance and SMEs) and 1% (2020: 1%) on overdraft and corporate loans. However,
as per Asset Classification and Provisioning Regulation (ACPR) issued by the DAB, 1%
optional provision can be maintained of value of such loans and advances.

ii) Watch: These are loans and advances which are adequately protected, but are potentially
weak. All loans and advances where principal or interest payments are past due by 31 to 60
days are classified as watch-list. Such advances constitute an unwarranted credit risk, but not
to the point of requiring a classification to Substandard. A provision is maintained @ 5%
(2020: 5%) of value of such loans and advances as required under ACPR issued by the
DAB.

iii) Substandard: These are loans and advances which are inadequately protected by cutrent
sound net worth and paying capacity of the borrower or by the collateral, if any, supporting
it. Further, all microfinance loans and advances which are past due by 61 to 90 days and
other loans past due by 61 to 120 days in case of for principal or interest payments are
classified as "Substandard". A provision is maintained in the books of account @ 25%
(2020: 25%) of value of such loans and advances as per ACPR issued by the DAB.

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
microfinance loans and advances which are past due by 91 to 180 days and other loans past
due by 121 to 480 days for principal or interest payments are required to be classified as
"Doubtful" as per the ACPR issued by DAB.

A provision is maintained in the books of account @ 50% (2020: 50%) of value of such
loans and advances as per Bank's risk based approach.

v) Loss: These are loans and advances which are not collectible and or such little value that
their continuance as a bankable asset is not warranted. Further, all microfinance loans and
advances which are past due over 180 days and other loans which are past due over 480
days for principal or interest payments are required to be classified as "Loss" as per the
ACPR issued by DAB. Bank can maintain loss assets in the books for a period of 12
months after which the loans should be immediately written off against provisions made.

vi) Rescheduled: Rescheduled loans and advances are provided as per provisioning policy of
the bank which is aligned with the DAB regulations. \J;'\ )
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5.7

5.8

5.6.1

vii)Secured loans: Bank has a blanket agreement with Afghanistan Credit Guarantee
Foundation (ACGF) for securing the SME and Overdraft loans portfolio partially, as
defined in the agreement, up to a maximum of 72% of the loan amount. As per DAB
guidelines, Bank records provisioning against these loans to the extent of unsecured
portion. Bank claim the loss from ACGF upon charging-off of the loan.

Placements and other assets

The Bank has a policy of maintaining genetal provision on placements based on the review of
the portfolio as allowed under DAB regulations.

Off-balance sheet item

The Bank has a policy of maintaining general provision on off-balance sheet items based on the
review of the portfolio as allowed under DAB regulations.

Disclosure under IFRS 9

Impairments on financial assets, specifically on, loans and advances, investments and non-
funded facilities, is carried out using the DAB regulations and above stated Bank's policy.
However, additional notes and information on the assets impairment under IFRS 9 ECL model
are also included in these financial statements as supplementary information for comparison.

Financial liabilities

The Bank classifies its financial liabilities in following categories.

a)

b)

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.

Other financial liabilities measured at amortized cost

These are non-derivatives 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 differences between the proceeds
(net of transaction costs) and the redemption value 1s recognized in the income statement.

Fair value measurement

When available, the Bank measures the fair value of an instrument using the quoted price in an active
market for that instrument. A market is regarded as active if transactions for the asset or liability take place
with sufficient frequency and volume to provide pricing information on an ongoing basis.

If there is no quoted price in an active market, then the Bank uses valuation techniques that maximizes the
use of relevant observable inputs and minimizes the use of unobservable input of all the factors that

market participants would take into account in pricing a transaction.

AN 4
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5.9

5.10

The best evidence of the fair value of a financial instrument at initial recognition is normally the
transaction price - i.e. the fair value of the consideration given ot received. If the Bank determines that the
fair value at initial recognition differs from the transaction price and the fair value is evidenced neither by a
quoted price in an active market for an identical asset or liability nor based on a valuation technique that
uses only data from obsetvable markets, the financial instrument is initially measured at fair value, adjusted
to defer the difference between the fair value at initial recognition and the transaction price. Subsequently,
that difference is recognized in profit and loss in an approptiate basis over the life of the instrument but no
later than when valuation is wholly supported by observable market data or transaction is closed out.

If an asset or a liability measured at fair value has a bid price and an ask price, then the Bank measures
assets and long positions at a bid price and liabilities and short position at an ask price.

Portfolio of financial assets and financial liabilities that are exposed to market risk and credit risk that are
managed by the Bank on the basis of the net exposure to either market risk or credit risk or measured on
the basis of a price that would be received to sell a net long position (or paid to transfer a net short
position) for a particular risk exposure. Those portfolio-level adjustments are allocated to the individual
assets and liabilities on the basis of the relative risk adjustment of each of the individual instruments in the
portfolio.

The Bank recognizes transfer between levels of the fair value hierarchy as of the end of the reporting
period during which the change has occurred.

Cash and cash equivalents

Cash and cash equivalents include notes and coins on hand, unrestricted balances held with the DAB and
highly liquid financial assets with original maturities of 3 months or less from the date of acquisition that
are subject to insignificant risk of changes in their fair value, and are used by the Bank in the management
of its short-term commitments.

Property and equipment
5.10.1 Recognition and measurement
Items of property and equipment are measured at cost less accumulated depreciation and any

accumulated impairment losses.

Purchased software that is integral to the functionality of the related equipment is capitalized as
part of that equipment.

If significant parts of an item of property or equipment have different useful lives, then they are
accounted for as separate items (major components) of property and equipment.

Any gain or loss of disposal of an item of property and equipment is recognized within other
income in profit or loss.

5.10.2 Subsequent costs

Subsequent expenditure is capitalized only when it is probable that the future economic benefits

of the expenditure will flow to the Bank. Ongoing repairs and maintenance are expensed as
incurred.

C) Al
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5.10.3 Depreciation

Depreciation is calculated to write off the cost of items of property and equipment less their
estimated residual values using the straight-line method over their estimated useful lives, and is
recognized in profit or loss. Leased assets are depreciated over the shorter of the lease terms
and their useful lives unless it is reasonably certain that the Bank will obtain ownership by the
end of the lease term. The estimated useful lives of significant items of property and equipment
are as follows:

2021 2020
Leasehold improvements 5 years 5 years
Furniture and fittings 5 years 5 years
Vehicles 5 years 5 years
Office equipment 4 years 4 years
Computer equipment 3 years 3 years

Depreciation methods, useful lives and residual values are reviewed at each reporting date and
adjusted if appropriate.

5.11 Intangible assets
5.11.1 Software

Software acquired by the Bank is measured at cost less accumulated amortization and any
accumulated impairment losses.

Subsequent expenditure on software assets is capitalized only when it increases the future

economic benefits embodied in the specific asset to which it relates. All other expenditures are
expensed as incurred.

Software is amortized on a straight-line basis in profit or loss over its estimated useful life, from
the date on which it is available for use. The estimated useful life of software for the current
and comparative periods is five years.

Amortization methods, useful lives and residual values are reviewed at each reporting date and
adjusted if appropriate.

5.12 Impairment of non-financial assets

At each reporting date, the Bank reviews the carrying amounts of the Bank's non-financial assets (other
than deferred tax assets) to determine whether there is any indication of impairment. If any such indication
exists, then the asset's recoverable amount is estimated.

An impairment loss is recognized if the carrying amount of an asset exceeds its recoverable amount.

The 'recoverable amount' of an asset is the greater of its value in use and its fair value less costs to sell.
'Value in use' is based on the estimated future cash flows, discounted to their present value using a pre-tax

discount rate that reflects current market assessments of the time value of money and the risks specific to
the asset.

Impairment losses are recognized in profit or loss. An impairment loss is reversed only to the extent that
the asset's carrying amount does not exceed the carrying amount that would have been determined, net of

depreciation and amortization, if no impairment loss had been recognized. O:.:\ s
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5.13

5.14

5.15

5.16

5.17

Deposits and borrowings

Deposits and borrowings are the Bank's sourcing of loan financing. Deposits and borrowings are initially
measured at fair value minus incremental direct transacton costs, and subsequently measured at their
amortized cost using the effective interest method, except where the Bank designates liabilities at fair value
through profit or loss.

Provisions

A provision is recognized if, as a result of a past event, the Bank has a present legal or constructive
obligation that can be estimated reliably, and it is probable that an outflow of economic benefits will be
required to settle the obligation.

Financial guarantees

Financial guarantees are contracts that require the Bank to make specified payments to reimburse the
holder for a loss it incurs because a specified debtor fails to make payment when due in accordance with
the terms of a debt instrument.

Earnings per share (EPS)

The Bank presents basic EPS data for its ordinary shares. EPS is calculated by dividing the profit or loss
that is attributable to ordinary shareholders of the Bank by the weighted average number of ordinary
shares outstanding during the period.

Grants

Grants are recognized at their fair value where there is reasonable assurance that the grant will be received
and the Bank will comply with all the required conditions.

5.17.1 Revenue grants

Grants relating to costs ate recognized as income over the period necessary to match these
grants with the related costs that they are intended to compensate. Fixed obligation grants are
recognized when the right to receive the grant has been established on achievement of certain
milestones as stated in the grant agreement.

5.17.2 Capital grants

Grants for property and equipment are recorded as deferred grants in the statement of financial
position and recognized as non-operating income on a systematic basis over the useful life of

assets acquired from the grant. U,“':* hy
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6 CASH AND CASH EQUIVALENTS

Cash on hand

Unrestricted balances with Da Afghanistan Bank
Balances with other banks

Shott term placements with banks

6.1 Unrestricted balances with Da Afghanistan Bank

Local currency
Current accounts
Overnight deposit account

Foreign currency
Current accounts

6.1.1 This balances are interest free (2020: 0.10%) per annum.

Note

6.1
6.2
6.3

6.1.1

6.1.2

31-Dec-2021 31-Dec-2020
--------- (AFN in '000) -=-------
411,221 339,385
2,849,348 807,207
999,256 654,999
1,947,298 3,374,132
6,207,123 5,175,723
804,955 175,625
632,423 226,266
1,437,378 401,891
1,411,970 405,316
2,849,348 807,207

6.1.2 These represent current accounts with Da Afghanistan Bank (DAB) in USD and Euro currencies.

6.2 Balances with other banks

Transkapital - Russia

Islamic Bank of Afghanistan
BMCE Bank International, Spain
AKTIF Bank, Turkey

CSCBank SAL

6.2.1 These balances are interest free (2020: Nil).

6.3 Short term placements with banks

Capital notes
Time deposits with other banks - net

6.2.1

6.3.1
6.3.2

38,098 113,633

’ 231,150
897,807 261,186
52,921 41,119
10,430 7,911
999,256 654,999

; 872,857
1,947,298 2,501,275
1,947,298 3,374,132

6.3.1 This represents capital notes issued by Da Afghanistan Bank having maturity of 7 to 91 days and
carried interest rates ranging from 0.85% to 1.51% per annum.

6.3.2 Time deposits with other banks - net

Diamond Trust Bank, Kenya
Habib Bank Limited, Brussels
BMCE Bank International, Spain
AKTIF Bank, Turkey

Less: General provision held

6.3.2.1
6.3.2.2

6:3:2.5
6.3.3

31-Dec-2021  31-Dec-2020
--------- (AFN in '000) ---------
: 1,867,011
1,864,562 308,200
. 269,675
82,736 61,640
- (5,251)
1,947,298 2,501,275
-
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6.3.2.1 These deposits had maturity ranging from 25 to77 days and carried interest rate of 1.5% per
annum. These time deposits were placed with a related party.

6.3.2.2 These deposits, held with the related party, have maturity of 25 to 28 days (2020: 28 days)
and carry interest rates of 0.60% to 0.65 (2020: 0.9%) per annum.

6.3.2.3 ‘This deposit has maturity of 28 days (2020: 91) and carries interest rate of 0.1% (2020
1.2%) per annum.
6.3.3 Impairment on short-term placements

6.3.3.1 The bank has maintained a provision of AFN 0 (2020: AFN 5,251 thousand) based on
Bank's provisioning policy and Assets Classification and Provisioning Regulation (ACPR)

issued by DAB.
31-Dec-2021  31-Dec-2020
7. PLACEMENTS - NET Note  --------- (AFN in '000) ---------
Capital notes issued by DAB 7.1 - 1,084,610
Time deposits with other banks - net 7.2 - 457,677
- 1,542,287

7.1

72

7.3

This represents capital notes issued by Da Afghanistan Bank having maturity of 182 to 364 days and carried
interest rates ranging from 1.75% to 3.8% per annum.

31-Dec-2021  31-Dec-2020

Note = --------- (AFN in '000) ---------

Time deposits with other banks - net
Habib Bank Limited, Brussels 721 . 462,300
Less: General provision held 73 - (4,623)
- 457,677

7.2.1 The deposit, held with the telated party, had a maturity of 94 to 182 days and carried interest rate
ranging from 1.55% to 2.10% per annum.

General provision of 1% held on placements above 30 days in accordance with revised "Asset Classification

and Provisioning Regulation (ACPR)" issued by DAB. LY.

—
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31-Dec-2021 31-Dec-2020

Note ~ —=memeeem (AFN in '000) ---------
8. LOANS AND ADVANCES TO CUSTOMERS - NET
Loans and advances to customers 8.1 4,055,279 4,584,887
Less: Allowance for impairment loss on loans and advances to customers 8.2 (238,190) (338,504)
3,817,089 4,246,383
8.1 Loans and advances to customers
31 December 2021 31 December 2020
Impairment Carrying Impairment Carrying
Gross amount allowance amount Gross amount allowance amount
Note (AFN in '000)
Microfinance loans 8.1.1 2,950,925 (205,251) 2,745,674 3,568,735 (301,824) 3,266,911
Loans to small and medium
size enterprises (SME) 8.1.2 568,660 (30,217) 538,443 871,788 (35,531) 836,257
Overdraft/Corporate financing 8.13 535,694 (2,722) 532,972 144,364 (1,149) 143,215
4,055,279 (238,190) 3,817,089 4,584,887 (338,504) 4,246,383

8.1 Microfinance loans carry interest at rates ranging from 9% to 27% (2020: 9% to 27%) per annum. These loans are secured by various kind of properties and
personal guarantees.

8.1.2 Interest on loans to small and medium size enterprises (SMEs) is charged at the rates ranging from 10% to 23% (2020: 6.6% to 23%) per annum. These loans are
secured by various kind of properties and personal guarantees.

8.1.3  Opverdraft financing catry interest rates ranging from 10% to 15% (2020: 10% to 12%) per annum. These loans are secured by different types of collaterals and

petrsonal guarantees. 0}’\.
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8.2 Allowance for impairment loss on loans and advances to customers

31 December 2021 31 December 2020
Specific General Total Specific General Total
Note (AFN in '000)
Opening 156,693 181,811 338,504 207,551 249,068 456,619
Charge for the year:
Microfinance loans 12,284 (28,4606) (16,182) 106,709 (30,154) 76,555
Loans to small and medium
size enterprises and overdrafts 13,107 (2,984) 10,123 8,918 (37,103) (28,185)
25,391 (31,450) (6,059) 115,627 (67,257) 48,370
Written off against impairment allowance:
Microfinance loans (80,391) - (80,391) (109,487) - (109,487)
Loans to small and medium
size enterprises and overdrafts (13,864) - (13,864) (56,998) = (56,998)
822 (94,255) - (94,255) (166,485) - (166,485)
Closing 87,829 150,361 238,190 156,693 181,811 338,504

8.2.1 Due to the economic crisis in the country, the repayment capacity of customers of the Bank has reduced during the year. As the result, the quality of loans of the
Bank has deteriorated which required further impairment loss to be recognised against these loans under the "Asset Classification and Provisioning Regulation" by
DAB. However, DAB vide letter no 11068/9588 dated 21 December 2021, instructed the Bank not to change the assets classification of loans and advances of the
Bank from their status as of 30 June 2021. Hence, impairment loss on loans and advances of the Bank has been calculated on the basis of their status as of 30 June
2021, and no further provision has been made against those loans which subsequently did not petform well due to the current situation in the country. If DAB had
not granted this relaxation to the Bank, the impairment allowance against loans and advances of the Bank would have been increased by AFN 1,082,966 thousands

for the year, resulting in increase in the loss before tax by the said amount.

8.2.2 These represent 'loss' category loans which have been written off in accordance with the Asset Classification and Provisioning Regulation (ACPR) issued by DAB.
However, the write-off does not affect the Bank's right to recover the debt due from customers and does not eliminate the borrowers' responsibility to repay the

loan.

8.2.3 As per the IFRS 9 ECL model, the expected credit losses on Loans and Advances amount to AFN 3,475,961 thousand (2020: AFN 552,543 thousand).

.‘}J\.
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8.2.3 Classification of loans and advances for the purpose of allowance for impairment in accordance with Bank's
provisioning policy and the DAB Asset Classification and Provisioning Regulation (ACPR) is as follows:

Amount Impalrmen? Impairment
. allowance required
outstanding allowance held  Number of
o B ACPR customers
(AFN in (AFN in (AFN in
'000) Rate '000) Rate '000)
31 December 2021
Classification - Microfinance Loans
Standard 2,820,641 1% 28206 5% 141,111 43,620
Overdue:
Watch-List 50,965 5% 2,548 5% 2,586 1,078
Substandard 10,667  25% 2,667  25% 2,667 205
Doubtful 19,531 50% 9,766 50% 9,766 375
Loss 49121  100% 49121  100% 49,121 1,008
2,950,925 92,308 205,251 46,286
Classification - Overdraft and SME Loans
Standard - SME Loans 494,362 1% 4,944 5% 24,718 271
Standard - Overdraft financing 452,562 1% 4,526 1% 4,526 14
Overdue:
Watch-List - SME loans 17,933 5% 897 5% 897 7
Watch-List - Overdraft financing - 5% - 5% - -
Substandard - SME loans 7,658  25% 1,915 25% 1,915
Substandard - Overdraft financing 2,615  25% 654  25% 654 1
Doubtful - SME loans 34,409  50% 17,205  50% 17,205 12
Doubtful - Overdraft financing 62,234  50% 31,117  50% 31,117 3
Loss - SME loans 14,298  100% 14,298  100% 14,298 13
Loss - Overdraft financing 18,283  100% 18,283  100% 18,283 3
Reversal of provisioning on loans
secured with ACGF (66,013) S
1,104,354 27,824 32,939 337
Total 4,055,279 120,132 238,190 46,623
31 December 2020
Classification - Microfinance Loans
Standard 3,391,570 1% 33916 4.98% 168,900 46,723
Overdue:
Watch-List 17,750 5% 887 5% 887 338
Substandard 11,290  25% 2,823  25% 2,823 196
Doubtful 37,822 50% 18,911 50% 18,911 77t
Loss 109,325 100% 109,325 100% 109,325 1,728
Rescheduled 978  100% 978  100% 978 T
3,568,735 166,840 301,824 49,763
o
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Amount o Impairment
outstandin, allowaiice togqnlesd allov::mcc held Nusmbedat
8 as per ACPR customers
'000) Rate '000) Rate '000)
31 December 2020 (Continued---)
Classification - Overdraft and SME Loans
Standard - SME Loans 727,234 1% 7,272  4.98% 11,864 329
Standard - Overdraft financing 139,958 1% 1,049 1% 1,049 5
Overdue:
Watch-List - SME loans 5,357 5% 75 5% 75 5
Watch-List - Overdraft financing B 5% - 5% - -
Substandard - SME loans 25,116  25% 1,794 25% 1,794 8
Substandard - Overdraft financing - 25% - 25% - -
Doubtful - SME loans 81,823  50% 11,474  50% 11,474 12
Doubtful - Overdraft financing - 50% - 50% - -
Loss - SME loans 29,071 100% 7,716 100% 8,298 22
Loss - Overdraft financing 7,593  100% 2,126  100% 2,126 1
1,016,152 31,506 36,680 382
Total 4,584,887 198,346 338,504 50,145
-
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31-Dec-2021 31-Dec-2020

Note  —------- (AFN in '000) --------
9. OPERATING FIXED ASSETS
Capital work-in-progress 9.1 5,022 24,614
Property and equipment 9.2 115,394 145,265
Right-of-use assets - Bank's branches 9.3 198,424 240,252
318,840 410,131
9.1 Capital work-in-progress
Opening balance 24,614 145,052
Advances made during the year 9.11 8,692 24,510
Transfer to assets (28,284) (144,948)
Closing balance 5,022 24,614

9.1.1 This include mainly the new finger biometric devises for customer verifications for loan disbursements.

9.2 Property and equipment

Leasehold Furniture : Office Computer
improvements and fittings Velkicldn equipments equipments B
(AFN in '000)
Cost
Balance at 01 January 2020 57,282 41,882 24,192 117,233 114,275 354,864
Additions 2,664 645 - 2,731 2,152 8,192
Transfer from CWIP 49,884 1,390 - 42,404 1,028 94,706
Disposals (137) (647) - (1,086) (1,102) (2,972)
Balance at 31 December 2020 109,693 43,270 24,192 161,282 116,353 454,790
Balance at 01 January 2021 109,693 43,270 24,192 161,282 116,353 454,790
Additions 4,079 1,884 - 12,415 2,636 21,014
Transfer from CWIP - - - 4,966 - 4,966
Disposals (164) (223) - (798) (689) (1,874)
Balance at 31 December 2021 113,608 44,931 24,192 177,865 118,300 478,896
Depreciation
Balance at 01 January 2020 46,582 32,294 21,705 82,618 80,064 263,263
Charge for the year 8,814 3,374 1,754 17,529 17,716 49,187
Disposals (137) (641) - (1,055) (1,092) (2,925)
Balance at 31 December 2020 55,259 35,027 23,459 99,092 96,688 309,525
Balance at 01 January 2021 55,259 35,027 23,459 99,092 96,688 309,525
Charge for the year 13,949 3,369 438 24,330 13,731 55,817
Disposals (164) (215) - (791) (670) (1,840)
Balance at 31 December 2021 69,044 38,181 23,897 122,631 109,749 363,502
Carrying amounts
Balance at 31 December 2020 54,434 8,243 733 62,190 19,665 145,265
Balance at 31 December 2021 44,564 6,750 295 55,234 8,551 115,394
Depreciation rate 20% 20% 20% 25% 33.33%
O
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9.3 Right-of-use assets - Bank's branches

Cost:
Opening balance
Additions during the year
Adjustment for lease modification
Closing balance as on 31 December

Accumulated depreciation:

Balance as of January 1, 2021 upon adoption of IFRS 16
Depreciation expense for the year

Adjustment for lease modification

Balance as at December 31, 2021

Carrying amount

9.4  Allocation of depreciation

Depreciation charge on property and equipment
Depreciation charge on right-of-use assets
Less: Amount classified under grant expense

10. INTANGIBLE ASSETS

Cost
Opening
Transfer from CWIP
Additions CBS
Closing

Amortisation
Opening
Charge for the year CBS
Closing

Carrying amounts at 31 December

Note

25

31-Dec-2021  31-Dec-2020

wmee (AFN in '000) =----
322,040 418,485

27,937 .
- (96,445)
349,977 322,040
81,788 59,342
68,456 59,631
1,309 (37,185)
151,553 81,788
198,424 240,252
55,817 49,187
68,456 59,631
(840) (1,147)
123,433 107,671
222,746 172,504
23,318 50,242

4,966 =
251,030 222746
(125,114) (93,674)
(42,706) (31,440)
(167,820) (125,114)
83,210 97,632

u,'*!‘.."\ .
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11, DEFERRED TAX ASSETS - NET

11.1 Movement in deferred tax balances

Net balance at I.{ecognised e Deferred tax Sk ba::nce
o — in profit or . ta'x' e at
loss liability December
(AFN in '000)
2021
Property and equipment (11,331) (828)  (12,159) - (12,159)
Right-of-use assets (48,050) 8,365 (39,685) - (39,685)
Intangibles (12,114) 2,103 (10,011) - (10,011)
Impairment loss on placements 1,975 (1,975) - - -
General provision held on
Other assets 60 789 - 849 849
Lease liabilities 39,749 (3,501) - 36,248 36,248
Unutlised tax losses - 30,935 - 30,935 30,935
(29,711) 35,888 (61,855) 68,032 6,177
2020
Property and equipment (7,887) (3,444)  (11,331) - (11,331)
Right-of-use assets (71,829) 23,779 (48,050) - (48,050)
Intangibles (14,978) 2,864 (12,114) - (12,114)
Impairment loss on placements 2,363 (388) - 1,975 1,975
General provision held on
Other assets 49 11 - 60 60
Off-balance sheet items - - - - -
Lease liabilities 65,012 (25,263) - 39,749 39,749
(27,270) (2,441) (71,495) 41,784 (29,711)
12. OTHER ASSETS
Restricted deposits with DAB 12:1 477,407 574,586
Interest receivable 186,420 220,892
Prepayments 12,004 58,063
Receivable from Roshan against M-Paisa payments 34,731 13,981
Advances to staff 12.2 5,333 12,326
Grant receivable - 85,991
Receivable from Afghanistan Payment System 1,438 -
Others 10,310 2,283
727,643 968,122
Less: Allowance for impairment losses (4,246) (299)
723,397 967,823
12.1  Restricted deposits with DAB
In local currency 86,543 163,224
In foreign currency 390,864 411,362
12.1.1 477,407 574,586

12.1.1 Required reserve account is being maintained with DAB which is denominated in respective currencies to meet
minimum reserve requirement in accordance with Article 3 "Required Reserves Regulation”" of the Banking
Regulations issued by DAB. These balances are interest free.

12.2  These include advance given to staff against salary, business travelling and others. These advances are not
secured. U}'LA ’
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13.

13.1

13.3

13.4

13.5

14.

31-Dec-2021 31-Dec-2020

Note -=-==-=-- (AFN in '000) ---------
DEPOSITS FROM CUSTOMERS
Retail customers
Term deposits 13.1 76,823 44,191
Current deposits 901,074 724,486
Saving deposits 13.2 2,212,820 2,742,574
3,190,717 3,511,251
Corporate customers
Term deposits 12.3 750,000 692,625
Current deposits 2,779,951 2,832.997
Saving deposits 124 44,290 480,713
3,574,241 4,006,335
Cash Margin 33,371 32,193
Dormant deposits 44,608 132,662
12.5 6,842,937 7,682,441

The rate of interest on term deposits from retail customers ranges from 1% to 4% (2020: 0.65% to 5%) per
annum.

The rate of interest on saving deposits other than those in Euro from retail customers is up to 0.5% (2020: up to
0.5%) per annum. Saving deposits in Euro are interest free.

The rate of interest on term deposits with corporate customers ranges from 5% to 6% (2020: 1.5% to 5%) per
annum.

The rate of interest on saving deposits other than those in Euros from corporate customers is 0.5% (2020: 0.5%
per annum. Saving deposits in Euro are interest free.

Deposits include AFN 779,189 thousands (2020: AFN 1,232,389 thousands) from related parties.

31-Dec-2021 31-Dec-2020

Note ~  ===-m- (AFN in '000) ------
LOANS AND BORROWINGS
Loans and borrowings from:
Ministry of Finance, Government of Afghanistan 13.1 119,016 132,240
Microfinance Investment Support Facility for Afghanistan 13.2 722,643 864,562
Nederlandse Financierings-Maatschappij Voor 15.074 519.936
Ontwikkelingslanden N.V 133 b, {7 e
Agricultural Development Fund 13.4 100,000 27,857
International Fund for Agticultural Development 13.5 694,019 694,019

1,950,752 2,238,614
O
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31-Dec-2021  31-Dec-2020

------ (AFN in '000) ------
14.1 Ministry of Finance, Government of Afghanistan
FMFB Credit Line IT 14.1.1 119,016 132,240
119,016 132,240

14.1.1 On 29th October 2008, the Bank entered into another financing and project agreement (FMFB Credit Line II),
for 15 years with 5 years grace period for principal repayment, between the above parties. The purpose of the
credit line is to support the development of the Bank through the expansion of its lending business. The total
principal of the facility agreed was Euro 4,000 thousands (equivalent AFN 264,480 thousands) at an annual
interest rate of 5% per annum payable in arrears which was revised to 6% in 2017. (The repayment of loan
started from June 2016, through 20 bi-annual installments).

31-Dec-2021  31-Dec-2020

Note === (AFN in '000) ------
14.2  Microfinance Investment Support Facility for Afghanistan
MISFA II 14.2.1 162,500 225,000
MISFA TIT 14.2.2 90,000 145,000
MISFA/KfW IV 14.2.3 170,936 195,355
MISFA/KEW V 14.2.3 299,207 299,207
14.2.4 722,643 864,562

14.2.1 The Bank signed a further loan agreement (MISFA II) via agreement No. M9102 dated 17th June 2012 with
MISFA for an amount of AFN 500,000 thousands for a period of 10 years with 5 years grace period for
ptincipal repayment. The total facility was disbursed in four tranches as per the terms of the aforementioned
agreement of AFN 212,000 thousand, AFN 38,000 thousand, AFN 100,000 thousand and AFN 150,000
thousand on 19th June 2012, 29th June 2013, 9th August 2012 and 25th November 2012, respectively. The
purpose of the loan is to grow the microfinance and SME loan portfolio of Bank. This loan agreement carries
interest rate of 6% per annum effective from 30th June 2012. The loan is repayable as per agreed upon
repayment schedule with MISFA with the first installment starting from 30th June 2017, and was fully drawn
on 25th November 2012.

14.2.2 The Bank signed a further loan agreement (MISFA III) via agreement No. M9105 dated 20th March 2013 with
MISFA for an amount of AFN 500,000 thousands for a period of 10 years with 5 years grace period for
principal repayment. The total facility was disbursed in four tranches as per the terms of the aforementioned
agreement of AFN 120,000 thousand, AFN 130,000 thousand, AFN 130,000 thousand and AFN 120,000
thousand on 2nd April 2012, 4th May 2013, 29th June 2013 and 5th August 2013, respectively. The purpose of
the loan is to grow the microfinance and SME loan portfolio of Bank. This loan agreement carries interest rate
of 6% per annum effective from 30th June 2013. The loan is repayable as per agreed term schedule with
MISFA,; the first installment starting from 30th June 2017, and was fully drawn on 5th August 2013.

14.2.3 The Bank entered into a financing and project agreement for a period of 10 years with 5 years grace period for
principal repayment amounting for Euro 7,750 thousand dated 19th December 2013 with Kreditanstalt fur
Wiederaufbau, Frankfurt am Main (KfW), the Islamic Republic of Afghanistan (IROA) represented by the
Ministry of Finance (MOF) and Microfinance Investment Support Facility for Afghanistan Limited (MISFA).
The loan was disbursed in 2 tranches, as agreed in a separate agreement dated 15th July 2014 between the Bank
and KfW, on 17th March 2015 and 28th October 2017 of Euro 4,000 thousand (equivalent AFN 244,000
thousand) (MISFA/KfW IV) and Euro 3,750 thousand (equivalent AFN 299,000 thousand) (MISFA/KfW
V), respectively, carrying financial charges at the rate of 6% per annum effective from 31st March 2015. Both
tranches are repayable as per agreed upon schedule with MISFA starting from 31st March 2020 and 31st
December 2022, respectively. \_59_;\ :
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14.2.4 The total outstanding loan facilities from MISFA of AFN 864,562 thousands are supported by promissory

14.3

14.3.1

14.3.2

14.4

14.5

14.6

notes issued by the Bank to MISFA. As a security for these promissory notes the Bank has assigned all rights
and interests in the whole or such portion of the Bank's loan portfolio as MISFA may select in its sole
discretion up to the amount of the loans outstanding under the loan agreements.

31-Dec-2021  31-Dec-2020

Note = --—--- (AFN in '000) ------
Nederlandse Financierings-Maatschappij Voor
Ontwikkelingslanden N.V. (FMO)
FMO I 1834 85,409 213,568
FMO II 13.32 229,665 306,368
315,074 519,936

On 25 July 2017, the Bank signed a term loan agreement for an amount of USD 5,000 thousand (equivalent to
AFN 341,708 thousand) with Nederlandse Financierings-Maatschappij Voor Ontwikkelingslanden N.V.
(FMO) for a petiod of 5 years with 1 year grace petiod for principal repayment. The purpose of the loan is to
extend SME and microfinance loans to eligible borrowers. The said loan was disbursed on 1st November 2017
having interest rate 4% + the weighted average rate for the last five 28 days capital notes as auctioned by Da

Afghanistan Bank. The loan is repayable in eight installments starting from 15th January 2019 and ending on
15th July 2022. This loan is not secured.

On 22 July 2019, the Bank signed a term loan agreement for an amount of EUR 3,500 thousand (equivalent to
AFN 306,368 thousand) with Nederlandse Financierings-Maatschappij Voor Ontwikkelingslanden N.V.
(FMO) for a period of 5 years with 1 year grace period for principal repayment. The purpose of the loan is to
extend SME and microfinance loans to eligible borrowers. The said loan was disbursed on 12th August 2019
having interest rate of 4% + LIBOR. The loan is repayable in eight installments starting from 15th January
2021 and ending on 15th July 2024. This loan is not secured.

A 5-year credit line of AFN 100,000 thousands was obtained from Agticultural Development Fund (ADF)
through Ministry of Agricultural, Irrigation and Livestock of Afghanistan (MAIL) under the agreement number
CID: 000205. The purpose of the facility is to fund agri-lending and provide access to credit for clientele in
agricultural value chain. The credit line carries an interest rate of 6% per annum. The loan is repayable through
6 bi-annual installments and the principal repayment has two years grace period with 1st installment due on
22nd June 2023. As a security for the loan, the Bank has assigned a valid second priority right in favor of
Agriculture Development Fund in respect of Bank's loan portfolio up to the amount of the loans outstanding

under the loan agreement. Also, the bank fully repaid a ptrior loan with ADF with a contract amount of
195,000 thousands.

In September 2017, a 10 year term loan with 6 years grace period for principal repayment of USD 7,000
thousand disbursable in tranches, the Bank entered into a subsidiary loan agreement by Islamic Republic of
Afghanistan with Ministry of Finance (MOF) through Ministry of Agricultural, Irrigation and Livestock of
Afghanistan (MAIL). The first tranche of the loan of USD 3,500 thousand (equivalent to AFN 264,598
thousand) was disbursed on 2nd October 2018 carrying financial charges at the rate of 0.5% per annum. While
the second tranche of the loan USD 3,500 thousand (equivalent to AFN 275,623 was disbursed on 9th of
August. The loan is repayable through 8 bi-annual installments with 1st installment due on 17th April 2019.
The loan is secured through a demand promissory note and loan portfolio up to the principal of the loan.

The Bank has not had any default of principal or interest with respect to its loans and borrowings during the
year ended 31 December 2021. \JM -

28




The First MicroFinance Bank - Afghanistan
Notes to the Financial Statements
For the year ended 31 December 2021

31-Dec-2021 31-Dec-2020

Note ~  sess (AFN in '000) ------
15. OTHER LIABILITIES
Accrued expenses 136,536 103,668
Interest payable 67,387 50,857
Lease liabilities 15.1 181,240 198,744
Deferred grants 15.2 402 1,242
Withholding taxes payable 4,672 12,066
Payable to Afghanistan Payment System 3,451 -
Inter branch balance 7,682 -
All other liabilities 2,386 3,243
403,756 369,820
15.1 Lease liabilities
Opening balance as of 1 January 198,744 325,059
Additions during the year - -
Accrued finance cost 7,948 8,277
Principal repayment and interest payments (25,452) (75,320)
Adjustment for lease modification - (59,272)
181,240 198,744
15.2 Deferred grants - KfW
Balance at 01 January 2021 1,242 2,390
Grants received during the year = -
Grant amortized during the year (840) (1,148)
Balance at 31 December 2021 402 1,242

This represents grant received from Kreditanstalt fur Wiederaufbau (KfW) under an agreement signed dated 26
October 2016 for establishment of "Women - only" branch in Kabul.

31-Dec-2021 31-Dec-2020

------ (AFN in '000) ------
16. SHARE CAPITAL
Authorized
88,800 ordinary shares of AFN 9,016 each (2020: 88,800 of AFN 9,016) 800,624 800,624
Paid up
88,288 ordinary shares of AFN 9,016 each (2020; 88,288 of AFN 9,016) 796,008 796,008
wweh.
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16.1

16.2

17.

17.1

17.2

18.

19.

20.

21.

The capital is contributed by the shareholders as follows:

31-Dec-2021 31-Dec-2020 31-Dec-2021 31-Dec-2020

---- Number of shares ----  -—--—- (AFN in '000) ------
Aga Khan Agency for Microfinance (AKAM) 34,784 34,784 310,646 310,646
Kreditanstalt fur Wiederaufbau (IKKfW) 28,200 28,200 254,811 254,811
International Finance Corporation (IFC) 14,800 14,800 133,974 133,974
Aga Khan Foundation (AKF) USA 10,504 10,504 96,577 96,577
88,288 88,288 796,008 796,008

The holder of ordinary shares are entitled to receive dividends as declared from time to time, and are entitled to

one vote per share at the general meeting of the bank.

CONTINGENCIES AND COMMITMENTS

Contingencies
Outstanding bank guarantees

Commitments
Undrawn loan and overdraft facilities
INTEREST INCOME

Cash and cash equivalents
Placements

Loans and advances to customers
Loans to small and medium size enterprises
Microfinance loans

Interest on overdraft facility

INTEREST EXPENSE

Deposits from customers

Loans and borrowings

FEE AND COMMISSION INCOME

Loan processing fee

Bank charges relating to foreign remittances and other services

FEE AND COMMISSION EXPENSE

Bank charges

31-Dec-2021 31-Dec-2020
------ (AFN in '000) ---m
7,401 7,485
30,763 151,404
8,283 56,768
25,944 6,462
86,751 150,752
641,468 982,491
37,156 32,742
765,375 1,165,985
799,602 1,229,215
49,186 42,328
87,129 110,981
136,315 153,309
34,066 43,671
19,153 24.617
53,219 68,288
3,139 9,063
u/\-l:\ ;
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31-Dec-2021 31-Dec-2020

Note ~  -———-- (AFN in '000) ------
22. OTHER INCOME
Unrealised exchange gain/(loss) 31,950 (12,542)
Receipts against claims with ACGF 52,634 30,305
Recovery of loans and advances written-off 33,867 23437
Gain on disposal of property and equipment 229 245
Other miscellaneous income 1,757 685
120,437 42,130
23. PERSONNEL EXPENSES
Local staff 231 611,172 652,617
Expat staff 23.2 54,639 45,405
665,811 698,022
Less: Grant related salaries and benefits 25 (1,843) (674)
663,968 697,348
23.1 Local staff
Basic salary 473,551 499,003
Other benefits 137,621 153,614
611,172 652,617
23.2 Expat staff
Basic salary 38,627 36,281
Other benefits 16,012 9,124
54,639 45,405
24, OTHER EXPENSES
Consultancy fee 13,065 793
Office rent 4,309 6,573
Communication 56,039 64,883
I'T maintenance and support costs 29,232 44,380
Generator fuel and maintenance 32,954 36,238
Insurance 61,994 61,487
Legal, professional and statutory fee 15,547 8,955
Auditors' remuneration 241 2,526 2,301
Office security 23,382 50,582
Office stationery and supplies 25,904 22,207
Other operating expenses 7,138 11,360
Repairs and maintenance 3,766 3,915
Travel and transportation 36,256 41,526
Director's expense 7,540 8,605
Trainings 1,586 5,217
Utilities 11,154 18,533
Marketing and promotional expenses 3,479 1,990
335,871 389,545
Xy~ %
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31-Dec-2021 31-Dec-2020

Note =~ ------ (AFN in '000) ------
24.1 Auditors' remuneration
Annual audit fee 2,217 1,607
Interim review fee 309 694
2,526 2,301
25. EXPENDITURE AGAINST GRANTS
Consultancy fee 9,797 3,954
I'T Maintenance and support costs 18,923 -
Marketing - 4,638
Depreciation and amortization 9.4 840 1,147
Travel and Perdieum 1,843 674
31,403 10,413
26. INCOME TAX
Current tax
For the year - 10,383
Prior year 19,825 -
19,825 10,383
Deferred tax expense/ (reversal) 11 (35,888) 2,441
(16,063) 12,824
27 EARNINGS PER SHARE
Basic earnings per share
Profit for the year attributable to ordinary shareholders (AFN '000) (152,942) 49,503
Weighted-average number of ordinary shares 88,288 88,288
Basic earnings per share (AFIN) (1,732) 561

28. RELATED PARTIES

Related parties of the Bank comprise of associates (including entities having directors in common with the
Bank), major share holders, directors and key management personnel.

28.1 Parent and ultimate controlling entity

Pattern of shareholding in the Bank is disclosed in note 16.1. to the financial statements wherein it is
mentioned that Aga Khan Development Network entities collectively own 51% (2020: 51%) of the Bank's

capital.
31-Dec-2021 31-Dec-2020
Note - (AFN in '000) ------
28.2 Transactions with key management personnel
28.2.1  Key management personnel compensation
Short term employee benefits 28.2.1.1 42,750 52,969
28.2.1.1 Compensation of the Bank’s key management personnel includes salaries and benefits. e
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28.2.2  Related party transactions
Directors and other key
management personnel Shareholders and their
(and close family associated companies
members)
31-Dec-2021 31-Dec-2020 31-Dec-2021 31-Dec-2020
Balances with related parties (AFN in '000)
Balances with banks - - - -
Time deposits with banks - - 1,864,562 2,637,511
Advances 758 1,558 - -
Deposits from customers 28,406 11,252 779,189 1,232,389
Cash Margin against guarantees issued - - - =
Loan to Telecom Development Company
Afghanistan Limited (TDCA) - - - 91,198
Receivable from Roshan against M-Paisa
payments - - 34,731 13,981
Directors and other key
management personnel Shareholders and its
(and close family associated companies
members)
31-Dec-2021 31-Dec-2020 31-Dec-2021 31-Dec-2020
Transactions with related parties (AFN in '000)
Interest income - 25,944 40,468
Fee and commission income = 3,079 3,121
Fee and commission expense - 4,834 6,127
Interest expense on deposits from customers - 55 1,944
Directors' fee and other reimbursements 7,540 8,605 -
28.2.2.1

No impairment losses have been recorded against balances outstanding during the period with key

management personnel, and no specific allowance has been made for impairment losses on balances with key
management personnel and their immediate relatives at the reporting date. These balances are not secured

and no guarantees have been obtained.

Saal
-
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29.

FINANCIAL ASSETS AND LIABILITIES

Accounting classification of financial assets and financial liabilities and fair values

Fair value as the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date.

Financial assets which are tradable in an open market are revalued at the market prices prevailing on the
statement of financial position date. The estimated fair value of all other financial assets and liabilities is
considered not significantly different from book value.

The table below sets out the Bank's classification of each class of financial assets and liabilities, and their fair

values.

Debt
investments Sl Total carrying :
: amortised Fair value
at amortized amount
— cost
Note (AFN in '000)

31 December 2021
Financial assets
Cash and cash equivalents 6 6,207,123 - 6,207,123 6,207,123
Placements 7 - - - -
Loans and advances to customers 8 3,817,089 - 3,817,089 3,817,089
Other assets 12 - 706,060 706,060 706,060

10,024,212 706,060 10,730,272 10,730,272
Financial liabilities
Deposits from customers 13 - 6,842,937 6,842,937 6,842,937
Loans and borrowings 14 - 1,950,752 1,950,752 1,950,752
Other liabilities 15 - 391,000 391,000 391,000

- 9,184,689 9,184,689 9,184,689

31 December 2020
Financial assets
Cash and cash equivalents 6 5,175,723 - 5,175,723 5,175,723
Placements 7 1,542,287 - 1,542,287 1,542,287
Loans and advances to customers 8 4,246,383 - 4,246,383 4,246,383
Other assets 12 - 897,434 897,434 897,434

10,964,393 897,434 11,861,827 11,861,827
Financial liabilities
Deposits from customets 13 - 7,682,441 7,682,441 7,682,441
Loans and borrowings 14 - 2,238,614 2,238,614 2,238,614
Other liabilities 15 - 356,512 356,512 356,512

- 10,277,567 10,277,567 10,277,567

The carrying amounts approximate fair values as most of the assets and liabilities have short maturities and are
expected to be recovered / settled at their carrying amounts. OWA.
=

34




The First MicroFinance Bank - Afghanistan
Notes to the Financial Statements
For the year ended 31 December 2021

30. FINANCIAL RISK MANAGEMENT

This note presents information about the Bank's exposure to financial risks, Bank's financial risk management
and the Bank's management of capital. The Bank has exposure to the following risks from financial instruments:

a) Credit risk

b) Liquidity risk

c) Market risks

d) Operational and business risk

Risk management framework

The Bank's Board of Supervisors has overall responsibility for the establishment and oversight of the Bank's risk
management framework. The Board of Supervisors has established the Bank's Asset and Liability Committee
(ALCO), which is responsible for developing and monitoring Bank's risk management policies.

The Bank's Audit Committee oversees how management monitors compliance with the Bank's risk management
policies and procedures, and reviews the adequacy of the risk management framework in relation to the risks
faced by the Bank. The Audit Committee is assisted in its oversight role by Internal Audit. Internal Audit
undertakes both regular and ad hoc reviews of risk management controls and procedures.

30.1 Credit risk

Credit risk is the risk of financial loss to the Bank if a customer or counter party to a financial
instrument fails to meet its contractual obligations, and arises principally from the Bank's loans and

advances to customers. For risk management reporting purposes, the Bank considers and consolidates
all elements of credit risk exposure.

30.1.1 Credit risk measurement

Management of credit risk

The Bank manages credit risk by limiting and controlling concentrations of credit risk wherever they are
identified - in particular, to individual counterparties and groups. 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
counterparty. Such risks are monitored on a revolving basis and subject to an annual or more frequent
review, when considered necessary. 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.

Regular audits of business units and Bank's credit processes are undertaken by Internal Audit.

Credit quality analysis

The table below set out information about the credit quality of the Bank's loans and advances to
customers and the allowance for impairment/loss held by the Bank against those assets. The maximum

exposure to credit risk in respect of other financial assets and guarantees are equivalent to their carrying
amounts as disclosed in the respective notes. .
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30.1.1 Credit risk measurement (Continued---)

31-Dec-2021 31-Dec-2020

Note  ====e- (AFN in '000) ------

Maximum exposutre to credit risk
Carrying amount 8 3,817,089 4,246,383
At amortised cost
Standard 3,743,463 4,258,762
Watch-list 65,636 23,107
Substandard 18,325 36,406
Doubtful 81,244 119,645
Loss 77,672 145,989
Rescheduled 68,939 978
Total gross amount 4,055,279 4,584,887
Allowance for impairment (individual and collective) (238,190) (338,504)
Net carrying amount 3,817,089 4,246,383
Loans with renegotiated terms
Gross carrying amount 68,939 978
Allowance for impairment (24,194) (978)
Net carrying amount 44,745 i
Neither past due nor impaired
Standard (low fair risk) 3,743,463 4,258,762

3,743,463 4,258,762
Individually impaired
Watch-list 65,636 23,107
Substandard 18,325 36,406
Doubtful 81,244 119,645
Loss and rescheduled 146,611 146,967

311,816 326,125

Allowance for impairment
Specific 87,829 156,693
General 150,361 181,811
Total allowance for impairment 238,190 338,504

Impaired loans and advances
See accounting policy - note 5.6.4.
The Bank regards a loan and advance as impaired in the following circumstances:

- There is objective evidence that a loss event has occurred since initial recognition and the loss event
has an impact on future estimated cash flows from the asset.

- A loan is overdue for 30 days or more.

A loan that has been renegotiated due to deterioration in the borrower's condition is usually considered

to be impaired unless there is evidence that the risk of not receiving contractual cash flows has reduced

significantly and there are no other indicator of impairment. \JM’
—

36




The First MicroFinance Bank - Afghanistan
Notes to the Financial Statements
For the year ended 31 December 2021

30.1.1 Credit risk measurement (Continued---)

Loans and advances that are past due but not impaired

Loans and advances 'past due but not impaired' are those for which contractual interest or principal
payments are past due but the Bank believes that impairment is not appropriate on the basis of the level
of security or collateral available and/or the stage of collection of amount owed to the Bank.

Balances with other banks

The Bank holds balances with central bank and other financial institutions amounting to AFN 6,273,309

thousands at 31 December 2021 (2020: AFN 6,953,211 thousands).

Collateral held and other credit enhancements

The Bank holds collateral and other credit enhancements against certain of its credit exposures. The
table below sets out the principal types of collateral held against different types of financial assets.

Percentage of exposure that
is subject to collateral
requirements

Principal type of collateral held

31-Dec-2021  31-Dec-2020

Type of credit exposure
Loans and advances to customers

Microfinance loans 71.93 76.93
Microfinance loans - Group loans - -
Over draft 13.96 3.37
Loans to small and medium

size enterprises (SME) 14.11 19.69

Offsetting financial assets and financial liabilities

Property
None

Property

Property

No financial assets and financial liabilities have been set off during the year (2020: none).

et
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30.1.2 Concentration of credit risk

The Bank monitors concentrations of credit risk by sector and geographic location.

Geographic sector

The following table breaks down the Bank's main credit exposure at their gross/ carrying amount, as categorised by geographical region. For this table, the Bank has allocated exposures to the
regions based on the country of domicile of counterparties.

Cash and cash Logasand Total (on- s
exjiivaleiit Placements advances to Other assets halance sheef) a1-1d Total
customers commitments
(AFN in '000)

31 December 2021
Afghanistan - - 3,817,089 706,060 4,523,149 38,164 4,561,313
Belgium 1,864,562 - - - 1,864,562 - 1,864,562
Kenya “ 5 - % a - £
Turkey 135,657 - - - 135,657 - 135,657
Spain 897,807 - B - 897,807 - 897,807
Russia 38,098 - - - 38,098 - 38,098
Lebanon 10,430 - - - 10,430 - 10,430

2,946,554 - 3,817,089 706,060 7,469,703 38,164 7,507,867
31 December 2020
Afghanistan 231,150 - 4,246,383 322,848 4,800,381 158,889 4,959,270
United Kingdom - - - - - - -
United States = - - - - - -
Belgium 308,200 457,677 - - 765,877 - 765,877
Kenya 1,867,011 = = = 1,867,011 - 1,867,011
Turkey 102,759 - - - 102,759 - 102,759
Spain 530,861 - - - 530,861 - 530,861
Russia 113,633 - . - 113,633 - 113,633
Lebanon 7911 - . - 7,911 - 7,911

3,161,525 457,677 4,246,383 322,848 8,188,433 158,889 8,347,322
Industry sector

O

The following table breaks down the Bank's main credit exposure at their carrying amount, as categorised by industry sector as of 31 December 2021.
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30.1.2 Concentration of credit risk (Continued---)

Banks Agriculture Telecom Trade Others Total
Note (AFN in '000)
31 December 2021
Cash and cash equivalents 6 2,946,554 - - - - 2,946,554
Placements 7 - - - - - -
Loans and advances to customers 8 - 879,377 44,885 1,307,298 1,585,529 3,817,089
Other assets 12 - - 34,731 - 671,329 706,060
Contingencies and commitments I - - - - 38,164 38,164
2,946,554 879,377 79,616 1,307,298 2,295,022 7,507,867
31 December 2020
Cash and cash equivalents 6 3,161,525 - - = - 3,161,525
Placements 7 457,677 - - .- - 457,677
Loans and advances to customers 8 = 1,093,021 84,465 2,189,834 879,063 4,246,383
Other assets 11 - B 13,981 - 308,867 322,848
Contingencies and commitments 17 - - - - 158,889 158,889
3,619,202 1,093,021 98,446 2,189,834 1,346,819 8,347,322

30.1.2.1 Impaired loans and advances
For details of impairment allowance for loans and advances to customers, see note 8.
30.2 Liquidity risk
Liquidity risk' is the risk that the Bank will encounter difficulty in meeting obligations associated with its financial liabilities that are settled by delivering cash or another financial asset.

30.2.1 Management of liquidity risk
The Bank's Board of Supervisors sets the Bank's strategy for managing liquidity risk and delegates responsibility for oversight of the implementation of this policy to ALCO. The key elements of the
Bank's liquidity strategy are as follows:

- Day-to-day funding, managed by monitoring future cash flows by currency and business segment to ensure that requirements can be met, expressed through a maturity mismatch approach within
different time bands on a maturity ladder.

- Maintaining a portfolio of highly marketable assets and/or standby credit lines that can easily be liquidated/drawn as protection against any unforeseen interruption to cash flow.

- Monitoring balance sheet liquidity ratios against internal and regulatory requirements. \)"}J\ g

- Managing the concentration and profile of deposit and debt maturities.
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30.2.1

30.2.2

30.2.3

Management of liquidity risk (Continued...)

Monitoring and reporting take the form of cash flow measurement and projections by currency and business segment for the next day, week and month respectively, using the maturity mismatch
approach outlined above, as these are key periods for liquidity management. The starting point for these projections is an analysis of the contractual maturity of the financial liabilities and the
expected collection date of the financial assets. The Bank also monitors unmatched medium-term assets, the level and type of un-drawn lending commitments. Sources of liquidity are regularly
reviewed by the ALCO to maintain a wide diversification by currency, provider, product and term.

Exposure to liquidity risk

The key measure used by the Bank for managing liquidity risk is the ratio of net liquid assets to deposits from customers. For this purpose, ‘net liquid assets’ includes cash and cash equivalents less
any deposits from banks, debt securities issued, other borrowings and commitments maturing within the next month. Details of the reported Bank ratio of net liquid assets to deposits from
customers at the reporting date and during the reporting period were as follows:

31-Dec-2021  31-Dec-2020

At 31 December 103.42% 72.45%
Average for the period 84.53% 67.51%
Maximum for the period 103.42% 72.45%
Minimum for the period 77.16% 60.54%

Maturity analysis for financial liabilities

The tables below set out the remaining contractual maturities of the Bank's financial liabilities.

Gross nominal

Note T Less than 1 1% st 3 months to 1 1:5 yeaurs More than 5 Carrying
month year years amount
(outflow)
(AFN in '000)
31 December 2021
Financial liabilities
Deposits from customers 13 (6,842,937) (6,777,487) (2,339) (28,825) (2,550) (31,736) 6,842,937
Loans and borrowings 14 (1,950,752) (57,209) (62,934) (331,872) (895,304) (603,433) 1,950,752
Other liabilities 15 (391,000) (203,923) (5,837) - (181,240) - 391,000
(9,184,689) (7,038,619) (71,110) (360,697) (1,079,094) (635,169) 9,184,689
31 December 2020
Financial liabilities
Deposits from customers 13 (7,682,441) (6,956,478) (261,386) (459,758) (4,819) - 7,682,441
Loans and borrowings 14 (2,238,614) (136,221) (49,710) (321,944) (1,044,818) (685,921) 2,238,614
Other liabilities 15 (356,512) (106,912) (50,857) (19,874) (178,869) - 356,512
(10,277,567) (7,199,611) (361,953) (801,576) (1,228,506) (685,921) 10,277,567
o,?.’.'\ =

40




The First MicroFinance Bank - Afghanistan
Notes to the Financial Statements
For the year ended 31 December 2021

30.2.3 Marurity analysis for financial liabilities (Continued...)
The amounts in the table above have been compiled as follows:
Type of financial instrument Basis on which amounts are compiled

Non-derivative financial liabilities Undiscounted cash flows, which include estimated interest payments

Issued financial guarantee contracts and unrecognised loan commitments ~ Earliest possible contractual maturity. For issued financial guarantee contracts, the maximum amount of the guarantee
is allocated to the earliest period in which the guarantee could be called.

The table below sets out the carrying amounts of non-derivative financial assets and financial liabilities expected to be recovered or settled more than 12 months after the reporting date.

31-Dec-2021  31-Dec-2020

Note ------ (AFN in "000) ------
Financial assets
Loans and advances to customers 8 1,997,470 2,621,158
Financial liabilities
Loans and borrowings 14 1,448,303 1,730,738

30.3 Market risk

Market risk is the risk that changes in market prices - such as interest rates and foreign exchange rates - will affect the Bank's income or the value of its holdings of financial instruments. The
objective of the Bank's market risk management is to manage and control market risk exposures within acceptable parameters to ensure the Bank's solvency while optimizing the return on risk.

30.3.1 Management of market risks

To manage and control market risk a well defined limits structure is in place. These limits are reviewed, adjusted and approved periodically. Overall authority for market risk is vested in
Management Board of the Bank. The Management Board is responsible for the development of detailed risk management policies and day to day review of their implementation. G
—
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30.3.2

Exposure to interest rate risk

The following table is a summary of the Bank's exposure to interest rate risks. It includes the Bank's financial instruments at carrying amount, categorised by the earlier of contractual reprising or

maturity dates.

31 December 2021

Financial assets

Cash and cash equivalents

Loans and advances to
customers

Other assets

Total financial assets

Financial liabilities
Deposits from customers
Loans and borrowings
Other liabilities

Total financial liabilities

Total interest rate gap

31 December 2020

Financial assets

Cash and cash equivalents

Placement

Loans and advances to
customers

Other assets

Total financial assets

Financial liabilities

Deposits from customers

Loans and borrowings

Other liabilities

Total financial liabilities

Total interest rate gap

Note

12

13
14
15

Note

12

13
14
15

Interest rates

(p-a)

0.1% to 0.65%

9% to 27%

0.5% to 6%
0.5% to 6%

Interest rates

(p-a)

0.05% to 2.45%
1.8%

6.6% to 27%

0.5% to 4.5%
0.5% to 6%

Interest bearing

Not interest Carrying
Lessiduan 3-6 months 6-12 months 1-5 years SR Total bearing amount
months years
(AFN in '000)

1,947,298 - - - - 1,947,298 4,259,825 6,207,123

477,266 344,361 997,992 1,997,230 240 3,817,089 - 3,817,089

= = - - - - 706,060 706,060

2,424,564 344,361 997,992 1,997,230 240 5,764,387 4,965,885 10,730,272

2,173,325 2,339 28,825 2,550 31,737 2,238,776 4,604,161 6,842,937

263,363 62,933 176,153 927,358 520,945 1,950,752 - 1,950,752

- ~ - - 181,240 181,240 209,760 391,000

2,436,688 65,272 204,978 929,908 733,922 4,370,768 4,813,921 9,184,689

(12,124) 279,089 793,014 1,067,322 (733,682) 1,393,619 151,964 1,545,583

Interest bearing ;
Not interest Carrying
Lessthaud 3-6 months 6-12 months 1-5 years o Total bearing amount
months years
(AFN in '000)

3,600,398 = - - - 3,600,398 1,575,325 5,175,723

- 1,542,287 = - - 1,542,287 - 1,542,287

134,647 249,564 1,241,014 2,619,514 1,644 4,246,383 » 4,246,383

= - - - - - 897,434 897,434

3,735,045 1,791,851 1,241,014 2,619,514 1,644 9,389,068 2,472,759 11,861,827

3,292,163 279,463 180,295 4,819 - 3,756,740 3,925,701 7,682,441

185,932 103,291 218,653 1,044,817 685,921 2,238,614 - 2,238,614

- = - - = = 356,512 356,512

3,478,095 382,754 398,948 1,049,636 685,921 5,995,354 4,282,213 10,277,567

256,950 1,409,097 842,066 1,569,878 (684,277) 3,393,714 (1,809,454) 1,584,260

L)
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30.3.3

Exposure to currency risk

The table below summarizes the Bank's exposure to foreign currency exchange rate risk. Included in the table are the Bank's financial instruments at carrying amounts, categorized by currency.

31 December 2021

Financial assets

Cash and cash equivalents
Placements

Loans and advances to customers
Other assets

Total financial assets

Financial liabilities
Deposits from customers
Loans and borrowings
Other liabilities

Total financial liabilities

Net position

31 December 2020

Financial assets

Cash and cash equivalents
Placements

Loans and advances to customers
Other assets

Total financial assets

Financial liabilities
Deposits from customers
Loans and borrowings
Other liabilities

Total financial liabilities

Net position

Sensitivity analysis

Note

co N o

—
[88]

13
14
15

0o ~1 o

13
14
15

AFN USD EUR Total Others Clryiig
amount
(AFN in '000)

1,820,756 3,657,558 728,809 6,207,123 - 6,207,123
3,530,100 286,989 . 3,817,089 ; 3,817,089
319,935 334,472 71,478 725,885 . 725,885
5,670,791 4,279,019 800,287 10,750,097 h 10,750,097
2,273,364 3,821,844 747,729 6,842,937 : 6,842,937
1,950,752 . : 1,950,752 - 1,950,752
147,743 236,623 6,634 391,000 ; 391,000
4,371,859 4,058,467 754,363 9,184,689 i 9,184,689
1,298,932 220,552 45,924 1,565,408 - 1,565,408

AFN USD EUR Total Others Carnying

amount
(AFN in '000)

1,506,543 3.252.179 417,001 5,175,723 . 5,175,723
1,084,610 457,677 s 1,542,287 - 1,542,287
3,963,174 283,209 . 4,246,383 ! 4.246,383
452,153 399,150 46,131 897,434 : 897.434
7,006,480 4392215 463132 11,861,827 ; 11,861,827
3,081,877 4.128973 471,591 7,682,441 - 7,682,441
2,238,614 : 8 2,238,614 y 2,238,614
110,393 244,859 1,260 356,512 : 356,512
5,430,884 4,373,832 472,851 10,277,567 - 10,277,567
1,575,596 18383 (9.719) 1,584,260 . 1,584,260

A 10% strengthening of the Afghani, against the USD and Euro at 31 December 2021 would have increased (decreased) equity and profit or loss by the amounts shown below. This analysis is
based on foreign currency exchange rate variances that the Bank considered to be reasonably possible at the end of the reporting period. The analysis assumes that all other variables, in particular

interest rates, remain constant.

¥ -
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30.3.3 Exposure to currency risk (Continued---)

2021 2020
Equity Profit or loss Equity Profit or loss
---------------------- (7N 3 SETTI1) J——
usD (17,644) (22,055) (1,471) (1,838)
Euro (3,674) (4,592) 777 972

A 10% weakening of the Afghani against the above currencies at 31 December 2021 would have had the equal but opposite effect on the above currencies to the amounts shown above, on the
basis that all other variables remain constant.

30.4 Operational and business risk
Operational risk is the risk of loss arising from systems failure, human error, fraud or-external events. When controls fail to operate effectively, operational risks can cause damage to reputation,
have legal or regulatory implications, or lead to financial loss. The Bank cannot expect to eliminate all operational risks, but it endeavors to manage these risks through a control framework and by

monitoring and responding to potential risks. Controls to manage these risks through a control framework and by monitoring and responding to potential risks. Controls include effective
segregation of duties, access, authorisation and reconciliation procedures, staff education and assessment processes, such as the use of internal audit. o oA
okl
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30.5 Capital management
Regulatory capital
The Bank's regulator DAB sets and monitors capital requirements for the Bank. The capital adequacy of the Bank is
assessed in two tiers as per regulations of the DAB. As of reporting date, DAB requires the Bank to maintain
financial capital of not less than AFN 1 billion, the Bank complies with this requirement keeping in view its share

capital and share premium, and regulatory capital to risk-weighted asset ratio of not less than 12 percent and a core
(Tier 1) capital to rsk-weighted asset ratio of not less than 6 percent.

- Tier 1 or core capital, consisting of the highest quality capital elements that fully meet all the essential characteristics
of capital; to be 6% of risk weighted assets.

- Tier 2 or supplementary capital, which includes other instruments which, to a varying degree, fall short of the
quality of Tier 1 capital, but nonetheless contribute to the overall strength of a bank as a going concern.

- Regulatory capital is the sum of Tier 1 and Tier 2 capital; Tier 2 capital cannot exceed the amount of Tier 1 capital.

The Bank's regulatory capital position at 31 December 2021 was as follows:

31-Dec-2021 31-Dec-2020

Regulatory Capital e (AFN in '000) ------
Tier 1 capital
Total equity capital 1,958,391 2,111,533
Less: Intangible assets (83,210) (97,632)
Less: Profit for the year - (49,503)
Total tier 1 (core) capital 1,875,181 1,964,198
Tier 2 (Supplementary) Capital:
General loss reserves on credits as per DAB's regulation,

but restricted to 1.25% of total risk-weighted exposures 57,171 68,784
Add: Profit for the year - 49,503
Total tier 2 (supplementary) capital 57,171 118,287
Total Regulatory capital = Tier 1 + Tier 2 1,932,352 2,082,485
Risk-weighted assets
On-balance sheet
0% risk weight:
Cash in Afghani and fully-convertible foreign currencies 411,221 339,385
Direct claims on DAB 3,326,755 3,339,260
Loans guaranteed by development institutions 647,682 612,105
Total 4,385,658 4,290,750
0% risk-weight total (above total x 0%) - -
20% risk weight:
Balances with banks operating in category A countries 2,762,369 1,301,361
Direct claims in non-category A countries 184,185 2,322,465
Loans guaranteed by development institutions - -
Total 2,946,554 3,623,826
20% risk-weight total (above total x 20%) 589,311 724,765
100% risk weight:
All other assets 4,066,060 4,874,080
Less: intangible assets (83,210) (97,632)
All other assets - net 3,982,850 4,776,448
100% risk-weight total (above total x 100%) 3,982,850 4,776,448

O s
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30.5 Capital management (Continued....)

31

32.

33.

Off-balance sheet

0% risk weight:

Guarantees issued

Undrawn loan and overdraft facilities

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

20% risk weight:
Guarantees issued
20% crednt conversion factor total (nsk-weighted total x 20%)

100% risk weight:
Guarantees

100% credit conversion factor toral (risk-weighred toral 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)

CORRESPONDING FIGURES

31-Dec-2021 31-Dec-2020

----- (AFN in '000) ----—

30,763 151,404

7,401 7,485

- 1,480 1,497

4!5731641 5,502,710
41.0% 35.7%
42.2% 37.8%

Corresponding figures have been re-arranged and re-classified, where necessary, for more appropriate presentation.

DATE OF AUTHORISATION FOR ISSUE

GENERAL

Figures have been rounded off to the nearest thousand.

N - Ng%/

These financial statements were authorzed for 1ssue on _2 Y \ a2 F 200 by the Board of Supervisors of
the Bank.

X)A%

i
“@M u»?j

Chicef Findncial Officer

Chicf ExcCutive Officer

Chairman

406







	Page 1
	Page 2
	Page 3
	Page 4
	Page 5
	Page 6
	Page 7
	Page 8
	Page 9
	Page 10
	Page 11
	Page 12
	Page 13
	Page 14
	Page 15
	Page 16
	Page 17
	Page 18
	Page 19
	Page 20
	Page 21
	Page 22
	Page 23
	Page 24
	Page 25
	Page 26
	Page 27
	Page 28
	Page 29
	Page 30
	Page 31
	Page 32
	Page 33
	Page 34
	Page 35
	Page 36
	Page 37
	Page 38
	Page 39
	Page 40
	Page 41
	Page 42
	Page 43
	Page 44
	Page 45
	Page 46
	Page 47
	Page 48
	Page 49
	Page 50
	Page 51

