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To be a world class development bank that helps to achieve
Ethiopia’s economic transformation vision by 2030.

Development Bank of Ethiopia is a specialized financial
institution established to promote the national development
agenda through development finance and close technical
support to viable projects from the priority areas of the
government by mobilizing fund from domestic and foreign
sources while ensuring its sustainability.

The Bank earnestly believes that these highly valued objectives
can best be served through continuous capacity building,
customer focus and concern to the wider environment.

Commitment to mission
Customer focus

Integrity

Team work

High value to employees
Learning organization
Concern to the environment
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Long-term loan

Medium-term loan

Working capital loan for DBE financed projects
Lease financing

Co-financing or syndicate financing

Guarantee services

Managed funds
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Development Bank of Ethiopia is a specialized
state-owned development financial institution
established in 1909.

The current mandate of the Bank is the provision of
development credit to viable priority projects along
with technical support through mobilizing resources
from domestic and foreign sources.

Priority areas of the Bank are:

« Commercial agriculture projects,

» Agro-processing industries,

+ Manufacturing,

» Mining and extractive industries, and

» Lease financing service for Small and
Medium Enterprises.

Paid-up capital of the Bank as of June 30, 2021
stood at birr 32 billion. This is mainly due to the
approved paid-up of birr 21 billion capital injection.

Development Bank of Ethiopia (DBE) is a
specialized state-owned development financial
institution, which is supervised by the Public
Enterprises Holding and Administration. A Board
of Management (BOM) consisting of ten senior
government officials oversee, direct and control
the Bank. The President of the Bank also attends
the regular meetings of the BOM as a non-voting

member. The two top bodies (Public Enterprises
Holding and Administration Agency (PEHAA) and
BOM are, among others, responsible for issuing
major policies of the Bank, approval of its strategic
and operational plans as well as the close and
regular monitoring of the Bank’s operations.

The top Executive Management Committee
(EMC), which consists of the President and five
Vice Presidents, is a direct responsible body to
administer the overall operations of the Bank.
The President chairs the EMC and acts as an
official representative of the Bank. Middle level
management members are, on the other hand,
responsible for the day-to-day management of the
Bank’s operational activities.

Pertaining to good governance, the Bank’s
management is structured in transparent way and
those decisions taken and their enforcement are
done in a manner that follows rules and regulations
with developed policies and procedures.

The Bank’'s BOM has established separate
Compliance and Risk Management and Internal
Audit Directorates for the effective implementation
of policies and procedures. Ethical conduct and
complaint handling is also part of DBE’s culture.
Accordingly, the Bank has Ethics and Compliant
Handling Office under the direct supervision of the
President.
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MESSAGE FROM THE BOARD CHAIRMAN

Dear Customers and Stakeholders, | feel greatly
honoured to convey a brief message on the FY
2020/21 Annual Report with the Audited Financial
Statements of Development Bank of Ethiopia /
DBE/. The 2020/21 FY was accompanied with
local and global phenomena that severely affected
the financial sector. For instance, the Coronavirus
has changed the macroeconomic landscape of the
global economy. As a result, the economy faced a
recession with the impact of COVID-19. Likewise,
the instabilities and insecurities in the world as well
as in our country, coupled with the rising inflation
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and the shortage of hard currency etc. were also
the other hurdles for the smooth operation of DBE.

Development Bank of Ethiopia as a policy bank
was not an island to escape from the challenges as
the global economy is intertwined. When it comes
to our Bank, the war in the northern part of the
country has also seriously affected the operations
of our bank.

No matter serious were the challenges, the Bank
has finally surmounted the multifaceted hurdles
it faced to register a record-breaking success



in almost all of its financial and non-financial
operations in 2020/21. Changing challenges in
to opportunities, DBE has registered a stunning
achievement registering a 3.28 billion birr profit
after provision and tax. In addition, the Bank has
improved almost all of its credit operations in the
reported time period.

DBE was in a situation where it was not able
to carry out its national responsibility at the
desired level before a year. Due to this, it went
bankrupt and was tabled as government agenda
for a decision as to whether it should continue
or liquidated. Thanks to our wise government,
cognizant of the indispensible role the Bank
played in Ethiopian economy in its 110 plus
years of service, and seeing its future prospects,
the government of Ethiopia has finally passed a
sound decision on the Bank to continue to exist
by injecting the required amount of capital.

The other measure the government took was
changing the Bank’s leadership; it has replaced
the board and the executive management of the
Bank with new and experienced economists who
have local and global exposures in the financial
world. After the new leadership had taken the
helm of the Bank, the Bank crafted and put in
place the five year strategic reform plan and
strictly followed up its implementation. In this
regard, the Board of the Bank have regularly
supported the executive management through
conducting regular meetings, reporting and follow
ups.

Today, Development Bank of Ethiopia is under
a wave changes implementing its five-year
strategic reform plan. For instance, the Bank is
revising its Project and Lease Financing Policies
and other related documents. It has also worked
to the prevalence of transparent working systems
and procedure; specifically, The Board and the

Thank you,
Tegegnework Gettu (PhD)

Annual Report June 30, 2021 5

...DBE has registered a
stunning achievement

registering a 3.28 billion birr
orofit after provision and tax.

Executive management of the Bank along with
the employees have worked for the dominance of
transparency and accountability in all the credit
operations of the Bank. The Board of the Bank
is seriously working to ensure the benefits of
employees as the employees are irreplaceable
assets of the Bank

To sum up, for the extra-ordinary achievements
of the FY 2020/21, | would like to thank our far-
sighted government for taking decisive measure
and save our Bank from the verge of liquidation.
| also thank the Executive Management of the
Bank who has proved concrete success due to
surpassed leadership. The esteemed employees
of DBE should take the major credit; had it notbeen
for their day-in and day-out work, today’s success
wouldn’t have been realized. Last but not least, |
sincerely thank our customers, stakeholders, and
the media because their support for our success
was invaluable.
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Ato Getachew Wakie
VP, Corporate Project Appraisal
and Portfolio Management
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Ato Abebaw Siraj
A/VP, Finance and Banking
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EXECUTIVE MANAGEMENT

Yohannes Ayalew (phD)
President

Ato Adane Mehari
A/NP, Project Financing

Ato Yilma Abebe
A/VP, Small and Medium
Enterprises Financing

Ato Sefialem Liben
VP, Corporate Services
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MESSAGE FROM THE PRESIDENT

Dear readers,

On behalf of the Executive Management and
the esteemed employees of Development
Bank of Ethiopia (DBE), | am greatly
honoured to present this Annual Report of
the FY 2020/21. This report along with the
audited financial statements summarizes
DBE’s major accomplishments, the shortfalls
observed and the challenges faced in its
overall operations in the reported time
period.

As you all know, the year 2020/21 has seen
a number of domestic and global socio-
economic and political uncertainties which
went against especially the financial sector.
In this regard, the persistence of COVID 19
and its ripple effects that have obviously
shaken the global economy to the core,
the instabilities occurred in our country, the
surge of inflation, the shortage of foreign
currency, delay of machinery suppliers,
power shortage and outage, and other
related factors were some of the challenges
we faced in 2020/21. That said, Development
Bank of Ethiopia has continued its success
by achieving almost all of its financial and
non-financial objectives.

It is my great pleasure to inform you yet
another year of record net profit of the Bank,
that is, Birr 3.28 Billion after provision and
tax during the reported year. This result is
extra-ordinary and commendable as the
gained profit is 1029% of the planned target.
If the total projects of Tigray region which
held billions of provisions were excluded,
our profit would be as twice as the registered
current net profit.

Annual Report June 30, 2021 9

Development Bank of Ethiopia has also seen
remarkable performances in its major credit
operations. In 2020/21 FY, the Bank has
approved Birr 10.4 Billion and disbursed Birr
10.1 Billion. Likewise, it has collected Birr 8.9
Billion. When compared with the previous
years figures, this is almost a twofold
achievement in the approval, disbursement
and collection operations of the Bank in
its project and lease financing schemes.
Consequently, a total of 8,045 employment
opportunities have been created through
projects financed by DBE.

In addition, the total loan portfolio of the
Bank has reached Birr 59.9 Billion; this is an
increase by 7.6% when compared with the
previous year’s accomplishment. Regarding
Non-performing Loans (NPLs), the Bank’s
NPLs stood at 26.13% by the end of June
2020/21. This is a reduction by 9.43% when
compared with last year's 24.1% of NPLs.

In a bid to fast track the economic structural
transformation process of Ethiopia, DBE
has introduced and implemented knowledge
based financing on Small and Medium
Enterprises (SMEs). In relation to this, the
Bank has conducted trainings for 5,111
SME’s across the country at 12 training
centres. Those trainees who have properly
attended the training and certified are
qualified for the lease financing support of
the Bank.

Cognizant of its obligation to return to the
community what belongs to the community,
DBE, has implemented its corporate social

OO0
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responsibility programs in the form of sponsorship
and donations for individuals and charity
organizations spending some 714 thousand Birr.

The financial and non-financial milestones the
Bank achieved in the reported year are attributed
to the government of Ethiopia which rescued the
Bank from the verge of demise by replacing the
Bank board and executive leadership with well-
regarded and well-known figures in the economic
sector. The five year strategic reform plan of the
Bank which is under implementation has also
enabled us to press ahead on the success track
to be more profitable in the reported year.

The hard work of our esteemed and dedicated
employees of the Bank who worked round the
clock should also be highly commended for

Thank you,

their invaluable role. Our respected customers,
our development partners and the stakeholders
of DBE have also contributed their share in our
achievements in the FY 2020/21.

We are highly encouraged and more inspired by
the obtained success to work even harder in the
coming financial year in order to meet the ever
increasing expectations of our customers, and we
will also work to take the Bank to the next heights.
This is only possible through working day in and
day out with our customers and stakeholders.

DBE has come a long way of augmenting the
socio-economic growth of Ethiopia. On the final
exciting note, | would like to inform you that we
will be marking DBE’s 115th service anniversary
as of next year.

Yohannes Ayalew (PhD), President
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DBE in Numbers 2020/21

Total loan portfolio

599 Billion Birr
NPLs ¥

20.13%

Net Profit

8 . 28 Billion Birr

DBE at Glance

Foundation Number of Employees

1909 2 249
Capital

32 Blllon

Distrioution/Accessibility

Districts Branches

12 e

Annual Report June 30, 2021 11



we started operation here
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The Ethiopian economy registered a 6.3 percent
growth in 2020/21 which was, slightly higher than
the 6.1 percent expansion in the previous year. This
growth was broad based with industry growing at
7.3 percent, service 6.3 percent, and agriculture
5.6 percent. As a result, the share of industry in
GDP increased slightly to 29.3 percent from 29.0
percent a year ago, while that of the service sector
remained around 39.6 percent. In contrast, the
share of agriculture to GDP dropped marginally
to 32.5 percent from 32.7 percent over the same
period. This reflects a gradual but steady shift in
the structure of the economy towards developing
manufacturing sector and promoting export-led
growth while continuing to give due attention to
modernizing the agriculture sector which has
dominated the country’s economy for decades in
terms of employment, foreign exchange earnings,
supply of raw materials and market for domestic
industries.
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ETHIOPIA’S
ANNUAL ECONOMIC
GROWTH RATE

.3%

INDUSTRY SECTOR 0
GROWTH 7.3%
SERVICE SCTOR
GROWTH

6.3%
5.6%

AGRICULTURAL
SECTOR GROWTH
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Printing Industry
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1 Credit Operational Highlights for 2020/21
1.1. Overall Credit Operation

During the fiscal year ended June 30, 2021, performance, both disbursement and collection
the Bank approved Birr 10.4 Billion (103 had exhibited a growth of 18 percent and 16
percent against planned target) and disbursed percent respectively. Whereas, there was a
Birr 10.1 Billion (100 percent achievement 0.39 percent decline in approval performance
against target), and collected Birr 8.9 Billion compared to the previous year achiements.
(108 percent achievement against target) from Details are shown in Table 1

various projects. Compared to the previous year

12,000,000
10,000,000
8,000,000
6,000,000
m2019/20
4’000’000 m2020/21

2,000,000

0

Approval
Disbursement

Collection

Figure 1: Summary of Credit Operation during the fiscal year ended June 30, 2021.
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The Bank has mobilized Birr 1.74 billion from
sale of Grand Ethiopian Renaissance Dam
Bond in 2020/21 FY.
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1.2 Project Loan and Lease Approval

1.2.1 Loan Approval by Economic Sector

During the reporting fiscal year, the Bank Moreover, the remaining Birr 517 Million and Birr
approved a total of Birr 10.4 Billion. Of which, 285 Million went to the service sector and staff
Birr 547 Million was approved to agriculture loan respectively. Accordingly, the lion’s share
sector, while Birr 2.2 Billion to the manufacturing of approval was made to the financial services
sector, Birr 399 Million to mining and energy (which accounted 62 percent of the total loan
sector and Birr 6.4 Billion to financial services. approval). The details are shown in table 2.

Table 2: Total Project Loan and Lease Financing Approval by Economic Sector - Birr ‘000

Sr. No. |Sector 2019/20 2020/21 | % Change
Agriculture 1,396,374 547,000 (61)

1 Public Enterprises - 384 -
Cooperative 7,219 25,754 257
Private 1,389,154 520,662 (63)
Manufacturing 6,465,233 2,184,271 (66)
Public Enterprises 77,181 31,150 (60)

2 Private 6,205,689 30,005 (99)
Micro-Enterprises 182,363 2,123,116 1064
Mining and Energy 329,212 399,449 21
Public Enterprises -

3 Micro-Enterprise 138,400 91,651 (34)
Private 190,812 307,798 61
Financial Service 2,039,395 6,426,377 215

4 Public Enterprises 373,516 1,218,550 226
Microfinance 1,665,880 5,207,828 213
Service 21,426 517,144 2313
Public Enterprises

° Cooperative
Private 21,426 517,144
Staff Loan 148,743 285,491 92

° Private 148,743 285,491
Total 10,400,382 10,359,532 (0.4)
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Figure 2: Project Loan and Lease Financing Approval by Economic Sector

1.2.2 Project Loan and Lease Approval by Category

In the year 2020/21, the lion’s share of the approval was made to microfinance (which accounted 50
percent of the total approval of the Bank in the given reporting period).

Table 3: Project Loan and Lease Financing Approval by Social Sector 000’ Birr

Category 2019/20
1 Public Enterprise 450,696 1,250,083
2 Micro Enterprises 182,363 2,123,116
3 Cooperative 7,219 25,754
4 Private 7,955,824 1,661,100
5 Microfinance 1,804,280 5,299,479
Total 10,400,382.11 10,359,532

Development Bank of Ethiopia
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1.3 Project Loan and Lease Disbursement

1.3.1. Project Loan and Lease Disbursement by Economic Sector

In the reporting period, the Bank disbursed Billion for financial services. Furthermore, the
Birr 10.07 Billion. In assessing sector-wise remaining Birr 19.3 Million and Birr 277.6 Million
distribution, the data revealed that Birr 336.2 disbursements were made to service sector and
Million was disbursed to agriculture, while staff loan respectively. Overall, more than half of
Birr 3.7 Billion to manufacturing, Birr 291 the total approval (54 percent) was disbursed for
Million to mining and energy and Birr 5.4 financial services.

Table 4: Total Project Loan and Lease Financing Disbursement by Economic Sector - Birr ‘000

2019/20 2020/21 % change

Agriculture 524,200 336,175 (36)

1 Public Enterprises 4,314
Cooperative 31,692 12,898 (59)
Private 492,507 18,963 (35)
Manufacturing 5,494,919 3,737,626 (32)
Public Enterprises 208,302 93,183 (7)

2 Private 5,225,153 3,488,987 (33)
Micro Enterprise 61,464 55,456 (10)
Mining and Energy 452,788 291,256 (36)
Public Enterprises 49,693

: Micro Finance 52,515 48,952 (7)
Private 400,273 192,610 (52)
Financial Service 1,784,754 5,407,996 203

4 Public Enterprises 453,646 1,067,758 134
Microfinance 1,331,109 4,340,238 226
Service 134,874 19,270 (86)
Public Enterprises

° Cooperative
Private 134,874 19,270 (86)
Staff Loan 155,534 277,555 78

° Private 155,534 277,555 78
Total 8,547,069 10,069,877 18
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Figure 3: Loan Disbursement by Economic Sector

1.3.2 Loan Disbursement by Category

During the year ended June 30, 2021, the Bank
disbursed Birr 10.07 Billion. Out of which, Birr
4.3 Billion to private owned companies, Birr 1.3
Billion to public enterprises, Birr 4.4 Billion to
micro-finance institutions, Birr 13 Million was
also disbursed to cooperatives and Birr 55.5

Billion to micro enterprises. This shows that

the Bank has played crucial role pertaining

to private sector in line with the government
agenda. Overall, the amount disbursed to micro-
enterprises and the private sector accounts for
86 percent of the Bank’s total disbursement.

Table 5: Project Loan and Lease Financing Disbursement by Social Sector ‘000’ Birr

Category 2019/20 2020/21
1 Public Enterprise 661,948 1,314,947
2 Micro Enterprises 1,383,624 4,389,190
3 Cooperative 31,692 12,898
4 Private 6,408,341 4,297,385
5 Microfinance 61,464 55,456
Total 8,547,069 10,069,877

Development Bank of Ethiopia
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1.4 Loan Collection

1.4.1. Loan Collection by Economic Sector

In the reporting period, the Bank collected Birr

8.9 Billion (which was 108 percent achievement
against the plan target). Out of which, Birr
739 Million was collected from agriculture,
Birr 4.8 Billion from manufacturing, Birr 529.8
Million from mining and energy, Birr 2.6 Billion

Table 6: Total Project Loan and Lease Financing Collection by Economic Sector - Birr ‘000

from financial services, Birr 68.7 Million from
service sector and Birr 114 Million from staff
loan. Accordingly, the share of manufacturing
accounted 54 percent of the total project loan
and Lease financing collection of the Bank in the

given fiscal year.

Sr.No. |Sector 2019/20 2020/21 % Change

Agriculture 624,806 739,036 18
Public Enterprises - 9,845

! Cooperative 9,910 14,601 47
Private 614,896 714,590 16
Manufacturing 4,657,540 4,812,189 3
Public Enterprises 191,210 239,604 25

2 Private 4,456,688 4,514,424 1.3
Micro Enterprises 9,642 58,162 503
Mining and Energy 851,747 529,819 38
Public Enterprises 1,371 24,376 1678

3 Micro Enterprise 68,513 119,854 75
Private 781,864 385,589 (51)
Financial Service 1,390,130 2,647,674 90.5

4 Public Enterprises 742,398 164,741 (78)
Microfinance 647,732 2,482,934 283
Service 82,539 68,737 17)
Public Enterprises

° Cooperative
Private 82,539 68,737 17)
Staff Loan 89,679 113,969 27

° Private 89,679 113,969 27
Total 7,696,440 8,911,425 15.8

Annual Report June 30, 2021
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Figure 4: Loan Collection by Economic Sector - Birr ‘000

1.4.2 Project Loan and Lease Financing Collection by Social Sector

The biggest share of the Bank’s collection came
from the private sector which accounted for Birr
5.8 Billion (which accounted 65 percent of the
Bank’s total collection). During the reporting
period, loan collection made from microfinance
was also high (contributing close to 30 percent

Table 7: Loan Collection by Social Sector - Birr ‘000

of the total collection). Besides , Birr 439 million
from Public Enterprises, Birr 58.2million from
micro enterprise and Birr 14.6 million from
cooperatives were also collected during the
reporting period as illustrated in the below table.

Category 2019/20 2020/21

Public Enterprise 934,978 438,566
Micro Finance 716,245 2,602,787
Cooperative 9,910 14,601
Private 6,025,665 5,797,310
Micro Enterprise 9,642 58,162
7,696,440 8,911,425
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Figure 5: Loan Collection by Social Sector - Birr ‘000

1.5. Loan Outstanding Balance

338.5 Million and staff loan Birr 823.57 Million.
Accordingly, the lion’s share in the total loan
outstanding of the Bank in the reporting period
was goes to Manufacturing (64 percent).

The Bank’s total outstanding loan on June 30,
2021 was Birr 59.9 Billion. Of which, the share of
agriculture Birr 11.27 Billion, manufacturing Birr
38.5 Billion, mining and energy Birr 257 Million,
financial service Birr 8.7 Billion, service Birr

Table: 8 Summary of Loan Portfolio by Sector - Birr ‘000

Sector Eﬁ:gc ST Cooperative | Private :\1/Ieilcr:1rcogi- gﬁ;crintage

1 Agriculture 611,574 | 10,653,813 - 11,265,387 19%

2 Manufacturing 4,687,667 57,608 | 33,755,391 38,500,666 64%

3 Mining and Energy 257,230 257,230 0.4%

4 Financial Service - - 8,687,462 8,687,462 14.5%

5 Service - - 338,486 338,486 0.6%

6 Staff Loan - - 823,570 823,570 1.4%
Total 59,872,802 100%
Annual Report June 30, 2021 25
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Figure 6: Percentage share of Loan Portfolio by Economic Sector

1.6 Socio-Economic Benefits

The Bank’s mission is to promote the national
development agenda through the provision of

development finance and close technical support

to viable projects from the priority areas of the
government. Accordingly, the Bank finances
long term and medium-term projects and hence
creates employment opportunities, generates
taxes to the government, and enhances foreign
currency earning.

The total number of employment opportunities
created by projects which are financed by DBE
in the reporting period was 8,045 on permanent
and temporary basis. Besides, through its

external fund administration unit (for example,
under RUFIP program) the Bank also created
significant number of employment opportunities.
Hence, the Bank is playing significant role in
reducing unemployment rate in the country.

With respect to tax revenue and foreign
exchange generation, the projects financed in
the reporting period under review are expected
to generate about Birr 254.30 Million and

Birr 875 Million, respectively. Thus, the Bank
is playing a key role in improving the socio-
economic development of the country.

2. Export Credit Guarantee, External Fund and Credit Management

The total outstanding loan balance under these
programs reached Birr 8.9 Billion in the year
ended on June 30, 2021. Of which, Birr 3.6
Billion is held by RUFIP program, Birr 2.86
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Billion by SME projects and Birr 2.17 Billion is
by WEDP, . In the reporting period, a total of
Birr 6.6 Billion was approved, Birr 5.5 Billion
Disbursed, and Birr 2.9 Billion collected.




3. Human Resource Performance

The Bank’s total employees at the end of June technical and skilled while the remaining 8. 9
30, 2021 was 2,249 (Two thousand two hundred percent (200) employees were manual and
forty-nine). Out of this, 70.7percent (1,591) custodian. A total of 135 internal and external
employees were professionals who are working recruitment was made during the reporting

in high-level supervisory position, 15.0% (337) period (indicating 171 percent achievement
were semi-professional, administration and against the planned target).

clerical positions, and 5.3 percent (120) were

Table 9 Summary of Human Resource Management Performance

ST \[o} Activity Type 2020/21
Plan Actual %
Existing/Beginning 2,263 2,265 100%
1 Recruitment External 79 26 38%
Internal 109
Total 79 135 171%
2 Separation/Attrition Resignations 101 20 20%
Retirement 16 18 113%
Dismissal 2 3 150%
Death 5
Total 119 46 39%
End balance no of employees 2,223 2,249 101%
3 Training for Employees 1.166 708 61%
4. Research Activities
The research unit of the Bank handles all the data establishment, civil cost development, and
tasks of availing research information and data the machinery, equipment, furniture and fixture
mainly for the core units of the Bank - Customer data organization. All the outputs need updating
Relationship Management Directorates, Project works periodically and are also intended to serve
Appraisal Directorates, Project Rehabilitation the Corporate Project Review Team, Ethics and
and Loan Recovery Directorate and Districts. Compliance Management Office, and Districts
] and Branches.
The Research and Project Data Management
and Project Evaluation and Portfolio To satisfy the current credit demand from
Management directorates are the key support different sectors/commodity/, the findings of
organs of the Bank which have been re- research directorates were compiled, updated
established to conduct commodity study, and disseminated. Accordingly, in the reporting
research preparation, model bankable project period, various new commodity studies and
preparation, cross- cutting project supporting updating works were carried out.
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5. Financial Performance

In 2020/21, the Bank registered encouraging financial performance as briefly discussed below:

5.1. Assets, Libilities and Capital
5.1.1 Total Assets

The total asset of the Bank has reached Birr
123.1 Billion showing 30 percent increment
compared with the previous year.

5.1. 2. Total Liabilities

The total liabilities of the Bank has reached Birr
91.1 Billion showing 3 percent increment when
compared with the previous year.

5.1. 3. Capital

During the fiscal year, the total capital of

the Bank reached Birr 32 billion showing an
increment of 423 percent from the previous fiscal
year. This huge increment of the Bank’s capital
was mainly due to the Birr 21.8 Billion injection
by the government on May 2020.

5.2 Income and Expenses
5.2.1 Income

During the year under review, the Bank earned
a total income of Birr 8.1 Billion which is 98
percent of the planned target.

6 Concern to the Environment

5.2.2 Expenses

The total expense of the year under review was
Birr 4.6 Billion (which is 108 percent of the plan
target) . The total expense registered in the
reporting period was higher than the previous
year due to provision expenses, interest and
charges increment of the year associated with
the interest bearing mobilized funds and price
hike on general expenses.

5.2.3 Profit/ Loss

During thereporting period, the Bank has earned
a net profit of Birr 3.28 Billion (which is 1029
percent against the plan target).

5.3 Foreign Currency Generation

The total foreign exchange generated during the
reporting period was USD 24 Million.

5.4. Grand Ethiopian Renaissance Dam
(GERD) Bond

During the year ended June 30, 2021, DBE
mobilized close to Birr 1.74 Billion from the sale
of the GERD bond.

5.5. Capital Expenditure

During the reporting period, the Bank’s total
capital expenditure was Birr 12.5 Million, which
was 8 percent of the planned target.

One of the core values of the Development Bank of Ethiopia is financing environmentally feasible
projects. DBE has been engaged on this task by asking investors certifications from concerned
governmental organ about environmental impact of the specific project to be financed. Pertaining to this,
the Bank has prepared and approved its environmental policy/guideline which enables the Bank to play

its role in addressing environmental issues.
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The Board of Management submits its report together with the consolidated and separate financial
statements and independent auditor’s report of the Development Bank of Ethiopia (“DBE or the Bank”) and
its Subsidiary (together, the “Group”) and the Bank for the year ended 30 June 2021. This report discloses
the financial performance and state of affairs of the Group and the Bank.

Incorporation

Development Bank of Ethiopia was incorporated in Ethiopia in 1909 as a specialized state-owned
development financial institution, and is domiciled in Ethiopia.

The Bank is fully owned by the Federal Government of Ethiopia and is supervised by the Public Enterprises
Holding and Administration Agency.

Principal activities

The mandate of the Bank is to support the economic growth and development of the country through the
provision of medium- and long-term finance and other credit services and facilities to viable/bankable
investment projects in the Government priority areas and sectors, which seem to have market failure,
impacted by economic shocks and missing or underdeveloped market, along with technical support through
mobilizing resources from domestic and foreign sources. Specifically, the Bank provides finance to encourage
mainly private sector investment in sectors like commercial agriculture, agro-processing, manufacturing,
mining and extractive as well as energy generating industries. It also supports SME through capital goods
lease (hire purchase financing). Moreover, it implements/administers special projects/programs and
managed funds entrusted to it by multilateral lending institutions and government agencies. Since its initial
establishment in 1909, the Bank has been playing a catalytic role in promoting the economic development of
the country.

Results

The Group’s and Bank’s results for the year ended 30 June 2021 are set out on page 8. The net profit for the
year has been transferred to retained earnings. The summarized results are presented below.

I ™ R

Interest income 7,559,342 7,558,236 6,840,875 6,839,977
Profit/ (Loss) before tax 4,672,048 4,671,469 1,842,453 1,842,068
Income tax income/ (ex-

pense) (808,061) (808,061) (27,933) (27,931)
Profit/ (Loss) for the year 3,863,986 3,863,408 1814520 1814.138
Other comprehensive in-

come/ (loss) (44,388) (44,388) 30,570 30,570
(net of tax)

Total comprehensive income/

(loss) for the year 3,819,598 3,819,019 1,845,090 1,844,708

* See note 41 for details concerning restatement
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Board of Management

The Board of Management members who held office during the year and to the date of this report are set
out on page 5. Dr. Tegegnework Gettu, the Chairman of the Board of Management, has signed the report on
behalf of the Board of Management of the Bank.

H. E. Dr. Tegegnework Gettu
Chairman of the Board of Management
Addis Ababa, Ethiopia

In accordance with the Financial Reporting Proclamation No. 847/2014, the Group and Bank are required to
prepare their consolidated and separate financial statements in accordance with the International Financial
Reporting Standards (IFRS).

The Group’s and Bank’s Board of Management is responsible for the preparation and fair presentation of
these financial statements in accordance with International Financial Reporting Standards, 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. This responsibility includes, inter alia,
ensuring that the Group and the Bank:

a) keep proper accounting records that disclose, with reasonable accuracy, the financial position, financial
performance and cash flows of the group and bank;

b) establish adequate internal controls to safeguard its assets and to prevent and detect fraud and other
irregularities; and

c) prepare the consolidated and separate financial statements using suitable accounting policies supported
by reasonable and prudent judgments and estimates that are consistently applied and reasonable in the
circumstances.

The Board of Management is of the opinion that the financial statements present fairly, in all material
respects, the state of the financial affairs of the Group and Bank and of their financial performance and cash
flows, as well as the adequate systems of internal financial control that may be relied upon in the preparation
of financial statements.

The Board of Management has assessed the Group’s and Bank’s ability to continue as a going concern.
Hence, nothing has come to the attention of the Board of Management to indicate that the Bank will not
remain as a going concern for at least twelve months from the date of this statement.

Signed on behalf of the Board of Management by the Chairman of the Board of Management and the

President, as follows:
J— —= e
— .
EE é Tegegnework Gettu - Dr. Yohannes Ayalew

Chairman, Board of Management President/Chief Executive Officer
8 June 2022 8§ June 2022
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Development Bank of Ethiopia

Annual consolidated and separate financial statements
For the year ended 30 June 2021

Statement of board of management’s responsibilities

orting Proclamation No. 847/2014, the Group and Bank are required to prepare their consolidated and
separate financial statements in accordance with the International Financial Reporting Standards (IFRS).

The Group’s and Bank’s Board of Management is responsible for the preparation and fair presentation of
these financial statements in accordance with International Financial Reporting Standards, 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. This responsibility includes, inter
alia, ensuring that the Group and the Bank:

a) keep proper accounting records that disclose, with reasonable accuracy, the financial position, financial
performance and cash flows of the group and bank;

b) establish adequate internal controls to safeguard its assets and to prevent and detect fraud and other
irregularities; and

c) prepare the consolidated and separate financial statements using suitable accounting policies
supported by reasonable and prudent judgments and estimates that are consistently applied and
reasonable in the circumstances.

The Board of Management is of the opinion that the financial statements present fairly, in all material
respects, the state of the financial affairs of the Group and Bank and of their financial performance and
cash flows, as well as the adequate systems of internal financial control that may be relied upon in the
preparation of financial statements.

The Board of Management has assessed the Group’s and Bank’s ability to continue as a going concern.
Hence, nothing has come to the attention of the Board of Management to indicate that the Bank will not
remain as a going concern for at least twelve months from the date of this statement.

Signed on behalf of the Board of Management by the Chairman of the Board of Management and the
President, as follows:

H.E. Dr. Tegegnework Gettu Dr. Yohannes Ayalew
Chairman, Board of Management President/Chief Executive Officer
8 June 2022 8 June 2022
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Group Bank Group Bank

30 June 2021 30 June 2021 30 June 2020 30 June 2020
- . Restated” Restated”
Notes Birr000 Birr000 Birr000 Birr000

Interest income calculated using 5
the effective interest method 7,559,342 7,558,236 6,840,875 6,839,977

Interest expense calculated using 6
the effective interest method (2,872,352) (2,872,352)  (2,657,601) (2,657,601)
Net interest income 4,686,990 4,685,884 4183274 4,182,375
Fee and commission income (net) 7 056478 056478 570.563 570.563
Other operating income 8 462,606 462,606 424,052 424,052
Total operating income 5 406.074 5404968 4877889 4,876,990
Loan impairment (charge)/reversal 9 1 263.883 1,263,883 (1,355,014) (1,355,014)
Impairment losses on other assets 10 (206,589) (206,589) (507,056) (507,056)
Net operating income/ (loss) 6,463,368 6,462,262 3,015,819 3,014,920
Personnel expenses M (1,080122)  (1,079,656)  (686,157) (685,690)
Depreciation of investment property 20 3) 3) (8,819) (8,819)
Amortization of intangible assets 21 (19,895) (19,895) (10,426) (10,426)

Depreciation and impairment of 20
property, plant and equipment (91,342) (91,340) (83,352) (83,349)
Depreciation of right-of-use assets 19 (28,974) (28,974) (23,472) (23,472)
Interest expense on lease liability 19 (2,098) (2,098) (1,596) (1,596)
Other operating expenses 12 (568886)  (568,827)  (359,545) (359,500)
Profit / (Loss) before tax 4,672,048 4,671,469 1842453 1,842,068
Income tax income/(expense) 13 808,061) (808,061) (27,933) (27,931)
Profit /(loss) after tax 3,863,986 3,863,408 1,814,520 1,814,138
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!emeasurement galn! ”OSS! on o7

retirement benefijts obligations

31,763

31,763

Net change In tair value of equity

(70,848)

(70,848)

investments measured at FVOCI 16 7,436 7,436 11,909 11,909
Income tax related to the above 13 19.024 19.024 (13,101) (13,101)
Total other comprehensive income/
(loss) for the year, (44,388) (44,388) 30,570 30,570
(net of tax)
otal comprehensive income/ (loss)
for the year 3,819,598 3,819,019 1,845,090 1,844,708
Profit/ (loss) attributable to:
Owner of the bank 3,863,986 3,863,408 1,814,520 1,814,138
Non-controlling interest 33 0.03 0.02
Profit/ (loss) for the year 3,863,986 3,863,408 1,814,520 1,814,138
otal comprehensive income/ (loss) attribut-
able to:
Owner of the bank 3,819,598 3,819,019 1,900,696 1,900,314
Non-controlling interest 0.03 0.02
otal comprehensive income/ (loss)
for the year 3,819,598 3,819,019 1,845,090 1,844,708

* See note 41 for details
concerning restatement

The notes on pages 13 to 94 are an integral part of these financial statements.
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1 General information

Development Bank of Ethiopia (“’"Development Bank or the Bank™) is a specialized financial institution
established to promote the national development agenda through development finance and close technical
support to viable projects from the priority areas of the Government by mobilizing funds from domestic and
foreign sources while ensuring its sustainability. The consolidated and separate financial statements of the
Bank for the year ended 30 June 2021 comprise the Bank and its subsidiary (together referred to as “’the
Group™ and separately referred to as “’Group entities™). The Bank and its subsidiary are not listed on a
stock market as there is no a stock exchange in the country.

The Bank was initially established in 1909 and was last reestablished on the 24th of January 2003 in
accordance with the Council of Ministers Regulations No. 83/2013. The Bank is governed by the Public
Enterprises Proclamation No. 25/1992 and in compliance with the Banking Business Proclamation No.
592/2008

The Bank has one subsidiary, namely Ethio Capital and Investment PLC, which was established on June
14,2017 in accordance with the then Commercial code of Ethiopia of 1960.

The Group does not have any associate or unconsolidated structured entity.
The Bank’s registered office is at:

Development Bank of Ethiopia Tower

Josip Broz Tito Street

P.O Box 1900

Kirkos Sub-city (Kasanchis)

Addis Ababa, Ethiopia

The Bank is principally engaged in the provision of diverse range of financial products and services to
corporate, retail and small- and medium-sized enterprise clients, as well as lease financing (hire purchase)
to SMEs, based in the Ethiopian market.

The consolidated and separate financial statements for the period ended June 30, 2021 were approved for
issue by the Board of Directors on 8 June 2022.

2. Summary of significant accounting policies

2.1Introduction to summary of significant accounting policies

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

2.2Basis of preparation

The consolidated and separate financial statements of the Group and Bank for the period ended 30
June 2021 have been prepared in accordance with International Financial Reporting Standards (“IFRS”)
as issued by the International Accounting Standards Board (“IASB”). Additional information required by
national regulations is included where appropriate.

The consolidated and separate financial statements comprise the consolidated and separate statement
of profit or loss and other comprehensive income, the consolidated and separate statement of financial
position, the consolidated and separate statement of changes in equity, the consolidated and separate

statement of cash flows and the notes to the consolidated and separate financial statements.

The consolidated and separate financial statements have been prepared in accordance with the going
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concern principle under the historical cost concept, except for the following:

e  defined benefit obligations measured at fair value;
e  equity investments measured at fair value through other comprehensive income; and
o  staff loans measured at fair value.

All values are rounded to the nearest thousand, except when otherwise indicated. The consolidated and
separate financial statements are presented in thousands of Ethiopian Birr (Birr ‘000).”

The preparation of consolidated and separate financial statements in conformity with IFRS requires the
use of certain critical accounting estimates. It also requires management to exercise its judgment in the
process of applying the Group’s and Bank’s accounting policies. Changes in assumptions may have

a significant impact on the financial statements in the period the assumptions changed. Management
believes that the underlying assumptions are appropriate and that the Group’s and Bank’s consolidated
and separate financial statements therefore present the financial position and results fairly. The areas
involving a higher degree of judgment or complexity, or areas where assumptions and estimates are
significant to the financial statements, are disclosed in Note 3.

2 Summary of significant accounting policies (continued)
2.3 Going concern

The consolidated and separate financial statements have been prepared on a going concern basis. The
management have no doubt that the Group and Bank would remain in existence after 12 months.
2.4 Changes in accounting policies and disclosures

New and amended standards and interpretations
New standards and amendments and interpretations effective and adopted during the year

The Group/the Bank has adopted the following amendments including any consequential amendments to
other standards for the year ended 30 June 2021.

2.4.1 Amendment to IAS 1 (Presentation of Financial Statements) and IAS 8 (Accounting
Policies, Changes in Accounting Estimates and Errors)

IAS 1 (Presentation of Financial Statements) and IAS 8 (Accounting Policies, Changes in Accounting
Estimates and Errors) have both been amended by the International accounting standard board (IASB),
on October 2018. The amendments are effective for annual reporting periods beginning on or after 1 July
2020, although earlier application was permitted. The purpose for the amendment is to expand on the
definition of materiality and bring more clarity to its characteristics.

The revised definition of ‘material’ is quoted below:

Information is material if omitting, misstating or obscuring it could reasonably be expected to influence
decisions that the primary users of general purpose financial statements make on the basis of those
financial statements, which provide financial information about a specific reporting entity.

Three new aspects of the new definition should especially be noted:

Obscuring

The existing definition only focuses on omitting or misstating information. However, the IASB concluded
that obscuring material information with information that can be omitted can have a similar effect. Although
the term obscuring is new in the definition, it was already part of IAS 1 (IAS 1.30A).”

“Could reasonably be expected to influence

The existing definition referred to ‘could influence’ which the IASB felt might be understood as requiring too
much information as almost anything ‘could’ influence the decisions of some users even if the possibility is
remote.
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Primary users

The existing definition referred only to ‘users’ which again the IASB feared might be understood too
broadly as requiring to consider all possible users of financial statements when deciding what information
to disclose.

2.4.2 Amendment to IAS 1 (Presentation of Financial Statements) and IAS 8 (Accounting
Policies, Changes in Accounting Estimates and Errors) (continued)

The amendment emphasises five ways material information can be obscured:

If the language regarding a material item, transaction or other event is vague or unclear. If
information regarding a material item, transaction or other event is scattered in different places in the
financial statements.

If dissimilar items, transactions or other events are inappropriately aggregated. If
similar items, transactions or other events are inappropriately disaggregated.e

If material information is hidden by immaterial information to the extent that it becomes unclear what
information is material.

The group has incorporated and applied this definition in the preparation of its financial statements.

2.4.3 Other New and Amended Standards and Interpretations

Several other new amendments and interpretations are also effective for the first time from 1 July 2020, but
do not have [a material] impact on the Group’s/Bank’s consolidated and separate financial statements.
These include, but not limited to, the following:

¢ Interest Rate Benchmark Reform — Amendments to IFRS 7, IFRS 9 and IAS 39
¢ Revised Conceptual Framework for Financial Reporting
¢ Covid-19-related Rent concessions - Amendments to IFRS 16

2.5 Basis of Consolidation
a) Subsidiaries

Subsidiaries are entities (including structured entities) controlled by the Bank. The Bank controls an entity
if it is exposed to, or has the rights to variable returns from its involvement with the entity and has the ability
to affect those returns through its power over the entity. The Bank reassesses periodically whether it has
control if there are changes to one or more elements of the control listed. This includes circumstances in
which protective rights held become substantive and lead to the Group having control over an investee.

The financial statements of a subsidiary is consolidated from the date the Group acquires control, up to the
date that such effective control ceases.

In the separate financial statements, investment in a subsidiary is measured at cost less impairment.
Disclosures for investment in a subsidiary is provided in Notes 17 and 32.

b) “Loss of control

On loss of control, the Group derecognises the assets and liabilities of the subsidiary, any related non-
controlling interests and the other components of equity relating to a subsidiary. Any surplus or deficit
arising on the loss of control is recognised in profit or loss. If the Group retains any interest in the previous
subsidiary, then such interest is measured at fair value at the date that control is lost. Subsequently, that
retained interest is accounted for as an equity-accounted investee or as a financial asset depending on the
level of influence retained.

c) Changes in ownership interests in subsidiaries without change of control

Changes in the Group’s interest in a subsidiary that do not result in a loss of control are accounted for as
equity transactions (transactions with owners). When the proportion of the equity held by non-controlling
interests (NClIs) changes, the carrying amounts of the controlling and NCls are adjusted to reflect the
changes in their relative interests in the subsidiary. Any difference between the amount by which the non-
controlling interest is adjusted and the fair value of the consideration paid or received is recognised directly
in equity and attributed to the Group.
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d) Transactions eliminated on consolidation

Inter-company transactions, balances and unrealised gains on transactions between companies within
the Group are eliminated on consolidation. Unrealised losses are also eliminated in the same manner as
unrealised gains, but only to the extent that there is no evidence of impairment. Accounting policies of
subsidiaries have been changed where necessary to ensure consistency with the policies adopted by the
Group.

e) Non-controlling interests

Non-controlling interests are measured at their proportionate share of the acquiree’s identifiable net assets
at the acquisition date. Changes in the Group’s interest in a subsidiary that do not result in a loss of control
are accounted for as equity transactions.

6 Foreign currency translation
a) Functional and presentation currency

Items included in the financial statements are measured using the currency of the primary economic
environment in which the Bank operates (‘the functional currency’). The functional currency and
presentation currency of the Bank is Ethiopian Birr.

b) Transactions and balances

Foreign currency transactions are translated into the functional currency using the exchange rates
prevailing at the dates of the transactions. Foreign exchange gains and losses resulting from the
settlement of foreign currency transactions and from the translation at exchange rates of monetary assets
and liabilities denominated in currencies other than the Bank’s functional currency are recognised in profit
or loss . Monetary items denominated in foreign currency are translated using the closing rate as at the
reporting date.

Non—monetary items that are measured at historical cost in a foreign currency are translated using the spot
exchange rates as at the date of recognition.

2.7 Recognition of income and expenses

Revenue is recognised to the extent that it is probable that the economic benefits will flow to the Group and
Bank and the revenue can be reliably measured, regardless of when the payment is being made. Revenue
is measured at the fair value of the consideration received or receivable, taking into account contractually
defined terms of payment and excluding taxes or duty.

The Group and the Bank earn income from interest on loans given to customers for commercial
agriculture, agro-processing, manufacturing, mining and extractive industries, hire purchase leases,
personal loans, etc. On top of that, the Bank earns interest from deposit placements with local and foreign
banks, as well as with investment in Government Treasury notes and special Government bonds. Other
incomes include fees and commissions on letter of credits, guarantees and managed/entrusted funds. “

Development Bank of Ethiopia 48



2.7.1 Interest income and expense
a) Effective interest rate and amortized cost

Interest income and expense are recognised in profit or loss using the effective interest method. The
‘effective interest rate’ is the rate that exactly discounts estimated future cash payments or receipts through
the expected life of the financial instrument to:

— the gross carrying amount of the financial asset; or
— the amortised cost of the financial liability.

When calculating the effective interest rate for financial instruments other than purchased or originated
credit-impaired assets, the Group and the Bank estimate future cash flows considering all contractual
terms of the financial instrument, but not expected credit loss (ECL). For purchased or originated credit
impaired financial assets, a credit-adjusted effective interest rate is calculated using estimated future cash
flows including ECL.

The calculation of the effective interest rate includes transaction costs and fees and points paid or received
that are an integral part of the effective interest rate. Transaction costs include incremental costs that are
directly attributable to the acquisition or issue of a financial asset or financial liability.

b) Amortized cost and gross carrying amount

The ‘amortised cost’ of a financial asset or financial liability is the amount at which the financial asset

or financial liability is measured on initial recognition minus the principal repayments, plus or minus the
cumulative amortisation using the effective interest method of any difference between that initial amount
and the maturity amount and, for financial assets, adjusted for any expected credit loss allowance if the
financial assets fall into Stage 3 (impaired loans).

The ‘gross carrying amount of a financial asset’ is the amortised cost of a financial asset before adjusting
for any expected credit loss allowance.

c) Calculation of interest income and expense

The effective interest rate of a financial asset or financial liability is calculated on initial recognition of

a financial asset or a financial ability. In calculating interest income and expense, the effective interest
rate is applied to the gross carrying amount of the asset (when the asset is not credit impaired) or to the
amortised cost of the liability. The effective interest rate is revised as a result of periodic re-estimation of
cash flows of floating rate instruments to reflect movements in market rates of interest.

However, for financial assets that have become credit-impaired subsequent to initial recognition, interest
income is calculated by applying the effective interest rate to the amortised cost of the financial asset. If the
asset is no longer credit-impaired, then the calculation of interest income reverts to the gross basis.

For financial assets that were credit-impaired on initial recognition, interest income is calculated by
applying the credit-adjusted effective interest rate to the amortised cost of the asset. The calculation of
interest income does not revert to a gross basis, even if the credit risk of the asset improves.

d) Presentation

Interest income and expense using the effective interest method presented in the statement of profit and
loss and other compressive income (OCI) include:

interest on financial assets and financial liabilities measured at amortized cost; and
interest on debt instruments measured at FVOCI (currently, such instruments as well as hedge products
are not available at the Group and the Bank).

Interest expense presented in the statement of profit or loss and OCI includes financial liabilities measured
at amortised cost.
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2.7.2 Fees and commission

Fees and commission income and expenses that are integral to the effective interest rate on a financial
asset or liability are included in the measurement of the effective interest rate. Other fees and commission
income like commission income on cash payment order (CPO) and fund transfer, commission income

on insurance, commission on letters of credit, financial guarantee contracts issued and commission on
managed funds are recognised as the related services are performed.

A contract with a customer that results in a recognised financial instrument in the Group’s/Bank’s financial
statements may be partially in the scope of IFRS 9 and partially in the scope of IFRS 15. If this is the case,
then the Group first applies IFRS 9 to separate and measure the part of the contract that is in the scope of
IFRS 9 and then applies IFRS 15 to the residual.

When a loan commitment is not expected to result in the draw-down of a loan, loan commitment fees are
recognised on a straight-line basis over the commitment period.

Other fees and commission expenses relate mainly to transaction and service fees, which are expensed as
the services are received.

2.7.3 Dividend income

This is recognised when the Bank’s right to receive the payment is established, which is generally when
the shareholders approve and declare the dividend.

2.7.4 Foreign exchange revaluation gains or losses

These are gains and losses arising on settlement and translation of monetary assets and liabilities
denominated in foreign currencies at the functional currency’s spot rate of exchange at the reporting
date. This amount is recognised in profit or loss and it is further broken down into realised and unrealised
portion.

The foreign denominated monetary assets and liabilities include the foreign financial assets held within
the cash and bank balances, foreign currency deposits received and held on behalf of third parties,
borrowings in foreign currencies, etc.

2.8 Financial instruments

A financial instrument is any contract that gives rise to a financial asset of one entity and a financial liability
or equity instrument of another entity.

2.8.1 Financial assets and liabilities
i) Recognition and initial measurement

The Group and Bank initially recognise loans and advances, Ethiopian special government bonds and
Treasury notes, deposits, debt securities issued (savings and renaissance dam bonds), borrowings and
other receivables and payables on the date on which they are originated. All other financial instruments
(including regular-way purchases and sales of financial assets) are recognised on the trade date, which is
the date on which the Group and Bank become a party to the contractual provisions of the instrument.

A financial asset or financial liability is measured initially at fair value plus, for an item not at fair value
through profit or loss (FVTPL), transaction costs that are directly attributable to its acquisition or issue. The
fair value of a financial instrument at initial recognition is generally its transaction price.

Day 1 profit or loss

When the transaction price of the instrument differs from the fair value at origination and the fair value is
evidenced by a quoted price in an active market or is based on a valuation technique using only inputs
observable in market transactions (or in which any unobservable inputs are judged to be insignificant in
relation to measuring the day one difference), the Group/Bank recognises the difference between the
transaction price and fair value in profit or loss as day one profit or loss. In those cases where fair value is
based on models for which some of the inputs are not observable, the difference between the transaction
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price and the fair value is deferred and is only recognised in profit or loss when the inputs become
observable, or when the instrument is derecognised.

ii) Classification and subsequent measurement
a) Financial assets

On initial recognition, a financial asset is classified as measured at either amortised cost, fair value through
other comprehensive income (FVOCI) or fair value through profit or loss (FVTPL).

The Group and Bank measure a financial asset at amortised cost if it meets both of the following conditions
and is not designated at FVTPL:

— the asset is held within a business model whose objective is to hold assets to collect contractual cash
flows; and

— the contractual terms of the financial asset give rise on specified dates to cash flows that are payments
of principal and interest (SPPI).

A debt instrument is measured at FVOCI only if it meets both of the following conditions and is not
designated as at FVTPL:

— the asset is held within a business model whose objective is achieved by both collecting contractual cash
flows and selling financial assets;

— the contractual terms of the financial asset give rise on specified dates to cash flows that are SPPI.  On
initial recognition, an equity investment that is held for trading is classified at FVTPL. However, for equity
investment that is not held for trading, the Group and Bank may irrevocably elect to present subsequent
changes in fair value in other comprehensive income (OCI). This election is made on an investment-by-
investment basis.

All other financial assets that do not meet the classification criteria at amortised cost or FVOCI above are
classified as measured at FVTPL.

In addition, on initial recognition, the Group and Bank may irrevocably designate a financial asset that
otherwise meets the requirements to be measured at amortised cost or at FVOCI as at FVTPL if doing so
eliminates or significantly reduces an accounting mismatch that would otherwise arise .

and Bank are not expected to hold such financial instruments in the near foreseeable future.
Business model assessment

The Group and Bank make an assessment of the objective of a business model in which an asset is held
at a portfolio level because this best reflects the way the business is managed and information is provided
to management. The information considered includes:

— the stated policies and objectives for the portfolio and the operation of those policies in practice. In
particular, whether management’s strategy focuses on earning contractual interest revenue, maintaining a
particular interest rate profile, matching the duration of the financial assets to the duration of the liabilities
that are funding those assets or realising cash flows through the sale of the assets;

— how the performance of the portfolio is evaluated and reported to the Group’s and Bank’s management;
— the risks that affect the performance of the business model (and the financial assets held within that
business model) and its strategy for how those risks are managed;

— how managers of the business are compensated (e.g. whether compensation is based on the fair
value of the assets managed or the contractual cash flows collected); and

— the frequency, volume and timing of revenue in prior periods, the reasons for such revenue and its
expectations about future revenue activity. However, information about revenue activity is not considered
in isolation, but as part of an overall assessment of how the Group’s and Bank’s stated objective for
managing the financial assets is achieved and how cash flows are realised.

Financial assets that are held for trading or managed and whose performance is evaluated on a fair value
basis are measured at FVTPL because they are neither held to collect contractual cash flows nor held
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both to collect contractual cash flows and to sell financial assets. Nevertheless, the Group and Bank are
not expected to hold financial assets for trading in the near foreseeable future.

Reclassifications

Financial assets are not reclassified subsequent to their initial recognition, except in the period after the
Bank changes its business model for managing financial assets.

Assessment of whether contractual cash flows are solely payments of principal and interest (SPPI)

For the purposes of this assessment, ‘principal’ is defined as the fair value of the financial asset on
initial recognition. ‘Interest’ is defined as the consideration for the time value of money and for the credit
risk associated with the principal amount outstanding during a particular period of time and for other
basic lending risks and costs (e.g. liquidity risk and administrative costs), as well as profit margin.

In assessing whether the contractual cash flows are SPPI, the Group and Bank consider the contractual
terms of the instrument. This includes assessing whether the financial asset contains a contractual term
that could change the timing or amount of contractual cash flows such that it would not meet this condition.
In making the assessment, the Group and Bank consider: —
contingent events that would change the amount and timing of cash flows; — leverage features;

— prepayment and extension terms;
— terms that limit the Bank’s claim to cash flows from specified assets (e.g. non-recourse loans); and
— features that modify consideration of the time value of money (e.g. periodical reset of interest rates).

b) Financial liabilities

The Group and Bank classify its financial liabilities, other than financial guarantees and loan commitments,
as measured at amortised cost or FVTPL. However, the Group and Bank are not expected to hold
financial liabilities as measured at fair value through profit or loss (FVTPL) in the near foreseeable future.
A financial guarantee is an undertaking/commitment that requires the issuer to make specified payments
to reimburse the holder for a loss it incurs because a specified party fails to meet its obligation when due in
accordance with the contractual terms.

Financial guarantees issued by the Group and Bank are initially measured at their fair values and, if not
designated as at FVTPL, are subsequently measured at the higher of the amount of the obligation under
the guarantee, as determined in accordance with IAS 37 Provisions, Contingent Liabilities and Contingent
Assets, and the amount initially recognised less, where appropriate, cumulative amortisation recognised in
accordance with the revenue recognition policies.

i) Impairment

At each reporting date, the Group and Bank assess whether there is objective evidence that financial
assets (except equity investments), other than those carried at FVTPL, are impaired.

The Group and Bank recognise loss allowances for expected credit losses (ECL) on the following financial
instruments that are not measured at FVTPL:

— financial assets that are debt instruments;
— lease receivables;

— financial guarantee contracts issued; and
— loan commitments issued.

No impairment loss is recognised on equity investments.

The Group and Bank measure loss allowances at an amount equal to lifetime expected credit losses
(ECL), except for the following, which are measured as 12-month ECL:

— debt investment securities that are determined to have low credit risk at the reporting date; and
— other financial instruments (other than lease receivables) on which credit risk has not increased
significantly since their initial recognition.

Loss allowances for lease receivables are always measured at an amount equal to lifetime expected credit
loss (ECL).
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12-month ECL is the portion of ECL that results from default events on a financial instrument that are
possible within the 12 months after the reporting date. Financial instruments for which a 12-month ECL is
recognised are referred to as ‘Stage 1 financial instruments’. Financial instruments allocated to Stage 1
have not undergone a significant increase in credit risk since initial recognition and are not credit-impaired.

Life-time expected credit loss (ECL) is the loss that results from all possible default events over the
expected life of the financial instrument. Financial instruments for which a lifetime ECL is recognised but
which are not credit-impaired are referred to as ‘Stage 2 financial instruments’. Financial instruments
allocated to Stage 2 are those that have experienced a significant increase in credit risk since initial
recognition but are not credit-impaired.

Financial instruments for which lifetime ECL are recognised and that are credit-impaired are referred to as
‘Stage 3 financial instruments’.

a) Measurement of ECL

Expected credit loss (ECL) is a probability-weighted estimate of credit losses. It is measured as follows: —
for financial assets that are not credit-impaired at the reporting date (stage 1 and 2): as the present value
of all cash shortfalls (i.e. the difference between the cash flows due to the Group and Bank in accordance
with the contract and the cash flows that the Group and Bank expect to receive);

— for financial assets that are credit-impaired at the reporting date (stage 3): as the difference between the
gross carrying amount and the present value of estimated future cash flows; —
for undrawn loan commitments: as the present value of the difference between the contractual cash flows
that are due to the Group and Bank if the commitment is drawn down and the cash flows that the Group
and Bank expect to receive; and

— for financial guarantee contracts: as the expected payments to reimburse the holder less any amounts
that the Group and Bank expect to recover.

When discounting future cash flows, the following discount rates are used:

— for financial assets other than purchased or originated credit-impaired (POCI) financial assets and lease
receivables: the original effective interest rate or an approximation thereof;

— for POCI assets: a credit-adjusted effective interest rate;

— for lease receivables: the discount rate used in measuring the lease receivable; -
for undrawn loan commitments: the effective interest rate, or an approximation thereof, that will be applied
to the financial asset resulting from the loan commitment; and

— for financial guarantee contracts issued: the rate that reflects the current market assessment of the time
value of money and the risks that are specific to the cash flows. b)
Credit enhancements: collateral valuation and financial guarantees

To mitigate their risks on financial assets, the Group and Bank seek to use collateral, where possible. The
collateral comes in various forms such as buildings, machinery, furniture and fixture, bank guarantees,
other non-financial assets and credit enhancements such as margin of letters of credit and credit risk
guarantee. Collateral, unless repossessed, is not recorded on the Group’s/Bank’s statement of financial
position.

Cash flows expected from credit enhancements, which are not required to be recognised separately

by IFRS standards and which are considered integral to the contractual terms of a debt instrument
which is subject to ECL, are included in the measurement of those ECL. On this basis, the fair value of
collateral affects the calculation of ECL. Collateral is generally assessed, at a minimum, at inception and
re-assessed on a regular basis. However, some collateral, for example, cash or securities relating to
margining requirements, is valued at frequent intervals.

To the extent possible, the Bank uses active market data for valuing financial assets held as collateral.
Other financial assets which do not have readily determinable market values are valued using appropriate
valuation models. Non-financial collateral, such as real estate, is valued by independent engineers.”
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c) Restructured financial assets

Where the terms of a financial asset are renegotiated or modified or an existing financial asset is replaced
with a new one due to financial difficulties of the borrower, then the Group and Bank assess whether the
financial asset should be derecognised and expected credit loss (ECL) are measured as follows:

— If the expected restructuring will not result in derecognition of the existing asset, then the expected
cash flows arising from the modified financial asset are included in calculating the cash shortfalls from the
existing asset.

— If the expected restructuring will result in derecognition of the existing asset, then the expected fair
value of the new asset is treated as the final cash flow from the existing financial asset at the time of

its derecognition. This amount is included in calculating the cash shortfalls from the existing financial
asset that are discounted from the expected date of derecognition to the reporting date using the original
effective interest rate of the existing financial asset.

d) Credit-impaired financial assets

t each reporting date, the Group and Bank assess whether financial assets carried at amortised cost, debt
financial assets carried at FVOCI, and finance lease receivables are credit impaired (referred to as ‘Stage
3 financial assets’).

A financial asset is considered ‘credit impaired’ when one or more events that have a detrimental impact
on the estimated future cash flows of the financial asset have occurred.
Evidence that a financial asset is credit-impaired includes the following observable data:

— significant financial difficulty of the borrower or issuer;

— a breach of contract such as a default or past due event;

— the restructuring of a loan or advance by the Bank on terms that the Bank would not consider
otherwise;

— it is becoming probable that the borrower will enter bankruptcy or other financial reorganisation; or
— the disappearance of an active market for a security because of financial difficulties.

A loan that has been renegotiated due to a deterioration in the borrower’s condition is considered to be
credit-impaired unless there is evidence that the risk of not receiving contractual cash flows has reduced
significantly and there are no other indicators of impairment.

e) Presentation of allowance for expected credit loss (ECL) in the statement of financial position

Loss allowances for ECL are presented in the statement of financial position as follows:

— for financial assets measured at amortised cost: as a deduction from the gross carrying amount of the
assets;

— for loan commitments and financial guarantee contracts: generally, as a provision, presented under
other liabilities;

— where a financial instrument includes both a drawn and an undrawn component, and the Group and
Bank cannot identify the ECL on the loan commitment component separately from those on the drawn
component: the Group and Bank present a combined loss allowance for both components. The combined
amount is presented as a deduction from the gross carrying amount of the drawn component. Any excess
of the loss allowance over the gross amount of the drawn component is presented as a provision; and

— for debt instruments measured at FVOCI: no loss allowance is recognised in the statement of financial
position because the carrying amount of these assets is their fair value. However, the loss allowance is
disclosed and is recognised in the fair value reserve.

f)  Write-off

Loans and debt securities are written off (either partially or in full) when there is no reasonable expectation
of recovering the amount in its entirety or a portion thereof. This is generally the case when the Group and
Bank determine that the borrower does not have assets or sources of income that could generate sufficient
cash flows to repay the amounts subject to the write-off. This assessment is carried out at the individual
asset level.
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Recoveries of amounts previously written off are recognized when cash is received and are included
in ‘impairment losses on financial instruments’ in the statement of profit or loss and other compressive
income (OCI).

Financial assets that are written off could still be subject to enforcement activities in order to comply with
the Group’s and Bank’s procedures for recovery of amounts due.

g) Financial guarantee contracts held

The Group and Bank assess whether a financial guarantee contract held is an integral element of a
financial asset that is accounted for as a component of that instrument or is a contract that is accounted for
separately. The factors that the Group considers when making this assessment include whether:

— the guarantee is implicitly part of the contractual terms of the debt instrument;

— the guarantee is required by laws and regulations that govern the contract of the debt instrument;
— the guarantee is entered into at the same time as and in contemplation of the debt instrument; and

— the guarantee is given by the parent of the borrower or another company within the borrower’s group.”
If the Group and Bank determine that the guarantee is an integral element of the financial asset, then any
premium payable in connection with the initial recognition of the financial asset is treated as a transaction
cost of acquiring it. The Group and Bank consider the effect of the protection when measuring the fair
value of the debt instrument and when measuring ECL.

If the Group and Bank determine that the guarantee is not an integral element of the debt instrument, then
they recognise an asset representing any prepayment of guarantee premium and a right to compensation
for credit losses. A prepaid premium asset is recognised only if the guaranteed exposure neither is credit-
impaired nor has undergone a significant increase in credit risk when the guarantee is acquired. These
assets are recognised in ‘other assets’. The Group/Bank present gains or losses on a compensation right
in profit or loss in the line item ‘impairment losses on financial instruments’.

iv) Derecognition of financial assets and liabilities

a) Financial assets
The Group and Bank derecognise a financial asset when:

— The contractual right to the cash flows from the financial asset expires; or

— It transfers the rights to receive the contractual cash flows in a transaction in which substantially all
of the risks and rewards of ownership of the financial asset are transferred; or

— the Group and Bank neither transfer nor retain substantially all of the risks and rewards of ownership
and they do not retain control of the financial asset.

On derecognition of a financial asset, the difference between the carrying amount of the asset (or the
carrying amount allocated to the portion of the asset derecognised) and the sum of (i) the consideration
received (including any new asset obtained less any new liability assumed) and (i) any cumulative gain or
loss that had been recognised in OCI are recognised in profit or loss.

Any cumulative gain/loss recognised in OCI in respect of equity investment securities designated as at
FVOCI is not recognised in profit or loss on derecognition of such securities.

Any interest in transferred financial assets that qualify for derecognition that is created or retained by the
Group and Bank is recognised as a separate asset or liability.

b) Financial liabilities

The Group and Bank derecognise a financial liability when its contractual obligations are discharged or
cancelled, or expire.
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v) Modifications of financial assets and financial liabilities
a) Financial assets

If the terms of a financial asset are modified, then the Group and Bank evaluate whether the cash flows of
the modified asset are substantially different.

If the cash flows are substantially different, then the contractual rights to cash flows from the original
financial asset are deemed to have expired. In this case, the original financial asset is derecognised and
a new financial asset is recognised at fair value plus any eligible transaction costs. Any fees received as
part of the modification are accounted for as follows:

— fees that are considered in determining the fair value of the new asset and fees that represent
reimbursement of eligible transaction costs are included in the initial measurement of the asset; and
— other fees are included in profit or loss as part of the gain or loss on derecognition.

If cash flows are modified when the borrower is in financial difficulties, then the objective of the modification
is usually to maximise recovery of the original contractual terms rather than to originate a new asset with
substantially different terms. If the Group and Bank plan to modify a financial asset in a way that would
result in forgiveness of cash flows, then they consider whether a portion of the asset should be written off
before the modification takes place.

If the modification of a financial asset measured at amortised cost or FVOCI does not result in
derecognition of the financial asset, then the Group and Bank first recalculate the gross carrying amount
of the financial asset using the original effective interest rate of the asset and recognise the resulting
adjustment as a modification gain or loss in profit or loss. For floating-rate financial assets, the original
effective interest rate used to calculate the modification gain or loss is adjusted to reflect current

market terms at the time of the modification. Any costs or fees incurred and fees received as part of the
modification adjust the gross carrying amount of the modified financial asset and are amortised over the
remaining term of the modified financial asset.

If such a modification is carried out because of financial difficulties of the borrower, then the gain or loss
is presented together with impairment losses. In other cases, it is presented as interest income calculated
using the effective interest rate method.

b) Financial liabilities

The Group and Bank derecognise a financial liability when its terms are modified and the cash flows of
the modified liability are substantially different. In this case, a new financial liability based on the modified
terms is recognised at fair value. The difference between the carrying amount of the financial liability
derecognised and consideration paid is recognised in profit or loss. Consideration paid includes non-
financial assets transferred, if any, and the assumption of liabilities, including the new modified financial
liability.

If the modification of a financial liability is not accounted for as derecognition, then the amortised cost of
the liability is recalculated by discounting the modified cash flows at the original effective interest rate and
the resulting gain or loss is recognised in profit or loss. For floating-rate financial

liabilities, the original effective interest rate used to calculate the modification gain or loss is adjusted to
reflect current market terms at the time of the modification. Any costs and fees incurred are recognised as
an adjustment to the carrying amount of the liability and amortised over the remaining term of the modified
financial liability by re-computing the effective interest rate on the instrument.

vi) Offsetting

Financial assets and financial liabilities are offset and the net amount presented in the statement of
financial position when, and only when, the Group and Bank currently have a legally enforceable right to
set off the amounts and they intend either to settle them on a net basis or to realise the asset and settle
the liability simultaneously.
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Income and expenses are presented on a net basis only when permitted under IFRS, or for gains and
losses arising from a group of similar transactions such as in the Group’s and Bank’s trading activity.

vii) Designation at fair value through profit or loss (FVTPL)
a) Financial assets

At initial recognition, the Group and Bank may designate certain financial assets as at FVTPL because this
designation eliminates or significantly reduces an accounting mismatch, which would otherwise arise.

b) Financial liabilities

The Group and Bank designate certain financial liabilities as at FVTPL in either of the following
circumstances:

— the liabilities are managed, evaluated and reported internally on a fair value basis; or
— the designation eliminates or significantly reduces an accounting mismatch that would otherwise arise.

2.9 Cash and cash equivalents

Cash and cash equivalents comprise cash on hand (notes and coins on hand), deposits held at call with
banks and other short-term highly liquid investments with original maturities of three months or less from
the date of acquisition that are subject to an insignificant risk of changes in their fair value, and are used by
the Group/Bank in the management of its short-term commitments balances.

For the purposes of the cash flow statement, cash and cash equivalents include cash on hand, non-
restricted current accounts with National Bank of Ethiopia and amounts due from banks on demand or with
an original maturity of three months or less.

Cash and cash equivalents are carried at amortised cost in the statement of financial position.
2.10 Property, plant and Equipment

Property, plant and equipment is stated at cost, net of accumulated depreciation and accumulated
impairment losses, if any. Such cost includes the cost of replacing part of the property, plant and
equipment if the recognition criteria are met. When significant parts of property, plant and equipment
are required to be replaced at intervals, the Group and Bank recognise such parts as individual assets
with specific useful lives and depreciates them accordingly. All other repair and maintenance costs are
recognised in profit or loss as incurred.

Subsequent costs are included in the asset’s carrying amount or recognised as a separate asset, as
appropriate, only when it is probable that future economic benefits associated with the item will flow to the
Group and Bank and the cost of the item can be measured reliably. The carrying amount of the replaced
part is derecognised.

Depreciation is calculated using the straight-line method to allocate their cost to their residual values over
their estimated useful lives, as follows:

Asset class E?“”.‘ated Useful REEIVEIRVZITE
Life in Years

Buildings 50 5%
Motor vehicles 10 5%
Furniture & fittings

- Medium-lived 10 1%
- Long-lived 20 1%
Computer and related items 7 1%
Office equipment

- Short-lived 5 1%
- Long-lived 10 1%
Lift and roofing 15 1%
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The Group and Bank commence depreciation when the asset is available for use. Freehold land is not
depreciated.

Capital work-in-progress is not depreciated as these assets are not yet available for use. They are
disclosed when reclassified during the year.

An item of property, plant and equipment is derecognised upon disposal or when no future economic
benefits are expected from its use. Any gain or loss arising on derecognition of the asset (calculated as the
difference between the net disposal proceeds and the carrying amount of the asset) is included in profit or
loss when the asset is derecognised.

The residual values, useful lives and methods of depreciation of property, plant and equipment are
reviewed at each financial year end and adjusted prospectively, if appropriate.

2.11 Intangible assets

“Intangible assets acquired separately are measured on initial recognition at cost. Following initial
recognition, intangible assets are carried at cost less any accumulated amortisation and accumulated
impairment losses, if any. Internally generated intangibles, excluding capitalised development costs,
are not capitalised and the related expenditure is reflected in profit or loss in the period in which the
expenditure is incurred .

The useful lives of intangible assets are assessed to be either finite or indefinite. Intangible assets with
finite lives are amortised over the useful economic life. The amortisation period and the amortisation
method for an intangible asset with a finite useful life are reviewed at least at each financial year-end.
Changes in the expected useful life, or the expected pattern of consumption of future economic benefits
embodied in the asset, are accounted for by changing the amortisation period or methodology, as
appropriate, which are then treated as changes in accounting estimates. The amortisation expenses on
intangible assets with finite lives is presented as a separate line item in the consolidated and separate
statement of profit or loss and other comprehensive income, if significant.

Amortisation of computer software is calculated using the straight—line method to write down the cost of
intangible assets to their residual values over the estimated useful lives of six (6) years or the license/
maintenance contract period, with nil residual value.

2.12 Investment property

“Property that is held for long-term rental yields or for capital appreciation or both, are classified as
investment properties.

Recognition of investment properties takes place only when it is probable that the future economic benefits
that are associated with the investment property will flow to the Group and Bank and the cost can be
reliably measured. This is usually when all risks are transferred.

Investment properties are measured initially at cost, including transactions costs. The Group and Bank
have opted to subsequently carry investment property at cost less accumulated depreciation and any
accumulated impairment losses under the cost model and disclose fair value. Fair value is based on active
market prices, adjusted if necessary, for any difference in the nature, location or condition of the specific
asset. If this information is not available, the Group and Bank use alternative valuation methods, such

as recent prices on less active markets or discounted cash flow projections. Valuations are performed

as of the reporting date by the Bank’s internal valuers who hold recognised and relevant professional
qualifications and have recent experience in the location and category of the investment property

being valued. These valuations form the basis for disclosing the fair values in the notes to the financial
statements.

The fair value of investment property reflects, among other things, rental income from current leases and
assumptions about rental income from future leases in the light of current market conditions.

The fair value of investment property does not reflect future capital expenditure that will improve or
enhance the property and does not reflect the related future benefits from this future expenditure other than
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those a rational market participant would take into account when determining the value of the property.

Subsequent expenditure is capitalised to the asset’s carrying amount only when it is probable that future
economic benefits associated with the expenditure will flow to the Group and Bank and the cost of the

item can be measured reliably. All other repairs and maintenance costs are expensed when incurred.
When part of an investment property is replaced, the carrying amount of the replaced part is derecognised.
Investment properties are derecognised when they have been disposed. Gains or losses arising from
disposal of investment property are determined as the difference of the net disposal proceeds and the
carrying amount of the asset and they are recognized in profit or loss.

Depreciation is calculated using the straight-line method to allocate the cost to the residual values over the
estimated useful life of 50 years, with a residual value of 5%.

2.13 Leases

Lease is a contract or part of a contract, that conveys the right to use the underlying assets for a period of
time in exchange for consideration. This definition more focused who controls the right of use asset.

At inception of a contract, the Group/Bank assesses whether a contract is, or contains, a lease. A contract
is, or contains, a lease if the contract conveys the right to control the use of an identified asset for a period
of time in exchange for consideration.

Group/Bank acting as a lessee

The Group/Bank applies a single recognition and measurement approach for all leases, except for short-
term leases and leases of low-value assets. The Group/Bank recognises lease liabilities to make lease
payments and right-of-use assets representing the right to use the underlying assets.

At commencement or on modification of a contract that contains a lease component, the Group/Bank
allocates consideration in the contract to each lease component on the basis of its relative stand-

alone price. However, for leases of branches and office premises, the Group/Bank has elected not to
separate non-lease components and accounts for the lease and non-lease components as a single lease
component.

The Group/Bank recognizes a right-of-use asset and a lease liability at the lease commencement date.
The commencement date is the date on which a lessor makes available an underlying asset for use by a
lessee.

The right-of-use asset is initially measured at cost, which comprises the initial amount of the lease liability
adjusted for any lease payments made at or before the commencement date, plus any initial direct

costs incurred and an estimate of costs to dismantle and remove the underlying asset or to restore

the underlying asset or the site on which it is located, less any lease incentives received.

The right-of-use asset is subsequently measured at cost (by applying a cost model) less any accumulated
depreciation and any accumulated impairment losses. In addition, the right-of-use asset is periodically
adjusted for any remeasurements of the lease liability resulting from reassessments or lease modifications.
The right-of-use asset is subsequently depreciated using the straight line method from the commencement
date to the end of the lease term.

The lease liability is initially measured at the present value of the lease payments that are not paid at
the commencement date, discounted using the interest rate implicit in the lease or, if that rate cannot be
readily determined, the Group’s/Bank’s incremental borrowing rate. Generally, the Group/Bank uses its
incremental borrowing rate as the discount rate (of 8%).

The Group/Bank determines its incremental borrowing rate by analyzing its borrowing from various external
sources and makes certain adjustments to reflect the terms of the lease and type of asset leased.
Lease payments included in the measurement of the lease liability comprise the following:

— fixed payments, including in-substance fixed payments;
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— variable lease payments that depend on an index or a rate, initially measured using the index or rate
as at the commencement date;

— amounts expected to be payable under a residual value guarantee; and

— the exercise price under a purchase option that the Group/Bank is reasonably certain to exercise,
lease payments in an optional renewal period if the Group/Bank is reasonably certain to exercise an
extension option, and penalties for early termination of a lease unless the Group/Bank is reasonably
certain not to terminate early.

Variable lease payments that do not depend on an index or a rate are recognised as expenses in the
period in which the event or condition that triggers the payment occurs.”

The lease liability is subsequently measured at amortized cost using the effective interest method (by
increasing the carrying amount to reflect interest on the lease liability and reducing the carrying amount

to reflect the lease payments made). It is remeasured when there is a change in future lease payments
arising from a change in an index or rate, if there is a change in the Group’s/Bank’s estimate of the amount
expected to be payable under a residual value guarantee, if the Group/Bank changes its assessment of
whether it will exercise a purchase, extension or termination option or if there is a revised in- substance
fixed lease payment.

When the lease liability is remeasured in this way, a corresponding adjustment is made to the carrying
amount of the right-of-use asset, or is recorded in profit or loss if the carrying amount of the right-of-use
asset has been reduced to zero.

The Group and the Bank present the right-of-use assets and lease liabilities separately in the statement of
financial position.

Short-term leases and leases of low-value assets

The Group/Bank has elected not to recognise right-of-use assets and lease liabilities for leases of low-
value assets with lease amount of less than Birr 50,000 and short-term leases, where appropriate. The
Group/Bank recognises the lease payments associated with these leases as an expense on a straight-line
basis over the lease term, where applicable.

Group/Bank acting as a lessor

At inception or on modification of a contract that contains a lease component, the Group/Bank allocates
the consideration in the contract to each lease component on the basis of their relative stand-alone selling
prices.

When the Group/Bank acts as a lessor, it determine at lease inception whether the lease is a finance
lease or an operating lease.

To classify each lease, the Group/Bank makes an overall assessment of whether the lease transfers
substantially all of the risks and rewards incidental to ownership of the underlying asset. If this is the case,
then the lease is a finance lease; if not, then it is an operating lease. As part of these assessment, the
Group/Bank considers certain indicators such as whether the lease is for the major part of the economic
life of the asset.

Rental income arising under operating leases is accounted for on a straight-line basis over the lease

terms and is included in revenue in the statement of profit or loss due to its operating nature. Initial direct
costs incurred in negotiating and arranging an operating lease are added to the carrying amount of the
leased asset and recognised over the lease term on the same basis as rental income. Contingent rents are
recognised as revenue in the period in which they are earned.

The Group and the Bank apply derecognition and impairment requirements in IFRS 9 to the net investment
in the lease.
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The Group and the Bank further regularly review estimated unguaranteed residual values used in
calculating the gross investment in the lease.

2.14 Impairment of non-financial assets

The Group and Bank assess, at each reporting date, whether there is an indication that an asset may be
impaired. If any indication exists, or when annual impairment testing for an asset is required, the Group
and Bank estimate the asset’s recoverable amount. An asset’s recoverable amount is the higher of an
asset’s or cash-generating unit’s (CGU) fair value less costs of disposal and its value in use. Recoverable
amount is determined for an individual asset, unless the asset does not generate cash inflows that are
largely independent of those from other assets or groups of assets. When the carrying amount of an
asset or CGU exceeds its recoverable amount, the asset is considered impaired and is written down to its
recoverable amount.

In assessing value in use, the estimated future cash flows are 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. In determining fair value less costs of disposal, recent market transactions are taken
into account. If no such transactions can be identified, an appropriate valuation model is used. These
calculations are corroborated by valuation multiples, quoted share prices for publicly traded companies or
other available fair value indicators.

The Group and Bank base its impairment calculation on detailed budgets and forecast calculations, which
are prepared separately for each of the Bank’s CGUs to which the individual assets are allocated. These
budgets and forecast calculations generally cover a period of five years. For longer periods, a long-term
growth rate is calculated and applied to project future cash flows after the fifth year.

For assets excluding goodwill, an assessment is made at each reporting date to determine whether there
is an indication that previously recognised impairment losses no longer exist or have decreased. If such
indication exists, the Group and Bank estimate the asset’s or CGU’s recoverable amount. A previously
recognised impairment loss is reversed only if there has been a change in the assumptions used to
determine the asset’s recoverable amount since the last impairment loss was recognised. The reversal

is limited so that the carrying amount of the asset does not exceed its recoverable amount, nor exceed
the carrying amount that would have been determined, net of depreciation, had no impairment loss been
recognised for the asset in prior years. Such reversal is recognised in profit or loss.

2.15 Inventories

Inventories of assets (capital goods) held for leasing are measured at the lower of cost and net realizable
value. The cost of inventories is based on the weighted average cost method. Cost comprises all costs of
purchase, costs of conversion and other costs incurred in bringing the inventories to their present location
and condition. Net realisable value is the estimated selling price in the ordinary course of business less
the estimated costs of completion and the estimated costs necessary to make the sale. Management
estimates the net realisable values of inventories, taking into account the most reliable evidence available
at each reporting date. The future realisation of these inventories may be affected by future technology or
other market-driven changes that may reduce future selling prices.

2.16 Other assets

Other assets are generally defined as claims held against other entities for the future receipt of money or
other benefits and also include stock of materials and supplies. The other assets in the Bank’s financial
statements include the following:

(a) Prepayment
(b) Other receivables

Other receivables are recognised upon the occurrence of event or transaction as they arise and
derecognised when payment is received.

The Bank’s other receivables are rent receivables, advance payments for procurement and other
receivables from debtors.
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2.17 Assets obtained by taking possession of collateral

Repossessed collateral represents financial and non-financial assets acquired by the Group and Bank in
settlement of overdue loans either partially or in their entirety. The Group’s/Bank’s policy is to determine
whether a repossessed asset should be sold or is best used for its internal operations. Assets for which
selling is determined to be a better option are immediately transferred to assets held for sale or other asset
category at their fair value (if financial assets) and fair value less cost to sell for non-financial assets at the
repossession date in line with the Group’s and Bank’s policy. Assets determined to be used for internal
operations are transferred to their relevant asset category at the lower of their repossessed value or the
carrying value of the original secured asset.

In its normal course of business, the Bank engages its internal experts to recover funds from the
repossessed assets, generally at auction, to settle outstanding debt. Any surplus/shortfall funds are treated
as gain/loss subsequent to repossession .

2.18 Fair value measurement

The Group and Bank measure financial instruments classified (equity investments) as at fair value through
other comprehensive income (FVOCI), defined benefit obligations and staff loans at each statement of
financial position date. Fair value related disclosures for financial instruments and non-financial assets that
are measured at fair value or where fair values are disclosed are summarised in the following notes:

* Disclosures for valuation methods, significant estimates and assumptions Notes 3 and Note 4.7.1

e Quantitative disclosures of fair value measurement hierarchy Note 4.7.2

¢ Financial instruments (including those carried at amortized cost) Note 4.7.2

Fair value is 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. The fair value measurement is based
on the presumption that the transaction to sell the asset or transfer the liability takes place either:

¢ In the principal market for the asset or liability, or

¢ In the absence of a principal market, in the most advantageous market for the asset or liability.

The principal or the most advantageous market must be accessible to/by the Group/ Bank.

The fair value of an asset or a liability is measured using the assumptions that market participants would
use when pricing the asset or liability, assuming that market participants act in their economic best interest.

The Bank uses valuation techniques that are appropriate in the circumstances and for which sufficient data
are available to measure fair value, maximising the use of relevant observable inputs and minimising the
use of unobservable inputs.

All assets and liabilities for which fair value is measured or disclosed in the financial statements are
categorised within the fair value hierarchy, described as follows, based on the lowest level input that is
significant to the fair value measurement as a whole:

e Level 1 — Quoted (unadjusted) market prices in active markets for identical assets or liabilities.

e Level 2 — Valuation techniques for which the lowest level input that is significant to the fair value
measurement is directly or indirectly observable.

* Level 3 — Valuation techniques for which the lowest level input that is significant to the fair value
measurement is unobservable.

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

The Group’s and Bank’s management determine the policies and procedures for both recurring fair value
measurement, such as equity investments at fair value through other comprehensive income.
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For the purpose of fair value disclosures, the Group and Bank have determined classes of assets and
liabilities on the basis of the nature, characteristics and risks of the asset or liability and the level of the fair
value hierarchy as explained above.

2.19 Employee benefits

The Group/Bank provides various post-employment schemes, including both defined benefit and defined
contribution pension plans and post employment benefits.

(a) Defined contribution plan

The Group/Bank makes contributions to a statutory defined pension scheme to which the employer and
employee make contributions of 11% and 7% of the employee’s basic salary, respectively. The Group’s/
Bank’s contributions are charged to profit or loss in the year in which they accrue. Other than the regular
contributions made in terms of the statutory public fund, the Bank does not have any further liability to the
fund.

(b)Defined benefit plan

The Group/Bank operates an unfunded severance pay plan for its employees who have served the Bank
for 5 years and more and are below the retirement age (i.e. have not met the requirement to access the
pension fund). The final pay-out is determined by reference to current benefit’s level (monthly salary) and
number of years in service and is calculated as 1 month salary for the first year in employment plus 1/3 of
monthly salary for each subsequent year in employment to a maximum of 12 months final monthly salary.
The Bank also operates other schemes related to unfunded pension prize for eligible pensioners, funeral
assistance benefit and pensioner medical benefit for eligible pensioners.

Defined benefit plans define an amount of liability that an employee will receive on retirement, usually
dependent on one or more factors such as age, years of service and compensation.

The liability recognised in the statement of financial position in respect of unfunded defined benefit pension
plans is the present value of the defined benefit obligation at the end of the reporting period. The defined
benefit obligation is calculated annually by independent actuaries using the projected unit credit method.
The liability recognised in the statement of financial position in respect of unfunded defined benefit pension
plans is the present value of the defined benefit obligation at the end of the reporting period.

The defined benefit obligation is calculated annually by independent actuaries using the projected unit
credit method. The present value of the defined benefit obligation is determined by discounting the
estimated future cash outflows using interest rates of high-quality corporate bonds that are denominated in
the currency in which the benefits will be paid, and that have terms to maturity approximating to the terms
of the related pension obligation.

The current service cost of the defined benefit plan, recognised in profit or loss in employee benefit
expense, except where included in the cost of an asset, reflects the increase in the defined benefit
obligation resulting from employee service in the current year, benefit changes curtailments and
settlements.

Past-service costs are recognised immediately in profit or loss.

Actuarial gains and losses arising from experience adjustments and changes in actuarial assumptions are
charged or credited to equity in other comprehensive income in the period in which they arise.

(c ) Termination benefits

Termination benefits (such as severance pay and funeral benefits) are payable to employees when
employment is terminated by the Bank before the normal retirement date, or whenever an employee
accepts voluntary redundancy in exchange for these benefits. The Bank recognises termination benefits
when it is demonstrably committed to either: terminating the employment of current employees according
to a detailed formal plan without possibility of withdrawal; or providing termination benefits as a result of an
offer made to encourage voluntary redundancy.
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(d) Bonus plans

The Bank recognises a liability and an expense for bonuses based on a formula that takes into
consideration the net profit generated after certain adjustments. The Bank recognises a provision where
contractually obliged or where there is a past practice that has created a constructive obligation.

2.20 Provisions

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

If the effect of the time value of money is material, provisions are discounted using a current pre-tax rate
that reflects, when appropriate, the risks specific to the liability. When discounting is used, the increase in
the provision due to the passage of time is recognised as other operating expenses.

2.21 Capital

The Bank is wholly owned by the Federal Democratic Republic of Ethiopia.
The authorized capital is fully paid in cash and in kind.

2.22 Legal reserve

The legal reserve which is a statutory reserve to which no less than 25% of the net profits after taxation is
transferred each year until such fund is equal to the capital. When the legal reserve equals the capital of
the Bank, the amount to be transferred to the legal reserve account is 10% of the annual net profit.

2.23 Income taxation

Income tax expense comprises current and deferred tax. It is recognised in profit or loss except to the
extent that it relates to a business combination, or items recognised directly in equity or in OCI.

The Group/Bank has determined that interest and penalties related to income taxes do not meet the
definition of income taxes, and therefore has accounted for them under IAS 37 Provisions, Contingent
Liabilities and Contingent Assets and has recognised the related expenses in ‘other expenses’.

(a) Current income tax

The income tax expense or credit for the period is the expected tax payable or receivable on the current
period’s taxable income or loss based on the applicable income tax rate adjusted by changes in deferred
tax assets and liabilities attributable to temporary differences and to unused tax losses. It also includes
any adjustment to the tax payable or receivable in respect of previous years. The amount of current tax
payable or receivable is the best estimate of the tax amount expected to be paid or received that reflects
uncertainty related to income taxes, if any.

The current income tax charge is calculated on the basis of the tax laws enacted or substantively enacted
at the end of the reporting period. Current tax also includes any tax arising from dividends.

Current income tax relating to items recognised directly in equity or other comprehensive income is
recognised in equity or other comprehensive income respectively and not in the statement of profit or loss.

Current tax assets and liabilities are offset only if certain criteria are met.”
(b) Deferred tax

Deferred tax is recognised on temporary differences arising between the tax bases of assets and liabilities
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[amounts used for taxation purposes] and their carrying amounts for the financial reporting purposes.
Deferred tax is not recognised for:

— temporary differences on the initial recognition of assets or liabilities in a transaction that is not a
business combination and that affects neither accounting nor taxable profit or loss;

— temporary differences related to investments in subsidiaries to the extent that the Group/Bank is able to
control the timing of the reversal of the temporary differences and it is probable that they will not reverse in
the foreseeable future; and

— taxable temporary differences arising on the initial recognition of goodwill.”
Deferred tax is determined using tax rates and laws that have been enacted or substantively enacted by
the reporting date.

Deferred tax assets are recognised for deductible temporary differences, unused tax losses and unused
tax credits only to the extent that it is probable that future taxable profit will be available against which the
temporary differences can be utilised.

Deferred tax assets and liabilities are offset when there is a legally enforceable right to offset current tax
assets against current tax liabilities and when the deferred taxes assets and liabilities relate to income
taxes levied by the same taxation authority on either the same taxable entity or different taxable entities
where there is an intention to settle the balances on a net basis.

Deferred tax assets and liabilities are only offset when they arise in the same tax reporting group and
where there is both the legal right and the intention to settle on a net basis or to realise the asset and settle
the liability simultaneously.

2.24 Standards issued but not yet effective

New standards, amendments and interpretations issued but not yet effective

There are a number of new standards, amendments to standards and interpretations, which have been
issued by the IASB, that are effective in future accounting periods. However, the Group and Bank have
decided not to adopt early in preparing these consolidated and separate financial statements. The most
significant of these are as follows, which are all effective for the annual reporting periods beginning on or
after 1 January 2022:

Effective for annual periods
beginning on or after

New Standards or Interpretations

Reference to the Conceptual Framework - Amendments to IFRS 3 January 1, 2022

Onerous Contracts - Cost of Fulfilling a Contract - Amendments to IAS 37 January 1, 2022

I;’er;operty, Plant and Equipment: Proceeds before Use - Amendments to IAS January 1, 2022

Classification of Liabilities as Current or Non-current - Amendments to IAS 1 January 1, 2023

Definition of Accounting Estimates - Amendments to IAS 8 January 1, 2023

Disclosure of Accounting Policies - Amendments to IAS 1 and IFRS Practice

Statement 2
Annual Improvements to IFRS Standards 2018-2020 Cycle (Amendments to

IFRS 1 - Subsidiary as a First-time Adopter, IFRS 9 - Financial Instruments
-Fees in the ‘10 per cent’ test for derecognition of financial liabilities, IFRS 16 January 1, 2022
- Leases - Lease incentives, and IAS 41 - Agriculture -Taxation in fair value
measurements )

January 1, 2023

The aforementioned new and amended standards and interpretations issued by the IASB that will apply for
the first time in the next annual financial statements or when they become effective are expected neither
to have a significant impact on the consolidated and separate financial statements of the Group and Bank,
nor to impact the Group and Bank as they are not relevant to the Group’s/Bank’s activities.
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3 Significant accounting judgments, estimates and assumptions

The preparation of the Group’s and Bank’s financial statements requires management to make judgments,
estimates and assumptions that affect the reported amount of revenues, expenses, assets and liabilities,
and the accompanying disclosures, as well as the disclosure of contingent liabilities. Uncertainty about
these assumptions and estimates could result in outcomes that require a material adjustment to the
carrying amount of assets or liabilities affected in future periods.

Other disclosures relating to the Group’s and Bank’s exposure to risks and uncertainties include:

¢ Capital management Note 4.6
* Financial risk management and policies Note 4
e Sensitivity analyses disclosures Note 4.5.1

In the process of applying the Group’s and Bank’s accounting policies, management has made the
following judgments, which have the most significant effect on the amounts recognised in the financial
statements:

a) Measurement of right-of-use assets and lease liabilities under IFRS 16 leases

The application of IFRS 16 requires the Group and the Bank to make judgments that affect the valuation
of the lease liabilities and the valuation of right-of-use assets. These include: determining contracts in
scope of IFRS 16, determining the contract term and determining the implicit interest rate (or incremental
borrowing rate) used for discounting of future cash flows.

The present value of the lease payment is determined using the discount rate or incremental borrowing
rate representing the rate of nominal interest rate the Group/Bank pays to bond instrument buyers. The
expenses relating to leases for which the Bank applied the practical expedient described in IFRS 16
(leases with the contract term of less than 12 months and low-value leases) are recognised in profit or loss.

i) Determination of the lease term for lease contracts with renewal and termination options (Bank as a
lessee)

The Group and the Bank determine the lease term as the non-cancellable term of the lease, together

with any periods covered by an option to extend the lease if it is reasonably certain to be exercised, or

any periods covered by an option to terminate the lease, if it is reasonably certain not to be exercised.

The Group and the Bank have several lease contracts that include extension and termination options.

The Group and the Bank apply judgement in evaluating whether it is reasonably certain whether or not to
exercise the option to renew or terminate the lease. That is, they consider all relevant factors that create an
economic incentive for them to exercise either the renewal or termination. After the commencement date,
the Group and the Bank reassess the lease term if there is a significant event or change in circumstances
that is within their control that affects their ability to exercise or not to exercise the option to renew or to
terminate.

i) Determining the incremental borrowing rate

The Group/Bank cannot readily determine the interest rate implicit in the lease, therefore, it uses its
incremental borrowing rate (‘IBR’) to measure lease liabilities. The IBR is the rate of interest that the Bank
would have to pay to borrow over a similar term, and with a similar security, the funds necessary to obtain
an asset of a similar value to the right-of-use asset in a similar economic environment. The IBR therefore
reflects what the Group/Bank ‘would have to pay’, which requires estimation when no observable rates are
available or when they need to be adjusted to reflect the terms and conditions of the lease. The Group/
Bank estimates the IBR using observable inputs (such as market interest rates) when available and is
required to make certain entity-specific adjustments (such as to reflect the terms and conditions of the
lease).
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b) Going concern basis

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

3.2 Estimates and assumptions

The key assumptions concerning the future and other key sources of estimation at the reporting date, that
have a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities
within the next financial year, are described below. The Group and Bank based their assumptions and
estimates on parameters available when the financial statements were prepared. Existing circumstances
and assumptions about future developments, however, may change due to market changes or
circumstances beyond the control of the Group and Bank. Such changes are reflected in the assumptions
when they occur.

a) Impairment losses on loans and advances to customers and other financial assets

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

— The Group’s and Bank’s internal credit grading model, which assigns probability of defaults (PDs) to the
individual grades;

— The Group’s and Bank’s criteria for assessing if there has been a significant increase in credit risk and
so allowances for financial assets should be measured on a lifetime expected credit losses (LTECL) basis
and the qualitative assessment;

— The segmentation of financial assets when their expected credit losses (ECL) is assessed on a
collective basis;

— Development of expected credit loss (ECL) models, including the various formulas and the choice of
inputs;

— Determination of associations between macroeconomic scenarios and economic inputs, such as foreign
exchange, unemployment levels, GDP and collateral values, and the effect on PDs, exposure at defaults
(EADs) and loan given defaults (LGDs)

— Selection of forward-looking macroeconomic scenarios and their probability weightings, to derive the
economic inputs into the ECL models.

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

b) Fair value measurement of financial instruments

The fair value of financial instruments is the price that would be received to sell an asset or paid to transfer
a liability in an orderly transaction in the principal (or most advantageous) market at the measurement date
under current market conditions (i.e., an exit price) regardless of whether that price is directly observable
or estimated using another valuation technique. When the fair values of financial assets and financial
liabilities recorded in the statement of financial position cannot be measured based on quoted prices in
active markets, their fair value is measured using a variety of valuation techniques including the discounted
cash flow (DCF) model. The inputs to these models are taken from observable markets where possible,
but where this is not feasible, a degree of judgment is required in establishing fair values. Judgments

and estimates include considerations of inputs such as liquidity risk, credit risk and volatility. Changes in
assumptions about these factors could affect the reported fair value of financial instruments. See Note 4.7
for further disclosures.
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c) Defined benefit plans

The cost of the defined benefit pension plan, long service awards, gratuity scheme and post-employment
medical benefits and the present value of these defined benefit obligations are determined using actuarial
valuations. An actuarial valuation involves making various assumptions that may differ from actual
developments in the future. These include the determination of the discount rate, future salary increases,
mortality rates and future pension increases. Due to the complexities involved in the valuation and its
long-term nature, a defined benefit obligation is highly sensitive to changes in these assumptions. All
assumptions are reviewed at each reporting date.

d) Depreciation and carrying value of property, plant and equipment

The estimation of the useful lives of assets is based on management’s judgment. Any material adjustment
to the estimated useful lives of items of property and equipment will have an impact on the carrying value
of these items.

e) Impairment of non-financial assets

Impairment exists when the carrying value of an asset or cash generating unit exceeds its recoverable
amount, which is the higher of its fair value less costs of disposal and its value in use. The fair value less
costs of disposal calculation is based on available data from binding sales transactions, conducted at arm’s
length, for similar assets or observable market prices less incremental costs for disposing of the asset.

The value in use calculation is based on a DCF model. The cash flows are derived from the budget for the
next five years and do not include restructuring activities that the Group and Bank are not yet committed to
or significant future investments that will enhance the asset’s performance of the CGU being tested. The
recoverable amount is sensitive to the discount rate used for the discounted cash flow model as well as the
expected future cash-inflows and the growth rate used for extrapolation purposes.

In assessing whether there is any indication that an asset may be impaired, the Group and Bank consider
the following indications:

(i) External information

e there are observable indications that the asset’s value has declined during the period significantly more
than would be expected as a result of the passage of time or normal use.

e significant changes with an adverse effect on the Group and Bank have taken place during the period,
or will take place in the near future, in the technological, market, economic or legal environment in which
the Group and Bank operate or in the market to which an asset is dedicated.

e market interest rates or other market rates of return on investments have increased during the period,
and those increases are likely to affect the discount rate used in calculating an asset’s value in use and
decrease the asset’s recoverable amount materially.

(i) Internal information
¢ evidence is available of obsolescence or physical damage of an asset.

e significant changes with an adverse effect on the Group and Bank have taken place during the period,
or are expected to take place in the near future, in the extent to which, or manner in which, an asset is
used or is expected to be used. These changes include the asset becoming idle, plans to discontinue or
restructure the operation to which an asset belongs, plans to dispose of an asset before the previously
expected date, and reassessing the useful life of an asset as finite rather than indefinite.

e evidence is available from internal reporting that indicates that the economic performance of an asset is,
or will be, worse than expected.
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f) Income tax

Uncertainties exist with respect to the interpretation of complex tax regulations, changes in tax laws, and
the amount and timing of future taxable income. Differences arising between the actual results and the
assumptions made, or future changes to such assumptions, could necessitate future adjustments to tax
income and expense already recorded. The amount of such provisions is based on various factors, such as
experience of previous tax filings, tax audits and differing interpretations of tax regulations by the taxable
entity and the responsible tax authority.

Deferred tax assets are recognised for unused tax losses to the extent that it is probable that taxable profit
will be available against which the losses can be utilised. Significant management judgment is required to
determine the amount of deferred tax assets that can be recognised, based upon the likely timing and the
level of future taxable profits together with future tax planning strategies.
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4 Financial risk management
4.1 Introduction

Risk is inherent in the Group’s and Bank’s activities, but is managed through an integrated risk
management framework/program, including ongoing identification, measurement and monitoring,

and subject to appropriate risk limits and other controls, and adherence to limits. This process of risk
management is critical to the Group’s and Bank’s continuing profitability, and each individual within the
Group and Bank is accountable for the risk exposures relating to its responsibilities. The Group and
Bank are exposed to credit risk, liquidity risk, market risk and different operational risks. It is also subject
to various risks, including country risk and various operating and business risks, that affect the financial
sector of the country.

The independent risk control process does not include business risks such as changes in the environment,
technology and industry. The Group’s and Bank’s policy is to monitor those business risks through the
Bank’s strategic planning process.

The Group/Bank strives to apply best practices in identifying, evaluating, measuring, controlling and
monitoring risks to ensure that any risks are set at an acceptable level. Whilst it is not possible to eliminate
risk absolutely, the Group/Bank actively promotes and applies best practices at all levels and to all of its
activities, including its business relationship with external stakeholders and partners.

The Group/Bank considers risk management as an integral part of its day-to-day core business activities.”
4.1.1 Risk management structure

The Group’s/Bank’ Board of Management has overall responsibility for the establishment and oversight
of the Group’s/Bank’s risk management framework. The Board of Management has established the Board
Risk Sub-Committee, a subset of the Board of Management, which is responsible for the overall risk
management approach and for approving the risk management strategies and principles and policies. It
also has the responsibility to monitor the overall risk process within the Group and Bank.

The risk management policies and systems are reviewed regularly to reflect changes in market conditions
and the Group’s/Bank’s activities.

The Senior Management (Executive Management) Committee chaired by the President (Chief Executive
Officer) has the overall responsibility for the development of the risk strategy and implementing principles,
frameworks, policies and limits. It is also responsible for managing risk decisions and monitoring risk levels
and reports on a monthly basis to the Board Risk Sub-Committee.

The Group/Bank, through its ongoing training and development program, aims to develop a disciplined
and constructive control environment in which all employees understand their roles and obligations. It is
the Bank’s policy to ensure that a robust risk awareness is embedded in its organisational risk culture.
Employees are expected to take ownership and be accountable for the risks the Bank is exposed to
that they decide to take on. Compliance breaches and internal audit findings are important elements of
employees’ annual performance evaluation and remuneration reviews.

The Compliance and Risk Management Directorate is responsible for implementing and maintaining risk
related procedures to ensure an independent control process is maintained. The unit works closely with the
Executive Management, Board Risk Sub-Committee and Asset and Liability Management Committee to
ensure that procedures are compliant with the overall framework.

The Compliance and Risk Management Directorate is responsible for monitoring compliance with risk
principles, policies and limits across the Bank. It carries out an assessment of risk on a regular basis

to monitor the Group’s/Bank’s independent control of risks, including monitoring the risk of exposures
against limits and the assessment of risks of new products and structured transactions. This directorate
also ensures the complete capture of the risks in risk measurement and reporting systems. Exceptions are
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reported, where necessary, to the Executive Management Committee and Asset and Liability Management
Committee, and further to the Board Risk Sub-Committee and the relevant actions are taken to address
exceptions and any areas of weakness.

The Bank’s Treasury and Fund Management Directorate is responsible for managing the Bank’s
financial assets, financial liabilities, capital structure and the overall financial structure. It is also primarily
responsible for the funding and liquidity risks of the Bank, in terms of managing the asset and liability
maturity gap analysis.

The Group and Bank have established a comprehensive risk management program (system) in line with
the internationally accepted risk management principles and best practices to suit the risk profile of the
Group and Bank

The Bank has also set up the Asset and Liability Management Committee (ALCO), Loan Approval
Committee and Loan Review Committee which are responsible for developing and monitoring the Bank’s
risk management policies in their province of duties.

The Bank has established a wall between and among credit units like client relationship, loan appraisal,
loan review, loan approval, and project evaluation and loan portfolio management.

The Bank’s policy is that the risk management processes throughout the Bank are audited at least once
per year by the Internal Audit Unit, which examines both the effectiveness and adequacy of the risk
management framework, policies and procedures and the Bank’s compliance with the risk management
controls and procedures. Internal Audit Unit discusses the results of all assessments with management,
and reports its findings and recommendations to the Board Audit Sub-Committee.

4.1.2 Risk measurement and reporting systems

The Group’s and Bank’s risks are measured using a method that reflects both the expected loss likely to
arise in normal circumstances and unexpected losses, which are an estimate of the ultimate actual loss
based on statistical models. The models make use of probabilities derived from historical experience,
adjusted to reflect the economic environment (i.e. forward-looking macro-economic information). The Bank
also runs worst-case scenarios that would arise in the event that extreme events, which are unlikely to
occur or do, in fact, occur.

Monitoring and controlling risks is primarily performed based on limits established by the Bank. These
limits reflect the business strategy and market environment of the Bank as well as the level of risk that the
Bank is willing to accept, with additional emphasis on selected priority-area sectors in which the country
has comparative advantages. In addition, the Bank’s policy is to measure and monitor the overall risk
bearing capacity in relation to the aggregate risk exposure across all risk types and activities.

4.1.3 Risk mitigation

Risk controls and mitigating mechanisms, identified and approved for the Bank, are documented for
existing and new processes and systems.

The adequacy of these mitigating mechanisms is tested on a periodic basis through administration of
control self-assessment questionnaires, using an operational risk management tool which requires risk
owners to confirm the effectiveness of established controls. These are subsequently audited as part of the
review process.

4.2 Financial instruments by category

The Bank’s financial assets are classified into the following measurement categories: financial assets at
fair value through other comprehensive income (FVTOCI), financial assets at amortized cost. The financial
liabilities are classified into other liabilities at amortised cost.

Financial instruments are classified in the statement of financial position in accordance with their legal form
and substance. The Bank’s classification of its financial assets is summarised in the table below:”
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Group FVOCI alliizes Total

Cost
30 June 2021 Birr000 Birr000 Birr000
e s ”
(net) 15 50,462,984 50,462,984
Investment securities:
- Financial assets measured at
F\Ilz?n%hmal assets measured at amor ° o 45,867
tized cost 16 44,521,817 44,521,817
Other assets 18 1.680.199 1,680,199
Total financial assets 45,867 109,704,677 109,750,544

Cost

30 June 2021 Notes Birr000 Birr000 Birr000
e s ”
(net) 15 50,462,984 50,462,984
Investment securities:

- Financial assets measured at 16

F\l/:?n%'m|al assets measured at amor 45.867 45,867
tized cost 16 44,521,817 44,521,817
Other assets 18 1679 826 1,679,826
Total financial assets 45.867 109.694.154 109,740,021

Group
30 June 2020

Notes FVOCI =
Cost

. |Birr0o0o Birr000

Total

Birr000

Cash and bank balances (net) 14 13,287,460 13,287,460
I(_:(;?s and advances to customers 15 43,265,674 43,265,674
Investment securities:

- Financial assets measured at

Fyool 16 37,930 37,930
- inancial assets measured at amor- 16 32,354,893 32,354,893
tized cost

Other assets 18 2,538,092 2,538,092
Total financial assets 37930 91.446.119 91,484,049

e Notes FVOCI Amortized Tota
Cost

30 June 2020 Birr000 Birr000 Birr'000
e s “
(net) 15 43,265,674 43,265,674
Investment securities:

- Financial assets measured at 16

F\l/:?n%'m|al assets measured at amor 37,930 87,930
tized cost 16 30,354,893 32,354,893
Other assets 18 0 537 790 2,637,722
Total financial assets 37 930 91.436.176 91,474,107
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4.3 Credit Risk

Credit risk is the risk of financial loss to the Bank if a customer or counterparty to a financial instrument fails
to meet its contractual obligations, and arises principally from the Bank’s loans and advances to customers
and other banks and financial assets.

The Bank manages this risk by applying a rigorous set of criteria in credit granting. It ensures that the
lending activities are based on strong underwriting standards, KYC (know your customer) principles and
confining its dealings to institutions and individuals of high creditworthiness, and ensuring that exposures
to counterparties are appropriately secured. The Bank has high risk appetite for credit risk by taking into
account expected returns, the external environment, and developments in the composition of the Bank’s
balance sheet.

Exposure to credit risk is managed through periodic analysis/review of the ability of borrowers and potential
borrowers to determine their capacity to meet principal and interest thereon, and restructuring such limits
as appropriate. Exposure to credit risk is also mitigated, in part, by requiring additional equity contribution
and obtaining collateral, commercial and personal guarantees .

The Bank structures the levels of credit risk it undertakes by placing limits on the amount of risk accepted
in relation to one borrower, or groups of borrowers, and to term of the financial instrument and economic
sectors.

The National Bank of Ethiopia (NBE) sets credit risk limit for a single borrower, one related party and all
related parties to not exceed 25%, 5% and 35% of Bank’s total capital amount, respectively.

Credit management is conducted as per the risk management policy and guideline approved by the
Board of Management and the Risk Management Committee. Such policies are reviewed and modified
periodically based on changes and expectations of the markets, regulations and other factors where the
Bank operates.

4.3.1 Management of credit risk

“In measuring credit risk of financial assets at amortized cost to various counterparties, the Bank considers
the character and capacity of the obligor to pay or meet contractual obligations, current exposures to the
counterparty/obligor and its likely future developments, credit history of the counterparty/obligor, and the
likely recovery ratio in case of default obligations in terms of value of collateral and other way-out. The
Bank’s policy is to lend principally on the basis of our customer’ repayment (project’s cash generating)
capacity through rigorous quantitative and qualitative evaluation. However, the Bank ensures that its loans
are backed by collateral to reflect the risk of the obligors and the nature of the facility as a last resort, in
case the worst scenario occurs.

4.3.2 Credit related commitment risks

The Bank holds collateral against loans and advances to customers in the form of bank property and
guarantees. Estimates of fair value are based on the value of collateral assessed at the time of lending,
and are subsequently updated/reviewed at regular intervals.

In the estimation of credit risk, the Bank estimates the following parameters:
(a) Probability of Default (PD)

This is the probability that an obligor or counterparty will default over a given period, usually one year.
The probability of default (PD) estimates the possibility of a loan facility moving from the performing status
(stage 1) to the non-performing status (stage 3). For impairment purposes, the PD parameter is estimated
using a transition matrix multiplication approach that estimates the movement of loan amounts from one
bucket to the next. The PDs will then be adjusted with forward looking information.

(b) Loss Given Default (LGD)

The loss given default (LGD) that measures how much (in form of a percentage) the bank is expected
to lose in the event that default occurs from a customer. This is estimated by considering two scenarios
in the Bank, that is, using collateral in instances whether the customer has collateral against the debt
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instrument that they have undertaken with the Bank and/ or an analysis of the historical cash collections
after the default event, for cases that the debt instrument is not supported by any security. The LGD will be

computed at the customer level.

(c) Exposure at Default (EAD)

The exposure at default (EAD) is estimated based annual outstanding exposure on each loan facility over
the remaining lifetime from the reporting period.

4.3.3 Credit risk exposure

(a) Maximum exposure to credit risk before collateral held or credit enhancements and nature of security
The table below shows the Group’s and Bank’s maximum exposure to credit risk which is represented
by the net carrying amounts in the statement of financial position and the value of collateral and credit

enhancements held as at 30 June 2021 and 30 June 2020 respectively is shown as follows:

The table below shows the Group’s and Bank’s maximum exposure to credit risk which is represented
by the net carrying amounts in the statement of financial position and the value of collateral and credit

enhancements held as at 30 June 2021 and 30 June 2020 respectively is shown as follows:

30 June 2021

Value of collateral/security and credit enhancements held

Maximum
exposure to
credit risk
Birr000

Property

Birr000

Bank
guaran-
tees
Birr000

Others (in-
cluding L/C

Margin)
Birr000

Birr000

Cash and bank balances (net) 13,039,677
Loans and advances to customers
(net) 50,462,984 49,218,560 @ 350,168 @ 4,652,259 54,220,987
Investment securities:
- Financial assets measured at FVOCI 45,867
- Financial assets measured at amor- 44,501 817
tized cost
Other assets 1,680,199

109,750,544 49,218,560 | 350,168 | 4,652,259 54,220,987
Credit exposures relating to off-bal-
ance sheet items:
Loan commitments 10,817,919
Letters of credit 2,902,669 1,748,413 1,748,413
Guarantees

13,720,587 1,748,413 1,748,413

Total maximum exposure 123,471,131 49,218,560 | 350,168 | 6,400,672 55,969,400

Bank
30 June 2021

Cash and bank balances (net) 13,029,527
(L:eat?s and advances to customers 50,462,984 49218560 350,168 4,652,259 54,220,987
Investment securities:
- Financial assets measured at FVOCI 45,867
- Financial assets measured at amor- 44,501 817
tized cost
Other assets 1,679,826

109,740,021 49,218,560 | 350,168 | 4,652,259 54,220,987
Credit exposures relating to off-bal-
ance sheet items:
Loan commitments 10,817,919
Letters of credit 2,902,669 1,748,413 1.748.413
Guarantees

13,720,587 1,748,413 1,748,413

Total maximum exposure 123,460,608 | 49,218,560 350,168 | 6,400,672 55,969,400
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__ Value of collateral/security and credit enhancements
held

Maximum

exposure to
credit risk

30 June 2020

asn and bank balances

Birr000

Property

Birr000

Bank guar-

antees

Birr000

Others (in-

cluding L/C | Total

Margin)
Birr000

Birr000

(net) 13,287,460
Loans and advances to
customers (net) 43,265,674 21,266,326 295,006 5,029,421 26,590,752
Investment securities:
- Financial assets meas-
ured at FYOCI_ 37,930
- Financia as_se S meas- 32.354.893
ured at amortized cost
Other assets 2,538,092
91,484,049 21,266,326 295,006 5,029,421 26,590,752
Credit exposures relating
to off-balance sheet items:
Loan commitments 15,270,229
Letters of credit 3,751,192 5 546.985 2.546,985
Guarantees 8,590
19,030,011 2,546,985 2,546,985
Total maximum exposure 110,514,061 51 266.326 595 006 7 576.40 29.137.737

30 June 2020
23;{1 and bank balances 13,277,888
Loans and advances to
customers (net) 43265674 51 066,326 295,006 5,029,421 26,590,752
Investment securities:
- Financial assets meas-
u&ed at F\{OCI i 37,930
- Financial assets meas- 32,354,893
ured at amortized cost
Other assets 2,637,722
91,474,107 21,266,326 295,006 5,029,421 26,590,752
Credit exposures relating
to off-balance sheet items:
Loan commitments 15,270,229
Letters of credit 3,751,192 5 546.985 2 546,985
Guarantees 8,590
19,030,011 5 546.985 2546.985
Total maximum exposure 110,504,118 | 21,266,326 295,006 7,576,405 29,137,737

(b) Assets obtained by taking possession of collateral

Details of financial and non-financial assets obtained by the Bank by taking possession of collaterals held
as security against loans and advances (measured at amortized cost) at the year end are shown below.
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. lGroup  [Bank  |Group  [Bank |
 Cimm Swems wamam wsmen
 ewom mwow  mwow  mew |
- ! ! | |
Buildings 1,285,667 1,285,667 1,232,208 1,232,208
Equipment and machinery 2,776,626 2,776,626 2,338,638 2,338,638
Motor vehicles 110.385 110.385 29 936 79,236
4,172,678 4,172,678 3,650,082 3,650,082

The Group’s and Bank’s policy are to pursue timely realisation of the collateral in a timely manner. In
general, the Group and Bank have no any intention to make use of the non-cash collateral for their own

operations.

4.3.4 Loans and advances to customers at amortised cost

(a) Gross loans and advances to customers per sector are analysed as follows:

I T R S R TR

30 June 2021 30 dune 2020
Birr000 Birr000 Birr000 Birr'000

Agriculture 10,492,279 10,492,279 10,398,513 10,398,513
Manufacturing 34 125 683 34 195.683 32,626,033 32,626,033
Mining and energy 202,358 202,358 1,068,348 1,068,348
Service 401,710 401,710 447,893 447,893
Lease services 5.067.179 5.067.179 3.879,065 3,879,065
Micro-financing 8,703,258 8,703,258 5,442,290 5,442,290
Working capital 766,957 766,957 1,575,747 1,575,747
Consumer (staff) 449 555 449 555 353,683 353,683

60,208,978 60,208,978 55,791,573 55,791,573

(b) Gross loans and advances to customers as per National Bank of Ethiopia’s impairment guidelines are
analysed as follows:

T eow Bk G e

30 June 2021

30 June 2021

30 June 2020

30 June 2020

Birr000 Birr000 Birr000 Birr000

Pass 27,961,608 27,961,608 24,064,721 24,064,721
Special mention 16,089,998 16,089,098 11408255 11,408,255
Substandard 4,651,487 4,651,487 4,772,918 4,772,918
Doubtiul 4,667,548 4,667,548 4,174,747 4,174,747
Loss 6,838,337 6,838,337 11,370,032 11,870,932

60,208,978 60,208,978 55,791,573 55,791,573
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The above table represents a worse case scenario of credit risk exposure of the Group and Bank as at the
reporting dates without taking account of any collateral held or other credit enhancements attached.

Management is confident in its ability to continue to control and effectively manage the credit risk exposure
in the Group’s and Bank’s loans and advances portfolio.

4.3.5 Credit quality analysis

(a) Credit quality of cash and bank balances

The credit quality of cash and bank balances and short-term investments that were neither past due nor
impaired as at 30 June 2021 and 30 June 2020 is shown below. Cash and bank balances that are held

in Ethiopian banks have been classified as non-rated as there are no credit rating agencies in Ethiopia.
However, cash and bank balances that held in foreign banks can be assessed by reference to credit rating
agency designation as shown in the table as follows:

. [Growp  [Bank  [Group  [Bank |

Birr000 Birr000 Birr000 Birr'000
A 126,636 126,636 212,218 212,218
BBB+ 1,964,409 1,964,409 2,228,600 2,228,600
Not rated 10,949,280 10,939,130 10,847,303 10,837,731
13,040,325 13,030,176 13988 121 13,278,548

Definitions of ratings
A: High credit quality

This denote expectations of low default risk. The capacity for payment of financial commitments is
considered strong. This capacity may, nevertheless, be more vulnerable to adverse business or economic
conditions than is the case for higher ratings.

B: Good credit quality

This indicates that expectations of default risk are currently low. The capacity for payment of financial
commitments is considered adequate, but adverse business or economic conditions are more likely to
impair this capacity.

Not rated

This indicates financial institutions or other counterparties with no available ratings and cash in hand.
A “+ “(plus) or “” (minus) may be appended to a rating to indicate the relative position of a credit within the
rating category. This is based on Fitch national long-term issuer default ratings.

Credit quality of loans and advances to customers

The following table sets out information about the credit quality of financial assets measured at amortised
cost and equity investments at fair value through other comprehensive income. Unless specifically
indicated, for financial assets, the amounts in the table represent gross carrying amounts.

Explanation of the terms ‘Stage 1’, ‘Stage 2’ and ‘Stage 3’ is included in Note 2.8.1 (iii).
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Group/Bank

2021
In Birr000 Stage 1 Stage 2 Stage 3
Loans and advances to customers measured at amortised cost
Stage 1 - Pass 27,961,608 27,961,608
Stage 2 — Special mention 16.089.998 16.089.998
Stage 3 — Non-performing 16.157.372 16,157,372
Total gross exposure 27,961,608 16.089.998 16.157.372 60,208,978
Loss allowance (830,967)  (1,316,056)  (7,598,972) (9,745,995)
Net carrying amount 27,130,642 14.773.941 8 558401 50,462,984
Group/Bank 2020
In Birr000 Stage 1 Stage 2 Stage 3 Total
Loans and advances to customers measured at amortised cost
Stage 1 — Pass 24 064.721 24,064,721
Stage 2 — Special mention 11.408.255 11.408.955
Stage 3 — Non-performing 50.318.597 20,318,597
Total gross exposure 24,064,721 11.408.255 20,318,597 55,791,573
Loss allowance (1,002,120)  (1,397,274)  (10,126,505) (12,525,899)
Net carrying amount 23,062,601 10.010.981 10,192,092 43,265,674

(C) Credit quality of other financial assets

Gross Deferred Loss Net carrying
exposure day-one loss | allowance amount
Other financial assets (debt instruments)
Cash and balances with
banks 12 Month ECL 13,040,325 (648) 13,039,677
Investment securities (debt
pstuments) 12Month ECL ' 55 387 306 (8,817,420) (2,222) 44,567,684
financial assets 12Month ECL 4 955 850 (245,651) 1680.199
fotal 68,353,501 | (8,817,420)  (248,521) 59,287,560
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In Birr ‘000

2021
Deferred day- | Loss Net carrying

exposure one loss allowance | amount
Other financial assets (debt instruments)
E}%Zizst?n”edn?:i”u‘fe:"(:‘ebt 12 Month ECL 13,030,176 (4g) 13029527
i(gtsﬁreurrpggéls\)ables and finan- 12 xz::: Ez:: 5?22:33: (8,817,420) (.222) 4:232:2:
cial assets T (245,651) T
fotal 68,342,978 | (g817.420)  (248,521) 9277037

Group 2020
Gross Deferred day- | Loss Net carrying
exposure |one loss allowance amount
Other financial assets (debt instruments)
Cash and cash equiva- 12 Month ECL | 13,288,121 13,287,460
II(?nr}tesstment securities (661)
S‘t%%tr‘Pgé[;{{,g%?é‘;‘)and 12 Month ECL = 32,394,441 (1.618) 32,392,823
financial assets 12 Month ECL | 2,855,432 (317,339) 2,538,092
Total 48,537,994 (319,618) 48,218,376

In Birr ‘000
2020

Deferred .
Gross exposure | day-one Loss allow- | Net carrying
y ance amount

loss
Other financial assets (debt instruments)
Cash and cash equiva-
Ilﬁ\r)ctasstment securities 12 Monn EE- 13,278,548 (661) 19277858
R oty e
financial assets 12 Month ECL 2 855,062 (317,339) 2,537,722
Total 48,528,051 (319,618) 48,208,433
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(d) Credit quality of investment securities measured at amortized cost

As at 30 June 2021 and 30 June 2020, all investment securities measured at amortized cost are neither
past due nor impaired.

(e) Investment securities designated at FVTPL

As at 30 June 2021, the Bank had no exposure to credit risk of the investment securities designated as at
FVTPL

4.3.6 Nature of security in respect of loans and advances

The Bank holds collateral against most of its credit exposures. The following table sets out the principal
types of collateral held against loans and advances to customer with different segments or economic
sectors.

The estimated value of collaterals are based on the last revaluations carried out by the bank’s engineers.
The valuation technique adopted for properties is in line with the bank’s valuation manual.

Type and value of collateral by economic sector

Gowfank | .

Machinery

Motor vehi-

Others
cles

and equip-
ment

Birr000

antees

30 June 2021 Birr000 Birr000 Birr000 Birr000 Birr000

Economic sector

Agriculture 2,293,983 12,296 1,339,374 655,389 2,579,134 6,880,175

Manufacturing 13,694,707 337,872 23,674,202 1,314,024 1,369,331 40,390,137

Mining and energy 42,229 44,682 15,184 10,348 112,443

Service 236,370 21,681 10,896 94 269,041

Lease services 249,231 3,345,465 372,460 586,669 4,553,824

Micro-financing

Consumer (staff) 590,606 74,280 664,887

Working capital 384,314 839,522 19,961 106.683 1,350,480
17,491,440 350,168 29,264,925 2,462,194 | 4,652,259 @ 54,220,987

GowpBOk | [ | . ]

| 30June2020 | | o 0 0 0 ]
Agriculture 1,439,043 4,586 1,873,487 788,107 | 3,078,029 7,183,253
Manufacturing 12,918,779 125,773 21,798,247 1,041,048 6,684,593 42,568,440
Mining and en-
ergy 80,331 451,225 11,846 53,656 597,058
Service 850,262 17,581 1,652 36,665 906,160
Lease services 5,110,121 5,110,121
Micro-financing
Consumer (staff) 491,228 76,603 560 568,390
Working capital 330,324 164,647 510,568 31,282 530,774 1,567,596
16,109,967 295,006 29,761,229 1,950,538 10,384,277 58,501,018
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4.3.7 Collateral held and their financial effect

The general creditworthiness of a customer (the cash generating capacity of a project) tends to be the
most relevant indicator of credit quality of a loan extended. However, collateral provides additional security
and the Bank generally holds the project’s property, plant and equipment as collateral [as a last resort].
The collateral comes in various forms, such as cash (equity contribution), securities, letters of credit/
guarantees, real estate, machinery and equipment, motor vehicles and other credit enhancements.

In the case of short-term consumer (staff ) loans (other than housing and car loans), they are secured to
the extent of the employee’s continued employment in the Bank in the form of monthly salary deduction
and with expected future severance pay being held as collateral.

The Bank may take collateral in the form of a first-degree mortgage over the property, plant and
equipment of projects financed by the Bank with a certain percentage of equity contribution. If, however,
the project’s property, plant and equipment do not meet the minimum requirement, a promoter/borrower is
required to bring additional collateral. The Bank does not sell, repossess or repledge the collateral in the
absence of default by the owner of the collateral.

Because of the Bank’s focus on customers’ creditworthiness (projects’ cash generating capacity), the Bank
does not routinely update the valuation of collateral held against all loans and advances to customers.
However, valuation of collateral is updated when the Bank takes foreclosure measures and when the

loan is put on a watchlist and the loan is monitored more closely. In addition, for credit-impaired loans, the
Bank obtains appraisal of collateral because it provides the management with inputs for determining the
appropriate credit risk actions.

The estimated value of the collateral is based on the last revaluations carried out by the Bank’s in-house
engineers. The valuation technique adopted for properties is in line with the Bank’s valuation manual .

4.3.8 Amounts arising from ECL

i) Inputs, assumptions and techniques used for estimating impairment
ii) Significant increase in credit risk

When determining whether the risk of default on a financial instrument has increased significantly since
initial recognition, the Bank considers reasonable and supportable information that is relevant and available
without undue cost or effort. This includes both quantitative and qualitative information and analysis,

based on the Bank’s historical experience and expert credit assessment and including forward-looking
information.
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The objective of the assessment is to identify whether a significant increase in credit risk has occurred for
an exposure by comparing:

the remaining lifetime probability of default (PD) as at the reporting date;

the remaining lifetime PD for this point in time that was estimated at the time of initial recognition of
the exposure (adjusted where relevant for changes in prepayment expectations);
the Bank uses three criteria for determining whether there has been a significant increase in credit
risk; quantitative test based on movement in PD;

qualitative indicators; and a backstop of 30 days past due for short term loans and 180 days for medium
and long term loans, in line with regulatory requirements set by NBE for development banks in Ethiopia.
iii) Credit risk grades

The Bank allocates each exposure to a credit risk grade based on a variety of data that is determined to
be predictive of the risk of default and applying experienced credit judgment. Credit risk grades are defined
using qualitative and quantitative factors that are indicative of risk of default. These factors vary depending
on the nature of the exposure and the type of borrower.

Credit risk grades are defined and calibrated such that the risk of default occurring increases exponentially
as the credit risk deteriorates so, for example, the difference in risk of default between credit risk grades

1 and 2 is smaller than the difference between credit risk grades 2 and 3. Each exposure is allocated to

a credit risk grade on initial recognition based on available information about the borrower. Exposures

are subject to ongoing monitoring, which may result in an exposure being moved to a different credit risk
grade. The monitoring typically involves use of the following data:

a) Term loan exposures Information obtained during periodic review of customer files — e.g. audited
financial statements, management accounts, budgets and projections. Examples of areas of particular
focus are: gross profit margins, financial leverage ratios, debt service coverage, compliance
Data from credit reference agencies, press articles, changes in external credit ratings

Actual and expected significant changes in the political, regulatory and technological environment of the
borrower or in its business activities

Internally collected data on customer behaviour — e.g. utilisation of credit card facilities
Affordability metrics

b) Overdraft exposures

Payment record — this includes overdue status as well as a range of variables about payment ratios
Utilisation of the granted limit

Requests for and granting of forbearance

Existing and forecast changes in business, financial and economic conditions
iv) Generating the term structure of PD

Credit risk grades are a primary input into the determination of the term structure of PD for exposures.
The Bank collects performance and default information about its credit risk exposures analysed by type
of product and borrower as well as by credit risk grading. The Bank employs statistical models to analyse
the data collected and generate estimates of the remaining lifetime PD of exposures and how these are
expected to change as a result of the passage of time.

v) Determining whether credit risk has increased significantly

The Bank assesses whether credit risk has increased significantly since initial recognition at each reporting
date. Determining whether an increase in credit risk is significant depends on the characteristics of the
financial instrument and the borrower.

The credit risk may also be deemed to have increased significantly since initial recognition based on
qualitative factors linked to the Bank’s credit risk management processes that may not otherwise be fully
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reflected in its quantitative analysis on a timely basis. This will be the case for exposures that meet certain
heightened risk criteria, such as placement on a watch list. Such qualitative factors are based on its expert
judgment and relevant historical experiences.

As a backstop, the Bank considers that a significant increase in credit risk occurs no later than when an
asset is more than 30 days past due. Days past due are determined by counting the number of days
since the earliest elapsed due date in respect of which full payment has not been received. Due dates are
determined without considering any grace period that might be available to the borrower.

If there is evidence that there is no longer a significant increase in credit risk relative to initial recognition,
then the loss allowance on an instrument returns to being measured as 12-month expected credit loss
(ECL). Some qualitative indicators of an increase in credit risk, such as delinquency or forbearance, may
be indicative of an increased risk of default that persists after the indicator itself has ceased to exist.

In these cases, the Bank determines a probation period during which the financial asset is required

to demonstrate good behaviour to provide evidence that its credit risk has declined sufficiently. When
contractual terms of a loan have been modified, evidence that the criteria for recognising lifetime expected
credit loss (ECL) are no longer met includes a history of up-to-date payment performance against the
modified contractual terms.

The Bank monitors the effectiveness of the criteria used to identify significant increases in credit risk by
regular reviews to confirm that: the criteria are capable of identifying significant increases in credit risk
before an exposure is in default;the criteria do not align with the point in time when an asset becomes 30
days past due; the average time between the identification of a significant increase in credit risk and default
appears reasonable; exposures are not generally transferred directly from 12-month ECL measurement to
credit- impaired; and there is no unwarranted volatility in loss allowance from transfers between 12-month
PD (Stage 1) and lifetime PD (Stage 2).

vi) Definition of default

The Bank considers a financial asset to be in default when: the borrower is unlikely to pay its credit
obligations to the Bank in full, without recourse by the Bank to actions such as realising security (if any is
held); the borrower is more than 90 days past due (short term loans) and more than 360 days (medium
and long term loans) on any material credit obligation to the Bank, in line with regulatory requirements set
by NBE for development banks in Ethiopia;

Overdrafts are considered as being past due once the customer has breached an advised limit or been
advised of a limit smaller than the current amount outstanding; or it is becoming probable that the bank will
restructure the asset as a result of bankruptcy due to the borrower’s inability to pay its credit obligations.

In assessing whether a borrower is in default, the Bank considers indicators that are: qualitative: e.g.
breaches of covenant; quantitative: e.g. overdue status and non-payment on another obligation of the same
issuer to the Bank; based on data developed internally and obtained from external sources; and Inputs
into the assessment of whether a financial instrument is in default and their significance may vary over time
to reflect changes in circumstances.

The definition of default largely aligns with that applied by the Bank for regulatory capital purposes.
vii) Incorporation of forward-looking information

The Bank incorporates forward-looking information into both the assessment of whether the credit risk of
an instrument has increased significantly since its initial recognition and the measurement of expected
credit loss (ECL).

The Bank formulates three economic scenarios: a base case, which is the median scenario, and two less
likely scenarios, one upside (optimistic) and one downside (pessimistic). The base case is aligned with the
macroeconomic model’s information value output, a measure of the predictive power of the model, as well
as base macroeconomic projections for identified macroeconomic variables. The upside and downside
scenarios are based on a combination of a percentage error factor as well as simulated optimistic and

Annual Report June 30, 2021 83



NOTES TO THE CONSOLIDATED AND SEPARATE FINANCIAL STATEMENTS
For the year ended 30 June 2021

pessimistic macroeconomic projections based on a measure of historical macroeconomic volatilities.
External information considered includes economic data and forecasts published by Business Monitor
International, an external and independent macroeconomic data body. This is in addition to industry — level,
semi — annual non-performing loans (NPL) trends across statistically comparable sectors.

Periodically, the Bank carries out stress testing of more extreme shocks to calibrate its determination of the
upside and downside representative scenarios. A comprehensive review is performed at least annually on
the design of the scenarios by a panel of experts that advises the Bank’s senior management.

The Bank has identified and documented key drivers of credit risk and credit losses for its financial
instruments and, using an analysis of historical data, has estimated relationships between macro-economic
variables and credit risk and credit losses.

The key drivers for credit risk for Bank is summarized below:

Macro-economic factors

LABOUR
GDP EXPENDI- : :
TR Eamaaiin | ol L EXCHANGE | DEBT: Govern-

employment, % |RATE: ETB/ | ment domestic
Dsrnle;n(ijt,aUSD of labour force, |USD, ave debt, ETBbn
P P ave

GDP: GDP per capita, USD

The economic scenarios used as at 30 June 2021 included the following key indicators for Ethiopia for
the years 2020 to 2022:

Macro-Economic factor 2020 2021 2022
GDP: GDP per capita, USD 783 889 1004
GDP EXPENDITUR_E: Domestic De- 929 3 1015.5 1098
mand, USD per capita

LABOUR FORCE: Unemployment, % 56 55 56
of labour force, ave

EXCHANGE RATE: ETB/USD, ave 33.31 34.31 35.34
DEBT: Government domestic debt, 752 872.3 1003.1
ETBbn

Predicted relationships between the key indicators and default rates on various portfolios of financial
assets have been developed based on analyzing semi-annual historical data over the past 5 years.
The scenario probability weightings applied in measuring ECL are as follows:

Median/

As at 30 June Median/Central Downside Downside
Central

Scenario probability

o, o, o, O,
eighting 50% 50% 50% 50%

viii) Modified financial assets

The contractual terms of a loan may be modified for a number of reasons, including changing market
conditions, customer retention and other factors not related to a current or potential credit deterioration

of the customer. An existing loan whose terms have been modified may be derecognised and the
renegotiated loan recognised as a new loan at fair value in accordance with the accounting policy set out.
When the terms of a financial asset are modified and the modification does not result in derecognition,
the determination of whether the asset’s credit risk has increased significantly reflects comparison of its
remaining lifetime PD at the reporting date based on the modified terms with the remaining lifetime PD
estimated based on data on initial recognition and the original contractual terms.
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When modification results in derecognition, a new loan is recognised and allocated to Stage 1 (assuming it
is not credit-impaired at that time).

The Bank renegotiates loans to customers in financial difficulties (referred to as ‘forbearance activities’) to
maximise collection opportunities and minimise the risk of default. Under the Bank’s forbearance policy,
loan forbearance is granted on a selective basis if the debtor is currently in default on its debt or if there is
a high risk of default, there is evidence that the debtor made all reasonable efforts to pay under the original
contractual terms and the debtor is expected to be able to meet the revised terms.

The revised terms usually include extending the maturity, changing the timing of interest payments and
amending the terms of loan covenants. All loans are subject to the forbearance policy. The Bank’s Project
Rehabilitation and Recovery Directorate regularly reviews reports on forbearance activities.

For financial assets modified as part of the Bank’s forbearance policy, the estimate of PD reflects whether
the modification has improved or restored the Bank’s ability to collect interest and principal and the

Bank’s previous experience of similar forbearance action. As part of this process, the Bank evaluates the
borrower’s payment performance against the modified contractual terms and considers various behavioral
indicators.

Generally, forbearance is a qualitative indicator of a significant increase in credit risk and an expectation
of forbearance may constitute evidence that an exposure is credit-impaired. A customer needs to
demonstrate consistently good payment behaviour over a period of time before the exposure is no longer
considered to be credit-impaired/in default or the PD is considered to have decreased such that the loss
allowance reverts to being measured at an amount equal to Stage 1.

ix) Measurement of expected credit loss (ECL)

The key inputs into the measurement of ECL are the term structure of the following variables:
Probability of default (PD);

Loss given default (LGD)
Exposure at default (EAD).

ECL for exposures in Stage 1 is calculated by multiplying the 12-month PD by LGD and EAD. Lifetime ECL
is calculated by multiplying the lifetime PD by LGD and EAD.

The methodology of estimating PDs is discussed above under the heading ‘Generating the term structure
of PD’.

LGD is the magnitude of the likely loss if there is a default. The Bank estimates LGD parameters based
on the history of recovery rates of claims against defaulted counterparties. The LGD models consider the
structure, collateral, seniority of the claim, counterparty industry and recovery costs of any collateral that is
integral to the financial asset.

EAD represents the expected exposure in the event of a default. The Bank derives the EAD from the
current exposure to the counterparty and potential changes to the current amount allowed under the
contract and arising from amortisation. The EAD of a financial asset is its gross carrying amount at the time
of default. For lending commitments, the EADs are potential future amounts that may be drawn under the
contract, which are estimated based on historical observations and forward-looking forecasts. For financial
guarantees, the EAD represents the amount of the guaranteed exposure when the financial guarantee
becomes payable. For some financial assets, EAD is determined by modelling the range of possible
exposure outcomes at various points in time using scenario and statistical techniques.

As described above, and subject to using a maximum of a 12-month PD for Stage 1 financial assets, the
Bank measures ECL considering the risk of default over the maximum contractual period (including any
borrower’s extension options) over which it is exposed to credit risk, even if, for credit risk management
purposes, the Bank considers a longer period.

The maximum contractual period extends to the date at which the Bank has the right to require repayment
of an advance or terminate a loan commitment or guarantee.
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However, for overdrafts that include both a loan and an undrawn commitment component, the Bank
measures ECL over a period longer than the maximum contractual period if the Bank’s contractual ability
to demand repayment and cancel the undrawn commitment does not limit the Bank’s exposure to credit
losses to the contractual notice period. These facilities do not have a fixed term or repayment structure and
are managed on a collective basis. The Bank can cancel them with immediate effect but this contractual
right is not enforced in the normal day-to-day management, but only when the Bank becomes aware of

an increase in credit risk at the facility level. This longer period is estimated taking into account the credit
risk management actions that the Bank expects to take, and that serve to mitigate ECL. These include a
reduction in limits, cancellation of the facility and/or turning the outstanding balance into a loan with fixed

repayment terms.

Where modelling of a parameter is carried out on a collective basis, the financial instruments are grouped

on the basis of shared risk characteristics that include:

e instrument type;
e credit risk grading;
e collateral type;

e |oan-to-value (LTV) ratio for retail mortgages;

e date of initial recognition;

e remaining term to maturity;

e industry; and

e geographic location of the borrower.

The groupings are subject to regular review to ensure that exposures within a particular group remain

appropriately homogeneous.

x) Loss allowance

The following tables show reconciliations from the opening to the closing balance of the loss allowance by
class of financial instrument:

In Birr ‘000

Loans and advances to customers at amortised cost (on balance sheet exposures)

Total

Balance as at 1 July 2020 1,002,120 1,397,274 10,126,505 12,525,899
Transfer to stage 1 (12 months

ECL) 268,420 (177,717) (90,703) -
Transfer to stage 2 (Lifetime ECL

not credit impaired) (772,092) 1,027,821 (255,729) -
Transfer to stage 3 (Lifetime ECL

credit impaired) (561,366) (631,773) 1,193,139 -
Net remeasurement of loss allow-

ance 873,262 (305,625) (1,607,642) (1,040,005)
New financial assets originated or

purchased 59,192 11,550 80,379 151,121
Financial assets derecognised (38,570) (5,473) (1,846,977) (1,891,021)
Balance as at 30 June 2021 830,967 1,316,056 7,598,972 9,745,995
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In Birr ‘000

Loans and advances to customers at amortised cost (on balance sheet exposures)

Balance as at 1 July 2019 393.215 471,821 10,305,850 11,170,885
Transfer to stage 1 (12 months (33.136)

ECL) 376,989 (343,853) ’

Transfer to stage 2 (Lifetime (131,630)

ECL not credit impaired) (653,412) 785,042 ’

Transfer to stage 3 (Lifetime 1434 883

ECL credit impaired) (849,790) (585,093) T

Net remeasurement of loss

allowance 1,667,818 1,055,304 (963,477) 1,759,645
New financial assets originated or

purchased 102,329 19,680 51,983 173,991
Financial assets derecognised (35,029) (5.625) (537.968) (578,623)
Balance as at 30 June 2020 1,002,120 1,397,274 10,126,505 12,525,899

In Birr ‘000

2021

Financial guarantee contracts (off-balance sheet exposures)

Balance as at 1 July 2020

48

48

Transfer to stage 1 (12 months

ECL)
Transfer to stage 2 (Lifetime ECL
not credit impaired

Transfer to stage 3 (Lifetime ECL
credit impaired)

Net re-measurement of loss allow-

ance
New financial assets originated or
purchased

48

48

Financial assets derecognised

(48)

(48)

Balance as at 30 June 2021

48

48

In Birr ‘000

Financial guarantee contracts (off-balance sheet exposures)

Balance as at 1 July 2019

74

74

Transfer to stage 1 (12 months ECL)

ransfer to stage 2 (Llfet|me ECL
not credit impaired

ransfer to stage 3 (Lifetime ECL
credit impaired)

Net re-measurément of loss allow-

New financial assets originated or
purchased

48

48

Financial assets derecognised

(74)

(74)

Balance as at 30 June 2020

48

48
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Cash and Investment Other receiva-
In Birr ‘000 balances with | securities (debt |bles and finan-

banks instruments) cial assets
Other financial assets (debt instruments)
Balance as at 1 July 2020 661 1618 317.339 319,618
Net measurement of loss allow- (71,097)
ance (13) 604 (71,688) ’
Balance as at 30 June 2021 648 5 900 245 651 248,521

ther financial assets (debt instru-
ments)
ance 83 66 317,218 ’
Balance as at 30 June 2020 661 1618 317339 319,618

provides the ECL charges (impairment losses) included for the year

in the reconciliation between

amounts shown in the above tables reconciling opening and closing balances of loss allowance per class
of financial instrument or recorded in the consolidated and separate statement of profit or loss and other
comprehensive income.

et measurement of loss al-
lowance (1,040,005) (1,040,005)
New financial assets originated ’ ) ’
or purchased 151,121 48 48,521 399,690
Financial assets derecognised 4 gq4 (54 (48) (319,618) (2,210,687)
Amounts directly written off dur- | ’ S ) ’ ) ’
ing the year 1,516,022 1,516,022
Total (1,263,883) 0 (71,097) (1,334,980)
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Net measurement of loss al-

lowanc 1,667,818 1,055,304 (963,477) 1,759,645
New flnanC|aI assets originated

or purchased 173,991 48 319,618 493,658
Financial assets derecognised (578,623) (48) (319,618) (898,289)
Total 1,263,187 1,055,304 (963,477) 1,355,014

Loans with renegotiated terms

Loans with renegotiated terms are defined as loans that have been restructured due to a deterioration
in the borrower’s financial position, for which the bank has made concessions by agreeing to terms and
conditions that are more favorable for the borrower than the bank had provided initially and that it would
not otherwise consider. A loan continues to be presented as part of loans with renegotiated terms until
maturity, early repayment or write-off.

Loans that were past due but not impaired

Loans that were ‘past due but not impaired’ are those for which contractual interest or principal payments
were past due but the bank believed that impairment was not appropriate on the basis of the level of
security or collateral available and the stage of collection of amounts owed to the bank. The amounts
disclosed exclude assets measured at FVTPL.

4.3.9 Statement of prudential adjustments

(a) “Provisions under prudential guidelines are determined using the time/age based provisioning
prescribed by the National bank of Ethiopia (NBE) Directive. This is at variance with the expected credit
loss (adjusted with forward looking) model required by IFRS 9. As a result of the differences in the
methodology/provision, there will be variances in the impairment allowances required under the two
methodologies.

Hence, banks would be required to comply with the following:

Provision expense for loan losses recognized in the statement of profit or loss and other comprehensive
income should be determined based on the requirements of IFRS 9. However, the IFRS provisions should
be compared with the provisions determined under NBE Directives and the resultant expected impact/
changes should be treated in regulatory credit risk reserve, as follows:

provision, the excess provisions should be transferred from retained earnings (general reserve) account to
a non-distributable “regulatory credit risk reserve”. When prudential provisions is less than IFRS provision,
IFRS determined provision is charged to the statement of profit or loss and other comprehensive income.
The cumulative balance in the regulatory risk reserve is thereafter reversed to retained earnings account
to the extent of the excess prudential provisions which were previously recognized/held in the regulatory
credit risk reserve.However, the Bank did not hold any regulatory credit risk reserve as at 30 June 2021

in respect of differences between loan impairment losses as determined under IFRS and NBE as the
cumulative loan provision computed under IFRS was higher than that of the NBE’s requirement.

The impairment allowance determined under NBE Directive and IFRS 9 as at 30 June 2021 and 30 June
2020 is as follows:
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otal impairment allowance as
per IFRS 11,111,463 11,111,463 13,684,871 13,684,871
otal impairment allowance in 9.189.905
DR D s ovor 0701 eoomt  edseses
NBE) 4.140.642 4.140.642 4,494,965 4,494,965

(b) As per the requirement of IFRS, banks should recognize interest income on impaired loans after
deducting impairment loss from the gross carrying amount using the EIR. However, as per the requirement
of NBE, banks should derecognize interest income on impaired loans.
To comply with the directive of the NBE, the Group and Bank have reversed the suspended interest on
impaired loans from retained earnings account and transferred to regulatory credit risk reserve account as
the amount is non-distributable to the owner of the Group and Bank.

Suspended interest transferred

2,839,613

4.3.10

The Group and Bank monitor concentrations of credit risk by economic sector. An analysis of

Credit concentrations

concentrations of credit risk of gross loans and advances to customers and other financial assets at 30
June 2021 and 30 June 2020 is shown below. The Bank concentrates all its financial assets in Ethiopia.

customers 10,492,279 34,125,683 8,703,258 | 6,887,759 60,208,978

Investment securities:

- Financial assets meas-

uﬁﬁaar;(cllzgoagslets meas 45,867 45,867

ured at amortized cost 44,524,039 44,524,039

Other assets 1.925.850 1,925,850
10,492,279 34,125,683 21,789,450 | 53,337,648 119,745,060
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Sk o Mg GRS s T
Sunezet  BWON0  BRO0 B0 B0 Bwew

ash and bank bal-

ances 13,030,176 13,030,176

Loans and advances to

customers 10,492,279 34,125,683 8,703,258 6,887,759 60,208,978

Investment securities:

- Financial assets meas-

Uﬁﬂaar;(cllza\l{ggslets meas 45,867 45,867

ured at amortized cost 44,524,039 44,524,039

Other assets 1.925 477 1,925,477
10,492.279 | 34125683 21779300 53337275 19734537

ash and bank bal-

ances 13,288,121 13,288,121

Loans and advances to

customers 10,398,513 32,626,033 5,442,290 7,324,737 55,791,573

Investment securities:

- Financial assets meas-

uﬁﬂaagcllza\l{%(s:slets meas 37,930 87,930

ured at amortized cost 32,356,510 32,356,510

Other assets 5 855 430 2,855,432
10,398,513 32,626,033 18,768,341 42536679 104,329,567

asn and bank bal- 13,278,548 13,278,548
Eggﬁ‘;’, and advances to
customers 10,398,513 | 32,626,033 5,442,290 7,324,737 55,791,573
Investment securities:
- Financial assets
measured at FVOCI 37,930 37,930
- Financial assets
measured at amortized 32,356,510 32,356,510
cost
Other assets 5 855 062 2,855,062

10.398.513  32.626.033 18,758,769 42,536,309 104,319,624
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4.3.11 Commitments and guarantees
The maximum exposure to credit risk relating to a financial guarantee is the maximum amount the Group
and Bank could have to pay if the guarantee is called upon. The maximum exposure to credit risk relating

to a loan commitment is the full amount of the commitment. The table below shows the Group’s and Bank’s
maximum credit risk exposure for commitments and guarantees.

Letters of credit 902 669 2902 669 3751 192 3,751,192
Guarantees 8,590 8.590
Loan commitments 10,817,919 10,817,919 15,270,229 15.:270.229
Total maximum exposure 18,720,587 13,720,587 19.030.011 19,030,011

4.4 Liquidity risk

Liquidity risk is defined as the risk that the Group and the Bank do not have sufficient liquid financial
resources to meet obligations associated with financial liabilities that are settled by delivering cash or
another financial asset. In other words, liquidity risk is the risk that the Group and Bank cannot meet

their maturing obligations when they become due, at reasonable cost and in a timely manner. Liquidity

risk arises because of the possibility that the Group and Bank might be unable to meet their payment
obligations when they fall due as a result of mismatches in the timing and amounts of the cash flows under
both normal and stress circumstances, which is inherent to the Group’s and Bank’s operations and lending
activities. Such scenarios could occur when funding needed for illiquid asset positions is not available to
the Group and Bank on acceptable terms.

Liquidity risk management in the Group and Bank is solely determined by the Treasury and Fund
Management Directorate as well as by the Asset and Liability Management Committee (ALCO), which
bear the overall responsibility for liquidity risk. The main objective of the Group’s and Bank’s liquidity risk
framework is to maintain sufficient liquidity in order to ensure that they meet their maturing obligations.
4.4.1 Management of liquidity risk

Cash flow forecasting is performed by the Treasury and Fund Management Directorate. The Treasury and
Fund Management Directorate monitors rolling forecasts of liquidity requirements to ensure it has sufficient
cash to meet operational needs. To this end, the Treasury and Fund Management Directorate of the

Bank is working collaboratively with other work units within the Bank to ensure the liquidity risk strategy is
executed in a holistic manner. This incorporates an assessment of expected cash flows and the availability
of diversified funding sources.

The Bank has incurred indebtedness in the form of borrowings, debt securities and deposits. The Bank
evaluates its ability to meet its obligations on an ongoing basis. Based on these evaluations, the Bank
devises strategies to manage its liquidity risk.

Prudent liquidity risk management implies that sufficient cash is maintained and that sufficient funding
is available to meet its liabilities when due, under both normal and stressed conditions, without incurring
unacceptable losses or risk damage to the Bank’s reputation.
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The Bank has incurred indebtedness in the form of borrowings. The Bank evaluates its ability to meet its
obligations on an ongoing basis. Based on these evaluations, the Bank devises strategies to manage its

liquidity risk.

Prudent liquidity risk management implies that sufficient cash is maintained and that sufficient funding
is available to meet its liabilities when due, under both normal and stressed conditions, without incurring
unacceptable losses or risk damage to the Bank’s reputation.

4.4.2 Maturity analysis of financial liabilities

The table below analyses the Group’s and Bank’s financial liabilities into relevant maturity groupings based
on the remaining period at the statement of financial position date to the contractual maturity date. The
cash flows presented are the undiscounted amounts to be settled in future.

The table below analyses the Group’s and Bank’s financial liabilities into relevant maturity groupings based
on the remaining period at the statement of financial position date to the contractual maturity date. The
cash flows presented are the undiscounted amounts to be settled in future.

0-30

31-90

91-180
days

181 - 365
days

Over 1
year

30 June 2021

Deposits from customers

Birr000

Birr000

Birr000

223,943 149,205 149,295 149,295 74,648
Debt securities issued 256,950 513,901 770,851 1,027,802 8,456,971
Borrowings 514,548 760,258 = 3,862,159 11,199,176 56,763,458
Other liabilities - lease liabilities 858 1716 2574 5.147 27,749
Other liabilities -Other 477,996 716,994 955992 1,194,990 1,433,988
Total financial liabilities 1,474,295 2,142,164 5,740,871 13,576,410 66,756,814
Letters of credit 145,133 435400 870,801 1,161,067 290,267
Loan commitments 1,081,792 2,163,584 3,245,376 2,163,584 2,163,584
Other commitments 5737 11.474 17.211 22,948

fotal commitments 1,232,662 2,610,458 = 4,133,387 3,347,600 2,453,851

Deposits from customers

223,043 149,295 149,205 149,295 74,648
Debt securities issued 256,950 513,901 770,851 1,027,802 8,456,971
Borrowings 514,548 760,258 3,862,159 11,199,176 56,763,458
Other liabilities - lease liabilities 858 1716 2574 5147 27,749
Other liabilities -Other 477,992 716,988 955984 1,194,980  1433,976
Total financial liabilities 1,474,291 2,142,158 5,740,863 13,576,400 66,756,801
Letters of credit 145,133 435400 870,801 1,161,067 290,267
Loan commitments 1,081,792 2,163,584 3245376 2,163,584 2,163,584
Other commitments 5737 11.474 17.211 22,948

fotal commitments 1,232,662 2,610,458 4,133,387 3,347,600 2453851
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Deposits from customers 218,899 145,933 145,933 145,933 72,966
Debt securities issued 214,883 429,766 644,650 859,533 7,286,641
Borrowings 14,589 609,004 1,482,313 7,255,219 61,601,874
Other liabilities - lease liabilities 1,520 1,520 1,724 1,520 8,916
Other liabilities -Other 669,157 1,003,736 1,338,315 1,672,894 2,007,472

Letters of credit 187,560 562,679 1,125,358 1,500,477 375,119
Guarantees issued 859 1,718 2,577 3,436

Loan commitments 1,527,023 3,054,046 4,581,069 3,054,046 3,054,046
Other commitments 12,365 24,730 37,096 49,461

Total commitments 1,727,807 3,643,173 5,746,000 4,607,419 3,429,165

Deposits from customers 218,899 145,933 145,933 145,933 72,966
Debt securities issued 214,883 429,766 644,650 859,533 7,286,641
Borrowings 14,589 609,004 1,482,313 7,255,219 61,601,874
%Sﬁ:igzb'““es - lease 1,520 1,520 1,724 1,520 8,916
Other liabilities -Other 669,154 1,003,731 1,338,308 1,672,885 2,007,462

Letters of credit 187,560 562,679 1,125,358 1,500,477 375,119
Guarantees issued 859 1,718 2,577 3,436

Loan commitments 1527023 3,054,046 4,581,069 3,054,046 3,054,046
Other commitments 12,365 24,730 | 37,096 49,461

Total commitments 1,727,807 3,643,173 | 5,746,099 4,607,419 3,429,165

4.5 Market Risk

Market risk is defined as the risk of loss risk that the fair value or future cash flows of a financial instrument
will fluctuate because of changes in market risk factors such as interest rates, foreign exchange rates,
equity prices, credit spreads and their volatilities that will affect the Group’s and Bank’s income or the
value of its holdings of financial instruments. Market risk can arise in conjunction with trading and non-

trading activities of a financial institutions.

The Group and Bank do not ordinarily engage in trading activities as there are no active markets in

Ethiopia.
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4.5.1 Management of market risk

The main objective of market risk management is to manage and control market risk exposures within
acceptable parameters to ensure the Group’s and Bank’s solvency while optimising the return on risk.
Market risk is monitored regularly by the Compliance and Risk Management Directorate to identify any
adverse movement in the underlying variables.

(i) Interest rate risk

Interest rate risk is the risk that the value of a financial instrument will be affected by changes in market
interest rates. Borrowing and lending obtained and granted at variable rates give rise to interest rate risk.

The Group’s and Bank’s exposure to the risk of changes in market interest rates relates primarily to the
Group’s and Bank’s obligations and financial assets with floating interest rates. The Bank is also exposed
on fixed rate financial assets and financial liabilities. The Group’s and Bank’s investment portfolio is
comprised of loans and advances, treasury bills, Ethiopian government bonds and cash and bank deposits.
The Group and Bank often revise their lending rate across segments of the credit portfolio based on the
cost of funds and the perceived risk in each credit portfolio segment to keep the overall profitability and

sustainability, in consideration of the Bank’s unique development objective.

The table below sets out information on the exposures to fixed and variable interest instruments as well as
non-interest instruments.

Assets

Cash and balances with banks 9.402.800 3.637 525 13,040,325
Loans and advances to customers 60.208.978 60,208,978
Investment securities 30,331,897 14.938.009 44,569,906
Other assets 1 925.850 1,925,850
Total 99,943,675 19.801.384 119,745,060
Liabilities

Deposits from customers 138.113 608.363 746,476
Debt securities issued 11.026.475 11.026.475
Borrowings 72,428,875 670,724 73,099,599
Other liabilities 4.735.414 4,735,414
fotal 83,593,463 670,724 5343776 89,607,964
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Assets

Cash and balances with banks 2103.316 10,926,860 13,030,176
Loans and advances to cus-

tomers 60,208,978 60,208,978
Investment securities 30.331.897 14,238,009 44,569,906
Other assets 1.995.477 1,925,477
Total 92 644.191 27,090,345 119,734,537
Liabilities

Deposits from customers 138.113 608.363 746,476
Debt securities issued 11.026.475 11,026,475
Borrowings 75 498 875 670,724 73,099,599
Other liabilities 4,735,386 4,735,386
Total 83,593,463 670,724 5,343,748 89,607,936

Assets

Cash and balances with banks 2,440,818 10,847,303 13,288,121
Loans and advances to cus-

tomers 55,791,573 55,791,573
Investment securities 29,779,364 5 577 147 32,356,510
Other assets 2,855,432 2,855,432
Total 88,011,755 16,279,882 104,291,636
Liabilities

Deposits from customers 125,226 604,438 729,664
Debt securities issued 9,435,473 9,435,473
Borrowings 70.065.086 897,914 70,963,000
Other liabilities 6.656.961 6,656,961
Total 79,625,786 897,914 7,261,399 87,785,099
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Assets

Cash and balances with banks 2 440.818 10.837.731 13,278,548
Loans and advances to custom-

ers 55,791,573 55,791,573
Investment securities 29,779,364 5 577 147 32,356,510
Other assets 5 855 062 2,855,062
Total 88,011,755 16,269,939 104,281,694
Liabilities

Deposits from customers 195 296 604.438 729,664
Debt securities issued 9 435473 9 435473
Borrowings 70.065.086 897,914 70,963,000
Other liabilities 6.656.939 6,656,939
Total 79,625,786 897,914 7,261,378 87,785,077

The sensitivity of the income statement is the effect of the assumed changes in interest rates on the profit
or loss for a year, based on the floating rate non—trading financial assets and financial liabilities held at 30
June 2021 and 30 June 2020.

USD 10% (1)

(67,072) (67,072) (89,791)
67,072 67,072 89,791

(89,791)
89,791

usD 10% (V)

(ii) Foreign exchange risk

Foreign exchange risk is the risk that the fair value or future cash flows of a financial instrument will
fluctuate due to the changes in foreign exchange rates.

The Group and Bank are exposed to exchange rate risks to the extent of balances and transactions
denominated in a currency other than the Ethiopian Birr. The Group’s and Bank’s foreign currency deposit
accounts act as a natural hedge for these transactions. Management has set up a policy to manage the
Bank’s foreign exchange risk against its functional currency.

The table below summarises the impact of increases/decreases of 10% on equity and profit or loss arising
from the Group’s and Bank’s foreign denominated borrowings and cash and bank balances.

The net foreign currency denominated assets and liabilities exposed to risk as at year end was Birr 2.46
billion (30 June 2020: Birr 2.56 billion).
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Cash and bank balances 3,463,666 3,463,666 3,742,688 3,742,688
Deposits from customers 335 716 332 716 289 494 289,494
Borrowings 670,724 670,724 897,914 897,914

1,003,441 1,003,441 1,187,408 1,187,408
Net foreign currency exposure 2 460995 2 460.225 2 555.280 2,555,280

Sensitivity analysis for foreign exchange risk

The sensitivity analysis for currency rate risk shows how changes in the fair value or future cash flows of a
financial instrument will fluctuate because of changes in market rates at the reporting date. The sensitivity
of the Bank’s earnings to fluctuations in exchange rates is reflected by varying the exchange rates at 10%
as shown below:

USD 10% (T) 248,370 248,370 253,838 253,838
usD 10% (V) | oagaz0)  (248,370) (253,838) (253,838)
EUR 10% () (2,487) (2,487) 1,362 1,362
EUR 10% (V) 2,487 2487 (1,362) (1,362)
GBP 10% (1) 140 140 81 81
GBP 10% (V) (140) (140) (81) (81)

4.6 Capital management

The Group’s and Bank’s objectives when managing capital are to comply with the capital requirements set
by the National Bank of Ethiopia, safeguard its ability to continue as a going concern, and to maintain a
strong capital base so as to maintain Government/public, creditor and market confidence and to sustain
future development of the business.

4.6.1 Capital adequacy ratio

According to the Licensing & Supervision of Banking Business Directive No SBB/50/2011 of the National
Bank of Ethiopia, the Bank has to maintain capital to risk weighted assets ratio of 8% at all times. The risk
weighted assets ratio is calculated as per the provisions of Directive No SBB/9/95 issued on August 18,
1995.

Capital includes paid-up capital, retained earnings (general reserve), legal reserve and other reserves
(unencumbered reserves) to be approved by the National Bank of Ethiopia.
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The capital adequacy ratio is the quotient of the capital base of the Bank and the Bank’s risk weighted
asset base.

Capital
Capital 28,520,000 7,500,000
Retained earnings (1,360,174) (3,477,325)
Legal reserve 1595913 643,963
28,755,739 7,532,626
Risk weighted assets
Risk weighted balance for on-balance sheet items 59.174.169 46,603,084
Credit equivalents for off-balance sheet items 1.691.011 2,343,382
60,865,180 48,946,466
Risk-weighted capital adequacy ratio (CAR) 47% 15%
Minimum required capital 8% 8%
Excess/(shortfall) 39% 7%

4.7 Fair value of financial assets and liabilities

IFRS 13 requires an entity to classify measured or disclosed fair values according to a hierarchy that
reflects the significance of observable inputs.

All assets and liabilities for which fair value is measured or disclosed in the financial statements are
categorised within the fair value hierarchy, which comprises three levels as described below, based on the
lowest level input that is significant to the fair value measurement as a whole.”

4.7.1 Valuation models

IFRS 13 specifies a hierarchy of valuation techniques based on whether the inputs to those valuation
techniques are observable or unobservable. Observable input reflect market data obtained from
independent sources, while unobservable inputs reflect the Bank’s market assumptions.

All assets and liabilities for which fair value is measured or disclosed in the financial statements are
categorised within the fair value hierarchy, described as follows, based on the lowest level input that is
significant to the fair value measurement as a whole.

Level 1: Inputs that are quoted market prices (unadjusted) in active markets for identical assets or
liabilities.

Level 2: Inputs other than quoted prices included within Level 1 that are observable for the asset or
liability, either directly (i.e. as prices) or indirectly (i.e. derived from prices). This category includes
instruments valued using: quoted market prices in active markets for similar instruments, quoted prices for
identical or similar instruments in markets that are considered less than active, or other valuation technique
in which all significant inputs are directly or indirectly observable from market data.

In conclusion, this category is for valuation techniques for which the lowest level input that is significant to
the fair value measurement is directly or indirectly observable.

Level 3: Inputs for the asset or liability that are not based on observable market data (unobservable
inputs). This category includes all assets and liabilities for which the valuation technique includes
inputs not based on observable data and the unobservable inputs have a significant effect on the asset
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or liability’s valuation. This category includes instruments that are valued based on quoted prices for
similar instruments for which significant unobservable adjustments or assumptions are required to reflect
differences between the instruments.

4.7.2 Financial instruments not measured at fair value - Fair value hierarchy

The following table summarises the carrying amounts of financial assets and liabilities at the reporting date
by the level in the fair value hierarchy into which the fair value measurement is categorized. The amounts
are based on the values recognised in the statement of financial position.

Financial assets

Cash and balances with

banks (nef) 13,039,677 13,039,677 13,039,677
Loans and’advances to

customers (net) 50,462,984 50,462,984 50,462,984
Investment securities:

- Financial assets meas-

ured at FVOCI 45,867 45,867 45,867
- Financial assets meas-

ured at amortized cost 44,521,817 44,521,817 44,521,817
Other assets 1.680.199 1.680.199 1,680,199
Total 109,750,544 45867 109.704.677 109,750,544
Financial liabilities

Deposits from customers 746 476 746.476 746.476
Debt securities issued 11.026.475 11.026.475 11,026,475
Borrowings 73.099 599 73.099.599 73,099,599
Other liabilities 4.735 414 4735414 4,735,414
Total 89,607,964 89 607 964 89,607,964
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Financial assets

Cash and balances with

ESQE% f’:\nnedt)advances to 13,029,527 13,029,527 DO
customers (net) 50,462,984 50,462,984 50,462,984
Investment securities:

- Financial assets meas-

ured at FVOCI 45,867 45,867 45,867
- Financial assets meas- 44521817
ured at amortized cost 44,521,817 44,521,817 T
Other assets 1679826 1 679.826 1,679,826
Total 109,740,021 45867 109694 154 109,740,021
Financial liabilities

Deposits from customers 746.476 746.476 746,476
Debt securities issued 11.026.475 11.026.475 11,026,475
Borrowings 23.099.599 73.099 599 73,099,599
Other liabilities 4.735.386 4.735.386 4,735,386
Total 89,607,936 89 607.936 89,607,936

Financial assets

Cash and balances with

banks (nef) 13,287,460 13,287,460 @ 13,287,460
Loans and’advances to

customers (net) 43,265,674 43,265,674 43,265,674
Investment securities:

- Financial assets meas-

ured at FVOCI 37,930 37,930 37,930
- Financial assets meas-

ured at amortized cost 32,354,893 32,354,893 @ 32,354,893
Other assets 2,538,092 2,538,092 2,538,092
Total 91,484,049 37,930 91,446,119 | 91,484,049

Financial liabilities

i)resposns from custom 700 664 700 66 729 664
Debt securities issued 9,435,473 9435 473 9,435,473
Borrowings 70,963,000 20.963.000 70,963,000
Other liabilities 6,656,961 6,656,961 6,656,961
Total 87,785,099 87 785.099 87,785,099
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Financial assets

Cash and balances with

anns gng advances to

13,277,888 |

13,277,888 |

13,277,888

customers (net) 43,265,674 43,265,674 43,265,674
Investment securities:

- Financial assets meas-

ured at FVOCI 37,930 37,930 37,930
- Financial assets meas-

ured at amortized cost 32,354,893 32,354,893 32,354,893
Other assets 2,537,722 2,537,722 2,537,722
Total 91,474,107 37,930 91,436,176 91,474,107
Financial liabilities

Deposits from customers 729,664 729,664 729,664
Debt securities issued 9,435,473 9,435,473 9,435,473
Borrowings 70,963,000 70,963,000 70,963,000
Other liabilities 6,656,939 6,656,939 6,656,939
Total 87,785,077 87,785,077 87,785,077

4.7.3 Fair value methods and assumptions

(a) Loans and advances to customers

Loans and advances to customers are carried at amortised cost net of provision for impairment. The
estimated fair value represents the discounted amount of estimated future cash flows expected to be
received. Expected cash flows are discounted at effective interest rates to determine fair value.

(b) Borrowings

Borrowings are carried at amortised cost. The fair value of the borrowings at each reporting year end was
calculated by fair valuing the outstanding balances at each preceding year end to the current year.
4.7.4 Valuation technique using significant unobservable inputs — Level 3

The Group and the Bank has no financial asset measured using significant unobservable inputs.

4.7.5 Transfers between the fair value hierarchy categories

During this reporting period including the previous year annual financial statements, there were no
movements between levels as a result of significant inputs to the fair valuation process becoming

observable or unobservable.

4.8 Offsetting financial assets and financial liabilities

There are no offsetting arrangements. Financial assets and liabilities are settled and disclosed on a gross

basis.
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5 Interest income

Interest income calculated using the effective interest method
Interest on agriculture loans 775,376 775,376 | 541,984 541,984
Interest on manufacturing loans 3,893,181 3,893,181 3,714,174 3,714,174
Interest on mining and energy loans 136,449 136,449 141,490 141,490
Interest on service loans 58,587 58,587 | 233,092 233,092
Interest on lease services loans 67,358 67,358 36,074 36,074
Interest on micro-financing loans 517,085 517,085 180,331 180,331
Interest on staff loans 35,098 35,098 38,019 38,019
Interest on investment securities 1,604,451 1,604,451 1,544,033 1,544,033
Interest on deposit placement 471,757 470,650 411,678 410,780
Total interest income 7,559,342 | 7,558,236 6,840,875 6,839,977

Included within various line items under interest income for the year ended 30 June 2021 is a total of ETB
421,959,164 (30 June 2020: 501,576,607) relating to credit impaired loans and advances.

6 Interest expense

Interest expense calculated using the effective interest method

Interest on deposits 7 365 7 365 6,303 6.303
Interest on Ethiopian Govern- 566.458
mteer}te \sc"ta(\)/kngl zli%toonndasl Bank of 587,365 587,365 ’ 566,458
|
Ethiopia borrowing 2,064,144 2,064,144 1,893,091 1,893,091
Interest on Mlnlstl’y of Finance 148.374
borrowing 192,668 192,668 ’ 148,374
Interest on China Development 43375
Bank borrowing 20,810 20,810 ’ 43,375
2 872,352 2,872,352 2,657,601 2,657,601
7 Net Fee and commission income
7a Fee and commission income
Commission income on CPO 16.529
and FT. 28,657 28,657 ’ 16,529
Commission income on insur- 5791
ance 3,502 3,502 ’ 2,721
Commission on letters of credit 297 000 297 000 553 802 253,802
259,159 259,159 273,052 273,052
Ze?fand cc:jmmlssmn expense (2,681) (2,681) (2,489) (2.489)
Cfm:e and commission in- 256,478 256,478 270,563 270,563
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7b Disaggregated revenue information

‘!et ‘ee Income earne! ‘rom ser-

vices that are
provided over time

Net fee Income from providing
financial services

at a point in time:
Fee and commission income on

trade services (net) 224,319 224,319

Fee on fund transfer and transac-

tion services (net) 32,159 32,159
224,319 32,159 . 256,478

otal net revenue from contracts
with customers 224,319 32,159 -

|!et |ee Income earne! |

that are

provided over time
Net fee income from providing financial

services

at a point in time:
Fee and commission income on trade

256,478

rom services

services (net) 251,313 251,313

Fee on fund transfer and transaction

services (net) 19,250 19,250
251,313 19,250 270,563

otal net revenue from contracts with
customers 251,313 19,250 270,563

Net fee income earned from services that are provided over time

Net fee income from providing financial services at a point in time:

Fee and commission income on trade ser-

vices (net) 224,319 224,319

Fee on fund transfer and transaction ser-

vices (net) 32,159 32,159
224,319 32,159 - 256,478

otal net revenue from contracts with cus-

224,319
tomers

32,159 - 256,478
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!et |ee Income earne! |rom services t!at

are
provided over time

services
at a point in time:

Net fee income from providing financial

Fee and commission income on trade ser-

vices (net) 251,313 251,313
Fee on fund transfer and transaction ser-
vices (net) 19,250 19,250
251,313 19,250 270,563
otal net revenue from contracts with cus- 251 313
tomers ’ 19,250 270,563

The total revenue from contracts with customers is generated entirely from domestic operation as the
Group and Bank have no any operation outside Ethiopia

8 Other operating income

Rental income

8,377 8,377 13,784 13,784
Gain on disposal of prop-
erty, plant and equipment
(net) 119 119
Gain on disposal of asset
awaiting for resale 3,358 3,358
Penalty charge income 297 297 2769 2769
Gain on foreign exchange 429,766 429,766 383,071 383,071
Other income 23,666 23,666 20,952 20,952
462,606 462,606 424,052 424,052
9 Loan impairment charge
Loans and advances -
charge/(reversal) for the (1,263,883) (1,263,883) 1355 014 1355 014
year (note 15b) T U T
(1,263,883) (1,263,883) 1,355,014 1,355,014
10 Impairment losses on other assets
Other assets - charge for
e year (note 14,16, 18 206,589 206,589 507,056 507,056
206,589 206,589 507 056 507056
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The detail breakdown of annual impairment charge on other assets for the year ended 30 June 2021 and
30 June 2020 is as follows:

Cash and Bank Balance Note 14 (13) 283
Investment security (Treasury
Notes/Bills & Gov’t Bonds) Note 16 604 66
Other financial assets measured
at amortized cost & non-financial Note 18 205,997 506,733
B3R of credit and F |

etters of credit and Financia Note 26 0 (26)
Guarantee

206,589 507,056

11 Personnel expenses
Salaries and wages 613.281 612.815 333.874 333,407
Iiar:‘;zl;ozv:sr:ze—sdeflned contri- 275,196 275,196 197,545 197,545
Blé'(rg%?oﬁlacgsts — defined benefit 84,077 54,077 28,284 28,284
plans 10,830 10,830 76,164 76,164
Other staff expenses 126.738 126.738 50,290 50,290

1,080,122 1,079,656 686,157 685,690

12 Other operating expenses
Perdiem and travel 18.369 18.369 26.743 26,743
Fuel and lubricants 8.458 8.458 5,380 5,380
Audit fees 1.062 1.030 954 933
Repairs and maintenance 18.269 18.269 12.230 12,228
Utility and communications 10.191 10.173 11.897 11.882
Printing and stationery 7 751 7 748 5.095 5,092
Subscription & publication 1.020 1.020 2902 2,902
Donations and sponsorship 153.595 153.595 10,523 10,523
Entertainment 3.703 3.703 1.755 1,755
Event organization 2026 2026 962 962
Advertisement & publicity 6.062 6.062 1393 1393
Insurance 6.692 6.692 5.858 5,858
License and professional fees 08 375 28 375 57 392 27.392
Commission for agents 6.331 6.331 2186 2,186
Board of management fees 851 851 1883 1883
Wages 3,035 3,035 3,986 3,986

Development Bank of Ethiopia 106



Security 43,555 43,554 39,274 39,274

Administration expense on as-

set awaiting for resale 153,047 153,047 139,256 139,256

Loss on disposal of asset

awaiting for resale 421 421 25,352 25,352

Interest expense on late pay-

ment of tax 76,272 76,272

Miscellaneous 19,800 19,795 33,827 33,825
568,886 568,827 359,545 359,500

13 Current income tax and deferred tax
13a Income tax expense/(income)
Tax expense

Current income tax

820,937 820,937 6,345 6,343

Deferred income tax/(credit) to
profit or loss (12,876) (12,876) (34,018) (34,018)

Total charge to profit or loss

Income tax charged/(credited) to

other comprehensive income
ax (credit) on other comprehen-

sive income 19,024 19,024 (13,101) (13,101)
otal income tax charged/(cred-

ited) to other comprehensive
income

808,061 808,061 (27,673) (27,675)

19,024 (13,101) (13,101)

13b Reconciliation of effective tax to statutory tax

The tax on the Group’s and Bank’s profit before income tax differs from the theoretical amount that would
arise using the statutory income tax rate as follows:

Less: Tax effect of income taxed at source, tax exempt or tax presented separately
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Profit/ (Loss) before tax 4,671,469 4,671,469 1,842,453 1,842,068
ax calculated at statutory tax
rate of 30% 1,401,441 1,401,441 552,736 552,621
Add: Tax effect of disallowed expenses and reversal
Entertainment 1,111 1,111 527 527
Donation and sponsorship 46,079 46,079 3,157 3,157
Event organization 608 608 289 289
Penalty 3 3 84 84
Interest expense on late pay-
ment of tax 22,882 22,882
Amortization of right-of-use
sset 8,692 8,692 7,042 7,042
Interest expense on lease li-
ability 629 629 479 479
Accrued annual leave expense 13.589 13.589 1555 1555
Accrued bonus expense 24,118 24,118 11,954 11,954
Funeral assistance expense 47 47 58 58
lunch and parking 81 81 295 295
Depreciation for rented build-
ings 789 789 340 340
InSurance expense on rented
buildings 10 10 21 21
Legal provision 169 169 2,142 2,142
Depreciation & amortization for
ccounting purpose 33,371 33,371 30,779 30,778
ithholding tax on technical
Isjervices for | & ofh 778 778
rovision for loans & other as- 558,621 558,621
sets as per IFRS
Reversal of provision for loans
& advance as per NBE (80%) 330,022 330,022
Administration expense on as-
set awaiting for resale 45,914 45,914 41,777 41,777
ax deductible expenses per
;cs/)]( asseesment [by tax author- 37.367 37.367
Employee benefit expense
(actuarial valuation) 3,249 3,249 22,849 22,849
532,141 532,141 719,335 719,335
Less: Tax effect of allowed expenses and reversal
Depreciation for tax purposes 24 320 24 320 18573 18,572
Provision for loans and advanc-
es for tax purpose (80%) 601,124 601,124
Reversal of provision for loans
and other asset as per IFRS 317,188 317,188
Interest on non-performing
I”o:?qn; (impaired loans) as per 126,588 126,588
Bonues payment 12,582 12,582
Payment of leasehold land 77 77 88 88
Office rent expense 8,341 8,341 7,134 7,134
489,097 489,097 626,919 626,918
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Interest income on treasury
bills & notes 481,335 481,335 463,210 463,210
Interest on foreign deposits 142 142 7708 7708
Interest on local deposits 141,053 141,053 115,526 115,526
Rent income 2,513 2,513 4,135 4,135
Dividend income 150 150
625,193 625,193 590,615 590,615
Less: Tax effect of unused tax
loss carried forward 113
. . o
Business income tax at 30% 819,202 819,292 54,425 54,423
Rental income tax at 30% 1598 1598 4957 4957
ax on interest from foreign
deposits at 10% 47 47 2,569 2,569
Current income tax expense 820,937 820.937 61.951 61.949
Deferred income tax expense/
(income) (12,876) (12,876) (34,018) (34,018)
otal income tax expense/
(income) 808,061 808,061 27,933 27,931

13c  Current income tax recoverable/ (liability)
Balance at the beginning
of the year (restated”) (572,807) (572,805) (516,824) (516,824)
Charge for the year:
Income tax expense (820,937) (820,937) (61,951) (61,049)
Payment during the year
(including withholding tax) 406,601 406,601 5,968 5,968
Balance at the end of the’ (572,807)
year (987,144) (987,141) ’ (572,805)

13d Deferred income tax

Deferred income tax assets are recognised only to the extent that it is probable that future taxable profit
will be available against which the temporary differences can be utilised. Deferred income tax assets and
liabilities are offset when there is a legally enforceable right to offset current tax assets against current tax
liabilities and when the deferred income taxes related to the same fiscal authority.

The analysis of deferred tax assets/(liabilities) is as follows:

o be recovered after more

than 12 months (187,233) (187,233) (219,133) (219,133)
(187,233) (187,233) (219,133) (219,133)
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Continued ...

Deferred income tax assets and liabilities, deferred income tax charge/(credit) in profit or loss (“’P/L), in
equity and other comprehensive income are attributable to the following items:

roperty, plant and equip-
ment (238,983) 9,627 (229,356)
Equity investments at
\'Zl?eCI - net change in fair (7.779) (2,231) (10,010)
Post-employment benefit
obligation 27,629 3,249 21,254 52,133
otal deferred tax assets/
liabilities 219.133 12 876 19,024 187,233

!roperty, p|ant an! equip-

ment (250,152) 11,169 (238,983)

Equity investments at

\Ij;/l(u)eCI - net change in fair (4,841) 635 (3,573) (7,779)

Adjustment on initial ap-

plcl)c1:?3t)|on of IFRS 9 (1 July 635 (635) i

Post-employment benefit

gbligation 14,309 22,849 (9,529) 27,629
otal deferred tax assets/

(liabilities) (240,050) 34,018 (13,101) (219,133)

13e Rental income tax for the fiscal year ended 30 June 2021 and 30 June 2020 is presented as follows

Rental income

7,950 217 210 8,377

Expenses:
Depreciation 2 207 143 260 2,631
Insurance 26 2 3 32
Total rental expenses 2054 146 263 2,663

Net profit/(loss) from rental
operation 5,696 71 (53) 5,714

Rental income tax (30%)

1,709 21 (16) 1,714

Withholding tax receivable (115) (1) (116)

Net rental income tax

1,594 21 (17) 1,598
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Rent income by Region/City Administration

Income:
Rental income 17,301 217 210 13,784
Expenses:
Depreciation 1,057 o7 49 1,133
Insurance 67 5 3 79
Total rental expenses 1124 o8 50 1,204
Net profit/(loss) from rental
operation 16,178 189 157 16,524
Rental income tax (30%) 4.853 57 47 4.957
Withholding tax receivable (287) 4) (291)
Net rental income tax 4567 57 43 4.666

13f Tax losses carried forward

The Group and the Bank has tax loss during the year ended 30 June 2021 and 30 June 2020 for which no
deferred tax asset was recognized as follows:

eriod (24,721)

ax loss for the
p 24,721

24,721

The Group and the Bank could not utilize loss carried forward of Birr 24,721,140 in the determination of
current tax liability due to additional tax assesement made by the Ministry of Revenues, and as a result,

the Bank has paid additional tax.

* See note 41 for details concerning restatement
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14 Cash and bank balances

g:lsa}:lgg ::Ir(]jdwnh National 26,849 25,699 25,850 5 02:322

Bank of Ethiopia 117,539 117,539 2,003,789 S

Deposits with local banks 10,792,621 10.783.621 8.817 664 8,808,670

Deposits with foreign banks 5103.316 5103.316 5 440818 2,440,818
13040325 | 43030176 13,288,121 13,278,548

Less impairment allowance (648) (648) (661) (661)
13039677 | 43000527 13,287,460 13,277,888

Maturity analysis

Current 13,010,940 13.000.791 12.786.538 12,776,965

Non-Current 08 737 08 737 500 922 500,922
13039677 | 43000527 13,287,460 13,277,888

14a Cash and cash equivalents

Cash and cash equivalents in the statement of cash flows are the same as on the statement of financial
position as the Group and Bank had no bank overdrafts, restricted current accounts with the National Bank
of Ethiopia and amounts due from banks on demand or with an original maturity of less than three months
or less at the end of each reporting period.

Cash in hand 26,849 25,699 25,850 25,272
Balance held with National 5003789
Bank of Ethiopia 117,539 117,539 2,003,789 R
Deposits with local banks 10,792,621 10,783,621 8.817.664 8,808,670
Deposits with foreign banks 2,103,316 2,103,316 2,440,818 2,440,818

13,040,325 13,030,176 13.288.121 13,278,548
Less impairment allowance (648) (648) (661) (661)

13,039,677 13,029,527 13,287,460 13,277,888
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15 Loans and advances to customers

Agriculture 10,492,279 10.492 279 10.398.513 10,398,513

Manufacturing 34,125,683 34 125 683 32 626.033 32,626,033

Mining and energy 202,358 202,358 1,068,348 1,068,348

Service 401,710 401,710 447,893 447,893

Lease services (note 15a) 5067179 5067 179 3.879 065 3,879,065

Micro-financing 8,703,258 8,703,258 5,442,290 542,290

Working capital 766.957 766.957 1 575747 1,575,747

Consumer (staff) 449 555 449 555 353683 353,683

Gross amount 60,208,978 60,208,978 55791 573 55,791,573

Less: impairment allowance for (note 15b):

- Stage 1 - 12 month ex- (1,002,120)

pected credit loss (830,967) (830,967) (1,002,120) .

- Stage 2 - Litetime ex- (1,397,274)

peg[tea% grgditl_ I?estsme 5 (1,316,056) (1,316,056) (1,397,274) Y

- - Litet X~

pected credit loss (7,598,972) (7,598,972) (10,126,505) (10,126,505
50,462,984 50,462,984 43 265,674 43,265,674

Maturity analysis

Current 13,909,066 13.909.066 11.030.091 11,030,091

Non-Current 36,553,018 36,553,918 32,235,583 32,235,583
50,462,984 50,462,984 43 265,674 43,265,674

15a Lease services

The Bank, as policy-based financier, purchases capital goods to be leased out to small and medium

enterprises (SMEs) in the form of hire-purchases leases (finance leases).
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A reconciliation of the gross investment in the lease at the end of the reporting period, and the present
value of minimum lease payments receivable at the end of the reporting period, is as follows:

!!ross Investment in t!e !mance

|lease receivable 8,007,162 8,007,162 | 6,064,939 6,064,939

Undisbursed commitment bal- (338,119)

ances ’ (338,119) (534,139) (534,139)

Unearned finance income (2,770,923) (2,770,923)  (1,782,276) (1,782,276)

Earned finance income 169,060 169.060 130.541 130.541

Gross amount 5,067,179 5067179  3.879.065 3,879,065

Impairment allowance for

uncollectible minimum lease (719,709) (719,709) (667,475) (667,475)

T

lease payments 4,347,470 4,347,470 3,211,591 3,211,591

Gross investment in the finance lease receivable:

- Not later than one year 2,998,423 5998423 1504158 1504.158

- Later than one year and not 4.049 893

later than five years T 4,049,893 @ 3,462,811 3,462,811

- Later than five years 958,846 958.846  1.097.970 1,097,970
8,007,162 8,007,162 6.064.939 6,064,939

Present value of minimum lease payments may be analysed as:

- Eott Ia:ﬁr than one yeard t 1,047,113 1047 113 662.105 662.105

- Later than one year and no

later than five years 2,730,107 2,730,107 2,443,873 2,443,873

- Later than five years 570,251 570251 105.612 105.612
4,347,470 4,347,470 3.911.591 3.911.591

15bimpairment allowance on loans and advances to customers
A reconciliation of the allowance for impairment losses for loans and advances to customers as at 30 June

2021 is as follows:

Stage 1 - 12 month ECL 1,002,120 (171,153) 830,967
Stage 2 - Lifetime ECL 1,397,274 (81.218) 1,316,056
Stage 3 - Lifetime ECL 8,610,483 (1,011,511) - 598.972
Total 11,009,878 (1,263,883) 9,745,995

A reconciliation of the allowance for impairment losses for loans and advances to customers as at 30 June

2020 is as follows:
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Stage 1 - 12 month ECL 303215 608,905 1,002,120
Stage 2 - Lifetime ECL 471 821 925,454 1,397,274
Stage 3 - Lifetime ECL 10.305.850 (179,345) 10,126,505
Total 11.170.885 1,355,014 12,525,899

16 Investment securities
16.1 Financial assets at fair value through OCI
Equity investment
Balance at the beginning of the
year 37,930 37,930 25,390 25,390
Changes in the fair value of
investments at FVTOCI 7,436 7,436 11,909 11,909
Additional investments made
during the year 500 500 632 632
45,867 45,867 37,930 37,930
Maturity analysis
Current
Non-Current 45,867 45,867 37,930 37,930
45,867 45,867 37,930 37,930

The Bank holds equity investments in Eth-switch of 2.72% (30 June 2020: 5.13%). The equity investments
primary valuation technique adopted by the bank in undertaking the valuation of the investee companies
is the market approach. This is because the financial information available on the investee companies con-
sists of historical audited financial statements.

Treasury bills 4,710,234 4,710,234
reasury note and Government

bond 53,341,459 53,341,459 27,646,277 57 646,277

Gross amount 53,341,459 53341 459 32,356,510 32.356.510

Less: Deferred day one loss (8,817,420) (8.817.420)

impairment allowance (2,222) (2,222) (1,618) (1,618)
44,521,817 | 44,521,817 32,354,893 32,354,893

Maturity analysis

Current 117,773 117,773 4,708,711 4,708,711

Non-Current 44,404,044 44 404.044 27,646,181.91 027 .646,181.91
44,521,817 = 44,521,817 32,354,893 32,354,893
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NOTES TO THE CONSOLIDATED AND SEPARATE FINANCIAL STATEMENTS
For the year ended 30 June 2021

management’s intention is to hold these investments to maturity, and they are neither held for trading, nor
managed on a fair value basis nor quoted in an active market.

i) Redemption of Ethiopian Treasury bill/notes

Treasury bills and notes shall be redeemed within one year and three years, respectively. The outstanding
balance of 364 days of Treasury bills held by the Bank were converted into a single three-year Treasury
note (Serial No. 3) with an interest rate of 5% per annum. The principal shall be paid on December 3, 2023
as a bullet (after the elapse of three years). The interest shall be paid semi-annually on the 3rd day of
June and 3rd day of December of each year. The interest payment shall commence on December 3, 2020
and end on December 3, 2023.

iii) Redemption of Special Ethiopian Government bonds

Ethiopian government bonds shall be redeemed in ten and fourteen equal annual installments after a grace
period of two and five years for three serial bonds. These bonds are non-interest bearing bonds. The first
bond amounting to Birr 18,758,946.00 was issued on 21 February 2014 to be paid over 10 years with an
annual installment of Birr 1,875,894.60, commencing on 1 February 2016 and ending on 1 February 2025.
The second bond amounting to Birr 2,567,767,114.00 was issued on 20 July 2016 to be paid in 10 equal
annual installments with an annual installment of Birr 256,776,711.40, starting on 1 July 2022 and ending
on 1 July 2031. The third bond amounting to Birr 21,020,000,000.00 was issued on 13 July 2020 to be paid
in fourteen (14) equal annual installments with an annual installment of Birr 1,501,428,571.42, starting on
13 July 2026 and ending on 13 July 2039

iv) Unobservable valuation differences on initial recognition (deferred day one loss) on special Government
bonds

When the fair value of financial assets (such as special Government bonds) differs from the transaction
price on initial recognition, the Group/Bank recognises the difference as follows (IFRS 9.B5.1.2A, IFRS
13.59, IFRS 13.60, IFRS 13.B4, and IFRS 13.BC138):

When the fair value is evidenced by a quoted price in an active market for an identical asset (i.e. a Level
1 input) or based on a valuation technique that uses only data from observable markets, the difference is
recognised in profit or loss immediately as a day one gain or loss; or

In all other cases where the fair value is based on models for which some of the inputs are not observable,
the difference between the transaction price and the fair value is deferred and the timing of recognition

of deferred day one profit or loss is determined individually. It is either amortised over the life of the
instrument, deferred until the instrument’s fair value can be determined using market observable inputs, or
realised through settlement or derecognition.

Accordingly, the Bank has decided to reocgnize the difference between transaction price and fair value
on special Government bonds as ‘Deferred day 1 loss’ and amortize the deferred day one loss over the
life of the instrument because of the use of valuation techniques for which not all the inputs were market
observable data.

The table below shows, for special Government bonds, the movement in the aggregate [deferred] profit
not recognised in profit or loss at the beginning and end of the year and a reconciliation of the changes of
the balance during the year.
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17 Investment in subsidiary
Ethio Capital & Invest-
ment PLC 9,999 9,999
9,999 9,999
Maturity analysis
Current
Non-Current 9,999 9,999
9,999 9,999

(i) The Group has one subsidiary company, namely Ethiop Capital and Investment PLC, which is directly
controlled by the Group. The subsidiary has share capital consisting solely of ordinary shares, which are
held directly by the Group and the proportion of ownership interests held equals to the voting rights held by
the Group. The country of incorporation (i.e., Ethiopia) is its place of business.

The subsidiary is owned by six shareholders, with majority of shares (99,994 shares out of 100,000 shares
issued on 14 June 2017) being held by the Development Bank of Ethiopia. The company was established
in 2017 and the shares were fully paid up in cash at the time of its establishment. No additional shares
have been issued subsequent to initial share issuance.

There are no significant restrictions on the Group’s ability to access or use the assets and settle the
liabilities of any member of the Group.

The relevant activities of the subsidiary is determined by the Board of Directors of the subsidiary based on
simple majority shares.

Therefore, the Directors of the Group concluded that the Group has control over the subsidiary and was
consolidated in the Group’s financial statements.

Based on the contractual arrangements between the Group and the shareholders in the subsidiary, the
Group has the power to appoint and remove the majority of the Board of Directors of the entity/company.
The table below shows the detailed information on share holding in Ethio Capital and Investment PLC:

Ethio Capital & Invest- Asset manage-
ment PLC ment & others

Ethiopia 99.99% 99.99%

(i) Non-controlling interests (NCI)

Set below is the summarized financial information of only one subsidiary, Ethio Capital and Investment
PLC, which has non-controlling interest, even though it is immaterial to the Group. The information is
presented as at 30 June 2021 and 30 June 2020.
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ummarized statement of profit
or loss
Operating income 1,106 899
Operating expenses (528) (514)
Profit before tax 579 385
Income tax expense (2)
Profit/(loss) for the period 579 383
Profit/(loss) allocated to NCI 0.03 0.02
Consolidated statement of
financial position
Assets
Cash and bank balances 10,150 9,573
Other assets 464 454
Property, plant and equipment 13 15
Total assets 10,626 10,041
Liabilities & Equity
Liabilities
Current tax liabilities
Other liabilities 41 34
Total Liabilities 41 34
Equity
Capital 10,000 10,000
Accumulated loss 393 (70)
Legal reserve 193 77
Total equity 10,586 10,007
Total liabilities and equity 10,626 10,041
Accumulated NCI 1 1

Summarized statement of cash flows

Net cash flows (used in)/from operating activities (530) 796
Net cash flows (used in) /from investing activities 1,101 (558)

Net cash flows (used in) /from financing activities
Net increase/ (decrease) in cash and cash

; 572 238
equivalents
Cash and cash equivalents, beginning of period 578 340
Cash and cash equivalents, end of period 1,150 578

18 Other assets
Financial assets

Uncleared effects

45,345 45,345 11,885 11,885

Staff advances

3,696 3,676 2,848 2,828
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Sundry receivables 1,876,809 1,876,456 2,840,698 2.840,348
1,925,850 1,925477 2,855,432 » 855,062
Less: impairment allow-
ance (245,651) (245,651) (317,339) (317,339)
1,680,199 1,679,826 2,538,092 2 537,722
Non-financial assets
Assets held for lease 90,248 90,248 340,578 340,578
Prepaid staff expense 220,616 220,616 131,939 131,939
Prepayments 27,242 27,242 17,162 17,162
Inventory and office sup-
plies 16,776 16,776 14,651 14,651
Repossessed collateral 4172678 4,172,678 3 650.082 3 650.082
alue added tax recover-
able 20 84
4,527,650 4,527,560 4.154,495 4.154,412
Less: Impairment allow-
ance (1,116,990) (1,116,990) (839,305) (839,305)
3,410,660 3,410,570 3.315,190 3.315,106
Net amount 5,090,859 5,090,395 5,853,282 5.852.829
Maturity analysis
Current 1,498 516 1,498 516 1,718,807 1,718,807
Non-Current 3,592,343 3,591,879 4,134,475 4,134,022
5,090,859 5,090,395 5,853,282 5 852 829

Property/assets held for lease relates to assets that the Bank has received under letters of credit for which
it has made payments on behalf of its customers, but the related assets have not been transferred to the

customers until such time that all the formalities for hand-over is finalised.

Three items (namely, Omo Valley Farm Cooperation plc, Seka Agro Processing plc and Else Addis

Industrial Development) were subsequently sold for about Birr 1,320,415,278 from the list of repossessed
collateral before the fiancial statements were approved for issue.
18a Impairment allowance on other assets

A reconciliation of the allowance for impairment losses for other assets is as follows:

!a|ance at t!e !egmnmg o‘ t!e

\ear 1,158,971 1,158,971 651,915 651,915
Charge for the year (note 10) 206,589 206,589 507,056 507,056
Balance at the end of the year 1,365,560 1,365,560 1158.971 1,158,971

19 Right-of-use assets and lease Liabilities
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The Group and the Bank lease land and office buildings. The information about leases for which the Group
and the Bank are a lessee is presented below:

(i) Right-of-use assets:

Balance as at 1 July 2020 3,437 50,834 54,271
Additions 60,991 60,991
Balance as at 30 June 2021 3,437 111,826 115,262
Accumulated amortization

Balance as at 1 July 2020 789 23,085 23,873
Amortization for the year 387 28,587 08 974
Balance as at 30 June 2021 1,176 51,671 52,847
Net carrying value as at 30 June 2021 2,261 60,154 62,415

%
(]
0
o

Balance as at 1 July 2019

Reclassification 3437 3,437
Adjustment on initial application of

IFRS 16 50,834 50,834
Restated balance as at 1 July 2019 3437 50,834 54,271
Additions i - -
Balance as at 30 June 2020 3437 50,834 54,271

Accumulated amortization
Balance as at 1 July 2019

Reclassification 401 401
Restated balance as at 1 July 2019 401 - 401
Amortization for the year 387 23,085 23,472
Balance as at 30 June 2020 789 23,085 23,873
Net carrying value as at 30 June

020 648 27,749 30,397

(i) Lease liabilities
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Land
ETB ‘oo0

Building
ETB ‘oo0

Group/Bank

Total
ETB ‘oo0

Balance as at 1 July 2020 1.882 13,317 15,200
Additions ) 35,315 35,315
Interest expense recognized in P&L 211 1,887 2,008
Payment for leases (257 (14,313) (14,570)
Balance as at 30 June 2021 1.82 36,206 38,043

Maturity analysis

Current 252 10.043 10,295

Non-Current 1,585 26.164 27,749
1,837 36,206 38,043

The detail maturity analysis of lease liabilities are set out below:

Lease liabilities 858

1,716

2,574

5,147

27,749

Total

858

1,716

574

5,147

27,749

Land
ETB ‘000

Group/Bank

Building
ETB ‘o000

Total
ETB ‘o000

Balance on initial application as at 1 July 2019

Reclassification 1,963 1,963
Adjustment on initial application of IFRS 16 23,585 23,585
Restated balance as at 1 July 2019 1,963 23,585 25,548
Interest expense recognized in P&L 212 1,384 1,596
Payment for leases (292) (11,652) (11,945)
Balance as at 30 June 2020 1,883 13,317 15,200

Maturity analysis
Current 45 6,239 6,284
Non-Current 1,838 7,078 8916
1,883 13,317 15,200
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The detail maturity analysis of lease liabilities are set out below:

Lease liabilities 1520 1,520 1.724 1,520 8,916

Total

1,520 1,520 1,724 1,520 8,916

The maturity analysis of lease liabilities are also disclosed in Note 4.4.2. IFRS 16.58 requires disclosure of
the maturity analysis of lease liabilities applying IFRS 7.39 and IFRS 7.B11 separately from the maturity
analyses of other financial liabilities. As such, the Group presented a separate line item for lease liabilities
in the maturity analysis of its financial liabilities.

The Group and the Bank recognize a lease liability at the present value of the lease payments that are not
paid at that date. For lease liability in respect of office buildings, the Group and the Bank uses a weighted
average incremental borrowing rate of 8% as determined based on saving bonds issued to the public.
For land lease, the Group and the Bank applies a weighted average incremental borrowing rate of 11.5%
based on the borrowing rate of commercial banks.

The Group and the Bank lease buildings for its office space. The building leases typically run for a period of
between 2 and 5 years with majority of the contracts running for a period of 5 years. Some leases include
an option to renew the lease for an additional period at the end of the contract term. The renewal terms
and lease rental can not be reliably estimated before the end of the contracts.

The Group and Bank also lease land for construction of its own warehouse buildings. The land leases
typically run for a period of 60 and 99 years. These leases include an option to renew the lease.
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20b Fair value measurement of the Bank’s Investment properties

20 Investment property
Cost:
Atthe beginning of the year 240,323 240,323 240,323 240,323
Reclassification to PPE (240,156) (240.156)
At the end of the year 168 168 040323 240,323
Accumulated depreciation:
At the beginning of the year 30.060 30.060 51 241 21,241
Charge for the year 3 3 8819 8.819
Reclassification to PPE (30,047) (30,047)
At the end of the year
16 16 30,060 30,060
Net book value at the end of the
year 152 152 210,264 210,264
20a Amounts recognised in profit or loss for
investment properties
Rental income > 5 11.468 11,468
Direct operating expenses from
property that generated rental 4) 4) (1,052) (1,052)
income
(2) (2) 10,416 10,416

Investment properties include those held for rental purposes and those in which the Bank occupies an
insignificant portion. These properties are held to earn rentals and for capital appreciation. There are
currently no restrictions on the realisability of these properties.

“Investment properties are initially measured [on transition] at fair value as deemed cost and subsequently
measured at depreciated cost (less any accumulated impairment losses). Depreciation is calculated using
the straight-line method to allocate their cost to their residual values over their estimated useful lives of 50
years. The fair value of investment properties has been disclosed as required.

The fair value of the Bank’s Investment property as at 30 June 2021 and 2020 has been arrived at by
the Bank’s independent in-house engineers. These valuers/appraisers have appropriate qualifications
and relevant/recent experience in the valuation of properties. Based on the bank valuation manual, all
properties are valued using either the income approach or the [replacement] cost approach depending
on the availability of data. The cost approach is based on determination of the minimum cost of replacing
or replicating the service potential embodied in the property using comparable material and workmanship,
in the most efficient way practicable, given the service requirements, the age and condition of the existing
property and replacement in the normal course of the business. The cost approach mainly involves
determination of replacement cost of developments and corresponding depreciation.

In applying cost approach, buildings are first categorized according to their purposes, height, materials of
construction and size. Then each category is further classified into grades based on the quality of materials
used for the construction. For the analysis of cost of construction, complete structural, architectural,
electrical, sanitary and other designs of representative buildings are collected and bill of quantity is
prepared using currently updated unit price manual, and finally the unit cost per m2 and/or per m3 is
determined by dividing the estimated cost of the construction of the building into the building’s plinth area
or volume. There has been no change to the valuation technique during the year.
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20c Fair value hierarchy

Details of the Bank’s Investment properties and information about the fair value hierarchy at 30 June 2021
and 30 June 2020 are as follows:

Investment properties 150 420
Group/Bank

30 June 2020

Investment properties 10.264 311,658

21 Intangible assets

Cost:
As at 1 July 2019 63,905 53.992 117,897
Acquisitions 81,693 59.977 111,670
Transfer (70,839) (70,839)
As at 30 June 2020 145,598 13.130 158,728
As at 1 July 2020 145,598 13.130 158,728
Transfer (13,130) (13,130)
As at 30 June 2021 145,598 ) 145,598
Accumulated amortisation
As at 1 July 2019 40,413 40413
Amortization for the year 10,426 10.426
As at 30 June 2020 50,839 50.839
As at 1 July 2020 50,839 50.839
Amortization for the year 19,895 19.895
As at 30 June 2021 70,733 70,733
Net book value
As at 30 June 2020 94,760 13.130 107,889
As at 30 June 2021 74,865 . 74,865
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23 Deposits from customers
Demand deposits 416,611 416,611 399,591 399,591
Savings deposits 32,101 32,101 19,738 19,738
Time deposits 106,012 106,012 105,488 105,488
Customers deposits in foreign currency 191.752 191.752 504847 204,847
746,476 746,476 729,664 729,664
Maturity analysis
Current 671,828 671,828 656,698 656,698
Non-Current 74,648 74,648 72,966 72,966
746,476 | T4B,476 729,664 729,664
24 Debt securities issued
Ethiopian Government Saving Bond 11.026.475  11.026.475 9.435.473 9,435,473
11,026,475 11,026,475 = 9,435,473 9,435,473

Ethiopian Government Saving (Renaissance Dam) Bonds are bonds bearing interest rates of 7.5% and 8%
per annum issued by the Bank, with maturity periods between 1 to 5 years and over 5 years, respectively.
These debt securities are measured using an effective annual interest rate. On top of that, there are some
bonds being issued with no interest rate, which are measured at effective interest rate.

All these bonds are guaranteed by the Ethiopian Government.

The Bank has had no defaults of principal and interest or other breaches with respect to its debt securities
in any of the years under consideration.
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Current 2,569,504 2569504 2148832 2148832
Non-Current 8,456,971  8,456,971.04 7,286,641 7,286,641
11,026,475 11,026,475 9435473 9,435473
24a Reconciliation of debt securities issued
A reconciliation of the changes in debt securities arising from financing activities is as follows:
Balance at the beginning of the
vear 9,435.473 9,435.473  9.800,005 9,800,005
Proceeds from issue of debt secu-
rities 1,763,467 1,763,467 619,120 619,120
Repayments on debt securities (172,465) (172,465)  (983,651) (983,651)
Balance at the end of the year 11,026,475 11.026.475 9.435.473 9435 473
25  Borrowings
China Development Bank 670,724 670724 897,914 897,914
Ministry of Finance 15,040,641 15,040,641 11,125,563 11,125,563
National Bank of Ethiopia 57,388,234 57388 934 58.939 524 58 939 524
73,099,599 73,099,599 70.963.000  70.963.000
Maturity analysis
Current 16,336,121 16,336,121 9,361,106 9,361,106
Non-Current 56,763,478 56,763,478 61,601,895 61,601,895
73,099,599 73,099,599 0 oen 000 70.963.000

A Foreign Borrowing from China Development Bank (Direct Facility in U.S. Dollars)
The Bank had borrowed two foreign loan facilities amounting to US$25 million and US$30 million from
China Development Bank with floating interest rate (bearing interest at the rate of 6 months USD LIBOR
rate plus 2.6% margin per annum). These special loan facilities are repayable semi-annually, in U.S.
dollars, commencing on 20 May 2013 and ending on 4 September 2023. The borrowings are measured at

effective interest rate.

B Borrowing from Ministry of Finance (on-lent facilities in Ethiopian Birr)
The borrowings from Ministry of Finance are different loans on-lent facilities from various international
lending institutions bearing interest ranging from 1.5% to 2.5% per annum and repayable in Ethiopian

Birr in semi-annual installments, commencing on 31 January 2013 and ending on 31 July 2052. All these
borrowings are concessional (soft loans) and were measured at effective interest rate.

C Borrowing from National Bank of Ethiopia (direct facilities in Ethiopian Birr)

The local borrowings from National Bank of Ethiopia are interest bearing loans obtained at the rate of 3%
and 5% per annum with principal being repaid after 5 years and interest being paid annually. The loans

are repayable in Ethiopian Birr. The borrowings are measured at effective interest rate.

D Borrowing covenant compliance

Development Bank of Ethiopia has complied with the financial covenants of its all borrowing , be it in
Ethiopian Birr or foreign currency, during the reporting periods under review.
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25a Reconciliation of the Group’s and Bank’s borrowings

A reconciliation of the changes in borrowings is as follows:

!a|ance at t!e Eeglnnlng o! t!e

year 70,963,000 70,963,000 62,315,634 62,315,634
Proceeds from borrowings 3.950.553 3.950.553 13,974,022 13,974,022
Accrued effective interest 972 473 2979 473 2,086,635 5 086.635
Foreign exchange movement 187116 187 116 181,170 181.170
Repayment of borrowings (4,273,543) (4,273 543) (7,594,460) (7,594.460)
Balance at the end of the year 73.099.599  73.099.599 70,963,000 70,963,000
26 Other liabilities
Financial liabilities
Letter of credit margin payables 1,748,413 1,748,413 2,546,985 2,546,985
Eg\rggl’; exchange retentions 55,641 55,641 60,417 60,417
cdutly and other blocked ac- 1,640,553 1,640,553 1,103,356 1,103,356
Defined contribution liabilities 7,739 7,739 3,857 3,857
Banking instruments payables 13.112 13.112 11,430 11.430
Exchange commission payable 17.850 17.850 6,311 6.311
Risk fund payable 499 691 499 691 411,533 411533
Managed funds payable 48047 48 247 61,174 61174
Accrued payable 206,426 206,426 96,856 96,856
Allowance for impairment loss 48 48
on off-balance sheet items 48 48
Provisions 7,706 7,706 7,141 7,141
Other payables 489,988 489,960 2,347,854 2,347,833
4,735,414 4,735,386 6,656,961 6,656,939
Non-financial liabilities
Stamp duty payable 417 417 407 407
ithholding tax and valued 21083
added tax payables 9,886 9,885 ’ 21,083
Interest charge on late pay-
ment of tax 14,380 14,380
Other tax payable 19.864 19.852 13,124 13.111
44,547 44 534 34,614 34,601
Gross amount 4,779,961 4,779,920 6,691,575 6,691,541
Maturity analysis
Current 2,377,290 2,377,249 4,998,342 5,011,432
Non-Current 2,402,671 2,402,671 1,693,233 1,680,109
4,779,961 4,779,920 6,691,575 6,691,541
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NOTES TO THE CONSOLIDATED AND SEPARATE FINANCIAL STATEMENTS

For the year ended 30 June 2021
26a Provisions

Legal provisions arising out of current or potential claims from customers shall be recognized when the
Group and the Bank have a present obligation (legal or constructive) as a result of past events and it is
probable that an outflow of resources embodying economic benefits will be required to settle the obligation
and a professional estimate can be made of the amount of the obligation. Accordingly, provisions have
been held in the financial statements for those legal cases during the current year where the Board of
Management believes that it is probable that economic benefits would flow out of the Bank in respect of

those litigations.

The provisions held for those legal claims as at 30 June 2021 and 30 June 2020 are presented as

Balance as at 1 July 2020 7,141
Reversal of previous year provision (7,141)
Provision held during the year 7,706 7,141
Ending balance as at June 30,2021 7,706 7,141

27 Retirement benefit obligations

Defined benefits liabilities:

— Employee benefit plan (note 27a) 144.899 144.899 27700 27700
— Medical benefits scheme(note 27b) 28 876 28 876 14397 14.397
Liability in the statement of financial posi-

tion 173,775 173,775 92,097 92,097

The income statement charge included within personnel expenses includes current service cost and
interest cost on the defined benefit scheme.

Current 12,678 12,678 6,099 6,099
Non-Current 161,097 161,097 85,998 85,998
173,775 173,775 92,097 92,097

27a Employee benefit plan

The employee benefit plan is made up of three (3) unfunded schemes which are severance benefits that
are paid on voluntary withdrawal, funeral assistance paid on death in service and pension prize paid on
retirement. These plans have been aggregated in determining the retirement benefit obligation as the
inherent risks applicable to these plans have been assessed not to be materially different.

The key financial assumptions are the discount rate and the rate of salary increases. The provision for
gratuity was based on an independent actuarial valuation performed by QED Actuaries & Consultants (Pty)
Ltd, based in South Africat, using the projected unit credit method.

The Group and Bank do not maintain any assets for the schemes but ensures that they have sufficient

funds for the obligations as they crystallise.
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(i) Severance gratuity benefit

The Bank operates unfunded severance pay plan for its employees who have served the Bank for at
lease 5 years but below the retirement age, based on the statutory severance benefit as set out in Labor
Proclamation No. 377/2003, as amended by the Labour (Amendment) Proclamation No. 494/2006.
Employees are only entitled to the benefits under this scheme provided they have no entitlement to
pension [fund] benefits at retirement date.

The benefit applicable is thirty times the average daily wages of their last week of service for the first year
of service plus ten times the average daily wages of their last week of service for each subsequent year of
service, but not exceeding a maximum of one year’s wages payable to the employee.”

(i) Funeral Assistance gratuity benefit

The funeral assistance benefit on death in service is Birr 30,000.00 for all employees, including
management staff, without any link to salary at death.

(iii) Pension Prize gratuity benefit

The pension prize benefit payable to all employees, including management staff, retiring at age 60 with a
minimum of 10 years’ service is 6, 10, 14 and 18 months’ salary for 10 - 15 years, 16 - 20 years, 21 - 25
years and 26 years plus service respectively.

The following tables summarise the components of net benefit expense recognised in the statement of
profit or loss and other comprehensive income and in the statement of financial position for the respective
plans:
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NOTES TO THE CONSOLIDATED AND SEPARATE FINANCIAL STATEMENTS
For the year ended 30 June 2021

a oy Tecognisedininefinancia 144,899 144,809 | 77,700 77,700
The split of the defined benefit obligation in respect of the different benefits included is summarised below:
Severance benefit (resignation) 35,190 35,190 17,689 17,689
Funeral assistance (death in service) 1,146 1,146 1,123 1,123
Pension prize (retirement) 108,563 108,563 58,888 58,888
144,899 144,899 77,700 77,700
B Amount recognised in the profit or
loss
Current service cost 6,001 6,001 3,737 3,737
Interest cost 11,993 11,993 4,836 4,836
Past services cost - - 69,821 69,821
17,994 17,994 78,394 78,394
C Re-measurement (gains)/losses in other comprehensive income
Remeasurement (gains)/losses arising from changes in demographic assumptions
Remeasurement (gains)/losses
arising frpm changes in economic (8,494) (8,494) (30,632) (30,632)
assumptions
Remeasurement (gains)/losses aris-
ing from changes in experience 64,120 64,120 (6,506) (6,506)
Deferred tax (liability)/ ¢ 55,626 55,626 (37,138) (37,138)
eferred tax (liability)/asset on re- (16,688) (16,688) 11,141 11,141
measurement gain or loss
38,938 38,938 (25,997) (25,997)
Changes in the present value of the defined benefit obligation
At the beginning of the year 77 700 27700 38396 38396
Current service cost 6.001 6.001 3737 3737
Actual benefit payments (6,421) (6,421) (1,952) (1,952)
Interest cost 11,993 11,093 4,836 4,836
Past services cost 69.821 69.821
Remeasurement (gains)/losses arising from changes in demographic assumptions
Remeasurement (gains)/losses
arising from changes in economic as- (8,494) (8,494) (30,632) (30,632)
sumptions
Remeasurement (gains)/losses aris-
ing from changes in experience 64,120 64,120 (6,506) (6,506)
Atthe end of the year 144,899 144,899 77,700 77,700
E The principal assumptions used in determining defined benefit obligations
Discount rate (p.a) 15.50% 15.50% 14.90% 14.90%
Long term salary increases (p.a) 12.00% 12.00% 12.00% 12.00%
Average rate of inflation (p.a) 10.00% 10.00% 10.00% 10.00%
Net pre-retirement rate 3.13% 3.13% 2.59% 2.59%
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(i) Discount rate

In Ethiopia, there is neither a deep market in corporate nor government bonds. Furthermore, the market
for treasury bills in Ethiopia is inefficient and does not appear to be market determined. IAS 19 does not
provide guidance for setting the discount rate in a country with limited government bonds or instruments.

The Bank therefore opted to use the yields on the Kenyan government bonds yield curve at the duration of
the liabilities as at the valuation date of each year.

(i) Inflation rate

The inflation rate was used to determine a reasonable estimate of expected long-term future salary
increases, which tend to be related to long-term future inflation.

Based on the latest IMF projection (updated in April 2020), long-term inflation in Ethiopia is expected to
converge towards a target of 10% over the long term.

(iii) Mortality rate

The mortality rates published in the Demographic and Health Survey (“DHS”) 2016 report compiled by the
Central Statistics Authority (CSA) was applied to 5 year age bands between the ages of 15 and 49. For
ages over 47, mortality rate was assumed to be in line with the SA85/90 ultimate standard South African
mortality tables published by the Actuarial Society of South Africa (“ASSA”), since the rates in these tables
are similar to the DHS female mortality rate at age 47.

These rates combined are approximately summarized as follows:

20 0.00306 0.00223
25 0.00303 0.00228
30 0.00355 0.00314
35 0.00405 0.00279
40 0.00515 0.00319
45 0.00450 0.00428
50 0.00628 0.00628
55 0.00979 0.00979
60 0.01536 0.01536

(iv)Withdrawals from service

A resignation rate of 3.2% was applied per annum for all employees below age 50 and zero thereafter,
based on past experience.

(v) Duration of the employee benefits plan

There was no change in the methods and assumptions used in preparing the sensitivity analysis from
prior years. The average duration of the employee benefit scheme at the end of the reporting period is 11
years as at 30 June 2021 and 30 June 2020.

F Quantitative sensitivity analysis for significant assumption

The sensitivity of the overall defined benefit liability to changes in the weighted principal assumption is:
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NOTES TO THE CONSOLIDATED AND SEPARATE FINANCIAL STATEMENTS
For the year ended 30 June 2021

Discount rate

+1%/-1%

-144,899

144,899

-132,049

159,459

Salary increase

+1%/-1%

-144,899

144,899

-159,127

131,555

Discount rate

+1%/-1%

77,700

77,700

-70,680

85,488

Salary increase

+1%/-1%

77,700

77,700

-85,626

70,446

The above sensitivity analysis is based on a change in an assumption while holding all other assumptions
constant. In practice, this is unlikely to occur and changes in some of the assumptions may be correlated.
When calculating the sensitivity of the defined benefit obligation to significant actuarial assumptions the
same method (present value of the defined benefit obligation calculated with the projected unit credit
method at the end of the reporting period) has been applied as when calculating the defined benefit
obligation liability recognised within the statement of financial position.

There was no change in the methods and assumptions used in preparing the sensitivity analysis from prior
years.

The following payments are expected contributions to be made in for the next five (5) years out of the
defined benefit plan obligation:

Year ending 30 June 2022 9 905 9.905 4757 4,757

Year ending 30 June 2023 13.637 13.637 6.713 6.713

Year ending 30 June 2024 12,392 12392 8.005 8.005

Year ending 30 June 2025 16.356 16.356 7 746 7746

Year ending 30 June 2026 20.556 20.556 9701 9701
otal projected benefit payment 36.922

over 5 years 72,776 72,776 ’ 36,922
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27b Medical benefits scheme

Employees retiring early at age 55 with at least 25 years of service are covered for 100% of local
medication costs and expenses for medical treatment in government hospitals or the Bank’s clinic under
this scheme.

The key financial assumptions are the discount rate and the rate of medical benefit increases. The
provision for medical benefits scheme was based on an independent actuarial valuation performed by QED
Actuaries & Consultants (Pty) Ltd, based in South Africa, using the projected unit credit method.

The medical benefit is an unfunded scheme.

!la!|||ty recognlse! In t!e !man-

A cial position 28,876 28,876 14,397 14,397
B Amount recognised in the profit

or loss
Current service cost

Interest cost 1,921 1,921 1,017 1,017

1,921 1,921 1,017 1,017

C Re-measurement (gains)/losses in other comprehensive income

Remeasurement (gains)/losses arising from changes in demographic assumptions

Remeasurement (gains)/losses
arising from che_lnges in the eco- (761) (761) (2,660) (2,660)
nomic assumptions
Remeasurement (gains)/losses
arising from changes in experi- 15,983 15,983 8,035 8,035
ence

R 15,222 15,222 5,375 5,375
Deferred tax (liability)/asset on
remeasurement gain or loss (4,567) (4,567) (1,613) (1,613)

10,655 10,655 3,763 3,763

D Changes in the present value of the defined benefit obligation

Reconciliation of the defined benefit obligation for the Bank for the fiscal year ended June 30,2021 is
presented as follows:
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NOTES TO THE CONSOLIDATED AND SEPARATE FINANCIAL STATEMENTS
For the year ended 30 June 2021

At the beginning of the year 14,397 14,397 9,300 9,300
Current service cost

Interest cost 1,921 1,921 1,017 1,017
Actual benefit payments (2,664) (2,664) (1,295) (1,295)

Remeasurement (gains)/losses arising from changes in demographic assumptions

Remeasurement (gains)/losses
arising from changes in the eco-

nomic assumptions
Remeasurement (gains)/losses

arising from changes in experience 15,983 15,983 8,035 8,035
At the end of the year

(761) (761) (2,660) (2,660)

8,876 8,876 14,397 14,397

E The principal assumptions used in determining defined benefit obligations

Discount rate (p.a) 15.20% 15.20% 14.70% 14.70%
(L;’z? term medical increase rate 45 50, 12.00% 12.00% 12.00%
Average rate of inflation (p.a) 10.00% 10.00% 10.00% 10.00%
Net post-retirement rate 2.86% 2.86% 2.41% 2.41%

(i) Discount rate

In Ethiopia, there is neither a deep market in corporate nor government bonds. Furthermore, the market
for treasury bills in Ethiopia is inefficient and does not appear to be market determined. IAS 19 does not
provide guidance for setting the discount rate in a country with limited government bonds or instruments.

The Bank therefore opted to use a discount rate of yields on the Kenyan government bonds yield curve at
the duration of the liabilities as at the valuation date of each reporting period.

(i) Inflation rate

The inflation rate was used to determine a reasonable estimate of expected long-term medical benefit
increases, which tend to be related to long-term future inflation.

Based on the latest IMF projection (updated in April 2020), long-term inflation in Ethiopia is expected to
converge towards a target of 10% over the long term.

(iii)Medical cost increases

Future medical cost increases are usually linked with a long-term future inflation assumption, plus a margin
representing that medical costs usually increase by more than general price inflation. It was assumed that
long term medical cost increases is 2% higher than the assumed long term inflation rate on average.
(iv)Mortality rate

There are no mortality rates published for Ethiopia that reasonably cover ages above 60. As a result, the
A(55) ultimate pensioner mortality standard tables, published by the Institute and Faculty of Actuaries was
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used to estimate the mortality of the pensioners. This is a commonly used mortality table for pensioners in
East Africa.

65 0.0230 0.0139
70 0.0378 0.0231
75 0.0616 0.0388
80 0.0986 0.0650
85 0.1525 0.1063
90 0.2241 0.1669

(v) Duration of the benefit plan

There was no change in the methods and assumptions used in preparing the sensitivity analysis from prior
years. The average duration of the post-retirement medical benefits scheme at the end of the reporting
period is 9 years as at 30 June 2021 and June 2020.

F Quantitative sensitivity analysis for significant assumption

The sensitivity of the overall defined benefit liability to changes in the weighted principal assumption is as

-28,876 28,876 -31,324 26,558

Discount rate +1%/ -1% -14,397 14,397 -13,354 15,532
Medical cost increase +1%/ -1% -14,397 14,397 -15,549 13,320

The above sensitivity analysis is based on a change in an assumption while holding all other assumptions
constant. In practice, this is unlikely to occur and changes in some of the assumptions may be correlated.
When calculating the sensitivity of the defined benefit obligation to significant actuarial assumptions the
same method (present value of the defined benefit obligation calculated with the projected unit credit
method at the end of the reporting period) has been applied as when calculating the post-retirement
medical benefits liability recognised within the statement of financial position.

The following payments are expected contributions to be made in for the next five (5) years out of the
defined benefit plan obligation:

Annual Report June 30, 2021 139



NOTES TO THE CONSOLIDATED AND SEPARATE FINANCIAL STATEMENTS
For the year ended 30 June 2021

Year ending 30 June 2022 2,773 2,773 1,342 1,342
Year ending 30 June 2023 2,985 2,985 1,447 1,447
Year ending 30 June 2024 3,208 3,208 1,558 1,558
Year ending 30 June 2025 3,440 3,440 1,673 1,673
Year ending 30 June 2026 3,681 3,681 1,791 1,791

16,087 16,087 7,811 7,811

28 Capital

Capital as at 1 July 2020 7,500,000 7,500,000 7,500,000 7,500,000
Adtdlltlonaltclapltalt 0, 21,020,000 51.020.000
ota) capital as at 59 June 28,520,000 28,520,000 7,500,000 7,500,000

021

The Bank is wholly owned by the Federal Democratic Republic of Ethiopia and is a public financial
enterprise. The authorized capital is Birr 28,520,000,000 and the capital is fully paid in cash and in kind
in accordance with the “Development Bank of Ethiopia Establishment (Amendment) Council of Ministers
Regulation No. 470/2020,” which was issued on the 10th of July 2020 in the Federal Negarit Gazette.
There are no shares.

29 Accumulated loss

At the beginning of the year

(restated") (3,835,862) (3.835,770) (#845648) 4 a5 o70)
Profit/ (Loss) for the year 3 863.986 3 863.408 1,814,520 1814.138
Transfer to legal reserve (965,968) (965,852) (453,630) (453,534)
ransfer to regulatory credit
risk reserve (421,959) (421,959) (351,104) (351,104)
At the end of the year (1,359,802) (1,360,174) (3,835,862) (3,835,770)
30 Other reserves
At the beginning of the year 26.375 26.375 (4,195) (4,195)
Change in fair value reserve-
equity investment 7,436 7,436 11,909 11,909
Defefred tax on unrealized
gain on fair value of equity (2,231) (2,231) (3,573) (3,573)
instruments
Re-measurement gains/
SIC;SHS:S) on defined benefit (70,848) (70,848) 31,763 31,763
Deterred tax on Re-meas-
urement gains/(losses) on
defined benefit plan 21,254 21,254 (9,529) (9,529)
At the end of the year (18,014) (18,014) 26,375 26.375
Other reserves consist of:
Defined benefit obligations
reserve (41,369) (41,369) 8,225 8,225
Fair value reserve - equity
investment 23,355 23,355 18,150 18,150
Total (18,014) (18,014) 26,375 26,375

Other reserves are items included under other comprehensive income (OCI). These reserves relate to the
effect of remeasurement gains/losses (or actuarial gains /losses arising from economic assumptions and
experience) on defined benefit plans in respect of severance pay, pension prize, funeral assistance and
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post-retirement medical benefits, as well as the movement of fair value measurement in respect of equity
investments measured at fair value through other comprehensive income . They are recognized in the

period in which they occur, directly in other comprehensive income (OCI).

The other reserves are non-distributable.

31 Regulatory credit risk
reserve

At the beginning of the year 5839 613 5839 613 2,488,509 2,488,509
ransfer from net profit for the

year 421,959 421,959 351,104 351,104

At the end of the year 3961 572 3961 572 2,839,613 2,839,613

The regulatory credit risk reserve is a non-distributable reserve as required by the regulations of the
National Bank of Ethiopia (NBE) to be established for interest accrued on impaired loans (non-performing
loans), by transferring from retained earnings, until such time as the loans are classified into performing
status (i.e., pass and/or special mention).

32 Legal reserve

At the beginning of the year (restated*) 630157 630.061 176.507 176.507
Transfer from net profit for the year 965.968 965,852 453 630 453 534
Atthe end of the year 1,596,124 1,595,913 630,157 630,061

The NBE Directive No. SBB/4/95 requires the Bank to transfer annually 25% of its annual net profit to its
legal reserve account until such account equals its capital. When the legal reserve account equals the
capital of the Bank, the amount to be transferred to the legal reserve account will be 10% (ten percent) of

the annual net profit.

For the subsidiary company, it is required to transfer annually 20% of its annual net profit to its legal
reserve account until it reaches 10% of the company’s capital in accordance with its Articles of Association.

33 Non-controlling interest

This represents the non-controlling interests (NCI) portion of the net assets of the Group.

Ethio Capital & Investment PLC

1

1

1

1

his represents the NCI share of profit/(loss) for the

year _
Ethio Capital & Investment PLC

0.03

0.02

0.03

0.02

34 Transactions with non-controlling interests

During the reporting period, the Development Bank of Ethiopia had no any transaction with the subsidiary

company.

Annual Report June 30, 2021

141



NOTES TO THE CONSOLIDATED AND SEPARATE FINANCIAL STATEMENTS
For the year ended 30 June 2021

Profit before tax 4,672,048 4,671,460 1,842,453 1,842,068

Adjustments for:

Gain/(Loss) on foreign ex-

phange dealing and fluctua- 8 (a20766) (429,766)  (383,071)  (383,071)

Depreciation of property, 20

plant and equipment 91,342 91,340 83,352 83,349

DepreC|at|oh of investment 20

propert 3 3 8,819 8,819

Amortls’atlon of intangible 1

assets 19,895 19,895 10,426 10,426

Depreciation of right-of-use 19

assets 28,974 28,974 23,472 23,472

Interest expense on lease

liability 2,098 2,098 1,596 1,596

(Galn)‘ /loss on disposal of property, plant

and equipmen (119) (119)

Adjustment on property, plant 20

and equipment 5 5 1,992 1,992

Accrued interest on Gov't 16

bonds 94,786 94,786 90,554 90,554

Impairment on loans and 15

receivables (1,263,883)  (1,263,883) 1,355,014 | 1,355,014

Impairment on other assets 18

and off-balance sheet items 206,589 206,589 507,056 507,056

Re-investement of dividend 16

income (500) (500)

Accrued effective interest and o4

rate fluctuation 2,459,589 2,459,589 2,267,804 | 2,267,804

Retirement benefit obligations 27 19.915 19.915 29.411 29.411

Changes in working capital:

-Decrease/ (Increase) in 15

loans and agvances (4,417,405) | (4,417,405) @ (4,371,698)  (4,371,698)

-Decrease/ (Increase) in other 18

assets (588,444) (588,454) = (3,019,060) (3,019,578)

-Decrease/ (Increase) in 16

investments security 35,051 35,051 | (1,329,096) | (1,329,096)

-Increase/ (Decrease) in cus- 3

tomer’s depgosit 16,811 16,811 (71,018) (71,018)

-Increase/ (Decrease) in 07

retirement henefit 81,678 81,678 44,401 44,401

-Increase/ (Decrease) in de- 13

ferred tax liablity (414,336) (414,336) (20,917) (20,917)

-Increase/ (Decrease) in other 26

liabilities (1,911,614) (1,911,621) 2,343,514 | 2,343,623
(1,368,197) = (1,368,774) (535,235) (536,031)
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In the statement of cash flows, profit on sale of property, plant and equipment (PPE) comprises:




Proceeds on disposal i I 787 287
Net book value of property,

plant and equipment disposed

(Note 22) (5) (5) (668) (668)
Net gain/(loss) on sale of prop-

erty, plant and equipment (5) (5) 119 119

34b Non-cash transaction

The Group and the Bank have received a special government bonds issued by the Ministry of Finanace
(MOF) to increase the capital of the bank. As a result, this transaction has resulted in a significant increase
of non-cash item amounting to Birr 21.02 billion, and this non-cash item is not included in the statement of
cash flows.

Other non-cash items like additions on right-of-use assets and lease liabilities amounting to Birr 49,040,968
and 33,083,888 respectively are not included on the statement of cash flows.
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NOTES TO THE CONSOLIDATED AND SEPARATE FINANCIAL STATEMENTS
For the year ended 30 June 2021

35 Related party transactions

Development Bank of Ethiopia is a wholly-owned government financial institution.
A number of transactions were entered into with related parties in the normal course of business. These
are disclosed below:

35a Loans and advances to key management members (year-end balances)

Key management has been determined to be the members of the Board of Management and the
Executive Management of the Bank.

i) The Group/Bank has not granted any loans and advances to the Board of Management during the year
ended 30 June 2021 and 30 June 2020.

ii) Loans and advances to Executive Management

Birr000 Birr000 Birr000 Birr000

At the end of the year 054 054 5 683 683
The loans and advances to Executive Management members comprise short-term loans (revolving

emergency loans), which are guaranteed against severance pay at retirement, as well as housing loans
with the financed residential buildings being held as collateral.

These loans are repaid on a monthly basis by deducting from the monthly salary payment of each
Executive Management member.

35b Key management compensation

The compensation paid or payable to key management is shown below. There were no sales or purchase
of goods and services between the Bank and key management personnel as at 30 June 2021 and 30 June
2020.

Salaries & other short-term benefits

(executive 4894 4894 2,603 2,603

management)

Post-employment benefits (executive

management) 948 948 661 661

Bonus 1,959 1,959 1,050 1,050

Board fees 851 851 1,883 1,883
8,653 8,653 6,197 6,197

Compensation of the Bank’s executive management members includes salaries, various benefits and
contributions to the post-employment defined benefits plans.

36 Manpower Stock

The average number of persons (excluding directors) employed by the Bank at the end of each reporting
period was as follows:
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Professionals and high-level supervisors 1,735 1,479
Semi-professional, administrative and clerical 240 547
Technician and skilled 92 118
Manual and custodian 168 105

2,235 2,249

37 Contingent liabilities and assets (claims)
37a Claims and litigation

The Bank is a party to numerous legal actions brought by different organizations and individuals arising
from its normal business operations. The Bank has formal controls and policies for managing legal claims.
Based on professional legal advice, the Bank provides and/or discloses amounts in accordance with its
accounting policies. At year end, the Bank had several unresolved legal claims.

The maximum exposure of the Bank to legal cases as a defendant as at 30 June 2021 is estimated to

be Birr 401,328,320 ((30 June 2020: 66,102,148). Out of the total maximum exposures, a provision of
Birr 7,705,809 and Birr 7,141,297 as at 30 June 2021 and 30 June 2020 respectively has been made in
the financial statements for those current or potential litigation claims which may arise from customers,
counterparties or other parties in civil litigations. However, no further provisions have been made as the
Bank’s legal counsel believes that it is possible, but not probable, that the economic benefits would flow
out of the Bank in respect of these legal actions. Instead, such legal claims are disclosed in the financial
statements amounting to Birr 200,592,014.37 as at 30 June 2021 (30 June 2020: 66,102,148 ), without
considering those closed court cases (amounting to Birr 193,030,491), which were decided in favour of the
Bank.

On the other hand, the Bank, as a plaintiff, has instituted suits against third parties arising from the normal
course of business. Based on the legal counsel’s advice, the probable and virtually certain claims arising
from settlement of these cases as at 30 June 2021 is Birr 66,845,264 (30 June 2020: 170,381,311.22). Out
of which, the Bank has recognized other income from virtually certain claims amounting to Birr 851,034 as
at 30 June 2021 (30 June 2020: nil). However, for the remaining probable court cases amounting to Birr
65,994,230 (30 June 2020: nil) has been disclosed in the notes to financial statements.”

37bGuarantees and letters of credit

To meet the financial needs of customers, the Bank enters into various irrevocable commitments and
contingent liabilities. These consist of financial guarantees and letters of credit. Even though these
obligations may not be recognised on the statement of financial position they contain credit risk and,
therefore, form part of the overall risk of the Bank.

Letters of credit and guarantees (including standby letters of credit) commit the Bank to make payments
on behalf of customers in the event of a specific act, generally related to the import or export of goods.
Guarantees and standby letters of credit carry a similar credit risk to loans. The nominal values of such
commitments are listed below:

In general, these instruments are given as a security to support the performance of a customer to third
parties. As the Bank will only be required to meet these obligations in the event of the customer’s default,
the cash requirements of these instruments are expected to be considerably below their nominal amounts.

The table below summarises/discloses the fair value amount of contingent liabilities for the account of
customers, as follows:
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For the year ended 30 June 2021

Letors of oot r . 8,59 8,590
tomers 2,902,669 2,902,669 3,751,192 3,751,192
2,902,669 2,902,669 3,759,782 3,750,782

These guarantees and letters of credit are not provided for in the statement of financial position as at

30 June 2021 and 30 June 2020.
38 Commitments

Loan commitments 10,817,919 10,817,919 15,270,229 15,270,229
Other commitments 57,371 57 371 123 652 123 652
10,875,290 10,875,290 15,393,881 15,393,881

Other commitments represent commitments made in respect of expected procurement of various items
and services and the estimated cost to complete the Bank’s construction work in progress based on the
contractual agreements entered into between the Bank and the supplier/contractor.

39 Events Occurring During the Reporting Period

There is an ongoing war and political instability in the norther part of Ethiopia that has occurred during
the reporting period. The total loans and advances amounting to Birr 8,880,855,736 as at 30 June 2021
and the related collateral at the Bank’s Tigray Region are treated in the same manner as the other loans
and advances owing to the fact that the current status of those loan balances and associated collateral
could not be determined due to the Region’s current conflict. Furthermore, the allowances for expected
credit losses amounting to Birr 1,551,162,385 as at 30 June 2021 have been determined based on the
status of the loans as at the reporting date. In addition, two projects with loans and advances totalling Birr
43,849,842 (net of ECLs) as at 30 June 2021 are located at Oromia Region where there was unrest.

Likewise, cash on hand and property, plant and equipment (net book value) include Birr 1,273,804 and
Birr 23,685,736 respectively in respect of the Bank’s branch offices located at the Tigray Region whose
existence could not be confirmed due to the Region’s current conflict.

40 Events after reporting period

In accordance with IAS 10 Events after the Reporting Period, the Group and Bank shall be required to
distinguish between subsequent events that are adjusting events (i.e. those that provide further evidence
of conditions that existed at the end of the reporting period) and non-adjusting events (i.e. those that are
indicative of conditions that arose after the reporting period). The Group and Bank shall be required to
adjust the amounts recognized in the financial statements to reflect any adjusting events that occur during
the subsequent events period but prior to the date on which the financial statements are authorized for
issue. For material non-adjusting events, the Group and Bank shall be required to disclose the nature of
the event and an estimate of its financial effect, or a statement that such an estimate cannot be made.

In the opinion of the Board of Management, there were no significant post balance sheet events which
could have a material effect on the state of affairs of the Group and Bank as at 30 June 2021 and on
the profit for the period ended on that date, which have not been adequately provided for, in the form of
adjusting events.

Nevertheless, there are material non-adjusting subsequent events which shall be required to be disclosed
in the notes to the financial statements. These are set out below.

The military operations in the northern part of Ethiopia have impacted the Bank’s operations. Especially,
after the armed conflict had spread out to Amhara and Afar regions, all branch offices that fall under the
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catchment area of Dessie District (8 branches) were closed for about three or four months and are now
opened. Moreover, there was one project located at Oromia Region which was affected by unrest, but the
other loan at Adama District has been subsequently settled. As a result, the conflict had its impact on the
security of assets held and loans/projects administered by head office as well as by Mekelle, Dessie and
Hawassa districts in Tigray, Amhara, Afar and Oromia regions. The details of these assets as at 31 March
2022 are as follows:

O,
Cash on hand ) 662 193 856 0.0%
O,
Loans and advances (net) 17,250 6,193,283 458,601 6,669,134 99.4%
Property and equipment 0.6%
(net) - 21,988 16,879 38,867 o
O,
17,250 | 6,215,933 475,673 6,708,856 100.0%
Percentage share 0.3% 92.7% 71% 100.0%

To sum up, the Bank’s Board of Management has been continuing to monitor and evaluate the situations in
both Mekelle and Dessie districts , without falling off the radar screen.

41 Prior Period Restatement

The tax authority (Large Tax Payers Branch Office, Ministry of Revenues of Ethiopia ) carried out an
additional tax assessment for five (5) years for the period commencing on 30 June 2016 and ending on 30
June 2020 after the Bank’s financial statements had been audited/published. As a consequence, the Bank
was required to pay an additional whopping tax based on the tax assessment/examination made by the tax
authority. Even though there are huge differences in interpreting some critical tax issues between the tax
authority and the Bank [or the Bank does not agree in principle], the Bank has opted to settle the tax claims
amicably.

The additional tax claims, which are material to the Group and the Bank, have been corrected by restating
each of the affected financial statement line items for the prior periods. The impacts on the consolidated
and separate financial statements are summarized in the tables as shown below:

a

~

Consolidated and separate statement of profit or loss and OCI

Profit before tax

1,842,453 1,842,453 @ 1,842,068 1,842,068

Income tax in-

come/(expense) 27,673 | (55,606) (27,933) 27,675 | (55,606) | (27,931)
Profit /{loss) after

1,870,126 (55,606) 1,814,520 | 1,869,744 | (55,606) 1,814,138

tax

otal other
comprehensive
income/ (loss), 30,570 30,570 30,570 30,570

net of tax
otal compre-

hensive income/
(loss)

1,900,696  (55,606) 1,845,090 1,900,314  (55,606) 1,844,708

b) Consolidated and separate statement of financial position
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NOTES TO THE CONSOLIDATED AND SEPARATE FINANCIAL STATEMENTS
For the year ended 30 June 2021

Total assets 95,879,234 05,879,234 95,879,192 95,879,192

Liabilities

Current tax

liability 00,460 372,347 572,807 200,458 372,347 572,805

Others 88,146,143 88,146,143 88,146,109 88,146,109

Total liabilities | 88,346,603 372,347 | 88,718.950 88,346,567 372,347 88,718,914

Equity

Capital 7,500,000 7,500,000 7,500,000 7,500,000

Legal reserve 14 040 (13,883) 630,157 643,963 (13,901) 630,061

Accumulated

loss (3,477,397) (358,465) (3,835,862)  (3,477,325) (358,445) (3,835,770)

Other reserves , oo 9g9 2865989 2865988 2,865,988
otal equity

and reserves 7,532,631 (372,347) | 7,160,284 7,532,626 (372,347) 7,160,279

Total liabilities 95.879.234

and equity O19, 95,879,234 95,879,192 0.00 95,879,192

Totalassets g3 399,347 83,399,347 | 83,399,581 83,399,581

Liabilities

Current tax li-

ability 106,236 410,588 516,824 106,236 410,588 516,824

Others 77,567,329 77,567,329 77,567,186 77,567,186

Total liabilities 77 673 565 410,588 78,084,153 77,673,422 410,588 78,084,010

Equity

Capital 7,500,000 7,500,000 7,500,000 7,500,000

Legal reserve 476 507 176,527 176,527 176,527

Accumulated

loss (4,435,059) (410,588)  (4,845,648)  (4,434,682) (410,588) (4,845,270)

Other reserves , 184 315 2,484,315 2,484,314 2,484,314
otal equity and

reseryes 5,725,782 (410,588) 5,315,194 5,726,159 (410,588) 5,315,571
otal liabilities ) ' ‘ ’

and equity 83,399,347 83,399,347 = 83,399,581 83,399,581

There is no material impact on the Group’s and the Bank’s total operating, investing or financing cash
flows for the years ended 30 June 2021 and 30 June 2020.
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