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Independent Auditor’s Report

To: The Supreme Council
Da Afghanistan Bank

We have audited the accompanying financial statements of Da Afghanistan Bank (“the Bank™),
which comprise the statement of financial position as at 30 Hoot 1389 (20 March 2011), and the
income statement, statements of comprehensive income, statement of changes in equity and
statement of cash flows for the year then ended, and a summary of significant accounting policies
and other explanatory information.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements
in accordance with International Financial Reporting Standards (IFRSs) and Da Afghanistan
Bank Law of 2003 and for such internal controls as management determines is necessary to
enable the preparation of financial statements that are free from material misstatements, whether
due to fraud or error.

Auditors’ Responsibility

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

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor considers
internal control relevant to the entity’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An
audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

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

KPMG Afghanistan Limited, a company incorporated in British
Virgin Islands as an Intemnational Business Company, and a
member firm of the KPMG network of independent member firms
affilizted with KPMG Int ional, a Swiss G th
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KPMG Afghanistan Limited

Basis for Qualified Opinion

a)

b)

As per Article 31 of Da Afghanistan Bank Law (“DAB law™) the Bank is required to
maintain authorized capital at 5 percent {5%) of total liabilities as defined in Article 29 of the
said law. In the absence of clarity about whether reserves form part of authorised capital for
purposes of Article 31, as mentioned above, losses have been adjusted against capital.
Excluding reserves capital of the Bank as at 30 Hoot 1389 (20 March 2011) is short by Afs
44,688,008 thousand.

Further, as explained in notes 8 and 39 to the financial statements, the Bank on 31 Hamal
1390 (20 April 2011) paid a further amount of Afs 19,500,500 thousand (equivalent to USD
425,000 thousand) to the Kabul Bank (“KB”) under Article 86 of the DAB law. This is in
addition to Afs 18,108,250 thousand paid during the year under the said Article, which has
been fully provided for. Due to disapproval by the Parliament of repayment of Lender of Last
Resort costs to KB as included in the ‘Promissory Note and Agreement’ signed between the
Bank and Ministry of Finance on 10 April 2011 and in the absence of any alternative
arrangements the further amount also appear doubtful of recovery. By including impairment
effect of the further advance, capital of the Bank may be impaired notwithstanding inclusion
of reserves as part of capital.

The Bank is not in compliance with Article 74 of DAB law which requires the Bank to limit
its foreign currency liabilities up to 50% of its unimpaired capital and reserves, which works
out to Afs 6,890,979 thousand as at 30 Hoot 1389 (20 March 2011). Foreign currency
liabilities of the Bank as at the said date stand at Afs 9,738,638 thousand, excluding liabilities
towards Government of Afghanistan amounting to Afs 46,500,183 thousand.

Qualified Opinion

In our opinion, except for effects of matters described in the Basis for Qualified Opinion
paragraph, the financial statements give a true and fair view of the financial position of the Bank
as of 30 Hoot 1389 (20 March 2011), and of its financial performance and its cash flows for the
year then ended in accordance with International Financial Reporting Standards and the
requirements of the DAB Law.

KI’MG Afﬁlstan Limited

19 September 2011
Kabul



Da Afghanistan Bank
Statement of financial position
As at 30 Hoot 1389 (20 March 201 1)

Restated
1389 1388
Note {Afs '000") (Afs 0007
ASSETS
Gold reserve 4 45,231,572 37.611,073
Foreign currency cash reserve 5 8,683,520 9,364,304
Due from banks and financial institutions 6 131,793,879 92,818,398
Investments 7 56,838,209 58,991,959
Assistance as lendor of last resort 8 - -
Advances and other receivables 9 810,421 100,648
Investment property 10 9,000 4,800
Property and equipment 11 4,566,999 4,030,361
Intangible asset I2 10,983 13,073
Other assets 13 12,593,188 13,033,560
TOTAL ASSETS 260,537,771 215,968,176
LIABILITIES AND EQUITY
LIABILITIES
Currency in circulation 14 132,442,418 98,690,425
Capital notes 15 15,972,540 10,240,312
Due to banks and financial institutions i6 26,919,336 25,786,246
Due to customers 17 61,840,063 46,924,165
IMF related liabilities 18 35,511 35.511
Defined benefit plan 19 1,391,409 1,223,107
Deferred grant 20 52,769 112,272
Provisions and other liabilities 21 8,101,767 5,206,301
Total liabilities 246,755,813 188,218,339
EQUITY
Capital 22 (32,827,515) {7.366,955)
Revaluation reserve 22 46,609,473 35,116,792
Accumulated losses 22 - -
Total equity 13,781,958 27,749,837
TOTAL LIABILITIES AND EQUITY 260,537,771 215,968,176

d notas 1 to 40 form an integral part of't

ese financial statements.
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{Acting Governor)
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Da Afghanistan Bank
Income statement
For the year ended 30 Hoot 1389 (20 March 2011)

Restated
1389 1388
Note (Afs '000%) {Afs 0009

Interest income 23 1,285,807 1,049,144
Interest expense 24 (616,780) (1,299,032)
Net interest income / (expense) 669,027 {249,888)
Fee and commission income 127,069 100,306
Fee and commission expense {114,688) (186,129}
Net fee and commission income / (expense) 12,381 (85.823)
Loss from dealings in foreign currencies (3,235,038) (1,141,670)
Net gain on sale of available for sale financial assets 339,111 92,349
Other operating income 25 1,351,736 442,793

(1,544,191) (606,528)
Operating loss (862,783) (942,239)
Personnel expenses 26 (631,540) {1.417,591)
Printing cost of bank notes 27 (237,430) (561.377)
Other expenses 28 (163,704) (112,280)
Voluntary retirement compensation expense (54,041) (112,386)
Allowance for impairment loss on LoLR assistance 8 (18,108,250) -
Deficit on revaluation of buildings 1 (243,527) -
Depreciation and amortisation 1H&I2 {126,141) {115,890}
Net operating loss (20,427,422) (3.261,763)
Un-realised exchange loss (5,033,138) (5.068,432)
Loss for the year (25,460,560) (8,330,195)

- = ; :
I'he ajnexed notes | to 40 form an integral part of these financial statements.
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Mohibullah Safi
{Acting Governor)
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Da Afghanistan Bank
Statement of comprehensive income
For the year ended 30 Hoot 1389 (20 March 201 1)

Loss for the year

Other comprehensive income
Revaluation surplus on gold reserve
directly recognised in equity
Un-realised gain on available for sale
financial assets
Surplus on revaluation of freehold land

Total other comprehensive income

Total comprehensive loss for the year

med Monir Navied
cting Chief Financial
—Officer)

Note

70
11

1mad Issa Turab
eputy Governor)

Restated
1389 1388
(Afs '000") (Afs '000")
(25,460,560) (8,330,195)
10,719,241 5,168,249
31,638 29.219
741,802 -
11,492,681 3,197,468
(13,967,879) (3,132,727}

nexed notes 1 to 40 form an integral part of these financial statements.

Uiy

Meohibullah Safi
{Acting Governor)
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Da Afghanistan Bank
Statement of cash flows
For the year ended 30 Hoot 1389 (20t March 2011)

Restated
1389 1388
Note {(Afs 000" { Afs 000"

Cash flows from operating activities
Loss for the year (25,460,560) {8,330,195)
Adjustments for:
Depreciation and amortisation 126,141 115,890
[nterest income (680,186) (762,276)
Interest income on available for sale financial asset (605,621) (286.868)
Net gain on sale of available for sale financial asset (339,111) (92,34%)
Allowance for impairment loss 18,108,250 -
Deficit on revaluation of buildings 243,527 -
Grant income (59,503) {79.849)
Gain on revaluation of investment property (4,200) -
Assets and liabilities adjusted (76,886) {315.346)
Defined benefit contribution 194,691 915,105
Un-realised exchange loss 5,033,138 5,068,432

(3,520,320) (3,767.456)
Working capital changes
(Increase) decrease in due from banks and financial institutions (33,936,201) 26,418,666
Assistance as lendor of last resort (18,108,250} -
(Increase) decrease in advances and other receivables (709,773) 464,689
Decrease in other assets 445,837 1,284,183
Increase in currency in circulation 33,751,993 21,883,166
Increase (decrease) in due to banks and financial institutions 1,133,090 (5,631,950}
Increase in due to customers 14,915,898 101,685,234
Increase (decrease) in provisions and other Liabilities 2,972,352 (2,772.864)

464,946 52,331,124

Cash generated from operations (3,055,374) 48,563 668
Interest received 673,058 861,529
Defined benefits paid {26,389) (25,366)
Net cash {used in) / from operating activities 2 (2,408,705) 49,399,831
Cash flows from investing activities
[nerease in investments - (35,706,430}
Purchase of property and equipment (163,879) (133,312)
Purchase of intangible assets {4,000} -
Net cash used in investing activities (167,879) (35,839,742)
Cash flows from financing activities
Capital notes issued / (redeemed) 5,732,228 (8,685,574)
Net cash from / (used in) financing activities 5,732,228 (8,685.574)
Net increase in cash and cash equivalents 3,155,644 4,874 515
Effects of exchange rate fluctuation on cash held 1,209,980 (2,067,086)
Cash and cash equivalents at beginning of the year 10,056,696 7,249 267
Cash and cash equivalents at end of the year 30 14,422,320 10,056,696

; nZ

The anrgxgd notes 1 to 40 form an integral part of these financial stat
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Da Afghanistan Bank
Notes to the financial statements
For the year ended 30 Hoot 1389 (20 March 2011)

(@)

(b)

(c)

Status and nature of operations

The Da Afghanistan Bank (“the Bank™) was originally established in 1939 in accordance with
Article 12 of the 1932 Constitution of Afghanistan. The Bank was operating under the
supervision of the Ministry of Finance (MoF), Government of Afghanistan. Subsequently,
during the transitional Government, the Da Afghanistan Bank Law (“the DAB Law”) of the
Islamic Republic of Afghanistan was enacted on 18 September 2003, and the Bank was re-
established as an independent legal entity. This law and the change in the Bank’s status were
ratified by an amendment to the Article 12 of the Constitution of the Islamic Republic of
Afghanistan in January 2004,

Da Afghanistan Bank is the Central Bank of Afghanistan. As per the DAB Law, the Bank’s
main objective is to achieve and maintain domestic price stability with other objectives to
foster the liquidity, solvency and proper functioning of a stable market based financial
system. The Bank also conducts monetary policy on the monetary base and through reserves
management, and act as a bank, financial consultant, and agent of the Government of Islamic
Republic of Afghanistan and other state governed bodies.

Registered office (Head Office) of the Bank is situated in Kabul. As at 20 March 2011 the
Bank operated 44 branches.

Basis of preparation
Statement of compliance

These financial statements have been prepared in accordance with the requirements of the
International Financial Reporting Standards (IFRSs) and the DAB law. Wherever the DAB
Law differs with the requirements of the IFRSs, the requirements of the DAB Law take
precedence.

These financial statements were approved by the Supreme Council in their meeting held on

Basis of measurement

These financial statements have been prepared on the historical cost basis except for the
following:

- Gold reserves are measured at fair value

- Available for sale financial assets are measured at fair value

.= Investment property is measured at fair value

- Land and buildings are carried at revalued amounts

- Liability for defined benefit obligations is recognised as the present value of the defined
benefit obligation add/less past service costs and actuarial losses

Functional and presentation currency

These financial statements are presented in Afghanis (“Afs™), which is the Bank’s functional
currency. All financial information presented in Afs has been rounded to the nearest

thousands O'I’Afghanis.w



Da Afghanistan Bank
Notes to the financial statements
For the vear ended 30 Hoot 1389 (20 March 2011)

(d)

(@)

Use of estimates and judgments

The preparation of financial statements in conformity with IFRSs requires management to
make judgments, estimates and assumptions that affect the application of accounting policies
and the reported amounts of assets, liabilities, income and expenses. Actual results may differ
from these estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to
accounting estimates are recognised in the period in which the estimate is revised and in any
future periods affected.

In particular, information about significant areas of estimation, uncertainty and critical
judgments in applying accounting policies that have the most significant effect on the
amounts recognised in the financial statements are as follows:

e gold reserve Note 3 (b)
e useful lives and valuation of property and equipment; Note 3 (d)
e fair value measurement of investment propetties; Note 3 (e)
e useful life of intangible asset Note 3 (f)
e Provision for impairment Note 3 (h)
e Retirement benefits to employees; Note 3 (j)

Significant accounting policies

The accounting policies set out below have been applied consistently to all periods presented
in these financial statements,

Foreign currency transactions

Transactions in foreign currencies are translated in to the functional currency of the Bank at
exchange rates at the dates of the transactions. Monetary assets and liabilities denominated in
foreign currencies at the reporting date are retranslated in to the functional currency at the
exchange rate at that date.

Non-monetary assets and liabilities denominated in foreign currencies that are measured at
fair value are retranslated in to the functional currency at the exchange rate at the date that the
fair value is determined.

For the purpose of retranslation as at 20 March 2011, the Afghani exchange rates used for the
major currencies were: :

1389 1388
United States Dollar 45374 48.482
Euro 64.095 65.570
Sterling Pounds 73.300 72.765
Pakistan Rupee 00.532 00.575

Foreign currency differences arising on retranslation and dealings in foreign currencies are
recognised in the income statement.

iy
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Da Afghanistan Bank
Notes to the financial statements
For the year ended 30 Hoot 1389 (20 March 2011)

(b)

(©)

(d)

Gold

Gold held as reserve

Refined gold held as foreign reserve are recorded at fair value at the statement of financial
position date. Fair price is determined by reference to the London Bullion Market Association
(“LBMA™) PM fixings at a discount of USD 2 per troy ounces. Fair value changes in gold are
taken to reserve account whereas foreign exchange changes are included in profit and loss
account.

Gold at Bank vault

Non-refined gold and precious metals held at the Bank vault are stated at cost, and are
included within other assets.

Cash and cash equivalents

Cash and cash equivalents include foreign currency cash on hand, unrestricted balances held
with other central banks and highly liquid financial assets with original maturities of less than
three months, which are subject to insignificant risk of changes in their fair value, and are
used by the Bank in the management of its short-term commitments.

Property and equipment

Recognition and measurement

Items of property and equipment, other than free-hold land, which is stated at revalued
amount, are measured at cost less accumulated depreciation and impairment losses, if any.

Cost includes expenditures that are directly attributable to the acquisition of the items of the
asset.

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

Subsequent costs

The cost of replacing part of an item of property and equipment is recognised in the carrying
amount of the item if it is probable that the future economic benefits embodied within the part
will flow to the Bank and its cost can be measured reliably. The costs of day-to-day servicing
of property and equipment are recognised in income statement as incurred.

Depreciation

Depreciation is recognised in income statement on a straight-line basis over the estimated
useful lives of each part of an item of property and equipment.

The estimated useful lives for the current and comparative periods are as follows:
Wy



Da Afghanistan Bank
Notes to the financial statements
For the year ended 30 Hoot 1389 (20 March 2011)

(e)

M

1389 1388
Buildings 40 years 40 years
Furniture and fixtures 5 years 5 years
Motor vehicles 5 years 5 years
IT and office equipment 5 years 5 years

Depreciation methods, useful lives and residual values are re-assessed at the reporting date.

Surplus arising from the revaluation is credited to the revaluation reserve included in equity
section of the statement of financial position, except to the extent that it reverses a revaluation
decrease of the same asset previously recognised in the income statement, in which case the
increase is recognised in income statement, A revaluation deficit is recognised in the income
statement, except that a deficit directly offsetting a previous surplus on the same asset is
directly offset against the surplus in the revaluation reserve. Upon disposal, any revaluation
surplus relating to the particular asset being sold is transferred to equity. An item of property
and equipment is de-recognised upon disposal or when no future economic benefits are
expected from its use or disposal. Any gain or loss arising on de-recognition of the asset
(calculated as the difference between the net disposal proceeds and the carrying amount of the
asset) is included in the income statement in the year the asset is de-recognised. The asset’s
residual values, useful lives and method are regularly reviewed and adjusted, if appropriate.

Reclassification to investment property

When a property is transferred from operating assets for the Bank’s own use (owner-
occupied) to investment property, it will be carried at fair value and is reclassified as
investment property. Any gain arising on remeasurement at the time of transfer is recognised
in equity and any loss is recognised immediately in income statement.

Investment property

Investment property is property held to earn rental income and for capital appreciation. The
Bank holds some investment properties as a consequence of its lease agreements. Investment
properties are measured at fair value with any change therein recognised in income statement.

Intangible asset

Software acquired by the Bank is stated at cost less accumulated amortisation and
accumulated impairment losses.

Subsequent expenditure on intangible asset is capitalized only when it increases the future
economic benefits embodied in the specific asset to which it relates. All other expenditure is
expensed as incurred.

Amortisation is recognised in income statement on a straight-line basis over the estimated
useful life of the software, from the date it is available for use.

Cony



Da Afghanistan Bank
Notes to the financial statements
For the year ended 30 Hoot 1389 (20 March 2011)

(2

Non-derivative financial instruments

Non-derivative financial instruments of the Bank comprise gold reserve, cash, advances and
other receivables, due from banks and financial institutions, treasury bills, currency in
circulation, due to banks and financial institutions, capital notes, due to customers, due to
International Monetary Fund and other liabilities.

Non-derivative financial instruments are recognised initially at fair value plus, for instruments
not at fair value through profit or loss, any directly attributable transaction costs, except as
described below. Subsequent to initial recognition non-derivative financial instruments are
measured as described below.

A financial instrument is recognised if the Bank becomes a party to the contractual provisions
of the instrument. Financial assets are de-recognised if the Bank’s contractual rights to the
cash flows from the financial assets expire or if the Bank transfers the financial asset to
another party without retaining control or substantially all risks and rewards of the asset.
Regular way purchases and sales of financial assets are accounted for at trade date, i.e., the
date that the Bank commits itself to purchase or sell the asset. Financial liabilities are de-
recognised if the Bank’s obligations specified in the contract expire or are discharged or
cancelled.

Held-to-maturity investinents

When the Bank has the positive intent and ability to hold debt securities to maturity, these
investments are classified as held-to-maturity. Held-to-maturity investments are measured at
amortised cost using the effective interest method, less any impairment losses.

Available-for-sale financial assets

Subsequent to initial recognition, the Bank’s investments in securities classified as available-
for-sale financial assets are measured at fair value and changes therein, other than impairment
loss (see note 3(h)), and foreign exchange gains and loss on available-for-sale monetary items
(see note 3(a)), are recognised other comprehensive income. When an investment is de-
recognised, the cumulative gain or loss in equity is transferred to income statement.

Investment at fair value through profit or loss

An instrument is classified as at fair value through profit or loss if it is held for trading or is
designated as such upon initial recognition. Financial instruments are designated at fair value
through profit or loss if the Bank manages such investments and makes purchase and sale
decisions based on their fair value. Upon initial recognition, attributable transaction costs are
charged in income statement when incurred. Financial instruments at fair value through profit
or loss are measured at fair value, and changes therein are recognised in income statement.

Other

Other non-derivative financial instruments are measured at amortised cost using the effective
interest method, less any accumulated impairment losses.

lo/ay
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Da Afghanistan Bank
Notes to the financial statements
For the year ended 30 Hoot 1389 (20 March 2011)

(h)

Impairment
Financial assets

A financial asset is considered to be impaired if objective evidence indicates that one or more
events have had a negative effect on the estimated future cash flows of that asset.

An impairment loss in respect of a financial asset measured at amortised cost is calculated as
the difference between its carrying amount, and the present value of the estimated future cash
flows discounted at the original effective interest rate. An impairment loss in respect of an
available-for-sale financial asset is calculated by reference to its current fair value.

Significant financial assets are tested for impairment on an individual basis. The remaining
financial assets are assessed collectively in groups that share similar credit risk characteristics.

All impairment losses are recognised in income statement. Any cumulative loss in respect of
an available-for-sale financial asset recognised previously in equity is transferred to income
statement.

An impairment loss is reversed if the reversal can be related objectively to an event occurring
after the impairment loss was recognised. For financial assets measured at amortised cost and
available-for-sale financial assets that are debt securities, the reversal is recognised in income
statement. For available-for-sale financial assets that are equity securities, the reversal is
recognised directly in equity.

Non-financial assets

The carrying amounts of the Bank’s non-financial assets are reviewed at each reporting date
to determine whether there is any indication of impairment. If any such indication exists then
the asset’s recoverable amount is estimated.

The recoverable amount of an asset is the greater of its value in use and its fair value less
costs to sell. 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.

An impairment loss is recognised if the carrying amount of an asset exceeds its recoverable
amount, Impairment losses are recognised in income statement.

Impairment losses recognised in prior periods are assessed at each reporting date for any
indications that the loss has decreased or no longer exists. An impairment loss is reversed if
there has been a change in the estimates used to determine the recoverable amount. An
impairment loss is reversed only to the extent that the asset’s carrying amount does not
exceed the carrying amount that would have been determined, net of depreciation, if no
impairment loss had been recognised.

Currency in circulation

Bank notes and coins in circulation represent a demand liability of the Bank when issued from
the vaults and are recorded in the statement of financial position at their denominated value.

WM{



Da Afghanistan Bank
Notes to the financial statements
For the year ended 30 Hoot 1389 (20 March 2011)

Expenses on bank notes and coins in circulations include expenses on production, security,
transportation, insurance and other expenses. Expenses on bank notes and coins in circulation
are recognised as and when they are incurred. Any un-issued currency notes and coins lying
with the Bank’s vault are not reflected in these financial statements.

)] Employee benefits
Defined benefit plans

The Bank operates an unfunded pension scheme for its permanent employees. Contributions
to the scheme are made by employees and the Bank. Employees contribute 3% of net monthly
salary and education allowance while the Bank contributes 5% of the budgeted salary on
yearly basis. Pension is payable afier the retirement on monthly basis in accordance with
pension rules of the Bank depending upon completed years of service.

The Bank’s net obligation in respect of defined benefit plan is calculated by estimating the
amount of future benefits that employees have earned in return for their service in the current
and prior periods; that benefit is discounted to determine its present value, and any
unrecognised past service costs and the fair value of any plan assets are deducted. The
discount rate is the yield at the reporting date on government securities that have maturity
dates approximating to the terms of the Bank’s obligations. The calculation is performed by a
qualified actuary using the projected unit credit method. When the calculation results in a
benefit to the Bank, the recognised asset is limited to the net total of any unrecognised past
service costs and the present value of any future refunds from the plan or reductions in future
contributions to the plan.

When the benefits of a plan are improved, the portion of the increased benefits relating to past
service by employees is recognised in income statement on a straight-line basis over the
average period until the benefits become wvested. To the extent that the benefits vest
immediately, the expense is recognised immediately in income statement.

The latest actuarial valuation was carried out on 30 Hoot 1389 (20 March 2011).
Short-term benefits

Short-term employee benefit obligations are measured on an undiscounted basis and are
expensed as the related service is provided.

Termination benefits

Termination benefits are recognised as a liability and an expense when, and only when, the
bank is demonstrably committed to either terminate the employment of an employee or group
of employees before the normal retirement date or termination benefits as a result of an offer
made in order to encourage voluntary redundancy, opted by the employees.

(k) Provisions

A provision is recognised if, as a result of a past event, the Bank has a present legal or
constructive obligation that can be estimated reliably, and it is probable that an outflow of
economic benefits will be required to settle the obligation. Provisions are determined by
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discounting the expected future cash flows at a pre-tax rate that reflects current market
assessments of the time value of money and the risks specific to the liability.

Interest

Interest income and expense are recognised in the income statement using the effective
interest method. The effective interest rate is the rate that exactly discounts the estimated
future cash payments and receipts through the expected life of the financial asset or liability.
The effective interest rate is established on initial recognition of the financial asset or liability
and is not revised subsequently.

The calculation of the effective interest rate includes all fees, transaction costs, and discounts
or premiums that are an integral part of the effective interest rate. Transaction costs are
incremental costs that are directly attributable to the acquisition, issue or disposal of a
financial asset or liability.

Interest income and expense presented in the income statement include:

m Interest on financial assets and liabilities at amortised cost on an effective interest rate
basis.
® Interest on available-for-sale investment securities on an effective interest basis.

Fee and commission

Fee and commission income and expenses that are integral to the financial asset or liability
are included in the measurement of the effective interest rate.

Other fee and commission income, including account servicing fee, transfer commission,
branch coordination commission are recognised as the related services are performed. When a
loan commitment is not expected to result in draw-down of a loan, loan commitment fee are
recognised on straight-line basis over the commitment period.

Other fee and commission expense relates mainly to transaction service fee and asset
management services, which are expensed as the services are received.

Rental income

Rental income from investment properties is recognised in income statement on a straight-line
basis over the term of the lease. Lease incentives granted are recognised as an integral part of
the total rental income, over the term of the lease.

Grant

Grant is recognised in the income statement over the periods necessary to match them with
the related asset when they are intended to compensate on a systematic basis. Grant relating to
asset including non-monetary grant at fair value is credited to a deferred grant account and is
released to the income statement over the expected useful life of the relevant asset.
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Taxation

Under Article 124 of the DAB Law, the Bank is exempt from taxes on income or profits;
personal property taxes on assets; taxes on transfer of funds and other financial transactions;
stamp duties on issuance of securities and bank notes; customs duties, import duties, sales tax,
value added taxes on imports of gold, bank notes and coins; sales tax on domestic supply of
gold, bank notes, and coins etc.

Accordingly, no provision for income tax has been made in these financial statements.

Offsetting

A financial asset and a financial liability is offset and the net amount is reported in the
statement of financial position when the Bank has a legally enforceable right to set-off the
recognised amounts and it intends either to settle on a net basis or to realized the asset and
settle the liability simultaneously.

New standards and interpretations not yet adopted

A number of new standards, amendments to standards and interpretations are not yet effective
for the year ended 30 Hoot 1389, and have not been applied in preparing these financial
statements. None of these will have an effect on the financial statements of the Bank, with the
exception of:

IFRS 9 “Financial Instruments”, published on 12 November 2009 as part of phase 1 of the
IASB’s comprehensive project to replace 1AS 39, deals with classification and measurement
of financial assets. The requirements of this standard represent a significant change from the
existing requirements in IAS 39 in respect of financial assets: amortized cost and fair value.

The standard is effective for annual periods beginning on or after 1 January 2013. Earlier
application is permitted. The Bank is currently in the process of evaluating the potential
effects of this standard.
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4.2

6.1

6.2

1389 1388
Note (Afs "000") {Afs '000")
Gold reserve
Balance at beginning of the year 4.1 37,611,073 34,640,934
Gain on revaluation 10,719,241 5,168,249
Exchange loss (3,098,742) (2,198,110)
Balance at end of the year 45,231,572 37,611,073

This represents 703,004.944 fine troy ounces (1388: 703,004.944 fine troy ounces) of gold in bar form held at
Federal Reserve Bank of New York as the Bank's international reserve.

As per Federal Reserve Bank, New York (FRB NY), these gold reserves do not meet the standards for valuation
set by the London Bullion Market Association ("LBMA"). The Bank has obtained an advice for the estimate of
discount to the LBMA rate of USD 1,420 per troy ounce (1388: USD 1,105.50 per troy ounce) from Bank for
International Settlement (BIS), Switzerland, which suggested discount from USD 1 to 2 per troy ounce to the
LBMA rate. Accordingly, the Bank has valued the gold reserves at USD 1,418 per troy ounce (1388: USD
1,103.50 per troy ounce) using discount of USD 2 per troy ounce to the LBMA rate as at the date of statement
of financial position.

1389 1388
(Afs "000") {Afs '000"
Foreign currency cash reserve
Cash at head office 6,345,737 8,443,754
Cash at branches 2,337,783 920,550
8,683,520 9,364,304

This represents notes and coins freely convertible into foreign currency held by the Bank.

1389 1388
Note {Afs "000") (Afs '000Y
Due from banks and financial institutions
Demand deposits 6.1, 62 125,993,237 92,071,292
Interest receivable 61,842 54,714
Current accounts with foreign banks 5,738,800 692,392
131,793,879 92,818,398

These carry interest ranging from 0.15% to 1.85% (1388: 0.18% to 2.0%) per annum.

As of reporting date, these include an amount of Afs 1,457,194 thousands in respect of which a local court of
Germany has issued a garnishee order to the correspondent bank to keep the funds separately and to transfer
the amount in the event of the remand of the court issued to the correspondent bank.
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Restated
1389 1388
Note (Afs "000") (Afs '000")
i Investments
Available for sale financial assets 7.1 46,732,018 48,890,937
Treasury bills (held to maturity) 7.2 10,105,591 10,101,022
56,838,209 58,991,959
7.1  Available for sale financial assets
Deposit accounts 15,553 22,997
US treasury bills 37,189,378 39,020,766
Other fixed income securities 9,527,687 9,847,174
46,732,618 48,890,937

7.1.1 The Bank has entered into an investment management and consultation agreement with the International Bank
for Reconstruction and Development ("IBRD") for Reserves Advisory Management Program (RAMP). The
IBRD has placed the funds in US treasury bills, federal agency securities and deposit accounts maintained with
the Federal Reserve Bank New York. These portfolio investments carry interest rates ranging from 0.38% to
2.75% per annum (1388: 0.21% to 0.72% per annum). The carrying value of these investments as at the year
end amounts to USD 1,029,943 thousand (1388: 1,008,424 thousand).

7.2 Treasury bills 1389 1388
Note (Afs '000Y) (Afs ‘000
UK treasury bills - face value 7.2.1 10,115,400 10,105,385
Un-earned discount on treasury bills (9,809) (4,363)
10,105,591 10,101,022

7.2.1 These are debt securities issued by the United Kingdom treasuries and purchased through Duetsche Bank. The
treasury bills have original maturities of 28 days to 91 days (1388: 89 to 133 days). These bills are purchased at
a discount from face value and do not pay interest before maturity. The interest is the difference between the
purchase price of the bill and the amount paid back on maturity or when sold prior to maturity. The Bank
intends to hold these bills till maturity dates. The fair of these treasury bills as at reporting date amounts to Afs

11,603,626 thousands.
1389 1388
Note (Afs 000" {Afs '000")
8. Assistance as lendor of last resort
Assistance as lender of last resort (LoLR) to Kabul Bank 18,108,250 -
Less: allowance for impairment loss 8.1 ~ (18,108,250)
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8.1  This represents the amount paid to Kabul Bank ("KB") as a lender of last resort ("LoLR") under Article 86 of
the DAB law.

Subsequent to the year end and signing of Promissory Note and Agreement as mentioned in the following
paragraph, on 29 Hamal 1390 (18 April 2011), the Bank paid a further amount of Afs 19,500,500 thousands
(equivalent USD 425,000 thousands) to Kabul Bank under the above mentioned Article.”

On 21 Hamal 1390 (10 April 2011) the Bank signed a Promissory Note and Agreement ("PNA") with the
Ministry of Finance ("MoFE"™), whereunder MoF agreed to underwrite cost of LoLR facilities to Kabul Bank
amounting to Afs 37,620,000 thousand. The PNA included procedures for payment for guarantee of deposits of
Kabul Bank. The repayment was subject to approval by the Parliament and other conditions, as contained in the
PNA including assignment of claims of the Bank against KB to the MoF. Per terms of repayment the entire
amount was to be paid to the Bank over § years in 32 quarterly increasing installments beginning from the end
of first quarter of 1390 and carrying interest rates charged on daily basis applicable to overnight deposits of the
Bank as disclosed in note 16.3.

On 31 Hamal 1390 (20 April 2011) KB was placed under receivership; whereafter operations of KB are to be
continued by New Kabul Bank ("NKB") and the receivers shall recover assets of KB.

The Parliament did not approve the budget of MoF in respect of payments to the Bank under the PNA and in
the absence of an alternative arrangement the amount is doubtful of recovery. Accordingly, management has
made full provision against the amount receivable at the reporting date.

1389 1388
Note (Afs '000") {(Afs ‘000"
9. Advances and other receivables
Advances to government - 34,330
Afghan Deposit [nsurance Corporation 9.2 500,000 -
Advances to staff 472,233 89,427
Others 9.3 1,318,364 1,457,067
9.7 2,290,597 1,580,824
Less: Allowance for impairment loss 93 (1,480,176) (1,480,176)
(1,480,176) (1,480,176)
810,421 100,648
9.1  Currency profile of advances and other receivables is as follows:
Foreign currency 962,214 1,025,557
Local currency 19,436,633 555,267
) 20,398,847 1,580,824
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9.2

9.3

10.

10.1

This represents the share of contribution of the Bank for establishment of Afghanistan Deposit Insurance
Corporation (ADIC). As per Article 7 of the draft ADIC Law, the initial capital of ADIC of Afs 1,050,000
thousand shall be contributed by the Bank, MoF and commercial banks in proportion to Afs 500,000 thousand,
Afs 500,000 thousand and Afs 50,000 thousand respectively. The contribution by the Bank has been treated as
advance and will be recognised as investment in ADIC upon approval of ADIC Law by the Parliament of
Islamic Republic of Afghanistan.

These represent advances to past regimes and receivables on account of misappropriation of the cash in hand
by the Bank's staff in prior years. The Bank has recognised full impairment provision against the previous
years' advances as the chances of the recovery of the same are remote. The movement in gross amount is on
account of revaluation of foreign advances at closing rates.

1389 1388
Investment property Note (Afs '000") {Afs 000"
Balance as at beginning of the year 101 4,800 4,800
Gain on revaluation during the year 4,200 -
Balance as at end of the year 9,000 4,800

Investment property comprises an agricultural land situated near Kabul which is leased out to a farmer, The
lease contract is for a period of 3 years, upon completion of 3 year subsequent renewal is subject to negotiation
with the lessee. Property interests held under operating leases are classified as investment properties. No
contingent rents are recognised. The Bank has given certain shops attached with the premises of the branches,
however, the portion given on leases is not significant and hence are not classified as investment properties.

The recent valuation was carried out during year 1389 by M/S Pamir Property Dealer Kabul, a reputed property
dealer having professional competency and experience in the location and category of the property being
valued. Fair value was determined with regard to recent market transactions for similar properties in the same
location as the Bank's investment property. The gains on the re-measurement of fair value of investment
property amounting to Afs 4,200 thousand was recognised in the other operating income in the income
statement.

Rental income earned from investment property is disclosed under Note 25.
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11.

—
—
-

11.2

11.3

Property and equipment

Cost

Balance at 01 Hamal 1388
Additions (Note 11.2)
Disposals

Exchange of land (Note 11.2)
Balance at 29 Hoot 1388

Balance at 01 Hamal 1389
Additions

Transfers out

Adjustment on revaluation
Addition on revaluation
Balance at 30 Hoot 1389

Depreciation

Balance at (}1 Hamal 1388
Charge for the year
Charge on disposals
Balance at 29 Hoot 1388

Balance at 01 Hamal 1389
Charge for the year
Adjustment on revaluation
Balance at 29 Hoot 1389

Carrying amounts
At 01 Hamal 1388
At 29 Hoot 1388

At 01 Hamal 1389
At 30 Hoot 1389

Freehold Buildin Furniture Motor IT and office Total
land € and fixtures vehicles equipment
{Afs '000")

1,779,764 250,146 59,079 26,706 294,905 2,410,600
2,373,600 86,476 2,441 9.431 34,964 2,506,912
- - - - {2,593) (2,593)
{599,000} - - - - (599,000)
3,554,364 336,622 61,520 36,137 327,276 4315919
3,554,364 336,622 61,520 36,137 327,276 4,315,919
- 92,959 33,096 29,311 8,513 163,879

2 & - - (5,465) (5,465)

- (45,271) . . 5 (45,271)
741,502 {243,527) - - - 498,275
4,296,166 140,783 94,616 65,448 330,324 4,927,337
- 27,171 2,875 3,240 144,998 178,284

- 8415 17,140 7.432 76,880 109,867
- - - - {(2,593) {2,593}

- 35,586 20,015 10,672 219,285 285,558

- 35,586 20,015 10,672 219,285 285,558

- 9,685 5,552 11,063 93,751 120,051
- (45,271) - - - (45,271)

- - 25,567 21,735 313,036 360,338
1,779,764 222 975 56,204 23,466 149,907 2,232,316
3,554,364 301,036 41,505 25,465 107,991 4,030,361
3,554,364 301,036 41,505 25,465 107,991 4,030,361
4,296,166 140,783 69,049 43,713 17,288 4,566,999

Freehold land and buildings were revalued as at 30 Hoot 1389 by independent dealer, M/S Pamir Property Dealer, a well known
local valuation expert having knowledge and experience in the location and category of property, on the basis of market values, The
revaluation resulted in a surplus of Afs 741,802 thousand on revaluation of land which has been included in revaluation reserve and
deficit of Afs 243,527 thousands which has been charged to income statement.

During the year 1388, the Bank exchanged with the Government of Afghanistan 11,980 square meter land having carrying value of
Afs 399.000 with 17,200 square meter of land having fair value of Afs 2,373,600 thousand at the time of exchange. The gain on
exchange had been included in capital.

Had no revaluation been carried out, the carrying amount of the land and buildings that would have been recognised in these

financial statements is as under:

Cost
Accumulated depreciation
Carrying anmount

1389

(Afs 0007

Land
3,348,874

Buildings

429,581
(45,271)

3,348,874

384,310
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1389 1388
Note (Afs '000") (Afs 000"
12.  Intangible asset

Cost
Balance at beginning of the year 127 30.116 30.116
Additions during the year 12.2 4,000 -

34,116 30,116
Amortisation
Balance at beginning of the year (17,043) {11,020}
For the year (6,090) {6,023)

(23,133) (17,043)
Balance at end of the year 10,983 13,073

12.1 This represents 'Core Banking System', an accounting software received by the Bank from United States Agency for
International Development (USAID) as grant in kind and is recognised at fair value as on that date, which is its invoice

value,

12.2  This represents software for regsitery of government security capital notes and secondary market transactions.

1389 1388
(Afs '000") (Afs'000%)
13.  Other assets

Non-monetary gold bullion and bars 13.1 5,861,728 5,861,728
Non-monetary silver 3.7 6,711,255 6,711,255

12,572,983 12,572,983
[nventories 20,205 22,422
Inter-branch accounts - 1,288
Receivable against project accounts from Ministries 13.2 - 436,867

12,593,188 13,033,560

13.1

13.2

This represents the gold bullion and bars and gold and silver coins held in the Bank's vault. Under a Memorandum of
Understanding ("MoU"} agreed between the Bank and the Ministry of Finance (MoF) in the year 1383, the Bank has
been granted clear title to all the gold bullion and bars, as well as certain gold and silver coins, asserted to be owned by
the Bank and physically located in the Presidential Palace vault. A count of these gold bullion, bars and coins was
conducted in the year 1384 for the purpose of Mol and the value of these were estimated to Afs 8,061,400 thousands as
determined by local expert. In 1386, the Bank conducted a reconciliation process of gold bars and coins and decided to
write down the value of these minerals by Afs 2,199,672 thousands that represented a shortfall of gold bars and coins
handed over to the Bank by the Ministry of Finance under MoU. Subsequently, in the year 1387, the Bank completed
the physical recounting, re-weighing and reconciliation process of silver coins and included in the books of accounts the
Afs 6,711,255 thousand, being the value previously unaccounted for,

During previous years, this represented USD 9,010,807 receivable from different project accounts against which the
Bank had made payments to relevant ministries and government institutions during previous years. The amount has been
received during the year,
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1389 1388
Note (Afs '000") {Afs 000"
14.  Currency in circulation
Coins 428,400 428,400
Bank notes 139,104,462 103,926,962
139,532,862 104,355,362
Bank notes and coins held at vault of the Bank (7,090,444) (5,664,937)
132,442,418 98,690,425
15.  Capital notes
Face value 16,092,000 10,370,000
Un-amortised discount (119,460) (129,688)
i5.1 15,972,540 10,240,312

15.1 These represent debt instruments issued by the Bank solely to licensed commercial banks and licensed money changers
and having maturity between 28 days to 182 days (1388: 28 days to 182 days). Capital notes are freely transferable
between licensed commercial Banks, licensed money changers and the Bank.

These carry interest between 2.35% to 3.44% (1388: between 4.11% to 10.5%) per annum,

1389 1388
Note (Afs '000") (Afs '000%)
16.  Due to banks and financial institutions
Foreign currency
Current accounts 8,354,226 11,296
Local currency
Current accounts 6.2 15,735,996 18,417,250
Overnight deposits 2,829,114 7,357,700
18,565,110 25,774,950
26,919,336 25,786,246
16.1 Geographical profile of due to banks and financial institutions is as follows:
Foreign banks and financial institutions 8,354,226 11,296
Local banks 18,565,110 25,774,950
26,919,336 25,786,246

16.2 These include required reserve balance amounting to Afs 8,748,681 (1388: Afs 10,062,917) maintained by the
commercial banks with the Bank in accordance with the requirements of Article 64 of the Da Afghanistan Bank Law,

16.3 Interest profile of the interest bearing deposits is as follows:
1389 1388
(per annum)
Local currency:
Current accounts 3.47 % to 5.90 % 0.5% to 7.28%
Overnight deposits 0.10 % to 1.70% 0.75% to 6.43%
oy
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17.

17.1

172

17.3

18.

18.1

1389 1388
Note (Afs 000" {(Afs '000%
Due to customers
Foreign currency
Current accounts 17.1 43,579,085 31,394,839
Dormant accounts 172 170,979 163,845
43,750,064 31,558,684
Local currency
Current accounts 17.1 17,972,818 15,163,956
Time deposits 31,577 31,577
Dormant accounts i7.2 85,604 169,948
18,089,999 15,365,481
17.3 61,840,063 46,924,165
Current accounts consist of:
Government accounts 55,870,214 19,731,860
Others 5,081,689 26,826,935
61,551,903 46,558,795

These are past years' non-operative accounts of the customers of the Bank and non-operative accounts transferred by
other government owned commercial banks. Initially, non-operative accounts are classified as dormant for 10 years,
thereafter as residual for another 10 years. If the customer do not claim back their deposit within this period, the Bank
transfers it to the Ministry of Finance (MoF), Government of Afghanistan. During the year 1389 dormant accounts
amounting to Afs 84,345 thousand were transferred to the MoF,

All these accounts are non-interest bearing.

1389 1388
IMF related liabilities Note (Afs "000') {Afs '000%)
Account 1 34,399 34,399
Account 2 1,112 1,112
181 35,511 35,511

The Islamic Republic of Afghanistan is a member of International Monetary Fund (IMF) since 1955, The member
country can designate Ministry of Finance (MoF), central bank or any other agency as their Fiscal Agent. In addition,
each member is statutorily required to designate its central bank as Depository. The Government of Afghanistan has
nominated MoF as their Fiscal Agent and the Bank as the Depository.

As the Depository for the [slamic Republic of Afghanistan, the Bank is required to maintain, in additions to other
accounts, the following accounts:

Account 1 (Afghani)
Account 2 (Afghani)

- IMF's holding of the member's currency are placed in IMF Accounts No 1 and No 2 in the central bank. The central

bank is required to record balances in the IMF No.1 and No. 2 accounts as its liabilities. These balances, although
maintained within the central bank, are owned by the IMF. The IMF Account No. 1 is used for the IMF's operational
transactions whereas the IMF Account No. 2 is used for operational expenses incurred by the IMF in the member's
currency.
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19.

Defined benefit plan

The Bank operates an unfunded defined pension scheme which covers all eligible employees as per the policy of the
Bank specified under note 3(j). The Bank obtained services of an independent actuary situated in Karachi - Pakistan, to
carry out the actuarial valuation of defined benefit obligations. The following data is based on the valuation carried out
at 30 Hoot 1389 (20 March 2011).

The liability recognised in the statement of financial position in respect of defined pension scheme is the present value of
the defined benefit obligation at the 30 Hoot 1389.

1389 1388
Note (Afs '000") {(Afs 000"

Balance at beginning of the year 1,223,107 333,368
Charge for the year 194,691 915,105
Benefits paid during the year (26,389) (25,366)
Balance at end of the year 1,391,409 1,223,107
The amounts recognised in the statement of financial position are as follows:
Present value of defined benefit obligation 2,097,702 1,983,728
Non-vested past service cost to be recognised in future years (706,293) (760,621)

1,391,409 1,223,107
Movement in present value of defined obligations
Present value of defined obligations at beginning of the year 1,983,729 333,368
Current service cost 135,851 128,161
Interest cost 119,024 26,669
Vested past service cost due to changes in compensation structure - 694,476
Non-vested past service cost due to changes in compensation structure - 814,953
Actuarial (gain)/loss (114,513) 11,468
Benefits paid during the year {26,389) {25,366)

2,097,702 1,983,729
Expense recognised in the statement of comprehensive income is as follows:
Current service cost 135,851 128,161
Interest cost 119,024 26,669
Vested past service cost due to changes in compensation structure - 694,476
Amortisation of non-vested past service cost 54,329 54,331
Actuarial (gain)/loss (114,513) 11,468

194,691 915,105

Actuarial assumptions
Principle actuarial assumptions at the reporting date, expressed as weighted averages, were:

1389 1388
(per annum)
Discount rate 6% 6%
Annual increase in salary 6% 6%
Average life expectancy of an individual retiring at age of 65 15 Years 15 Years
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20.

21.

21.1

21.2

21.4

21.5

Deferred grant

This represents the amount received from United States Agency for International Development (USAID) through
Bearing Point (Consultants) in kind during years 1384 to 1386, mainly motor vehicles, 1T and power equipment and
accounting software. The Bank recognised the fair value of the granted assets at the time of receipt (excluding fair value
of professional assistance provided by USAID through Bearing Point, retrospectively by re-stating previous years
financial statements as of 1384 by Afs 25,624 thousand, 1385: Afs 153,247 thousand and in 1386: Afs 30,349 thousand
respectively aggregating to Afs 209,220 thousand.

The recognition of deferred grant and grant income in accordance with the policy of the Bank as mentioned in note 3(o)
is summerised below:

1389 1388
(Afs '000") (Afs '000")
Balance at beginning of the year 282,670 282,670
Additions during the year - -
282,670 282,670

Accumulated transferred to income (229,901) (170,398)
Balance at end of the year 52,769 112,272
Accumulated transferred to income
Balance at beginning of the year 170,398 901,549
Transfer to income during the year 59,503 79,849
Balance at end of the year 229,901 170,398
Provisions and other liabilities
Deposit against letters of credit -net 212 5,839,725 4,127,523
MOU adjustments 29 75,896 49,550
Sundry payables 2i.3 497,791 970,723
Withholding taxes payable 441 49,683
Suspense accounts 214 1,084 506
Inter-branch accounts 215 1,677,309 -
RAMP management fee payable 9,521 8,316

8,101,767 5,206,301
Currency profile of provisions and other liabilities is as follows:
Local currency 2,262,042 1,078,778
Foreign currency 5,839,725 4,127,523

8,101,767 5,206,301

These represents the deposits received by the Bank against issuance of letters of credit amounting to Afs 5,925,054
thousand (1388: Afs 5,484,769 thousand) and disbursements there against, amounting to Afs 355,231 thousand (1388:
Afs 1,357,246 thousand). The Bank issues letters of credit only to the government and governmental organisations
against receipt of 100% deposit.

These include sundry payables amounting to Afs 413,391 thousand (1388: Afs 523,560 thousand) representing the
payables relating to the previous regimes in respect of which the details of the payees are yet to be established by the
Bank.

The Bank is in the process of reconciling these balances and would eventually be transferred to either appropriate
account head or to the retained earnings in future. Impact of these balances on the over all financial statements can not
be determined as at the date of statement of financial position.

It represents the net credit balance of un-reconciled differences in inter-branch accounts. Management is in process of
reconciling these balances and the impact of these differences on the financial statements can not be determined at this
time.
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22.

22.1

22.2

Capital and reserves
Capital and capital management

According to Article 27 of the DAB Law, the authorized capital of the Bank is Afs 8,000,000 thousand or such higher
amount as shall result form allocations from net profit pursuant to Article 29 of the DAB Law. The capital of the Bank is
solely held by the Government of Islamic Republic of Afghanistan, and shall not be transferable or subject to encumbrances.
Under the Memorandum of Understanding (MolJ) entered with the Ministry of Finance (MoF), the paid up capital of the
Bank has been reduced to below Afs 8,000,000 thousand (Afghanis eight billion) as a consequence of the transfer of assets
and liabilities to the MoF.

According to Article 29 of the DAB Law, if the Bank has a net profit for any financial year, it shall be allocated to the capital
account to increase the capital of the Bank to a level equivalent to five percent (5%) of the aggregate amount of monetary
liabilities, as defined in Article 29. Any residual profits, if any, are required to be dealt with as prescribed in the above
mentioned Article. The Bank is required to maintain its capital at this level.

After the allocation of accumulated (losses) / profit to the capital account, the capital of the Bank falls below five percent
(5% of the total amount of liabilities as defined in Article 29 of DAB Law. The Bank is considering recapitalisation of short
fall in capital from the Government as required by the Article 31 of the DAB Law as well as amendment in DAB Law
regarding fixation of minimum amount of capital and transfer of revaluation reserves to capital.

Revaluation reserve

According to Article 29 of the DAB Law, the Bank shall hold a general reserve and a revaluation reserve. The Bank may, if
required, create a special reserve with the approval of MoF.

The Bank's revaluation reserve represents the cumulative unrealised gains on the revaluation of gold reserves at market prices,
frechold land and building at fair values and un-realised valuation gains from available for sale financial assets at each
statement of financial position date.
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23.

23.1

24.

24.1

25.1

26.

Restated
1389 1388
Note (Afs '000") {Afs 000"
Interest income
Interest on balances with banks and financial institutions 498,451 709,544
Interest on available for sale financial assets 605,621 286,868
Interest on treasury bills 45,219 52,732
Interest on assistance as lender of last resort 136,516 -
1,285,807 1,049,144
Net income from available for sale financial assets is as follows
Interes income 605,621 286,868
(ain on sale of assets 339,111 92,349
944,732 379,217
Interest expense
Interest on capital notes 455,941 1,130,346
Interest - others 24.1 160,839 168,686
616,780 1,299,032
This represents the interest on overnight deposit and cash reserve accounts of the local commercial banks.
1389 1388
Note (Afs 000" {Afs 000"
Other operating income
Rental income 2,440 1,261
Grant income 21 59,503 79,849
Regulatory income 48,455 46,337
Assets and liabilities adjusted 25.1 76,886 315,346
Gain on revaluation of investment property 10 4,200 -
Receipts against project accounts 252 1,160,252 -
1,351,736 442,793
Assets and liabilities adjusted
These represent the assets and liabilities of past vears written back /off during the year as follows:
1389 1388
(Afs "0007) {Afs '0007)
Due from banks and financial institutions (269,901) (29,522)
Other assets - (3,342)
Provisions and other liabilities 346,787 348.210
76,886 315,346

During the year 1389, the Bank has received an amount of USD 25,571 thousands on account of amounts previously

written off.

Personnel expenses

Salaries 376,902 427,137
Defined benefit plan contribution 19 194,691 915,105
Other allowances 59,947 75,349

631,540 1,417,591
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27.

28.

29.

30.

This represents cost of printing of new currency notes valuing Afs 25,000,000 thousands (1388: Afs 50,000,000
thousands) paid to De La Rue International Limited, Basingstoke - England at agreed rates under specific arrangements.

Other expenses

Audit fee and expenses
Repair and maintenance
Rent

Printing and stationery
Transportation
Communication
Insurance

Travelling

Other expenses

Memorandum of understanding (MoU)

1389 1388
(Afs '000") (Afs 0007

4,631 4,424

19,239 10,870

3,763 5,128

7,403 8,222

10,535 10,660

39,946 33,094

5,931 1,748

17,727 24,488

54,529 13,646

163,704 112,280

In compliance to Article 130 of the DAB Law (transitional Article), the Bank entered into a MoU with the Ministry of
Finance (MoF) during year 1383 (2003), based on which the balances due from / to various ministries of the government
have been netted off and adjusted in equity on 12 Hoot 1385 (02 March 2007), which resulted in a capital loss of Afs
8,067,794 thousand. A full reconciliation of the balances in the accounts related to the MoU has not yet been finalised
and is in process. Reconciliation related adjustments due to recoveries have not been determined and recognised. Any

adjustment in this respect will be made when determined.

Cash and cash equivalents

Foreign currency cash reserve
Current accounts with foreign banks

1389 1388
(Afs '000") (Afs '000%
8,683,520 9,364,304
5,738,800 692,392
14,422,320 10,056,696
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Da Afghanistan Bank
Notes to the financial statements
For the year ended 30) Hoot 1389 (20 March 201 1}

32

321

32.2

Risk management policies

The Supreme Council of the Bank, chaired by the Governor, has the overall responsibility and oversight of the Bank's risk
management framework. The Bank is primarily subject to credit, liquidity, market (interest and currency) risks and operational
risk. The policies and procedures for managing these risks are outlined in notes 32.1 to 32.6. The Bank has designed and
implemented a framework of controls to identify, monitor and manage these risks. The senior management is responsible for
advising the Governor on the monitoring and managing of these risks. In addition International Monetary Fund (IMF)
representatives visit the Bank quarterly to advise senior management and Governor on the management of these risks,

The Market Operations Department within the Bank is responsible for monitoring the Foreign Currencies Reserves as per the
Bank's Reserves Management Policy and Guidelines.

Credit risk

Credit risk which is the risk that a counter party will be unable to pay the amounts in full when due, The Bank's primary exposure
to credit risk arises through investment in treasury bills, deposits with banks and financial institutions and investments in available
for sale financial assets . Treasury bills have insignificant credit risk as these bills are “guaranteed” by the issuing governments,
Credit risk arising from deposit with banks and financial institutions is managed by monitoring, reviewing and analyzing these
deposits frequently. Investments in available for sale financial assets are made in securities of central banks, government entities
and other highly reputable organizations; periodic monitoring and review, and the portfolio is managed through the World Bank.
The Bank manages credit risk arising from issuance of letters of credit by obtaining 100% margin against letters of credit.

The Bank's concentration of credit risk exposure is as follows:

1389 1388
Note (Afs "000") {Afs '000%
Due from banks and financial institutions [§] 131,732,037 92,073,987
Investments 7 56,838,209 58,991,959
188,570,246 151,065,946

Financial instruments with off-balance sheet risk

The Bank neither enter into nor is a party to financial instruments and contractual obligations that, under certain conditions, could
give rise to or involve elements of, market or credit risk in excess of that shown in the statement of financial position such as
interest rate swaps, forward foreign exchange contracts, financial guarantees, and commitments to extend credit,

Liquidity risk

Liquidity risk reflects the Bauk's inability in raising tunds to meet commitments associated with the financial instruments. For
liguidity risk arising from local currency activities, the Bank manages the daily liquidity position of the local banking system by
monitoring daily inter-bank clearing system operating under the Bank. The risk arising out of the Bank's obligations for foreign
currencies balances or deposits 1s managed through available reserves, open market operations and issue of capital notes.

The table below shows the Banks' assets and liabilities at the statement of financial position date in relevant maturity grouping
based on the remaining period to the contractual maturity date.
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Da Afghanistan Bank
Notes to the financial statements
For the year ended 30 Hoot 1389 (20 March 2011)

Maturities of assets and liabilities

Over three
Over one month Over one year
Up to one month month to one Over five years Total
to three month to five years
year
{Afs '000")

As at 30 Hoot 1389 (20 March 2011)
Assets
Foreign currency cash reserve 8,683,520 - - - - 8,683,520
Due from banks and financial institutions 5,800,642 57,344,095 68,649,142 - - 131,793,879
Investments - 10,105,591 46,732,618 - - 56,838,209
Advances and other receivables 2,290,597 - - - - 2,290,597
Other assets - - - g 4 <

16,774,759 67,449,686 115,381,760 - - 199,606,205
Liabilities
Currency in circulation - - - - 132,442,418 132,442,418
Capital notes 3,473,075 12,499,465 - - - 15,972,540
Due to banks and financial institutions 26,919,336 - - - - 26,919,336
Due to customers 61,551,903 31,577 - 256583 - 61,840,063
IMF related liabilities 35,511 - - - - 35,511
Provisions and other liabilities 507,753 5,839,725 - - - 6,347,478

92,487,578 18,370,767 - 256,583 132,442,418 243,557,346
Wet liguidity gap
As at 30 Hoot 1389 (20 March 2011} (75,712,819) 49,078,919 115,381,760 (256,583)  (132,442,418)  (43,951,141)
Cumulative gap (75,712,819) (26,633,900) 88,747,860 88,491,277 (43,951,141)
As at 29 Hoot 1388 (20 March 2010)
Assets
Foreign currency cash reserve 9,364,304 - - - - 9,364,304
Due from banks and financial institutions 746,118 47,974 435 43,408,148 - - 92,128,701
Investments 7,666,902 52,156,589 - - - 59,823,491
Advances and other receivables 34,330 80,427 1.457.067 - - 1,580,824
Other assets 438,155 - - - - 438,155

18,249 809 100,220,451 44 865,215 - - 163,335,475
Liabilities
Currency in circulation - - - 98,690,425 98,690, 425
Capital notes - 6,502,369 3,737,943 - - 10,240,312
Due to banks and financial institutions 25,786,246 - - - - 25,786,246
Due to customers 46,389 370 31,577 - 333,793 - 46,754,740
IMF related liabilities 35511 - - - - 35511
Provisions and other lLiabilities 1,028,722 4,127,523 - - - 5,156,245

73,239,849 10,661,469 3,737,943 333,793 98,690,425 186,663,479
Net liquidity gap
As at 29 Hoot 1388 (20 March 2010) (54,990,040) 80,558,982 41,127 272 (333,793) (98,690,425) (23,328,004)
Cumulative gap (54.990.040) 34,568,942 75,696,214 75,362,421 (23,328,004)
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Distribution of Assets, Liabilities, Contingent Liabilities and Commitments

The distribution of assets, liabilitics and off-balance sheet items by geographic regions as at 30 Hoot 1389 (20 March 2011) are as follows:

(Afs '0007)

Net Value of Contingent

Assets Liabilities Assets Liabilities and

(Liabilities) Commitments
Afghanistan 34,354,601 246,755,813 (212,401,212) -
Asia 32,987,388 - 32,987,388 -
Europe 92,207,589 - 92,207,589 -
America 100,988,193 - 100,988,193 -
261,537,771 246,755,813 13,781,958 -

The distribution of assets, liabilities and off-balance sheet items by peographic regions as at 29 Hoot 1388 {20 March 2010) are as follows;
(Afs '000)

Net Value of Contingent

Assets Liabilities Assets Liabilities and

(Liabilities) Commitments
Afghanistan 75,005,946 188,218,339 (113,212,393) -
Asia 31,044,973 - 31,044,973 -
Europe 52285218 - 52,283,218 -
America 57,773,874 - 57,773,874 =
216,110,011 188,218,339 27,891,672 -

323 Market risk

324

Market risk is defined as the risk of loss as a result of changes in market risk factors, these include prices, interest rates, foreign exchange rates, commodity prices and credit
spreads. The Bank is exposed to market risk, as a consequence of its operations to deliver its policy objectives as well as in the course of managing the Bank’s statement of
financial position, principally through changes in the relative interest rates received on its assets and paid on its labilities. Exposure may also be incurred to changes in exchange
rates and to shifts in general market conditions, such as the liquidity of asset markets.
All market risk is managed within the Bank’s Market Operations Department through Reserves M. Policy and Guidelines, The Bank is exposed to interest rate risk
principally via its investments in treasury bills, available for sale financial assets and short term deposits with other banks and financial institstions bought and held to maturity in
nonmal circumstances with the intention of maintaining the value of the Bank’s capital and generating income to pay for the Bank’s policy functions.

Interest rate risk exposure

Interest rate risk is the exposure of the Bank to the effects of the fluctuation in the prevailing levels of market interest rates on its financial position and cash flows. The Bank's
mvestments in teasury bills, available for sale financial asses and short term deposits with other banks and financial institutions are primarily linked to prevailing market
conditions. All other liabilities of the Bank are non interest bearing except the capital notes and minimum cash reserve of local ¢ cial banks included in due to other
banks and financial institutions. The table below summarizes the Bank's exposure to interest rate risks. Included in the table are the Bank's financial assets and labilities at
carrying or revalued amounts, categorized by earlier of contractual reprising of maturity dates. Non interest bearing financial instruments are shown for reconciliation purposes.

The Bank does not have any material positions in off-balance-sheet instruments whose value can be affected by interest rate contracts, such as swaps, futures, and forwards; option
contracts, such as caps, floors, and options on futures; and firm forward commitments to buy or sell loans, securitics, or other financial instruments.

Interest bearing Non-interest o
Interest rates (p.a) ] 1-3 months 3 month to 1 —171-5 years Over 5 years bearing Total
As at 30 Hoot 1389 (20 March 2011) year
Afs ('000')

Assets
Foreign currency cash reserve N.A = - = - 8,683,520 8,683,520
Due from banks and financial institutions 1.15% to 1.85% 57,344,095 68,649,142 - - 5,800,642 131,793,879
Investments 0.28% tn2.75% 10,105,591 46,732,018 - - - 56,838,209
Advances and other receivables 0.10% tol.70%: - - - - (15,817,653) (15,817,653}
Other assets N.A - - - - - -

67,449,686 115,381,760 = - {1,333,491) 181,497,955
Liabilities
Currency in circulation N.A - - - - 132,442,418 132,442,418
Capital notes 2.35% to 3.44% 3,473,075 12,499,465 - - - 15,972,540
Due to banks and finaneial institutions L10% to 5.90%, 26,919,336 - - - - 26,919,336
Due to customers N.A - - - - 61,840,063 61,840,063
IMF related liabilities N.A - - - - 35,51 35,511
Provisions and other liabilities N.A 5,839,725 - - - 507,753 6,347,478

36,232,136 11,499,465 - - 194,825,745 243,557,346
On balance sheet interest sensitivity gap 31,217,550 102,882,295 - - {196,159,236) {62,059,391)
Cumulative gap 31,217,550 134,099,845 134,099,845 134,099,845 (62,059,391)
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Interest bearing ]

Non-interest

As at 29 Hoot 1388 (20 March 2010) | Interest rates (p.a) | 1-3 months | 3 month to | year I 1-5 years | Over 5§ years | bearing ot
{Afs 000

Assets
Foreign currency cash reserve N.A - - - - 9,364,304 4,364,304
Due from banks and financial institutions 0. 18% to 2,0% 47,973,447 43 408,148 - - 747,106 02,128,701
Tnvestments 0.21% to 0.72% 7,666,902 52,156,584 - - - 59823491
Advances and other receivables M.A - - - - 1,580,824 1,580,824
Other assets MN.A - - - - 438 155 438,155

55 640,349 95,564,737 - N 12,130,389 163,335 475
Liabilities
Currency in circulation N.A - - - - 98,600,425 G8,690,425
Capital notes 4.11% to 10.5% 6,502,369 3,737,943 - - . 10,240,312
Due to banks and financial institutions (15% to 7.28% 25,774,950 - - 3 11,296 25,786,246
Due to customers NA - - - - 46,924,165 46,924,165
IMF related liabilities NA - - - - 35,511 35,511
Provisions and ather liabilities N.A 4,127,523 - - - 1,028 722 5,156,245

36,404,842 3,737,943 - - 146,690,119 186,832,904
On balance sheet interest sensitivity gap 19,235,507 91,826,794 - - (134,559,730) (23,497 429)
Cumulative gap 19,235 507 111,062,301 111,062,301 111,062,301 (23,497,429)
Average interest rates applied during the year
The average interest rates for assets and liabilities of the Bank applied during the year ended 3 Hoot 1339 {20 March 2011) are as follows:

usD EUR GBP ATFS
Assets W %o %o %o
Dwe from banks and financial instittions .80 1.55 1.03 -
Investments 157 - 0.49 -
Liabilities
Capital notes - - - 4.69
Due to banks and financial institutions - - - 3.00
The average interest vates for assets and liabilities of the Bank applied during the year ended 22 Hoot 1388 (20 March 2010) are as follows
UsD EUR GBP AFS

Assets Y o %o Y
Due from banks and financial institutions 026 .51 088 -
[nvestments 047 - 041 -
Lialbstlities
Capital notes - - - 7.5
Diuse to hanks and financial institutions - - - 338

Interest rale sensitivity analysis

The objective of mterest rate risk management 15 1o control the effects that interest rate fluctuations have on net interest revenue and on the net present value of the Bank's assets,

liabilities and off-balance-sheet instruments

As at 30 Hoot 1389 (20 March 2011) Interest rate sensiti

ty by time band

Impact on net

Basis point interest

Basis point

Impact on net

interest
income/equi

Gain/(loss) per hasis point Stze of periodic gap change change

1-3 months 31,217,550 1 312,176 -1 (312,176)
3 month to 1 year 102,582,295 1 1,028,822 -1 {1,028,822)
1-5 years - 1 - -1 -
Over 5 years - 1 - -1 -
Total 134!1}99!845 1,340,998 {1.340,908)
As a percentage of net interest income 200,44 % -200.44%

As a percentage of equity 9.73% -9.73%

As at 29 Hoot 1388 (20 March 2010)

Interest rate sensitivity by time band

lmpact on net

Tmpact on net

interest Basis point interest

Gain/(loss) per basis point Size of periodic gap | Basis point change incomelequily change incomelequity
1-3 months 19,235 507 1 192,355 -1 (192,355)
3 month to | year 91,826,794 1 018,268 -1 (918,268)
1-5 years - 1 - -1 -
Orver 5 years - I - -1 -
Total 111,062,301 1,110,623 1,110,623
As a percentage of net interest income ~444.45% A44.45%

As a percentage of equity 4.00% -4,00%

%
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3.5

Currency risk

Currency risk is the risk that the value of a financal instrument will fluctuate due o changes in foreign exchange rates, Foreign currency activities result mainly from the Bank's
holding of foreign currency assets under its foreign reserve management function. The overall level of these assets is determined based on the prevailing extent of credit and liquidity
risks. In order to avoid Josses arising [rom adverse changes in the rates of exchange, the Bank's compliance with the limits established for foreign currency positions is being regularly

monitored by the management.

As of to date the Bank has not entered in 1o any foreign currency hedging transaction,

Foreign curvency financial assets and liabilities

As at 30 Hoot 1389 (20 March 2011) usp Euro GBP Irian Toman PKR Others Total
(Al 000}
Financial assets
Cash on hand - foreign currencies 7 446,006 1,236,074 - 924 426 - 8,683,520
Due from banks and financial institutions 74,896,961 30,989,491 25,326,326 - 224,105 356,996 131,793,879
Investments 46,732,618 - 10,105,591 - - - 56,538,209
Advances and other receivables - - - - - 2,290,597 2,250,597
Other assets - = - - - - -
129,075,675 32,115,565 35431917 924 224,531 2,647,593 199,606,205

Financial liabilities
Currency in eireulation - - - - - 132,442,418 132,442,418
Capital notes - - - - - 15,972,540 15,972,540
Due to banks and financial institutions 7,889,965 447,055 s01 16,705 18,565,110 26,919,336
Due to customers 41,129,053 2,384,181 2,850 399 62,681 18,260,399 61,840,063
MF related liabilities - - - - - 35,511 35,511
Provisions and other liahilities 3,781,968 522,903 - - - 2,042,547 6,347,478

51,800,986 3,354,199 3,351 895 79,386 187,315,525 243,557,346
Net foreign currency exposure 76,274,680 28,871,366 35,428,566 25 145,145 (184,670,932) (43,951,141)
As at 29 Hoot 1383 (20 March 20140) UsD Eura GBP Irian Toman PKR Others Total

{Afs 000"

Financial assets
Cash on hand - foreign currencies 8,288,430 1,051,742 5,950 11,923 3,868 2417 B384, 338
De from banks and financial institutions 86,046,650 33,978 8BRS 21,231,639 - 117,663 476,333 141,851,170
[ivestments - - 10,101,022 - - - 10,100,022
Advances and other receivables . - - - - 102,922 102,922
Other assets (inter-hranches} 2,749.413 {41.055) - (10,843} 867 {2,697,094) 1,288

07,084,502 34,989,572 31,338,611 1,080 122,398 (2,115422) 161,420,741
Financial linbilities
Currency in circulation - - - - DE,690,425 08,690,425
Capital notes - - - - 10,240,312 10,240,312
Due to banks and financial institutions 11,298 - - - - 25,774,950 25,786,246
Due to cuslomers 28,757,390 2,347,518 284 BB4 1116 84,680 15,448,578 46,924,163
IMF related liabilities - - - - = 35501 355101
Provisions and other liabilities 4,410,700 360,460 Be0 1 378 183,746 5,156,245

33,179,386 2,907,977 2185 844 1117 85,059 150,373,522 186,832,905
Net foreign currency exposure 63905116 32,081,595 31,052,767 (37 37,339 (152,488.944) (25,412,164}
Mote: Other currencies include Afighans as well to match the total of each financial instrument's balanee with the of fi T
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Sensitivity analysis on foreign currency Minancial assets and liabilities

A 1% strenpthening of the Afghan, as mdicated below, against the USD, GBP, PKR, Evro and Irani Toman at 20 March 2011 would have increased (decreased) equity and profil or
loss by the amounts shown below. This analysis is based on foreign currency exchange rate variances that the Bank wdered o be bly possible at the end of the reporting
period. The analysis assumes that all other variables, in particular interest rates, remain constant.

As at 30 Hoot 1389 (20 March 2011) uUsD | Euro ‘ GBP I Irian Toman ‘ PKR ‘ Others ‘ Total ‘

Effect of 1% increase in exchange rate {Afs "000")

Financial assets

Cash on hand - foretgn currencies (74,461) (12,361) - (9) (4} - (86,835)
Due from banks and finaneial institutions (748,970) (309,895) (253,263) - (2,241} - {1,314,369)
Investments {467,326) - {101,056) - - - (568,352)
Advances and other receivables - ¥ - - - - -
Other assets {inter-branches) - £ - = e - -
Losses rom financial assels (1,290,757) (322,256} (354,319) (9) {2,245} - (1,969,586)

Finaneial liahilities

Currency in circulation - - - - - - -
Capital notes - - = - . " .

Due to banks and financial institutions 78,900 4,471 5 - 167 - 83,543
Due to customers 411,291 23,5842 29 @ 627 - 435,798
[MF related liabilities - - - - 2 5 -

Provisions and other linhilities 37,820 5,230 - - - - 43,050
Gains from financial linbilities 528,011 33,543 34 9 794 - 562,391

Net-unrealised gains/{losses) on foreign

currency (762,746)  (288,713) (354,286) ©) (1,451} - (1,407,195)
As at 29 Hoot 1388 (20 March 2010) ’7 usp i Euro ‘ GBP Trsan Toman ‘ PKR ‘ Ohers ‘ Total l
Effect of 1% increase in excl rates (Afs ‘000"

Financial assets

Cash on hand - foreign currencies (32,884) {10,517} (59} (119} (39} - (93.619)
Dwe from banks and financial institutions (B60,467) (339,789 (212,316) - (L177) - {1,413, Tdg}
[nvestments - - (101,010) - - - (101,010)
Advances and other receivables - - - - - - -

Other assets {inter-branches) {27,494 411 - 108 {F} - {26,983}
Lasses from financial assets {970,843) {349,896} {313,386) (11} {1,224) - {1,635.361)

Financial liabilities

Currency in circulation . - - - - - -
Capital notes - - - - - - -
Due to banks and financial institutions 113 - - - - - 113
Due to customers 287,574 23,475 2,849 11 847 - 314,756
IMF related liabilities - - - - - - -
Provisions and other liabilities 44,107 5,608 10 0 4 - 49,725
Gamns from financial liabilities 331,794 29,030 2,858 1] #51 L 364,593
Net un-realised {lossesygains on fareign

currency (639,051} (320,816) {310,528) 0 (373) - (1,270,768)

Effect of 196 decrease in exchange rates will have same effct an net unrealized gains/{losses) for both years but in opposite direction.

Operational risks

Operational risk is the risk of direct or indirect loss arising from a wide variety of causes associated with the Bank's processes, personnel, technology and infrastructure, and from
external factors other than credit, liquidity and market {interest and currency) risks such as those arising form legal and regulatory requirements and generally accepted corporate
governance,

The Bank's abjective 13 to manage operational risk so as to balance the il of fi ial losses and damage 1o the Bank's reputation with overall cost effectiveness and to avoid
control procedures that restrict initiative and creativities.

The primary responsibility for the development and implementation of controls to address operational risk is assigned to senior within each department of the Bank. This
responsibility is supported by the development of overall Bank’s policies for the management of operational risk in the following areas:

- requirements for appropriate segregation of duties, including the independent authorisation of transactions

- requirements for the reconciliation and monitoring of transactions

- compliance with regulatory and other legal requirements

- documentation of controls and procedures

- requirements for the periodic assessment of operational risks faced, and the adequacy of contrals and procedures to address the risks identified
- requirements for the reporting of operational losses and proposed remedial action

- development of contingency plans

- training and professional development

- ethical and business standards

Compliance with the Bank's standards is supported by periodic reviews undertaken by Internal Auditor. The results of Internal Audit reviews are di d with the af the
unit to which they relate, with summaries submitted to the Executive Board of the Bank,
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33.

34,

35.

Fair values of financial assets and liabilities

The fair value of a financial instrument is the amount for which an asset could be exchanged, or a liability settled, between knowledgeable,
willing parties in an arms length transaction.

The fair values of financial instruments reflected in the financial statements approximate to their carryving values except UK treasury bills as
disclosed in note 7.2.1.

Related parties
Transactions with related parties

The Bank is a Governmental entity as the Islamic Republic of Atghanistan is the ultimate owner of the Bank. Related parties to the Bank
include the Government of Afghanistan, various department of the government, government controlled entities and enterprises. The Bank
enters into transactions with related parties in its normal course of business and it is impracticable to disclose all transactions with related
parties. Generally the Bank entered in to the following transactions with the government and its related organizations,

{a) The Bank acts as a depository of the government and or its agent or institutions providing banking services to government,
governmental organizations and enterprises;

(b) Issue letters of credit on behalf of government, governmental organisation and enterprises;
(c) The Bank does not ordinarily collect any commission, fees or other charges for the services which it renders to the government, and
(d} As the agent of the government manages the foreign reserves.

The Bank issued no advance in year 1389 (1388: Nil) to the government and governmental organizations and is prohibited from providing
such loans and advances by the DAB law.

Refer Note 9.1 for details regarding the Bank's agreement with MoF subsequent to the year.

The related party balances outstanding as of reporting date are as follows:

1389 1388
(Afs '000") (Afs 0007
General government accounts 54,968,186 41,029,587
Other government owned entities 10,910,476 5,622,747
65,878,662 46,652,334

Members of the Supreme Council and Key Managerial Personnel

H.E Mohibullah Safi is the First Deputy Governor {Acting Governor) of the Bank and the Acting Chairman of Supreme Council
H.E Dr. Shah M.Mehrabi, the member of the Supreme Council and the Chairman of the Audit Committee

H.E Dr. Ghani Ghousi, member of the Supreme Council

H.E Neorullah Delawari, member of the Supreme Council and Audit Commitiee

H.E Ghulam Farooq Achikzad, member of the Supreme Council

H.E Dr. Homayoon Qaumi, member of the Supreme Couneil

Remuneration to the members of the Council and Key Managerial Personnel

The members of the Supreme Council received remuneration totaling Afs 750 thousand (1388: Afs 679 thousand). Key Managerial
personnel received salary and related expenses totaling Afs 7,830 thousand (1388: Afs 7.114 thousand).

In addition to the salary, the Governor of the Bank received Afs 844 thousand as other benefits (1388; Afs 720 thousand).

Other transactions with related parties are mentioned in the relevant notes to the financial statements.

Project accounts

The Bank acts as a custodian of project accounts on behalf of different ministry of Goverment of Islamic Republic of Atghanistan. The

assets held in trust or in a fiduciary capacity by the Bank are not treated as assets of the Bank and accordingly are not included in these
financial statements.
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36,

37,

371

37.2

35.

Financial guarantees

There are no finaneial guarantees or conditional commitments to guarantee performance to third parties inclunding the government apart

from the letters of credits that are fully supported by cash deposits in the related customers accounts.

Corresponding figures

The corresponding figures have been rearranged / or reclassified wherever necessary for the purpose of comparison. Significant

reclassifications are summarized below:

Due from banks and financial institutions

Balance as per financial statements of 1388

Reclassified from investments

Reclassified balance 1388

Investments

Balance as per lnancial statements of 1388

Balance due from banks wrongly included in investments
Reclassified balance 1388

Interest income

Balance as per financial statements of 1388

Reclassified to net gain on sale of available for sale financial assets

Reclassified balance 1388

Contingencies

(Afs '000)

92,128,701
689,697
92,818,398

59,823,491
(689,697)
59,133,794

1,061,258
(92,349)
968,909

As referred in note 6.2, demand deposits include an amount of Afs 1,457,194 thousands in respect of which a local court of Germany has
issued a garnishee order to the correspondent bank to keep the funds separately and to transfer the amount in the event of the remand of the

court issued to the correspondent bank.

Subsequent event

Refer note 9.1 for details of the Bank's payment to KB and signing of a Promisory Note and Agreement with the Ministry of Finance

subsequent to the financial vear.
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40.  Correction of error

During last year, the Bank has omitted to recognise the interest income, realised gain/(loss) and unrealised gain/(loss) on available for sale
financial assets for the last 20 days from 01 March 2010 to 20 March 2010 due to which the investment and related unrealised gain were
overstated and interest income and gain on sale of asset were understated. During the year, the error was identified and corrected
accordingly in accordance with International Accounting Standard (IAS) - 8 "Accounting Policies, Changes in Accounting Estimates and
Errors" by restating the comparative amounts for the period presented in which the error oceured. The error did not oceur before the earliest
prior period presented, and accordingly the opening balances of assets, liabilities and equity for the earliest prior period presented are not
restated. The eftect of the restatement on financial statements is summarised below:

Effect

For the year ended
29 Hoot 1388
Afs (0007
36,452
43,783
222,070

_ (222,070)
(141,835)

141,835

Increase in interest income
Increase in realised gain on sale of asset
Decrease in unrealised gain on available for sale financial asset

Decrease in investment in available for sale financial asset

Increase in capital 80,235
Decrease in revaluation reserves 222,070

(00
Decrease in equity (141,835)

W

a/ )

/1/\»

Ahmfed Moniy Naveid
{(Agfing Chitf Financial Officer)

Mohibullah Safi
{Acting Governor)



