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Board Report
About the Bank's activity for 2018
And the auditor’'s report and financial statements
For the year ended 31/12/2018



Mahmood R. I. Alfahad Dr. Ayad R. M. Alquryshi
Certified Public Accountant Certified Public Accountant

REF No. 750/35 MS / 2019
Date: 12 September 2019

To / Stockholders of Middle East Bank of Iraq for Investment (P.S.C)
Auditors' Report for the financial year
That ended on 31 December 2018

Greetings...

We have audited the Financial position statement of Middle East Bank of Iraq for Investment
(P.S.C) as on 31 December 2018, Income Statement, Statement of Changes in Equity and Cash
Flow Statement for the year ended at that date, and notes serial (from 1 to 34) and the
management annual report that prepared in the accordance with articles of amended companies
law No. 21 for 1997 and the instructions and regulations that issued according to the mentioned
law, and according to the Banks Law No. 94 for 2004 and according to the both known national
and international recognized Auditing Standards.

We have obtained the information and clarifications that were in our opinion necessary to
conduct our mission that we finished according to the implementing regulations, and according to
the known audit procedures which contain needed tests for the company's activities within our
specialty.

Management Responsibility for the Financial Statements:

Management is responsible for the preparation and disclosure of these financial statements
fairly in accordance with International Accounting Standards, in addition the management
responsibility to prepare and execute an internal control system especially concerning the
preparation and disclosure of financial data fairly and free from material misstatement resulted by
mistakes and fraudulent. Also the management responsible to determine and application the
relevant accounting policies and using the relevant accounting estimations.

Auditors' Responsibility:

Our responsibility is to express an opinion of these financial statements based on our audit
according to the national and international standards on auditing. Those standards required that
we planning and complete the audit to obtain a reasonable confirmation whether the data were
free from material misstatement. The audit includes an examining on a test basis for the
confirming data and documents for the amount that reflected and disclosed in the balance sheet
and accompanying statements for the year ended on 31 December 2018. Also include
revaluation of accounting principles that applied by the management, and we assume that our
audit provides a reasonable basis for our opinion, and we have the following clarifications and
notes:

1- International Accounting Standards adoption:

Middle East Bank of Iraq for Investment has continued adoption the International Accounting
Standards for the third year which required disclose financial statements for comparative years in
a coordinated manner with current year, and the Historic Cost Approach has been adopted in
valuating real estate and buildings and equipment instead of revaluation.
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1- Cash and Cash Equivalent:

The balance of cash and cash equivalent as on 31 December 2018 amounting (474,994) million
IQD, increased by (50,213) million 1QD, whereas it balance (424,781) million IQD as on 31
December 2017 and we have the following:

A- The balance of cash on hand for the main branch and other branches amounting (292,606)
million IQD as on 31 December 2018 which is matches the cash counting report.
B- The percentage of cash on hand is (62%) of cash on hand, cash at Central Bank of Iraq and

cash at local and foreign banks amounting (474,994) million QD as on 31 December 2018, we
recommending to deposit a portion of this cash at Central Bank of Iraq as an investment and get
benefits from this investment.

C- All balances at Central Bank of Iraq amounting (173,089) million IQD has been matched
with banks' statements and its confirmation letters.
D- The balance of local banks amounting (2,426) million IQD as on 31 December 2018, all

balances were matched with the statements and confirmation letters.

E- The balance of foreign banks amounting (6,873) million IQD, The bank depended on
SWIFT for matching these balances, and we did not obtain a confirmation letters from foreign
banks confirming the balances, note that within the balance above an amount of (1,474) million
IQD represents the rest amount of investments in Global Company for Investments LLC. In State
of Kuwait indicated in Central Bank of Iraq official letter No. 99/6/28638 on 11 December 2018,
whereas (20,000) investment units were purchased at 2006 with unit price of (100) USD a unit,
and the rest of (10,000) investment units as on 31 December 2018 the bank has no right to make
any action about them before 23 June 2020 according to the contract.

F- The exchange rate of (1,190) IQD per USD has been adopted for the cash balances in
USD as on 31 December 2018.

2- Credit:

First: Cash Credit:

The cash credit balance amounting (111,061) million IQD as on 31 December 2018 decreased by
(5%) comparing with the last year, which itwas (116,777) million IQD, and the following schedule
show the details of cash credit:

Accounts Loans and Late unpaid Debtors \ Total
Description receivable grants debts private sector
No. Million No. Million No. Milion No. Million No. Million
IQD IQD IQD IQD IQD

More than 4 billion 1 13,103 | 3 48,530 | 1 4,324 | - - 5 65,957
From (4) billion to - - 1 3,000 | - - - - 1 3,000
(3) billion
From (3) billion to - - 1 2,556 | - - - - 1 2,556
(2) billion
From (2) billion to 2 2,545 | 2 2,260 | - - - - 4 4,805
(1) billion
From (1) billion to 2 1,199 |6 3,853 | - - - - 8 5,052
(500) million
Less than (500) 13 2,190 | 1,688 | 22,738 | 36 | 2,513 | 270 | 2,250 | 2,007 | 29,691
million
Total 18 | 19,037 | 1,701 | 82,937 | 37 | 6,837 | 270 | 2,250 | 2,026 | 111,061
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And we have the following notes

A- The accrued premiums of short-term loans private sector \ companies about (42,293)
million IQD which represent (38%) of total credit balances, there are loans included to the balance
above represents the loans granted to the affiliated companies amounting (26,962) million 1QD.

B- The short-term loans private sector \ individuals about (36,864) million 1QD as on 31
December 2018, including an accrued balances amounting (26,24 7) million IQD.

C- The balance of late debts unpaid has been increased, amounting (6,837) million IQD as on
31 December 2018, while itwas (2,049) million IQD at the end of 2017.

D- The accounts receivable amounting (19,036) million 1QD as on 31 December 2018
including (13,304) million IQD accrued since 2014.

E- The provision of decreasing in cash credit amounting (16,489) million 1QD as on 31

December 2018 while it was (16,084) million QD last year, we see it's not sufficient, therefore we
recommend increasing it.

Second: obligation credit:

A- The letters of guarantee (local and foreign) transactions has been increasing during 2018
comparing with the last year which amounting (26,084) million IQD as on 31 December 2018,
while it was (17,905) million IQD at 2017 with increase of (45%), and the income of this activity
increased by (3%), and the withholding amounts increased by (5% ) comparing with the last year.
B- The letters of credit activity continuing to decrease comparing with the last year, whereas
amounting (10,193) million IQD as on 31 December 2018, while it was (16,139) million |IQD at
2017 with a decreasing percentage of (37%), and withholding amounts (1,075) million IQD, and
the income decreased to (16) million IQD for the year 2018, while itwas (1,011) million IQD.

1- Investments:

First: Financial assets at fair value from other comprehensive income statement:

Financial assets at fair value from other comprehensive income statement amounting (3,068)
million IQD as on 31 December 2018, while it was (3,027) million IQD at the end of 2017, all of it
were notincluded in Iragi Stock Exchange Market, and we have the following indicators:

1- There is noincome from the companies that the bank has invested in.

2- During 2018 the bank has sold the investment in Middle East Company for Fish
Productions which is (93,056,971) stock amounting (2,326,500) thousand IQD, with an
investmentincome of (1,498,104) thousand IQD.

1- The bank has contributed in Iraqi Company for deposits guarantee by (789,437,684 ) stock
with a stock price of (1) IQD per share.
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some of these companies still resulting losses, the bank's share of accumulated net losses for
that companies (17,238) million IQD as on 31 December 2018 increased by (951) million IQD
comparing with the last year whereas it was (16,287) million IQD, and a provision to face this
losses has been dedicated amounting (5,708) million IQD, also the bank's financial statements
shows the investment balance at affiliated companies amounting (33,336) million IQD, as shown
below:

Capital (loss) /income  Bank's share
Affiliated company Million Percentage 31/12/2017 31/12/2017
IQD thousand IQD  thousand IQD
1) | Bara'am Alkhair 100 100% 113,034 113,034
exchange
2) | ARMIK tourism 3,000 96,4% (440,425) (424,570)
3) | Etihad Alsharq Alawsat 3,000 98,7% (5652,799) (545,612)
4) | Ebdaa Etihad Alsharq 3,000 96,6% 1,371,191 1,324,570
Alawsat
5) | Alsharg Alawsat software | 550 62% 818,511 507,476
6) | ALribas chicken 3,000 99,49% (18,306,808) (18,213,443)
Net (loss) / income (16,997,296) (17,238,545)

And we see the provision that been determined by the bank amounting (5,708) million IQD is not
sufficient, it should be increased in order to avoid the accumulated losses of (17,239) million IQD
ason 31 December2018.

1- Debtors (other assets):

The balance of debtors amounting (100,703) million IQD as on 31 December 2018, while it
was (94,622) million 1QD last year with an increase of (6,081) million IQD and we have the
following:

A- Within the balance above an amount of (24,574) million 1QD represents balances of real
estates that been acquired by the bank against accrued debts for more than three years, its
required to make efforts to selling it according to the instructions of the Central Bank of Iraq, the
bank paid fines amounting (599) million IQD during the year because of these real estates are not
being sold through the period that been determined by the Central Bank of Iraq

B- The amount of (32,877) million QD still recorded within the balance above represents re-
records the debts of former chairman which it has been cancelled last year according to the
request of Security Exchange Committee by its official letter No. 10/529 on 1 April 2018, it's been
recorded on 2017 financial statements, and this issue still in process at court until the date of this
report, which indicated in ourlast year's report No. 928\11\2018 on 4 October 2018 in item (6-A).

C- stillincreasing year by year, note that most of it back to years ago, we recommend to make
efforts to collect it and determine a provision for it.

D- The balance of employees advances has been increased to (4,549,934) thousand IQD as
on 31 December 2018, while it was (2,652,721) thousand 1QD as on 31 December 2017, the
management of the bank should make efforts to finalize it.
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1- Non-current assets and projects in process:

A- The non-current assets counting conducted by the bank under our supervising, the results
were matched to the records.

B- The vehicle (Armoured TOYOTA Landcruiser 2011 \ plate No. 267345 Erbil) still recorded
fora person, we recommend to recording itin the name of the bank.

2- Currentaccounts and deposits:

The balance of current accounts and deposits amounting (437,919) million 1QD as on 31
December 2018, while it was (332,578) million 1QD last year, so it has been increased by
(105,341) million 1QD, and the mostimportant indicators are:

A- A new created account of "accounts payable \ private sector \ companies — foreign
currency" amounting (102,340) million as on 31 December 2018, which it was recorded as a
"withholding amounts \ creditors".

B- Increase in the deposits in current accounts about (11,828) million IQD.
C- Decrease in saving accounts and fixed deposits amounting (9,150) million |IQD.
3- creditors:

The balance of creditors amounting (88,585) million as on 31 December 2018 including an
amount of (57,893) million IQD represents:

A- Amounts that recorded as a liability on ex-chairman of board of directors that indicated in
item No. (5\B) amounting (32,877) million 1QD.
B- An amount of (24,608) million 1QD represents accrued interests regarding interests of

granted loans, with an increase of (7,217) million IQD comparing with the last year.
4- Lawsuits:
A- Lawsuits that filed by the bank against others:
The lawsuits that filed by the bank against others (29) lawsuits amounting (2,417) million

QD as it
shown below:

1- A (3) lawsuits has been solved and paid in favor of others amounting (66,128) thousand

1QD.

2- A (4) lawsuits has been solved in favor of others amounting (11,076) thousand IQD.

3- A (4) lawsuits has been compromised amounting (27,528) thousand IQD.

4- Two lawsuit has been rejected amounting (2,000,000) thousand 1QD.

5- (16) Lawsuits still in process at courts amounting (313,101) thousand 1QD and the bank
continue following these lawsuits.

B- Lawsuits that filed by others against the bank:

The lawsuits that filed by others against the bank (10) lawsuits amounting (47,871) million 1QD as
it shown below:

1- A (6) lawsuits has been solved in favor of the bank amounting (11,300) million IQD.

2- A (4) lawsuits still in process amounting (36,571) million IQD most of it regarding ex-
chairman board of directors issue.
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1- Results of the activity:

A net loss has been incurred amounting (2,295,243) thousand 1QD for the year ended on 31
December 2018, whileitwas (581,555) thousand IQD last year 2017, following some indicators:
A- The revenues amounting (23,096) million QD during 2018, while it was (35,790) million
IQD at 2017 with decrease of (12,694) million IQD with a percentage of (35%), the following
schedule shows the changing of revenues:

Type of Revenue . ?018 : 201 ! Diffgrences
Million 1QD Million IQD Million IQD
Service charges 1,833 6,760 (4,927) decrease
Loans interests 1,266 3,590 (2,324) decrease
Overdraft interests 3,570 2,438 1,132 increase
Foreign currency exchange income 2,832 3,353 (521) decrease
Domestic money transfer charges 1,530 2,590 (1,060) decrease
Foreign money transfer charges 9,018 11,324 (2,306) decrease
Charges and interests of LC 9 1,011 (1,002) decrease
Previous year revenues 22 2,606 (2,584) decrease
Capital income (sale an asset) 1,502 4 1,498 increase
Total 21,582 33,676 (12,094)
decrease

A- The expenses amounting (25,391) million QD during 2018, while it was (36,371) million
IQD 2017, with a difference of (10,980) million with a decreased percentage of (30%), the
following schedule shows the changing of revenues:

Type of expenses . ?018 : 2017 Diff_erences
Million IQD Million 1QD Million 1QD
Salaries and wages 9,682 10,301 (619) decrease
Commodity expenses 574 612 (38) decrease
Service expenses 3,201 3,705 (504) decrease
Saving accounts interest expenses 4,377 6,100 (1,723) decrease
Fines paid to Central Bank of Iraq 943 629 314 increase
Losses of investments in affiliated | - 5,708 (5,708) decrease
companies
Various taxes and charges 360 2,005 (1,645) decrease
Capital losses (sale an asset) 247 29 218 increase
Bad debts expenses 139 1,138 (999) decrease
Personnel income tax 515 - 515 increase
Total 20,038 30,227 (10,189)
decrease
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A-Foreign currency that bought from Central Bank of Iraq:

A-The bank has clarified that the foreign currency bought from Central Bank of Iraq during
2018 for the purpose of transfers, letters of credit, and exchange amounting (2,607,110,000)
USD.

B-The audit process of foreign trade transactions, it has been conducted by other Certified
Public Accountant.

1-Stock price:

The stock price at the market is (0.130) IQD according to the last session of Iraq Securities
Exchange Market as on 31 December 2018, while it was (0.340) IQD according to the last
session of 2017, and comparing with the stock book value of (1,070) IQD at the end of 2018.
2-Capital adequacy:

Capital adequacy percentage (110,2%) it is exceeds the minimum percentage that approved
in the banks' law which is (12%).

3-Compliance Observer:

The reports of compliance observer have been viewed for the year under audit which
prepared in accordance to the instructions of Central Bank of Iraq.

4-Internal Control:

The reports and programs of internal control have been viewed and it was coordinated with
the bank's activities, the system of internal control includes the necessary procedures that
suitable with the bank's activities.

5-Anti-Money Laundering and Terrorism financing:

During audit we found the Bank implement the procedures to prevent money laundering and
terrorism financing during the year under audit, these procedures executed in accordance
with the law of Anti-Money Laundering and Terrorism Financing No. 39 for year 2015 and
instructions issued by the Central Bank of Iraq, and we have viewed the reports of anti-
money laundering that sent to the Central Bank of Iraq which prepared in accordance with
mentioned law and its instructions.

6- The accrual basis has been adopted to recognition of expenses, and the method of actual
interest has been adopted to record achieved interest revenues except interests and
commissions of non-operating credit facilities that not been recognized as revenues, and it
been recorded under account of interests and commissions outstanding.

According to the bank's records and the clarifications that provided to us:

1. The computerized accounting system that uses by the bank was suitable with the keeping
records system and included as we estimate recording all of the assets, liabilities,
expenditures and revenues of the company and the internal control system included all
necessary procedures to provide the accuracy and correct data with a degree that considered
suitable with bank activities.

2. The inventory of property, plant and equipment and the cash assets was in the right way
under our observation and the valuation conducted according to the principles and basis
adopted by International Accounting Standards, except the property, plant and equipment
which adopted the historic cost approach.

3. The financial statements prepared according to the International Accounting Standards
consistent with legislation and it is completely agree with what records shown and it's
organized in accordance with both amended companies law and banks law, and its
instructions.

08



Opinion

Taking the clarifications and notes above in consideration, our opinion and according to the
information and clarifications that provided to us the financial statements and the attached
management report are consistent with the records and complied with legal requirements, and its
express the financial position of the bank fairly and clearly through what include of performance
indicates as on 31 December 2018 and its results of the activity and its cash flows for the year that
ended atthat date.

Best Regards

Mahmood R. Ibrahim Al-Fahad Dr. Ayad R. Mahdi Alquryshi
Certified Public Accountant Certified Public Accountant
Member of Iraqi CPAs Association Member of Iragi CPAs Association

From Adel Alshaybi Audit firm
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