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Glossary

Member Banks

All Islamic and conventional Palestinian banks and branches of foreign banks operating in Palestine, licensed by Palestine
Monetary Authority (PMA)

Board:

Palestine Deposit Insurance Board of Directors.

Deposits Subject to the Provisions of theLaw
All Types of deposits held by member banks in all currencies except:

B Deposits of the government and its agencies.
Deposits of the PMA
Deposits between members.

Cash collaterals within the limits of the amount of guaranteed facilities.

Deposits of the auditors of a member and/or members of its Sharia supervisory board.

|
|
|
B Deposits of related persons, in accordance with the provisions of the banking law currently in force.
|
B Restricted investment account deposits, as determined by the Board.

|

Deposits of insurance, reinsurance companies and financial brokerage firms licensed by the Palestinian Capital
Market Authority, and deposits of specialized lending companies licensed by the Palestine Monetary Authority.

Deposits subject to prompt reimbursement

Total deposits subject to the provisions of the law, not exceeding the coverage limit of USD 20,000 (twenty thousand US
dollars) or its equivalent in other currencies per depositor per bank.

Fully insured deposits

Deposits subject to full reimbursement according to the provisions of the law, equal to or less than the coverage limit of
USD 20,000 (twenty thousand US dollars) or its equivalent in other currencies.

Partially insured deposits

Deposits subject to the provisions of the Law that are in excess of the coverage limit of USD 20,000 (twenty thousand US
dollars) orits equivalent in other currencies.
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Coverage limit

The maximum amount of reimbursement per depositor per member bank, when liquidated, equal to USD 20,000 (twenty
thousand US dollars) orits equivalent in other currencies.

International Association of Deposit Insurers (IADI)

IADI is a non-profit organization, with an independent legal entity, headquartered at the Bank for International Settlements
in Basel, Switzerland. The association’s objectives are to contribute to the stability of financial systems by promoting
international cooperation and exchange of expertise in the field of deposit insurance. Currently, IADI has 83 members, 10
associates and 14 partners.

Core Principles for Effective Deposit Insurance Systems

A set of 16 basic principles published by the International Association of Deposit Insurers (IADI) and Basel Committee on
Banking Supervision (BCBS), used as a framework to support effective deposit insurance system practices.
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Establishment of PDIC

Palestine Deposit Insurance Corporation (PDIC), established by provisions of Presidential Decree Law no. (7) Of 2013, on 29
May 2013. Has the status of legal entity with legal capacity as well as financial and administrative independence.

Vision

To reach a leading professional position in deposits insurance at the regional and international levels.

Mission

To reinforce the stability of the Palestinian banking system, encourage savings, and provide protection to depositors’savings
in member banks.

CoreValues

Credibility and transparency: Adhering to the highest ethical and professional standards when carrying out duties
effectively and efficiently.

Loyalty: Promoting the values of responsibility, loyalty and dedication towards PDIC and stakeholders.
Professionalism and excellence: Applying the best international standards, practices, skills, knowledge and expertise.
Teamwork: Working collaboratively in good spirits and maintaining effective communication lines with parties involved.

Continuous training: offering staff continuous training opportunities to advance technically and professionally, and keep
abreast of international best practices.

Objectives

B Tofoster public confidence in the Palestinian banking system and contribute to maintain its stability.

To Increase public awareness of the deposit insurance system in Palestine.

To build up an appropriate level of reserves to ensure providing protection to depositors of member banks.
B To promote risk management culture in the banking sector.
B Toconduct reimbursement and liquidation processes efficiently and effectively

B To build an international network with deposit insurance institutions around the world to strengthen our relations
and share experiences




Board of Directors
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Mr. Azzam Shawwa was appointed by President Mahmoud Abbas by a Presidential Decree on
20 November, 2015 as the Governor and Chairman of the Board of Directors of the Palestine
Monetary Authority.

Mr. Shawwa is a prominent, accomplished Palestinian banker and public sector figure. In 2003,
he was appointed as Minister of Energy in the Palestinian National Authority, where he spent

over three years of active, outstanding public service. Mr. Shawwa revealed a strong proclivity
for leadership early on in his formative years, by heading the General Union of the Palestinian

Chairman of the Board

Mr. Azzam Shawwa Students at the U.S. university where he did his undergraduate studies.

Mr. Azzam Shawwa was born in Kuwait in 1963, and later on in the year, he relocated along
with his family to Gaza city, Palestine. In 1988, he graduated from Lemoyne-Owen College in
Memphis, Tennessee, where has received his Bachelors of Science in Mathematics with honors.

Mr. Shawwa'’s banking career was marked by a number of pioneering, audacious initiatives and
reforms. In 1989, he joined the Bank of Palestine as its Foreign Relations Manager; and as such,
he successfully expanded the bank’s presence, role and network in Palestine and beyond.

In 1994, Mr. Shawwa assumed the position of the Regional Head of Gazan Branches of the Arab
Bank (Palestine), the largest banking group in Palestine, and a member of the Arab Banks’ vast
regional and international banking network.

In 2007, Mr. Shawwa'’s banking career achieved a new high as he took over the General Manager
position at Al-Quds Bank. There, Mr. Shawwa effected a fresh start for the bank, embarking
on a wide-ranging restructuring of its most critical departments; launching of several new
or enhanced products and services, and substantially boosting the bank’s role and overall
business image.

Throughout 2012, Mr. Shawwa chaired the Association of Banks in Palestine, which he
substantially invigorated and enabled to render enhanced services to its members and the
Palestinian banking community at large.

In March 2013, Mr. Shawwa joined Palestine Commercial Bank, where he succeeded to
significantly expand its geographical reach, market share and customer base. In 2014, he took
a crucial step of raising the bank’s capital and market share by issuing convertible bonds, an
innovative, unprecedented measure within the Palestinian banking sector, which strengthened
the bank’s finances and significantly contributed to the developing and deepening of the local
capital market.

Since itsinception in 2002, Mr. Shawwa has been a distinguished, active member of the Board of
Directors of Palestine Investment Fund (PIF), Palestine’s sovereign wealth and investment fund.
As the state’s principal developmental investment arm, PIF operates as an independent public
sector corporate entity, primarily aimed at promoting sustainable economic development
by mobilizing local and foreign investments, securing and managing remunerative, long run
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returns on the funds’investments, for the ultimate benefit and welfare of the Palestinian State’s
present and future generations.

Finally, Mr. Shawwa currently chairs the Boards of Directors of both the Palestine Avenir
for Childhood Foundation, and the Weight Lifting Association, and sits on Al-Quds Open
Universitys'Board of Trustees. He is also a member of the Boards of several other organizations,
including the Palestinian Businessmen Association; Young Presidents Organization (YPO),
Mahmoud Abbas Foundation, Palestine Power and Generating Company, Yasser Arafat
Foundation, and Palestine Education for Employment. Mr. Shawwa is also a member of the
Union of Arab Bankers. Previously, Mr. Shawwa chaired the Boards of several institutions
such as Reef for Microfinance, NatHealth, Gaza Sporting Club, and Atfaluna Society for Deaf
Children.




Board member
Mr. Mohammed El Aydi
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Mr. Aydi, an ex-banker, has both central and commercial banking experience. He started his career
with the Central Bank of Jordan, working in the Bank’s Supervision, and Economic Research
departments.

In Palestine, he worked as an expert in the Banking SupervisionDepartment and participated in
drafting the first Banks Law with the IMF experts. He also joined the Arab Palestine Investment
Bank as a manager of credit operations.

In the Gulf, Mr. Aydi worked as an operations manager of the main branch of the Commercial Bank
of Kuwait. Later, he worked as a senior credit manager of the Construction Contracts finance units
at both Al- Ahli Bankof Kuwait and the National Bank of Qatar. He also held two senior positions
as manager of inspection and financial manager of two leading companies in money change and
construction contracting companies in Kuwait, respectively.

In Jordan, he worked for Bank of Jordan as a manager of the bank’s computer & automation
company founded specifically to automate the bank’s operations. He also joined the Industrial
Modernization Programme EJADA, funded by the European Union, as a senior financial advisor
and ran a loan guarantee fund for industrialists. He also worked for Al Mouasher Group as a
financial advisor.

In Syria, he worked for the Credit Facility Il to Syrian SMEs, financed by the European Investment
Bank, and run by Frankfurt School of Finance & Management-Consultancy Arm.

Mr. Aydi holds a bachelor degree in business administration from Beirut Arab University and a
diploma in statistics from London Polytechnic, UK.

Board member
Dr. Said Haifa

Dr. Haifa was born in Al-Mazra Al-Shargiyya in Palestine in 1951.

Dr. Haifa attained BSc in economics and statistics from the University of Jordan in 1974. In 1979
he received his MA in economics and international economics from McGill University, Montreal,
Canadaand aPhDin economics with a concentration in Monetary theory from the same university
in 1984.

Dr. Haifa joined Birzeit University in 1980. He was appointed Head of the Economics Department
(1984 -1986), Dean of the Faculty of Business and Economics (1986-1989) then Head of the
Economics Department (2006 -2011), and again for the period from (2012) as Coordinator for MA
in Economics Program (2007-2011) and again in 2012.

Dr. Haifa was member of the Palestinian delegation - Regional Economic Development Working
Group- and additionally a coordinator for the World Bank Macroeconomics Team, (1991 — 1994).

Dr. Haifa has served as board member in several local and international institutions and conducted
several studies aimed at promoting and developing the agriculture and industry sectors in
Palestine. He was member of the PMA Board of Directors (2009 — 2012).

Dr. Haifa currently occupies the position of Head of Economics Department and Director of the
MA in economics program in Birzeit University.
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Dr. Khoury’s biography is rife with achievements in various areas. He established Pharmacare Plc,
a pharmaceutical manufacturing company, and has chaired its Board of Directors ever since.

He also established Premium Pharmacare in Malta in 2009 and the National Company for Agro
Industries in 2007, in addition to being co-founder of the Palestine Insurance Company in 1996.

In 2009, Dr. Khoury was appointed Minister of National Economy. He held several other positions,
including Chairman of the Palestinian Federation of Industries (2006-2009), Chairman of Union
of Palestinian Pharmaceutical Manufacturers (2001-2004) and Head of the Scientific Committee
in the Palestinian Pharmaceutical Association (1992-1994). Dr. Khoury also served as member of
the Technical Committee for Trade and Industry, which advised the Palestinian peace negotiators
(1990-1992), and member of the Board of the Palestine Trade Promotion Organization and the
Palestine Trade Center (Paltrade) (1993-2002).

Dr. Khoury is member of several organizations. He is member of Birzeit University Board of
Trustees, member of the Board of Directors of Edward Said National Conservatory of Music,
member of the Board of Directors of Palestine Capital Market Authority and member of the Board
of Society of Saint Yves for Human Rights.

Dr. Khoury holds a degree in Industrial Pharmacy from the University of Oklahoma, USA
(1983).

Board member

Dr. Hatem Sarhan

Dr. Sarhan is currently the Companies Controller in the Ministry of National Economy. He held
several positions in MOE, where during the period 2006-2010 he was Director General for Policies,
Analysis and Statistics. During 2005-2006 he was Companies Controller; and during 1995- 2005,
he was the Head of Companies Registration Department.

Dr. Sarhan participated in several seminars and courses, held both locally and abroad.

Dr. Sarhan participated in the Administrative Development of Administrative Skills seminar (Arab
Experts) in 1996, and in Industrial Property Rights course held in Geneva in 2000, in Arbitration
and Mediation seminar in 2002 and in several seminars and conferences on commercial agencies,
and participated in drafting Income Tax Law and Companies Law in the West Bank and the Gaza
Strip. In 2006, he attained a Commercial Accreditation from the Palestinian Ministry of Justice.

Dr Sarhan holds a PhD in Law from Moscow University (1994).
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Mr. Al-Sabah held several positions with the Ministry of Finance. Since 2013, he has held the
position of Accountant General with the Ministry of Finance, and Director of Governmental
Property Accounts. Over the period 2007- 2008, he served as Director of General Accounts during
2003- 2007, he was Director General of the Treasury, and prior to that, he was Director General of
Payments.

Mr. Al-Sabah is a member of the Board of numerous national institutions, including the
Establishment for the Management and Development of Orphans Fund, the Supreme Council for
Civil Defense and the Palestinian Electricity Transmission Ltd.
He holds a graduate degree in Business Administration from Birzeit University, (2007)
Board member
Mr. Ahmed Al-Sabah

Rasem Kamal is a lawyer and is the managing partner of Kamal & Associates - Attorneys and
Counsellors-at-Law (Kamal & Associates) in Al-Bireh - Ramallah. He is specialized in business,
banking, finance, corporate, labor and real estate laws. He provides legal and consultancy
services to dozens of Palestinian and international clients coming from government agencies,
international organizations, diplomatic missions, civil society organizations, donor-funded
projects, multi-billion dollar cross-border corporations, family businesses as well as private net
wealth individuals. He also co-authored and participated in the drafting (as well as advocacy)
efforts of numerous Palestinian laws and by-laws. Mr. Kamal taught law at Birzeit University School

of Law between the years (2007 - 2009). He is also a licensed translator and a founding member
and BOD member of the Palestinian Licensed Translators Association.

Board member
Mr. Rasim Kamal Mr. Kamal is a holder of a Master of Laws (LL.M.) degree from the University of San Francisco in
California, U.S. (where he was enrolled in his graduate studies as a Fulbright Scholar), as well as

a Bachelor of Laws (LL.B.) degree from the University of Jordan in Amman. He also graduated in
June 2016 as an Executive Master of Business Administration (MBA) Program from the Kellogg
School of Management — Northwestern University (in Chicago - Illinois, U.S.).
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Committees
1. PDIC Board Committees:
Governance Committee
B Mr. Rasim Kamal, Chairman
B Dr. Hatem Sarhan
B Mr. Mohammed El-Aydi

Assets and Liabilities Committee

B His Excellency Mr. Azzam Shawwa, Chairman
B Dr. Said Haifa

B Dr.Bassem Khoury

Investment Committee
W His Excellency Mr. Azzam Shawwa, Chairman
B Dr. Said Haifa

B Dr.Basem Khoury

Audit and Risks Committee
B Mr. Ahmed Al-Sabah, Chairman
B Mr. Rasim Kamal
B Mr. Mohammed El-Aydi

2. Committee(s) established by PDIC’s law:
Liquidation Committee
B Director-General Mr. Zaher Hammuz, Chairman
B Companies Controller Representative, Ministry of National Economy, Mr. Tareq Rabay’a
B PMA Banking Supervision and Inspection and Control Department Representative Dr. Riyad Abu - Shehadeh
B External Advisors chosen by PDIC Board depending on their experience and competency in accounting, audit and law:
B Financial Advisor, Dr. Hanna Quffa

B Legal Advisor, Mr. Sharhabeel Azza'im
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Message from the Chairman

On behalf of my colleagues in the Board of Directors, | am pleased to present to you PDIC's
fourth annual report 2017. 1 am truly proud of this leading professional institution and its vital
role in the banking sector. PDIC is deservedly one of the pillars of the banking safety net in
Palestine.

Despite of its recent establishment (2013), PDIC enjoys a remarkable presence at the regional
and international levels. It has participated in several national and international conferences,

thus enabling it to exchange expertise and keep abreast of the latest developments in the
Chairman of the Board | deposit insurance field. This has contributed to the reinforcement of financial stability and to
Mr. Azzam Shawwa the boost of public confidence in the Palestinian banking sector.

The difficult economic conditions in Palestine worsened due to the permanence of Israeli
military occupation measures and policies. These measures and policies have deprived the
country from economic development opportunities through the destruction of the Palestinian
infrastructure and deepening of economic dependence. This has led to an increase in poverty
and unemploymentrates. In spite of all this, the PMA, out of its responsibility to preserve financial
and monetary stability and secure safety and development of the Palestinian financial and
banking sector, has succeeded in advancing the Palestinian banking sector and in modernizing
it in terms of the quality of banking services, to match global banking systems.

The key performance indicators of the Palestinian banking sector at the end of 2017 revealed
positive results. Deposits in licensed banks at the end of 2017 increased by USD 1,368.7 million
or 12.91 percentincrease in comparison with 2016. Deposits amounted to USD 11,973.4 million.
Besides, the outstanding balance of net credit facilities granted by licensed banks at the end
of 2017 amounted to USD 1,148.7 million, an increase of 17 percent in comparison with 2016.
The outstanding balance reached USD 7,920.5 million. Total assets of licensed banks in 2017
increased by USD 1,631.9, or 11.5 percent compared to 2016. Total assets in 2017 amounted to
USD 15,822 million. Banks continued to maintain high rates of capital adequacy ratio, recording
17.6 percent by the end of 2017, which is higher than both the minimum rate set by PMA and
the required rate by international standards. Furthermore, non-performing loans was 2.30
percent of total loans by the end of 2017.

To conclude, | kindly invite you to peruse PDIC's fourth Annual Report. | hope that 2018 will be
a turning point and a step towards the development of Palestine’s national economy. | reiterate
my confidence in the reliability and strength of the banking sector.
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Message from the Director General

I am honored to present to you PDIC’s Fourth Annual Report. This report highlights PDIC’s
achievements in 2017, which aim to contribute to the financial and banking sector stability,
and to promote public confidence in the banking sector in Palestine, as PDIC is a pillar and a
partner in the financial safety net in Palestine.

In 2017, there was a remarkable development in PDIC operations and in deposit indicators. As
for PDIC, the coverage limit has increased from USD 10,000 to USD 20,000 or its equivalent in
other currencies. Concerning deposits’ indicators, deposits subject to the provisions of PDIC

Director General Law amounted to USD 11,099 million by the end of 2017 as opposed to USD 9,712.9 million
Mr. Zaher Hammouz by the end of 2016, an increase of 14.27 percent. These deposits belonged to some 1,590
thousand depositors, with an average deposit value of USD 6,980 in 2017 in comparison with
1,531 thousand depositors and with an average deposit value of USD 6,343 by the end of 2016.
Fully insured depositors constituted 93.9 percent of all depositors covered by the provisions of
the law at the end of 2017.

Financially, PDIC's revenues from membership fees of member banks, and the return on
investments amounted to almost USD 32.6 million in 2017; of which, USD 4.1 million came from
membership fees of Islamic banks. Consequently, PDIC has managed to increase its reserves to
USD 117.2 million in 2017, an increase of 55.6 percent over 2016.

On the local level, PDIC continued to devote its efforts to achieve its mission and vision. To that
end, PDIC gave a significant interest to educate the public about the deposit insurance system
in Palestine. It organized and held a number of workshops and public awareness meetings
for a number of banks, companies, institutions, universities and colleges. Which in its turn
allowed participants to learn about PDIC in terms of establishment, scope of work, role and
responsibilities.

Internationally, PDIC signed a number of memorandums of understanding with deposit
insurers in South Korea, Tunis, and Morocco. These MOUs aim at reinforcing cooperation, and
exchange of expertise at national and international levels. PDIC staff have also participated in
a number of international and local conferences, workshops and events including the 16th
Annual Deposit Guarantee Conference, in order to enrich their knowledge and allow them to
acquire new skills relevant to their field of work.

To conclude, | want to thank PDIC’s chairman, Board of Directors and staff for their dedication
and efforts. We will continue to build on our success, raise our performance at the national and
international levels in line with the best and most up-to-date international practices to achieve
our mission and goals and maintain the stability of the Palestinian banking system.




Chapter 1
Economic Indicators
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Economic Indicators

Economicindicators reflect the status of a country’s economy. Economically, a country strives to improve the living standards
of its citizens by improving these indicators through accelerating the development and growth of the economy.

1. Palestine Economic Indicators

Unlike other economies, the Palestinian economy is characterized by being severely restricted by the Israeli occupation,
which deprives it from a substantial (if not the bulk) of its national resources, restricts the movement of people, flow of
goods and delivery of services, in order to increase the severity of economic dependency, and stunt economic growth. In
addition, the Palestinian economy depends heavily on foreign aid.

This section will review key macroeconomic indicators for the year 2017, in order to portray the Palestinian economic
performance, including indicators such as GDP, aggregate demand and unemployment rate’.

1.1 Gross Domestic Product (GDP)

In 2017, real GDP increased by 3%, compared to the previous year, to reach about USD 13,686 million?. The main drivers of
this growth were the increase in investment expenditure, in addition to some pickup in consumption expenditure, which
is funded by loans and foreign grants.

Figure 1: GDP in Palestine for 2012 - 2017
14,000.0
13,500.0
13,000.0
12,500.0
12,000.0
11,500.0

11,000.0
2012 2013 2014 2015 2016 2017

1 Preliminary data issued by Palestine Central Bureau of Statistics.

2 Previous source, Base year 2015.
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1.2 GDP Per Capita

GDP per capita is used as a measure of the standard of living in the economy. GDP per capita rose slightly by 0.02 percentin
2017 to reach USD 2,923.4. However, these numbers remain very small when compared to the average income in Israel. The
cause of this pronounced disparity in average per capita income compared to Israel is attributed largely to challenges that
face the Palestinian economy, such as the rigorous blockade that Israel imposes on Palestinian exports and imports, leading
to an increase in the unemployment and poverty rates.

Figure 2: GDP per Capita in Palestine (2012 -2017)

2,980.0
2,960.0
2,940.0
2,920.0
2,900.0
2,880.0
2,860.0
2,840.0
2,820.0
2,800.0

2,780.0
2012 2013 2014 2015 2016 2017

1.3 Aggregate Demand

The major components of aggregate demand (consumer spending, government spending, investment and net exports)
grew at varying rates during 2017. While the growth in final consumption expenditure declined by 1 percent compared to
the previous year, the growth rate of investment increased by 10 percent.

On the trade deficit side, exports have grown by 12 percent while imports have declined by 1 percent compared to the
previous year.
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Figure 3: Aggregate Demand in Palestine (2012 - 2017)

20,000.0
15,000.0
10,000.0
5,000.0
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-5,000.0
-10,000.0
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1.4 Labor Market Indicators

According to the Palestinian Central Bureau of Statistics, the labor force at the end of 2017 was 1,374,600 individuals. Of
which, 870,000 were in the West Bank and 504,600 in Gaza Strip. The labor force participation rate in the West Bank was 45.6
percent as opposed to 45.2 percent in Gaza Strip.

The percentages clearly show that the gap between male and female participation in the workforce remained wide: 71.2
percent for males as opposed to only 19.0 percent for females.

Figure 4: Unemployment Rate in Palestine (2012-2017)
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The unemployment rate increased from 26.9 percent in 2016 to 27.4 percentin 2017.

The difference in unemployment rate between the West Bank and Gaza Strip remains high; the rate of unemployment in
Gaza Strip was 43.6 percent, compared to 18.1 percent in the West Bank. In terms of gender, 22.3 percent of males were
unemployed in 2017 compared to 47.4 percent of females.

2. Palestinian Banking Sector Indicators

The banking sector is a fundamental element of the Palestinian economy. As such, improvements in the banking sector
indicators is regarded as an indication of improvement in the economy as a whole, so the Palestinian Monetary Authority
(PMA) makes every effort to maintain financial stability in the economy by working on improving key financial indicators of
banks operating in Palestine, which showed improved performance in 2017 compared to 2016. Following is a summary of
the most important improvements in performance indicators?:

2.1 Total Deposits

Total customer deposits in the Palestinian banking sector amounted to USD 11,973.4 million by the end of 2017, compared
to USD 10,604.7 million by the end of 2016, indicating an increase of USD 1,368.7 million or 12.91 percent. In comparison,
the deposits increased by 950.4 million, an increase of 9.84 percent during 2016.

Figure 5: Historical development of deposits in the banking system (2009 - 2017)

14,000
12,000
10,000

8,000

6,000

million §

4,000

2,000

2009 2010 2011 2012 2013 2014 2015 2016 2017

== Total deposits in the banking system == Deposits subject to the provisions of the law

3 Preliminary data issued by the Monetary Authority
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Figure (6): Distribution of Deposits by Sector (2016 - 2017)

Individuals
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In 2017, individuals as well as institutions and associations share of total deposits increased by 69.9 percent and 2.6 percent,
respectively, compared to 69 percent and 2.4 percent in 2016. On the other hand, companies and public sector share of total

deposits decreased over the same period.

Table (1): Distribution of deposits in the banking system across various sectors (million Dollars) and growth rates

. X Institutions and .
Year Individuals Companies L. Public sector
associations
2016 73143 2,360.7 255.6 674.1
2017 8,371.6 2,551.5 313.9 736.4
Growth rates 14.5% 8.1% 22.8% 9.2%

Individuals’ deposits represented 69.9 percent of total
deposits in the banking system by the end of 2017
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Table (2): Distribution of customer deposits by currency and their growth rates (million Dollars) 2016-2017

Year NIS deposits JD deposits USD deposits Deposits in other currencies
2016 3,506.3 2,643.7 3,956.1 498.7
2017 4,039.7 2,805.0 4,723.7 405.0

Growth rates 15.2% 6.1% 19.4% -18.8%

In 2017, the amount of deposits in Israeli shekel, Jordanian Dinar, and US Dollar grew by 15.2 percent, 6.1 percent, and 19.4

percent respectively. In contrast, the amount of deposits in other currencies decreased by 18.8 percent.

Table (3): Development of deposits and depositors in Commercial banks versus Islamic banks (2009-2017)

L - The number of depositors
Deposits (in $ million) Total
(thousands)
Year
Commercial Islamic Commercial Islamic Deposits Depositors
Banks Banks Banks Banks (Million $) (Thousands)
2009 5,763 534 1,007 210 6,297 1,216
2010 6,283 519 1,225 190 6,802 1,414
2011 6,435 537 1,223 193 6,973 1,416
2012 6,858 626 1,256 208 7,484 1,464
2013 7,553 751 1,233 203 8,304 1,435
2014 8,053 882 1,245 222 8,935 1,467
2015 8,600 1,054 1,264 196 9,654 1,460
2016 9,319 1,285 1,314 223 10,605 1,536
2017 10,345 1,628 1,341 262 11,973 1,604

By the end of 2017 deposits held by commercial banks accounted for the largest share of 86.4 percent of total deposits,
compared to 87.9 percent by the end of 2016, indicating a decline of 1.7 percent. In contrast, deposits held with Islamic
banks constituted 13.6 percent of total deposits by the end of 2017 compared to 12.1 percent by the end of 2016, reflecting
an increase of 12.4 percent.
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Figure (7): Deposits in Commercial Banks in Comparison with Deposits in Islamic Banks
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Figure (8): Percentage of Commercial Banks depositors in Comparison to Islamic Banks depositors
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The percentage of commercial banks depositors decreased by about 2.2 percent, representing 83.6 percent of total
depositors by the end of 2017, compared to 85.5 percent by the end of 2016.

2.2 Credit Facilities Portfolio
B Net direct credit facilities amounted to about USD 7,920.5 million by the end of 2017 compared to USD 6,771.8
million by the end of 2016, indicating an increase of USD 1,148.7 million or 17 percent. These facilities constituted
51.2 percent of net assets by the end of 2017, compared to 48.8 percent by the end of 2016.

B Off balance sheet items (indirect credit facilities) of the banking system amounted to around USD 1,921.7 million
by the end of 2017 compared to USD 1,338.7 million by the end of 2016, indicating an increase of USD 583 million
or 43.6 percent. Indirect credit facilities constituted 12.4 percent of net assets by the end of 2017 compared to 9.7
percent by the end of 2016.

2.3 Non-performing loans
B The ratio of non-performing loans to total direct credit facilities increased by 5.5 percent, reaching 2.3 percent for
banks operating in Palestine by the end of 2017, compared to 2.18 percent by the end of 2016.

B The ratio of provisions coverage to non-performing facilities was about 58.02 % for banks operating in Palestine by
the end of 2017, compared to 66.85 percent by the end of 2016, a decrease of 13.2 percent.

B Credit facilities granted to related parties to total credit facilities decreased by 5.3 percent; it was 4.45 percent by the
end of 2017 compared to 4.70 percent by the end of 2016.

2.4 Key Performance Indicators of the banking sector

m Capital Adequacy Ratio
The capital adequacy ratio for the banking system was about 17.6 percent by the end of 2017 compared to 18 percent by
the end of 2016. PMA instructions set the minimum requirement for capital adequacy ratio at 12 percent, whereas Basel |l
requires a minimum of 8 percent.

m Profitability
- Net income before tax for the banking system by the end of 2017 amounted to USD 229.9 million, compared to USD 194.4
million at the end of 2016, marking an increase of USD 35.5 million, or 18.2 percent.

- Income before taxes to average total assets of the banking system amounted to 1.55 percent by the end of 2017 compared
to 1.47 percent by the end of 2016.

- Income before taxes to average tier one capital was 16.27 percent by the end of 2017, Compared to 15.48 percent by the
end of 2016.
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Figure (9): Net income for banks operating in Palestine (2008 -2017)
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2.5 Performance of Member Banks

Despite the difficult political and economic situation in Palestine, there was an improvement in performance indicators of
member banks in terms of total deposits and credit facilities, thus reflecting increased public confidence in the soundness
and stability of the banking sector due to establishing Palestine deposit Insurance Corporation coupled with PMA’s

instructions and stringent measures to promote financial stability.

Following is a summary of the most important developments of member banks’ key

performance indicators in 2017:

m Number of branches:
B The number of branches of banks operating in Palestine rose by the end of 2017 to 337, compared to 309 by the end

of 2016. Twenty-eight new branches opened in 2017. This increase resulted from the branching policy endorsed by
the PMA to enhance and improve the effectiveness of banking services offered to the public.

m Structure of assets and liabilities

B Net assets of banks operating in Palestine amounted to around USD 15,468.5 million by the end of 2017 compared to
USD 13,866.8 million by the end of 2016, increasing by USD 1,601.7 million or 11.6 percent, compared to an increase
of USD 1,571.7 million, a 12.8 percent increase during 2016.

B Net liabilities for banks operating in Palestine amounted to about USD 13,575.6 million by the end of 2017 compared
to USD 12,184.4 million by the end of 2016, increasing by USD 1,391.2 million, or 11.4 percent, compared to an
increase of USD 1,353.3 million, a 12.5 percent increase during 2016.

B Total owners’ equity of banks operating in Palestine amounted to around USD 1,892.9 million by the end of 2017
compared to USD 1,682.4 million by the end of 2016, increasing by USD 210.5 million, a 12.5 percent increase,
compared to USD 218.5 million a 14.9 percent increase during 2016.
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Figure (10): Total Assets of Banks Operating in Palestine, by the end of 2017
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Member banks’ investments in financial assets (stocks and bonds inside Palestine and abroad) amounted to about USD
1,199.7 million by the end of 2017 compared to USD 1,206.9 million by the end of 2016, indicating a decrease of USD 7.2
million or 0.6 percent. Investments represented 7.8 percent of banks’net assets in 2017 compared to 8.7 percent in 2016.

Figure (11): Change in Net assets, liabilities and Equity of Banks Operating in Palestine (2006 - 2017)
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m Key Financial Performance Indicators for Member Banks

Table (4): Key Financial Performance Indicators (2012 - 2017)

Ratio 2012 2013 2014 2015 2016 2017
Net Credit facilities to total assets 41.0% 39.4% 40.8% 45.6% 47.7% 50.1%
Investments in financial assets to total assets 8.8% 9.0% 9.5% 8.8% 8.5% 7.6%

Non-performing facilities to total direct facilities 3.1% 2.9% 2.55% 2.14% 2.18% 2.30%

Capital adequacy ratio 20.3% 20% 18.94% | 18.32% 18.00% | 17.58%

Return on average assets (before tax) 1.80% 1.9% 1.66% 1.47% 1.47% 1.55%

Table (5): Banks operating in Palestine, by the end of 2017

Operating banks in Palestine by Year Of Establishment Number of Branches & Total assets by tl.le.end
the end of 2017 offices by the end of 2017 | 0of 2017 (USD million)
Local Banks
Bank of Palestine 1960 71 4,002.6
The National Bank 2006 23 1,096.6
Quds Bank 1995 37 1,094.9
Arab Islamic Bank 1996 20 1,034.5
Palestine Islamic Bank 1997 36 1,031.2
Palestine Investment Bank 1995 18 451.8
Safa Bank 2016 4 140.5

Foreign Banks

Arab Bank 1994 31 3,639.2

Cairo Amman Bank 1986 21 1,007.2
Housing Bank 1995 15 674.6

Bank Of Jordan 1994 36 640.1
Jordan Ahli Bank 1995 9 428.8
Jordan Commercial Bank 1994 5 251.7
Egyptian Arab Land Bank 1994 7 185.5
Jordan Kuwait Bank 1995 4 142.8




(4

E‘.\jﬂ Oleat dccda culol dewdl! "¢
PALESTINE DEPOSIT INSURANCE CORPORATION é

‘\.

Figure (12): Bank Branches and Representative Offices by the End Of 2017

20
70
60
50
40
30
20 I I
10
0 I I I . H = = =
& N+ o . N - . N . N NS . . . &
S F & F F F F F F F F F F P
Qq} \)b' :\\ {Q\ (50 . &2 & < {,\\\ & ‘j\(\"*’a ‘?\S\ o8 o &,b\ o %\'b
e
< © Bc,*‘& N & 5 ¥ ,g\\?s s oab?’(\
o & & F
P LSRN
Table (6): Distribution of Gross Credit Facilities by Region (USD Million)
2017
Geographical Area 2016 2017
Q1 Q2 Q3 Q4
West Bank 6,282.0 6,535.3 6,771.4 7,041.0 5,960.1 7,041.0
Ramallah 3,717.1 3,835.0 3,877.7 3,824.8 3,590.6 3,824.8
Al Ram 155.2 119.9 139.2 150.9 111.6 150.9
Bethany 77.7 132.0 186.7 197.6 125.9 197.6
Bethlehem 415.5 439.0 450.4 664.4 401.4 664.4
Beit Jala 20.9 252 28.3 353 13.8 353
Beit Sahour 0.0 0.0 0.3 0.7 0.0 0.7
Hebron 391.6 412.6 443.8 419.0 358.1 419.0
Jericho 127.9 133.1 143.9 146.5 116.1 146.5
TolKarem 155.5 162.1 161.9 170.7 143.2 170.7
Nablus 757.6 790.5 787.7 844.6 673.1 844.6
Salfeet 60.0 60.8 82.5 85.1 55.0 85.1
Topas 31.1 333 46.8 49.7 28.6 49.7
Qlageliya 88.4 94.3 101.7 106.3 829 106.3
Jenine 2835 297.6 320.5 3454 259.8 3454
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Gaza Strip 952.2 993.5 990.4 986.5 911.9 986.5
Gaza 624.2 640.5 651.1 649.9 596.3 649.9
Khan Younis 83.3 86.2 85.9 87.3 80.9 87.3
Rafah 64.5 70.3 65.2 66.6 59.0 66.6
Dear Al Balah 55.8 59.7 58.4 59.2 56.3 59.2
Al Nosirat 56.9 64.8 59.0 58.9 56.3 58.9
Jabalia 67.6 72.0 70.8 64.7 63.2 64.7
Grand Total 7,234.2 7,528.8 7,761.8 8,027.5 6,872.0 8,027.5

*Data Source: PMA

Table (7): Geographical Distribution of customers’ Deposits by Region (USD Million)

2017
Geographical Area 2016 2017
Q1 Q2 Q3 Q4
West Bank 10,0141 10,241.8 10,404.1 10,845.6 9,502.4 10,845.6
Ramallah 4,286.4 4,293.5 4,343.8 4,470.2 3,948.3 4,470.2
Al Ram 492.2 433.7 439.6 450.3 400.7 450.3
Bethany 286.3 3791 382.6 396.8 342.6 396.8
Bethlehem 847.0 880.8 881.3 967.5 791.2 967.5
Beit Jala 40.6 449 50.2 53.5 35.0 535
Beit Sahour 0.0 0.0 1.9 2.6 0.0 2.6
Hebron 988.0 1,014.3 1,048.9 1,088.3 921.0 1,088.3
Jericho 119.8 127.6 130.8 1323 107.9 132.3
TolKarem 467.8 491.1 518.8 514.1 445.3 514.1
Nablus 1,389.8 1,422.3 1,435.9 1,560.3 1,468.3 1,560.3
Salfeet 122.7 127.6 124.4 132.7 114.5 132.7
Topas 73.7 82.6 825 85.4 69.0 854
Qlageliya 187.1 200.7 206.0 2184 173.9 2184
Jenine 7129 743.5 757.6 773.2 684.7 773.2
Gaza Strip 1,113.4 1,137.6 1,122.7 1,127.8 1,102.3 1,127.8
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Gaza 783.8 792.5 801.5 802.2 7714 802.2
Khan Younis 130.4 135.8 124.8 126.9 131.6 126.9
Rafah 59.3 61.8 58.0 57.5 60.9 57.5
Dear Al Balah 40.3 419 38.6 40.7 429 40.7
Al Nosirat 45.8 49.9 47.0 47.2 43.8 47.2
Jabalia 53.8 55.7 529 533 51.6 533
Grand Total 11,127.5 11,3794 11,526.8 11,973.4 10,604.7 11,9734

*Data Source: PMA

« Scope of coverage
a) Deposits subject to the Provisions of the law
Deposits subject to the provisions of the Law amounted to USD 11,099 million by the end of 2017, compared to USD

9,712.9 million by the end of 2016, marking an increase of 14.27 percent. These deposits belong to about 1,590 thousand

depositors with an average deposit value of USD 6,980 in 2017 compared to 1,531 thousand depositors with an average
deposit value of USD 6,343 by the end of 2016.

Figure (13): Deposits Subject to the Provisions of the Law
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provisions of PDIC’s
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Deposit subject to
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Deposits subject to the provisions of the law constituted
92.7 percent of total deposits held by member banks by the end of 2017

b) Fully- insured deposits

Fully insured deposits in accordance with the Law - deposits with a balance less than or equal to USD 20,000 or its
equivalent in other currencies - constituted 22.1 percent of total deposits subject to the provisions of the Law by the
end of 2017, and amounted to USD 2,459.3 million . These deposits belong to about 1,493 thousand depositors with an
average deposit value of USD 1,648, compared to USD 1,382 million that belong to 1,386 thousand depositors with an
average deposit value of USD 997 by the end of 2016 . The percentage of fully insured depositors was 93.9 percent of
total depositors whose deposits are subject to the provisions of the Law by the end of 2017.

The percentage of fully insured depositors reached 93.9 percent of total depositors
whose deposits are subject to the provisions of PDIC’s Law by the end of 2017

Fully insured deposits represented 22.1 percent of total deposits
subject to the provisions of PDIC’s Law by the end of 2017

c) Partially insured deposits

Deposits subject to the provisions of the Law with balances more than USD 20,000 or its equivalent in other currencies
(partially insured deposits) amounted to about USD 8,639.9 million by the end of 2017, compared to USD 8,331 million by
the end of 2016, constituting 77.8 percent of total deposits subject to the provisions of the Law by the end of 2017.

These deposits belong to about 98 thousand depositors, constituting 6.1 percent of total depositors whose deposits are
subject to the provisions of the law, with an average deposit value of USD 88,482 by the end of 2017, compared to 146
thousand depositors with an average deposit value of USD 57,173 by the end of 2016.
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The percentage of partially insured depositors represented 6.1 percent of total
depositors whose deposits are subject to the provisions of PDIC’s Law by the end of 2017

Partially insured deposits represented 77.8 percent of total deposits
subject to the provisions of PDIC’s Law by the end of 2017

d) Prompt Reimbursement

The concentration of prompt reimbursement amount with the largest bank stood at 23.2 percent by the end of 2017, while
for the two largest banks this ratio was 45.6 percent and 54 percent for the three largest banks.
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Table (8): Main Indicators of deposits and depositors at member banks (2010-2017)

Growth
rate

Indicator 10-Dec | 11-Dec | 12-Dec | 13-Dec | 14-Dec | 15-Dec| 16-Dec | 17-Dec

Total deposits at banking sector

e 6,802.4 | 69725 | 7,484.2 | 8,303.7 | 8,934.5|9,654.2 | 10,604.7 | 11,973.4| 12.9%
(USD million)

Total depositors at banking sector

X 1,414 1,416 1,464 1,435 1,467 1,460 1,536 1,604 4.4%
(in thousand)

Average deposit value for all depositors at

banking sector (USD) 4,810 | 4922 | 5112 | 5786 | 6,091 | 6,612 6,902 7,466 8.2%

Deposits subject to provisions of the law

L 6,092 6,381 6,828 7,583 8,120 | 8,936 9,713 11,099 | 14.3%
( USD million)

Number of depositors whose deposits are subject

0
to the provisions of the law (in thousand) 1,410 1,412 1,460 | 1,431 1,463 | 1,455 1,531 1,590 3.8%

Average deposit value for depositors whose deposits

are subject to the provisions of the law (USD) 4,319 | 4519 | 4,678 | 5297 | 5550 | 6,141 6,343 6,980 | 10.0%

Deposits subject to the provisions of the

law to total deposits at banking sector (%) 89.6% | 91.5% | 91.2% | 91.3% | 90.9% | 92.6% | 91.6% 92.7% 1.2%

Prompt reimbursement amount

L 2,183 1,997 2,093 2,219 2,409 | 2,619 2,839 4,412 55.4%
(USD miillion)

Fully insured deposits (all deposits with balance less

than or equal to the coverage limit) (USD million ) 1,079 1,040 1,048 1,093 1,198 1,301 1,382 2459 78.0%

Number of fully insured depositors

R 1,300 1,316 1,355 1,319 1,342 1,324 1,386 1,493 7.7%
(in thousand)

Average deposit value for fully insured

depositors (USD) 830 790 773 829 893 983 997 1,648 | 65.2%

Partially insured deposits (all deposits with balance

that exceeds coverage limit) (USD million) 5013 5,341 5,781 6,490 | 6,922 | 7,635 8,331 8,640 3.7%

Number of partially insured depositors

(in thousand) 110 96 105 113 121 132 146 98 -33.0%

Average deposit value for partially insured

. 45,423 | 55,814 | 55,306 | 57,631 | 57,138 | 57,962 | 57,174 | 88,482 | 54.8%
depositors (USD)

Fully insured deposits to total deposit

subject to the provisions of the law (%) 17.7% | 163% | 153% | 14.4% | 14.8% | 14.6% | 14.2% 22.2% | 56.3%

Partially insured deposits to total deposit

subject to the provisions of the law (%) 823% | 83.7% | 84.7% | 85.6% | 85.2% | 85.4% | 85.8% 778% | -9.3%

Number of fully insured depositors to total
depositors whose deposits are subjectto | 92.2% | 93.2% | 92.8% | 92.1% | 91.7% | 90.9% 90.5% 93.9% 3.7%
provisions of the law (%)

Number of partially insured depositors
to total depositors, whose deposits are 7.8% 6.8% 7.2% 7.9% 8.3% 9.1% 9.5% 6.1% | -35.8%
subject to the provisions of the law (%)

Concentration of prompt reimbursement

0 ) 0 ) 0
amount (the largest two banks) (%) 48.1% | 46.4% | 45.2% 45.6% | 0.9%

Concentration of prompt reimbursement

amount (the largest three banks) (%) 57.3% | 56.7% 53.3% 54.0% 1.3%
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1. Deposit Insurance System in Palestine

Itisimportant to have efficient and sound mechanisms to protect depositors’funds, protect banks from failure, and maintain
financial stability of the banking system, given the critical role banks play in the macro-economy. Therefore, bank’s capacity
to operate efficiently within an economy depends on the extent to which they can meet their financial obligations, and thus
earn depositors’ confidence, which encourages them to deposit their funds at banks and reduce unnecessary withdrawals.

The failure of a bank and its inability to meet the depositors’ claims may threaten financial stability and become ominous of
a financial crisis within the banking system negatively affecting public confidence in the performance of the entire banking
system. To avoid such a crisis, state authorities establish a “deposit insurance system” to serve as a major partner of an
effective financial safety net to counter future crises facing the banks. The need for such a system increases with the rising
transition towards the open economy model, and the globalization of banking system, as banks started to accept deposits
and offer services across borders. As a result, a financial crisis could become contagious and spread from one country to the
other”.

A“deposit insurance system”is a mechanism established by governments through laws and regulations, aiming to protect
depositors (particularly small depositors) against the loss of their deposits in case of a bank failure, thereby reinforcing
financial stability of the banking system as a whole and promoting savings and economic growth.

Figure 14: Financial Safety Net in Palestine
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4 The first deposit insurance system was established in Czechoslovakia in 1924, followed by the United States of America. The first deposit insurance

system in the Arab world was in Lebanon in 1967
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PDIC is part of the financial safety net in Palestine and plays
an important role in the financial stability in Palestine

2. Palestine Deposit Insurance Corporation (PDIC)

2.1 Establishment

Palestine Deposit Insurance Corporation (PDIC) was founded pursuant to the provisions of the Presidential Decree Law No.
(7) Of 2013, PDIC is a legal entity and enjoys legal capacity, as well as financial and administrative independence. It aims to

protect depositors of member banks, encourage saving and promote confidence in the Palestinian banking system.

According to the provisions of its Law, PDIC enjoys vast authority as may be necessary to exercise its function as an insurer of
deposits and bank liquidator. The Law also grants it supervisory authority realized through the regular interchange of data
and information of member banks with the PMA as per certain protocols that guarantee providing all information necessary
for the PDIC to achieve its objectives.

2.2 PDIC Management
Board of Directors
PDIC is managed and supervised by a Board of Directors comprised of 7 members
B The Governor of the PMA, as Chairman, or in his absence, the Deputy Governor.

B A representative of the Ministry of Finance, appointed by the Minister of Finance from among high-ranking staff with

relevant expertise.
B The companies controller in the Ministry of National Economy.

B Four independent members appointed by Presidential decree upon the recommendation of the Board Chairman for
a period of three years, renewable once.

Responsibilities and Authorities of the Board of Directors

PDIC’s Board is charged with several responsibilities, including setting PDIC’s policies and strategies, approving the
annual budget, adopting plans and policies for investment of the PDIC's funds and specifying participating banks’ annual
membership fee, approving the organizational structure and job descriptions, endorsing internal regulations and operating
procedures, passing and implementing bylaws, instructions, and procedures for conducting operations and determining
coverage limits in addition to other duties.
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PDIC Executive and Administrative Staff

PDIC had 19 employees at the end of 2017 coming from different disciplines and specializations, as compared to 14
employees in 2016.

Director General

The Director General of PDIC carries out duties and authorities, assigned to him/her pursuant to the PDIC Law, in order to
manage the Corporation’s affairs, including implementation of policies and the decisions approved by the Board of Directors,
supervising the Corporation’s executive staff and monitoring the proper implementation of day-to-day operations.

Administration and Finance Department

This department is responsible for bookkeeping and accounting, maintaining assets and adequate financial resources and the
timely provision of accurate financial information for decision makers. The department also secures PDIC’s needs of supplies
and maintenance of equipment, machinery and software necessary for PDIC proper operation and achievement of its goals.

Risk Analysis and Insurance Department

This department is assigned several important tasks and responsibilities that contribute to the development and
implementation of PDIC’s policies, as well as reinforcement of risk-management principles and promotion of confidence in
the Palestinian financial system.

B Risks and Insurance Unit

This unit is mainly responsible for the follow-up of fee collection from member banks. It is also charged with preparing
the risk-based fee collection system, in collaboration with the PMA and the Association of Banks in Palestine (ABP), for
the purpose of mitigating operational risks, and ensuring fair contribution by banks to membership fees and encouraging
banks to improve risk-monitoring tools. The division also sets in place appropriate measures to mitigate potential risks that
may face member banks and conduct stress tests for enhancing risk mitigation.

H Liquidation Unit

This unit is responsible for undertaking the tasks and responsibilities entrusted to PDIC as the liquidator of any bank
pursuant to PDIC Law, regulations, instructions and decisions issued for that purpose. The unit s also in charge of developing
appropriate policies for the implementation of the liquidation process, in a manner that guarantees its effectiveness
and efficiency. Moreover, the unit formulates and develops depositor reimbursement procedures pursuant to PDIC Law,
regulations, instructions and decisions issued for that purpose.

B Legal Unit

This unit is responsible for handling all legal matters of PDIC, following-up on its progress with the related authorities,
drafting PDIC’s contracts and agreements and reporting periodically on the division’s work.
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Internal Audit Unit

The activity of the Internal Audit Unit is closely linked with the Audit and Risk Committee of the Board of Directors. The
Unit is in charge of assessing the validity and soundness of the PDIC’s various activities, providing recommendations in
view of the audit, as well as assessing and analyzing results of various departments in order to enable them to fulfil their
responsibilities effectively and efficiently, to help the organization in achieving its objectives.

Investment and Financing Department

This department is responsible for providing data and information needed to support the planning and development of
processes in PDIC. It is also entrusted with the management of the PDIC's investments in line with the investment policy
approved by the BOD and compliant with the provisions of PDIC Law.

B Investment Unit

This unit is in charge of employing PDIC'’s resources within a carefully studied investment policy and strategy approved by
its Board of Directors. It primarily aims at preserving capital and growing its reserves allocated to insurance of depositors’
money, in addition to providing a suitable return within a low level of risks, all in line with PDIC’s goals and role in reinforcing
financial stability taking into consideration that its investments have high liquidity, which would enable it to respond to
emergencies.

B Research Unit

This unit was established at the beginning of PDIC's work, as PDIC has strong conviction that scientific research plays a key
role in economic progress and prosperity. The unit’s tasks and responsibilities include the following: providing PDIC with an
appropriate informational and analytical framework, necessary for its work, and achieving its principle of transparency and
reliability. To this end, PDIC produces professional periodical publications, which are compliant with international standards.

Information Technology Division

The Information Technology Division seeks to be an effective player in rolling the wheel of development in PDIC, on the
organizational and administrative level, and the level of services provided by the corporation.To these ends, PDIC uses state-
of-the-art technology that would serve the work environment, in addition to providing innovative solutions, preparing back
up plans to provide information security, decrease risks to lowest levels, and protect PDIC'’s assets. The division also meets
the technical needs of other departments and units.

Public Relations Division

The public relations division is one of the basic supporting departments of PDIC. It is PDIC’s “window” into the local and
international community. It reinforces means of communication and cooperation locally and abroad with all targeted
sections of society. It also disseminates PDIC’s vision and mission by the best means possible and it creates a database to all
targeted sections to facilitate contacting and delivering messages to them in a positive and practical way while preserving
the privacy of each section. The division also prepares materials to be published through mass media.
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Human Resources Unit

Human resources is an essential part of any institution or company, it actually reflects its sustainability and success. It is
critical to an employee-oriented and productive work place. PDIC has established human resources unit in order to recruit
and appoint the best human resources in the Palestinian market. This unit works to achieve the highest levels of efficiency
and increases employees’ motivation, commitment, as well as energizing them to maintain harmony in the workplace and
raise their level of performance and productivity.

Gaza Office

Gaza office implements and enforces PDIC’s policies; it is the corporation’s representative in Gaza Strip. The office promotes
public awareness on the Palestinian deposits insurance system in terms of establishment of PDIC and its goals. In addition,
the office holds workshops and represents PDIC in many events in Gaza.

2.3 Equity of Deposit Insurance System and Financing Sources

PDIC’s Equity is comprised of USD 20 million representing the government’s share and a USD 100 thousand unrecoverable
incorporation fees paid by each member bank within 15 days of the initiation of membership, in addition to the reserves
established from annual membership fees collected from member banks.

Figure 15: Financing Sources of the Deposit Insurance System in Palestine

Financing Sources
of Deposit Isurance
System in Palestine

l
[ { { |

AlEl Returns on
Membership Loans Grants
Fees Investment

PDIC is funded through annual membership fees collected from member banks as well as the returns on investments of the
depositinsurance funds. Moreover, the Corporation may accept financial grants from any entity approved by its Board, and
may borrow if financial resources fall short to meet its financial obligations.

2.4 Membership

PDIC membership is mandatory for all banks licensed by PMA, regardless of whether they are commercial or Islamic. The
number of banks that were subject to the provisions of the Law was fifteen by the end of 2017. Of which, seven are local,
while eight are foreign banks.
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2.5 Membership Fees

A member bank is required to pay membership fees on a quarterly basis. The membership fee is equal to an annual rate of
0.3% of the total value of the bank’s deposits subject to PDIC Law. The Board of Directors may set a rate for membership
fees based on the degree of risk of each member bank in line with standards agreed upon with PMA and the Association
of Banks in Palestine (ABP), and in accordance with the instructions issued for this purpose. The BOD may also review and
amend the annual membership rate and establish a fee calculation mechanism.

2.6 Depositors Reimbursement

Upon publication of PMA decision to liquidate a member bank, PDIC becomes legally responsible for reimbursing insured
depositors of that bank. PDIC is obliged to compensate depositors in accordance with the specified coverage limit. The
coverage limit for each depositor is calculated on all of his/her deposits combined at the bank under liquidation, including
accrued interest or accrued return, up to the date of publication of the liquidation decision of the member bank in the
official Gazette.

Thereimbursementamount becomes payable once the liquidation decision
ispublished and mustbe paid by PDICwithin 30 days of the submission of the depositor’s claim.

2.7 Liquidation

Pursuant to the Presidential Decree-Law No. (7) Of 2013, PDIC is the sole liquidator of a failing bank following the publication
of a liquidation decision by Palestine Monetary Authority (PMA).

PDIC enjoys the authority to take all legal measures necessary to protect the bank’s rights, and conclude the liquidation
process. PDIC shall replace depositors in their claims against the bank with an amount equal to reimbursements paid, and
the reimbursed amounts shall be considered as debts owed to PDIC by the liquidated bank. PDIC claims have seniority over
all other creditors and shareholders.

PDIC has full power to take necessary measures to terminate a bank’s operations, settle bank’s debts, collect its dues and
take all necessary measures aimed to protect its assets and rights, review its accounts, and subsequently sell the bank’s
movable and non-movable assets or part of them, or take any other action or measure required to conclude the liquidation
proceedings in order to pay back depositors and settle bank debts.

2.8 Reserves Management

PDIC exerts every effort to grow its reserves to ensure the protection of depositors’ rights with member banks. Hence, it
aims to establish reserves amounting to no less than 3% of total deposits subject to the provisions of its Law. The sources of
reserves are membership fees that are collected from member banks on quarterly basis, returns on investments and other
returns after deducting all expenses.
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Achievements and Activities in 2017

PDIC has accomplished numerous achievements and activities during 2017, including the following:

First: International Agreements, Conferences and Meetings

PDIC signed a number of memoranda of understanding to promote local and international cooperation in order to exchange
expertise in all areas of deposit insurance system, as PDIC is keen to encourage the corporation in various fields of common
interest. During 2017, PDIC signed several agreement with local universities, as well as several cooperation agreements with
deposit insurers, such as:

B Moroccan Deposit Insurance Corporation, March 2017
B Korea Deposit Insurance Corporation, October 2017
B Tunisian Deposit and Insurance Fund, November 2017

In addition, PDIC participated in many local and international conferences including 16th Annual Deposit Guarantee
Conference held in the province of Quebec, Canada, and many local conferences and events, including the Annual Banking
Conference, and the Banking Week for Children and Youth, which takes place in March of every year.

Second: Raising Public Awareness of the Palestinian Deposit Insurance Corporation

In line with PDIC'’s effort to comply with IADI’s Core Principles, and to realize its goal of raising the level of public awareness
of deposit insurance system in Palestine, PDIC launched a public awareness campaign from Gaza on November 1, 2017,
through a press conference in which PDIC also announced increasing the coverage limit to USD 20,000, and launching the
public awareness campaign through visual and audiovisual media, in addition to social media.

PDIC also held a number of workshops and public awareness meetings for a number of member banks, companies,
institutions, associations and Palestinian universities in 2017 regarding the importance of the deposit insurance system and
its contribution to the stability of the banking system in Palestine.

Third: PDIC Strategic Plan

PDIC prepared a medium-term financial program based on two sets of indicators. The first set includes guiding indicators
for variables that do not fall under PDIC’s control, but effectively and fundamentally influence the fulfillment of its duties,
such as the growth rate of deposits subject to the provisions of the Law. The second set includes institutional performance
indicators that reflect PDIC's real performance, which includes variables that fall under PDIC’s control, such as the return on
investments.

PDIC conducts a comprehensive annual revision of these indicators, and updates the assumptions in light of recent
developments in the economy in general and PDIC’s operations in specific. One of the most important assumptions relates
to annual growth rate of deposits, and membership fees collected from member banks each year.

Medium-term indicators have also been composed using data of deposits and depositors for previous years, based on the
average growth rate of these data.

PDIC currently charges membership fees based on an annual flat rate of 0.3 percent applied to all member banks regardless
of the risk assessment of each bank.
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In line with PDIC Law which allows collecting risk based membership fees from member banks, and in order to comply
with the Core Principles for Effective Deposit Insurance Systems, PDIC, in cooperation with the PMA and the Association of
Banks in Palestine (ABP), will commence to set the main features of a new risk-based fee-collection system in line with PMA
instructions and internationally approved-standards set by the Basel Committee on Banking Supervision (BCBS).

Preliminary results of the Strategic Plan showed that the targeted reserve level
of 3% of total deposits subject to the provisions of the Law could be attained by 2022.

Medium-Term Key Indicators

Table 9: Medium-Term Key Indicators

Actual Expected
Item
2016 2017 2018 2019 2020 2021
Deposit subject to the provisions of PDIC’s law
. 9,7129 |11,099.0| 11,964.7 12,898.0 13,904.0 | 14,9885
(USD miillion)

Prompt reimbursement amount ( USD million) | 2,839.1 4,412.2 4,766.3 5,132.8 5,512.1 5,904.6

PDIC’s reserves (USD million) 75.33 117.25 164.27 207.46 254.75 306.43

PDIC's reserves to deposits subject to the

L. 0.776% 1.056% 1.373% 1.608% 1.832% 2.044%
provisions of the law (%)

PDIC'’s reserves to Prompt reimbursement

2.7% 2.7% 3.4% 4.0% 4.6% 5.2%
amount (%)
Reserve to prompt reimbursement amount (%) 10.3% 7.5% 7.5% 7.5% 7.6% 7.6%
Prompt reimbursement amount to deposits
29.2% 39.8% 39.8% 39.8% 39.6% 39.4%

subject to the provisions of the law (%)




Chapter 4:

Financial Statements




Annual Report 2017

Ernst & Young Tel: +972 22421011 ;{?‘"‘%@\ /@}g‘%‘ﬂi h
P.0. Box 1373 Fax: +972 22422324 s =
7™ Floor, www.ey.com ‘(‘*.:" S ﬁ ;,?
PADICO House Bldg. gé’;:\/' "@f{eﬁ,

Al-Masyoun .
EY Ramallah-Palestine Years in MENA

Building a better
working world

Independent Auditor’'s Report
to the Chairman and the Members of the Board of Directors of Palestine Deposit
Insurance Corporation

Opinion

We have audited the financial statements of Palestine Deposit Insurance Corporation (the
Corporation), which comprise the statement of financial position as at December 31, 2017,
and the statement of income and other comprehensive income, statement of changes in
equity and statement of cash flows for the year then ended, and notes to the financial
statements, including a summary of significant accounting policies.

In our opinion, the accompanying financial statements present fairly, in all material
respects, the financial position of the Corporation as at December 31, 2017 and its financial
performance and its cash flows for the year then ended in accordance with the International
Financial Reporting Standards (IFRSs).

Basis for Opinion

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

Responsibilities of Management and the Board of Directors for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with IFRSs, and for such internal control as management
determines is necessary to enable the preparation of financial statements that are free from
material misstatement, whether due to fraud or error.

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

The Board of Directors is responsible for overseeing the Corporation’s financial reporting
process.

Auditor's Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements
as a whole are free from material misstatement, whether due to fraud or error, and to issue
an auditor's report that includes our opinion.

Reasonable assurance is a high level of assurance, but is not a guarantee that an audit
conducted in accordance with ISAs will always detect a material misstatement when it
exists. Misstatements can arise from fraud or error and are considered material if,
individually or in the aggregate, they could reasonably be expected to influence the
economic decisions of users taken on the basis of these financial statements.

A member firm of Ernst & Young Global Limited
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As part of an audit in accordance with ISA, we exercise professional judgment and
maintain professional skepticism throughout the audit. We also:

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

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

e Evaluate the appropriateness of accounting policies used and the reasonableness
of accounting estimates, if any, and related disclosures made by management.

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

e Evaluate the overall presentation, structure and content of the financial
statements, including the disclosures, and whether the financial statements
represent the underlying transactions and events in a manner that achieves fair
presentation.

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

Ernst & Young - Middle East
License # 206/2012

Enrst + Joorge

Ramallah -Palestine
April 24, 2018
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Palestine Deposit Insurance Corporation

STATEMENT OF FINANCIAL POSITION

As at December 31, 2017

2017 2016
Notes u.s.s Us.$

ASSETS
Cash on hand and at banks 4 1,733,719 1,204,050
Balances with Palestine Monetary

Authority (PMA) 5 1,758,640 16,050,853
Membership fees receivable 6 8,674,442 6,800,947
Held-to-maturity financial assets 7 104,221,342 50,877,361
Property and equipment 8 163,081 167,239
Intangible assets 9 25,301 25,615
Other assets 10 815,276 297,085
Total assets 117,391,801 75,423,150
LIABILITIES AND EQUITY
Liabilities

Employees benefits 11 90,231 49,989
Other liabilities 48,739 38,495
Total liabilities 138,970 88,484
Equity

Paid-in capital 1 14,184,814 3,800,000
Islamic banks' reserve 13 12,325,710 8,093,835
Commercial banks' reserve 13 90,742,307 63,440,831
Total equity 117,252,831 75,334,666
Total liabilities and equity 117,391,801 75,423,150

The attached notes 1 to 23 form part of these financial statements

1
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Palestine Deposit Insurance Corporation

STATEMENT OF INCOME AND OTHER COMPREHENSIVE INCOME
For the year ended December 31, 2017

2017 2016
Notes U.s.s us.s
Revenues
Membership fees revenues 14 30,707,503 26,423,826
Interest revenues, net 15 1,852,764 320,651
Currency exchange gain 70,747 43,461
Other revenues 2,299 -
32,633,313 26,787,938
Expenses
Employees' expenses 16 (655,469) (420,996)
General and administrative expenses 17 (378,448) (275,289)
Depreciation and amortization 9,8 (66,045) (57.389)
(1,099,962) (753,674)
Excess for the year 31,533,351 26,034,264
Other comprehensive income - B
Total comprehensive income 31,533,351 26,034,264

The attached notes 1 to 23 form part of these financial statements

2
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Palestine Deposit Insurance Corporation

STATEMENT OF CASH FLOWS
For the year ended December 31, 2017

2017 2016
Notes u.s.$ Uus.$
Operating Activities
Excess for the year 31,533,351 26,034,264
Adjustments:
Depreciation and amortization 66,045 57,389
Provision for employees benefits 44,599 75,469
Interest revenue (1,852,764) (320,651)
29,791,231 25,846,471

Change in working capital:
Membership fees receivable (1,873,495) (531,368)
Other assets 104,858 (1,327)
Other liabilities 10,244 5,746
End of service payments (4,357) -
Transfers to provident fund - (73,822)
Net cash flows from operating activities 28,028,481 25,245,700
Investing Activities
Purchase of property and equipment and

intangible assets (61,573) (15,511)
Change in held-to-maturity financial assets (53,343,981) (50,877,361)
Interest received 1,229,715 40,324
Net cash flows used in investing activities (52,175,839) (50,852,548)
Financing Activities
Paid-in capital 10,384,814 100,000
Cash flows from financing activities 10,384,814 100,000
Decrease in cash and cash equivalents (13,762,544)  (25,506,848)
Cash and cash equivalents, beginning of the

year 17,254,903 42,761,751
Cash and cash equivalents, end of the year 18 3,492,359 17,254,903

The attached notes 1 to 23 form part of these financial statements
4
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Palestine Deposit Insurance Corporation

Notes to the Financial Statements
December 31, 2017

1. General

Palestine Deposit Insurance Corporation (the Corporation) was established by virtue of the
Presidential Decree Law No. (7) for the year 2013 (the Law) which was issued on May 29,
2013 by the President of the State of Palestine and the Chairman of the Executive
Committee of Palestine Liberation Organization, and became effective on November 7,
2013.

Equity of the Corporation
Equity of the Corporation consists of the following:

— The government contribution of U.S. $ 20 million or its equivalent to be paid within
thirty days from the effective date of the Law. The government paid U.S $ 2 millions of
this amount. During the year 2017, KFW Development Bank, on behalf of the Ministry
of Finance, paid U.S. $ 10,384,814 of the Ministry's contribution in paid-in capital.

— Non-refundable incorporation fees of U.S. $ 100,000 or its equivalent to be paid by
each member during a maximum period of fifteen days from the joining date in the
Corporation.

— Reserves that are accumulated until they reach 3% of the total deposits subject to the
provisions of the Law in accordance to article No. (20) of the Law. These reserves
should be used to achieve the Corporation’s objectives.

Sources of Funding the Corporation

Sources of funding of the Corporation consist of the following:

— Annual membership fees paid by members of the Corporation on a quarterly basis in
accordance with directives issued by the Board of Directors.

— Investment returns.

— Loans obtained by the Corporation under the provisions of the Law.

— Grants received by the Corporation and approved by the Board of Directors.

The objectives of the Corporation is to protect customers’ deposits' held with member banks
within certain limits in order to encourage savings and strengthen confidence in the

Palestinian banking system in addition to increase public awareness about Palestine Deposit
Insurance Corporation system.

The number of employees of the Corporation as of December 2017 was (19) employees.

The financial statements have been approved by the Board of Directors and authorized for
issuance according to their meeting number (1/2018) held on April 3, 2018.

2. Basis of preparation of financial statements and changes in accounting policies

2.1 Basis of preparation of financial statements

The financial statements have been prepared in accordance with International Financial
Reporting Standards (IFRSs).

The financial statements have been prepared on a historical cost basis.

The financial statements have been presented in U.S. Dollar, which is the functional currency
of the Corporation.
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2.2 Changes in accounting policies

The accounting policies used in the preparation of the financial statements are consistent
with those used in the preparation of the annual financial statements for the year ended
December 31, 2016. Except that the Corporation applied for the first time certain
amendments to the standards, which are effective for annual periods beginning on or after
January 1, 2017.

The application of these amendments has no effect on the Corporation financial position
and performance, or the disclosures of the financial statements of the Corporation.

IFRS 9 Financial Instruments

In July 2014, the IASB issued the final version of IFRS 9 Financial Instruments that replaces
IAS 39 Financial Instruments: Recognition and Measurement and all previous versions of
IFRS 9. IFRS 9 brings together all three aspects of the accounting for financial instruments
project: classification and measurement, impairment and hedge accounting. IFRS 9 is
effective for annual periods beginning on or after 1 January 2018, with early application
permitted. Except for hedge accounting, retrospective application is required; however, the
entities are exempted from restating their comparative information.

the Corporation plans to adopt the new standard on the required effective date and will not
restate comparative information. IFRS 9 will affect the measurement and recording of credit
losses. Generally, the Corporation does not expect a material effect on the statement of
financial position and the statement of changes in equity other than the effect of the
provisioning requirements over the held-to-maturity financial assets.

Below is a summary of IFRS 9 impact on the financial position, performance or disclosures
of the financial statements of PDIC, when applied:

(a) Classification and measurement
The Corporation does not expect a significant impact on its financial position or equity on
applying the classification and measurement requirements of IFRS 9.

Loans as well as trade receivables are held to collect contractual cash flows and are
expected to give rise to cash flows representing solely payments of principal and interest.
The Corporation has analyzed the contractual cash flow characteristics of those instruments
and concluded that they meet the criteria for amortized cost measurement under IFRS 9.
Therefore, reclassification for these instruments is not required

(b) Impairment

IFRS 9 introduces an updated model for credit loss measurement (the expected credit
losses) on all of its financial assets including held-to-maturity-financial assets. The expected
credit loss (ECL) model will replace the current “Incurred Losses"” model as per IAS 39.

IFRS 9 requires the Corporation to record expected credit losses on all of its debt securities,
loans and trade receivables, either on a 12-month or lifetime basis. The Corporation will
apply the simplified approach and record lifetime expected losses on all trade receivables.

This assessment is based on currently available information and may be subject to changes
arising from further reasonable and supporting information being made available to the
Corporation in 2018 when it adopts IFRS 9.
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(c) Hedge accounting

Hedge accounting under IFRS 9 will have no effect on the PDIC's financial position and
performance, as the corporation does not currently hold financial instruments for hedging
purposes.

IFRS 7 Financial Instruments - Amendments on Disclosure
IFRS 7 was amended to include more qualitative and quantitative discolsures to accomedate
IFRS 9 requirements such as classifications, impairment and hedge accounting.

IFRS 15 Revenue from Contracts with Customers

IFRS 15 specifies the accounting treatment for all revenue arising from contracts with
customers. It applies to all entities that enter into contracts to provide goods or services to
their customers, unless the contracts are in the scope of other IFRSs, such as IAS 17 Leases.
IFRS 15 supersedes:

- IAS 11 Constrution Contracts,

- |IAS 18 Revenue,

- IFRIC 13 Customer Loyalty Programmes,

- IFRIC 15 Agreements for the Construction of Real Estate,
- IFRIC 18 Transfers of Assets from Customers,
- SIC-31 Revenue—-Barter Transactions Involving Advertising Services.

The standard is effective for annual periods beginning on or after 1 January 2018, and early
adoption is permitted.

IFRS 16 Leases
During January 2016, the IASB issued IFRS 16 "“Leases” which sets out the principles for
the recognition, measurement, presentation and disclosure of leases.

IFRS 16 substantially carries forward the lessor accounting requirements in IAS 17.
Accordingly, a lessor continues to classify its leases as operating leases or finance leases,
and to account for those two types of leases differently.

IFRS 16 introduced a single lessee accounting model and requires a lessee to recognize
assets and liabilities for all leases with a term of more than 12 months, unless the underlying
asset is of low value. A lessee is required to recognize a right-of-use asset representing its
right to use the underlying leased asset and a lease liability representing its obligation to
make lease payments.

The new standard will be effective for annual periods beginning on or after 1 January 2019,
and early application is permitted.

3. Summary of significant accounting policies
Revenue recognition

Revenues are recognized to the extent that it is probable that the economic benefits will
flow to the Corporation and the revenue can be reliably measured. Revenues are measured
at the fair value of the consideration received, excluding discounts and sales commissions.
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Expenses recognition

Expenses are recognized when incurred based on the accrual basis of accounting.

Property and equipment

Property, plant and equipment is stated at cost less accumulated depreciation and any
impairment in value. Such cost includes the cost of replacing part of the property, plant and
equipment and borrowing costs for long-term construction projects if the recognition
criteria are met. All other costs are recognized in the income statement as incurred.

Depreciation is calculated using the straight-line basis over the estimated useful lives of the
assets as follows:

Useful life
(Years)
Leasehold improvements 7
Office equipment 5
Furniture 5
Vehicles 5
Computers 3

Any item of property, plant and equipment and any significant part initially recognized is
derecognized upon disposal or when no future economic benefits are expected from its use
or disposal. Any gain or loss arising on derecognition of the asset (calculated as the
difference between the net disposal proceeds and the carrying amount of the asset) is
included in the statement of income and other comprehensive income when the asset is
derecognized.

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

Held-to-maturity financial assets

Held-to-maturity financial investments are non-derivative financial assets with fixed or
determinable payments and fixed maturities, which the Corporation has the intention and
ability to hold-to-maturity. Held-to-maturity investments are initially recognized at cost plus
acquisition costs. Subsequently, such investments are re-measured at amortized cost, less
any impairment losses, using the effective interest rate method.

Cash and cash equivalents

For the purpose of the statement of cash flows, cash and cash equivalents consists of cash
on hand, balances at banks maturing within three months, less banks' deposits maturing
after three months and restricted deposits.

Fair value of financial instruments

The fair value for financial instruments traded in active markets at the financial statements
date is based on their quoted market price.

The fair value of interest-bearing items is estimated based on discounted cash flow using
interest rates for items with similar terms and risk characteristics.

For all other financial instruments not traded in active markets, the fair value is determined
by using market value of similar financial instrument or the expected discounted cash flows.

Impairment of financial assets

An assessment is made at each reporting date whether there is any objective evidence that
a financial asset or a group of financial assets is impaired. If such evidence exists, any
impairment loss is recognized in the income statement.

8
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(@) For assets carried at fair value: impairment is the difference between the cost and fair
value after deducting any loss previously recognized in the statement of income and
other comprehensive income;

(b) For assets carried at cost: impairment is the difference between the carrying amount
and the present value of future cash flows discounted at current market rate for similar
financial assets;

(c) For assets carried at amortized cost: impairment is the difference between the carrying
amount and the present value of future cash flows discounted at the original effective
interest rate.

Receivables and other current assets

Receivables and other current assets are stated at original amount less provision of
uncollectible amounts (if any).

Account payables and other liabilities

Liabilities are recognized for the amount of goods or services payable, whether claimed by
the supplier or not.

Provisions
Provisions are recognized when PDIC has an obligation (legal or constructive) arising from
a past event, and the costs to settle the obligation are both probable and able to be reliably
measured.

Foreign currencies

Transactions in foreign currencies are recorded at the rate ruling at the date of the
transaction. Monetary assets and liabilities denominated in foreign currencies are
translated into USD using the rate of exchange ruling at the financial statements date. All
differences are recognized in the statement of income and other comprehensive income.

Estimates and assumptions

The preparation of financial statements requires management to make estimates and
assumptions that affect the reported amounts of revenues, expenses, financial assets and
liabilities and disclosure of contingent liabilities. Uncertainty about these estimates and
assumptions could result in outcomes that require a material adjustment to the carrying
amount of the assets or liability affected in future periods.

The key estimates and assumptions involved in the financial statements are as follows:

Useful lives of property and equipment and intangible assets

PDIC's management reassesses the useful lives of property and equipment and intangible
assets, and makes adjustments if applicable, at each financial year-end.

4. Cashon hand and at banks

2017 2016

u.s.$ u.s.$
Cash on hand 423 152
Current and on demand accounts 415,183 155,611
Deposits maturing within 3 months 1,318,113 1,048,287

1,733,719 1,204,050
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5. Balances at Palestine Monetary Authority

2017 2016

u.s.$ Uus.$S
Current accounts 291,782 6,050,853
Deposits maturing within 3 months 1,466,858 10,000,000

1,758,640 16,050,853

6. Membership fees receivable

This item represents membership fees receivables for the fourth quarter of 2017.
Membership fees receivable amounted to U.S. $ 8,674,442 and U.S. $ 6,800,947 as of
December 31, 2017 and 2016, respectively.

7. Held-to-maturity financial assets

2017 2016

us.$S Uu.s.s
Bonds quoted in foreign markets* 97,303,356 48,004,402
Treasury bills and bonds - Central Bank of Jordan** 6,917,986 2,872,959
104,221,342 50,877,361

These bonds mature during a period of one year to six years, with an interest rate from
1% to 6%. The fair market value of bonds quoted in foreign markets amounted to U.S. $
96,629,454 as at December 31, 2017.

**  The treasury bills and bonds amounted to U.S. $ 6,917,986 and U.S. $ 2,872,959
respectively. These bills will mature during a period of one year to five years, at a
discount rate of 3% to 5%.
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Leasehold Office
improvement equipment Furniture  Vehicles  Computers Total

December 31, 2017 us.$ us.s us.s us.s$ us.s$ us.s
Cost
Balance, beginning of the

year 130,358 32,451 60,104 - 44,238 267,151
Additions - - 4,560 38,249 9,827 52,636
Balance, end of the year 130,358 32,451 64,664 38,249 54,065 319,787
Accumulated Depreciation
Balance, beginning of the

year 37,168 14,674 23,346 - 24,724 99,912
Depreciation for the year 18,249 6,491 12,677 5,554 13,823 56,794
Balance, end of the year 55,417 21,165 36,023 5,554 38,547 156,706
Net book value as at

December 31, 2017 74,941 11,286 28,641 32,695 15,518 163,081
Net book value as at

December 31, 2016 93,190 17,777 36,758 B 19,514 167,239

9. Intangible assets

This item represents programs and software systems, following are the details of the
movement thereon during 2017 and 2016:

Balance, beginning of the year
Additions during the year
Amortization

Balance, end of the year

10. Other assets

Accrued bonds interest revenue
Prepaid expenses

Interest paid to bondholders
Accrued deposit interest revenue
Others

2017 2016
US. S US. S
25,615 33,807
8,937 308
(9,251) (8,500)
25,301 25,615
2017 2016
US. S US. S
714,659 99,489
67,066 14,616
31,526 157,487
1,720 23,351
305 2,142
815,276 297,085

11
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11. Employees benefits

End of service Provident fund

benefits Total
us.s us.$ us.$
2017
Balance, beginning of year 49,989 - 49,989
Additions 44,599 - 44,599
Payments (4,357) - (4,357)
Balance, end of year 90,231 - 90,231
2016
Balance, beginning of year 19,468 28,874 48,342
Additions 30,521 44,948 75,469
Transferred to provident fund* - (73,822) (73,822)
Balance, end of year 49,989 - 49,989

* During 2016, the Corporation’s employees elected a committee to oversee the provident
fund and its investments. Therefore, the Corporation transferred the balances to the
provident fund's bank account, which is administered separately.

12. Increase in paid-in capital

During 2017, KFW Development Bank, on behalf of the Ministry of Finance, paid U.S $
10,384,814 of the Ministry's contribution in the Corporation’s paid-in capital.

13. Reserves

According to the article No. (20) of the Corporation's Law, the Corporation has to
accumulate reserves until it reaches 3% of total deposits that are subject to the provisions
of the law. This reserve will be used to achieve the Corporation objectives.
The Corporation reserves consist of the annual membership fees paid by the members, the
return on the investments and any other returns net of the Corporation’'s expenses. The
excess for the period is allocated between commercial and Islamic banks reserves based on
a percentage of the contribution in membership fees.

14. Membership revenues

This item represents banks’ membership fees paid to the Corporation at a rate of 0.03% of
the total deposits subject to the provisions of the Law. These fees are calculated on monthly
basis and paid on quarterly basis. Following are the details of the membership revenues:

2017 2016

Uu.s.$ Uus.$
Commercial banks membership fees 26,586,459 23,121,280
Islamic banks membership fees 4,121,044 3,302,546
30,707,503 26,423,826
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15. Interest revenues, net

Interest revenue from held-to-maturity financial assets

Profits from held-to-maturity Islamic financial assets
Investment revenue - long term deposits with PMA
Investment revenue - long term deposits at Banks
Bonds amortization, net

16. Employees' expenses

Salaries and wages

Employees transportation

Training, conferences and meetings
Provision for employees' indemnity
The Corporation’s contribution to provident fund
Travel expenses

Health insurance expenses
Employees’ accrued vacations
Telecommunication

Fuel

Others

17. General and administrative expenses

Brokerage commissions

Office rent

Fees and subscriptions

Board of Directors bonuses
Advertising expenses
Consultations and legal fees
Electricity and water
Telephone, internet and mail
Security and cleaning

Office supplies

Annual reports and work plans
Travel and accommodation of the Board of Directors
Commissions and bank interests
Hospitality

Building fees

Stationary and printings
Insurances

Vehicle expenses

Fuel

Maintenance

Others

Annual Report 2017

2017 2016
Us.s us.s$
1,703,701 90,229
224,844 23,090
10,127 206,984
20,169 20,747
(106,077) (20,399)
1,852,764 320,651
2017 2016
us.$ USs.$
390,594 271,296
56,157 21,222
45,265 7,689
44,599 30,521
42,176 29,965
40,439 34,348
15,407 13,813
11,747 4,985
5,428 4,293
2,748 2,864
909 -
655,469 420,996
2017 2016
us.s$ USs.$
126,013 35,288
59,706 56,337
45,365 36,200
37,700 40,400
28,452 26,758
15,950 19,350
13,301 11,645
9,062 9,644
8,539 8,151
4,673 3,444
2,639 3,860
6,350 7,988
1,546 4,705
4,660 3,316
2,167 2,167
2,804 2,077
1,151 1,394
1,211 -
1,117 -
1,048 1,215
4,994 1,350
378,448 275,289
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18. Cash and cash equivalents
For the purposes of cash flow, cash and cash equivalent includes the following:

2017 2016

U.Ss.$ us.$S
Cash on hand and at banks 1,733,719 1,204,050
Balances at Palestine Monetary Authority (PMA) 1,758,640 16,050,853

3,492,359 17,254,903

19. Related party transactions

Related parties represent directors and key management personnel of the corporation. The
Corporation’s board of directors approves pricing policies and terms of these transactions.
Balances with related parties included in the statement of financial position are as follows:

2017 2016
Nature of the relation Uus.s Uu.Ss.s$
Balances with Palestine
Monetary Authority Board of Directors 1,758,640 16,050,853
Employees’ benefits Key management 70,202 48,624

Transactions with related parties included in the statement of income and other
comprehensive income are as follows:

Nature of the relation 2017 2016
u.s.$ Uus.$
Interest revenue from
Palestine Monetary
Authority Board of directors 10,127 206,984
Key management salaries
and related expenses Key management 406,128 280,561
Board of Directors
expenses & benefits Key management 44,050 48,388

20. Fair value measurement

The table below represents a comparison between the carrying amounts and fair values of
financial instruments as at December 31, 2017 and 2016:

Carrying amount Fair value
2017 2016 2017 2016
us.$S u.s.s u.s.s u.s.s
Financial assets
Cash on hand and at banks 1,733,719 1,204,050 1,733,719 1,204,050
Balances with PMA 1,758,640 16,050,853 1,758,640 16,050,853

Membership fees receivable 8,674,442 6,800,947 8,674,442 6,800,947
Held-to-maturity financial
assets 104,221,342 50,877,361 103,547,440 50,690,493

Other current assets 748,210 282,469 748,210 282,469
117,136,353 75,215,680 116,462,451 75,028,812

Financial liabilities

Other liabilities 48,739 38,495 48,739 38,495
48,739 38,495 48739 38,495
14
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The fair value of the financial assets and liabilities are included at the amount at which the
instrument could be exchanged in a current transaction between willing parties, other than
in a forced or liquidation sale.

- The fair value of cash on hand and at banks, balances with Palestine Monetary
Authority, membership fees receivable and other liabilities approximate their carrying
amounts largely due to the short-term maturities of these instruments.

- The fair value of held-to-maturity financial assets in financial markets is determined by
reference to quoted prices at the date of the financial statements.

- The fair values of unquoted financial assets that don't have market value is measured
at cost after deducting the impairment losses (if any).

21. Risk management

The main risks arising from the Corporation's financial instruments are credit risk, foreign
currency risk and interest rate risk. The Corporation's Board of Directors reviews and
approves policies for managing these risks which are summarized below:

Credit risks

Credit risk is the risk that one party to a financial instrument will fail to discharge an
obligation and cause the other party to incur a financial loss. With respect to credit risk
arising from the other financial assets, including cash and cash equivalents and held-to-
maturity financial assets, the Corporation's exposure to credit risk arises from default of
the counterparty, with a maximum exposure equal to the carrying amount of these financial
assets.

Liquidity risk

The Corporation limits its liquidity risk by securing bank loans and funding from
shareholders. Most of the Corporation’s financial liabilities are due within a period of less
than three months from the date of the financial statements.

Foreign currency risk

The effect of the expected decrease in exchange rates is equal and opposite to the effect of
the increase stated below:

Effect
on statement of
income and other

Increases in comprehensive
currency rate income
%) u.s.$
2017
ILS 10 298,150
2016
ILS 10 23,228
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Interest rate risk

The sensitivity of the statement of income and other comprehensive income is the effect of
the assumed changes in interest rates, based on the floating rate financial assets and
financial liabilities held at December 31, 2016. The expected effect of decrease in interest
rate is expected to be equal and opposite to the effect of the increases shown below:

2017 2016
Effect on Effect on
statement of statement of

Increases in income and other Increases in income and other

interest rate comprehensive interest rate comprehensive
Currency (basis points) income (basis points) income
Jordanian Dinar 10 9,552 10 59,053
uss 10 97,553 10 2,873

22. Capital management

The primary objective of the Corporation’s capital management is to ensure that it maintains
adequate capital ratios in order to support its business.

The Corporation manages its capital structure and makes adjustments to it in the light of
changes in business conditions. The capital structure comprises the Corporation’s Paid-in
capital and reserves which amounted to U.S. $ 117,252,831 and U.S. $ 75,334,666 as at
December 31, 2017 and 2016, respectively.

23. Concentration of risk in geographical area

The Corporation carries out its activities in Palestine. The political and economic
destabilization in the area increases the risk of carrying out business and could adversely
affect the Corporation’s performance.
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