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

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

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

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 Bank’s internal control.

e LEvaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by management.

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

e Dvaluate 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 management 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.
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INDEPENDENT AUDITORS’ REPORT

To: The Board of Directors
Banque Franco-Lao Limited

Opinion

We have audited the financial statements of Banque Franco-Lao Limited (the “Bank”), which
comprise the statement of financial position as at 31 December 2019, the statements of profit
or loss and other comprehensive income, changes in equity and of cash flows for the year then

ended, and notes, comprising a summary of significant accounting policies and other
explanatory information.

In our opinion, the accompanying financial statements present fairly, in all material respects,
the financial position of the Bank as at 31 December 2019 and its financial performance and

cash flows for the year then ended in accordance with International Financial Reporting
Standards (“IFRS”).

Basis for Opinion

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

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

Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements
in accordance with the International Financial Reporting Standards (“IFRS”), and for such
internal control as management determines is necessary to enable the preparation of financial
statements that are free from material misstatement, whether due to fraud or error.

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



Banque Franco - Lao Limited
Statement of financial position
As at 31 December 2019

Assets

Cash

Interbank and money market items
Amounts due from other banks

Statutory deposits with central bank

Loans and advances, net of provision

Property, plant and equipment

Intangible assets

Other assets

Right to use assets

Deferred tax asset

Total assets

31 December
Note 2019

31 December

2018

(in millions LAK)

5,23 32,813 31,828
6 134,651 114,091
7 101,596 82,026
8 867,605 914,315
9 22,053 22,476
9 10,182 11,449
10 10,265 23,537
24 9,167 -
11 8,455 8,789

1,196,787 1,208,511

The accompanying notes form an integral part of these financial statements
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Banque Franco - Lao Limited
Statement of financial position
As at 31 December 2019

Liabilities and equity

Liabilities

Deposits from customers

Interbank and money market items
Amounts due to other banks

Borrowing from related party

Other liabilities

Total liabilities

Equity

Paid-up capital

Legal reserve

Accumulated earnings
Total equity

Total liabilities and equity

The accompanying notes form an integral part of these financial statements
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Note

12

13

14
16

17

31 December

2019

31 December

2018

(in millions LAK)

760,116 702,279
57,736 46,977
73,001 163,170
23,596 21,731

915,349 934,157

300,000 300,000

1,482 1,481
(20,044) (27,127)
281,438 274,354

1,196,787 1,208,511




Banque Franco - Lao Limited
Statement of profit or loss and other comprehensive income
For the year ended 31 December 2019

Interest and similar income
Interest and similar expense
Net interest income

Fee and commission income
Fee and commission expense
Net fee and commission income

Gain on foreign exchange
Other income
Total operating income

Operating Expenses

Personnel expenses

Depreciation and amortization
Expenses

Other operating expenses

Impairment allowance

Total operating expenses

Profit /(loss) before income tax expense

Income tax (expense)/benefit
Profit /(loss) for the year

Other comprehensive income

Other comprehensive income for the

year, net of tax

Total comprehensive income/(10ss)

for the year, net of tax

Note

18
19

20

21

22

11,15

Year ended 31 December

2019 2018
(in million LAK)

72,378 81,595
(21,062) (25,902)
51,316 55,693
21,166 12,798

(8,540) (13,375)
12,626 (577)
10,173 4,820
731 585
74,846 60,521
(21,749) (21,603)
(11,149) (7,049)
(30,855) (38,782)
(3,674) (21,894)
(67,427) (89,328)
7,419 (28,807)
(334) 16,779
7,085 (12,028)
7,085 (12,028)




Banque Franco - Lao Limited
Statement of Changes in Equity
For the year ended 31 December 2019

Paid-up capital Accumulated losses Legal reserve Total
LAK LAK LAK LAK
(in millions) (in millions) (in millions) (in millions)
Balance as at 1 January 2018 300,000 17,498 1,462 318,960
Adjustment in legal reserves - - 19 19
Other Adjustment - 661 - 661
Changes on initial application of

IERE PP - (33,258) . (33,258)
Balance as at 1 January 2018 300,000 (15,099) 1,481 286,382
Loss for the year - (12,028) - (12,028)
Balance as at 31 December 2018 300,000 (27,127) 1,481 274,354
Balance as at 1 January 2019 300,000 (27,127) 1,481 274,354
Adjustment in legal reserves - - @ Q)
Profit for the year - 7,085 - 7,085
Transfer to legal reserve - (2) 2 -
Balance as at 31 December 2019 300,000 (20,044) 1,482 281,438

The accompanying notes form an integral part of these financial statements



Banque Franco - Lao Limited
Statement of cash flows
For the year ended 31 December 2019

Cash flows from operating activities
Profit/(loss) before income tax

Adjustments for:

Interest income

Interest expense

Provision for bad debt and doubtful loans
and advances

Gain from disposal of fixed assets

Depreciation and amortisation

Change in operating assets / liabilities

Change in statutory deposits

Change in loans and advances to customers

Change in other assets

Change in deposits from customers

Change in deposits from banks

Change in other liabilities

Interest received

Interest paid

Net cash generated from operating
activities

Cash flows from investing activities
Acquisition of property and equipment
Proceeds from disposal of assets
Acquisition of intangibles

Disposal of investments

Net cash used in investing activities

Cash flows from financing activities
Loan from related party
Net cash from used in financing activities

Net decrease in cash and cash
equivalents
Cash and cash equivalents at 1 January
Cash and cash equivalents at
31 December

Note

23

For the year ended 31 December

2019 2018
LAK LAK
(in millions) (in millions)

7,419 (28,807)
(72,378) (81,595)

21,062 25,902

2,824 21,893
(291) (121)

11,149 7,049
(30,215) (55,679)
(897) (756)

44,090 54,954

731 2,322

56,055 11,952
10,369 (2,154)
1,982 (1,165)

72,780 85,678
(19,472) (26,232)

135,423 68,920
(5,933) (3,669)

1,692 2,057
(1,555) (3,089)
(5,796) (4,701)
(88,687) (123,796)
(88,687) (123,796)
40,940 (59,577)

176,432 236,009

217,372 176,432




Banque Franco - Lao Limited
Notes to the financial statements
For the year ended 31 December 2019

Note Contents
1 Reporting entity
2 Basis of financial statement preparation
3 Changes in accounting policy
4 Significant accounting policies
5 Cash
6 Amount due from other banks
7 Statutory deposits with Central Bank
8 Loans and advances, net of provision
9 Property plant and equipment net of depreciation, Intangibles assets
10 Other assets
11 Deferred tax asset
12 Deposits from customers
13 Amounts due to other banks
14 Borrowings from related party
15 Tax liabilities and current tax
16 Other liabilities
17 Paid up capital
18 Interest and similar income
19 Interest expense
20 Net fee and commission income
21 Personnel expenses
22 Other operating expenses
23 Cash and cash equivalents
24 Leases
25 Related party transactions
26 Operating lease commitments
27 Off balance sheet items
28 Financial Risk management policies
29 Capital management
30 Fair value of financial assets and liabilities
31 Events after reporting period
32 International Financial Reporting Standards (IFRS) not yet adopted



Banque Franco - Lao Limited
Statement of cash flows
For the year ended 31 December 2019

(@)

(b)

(©)

Reporting entity

Banque Franco - Lao Limited (“BFL”) is a joint - venture bank incorporated and registered in Lao
People’s Democratic Republic (“Lao PDR™). The Bank was established by Cofibred - a company
representing BRED Banque Populaire, a Bank registered in France and located at No. 18 Quai de la
Rapee, Paris, 75012 France and Banque Pour Le Commerce Exterieur Lao Public (“BCEL”), a bank
registered in Lao PDR and located at No. 01 Pangkham Street, Ban Xiengnyun, Chanthabouly District,
Vientiane, Lao PDR.

The Bank was established under the Investment License Decision No. 1211/09 dated 26 August 2009
issued by the Ministry of Planning and Investment which was then amended by decision No. 124/10
dated 7 September 2010 issued by the same Ministry; and Decision No.12 BOL dated 16 July 2010
issued by the Bank of Lao P.D.R (the BOL).

The registered charter capital of the Bank is 300,000 million of KIP (“LAKm”). As at 31 December
2019, the actual charter capital of the Bank is LAKm 300,000 (31 December 2018: LAKm 300,000).

The Bank has obtained extension dated 26 December 2019-CBSD/733 from Bank of Lao P.D.R for the
implementation of requirement of Law on Commercial Bank.

The principal activities of the Bank are to provide comprehensive banking and related financial services
in the Lao PDR.

As at 31 December 2019, the Bank had 153 (2018: 172) employees.

Basis of financial statement preparation
Statement of compliance

The financial statements have been prepared in accordance with International Financial Reporting
Standards (IFRS). The financial statements of the Bank were authorised for issue on behalf of the Board
of Management on 13 March 2020.

In preparing these financial statements, the significant judgments made by management in applying the
Bank’s accounting policies and the key sources of estimation uncertainty were the same as those that
applied to the financial statements as of and for the year ended 31 December 2018, except for the change
in the accounting policy in relation to IFRS 16 effective from 1 January 2019. The nature and the effect
of these changes are disclosed in note 3.

Basis of measurement

The financial statements have been prepared on the historical cost basis except as stated in the
significant accounting policies (Note 4).

Functional and presentation currency
These accompanying financial statements are presented in Lao Kip (“LAK”), which is the Bank’s

functional currency. All financial information presented in LAK has been rounded in the financial
statements and the accompanying notes to the nearest million, unless otherwise stated.
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Banque Franco - Lao Limited
Notes to the financial statements
For the year ended 31 December 2019

(d)

(€)

(@)

(b)

(©)

Use of judgements and estimates

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

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to estimates are
recognised prospectively.

In preparing these financial statements, the significant judgments made by management in applying the
Bank's accounting policies and the key sources of estimation uncertainty were the same as those applied
to the audited financial statements as at and for the year ended 31 December 2018.

Fiscal Year

The Bank reporting period starts on 1 January and ends on 31 December.

Changes in accounting policy

Except for the changes below, the Bank has consistently applied the accounting policies as set out in
Note 4 to all periods presented in these financial statements.

Leases

The Bank applied IFRS 16 using the modified retrospective approach. Accordingly, the comparative
information presented for 2018 is not restated i.e. it is presented, as previously reported under IFRS and
related regulations. The details of the changes in accounting policies are disclosed below. Additionally,
the disclosure requirements in IFRS 16 have not generally been applied to comparative information.
Definition of a lease

Previously, the Bank treated Lease contracts as operating leases and booked related lease expense as
operating expense. The only lease contracts falling under the domain of IFRS 16 are building rental
agreements. The Bank has now assessed whether the rental agreements fall under the definition of a
lease, as explained in Note 24.

As a lessee

As a lessee, the bank has headquarter and service units. Under IFRS 16, the Bank recognizes right-of-
use asset and lease liability i.e. this lease is recorded in the statement of financial position. Further, the
Bank has not entered into new leasing contracts during the year ended 31 December 2019.

On transition, the Bank has all of it leases paid fully in advance and for future reporting’s the Bank will
use incremental borrowing to discount the lease liability.

The right-of-use are measured at their carrying amount which is equal to lease liability at the beginning

of current year, discounted using the lessee's weighted average deposits rate at the date of transition,
adjusted for any accruals and prepayments.

11



Banque Franco - Lao Limited
Notes to the financial statements
For the year ended 31 December 2019

4 Significant accounting policies

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

(a) Foreign currency transactions

Transactions in foreign currencies are translated into the respective functional currency at exchange
rates at the date of the transactions.

Monetary assets and liabilities denominated in foreign currencies are translated into the functional
currency at the exchange rates at the reporting date.

Non-monetary assets and liabilities that are measured based on historical cost in a foreign currency are
translated into the functional currency at the exchange rate at the date of the transaction.

Foreign currency differences arising from the translation are recognised in the profit or loss.

The applicable exchange rates for the LAK against foreign currencies were:

31 December 2019 31 December 2018

LAK LAK
United State Dollar (“USD”) 8,857 8,530
Thai Baht (“THB”) 299.62 269.11
Euro (“EUR”) 9,915 9,757
Great Britain Pound(“GBP”) 11,445 10,659

(b) Financial assets and financial liabilities
(i)  Recognition
The Bank initially recognises loans and advances, deposits on the date on which they are originated. A
financial asset or financial liability is measured initially at fair value plus, transaction costs that are
directly attributable to its acquisition or issue.

(i)  Classification

On initial recognition, a financial asset is classified as measured at amortised cost, FVOCI or FVTPL.
A financial asset is measured at amortised cost if it meets both of the following conditions and is not
designated as at FVTPL;

- The asset is held within business model whose objective is to hold assets to collect contractual cash
flows, and

- The contractual terms of the financial asset give rise on specified dates to cash flows that are solely
payments of principal and interest on the principal amount outstanding.

12



Banque Franco - Lao Limited
Notes to the financial statements
For the year ended 31 December 2019

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

- The asset is held within business model whose objective is achieved by both collecting contractual
cash flows and selling financial assets, and

- The contractual terms of the financial asset give rise on specified dates to cash flows that are solely
payments of principal and interest on the principal amount outstanding.

On initial recognition of an equity investment that is not held for trading, the Bank may irrevocably
elect to present subsequent changes in fair value in OCI.

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

Business model assessment

The Banks’ business model reflects how it manages the assets to generate cash flows. Whether it is
solely to collect the contractual cash flows from the asset or both the contractual cash flows and from
sale of asset. Factors considered by the Bank in determining the business models for group of assets
include past experience on how the cash flows for these assets were collected, how the asset’s
performance is evaluated and reported to key management personnel and how risks are assessed and
managed.

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

Where the business model is to hold assets to collect contractual cash flows or to collect contractual
cash flows and sell, the Bank assesses whether the financial instruments’ cash flows represents solely
payment of principal and interest. In making this assessment, the Bank considers whether the contractual
cash flows are consistent with basic lending arrangement, i.e. interest includes only consideration for
the time value of money, credit risk, other basic lending risks and a profit margin that is consistent with
a basic lending arrangement. Where the contractual terms introduce exposure to risk or volatility that
are inconsistent with a basic lending arrangement, the related financial asset is classified and measured
at FVTPL.

Reclassifications

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

Financial liabilities

The Bank classifies its financial liabilities, other than financial guarantees and loan commitments, as
measured at amortised cost.

13



Banque Franco - Lao Limited
Notes to the financial statements
For the year ended 31 December 2019

(iii) Derecognition
Financial assets

The Bank derecognises a financial asset when the contractual rights to the cash flows from the financial
asset expire, or it transfers the rights to receive the contractual cash flows in a transaction in which
substantially of all the risks and rewards of ownership of the financial asset are transferred or in which
the Bank neither transfers nor retains substantially all of the risks and rewards of ownership and it does
not retain control of the financial asset.

On derecognition of a financial asset, the difference between the carrying amount of the asset (or the
carrying amount allocated to the portion of the asset derecognised), and the sum of (i) the consideration
received (including any new asset obtained less any new liability assumed) and (ii) any cumulative gain
or loss that had been recognised in other comprehensive income is recognised in profit or loss. Any
interest in such transferred financial assets that qualify for derecognition that is created or retained by
the Bank is recognised as a separate asset or liability.

In transactions in which the Bank neither retains nor transfers substantially all the risks and rewards of
ownership of a financial asset and it retains control over the asset, the Bank continues to recognise the
asset to the extent of its continuing involvement, determined by the extent to which it is exposed to
changes in the value of the transferred asset.

Financial liabilities

The Bank derecognises a financial liability when its contractual obligations are discharged, cancelled or
expire.

(iv) Offsetting

Financial assets and liabilities are offset and the net amount presented in the statement of financial
position when, and only when, the Bank currently has a legally enforceable right to set off the amounts
and it intends either to settle them on a net basis or to realise the asset and settle the liability
simultaneously.

Income and expenses are presented on a net basis only when permitted under IFRS.

(v)  Amortised cost measurement

The amortised cost of a financial asset or liability is the amount at which the financial asset or liability
is measured on initial recognition, minus the principal repayments, plus or minus the cumulative
amortisation using the effective interest method of any difference between the initial amount and the
maturity amount and, for financial assets, adjusted for any impairment allowance.

(vi) Impairment

The Bank recognises loss allowances for ECL on the following financial instruments that are not
measured at FVTPL:

o financial assets that are debt instruments;
o financial guarantee contracts issued:;

e |oan commitments issued:;

14



Banque Franco - Lao Limited
Notes to the financial statements
For the year ended 31 December 2019

The Bank measures loss allowances at an amount equal to lifetime ECL, except for the following, for
which they are measured as 12-month ECL.:

- Interbank and money market items on which credit risk has not increased significantly since their
initial recognition.

Measurement of ECL

Credit loss allowances are measured using a three-stage approach based on the extent of credit
deterioration since origination:

Stage 1 - Where there has not been a significant increase in credit risk (SICR) since initial recognition
of a financial instrument, an amount equal to 12 months expected credit loss is recorded. The expected
credit loss is computed using a probability of default occurring over the next 12 months. For those
instruments with a remaining maturity of less than 12 months, a probability of default corresponding to
remaining term to maturity is used.

Stage 2 - When a financial instrument experiences a SICR subsequent to origination but is not
considered to be in default, it is included in Stage 2. This requires the computation of expected credit
loss based on the probability of default over the remaining estimated life of the financial instrument.

Stage 3 - Financial instruments that are considered to be in default are included in this stage. Similar to
Stage 2, the allowance for credit losses captures the lifetime expected credit losses.

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

- loss given default (LGD);

- exposure at default (EAD)

These parameters are generally derived from Basel prudential rules.

Details of these statistical parameters/inputs are as follows:

PD - The probability of default is an estimate of the likelihood of default over a given time horizon.

EAD - The exposure at default is an estimate of the exposure at a future default date, taking into account
expected changes in the exposure after the reporting date.

LGD - The loss given default is an estimate of the loss arising in the case where a default occurs at a
given time. It is based on the difference between the contractual cash flows due and those that the lender
would expect to receive, including from the realization of any collateral. It is usually expressed as a
percentage of the EAD.

15



Banque Franco - Lao Limited
Notes to the financial statements
For the year ended 31 December 2019

Assessment of significant increase in credit risk

The expected credit loss model requires the recognition of credit losses based on 12 months of expected
losses for performing loans and the recognition of lifetime expected losses on loans that have
experienced a SICR since origination. The determination of a SICR takes into account many different
macro-economic factors and will vary by product and risk segment. The main factors considered in
making this determination are relative changes in probability- weighted probability of default since
origination and certain criteria such as 30 day past due and watch list status. The assessment of SICR
will require experienced credit judgement.

The bank considers a financial instrument having a significant increase in credit risk based on the
following factors:

In order to assess as to whether the credit quality of an exposure has deteriorated, the following main
credit events are used:

- Delinquencies ;
- Unauthorized Overdrafts.

A 6 months observation period is deemed necessary in order to:
-ensure that temporary credit difficulties faced by clients are indeed cured when they return to stage 1
-avoid undue variability in the Stage 1 / Stage 2 balance in the case of short, yet regular, periods of

credit difficulties

An exposure will therefore be deemed belonging to stage 2 category in case of a delinquency or
unauthorized overdraft that lasted more than 30 days in the last 6 months.

As credit difficulties could materialize in other ways than the sole delinquencies and overdrafts, and in
order to better align with the operational processes within the bank, another criterion is added: any
exposure belonging to the BFL watch list will fall under stage 2 category.

Computation of stage 1 impairment loss

The 1 year expected loss is by definition:

1 year default probability (PD) x Exposure At Default (EAD) x Loss Given Default (LGD).

As the bank lacks both number of data points and aging of the observations to statistically assess each
of these parameters, default values derived from Basel prudential rules are used.

Loss Given Default

Default value is set at 45% which corresponds to the Basel IRBF parameter for senior claims on
corporates, sovereigns and banks.

Exposure At Default
Computation of Exposure At Default also complies with prudential requirements stating that the
exposure value of an asset item shall be its remaining accounting value with additional value

adjustments. The exposure value of an off-balance sheet item shall be the following percentage of its
nominal value:

16



Banque Franco - Lao Limited
Notes to the financial statements
For the year ended 31 December 2019

(a) 100 % if it is a full-risk item such as a letters of credit;

(b) 50 % if it is a medium-risk item such as Revolving Credit Facilities;
(c) 20 % if it is a medium/low-risk item such as trade finance transactions;
(d) 0 % if it is a low-risk item such as uncommitted credit facilities.

As most transactions in BFL portfolio can be listed as high to medium risk, it is deemed adequate and
prudent to set Exposure at Default 100% of drawn and undrawn exposures.

In the absence of sufficient series related to the credit quality of the bank’s portfolio, it was decided to
refer to the prudential scale used by BRED Group to compute own funds requirements on sovereign
exposure.

As most of the countries where BRED has international subsidiaries are rated 6 on BRED sovereign
scale, the related PD of 3.19% is chosen for all of them in order to ensure an homogeneous process at
the Group level.

PD is subsequently rounded to 3% and multiplied by LGD of 45% to obtain the impairment rate of
1.35% for Stage 1 exposures.

Computation of stage 2 impairment loss
Loss Given Default

Default value was set at 45% which corresponds to the Basel IRBF parameter for senior claims on
corporates, sovereigns and banks that are not secured by recognized collateral.

Exposure at Default

As for the one year expected loss, a 100% factor is applied to drawn and undrawn committed exposures.
For the sake of simplicity a linear amortization of Exposure at default over 15 years is chosen. Given
the practice of the bank in terms of loan profile, with rather long term maturity, the 15 years duration
appeared consistent.

Probability of Defaults

As Stage 2 exposures encompass Watch List exposures, prudential PD used for credit risk own funds
requirements on Watch list exposures is taken into account. The bank credit granting policy follows
general principles and rules defined in accordance with BRED Group credit granting approach.. As a
consequence, watch listed items are expected to process from similar credit granting processes and
display similar behaviour in terms of default.

As per BRED Group Watch List methodology, credit exposures ranked on credit grades 14 and higher
are included in the Watch List. Such exposures bear a PD at least equal to 11.73%.

Marginal PD are then multiplied by the amortization factor (15 years linear amortization as mentioned
above), which gives an average weighted PD of 39.4% over the lifetime.

This leads to a provisioning rate of 17.7 % for Stage 2 exposures.
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(©)

(d)

(€)

()

Computation of stage 3 impairment loss

For stage 3 borrowers, Bank follow central bank provisioning model while taking the benefit of
collateral held against the exposure with a minimum provision of 20%.

Presentation of loss allowance for ECL in statement of financial position

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

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

e loan commitments and financial guarantee contracts: generally, as a provision.
Write-off

The Bank writes off certain loans and advances, either partially or in full, and any related allowance for
impairment losses, when they determine that there is no realistic prospect of recovery.

Cash and cash equivalents

Cash and cash equivalents include notes and coins on hand, unrestricted balances held with central banks

and highly liquid financial assets with original maturities of one month or less from the date of

acquisition that are subject to an insignificant risk of changes in their fair value and are used by the Bank

in the management of its short-term commitments.

Cash and cash equivalents are carried at amortised cost in the statement of financial position.

Loans and advances

Loans and advances in the statement of financial position are loans and advances measured at fair value

plus incremental direct transaction costs, and subsequently at their amortised cost using the effective

interest method.

Deposits from customers

Deposits are the Bank’s sources of debt funding. Deposits are initially measured at fair value minus

incremental direct transaction costs, and subsequently measured at their amortised cost using the

effective interest method.

Property and equipment

(i)  Items of property and equipment are stated at cost less accumulated depreciation and accumulated
impairment losses, if any. Where an item of property comprises major components having
different useful lives, the components are accounted for as separate items of property and

equipment. Cost includes expenditure that is directly attributable to the acquisition of the asset.

Purchased software that is integral to the functionality of the related equipment is capitalised as
part of that equipment.
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(i) Depreciation of property and equipment is charged to the profit or loss on a straight line basis
over the estimated useful lives of the individual assets at the following annual rates:

Building and improvements 5-10%
Office equipment 20%
Furniture and fitting 10%
Vehicle 20%

(iii) Subsequent expenditure relating to an item of property and equipment that has already been
recognised is added to the carrying amount of the asset when it is probable that future economic
benefits, in excess of the originally assessed standard of performance of the existing asset, will
flow to the Bank. All other subsequent expenditure is recognised as an expense in the period in
which it is incurred. Ongoing repairs and maintenance are expensed as incurred.

(iv) Gains or losses arising from the retirement or disposal of an item of property and equipment are
determined as the difference between the net disposal proceeds and the carrying amount of the
assets and are recognised in the profit or loss on the date of retirement or disposal.

(v) Fully depreciated property and equipment is retained on the balance sheet until disposed of or
written off.

(9) Intangible asset

Computer software acquired by the Bank is measured at cost less accumulated amortisation and any
accumulated impairment losses.

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

Computer software is amortised on a straight-line-basis in profit or loss over its estimated useful life,
from the date on which it is available for use at the following annual rate:

The intangible assets are amortized using straight line method at an annual rate of 20-50%.

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

(h)  Interest income and expense
Effective interest rate
Interest income and expense are recognised in profit or loss using the effective interest method. The
‘effective interest rate' is the rate that discounts estimated future cash payments or receipts through the

expected life of the financial instrument to:

« the gross carrying amount of the financial asset; or
« the amortised cost of the financial liability.
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(i)

@)

When calculating the effective interest rate for financial instruments other than credit-impaired assets,
the Bank estimates future cash flows considering all contractual terms of the financial instrument, but
not expected credit losses. For credit-impaired financial assets, a credit-adjusted effective interest rate
is calculated using estimated future cash flows including expected credit losses.

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

Fee and commission

Fee and commission income that are integral to the effective interest rate on the financial asset or
financial liability is included in the effective interest rate.

The Bank earns fees and commission income from a diverse range of services it provides to its
customers.

Fee income from providing transaction services

Fee and commission income consists of fees received for fund transfer (including trade settlement), fees
arising for foreign currency exchange transactions, fees arising from financial guarantees, loan approval,
loan collateral, settlement, renegotiation, and penalty charges to customers.

Fees or components of fees that are linked to a certain performance are recognised as the related services
are performed.

Other fee and commission expense relate mainly to transaction and service fee, which are expensed as
services are received.

Fair Value Measurement

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. The fair value measurement is based
on the presumption that the transaction to sell the asset or transfer the liability takes place either:

-In the principal market for the asset or liability, or
-In the absence of a principal market, in the most advantageous market for the asset or liability. The
principal or the most advantageous market must be accessible by the Bank.

The fair value of an asset or liability is measured using the assumptions that market participants would
use when pricing the asset, assuming that market participants act in their economic best interest. A fair
value measurement of a non-financial asset takes into account a market participant's ability to generate
economic benefits by using the asset in its highest and best use or by selling it to another market
participant that would use the asset in its highest and best use.

The Bank uses valuation techniques that are appropriate in the circumstances and for which sufficient

data are available to measure fair value, maximising the use of relevant observable inputs and
minimising the use of unobservable inputs.
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(k)

Fair value hierarchy

All assets and liabilities for which fair value is measured or disclosed in the financial statements are
categorized within the fair value hierarchy, described as follows, which reflects the significance of
inputs used in making the measurements:

Level 1: Quoted market price (unadjusted) in an active market for an identical instrument. A financial
instrument is regarded as quoted in an active market if quoted prices are readily and regularly available
from an exchange, dealer, broker, industry, group, pricing service or regulatory agency, and those prices
represent actual and regularly recurring market transactions on an arm’s length basis.

Level 2: Valuation techniques based on observable inputs, either directly (i.e. as prices) or indirectly
(i.e.derived from prices). This category includes instruments valued using: quoted market prices in
active markets for similar instruments; quoted prices for identical or similar instruments; or other
valuation techniques where all significant inputs are directly or indirectly observable from market data.

Level 3: Valuation techniques using significant unobservable inputs. This category includes all
instruments where the valuation technique includes inputs based on unobservable data and the
unobservable inputs have a significant effect on the instrument’s valuation. This category includes
instruments that are valued based on quoted prices for similar instruments where significant
unobservable adjustments or assumptions are required to reflect differences between the instruments.

The hierarchy used by the Bank is set out in note 30.
Income tax

Income tax expense for the year comprises current and deferred tax. It is recognised in profit or loss
except to the extent that they relate to items recognised directly in equity or in other comprehensive
income.

Current tax

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

Management periodically evaluates positions taken in tax returns with respect to situations in which
applicable tax regulations is subject to interpretation and establishes provisions of amounts payable to
the tax authorities.

In accordance with the Law on the Promotion and Management of Foreign investment in the Lao PDR
No. 01/94 dated 14 March 1994, the tax rate applied for foreign invested entities is 24% on the taxable
profit of the Bank reported under the Lao accounting rules (“LAR?”).

Deferred tax

Deferred tax is recognised in respect of temporary differences between the carrying amounts of assets
and liabilities for financial reporting purposes and the amounts used for taxation purposes. Deferred tax
is not recognised for temporary differences on the initial recognition of assets or liabilities in a
transaction that is not a business combination and that affects neither accounting nor taxable profit nor
loss.

21



Banque Franco - Lao Limited
Notes to the financial statements
For the year ended 31 December 2019

(1

(m)

(n)

(0)

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

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

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

The measurement of deferred tax reflects the tax consequences that would follow the manner in which
the Bank expects, at the reporting date, to recover or settle the carrying amount of its assets and
liabilities.

Provisions

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

Financial guarantees

In the ordinary course of business, the Bank gives financial guarantees, consisting of letters of credit,
guarantees and acceptances. Financial guarantees are initially recognised in the financial statements
(within ‘Other liabilities”) at fair value, being the premium received. Subsequent to initial recognition,
the Bank’s liability under each guarantee is measured at the higher of the amortised amount and the
amount of loss allowance, and the best estimate of expenditure required to settle any financial obligation
arising as a result of the guarantee.

Any increase in the liability relating to financial guarantees is recorded in the income statement in
‘Credit loss expense’. The premium received is recognised in the income statement in ‘Net fees and
commission income’ on a straight-line basis over the life of the guarantee.

Provision for contingent liabilities

Provisions for contingent liabilities are recognised when the Bank has a present obligation (legal or
constructive) as a result of a past event, and it is probable that an outflow of resources embodying
economic benefits will be required to settle the obligation and a reliable estimate can be made of the
amount of the obligation. The expense relating to any provision is presented in the income statement net
of any reimbursement.

Related parties

Parties are considered to be related to the Bank if one party has the ability, directly or indirectly, to
control the other party or exercise significant influence over the other party in making financial and
operating decisions or where the Bank and the party are subject to common control or significant
influence. Related parties may be individuals or corporate entities and include close family members of
any individual considered to be a related party.
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(p)

Leases

The Bank has applied IFRS 16 using the modified retrospective approach and therefore the comparative
information has not been restated and continues to be reported under IFRS.

Policy applicable from 1 January 2019

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

- the contract involves the use of an identified asset;

- the Bank has the right to obtain substantially all of the economic benefits from use of the asset
throughout the period of use: and

- the Bank has the right to direct the use of the asset. The Bank has this right when it has the decision-
making rights that are most relevant to changing how and for what purpose the asset is used.

This policy is applied to contracts entered in to, or changed, on or after 1 January 2019.

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

Policy applicable before 1 January 2019
Operating leases

In the comparative period, payments made under operating leases were recognised in profit or loss on
a straight-line basis over the term of the lease.
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5 Cash

Lao Kip (“LAK™)

United States Dollar (“USD”)
Thai Baht (“THB”)

Others

6 Amount due from other banks

Demand and fixed deposits with domestic banks
Demand deposits with overseas banks

Accrued interest

Less: Allowance for impairment losses

2019 2018
LAK LAK
(in millions) (in millions)
23,234 18,336
3,864 6,988
3,162 4,353
2,553 2,151
32,813 31,828
2019 2018
LAK LAK
(in millions) (in millions)
20,974 18,540
114,272 95,691
135,246 114,231
108 128
135,354 114,359
(703) (268)
134,651 114,091

Amount due from other banks is classified under stage 1 as per IFRS 9 and the expected credit loss
as at 31 December 2019 is LAK 703 million (31 December 2018: LAK 268 million).

a) Classified by currency

Deposits in LAK
Deposits in USD
Deposits in THB
Deposits in others foreign currencies

Demand deposits at domestic and overseas banks are non-interest earning items.

7  Statutory deposits with Central Bank

Statutory deposits on:
Compulsory deposits
Demand deposits

Less: Allowance for impairment losses
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2019 2018
LAK LAK
(in millions) (in millions)
1,962 1,653
112,393 95,729
3,584 4,461
17,307 12,388
135,246 114,231
2019 2018
LAK LAK
(in millions) (in millions)
53,673 52,776
49,313 30,373
102,986 83,149
(1,390) (1,123)
101,596 82,026
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Statutory balance with Central bank is classified under stage 1 as per IFRS 9 and the expected credit loss
as at 31 December 2019 is LAK 1,390 million (31 December 2018: LAK 1,123 million).

Balances with the BOL include demand deposits and compulsory deposits. These balances bear no
interest. Under the BOL regulations, the Bank is required to maintain certain cash reserves with the
BOL in the form of compulsory deposits, which are computed at 5% and 10%, on a bi-monthly basis of
customer deposits having original maturities not more than 12 months, in LAK and in THB and USD,
respectively. During the year, the Bank maintained its compulsory deposits in compliance with the
requirements by the BOL.

8  Loans and advances, net of provision

2019 2018
LAK LAK
(in millions) (in millions)
Loans and receivables:
Overdrafts 67,705 86,868
Loans 851,181 876,108
918,886 962,976
Accrued interest receivable 7,478 7,859
Loans and advances to customers 926,364 970,835
Less: Allowance for impairment losses (58,759) (56,520)
867,605 914,315
a) Classified by performance
2019 2018
LAK LAK
(in millions) (in millions)
Performing loans 777,993 791,396
Non-performing loans 140,893 171,580
918,886 962,976
b)  Classified by currency
2019 2018
LAK LAK
(in millions) (in millions)
LAK 286,669 274,178
usD 432,960 468,366
THB 43,607 50,912
EUR 155,650 169,520
918,886 962,976
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¢) Classified by interest rate (per annum)

2019
%

2018
%

Loans in LAK 6.00% - 16.00% 7.00% - 8.00%
Loans in USD 5.00% - 12.00% 7.00% - 10.00%
Loans in THB 6.00% - 12.00% 8.00% - 10.00%
Loans in EUR 3.90% - 12.00% 8.00%

d)  The changes in the provision for bad debts and doubtful loans and advances are as follows:

2019 2018
LAK LAK
(in millions) (in millions)

Balance at beginning of the year 56,520 23,020
Net impact due to initial application of IFRS 9 - 24,831
Provision for loan losses during the year 18,614 33,606
Reversals for loan losses during the year (16,375) (24,937)
Balance at end of the year 58,759 56,520

9  Property, plant and equipment and Intangible assets

2019 2018
Note LAK LAK
(in millions) (in millions)
Tangible fixed assets 9.1 22,053 22,476
Intangible fixed assets 9.2 10,182 11,449
32,235 33,925
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9.1 Tangible fixed assets

Movement of tangible fixed assets for the year ended 31 December 2019 is as follows;

Building & Office Furniture & Motor vehicles Construction in Total
improvements equipment fixture progress
LAK LAK LAK LAK LAK LAK

(in millions) (in millions) (in millions) (in millions) (in millions) (in millions)
Cost
At 1 January 2019 26,396 31,053 3,737 4,530 768 66,484
Additions 723 4,401 137 505 167 5,933
Disposals (1,643) (3,852) (30) (527) (841) (6,893)
At 31 December 2019 25,476 31,602 3,844 4,508 94 65,524
Accumulated depreciation
At 1 January 2019 12,274 26,767 2,022 2,945 - 44,008
Charge for the year 1,728 2,197 475 555 - 4,955
Disposal (1,156) (3,796) (22) (518) - (5,492)
At 31 December 2019 12,846 25,168 2,475 2,982 - 43,471
Net book value
At 1 January 2019 14,122 4,286 1,715 1,585 768 22,476
At 31 December 2019 12,630 6,434 1,369 1,526 94 22,053
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Movement of tangible fixed assets for the year ended 31 December 2018 is as follows;

Cost

At 1 January 2018
Additions

Disposals

At 31 December 2018

Accumulated depreciation
At 1 January 2018

Charge for the year
Disposal

At 31 December 2018

Net book value
At 1 January 2018
At 31 December 2018

Building & Office Furniture & Motor vehicles  Construction in Total
improvements equipment fixture progress
LAK LAK LAK LAK LAK LAK
(in millions) (in millions) (in millions) (in millions) (in millions) (in millions)
28,878 29,799 2,915 4,459 - 66,051
- 1,425 822 813 768 3,828
(2,482) (171) (742) (3,395)
26,396 31,053 3,737 4,530 768 66,484
11,613 24,229 1,689 2,397 - 39,928
1,830 2,624 333 752 - 5,539
(1,169) (86) - (204) - (1,459)
12,274 26,767 2,022 2,945 - 44,008
17,265 5,570 1,226 2,062 - 26,123
14,122 4,286 1,715 1,585 768 22,476
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9.2

Intangible assets

Movement of intangible assets for the year ended 31 December 2019 is as follows:

Computer Construction in
software progress Total
LAK LAK LAK
(in millions) (in millions) (in millions)

Cost
At 1 January 2019 19,227 2,907 22,134
Transferred from CIP - (2,907) (2,907)
Additions 3,848 614 4,462
At 31 December 2019 23,075 614 23,689
Accumulated amortization
At 1 January 2019 10,685 - 10,685
Amortization charge 2,822 - 2,822
At 31 December 2019 13,507 - 13,507
Net book value
At 1 January 2019 8,542 2,907 11,449
At 31 December 2019 9,568 614 10,182

Movement of intangible assets for the year ended 31 December 2018 is as follows:

Computer Construction in
software progress Total
LAK LAK LAK
(in millions) (in millions) (in millions)

Cost
At 1 January 2018 9,268 9,777 19,045
Transferred from CIP - (10,194) (10,194)
Additions 9,959 3,324 13,283
At 31 December 2018 19,227 2,907 22,134
Accumulated amortization
At 1 January 2018 9,016 - 9,016
Amortization charge 1,669 - 1,669
At 31 December 2018 10,685 - 10,685
Net book value
At 1 January 2018 252 9,777 10,029
At 31 December 2018 8,542 2,907 11,449
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10 Other assets

2019 2018
LAK LAK
(in millions) (in millions)
Cheques in collection 147 644
Security deposits 12 8
Prepayments 5,384 16,737
Others 4,722 6,148
10,265 23,537
11 Deferred tax asset
(Charged) /
Credited to:
At1l At 31
January December
2019 Profit or loss 2019
LAK LAK LAK
(in millions) (in millions) (in millions)
Deferred tax asset
Provision against Central bank balances 269 9 278
Provision against Amount due from other
banks 64 76 141
Provision against loans and advances 8,230 (358) 7,872
Off Balance sheet provision 226 (61) 164
8,789 (334) 8,455

The bank only recognised the deferred tax asset on the differences between the provision calculated as
per regulatory requirements and IFRS 9 and the rate used to book closing differed tax is 20% as per new
Notification No. 042/ MOF, details of which are disclosed in note 31.

2019 2018
LAK LAK
(in millions) (in millions)
Loss carry forward 92,427 92,445
92,427 92,445

The tax losses expire during 2020-2021.The deductable temporary differences do not expire under
current tax legislation. However, no deferred tax asset for loss carry forward has been recognised, the
taxable losses carried forward are as per Lao GAAP financials.
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12

Deposits from customers

a) Classified by type of deposits

Current deposits
Savings deposit
Term deposit

Accrued interest

b)  Classified by currency

LAK
uUsD
THB
Others

c) Classified by interest rate (per annum)

Saving accounts
LAK
usD
THB
EUR

Fixed deposits
Term deposits in LAK
Term deposits in foreign currencies

31

2019 2018
LAK LAK
(in millions) (in millions)
274,263 234,560
140,051 147,692
337,061 313,068
8,741 6,959
760,116 702,279
2019 2018
LAK LAK
(in millions) (in millions)
201,463 86,350
63,333 473,115
58,156 48,868
437,164 93,946
760,116 702,279
2019 2018
% %
1.91% 1.91%

1.25% - 1.35%
1.25% - 1.35%
0.50% - 0.75%

3.16% - 6.77%
0.50% - 5.00%

1.25% - 1.35%
1.25% - 1.35%
0.50% - 0.75%

3.16% - 6.77%
0.50% - 5.00%
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13

14

15

Amounts due to other banks

Current deposits
Saving deposits
Term deposits

Accrued interest

a) Classified by currency

LAK
USD
THB
Others

Borrowing from related party

BRED Banque Populaire
Accrued interest

Tax liabilities and current tax

Current tax expense
Current year
Prior year adjustment

Deferred Tax (expense)/ benefit
Movement in temporary differences

Tax liabilities at the beginning of the year
Reversal of liability

Income tax expense

Tax paid on profit during the year

Tax liabilities at the end of the year

2019 2018
LAK LAK
(in millions) (in millions)
1,194 1,111
405 119
55,000 45,000
1,137 747
57,736 46,977
2019 2018
LAK LAK
(in millions) (in millions)
1,289 45,758
20,000 118
15,256 228
21,191 873
57,736 46,977
2019 2018
LAK LAK
(in millions) (in millions)
73,850 162,537
51 633
73,901 163,170
2019 2018
LAK LAK
(in millions) (in millions)
- 2,874
(334) 13,905
(334) 16,779
- 598

(598)
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17

(i) Reconciliation of effective tax rate

Rate
(%)
Loss before tax in accordance with IFRS

Income tax using statutory tax rate

Tax effect of income and expense that are
not taxable income or not deductible in
determining taxable profit. net

Permanent difference

Prior year adjustment

Deferred tax impact on retained earnings in
initial application of IFRS 9

Other liabilities

Other external payables

Payables relating to VISA cards

Others

Personal Income Tax payable

Impairment allowance — off balance sheet*

2019 2018
LAK Rate LAK
(in millions) (%) (in millions)
7,419 (28,807)
1,781 (6,914)
(2,115) (1,875)
- (2,874)
- (5,116)
(334) (16,779)
2019 2018
LAK LAK
(in millions) (in millions)
3,309 4,933
3,835 3,044
15,375 11,035
258 1,782
819 937
23,596 21,731

*Loan commitments and financial guarantees are classified under stage 1 as per IFRS 9 and the
expected credit loss as at 31 December 2019 is LAK 819 million (31 December 2018: LAK 937

million).

Paid up capital

31 December 2019

31 December 2018

% LAK LAK
Equity owners ownership (in millions) % ownership  (in millions)
Cofibred 70% 210,000 70% 210,000
Banque Pour Le Commerce Exterieur Lao
Public 30% 90,000 30% 90,000
100% 300,000 100% 300,000

There was no increase in capital during the year 2019 and 2018.
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18 Interest income

Interest income from
Interbank transactions
Loans and advances*

19  Interest expense

Interest expense from
Interbank transactions
Customer deposits

20 Net fee and commission income

Fee and service income
Settlement services
Guarantee activities
Treasury activities
Fees for assistance and advisory activities
Other fees and services

Fee and service expense
Settlement services
Other activities

Fees and service income, net

34

2019 2018
LAK LAK
(in millions) (in millions)
747 143
71,631 81,452
72,378 81,595
2019 2018
LAK LAK
(in millions) (in millions)
5,135 10,166
15,927 15,736
21,062 25,902
2019 2018
LAK LAK
(in millions) (in millions)
8,390 9,111
701 297
671 751
11,374 2,635
30 4
21,166 12,798
(6,537) (6,287)
(2,003) (7,088)
(8,540) (13,375)
12,626 (577)
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22

23

24

Personnel expenses

Staff salaries
Social security costs
Other staff cost

Other operating expenses

Business trip

External services

Fuel

Office stationery

Electricity and water
Telecommunication

Publication, marketing and promotion
General and administration expenses
Repair and maintenance

Tools and equipment

Insurance fees

Office rental

Entertainment expenses

Others

Cash and cash equivalents

Cash
Amounts due from BOL
Amount due from other banks

Leases

Right-of-use asset

At 1 Janaury
Depreciation charge for the year
At 31 December

2019 2018
LAK LAK
(in millions) (in millions)
20,209 19,879
649 769
891 955
21,749 21,603
2019 2018
LAK LAK
(in millions) (in millions)
981 938
16,559 17,887
221 223
1,585 2,144
673 834
737 1,050
1,524 1,327
2,424 3,233
90 81
269 6
540 686
1,543 5,007
64 77
3,645 5,289
30,855 38,782
2019 2018
Note _LAK _ LAK
(in millions) (in millions)
5 32,813 31,828
7 49,313 30,373
6 135,246 114,231
217,372 176,432
2019
LAK
(in millions)
12,359
(3,372)
9,167
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(@)

(b)
(©)
(d)
(€)

(f)

Amount recognized in profit or loss 2019

LAK
Interest on lease liability -
Depreciation expense (3,372)
Total (3,372)

Related party transactions

Related party transactions include all transactions undertaken with other parties to which the Bank is
related. A party is related to the Bank if:

Directly, or indirectly through one or more intermediaries, the party:

controls, is controlled by, or is under common control with, the Bank (this includes parents, subsidiaries
and fellow subsidiaries);

has an interest in the Bank that gives it significant influence over the Bank; or

has joint control over the Bank.

the party is a joint venture in which the Bank is a venture;

the party is a member of the key management personnel of the Bank or its parent;
the party is a close member of the family of any individual referred to in (a) or (d);

the party is a Bank that is controlled, jointly controlled or significantly influenced by, or for which
significant voting power in such Bank resides with, directly or indirectly, any individual referred to in
(c) or (d); or

the party is a post-employment benefit plan for the benefit of employees of the Bank, or of any bank
that is a related party of the Bank.
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Balances with other related parties as at 31 December 2019 are as follows:

deposits

Related part Relationshi Transactions Receivables Payables
party P In LAKm In LAKm
Banque Pour Le Exterieur Lao Public Demand deposits 10,346 -
Fixed term deposits 10,628 i
Accrued interest on deposit 108 i
Shareholder ) -
Demand deposits 909
Fixed term deposits 20,000
Accrued interest on deposit i 293
BRED Banque Populaire Demand deposits 72,589 -
Shareholder Borrowing - 73’822
(represented by | Accrued interest on borrowing )
Cofibred) 76
Accrued bank guarantee fee i
BRED IT Thailand Saving deposits - i
Subsidiary of Cofibred | dep_osns - 3,895
Accrued interest on term - 151
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27

28

Transactions with key management personnel of the Bank

Remuneration to members of the Board of Directors and the Board of Management is as follows:

Salaries and Director fees

Operating lease commitments

Within 1 year
From 1 to less than 5 years
Over 5 years

Off-balance sheet items

Commitment given
Letters of credit and undisbursed loans outstanding
Letters of guarantee outstanding

Collateral and Mortgages

Collaterals and mortgages for loans to customer

Financial risk management policies

Introduction

2019 2018
LAK LAK
(in millions) (in millions)
5,238 7,068
5,238 7,068
2019 2018
LAK LAK
(in millions) (in millions)
81
- 15,879
- 39,832
- 55,792
2019 2018
LAK LAK
(in millions) (in millions)
47,366 13,979
15,060 21,265
62,426 35,244
2,188,527 2,254,121
2,188,527 2,254,121

Risk is inherent in the Bank’s activities, which is managed through a process of ongoing identification,
measurement and monitoring and subject to risk limits and other controls. This process of risk
management is critical to the Bank’s continuing profitability and each individual within the Bank is
accountable for the risk exposures relating to his or her responsibilities.

The Bank is exposed to credit risk, liquidity risk and market risk, the latter being subdivided into trading
and non-trading risks. It is also subject to various operating risks.
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The Bank’s policies are also to monitor business risks arising from changes in the environment,
technology and industry through the Bank’s strategic planning process.

Risk management structure

The Bank’s risk management strategies and principles are approved by the Board of Directors, who is
responsible for the overall risk management approach.

The Board has appointed Risk - Compliance Department which has the responsibility to monitor the
overall risk process within the Bank.

The Risk - Compliance Department has the overall responsibility for the development of the risk strategy
and implementing principles, frameworks, policies and limits. The Risk - Compliance Department is
responsible for managing risk decisions and monitoring risk levels and reports to the Board of Directors.

The Bank’s policy is that risk management processes throughout the Bank are audited annually by the
Internal Audit function, which examines both the adequacy of the procedures and the Bank’s compliance
with the procedures. The Internal Audit then discusses the results of the audit with the Bank’s
Management and reports all findings and recommendations to the Audit Committee.

Credit risk

Credit risk is the risk that the Bank will incur a loss because its customers, clients or counter parties
failed to discharge their contractual obligations.

a)  Credit risk management

BFL’s credit risk management involves decisions involving a balance between acceptable risk and
commercial jJudgment and it is guided through the risk management framework and credit risk principles
and policies approved by the Board of Directors. The risk management unit performs the monitoring
function, to ensure that day to day credit operations are in line with the risk management framework.

Some of key specific mitigating controls and processes are outlined below.

i) All credit facilities are measured at 100% of the exposure and no risk weights are applied.

ii)  Credit checks are performed whereas a credit report is obtained to help assess the credit
worthiness of an individual or business customer seeking credits.

iii)  Concentration limits are currently applied based on regulatory limit controlling the maximum
exposure to a borrower (and related parties) to 25% of the Bank’s capital.

iv)  Credit Loss Review is performed to identify causes of credit loss and improvement opportunities
in credit management and credit processes. Any losses or expected losses must be approved by
the Managing Director.

v)  Country limits must be applied and recorded on the Credit Memorandum when transactions
involve cross border risk. Cross border risk arises whenever payment or discharges of a
transaction involves a flow of funds from one country to another.

vi)  Sharing of risk between customer and any third party (e.g., guarantor) is subject to independent
consumer or business credit assessments.

vii)  Any request to vary the current maximum long terms needs to be formally supported by Head of
Department and approved by Managing Director.

viii) Customer groups that are assessed with increased risk or high risk are subject to more stringent
monitoring and controls.
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b)  Credit quality

The credit quality of financial assets that are neither past due nor impaired can be assessed by reference
to external historical information about by the counter party default rates:

2019 2018
LAK LAK
(in millions) (in millions)
Cash 32,813 31,828
Due from Banks 83,217 94,910
116,030 126,738
c) Impaired loans and advances, net
2019 2018
LAK LAK
(in millions) (in millions)
Stage 1 739,735 756,787
Stage 2 23,156 19,961
Stage 3 97,236 129,708
860,127 906,456

The balances above are stated at loan balances after deducting provision and not including accrued
interest.

Stage 1 — Where there has not been a significant increase in credit risk (SICR) since initial recognition
of a financial instrument, an amount equal to 12 months expected credit loss is recorded. The expected
credit loss is computed using a probability of default occurring over the next 12 months. For those
instruments with a remaining maturity of less than 12 months, a probability of default corresponding
to remaining term to maturity is used.

Stage 2 — When a financial instrument experiences a SICR subsequent to origination but is not
considered to be in default, it is included in Stage 2. This requires the computation of expected credit
loss based on the probability of default over the remaining estimated life of the financial instrument.

Stage 3 — Financial instruments that are considered to be in default are included in this stage. Similar
to Stage 2, the allowance for credit losses captures the lifetime expected credit losses.
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(d) Credit risk concentrations by industry

Maximum exposure to credit risk for the components of the statement of financial position by industry without taking into account of any collateral, margin
deposit as at 31 December 2019 and 2018 was as follows:

2019
Financial
institutions Government Service Electricity Others Total
LAK LAK LAK LAK LAK LAK
(in millions) (in millions) (in millions) (in millions) (in millions) (in millions)
Deposits with other banks 135,246 - - - - 135,246
Statutory deposits with Central Bank - 102,986 - - - 102,986
Loans and advances to customers * - - 191,907 155,035 579,422 926,364
135,246 102,986 191,907 155,035 579,422 1,164,5966
2018
Financial
institutions Government Service Electricity Others Total
LAK LAK LAK LAK LAK LAK
(in millions) (in millions) (in millions) (in millions) (in millions) (in millions)
Deposits with other banks 114,231 - - - - 114,231
Statutory deposits with Central Bank - 83,149 - - - 83,149
Loans and advances to customers * - - 199,058 167,826 603,951 970,835
114,231 83,149 199,058 167,826 603,951 1,168,215

* The balance includes accrued interest receivable
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(e) Credit quality analysis

The following table sets out information about the credit quality of financial assets measured at amortized
cost. Unless specifically indicated, for financial assets, the amounts in the table represent gross carrying
amounts. For loan commitments and financial guarantee contracts, the amounts in the table represent the
amounts committed or guaranteed, respectively.

Explanation of the terms: 12-month ECL, lifetime ECL and credit-impaired are included in Note 4.

2019
Life time
12- ECL not Lifetime  Purchased
month credit ECL Credit Credit
ECL impaired — Impaired  Impaired Total
LAK LAK LAK LAK LAK

Loans and advances to banks
at amortised cost

Grades 1- 6: Low- fair risk 135,246 - - - 135,246

Grades 7-9: Watch list - - - ; -

Grade 10: Substandard - - - - R

Grade 11: Doubtful - - - - R

Grade 12: Loss - - - - R

(in millions) (in millions) (in millions) (in millions) (in millions)

Total 135,246 - - - 135,246
Loss allowance (703) - - - (703)
Carrying Amount 134,543 - - - 134,543
2019
Life time
12- ECL not Lifetime  Purchased
month credit ECL Credit Credit
ECL impaired —Impaired  Impaired Total
LAK LAK LAK LAK LAK
Loans and advances to
customers at amortised (in millions) (in millions) (in millions) (in millions) (in millions)
cost
Grades 1- 6: Low- fair risk 749,858 - - - 749,858
Grades 7-9: Watch list - 28,135 - - 28,135
Grade 10: Substandard - - 18,646 - 18,646
Grade 11: Doubtful - - 7,852 - 7,852
Grade 12: Loss - - 114,395 - 114,395
Total 749,858 28,135 140,893 - 918,886
Loss allowance (10,123) (4,979) (43,657) - (58,759)
Carrying Amount 739,735 23,156 97,236 - 860,127
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(e) Credit quality analysis (continued)

2019

Life time
ECL not Lifetime  Purchased
12- month credit ECL Credit Credit

ECL impaired - Impaired  Impaired Total
LAK LAK LAK LAK LAK
Loans Commitments (in millions) (in millions)  (in millions) (in millions) (in millions)
Grades 1- 6: Low- fair risk 45,631 - - - 45,631
Grades 7- 12 - - - - -
Total Loss allowance (616) - - - (616)
Carrying Amount 45,015 - - - 45,015
Financial guarantee contracts
Grades 1-6: Low- fair risk 15,060 - - - 15,060
Grades 7-12 - - -
Loss allowance (203) - - - (203)
Carrying amount 14,857 - - - 14,857
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(e) Credit quality analysis (continued)
2018

Life time
ECL not Lifetime  Purchased
12- month credit ECL Credit Credit

ECL impaired —Impaired  Impaired Total
LAK LAK LAK LAK LAK
Loans and advances to
banks at amortised cost (in millions) (in millions)  (in millions) (in millions) (in millions)
Grades 1- 6: Low- fair risk 114,231 - - - 114,231
Grades 7-9: Watch list - - - - -
Grade 10: Substandard - - - - -
Grade 11: Doubtful - - - - -
Grade 12: Loss - - - - -
Total 114,231 - - - 114231
Loss allowance (268) - - - (268)
Carrying Amount 113,963 - - - 113,963
2018
Life time

ECL not Lifetime  Purchased
12- month credit ECL Credit Credit

ECL impaired — Impaired  Impaired Total
LAK LAK LAK LAK LAK
Loans and advances to
customers at amortised (in millions) (in millions) (in millions) (in millions) (in millions)
cost
Grades 1- 6: Low- fair risk 767,143 - - - 767,143
Grades 7-9: Watch list - 24,253 - - 24,253
Grade 10: Substandard - - 31,523 - 31,523
Grade 11: Doubtful - - 38,972 - 38,972
Grade 12: Loss - - 101,085 - 101,085
Total 767,143 24,253 171,580 - 962,976
Loss allowance (10,356) (4,292) (41,872) - (56,520)
Carrying Amount 756,787 19,961 129,708 - 906,456
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(e) Credit quality analysis (continued)

2018

Life time
ECL not Lifetime  Purchased
12- month credit ECL Credit Credit

ECL impaired - Impaired  Impaired Total
LAK LAK LAK LAK LAK
Loans Commitments (in millions)  (in millions) (in millions) (in millions) (in millions)
Grades 1- 6: Low- fair risk 11,079 - - - 11,079
Grades 7- 12 - - 2,900 - 2,900
Total 11,079 - 2,900 - 13,979
Loss allowance (437) - (500) - (937)
Carrying Amount 10,642 2,400 13,042
Financial guarantee contracts
Grades 1-6: Low- fair risk 21,265 - - - 21,265
Grade 7-12 - - - - -
Loss allowance - - - - -
Carrying amount 21,265 21,265

()  Collateral Held and other credit enhancements
The Bank holds collateral and other credit enhancements against certain of its credit exposures.

The following table sets out the principal types of collateral held against different types of financial assets.

Percentage of Collateral that is
Subject to collateral requirements

31 31
December ~ December Principal Type of Collateral

Type of Credit Exposure 2019 2018 Held
Loans and advances to banks - - -
Loans and advances to retail

customers 100% 100% Mortage, Cash collateral
Loans and advances to corporate

customers 100% 100% Mortage, Cash collateral
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(f)

Loans and advances to corporate customers

The general creditworthiness of a corporate customer tends to be the most relevant indicator of credit
quality of a loan extended to it. However, collateral provides additional security and the Bank generally
requests that corporate borrowers provide it. The Bank may take collateral in the form of a first charge
over real estate, floating charges over all corporate assets and other liens and guarantees.

Because of the Bank’s focus on corporate customers' creditworthiness, the Bank does not routinely
update the valuation of collateral held against all loans to corporate customers. Valuation of collateral
is updated when the loan is put on a watch list and the loan is monitored more closely.

Assets obtained by taking possession of collateral

During the year, the Bank did not obtain any possession of collateral held as security against loans and
advances.

The Bank's policy is to pursue timely realisation of the collateral in an orderly manner. The Bank does
not generally use the non-cash collateral for its own operations. During the period, there was no change
in the Bank's collateral policies.

Amounts arising from ECL

Inputs, assumptions and techniques used for estimating impairment

Measurement of ECL

Credit loss allowances are measured using a three-stage approach based on the extent of credit
deterioration since origination:

Stage 1 — Where there has not been a significant increase in credit risk (SICR) since initial recognition
of a financial instrument, an amount equal to 12 months expected credit loss is recorded. The expected
credit loss is computed using a probability of default occurring over the next 12 months. For those
instruments with a remaining maturity of less than 12 months, a probability of default corresponding to
remaining term to maturity is used.

Stage 2 — When a financial instrument experiences a SICR subsequent to origination but is not
considered to be in default, it is included in Stage 2. This requires the computation of expected credit
loss based on the probability of default over the remaining estimated life of the financial instrument.

Stage 3 — Financial instruments that are considered to be in default are included in this stage. Similar to
Stage 2, the allowance for credit losses captures the lifetime expected credit losses.

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

- loss given default (LGD);

- exposure at default (EAD)

These parameters are generally derived from Basel prudential rules
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Details of these statistical parameters/inputs are as follows:

PD — The probability of default is an estimate of the likelihood of default over a given time horizon.
EAD — The exposure at default is an estimate of the exposure at a future default date, taking into account
expected changes in the exposure after the reporting date.

LGD — The loss given default is an estimate of the loss arising in the case where a default occurs at a
given time. Itis based on the difference between the contractual cash flows due and those that the lender
would expect to receive, including from the realization of any collateral. It is usually expressed as a
percentage of the EAD.

Assessment of significant increase in credit risk

The expected credit loss model requires the recognition of credit losses based on 12 months of expected
losses for performing loans and the recognition of lifetime expected losses on loans that have
experienced a SICR since origination. The determination of a SICR takes into account many different
macro-economic factors and will vary by product and risk segment. The main factors considered in
making this determination are relative changes in probability- weighted probability of default since
origination and certain criteria such as 30 day past due and watch list status. The assessment of SICR
will require experienced credit judgement.

The bank considers a financial instrument having a significant increase in credit risk based on the
following factors:

In order to assess as to whether the credit quality of an exposure has deteriorated, the following main
credit events are used:

- Delinquencies;
- Unauthorized Overdrafts.

A 6 months observation period is deemed necessary in order to:
-ensure that temporary credit difficulties faced by clients are indeed cured when they return to stage 1
-avoid undue variability in the Stage 1 / Stage 2 balance in the case of short, yet regular, periods of

credit difficulties

An exposure will therefore be deemed belonging to stage 2 category in case of a delinquency or
unauthorized overdraft that lasted more than 30 days in the last 6 months.

As credit difficulties could materialize in other ways than the sole delinquencies and overdrafts, and in
order to better align with the operational processes within the bank, another criterion is added: any
exposure belonging to the BFL watch list will fall under stage 2 category.

Computation of stage 1 impairment loss

The 1 year expected loss is by definition:

1 year default probability (PD) x Exposure At Default (EAD) x Loss Given Default (LGD).

As the bank lacks both number of data points and aging of the observations to statistically assess each
of these parameters, default values derived from Basel prudential rules are used.
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Loss Given Default

Default value is set at 45% which corresponds to the Basel IRBF parameter for senior claims on
corporates, sovereigns and banks.

Exposure At Default

Computation of Exposure At Default also complies with prudential requirements stating that the
exposure value of an asset item shall be its remaining accounting value with additional value
adjustments. The exposure value of an off-balance sheet item shall be the following percentage of its
nominal value:

(a) 100 % if it is a full-risk item such as a letters of credit;

(b) 50 % if it is a medium-risk item such as Revolving Credit Facilities;
(c) 20 % if it is a medium/low-risk item such as trade finance transactions;
(d) 0 % if it is a low-risk item such as uncommitted credit facilities.

As most transactions in BFL portfolio can be listed as high to medium risk, it is deemed adequate and
prudent to set Exposure at Default 100% of drawn and undrawn exposures.

In the absence of sufficient series related to the credit quality of the bank’s portfolio, it was decided to
refer to the prudential scale used by BRED Group to compute own funds requirements on sovereign
exposure.

As most of the countries where BRED has international subsidiaries are rated 6 on BRED sovereign
scale, the related PD of 3.19% is chosen for all of them in order to ensure an homogeneous process at
the Group level.

PD is subsequently rounded to 3% and multiplied by LGD of 45% to obtain the impairment rate of
1.35% for Stage 1 exposures.

Computation of stage 2 impairment loss
Loss Given Default

Default value was set at 45% which corresponds to the Basel IRBF parameter for senior claims on
corporates, sovereigns and banks that are not secured by recognized collateral.

Exposure at Default
As for the one year expected loss, a 100% factor is applied to drawn and undrawn committed exposures.
For the sake of simplicity a linear amortization of Exposure at default over 15 years is chosen. Given

the practice of the bank in terms of loan profile, with rather long term maturity, the 15 years duration
appeared consistent.
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(h)

Probability of Defaults

As Stage 2 exposures encompass Watch List exposures, prudential PD used for credit risk own funds
requirements on Watch list exposures is taken into account. The bank credit granting policy follows
general principles and rules defined in accordance with BRED Group credit granting approach. As a
consequence, watch listed items are expected to process from similar credit granting processes and
display similar behaviour in terms of default.

As per BRED Group Watch List methodology, credit exposures ranked on credit grades 14 and higher
are included in the Watch List. Such exposures bear a PD at least equal to 11.73%.

Marginal PD are then multiplied by the amortization factor (15 years linear amortization as mentioned
above), which gives an average weighted PD of 39.4% over the lifetime.

This leads to a provisioning rate of 17.7 % for Stage 2 exposures.

Computation of stage 3 impairment loss

For stage 3 borrowers, Bank follow central bank provisioning model while taking the benefit of
collateral held against the exposure with a minimum provision of 20%, except in few cases where

provision is kept at 3% as the bank is certain that it will recover the remaining balance in future.

Loss allowance

The following tables show reconciliations from the opening to the closing balance of the loss allowance by
class of financial instrument. Explanation of the terms: 12-month ECL, lifetime ECL and credit-impaired are
included in Note4(b)(vi).

2019
Lifetime
12 - ECL not Lifetime ECL
month credit - credit -
ECL impaired impaired Total

LAK (in millions)

Loans and advances to banks at amortised

cost
Balance at 1 January 268 - - 268
Financial assets derecognised during the : }

period other than write-offs (29) (29)
Changes in models/risk parameters 454 - - 454
Balance at 31 December 703 - - 703
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Loans and advances to banks at
amortised cost

Balance at 1 January

Financial assets derecognised during the
period other than write-offs

Changes in models/risk parameters
Balance at 31 December

2018
Lifetime
12 - ECL not Lifetime ECL
month credit - credit -
ECL impaired impaired Total
LAK (in millions)

944 - - 944
(155) (155)
(521) - - (521)

268 - - 268
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Loans and advances to customers at amortised cost
Balance at 1 January

Transfer from Stage 1 to Stage 2

Transfer from Stage 1 to Stage 3

Transfer from Stage 2 to Stage 3

Transfer from Stage 3 to Stage 2

Transfer from Stage 2 to Stage 1

Transfer from Stage 3 to Stage 1
Financial assets derecognised during the period other than write-offs
Net re-measurement of loss allowance
New financial assets originated or purchased
Write-offs
Balance at 31 December

2019
Lifetime ECL
12 - month not credit - Lifetime ECL
ECL impaired credit - impaired Total
LAK LAK LAK LAK
(in millions) (in millions) (in millions) (in millions)
10,356 4,292 41,872 56,520
(247) 2,977 - 2,730
(150) - 2,122 1,972
- (1,033) 1,010 (23)
- 156 (232) (76)
57 (1,600) - (1,543)
159 - (780) (621)
(2,179) (786) (3,446) (6,411)
(1,102) (176) 3,427 2,419
3,229 1,149 550 4,928
- - (866) (866)
10,123 4,979 43,657 58,759
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Loans and advances to customers at amortised cost

Balance at 1 January

Transfer from Stage 1 to Stage 2
Transfer from Stage 1 to Stage 3
Transfer from Stage 2 to Stage 3
Transfer from Stage 3 to Stage 2
Transfer from Stage 2 to Stage 1
Transfer from Stage 3 to Stage 1

Financial assets derecognised during the period other than write-offs
Net re-measurement of loss allowance
New financial assets originated or purchased

Write-offs
Balance at 31 December

2018
Lifetime ECL
12 - month not credit - Lifetime ECL
ECL impaired credit - impaired Total
LAK LAK LAK LAK
(in millions) (in millions) (in millions) (in millions)
10,847 16,451 20,553 47,851
(236) 3,208 - 2,972
(641) - 7,788 7,147
- (3,424) 1,798 (1,626)
- 592 (20) 572
670 (9,717) - (9,047)
29 - (71) (42)
(1,448) (3,198) (357) (5,003)
(1,121) @) 8,008 6,880
2,256 387 263 2,906
- - 3,910 3,910
10,356 4,292 41,872 56,520
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Loans and advances to customers at amortised cost — retail
customers

Balance at 1 January
Transfer from Stage 1 to Stage 2
Transfer from Stage 1 to Stage 3
Transfer from Stage 2 to Stage 3
Transfer from Stage 3 to Stage 2
Transfer from Stage 2 to Stage 1
Transfer from Stage 3 to Stage 1

Financial assets derecognised during the period other than
write-offs

Net re-measurement of loss allowance

New financial assets originated or purchased
Write-offs

Balance at 31 December

2019
Lifetime ECL
12 - month not credit - Lifetime ECL
ECL impaired credit - impaired Total
LAK LAK LAK LAK
(in millions) (in millions) (in millions) (in millions)
3,906 2,198 15,936 22,040
(247) 2,977 - 2,730
(146) - 1,983 1,837
- (1,033) 1,010 (23)
- 156 (233) (77)
14 (413) - (399)
159 - (780) (621)
(2,179) (786) (3,446) (6,411)
801 (1,083) 1,604 (1322)
1,631 1,149 550 3,329
- - (866) (866)
3,939 3,165 15,758 22,862
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Loans and advances to customers at amortised cost — retail
customers

Balance at 1 January
Transfer from Stage 1 to Stage 2
Transfer from Stage 1 to Stage 3
Transfer from Stage 2 to Stage 3
Transfer from Stage 3 to Stage 2
Transfer from Stage 2 to Stage 1
Transfer from Stage 3 to Stage 1

Financial assets derecognised during the period other than
write-offs

Net re-measurement of loss allowance
New financial assets originated or purchased
Write-offs

Balance at 31 December

2018
Lifetime ECL
12 - month not credit - Lifetime ECL
ECL impaired credit - impaired Total
LAK LAK LAK LAK
(in millions) (in millions) (in millions) (in millions)
3,581 7,254 7,647 18,482
(113) 1,175 - 1,062
(327) - 4,117 3,790
- (1,898) 833 (1,065)
- 567 (19) 548
250 (3,906) - (3,656)
16 - (64) (48)
(581) (1,344) (33) (1,958)
47 273 1,676 1,996
1,033 77 262 1,372
- - 1,517 1,517
3,906 2,198 15,936 22,040
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2019
Lifetime ECL
12 - month not credit - Lifetime ECL
ECL impaired credit - impaired Total
LAK LAK LAK LAK

Loans and advances to customers at amortised cost — corporate (in millions) (in millions) (in millions) (in millions)
customers
Balance at 1 January 6,450 2,094 25,936 34,480

Transfer from Stage 1 to Stage 2 - - - -

Transfer from Stage 1 to Stage 3 %) 139 134

Transfer from Stage 2 to Stage 3 - - - -

Transfer from Stage 3 to Stage 2 - - - -

Transfer from Stage 2 to Stage 1 43 (1,187) - (1,144)

Transfer from Stage 3 to Stage 1 - - - -
Financial assets derecognised during the period other than

write-offs - - - -
Net re-measurement of loss allowance (1,903) 907 1,824 828
New financial assets originated or purchased 1,599 - - 1,599
Write-offs - - - -
Balance at 31 December 6,184 1,814 27,899 35,897
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Loans and advances to customers at amortised cost — corporate
customers

Balance at 1 January

Transfer from Stage 1 to Stage 2

Transfer from Stage 1 to Stage 3

Transfer from Stage 2 to Stage 3

Transfer from Stage 3 to Stage 2

Transfer from Stage 2 to Stage 1

Transfer from Stage 3 to Stage 1
Financial assets derecognised during the period other than write-offs
Net re-measurement of loss allowance
New financial assets originated or purchased
Write-offs
Balance at 31 December

2018

12 - month ECL
in millions of Lao

Lifetime ECL not Lifetime ECL credit

kip credit - impaired — impaired Total
LAK LAK LAK LAK
(in millions) (in millions) (in millions) (in millions)
7,266 9,196 12,907 29,369
(123) 2,034 - 1,911
(314) - 3,670 3,356
- (1,526) 965 (561)
- 25 (1) 24
420 (5,812) - (5,392)
13 - (7) 6
(867) (1,854) (324) (3,045)
(1,168) (281) 6,331 4,882
1,223 312 1 1,536
- - 2,394 2,394
6,450 2,094 25,936 34,480
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Cash and cash equivalents
Balance at 1 January

Net movement in cash and cash equivalents
Balance at 31 December

Loan commitments and financial guarantee contracts
Balance at 1 January

Net new loan commitments and financial guarantees
issued

Balance at 31 December
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2019 2018

12 - month ECL Total
LAK (in millions)

678 2,038
690 (1,360)
1,368 678
937 570
(118) 367
819 937
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(i) Concentrations of credit risk

The Bank monitors concentrations of credit risk by sector and by geographic location. An analysis of
concentrations of credit risk from loans and advances, loan commitments and financial guarantees is

shown below.
Loans and advances to customers Loan commitments and financial
guarantees issued
2019 2018 2019 2018
LAK(in LAK(in LAK(in LAK(in
millions) millions) millions) millions)
Carrying amount 926,364 970,835 -
Amount
committed/guaranteed - - 62,426 35,244
Concentration by
sector
Corporate: 542,034 580,943 51,350 13,298
Service 191,907 199,058 - -
Electricity 155,035 167,826 - -
Other 195,092 214,059 - -
Government - - - -
Banks - - - -
Retail: 384,330 389,892 11,076 21,946
926,364 970,835 62,426 35,244
Concentration by
location
Lao PDR 926,364 970,835 62,426 35,244
926,364 970,835 62,426 35,244
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Liquidity Risk
a) Exposure to liquidity risk

Liquidity risk is the risk that the Bank is unable to meet its obligations as they fall due because of an
inability to liquidate assets or obtain sufficient funding in a timely manner at an appropriate cost which
could result in losses.

The Bank manages its liquidity risk under Bank of Laos’s liquidity reserve regulations and other
applicable regulations by sourcing for short-term and long-term funding, investing in highly liquid assets
in both domestic and foreign currencies, maintaining liquidity ratio in order to ensure that the Bank has
sufficient liquidity to support net cash outflows under liquidity stress scenario, and setting up various
tools and limits for risk measurement, monitoring and control, and reporting such as Liquidity Gap 1-
month. Moreover, the Bank also ensures that its liquidity position is suitable and sufficient for operations
under both normal and critical situations.

Financial assets and liabilities, classified by contractual maturity analysis, as of 31 December 2019 and
2018 as follows:
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Financial assets and liabilities, classified by contractual maturity analysis, as of 31 December 2019 and 2018 as follows:

Financial assets
Cash

Deposits with other banks

Statutory deposits with Central Bank

Loans to customers
Accrued interest receivables
Total financial assets

Financial liabilities
Deposits from customers™
Deposits from other banks*
Borrowings*

Accrued interest payables
Total financial liabilities

Liquidity — net

Liquidity -accumulative net

2019
Less than 6 Months Over 1 Year Over No
At call 6 Months to 1 Year to 5 Years 5 Years Maturity Total
LAK (in million)

32,813 - - - - - 32,813
135,246 - - - - - 135,246
49,313 - - - - 53,673 102,986
130,115 22,428 499,559 266,784 - 918,886
- 7,586 - - - - 7,586
217,372 137,701 22,428 499,559 266,784 53,673 1,197,517
431,361 128,435 145,511 45,540 528 - 751,375
1,599 50,000 5,000 - - - 56,599
- - - 73,850 - - 73,850
- 9,929 - - - - 9,929
432,960 188,364 150,511 119,390 528 - 891,753
(215,588) (50,663) (128,083) 380,169 266,256 53,673 305,764
(215,588) (266,251) (394,334) (14,165) 252,091 305,764 305,764

* The amount is exclusive of accrued interest expense
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2018
Less than 6 Months Over 1 Year Over No
At call 6 Months to 1 Year to 5 Years 5 Years Maturity Total

LAK(in millions)
Financial assets

Cash 31,828 - - - - - 31,828
Deposits with other banks 114,231 - - - - - 114,231
Statutory deposits with Central Bank - - - - - 83,149 83,149
Loans to customers - 134,348 88,133 345,480 395,015 - 962,976
Accrued interest receivables - 7,987 - - - - 7,987
Total financial assets 146,059 142,335 88,133 345,480 395,015 83,149 1,200,171

Financial liabilities

Deposits from customers 375,306 128,435 145,511 45,540 528 - 695,320
Deposits from other banks 1,230 20,000 25,000 - - - 46,230
Borrowings - - - 75,330 87,207 - 162,537
Accrued interest payables - 8,339 - - - - 8,339
Total financial liabilities 376,536 156,774 170,511 120,870 87,735 - 912,426
Liquidity — net (230,477) (14,439) (82,378) 224,610 307,280 83,149 287,745
Liquidity -accumulative net (230,477) (244,916) (327,294) (102,684) 204,596 287,475 287,745

* The amount is exclusive of accrued interest expense
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b) Liquidity reserves

The following table sets out the components of the Bank’s liquidity reserves

2019 2018
Carrying Carrying
amount  Fair value amount Fair value
LAK(in millions)
Balances with central banks 102,986 102,986 83,149 83,149
Cash and balances with other banks 168,059 168,059 146,059 146,059
Total liquidity reserves 271,045 271,045 229,208 229,208

¢) Financial assets available to support future funding

The following table sets out the availability of the Bank’s financial assets to support future funding.

31 December 2019

Encumbered Unencumbered
Available
Pledged as as
Note collateral Other*  collateral Other** Total
LAK(in millions)

Cash and cash equivalents - - - 217,372 217,372
Statutory deposits with Central

Bank - 53,673 - - 53,673
Loans and advances - - 918,886 918,886
Total assets - 53,673 - 1,136,258 1,189,931

* Represents assets that are not pledged but that the Bank believes it is restricted from using to secure

funding, for legal or other reasons.

** Represents assets that are not restricted for use as collateral, but that the Bank would not consider

readily available to secure funding in the normal course of business.
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31 December 2018

Encumbered Unencumbered
Available
Pledged as as

Note collateral Other*  collateral Other** Total
LAK(in millions)

Cash and cash equivalents - -
Statutory deposits with Central

176,432 176,432

Bank 52,776 - - 52,776
Loans and advances - - - 962,976 962,976
Total assets - 52,776 - 1,139,408 1,192,184

* Represents assets that are not pledged but that the Bank believes it is restricted from using to secure
funding, for legal or other reasons.

** Represents assets that are not restricted for use as collateral, but that the Bank would not consider
readily available to secure funding in the normal course of business.

Market risk

Market risk may arise from changes in interest rate, foreign exchange, securities and commaodity prices.
There are two major market risks that affect the Bank which are changes in interest rate and foreign
exchange. These changes affect the Bank’s present and future income, capital, as well as the value of
financial assets and liabilities. Essential infrastructures and processes have been developed to
appropriately and timely manage market risk.

d) Interest rate risk

Interest rate risk is the risk arising from changes in interest rates which may affect the value of the
Bank’s financial instruments, or may cause volatility in the Bank’s earnings, capital, financial assets
and liabilities, both the current reporting period and in the future. The Bank has employed various tools
to manage interest rate risk, such as interest rate gap and net interest income (NII) sensitivity.

An analysis of loans at fixed and floating interest rates as of 31 December 2019 and 31 December 2018
are as follows:

2019 2018
LAK(In miIIion) LAK(In miIIion)
Fixed interest rates 918,886 962,976
Floating interest rates* - -
Total loans 918,886 962,976

* There were no loans disbursed on floating rate of interest as at 31 December 2019 and 31 December
2018.
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The average balances of the interest-bearing financial assets and liabilities of the Bank, calculated by using
monthly average, and the average interest rates for the year ended 31 December 2019 and 2018 are as follows:

2019
Interest income/ Average interest
Average balance expense rate (%)

LAK(in millions)
Financial assets
Deposits with other banks 124,739 747 0.6%
Loans to customers 940,931 68,556 7.3%
Total financial assets 1,065,670 69,303
Financial liabilities
Deposits from customers 723,348 15,927 2.2%
Deposits from other banks 51,415 2,387 4.6%
Borrowings 118,193 2,748 2.3%
Total financial liabilities 892,956 21,062

2018
Interest income/

Average interest

Average balance Expense rate (%)
LAK(in millions)

Financial assets
Deposits with other banks 109,020 143 0.1%
Loans to customers 997,557 81,452 8.2%
Total financial assets 1,106,577 81,595
Financial liabilities
Deposits from customers 689,480 15,736 2.3%
Deposits from other banks 47,748 1,391 2.9%
Borrowings 224,435 8,775 3.9%
Total financial liabilities 961,663 25,902
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e) Foreign exchange rate risk

Foreign exchange rate risk is the risk that occurs from changes in exchange rates which may affect the
value of the Bank’s financial instruments or may cause volatility in the Bank’s earnings, capital,
financial assets and liabilities, both in the current reporting period and in the future. Example of the tools
adopted for managing foreign exchange rate risk are, for instance, open position limit (OPL) and
management action trigger (MAT).

Foreign currency positions in LAK equivalent, as of 31 December 2019 were as follows:

2019
Currency
usb THB Others Total
LAK(in LAK(in LAK(in LAK(in
millions) millions) millions) millions)
Financial assets
Cash 3,864 3,162 2,553 9,579
Deposits with other banks 112,393 3,584 17,307 133,284
Balances with Central bank 70,369 10,108 - 80,477
Loans to customer and accrued
interest receivables 435,674 46,737 155,672 638,083
Total financial assets 622,300 63,591 175,532 861,423
Financial liabilities
Deposits from customers 63,333 58,156 437,164 558,653
Deposits from other banks 20,000 15,256 21,191 56,447
Borrowings 73,850 - - 73,850
Total financial liabilities 157,183 73,412 458,355 688,950
Foreign currency position of items
recognised on the statement of
financial position - net 465,117 (9,821) (282,823) 172,473
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Foreign currency positions in LAK equivalent, as of 31 December 2018 were as follows:

Financial assets

Cash and cash equivalents
Deposits with other banks

Balances with Central Bank
Loans to customer and accrued
interest receivables

Total financial assets

Financial liabilities
Deposits from customers
Deposits from other banks
Borrowings

Total financial liabilities

Foreign currency position of items
recognised on the statement of
financial position - net

2018
Currency
US Dollar THB Others Total

LAK(in LAK(in LAK(in LAK(in

millions) millions) millions) millions)
6,988 4,353 2,151 13,492
95,729 4,461 12,388 112,578
57,201 12,756 - 69,957
471,786 51,231 170,359 693,376
631,704 72,801 184,898 889,403
473,115 48,868 93,946 615,929
118 228 873 1,219
75,330 - 87,207 162,537
548,563 49,096 182,026 779,685
83,141 23,705 2,872 109,718

66



Banque Franco - Lao Limited

Notes to the financial statements

For the year ended 31 December 2019

Exposure to interest rate risk

Financial assets
Cash

Deposits with other banks

Statutory deposits with Central Bank

Loans to customers
Accrued interest receivables
Total financial assets

Financial liabilities
Deposits from customers™
Deposits from other banks*
Borrowings*

Accrued interest payables
Total financial liabilities

Difference of financial reporting items

2019
Less than 6 Months Over 1 Year Over Non
At call 6 Months to 1 Year to 5 Years 5 Years Repricing Total
LAK(in million)

32,813 - - - - 32,813 32,813
135,246 - - - - 135,246 135,246
- - - 102,986 102,986
- 130,115 22,428 499,559 266,784 918,886 918,886
- 7,586 - - - 7,586 7,586
168,059 137,701 22,428 499,559 266,784 1,197,517 1,197,517
431,361 128,435 145,511 45,540 528 751,375 751,375
1,599 50,000 5,000 - - 56,599 56,599
- - - 73,850 - 73,850 73,850
- 9,929 - - - 9,929 9,929
432,960 188,364 150,511 119,390 528 891,753 891,753
(264,901) (315,564) (443,647) (63,478) 202,778 305,764 305,764

* The amount is exclusive of accrued interest expense
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Exposure to interest rate risk (continued)

2018
Less than 6 Months Over 1 Year Over Non Carrying
At call 6 Months to 1 Year to 5 Years 5 Years Repricing amount
LAK(in millions)
Financial assets
Cash - - - - - 31,828 31,828
Deposits with other banks 114,231 - - - - 114,231 114,231
Statutory deposits with Central Bank - - - - - 83,149 83,149
Loans to customers - 134,348 88,133 345,480 395,015 962,976 962,976
Accrued interest receivables - 7,987 - - - 7,987 7,987
Total financial assets 114,231 142,335 88,133 345,480 395,015 1,200,171 1,200,171
Financial liabilities
Deposits from customers* 375,306 128,435 145,511 45,540 528 695,320 695,320
Deposits from other banks* 1,230 20,000 25,000 - - 46,230 46,230
Borrowings* - 162,537 - - - - 162,537
Accrued interest payables - 8,339 - - - 8,339 8,339
Total financial liabilities 376,536 319,311 170,511 45,540 528 749,889 912,426
Difference of financial reporting items (262,305) (176,976) (82,378) 299,940 394,487 450,282 287,745

* The amount is exclusive of accrued interest expense
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Financial assets and financial liabilities

(a) Classification of financial assets and financial liabilities

The following table provides a reconciliation between significant line items in the statement of financial

position and categories of financial instruments.

31 December 2019

Amortised cost

Total carrying

amount
LAK(in LAK(in
millions) millions)
Cash and cash equivalents 168,059 167,464
Loans and advances to customers, net 918,886 867,605
Loans and advances to banks
Statutory deposits with Central Bank 102,986 101,596
Total financial assets 1,189,931 1,136,665
Deposits from banks 57,736 57,736
Deposits from customers 760,116 760,116
Borrowings 73,901 73,901
Total financial liabilities 891,753 891,753

31 December 2018

Amortised cost

Total carrying

amount

LAK(in LAK(in

millions) millions)
Cash and cash equivalents 176,432 175,754
Loans and advances to customers, net 970,836 914,315
Loans and advances to banks 114,359 114,091
Statutory deposits with Central Bank 83,149 82,026
Total financial assets 1,344,776 1,286,186
Deposits from banks 46,977 46,977
Deposits from customers 702,279 702,279
Borrowings 163,170 163,170
Total financial liabilities 912,426 912,426
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Capital management

The Bank maintains minimum regulatory capital in accordance with Regulation No 536/BFSD/BOL
dated 14 October 2009 by the Governor of Commercial Bank Supervision Department of BOL and other
detailed guidance. The primary objectives of the Bank’s capital management are to ensure that the Bank
complies with externally imposed capital requirements by the BOL. The Bank recognises the need to
maintain effectiveness of assets and liabilities management to balance its profit and capital adequacy.

In accordance with Regulation 536/BFSD/BOL the Bank’s regulatory capital is analyzed into two tiers:

> Tier 1 capital, which includes chartered capital, regulatory reserve fund, business expansion fund
and other funds, and retained earnings;

> Tier 2 capital, which includes qualifying subordinated liabilities, general provisions and the
element of fair value reserve relating to unrealized gains/losses on equity instruments classified as
available for sale.

« Various limits are applied to elements of the capital base: qualifying tier 2 cannot exceed tier 1 capital,
and qualifying subordinated liabilities may not exceed 50 percent of tier 1 capital.

An analysis of the Bank’s capital based on financial information deprived from IFRS financial
statements as at 31 December is as follows:

31 December 31 December
2019 2018
LAK(in LAK(in
Items millions) millions)
Tier 1 capital 217,316 217,414
Tier 2 capital - -
Total capital 217,316 217,414
Less: Deductions from capital (Investments in other credit
and financial institutions) - -
Capital for CAR calculation (A) 217,316 217,414
Risk weighted balance sheet items 882,356 943,752
Risk weighted off balance sheet items 31,213 15,317
Total risk weighted assets (B) 913,569 959,069
Capital Adequacy Ratio (A/B) 23.79% 22.7%
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Fair value of financial assets and liabilities

Methods and assumptions used by the Bank in estimating the fair values of financial assets and liabilities
are as follows:

The fair value of cash, interbank and money market items (assets), statutory deposits with Central Bank,
other financial assets, deposits, interbank and money market items (liabilities), liabilities payables on
demand and other financial liabilities are approximately based on their carrying values at the reporting
date due to their short-term duration.

The fair value of fixed-rate loans and advances to customers is estimated using discounted cash flow
analysis and interest rates currently being offered for loans and advances to customers with similar credit
quality. As at 31° December 2019 there were no loans outstanding on floating interest rates.

Fair value hierarchy

When measuring the fair value of an asset or a liability, the Bank uses market observable data as far as
possible. Fair value measurements for assets and liabilities are categorised into different levels in the
fair value hierarchy based on the inputs used in valuation techniques as follows.

e Level 1: quoted prices (unadjusted) in active markets for identical assets or liabilities.

e Level 2: inputs other than quoted prices included within Level 1 that are observable for the asset
or liability, either directly (i.e. as prices) or indirectly (i.e. derived from prices).

o Level 3: inputs for the asset or liability that are not based on unobservable market data
(unobservable input).

If the inputs used to measure the fair value of an asset or liability might be categorised in different levels
of the fair value hierarchy, then the fair value measurement is categorised in its entirely in the same level
of the fair value hierarchy as the lowest level input that is significant to the entire measurement.

The Bank recognises transfers between levels of the fair value hierarchy as of the end of the reporting
period during which the transfer has occurred. There were no transfers between Level 1 to Level 2 of
the fair value hierarchy during the year ended 31 December 2019 and 2018.

Financial assets and liabilities measured at fair value

The Bank has no financial assets and liabilities measured at fair value as at 31 December 2019 and 2018.

Therefore, there is no analysis of financial assets and liabilities recorded at fair value by level of the fair value
hierarchy.
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Financial assets and liabilities not measured at fair value

The following table analyses financial assets and liabilities not measured at fair value at the reporting
date, by the level in the fair value hierarchy into which the fair value measurement is categorised.

Carrying
amount Fair value
Level 1 Level 2 Level 3 Total
LAK LAK LAK LAK LAK
(in (in (in (in (in
millions) millions) millions) millions) millions)
31 December 2019
Financial assets
Cash 32,813 - 32,813 - 32,813
Interbank and money
market items 134,651 - 134,651 - 134,651
Statutory deposits with
Central Bank 101,596 - 101,596 - 101,596

Loans to customers and

accrued interest

receivable, net 867,605 - - 867,605 867,605
Other financial assets

Financial liabilities

Deposits 760,116 - 760,116 - 760,116
Interbank and money
market items 57,736 - 57,736 - 57,736
Other financial liabilities 73,901 - 73,901 - 73,901
Carrying
amount Fair value
Level 1 Level 2 Level 3 Total
LAK LAK LAK LAK LAK
(in (in (in millions) (in (in
millions) millions) millions) millions)

31 December 2018
Financial assets

Cash 31,828 - 31,828 - 31,828
Interbank and money

market items 114,091 - 114,091 - 114,091
Statutory deposits with

Central Bank 82,026 - 82,026 - 82,026

Loans to customers and

accrued interest

receivable, net 914,315 - - 914,315 914,315
Other financial assets - -

Financial liabilities - -

Deposits 702,279 - 702,552 - 702,552
Interbank and money

market items 46,977 - 46,977 - 46,977
Other financial liabilities 163,170 - 163,170 - 163,170
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32

Events after the reporting period

As Other than as disclosed elsewhere in these financial statements, at the date of this report, there were
no events, which occurred subsequent to 31 December 2019 that significantly impacted the financial
position of the Bank as at 31 December 2019.

International Financial Reporting Standards (IFRS) not yet adopted

A number of new standards and amendments to standards are effective for annual periods beginning after
1 January 2019; however, the Bank has not applied the following new or amended standards in preparing
these financial statements.

Year
IFRS Topic effective
IFRS 17 Insurance contract 2021

The Bank is assessing the potential impact on its financial statements resulting from the application of these
new standards.

73



	Banque Franco IFRS Final V 2.0
	img-313145244

