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1.0. Basis of Presentation

The following discussion and analysis has been prepared by the Bank’s
Management based upon the Interim Financial Statements which are
included in the following section of this report. The selected financial
and operating data set forth below has been subject to rounding,
extracted without material adjustment from the Interim Financial
Statements. It should be read in conjunction with, and is qualified in its
entirety, by the 2022 Annual Report (audited) and the Interim Financial
Statements in the first nine months of 2023 (unaudited), including the
respective notes thereto.

The Bank’s Annual and Interim Financial Statements have been
prepared in accordance with standards issued or adopted by the
International Accounting Standards (IFRS) Board and interpretations
issued by the International Financial Reporting Interpretations (IAS)
Committee, the general accounting plan for banks in Lebanon, and
the regulations of the Central Bank of Lebanon, the Banking Control
Commission (BCC) and Lebanese Capital Market Authority (CMA).
Such Interim Financial Statements include the results of the Bank
and its consolidated subsidiaries as listed in Note 2.4 to the enclosed
Interim Financial Statements as at end-September 2023.

Since late October 2019, Lebanon has been facing a very complex
political, financial, economic and monetary crisis unprecedented in
scale. The prolonged inaction by the authorities has exacerbated the
fallouts, putting the country in deep recession while severely impacting
Lebanese banks’ operations and financial standing. National losses
have been assessed in 2022 at circa USD 70 billion.

By common local and international consensus, the government of
Lebanon needs to adopt and implement a credible and comprehensive
macro-financial reform program to address, among others, the
systemic failure of the financial and banking sectors caused by this
crisis. On 20 May 2022, the Lebanese government adopted a resolution
plan led by the IMF and subject to the approval of its Executive Board.
It still needs to be ratified by the Lebanese parliament. As of date, the
parliament approved the reformed bank secrecy law while remaining
measures are still pending.

While not much progress was achieved on those fronts, the IMF
issued in March 2023 the concluding statement of its 2023 Article IV
Mission. It says Lebanon is at a particularly difficult juncture. For over
three years, it has been facing an unprecedented crisis, with severe
economic dislocation, a dramatic depreciation of the Lebanese Lira and
triple-digit inflation that have had a staggering impact on people’s lives
and livelihoods. Unemployment and emigration have increased sharply,
and poverty is at historically high levels. The provision of basic services
like electricity, public health, and public education have been severely
disrupted, and essential social support programs and public investment
have collapsed. More broadly, capacity in public administration has been
critically weakened. Banks are unable to extend credit to the economy
and bank deposits are mostly inaccessible to customers. The presence of
a large number of refugees exacerbates Lebanon'’s challenges.

Within this environment, the persisting absence of a clear resolution
roadmap for the Lebanese Crisis continues to prevent Management
from estimating in a true and fair manner, and as per IFRS, the adverse
impact of those matters on the Bank'’s financial position and equity,

which it anticipates to be material. In particular, Management wishes
to draw attention to the following key points that carry significant
uncertainties with potential material impact on the future financial
position of the Bank:

-The impact of the valuation of assets and liabilities in foreign
currencies is expected to be significant once the revamping of the
peg is implemented by the Lebanese government, as seems highly
likely.

- Loss allowances on assets held at the Central Bank of Lebanon
and the portfolio of Lebanese government securities are set at very
low levels and considered insufficient given the underlying risks of
those assets. Should an adjustment become necessary, the impact is
expected to be pervasive.

- A further deterioration of the credit quality of the loan portfolio
as a result of the persisting negative economic conditions and the
deepening recession may reveal additional future embedded losses.

- Potential restatement of published financial statements resulting from
the use of a functional currency (LBP) related to a hyperinflationary
economy as per IAS 29.

- Management has concerns about the effects that the above matters
will have on the equity of the Group and the recapitalisation needs
that will arise once the necessary adjustments are determined and
recorded.

Based on the above, the external auditors expressed again an adverse
opinion on the 2022 financial statements.

As per regulatory requirements, the Bank maintains its accounts
in Lebanese Pounds (LBP). Nonetheless, all figures presented in
the following MD&A are expressed in US Dollars (“USD"), unless
specifically otherwise stated. The ensuing difficulty in accessing
foreign currencies led to the emergence of a parallel market to the
official exchange rate whereby the price to access foreign currencies
has been increasing constantly, deviating significantly from the official
exchange rate of LBP 1,507.5/USD prevailing till end-December 2022.
In February 2023, the Central Bank of Lebanon adjusted the official
exchange rate from LBP 1,507.5 to LBP 15,000 to the US Dollar. The
discrepancy of the market rates relative to the official rate has resulted
in an uncontrolled rise in prices and the incessant de facto depreciation
of the Lebanese Pound, driving high inflation and an uncontrolled rise
in the consumer price index.

The Group uses the official published exchange rates above (1,507.5
as of 31 December 2022 and 15,000 as of 30 September 2023)
to translate most balances and transactions in foreign currencies,
regardless of their source or nature, in line with IAS 21 due to the
lack of an alternative legal exchange mechanism. As per regulatory
requirement, some balances are translated based on other exchange
rate such as but not limited to the “Sayrafa” rate. Consequently, the
financial statements do not reflect the change of disclosures required
by IAS 29 which applies for hyperinflationary economies since the
existence of a wide range of FX rates prevailing on the market and
the absence of forthcoming revamping of the official peg make it
difficult to proceed with such adjustments, especially when it comes
to the valuation of monetary assets and liabilities. Furthermore, the
use of different exchange rates renders the comparison of the financial
position across period also difficult.

Mid-2021, BDL issued Circular 158 defining the mechanism for the
gradual settlement of foreign currency deposits up to an amount of
USD 50,000 based on several eligibility criteria. Eligible funds will be
transferred to a subaccount and paid on a monthly basis of USD 400
in cash or equivalent and an amount in LBP equivalent to USD 400 and
converted at a rate of USD/LBP 12,000 (before amendment at a rate
of USD/LBP 15,000 on 20 January 2023) that will be paid 50% in cash
and 50% credited to a payment card. On 5 July 2023,the Central Bank
of Lebanon issued Intermediate Circular 674 and introduced several
amendments to the Basic Circular 158. First, it cancelled the amount
in LBP that clients were able to withdraw on a monthly basis from their
foreign currencies accounts opened before October 31, 2019. Second,
for the US Dollars portion, the monthly withdrawal remains unchanged
at USD 400 per month from the outstanding balance of subaccount
opened prior to 1 July 2023 when the client signed the agreement
with the Bank based on the aforementioned circular. Third, for all
subaccounts created after 30 June 2023, the monthly withdrawal limit
is set at USD 300 per month.

Until the above uncertainties are resolved, the Group is continuing its
operations as performed since 17 October 2019 and in accordance
with the laws and regulations. De facto capital controls and inability
to transfer foreign currencies to correspondent banks outside Lebanon
are exposing the Group to litigations that are dealt with on a case by
case basis when they occur. Management is carefully considering the
impact of these litigations and claims. Meanwhile, the Bank believes
that a legislative solution is urgently needed, through the enactment
of laws that are appropriate for the adjudication of the unconventional
legal disputes arising under the current exceptional circumstances. Due
to recent developments and the increasing trend in judgments ruled
in favour of the plaintiffs and customers since 2021, Management
considers that they may affect negatively the offshore liquidity of
the Group, its foreign assets and its foreign currency mismatch in the
absence of a capital control law that governs the transfers.

Within the aforementioned litigations of a systemic nature, in
particular, on 22 February 2022, a complaint was filed by a group
of lawyers under the name " plaill alla] vy ue il against
“Lebanese banks” and the chairmen of their boards of directors for
alleged committed crimes of tort and fraudulent bankruptcy, money
laundering, fraud and breach of trust. Since then, as a result of this
complaint, the Public Prosecutor of Appeal in Mount Lebanon judge
Ghada Aoun initiated several procedures and issued several decisions
in this respect on selected banks, that differ from bank to bank. These
included clarification sessions, interrogations, requests of specific
data, examination of data by appointed experts, restraining orders,
imposing travel bans, preventing disposal of assets... With respect to
Bank Audi sal, the Bank, members of its Board of Directors, as well as
a number of current/former employees, were the target of restraining
orders preventing them from disposing of their assets in addition to
accusations of violation of the Bank secrecy law. Bank Audi sal has so
far sought diverse legal expertise on the matter: common consensus
converges toward the fact that the claims of the Public Prosecutor of
Appeal in Mount Lebanon are baseless and with no legal grounds. H.E.
the Prime Minister Designate of Lebanon'’s sent a letter to the Ministry
of Interior dated 22 February 2023, requesting H.E the Minister of
Interior to instruct all Internal Security Forces — General Directorate
not to execute any decision or order by the said Prosecutor in relation
with the above accusations. H.E. the Minister of Interior sent such
communication on the same date. Furthermore, on 28 February 2023,

the Attorney General of Lebanon instructed the Prosecutor to stop the
investigations and inquiries against the Bank, as well as other banks,
until the state prosecution request, filed as a result of her actions,
has been ruled upon and the decision rendered. On 4 May 2023, a
decision was rendered by disciplinary judges in Lebanon to suspend
and dismiss the Public Prosecutor of appeal in Mount Lebanon for her
services, based on several complaints raised by several parties in claims
handled by the latter, noting that the decision is subject to appeal to
the Supreme Disciplinary Authority. At present, the case is with the
Judge of Instructions, and Management and its legal counsels are in
the opinion that the case will be dismissed for the total lack of legal
grounds. In addition, the Group may, from time to time, become
involved in other legal or arbitration proceedings which may affect
its operations and results. In addition, money laundering accusations
were recently made against the Chairman and a member of the Board
of Directors of the Bank, as well as officers of other Lebanese banks by
the same Public Prosecutor of Mount Lebanon who was acting beyond
her jurisdiction. The illegality of Prosecutor Ghada Aoun’s actions was
confirmed by H.E. the Prime Minister Designate of Lebanon in a letter
to the Ministry of Interior dated 22 February 2023, denouncing the
actions taken by the said Prosecutor in total violation of the law, and
requested H.E. the Minister of Interior to instruct all Internal Security
Forces — General Directorate not to execute any decision or order made
by the Mount Lebanon District Public Prosecutor in relation with the
above accusations. H.E. the Minister of Interior has already sent such
a communique as requested by H.E. the Prime Minister. Given the fact
that the case is now said to be sent to the Judge of Instruction, we
hope that the proper proceeding and handling of such case will be
followed and will lead to its dismissal for the total lack of legal grounds.

In the midst of the exceptionally difficult economic circumstances
and the lack of economically vital decisions by the Lebanese
authorities, Bank Audi reiterates its abidance with all regulatory and
legal requirements. The Bank also strongly pleas the government
of Lebanon to start taking all the necessary steps, starting with the
urgent need of a Capital Control law and a comprehensive economic
and financial reform plan, as requested by all international concerned
bodies, including the IMF and the World Bank, to put a stop to this
economic meltdown and to the destruction of its financial system.

In light of the prevailing uncertainties, it remains very difficult to build
accurate future plans. Nonetheless, the Group is exerting extended
efforts to continuously reinforce its financial standing and enhancing
its ability to withstand additional pressure. The main goal is to position
Bank Audi at the forefront of the sector if and when the restructuring
and recovery will be upon us.



2.0. Operating Environment

With the start of the fourth quarter of 2023, a security drift has erupted
in the region with severe casualties and damages, and with potential
repercussions to the Levant at large. Any broadening of the conflict to
the Lebanese territory could imply further massive economic losses for
Lebanon, with significant adverse effects on financial and monetary
conditions. It would widen the current large cyclical output gap of 70%,
worsen Lebanon’s already hefty inflation rate, currently in the realms of
300%, increase poverty and unemployment, now exceeding 80% and
30% respectively, and further erode the currency’s exchange rate and
the purchasing power of the Lebanese population at large.

Unlike the July 2006 conflict, Lebanon’s economic outlook is already
weak, its domestic political challenges are unresolved and current
ties with the Gulf States could suggest no substantial infusion of
reconstruction funds. Notwithstanding the fact that any broadening
of the conflict could affect offshore hydrocarbon exploration on which
Lebanon counts considerably to get out of its lingering economic crisis
with time. The following analysis describes the economic, monetary and
financial situation over the first nine months of 2023, i.e just prior to the
eruption of recent security drifts.

Despite a prolonged political statu-quo underlined by continuous
postponement of presidential elections, frail activity of executive power
and stalling of legislation process, Lebanon’s real economy managed
to display improving performance this year, mainly driven by private
consumption. The touristic sector provided a strong growth driver this
year, particularly in summer with the significant incoming of Lebanese
emigrants and tourists to Lebanon. Household consumption is growing
as evidenced by the rise in Beirut port activity by 2% (tonnage of
merchandise) over the first seven months of the year. The investment
aggregate is lagging behind amid significant domestic politico-economic
uncertainties leading to the postponement or cancellation of major
investment initiatives.

At the external level, exports contracted by 24% year-on-year, moving
from USD 2.1 billion over the first seven months of 2022 to USD 1.6 billion
over the first seven months of 2023. The balance of payments surplus of
USD 1 billion in the first seven months of the year, despite the contraction
in BDL net foreign assets by USD 1.7 billion is due to an increase in banks
net foreign assets by USD 2.2 billion. However, this does not denote
a surplus in inflows over outflows as banks FX liquidity rose by only
USD 0.3 billion (from USD 4.2 to 4.5 billion). This mainly results from
the decrease in the foreign liabilities of banks by USD 3 billion (mainly
non-resident deposits) as a result of the devaluation of the official
exchange rate from 1507.5 to 15,000 and given that a part of
non-resident liabilities is in Lebanese Pound. So the surplus in the Balance
of payments is only an accounting issue not a mirror image of net inflow
issue. At a constant official exchange rate, the balance of payments
would have recorded a deficit of circa USD 2 billion.

At the fiscal level, the Cabinet which embarked on the discussion of the
2024 budget transferred from the Ministry of Finance to the Cabinet a
couple of weeks ago quickly ratified it within constitutional deadlines, a
first since the year 2002. The 2024 budget revolves around total spending
of LBP 301 trillion, against LBP 259 trillion for revenues, leaving 42 trillion
for fiscal deficit, the equivalent of USD 464 million (2.5% of GDP and
13.9% of expenditures). With debt service budgeted at LBP 15 trillion, the

budget 2024 targets a primary deficit of LBP 27 trillion, the equivalent of
USD 300 million (1.7% of GDP).

At the monetary policy, the IMF praised the policy framework of the
new BDL Governorship anchored over the non-willingness to finance
the Government and the safeguarding of remaining reserves. In parallel,
inflation remains significant despite the relative stability in the Lebanese
pound exchange rate over the past half-year. The year-on-year index has
surged by 291% in August 2023 compared to results of August 2022 as
per the Consultation and Research Institute.

At the capital markets level, equity markets continued the noticeable
surge of the past two years. The BSE price index rose by 26.7% in the
first nine months of the year, following a 37.2% increase in the index
in 2022, driven by the rise in Solidere shares. This year’s rise in prices
occurred within the context of a 10.7% annual increase in trading volume
year-on-year to reach USD 345 million in the first nine months of 2023. In
parallel, the turnover ratio (@annual trading value to market capitalization)
decreased from 3.1% to 2.5% between the two periods.

At the banking industry level, the cumulative banking sector analysis
since the onset of Lebanon’s financial crisis, i.e between October 2019
and August 2023, shows the following trends:

- A cumulative decline in total deposits by USD 72.8 billion amid
noticeable withdrawals and loan redemption: Customer deposits
contracted from USD 168.4 billion at end-October 2019 to USD 95.6
billion at end-August 2023, the equivalent of 43%. Resident deposits
contracted by USD 58.6 billion, while non-resident deposits dropped
by USD 14.2 billion. FX Deposits contracted by USD 31.4 billion over
the period to reach USD 92.2 billion, while LBP deposits contracted by
LBP 16.4 trillion to reach LBP 51.1 trillion as at end-August 2023. As a
result, deposit dollarization went up from 73.4% in October 2019 to
96.4% in August 2023.

- A cumulative decline in total loans by USD 45.2 billion amid bank
deleveraging efforts: Lebanese banks have been deleveraging
significantly since the onset of the crisis. Their loan portfolio dropped
from USD 54.2 billion to USD 8.9 billion, the equivalent of 83%. The
loan redemption represents 62% of the deposit contraction over the
period. FX loans contracted by USD 30.1 billion to reach USD 8.1 billion,
while LBP loans dropped by LBP 11.3 trillion to reach LBP 12.9 trillion.
As a result, loan dollarization went up from 70.4% in October 2019 to
90.4% in August 2023.

- A cumulative decline in LBP deposit interest rate by 862 basis points
and in USD deposit interest rate by 658 basis points: The average LBP
deposit interest rate dropped from 9.03% at end-October 2019 to
0.41% at end-August 2023, while the average USD deposit interest
rate declined from 6.61% to 0.03% over the same period. The spread
between USD deposit rate and 3-month Libor reached close to -5.63%
in August 2023, against +4.71% in October 2019.

- A cumulative decline in banks FX liquidity abroad by USD 4.0 billion:
Lebanese banks’ claims on non-resident financial sector dropped
from USD 8.4 billion at end-October 2019 to reach USD 4.4 billion at
end-August 2023. This comes as a result of the significant foreign
liquidity usage by Lebanese banks to pay in cash for customers

withdrawals at the beginning of the crisis period and more recently
under BDL Article 158. The current USD 4.4 billion of FX liquidity placed
abroad adds to USD 0.9 billion of USD cash in vaults domestically held
by Lebanese banks.

- A cumulative decline of USD 12.1 billion in banks Eurobonds portfolio
amid net domestic sales and provisioning: Lebanese banks Eurobond
portfolio reached USD 2.7 billion at end-August 2023, against USD 14.8
billion at end-October 2019. The portfolio contraction is tied to banks
net sales of Eurobonds at loss, mainly at the early months of the crisis,

Lebanon's Major Economic Indicators

in addition to high provisioning requirements imposed by monetary
authorities on bond portfolios.

- A cumulative decline in shareholders’ equity by USD 14.1 billion amid
banks’ net losses: Shareholders’ equity contracted from USD 20.6 billion
at end-October 2019 to USD 6.5 billion at end-August 2023 as a result
of net bank losses over the period. The losses incurred by Lebanese
banks come as a result of noticeable FX costs, the effects of mark-ups,
the rising operating expenses tied to the surging inflation, in addition to
significant provisions to face private and sovereign risks at large.

Change in %

(USD Million) 8M-2022 8M-2023 8M-23/8M-22
External sector

Imports™® 10,805 9,803 -9.3%
Exports™ 2,127 1,617 -24.0%
Trade deficit™ -8,678 -8,186 -5.7%
Balance of payments -3,101 1,071 -134.5%
Public sector (end-period)

Gross domestic debt** 60,549 60,892 0.6%
Foreign debt** 38,754 41,574 7.3%
Total gross debt** 99,303 102,466 3.2%
Monetary sector

M3 (end-period) 127,705 78,377 -38.6%
Velocity 0.18 0.09 -52.1%
Cleared checks 22,603 9,410 -58.4%
CPl inflation (end-period, %) 145.9% 290.6% 144.7%
Banking sector (end-period)

Total assets 168,748 113,724 -32.6%
Total shareholders' equity 16,883 6,522 -61.4%
Total deposits 125,020 95,586 -23.5%
Total credits 22,822 8,921 -60.9%

*) Seven-month figures for 2022 & 2023
*% January figures for 2022 and 2023

3.0. Consolidated Financial Condition

In the third quarter of 2023, the Bank’s consolidated activity and results
continue to be in line with those observed in the first half of the year,
heavily marked by persisting challenges in the operating conditions,
particularly in Lebanon and Turkey, the Group's two principal markets.

In Lebanon, there is almost no progress made by the Lebanese
authorities in addressing the fundamental drivers of a viable
restructuring and resolution plan. As at the date of this report, the
long awaited reforms have yet been put forward for discussion by
policymakers. While highlighting the positive stance of the interim
government, the IMF stressed on the crucial need for structural reforms,
as “a permanent solution requires comprehensive policy decisions from
Parliament and the Government.” The persisting operating uncertainties
and challenges, compounded by the woes of the Ukraine war on the
global economy in addition to the certain negative spillover effect
of the war in Gaza continue to have a generally adverse effect on the
operating conditions in Lebanon, deterring the possibility of any positive
development. Beyond the common negative impact generated by the

deteriorating political and security circumstances in the region and the
ensuing volatility, Lebanon registered a severe setback a few days after
the outset of the Gaza war following the decision of TotalEnergies's
drillship, Transorient Barent, mid-October 2023, to suspend drilling in
Block 9 (Qana gaz field) which lies right on the Israeli-Lebanese maritime
boundary due to no commercial gaz discovery. After the completion of
the maritime border demarcation agreement with Israel late 2022, much
of Lebanon’s economic future hinged on the result of the gaz drilling.
The consortium has nonetheless the obligation to drill another well in
the same Block, but its execution is delayed in time. Despite the setback
the consortium recently bid for additional lease acreage in adjacent
blocks, demonstrating confidence in the potential of Lebanon’s offshore
resources.

In Turkey, there is a return to a more conventional and consistent
economic policy mix that reduces near-term macro-financial stability
risks and eases balance of payments pressures. In time with the early



results of this newly implemented, the Central Bank of the Republic
of Turkey (TCMB) raised consecutively policy interest rates in an aim to
achieve disinflation as soon as possible, prevent the deterioration of
pricing behavior, and anchor inflation expectations with these interest
rate hikes. This comes on the backdrop of additional quantitative
tightening and selective credit decisions to support the monetary
tightening process from a banking perspective. If followed through, this
would bring about less operating volatility allowing banks and other
institutions to set forth reasonable and credible plans over the short and
medium terms. Meanwhile, credit quality is bound to be affected by the
operational volatility which could potentially reveal embedded losses,
imposing selective future lending practices on banks.

On this backdrop, Management continues to prioritize the consolidation
of the Group's financial standing and its ability to withstand pressures,
while positioning the Lebanese entities at the forefront of the sector
post restructuring era to ensure a swift recovery and prompt resumption
of normal banking activities. In the first nine months of 2023, Bank
Audi reported consolidated net profits reaching USD 60 million, driven
principally by entities operating outside Lebanon registering net profits of
USD 104 million, totally offsetting a net loss of USD 44 million generated
by Lebanese entities over the same period. The latter is justified by the
allocation of USD 232 million to provisions to cover various expenses
expected to be booked in the fourth quarter of 2023.

The performance of Lebanese entities is a result of the continued efforts
exerted to quickly adapt to the changing regulatory requirements while
improving its quality of earnings, preserving the accumulated off-shore
liquidity in foreign currencies, facing heightened non-financial risks in
the absence of a Capital Control law and guarding the capital base.

Along those lines the Bank is now in the process of implementing a
new direction aiming at allowing it to cruise along the transitory period
leading to the restructuring of the banking sector in the best possible
shape. This new direction revolves around resilience and readiness while
encompassing:

- Maintaining the implementation of the measures related to the
six-going concern pillars;

- Devising new scalable business opportunities for the Corporate and
Retail business segments alike. This includes 1) the roll-out of a new
Digital Banking solution following the “neo” scheme, involving building
an end-to-end digital bank with no branches on digital platforms, in
line with global trends and international standards, 2) the promotion
of the external accounts, 3) tailor-made deposits and lending products,
4) new Card offering supported by an 8-years exclusive partnership
with MasterCard, 5) IT services outsourcing etc...

- Sustaining the cost optimization policy in Lebanon to achieve an
optimum efficiency level

- Agile operating model supported by flexible analytical models and
business planning tools,

- Sustaining compliance with rules and regulations while maintaining
clear communication, transparency and disclosures.

The most salient regulatory event of the first nine months of 2023 is the
adoption of a new official exchange rate as of 1 February 2023 reaching
LBP 15,000 per USD rising by 10-folds from an old rate of LBP 1507.5 per
USD, marking the formal relinquishment by the Central Bank of Lebanon
of a 30-year old currency peg. This formal devaluation of the LBP versus
the USD resulted in a significant impact on all economic sectors’ financial

figures based on official rates. The effect of the aforementioned
devaluation extended to the banking sector, affecting significantly
the financial statements and regulatory ratios of all banks operating in
Lebanon alike.

The devaluation of the LBP versus the USD had a pervasive effect on
consolidated equity, given its non-monetary nature, i.e. its value in
LBP does not change with the devaluation of the LBP. This effect was
fortunately partially offset by the net asset value of subsidiaries with
functional foreign currencies constituting a significant hedge to the
Bank's capital (c. USD 686 million).

Shareholders’ equity was also impacted by a number of regulatory
directives. Of note, the issuance in July 2023 of BDL Intermediate Circular
676, requesting Banks to depart from International Reporting Standards
by reclassifying negative foreign exchange differences resulting from
the periodic revaluation of FX position from Equity to Other Assets,
whereas positive foreign exchange differences have to be reclassified
into other liabilities. If negative differences were not liquidated by
year-end, provisions against the outstanding amount should be taken.
The circular also extended the restriction to distribute dividends to
common shareholders based on 2023 results. The application of said
circular would imply a significant contraction in shareholders’ equity
following the reclassification of USD 186 million from equity to liability.
Despite the subsequent suspension of BDL Intermediate Circular 676, the
reporting template of Banking Control Commission in Lebanon (“BCC")
for capital adequacy ratios excludes completely from the computation
of Tier one capital USD 516 million of gains from Other Comprehensive
Income while half of this amount is nonetheless reintegrated in Tier 2.

As a result, consolidated equity, translated to USD at the prevailing
official rate, moved from USD 4.0 billion as at end-December 2022
to stand at USD 1.2 billion as at end-September 2023, decreasing by
USD 2.8 billion in the first nine months of 2023.

At the date of preparation of this report, Management continues to
assess the consequences and measures that might be necessary from the
application of the aforementioned latest regulatory changes of its capital
needs. In doing so, Management is also taking into account the BCC
requirement dated July 2023, to adjust operational risk capital charge by
re-computing capital ratios based on the new official exchange rate of
LBP15,000 per USD for the foreign currency components of operating
income for the years 2020 to 2022, thus resulting in an increase of
RWA by USD 1,023 million (+6% increase vs total RWA base figures).
Management strongly believes that the resulting capital ratios are
not reflecting the true image of the Bank’s financial standing. It had
identified three essential measures/actions to be taken in that regards:

e Alignment of BCC to BASEL Ill framework which includes OCl and all
reserves into CET1,

¢ The revaluation of the Bank’s realties at the prevailing Sayrafa rate to
be performed by year-end as per regulatory requirements,

¢ In addition to the Bank’s internal capital generation for the fourth
quarter of 2023.

Discussion with the regulatory bodies are still on going to reach a
common understanding of the requirements.

At Odea Bank, Management is adapting to the current policies as
quickly as possible while continuing to closely monitor the sensitive

operational developments. In the first nine months of 2023, the Turkish
entity achieved good results, reporting a growth focused on sustainable
profitability in time with the de-risking of the foreign currency loan
portfolio, and the establishment of a healthy balance between risk
weighted assets and capital. This contributed to a further reinforcement
of the Bank's financial flexibility with another improvement in loan
quality on the backdrop of a preservation of adequate liquidity and
sufficient capital levels. Total assets of Odea Bank increased in nominal
terms by TRY 9.3 billion to stand at TRY 78.2 billion as at end-September
2023, driven by an increase in customers’ deposits by TRY 11.1 billion
to stand at TRY 60.5 billion. Loans to customers increased by TRY 2.9
billion to TRY 30.9 billion. This evolution reflects a real increase in loans
denominated in TRY by TRY 2.6 billion within a real decrease in loans
denominated in foreign currencies by TRY 6.1 billion. The remaining is
accounted for by FX translation effect following the devaluation of the

Activity Analysis

Disclaimer: the Bank’s financial statements have been compiled and
prepared in accordance with the requlatory requirements, especially in
terms of translating all foreign currencies against the Lebanese Pound
according to the prevailing official exchange rates issued by the Central
Bank of Lebanon. As per regulatory requirements, Bank Audi publishes
its figures in LBP, whereby most balances and transactions in foreign
currencies, irrespective of their nature and source, are translated from the
USD using the prevailing official exchange rate for the period as published
by the Central Bank of Lebanon. As per regulatory requirement, some
balances in foreign currencies are translated to LBP using other rates, of
which but not limited to the “Sayrafa” rate. The official exchange rate
stood at LBP 1507.5 per USD as at end-December 2022 and LBP 15,000
per USD as at end-September 2023.

All figures presented in the following analysis are expressed in US Dollars
(“USD"), unless specifically otherwise stated, which are translated from
Lebanese Pounds using the aforementioned official exchange rate
published by the Central Bank of Lebanon.

In light of the persisting existence of a number of exchange rates in
Lebanon as a result of the prolonged financial crisis, which differ greatly
from the official exchange rate, the published results of the Lebanese
entities may not represent an accurate reflection of absolute values and
are given on an indicative basis only to underscore evolution of main
indlicators.

TRY versus the USD from 18.7 TRY per USD as at end-December 2022
to 27.42 TRY per USD as at end-September 2023. The ratio of stage 3
to gross loan reached 4.4% as at end-September 2023 compared to
5% as at end-December 2022. Odea Bank posted net profits of TRY
1.6 billion in the first nine months of 2023 compared to TRY 0.7 billion in
the corresponding period of 2022.

Private Banking entities have also reported a good performance in the
first nine months of 2023 reporting net profits of USD 21.2 million
compared to USD 9.9 million of net profits in the first nine months of
2022 normalized from the effect of the one-off release of provision on
RoL instruments sold. This outperformance was driven by an increase
in Assets Under Management of private banking entities from USD 3.8
billion as at end-December 2022 to USD 4.3 billion as at end-September
2023.

Consolidated assets of Bank Audi, translated from Lebanese Pounds at
the official exchange rate for the period, stood at USD 18.0 billion as at
end-September 2023, compared to USD 26.9 billion as at end-December
2022, i.e. decreasing by USD 9 billion. The evolution of the official
exchange rate brings in an FX dimension to the evolution of aggregates
across the period, taking into account the currency structure of the
said aggregate. Consolidated assets denominated in Lebanese Pounds
decreased over the same period by USD 7.6 billion, from USD 8.7 billion
as at end-December 2022 to USD 1.1 billion as at end-September 2023,
driven mostly by the 10 times devaluation of the official exchange rate of
the Lebanese Pounds versus the USD. Accordingly, consolidated assets
denominated in foreign currencies decreased by USD 1.3 billion, broken
down over a decrease by USD 1 billion in assets of entities operating
outside Lebanon and a contraction by USD 319 million for the assets of
Lebanese entities denominated in foreign currencies.

The contribution of Odea Bank to the evolution of consolidated assets in
the first nine months of 2023 accounts for most of the negative evolution
of assets of foreign entities representing a negative USD 834 million
in the first nine months of 2023, underscoring a negative translation
impact of USD 657 million following the devaluation of the Turkish Lira
against the USD by 32% (from TRY 18.7 per USD as at end-December
2022 to TRY 27.42 per USD as at end-September 2023) leaving a real
decrease by USD 177 million.
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The table below sets out the evolution of the Group's financial position as at end-September 2023, as compared to end-December 2022, expressed

in USD:

Summarised Statement of Financial Position

(USD Million)

Change in Vol.

Cash & placements with banks and central banks
Portfolio securities

Loans to customers and related parties
Other assets

Fixed assets

Assets= Liabilities + Equity

Bank deposits

Customers' deposits and related parties
Subordinated debt

Other liabilities

Shareholders' equity (profit included)

AUMs + fid. dep. + cust. acc.

Assets + AUMS

Dec22 Sep-23 Sep-23/Dec22 %
11,634 184 1.6%
5,535 -2,610 -47.2%
3,937 -1,622 -41.2%
707 -378 -53.5%
5113 -4,541 -88.8%
26,926 17,960 -8,966 -33.3%
2,234 -1,771 -79.3%
19,381 -4,225 -21.8%
546 0 -0.1%
748 -138 -18.5%
4,017 -2,832 -70.5%
7,573 909 12.0%
34,499 26,441 -8,058 -23.4%

Consolidated deposits moved from USD 19.4 million as at end-December
2022 to USD 15.2 billion as at end-September 2023, i.e. decreasing by
USD 4.2 billion. By entity, customers’ deposits of entities operating in
Lebanon decreased by USD 3.5 billion, broken down over a decrease by
USD 3.2 billion of deposits denominated in Lebanese pounds mostly as a
result of the devaluation of the official exchange rate of the LBP versus the
US Dollar, and a decrease by USD 331 million of deposits denominated
in foreign currencies. Customers’ deposits of entities operating abroad
decreased by USD 717 million, of which USD 436 million accounted by
Odea Bank, representing a negative FX impact of USD 531 million within
a slight real increase of USD 94 million. Customers’ deposits of entities
operating in Europe dropped by USD 270 million, representing a decrease
in customers’ deposits of Banque Audi (Suisse) by USD 368 million,
mostly following their transfer into fiduciary deposits (AuM) to benefit
from the surge of reference rates globally, partially offset by an increase
in deposits of Bank Audi France by USD 98 million. The latter reflects the

concerted efforts of Bank Audi Lebanon and Bank Audi France to channel
back the deposits of Lebanese customers who lack confidence, under
the persistent uncertainties characterizing the Lebanese banking sector,
in banks in Lebanon by offering them an alternative solution under a
European jurisdiction.

In parallel, consolidated net loans decreased by USD 1.6 billion to stand
at USD 2.3 billion as at end-September 2023. The decrease is mainly
driven by loans of Lebanese entities contracting by USD 1.2 billion, of
which USD 1.1 billion accounted for by loans denominated in LBP
while loans denominated in foreign currencies contracted by USD 144
million, to stand at a mere USD 191 million as at end-September 2023.
In parallel, loans of entities operating outside Lebanon decreased by
USD 392 million, driven by a decrease of net loans at Odea Bank by
USD 372 million, underscoring a real decrease by USD 127 million and a
negative FX effect of USD 245 million.

The following table sets out a breakdown of the Bank's assets, customers’ deposits and loans by geography as at the dates indicated:

Breakdown by Geography
Assets

Deposits Loans

Dec22 Sep-23 Change Dec22 Sep-23 Change Dec22 Sep-23 Change

By region

Lebanon 75.8% 69.5%
Abroad 24.2% 30.5%

-6.4%
6.4%

37.9% 11.4% -26.5%
62.1% 88.6% 26.5%

74.9% 72.6% -2.3%
25.1% 27.4% 2.3%

In relative terms, as at end-September 2023, the share of Lebanese
entities in consolidated assets, deposits and loans decreased as
aggregates were negatively affected by the effective devaluation of the
official exchange rate. 69.5% of consolidated assets were accounted
for by Lebanese entities (including consolidation adjustments), 15.9%
by Odea Bank in Turkey, and 7.1% by Private Banking entities, with the
remaining 7.5% contributed by other entities (Bank Audi France and
Bank Audi LLC (Qatar) predominantly). This is compared to 75.8%,
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13.7%, 5.9% and 4.6% respectively as at end-December 2022. Lebanese
entities also accounted for 72.6% of consolidated deposits and 11.4% of
consolidated loans as at end-September 2023, compared to 74.9% and
37.9% respectively as at end-December 2022. In parallel, Odea Bank's
share in consolidated deposits moved from 13.6% as at end-December
2022 to 14.6% as at end-September 2023 while its share in consolidated
net loans moved from 38.1% as at end-December 2022 to 48.7% as at
end-September 2023.

The table below sets out the breakdown of consolidated assets, deposits
and loans by currency, highlighting amounts in Lebanese Pounds and in
foreign currencies. The latter distinguishes between restricted amounts

Breakdown by Currency

Management Discussion & Analysis

in local foreign currencies (Lollars) according to the market definition in
Lebanon prevailing since the outset of the Crisis and unrestricted amount,
labelled fresh:

Sep-23

FCY Total

(USD Million) LBP o.w. Lollars® o.w. Fresh®™ Total FCY LBP & FCY
Loans and advances to customers and related parties 73 184 2,058 2,242 2,315
Total assets 1,101 10,232 6,627 16,859 17,960
Deposits from customers and related parties 428 10,097 4,631 14,728 15,156

Dec22

FCY Total

(USD Million) LBP o.w. Lollarst o.w. Fresh®™ Total FCY LBP & FCY
Loans and advances to customers and related parties 1,158 327 2,452 2,779 3,937
Total assets 8,722 10,712 7,493 18,204 26,926
Deposits from customers and related parties 3,605 10,582 5194 15,776 19,381
FCY Total

LBP o.w. Lollars” o.w. Fresh®™ Total FCY LBP & FCY

Loans and advances to customers and related parties -93.7% -43.6% -16.1% -19.3% -41.2%
Total assets -87.4% -4.2% -11.9% -7.4% -33.3%
Deposits from customers and related parties -88.1% -4.3% -11.4% -6.6% -21.8%

“Onshore assets and liabilities in foreign currencies subject to unofficial capital controls in Lebanon.
*? Offshore assets and liabilities in foreign currencies not subject to capital controls in Lebanon.

As at end-September 2023, the USD 18.0 billion of consolidated
assets are composed of USD 1.1 billion of assets denominated in LBP,
USD 6.6 billion of unrestricted assets in fresh (including assets of foreign
entities) and USD 10.2 billion of restricted assets in foreign currencies.
This is compared to USD 8.7 billion of assets denominated in LBP as at
end-December 2022, USD 7.5 billion of unrestricted assets in fresh
(including assets of foreign entities) and USD 10.7 billion of restricted
assets in foreign currencies.

Consolidated assets under management (composed of fiduciary deposits,
security accounts and asset under management) moved from USD 7.6

Consolidated assets allocation was almost stable in the first nine months
of 2023, albeit for the share of fixed assets in total consolidated assets
moving from 19% as at end-December 2022 to 3% as at end-September
2023. The distorted ratio as at end-December 2022 reflects the inclusion
of the USD 4.5 billion of surplus gains of revaluation of real estate
properties booked at the prevailing “Sayrafa” rate in November 2022
and reaching LBP 38,000 per USD and translated at the then prevailing

billion as at end-December 2022 to USD 8.5 billion as at end-September
2023, rising by USD 908 million. The latter increase is mostly accounted
for by consolidated AuMs, impacted by market conditions and increasing
by USD 834 million. The latter corresponds to an increase in Banque
Audi (Suisse) by USD 420 million to be added to an increase by USD 396
million in Lebanese entities, and by USD 56 million at Odea Bank with the
remaining accounted for by consolidation adjustments. Subsequently,
consolidated assets including fiduciary deposits, security accounts and
AuMs aggregated to USD 26.4 billion at end-September 2023, compared
to USD 34.5 billion as at end-December 2022.

official exchange rate of LBP 1507.5 per USD. The evolution of the
official exchange rate to LBP 15,000 per USD as at end-September 2023
normalised the effect of this inclusion to a certain extent.

The charts below highlight the structure of the consolidated uses as at
end-September 2023 compared to end-December 2022:
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Assets Breakdown as at end-December 2022

Cash & placements with banks and central banks

Portfolio securities
Net loans
Other assets
f 19% Fixed assets
Dec.
2022

Changes in Placements with Central Banks and Banks

The Bank's consolidated placements with central banks and banks
(comprised principally of cash, as well as amounts held at central
banks (including free accounts and compulsory reserves and excluding
certificates of deposit issued by the Central Bank of Lebanon), placements
with banks and loans to banks and reverse repurchase facilities with
central banks and financial institutions) were almost stable in the first

Placements with Central Bank and Banks (Excluding CDs)

(USD Million)

Assets Breakdown as at end-September 2023

Portfolio securities
Net loans

Other assets

@ 3% Fixed assets

September
2023

nine months of 2023, moving from USD 11.6 billion as at end-December
2022 to USD 11.8 billion as at end-September 2023, corresponding to an
increase by USD 0.2 billion.

The table below sets out a breakdown of placements with central banks
and banks by type and currency as at end-September 2023:

LBP usbD EUR TRY  OTHERS TOTAL

Cash and placements with central banks

189 8,514 866 251 52 9,872

o.w. Reserves requirements 73 1,550 9 -

o.w. Sight & term placements 116 6,964 857 251 52

Placements with banks 1,509 87 192 152 1,947

o.w. Deposits with banks 1,509 87 63 152

o.w. Loans to banks and financial institutions and reverse repurchase 129 129
agreements

Total placements 196 10,023 953 443 204 11,819

The Bank’s placements with central banks and banks in Lebanese Pounds
are essentially composed of cash and deposits with the Central Bank
of Lebanon. Expressed in USD at the prevailing official exchange rates,
placements in Lebanese Pounds decreased by USD 593 million in the first
nine months of 2023, from USD 789 million as at end-December 2022
to stand at USD 196 million as at end-September 2023. As a result, the
share of placements with central banks and banks in Lebanese Pounds in
deposits denominated in Lebanese Pounds increased from 21.9% as at
end-December 2022 to 45.9% as at end-September 2023, an evolution
that is also justified by a faster decrease in deposits denominated in LBP
(in real terms as well).

The Bank's placements with central banks and banks in foreign currency
consist of cash and short-term deposits placed at the Central Bank of
Lebanon and other central banks, excluding certificates of deposit issued
by BdL, and placements in prime banks in OECD countries. The Bank's
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placements with central banks and banks in foreign currencies increased
by USD 780 million, representing an increase in placements at central
banks (mostly cash deposits) by USD 984 million totally offsetting a
decrease in placements with banks by USD 205 million. The increase in
cash deposits at central banks by USD 984 million represents the maturity
of a BDL Certificate of Deposits issuance in the third quarter of 2023
which was subsequently placed in sight deposits at the Central Bank of
Lebanon. Subsequently, the Bank’s placements with central banks and
banks in foreign currencies stood at USD 11.6 billion as at end-September
2023, broken down over USD 9.7 billion of placements with central
banks in foreign currencies and USD 1.9 billion of placements with banks
in foreign currencies. Part and parcel of the latter, Bank Audi Lebanon
had USD 1.1 billion in free liquidity denominated in foreign currencies
as at end-September 2023, reaching USD 645 million, post netting of
the external accounts deposits in same currencies of USD 433 million.
More significantly, as at end-September 2023, the foreign liquidity of

Cash & placements with banks and central banks

Bank Audi Lebanon, free from any obligation, continued to exceed
the regulatory requirement of 3% of customers’ deposits as per BdL
Basic Circular 154 as amended in October 2022, reaching 8.89% as at
end-September 2023 2023. It would increase to 9.43% after excluding
the payments in fresh currency made as per BDL 158.

The share of consolidated placements with central banks and
banks in foreign currencies in customers’ deposits denominated in

Changes in Securities Portfolio

The Bank’s portfolio of securities is comprised principally of certificates
of deposit issued by the Central Bank of Lebanon, Lebanese Pound-
denominated Treasury bills, foreign currency-denominated Lebanese
sovereign bonds, non-Lebanese sovereign bonds, other fixed income
instruments and equity securities.

In the first nine months of 2023, the Bank's securities portfolio decreased

by USD 2.6 billion (-47.2%), from USD 5.5 billion as at end-December
2022 to USD 2.9 billion as at end-September 2023. By currency, this

Portfolio Securities Breakdown

Management Discussion & Analysis

foreign currencies at consolidated basis increased from 68.7% as at
end-December 2022 to 79% as at end-September 2023. Placements
with central banks in foreign currencies represented 65.7% of
consolidated customers’ deposits as at end-September 2023 compared
to 55.1% as at end-December 2022. In parallel, placements with banks
in foreign currencies to consolidated customers’ deposits in foreign
currencies moved from 13.6% as at end-December 2022 to 13.2% as at
end-September 2023.

decrease reflects a contraction of portfolio securities denominated in LBP
by LBP 1.1 billion, mainly as a result of the adoption of the new official
exchange rate within a decrease in portfolio securities denominated in
foreign currencies by USD 1.5 billion.

The following table sets out the distribution of the Bank’s securities
portfolio by type of security as at the dates indicated:

Change in Change in
(USD Million) Dec22 Sep-23 Volume %
Central Bank of Lebanon certificates of deposit 2,264 1,233 -1,031 -45.5%
LBP-denominated 17 3 -14 -81.4%
Foreign currency-denominated 2,247 1,230 -1,017 -45.3%
Net Lebanese Treasury bills and Eurobonds 1,474 159 -1,315 -89.2%
LBP-denominated 1,222 -89.9%
Foreign currency-denominated -92 -81.0%
Risk-ceded government Eurobonds
Foreign currency-denominated
Other non-Lebanese sovereign securities 1,163 996 -167 -14.4%
TRY 523 -152 -29.1%
usb 518 -3 -0.5%
EUR 123 -14 -11.1%
Other fixed income securities 508 329 -179 -35.1%
Foreign currency-denominated 508 -179 -35.1%
Equity securities 114 197 84 73.1%
LBP-denominated 14 108 752.8%
Foreign currency-denominated 100 -26 -25.9%
Total portfolio securities 5,535 2,925 -2,610 -47.2%
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Lebanese Bonds and Central Bank Certificates of Deposit
Portfolio

Exposure to the Central Bank of Lebanon in the form of certificates of
depositin Lebanese Pounds decreased in absolute terms by USD 14 million
to stand at a mere USD 3 million. In foreign currencies, this exposure
contracted by USD 1 billion, from USD 2,247 million as at end-December
2022 to USD 1,230 million as at end-September 2023, reflecting the
maturity in the third quarter of 2023 of an issuance earning 3.2% which
was as mentioned earlier placed in sight deposits at the Central Bank
of Lebanon. When adding the free account placements at the Central
Bank of Lebanon denominated in foreign currencies, the total exposure
in foreign currencies to the Central Bank of Lebanon reported little
change reaching USD 9.2 billion as at end-September 2023, compared to
USD 9.1 billion as at end-December 2022, contracting by USD 76 million.
This is net of an ECL of USD 195 million taken on this exposure as per
regulatory requirement (1.89%) which remained unchanged across the
period.

The Group’s exposure to Lebanese government securities decreased by
USD 1.3 billion in the first nine months of 2023, representing mostly the
USD 1.2 billion negative FX impact on the stock of Treasury bills held by
the Bank following the adoption of the new Official exchange rate in
Lebanon for LBP against the US Dollar. The Group's exposure to Lebanese
sovereign Eurobonds gross of ECLs, including the risk-ceded government
bonds, increased by USD 21 million in the first nine months of 2023, from
USD 178 million as at end-December 2022 to stand at USD 199 million
as at end-September 2023. Since July 2021, Management resolved to
purchase Rol Eurobonds based on an opportunistic approach, given the
depressed market valuations of these bonds potentially offering investors
an attractive upside potential in a post-restructuring era. The Bank is
currently booking those securities in “fresh” USD at market value when
held in the trading portfolio. In August 2023, Management increased
significantly the expected credit loss allowances on those instruments
which moved from USD 54 million as at end-December 2022 to
USD 167 million as at end-September 2023, representing almost 84%
of the gross exposure. Net of ECLs, the Group’s exposure to Lebanese

sovereign Eurobonds, including the risk-ceded government bonds,
decreased subsequently by USD 92 million in the first nine months of
2023, to stand at a mere USD 33 million as at end-September 2023.

Non-Lebanese Sovereign Securities

The Bank’s non-Lebanese sovereign risk decreased by USD 167
million in the first nine months of 2023, from USD 1,163 million as at
end-December 2022 to USD 996 million as at end-September 2023, with
the contraction almost entirely attributed to non-Lebanese sovereign
securities denominated in TRY. The latter reported a contraction by
USD 152 million representing a negative FX translation effect of USD 166
million within a real increase by USD 14 million. In parallel, non-Lebanese
securities denominated in Euro decreased by USD 14 million across the
same period while those denominated in USD remained at almost the
same level.

In relative terms, the Bank'’s portfolio of non-Lebanese sovereign bonds
represented 34.1% of the total securities portfolio as at end-September
2023 compared to 21.0% as at end-December 2022, the evolution owed
to a much faster contraction in the overall portfolio securities. Likewise, it
represents 6.8% of foreign currency-denominated customers’ deposits,
compared to 7.4% as at end-December 2022.

Other International Fixed Income Securities

The Bank’s exposure to other international fixed income securities
decreased by USD 179 million in the first nine months of 2023, from
USD 508 million as at end-December 2022 to USD 329 million as at end-
September 2023. This is mainly due to the decrease of bonds portfolio
related to banks and financial institutions issuers. The portfolio is still
concentrated on banks and financial institutions issuers which represent
53.8% of the total portfolio, while corporate issuers accounted for 22.2%
while the remaining 24.0% represented loans to customers at fair value
through P&L. The largest non-governmental international bonds is related
to a AAA rated institution with a USD 55 million exposure (denominated
in TRY) and representing 16.7% of the total portfolio as at end-September
2023.

The Bank continues to face challenging credit conditions and an unprecedented economic downturn in its principal markets of presence, Lebanon

and Turkey.

Lebanese Entities

The net loan portfolio of Lebanese entities has contracted during the first
half of 2023 by around c/v USD 1,229 million mainly due to the below:

- Official rate of the Lebanese currency against the US Dollar: the official
exchange rate as published by the Central Bank of Lebanon was
devalued in February 2023 from USD/LBP 1,507.5 to USD/LBP 15,000.

- Collection effort related to settlement of NPL loans

- Settlement of loans in line with the de-risking strategy adopted since
the start of the Lebanese crisis.

Following the above official rate increase, FC loans share of the total net
loan portfolio surged again to reach 74% in September 2023 up from

16

Management has been reluctant to offer facilities in hard currency. Only
few selective lending in LBP were granted to strategic clients operating in
defensive sectors.

Today, Management is contemplating the activation of an envelope in
Fresh USD which will be targeting selected corporate and commercial
clients with good credit standing and credit history in order to retain
strategic relationships and optimize fresh USD income.

23% in December 2022, even though FC loans witnessed a decrease
during the past three years.

Loan Quality®™

Lebanese Entities

Management Discussion & Analysis

Change
(USD Million) Dec22 Sep-23 Sep-23/Dec-22
Credit-impaired loans 567 327 -240
o.w. Corporate 435 254 -181
o.w. Retail 132 73 -59
Net loans 1,493 264 -1,229
o.w. Corporate 1,131 229 -902
o.w. Retail 362 34 -328
Allowance for ECL Stage 3 416 251 -165
o.w. Corporate 296 181 -115
o.w. Retail 121 70 -50
Allowance for ECL Stages 1 & 2 39 16 -23
o.w. Corporate 13 13 0
o.w. Retail 25 3 -23
Credit-impaired loans/Gross loans 29.1% 61.7% 32.6%
o.w. Corporate 30.2% 60.1% 29.9%
o.w. Retail 25.9% 67.9% 42.0%
Net credit-impaired loans/Gross loans 7.7% 14.5% 6.8%
o.w. Corporate 9.7% 17.4% 7.7%
o.w. Retail 2.1% 3.0% 0.9%
Credit-impaired loans coverage 73.5% 76.6% 3.1%
o.w. Corporate 67.9% VARKZ) 3.2%
o.w. Retail 91.8% 95.5% 3.8%
Allowance for ECL Stages 1 & 2/Net loans 2.6% 6.2% 3.6%

o.w. Corporate
o.w. Retail

1.2% 5.7% 4.5%
7.0% 9.8% 2.7%

' As per IFRS 9.

Credit-impaired loans of Lebanese entities decreased substantially by
USD 240 million (merely 42% drop) due to the collection efforts, and
stood at USD 327 million as at end-September 2023 with the settlement
of USD 181 million of commercial loans and USD 59 million of retail
loans. Provisions were released accordingly resulting in a decrease of total
allowances for ECL Stage 3 by USD 165 million, while the coverage ratio
of the credit-impaired loans stood at 76.6% as at end-September 2023,
compared to 73.5% as at end-December 2022.

Entities Operating outside Lebanon

A breakdown of the net loan portfolio of entities operating outside
Lebanon by geography as at end-September 2023 reveals that 55% were
booked in Odea Bank (Turkey), 23% in Banque Audi (Suisse), 17%in Bank
Audi France and 5% in Bank Audi Qatar. This is compared to 61%, 19%,
16% and 4% respectively as at end-December 2022.

The credit-impaired loans to gross loans ratio increased from 29.1% at
end-December 2022 to 61.7% at end-September 2023, being negatively
impacted by the substantial decrease in the total loan portfolio amid
the increase of the official USD/LBP exchange rate and the fact that
the majority of the credit-impaired loans are denominated in foreign
currencies.

Despite the many uncertainties in the absence of clear strategies around
the future operating environment in Lebanon, Management believes that
the quality of the loan portfolio of Lebanese entities is not subject to any
further deterioration risk.

The total net loan portfolio of entities operating outside Lebanon
decreased by USD 392 million during the first three quarters of 2023,
standing at USD 2.05 billion at end-September 2023 compared to
USD 2.44 billion as at end-December 2022. The decrease stems mainly
from a decrease in Odea Bank loan portfolio by USD 372 million as a result
of the devaluation of the Turkish Lira, settlement of loans denominated in
foreign currency (FC) and conversion of loans in foreign currency to local
currency.
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Breakdown of Net Loans & Advances by Entities Operating
outside Lebanon as at End-December 2022

(USD Million)

61% Odea Bank
Banque Audi (Suisse)
Bank Audi France
Bank Audi Qatar

December
2022

Analysis of Loans by Currency

Breakdown of Net Loans & Advances by Entities Operating
outside Lebanon as at End-September 2023

(USD Million)

55% Odea Bank
Banque Audi (Suisse)
Bank Audi France
Bank Audi Qatar

September
2023

The dominant currencies of total net loans of entities operating outside Lebanon remain the USD, EUR and TRY with their shares aggregating to 94%

as at end-September 2023.

The following charts show the distribution of the Bank’s consolidated net loan portfolio by currency as at end-September 2023 as compared to

end-December 2022:

Breakdown of Net Loans & Advances in Entities Operating
outside Lebanon by Currency Entities as at End-December 2022

28% USD
TRY
EUR
Other

December
2022

Analysis of Loans by Type of Customer

The distribution of the Bank’s net loans of entities operating outside
Lebanon by type of borrower continues to show a concentration in
the corporate segment which constituted 66% % of the loan book
as at end-September 2023 (compared to 70% as end-December
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Breakdown of Net Loans & Advances in Entities Operating
outside Lebanon by Currency Entities as at End-September 2023

31% USD
TRY
EUR
Other

September
2023

2022), followed by the Sole Proprietorship and Private Banking
segment representing 30% of the portfolio (compared to 25% as at
end-December 2022).

Management Discussion & Analysis

Breakdown of Net Loans & Advances in Entities Operating outside Lebanon by Type of Customer

(USD Million)

1,71
1,363
113 67 I
|
SME Corporate clients
MDec22

Analysis of Loans by Economic Sector

By economic sector, the net loan portfolio of entities operating outside
Lebanon mainly consists of loans to the Private Banking customers (24%)
which increased by USD 18 million in absolute terms (4%) during the
first three quarters of 2023, of Developers and real estate services (19%)

606 612

Sole proprietorships
and Private Banking

Consumer loans

which decreased by USD 95 million over the same period (19%) and of
manufacturing (18%) which decreased by 101 million in absolute terms
(21%) over the same period. Management continues to prioritize the
contraction of the exposure in risky sectors i.e. Real Estate and Tourism.

Breakdown of Net Loans & Advances in Entities Operating outside Lebanon by Economic Sector

Dec22 Sep-23

(USD Million) Share in % Share in %
Manufacturing industries 474 19%
Private Banking 467 19%
Developers & real estate services 488 20%
Hotels and restaurants 236 10%
Electricity, gas and water 144 6%
Wholesale trade 169 7%
Other loans 466 19%
Total 2,444 100% 2,052 100%

Analysis of Loans by Maturity

An analysis of the evolution of the loan book of entities operating outside
Lebanon by maturity in the first three quarters of 2023 shows a decrease
in long-term facilities (declining by USD 158 million) and medium-term
facilities (declining by USD 127 million).

The structure of this net loan portfolio across maturities changed with an
increase in the share of short-term loans in the total to stand at 58% as at
end-September 2023 compared to a share of 53% as at end December
2022.

The following table shows the breakdown of the loan portfolio of entities operating outside Lebanon by maturity as at end-September 2023 compared

to end-December 2022.

Breakdown of Net Loans & Advances in Entities Operating outside Lebanon by Maturity since Inception

(USD Million)

Dec22 Sep-23

Share in % Share in %

Short-term facilities
Medium-term facilities
Long-term facilities

1,288 53%
252 10%
904 37%

Total

2,444 100% 2,052 100%
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Analysis of Loans by Type of Collateral

As at end-September, 2023 50% of the consolidated net loan portfolio
booked in entities operating outside Lebanon was secured, predominantly
by real estate mortgages (51% of the secured portfolio).

The following table shows the distribution of the Bank’s loan portfolio
by type of collateral as at end-September 2023 as compared to
end-December 2022:

Breakdown of Net Loans & Advances in Entities Operating outside Lebanon by Collaterals

Dec22 Sep-23

(USD Million) Share in % Share in %
Secured 1,200 49%
Cash co. & bank guarantee 259 1%
Real estate mortgage 598 24%
Securities (bonds & shares) 322 13%
Vehicles 21 1%
Corporate or personal guarantees 852 35%
Unsecured 392 16%
Total 2,444 100% 2,052 100%

Loan Quality™

Entities Operating outside Lebanon

The Bank applies the IFRS9 standard in estimating collective and specific provisions for the loan portfolio.

The following table shows the main loan quality indicators as at end-September 2023 as compared to end-December 2022 for entities operating

outside Lebanon:

Entities Operating outside Lebanon

Change
(USD Million) Dec22 Sep-23 Sep-23/Dec-22
Credit-impaired loans 103 77 -26
o.w. Corporate 99 75 -25
o.w. Retail 3 2 -1
Net loans 2,444 2,052 -392
o.w. Corporate 2,430 2,042 -388
o.w. Retail 14 10 -4
Allowance for ECL Stage 3 54 50 -4
o.w. Corporate 51 49 -2
o.w. Retail 2 1 -1
Allowance for ECL Stages 1 & 2 82 83 1
o.w. Corporate 82 83 1
o.w. Retail 0 0 0
Credit-impaired loans/Gross loans 4.0% 3.5% -0.5%
o.w. Corporate 3.9% -0.4%
o.w. Retail 20.4% 17.9% -2.5%
Net credit-impaired loans/Gross loans 1.9% 1.2% -0.7%
o.w. Corporate 1.9% -0.7%
o.w. Retail 7.3% 6.5% -0.8%
Credit-impaired loans coverage 52.2% 64.9% 12.7%
o.w. Corporate 51.8% 64.9% 13.1%
o.w. Retail 64.4% 63.8% -0.6%
Allowance for ECL Stages 1 & 2/Net loans 3.4% 4.0% 0.6%
o.w. Corporate 3.4% 4.0% 0.6%
o.w. Retail 0.0% 0.0% 0.0%
® As per IFRS 9.

Stage 2 exposure of entities operating outside Lebanon dropped by USD
83 million mainly coming from ODEA for USD 80 million as a result of
settlement/conversion of FC stage 2 loans and devaluation of the TRY.
Stage 2 exposure still represents 16% of gross loans as at end-September
2023 (same as at end-December 2022).
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Credit-impaired loans decreased by a further USD 26 million driven by
collection efforts and the effect of devaluation on Odea Bank's Stage 3
loans portfolio which is all denominated in Turkish Lira.

Funding sources of Bank Audi continue to be predominantly driven by
private customers’ deposits. As at end-September 2023, consolidated
deposits represented 84.4% of total funding sources compared to
72% as at end-December 2022, with the structural shift reflecting
predominantly the FX impact following the adoption of the new official
exchange rate in 2023. This was compensated by a decrease in the share
of shareholders’ equity in total funding from 14.9% as at end-December

Breakdown of Funding Sources

Management Discussion & Analysis

2022 t0 6.6% as at end-September 2023. Banks’ deposits, subordinated
debt and other liabilities had shares in total funding of 2.6%, 3.0% and
3.4% as at end-September 2023, compared to 8%, 2.0% and 2.8% as at
end-December 2022.

The following table sets out the distribution of the Bank's sources of
funding as at the dates indicated:

Change in Change in
(USD Million) Dec22 Sep-23 Volume %
Central Bank's deposits 1,814 172 -1,641 -90%
Time deposit 1,633 172 -1,461 -89%
Repurchase agreements 181 -181 -100%
Banks' deposits 420 -128 -31%
Sight deposits 103 -4 -4%
Time deposits 284 -107 -38%
Repurchase agreements 33 -17 -51%
Customers' and related parties' deposits 19,381 -4,225 -22%
Sight deposits 10,247 -2,031 -20%
Time deposits, saving accounts and certificates of deposit 8,570 -1,813 -21%
Collateral and margins 564 -380 -67%
Subordinated loans 546 0 0%
Other liabilities 748 -139 -19%
Shareholders’ equity 4,017 -2,832 -71%
Total 26,926 17,960 -8,966 -33.3%

Changes in Customers’ Deposits

Consolidated deposits moved from USD 19.4 million as at end-December
2022 to USD 15.2 billion as at end-September 2023, i.e. decreasing by
USD 4.2 billion. An analysis of this evolution by currency shows that it
stems predominantly from the FX effect attributable to the adoption
of the new official exchange rate in February 2023 translating in a
contraction of deposits denominated in LBP by USD 3.2 billion within a
contraction in consolidated customers’ deposits in foreign currencies by
USD 1 billion. The latter is mostly attributed to a contraction of deposits
of Odea Bank by USD 436 million, representing a negative FX impact
of USD 530 million within a slight real increase of USD 94 million. In
parallel, deposits denominated in foreign currencies of Lebanese entities
dropped by USD 331 million while customers’ deposits of entities
operating in Europe dropped by USD 270 million, representing a decrease
in customers’ deposits of Banque Audi (Suisse) by USD 368 million,
mostly following their transfer into fiduciary deposits (AuM) to benefit
from the surge of reference rates globally, partially offset by an increase
in deposit in Bank Audi France by USD 98 million. The latter reflects
the concerted efforts of Bank Audi Lebanon and Bank Audi France to

Analysis of Customers’ Deposits by Business Segment

The share of Retail and Personal Banking deposits in consolidated
deposits rose to 87.9% as at end-September 2023 compared to 86.1%
as at end-December 2022. Retail and Personal Banking deposits reached
USD 13.3 billion as at end-September 2023 compared to USD 16.7 billion
as at end-December 2022, decreasing by USD 3.4 billion over the period.

channel back the deposits of Lebanese customers which lack confidence
under the persistent uncertainties characterizing the Lebanese banking
sector in banks in Lebanon by offering them an alternative solution under
European jurisdiction.

Customers’ deposits of Lebanese entities stood at USD 11.1 billion as at
end-September 2023, of which USD 428 million denominated in LBP
and USD 10.6 billion in foreign currencies, including USD 10.1 billion of
restricted deposits in foreign currencies. Customers’ deposits of Odea
Bank reached USD 2.2 billion as at end-September 2023, while deposits
of Private banking entities reached USD 807 million and those of other
entities aggregated to USD 1.1 billion, mainly from Bank Audi France.

Subsequently, Lebanese entities account for a share of 72.6% in
consolidated customers’ deposits as at end-September 2023, followed by
a contribution of 14.6% for Odea Bank and 5.3% from Private Banking
entities and 7.5% from other entities. This is compared to 74.9%, 13.6%,
6.1% and 5.4% respectively as at end-December 2022.

In parallel, the share of Corporate and SME deposits in consolidated
deposits moved from 13.9% as at end-December 2022, to 12.1% as at
end-September 2023. This is driven by a decrease of Corporate and SME
deposits from USD 2.7 billion at end-December 2022 to stand at USD 1.8
billion as at end-September 2023.
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As at end-September 2023, the evolution of consolidated customers’
deposits by type continues to favour sight deposits. This evolution
underscores the low confidence level of depositors in Lebanon amid
persisting high uncertainties and the extremely low cost of deposits that
has compelled some of those depositors to keep their savings in sight
deposits awaiting a resolution of the current financial crisis.

In absolute terms, sight and short-term deposits moved from USD 10.8
billion as at end-December 2022 to USD 8.4 billion as at end-September
2023, decreasing by USD 2.4 billion, an evolution principally justified by

the negative FX effect of the adoption of the new official exchange rate
in Lebanon. They represented 55.4% of total consolidated deposits as
at end-September 2023 compared to 55.8% as at end-December 2022.

In parallel, time deposits that include saving deposits and certificates of
deposit decreased by USD 1.8 billion over the same period, from USD 8.6
billion as at end-December 2022 to USD 6.8 billion as at end-September
2023, representing 44.6% of total deposits as at end-September 2023
compared to 44.2% as at end-December 2022.

The following table sets out the distribution of the Bank’s consolidated customers’ deposits by currency as at the dates indicated:

Breakdown of Deposits by Currency

Dec22

Sep-23 Change Sep-23/Dec-22

(USD Million) Volume Share in Total Volume Share in Total Volume Share in Total
Lebanese Pound 3,605 18.6% -3,177 -15.8%
US Dollars 12,172 62.8% -720 12.8%
Turkish Lira 1,669 8.6% -267 0.6%
Euro 1,447 7.5% -151 1.1%
Other currencies 488 2.5% 90 1.3%
Total 19,381 100.0% 15,156 100.0% -4,225

Owing to the adoption of the new official rate in Lebanon in February
2023, the share of deposits denominated in LBP in consolidated
customers’ deposits dropped from 18.6% as at end-December 2022
10 2.8% as at end-September 2023. In parallel, the share of customers'’
deposits denominated in US Dollars in the total increased from 62.8%
as at end-December 2022 to 75.6% as at end-September 2023, and

Changes in Shareholders’ Equity

In the first nine months of 2023, consolidated shareholders’ equity
of Bank Audi contracted by USD 2.8 billion, from USD 4.0 billion as at
end-December 2022 to stand at USD 1.2 billion as at end-September
2023, representing 6.6% of consolidated assets, compared to 14.9% as
at end-December 2022.

The said decrease reflects primarily the pervasive impact of the
devaluation of the LBP versus the USD and the adoption by Lebanon,
early February 2023, of the new official exchange rate, underscoring a
devaluation by 10 times relative to the old rate. This effect is even more
exacerbated by the non-monetary nature of shareholders’ equity, i.e. its
value in LBP does not change with the devaluation of the LBP. It was
fortunately partially offset by the net asset value of subsidiaries with
functional foreign currencies constituting a significant hedge to the
Bank’s capital (c. USD 686 million).

Shareholders’ equity was also impacted by a number of regulatory
directives. Of note, the issuance in July 2023 of BDL Intermediate Circular
676, requesting Banks to depart from International Reporting Standards
by reclassifying negative foreign exchange differences resulting from
the periodic revaluation of FX position from Equity to Other Assets,
whereas positive foreign exchange differences have to be reclassified
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continued to comprise the bulk of consolidated deposits. The share
of deposits denominated in Turkish Lira increased from 8.6% as at
end-December 2022 to stand at 9.3% as at end-September 2023 while
the share of deposits denominated in Euro in total deposits increased by
1.0% to stand at 8.5% of the total deposits.

into other liabilities. If negative differences were not liquidated by
year-end, provisions against the outstanding amount should be taken.
The circular also extended the restriction to distribute dividends to
common shareholders based on 2023 results. The application of said
circular would imply a significant contraction in shareholders’ equity
following the reclassification of USD 186 million from equity to liability.
This circular was subsequently suspended by Intermediary Circular 677,
leading to the reclassification of USD 186 million from Other Liabilities
into Equity Despite the subsequent suspension of BDL Intermediate
Circular 676, the reporting template of Banking Control Commission
in Lebanon (“BCC") for capital adequacy ratios excludes completely
from the computation of Tier one capital USD 516 million of gains from
Other Comprehensive Income while half of this amount is nonetheless
reintegrated in Tier 2.

At the date of preparation of this report, Management continues to
assess the consequences and measures that might be necessary from the
application of the aforementioned latest regulatory changes on its capital
needs. In doing so, Management is also taking into account the BCC
requirement dated July 2023, to adjust operational risk capital charge by
re-computing capital ratios based on the new official exchange rate of
LBP15,000 per USD for the foreign currency components of operating

income for the years 2020 to 2022, thus resulting in an increase of
RWA by USD 1,023 million (+6% increase vs total RWA base figures).
Management strongly believes that the resulting capital ratios are not
reflecting the true image of the Bank’s financial standing.

It had identified three essential measures/actions to be taken in that
regards:
e Alignment of BCC to BASEL IIl framework which includes OCl and all

reserves into CETT,

* The revaluation of the Bank’s realties at the prevailing Sayrafa rate to
be performed by year-end as per regulatory requirements,

¢ In addition to the bank’s internal capital generation for the fourth
quarter of 2023.

Discussion with the regulatory bodies are still on going to reach a
common understanding of the requirements.

Evolution of Shareholders’ Equity in the First Nine Months of 2023

(LBP billion)
9,684
804
6,055
Dec-22 Net profit for FCTR
9M 2023 Sep 23/Dec-22

In the first nine months of 2023, Bank Audi reported consolidated
net profits of LBP 804 billion, corresponding to USD 60 million when
translated at the compounded average exchange rate of LBP 13,500.83
per USD over the same period. A breakdown by entity shows a
contribution of entities operating abroad by USD 104 million totally
offsetting a negative contribution of Lebanese entities by USD 44
million. The latter is justified by the allocation of USD 232 million to
provisions to cover various costs expected to be booked in the fourth
quarter of 2023. Those results are compared to USD 409 million of net
profits realized in the first nine months of 2022, broken down over a
contribution of USD 354 million for Lebanese entities and USD 55 million
for entities operating abroad.

Efforts put forth for the improvement of the contribution of foreign
entities to consolidated net profits have then been fruitful. Despite a
significant negative FX translation effect, the contribution of Odea Bank
to consolidated net profits increased from USD 45.1 million in the first
nine months of 2022 to USD 71.3 million in the first nine months of
2023. In parallel, Private Banking reported net profits of USD 21.2 million
compared to USD 9.9 million of net profits in the first nine months of
2022 normalized from the effect of the one-off release of provision on
RoL instruments sold, while other entities (France and Qatar) contributed
to USD 12.5 million of net profits in the first nine months of 2023
compared to USD 4.6 million last year.

1,338 17,765
-116
FVTOCI Others Sep-23
changes

A detailed analysis of the performance of Bank Audi Lebanon, by
currency (LBP, Local dollars and “fresh”) while excluding any income
generated from the BDL or sovereign instruments, and translated at
the prevailing market rate of exchange for the Lebanese Pounds versus
USD shows that the Bank is able to generate positive core profits from
its operations despite the quasi absence of traditional banking activity.
Management looks to improve this core profitability via the introduction
of new loan and deposits products and the implementation of strict cost
efficiency measures.

The one-offs amounted to a negative USD 163 million in the first nine
months of 2023, representing predominantly the aforementioned
provisions booked on Rol portfolio securities. In the first nine months
of 2022, one-off costs amounted to USD 239 million and encompassed
mostly a provision no more required following the sale of RoL instruments
at the level of Private Banking entities offset by loss realized on the sale
of those instruments as well as the allocation to free provision at the
level of Odea Bank.
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The following table sets out an overview of the Bank’s consolidated financial results in the first nine months of 2023 relative to the corresponding

period of 2022:

Summarised Normalised Consolidated Income Statement

(USD Million) YoY 9M-23/9M-22

Interest income® -556 -60.1%
Net of new taxes on financial investments 64 -73.5%
Non-interest income -78 -30.3%
Total income -634 -53.6%
Operating expenses -212 -42.8%
Credit expense -1 -47.5%
Income tax 14 83.1%
Total expenses -209 -39.1%
Net profits after tax (normalised from operations) -425 -65.6%
+ Crisis-related one-offs 76 -31.7%
= Net profit (loss) after tax and one-offs -349 -85.4%

@ Includes interest revenues from financial assets at FV/TPL.

In what follows, we analyse the line-by-line flows of net profits in the first nine months of 2023 relative to the corresponding period of last year.

Consolidated net interest income net of taxes, translated at the prevailing
average exchange rate for the period, amounted to USD 368 million
in the first nine months of 2023, compared to USD 924 million in the
corresponding period of 2022, representing a decrease by USD 556
million.

This decrease in consolidated net interest income stems principally
from entities operating in Lebanon registering a net interest income of
USD 229 million in the first nine months of 2023 relative to USD 775
million in the corresponding period of last year. The drastic decrease
reflects predominantly the negative impact of the translation of LBP
versus USD in addition to the diminished interest earning activity, in
terms of comprehensive deleveraging of the loan portfolio, maturing
and the liquidation of high yielding placements in Lebanese securities
denominated in LBP (Treasury bills and placements at the Central Bank of

Normalised consolidated non-interest income moved from USD 258
million in the first nine months of 2022 to USD 180 million in the first
nine months of 2023, reporting a decrease by USD 78 million, entirely
accounted for by Lebanese entities as a fallout of the decreased banking
activity systematically.

Non-interest income of entities operating abroad have increased across
the period by USD 49 million moving from USD 62 million in the first
nine months of 2022 to USD 110 million in the first nine months of
2023, of which USD 67.5 million generated by Odea Bank (post negative
translation impact of the TRY devaluation), USD 35.6 million from Private
Banking entities and USD 7.3 million from other entities (mainly Bank
Audi France and Bank Audi LLC (Qatar).
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Lebanon) to buy foreign currencies, as well as by the effect of regulatory
interest rates cuts on placements with the Central Bank of Lebanon
denominated in foreign currencies. On the other hand, the contribution
of entities operating outside Lebanon to consolidated interest income
remained relatively stable reaching USD 139 million in the first nine
months of 2023 compared to USD 149 million in the corresponding
period of 2022.

Subsequently, consolidated net spread deteriorated year-on-year by
2.3%, from 4.8% in the first nine months of 2022 to 2.5% in the first
nine months of 2023. Spread in Lebanese entities moved from 5.2% in
the first nine months of 2022 to 1.7% in the first nine months of 2023. In
parallel, Odea Bank’s spread moved from 4.7% in the first nine months of
2022 10 3.4% in the first nine months of 2023.

By type, the decrease in consolidated non-interest income by
USD 78 million reflects predominantly a contraction in net gains from
financial instruments by USD 82 million to be added to a contraction in
consolidated net commissions by USD 6.3 million, totally offsetting an
improvement in FX income by USD 11 million. The contraction in net
commissions by USD 6 million is mostly attributed to Lebanese entities
registering lower commissions by USD 40.4 million over the period
following the downsizing of the lending activity and the absence of
traditional banking business. The latter has totally offset the increase
in net commission registered at the level of entities operating abroad
by USD 34.1 million over the same period, accounted in majority by
Odea Bank.

Non-interest income accounted for 1.23% of average assets as at
end-September 2023 compared to 1.34% as at end-September 2022.

In the first nine months of 2023, the Bank’s consolidated normalised total
operating expenses reached USD 283 million relative to USD 494 million
in the first nine months of 2022, registering a decrease by USD 211
million, or 43%. The contribution of entities operating outside Lebanon
moved from USD 106 million to USD 132 million, reflecting in large part
the prevailing inflationary pressures in the countries of presence, partially
offset by the devaluation of the TRY versus the USD. Notwithstanding
the USD 211 million decrease in consolidated expenses which stems from
Lebanese entities, reflecting the impact of the devaluation of the official
exchange rate on the backdrop of the large share of LBP denominated
operating expenses, totally offsetting the impact of the prevailing
excessive inflation driven by the dollarization of commodities and the
reliance for some services on the prices of the domestic oil grid.

What follows is an analysis of the profitability ratio at consolidated level
based on normalised profits. As at end-September 2023, Bank Audi’s

Management Discussion & Analysis

Management of Bank Audi Lebanon will continue to enforce a rigorous
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