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FOREWORD BY THE GOVERNOR

Amidst an international environment marked by slower global growth due to rising trade tensions,
tightening monetary policies and Brexit-related uncertainties, the national economic growth
decelerated to 3 percent, as against 4.2 percent a year earlier, as a result of the slowdown of both
agricultural and nonagricultural value added, to 4 percent and 2.6 percent respectively.

Bank lending activity in Morocco remained sluggish, especially for companies, where it rose by no
more than 0.7 percent, while the loan loss ratio fell slightly to 7.3 percent.

Despite this context, the banking sector was able to maintain its overall profitability owing to the
sectoral and geographical diversification of its business model. Indeed, the net income- share
of the nine banking groups was up 4.4 percent at end-2018, as against 9.2 percent in 2017,
reflecting a moderately higher net banking income and a lower cost of risk. Return on assets
(ROA) stabilized at 0.9 percent while return on equity (ROE) rose by 0.6 point to 10.8 percent.

In terms of capitalization, fundamentals remained sound, generating, on an individual basis, a
solvency ratio of 14.7 percent and a Tier 1 capital ratio of 10.9 percent, for regulatory minimums
of 12 percent and 9 percent. On a consolidated basis, these ratios stood at 13.8 percent and 10.8
percent, respectively.

Under this background, Bank Al-Maghrib continued monitoring the quality of banks’ credit port-
folios and provisioning. It also supported the adoption of the reform of IFRS 9 financial instru-
ments through transitional provisions aimed at smoothing the impact of the first application of
this standard on prudential capital over a five-year period. Meanwhile, the Bank continued review-
ing the rules for loans classification and provisioning as well as processing assets held by banks
through dation payment techniques and repurchase agreements.

As part of the measures taken to support implementation of the exchange rate reform regime, the
Bank strengthened the market risk and global interest rate supervision framework, mainly through
thematic control missions and regulatory reporting to improve the monitoring of such risks.

In terms of cross-border supervision, Bank Al-Maghrib extended its cooperation activities by sign-
ing an agreement on banking supervision with the Central Bank of Mauritania and revising the
one concluded with the Central Bank of Tunisia. Hence, the total number of cooperation agree-
ments signed was brought up to 13, covering 24 countries. This framework helped to hold su-
pervisory colleges, exchange information and conduct joint controls. The Bank also continued
exchanging with its counterpart in the West African Economic and Monetary Union to prepare a
cross-border crisis simulation exercise.

In order to fight money laundering and terrorist financing, Bank Al-Maghrib continued to enhance
the regulatory and supervisory framework, while supporting the actors in their efforts to comply
with the new requirements and adopt a risk-based approach. This year, the national anti-money



BANK AL-MAGHRIB - ANNUAL REPORT ON BANKING SUPERVISION
2018

laundering and counter-terrorism financing system (AML/CFT) was evaluated by the Middle East
and North Africa Financial Action Task Force (MENAFATF), whose report will be adopted in April
2019.

In a context of increasing digitization of banking services, Bank Al-Maghrib focused on banks’
management of the risk of cyber-attacks. In this regard, it reviewed the intrusion tests reports de-
veloped by the banking institutions and conducted control missions on the security of information
systems and the business continuity plans. Banks were also called upon to extend the coverage of
these tests and to build up the capacity of their teams in this area.

Aiming to take part in the transition to a green economy, Bank Al-Maghrib joined the Central
Banks and Supervisors Network for Greening the Financial System (NGFS), established on Decem-
ber 12, 2017, with a view to promoting the exchange of experience and practices with regard to
the management of climate risks and their effects on the financial system. Meanwhile, in order to
ensure alignment of the financial sector with sustainable development challenges, the Bank pur-
sued its dialogue with the banks on the implementation of the COP 22 roadmap commitments.

With regard to protecting customers of banking services, Bank Al-Maghrib stepped up its controls
regarding the compliance with the relevant legal and regulatory provisions, and worked to revital-
ize the Moroccan Banking Mediation Center. This task was included among the priorities of Bank
Al-Maghrib and will lead to strengthening bank pricing comparability and increasing the efficiency
of the conventional banking mobility system.

In terms of deposit guarantee, Bank Al-Maghrib ratified the specifications of the Deposit Guaran-
tee Funds’ managing company as well as the circulars on the conditions for paying contributions
to the Funds and the methods of managing its liabilities.

One of the major events of the year 2018 was the launching of 5 participatory banks and 3 par-
ticipatory windows. At the end of 2018, Mourabaha real estate and car financing amounted to
nearly 4.5 billion dirhams as against 1.7 billion dirhams for the demand deposits collected. Bank
Al-Maghrib continued to support these stakeholders with regard to labeling contracts with the
Higher Council of Ulemas (Muslim scholars) in order to complete the market offer, particularly
for the movable Mourabaha, the card-holding contract, investment deposits and ljara, as well as
refinancing instruments such as Wakala bil Istithmar. The regulatory system was also reinforced, as
prudential texts governing equity and solvency ratio were drafted. Bank Al-Maghrib also worked
with other stakeholders to complete the components of the participatory finance ecosystem,
mainly in terms of taxes and sukuks.
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HIGHLIGHTS OF THE YEAR 2018
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The 5th meeting of the Credit Institutions Committee (CEC), in its restricted form, was held.

A study visit was conducted by the Governor, accompanied by a delegation composed of
several departments of Bank Al-Maghrib, including the Banking Supervision Department, to
the governor of the BCEAO to make a cooperation report between the two central banks over
the last two years

Bank Al-Maghrib participated in Abu Dhabi in the 8th meeting of the regional group on
financial stability

Bank Al-Maghrib organized in Rabat a regional seminar on control practices regarding anti-
money laundering and counter-terrorism financing, in collaboration with the Banque de France

A meeting was held in Malaga, Spain, between Bank Al-Maghrib and the Bank of Spain on
gender, in which the Banking Supervision Department participated

Bank Al-Maghrib participated in the 27th plenary meeting of the Middle East and North Africa
Financial Action Task Force (MENAFATF), held in Beirut

Bank Al-Maghrib participated in Paris in the Euro-Mediterranean seminar on the theme “Impact
of financial reforms in the Euro-Mediterranean area”, in partnership with the World Bank, the
Center for Mediterranean Integration and Bangue de France

Bank Al-Maghrib participated in the 31st meeting of the Arab Monetary Fund’s Arab Committee
of Banking Supervisors in Abu Dhabi

Bank Al-Maghrib organized the 4th meeting of the BMCE Bank Group’s College of Supervisors

Bank Al-Maghrib organized the 4th meeting of the College of Supervisors of Credit Populaire
du Maroc group

Bank Al-Maghrib participated in a meeting with the Central Bank of the United Arab Emirates,
in Abu Dhabi, to present Morocco’s experience in the financing of VSMEs.

Bank Al-Maghrib participated in the conference of the Community of African Banking
Supervisors, organized jointly by the South African Central Bank and the Association of African
Central Banks.

The 13th meeting of Bank Al-Maghrib’s Internal Financial Stability Committee was held.
The 7th meeting of the Coordinating and Systemic Risk Monitoring Committee was held.
The 6th meeting of the Credit Institutions Committee, in its extended form, was held.
The 7th meeting of the Credit Institutions Committee, in its restricted form, was held.

Africa Committee, under the chairmanship of Bank Al-Maghrib’s Governor, was held with the
participation of the chairpersons of the Moroccan banking groups present in Africa.

The annual meeting of Bank Al-Maghrib with the National Federation of Microcredit
Associations was held.

Bank Al-Maghrib participated in the 41st ordinary meeting of the Assembly of Governors of the
Association of African Central Banks, held in Sharm El Sheikh, Egypt.

Bank Al-Maghrib participated in the 9th meeting of the Regional Group on Financial Stability,
in Abu Dhabi.



September 5

September 17

September 19

October 15

October 16

October 17

October 17

October 24
October 24

October 29

October 30

November 14

November 16

November 27

December 5

December 6

December 11

December 25

December 25

BANK AL-MAGHRIB - ANNUAL REPORT ON BANKING SUPERVISION
2018

Bank Al-Maghrib participated in the 10th Global Policy Forum on Financial Inclusion, co-
organized in Sochi, Russia, by the Alliance for Financial Inclusion and the Bank of Russia.

Bank Al-Maghrib participated in the 42nd Ordinary Session of the Council of Central Banks and
Arab Monetary Institutions, held in Amman, Jordan.

Bilateral meeting in Bahrain between Bank Al-Maghrib and members of the assessment mission
of the national anti-money laundering and counter-terrorist financing system organized by the
MENAFATF, dedicated to the review of the related assessment report.

Bank Al-Maghrib participated in the 17th meeting of the Annual General Meeting and Annual
Conference of the International Association of Deposit Insurers, held in Basel.

Bank Al-Maghrib and the African Institute for Remittances co-organized, in Rabat, a workshop
on regulatory models and development of policies for improving the impact of remittances on
economic and social development.

Bank Al-Maghrib participated in the annual meeting of the College of Supervisors of Societe
Generale Group organized in Frankfurt by the Prudential Control and Resolution Authority.

Bank Al-Maghrib participated in the annual meeting of the College of Supervisors of Credit
Agricole Group organized in Paris by the Prudential Supervision and Resolution Authority

Meeting of the Governor with the Board of the Moroccan Bankers Association (GPBM).

Bank Al-Maghrib organized a 1st workshop on the supply chain finance, in collaboration with
the International Finance Corporation.

Bank Al-Maghrib organized in Rabat an experience sharing seminar on digital financial services,
in collaboration with the Alliance for Financial Inclusion.

The General Directorate of Information Security Systems and Bank Al-Maghrib co-organized a
seminar on “cyber-resilience: a new approach to the challenge of cyber-risk”.

Bank Al-Maghrib organized the 5th meeting of the College of Supervisors of Attijariwafa Bank
Group.

Bank Al-Maghrib participated in the 5th meeting of Central Bank Governors of the Arab
Maghreb Union, held in Tunis.

Bank Al-Maghrib participated in the 28th plenary meeting of the MENAFATF, held in Beirut.

Bank Al-Maghrib and the African Institute for Remittances co-organized, in Rabat, a second
workshop on regulatory models and the development of policies for improving the impact of
remittances on the economic and social development of countries.

Bank Al-Maghrib participated in the 33rd meeting of the Islamic Financial Services Board, held
in Jeddah.

Bank Al-Maghrib participated in the 32nd meeting of the Arab Monetary Fund’s Arab
Supervisors Committee, held in Abu Dhabi.

The 14th meeting of Bank Al-Maghrib’s Internal Financial Stability Committee was held.

The 8th meeting of the Coordinating Systemic Risk Monitoring Committee was held.
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KEY FIGURES OF THE BANKING SYSTEM

1- Structure of the banking system

- Number of credit institutions and similar entities : 86
e Banks : 24
¢ Including participatory banks ; 5
e Finance companies ; 28
e Offshore banks : 6
e Microcredit associations : 13
e Payment institutions : 13
e Other institutions : 2

- Network :

¢ In Morocco:
- 6,503 banking agencies, or 5,400 inhabitants per counter
— 7,289 automated teller machines
— Abroad: 45 subsidiaries and 15 branches with almost 1,427 points of sale.

o Staff of credit institutions and similar entities: 55,763

2- Banks’ activity and profitability indicators - on individual basis

Amount in billion of dithams 2016’ 2017 2018

Total of balance sheet 1.199 1.271 1.341
Loans by disbursement (net of provisions)? 775 800 854
Customers’ deposits 854 901 928
Equity (excluding profit for the year) 109 115 121
Net banking income 45,1 46,0 47,2
Gross operating income 23,3 23,5 23,8
Net income 9,2 10,8 11
Average yield of assets 4,86% 4,53% 4,35%
Average cost of liabilities 1,50% 1,38% 1,37%
Average operating ratio 49,3% 50,6% 50,7%
Return on assets (ROA) 0,8% 0,9% 0,9%
Return on equity (ROE) 8,6% 9,5% 9,5%
Non-performing loans ratio (NPL) 7,6% 7,5% 7,3%
NPL coverage ratio 69% 71% 69%




Structure of banks’ assets - 2018

5.9% 13,6%

21,0%

59,5%

[¥ Due from credit institutions and similar entities Bl Due from customers

[¥ Securities portfolio M Other assets
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Structure of banks’ liabilities - 2018

4.2% 9,7%

9,0%

7,9%

69,2%
I Customers' deposits

M Equity capital Other liabilities

3- Finance companies’ activity and profitability indicators

2017

Amount in billion of dirhams 2016 2017 restated (*) 2018

Total balance sheet 106 113 112 117
Loans by disbursement (net of provisions) 94 99 99 105
Net banking income 58 6,0 5,4 5,7
Gross operating income 3,6 3,7 3,4 3,6
Net income 1,6 1,7 1,5 1.4
NPL ratio 9,4% 9,4% 8,7% 9,2%
Return on assets (ROA) 1.5% 1.5% 1.3% 1.2%
Return on equity (ROE) 15,8% 15,5% 14,3% 13,3%

Share of each category of finance companies in total assets

1%

42%

[ Consumer loan companies

1 Figures restated to reflect a one-off transaction.
2 Including loans to finance companies.

I Leasing companies

47%

[T Other finance companies
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4- Microcredit associations’ activity and profitability indicators

Amount in billion of dirhams 2016 2017 2018
Total balance sheet 7.4 7.6 7.9
(Gross) outstanding loans 6,4 6,6 6,8
NPL ratio 2,9% 3,3% 3,0%
Net income 0,21 0,18 0,19
5- Offshore banks’ activity and profitability indicators

Amount in billion of dithams 2016 2017 2018
Total balance sheet 48,1 42,7 41,0
(Gross) outstanding loans 18,2 18,5 17,7
Customers’ deposits 5,6 6,5 6,4
Net income 0,46 0,5 0,5

6- Activity and profitability indicators of the nine banking groups

- on a consolidated basis

Amount in billion of dirhams
Total balance sheet

Loans by disbursement to customers (net of provisions)
Customers’ deposits

Equity-group share

Net banking income

Gross operating income

Net income-group share

Average operating ratio

Return on assets (ROA)

Return on equity (ROE)

2016
1.432
924
973
124

31
12,2
50,8%
0,8%
9,8%

13,9
52,6%
0,9%
10,8%
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1 -Banking sector landscape

The year 2018 was mainly marked by the launching of participatory banks approved in 2017 and
the granting of the first licenses for payment institutions authorized to conduct the activity of
payment services backed by payment accounts.

1.1 - Structure of the banking system and shareholding

The overall number of credit institutions and organizations supervised by Bank Al-Maghrib stood
at 86. The number of banks remained stable at 24, while that of finance companies fell by 4 after
3 payment means management companies were authorized to carry out payment institutions
activities. The sector of consumer credit companies saw the merger-takeover of two consumer
credit companies and the transformation of a company’s activity into leasing.

Table 1: Change in the number of credit institutions and similar entities

2013 2014 2015 2016 2017 2018
Banks 19 19 19 19 19 19
Majority foreign-owned banks* 7 7 7 7 7 7
Majority state-owned banks 5 5 5 5 5 5
Participatory banks - - - - 5 5
Finance companies } 35 } 34 } 34 } 33 } 32 } 28 {
Consumer loan companies 17 16 16 15 14 12
Leasing companies 6 6 6 6 6 7
Real estate loan companies 2 2 2 2 2 2
Surety companies 2 2 2 2 2 2
Factoring companies 2 2 2 2 2 2
Payment-means management companies 3 3 3 3 3 0
Other companies 3 3 3 3 3 3
Offshore banks 6 6 6 6 6 6
Microcredit associations 13 13 13 13 13 13
Payment institutions 9 10 10 10 9 13
Other institutions 2 2 2 2 2

(*) Including 3 with a participatory window.

In 2018, the Credit Institutions Committee granted licenses to 11 payment institutions to provide
payment services backed by payment accounts, 3 of which are banks subsidiaries.
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Box 1: Status of payment institutions

Payment institutions are those authorized to provide one or more payment services. They may
also, in accordance with the laws and regulations in force, carry out foreign exchange transactions.

The following are considered as payment services:

* money transfer operations;
e deposits and cash withdrawals from a payment account;

e execution of remote payment transactions, provided that the operator acts solely as an
intermediary between the payer and the supplier of goods and services;

e execution of permanent or unit whithdrawals, card payment transactions and execution of
transfers, when they relate to funds placed in a payment account.

A payment account refers to any account held in the name of a payment service user and used
exclusively for payment transactions.

Payment transactions carried out by cheque, bill of exchange, money order issued and/or paid in
cash and any similar paper-based securities are not considered payment services.

Foreign shareholdings in the banking sector maintained a majority share in 7 banks and 7 finance
companies. The number of majority state-owned institutions remained stable at 5 banks and
4 finance companies.

The number of listed credit institutions in 2018 was reduced to 10, including six banks, following
the takeover-merger of two listed consumer credit companies. These institutions represent
36 percent of market capitalization.

On a cross-border level, one banking group acquired a bank located in Mauritius, which itself
owns a subsidiary in Madagascar, bringing the network of the three Moroccan banking groups
abroad to 45 subsidiaries and 15 branches in 35 countries, including 27 in Africa, 7 in Europe and
one in Asia.

The presence of these groups in Africa, through 42 subsidiaries and 4 branches, is spread over
27 countries: 10 countries in West Africa (including 8 in the West African Economic and
Monetary Union zone), 6 countries in Central Africa, 6 in East Africa, 3 in the Arab Maghreb
and two countries in Southern Africa. In the rest of the world, Moroccan banks are also present,
through 3 subsidiaries and 11 branches, in 7 countries across Europe and China. They also have
48 representative offices in 11 countries, mainly in Europe.
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1.2 - Change in the banking network

The growth of the banking network continued decelerating, and stood at 1.8 percent in 2018,
as against 1.7 percent in 2017, with an average of 4 percent during the 2013-2015 period and
9 percent over the period 2007-2016. The number of branches stood at 6,503, up 115 branches,
including 56 new branches opened by participatory banks. This deceleration is to be attributed to
the development of digital channels via internet and mobile.

Box 2: Development of digital channels

With digital means, the bank’s distribution model is changing on a global scale, as the presence
of agencies has declined and remote access to banking services has increased. Most of the
interactions between banks and their customers are more and more achieved via mobile
and digital tools to easily meet the needs of basic operations (account consultation, transfer,
checkbook order, etc.).

In Morocco, banks have joined this dynamic and developed their mobile and internet applications,
enriching customer options and experience. By relying on the digital means, they also work on
ensuring digital transformation of their networks mainly through establishing new forms of
agencies equipped with digital tools for customers and shifting the functions in the branch to
consultation services, a function with higher value added for the customer and the bank.

Chart 1: Change in the banking Chart 2: Number of additional

network branches opened annually
224

6139 6283 6388 6503

2014 2015 2016 2017 2018
M Banks increased Change in the number of banks

Bank density, measured by the number of inhabitants per branch, stood at 5,400. Measured by
the number of branches per 10,000 inhabitants, it stood at 2 branches, as against one branch
fifteen years ago.

The regional breakdown of branches, deposits and loans remained broadly stable in 2018. The
Casablanca-Settat region, with a share of 29 percent for branches, 39 percent for deposits and 64
percent for loans, continues to rank first. It is followed by the Rabat- -Sale-Kenitra region, which
holds 15 percent of the banking network, 17 percent of deposits and 17 percent of loans. In the
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third place, comes the region of Fez-Meknes, with 11 percent of branches, 8 percent of deposits
and 4 percent of loans.

In terms of newly-opened branches in 2018, the Casablanca-Settat region continues to register
the largest share, followed by Marrakech-Safi and Fez-Meknes.

Chart 3: Share of each region in the total banking network, deposits and loans (%)
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o
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M Loans Deposits Branches

In the Tangier offshore zone, banks have 5 branches and one subsidiary, unchanged from previous
years.

The network of branches and dedicated spaces of participatory banks and windows rose to
100 branches, from 44 in 2017. The Casablanca-Settat region represents 37 percent of this
network, followed by Rabat- Sale-Kenitra and Tangier-Tetouan-Al Hoceima, which hold respective
shares of 18 percent and 10 percent.

Chart 4: Breakdown of the participatory banking network by region (%)
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The network of payment institutions strengthened by 12.6 percent, from 16.6 percent in 2017, to
reach 4,732 points of sale, divided into 880 own branches and 3,852 representatives, with whom
the institutions have signed representation contracts.
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1.3 - Change in the number of bank accounts

At the end of 2018, the number of banking accounts slowed with an annual increase of
4.7 percent to around 27 million, as against 6.4 percent at the end of 2017. The number of
accounts opened by participatory banks stood at around 56 thousand, from 27 thousand accounts
at the end of 2017.

Chart 5: Change in the number of banking accounts (%)
8,9

2013 2014 2015 2016 2017 2018

The number of individuals with at least one banking account?, measured as a ratio to the adult
population, increased by 4 points, from one year to the next, to 60 percent. By gender, this rate
stands at 40 percent for women and 77 percent for men, compared to 37 percent and 77 percent
respectively at the end of 2017, showing an improvement in the rate of bank accounts held by
women.

Chart 6: Population with at least one banking  Chart 7: Population with at least one banking

account by gender (%) account by age group (%)
77 8

69

24

Men Women From 15 to 24 years From 25 to 59 years 60 years and above

By age groups, 24 percent of people aged 15 to 24 hold a banking account, compared to
23 percent in 2017. This proportion stands at 69 percent for people aged 25 to 59, as against
65 percent, and 83 percent for people over 60, compared to 72 percent.

1.4 - Change in bank cards and automated teller machines

The number of bank cards increased by 7.2 percent to 15.1 million at the end of 2018, most of
which continues to be used for withdrawal operations.

3 Source: BAM Bank Accounts Registry
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Chart 8: Change in the number of bank cards in circulation (in million)
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6'3 i I I I I

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

In line with the changing banking network, the number of automated teller machines (ATMs), up
3.8 percent in 2018, as against 3 percent the previous year, expanded by 264 new ATMs to stand
at 7,289 units at end-2018.

In recent years, banks have used multi-service ATMs carrying out a number of day-to-day banking
operations that usually required agency attendance, such as check deposits and cash. The
deployment of these multi-service ATMs reached 350 units at the end of 2018, representing
4.8 percent of the number of ATMs.

Chart 9: Change in ATMs Chart 10: Additional ATMs
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2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2010 2011 2012 2013 2014 2015 2016 2017 2018

M Number of ATMs — Change in the number of ATMs (%)

1.5 - Staff of credit institutions and similar bodies

At end-December 2018, the staff of credit institutions and similar bodies stood at 55,753, nearly
75 percent of whom were employed by banks, 6 percent by finance companies and 14 percent
by microcredit associations.

20
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Chart 11: Change in the number of banks’ personnel

2,5 41890

2014 2015 2016 2017 2018

M Banks increased — Change in the number of banks (%)

Banks increased their staff by 243 new employees, up 0.6 percent to 41,890 employees, from
1.4 percent in 2017. By age, a 45 percent share concerns the 25-35 age group, followed by
31 percent for the 35-50 age bracket and 18 percent for those over 50. The female share in the
total workforce increased to 47 percent in 2018 compared to 46 percent at the end of 2017.

Chart 12: Change in the number of finance companies

2140 2189 2189 2200

2016 2017 2017 restated* 2018

[¥ Consumer loan companies M Leasing companies [ Other finance companies

Finance companies sector employs 3,444 staff members compared to 3,402 in the previous year®,
up 42 people compared to 2017 (+1.2 percent), the vast majority of whom were recruited by
leasing companies and real estate loan companies.

Consumer loan companies recorded a 0.5 percent increase in their workforce compared to
4.4 percent for leasing companies and 3.3 percent for real estate loan companies. The workforce
of the factoring companies remained stable.

The number employed by microcredit associations rose by 7.9 percent in 2018, as against a rise of
2.5 percent a year earlier, thus totaling 7,830 people.

Payment institutions employ 2,026 staff members, up 9.1 percent®.

4 For reasons of comparability, the number of staff working in other finance companies was restated to reflect the number of staff
employed by payment means management companies that were approved in 2018 as payment institutions..

5 Excluding the staff of payment means’ management companies.

6 Including newly-approved payment means management companies as payment institutions.

21
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1.6 - Change in the banking concentration
1.6.1 - Concentration of banking activity on an individual basis
In 2018, the concentration level fell slightly. The share of the three largest banks in the sector’s

total assets stood at 64.3 percent in 2018, compared to 65.4 percent a year earlier and the
proportion of the five largest banks stood at 78.7 percent, from 79.4 percent.

Chart 13: Concentration of total assets (%)
79.8 79,4 78,7

2016 2017 2018
[ 3 largest banks M 5 largest banks

In terms of deposits, the three largest banks collected almost 65 percent of deposits, compared
to 65.9 percent a year earlier. The top five banks achieved a 79.9 percent share compared to
80.3 percent in 2017.

Chart 14: Concentration of deposits (%)
80,8 80,3 79,9

2016 2017 2018
[ 3 largest banks M5 largest banks

Regarding loans, the three largest banks concentrated 63.7 percent of loans distributed, as against
64.1 percent in 2017 and the five largest banks accounted for 80.8 percent of financing, from
81.1 percent one year ago.

Chart 15: Concentration of loans (%)
81,6 81,1 80,8

2016 2017 2018
[ 3 largest banks M5 largest banks
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According to Herfindahl-Hirshman Index, the concentration level of total assets, deposits and loans
of banks remained unchanged from previous years at 0.17, reflecting a moderately-concentrated
banking market.

Depending on the shareholding status, privately-owned banks with majority Moroccan capital
hold 53.5 percent of the branches, almost unchanged from the previous year. This share shrank by
1.1 point in terms of total assets to 65.1 percent, by one point to 65.5 percent in terms of deposits
and by 0.4 point to 64.2 percent in terms of loans.

Chart 16: Concentration according to the status Chart 17: Concentration according to the status

of shareholding - 2018 (in %) of shareholding - 2017 (in %)
53,5 53,6
65,1 65,5 64,2 66,2 66,5 64,6
]
Branches Assets Deposits Loans Branches Assets Deposits Loans
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The market share of majority foreign-owned banks almost stagnated in terms of network and
total assets, at 17.6 percent and 16.4 percent, respectively. Their market share in terms of deposits
increased slightly by 0.2 point to 17.1 percent, while in terms of loans, it contracted by 0.6 point
to 19.5 percent.

The market share of majority state-owned banks expanded to 28.9 percent in terms of network,
to 18.5 percent in terms of total assets, to17.4 percent in terms of deposits and to 16.3 percent
in terms of loans.

At the end of 2018, the share of the three largest consumer credit companies in the sector’s total
assets declined slightly to 61 percent from 62 percent at the end of 2017. The share of the first five
companies increased by one point to 86 percent. A proportion of nearly 95 percent of the sector’s
activity is carried out by 8 companies affiliated to financial institutions.
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Chart 18: Concentration of total assets of Chapter 19: Concentration of total assets of
consumer loan companies (in %) leasing companies (in %)
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In the leasing sector, the top three and five companies accounted respectively for 74 percent and
96 percent, at the end of 2018, from 75 percent and 97 percent a year earlier.

1.6.3 - Concentration of the activity of payment institutions

The contribution of the three largest payment institutions in the total transfer of funds increased by
1.7 point to 89.2 percent and that of the five largest institutions remained at around 98 percent.

1.6.4 - Concentration of the activity of microcredit associations

The contribution of the three and five largest microcredit associations in the distribution of loans
stood, at the end of 2018, at 92 percent and 97.9 percent, respectively, from 91.8 percent and
97.6 percent a year earlier.

1.6.5 - Concentration of banking activities on a consolidated basis

On a consolidated basis, the concentration level of the credit activity did not change significantly
from 2017, as the shares of the first 3 and 5 banking groups in total loans remained at 64 percent
and 81 percent, respectively.

Table 2: Change in the loans’ concentration on a consolidated basis

Equipment loans and
cash facilities to busi- Real estate loans Consumer loans Total loans

nesses

3 first banking groups 64 63 62 64 64 64 63 65 65 65 64 64

5 first banking groups 83 83 83 81 81 81 79 82 83 81 81 81

Analysis by purpose shows that for cash facilities and equipment loans, the share of the top three
groups fell by one point to 62 percent, while that of the first five groups stabilized at 83 percent.
Regarding real estate loans, these shares stagnated at 64 percent and 81 percent, respectively. As
to consumer loans, the share of the top three groups stabilized at 65 percent, while that of the
first five groups rose by one point to 83 percent.
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2 - Activity and profitability of banks on an individual basis

In 2018, banking activity continued to be marked by persistently sluggish credit, especially loans
to businesses. The collection of deposits also decelerated, reflecting lower deposits of Moroccan
residing abroad and slow deposits of individual residents, as the latter switched to alternative
investments in the form of bank insurance products and securities’. The banking sector remained
profitable, despite the unfavorable economic conditions, thanks to improved interest margin and
commissions on service delivery. The loss ratio of the loan portfolio continued to grow, albeit at a
slower pace, contributing to a reduction in the NPL ratio.

The banking activity is analyzed on the basis of balance sheets describing their activity in Morocco.

2.1 - The growth of banking activity was driven by an increase in loans to
customers supported by the bank financing of VAT credits

At the end of 2018, total balance sheet of the banking sector stood at 1,341 billion dirhams, up
5.5 percent, from 6 percent and 4.7 percent respectively in 2017 and 2016. As a percentage of
GDP, it accounted for 122 percent, up 2 points compared to the last year. The share of bank assets
in foreign currency decreased by 0.2 point to 7.9 percent, of which those held on non-residents
represent 4 percent of total assets of the banking sector.

Table 3: Change in banks’ assets (Activity in Morocco)

(Billion dirhams)

2016 2017 2018 201?;;3?: .
Due from credit institutions and similar entities 170 930 180 290 182 171 1,0
Due from customers 716 444 744 578 798 042 7,2
Securities portfolio 245 522 274 187 281063 2,5
Including Treasury bills 118 343 139 203 147 111 5,7
Fixed assets 31205 35377 38 411 8,6
Other assets 34 658 36 661 41 429 13,0
Total assets 1198 759 1271093 1341116 5.5

Headings net of depreciation and provisions

Regarding the structure of banking assets, the share of due from customers expanded to 59.5
percent, from 58.6 percent a year earlier. Conversely, the share of due from credit and similar
entities and the securities portfolio decreased by 0.6 point to 13.6 percent and 21 percent,
respectively.

7 In 2018, households’ investments in securities grew by 9.3 percent and those in the form of life insurance contracts by 7.9 percent.

25



CHAPTER | : STRUCTURE, ACTIVITY AND PROFITABILITY OF CREDIT INSTITUTIONS

Chart 20: Bank’ assets structure (in %)
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2.1.1 - Due from credit institutions and similar entities decelerated

After a rise of 5.5 percent in 2017, due from credit institutions and similar entities increased by 1
percent to nearly 182.2 billion dirhams. This trend covers an increase in deposits with the Central
Bank, due from local banks and other credit institutions and similar bodies, as well as a decrease
in due from foreign banks.

Chart 21: Bank claims on credit institutions and similar entities (In billion dirhams)
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After a 9.1 percent decline in the previous year, bank deposits with the central bank recorded,
at the end of the year, a rise of 7.3 percent to 25.2 billion. Loans granted by banks to finance
companies were up 0.8 percent to 56.3 billion, after a 4.8 percent decline in 2017, reflecting a
9 percent increase in cash facilities and a decline of 2.4 percent in financial loans.

Due from local banks, amounting to 20.4 billion, posted an increase of 7.8 percent, as against
4.5 percent in 2017. Of this total, unsecured cash facilities grew by 40 percent to 10.7 billion
dirhams, after declining 5.7 percent a year earlier, offsetting the decrease in financial loans by 3.7
percent to 5.2 billion and repurchase agreements by 23.2 percent to 4.6 billion.

Loans granted to other credit institutions and similar bodies, which include offshore banks,
microcredit associations, CDG, CCG, overseas head offices and subsidiaries as well as other non-
resident credit institutions, increased by 1.8 percent to 55.3 billion.
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After a robust increase of 80.1 percent in 2017, a year marked by expectations related to the
exchange rate regime reform, due from banks located abroad fell by 9.8 percent to 25 billion,
mainly owing to a decline in foreign currency receivables.

By type of money, foreign currency-denominated due from credit institutions and similar entities
decreased by 7.9 percent to nearly 48.7 billion dirhams, reflecting lower investments with foreign
banks. Conversely, dirham-denominated due rose by 4.7 percent to 133.4 billion, after falling
0.4 percent in 2017.

Gross outstanding loans amounted to 891 billion dirhams, marking an increase of 6.5 percent,
after that of 3.2 percent registered a year earlier. This change was bolstered by the VAT credit
financing operations carried out in 2018. Excluding this financing, credit grew by 3.3 percent.
Measured as a ratio to GDP, this outstanding amount represents 81 percent, as against 79 percent
in the previous year.

Box 3: Financing of VAT credit by banks

An agreement was signed in January 2018 between the Ministry of Economy and Finance, the
General Confederation of Moroccan Enterprises (CGEM) and the Moroccan Bankers Association
(GPBM), establishing a factoring-based refund mechanism that allows companies that wish to
refinance their entire VAT credit with banks.

Loans granted in this context by the banking sector totaled 27 billion dirhams in 2018.

The growth of outstanding loans to nonfinancial enterprises slowed to 0.7 percent, after a rise
of 2.6 percent in 2017 and 3.4 percent in 2016. This increase reflects a rise of 4.4 percent to
51.5 billion dirhams for public enterprises and 0.3 percent to 377.4 billion for private companies.

This deceleration reflects supply and demand factors. The demand for credit by businesses slowed
in an economic context marked by a slow recovery in nonagricultural growth, an extension of
payment terms and a slowdown in real estate activity. At the same time, credit supply is affected
by rising credit risk.

Bank loans to households grew 4.1 percent, from 4 percent a year earlier, to stand at nearly 284
billion dirhams.

Bank credit to the public sector jumped from 6.5 percent in 2017 to 39.8 percent in 2018,
in connection with the VAT credit financing operations. Loans to the private sector stood at
765 billion dirhams, up 2.4 percent, as against 2.8 percent in the previous year.
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Chart 22: Change in loans granted by banks to Chart 23: Bank loans to public and private
customers (in %) sectors

6,5 6,5 726 746 765
39,8

39 39
32 3,4
l J 126
2016 2017 ' 2018 2016 2017 2018
M Loans to the private sector (billion dirhams
M Overall bank lending Loans to the public sector (billion dirhams)
Bank lending excluding financial loans Change in loans to the private sector (in %)

— Change in loans to the public sector (in %)

By sector of activity, the increase in loans to businesses reflects a 12.8 percent rise in lending to the
primary sector to 35.5 billion dirhams, reducing its share in total loans to 4 percent, after falling
to 3.8 percent a year ago.

The industrial sector benefited from outstanding loans of 147 billion, up 2.5 percent, as against
a drop of 0.7 percent, while their share in total loans fell by 0.6 point to 16.5 percent. This trend
mainly covers increases of 12.7 percent in loans to the food and tobacco industries, 11.5 percent
in credit to the extractive industries and 1.7 percent in lending to the chemical industries. On the
other hand, a drop was observed in the energy and water sector (-4.6 percent), textile branch (-5.1
percent) and other manufacturing industries (-4.5 percent).

Loans allocated to the building and public-work sector and the transport and communication
sector fell by 0.8 percent to 93.7 billion and by 4 percent to 36.2 billion, respectively, after rising
3.9 percent and 14 percent in 2017. Loans to the hotel sector decreased further to 7.3 percent,
as opposed to 3.2 percent a year earlier, to reach 14.1 billion.

Meanwhile, loans distributed to the trade sector grew by 1.7 percent to 57.3 billion dirhams, as
against 8.6 percent a year earlier.
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Chart 24: Sectoral breakdown of loans by disbursement granted by banks (in %)
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After their decline, which began in 2013, outstanding amounts of short-term loans posted a
growth of 12.9 percent, in connection with higher claims acquired through factoring. Similarly,
their share in the total rose 1.7 percentage point to 31.4 percent. At the same time, outstanding
medium-term loans decreased by 2.5 percent, owing to the deceleration of equipment loans and
their share fell by 2.2 points to 24 percent. In terms of long-term loans, their outstanding amount
increased by 8.3 percent, in conjunction with the rise in housing loans, while their share moved
up 0.7 point to 37.3 percent.

Chart 25: Structure of loans by disbursement granted by banks by their term (%)
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2.1.3 - Trading, investment and equity portfolios strengthened, while held-for-
sale portfolios dropped

At the end of 2018, the outstanding amount of the securities portfolio held by banks reached
282.2 billion dirhams, up 2.5 percent from 11.5 percent in 2017. Thus, its share stood at
21 percent of total banking assets.
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Table 4: Change in banks’ securities portfolio

(Gross amount in million dirhams)

2015 2016 2017 20127;(;‘197‘*(% )
Trading securities 132 623 146 991 157 817 7,4
Held-for-sale securities 47 620 53 367 40 591 -23,9
Investment securities 27 337 28 339 32216 13,7
Equity securities and similar assets 39417 46 742 51620 10,4
Total of securities portfolio 246 997 275 439 282 244 2,5

Analysis based on purpose accounting shows that the trading securities portfolio grew by
7.4 percent to 158 billion dirhams, up from 10.8 percent a year earlier, reflecting higher trading in
securities made by the trading rooms. This trend is attributed to increases of 9.6 percent to 90.7

billion in Treasury bills, 3.1 percent to 58.5 billion in title deeds and 14.8 percent to 8.6 billion in
other debt securities.

Similarly, investment securities grew by 13.7 percent to 32.2 billion, in connection with the
6.8 percent increase in Treasury bills and other debt securities that more than doubled. On
the other hand, the outstanding amount of the held-for-sale portfolio fell by 23.9 percent to
40.6 billion, owing to a fall of 61 percent in title deeds, mainly in the form of fund shares/units of
undertakings for collective investments in securities, 6.6 percent in Treasury Bills and 20.8 percent
in other debt securities.

Box 4: Definition of securities portfolios

At the time of their acquisition, securities are classified, depending on the intent of the credit
institution, in one of the categories provided for in the credit institutions chart of accounts:
trading securities, held-for-sale securities, investment securities and equity securities.

e Trading securities: Securities acquired or sold with the intention of reselling or redeeming
them in the short term in order to make a profit.

* Held-for-sale securities: Fixed- or floating-income securities held with the aim of investment
for an indefinite period of time and which the institution may dispose of at any time. By
default, these are securities that are not classified in another category.

¢ Investment securities: Fixed-term debt securities that are acquired or that come from the
“investment securities” category, with the intention of holding them until maturity.

* Equity securities: Securities whose sustainable possession is considered useful to the credit

institution’s activity and which are representative of a fraction of the capital held directly or
indirectly.
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The equity portfolio grew by 10.4 percent to 51.6 billion, as against 18.6 percent in 2017. This
change reflects an increase of 11.7 percent to 20.7 billion in shareholdings in private companies,
particularly financial ones. On the other hand, shareholdings in credit institutions abroad grew
by 4.1 percent to 20.9 billion dirhams, or nearly 43 percent of the total equity portfolio and
17.2 percent of banks’ capital at book value.

Chart 26: Breakdown of banks’ equity portfolio by type of counterparty (%)
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The breakdown of the securities portfolio by legal nature indicates a 5.7 percent rise of Treasury
bills to 147 billion dirhams, bringing its weight up to 52 percent of the overall portfolio, as against
50 percent in 2017. Its share in bank assets remained at 10.9 percent.

The portfolio of other debt securities, consisting mainly of bonds and other negotiable debt
securities, rose by 6 percent to nearly 20 billion dirhams. Conversely, title deeds held by banks
across all portfolios posted a decrease of 1.8 percent, after a rise of 4.8 percent in 2017, while
their share in the overall portfolio contracted by 2 percentage points to 41 percent.

Chart 27: Change in banks’ securities portfolio by legal nature (in billion of dirhams)

Treasury bills Other debt securities Title deeds
72016 2017 2018

Outstanding provisions for depreciation of the securities portfolio, nearly 89 percent of which are
allocated to hedge equity securities and similar assets, grew by 16 percent to 2.3 billion dirhams.
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2.2 - Change in bank liabilities was marked by an increased reliance on Central
Bank refinancing

Table 5: Change in banks’ liabilities (Activity in Morocco)

(In million dirhams)

2015 2016 2017 201 Gf;;1"7ggn -

Due to credit institutions and similar entities 93 687 100 199 130 243 30,0
Customers’ deposits 854 081 901 412 927 808 2,9
Bonded debts 87034 99 354 105 412 6,1

Debt securities issued 52 645 57 875 61738 6,7

Subordinated debts 34389 41 479 43 675 53
Equity 108 792 115 428 121 303 5,1
Net income 12 258 10 830 11147 2,9
Other liabilities 42 907 43 870 45 203 3,0
Total liabilities 1198 759 1271093 1341116 5,5

In a context of increasing liquidity needs caused by higher currency in circulation and falling net
international reserves, dues to credit institutions grew by 30 percent, reflecting increased reliance
on central bank financing. Bonded debts rose by 6.1 percent. The growth of deposits collected
from customers decelerated to 2.9 percent from 5.5 percent a year earlier.

As a result, the share of bonded debt stood at 7.9 percent. That of deposits collected decreased
by 1.7 point to 69.2 percent, while the proportion of dues to credit institutions in liabilities grew
to 9.7 percent. The share of equity capital remained stable at around 9 percent.

Foreign currency-denominated liabilities held by non-residents moved up 8.6 percent, representing
1.4 percent of total banking liabilities.

Chart 28: Structure of banks’ liabilities (%)
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After a rise by 7 percent in 2017, dues to credit institutions and similar entities rose by 30 percent
to 130.2 billion dirhams in 2018. This change is mainly due to the banks’ increased use of
advances from Bank Al-Maghrib, owing to a tightening of bank liquidity in dirhams, following
higher currency in circulation and rising level of foreign currency liquidity held by the banks
since 2017. Of this total, dirham-denominated debts, which total an outstanding amount of
100.7 billion, accelerated by 38.8 percent, while currency-denominated debts, accounting for
nearly 23 percent of the total, appreciated by 7 percent.

Chart 29: Breakdown of bank debts due to credit institutions by type of counterparty (%)
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Refinancing with the Central Bank increased significantly by 71.1 percent to 73.8 billion, bringing
its share in due to credit institutions to 56.7 percent. This outstanding amount consisted of
67 billion as 7-day advances compared to 39 billion in 2017 and 2.3 billion as secured loans
granted under the VSMEs refinancing program, as against 3.2 billion in 2017. The remainder
corresponds to 24-hour advances.

Interbank debt contracted by 0.5 percent to 21.9 billion, after having increased by 3.6 percent
a year earlier, due to the 23.4 percent drop in repurchase agreements and, to a lesser extent,
financial borrowings (-1.5 percent). Due to credit institutions abroad grew by 4.1 percent to
14.5 billion.

In 2018, deposits collected from customers totaled 928 billion dirhams, up 2.9 percent, as opposed
to 5.5 percent a year earlier. This results in an average loans-to-deposit ratio of 96 percent.

Representing 98 percent of the total, dirham-denominated deposits were up 3.3 percent, as
against 5.2 percent in 2017. After an increase of 20 percent last year, currency deposits showed
a decrease of 10.7 percent, which seems to be attributed to a dissipation of expectations that
prevailed before the initiation of the reform towards a more flexible exchange rate regime in
January 2018.
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By category, demand deposits grew by 2.4 percent to 566.3 billion dirhams. Deposits in savings
accounts increased by 3.5 percent to 158.8 billion, in a context of evolution of their remuneration
by 10 basis points to 1.94 percent. Time deposits, which amounted to nearly 170 billion, grew
by 0.9 percent, mainly driven by those of public and private companies, after falling by 2.2
percent a year earlier. Time deposits of individuals continued to decline in a context of low yields.
However, other deposits, consisting mainly of volatile repurchase agreements, posted a growth of
24.5 percent, compared with an increase of 4.2 percent in 2017, standing at 33 billion dirhams.

As a result, the share of demand deposits and time deposits fell to 61 percent and 18.3 percent
respectively, while that of savings accounts stabilized at 17.1 percent.

Chart 30: Change in the share of various categories of deposits (in %)
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By economic unit, deposits by resident private individuals rose 4.6 percent to 473.2 billion dirhams,
as against 6.4 percent at the end of 2017, driven by an increase of 6.5 percent in demand deposits
and 3.8 percent in deposits in savings accounts that offset the 6.8 percent decline to 40.3 billion
in time deposits, due to the downward trend in deposit rates. The growth of currency deposits
slowed to 0.6 percent from 14.6 percent in 2017. Their share in total deposits by resident private
individuals remains limited to 1.1 percent.

The growth of deposits by Moroccans residing abroad decelerated to 0.9 percent at the end of
2018, after increases of 5.1 percentin 2017 and 5.5 percent in 2016, to stand at nearly 183 billion
dirhams, owing to a 1.5 percent decline in remittances of MRE.
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Chart 31: Structure of deposits with banks by economic agent (in %)
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Meanwhile, deposits of private companies grew by 4 percent to 181.2 billion dirhams. Demand
deposits, which account for 71.4 percent, declined by 0.6 percent to 129.5 billion, offset by a
10.4 percent increase to 26.5 billion in time deposits. Deposits of state-owned companies,
constituted at 50 percent by interest-bearing investments, showed an increase of 18.6 percent to
25.4 billion in connection with the improvement in their cash generated by the financing of their
VAT credit.

Deposits of financial units, consisting mainly of UCITS, insurance companies and social welfare
funds, amounted to 36.6 billion dirhams, down 20.4 percent, after an increase of 25.8 percent
in the previous year. Taken separately, deposits of UCITS, consisting of nearly 82 percent of time
deposits, fell by 30.2 percent to 18.1 billion. This decrease, which follows a 41.7 percent increase
in 2017, is attributed to the decline in UCITS net subscriptions (+19 billion as against +40 billion
in 2017). Deposits of insurance companies, representing 13 percent of liabilities collected from
financial units, were up 4.5 percent to 4.9 billion, of which 50 percent as demand deposits and
36 percent as time deposits.

Total outstanding bonded debts rose by 6.1 percent to 105.4 billion dirhams, bringing its share
in total liabilities close to 8 percent. This increase reflects a rise of 6.7 percent in the outstanding
amount of debt securities issued to 61.7 billion, thanks to an 11.4 percent rise in certificates of
deposit. 72 percent of these certificates are held by UCITS, 18.6 percent by credit institutions and
similar entities and 8.5 percent by individuals.
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Chart 32: Change in banks’ bonded debts (in  Chart 33: Outstanding certificates of deposit by
billion of dirhams) type of subscribers (in %)
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In order to strengthen their solvency ratios in a way consistent with regulatory requirements,
banks continued, albeit at a slower pace than in 2017, to have recourse to subordinated debt
issues. Their outstanding amount rose by 5.3 percent to 43.7 billion at the end of 2018. These
instruments include perpetual subordinated debts amounting to 4 billion dirhams.

2.2.4 - Banks’ equity continued to grow

After rising 6.1 percent in 2017, banks’ equity grew by 5.1 percent. It totaled 121 billion dirhams,
which is a stable share of 9 percent in liabilities. The additional equity comes mainly from the carry-
over of retained earnings.

Chart 34: Change in banks’ accounting equity
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2.3 -Banks’ off-balance sheet commitments increased in line with the rise in
financing and in guarantee commitments given to customers

Exposures in the commitments of banks’ off-balance sheet mainly consist of given or received
guarantee and financing commitments, as well as commitments on foreign exchange operations
and derivatives.
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Chart 35: Change in commitments given by banks (billion dirhams)
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Commitments given by banks rose by 11.2 percent to 298.5 billion dirhams, as against
13.8 percent in the previous year, reflecting respective increases of 17.4 percent and 6 percent in
financing commitments and guarantee commitments to 143.4 billion and 155.1 billion dirhams.

Chart 36: Change in commitments given by banks to customers (in billion of dirhams)
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Commitments to customers, representing 81 percent of the total given commitments, grew by
17.7 percent to 243.1 billion dirhams. Of this total, financing commitments, with a 57 percent
share, rose by 21.5 percent to 139.5 billion and guarantee commitments moved up 13 percent to
103.6 billion dirhams.

Chart 37: Change in commitments given by banks to credit institutions (in billion of dirhams)
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Commitments given to credit institutions and similar entities fell by 10.7 percent to 55.4 billion,
after an increase of 23.4 percentin 2017. This trend covers decreases of 5.8 percent to 51.5 billion
for guarantee commitments and 47.1 percent to 3.9 billion for financing commitments.

Chart 38: Change in commitments received from banks (in billion of dirhams)
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For their part, received commitments grew by 6.1 percent to 90.1 billion dirhams thanks to
increases by 5.4 percent in guarantee commitments to 86.7 billion and by 25.7 percent in financing
commitments to 3.5 billion.

After declining 40.4 percent in the previous year, foreign currency commitments8 on spot foreign
exchange transactions increased by 51.1 percent to 19 billion dirhams. Similarly, commitments on
forward foreign exchange transactions rose by 20 percent to 97.3 billion.

Chart 39: Change in commitments on exchange transactions and derivatives (in billion of dirhams)
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Commitments on derivatives, corresponding to hedging transactions or transactions carried out
on behalf of customers; fell by 7.6 percent to a notional amount of nearly 43.8 billion dirhams.
This trend mainly reflects declines of 42.8 percent in commitments on interest rate instruments
to 3.8 billion and 3.5 percent in commitments on other instruments to 18.7 billion. Conversely,
commitments on exchange rate instruments remained at 21.2 billion.

8 Commitments in foreign currency, whether spot or forward, combine the volumes at the purchase and sale.

38



BANK AL-MAGHRIB - ANNUAL REPORT ON BANKING SUPERVISION
2018

2.4 - Profitability of banks showed an increase in net banking income offset by a
higher cost of risk

In the 2018 financial year, banks achieved an overall net profit, calculated on an individual basis,
of 11.1 billion dirhams, posting an increase of 2.9 percent, after that of 17.6 percent recorded a
year earlier. This change is attributed to a moderately increasing net banking income combined
with a higher cost of risk.

Chart 40: Change in banks’ intermediate operating balances (in billion of dirhams)
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2.4.1 - Change in net banking income reflects a strengthening in interest margin
and margin on commissions

Net banking income (NBI) stood at 47.2 billion dirhams, up 2.7 percent, as against 2 percent a year
ago9. This trend is driven by an improvement in the interest margin and margin on commissions,
while income from market operations declined.

Chart 41: Structure of the net banking income (%)
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Being a main component of NBI with a share of 72 percent, the interest margin improved again
by 4.4 percent to 32.2 billion dirhams, as against 3.8 percent in 2017.

9 The 2016 data were restated to reflect a one-off transaction that caused a significant increase in NBI and net income of the sector.
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Net interest income on customer transactions, the main component of the interest margin, grew
by 6.3 percent to 31.8 billion dirhams, owing to a 4.1 percent increase in interests earned on loans
to 40.3 billion, and a 3.1 percent decline in interests paid on deposits to 8.6 billion dirhams. This
decrease is attributable to the 5.3 percent lower interests on time deposits following a decrease in
their share in customer liabilities.

Net interest income on transactions with credit institutions and similar entities dropped, anew, by
12.6 percent to 1.3 billion, in conjunction with a 13.4 percent increase in interest paid on loans to
2.9 billion dirhams, particularly from the Central Bank.

While remaining negative, net interest income from debt securities rose from a balance of
520 million to 950 million dirhams. This increase reflects a drop of 8 percent in interest earned on
securities held to 2.5 billion, while interest paid on debt securities issued moved up 6.4 percent to
3.5 billion dirhams, due to a 6.7 percent increase in emissions.

The margin on commissions grew 5.3 percent to 7.3 billion, as against 9.4 percent a year earlier,
reflecting an 8 percent increase in commissions received.

Commissions earned on service delivery totaled nearly 7 billion, posting an increase of 7.4 percent,
as against 9.6 percent, thanks to a growth of 3 percent in commissions on operating accounts
to 1.6 billion and 11 percent in commissions on means of payment to 2.7 billion. These increases
are due to a rise of 4.7 percent in the number of accounts, 7.2 percent in cards in circulation and
19 percent in payments by these cards. Commissions on sales of insurance products increased
by 10.4 percent to 343 million, due to increases of 8 percent in bancassurance premiums
and commissions collected on credit service delivery grew by 1.9 percent to 552 million for a
credit increase of 6.5 percent. Commissions on foreign exchange operations also increased by
21.4 percent to 390 million dirhams, also reflecting higher commitments on this activity. On the
other hand, commissions on management and deposits of securities fell by 9.6 percent to 429
million, in connection with weaker transactions on the stock market.

Income from market activities dropped by 7.2 percent to 6.4 billion dirhams, as against
12.7 percent in 2017. This decline mainly covers decreases by 68.2 percent in income from
operations on held-for-sale securities to 236 million dirhams, in conjunction with the decrease of
this portfolio, and 11.7 percent in trading securities to 3.4 billion dirhams, due to slightly higher
bond rates. Income on derivatives is at equilibrium at 7 million dirhams, as against 171 million
dirhams in 2017. Income from foreign exchange transactions grew by 26.8 percent to 2.3 billion
dirhams.

40



BANK AL-MAGHRIB - ANNUAL REPORT ON BANKING SUPERVISION
2018

At 23.9 billion dirhams, general operating expenses saw a controlled increase of 2.9 percent, as
against 4.6 percent, the same pace as the net banking income. In addition, the average operating
ratio remained stable at 50.7 percent.

By category, personnel expenses, representing 47.5 percent of general operating expenses, grew
by 2.9 percent to 11.4 billion dirhams, as against 4.7 percent in 2017. External expenses10,
which constitute 39 percent of the total, rose by 2.2 percent to 9.2 billion dirhams, as opposed to
4.4 percent. Amortization and depreciation allocation of intangible and tangible fixed assets were
up 1.3 percent to 2.3 billion dirhams.

Chart 42: Change in banks’ GOI and average operating ratio of banks
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As a result, gross operating income (GOI) grew by 1.4 percent to 23.8 billion dirhams, as against
1 percent in 2017.

After the 22.8 percent drop recorded in 2017, the cost of risk rose again by 15.9 percent to
7.8 billion dirhams. Of this total, the cost of risk for nonperforming loans stood at 5.6 billion
dirhams, up 8.7 percent, while other allocations net of reversals grew by 38.5 percent, due to the
increase in general provisions covering sensitive loans and real estate assets acquired by way of
transfer in lieu of payment.

Measured as a ratio to GOI, the cost of risk stood at 32.8 percent, as against 28.7 percent a year
earlier. Measured as a ratio to outstanding loans, it represented 0.9 percent, from 0.8 percent in
2017.

10 External expenses consist mainly of maintenance and repair costs, remunerations of fees and intermediaries, transportation and
travel as well as advertising costs.
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Chart 43: Banks’ cost of risk Chart 44: Banks' cost of risk compared
compared to GOI to loans (in %)
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Given the rise in the cost of risk, current income shrank by 4.4 percent to 16 billion dirhams, after
an increase of 15.3 percent in 2017. Non-recurring income improved from a negative balance of
830 million to a positive balance of 186 million dirhams, as the year 2017 was particularly marked
by the banks’ payment of some non-current tax expenses.

Chart 45: Change in banks’ return on assets Chart 46: Change in banks’ return on equity
(ROA) (in %) (ROE) (|n %)
2016 restated 2017 2018 2016 restated 2017 2018

Overall, banks’ net income amounted to 11.1 billion dirhams, up 2.9 percent, as against
17.6 percentin 2017, a year which posted a significant decrease in the cost of risk. Return on assets
(ROA) and return on equity (ROE) remained stable at 0.9 percent and 9.5 percent, respectively.

2.4.4 - The overall intermediation margin contracted again

Banks’ overall intermediation margin fell by 17 basis points to 2.98 percent, owing to a decrease
of 18 points in the average yield of assets to 4.35 percent, while the average cost of liabilities
stagnated at 1.37 percent. This decline was driven by the decrease in yields on securities.
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Chart 47: Change in banks’ overall intermediation margin (in %)
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More specifically, the margin on customer transactions stabilized at 3.87 percent, as a result of a
concomitant fall of 6 basis points in the average return on loans to 4.81 percent and 7 basis points

in the average deposit cost to 0.93 percent.

Chart 48: Change in banks’ margin on customer transactions (in %)
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The overall banking margin, as measured by the ratio of NBI to average assets, fell by 8 percentage
points to 3.63 percent. It was absorbed by overheads at 1.84 percent, from 1.88 percent in 2017
and by the cost of risk at 0.60 percent, as against 0.55 percent in 2017.

Chart 49: Change in the overall banking margin, overheads and cost of risk (in %)
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3 - Activity and profitability of participatory banks and
windows

At the end of 2018, the first full year of exercise of participatory banks and windows, the latter
recorded a total balance sheet of 7.3 billion dirhams from 2.6 billion a year earlier. This change
reflects a rise in participatory financing.

Table 6: Change in assets of participatory banks and companies
(In Million of dirthams)

2017 2018 cr;;(r;?; (202;7
Due from credit institutions and similar entities 1510 1035 -31,5
Sukuk certificates 182 4472 >100
Fixed assets 0 380 >100
Other assets 275 298 8,7
Including assets 587 1131 >100
acquired as part of participatory financing 323 431 33,4
Total assets 2554 7316 >100

Headings net of depreciation and provisions

Outstanding financing amounted to nearly 4.5 billion at the end of 2018, of which over 90 per-
cent as “real estate Mourabaha” and 8 percent as “automotive Mourabaha”. Its share in assets
stands at 62 percent.

The outstanding amount of Mourabaha financing includes the margin recognized in advance by
participatory banks and windows, the payment of which is spread over the financing term.

Box 5: Mourabaha financing accounting method

Assets acquired by participatory banks and windows for sale to clients by Mourabaha are
registered at their acquisition cost, which consists of the purchase price plus acquisition costs.

At the conclusion of the Mourabaha contract with the client, the asset is derecognized from
the seller’s balance sheet. The profit margin' is recorded at the level of a regularisation account
“margins recognized in advance” in the liabilities side and is spread pro rata temporis over the
term of the contract. At each subsequent accounting closure, the institution records as income
the share of the margin relating to the accounting year deducted from the aforementioned
regularization account.

Net of the amount of the margins recorded in advance, the outstanding Mourabaha financing
amounted to 3.2 billion at the end of 2018.
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Due from credit institutions and similar entities, composed mainly of deposits with Bank Al-
Maghrib, decreased by 31.5 percent, concomitantly with the development of the financing activity.

The year 2018 also saw the first sovereign issue of Sukuk certificates, to which 4 participatory
banks subscribed, for a total amount of nearly 380 million dirhams, or 5 percent of the total
balance sheet.

Chart 50: Assets structure of participatory banks and windows (%)
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The share of other assets decreased to 15 percent, compared to 23 percent at the end of 2017,
particularly due to a 7-percentage-points' decrease in the share of the stock of property acquired
through participatory financing'®. Measured as a ratio to the outstanding Mourabaha financing,
this outstanding amount represented less than 10 percent at the end of 2018, as against 177
percent a year earlier, reflecting the dynamics of the transformation of the stock into financing.

Table 7: Change in liabilities of participatory banks and windows

(In Million of dirhams)
Change 2017

2017 2018 12018 (%)
Due to credit institutions and similar entities 0 431 >100
Customers’ deposits™ 671 1665 >100
Equity' 1676 2226 32,8
Net income -175 -377 >100
Wakala Bil Istithmar 0 1262 >100
Other liabilities 381 2109 >100
Total-liabilities 2554 7316 >100

11 Fixed by the contract, representing the difference between “Mourabaha” sales price to the customer and the cost of acquisition
of the asset by the institution..

12 This heading increased in value by 33 percent.

13 This is the stock of real estate for resale under Mourabaha contracts.
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On the liabilities side, demand deposits collected from customers totaled 1.7 billion dirhams, up
148 percent in one year. Their share in liabilities fell from 26.3 percent to 22.8 percent year on year
in favor of the issue of Wakala Bil Istithmar refinancing instruments.

Chart 51: Liabilities’ structure of participatory banks (%)
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As soon as the Higher Council of Ulemas (Muslim scholars) adopted the Wakala Bil Istithmar
standard contract in July 2018, some banks resorted to this type of refinancing, which amounted
to 1.3 billion dirhams at the end of 2018, or 17 percent of total liabilities.

Box 6: Definition of the “Wakala Bil Istithmar” product

The Wakala Bil Istithmar is a contract by which the “Mouwakil” (financial/mandate backer) makes
funds available to the “Wakil” (manager/proxy) to invest them in a Sharia-compliant business.
Neither the invested capital nor the remuneration of the Mouwakil can be guaranteed. In case
of profits, these are returned to the Mouwakil after a deduction of the Wakil’s remuneration in
return for his management. In case of losses, these are borne by the Mouwakil, except in the
case of fraud, negligence, mismanagement or non-compliance with contractual clauses.

Equity, excluding the year’s income, grew by 33 percent, mainly as a result of capital increase
operations. Other liabilities, consisting mainly of outstanding margins recognized in advance on
Mourabaha financing, amounted to 2.1 billion dirhams and represented 29 percent of the total
balance sheet.

Participatory banks and windows generated a net banking income of 67.2 million dirhams in 2018
and recorded a cumulative negative net result of 377 million dirhams, reflecting the weight of the
investments made by the start of their activity. As such, general operating expenses amounted to
445 million dirhams.

14 Including Hamish Al Jiddiya.
15 Excluding the year’s income.

46



BANK AL-MAGHRIB - ANNUAL REPORT ON BANKING SUPERVISION
2018

4 - Activity and profitability of finance companies
4.1 - The consumer loans granted by finance companies accelerated

Table 8: Change in finance companies’

(In million of dirhams)

06 o7 e 218 R
Due from credit institutions and similar entities 4 864 6224 5918 4 885 -17,5
Due from customers 94 276 99 002 98 974 104 760 58
Securities portfolio 1396 1699 1429 1308 -8,5
Fixed assets 1428 1384 1045 1319 26,2
Other assets 4034 4 558 4373 4892 11,9
Total assets 105 998 112 867 111 739 117 164 4,9

Headings net of depreciation and provisions

At the end of 2018, total assets of finance companies increased by nearly 5 percent to
117.2 billion dirhams, as against 6.5 percent in the previous year. Of this total, loans to customers,
representing more than 89 percent of assets, grew by 5.8 percent, as against 5 percent.

Chart 52: Share of different categories of finance companies in the sector’s total assets (In %)
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In terms of total assets, the share of consumer loan companies expanded by 2 points to
47 percent, to the detriment of leasing companies and other finance companies at 42 percent and
11 percent, respectively.

16 Restated to reflect data from payment management companies that have been approved as payment institutions and whose
figures are consolidated in the payment institutions” activity.
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Table 9: Change in consumer loan companies’ assets

(In million of dirhams)

Change 2017

2016 2017 2018 /2018 (%)
Due from credit institutions and similar entities 703 616 764 25,6
Due from customers 42 832 45726 49 532 83
Including lease with a purchase option 13496 15 804 18 331 16,0
Securities portfolio 197 17 229 >100
Fixed assets 713 675 889 31,8
Other assets 2923 3319 3740 12,7
Total assets 47 368 50 353 55 164 9,6

Headings net of depreciation and provisions

The activity of consumer loan companies, measured by the total balance sheet, recorded an
acceleration of 9.6 percent in 2018 to 55.2 billion dirhams, from 6.3 percent at the end of 2017.
Representing nearly 90 percent at the end of 2018, loans saw their gross outstanding amounted
to 53.6 billion dirhams, up 8 percent from 6.3 percent a year earlier. This increase was stimulated
by leasing operations with a purchase option, whose gross outstanding amount rose by 18 percent
to more than 26 billion dirhams after 15 percent in 2017.

Chart 53: Change in the outstanding consumer loans by type of credit (In million of dirhams)
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Personal loans17 stood at nearly 22 billion dirhams, after their 1.7 percent drop a year ago,
indicating a greater use of allocated loans, including vehicles’ purchase financing. These loans
accounted for 57 percent of consumer loans.

17 Data from the Professional Association of Finance Companies.
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Table 10: Change in leasing companies’ assets

(In million of dirhams)

2016 2017 2018 q;;g?se (%2;7
Leasing fixed assets 44 141 46 380 48 254 4,0
Other customers’ loans 197 223 318 42,9
Securities’ portfolio 18 268 18 -93,1
Other assets 1034 1074 1181 10,0
Total assets 45 390 47 945 49 772 3,8

Headings net of depreciation and provisions

At end-2018, leasing companies accumulated total assets of around 50 billion dirhams, up
3.8 percent, as against 5.6 percent at end-2017. Thus, the gross outstanding leasing grew by
4.7 percent to about 52 billion dirhams.

The outstanding amount of equipment leasing transactions, representing 65 percent of the total,
rose by 5.8 percent to 31.4 billion, as against 7.9 percent at the end of 2017. That of property
leasing transactions grew by 1 percent to about 17 billion, as against 0.4 percent, a year ago.

Chart 54: Change in the outstanding amount of equipment and property leasing transactions (In
million of dirhams)
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In terms of production, the year 2018 saw a 3.3 percent increase in financing of leasing companies
to 15.8 billion dirhams'®, of which 80 percent as equipment leasing. This trend concerned the
financing of commercial vehicles (4.8 percent), passenger cars (10.1 percent) and buildings and
public-works (6.6 percent). The financing of industrial machinery and equipment, as well as
computers and office equipment, fell by almost 15 percent and 5.6 percent, respectively, after
recording increases of 25 percent and 6 percent in 2017.

18 Data from the Professional Association of Finance Companies.
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Chart 55: Breakdown of equipment Chart 56: Breakdown of property leasing
leasing production by type production by type of financed fixed
of equipment (In %) assets (In %)

K z
4 32 23

20 15 17
33
39
37 38 39 28
18
6 : 16 17

2016 2017 2018 2016 2017 2018
Industrial machines and equipment M Computers and office equipment Industrial buildings M Office buildings B Warehouses
Il Commercial vehicles Private cars M Others Hotel and leisure M Others

Financing of leasing companies is mainly allocated to the industrial sectors, up almost 1 percent to
2.6 billion dirhams, as against 9 percent a year earlier. This increase mainly benefitted the chemical
and related industries (62 percent), mining (54.6 percent) and food industries (8.9 percent).
However, these changes were offset by declines in the sectors of water and energy production
(-68.7 percent), construction (-5.6 percent), mechanical and metallurgical industries (-10 percent)
and financial activities (-2 percent).

Property leasing production increased by 8.1 percent to more than 3 billion, compared to a
4 percent decline at the end of 2017, which mainly concerned the financing of office buildings
(47.8 percent), warehouses (19.8 percent) and, to a lesser extent, industrial buildings (1 percent).

4.2 - Finance companies increasingly used the private debt market and the
collection of deposits from customers

The banking indebtedness of finance companies decelerated to 0.2 percent from 1.8 percent in
2017 to 62.5 billion dirhams, as against an increase in bonds issued by finance companies. The
outstanding amount of the latter grew by 14.3 percent to 19.8 billion, as against 45.2 percent in
2017. Also, debts to customers grew by 27.1 percent, as against 16.3 percent, to 12.5 billion, and
equity by 5.4 percent to 10.9 billion dirhams.

Table 11: Change in finance companies’ liabilities

(In million of dirhams)

w6207 Sl 218 G
Due to credit institutions and similar entities 63 800 62 656 62 367 62 491 0,2
Due to customers 9421 10 958 9818 12474 271
Debt securities issued 11942 17 336 17 336 19 817 14,3
Equity 10 387 10713 10 343 10902 54
Net income 1643 1666 1478 1445 -2,2
Other liabilities 8 805 9538 10 397 10 034 -3,5
Total liabilities 105 998 112 867 111739 117 164 4,9

19 For 2017, the figures of finance companies are restated to reflect data from payment management companies that have been
approved as payment institutions and whose figures are consolidated in the payment institutions’ activity.
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The structure of liabilities shows a further decline in the share of bank indebtedness to 53 percent,
while the proportion of debt securities issued and loans to customers rose to 17 percent and
11 percent respectively, with a view to diversifying liabilities and lengthening their maturity.

Chart 57: Change in the structure of finance companies’ liabilities (In %)
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Finance companies’ bonds are issued on the bond market at 69 percent by consumer loan
companies and 31 percent by leasing companies. UCITS are the main subscribers to these bonds
with a 70 percent share, followed by credit institutions and similar entities (22 percent) and
individuals (8 percent).

Table 12: Change in liabilities of consumer loan companies

(In million of dirhams)

2016 2017 2018 Change 2017

/2018 (%)
Due from credit institutions and similar entities 21318 19073 19 138 0,3
Due from customers 6 944 8580 10 152 18,3
Debt securities issued 8 020 11117 13391 20,5
Equity 5684 5883 6128 4,2
Net income 875 923 901 -2,4
Other liabilities 4527 4777 5454 14,2
Total liabilities 47 368 50 353 55 164 9,6

Indebtedness of consumer loan companies stabilized at 19 billion dirhams, after a drop of
10.5 percent in 2017, equaling a 3-point drop in the share of liabilities to 35 percent. The
outstanding amount of debt securities issued, whose share moved up 2 points to 24 percent,
expanded by 20.5 percent to 13.4 billion and loans to customers, with a share of 18 percent,
appreciated by 18.3 percent to 10.2 billion. Equity, representing 11.1 percent of liabilities, grew
by 4.2 percent to 6.1 billion dirhams, as against 3.5 percent a year earlier.
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Table 13: Change in liabilities of leasing companies

(In million of dirhams)

2016 2017 2018 c';;gf: (32;7
Due to customers 35051 35161 36 142 2,8
Debt securities issued 518 522 583 11,7
Equity 3715 5710 5926 3,8
Net income 3077 3176 341 74
Other liabilities 342 384 401 4,3
Other liabilities 2 687 2992 3309 10,6
Total liabilities 45 390 47 945 49 772 3,8

Bank debts of leasing companies, representing 73 percent of liabilities, rose by 2.8 percent to more
than 36 billion dirhams, from 0.3 percent. The outstanding debt securities issued appreciated by
3.8 percent, as against 38.6 percent, to 5.9 billion, while their share account for 12 percent. Also,
the accounting equity grew by 7.4 percent to 3.4 billion dirhams, with a share of 7 percent in
liabilities.

4.3 - Change in the net income of finance companies covers divergent trends

After its 1.4 percent-increase in 2017, the net income of finance companies fell by 2.3 percent to
1.4 billion dirhams. This change covers divergent trends. The net income of leasing and real-estate
companies increased, while that of consumer loans, surety and factoring companies trended
downwards.

Chart 58: Change in management intermediate balances
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(*) The figures are restated to reflect data of payment means management companies which have been re-approved as payment
institutions and whose figures are consolidated in the payment institutions’ activity.
Finance companies posted a net banking income of 5.7 billion dirhams, up 5.4 percent, as against
2.3 percent in 2017, thanks to an increase of 9.1 percent in the margin on commissions and
5.2 percent in the income from leasing transactions.
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The general operating expenses of these companies increased by 3 percent to 2.1 billion dirhams,
as against 2.7 percent in the previous year, generating a decrease of one point in the average
operating ratio to 37 percent. Gross operating income (GOI) of these companies stood at
3.6 billion, registering a growth of 6.8 percent, from 2.7 percent a year ago. It was absorbed by
the cost of risk at 34 percent, as against 30.6 percent in 2017.

The average return on assets (ROA) of these companies was reduced by 0.1 point to 1.2 percent
and the average return on equity (ROE) fell by one point to 13.3 percent.

Chart 59: Change in management intermediate balances of consumer

loan companies (In million of dirhams)
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By category, consumer loan companies generated a net banking income of 3.4 billion dirhams,
up 4.7 percent from 1.2 percent in 2017. This increase is attributed to a rise of 2.3 percent in the
interest margin and 0.6 percent in the income from leasing transactions, a trend less pronounced
than the increase in financing, indicating a weakening of margins in a competitive environment
marked mainly by the granting of zero-rated credits. The margin on commissions grew by
11.8 percent, from 7 percent in 2017.

Box 7: Free credit / Zero-rate credit

By virtue of law 31-08 enacting consumer protection measures, free credit is defined as any
credit refundable without interest payment.

The provisions of this law require that when a financing transaction involves a full or partial
assumption of credit charges, the supplier may not ask the borrower or lessee for a sum of money
higher than the average price actually charged for the spot purchase of a similar item or service
at the same retail institution in the last 30 days prior to the beginning of the advertisement or
offer. In addition, the supplier must offer a price for cash payment lower than the sum proposed
for the free credit purchase or rental.

In addition, any advertising carried out in the place of sale bearing the mention “free credit” or
offering an equivalent benefit must indicate the discount amount granted in the event of cash
payment. Any advertisement with the mention “fre