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Review report on the condensed consolidated interim financial
information to the Board of Directors of Finance House P.J.S.C.

Introduction

We have reviewed the accompanying condensed consolidated interim statement of finaneial position
of Finance House P.J.8.C (“the Company”) and its subsidiaries (together referred to as “the Group")
as at 30 September 2018 and the related condensed consolidated interim statements of income and
comprehensive income for the nine and three month periods then ended and condensed
consolidated interim statements of changes in equity and cash flows for the nine month period then
ended and other explanatory notes, Management is responsible for the preparation and presentation
of this condensed consolidated interim financial information in accordance with International
Accounting Standard 34 — Interim Financial Reporting. Our responsibility is to express a conclusion
on this condensed consolidated interim financial information based on our review.

Scope of review

We conducted our review in accordance with the International Standard on Review Engagements
2410, “Review of interim financial information performed by the independent auditor of the entity.”
A review of interim financial information consists of making inquiries, primarily of persons
responsible for financial and accounting matters, and applying analytical and other review
procedures. A review is substantially less in scope than an audit conducted in accordance with
International Standards on Auditing and consequently does not enable us to obtain assurance that
we would become aware of all significant matters that might be identified in an audit. Accordingly,
we do not express an audit opinion.

Conclusion

Based on our review, nothing has come to our attention that causes us to believe that the
accompanying condensed consolidated interim financial information is not prepared, in all material
respects, in accordance with International Accounting Standard 34 — Interim Financial Reporting.

Pﬁewater ouseCoopers
HN.oventger.2018

%/

Jaeques E. Fakhoury
Registered Auditor Number 379
Abu Dhabi, United Arab Emirates

PricewaterhouseCoopers, (Abu Dhabi Branch), License no. 1001301
Al Khatem Tower, Abu Dhabi Global Market, 25t Floor, PO Box 45263, Abu Dhabi - United Arab Emirates

T: +g71 (0)2 694 6800, F: +971 (0)2 645 6610, www.pwe.com/me )

Daugles O'Mahony, Paul Suddaby, Jacques Fakhoury snd Mohamed EIBomo are registered a8 practising auditors with the UAE Mnlstry of Ecanomy



Finance House P.J.S.C.

Condensed consolidated interim statement of financial position

At 30 At 31
September December
2018 2017
Note AED’000 AED’000
(Unaudited) (Audited)
ASSETS
Cash balances 8 23,057 17,437
Due from banks 8 1,101,979 701,032
Financial assets at fair value through other
comprehensive income 9 612,317 716,341
Financial assets at fair value through profit or loss 9 184,367 176,358
Financial assets at amortised cost 9 28,698 81,654
Loans and advances 10.1 2,286,404 2,335,801
Islamic financing and investing assets 10.2 147,090 173,370
Investment in an associate 50,677 51,720
Property, fixtures and equipment 14,718 13,890
Intangibles 6,705 6,966
Investment properties 82,070 82,070
Interest receivable and other assets 252,454 208,200
Total assets 4,790,536 4,564,839
LIABILITIES AND EQUITY
LIABILITIES
Customers’ deposits and margin accounts 11 3,164,900 2,950,544
Due to banks and other financial institutions 8 16,489 23,831
Short term borrowings 147,600 266,410
Medium term loan 208,335 120,834
Interest payable and other liabilities 428,919 286,397
Provision for employees’ end of service benefits 14,174 13,624
Total liabilities 3,980,417 3,661,640

W The notes on pages 9 to 45 form an integral part of these condensed consolidated interim financial information. (2)



Finance House P.J.S.C.

Condensed consolidated interim statement of financial position (continued)

At 30 At 31
September December
2018 2017
AED’000 AED’000
Note  (Unaudited) (Audited)
EQUITY
Share capital 12 310,050 310,050
Treasury shares 13 (21,402) (21,402)
Employees’ share-based payment scheme 14 (1,750) (1,750)
Statutory reserve 146,185 146,185
Cumulative changes in financial assets at fair value
through other comprehensive income (17,804) (6,305)
Retained earnings 37,958 117,349
Tier 1 Sukuk 281,500 283,550
Proposed directors’ remuneration - - 3,090
734,737 830,767
Non-controlling interests 75,382 72,432
Total equity 810,119 903,199
Total liabilities and equity 4,790,536 4,564,839
Commitments and contingent liabilities 15 1,623,146 1,950,461

These condensed consolidated interim financial information were approved and authorized for
of Directors on 4 November 2018 and were signed on its behalf by:

A
Mr/lohammed Alqubaisi Mr/Wamid Taylor

Chdirman General Manager

O

The notes on pages 9 to 45 form an integral part of these condensed consolidated interim financial information. (3)
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Finance House P.J.S.C.

Condensed consolidated interim income statement (Unaudited)

Three months ended Nine months ended
30 September 30 September
2018 2017 2018 2017

Note  AED’000 AED’000 AED’ 000  AED 000

Interest income and income from

Islamic financing and investing assets 5 70,257 67,131 210,501 198,460
Interest expense and profit distributable
to depositors 5  (23,786) (18,699) (62,576) (54,185)

Net interest income and income from
Islamic financing and investing

assets 5 46,471 48,432 147,925 144,275
Net fee and commission income 11,775 10,634 36,375 35,189
Net insurance income 10,902 7,227 41,144 18,989
Net investment income 6 1,574 4,025 12,233 5,695
Share of (loss)/profit in an associate (931) (568) (1,043) 1,703
Gain on disposal of a subsidiary - - - 15,001
Other operating income 8,800 9,760 17,491 15,920
Total income 78,591 79,510 254,125 236,772
Salaries and employee related expenses (35,693) (31,455) (108,906) (91,994)
General and administrative expenses (17,676) (26,186) (57,106) (73,796)

Net impairment charges on loans and
advances and on Islamic financing and

investing assets (20,357) (17,294) (62,893) (40,865)
Total expenses (73,726) (74,935) (228,905) (206,655)
Income from assets classified as held for

sale - 1,576 - 6,619
Profit for the period ] 4,865 6,151 25,220 36,736
Attributable to:

Equity holders of the parent 3,873 6,819 20,516 39,059
Non-controlling interests 992 (668) 4,704 (2,323)
4,865 6,151 25,220 36,736

Basic and diluted earnings per share
attributable to ordinary shares
(AED) 7 0.01 0.00 0.03 0.07

The notes on pages 9 to 45 form an integral part of these condensed consolidated interim financial information. (4)
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Finance House P.J.S.C.

Condensed consolidated interim statement of comprehensive income
(Unaudited)

Three months ended Nine months ended
30 September 30 September
2018 2017 2018 2017

AED’000  AED’000  AED’000 AED’000
Profit for the period 4,865 6,151 25,220 36,736

Other comprehensive (loss)/income:
Items that will not be reclassified to
condensed consolidated interim income
statement:
Change in fair value of financial assets
measured at fair value through other
comprehensive income 6,605 (4,587) (13,488) (19,432)

Directors’ remuneration paid - (3,090) (2,076)
Other comprehensive profit/(loss) for the

period 6,605 (4,587) (16,578) (21,508)
Total comprehensive income for the period 11,470 1,564 8,642 15,228
Attributable to:
Equity holders of the parent 10,019 2,292 4,397 17,225
Non-controlling interests 1,451 (728) 4,245 (1,997)

11,470 1,564 8,642 15,228

The notes on pages 9 to 45 form an integral part of these condensed consolidated interim financial information. (5)
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Finance House P.J.S.C.

Condensed consolidated interim statement of cash flows (unaudited)

Nine months ended 30 September

2018 2017
Note AED’000 AED’000
Operating activities
Profit for the period 25,220 36,736
Non-cash adjustments:
Depreciation of property, fixtures and equipment 6,108 5,315
Amortisation of intangible assets 261 588
Share of results of associates 1,043 (1,703)
Dividend income from investments 27,077 (27,275)
(Profit)/loss on disposal of investments carried at fair value through
profit or loss 6 (2,522) 6,172
Unrealised loss on investments carried at fair value through profit or
loss 6 17,366 15,408
Impairment charges on loans and advances 10.1 59,775 36,732
Release of provision on loans and advances 10.2 . (5,300)
Impairment charges on Islamic financing and investing assets 3,118 9,433
Net movement in provision for employees’ end of service benefits 550 1,099
Directors remuneration paid (3.,090) (2,076)
80,752 75,129
Change in working capital:
Islamic financing and investing assets 18,678 (5,777
Loans and advances (72,256) (194,720)
Interest receivable and other assets (44,254) (64,485)
Assets held for sale - (4,829)
Customers’ deposits and margin accounts 214,356 (195,419)
Liabilities held for sale - 2,783
Interest payable and other liabilities 142,522 66,147
Net cash outflow from operating activities 339,798 (321,171)
Cash flows from investing activities
Purchase of investments carried at fair value through other
comprehensive income (74,590) (69,366)
Proceeds from sale of investments carried at fair value through other
comprehensive income 165,220 16,817
Purchase of investments carried at fair value through profit or loss (120,471) (180,132)
Proceeds from sale of investments carried at fair value through profit
or loss 97,618 182,143
Purchase of investments carried at amortised cost i (29,390)
Proceeds from sale of investments carried at amortised cost 52,956 71,728
Purchase of property, fixtures and equipment (6,957) (4,036)
Disposal of property, fixtures and equipment 21 ;
Dividend income received 27,077 27.275
Net cash inflow from investing activities 140,874 15,039
Cash flow from financing activities
Short term borrowings (118,810) 104,085
Medium term loan 87,501 62,500
Movement in Tier 1 SUKUK held by subsidiaries (2,050) (2,150)
Tier 1 SUKUK coupon paid (16,875) (16,875)
Cash dividend paid (15,141) (18,170)
Purchase of treasury shares - (8,815)
Change in non-controlling interest 1,388) =
Net cash (outflow) inflow financing activities (66,763) 120,575
Net increase (decrease) in cash and cash equivalents 413,909 (185,557)
Cash and cash equivalents at 1 January 688,638 737,608
Cash and cash equivalents at 30 September 8 1,102,547 552,051

The notes on pages 9 to 45 form an integral part of these condensed consolidated interim financial information. (8)



Finance House P.J.S.C.

Notes to the condensed consolidated interim financial information
for the nine months period ended 30 September 2018

1 Activities

Finance House P.J.S.C. (the “Company™) is a Public Joint Stock Company incorporated in Abu
Dhabi, United Arab Emirates (U.A.E.) in accordance with the provisions of the U.A.E. Federal
Commercial Companies Law No. (2) of 2015, the U.A.E. Central Bank, the Monetary System
and Organization of Banking Law No. (10) of 1980 and under authority of resolutions of the
Board of Directors of the U.A.E. Central Bank relating to Finance Companies.

The Company was established on 13 June 2004 and commenced its operations on 18 July 2004.
The Company performs its activities through its head office in Abu Dhabi and its branches in
Abu Dhabi, Dubai, Sharjah and Al Ain. The principal activities of the Company consist of
investments, consumer and commercial financing and other related services.

The registered head office of the Company is at P.O. Box 7878, Abu Dhabi, U.A.E.

2 Basis of preparation

These condensed consolidated interim financial information of the Group are prepared under the
historical cost basis except for certain financial instruments and investment properties which are
measured at fair value.

These condensed consolidated interim financial information are prepared in accordance with
International Accounting Standard 34: Interim Financial Reporting (“IAS 34”), issued by the
International Accounting Standard Board (IASB) and also comply with the applicable
requirements of the laws in the U.A.E.

The accounting policies used in the preparation of these condensed consolidated interim financial
information are consistent with those used in the audited annual consolidated financial
information for the year ended 31 December 2017, other than the impact of the implementation
of IFRS 9 which is disclosed in note 2.4.

These condensed consolidated interim financial information do not include all the information
and disclosures required in full consolidated financial information and should be read in
conjunction with the Group’s consolidated financial information for the year ended 31 December
2017. In addition, results for the period from 1 January 2018 to 30 September 2018 are not
necessarily indicative of the results that may be expected for the financial year ending 31
December 2018.

As required by the Securities and Commodities Authority of the U.A.E. (“SCA”) Notification
No. 2624/2008 dated 12 October 2008, accounting policies relating to financial assets, cash and
cash equivalents, Islamic financing and investing assets and investment properties have been
disclosed in the condensed consolidated interim financial information.

®



Finance House P.J.S.C.

Notes to the condensed consolidated interim financial information
for the nine months period ended 30 September 2018 (continued)

2 Basis of preparation (continued)
2.1 Basis of consolidation

The condensed consolidated interim financial information incorporate the financial information
of the Company and its subsidiaries (collectively referred to as the “Group”).

Subsidiaries

Subsidiaries are entities controlled by the Group. The Group controls an entity when it is exposed
to, or has rights to, variable returns from its involvement with the entity and has the ability to
affect those returns through its power over the entity. The financial information of subsidiaries
are included in the condensed consolidated interim financial information from the date that
control commences until the date that control ceases. The details of the Company’s subsidiaries
and their principal activities are as follows:

Country of
Name of subsidiary incorporation Ownership interest %  Principal activity
30 31
September December
2018 2017
Islamic Finance House Islamic financing
PJ.S.C. U.AE. 100 100 services
Insurance House P.S.C. U.AE. 45.15 44,83 Insurance
Finance House Securities
CoL.L.C. U.AE. 70 70 Brokerage
Investment and asset
CAPM Investment P.J.S U.A.E. 100 100 management

Transactions eliminated on consolidation

All intra group balances and income, expenses and cash flows resulting from intra group
transactions are eliminated in full on consolidation.

2.2  Application of new and revised International Financial Reporting Standards
(“IFRS”)

2.2.1 New and revised IFRS applied with no material effect on the condensed consolidated
interim financial information

The following new and revised IFRS, which became effective for annual periods beginning on or
after 1 January 2018, have been adopted in these condensed consolidated interim financial
information. The application of these revised IFRSs, except where stated, has not had any material
impact on the amounts reported for the current and prior years.

(10)



Finance House P.J.S.C.

Notes to the condensed consolidated interim financial information
for the nine months period ended 30 September 2018 (continued)

2

2.2

221

Basis of preparation (continued)

Application of new and revised International Financial Reporting Standards
(“IFRS”) (continued)

New and revised IFRS applied with no material effect on the condensed consolidated
interim financial information (continued)

IFRS 15, ‘Revenue from contracts with customers’ The standard replaces IAS 11,
‘Construction contracts’, IAS 18, ‘Revenue’ and related interpretations. Revenue is
recognised when a customer obtains control of a good or service and thus has the ability
to direct the use of and obtain the benefits from the good or service. The core principle of
IFRS 15 is that an entity recognises revenue to depict the transfer of promised goods or
services to customers in an amount that reflects the consideration to which the entity
expects to be entitled in exchange for those goods or services. IFRS 15 also includes a
cohesive set of disclosure requirements that will result in an entity providing users of
financial information with comprehensive information about the nature, amount, timing
and uncertainty of revenue and cash flows arising from the entity’s contracts with
customers.

Amendment to IFRS 15, ‘Revenue from contracts with customers’ - The amendments
comprise clarifications on identifying performance obligations, accounting for licenses of
intellectual property and the principal versus agent assessment (gross versus net revenue
presentation). The IASB has also included additional practical expedients related to
transition to the new revenue standard.

Amendment to IAS 40, ‘Investment Property’ - The amendment clarified that to
transfer to, or from, investment properties there must be a change in use. To conclude if
an investment property has a change in use, there should be an assessment of whether the
property meets the definition of an investment property. The change must be supported
by evidence. It was confirmed that a change in intention, in isolation, is not enough to
support a transfer to or from the investment property.

Amendment to IFRS 2, ‘Share-Based Payment’ - The amendment clarifies the
measurement basis for cash-settled, share-based payments and the accounting for
modifications that change an award from cash — settled to equity settled. It also introduces
an exception to the principles in IFRS 2 that will require an award to be treated if it was
wholly owned equity — settled, where an employer is obliged to withhold an amount for
the employee’s tax obligation associated with a share based payment and pay that amount
to the tax authority.

(11



Finance House P.J.S.C.

Notes to the condensed consolidated interim financial information
for the nine months period ended 30 September 2018 (continued)

2

2.2

221

Basis of preparation (continued)

Application of new and revised International Financial Reporting Standards
(“IFRS”) (continued)

New and revised IFRS applied with no material effect on the condensed consolidated
interim financial information (continued)

Amendments to IFRS 4, ‘Insurance contracts’ - The amendment address the
concerns about the effective dates of IFRS 9, ‘Financial Instruments’ and the forth-
coming new insurance contracts standard. The amendment introduces two approaches for
insurance companies: a temporary exemption from IFRS 9 for entities that meet specific
requirement, and the ‘overlay approach’. Under overlay approach an insurer is permitted
to reclassify in respect of certain financial assets — from profit or loss to other
comprehensive the difference between the amount that is reported in profit or loss account
under IFRS 9 and the amount that would have been reported in profit or loss under IAS
39, The Group has elected to apply neither temporary exemption nor the overlay
approach.

IFRIC 22, Foreign currency transactions and advance consideration

The interpretation considers how to determine the date of transaction when applying the
standard on applying the date of transactions, IAS 21. The date of transaction determines
the exchange rate to be used on an initial recognition of a related asset, expense or income.
The interpretation provides guidance for when a single payment/receipt is made, as well
as for situations where multiple payments/receipts are made

IFRS 9, ‘Financial instruments’ The complete version of IFRS 9 replaces most of the
guidance in IAS 39. IFRS 9 retains but simplifies the mixed measurement model and
establishes three primary measurement categories for financial assets: amortised cost, fair
value through other comprehensive income (FVTOCI) and fair value through profit and
loss (FVTPL). The basis of classification depends on the entity’s business model and the
contractual cash flow characteristics of the financial asset. Investments in equity
instruments are required to be measured at fair value through profit or loss with the
irrevocable option at inception to present changes in fair value in OCI. There is now a
new expected credit losses model that replaces the incurred loss impairment model used
in IAS 39. For financial liabilities, there were no changes to classification and
measurement except for the recognition of changes in own credit risk in other
comprehensive income, for liabilities designated at fair value, through profit or loss. IFRS
9 relaxes the requirements for hedge effectiveness by replacing the bright line hedge
effectiveness tests. It requires an economic relationship between the hedged item and
hedging instrument and for the ‘hedged ratio’ to be the same as the one management
actually uses for risk management purposes. Contemporaneous documentation is still
required but is different to that currently prepared under IAS 39.

The impact of the IFRS 9 on the condensed consolidated interim financial information of
the Group have been disclosed in note 4.1.

(12)



Finance House P.J.S.C.

Notes to the condensed consolidated interim financial information
for the nine months period ended 30 September 2018 (continued)

2 Basis of preparation (continued)

2.2 Application of new and revised International Financial Reporting Standards
(“IFRS”) (continued)

2.2.2 New and revised IFRS in issue but not yet effective and not early adopted

The Group has not yet early applied the following new standards, amendments and interpretations
that have been issued but are not yet effective:

Effective for
annual periods
beginning on or
New and revised IFRS after

. IFRS 16, ‘Leases’ - This standard replaces the current guidance in| 1 January 2019
IAS 17 and is a far reaching change in accounting by lessees in
particular. Under IAS 17, lessees were required to make a
distinction between a finance lease (on balance sheet) and an
operating lease (off balance sheet). IFRS 16 now requires lessees
to recognise a lease liability reflecting future lease payments and a
‘right-of-use asset’ for virtually all lease contracts, The IASB has
included an optional exemption for certain short-term leases and
leases of low-value assets; however, this exemption can only be
applied by lessees.

For lessors, the accounting stays almost the same. However, as the
IASB has updated the guidance on the definition of a lease (as well
as the guidance on the combination and separation of contracts),
lessors will also be affected by the new standard. At the very least,
the new accounting model for lessees is expected to impact
negotiations between lessors and lessees. Under IFRS 16, a
contract is, or contains, a lease if the contract conveys the right to
control the use of an identified asset for a period of time in
exchange for consideration.

. Amendment to IFRS 9, ‘Financial instruments’ - The| 1 January 2019
amendment permits more assets to be measured at amortised cost
than under the previous version of IFRS 9, in particular some
prepayable financial assets. The amendment also confirms that
modification in financial liability will result in immediate
recognition of a gain or loss.

(13)



Finance House P.J.S.C.

Notes to the condensed consolidated interim financial information
for the nine months period ended 30 September 2018 (continued)

2 Basis of preparation (continued)

2.2 Application of new and revised International Financial Reporting Standards
(“IFRS”) (continued)

2.2.2 New and revised IFRS in issue but not yet effective and not early adopted (continued)

Effective for
annual periods
beginning on or
New and revised IFRS after

° IFRS 17, ‘Insurance contracts’ - On 18 May 2017, the IASB | 1 January 2021
finished its long-standing project to develop an accounting
standard on insurance contracts and published IFRS 17,
‘Insurance Contracts’, IFRS 17 replaces IFRS 4, which currently
permits a wide variety of practices. IFRS 17 will fundamentally
change the accounting by all entities that issue insurance contracts
and investment contracts with discretionary participation features.

The standard applies to annual periods beginning on or after 1
January 2021, with earlier application permitted if IFRS 15,
‘Revenue from contracts with customers’ and IFRS 9, ‘Financial
instruments’ are also applied.

IFRS 17 requires a current measurement model, where estimates
are remeasured in each reporting period. The measurement is
based on the building blocks of discounted, probability-weighted
cash flows, a risk adjustment and a contractual service margin
(“CSM”) representing the unearned profit of the contract. A
simplified premium allocation approach is permitted for the
liability for the remaining coverage if it provides a measurement
that is not materially different from the general model or if the
coverage period is one year or less. However, claims incurred will
need to be measured based on the building blocks of discounted,
risk-adjusted, probability weighted cash flows.

The Group is currently assessing the impact of these standards, interpretations and amendments
on the future financial information and intends to adopt these, if applicable, when they become
effective.

23 Significant accounting policies
Investment in associates
The Group’s investments in associates are accounted for under the equity method of accounting.

An associate is an entity in which the Group has significant influence and which is neither a
subsidiary nor a joint venture.
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Notes to condensed consolidated interim financial information
for the nine month period ended 30 September 2018 (continued)

2 Basis of preparation (continued)

2.3  Significant accounting policies (continued)
Investment in associates (continued)

Under the equity method of accounting, the investments are initially recognised at cost and
adjusted thereafter to recognise the group’s share of the post-acquisition profits or losses of the
investee in profit or loss, and the group’s share of movements in other comprehensive income
of the investee in other comprehensive income. Dividends received or receivable from
associates and joint ventures are recognised as a reduction in the carrying amount of the
investment.

When the group’s share of losses in an equity-accounted investment equals or exceeds its
interest in the entity, including any other unsecured long-term receivables, the group does not
recognise further losses, unless it has incurred obligations or made payments on behalf of the
other entity.

Unrealised gains on transactions between the group and its associates and joint ventures are
eliminated to the extent of the group’s interest in these entities. Unrealised losses are also
eliminated unless the transaction provides evidence of an impairment of the asset transferred.
Accounting policies of equity accounted investees have been changed where necessary to ensure
consistency with the policies adopted by the group.

Financial assets

All regular way purchases or sales of financial assets are recognised and derecognised on a trade
date basis. Regular way purchases or sales are purchases or sales of financial assets that require
delivery of assets within the time frame established by regulation or convention in the
marketplace.

All recognised financial assets are subsequently measured in their entirety at either amortised
cost or fair value, depending on the classification of the financial assets.

For financial assets or financial liabilities not at fair value through profit or loss, at initial
recognition, the Group measures a financial asset or financial liability at its fair value plus or
minus transactions costs that are incremental and directly attributable to the acquisition or issue
of the financial asset or financial liability, such as fee and commissions. Transaction costs of
financial assets and financial liabilities carried at fair value through profit or loss are expensed
in profit or loss. Immediately after initial recognition, an Expected Credit Loss allowance (ECL)
is recognized for financial assets measured at amortised cost and investment in debt instruments
measured as FVTOCI, as described in Note 4.1(c), which results in accounting loss being
recognized in profit or loss when an asset is newly originated.
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Notes to condensed consolidated interim financial information
for the nine month period ended 30 September 2018 (continued)

2

2.3

Basis of preparation (continued)

Significant accounting policies (continued)

Financial assets (continued)

When the fair value of financial assets and financial liabilities differs from the transaction price
on initial recognition, the entity recognizes the difference as follows:

(a)

(b)

0

When the fair value is evidenced by a quoted price in an active market for an identical
asset or liability (i.e. a level 1 input) or based on a valuation technique that uses only
data from observable markets, the difference is recognized as a gain or loss.

In all other cases, the difference is deferred and the time of recognition of deferred day
one profit or loss is determined individually. It is either amortised over the life of the
instrument, deferred until the instrument’s fair value can be determined using market
observable inputs, or realized through settlement.

Classification and subsequent measurement

Debt instruments

Debt instruments are those instruments that meet the definition of a financial liability from the
issuer’s perspective, such as loans and advances and investments in debts securities including
Sukuks.

Classification and subsequent measurement of debt instruments depend on: the Group’s
business model for managing the assets; and the cash flow characteristics of the asset.

Based on these factors, the Group classifies its debt instruments into one of the following three
measurement categories:

@

Amortised cost: Assets that are held for collection of contractual cash flows where those
cash flows represent solely payments of principal and interest (‘SPPI’), and that are not
designated at FVPL, are measured at amortised cost. The carrying amount of these
assets is adjusted by any expected credit loss allowance recognized and measured as
described in Note 4.1. Interest income from these financial assets is included in ‘interest
income’ using the effective interest rate method.

(16)



Finance House P.J.S.C.

Notes to condensed consolidated interim financial information
for the nine month period ended 30 September 2018 (continued)

2 Basis of preparation (continued)
2.3 Significant accounting policies (continued)
Debt instruments (continued)

(ii) Fair value through other comprehensive income (FVOCI): Financial assets that are held
for collection of contractual cash flows and for selling the assets, where the assets’ cash
flows represent solely payments of principal and profit, and that are not designated at
FVPL, are measured at fair value through other comprehensive income (FVOCI).
Movements in carrying amount are taken through OCI, except for the recognition of
impairment gains and losses, interest revenue and foreign exchange gains and losses on
the instruments’ amortised cost which are recognized in profit or loss. When the financial
asset is derecognized, the cumulative gain or loss previously recognized in OCI is
reclassified from equity to profit or loss and recognized in Net investment income. Interest
income from these financial assets is included in ‘Interest income’ using the effective
interest rate method.

(iiiy  Fair value through profit or loss: Assets that do not meet the criteria for amortised cost or
FVOCI are measured at fair value through profit or loss. A gain or loss on a debt
instrument that is subsequently measured at fair value through profit or loss and is not
part of a hedging relationship is recognized in profit or loss and presented in the profit or
loss statement within ‘Net investment income’ in the period in which it arose, unless it
arises from debt instruments that were designated at fair value or which are not held for
trading, in which case they were presented separately in ‘Net investment income’. Interest
income from these financial assets is included in ‘Interest income’ using the effective
interest rate method.

Business model: the business model reflects how the Group manages the assets in order to
generate cash flows. That is, whether the Group’s objective is solely to collect the contractual
cash flows from the assets or it is to collect both the contractual cash flows and cash flows arising
from the sale of assets. If neither of these is applicable (e.g. financial assets are held for trading
purposes), then the financial assets are classified as part of ‘other’ business model and measured
at FVPL. Factors considered by the Group in determining the business model for a group of assets
include past experience on how the cash flows for these assets were collected, how the asset’s
performance is evaluated and reported to key management personnel, how risks are assessed and
managed and how managers are compensated.

SPPI: Where the business model is to hold assets to collect contractual cash flows or to collect
contractual cash flows and sell, the Group assesses whether financial instruments’ cash flows
represent solely payments of principal and interest (the ‘SPPI test’). In making this assessment,
the Group considers whether contractual cash flows are consistent with a basic lending
arrangement i.e. profit includes only consideration for the time value of money, credit risk, other
basic lending risks and a profit margin that is consistent with basic lending arrangement. Where
the contractual terms introduce exposure to risk or volatility that are inconsistent with a basic
lending arrangement, the related financial asset is classified and measured at fair value through
profit or loss.
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Notes to condensed consolidated interim financial information
for the nine month period ended 30 September 2018 (continued)

2 Basis of preparation (continued)
2.3  Significant accounting policies (continued)
Debt instruments (continued)

The Group reclassifies debt investments when and only when its business model for managing
those assets changes. The reclassification takes place from the start of the first reporting period
following the change. Such changes are expected to be very infrequent and none occurred
during the period.

Equity instruments

Equity instruments are instruments that meet the definition of equity from the issuer’s
perspective; that is, instruments that do not contain a contractual obligation to pay and that
evidence a residual interest in the issuer’s net assets. Examples of equity instruments include
basic ordinary shares.

The Group subsequently measures all equity investments at fair value through profit or loss,
except where the Group’s management has elected, at initial recognition, to irrevocably
designate an equity investment at fair value through other comprehensive income. The Group’s
policy is to designate equity investments as FVOCI when those investments are held for
purposes other than to generate investment returns. When this election is used, fair value gains
and losses are recognized in OCI and are not subsequently reclassified to profit or loss, including
on disposal. Impairment losses (and reversal of impairment losses) are not reported separately
from other changes in fair value. Dividends, when representing a return on such investments,
continue to be recognized in profit or loss as investment income when the Group’s right to
receive payments is established.

(ii)  Impairment

The Group assesses on a forward-looking basis the expected credit losses (‘ECL’) associated
with its debt instrument assets carried at amortised cost and with the exposure arising from loan
commitments and financial guarantee contracts. The Group recognizes a loss allowance for such
losses at each reporting date. The measurement of ECL reflects:

. An unbiased and probability-weighted amount that is determined by evaluating a range
of possible outcomes;

. The time value of money; and

. Reasonable and supportable information that is available without undue cost or effort at
the reporting date about past events, current conditions and forecasts of future economic
conditions,

Note 4.1 provides more details of how the expected credit loss allowance is measured.
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Notes to the condensed consolidated interim financial information
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2 Basis of preparation (continued)

2.3 Significant accounting policies (continued)

(iii) Modification of loans

The Group sometimes renegotiates or otherwise modifies the contractual cash flows of loans to
customers. When this happens, the Group assesses whether or not the new terms are substantially

different to the original terms. The Group does this by considering, among others, the following
factors:

. If the borrower is in financial difficulty, whether the modification merely reduces the
contractual cash flows to amounts the borrower is expected to be able to pay.

. Whether any substantial new terms introduced, such as a profit share/equity-based return
that substantially affects the risk profile of the loan.

. Significant extension of the loan term when the borrower is not in financial difficulty.

. Significant change in the interest rate.

» Change in the currency the loan is denominated in.

. Insertion of collateral, other security or credit enhancements that significantly affect the

credit risk associated with the loan.

If the terms are substantially different, the Group derecognizes the original financial asset and
recognizes a ‘new’ asset at fair value and recalculates a new effective interest rate for the asset.
The date of renegotiation is consequently considered to be the date of initial recognition for
impairment calculation purposes, including for the purpose of determining whether a significant
increase in credit risk has occurred. However, the Group also assesses whether the new financial
asset recognized is deemed to be credit-impaired at initial recognition, especially in circumstances
where the renegotiation was driven by the debtor being unable to make the originally agreed
payments. Differences in the carrying amount are also recognized in profit or loss as a gain or
loss on derecognition.

If the terms are not substantially different, the renegotiation or modification does not result in the
derecogntion, and the Group recalculates the gross carrying amount based on the revised cash
flows of the financial asset and recognizes a modification gain or loss in profit or loss. The new
gross carrying amount is recalculated by discounting the modified cash flows at the original
effective interest rate.

(iv)  Derecognition other than on a modification

Financial assets, or a portion thereof, are derecognized when the contractual rights to receive the
cash flows from the assets have expired, or when they have been transferred and either (i) the
Group transfers substantially all the risks and rewards of ownerships, or (ii) the Group neither
transfers nor retains substantially all the risks and rewards of ownership and the Group has not
retained control.
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Notes to the condensed consolidated interim financial information
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2 Basis of preparation (continued)

2.3 Significant accounting policies (continued)
(iv)  Derecognition other than on a modification (continued)

The Group enters into transactions where it retains the contractual rights to receive cash flows
from assets but assumes a contractual obligation to pay those cash flows to other entities and
transfers substantially all of the risks and rewards. These transactions are accounted for as ‘pass
through’ transfers that result in derecognition if the Group:

. Has no obligation to make payments unless it collects equivalent amounts from the assets;
. Is prohibited from selling or pledging the assets; and

. Has an obligation to remit any cash it collects from the assets without material delay.
Interest Income

Interest income is calculated by applying the effective interest rate to the gross carrying amount
of financial assets, except for financial assets that have subsequently become credit-impaired (or
stage 3), for which interest income is calculated by effective interest rate to their amortised cost
(i.e. net of the expected credit loss provision).

Financial liabilities
(] Classification and subsequent measurement

In both the current and prior period, financial liabilities are classified as subsequently measured
at amortised cost, except for:

. Financial liabilities at fair value through profit or loss: this classification is applied to
derivatives, financial liabilities held for trading (eg. Short positions in the trading booking)
and other financial liabilities designated as such as initial recognition. Gains or losses on
financial liabilities designated at fair value through profit or loss presented partially in
other comprehensive income ( the amount of change in the fair value of the financial
liability that is attributable to changes in the credit risk of that liability, which is
determined as the amount that is not attributable to changes in market conditions that give
rise to market risk) and partially profit or loss (the remaining amount of change in the fair
value of the liability). This is unless such a presentation would create, or enlarge, an
accounting mismatch, in which case the gains and losses attributable to changes in the
credit risk of the liability are also presented in profit or loss ;

. Financial liabilities arising from the transfer of financial assets which did not qualify for
derecognition whereby for financial liability is recognised for the consideration received
for the transfer. In subsequent periods, the Group recognises any expense incurred on the
financial liability ; and

J Financial guarantee contracts and loan commitments.
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2 Basis of preparation (continued)

2.3  Significant accounting policies (continued)

Financial Liabilities (continued)
(ii) Derecognition

Financial liabilities are derecognised when they are extinguished (i.e. when the obligation
specified in the contract is discharged, cancelled or expires).

The exchange between the Group and its original lenders of debt instruments with substantially
different terms, as well as substantial modifications of the terms of existing financial liabilities,
are accounted for as an extinguishment of the original financial liability and the recognition of a
new financial liability. The terms are substantially different if the discounted present value of the
cash flows under the new terms, including any fees paid net of any fees received and discounted
using the original effective interest rate, is at least 10% different from the discounted present
value of the remaining cash flows of the original financial liability. In addition, other qualitative
factors, such as the currency that the instrument is denominated in, changes in the type of interest
rate, new conversion features attached to the instrument and change in the covenants are also
taken into consideration. If an exchange of debt instruments or modification of terms is accounted
for as an extinguishment, any costs or fees incurred are recognized as part of the gain or loss on
extinguishment. If the exchange or modification is not accounted for as an extinguishment, any
costs or fees incurred adjust the carrying amount of the liability and are amortised over the
remaining term of the modified liability.

Financial guarantee contracts and loan commitments

Financial guarantee contracts are contracts that require the issuer to make specified payments to
reimburse the holder for a loss it incurs because of a specified debtor fails to make payments when
due, in accordance with the terms of a debt instrument. Such financial guarantees are given to
banks, financial institutions and others on behalf of customers to secure loans, overdrafts and
other banking facilities.

Financial guarantee contracts are initially measured at fair value and subsequently measured at
the higher of:

o The amount of the loss allowance (calculated as described in note 4.1); and

o The premium received on initial recognition less income recognized in accordance with
the principles of IFRS 15.

Loan commitments provided by the Group are measured as the amount of the loss allowance
(calculated as described in Note 4.1). The Group has not provided any commitment to provide
loans at a below-market interest rate, or that can be settled net in cash or by delivering or issuing
another financial instrument.
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2 Basis of preparation (continued)

2.3 Significant accounting policies (continued)
Financial guarantee contracts and loan commitments (continued)

For financial guarantee contracts and loan commitments, the loss allowance is recognized as a
provision. However, for contracts that include both a loan and an undrawn commitment and the
Group cannot separately identify the expected credit losses on the undrawn commitment
component from those on the loan component, the expected credit losses on the underdrawn
commitment are recognized together with the loss allowance for the loan. To the extent that the
combined expected credit losses exceed the gross carrying amount of the loan, the expected credit
losses are recognized as a provision.

Islamic financing and investing assets

Islamic financing assets are financial assets with fixed or expected profit payments. These assets
are not quoted in dn active market. They arise when the Group provides funds directly to a
customer with no intention of trading the receivable.

6 Murabaha is stated at amortised cost less any provisions for impairment and deferred
income,

(i)  Tjara’s cost is measured and reported in the consolidated financial information at a value
not exceeding the cash equivalent value. The Ijara and purchase & leaseback are classified
as a finance lease, when the Group undertakes to sell the leased assets to the lessee using
an independent agreement upon the maturity of the lease and the sale results in transferring
all the risks and rewards incident to an ownership of the leased assets to the lessee. Leased
assets represents finance lease of assets for periods, which either approximate or cover a
major part of the estimated useful lives of such assets. Leased assets are stated at amounts
equal to the net investment outstanding in the leases including the income earned thereon
less impairment provisions.

24 Changes in accounting policies

The Group has adopted the impairment requirements of IFRS 9 as issued by the IASB in July
2014 with a date of transition of 1 January 2018, which resulted in changes in accounting policies
and adjustments to the amounts previously recognised in the consolidated financial information.

As permitted by the transitional provisions of IFRS 9, the Group elected not to restate comparative
figures. Any adjustments to the carrying amounts of financial assets and financial liabilities at the
date of transition have been recognised in the opening retained earnings and other reserves of the
current period.

Consequently, for notes disclosures, the consequential amendments to IFRS 7 disclosures have

also only been applied to the current period. The comparative period notes disclosures reflect
those disclosures made in the prior period.
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2 Basis of preparation (continued)

2.4  Changes in accounting policies (continued)

The adoption of IFRS 9 has resulted in changes in accounting policies for recognition,
classification and measurement of financial assets and financial liabilities and impairment of
financial assets. IFRS 9 also significantly amends other standards dealing with financial
instruments such as IFRS 7 ‘Financial Instruments: Disclosures’.

(@)  Reconciliation of impairment allowance balance from IAS 39/IAS 37 to IFRS 9

The following table reconciles the prior period’s closing impairment allowance balance measured

in accordance with the IAS 39 incurred loss model and IAS 37 provision to the new impairment
allowance measured in accordance with the IFRS 9 expected loss model at 1 January 2018:

Loan loss Loan loss
allowance Remeasure- allowance
under IAS 39 ments under IFRS 9
AED’000 AED’000 AED’000
Financial assets
Loans and advances 214,584 47,555 262,139
Islamic financing and investing assets 50,944 4,077 55,021
265,528 51,632 317,160
Loan commitments and financial
guarantees contracts
Loans commitments, Letter of credits and
Letter of guarantees) - 14,730 14,730
Total 265,528 66,362 331,890

Further information about measurement of ECL can be found in note 4.1.

The net effect of ECL measured under IFRS 9 for the other financial assets are insignificant to
the condensed consolidated interim financial information as all of such financial assets are graded
as stage 1 exposures.

3 Key accounting estimates and judgements

The preparation of the condensed consolidated interim financial information in conformity with
IFRS requires the management to make judgements, estimates and assumptions that affect the
application of accounting policies and the reported amounts of assets, liabilities, income and
expenses. Actual results may differ from these estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting

estimates are recognised in the period in which the estimate is revised and in any future periods
affected.
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3 Key accounting estimates and judgements (continued)

Significant areas of estimation uncertainty and critical judgements in applying accounting policies
that have the most significant effect on the amounts recognised in the consolidated financial
information are described as follows:

(a) Classification of financial assets

In accordance with IFRS 9 guidance, the Group classifies its financial assets based on the
assessments of the business models in which the assets are held at a portfolio level and whether
cash flows generated by assets constitute solely payments of principal and interest. This requires
significant judgement in evaluating how the Group manages its business model and on whether
or not a contractual clause in all debt instruments of a certain type (e.g. all housing loans) breaches
SPPI and results in a material portfolio being recorded at FVTPL. Explanation of and further
details on business model and cash flow characteristics of financial assets are described in note
4.1.

(b) Measurement of the expected credit loss allowance

The measurement of the expected credit loss allowance for financial assets measured at amortised
cost and FVOCI is an area that requires the use of complex models and significant assumptions
about future economic conditions and credit behaviour (e.g. the likelihood of customers
defaulting and the resulting losses). Explanation of the inputs, assumptions and estimation
techniques used in measuring ECL is further detailed in note 4.1, which also sets out key
sensitivities of the ECL to changes in these elements.

A number of significant judgements are also required in applying the accounting requirements
for measuring ECL, such as:

Determining the criteria for significant increase in credit risk;

Determining the criteria and definition of default;

Choosing appropriate models and assumptions for the measurement of ECL;
Establishing the number and relative weightings of forward-looking scenarios for each
type of product/market and the associated ECL; and

° Establishing groups of similar financial assets for the purposes of measuring ECL.

4 Financial risk management

The Group’s financial risk management objectives, policies and procedures are consistent with
those disclosed in the audited consolidated financial information as at and for the year ended 31
December 2017.

4.1 Credit risk

Credit risk is the risk of suffering financial loss, should any of the Group’s customers fail to fulfil
their contractual obligations to the Group. Credit risk arises mainly from loan and advances,
Islamic financing and investing assets, loan commitments arising from such lending activities,
trade finance and treasury activities. The Group is also exposed to other credit risks arising from
investments in debts instruments.
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4 Financial risk management (continued)
4.1  Credit risk (continued)

Credit risk is the single largest risk from the Group’s business; management therefore carefully
manages its exposure to credit risk. The credit risk management and control are centralised in a
risk management department which reports regularly to the Risk Management Committee.

Write-off policy

The Group writes off financial assets, in a whole or in part, when it has exhausted all practical
recovery efforts and has concluded there is no reasonable expectation of recovery. Indicators that
there is no reasonable expectation of recovery include (i) ceasing enforcement activity and (ii)
where the Group’s recovery method is foreclosing on collateral and the value of the collateral is
such that there is no reasonable expectation of recovering in full.

The Group may write-off financial assets that are still subject to enforcement activity. The
outstanding contractual amounts of such assets written off during the period ended 30 September
2018 was Nil. The Group still seeks to recover amounts it is legally owned in full, but which have
been partially written off due to no reasonable expectation of full recovery.

Modification of financial assets

The Group sometimes modifies the terms of loans provided to customers due to commercial
renegotiations, or for distressed loans, with a view to maximising recovery. Such restructuring
activities include extended payment term arrangements, payment holidays and payment
forgiveness. Restructuring policies and practices are based on indicators or criteria which, in the
judgment of management, include that payment will most likely continue. These policies are kept
under continuous review.

Risk of default of such assets after modification is assessed at the reporting date and compared
with the risk under the original terms at initial recognition, when the modification is not
substantial and so does not result in derecognition of the original asset . The Group monitors the
subsequent performance of modified assets. The Group may determine that the credit risk has
significantly improved after restructuring, so that the assets are moved from Stage 3 or Stage 2
(Lifetime ECL) to Stage 1 (12-month ECL). This is only the case for assets which have performed
in accordance with the new terms for atleast 12 consecutive months.

The Group continues to monitor if there is a subsequent significant increase in credit risk in
relation to such assets through the use of specific models for modified assets.
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4 Financial risk management (continued)
4.1  Credit risk (continued)

(a) Credit visk measurement

Loans and advances (including loan commitments, LCs and LGs)

The estimation of credit exposure for risk management purposes is complex and requires the use
of models, as the exposure varies with changes in market conditions, expected cash flows and the
passage of time. The assessment of credit risk of a portfolio of assets entails further estimations
as to the likelihood of defaults occurring, of the associated loss ratios and of default correlations
between counterparties. The Group measures credit risk using Probability of Default (PD),
Exposure at Default (EAD) and Loss Given Default (LGD). This is similar to the approach used
for the purposes of measuring Expected Credit Loss (ECL) under IFRS 9.

Credit risk grading

The Group uses internal credit risk gradings that reflect its assessment of the probability of default
of individual counterparties. The Group use internal rating models tailored to the various
categories of counterparty. Borrower and loan specific information collected at the time of
application (such as disposable income, and level of collateral for retail exposures; and turnover
and industry type for wholesale exposures) is fed into this rating model. This is supplemented
with external data input into the model.

The credit grades are calibrated such that risk of default increases exponentially at each higher
risk grade. For example, this means that the difference in the PD between a 6 and 8 rating grade
is lower than the difference in the PD between a 18 and 20 rating grade.

(b) Expected credit loss measurement

IFRS 9 outlines a ‘six-stage’ model for impairment based on changes in credit quality since initial
recognition as summarised below:

° A financial instrument that is not credit-impaired on initial recognition is classified in
‘Stage 1’ and has its credit risk continuously monitored by the Group.

° If a significant increase in credit risk (‘SICR”) since initial recognition is identified, the
financial instrument is moved to ‘Stage 2’ but is not yet deemed to be credit-impaired.

° If the financial instrument is credit-impaired, the financial instrument is then moved to

‘Stage 3’. Please refer to note for a description of how the Group defines default and
credit-impaired assets.
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4 Financial risk management (continued)
4.1 Credit risk (continued)
(b)  Expected credit loss measurement (continued)

° Financial assets in Stage 1 have their ECL measured at an amount equal to the portion of
lifetime expected credit losses that result from default events possible within the next 12
months. Instruments in Stages 2 or 3 have their ECL measured based on expected credit
losses on a lifetime basis. Please refer to following note for a description of inputs,
assumptions and estimation techniques used in measuring the ECL.

o A pervasive concept in measuring the ECL in accordance with IFRS 9 is that it should
consider forward-looking information. The below note includes an explanation of how the
Group has incorporated this in its ECL. models.

The following diagram summarises the impairment requirements under IFRS 9:

Change in credit quality since initial recognition

1
<%

v

Stage 1 Stage 2 Stage 3
(Initial recognition) (Significant increase in credit | (Credit-impaired financial
risk since initial recognition) assets)
12-month expected credit losses | Lifetime expected credit Lifetime expected credit
losses losses

Significant increase in credit risk (SICR)

The Group considers a financial asset to have experienced a significant increase in credit risk
when one or more of the following quantitative, qualitative or backstop criteria have been met:

Quantitative criteria

i) Corporate Loans:

For Corporate loans, if the borrower experiences a significant increase in probability of default
which can be triggered by the following factors:

- Loan facilities restructured in the last 12 months;
- Loan facilities that are past due for 30 days and above but less than 90 days;
- Actual or expected change in external ratings and/or internal ratings

i) Retail loans:

For Retail portfolio, if the borrowers meet one or more of the following criteria:

- Adverse findings for an account/ borrower as per credit bureau data;
- Loan rescheduling before 30 Days Past Due (DPD);
- Accounts overdue between 30 and 90 days.
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4 Financial risk management (continued)
4.1  Credit risk (continued)
(b)  Expected credit loss measurement (continued)
iii)  Treasury
- Significant increase in probability of default of the underlying treasury instrument;
- Significant change in the investment’s expected performance & behavior of borrower

(collateral value, payment holiday, Payment to Income ratio etc.).

Qualitative criteria:

Corporate Loans:
- Feedback from the Early Warning Signal framework of the Group (along factors such as
adverse change in business, financial or economic conditions).

Backstop:

A backstop is applied and the financial asset is considered to have experienced a significant
increase in credit risk if the borrower is more than 30 days past due on its contractual payments.

(c) Definition of default and credit-impaired assets

The Group defines a financial instrument as in default, which fully aligned with the definition of
credit-impaired, when it meets one or more of the following criteria:

In addition to 90 Day Past Due (“DPD”), for the retail and corporate portfolio, the default
definition used is consistent with the Basel Framework. According to the Basel II definition,
default is considered to have occurred with regard to particular obligors when either one or the
following events have taken place:

° The Group considers that the obligor is unlikely to pay its credit obligation to the Group
in full without recourse by the Group to actions like realizing security (if held).
The Group puts credit obligation on non-accrued status.

° The Group makes a charge-off or account-specific provision resulting from a perceived
decline in credit quality subsequent to the Group taking on the exposure.

o The Group sells the credit obligation at a material credit-related economic loss.

o The Group consents to a distressed restructuring of the credit obligation where this is

likely to result in a diminished financial obligation caused by the material forgiveness or
postponement of principal, interest and other fees.

° The Group has filed for the obligor’s bankruptcy or similar order in respect of the obligor’s
credit obligation to the Group. The obligor has sought or has been placed in bankruptcy
or similar protection wherein this would avoid or delay repayment of the credit obligation
to the Group.

° The obligor is past due more than 90 days on any material credit obligation to the Group.
Overdrafts will be considered as being past due once the customer has breached an advised
limit or been advised of a limit smaller than the current outstanding.
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Finance House P.J.S.C.

Notes to condensed consolidated interim financial information
for the nine month period ended 30 September 2018 (continued)

4 Financial risk management (continued)
4.1  Credit risk (continued)
(c) Definition of default and credit-impaired assets (continued)

Measuring ECL — Explanation of inputs, assumptions and estimation techniques

The Expected Credit Loss (ECL) is measured on either a 12-month (12M) or Lifetime basis
depending whether a significant increase in credit has occurred since initial recognition or
whether an asset is considered to be credit-impaired. Expected credit losses are the discounted
product of the Probability of Default (PD), Exposure at Default (EAD), and Loss Given Default
(LGD), defined as follows:

° The PD represents the likelihood of a borrower defaulting on its financial obligation (as
per ‘Definition of default and credit-impaired’ above), either over the next 12 months
(12M PD), or over the remaining lifetime (Lifetime PD) of the obligation.

o EAD is based on the amounts the Group expected to be owed at the time of default, over
the next 12 months (12M EAD) or over the remaining lifetime (Lifetime EAD). For
example, for a revolving commitment, the Group includes the current drawn balance plus
any further amount that is expected to be drawn up to the current contractual limit by the
time of default, should it occur.

° Loss Given Default (LGD) represents the Group’s expectation of the extent of loss on a
defaulted exposure. LGD varies by type of counterparty, type and seniority of claim and
availability of collateral or other credit support. LGD is expressed as a percentage loss per
unit of exposure at the time of default (EAD). LGD is calculated on a 12-month or lifetime
basis, where 12-month LGD is the percentage of loss expected to be made if the default
occurs in the next 12 months and Lifetime LGD is the percentage of loss expected to be
made if the default occurs over the remaining expected lifetime of the loan.

The ECL is determined by projecting the PD, LGD and EAD for each future month and for each
individual exposure or collective segment. These six components are multiplied together and
adjusted for the likelihood of survival (i.e. the exposure has not prepaid or defaulted in an earlier
month). This effectively calculates an ECL for each future month, which is then discounted back
to the reporting date and summed. The discount rate used in the ECL calculation is the original
effective interest rate or an approximation thereof.

The lifetime PD is developed by applying a maturity profile to the current 12 month PD. The
maturity profile looks at how defaults develop on a portfolio from the point of initial recognition
throughout the lifetime of the loans. The maturity profile is based on historical observed data and
is assumed to be the same across all assets within a portfolio and credit grade band. This is
supported by historical analysis.
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Notes to the condensed consolidated interim financial information
for the nine months period ended 30 September 2018 (continued)

4 Financial risk management (continued)
4.1  Credit risk (continued)
(c)  Definition of default and credit-impaired assets (continued)

Measuring ECL — Explanation of inputs, assumptions and estimation technigues (continued)

The 12-month and lifetime EADs are determined based on the expected payment profile, which
varies by product type.

o For amortising products and bullet repayments loans, this is based on the contractual
repayments owed by the borrower over a 12 month or lifetime basis. This will also be
adjusted for any expected overpayments made by a borrower. Early repayment/refinance
assumptions are also incorporated into the calculation.

o For revolving products, the exposure at default is predicted by taking current drawn
balance and adding a “credit conversion factor” which allows for the expected drawdown
of the remaining limit by the time of default. These assumptions vary by product type and
current limit utilisation basd, based on analysis of the Group’s recent default data.

The 12-month and lifetime LGDs are determined based on the factors which impact the recoveries
made post default. These vary by product type.

o For secured products, this is primarily based on collateral type and projected collateral
values, historical discounts to market/book values due to forced sales, time to repossession
and recovery costs observed.

o For unsecured products, LGD’s are typically set at product level due to the limited
differentiation in recoveries achieved across different borrowers. These LGD’s are
influenced by collection strategies, including contracted debt sales and prices.

Forward-looking economic information is also included in determining the 12-month and lifetime
PD, EAD and LGD. These assumptions vary by product type. Refer to the Note below for an

explanation of forward-looking information and its inclusion in ECL calculations.

These assumptions underlying the ECL calculation — such as how the maturity profile of the PDs
and how collateral values change etc. — are monitored and reviewed on a quarterly basis.

Forward-looking information incorporated in the ECL Models

The assessment of SICR and the calculation of ECL both incorporate forward-looking
information. The Group has performed historical analysis and identified the key economic
variables impacting credit risk.
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Notes to the condensed consolidated interim financial information
for the nine months period ended 30 September 2018 (continued)

4 Financial risk management (continued)
4.1  Credit risk (continued)
(c)  Definition of default and credit-impaired assets (continued)

Credit rating and measurement

The risk rating system is the basis for determining the credit risk of the Group’s asset portfolio
(except the consumer assets) and thus asset pricing, portfolio management, determining finance
loss provisions and reserves and the basis for credit approval authority delegation. A standard
numeric credit risk-grading system is being used by the Group which is based on the Group’s
internal estimate of probability of default, with customers or portfolios assessed against a range
of quantitative and qualitative factors, including taking into account the counterparty’s financial
position, past experience and other factors.

The Risk Rating system for performing assets ranges from 1 to 19, each grade being associated
with a Probability of Default (“PD”). Non-performing clients are rated 20, 21, 22, corresponding
to the Substandard, Doubtful and Loss classifications as per Clarifications and Guidelines
Manual for Circular No. 28/2012 issued by the UAE Central bank. The Group’s internal credit
grades have also been mapped to external agency ratings for better comparison.

Credit approval

Major credit exposures to individual counterparties, groups of connected counterparties and
portfolios of retail exposures are reviewed and approved by the Group’s Credit Committee (“CC”)
within the authorities delegated by the Board of Directors.

Credit monitoring

The Group regularly monitors credit exposures and external trends which may impact risk
management outcomes. Internal risk management reports are presented to the Chief Risk
Officer/Chief Credit Officer and Board Risk Committee, containing information on key variables;
portfolio delinquency and financing impairment performance.

All Corporate exposures accounts are monitored carefully for performance and reviewed formally
on an annual basis or earlier. Group has robust policies for client visits and monitoring of accounts
to make sure that any concerns on the quality of the accounts are addressed well in time. An
exposure is categorised as watch list or non-performing as per UAE Central Bank guidelines.

All non-performing accounts are monitored closely by the Remedial Management Unit of the
Group directly reporting to the Chief Credit Officer. Such accounts are re-evaluated and remedial
actions are agreed and monitored. Remedial actions include, but are not limited to, exposure
reduction, security enhancement, exit of the account etc.

G



Finance House P.J.S.C.

Notes to the condensed consolidated interim financial information
for the nine months period ended 30 September 2018 (continued)

4 Financial risk management (continued)
4.1  Credit risk (continued)
(c)  Definition of default and credit-impaired assets (continued)

Credit monitoring (continued)

With respect to the Group’s consumer portfolio, asset quality is monitored closely with 30/60/90
days past due accounts and delinquency trends are monitored continuously for each Consumer
Product of the Group. Accounts which are past due are subject to collection process, managed
independently by the risk function. Write-off and provisioning of the Consumer portfolio is done
strictly as per the UAE Central Bank guidelines.

Credit mitigation

Potential credit losses from any given account, customer or portfolio are mitigated using a range
of tools. Additional support in the form of collateral and guarantee is obtained where required.
The reliance that can be placed on these credit mitigation resources is carefully assessed in light
of issues such as legal enforceability, market value and counterparty risk of the guarantor.
Collateral types which are eligible for risk mitigation include: cash; residential, commercial and
industrial property; fixed assets such as motor vehicles, aircraft, plant and machinery; marketable
securities; commodities; bank guarantees; and letters of credit etc. Risk mitigation policies control
the approval of collateral types.
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Finance House P.J.S.C.

Notes to condensed consolidated interim financial information
for the nine month period ended 30 September 2018 (continued)

5 Net interest income and income from Islamic financing and investing

assets
Three months ended 30 Nine months ended 30
September (Unaudited) September (Unaudited)
2018 2017 2018 2017
AED’000 AED’000  AED’000 AED’000

Due from banks 4,126 1,887 10,442 5,615
Loans and advances 56,180 52,991 170,336 153,546
Income from Islamic financing and

investing assets 4,291 4,763 13,489 13,903
Income from Tierl capital instruments 5,435 6,142 14,520 19,034
Others 225 1,348 1,714 6,362

Interest income and income from
Islamic financing and investing

assets 70,257 67,131 210,501 198,460
Customers’ deposits (18,473) (13,403) (48,174) (40,755)
Profit distributable to depositors (527) (692) (1,543) (2,240)
Due to banks (4,786) (4,604) (12,859) (11,190)
Interest expense and profit

distributable to depositors ~(23,786) (18,699) (62,576) (54,185)

Net interest income and income from

Islamic financing and investing
assets 46,471 48,432 147,925 144,275

No interest or profit income is recognised on impaired loans and advances or on impaired Islamic
financing and investing assets.

6 Net investment income
Three months ended 30 Nine months ended 30
September (Unaudited) September (Unaudited)
2018 2017 2018 2017
AED’000 AED’000 AED’000 AED’000

Gain/(loss) on disposal of financial
assets at fair value through profit or

loss 454 (3,531 2,522 (6,172)
Change in fair value of financial assets

at fair value through profit or loss 881 5,554 (17,366)  (15,408)
Dividends from financial assets at fair

value through profit or loss - 269 8,113 11,948

Gain on disposal of financial assets at

amortised cost - - - -
Dividends income from financial assets

at fair value through other

comprehensive income 239 1,733 18,964 15,327
Net investment income 1,574 4,025 12,233 5,695
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Finance House P.J.S.C.

Notes to condensed consolidated interim financial information
for the nine month period ended 30 September 2018 (continued)

7 Basic and diluted earnings per share

Earnings per share is calculated by dividing the net profit for the period by the weighted average
number of shares outstanding during the period. Diluted earnings per share is determined by
adjusting the net profit and the weighted average number of shares outstanding, for the effects
of all dilutive potential ordinary shares. As at 30 September 2018, the Company has not issued
any instruments which would have a dilutive impact on earnings per share when converted or

exercised.

The calculation of the basic and diluted earnings per share is based on the following data:

Three months ended

Nine months ended

30 September 30 September
(Unaudited) (Unaudited)
2018 2017 2018 2017
AED’000 AED’000  AED’000 AED’000

Profit for the period attributable to
equity holders of the parent (AED ‘000) 8,577

6,819 2

5,220 39,059

Less: Tier 1 Sukuk coupon paid (5,625) (5,625) (16,875) (16,875)
2,952 1,194 8.345 22,184
Number of ordinary shares in issue (‘000) 310,050 310,050 310,050 310,050
Less: Treasury shares (‘000) (9,400) (9,400) (9,400) (9,400)
Less: Employees’ share-based payment
scheme (‘000) (1,750) (1,750) (1,750) (1,750)
298,900 298,900 298,900 298,900
Earnings per share (AED) 0.01 0.00 0.03 0.07
8 Cash and cash equivalents

Cash balances
Cash on hand
Restricted cash balances*

Due from banks with original maturities of less than

three months
Current and demand accounts
Balance with UAE Central Bank
Placements with banks
Call accounts

Due to banks and other financial institutions with original

maturity of less than three months
Other restricted cash balances*®
Net cash and cash equivalents

30 September

31 December

2018 2017
AED’000 AED’000
(Unaudited) (Audited)
17,057 11,437
6,000 6,000
23,057 17,437
204,776 110,761
29,545 24,185
276,476 331,309
591,182 234,777
1,101,979 701,032
(16,489) (23,831)
(6,000) (6,000)
1,102,547 688,638

* Restricted cash represents deposits with insurance authority amounting to AED 6,000 thousand

(2017: AED 6,000 thousand).
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Finance House P.J.S.C.

Notes to condensed consolidated interim financial information
for the nine month period ended 30 September 2018 (continued)

9 Financial assets
At fair value
through other At fair value
comprehensive through profit At amortised
income or loss cost Total
AED’000 AED’000 AED’000 AED’000
30 September 2018-unaudited
Equity instruments:
- Quoted 509,230 182,971 - 692,201
- Unquoted 96,515 - - 96,515
Debt instruments;
- Quoted - fixed rate - 1,396 - 1,396
- Unquoted investments - - 28,698 28,698
Ungquoted investment in
managed funds 6,572 - - 6,572
612,317 184,367 28,698 825,382
Within UAE 380,524 184,367 - 564,891
Outside UAE 231,793 - 28,698 260,491
612,317 184,367 28,698 825,382
31 December 2017-audited
Equity instruments:
- Quoted 616,102 174,858 - 790,960
- Unquoted 92,917 - - 92,917
Debt instruments:
- Quoted - fixed rate - 1,500 - 1,500
-Unquoted investments - - 81,654 81,654
Unquoted investment in
managed funds 7,322 - - 7,322
716,341 176,358 81,654 974,353
Within UAE 450,133 176,358 - 626,491
Outside UAE 266,208 - 81,654 347,862
716,341 176,358 81,654 974,353

The fair value of financial assets at amortised cost at 30 September 2018 is AED 29,504 thousand

(2017: AED 82,657 thousand).
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Notes to condensed consolidated interim financial information
for the nine month period ended 30 September 2018 (continued)

10  Loans, advances and Islamic financing and investing assets

10.1 Loans and advances

30 September 31 December

2018 2017

AED’000 AED’000
(Unaudited) (Audited)

Commercial loans 2,067,562 2,052,177
Retail finance 554,414 498,208
Gross loans and advances 2,621,976 2,550,385

Less: Allowance for impairment (335,572) (214,584)
Net loans and advances 2,286,404 2,335,801

The movement in the allowance for impairment during the period/year is as follows:

30 September 31 December
2018 2017
AED’000 AED’000
(Unaudited) (Audited)
At 1 January 214,584 219,801
Changes in initial application of IFRS9 61,878 -
Restated balance at 1 January 2018 276,462 219,801
Impairment charges for the period/year 59,775 48,736
Reversal of unrequired impairment charges (665) (5,300)
Amounts written off - (48,653)
At 30 September/31 December 335,572 214,584

The allowance for impairment includes a specific provision of AED 291.6
loans of the Group.

10.2 Islamic financing and investing assets

million for stage 3

30 September 31 December
2018 2017
AED’000 AED’000
(Unaudited) (Audited)
Commodity Murabaha 122,153 134,942
Covered card and drawings 63,063 62,894
Purchase and lease back 2,457 5,346
Ijarah 15,026 18,211
Others 2,937 2,921
Gross islamic financing and investing assets 205,636 224,314
Less: Allowance for impairment (58,546) (50,944)
Net Islamic financing and investing assets 147,090 173,370
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Finance House P.J.S.C.

Notes to condensed consolidated interim financial information
for the nine month period ended 30 September 2018 (continued)

10  Loans, advances and Islamic financing and investing assets (continued)
10.2 Islamic financing and investing assets (continued)

Islamic financing and investing assets are stated net of allowance for impairment.
The movement in the allowance during the period/year is as follows:

30 September 31 December

2018 2017

AED’000 AED’000

At 1 January 50,944 38,421
Changes on initial application of IFRS 9 4,484 -
Restated balance at I January 2018 55,428 38,421
Impairment charges for the period/year - 3,118 12,523
At 30 September/31 December 58,546 50,944

The Allowance for impairment include an specific provision of AED 54.2 million for stage 3
Islamic financing and investing assets of the Group.

11  Customers’ deposits and margin accounts

30 September 31 December

2018 2017
AED’000 AED’000
Call and demand deposits 226,915 222,281
Time deposits 2,145,811 1,870,287
Wakala deposits 53,588 60,834
2,426,314 2,153,402
Margin accounts 738,586 797,142
3,164,900 2,950,544

Analysis of customers’ deposits by sector is as follows:
Government 1,296,688 720,414
Corporate 1,868,212 2,230,130
3,164,900 2,950,544

Margin accounts represent cash margins collected from corporate customers against unfunded
and funded credit facilities extended to them in the normal course of business.

Customers’ deposits and margin accounts carry interest/profit rates ranging from Nil to 4.05% p.a
(2017: Nil to 3.50% p.a)
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Notes to condensed consolidated interim financial information
for the nine month period ended 30 September 2018 (continued)

12 Share capital

30 September 31 December

2018 2017

Authorised, issued and fully paid AED’000 AED’000
310.1million shares (2017: 310.1million shares) of AED

AED 1 each (2017: AED 1 each) | 310,050 310,050

13  Treasury shares

Treasury shares represent the cost of 9,400 thousand shares of the Company held by the Company
and a subsidiary as at 30 September 2018 (2017: 9,400 thousand shares).

14 Employees’ share-based payment scheme

The share-based payment scheme is administered by a trustee and gives the Board of Directors
the authority to determine which employees of the Group will be granted the shares. The values
of shares granted to employees are expensed in the period in which they are granted, and that of
the remaining shares are included within shareholders’ equity.

During the period, nil shares were granted to employees and the value of outstanding shares not
yet granted to employees as at 30 September 2018 were AED 1,750 thousand (2017: AED 1,750
thousand).

15 Commitments and contingent liabilities

The Group provides letters of credit and financial guarantees on behalf of customers to third
parties. These agreements have fixed limits and are generally for a certain period of time.

Capital commitments represent future capital expenditures that the Group has committed to spend
on assets over a period of time.

Irrevocable commitments to extend credit represent contractual irrevocable commitments to make
loans and revolving credits. In 2018, all irrevocable commitments to extend credit converted to
revocable commitments.

(39



Finance House P.J.S.C.

Notes to condensed consolidated interim financial information
for the nine month period ended 30 September 2018 (continued)

15 Commitments and contingent liabilities
The Group had the following commitments and contingent liabilities outstanding at period/year

end;
30 September 31 December

2018 2017

AED’000 AED’000

Letters of credit 174,475 218,437
Letters of guarantee 1,444,471 1,509,750
Capital commitments 4,200 4,200
Irrevocable commitments to extend credit - 218,074
1,623,146 1,950,461

All financial guarantees were issued in the ordinary course of business.

16  Related party disclosures

Parties are considered to be related if one party has the ability to control the other party or exercise
significant influence over the other party in making financial or operational decisions. In the case
of the Group, related parties, as defined in the IAS 24, include major shareholders of the Group,
directors and officers of the Group and companies of which they are principal owners and key
management personnel.

The period/year end balances in respect of related parties included in the condensed consolidated
interim statement of financial position are as follows:
30 September 31 December

2018 2017
Unaudited Audited
AED’000 AED’000

Loans and advances to customers
To key management staff 846 775
To members of board of directors 38,130 9,277

Customers’ deposits

From others 11,816 11,084

Terms and conditions of transactions with related parties

The above-mentioned outstanding balances arose from the ordinary course of business. The
interest rates charged to and by related parties are at normal commercial rates. Outstanding
balances at the period/year-end are unsecured. There have been no guarantees provided or
received for any related party receivables or payables. For the period ended 30 September 2018,
the Group has made a provision amount to AED 97 thousands for doubtful debts relating to
amounts owed by related (2017; Nil).
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Notes to condensed consolidated interim financial information
for the nine month period ended 30 September 2018 (continued)

16

Related party disclosures

The significant transactions included in the condensed consolidated interim financial information
are as follows:

Nine month period ended

30 September
2018 2017
AED’000 AED’000
Unaudited Unaudited
Interest and commission income
From key management . 22 16
From board of directors 1,003 312
Interest expense
To others 77 72
Key management remuneration
Short term benefits (salaries, benefits and bonuses) 18,891 17,191

17

Seasonality of results

No income of a seasonal nature was recorded in the condensed consolidated interim income
statement for the period ended 30 September 2018 and 2017.

18

Segment information

For management purposes, the Group is organised into six major business segments:

@) Commercial and retail financing, which principally provides loans and other credit
facilities for institutional and individual customers.

(ii)  Investment, which involves the management of the Group’s investment portfolio and its
treasury activities.

(iii)  Islamic financing and investing, which involves one of the Group’s subsidiaries
principally providing investment, consumer and commercial financing and other related
services based on Islamic Sharia’s rules and principles.

(iv)  Insurance, which involves one of the Group’s subsidiaries providing non-life insurance
services.

v) Construction, which involves the Group’s subsidiaries performing real estate construction
related activities.

(vi)  Brokerage, which involves one of the Group’s subsidiaries providing brokerage services.

These segments are the basis on which the Group reports its primary segment information.
Transactions between segments are conducted at  rates determined by management taking into
consideration the cost of funds.
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Finance House P.J.S.C.

Notes to the condensed consolidated interim financial information

for the nine month period ended 30 September 2018 (continued)

19 Fair value measurement

The following table shows the analysis of assets recorded at fair value by level of the fair value
hierarchy as at 30 September 2018:

Assets measured at
fair value
Investment propetties

At fair value through
profit or loss

Quoted equities

Quoted debt instruments

At fair value through
other comprehensive
income

Quoted equities

Unquoted equities

Investment in managed

funds

Assets for which fair
value is disclosed

Investment carried at
amortised cost

Date of
valuation

07 December 2017

30 September 2018
30 September 2018

30 September 2018
30 September 2018

30 September 2018

Level 1 Level 2 Level 3 Total
AED’000 AED’000 AED’000 AED’000
- - 82,070 82,070
182,971 - - 182,971
1,396 - - 1,396
184,367 B - 184,367
509,230 - - 509,230
- 11,903 84,612 96,515

5 6,572 - 6,572
509,230 18,475 84,612 612,317
. 29,504 - 29,504

The following table shows the analysis of assets recorded at fair value by level of the fair value
hierarchy as at 31 December 2017:

Assets measured at
fair value
Investment properties

At fair value through
profit or loss

Quoted equities

Quoted debt instruments

At fair value through
other comprehensive
income

Quoted equities

Unquoted equities

Investment in managed
funds

Assets for which fair
value is disclosed

Investment carried at
amortised cost

Date of
Valuation

07 December 2017

31 December 2017
31 December 2017

31 December 2017
31 December 2017

31 December 2017

Level 1 Level 2 Level 3 Total
AED’000 AED’000 AED’000 AED’000
- - 82,070 82,070
174,858 - - 174,858
1,500 - 1,500
176,358 - 176,358
616,102 - - 616,102
- 9,822 83,095 92,917

- 7,322 - 7,322
616,102 17,144 83,095 716,341
- 82,657 - 82,657

(43)



Finance House P.J.S.C.

Notes to the condensed consolidated interim financial information
for the nine month period ended 30 September 2018 (continued)

19  Fair value measurement (continued)

The following is a description of the determination of fair value for assets which are recorded at
fair value using valuation techniques. These incorporate the Group’s estimate of assumptions that
a market participant would make when valuing the assets.

Investments carried at fair value through profit or loss

Investments carried at fair value through profit and loss are listed equities and debt instruments
in local as well as international exchanges. Valuations are based on market prices as quoted in the
exchange.

Investments carried at fair value through other comprehensive income

Investments carried at fair value through other comprehensive income, the revaluation
gains/losses of which are recognized through equity, comprise long term strategic investments in
listed equities, companies and private equity funds. Listed equity valuations are based on market
prices as quoted in the exchange while funds are valued on the basis of net asset value statements
received from fund managers. For companies, the financial information provide the valuations of
these investments which are arrived at primarily by discounted cash flow analysis. Fair value of
the unquoted ordinary shares has been estimated using DCF model and Price Earning Multiple
basis valuation. The valuation requires management to make certain assumptions about the model
inputs, including forecast cash flows, the discount rate, credit risk and volatility and price earnings
multiples. The probabilities of the various estimates within the range can be reasonably assessed
and are used in management’s estimate of fair value for these unquoted equity investments.

Following is the description of the significant unobservable inputs used in the valuation of
unquoted equities and investment property categorized under level 3 fair value measurement.

Valuation Significant Range
technique unobservable inputs (Weighted Sensitivity of the input to
valuation average) fair value
Unquoted equities  Price Earning PE Multiple 9-11 Increase (decrease) in the
Multiple PE Multiples by 1 would
Valuation result in increase
Basis (decrease) in fair value by
AED § million
Significant
Valuation unobservable
technique input Range
Estimated annual market AED 7.6 - 8.7
Investment property Income method  rent income million
Yield 8.5% - 9.5%
Occupancy level 95% - 100%
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Finance House P.J.S.C.

Notes to the condensed consolidated interim financial information
for the nine month period ended 30 September 2018 (continued)

19  Fair value measurement (continued)

Transfers between categories

During the period, there were no transfers between Level 1 and Level 2 fair value measurements,
and no transfers into or out of Level 3 fair value measurements (2017: None).

20  Legal proceedings

The Group is involved in various legal proceedings and claims arising in the ordinary course of
business. While the outcome of these matters cannot be predicted with certainty, management
does not believe that these matters will have a material adverse effect on the Group’s condensed
consolidated interim financial information if disposed unfavourably.

21  Comparative figures
Certain comparative figures have been reclassified where appropriate to conform to the

presentation and accounting policies adopted in these condensed consolidated interim financial
information.
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