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KPMG Lower Gulf Limited

Level 19, Nation Tower 2

Abu Dhabi Corniche, UAE

Tel. +971 (2) 401 4800, Fax +971 (2) 632 7612

Independent Auditors’ Report on Review of Condensed Consolidated Interim
Financial Statements

To the Shareholders of Finance House P.J.S.C.
Introduction

We have reviewed the accompanying 31 March 2020 condensed consolidated
interim financial statements of Finance House P.J.S.C. (“the Company”), and its
subsidiaries (together referred to as “the Group”) which comprises:

e the condensed consolidated interim statement of financial position as at 31
March 2020;

e the condensed consolidated interim statement of profit or loss and other
comprehensive income for the three-month period ended 31 March 2020;

e the condensed consolidated interim statement of changes in equity for the
three-month period ended 31 March 2020;

e the condensed consolidated interim statement of cash flows for the three-
month period ended 31 March 2020; and

e notes to the condensed consolidated interim financial statements.

Management is responsible for the preparation and presentation of these
condensed consolidated interim financial statements in accordance with
International Accounting Standard (“IAS") 34, ‘Interim Financial Reporting’. Our
responsibility is to express a conclusion on these condensed consolidated interim
financial statements 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 condensed consolidated interim
financial statements 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.

2

KPMG Lower Guif Limited is a member firm of the KPMG network of independent member tirms affiliated with KPMG International
Cooperative ("KPMG International ), a Swiss entity. All rights reservad,
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Finance House P.J.S.C.

Independent Auditors- Report on Review of Condensed
Consolidated Interim Financial Statements

31 March 2020

Conclusion

Based on our review, nothing has come to our attention that causes us to believe
that the accompanying 31 March 2020 condensed consolidated interim financial
statements are not prepared, in all material respects, in accordance with IAS 34,
‘Interim Financial Reporting’.

KPMG Lower Gulf Limited

Emilio Pera

Registration No: 1146

Abu Dhabi, United Arab Emirates
Date: 17 June 2020

KPMG Lower Gulf Limited is a member firm of the KPMG network of independent member firms affilated with KPMG Internatonal
Cooperative {"KPMG Ir ional”}, a Swiss entity. Al rights reserved.

KPMG Lower Gulf Limited is regestered and licensed as a fareign branch under the laws of the United Arab Emirates.



Finance House P.J.S.C.

Condensed consolidated interim statement of financial position

as at

Note
Assefs
Cash balances
Due [rom banks
Investment securities
Loans and advances
Islamic financing and investing assets
Investment in equity accounted investees
Interest receivable and other assets
Insurance receivables and contract assets
Property, fixtures and equipment
Intangibles
Investment properties

NG Do Co

L

Total assets

Liabilities and Equity

Liabilities

Customers’ deposits and margin accounts 12
Due to banks and other financial institutions 8
Short term borrowings

Medium term loan

Unearned premiums

QGross claims outstanding

Lease liabilities

Iriterest pavable and other liabilities

Provision for employees” end of service benefits

Total liabilities

{Unaudited)
31 March
2020
AED000

13,390
741,191
391,941

2,267,039

84,291

89,756
101,186
167,776
143,442

6,705
7,925

4,014,642

2,432,720
10,345
271,767
91,670
128,743
73,449
7,071
223,283
14,765

3,253,813

{Audited)

31 December
2019

AED 000

16,134
499,808
439,328

2,452,030

90,850

90,095
107,532
111,265
102,261

6,705
7,925

3,923,933

2,470,807
13,459
173,100
100,003
94,890
58,851
8,374
195,392
14,573

3,129,449



Finance House P.J.S.C.

Condensed consolidated interim statement of financial position (continued)

as at

Equity

Share capital

Treasury shares

Employees’ share-based payment scheme
Statutory reserve

Fair value reserve

Retained earnings

Tier 1 Sukuk

Tier 1 Bonds

Proposed directors’ remuneration

Non-controlling interests
Total equity

Total liabilities and equity

Commitments and contingent liabilities

Note

13
14
15

17
17

16

(Unaudited)
31 March
2020
AED’000

310,050
(21,402)
(1,750)
148,726
(63,123)
7,708
280,400
15,000
1,223

676,832
83,997

760,829

4,014,642

1,020,474

(Audited)

31 December
2019
AED’000

310,050
(21,402)
(1,750)
148,726
(41,525)
15,980
280,400
15,000
1,223

706,702
87,782

794,484

3,923,933

1,114,002

These condensed consolidated interim financial statements were authorized and approved for issue by
the Board of Directors on 17" June 2020 and signed on their behalf by:

To the best of our knowledge, the financial statements present fairly in all material respects the financial
condition, financial performance and cash flow of the Company as of and for, the periods presented

therein.

Mr. Mol}émmed Alqubaisi
Chairman

Mr.!ﬁ

(22

id Taylor
General Manager

The notes on pages 10 to 40 are an integral part of this condensed consolidated interim financial

statements.



Finance House P.J.8.C.

Condensed consolidated interim statement of profit or loss and other

comprehensive income
Jor the three-months period ended 31 March (Unaudited}

2020 2019
Note AED’000 AED060
Interest income and incorne [rom Islamic (inancing and
investing assets 5 60,653 66,746
Interest expense and profit distributable to depositors 5 (19,772) (21,973)
Net interest income and income from Islamic
financing and investing assets b) 40,881 44,773
Fee and commission income 10,554 14,404
Fee and commission expenses (3,223) (2,261
Net fee and eommission income 7,331 12,143
Net insurance premium earned 52,576 41,842
Net commission paid {1,509) (627)
Nel insurance claims incurred (37,351) {23.539)
Net insurance income 13,716 17,676
Net investment incorne a 1,590 10,333
Credit impairment loss on loans and advances 10 (18,255) (18,556)
Credit impairment loss on Islamic financing and
investing assets 11 {516) (1,803)
Other operating income 8,029 4,522
Net operating income 52,776 69,088
Salaries and employees related expenses (34,484) (34,285)
Depreciation of property, fixtures and equipment (3,701) (2,664)
Inierest on lease liabilities - -
General and administrative expenses {13,047) (17,199)
Operating profit for the period 1,544 14,940
Share of {loss) / profit from associates (339) 567
Profit for the period 1,205 15,507
Basic and diluted (loss) / earnings per share
atiributable 1o ordinary shares (AED) 7 062) 0.02



Finance House P.J.S.C.

Condensed consolidated interim statement of profit or loss and other

comprehensive income (continued)
Sfor the three-months period ended 31 March (Unaudited)

2020 2019
AED’009 AED 000
Profit for the period 1,205 15,507
Other comprehensive income:
Items that will not be reclassified to income statement:
Change in fair value of financial assets carried at fair value
through OCI (27,183) {(6,704)
Gain / (loss) on disposal of financial assets carried at fair
value through other comprehensive income 475 13,682
Other comprehensive (loss) / income for the period {26,708) 6,978
Total comprehensive (loss) / income for the period (25,503) 22,485
Profit attributable to:
Equity holders of the parent (595) 12,622
Non-controliing interesis 1,800 2,885
1,205 15,507
Total comprehensive income attributable to:
Equity holders of the parent (21,718) 18,513
Noun-controlling interests (3,785) 3,972
{(25,503) 22,485

The notes on pages 10 to 40 are an inlegral part of this condensed consolidated interim financial
slatements.



6ZR'09L

7€8°9L9

80" 08T

80L°L

*SJUDLLINIBIS [RIDURLL) WLLIUL PBIRPIIOSU0D PASUDSPUCS S1y) Jo Med jeaBalur ue aue gp 01 1 sofed uo sajou ayg

o7L'AF1

{0si'1) (ZOF'12) 050°01€ OTOT MBI £ 18 duBjeg

(£95'5) - (£9¢'¢) - - - {£95'5) - - - - - pred uednod NWNS | 2011,
(58¢°2) - {¢85'T) - - - {casD) - - - - - pred puapialp st
(£0s's?) (58L°€) (g1'17) - - - (s65) (£z§'12) - - - - potaad atp) oy suresnt sarsuandadwo? k1o ],
(80L'90) {£9¢'c) (€TI'18) - - - - (Tt 1) - - - - 3ureour aaisuayaiduios 1a1o yBnoay) Jiep 1e
POLLIED SIUSWISIAUT JO ST[RA L1e] Ul $afunyd 1aN]
S0T'L 008°1 {666} - - - (565} - - - - - pottad at 1o nyoad
- - - - - - Siy {5ip) - - - - ouroout aajsuaysadwes a0 YEnody) anjes
JIE] J¥ POLLIED JUNSIALI 10 [Bsodsip uo jald
YEY'6L 78L'L8 T0L'00L 0B0°s1 00+087 £CT' 0B6'SE (szs' 1) 9ZLBYE osL'n) {Tov'17) 0sD'01€ 0Z0Z Aspnuep | e 2amepy
B9L°66L I TA 806'614 00061 CET'18T #90'1 cz8'0F (18%°2¢) LOE'LE] {osL'n {Zot'12) 0S0°01€ 6107 YMEW | € 12 adurfeg
(575'¢) - (czo'g) - - - (czo's) - - - - - pied uodnas RS 1 BLL
SELTI - SELPT 000'S1 (£92) - - - - - - - spuog / §M{Ag 1 13LL BT JUSWAOK
- - - . - - . - - - - - pted puopIAIp Use)
e8F'TT TLe'c €168t - - - 7T9'T1 168°C - - - - pouad sy} Jof awoau aarsUSYRIGWIOS [0,
- - - - - - - - - - - - pred uCpRBISUNWAL SI0I0M1KT
8LE'G LBO) 168'€ - - - - 168°¢ - - - - suroau aarsusyarded 130 Y3nony nej &
DILLIED SIISLUISIAMI JO anea die] ur soSusyD jeN
L08'¢1 $88°C XA - - - TTe'T - - - - - poriad ayi 1o} e
- - - - - - z39'¢1 {z9'c1} - - - - DWOOUI BAISUBYLIdIO0D 110 YEnoty) anjes
I1R] I POLLIED JUSLIISAALY JO [ESOdSIP U0 04|
ELI'BOL R8RCL CRT'T69 - 005" 182 Fo0°1 9F1'0T {069'vt) LOE'LRL (osL'nd (zop1D) o500l 6107 Atenuey | e adueeg
000,03V 000,03V 000.4dv 000, 4TV 000.43Y 000,03V 000 agav 00003V 000. GV 000.GAYV 000404V 0003V
moy, 152437 Auedunoa spaoqg Wnyng uopBAIUNAL sBulLiea IAIIEDL hRRE ILUIYIS sareys jendey
Auesvod 03 jo jusaed [ oaoy] 11a1] SA0320.01p panTeiayy UL T Y AioImgelg rawfnd fxnseag], aIeS
HON SIIPIOTO IS posodoay paseq-3a8ys
0} IHINQLIRY Soakordwey

(panipnnug}} G707 YoAUW [ § pepua poLiad Syuou-2a4yl ayj J0f

Aymba uy saBuRyd Jo JUIWAIB)S WLIIJUT PIJEPI[OSTOD PISUIPUO))

*Y'S["d ISNOY dduLUL]



Finance House P.J.S.C.

Condensed consolidated interim statement of cash flows
Jor the three-months period ended 31 March (Unaudited)

2020 2019
Note AED’ 000 AED000
Cash flows from operating activities
Profit for the period 1,205 15,507
Adjustments for:
Depreciation of property, fixtures and equipment 3,701 2,664
Share of result of associate 339 (567)
Dividend income from investments {19,133) (16,613)
(Gain on disposal of investments
cartied at fair value through profit or loss 148 18,329
Net change in fair value of investments carried al fair
value through profit or loss 17,154 (12,049)
Net impairment loss of loans and advances and Islamic assets 18,771 20,359
Provision for employees” end of service benefits 328 861
22,513 28,491
Changes in:
Islamic financing and investing assets 6,043 13,089
Loans and advances 166,736 79,938
Interest recelvable and other assets {35,910) (29,489)
Insurance receivables and contract assets {56,511) (18,763)
Customers’ deposits and margin accounts (38,087) 126,160
Unearned premiums 33,853 25,517
(ross claims outstanding 14,598 13,296
Interest payable and other liabilities 27,891 10,247
Lease liabilities (1,303) -
Cash generated from operating activities 139,823 227,992
Payment of employees’ end of service benefits (136) (152)
Net cash generated from operating activities 139,687 227,840
Cash flows from investing activitics
Purchase of investments carried al fair value through other
comprehensive Income {5,511) {12,598)
Proceeds from salc of investments carried at fair value
through other comprehensive income 13,188 19,694
Purchase of investments carried at fair value through profit or loss (865) -
Proceeds from sale of investments carried at fair value
through profit or loss 238 58,605
Purchase of investments carried at amortised cost (3,673) -
Purchase of property, fixtures and equipment {2,626) (75,520)
Disposal of property, fixtures and equipment - 75,0600
Purchase / transfer of investments in associates - {39,975)
Dividend received 19,133 16,613
Net cash generated from investing activities 19,884 41,821




Finance House P.J.S.C.

Condensed consolidated interim statement of cash flows (continued)
for the three-months period ended 31 March (Unaudited)

2020 2019
Note AED’000 AED’000
Cash flows from financing activities
Repayments of short term borrowings (19,666) {4,500}
Net proceeds / (repayment of) medium term loan 110,000 (8,333)
Movement in Tier 1 Sukuk - (265}
Movement in Tier I Bonds - 15,000
Tier 1 SUKUK coupon paid {5,567) (5,625)
Cash dividend paid (2,585) -
Net cash generated from / (used in) financing activities 82,182 (3,723)
Net increase in cash and cash equivalents 241,753 265,938
Cash and cash equivalents at 1 January 496,483 509,148
Cash and cash equivalents at 31 March & 738,236 775,086

The notes on pages 10 to 40 are an integral part of this condensed consolidaled interim [inancial
statements.



Finance House P.J.S.C.

Notes to the condensed consolidated interim financial statements

1

Legal status and principal 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.AE, Federal
Commercial Companies Law No. (2) of 2015, the Decretal Federal Law No. 14 of 2018 regarding
the Central Bank and Organization of Financial Institution and Activities and under authority of
resolutions of the Board of Directors of the U.A E. Central Bank relating to Finance Companies.

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

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

The entity is listed on the Abu Dhabi Securities Exchange (Ticker: FH).

The financial statements of the Company as at and for the period ended 31 March 2020 and year
ended 31 December 2019 are available upon request from the Company’s registered address P.O.
Box 7878, Abu Dhabi, United Arab Emirates.

On 24 Qctober 2018, management of Islamic Finance House (“the Subsidiary”™) submitted an
adjustment plan for restructuring the Subsidiary to the Central Bank of UAE. The adjustment
plan has been approved by the Board of Directors on the 6* of February 2019 and by the Central
Bank of the UAE on 10% October 2019.

Basis of preparation

This condensed consolidated interim finaneial statements of the Company and its subsidiaries
(“the Group™) arc prepared under the historical cost basis except for certain financial instruments
and investment properties which are measured at fair value.

This condensed consolidated interim financial statements is prepared in accordance with
International Accounting Standard 34: Inierim Financial Reporting (“IAS 347), issued by the
International Accounting Standard Board (TIASB) and comply with the applicable requirements
of the laws in the U.ALE.

This condensed consolidaled interim financial statements does not include all the information
and disclosures required in full consolidated financial statements and should be read in
conjunction with the Group’s consolidated financial statements for the year ended 31 December
2019. In addition, results for the period from 1 January 2020 to 31 March 2020 are not necessarily
indicative of the results that may be expected for the financial year ending 31 December 2020.

As required by the Securities and Commeodities 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 statements.



Finance House P.J.S.C.

Notes to the condensed consolidated interim financial statements

2

if.

iif,

Basis of preparation (continued)
New currently effective requirements

The accounting policies used in the preparation of the condensed consolidated interim financial
statements are consistent with those followed in the preparation of the Group’s anmual
consolidated financial statements for the year ended 31 December 2019, except for the adoption
of the following new IFRSs and amendments as of 1 January 2020:

e  Amendments to References to Conceptual Framework in IFRS Standards
e Definition of a Business (Amendments 1o IFRS 3)
e Definition of Material (Amendments to IAS 1 and [AS 8)

Standards issued but not yet effective

The standards and interpretations that are issued, but not yet effective, up to the date of issuance of
the Group’s condensed consolidated interim financial statements are disclosed below. The Group
intends to adopt these standards, if applicable, when they become effective:

s  IFRS 17: Insurance Contracts 1 January 2023

Use of judgments and estimates

In preparing these condensed consolidated interim financial statements, management has made
judgments, estimates and assumptions that affect the application of accounting policies and the
reported amounts of assets and liabilities, income and expense. Actual results may differ from
these estimates.

The significant judgmenis made by management in applying the Group’s accounting policies and
the key sources of estimation uncertainty were the same as those that applied to the consolidated
financial statements as at and for the year ended 3! December 2019,

Impact of COVID-19

On 11 March 2020, the World Health Organization ("WHQ") officially declared COVID-19 a
global pandemic. In light of the rapid spread of COVID-19 across the globe, various economies
and sectors have faced significant disruptions and uncertainty and governments and authorities
have instigated a host of measures to contain or delay the spread of the virus.

On 27th March 2020, the JASB issued a guidance note, advising that both the assessment of
Significant Increase in Credit risk (“*SICR”) and the measurement of ECLs are required to be
based on reasonable and supportable information that is available to an entity without undue cost
or effort. In assessing forecast conditions, consideration should be given both to the effects of
COVID-19 and the significant government support measures being undertaken. It is difficult at
this time to incorporaice the specific effects of COVID-19 and government supporl measures on
a reasonable and supportable basis.

The Central Bank of the UAE (CBUAE) approved and issued the standards of the UAE’s
Targeted Economic Support Scheme (TESS); Circular No.: CBUAE/BSD/N/2020/1479 dated
18/03/2020 (The TESS Regulation) to contain the repercussions of the COVID-19 pandemic in
the UAE. The TESS regulation is designed to:



Finance House P.J.S.C.

Notes to the condensed consolidated interim financial statements

2

ii.

Basis of preparation (continued)
Use of judgments and estimates {continued)

facilitate the provision of short and medium term relief from the payments of principal and/or
interest/profit on outsianding loans and seleclive rescheduling/ restructuring of loans for all
affected private sector corporates, SMEs and individuals

enhance lending capacity of banks, through partial release of existing capital buffers

outline expectations and the actions to be taken under the TESS by all banks and (inance

companies operating in the UAE.

Under the TESS program, CBUAE set-up a “Zero Cost Facility” (ZCF) against eligible collateral.
ZCF will be priced at zero interest rate and banks and finance companies are expected to pass on
the benefits of such a no cost Hquidity facility, at the minimum,

to their clients who have been identified 1o be eligible as per these Standards. The “Eligible

Collateral” includes the following:

i.  Certificate of Deposit, both conventional and Islamic (CDs or ICD’s) issued by

CRUAE,; and
ii.  Interim Marginal Lending Facility (IMLF)} and Collateralized Murahbaha Facility
{CMF).

a) Credit Risk Management

The Group has performed an initial internal analysis to identify potential accounts that are
prima-facie eligible for temporary relief from payments of principal and interest (Deferment or
Extension} on outstanding loans of Corporate customers under the TESS program. The Group
expects to recetve of deferment requests from customers (Corporate / SME / Retail) based on
public announcement of the CBUAE TESS program. The Group intends to evaluate each such
request on its own merit and consider providing relief to the requesting customer subject to
additional terms if any, as deemed fit by the concerned operating entity of the Group.

b} Significant Increase in Credit Risk
The Group has assessed the SICR factors such as:
I. Rescheduling & Restructuring of the facilities
2. Obligor Risk Rating (ORR) migration due to financial deterioration

3. Increase in past — dues

The entity has not observed any material changes during Q1 2020 bul expect this going
forward, as the customer requests for deferment start to follow in along with changes in

pattern of past dues.

12



Finance House P.J.S.C.

Notes to the condensed consolidated interim financial statements

2

iii.

i,

Basis of preparation (continued)

Use of judgments and estimates {contintied)

¢} Change in Macro Economzic Factors
The assessment of SICR and the calculation of ECL both incorporate forward-looking
information. The management has dynamic forward looking ECL computation methodology
based on Macro Economic forecast. There is significant increase in volatility (albeit
temporary) in Macro Economic factors due to COVID-19 pandemic situation. The Group is
carefully assessing the situation and has noticed that volatility levels have reduced in the recent

past.
The updated Model Validation & Calibration are in progress to implement the changes.

Basis of consolidation

The condensed consolidated interim financial statements incorporate the financial statements 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 i{s involvement with the entity and has the ability to
affect those returns through its power over the entity. The financial statements of subsidiaries are
included in the condensed consolidated interim financial statement 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:

13



Finance House P.J.5.C.

Notes to the condensed consolidated interim financial statements

2

iv.

{a)

Basis of preparation (continued)
Basis of consolidation {continued)

Subsidiaries (contimued)

Country of

Name of subsidiary incorporation Ownership interest % Principal activity

31 March 31 December

2020 2019
Islamic Finance House Islamic financing
P.IS.C U.AE. 100 100 services
Insurance House P.S.C. U.AE. 45.61 45.01 Insurance
Finance House
Securities Co L.L.C. U.AE. 70 70 Brokerage

Investment and asset

CAPM Investment P.J.S U.AE. 100 100 management
F.H. Services U.AE 100 100 Services

Transactions eliminated on consolidation

All intra-group balances and income, expenses and cash flows resulting from intra group
transactions are climinated in full upon consolidation.

Significant accounting policies

The accounting pelicies applied in these condensed consolidated interim financial statements are
the same as those in the Group’s consolidated financial statements as at and for the year ended
31 December 2019,

Financial risk management

The Group has exposure to the following tisks from financial instruments:
Credit risk

Liquidity risk

Market risk

Operational risk
Insurance risk

The Group’s financial risk management objectives, policies and procedures are consistent with
those disclosed in the audited consolidaled financial statements as at and for the year ended 31
December 2019,

Credit risk

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 Board Risk Management Committee.

The ECL recorded on loans and advances measured at amortised cost and Islamic financing and
investing assets measured at amortised cost have been disclosed in note 10 and 11 respectively.
such that there is no reasonable expectation of recovering in full.

14



Finance House P.J.S.C.

Notes to the condensed consolidated interim financial statements

4
(a)
)

(i)

(iii)

Financial risk management (continued)
Credit risk (continued)
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 1s 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 methed 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 31 March
2020 was Nil. The Group still seeks to recover amonnts it is legally owed in full, but which have
been partially written off due to no reasonable expectation of full recovery.

Madification 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 maximizing recovery. Such restructuring
activities include extended payment lerm arrangements, payment holidays and payment
forgiveness. Restruciuring 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 ai injtial 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 casc for assets which have performed
in accordance with the new terms for at least 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.

Credit risk measurement
Loans and advances {including loan commitments, LCs and 1.Gs)

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.

15



Finance House P.J.S.C.

Notes to the condensed consolidated internim financial statements

4
{a)
(iii)

{iv)

Financial risk management (continued)
Credit risk (continued)

Credit visk measurement (continued)

Credit risk grading

The Group uses internal credit risk grading that reflect its assessment of the probability of default
of individual counterparties. The Group use intemal rating models tailored to the various
calegories of counterparty. Borrower and loan specific information coliected at the fime 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 an 18 and 20 raling grade.

Expected credit loss measurement

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

e 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.

e 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.

» [fthe financial instrument is credit-impaired, the financial instrument is then moved to ~Stage
3’. Please refer to note 4.1(c) for a description of how the Group defines default and credit-

impaired assets.

» 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. Piease refer to following note for a description of imputs,
assumptions and estimalion techniques used in measuring the ECL.

e 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 summarizes the impairment requiremenis under IFRS 9:

Change in credit quality since initial recognition

¥

A
. |

Stage 1 ]Stage 2 |Stagc 3
{Initial recognilion) (Significant increase in (Credit-impaired financial assets})
credit risk since initial
recognition)
12-month expected credit Lifetime expected credif Liletime expected credit losses
losses losses
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Financial risk management (continued}
Credit risk (continued)
Expected credit Ioss measurement (continued)

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:

Quantitalive criteria

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

Retail:

For Retail portfolio, if the borrowers meet one or more of the following criteria:
- Adverse findings for an account/ borrower as per credit burcau data;

- Loan rescheduling before 30 Days Past Due (DPD);

- Accounts overdue between 30 and 90 days.

Treasury:

- Significant increase in probability of defauit of the underlying treasury instrument;

- Significant change in the investment’s expected performance & behaviour 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,

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 il meets one or more of the foliowing criteria:
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Financial risk mmanagement (continued)
Credit risk (continued)
Definition of default and credit-impaired assets (continued)

In addition to 90 DPD, for the retail and corporate portfolio, the default definition used is
consistent with the Baset 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:

e 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.

e 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 bankruptey 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 te the Group.
Overdrafts will be considered as being past due once the customer has breached an advised
limit or beer: advised of a limit smaller than the current outstanding.

+ A loan that has been renegotiated due Lo deterioration in the borrower's condilion is usually
considered to be credit-impaired unless there is evidence that the risk of not receiving
contractual cash flows has reduced significantly and there are ne other indicators of
impaitment. In addition, a retail loan that is overdue for 90 days or more is considered
impaired.

Measuring ECL — Fxplanation of inputs, assumptions and estimation technigues

The Expected Credit Loss (ECL} is measured on cither 2 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 credil-impaired. Expected credit losses are the discounted
product of the Probability of Default (PD), Exposure at Default (EAD), and Loss Given Defaunit
(LGD), defined as follows:

e 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.

e EAD is based on the amounts the Group expected to be owed al the time of default, over the
next 12 months (12M EAD) or over the remaining Hfetime (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 delault,
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
oceurs 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.
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Financial risk management (continued)
Credit visk (continued)
Definition of default and credit-impaired assets (continued)

Measuring ECL -- Explanation of inpuls, assumptions and estimation fechnigues {continued)

The ECL is determined by projecting the PD, LGD and EAD for each future month and for each
individual exposure or collective segment. These three 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 calcuiation is the original
effective interest rate or an approximation thereof.

The lifetime PD is developed by applying a maturity profile to the current 12M 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 porifolio and credit grade band. This is
supported by historical analysis,

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

e 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.

« 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 utilization based on analysis of the Group’s recent defaull 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.

s Forsecured 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 Tor 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 aiso 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 coliateral 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-iocking
information. The Group has performed historical analysis and identified the key economic
variables impacting credit risk.
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Financial risk management (continued)
Credit risk (continued)
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 consurer assets) and thus asset pricing, portfolio management, determining [inance
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 portfelios 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 ! 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 inlernal credit
grades have also been mapped to external agency ratings for better comparison.

Credir approval

Major credil exposures to individual counterparties, groups of connected counterparties and
portfolios of retail exposures are reviewed and approved by the Group’s Credit Commitlee
(“CC”) within the authorities delegaied 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 impaimment performance.

All corporate cxposures 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 categorized 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 notl limited to, exposure
reduction, security enhancement, exit of the account etc.

With respect to the Group’s consumer portfelio, 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.
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Financial risk management (continued)
Credit visk (continued)
Definition of defaunlt and credit-impaired assets {continued)

Credit risk mitication

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 coliateral types.

The Group’s financial risk management objectives and policies are consistent with those
disclosed in the financial statements as at and for the year ended 31 December 2019,

The Group measures its exposure to credit risk by reference to the gross carrying amount of

financial assets less amounts offset, interest suspended and impairment losses, if any. The
carrying amounts of financial assets represent the maximum credit exposure.
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Financial risk management (continued)
Ligquidity risk

Liguidity risk is the risk that the Group will encounter difficulty in meeting its obligations from
financial liabilities. The Group’s approach to managing liquidity is to ensure, as far as possible,
that it will always have sufficient liquidity to meet its liabilities when due, under both normal
and stressed conditions, without incuring unacceptable losses or risking damage to the
Group’s reputation. Typically the Group ensures that it has sufficient cash on demand to meet
cxpected operational expenses, including the servicing of financial obiigations; this excludes
the potential impact of extreme circumstances that cannot reasonably be predicted, such as
natural disasters.

Market risk

Market risk is the risk that the fair value and future cash flows of financial instruments will
fluctuate due to changes in market variables such as interest rates, foreign exchange rates, price
of equity and fixed income securities.

Inferest rate risk

Interest rate risk arises from the possibility that changes in interest rates will affect fiture cash
flows or the fair values of financial instruments.

The Group is exposed to interest rate risk on its interest bearing assets and liabilities.

The following table demonstrates the sensitivity of the income statement to reasonably possible
changes in the interest rates, with all other variables held constant, of the Group’s result for the

year,

The sensitivity of the income statement is the effect of the assumed changes in interest rates on
the Group’s profit for the year, based on the floating rate firancial assets and liabilities held at
31 March 2020.

Equity
+1% -1%
increasc decrease
AED000 AEDO0)

31 March 2020

Change of 1% 22,861 (22,708)
Cash flow sensitivity 22,8601 (22,7G8)
31 March 2019

Change of 1% 19,339 (17,285)
Cash flow sensitivity 19,339 (17,285)

Currency risk
Currency risk is the risk that the value of a financial instrument will fluctuate due to changes in

foreign exchange rates. The Board of Direclors has set limits on positions by currency. Positions
are monitored on a daily basis and it is ensured these are maintained within established limits.
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Financial risk management (continued)
Market risk {continued)
Currency risk (continued)

Foreign currency risk is limited since a significant proportion of the Group's transactions,
monelary assets and liabilities are denominated in U.A.E. Dirbam and U.S. Dollar. As the
U.AE. Dirham is pegged to the U.S. Dollar, balances in U.S. Dollar are not considered (o
represent significant currency risk. Exposure to other currencies is insignificant to the overall
Group.

Price risk

Price risk is the risk that the fair values of equities and fixed income securities decrease as the
result of changes in the levels of equity and fixed income indices and the value of individual
instruments. The price risk exposure arises from the Group's investment portfolio.

The following table estimates the sensitivily to a possible change in equity and [ixed income
markets on the Group’s consolidated income statement. The sensitivity of the consolidated
income statement is the effect of the assumed changes in the reference equity and fixed income
benchmarks on the fair value of investients carried at fair value through profit or loss.

Equity
+5% -5%
increase decrease
AED*00) AED’000
31 March 2020
Investments carried at fair value through
prafit or loss

Abu Dhabi Securities Market Index 1,318 {1,318)
Dubai Financial Market Index 1,635 {1,635)
Fixed income securities - -

Investments carried ai fair value through
other comprehensive income

Abn Dhabi Securities Market Index 10,019 (10,019)
Dubai Financial Market Index 1,918 (1,918)
Unquoted investments 2,552 (2,552)
Cash flow sensitivity 17,442 (17,442)
31 December 2019

Investments carried at fair value through

profit or loss

Abu Dhabi Securities Market Index 1,388 (1,388
Dubai Financial Market Index 2,346 (2,346)
Fixed mcome securities - -

Investments carried at fair value through
other comprehensive Income

Abu Dhabi Securities Market Index 10,268 (10,268)
Dubai Financial Markel Index 2,678 {2,678)
Unquoted investments 2,552 (2,552)
Cash flow sensitivity 19,232 (19,232)
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4 Financial risk management (continued)
(c) Market risk (continued)
(iii}  Price risk (confinued)

The effect of decreases in prices of equity and fixed income securities is expected to be equal and
opposite to the effect of the increases shown above.

{fv) Operarional risk

Operational risk is the risk of direct or indirect loss arising from inadequate or failed inlernal
processes, syslems [ailure, human error, fraud or external events. When required controls fail,
operational risks can cause damage to reputation, have legal or regulatory implications, or lead
to financial loss. While the Group cannot expect to eliminate all operational risks, through a
control framework and by continuous menitoring and responding co potential risk, the Group
is able to manage these risks. Controls include effective segregation of duties, appropriate
access, authorization and reconcilialion procedures, staff training and robust assessment
process. The processes are reviewed by risk management and internal audit on an ongoing basis.

fv) Insurance risk

The principal risk the Group faces under insurance contracts is that the actual claims and benefit
payments or the timing thereof, differs from expectations. This is influenced by the frequency
of claims, severity of claims, actual benefits paid and subsequent development of long-term
claims. Therefore, the objective of the Group is to ensure that sufficient reserves are available
to cover these liabilities.

The risk exposure is mitigated by diversification across a large portfolio of insurance contracts
and geographical areas. The variability of risks is also improved by careful selection and
implementation of underwriting strategy guidelines, as well as the use of reinsurance
arrangernents.

In common with other insurers, in order o minimize financial exposure arising from large
insurance claims, the Group, in the normal course of business, enters into arrangements with
other parties for reinsurance purposes. Such reinsurance arrangements provide for greater
diversification of business, allow management to control exposure o potenlial losses arising
from large risks, and provide additional capacity for growth. A significant portion of the
remsurance is effected under treaty, facultative and excess of loss reinsurance contracts.

To minimise its exposure 1o significant losses from reinsurer insolvencies, the Group evaluates
the financial condition of its reinsurers and monitors concentrations of credit risk arising rom
similar geographic regions, activities or economic characteristics of the reinsurers.
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5 Net interest income and income from Islamic financing and investing assets

Three months ended

31 March
{Unaundited)
2020 2019
AED000 AED’000
Loans and advances 55,337 54,590
Income from Islamic financing and investing assets 2,747 4,244
Due from banks 2,057 3,107
Income from perpetual investments 512 4,619
Others - 186
Interest income and income from Islamic financing and
investing assets 60,653 66,746
Customers’ deposits and margin accounts (15,944) (18,712)
Due to banks and other financial institutions (3,792) (2,848)
Profit distributable to depositors (36) 413
Interest expense and preofit distributable to depaositors {19,772) (21,973)
Net interest income and income from Islamic financing and
investing assets 40,881 44,773

No interest or profit income is recognised on impaired loans and advances or on impaired

Islamic financing and investing assets,

6 Net investment incomne

Three months ended

2020
AED’000
Loss on disposal of investments carried at fair value through profit
or loss (148)
Change in fair value of investments carried at fair value through
profit or loss (17,154)
Dividends from investmenis carried at fair value through profit
or loss 1,926
Net loss from investments carried at fair value through profit or
loss (15,376)
Dividend income from investments carried at fair value through
other comprehensive income 16,968

Net income from investments 1,590

31 March
{(Unaudited)
2019
AED000
(18,329)
12,049

2,543

(3,737
14,070

10,333
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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
alt dilutive potential ordinary shares. As at 31 March 2020, the Group has not issued any
instruments which dilutive impact on earnings per share would have when converted or exercised.

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

Three months ended

31 March
{Unaundited)

2020 2019
AED* (00 AED’000

{Loss) / profit for the period attributable to
equity holders of the parent {575) 12,622
Less: Tier | Sukuk coupon paid (3,625) (5,623)
(6,200} 6,997
Number of ordinary shares in issue 310,050 310,050
Less: Treasury shares {9,400) (9,400)
Less: Employees’ share-based payment scheme (1,750) (1,750)
298,900 298,900
(Loss) / Eamings per share (AED) (0.62) .02
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Cash and cash equivalents

Cash balanoces
Cash on hand
Restricted cash balances™

Due from banks with original maturities of less
than three months

Placements with banks

Call accounts

Current and demand accounts

Balance with UAE Central Bank

Due to banks and other financial instiiutions with
original maturity of less than three months
Other restricted cash balances*

Net cash and cash equivalents

{Unaudited) {Audited)
31 March 31 December
2020 2019
AED’000 AED’ 000
7,390 10,134
6,000 6,000
13,390 16,134
204,001 121,789
335,232 207,637
75,535 86,983
126,423 83,399
741,191 499 808
(10,345) (13,459)
(6,000) (6,000)
738,236 496,483

For the purpose of the condensed interim statement of cash flows, cash and cash equivalenis
comprise of unrestricted cash balances with contractual maturities of three months or less as

follows:

Cash balances
Due from banks with original maturities of less
than three months

Due to banks and other financial institutions with
original maturity of less than three months
Other restricted cash balances®

Net cash and cash equivalents

{Unaudited) (Unaudited)
31 March 31 March
2020 2019
AED’000 AED000
13,390 17,870
741,191 787,049
754,581 804,919
{10,345) (23,833)
(6,000) (6.000)
738,236 775,086

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

(2019: AED 6,000 thousand).
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9 Investments

31 March 2020 (Unaudited)
Equity instruments:

- Quoted

- Unquoted

Unquoted invesiment in
managed funds

Within UAE
Outside UAE

31 December 2019 (Audited)
Equity instruments:

- Quoted

- Unquoted

Unquoted investment in

managed funds

Within UAE
QOutside UAE

At fair value

through other At fair value At

comprehensive through amortised
income  profit or loss cost Total
AED’000 AED’000 AED000 AED’G00
262,722 69,312 - 332,034
51,643 - - 51,043
5,141 - 3,673 8,864
318,956 69,312 3,673 391,941
286,373 69,312 3,673 359,358
32,583 - - 32,583
318,956 69,312 3,673 391,041
296,944 85,987 - 382,931
51,043 - - 51,043
5,354 - - 5,354
353,341 85,987 - 439,328
301,738 85,987 - 387,723
51,603 - - 51,603
353,341 85,987 - 439,328
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Loans and advances

Commercial loans

Commercial overdraft

Trust Receipts

Bills and discounis

Mezzanine finance

Advances against documents under LC
Auto loan

Clean facility

Other commerctal advances

Retail finance
Car loans
Executive Finance
Staff loans

Credit card advances and settlement plans

Payday Overdraft
SME loans
Others

Gross loans and advances
Less: Allowance for impairment

Leans and advances

(Unaudited)
31 March
2020
AED000

473,723
66,2006
43,518
11,767

6,255
2,269
1,180
1,553,732

2,158,590

3,146
175,508
5,687
281,274
38,573
22,912
1,110

528,210

2,686,800
(419,761)

2,267,039

{Audited)

31 December
2019

AED 000

470,332
64,557
41,705
11,307

6,902
2,463
1,180
1,740,402

2,338,848

3,146
169,525
5,703
285,032
41,491
23,328
1,127

529,352

2,868,200
(416,170)

2,452,030

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

Opening Balance

Impairment charges for the period/year
Reversal of no longer required impairment charges

Closing Balance

{Unaudited)
31 March
2020
AED’000

416,170
18,255
(14,664)

419,761

(Audited)

31 December
2019
AED000
351,645
69,258
(4,733)

416,170

The allowance for impairment includes a specific provision of AED 384.1 million (31 December

2019 AED 385.8) for stage 3 loans of the Group.
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Islamic financing and investing assets

(Unaudited)

31 March

2020

AED’000

Commodity Murabaha 84,037
Covered card and drawings 43,329
Purchase and lease back 1,016
Harah 9,434
Others 2,932
Gross islamic financing and investing assets 145,748
Less; Allowance for impairment {61,457)
Istamic financing and investing assets 84,261

{Audited)

31 December
2019
AED000

88,492
49,354
1,000
10,008
2,937

151,791
(60,941)

90,850

Islamic financing and investing assets are stated net of allowance for impairment. The movement

in the allowance during the period/year is as follows:

{Unaudited)
31 March
2020
AED’000

Opening Balance 60,941
Charge for the period / year 516

Closing Balance 61,457

{Audited)

31 December
2019
AED™00

59,741
1,200

60,941

The Allowance for impairment include a specific provision of AED 60.2 million (37 December

2019 AED 58.8) for stage 3 Islamic financing and investing assets of the Group.

Customers’ deposits and margin accounts

{Unaudited)
31 March
2020
AEDG00

Call and demand deposits 443,912
Time deposits 1,497,759
Wakala deposits 16,575

1,952,246
Margin accounts 480,474

3,432,720

32

{Audited)

31 December
2019
AED000

176,272
1,743,067
11,075

1,930,414
540,393

2,470,807
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Customers’ deposits and margin accounts (continued)

Analysis of customers® deposits by sector is as foliows:

{Unaundited) {Audited)
31 March 31 December
2020 2019
AED006 AED000

By type:
Government 595,574 1,047,979
Corporate 1,437,146 1,422,828
2,432,720 2,470,807

Margin accounts represenl 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 ta 4.25%
p.a (2019: Nil t0 4.25% p.a).

Share capital

{Unaudited) (Audited)
31 March 31 December
2020 2019
AED’000 AED000
310.1 million shayes (2019: 310.1 million shares)
of AED 1 each (2019: AED I each) 310,050 310,050

Treasury shares

Treasury shares represent the cost of 9,400 thousand shares of the Company held by the
Company and a subsidiary as at 31 March 2020 (2019: 9,400 thousand shares).

Employees’ share-based payment scheme

The share-based payment scheme is administered by a trustee and gives the Board of Directors
the autherity 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, no shares were granted to employees and the value of outstanding shares not

yet granted to employees as at 31 March 2020 were AED 1,750 thousand (20/9: AED 1,750
thousand).
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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 revelving credits.

The Group had the following commitments and contingent liabilities outstanding at period/year
end:

{Unaudited) {Audited)

31 March 31 December

2020 2019

AED(00 AED000

Leiters of credit 4,439 16,532
Letters of guarantee 1,011,340 1,093,270
Capital commitments 4,695 4,200
1,020,474 1,114,002

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

Tier 1 Capital Instruments

In July 2015, the Company raised financing by way of Shari’a compliant Tier 1 Capilal
Certificates amounting to AED 300 million (Tier 1 Sukuk), Issuance of these Capilal Certificates
was approved by the Company’s Extra Ordinary General Meeting (EGM) in April 2015. The
UAE Central Bank has also approved the facility to be considered as Tier 1 capital for regulatory
purposes. These Capital Certificates bear profit at a fixed rate payable semi-annually in arrears.
The Capital Certificates are non-cumulative perpetual securities for which there is no fixed
redemption date, and are callable by the Company subject to certain conditions. Tier 1 Sukuk
amounting to AED 19,600 thousand (2019: AED 19,600 thousand) are held by subsidiaries of
the Group and, accordingly, eliminated in the consolidated statement of financial position. The
payment of the coupon amounts on those instruments is solely at the discretion of the issuer at a
coupon profit rate of 7.5% p.a.

In March 2019 the subsidiary of the Company ‘Insurance House’ raised tier 1 perpetual bonds
amounting to AED 15 Million. Issuance of these perpetual bonds was approved by the Extra
Ordinary General Meeting {(EGM) in January 2019. These perpetual bonds bear profit at a fixed
rate payable semi-anmually in arrears. The perpetual bonds are non-cumulative perpetual
securities for which there is no fixed redemption date, and are callable by the subsidiary subject
to certain conditions. The payment of the coupon amounts on those instruments is solely at the
discretion of the issuer at a coupon profit rate of 8.25% p.a.

34



Finance House P.J.S.C.

Notes to the condensed consolidated interim financial statements

18

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 personnei.

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

{Unaudited) (Audited)
31 March 31 December
2020 2019
AED 000 AED’000
Loans and advances
Key management staff 867 913
Members of board of directors 45911 44 681
Customers’ deposits
From other entities under common control 7,978 12,620

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. Qutsianding
balances at the period/year-end are unsecured. There have been no guarantces provided or
received for any related party receivables or payables.

The significant transactions included in the condensed consolidated interim financial

mnformation are as follows:
For the three months

period ended 31 March

{(Unaudited) (Unaudiied)
2020 2019
AED(H0 AED000
Interest and commission income from
Key management staff 9 11
From members of board of directors 865 597
Interest expense
To others LY 73
Key management remuneration
Short term benefits (salaries, benefits and bonuses) 3,930 4,852
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Segment information
For management purposes, the Group is organized into five major business segments:

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

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

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

These segments are the basis on which the Group reporls 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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20 Fair value measurement

When measuring the fair value of an asset or a Hability, the Group uses observable market data
as far as possible, Fair values ate categorised into different levels in a fair value hierarchy based
on the inputs used in the valuation technigues as follows:

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

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

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

[f the inputs used to measwre the fair value of an asset or a liability fall into different levels of the
fair value hierarchy, then the fair value measurement is categorised in its entirety in the same
level of the fair value hierarchy as the lowest level input that is significant to the entire
measurement,

The Group recognises transfers between levels of the fair value hierarchy at the end of the
reporting peried during which the change has occurred.

The following table shows the analysis of assets recorded at fair value by level of the fair value
hierarchy as at 31 March 2020:

Date of Level 1 Level 2 Level3 Tatal
valuation AED000 AED (00 AED 000 AED’G00
Assets measured at
fair value
31 December
Invesiment propertics 2019 - - 7.925 7,925

At fair value through
profit or loss
Quoted equities 31 March 2020 69,312 - - 69,312

69,312 - - 69,312

At fair value throogh
ather comprehensive

income
Quoted equities 31 March 2020 262,722 - - 262,722
31 Deccmber
Unquoted equities 2019 - 2271 41,772 51,043
Investment in managed
funds 31 March 2020 - 5,191 - 5,191
262,722 14,462 41,772 318,956
Asseis for which fair
value is disclosed
Investment carried at
amortlised cost 31 March 2020 - 3,673 - 3,673
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20  Fair value measurement (continved)

The following table shows the analysis of assets recorded at fair value by level of the fair value
hierarchy as at 31 December 2019:

Date of Level 1 level 2 Level 3 Total
Valuation AEDGOC AED 000 AED 000 AED 000
Assets measured at
fair value
31 December
Investment properties 2019 - - 7.825 7,925

At fair value through
profit or loss
31 December
Quoted equities 2019 85,987 - - 85,987

85,987 - - 85,987

At fair value through
other comprehensive

income
31 December
Quoted equilies 2019 296,944 - - 296.944
31 December
Unquoted equitics 2019 - 9,271 41,772 51,043
Investment in managed 31 December
funds 2019 - 5,354 - 5.354

296,944 14,625 41,772 353.341

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.

Investmends carried at fair value through profit or loss

investmenis 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.
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Fair value measurement (continued)
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 statements 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
eamings 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 unguoted 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.

Yaluation Significant Range
technique unobscrvable inputs (Weighted Sensitivity of the input
valuation average}  to fair value
Unguoted Price Eaming PE Multiple 9-11 Increase / (decrease) in
equitics Multiple the PE Multiples by 1
Valuation would result in increase /
Basis (decreasc) in fair value by

AED 5 million

Transfers between categories

During the period, there were no transfers between Level 1 and Level 2 fair value measurements.
The following table shows a reconciliation from the beginning balances to the ending balances
for fair value measurement in Level 3 of the fair value hierarchy:

Unguoted equities at fair value Unquoted equities at fair value
through other comprehensive  through other comprehensive

income income

AED000 AED000

2020 2019

Balance at 1 January 41,772 87.281
Loss in OCI - {5,984)
Disposals - (39,525
Balance al 31 March /31 December 41,772 41,772

Comparative figures

Certain comparative figures have been reclassified where appropriate to conform to (he
presentation and accounting policies adopted in these condensed consolidated interim financial
statements.
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