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Mashreq Al-Islami Finance Company (P.].S.C.)

Board of Directors’ report

The Board of Directors have pleasure in submitting their report and the audited financial
statements for the year ended 31 December 2018.

Incorporation and registered offices

Mashreq Al-Islami Finance Company (P.J.S.C.) (the “Company”) is a private joint-stock
company and is a subsidiary of Mashregbank PSC (the “Parent Company”). The Company
was incorporated in the United Arab Emirates under a trade license issued by the Department
of Economic Development of the Government of Dubai. The address of the registered office
of the Company is P.O. Box 1250, Dubai, United Arab Emirates.

Principal activities

The Company carries out financing activities through various Islamic instruments, in
accordance with Islamic Shari’ah principles that include prohibition of usury.

Financial position and results

The financial position and results of the Company for the year ended 31 December 2018 are
set out in the accompanying financial statements.

Directors

The following were the Directors of the Company for the year ended 31 December 2018:

Abdul Aziz Abdulla Al Ghurair
Ali Rashed Ahmed Lootah

Ali Raza Khan

Som Subroto

Aladdin Al Deesi

Ibrahim Al Mheiri

Auditors

The financial statements for the year ended 31 December 2018 have been audited by
PricewaterhouseCoopers.

By order of the l} d of Directors

Director
31 March 2019
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Independent auditor’s report to the shareholders of Mashreq
Al-Islami Finance Company (P.J.S.C.)

Report on the audit of the financial statements

In our opinion, the financial statements present fairly, in all material respects, the financial position of
Mashreq Al-Islami Finance Company (P.J.S.C.) (the "Company”) as at 31 December 2018, and its
financial performance and its cash flows for the year then ended in accordance with International
Financial Reporting Standards.

What we have audited
The Company’s financial statements comprise:
o the statement of financial position as at 31 December 2018;
o the statement of comprehensive income for the year then ended;
o the statement of changes in equity for the year then ended;
¢ the statement of cash flows for the year then ended; and
* the notes to the financial statements, which include a summary of significant accounting
policies.

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our
responsibilities under those standards are further described in the Auditor's Responsibilities for the
Audit of the Financial Statements section of our report.

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

Independence

We are independent of the Company in accordance with the International Ethics Standards Board for
Accountants’ Code of Ethics for Professional Accountants (IESBA Code) and the ethical requirements
that are relevant to our audit of the financial statements in United Arab Emirates. We have fulfilied our
other ethical responsibilities in accordance with the IESBA Code.

The Directors are responsible for the other information. The other information comprises of the
Directors’ report (but does not include the financial statements and our auditor’s report thereon).

PricewaterhouseCoopers (Dubai Branch), License no. 102451
Emaar Square, Building 4, Level 8, P O Box 11987, Dubai - United Arab Emirates
T: +971 (0)4 304 3100, F: +971 (0)4 346 9150, www.pwec.com/me

Douglas O’'Mahony, Rami Sarhan, Jacques Fakhoury and Mohamed ElBorno are registered as practising auditors with the UAE Ministry of Economy



Our opinion on the financial statements does not cover the other information and we do not and will
not express any form of assurance conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read the other
information identified above and, in doing so, consider whether the other information is materially
inconsistent with the financial statements or our knowledge obtained in the audit, or otherwise
appears to be materially misstated.

If, based on the work we have performed, we conclude that there is a material misstatement of this
other information, we are required to report that fact. We have nothing to report in this regard.

The directors are responsible for the preparation and fair presentation of the financial statements in
accordance with International Financial Reporting Standards and their preparation in compliance with
the applicable provisions of the UAE Federal Law No. (2) of 2015 and for such internal control as
directors determine is necessary to enable the preparation of financial statements that are free from
material misstatement, whether due to fraud or error.

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

Those charged with governance are responsible for overseeing the Company’s financial reporting
process.

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



pwc

ndep hareh hreq

Al i R T
Al m pan

As part of an audit in accordance with 1SAs, we exercise professional judgment and maintain
professional scepticism throughout the audit. We also:

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

e Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the Company’s internal control.

e Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by directors.

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

s Evaluate the overall presentation, structure and content of the financial statements, including
the disclosures, and whether the financial statements represent the underlying transactions
and events in a manner that achieves fair presentation.

We communicate with those charged with governance regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant deficiencies in
internal control that we identify during our audit.
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Independent auditor’s report to the shareholders of Mashreq
Al-Islami Finance Company (P.J.S.C.) (continued)

Report on other legal and regulatory requirements

As required by the UAE Federal Law No. (2) of 2015, we report that:

(i

(ii)

(i)

(iv)

(vi)

(vii)

we have obtained all the information we considered necessary for the purposes of our audit;

the financial statements have been prepared and comply, in all material respects, with the
applicable provisions of the UAE Federal Law No. (2) of 2015;

the Company has maintained proper books of account;

the financial information included in the Director's report is consistent with the books of
account of the Company;

as disclosed in note 20 to the financial statements the Company has not purchased or
invested in any shares during the financial year ended 31 December 2018;

note 9 to the financial statements discloses material related party transactions and the terms
under which they were conducted; and

based on the information that has been made available to us, nothing has come to our
attention which causes us to believe that the Company has contravened during the financial
year ended 31 December 2018 any of the applicable provisions of the UAE Federal Law No.
(2) of 2015 or of its Articles of Association which would materially affect its activities or its
financial position as at 31 December 2018.

Further, as required by the Article (114) of the Decretal Federal Law No. (14) of 2018, we report that
we have obtained all the information and explanations we considering necessary for the purpose of
our audit.

PricewaterhouseCoopers
31 March 2019

qu%, /%
Jacques Fakhoury ‘

Registered Auditor Number: 379
Place: Dubai, United Arab Emirates



Mashreq Al-Islami Finance Company (P.J.S.C.)

Statement of financial position

As at 31 December
2018 2017
Note AED’000 AED’000

ASSETS
Cash and cash equivalents 5 1,267 1,258
Islamic financing products measured at

amortised cost 6 1,326,825 1,740,715
Other assets 26 31
Property and equipment 7 211,224 211,224
Total assets 1,539,342 1,953,228
LIABILITIES AND EQUITY
LIABILITIES
Due to Parent Company 9 661,522 1,115,771
Other liabilities 8 3,781 5,378
Total liabilities 665,303 1,121,149
EQUITY
Issued and paid up share capital 10 500,000 500,000
Statutory reserve 11 36,861 32,665
Retained earnings 337,178 299,414
Total equity 874,039 832,079
Total liabilities and equity 1,539,342 1,953,228

.......................................

Abdul Aziz Abdulla Al Ghurair Ibrahim Al Mheiri

X
o

The accompanying notes form an integral part of these financial statements. 6




Mashreq Al-Islami Finance Company (P.J.S.C.)

Statement of comprehensive income

For the year ended 31 December

2018 2017

Note AED’000 AED’000
Income
Income from Murabaha 26,863 48,918
Income from ljara 55,799 45,173
Total income from Islamic financing
products measured at amortised cost 82,662 94,091
Fees and commission income 12 3,287 7,559
Total income 85,949 101,650
EXxpenses
General and administrative expenses 13 (22,605) (26,194)
Allowance for impairment, net 14 (21,384) (38,468)
Total expenses (43,989) (64,662)
Profit for the year 41,960 36,988
Other comprehensive income - -
Total comprehensive income for the year 41,960 36,988

The accompanying notes form an integral part of these financial statements. 7



Mashreq Al-Islami Finance Company (P.J.S.C.)
Statement of changes in equity

Balance at 1 January

2017

Profit for the year

Total comprehensive
income for the year

Transferred to statutory
reserve

Balance at 31 December

2017

Profit for the year

Total comprehensive
income for the year

Transferred to statutory
reserve

Balance at 31 December

2018

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

Issued and
paid up Statutory Retained
share capital reserve earnings Total
AED’000 AED’000 AED’000 AED’000
500,000 28,966 266,125 795,091
- - 36,988 36,988
- - 36,988 36,988
- 3,699 (3,699) -
500,000 32,665 299,414 832,079
41,960
- - 41,960 41,960
- 4,196 (4,196) -
500,000 36,861 337,178 874,039
8



Mashreq Al-Islami Finance Company (P.J.S.C.)

Statement of cash flows

For the year ended 31 December

2018 2017
Note AED’000 AED’000
Cash flows from operating activities
Profit for the year 41,960 36,988
Adjustments for
Allowance for impairment, net 14 21,384 38,468
Operating cash flows before changes in
operating assets and liabilities 63,344 75,456
Changes in assets and liabilities
Decrease / (increase) in Islamic financing
products measured at amortised cost 392,506 (163,970)
Decrease in other assets 5 7
(Decrease) / increase in other liabilities (1,597) 4543
Net cash generated from/ (used in) operating
activities 454,258 (83,964)
Cash flows from financing activity
(Decrease) / increase in due to Parent Company (454,249) 85,212
Net cash (used in) / generated from financing
activities (454,249) 85,212
Net increase in cash and cash equivalents 9 1,248
Cash and cash equivalents at 1 January 1,258 10
Cash and cash equivalents at 31 December 5 1,267 1,258
The accompanying notes form an integral part of these financial statements. 9



Mashreq Al-Islami Finance Company (P.J.S.C.)

Notes to the financial statements for the year ended 31 December 2018

1 General information

Mashreq Al-Islami Finance Company (P.J.S.C.) (the “Company”) is a private joint-stock
company and incorporated in the United Arab Emirates under a trade license issued by the
Department of Economic Development of the Government of Dubai.

The address of the registered office of the Company is P.O. Box 1250, Dubai, United Arab
Emirates.

The shareholders and their respective share holdings are as follows:

%

Mashregbank PSC 99.70
Injaz Services FZ-LLC 0.10
Abdulla Bin Ahmed Al Ghurair 0.10
Abdul Aziz Abdulla Al Ghurair 0.10
100.00

The Company carries out financing activities through various Islamic products & instruments,
in accordance with Islamic Shari’ah principles that include prohibition of usury.

Shari’ah Supervisory Board

The Company’s business activities are subject to the supervision of the Shari’ah Supervisory
Board, which is entrusted, with the duty of reviewing and directing the activities of the
Company in accordance with the Islamic Shari’ah rules and principles.

2 Application of new and revised International Financial Reporting
Standards ("'IFRS™)

2.1  New and revised IFRS applied on the financial statements

The following new and revised IFRS, which became effective for annual periods beginning
on or after 1 January 2018, have been adopted in these financial statements. The application
of these revised IFRSs has not had any material impact on the amounts reported for the
current and prior years but may affect the accounting for future transactions or arrangements.

. 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 goods or services and thus has the
ability to direct the use of and obtain the benefits from the goods or services. 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 statements with comprehensive information about the
nature, amount, timing and uncertainty of revenue and cash flows arising from the
entity’s contracts with customers.

10



Mashreq Al-Islami Finance Company (P.J.S.C.)

Notes to the financial statements for the year ended 31 December 2018
(continued)

2

2.1

Application of new and revised International Financial Reporting
Standards (*'IFRS"") (continued)

New and revised IFRS applied on the financial statements (continued)

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 a property has changed 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.

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 income, 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 Company 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 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.

11



Mashreq Al-Islami Finance Company (P.J.S.C.)

Notes to the financial statements for the year ended 31 December 2018
(continued)

2

2.1

Application of new and revised International Financial Reporting
Standards (*'IFRS"") (continued)

New and revised IFRS applied on the financial statements (continued)

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 or 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 Company has in previous years adopted the first phase of the IFRS 9 with regards
to classification and measurement of financial instruments. The Company adopted the
final phase of IFRS 9 with respect to impairment of financial assets with effect from 1
January 2018.

The impact of IFRS 9 on the financial statements of the Company has been disclosed
in Note 3.3.

12



Mashreq Al-Islami Finance Company (P.J.S.C.)

Notes to the financial statements for the year ended 31 December 2018

(continued)

2 Application of new and revised International Financial Reporting

Standards (*'IFRS") (continued)

2.2  New and revised IFRS in issue but not yet effective

The Company has not yet applied the following new standards, amendments, and

interpretations that have been issued but are not yet effective:

New standards, amendments and interpretations

Amendment to IFRS 9, ‘Financial instrument’ - The 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 modifications in financial
liabilities will result in the immediate recognition of a gain or loss.

There is no material impact on the financial statements of the Company
from the adoption of above amendment on 1 January 2019.

IFRS 16, ‘Leases’ - This standard replaces the current guidance in 1AS
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 remains mainly unchanged. 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.

There is no material impact on the financial statements of the Company
from the adoption of this new standard on 1 January 2019.

Effective for
annual periods
beginning on
or after

1 January 2019

1 January 2019

13



Mashreq Al-Islami Finance Company (P.J.S.C.)

Notes to the financial statements for the year ended 31 December 2018
(continued)

2 Application of new and revised International Financial Reporting
Standards (*'IFRS"") (continued)

2.2 New and revised IFRS in issue but not yet effective (continued)

Effective for

annual periods

beginning on
New standards, amendments and interpretations or after

IFRIC 23 Uncertainty over Income Tax Treatments — The 1 January 2019
interpretation address the determination of taxable profit (tax loss) tax

bases, unused tax credits and tax rates, when there is uncertainty over

income tax treatments under IAS 12. It specifically considers

»  Whether tax treatments should be considered collectively

» Assumptions for taxation authorities

» The determination of taxable profit (tax loss), tax bases, unused
tax losses, and tax rates

» The effect of changes in facts and circumstances

There is no material impact on the financial statements of the Company
from the adoption of above new interpretations on 1 January 2019.

14



Mashreq Al-Islami Finance Company (P.J.S.C.)

Notes to the financial statements for the year ended 31 December 2018

(continued)

2 Application of new and revised International Financial Reporting

Standards (*'IFRS") (continued)

2.2 New and revised IFRSs in issue but not yet effective (continued)

New standards, amendments and interpretations

IFRS 17, ‘Insurance contracts’ - On 18 May 2017, the IASB 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
2022, 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.

There is no material impact on the financial statements of the Company
from the adoption of this new standard on 1 January 2019.

Effective for
annual periods
beginning on or
after

1 January 2022

There are no other relevant applicable new standards and amendments to published
standards or IFRIC interpretations that have been issued but are not effective for the first
time for the Company’s financial year beginning on 1 January 2018 that would be expected

to have a material impact on the financial statements of the Company.

15



Mashreq Al-Islami Finance Company (P.J.S.C.)

Notes to the financial statements for the year ended 31 December 2018
(continued)

3  Summary of significant accounting policies

3.1 Statement of compliance

The financial statements have been prepared in accordance with International Financial
Reporting Standards (IFRS), the Shari’ah rules and principles as determined by the
Company’s Shari’ah Supervisory Board to the extent that those are compatible with IFRS
and applicable requirements of the laws of the United Arab Emirates (“UAE”).

3.2 Basis of preparation

The financial statements of the Company have been prepared on the historical cost basis,
which is generally based on the fair value of the consideration given in exchange for assets.

The financial statements are presented in Arab Emirates Dirham (AED) and all values are
rounded to the nearest thousands AED, except where otherwise indicated.

The principal accounting policies adopted are set out below.

3.3 Changes in accounting policies

The Company 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 financial
statements.

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

IFRS 9 also significantly amends other standards dealing with financial instruments such as
IFRS 7 ‘Financial Instruments: Disclosures’. Since IFRS 9 is required to be adopted
prospectively, 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.

The adoption of the impairment requirements of IFRS 9 has resulted in changes in
accounting policies for impairment of financial assets as described in Note 17 and an
additional impairment provision requirement of AED 25 million at 1 January 2018 which has
been met substantially through regulatory provisions available as at that date.

3.4  Leasing

Leases of property and equipment where the Company, as lessee, has substantially all the risks
and rewards of ownership are classified as finance leases. Finance leases are capitalized at the
lease’s inception at the fair value of the leased property or, if lower, the present value of the
minimum lease payments. The corresponding rental obligations, net of finance charges, are
included in other short-term and long-term payables. Each lease payment is allocated between
the liability and finance cost.

16



Mashreq Al-Islami Finance Company (P.J.S.C.)

Notes to the financial statements for the year ended 31 December 2018
(continued)

3  Summary of significant accounting policies (continued)

3.4 Leasing (continued)

The finance cost is charged to the profit or loss over the lease period to produce a constant
periodic profit on the remaining balance of the liability for each period. The property and
equipment acquired under finance leases is depreciated over the asset’s useful life or over the
shorter of the asset’s useful life and the lease term if there is no reasonable certainty that the
Company will obtain ownership at the end of the lease term.

Leases in which a significant portion of the risks and rewards of ownership are not transferred to
the Company as lessee are classified as operating leases. Payments made under operating leases
(net of any incentives received from the lessor) are charged to profit or loss on a straight-line
basis over the period of the lease.

Lease income from operating leases where the Company is a lessor is recognised in income on
a straight-line basis over the lease term. The respective leased assets are included in the
statement of financial position based on their nature.

3.5 Revenue recognition

(@) Income from Islamic financing and investments products

The Company’s policy for recognition of income from Islamic financing and investments
products is described in Note 3.12.

(b) Fee and commission income and expenses

Fees and other income from financing services are recognised on an accrual basis as the service is
performed, when it is probable that associated economic benefits will flow to the Company and a
reliable estimate of amount can be made. Fees and commission income and expense that are
integral to the effective profit rate on a financial asset or liability are included in the measurement of
the effective profit rate.

3.6 Foreign currency transactions
(@) Functional and presentation currency

Items included in the financial statements of the Company are measured using
the currency in which the majority of its transactions are denominated (‘the functional
currency’). These financial statements are presented in United Arab Emirates Dirham (AED),
which is the currency of the country in which the Company is domiciled.

(b) Transactions and balances

Transactions denominated in foreign currencies are initially recorded at the rates of exchange
prevailing on the dates of the transactions. Monetary assets and liabilities denominated in such
currencies are translated at the rates prevailing at the end of the reporting year. Gains and losses
arising from foreign currency transactions are included in the statement of comprehensive
income.

17



Mashreq Al-Islami Finance Company (P.J.S.C.)

Notes to the financial statements for the year ended 31 December 2018
(continued)

3  Summary of significant accounting policies (continued)

3.7  Property and equipment

The Company’s property and equipment comprises freehold land, which are stated at cost.
Historical cost includes expenditure that is directly attributable to the acquisition of the land.
Freehold land are not subject to depreciation.

The freehold land is subject to impairment assessment at each year end as mentioned in Note
3.8.

Any gain or loss arising on the disposal or retirement is determined as the difference between
the sales proceeds and the carrying amount of the freehold land and is recognised in the
statement of comprehensive income.

3.8 Impairment of non-financial assets

At the end of each reporting period, the Company reviews the carrying amounts of its non-
financial assets to determine whether there is any indication that those assets have suffered an
impairment loss. If any such indication exists, the recoverable amount of the asset is
estimated in order to determine the extent of the impairment loss (if any). When it is not
possible to estimate the recoverable amount of an individual asset, the Company estimates
the recoverable amount of the cash-generating unit to which the asset belongs. When a
reasonable and consistent basis of allocation can be identified, corporate assets are also
allocated to individual cash-generating units, or otherwise they are allocated to the smallest
group of cash-generating units for which a reasonable and consistent allocation basis can be
identified.

Recoverable amount is the higher of fair value less costs to sell and value in use. In assessing
value in use, the estimated future cash flows are discounted to their present value using a
discount rate that reflects current market assessments of the time value of money and the
risks specific to the asset for which the estimates of future cash flows have not been adjusted.

If the recoverable amount of an asset (or cash-generating unit) is estimated to be less than its
carrying amount, the carrying amount of the asset (or cash-generating unit) is reduced to its
recoverable amount. An impairment loss is recognised in the statement of comprehensive
income.

When an impairment loss subsequently reverses, the carrying amount of the asset (or cash-
generating unit) is increased to the revised estimate of its recoverable amount, such that the
increased carrying amount does not exceed the carrying amount that would have been
determined had no impairment loss been recognised for the asset (or cash-generating unit) in
prior years.
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Notes to the financial statements for the year ended 31 December 2018
(continued)

3 Summary of significant accounting policies (continued)

3.9 Provisions

Provisions are recognised when the Company has a present obligation (legal or constructive) as
a result of a past event, it is probable that the Company will be required to settle the obligation,
and a reliable estimate can be made of the amount of the obligation.

The amount recognised as a provision is the best estimate of the consideration required to settle
the present obligation at the reporting date, taking into account the risks and uncertainties
surrounding the obligation. Where a provision is measured using the cash flows estimated to
settle the present obligation, its carrying amount is the present value of those cash flows.

When some or all of the economic benefits required to settle a provision are expected to be
recovered from a third party, the receivable is recognised as an asset if it is virtually certain that
reimbursement will be received and the amount of the receivable can be measured reliably.

3.10 Financial instruments

Financial assets and financial liabilities are recognised when the Company becomes a party to
the contractual provisions of the instrument.

Financial assets and financial liabilities are initially measured at fair value. Transaction costs
that are directly attributable to the acquisition or issue of financial assets and financial
liabilities (other than financial assets and financial liabilities at fair value through profit or
loss) are added to or deducted from the fair value of the financial assets or financial
liabilities, as appropriate, on initial recognition.

Transaction costs directly attributable to the acquisition of financial assets or financial
liabilities at fair value through profit or loss are recognised immediately in the statement of
comprehensive income.

Immediately after initial recognition, an expected credit loss (“ECL”) allowance is recognised
for financial assets measured at amortised cost, as described in note 17, which results in an
accounting loss being recognised in profit or loss when an asset is newly originated.

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

@ 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 recognised as a gain or loss.

(b) In all other cases, the difference is deferred and the timing 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 realised through settlement.
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Notes to the financial statements for the year ended 31 December 2018
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3 Summary of significant accounting policies (continued)
3.10 Financial instruments (continued)
3.10.1 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.

(1) Classification of financial assets

From 1 January 2018, the Company has applied IFRS 9 which has the following
measurement categories:

e Fair value through profit or loss (FVTPL);
e Fair value through other comprehensive income (FVOCI); and
e Amortized cost

The classification requirement for financial assets and equity instruments are described
below.

Financial assets are those instruments that meet the definition of a financial liability from the
issuer’s perspective, such as investments in Islamic financing instruments.

Classification and subsequent measurement of financial assets depend on:

i.  the asset is held within a business model whose objective is to hold assets in order to
collect contractual cash flows; and

ii.  the contractual terms of the instrument give rise on specified dates to cash flows that
are solely payments of principal and profit on the principal amount outstanding.

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

e Amortised cost: Assets that are held for collection of contractual cash flows where those
cash flows represent solely payments of principal and profit (‘SPPP’), and that are not
designated at fair value through profit or loss (FVTPL), 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 17. Profit income from these financial
assets is included in “Income from Islamic financing products measured at amortised
cost” using the effective profit rate method.
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(continued)

3 Summary of significant accounting policies (continued)
3.10 Financial instruments (continued)
3.10.1 Financial assets (continued)

(i) Classification of financial assets (continued)

e Fair value through other comprehensive income (FVTOCI): 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
FVTPL, are measured at FVTOCI. Movement in carrying amount are taken through
Other Comprehensive Income (OCI), except for the recognition of impairment gains and
losses, profit income 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’.

e Fair value through profit or loss (FVTPL): Assets that do not meet the criteria for
amortised cost or FVTOCI are measured at fair value through profit or loss. A gain or
loss on a financial asset 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 statement of comprehensive income within ‘Net investment income’ in the period in
which it arises, unless it arises from financial assets that were designated at fair value or
which are not held for trading, in which case they are presented separately in statement of
comprehensive income.

Business model: the business model reflects how the Company manages the assets in order to
generate cash flows. That is, whether the Company’s objective is solely to collect the
contractual cash flows from the assets or 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 FVTPL. Factors considered by the Company 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.

SPPP: Where the business model is to hold assets to collect contractual cash flows or to
collect contractual cash flows and sell, the Company assesses whether financial instruments’
cash flows represent solely payments of principal and profit (the ‘SPPP test’). In making this
assessment, the Company considers whether contractual cash flows are consistent with a
basic financing arrangement i.e. profit includes only consideration for the time value of
money, credit risk, other basic financing risks and a profit margin that is consistent with basic
financing arrangement. Where the contractual terms introduce exposure to risk or volatility
that are inconsistent with a basic financing arrangement, the related financial asset is
classified and measured at fair value through profit or loss.
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3 Summary of significant accounting policies (continued)
3.10 Financial instruments (continued)
3.10.1 Financial assets (continued)

(i) Classification of financial assets (continued)

The Company reclassifies financial assets 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 there were no material
reclassification during the year.

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 Company subsequently measures all equity investments at fair value through profit or
loss, except where the Company’s management has elected, at initial recognition, to
irrevocably designate an equity investment at fair value through other comprehensive income.
The Company’s policy is to designate equity investments as FVTOCI 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
other income when the Company’s right to receive payments is established.

(i)  Measurement methods

Amortised cost and effective profit rate

The amortised cost is the amount at which the financial asset or financial liability is measured
at initial recognition minus the principal repayments, plus or minus the cumulative
amortization using the effective profit rate method of any difference between that initial
amount and the maturity amount and, for financial assets, adjusted for any loss allowance.

The effective profit rate is the rate that exactly discounts estimated future cash payments or
receipts through the expected life of the financial asset or financial liability to the gross
carrying amount of a financial asset (i.e. its amortised cost before any impairment allowance)
or to the amortised cost of a financial liability. The calculation does not consider expected
credit losses and includes transaction costs, profit or discounts and fees paid or received that
are integral to the effective profit rate, such as origination fees.

When the Company revises the estimates of future cash flows, the carrying amount of the
respective financial asset or financial liability is adjusted to reflect the new estimate
discounted using original effective profit rate. Any changes are recognized in profit or loss.
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3 Summary of significant accounting policies (continued)
3.10 Financial instruments (continued)

3.10.1 Financial assets (continued)

(if) Measurement methods (continued)

Amortised cost and effective profit rate (continued)

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

(iii) Impairment of financial assets

The Company assesses on a forward-looking basis the expected credit losses (‘ECL’)
associated with its financial assets carried at amortised cost that are Islamic financing
instruments. The Company recognizes a loss allowance for such losses at each reporting date.
The measurement of ECL reflects:

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

o The time value of money; and

o 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 17 provides more detail of how the expected credit loss allowance is measured.

(iv) Modification of financing facilities

The Company sometimes renegotiates or otherwise modifies the contractual cash flows of
financings to customers. Where this happens, the Company assesses whether or not the new
terms are substantially different to the original terms. The Company does this by considering,
among others, the following factors:

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

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

o Significant extension of the financing term when the customer is not in financial
difficulty.

o Significant change in the profit rate.

o Change in the currency the financing is denominated in.

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

the credit risk associated with the financing facility.
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3 Summary of significant accounting policies (continued)
3.10 Financial instruments (continued)

3.10.1 Financial assets (continued)

(iv) Modification of financing facilities (continued)

If the terms are substantially different, the Company derecognizes the original financial asset
and recognizes a ‘new’ asset at fair value and recalculates a new effective profit 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 Company 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 derecognition, and the Company 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 profit rate.

(V) 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 Company transfers substantially all the risks and rewards of ownerships, or
(i)  the Company neither transfers nor retains substantially all the risks and rewards of
ownership and the Company has not retained control.

The Company 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 Company:

o has no obligation to make payments unless it collects equivalent amounts from the
assets;

o is prohibited from selling or pledging the assets; and

o has an obligation to remit any cash it collects from the assets without material delay.
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3 Summary of significant accounting policies (continued)
3.10 Financial instruments (continued)

3.10.2 Financial liabilities
(1) Classification and subsequent measurement

Financial liabilities (including balance due to bank) are initially recognised as fair value and
subsequently measured at amortised cost.

(i) Derecognition

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

3.10.3 Foreign exchange gains and losses

The fair value of financial assets denominated in a foreign currency is determined in that
foreign currency and translated at the spot rate at the end of each reporting period. The
foreign exchange component forms part of its fair value gain or loss. Therefore,

o for financial assets that are classified as at FVTPL, the foreign exchange component
is recognised in the statement of comprehensive income;

e for financial assets that are monetary items and designated as at FVTOCI, any foreign
exchange component is recognized in statement of comprehensive income;

« for financial assets that are non-monetary items and designated as at FVTOCI, any
foreign exchange component is recognised in the statement of comprehensive income;
and

e for foreign currency denominated debt instruments measured at amortised cost at the
end of each reporting period, the foreign exchange gains and losses are determined
based on the amortised cost of the financial assets and are recognised in the statement
of comprehensive income.

3.11  Offsetting of financial assets and liabilities

Financial assets and liabilities are offset and reported net in the consolidated statement of
financial position only when there is a legally enforceable right to set off the recognised
amounts or when the Company intends to settle on a net basis, or to realize the asset and
settle the liability simultaneously.
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3 Summary of significant accounting policies (continued)

3.12  Islamic financing products

All Islamic financing products are accounted for in conformity with the accounting policies
described below:

Q) Definitions
The following terms are used in Islamic financing:

Murabaha

An agreement whereby the Company sells to a customer a commodity or an asset, which the
Company has purchased and acquired, based on a promise received from the customer to buy
the item purchased according to specific terms and conditions. The selling price comprises the
cost of the commodity and an agreed profit margin.

ljara

An agreement whereby the Company acting as a lesser, purchases or constructs an asset for
lease according to the customer’s request (lessee), based on his promise to lease the asset for an
agreed rent and a specific period that could end by transferring the ownership of the leased asset
to the lessee.

Mudaraba

An agreement between the Company and a customer whereby the Company provides a certain
amount of funds, which the customer then invests in a specific enterprise or activity against a
specific share in the profit. The customer bears the loss in case of default, negligence or
violation of any of the terms and conditions of the Mudaraba.

Wakala

An agreement whereby the Company provides a certain sum of money to an agent who invests
it according to specific conditions in return for a certain fee (a lump sum of money or a
percentage of the amount invested). The agent is obliged to return the invested amount in case
of default, negligence or violation of any of the terms and conditions of the Wakala.

Sukuk

These comprise asset backed Shari’ah compliant trust certificates. The trust certificate
owners share the return and bear the losses in proportion to the certificates held by them.
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3 Summary of significant accounting policies (continued)

3.12 Islamic financing products (continued)
(i) Accounting policy

Islamic financing products are measured at amortised cost, using the effective profit method,
less any amounts written off, allowance for doubtful accounts and unearned income.

The effective profit rate is the rate that exactly discounts estimated future cash flow through the
expected life of the financial asset or liability, or, where appropriate, a shorter period.

Allowance for impairment is made against Islamic financing and investment products when
their recovery is in doubt taking into consideration IFRS requirements (as explained in Note
3.10.1). Islamic financing products are written off only when all possible courses of action to
achieve recovery have proved unsuccessful.

(ili)  Revenue recognition policy

Income from Islamic financing products are recognised in the statement of comprehensive
income using the effective profit method.

The calculation of the effective profit rate includes all fees paid or received, transaction costs,
and discounts or premiums that are an integral part of the effective profit rate. Transaction costs
are incremental costs that are directly attributable to the acquisition, issue or disposal of a
financial asset.

Murabaha

Murabaha income is recognised on effective profit rate basis over the period of the contract
based on the balance outstanding.

ljara
ljara income is recognised on effective profit rate basis over the lease term.

Mudaraba

Income or losses on Mudaraba financing are recognised on an accrual basis if they can be
reliably estimated. Otherwise, income is recognised on distribution by the Mudarib, whereas the
losses are charged to income on their declaration by the Mudarib.

Wakala

Estimated income from Wakala is recognised on an accrual basis over the period, adjusted by
actual income when received. Losses are accounted for on the date of declaration by the agent.

Sukuk

Profit and coupon revenue is accrued on time basis, by reference to the principal outstanding and
at the effective profit rate applicable, which is the rate that exactly discounts estimated future
cash through the expected life of the financial assets to that assets’ net carrying amount.
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3 Summary of significant accounting policies (continued)
3.13  Cash and cash equivalents

For the purposes of the statement of cash flows, cash and cash equivalents comprise balance
in current account. Cash and cash equivalents are carried at amortised cost in the statement of
financial position.

4  Critical accounting judgments and key sources of estimation
uncertainty

In the application of the Company’s accounting policies, which are described in Note 3, the
management is required to make judgements, estimates and assumptions about the carrying
amounts of assets and liabilities that are not readily apparent from other sources. The
estimates and associated assumptions are based on historical experience and other factors that
are considered to be relevant. Actual results may differ from these estimates.

The 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 if the
revision affects only that period, or in the period of the revision and future periods if the
revision affects both current and future periods.

Significant areas where management has used estimates, assumptions or exercised
judgements are as follows:

4.1 Measurement of the expected credit loss allowance

The measurement of the expected credit loss allowance for financial assets measured at
amortised cost, 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 Expected Credit Loss (ECL) is further detailed in
note 17.

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

o Establishing groups of similar financial assets for the purposes of measuring ECL.
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5 Cash and cash equivalents

Cash and cash equivalents comprise cash at bank held with the Parent Company.

2018 2017
AED’000 AED’000

Cash at banks:
Current accounts (Note 9) 1,267 1,258

As at 31 December 2018 and 2017, the balances with bank in current accounts are profit free
and repayable on demand.

6 Islamic financing products measured at amortised cost

(@) The analysis of the Company’s Islamic financing products measured at amortised cost is

as follows:

2018 2017
AED’000 AED’000

Financing
Murabaha 246,022 664,579
ljara 1,146,767 1,202,049
1,392,789 1,866,628
Less: Unearned income (28,197) (81,425)
Allowance for impairment (37,767) (44,488)
1,326,825 1,740,715

() The Company’s Islamic financing products measured at amortised cost include facilities
extended to retail customers only.

(© Allowance for impairment movement:

2018 2017

AED’000 AED’000

At 1 January 44,488 40,660
Initial application of IFRS 9 (Note 3.3) - -
(Reversal) / charge during the year, net (8,084) 2,858
Profit in suspense 1,363 970
At 31 December 37,767 44,488
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6 Islamic financing products measured at amortised cost (continued)

(d) In certain cases, the Company continues to carry certain classified doubtful debts and
delinquent accounts on its books which have been fully provided. Profit is accrued on
most of these accounts for litigation purposes only and accordingly not taken to
recognised in the statement of comprehensive income. As at 31 December 2018 and
2017, legal proceedings are pursued for some of these accounts by the Company in
the normal course of business.

(e) In determining the recoverability of Islamic financing products, the Company
considers any change in the credit quality of the Islamic financing products measured
at amortised cost from the date credit was initially granted up to the end of the
reporting period. The concentration of credit risk is limited due to the fact that the
customer base is large and unrelated.

7 Property and equipment

Property and equipment represents freehold land in the Emirate of Sharjah, United Arab

Emirates.

AED’000

Cost

At 1 January 2017 211,224

Impairment -

At 31 December 2017 211,224

Impairment -

At 31 December 2018 211,224

8  Other liabilities

2018 2017
AED’000 AED’000

Accrued expenses 2,535 2,401

Commission income collected in advance 915 2,169

Others 331 808

3,781 5,378

Accrued expenses include AED 2.4 million (2017: AED 2.3 million) for management fee
expense payable to the Parent Company. (Note 9)
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9 Related party balances and transactions

The Company enters into transactions with the parties that fall within the definition of a
related party as contained in International Accounting Standard 24 (IAS 24): Related Party
Disclosures. Related parties comprise companies and entities under common ownership
and/or common management / control and key management personnel.

Related party balances included in the statement of financial position are as follows:

2018 2017
AED’000 AED’000

Parent Company
Current accounts (Note 5) 1,267 1,258
Accrued expenses (Note 8) (2,416) (2,266)
Due to Parent Company (Note 9.1) (661,522) (1,115,771)

Accrued expenses represent amount payable to the Parent Company for Management fee
expense (Note 13).

Letter of guarantee provided by the ultimate Parent Company amounted to AED 200 million
(2017: AED 200 million) (Note 15)

Related party transactions for the year are as follows:

2018 2017
AED’000 AED’000

Parent Company
Management Fees 22,303 26,016

Management fee represents amount paid by the Company in lieu of services rendered by the
Parent Company for the IT support, risk management and compliance, and other administrative
functions.

9.1 Due to Parent Company

Amount due to Parent Company is payable to the ultimate Parent Company that includes
balances as follows:

2018 2017

AED’000 AED’000

Demand 447,520 900,690
Time 212,853 212,853
Others 1,149 2,228
661,522 1,115,771

Demand deposit includes an unsecured overdraft facility, which is without any fixed
repayment schedule. No profit is charged on the amount due to Parent Company.

Time deposit includes Wakala facility with the Parent Company, on which no profit is
charged.
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10 Issued and paid up share capital

The issued and fully paid-up capital of the Company comprises of 5,000,000 shares of AED
100 each. As at 31 December 2018 and 2017, share capital is held by the following parties:

Number Amount

of shares AED’000

Mashregbank PSC — U.A.E. 4,985,000 498,500
Injaz Services FZ LLC — U.AE. 5,000 500
Abdul Aziz Abdulla Al Ghurair 5,000 500
Abdulla Bin Ahmed Al Ghurair 5,000 500
5,000,000 500,000

11  Statutory reserve

As required by the Commercial Companies Law and the Company’s Articles of Association,
10% of the profit for the year is transferred to statutory reserve. The Company may resolve to
discontinue such annual transfers when the reserve totals 50% of paid up share capital. This
reserve is not available for distribution except in the circumstances as stipulated by U.A.E.
Commercial Companies Law.

12 Fees and commission income

2018 2017
AED’000 AED’000
Takaful related income 861 2,416
Prepayment and settlement income 1,475 1,022
Processing fees 944 4,072
Other 7 49
3,287 7,559

13 General and administrative expenses
2018 2017
AED’000 AED’000
Management fees (Note 9) 22,303 26,016
Other expenses 302 178
22,605 26,194
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14 Allowance for impairment, net

2018 2017
AED’000 AED’000
Islamic financing products measured at amortised
cost written off / charge during the year 24,678 41,775
Recovery of Islamic financing products measured
at amortised cost previously written off (3,294) (3,307)
21,384 38,468
15  Contingencies
2018 2017
AED’000 AED’000
Letter of guarantee (Note 9) 200,000 200,000

The letter of guarantee has been issued on behalf of the Company by the Parent Company
without any commission charges, in favor of Central Bank of the U.A.E., in consideration of
the license granted to the Company.

16  Capital management

The Company manages its capital to ensure that the Company will be able to continue as a
going concern while maximising the return to shareholders through the optimisation of the
borrowings and equity balance. The Company’s overall strategy remains unchanged from
the year ended 31 December 2017.

17  Risk management

The Parent Company sets and monitors the risk management function of the Company. The
Company has risk management infrastructure supported by adoption of the best practices in
the field of risk management to manage and monitor the following major risks arising out of
its day to day operations:

(@  Creditrisk

(b)  Liquidity risk
(c) Market risk

(d)  Operational risk
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17  Risk management (continued)

The Parent Company’s Risk Committee works under the mandate of the Board of Directors
(BOD) to set up risk limits and manage the overall risk in the Company. The Board of
Directors (the “BOD”) through the Board Risk Committee (the “BRC”) has overall
responsibility for the establishment and oversight of the Company’s risk management
framework and they are assisted by various committees including the Enterprise Risk
Committee, Management Credit Committee (MCC), Assets and Liabilities Committee
(ALCO) and Investment Committee etc. These committees except the MCC work under the
terms of reference set by the BOD and approve all risk management policies for the
Company.

While the Board carries ultimate responsibility for overall risk management within the
Company, the BRC will assist the Board in discharging its responsibilities in relation to ‘Risk
Management’, which includes identifying, analyzing, assessing, treating, monitoring and
communicating the risks associated with all activities, functions and processes within the
Company. The BRC will make recommendations to the Board for approval of the Company’s
overall Risk Appetite.

The Enterprise Risk Committee has overall responsibility for the oversight of the risk
management framework and the risk appetite of the Company. The Enterprise Risk
Committee is responsible for the approval of credit policies and procedures of the Company
and to ensure adherence to the approved policies and close monitoring of different risks
within the Company. The Enterprise Risk Committee also monitors and establishes various
concentration limits, approves policy exceptions and monitors periodic portfolio reviews to
ascertain asset quality.

The Risk Management Group function is independent of the business groups and is led by a
qualified Group Chief Risk Officer, with enterprise-wide responsibility for the function. The
Risk Management Group is responsible for formulating policies to manage credit, market and
operational risk. Experienced and trained risk managers have delegated authority within the
risk management framework to approve credit risk transactions and monitor market and
operational risks.

The Audit, Fraud and Prevention Group (AFPG) are independent of Risk Management.
AFPG provides independent assurance to stakeholders and senior management on
compliance with all credit policies and procedures in the Company and the effectiveness of
credit management processes. This is undertaken by a periodic review of all risk-taking units,
in addition to Risk Management. AFPG reports directly to the Chief Executive Officer
(CEO).
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17  Risk management (continued)

(a) Credit risk management

Credit risk is the risk of suffering financial loss, should any of the Company’s customers fail to
fulfil their contractual obligations to the Company. Credit risk arises mainly from Islamic
financing products arising from such financing activities.

Credit risk is the single largest risk from the Company’s business of extending Islamic financing
products; 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.

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 Company measures credit risk using the
concept of Expected Loss which requires the following measures

-Probability of Default (PD)
-Loss Given Default (LGD)
-Exposure at Default (EAD)

Under IFRS 9 expected loss is replaced by expected Credit Loss (ECL), which is based on
macro adjusted PD, LGD & EAD measures. Additionally it also captures deterioration and
lifetime likelihood of defaults.

Credit risk grading

The Company use specific internal rating models tailored to the various industry
segments/counterparties. Customer and financing specific information collected at the time of
application (such as disposable income and level of collateral) is fed into this rating 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.

The Risk Rating system for performing assets ranges from 1 to 25, each grade being
associated with a Probability of Default (“PD”’). Non-performing clients are rated 50, 60, 70,
80 and 99, corresponding to NAUR (Non-accrual Under Restructuring), Substandard,
Doubtful, Loss classifications and Write-off.

These risk ratings have been mapped into 5 Grades which are defined below:

Grade Risk Rating Definition
Grade 1 1-12 Low Risk

Grade 2 13-17 Satisfactory Risk
Grade 3 18-20 Fair Risk

Grade 4 21-25 Watch List
Grade 5 50,60,70,80,90 Impaired
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17  Risk management (continued)

(a) Credit risk management (continued)

Expected credit loss measurement

IFRS 9 outlines a ‘three-stage’ model for impairment based on changes in credit quality since
initial recognition of a facility 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 Company.

- 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°.

- 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.

- A pervasive concept in measuring the ECL in accordance with IFRS 9 is that it should
consider forward-looking information.

Significant increase in credit risk (SICR)

The Company considers a financial asset to have experienced a significant increase in credit
risk when a significant change in one year probability of default occurs between the
origination date of a specific facility and the IFRS 9 ECL run date. Further, exposures that are
30 Days Past Due (DPD) and/or have undergone a restructuring in the last 2 years are also
considered as an additional criterion for SICR.

Definition of default and credit-impaired assets

The Company defines a facility in default, which is fully aligned with the definition of credit-
impaired, when it meets one or more of the following criteria:

Quantitative criteria

The obligor is more than 90 days past due on its contractual payments.
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17

Risk management (continued)

(@) Credit risk management (continued)

Definition of default and credit-impaired assets (continued)

Qualitative criteria:

According to the Basel definition, default is considered to have occurred with regard to
particular obligors when either one of the following events have taken place:

The Company considers that the obligor is unlikely to pay its credit obligation to the
Company in full without recourse by the Company to actions like realizing security (if
held).

The Company puts the credit obligation on a non-accrued status.

The Company makes a charge-off or account-specific provision resulting from a
perceived decline in credit quality subsequent to the Company taking on the exposure.
The Company sells the credit obligation at a material credit-related economic loss.
The Company 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, profit and other fees.

The Company has filed for the obligor’s bankruptcy or similar order in respect of the
obligor’s credit obligation to the Company.

The obligor is past due more than 90 days on any material credit obligation to the
Company.

The criteria above have been applied to all financial instruments held by the Company and
are consistent with the definition of default used for internal credit risk management
purposes. The default definition has been applied consistently to model the Probability of
Default (PD), Exposure at Default (EAD), and Loss Given Default (LGD) throughout the
Company’s expected loss calculations.

An instrument is considered to no longer be in default (i.e. to have cured) when it no longer
meets any of the default criteria for a consecutive period of twelve months. This period of
twelve months has been determined based on an analysis which considers the likelihood of a
financial instrument returning to default status after cure using different cure definitions.
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(a) Credit risk management (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 on whether a significant increase in credit risk has occurred since the initial
recognition of a specific facility or whether an asset is considered credit-impaired. The
Company has adopted a forward exposure method for computing the ECL for each facility.
The Company has opted for a monthly granular computation of PD, EAD and LGD.

o 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 Company expected to be owed at the time of
default, over the next 12 months (12M EAD) or over the remaining lifetime (Lifetime
EAD).

. LGD represents the Company’s expectation of the extent of loss on a defaulted

exposure. LGD varies by type of product, 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 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 calculation is the effective profit rate or an approximation thereof.

Lifetime expected credit losses are expected credit loss resulting from all probable default
events over the expected lifetime of the financial instrument. Expected credit losses are the
probability-weighted average of credit losses and the weighing factor is the Probability of
Default (PD) for a lifetime.

The Parent Company has implemented macro economic models that are used to forecast

future credit transitions using Moody’s research macro economic forecast under the IFRS 9
scenarios i.e. upwards and downwards.
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(a) Credit risk management (continued)

Measuring ECL - Explanation of inputs, assumptions and estimation techniques
(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 financing products, this is based on the
contractual repayments owed by the borrower over a 12 month period or lifetime
basis.

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 committed limit by the time of default.

The Parent Company has adopted a workout methodology for LGD computation.

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, LGDs are typically set at product level due to the limited
differentiation in recoveries achieved across different borrowers. These LGDs 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.

There have been no significant changes in estimation techniques or significant assumptions
made during the year.

Forward looking information incorporated in the ECL models

The assessment of SICR and the calculation of ECL both incorporate forward-looking
information. The Company has performed historical analysis and identified the key economic
variables impacting credit risk and expected credit losses for each portfolio.

These economic variables and their associated impact on the PD, EAD and LGD vary by

financial instrument. Forecasts of these economic variables (the “base economic scenario”™)
are provided by the Moody’s analytics over the next 34 years.
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17  Risk management (continued)
(a) Credit risk management (continued)
Forward looking information incorporated in the ECL models (continued)

The Company considers these forecasts to represent its best estimate of the possible outcomes
and has analyzed the non-linearities and asymmetries within the Company’s different portfolios
to establish that the chosen scenarios are appropriately representative of the range of possible
scenarios.

Maximum exposure to credit risk — Financial instruments subject to impairment

The following table contains an analysis of the credit risk exposure of financial assets which
are subject to ECL. The gross carrying amount of financial assets below also represents the
Company’s maximum exposure to credit risk on these assets:

2018
ECL staging

Stage 1 Stage 2 Stage 3
Credit risk exposures 12-month Lifetime Lifetime Total

relating to on-balance ECL ECL ECL
sheet assets are as follows: AED’000 AED’000 AED’000 AED’000

Cash and cash equivalents

Investment-grade 1,267 - - 1,267
Loss allowance - - - -
Carrying amount 1,267 - - 1,267

40



Mashreq Al-Islami Finance Company (P.J.S.C.)

Notes to the financial statements for the year ended 31 December 2018

(continued)

17  Risk management (continued)

(a) Credit risk management (continued)

Maximum exposure to credit risk — Financial instruments subject to impairment

(continued)

2018
ECL staging

Stage 1 Stage 2 Stage 3
Islamic financing 12-month Lifetime Lifetime Total

products measured at ECL ECL ECL
amortised cost AED’000 AED’000 AED’000 AED’000
Grading 1 124,372 20,927 - 145,299
Grading 2 1,052,324 55,436 - 1,107,760
Grading 3 1,263 50,140 - 51,403
Grading 4 - - - -
Grading 5 - - 60,130 60,130
1,177,959 126,503 60,130 1,364,592
Loss allowance (7,984) (6,716) (23,067) (37,767)
Carrying amount 1,169,975 119,787 37,063 1,326,825

Collateral and other credit enhancements

Collateral against financial assets measured at amortised cost is generally held in the form of
mortgage interests over vehicles and real estate properties. Estimates of fair value are based
on the value of the collateral assessed at the time of borrowing.

The Company closely monitors collateral held for financial assets considered to be credit
impaired, as it becomes more likely that the Company will take possession of the collateral to
mitigate potential credit losses. The Company holds collateral against its Islamic financing
products, the fair value of which as at 31 December 2018 is AED 1,125 million (2017: AED
849 million).
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17  Risk management (continued)

(a) Credit risk management (continued)

Gross carrying amount

The following table further explains the changes in the gross carrying amount from 1 January

to 31 December 2018:

2018
Stage 1 Stage 2 Stage 3
12-month Lifetime Lifetime
ECL ECL ECL Total
AED’000 AED’000 AED’000 AED’000
Cash and cash equivalents
Gross carrying amount as at 1
January 2018 1,258 - 1,258
New financial assets originated 9 - 9
Gross carrying amount as at 31
December 2018 1,267 - 1,267
Stage 1 Stage 2 Stage 3
Islamic financing products 12-month Lifetime Lifetime
measured at amortised cost ECL ECL ECL Total
AED’000 AED’000 AED’000 AED’000
Gross carrying amount as at 1
January 2018 1,674,928 61,058 49,217 1,785,203
Transfers
Transfer from Stage 1 to Stage 2 (116,484) 116,484 - -
Transfer from Stage 1 to Stage 3 (11,988) - 11,988 -
Transfer from Stage 2 to Stage 3 - (6,105) 6,105 -
Transfer from Stage 3 to Stage 2 - 8,087 (8,087) -
New financial assets originated 103,983 714 - 104,697
Changes in PDs/LGDs/EADs (472,480) (53,735) 907 (525,308)
Gross carrying amount as at
31 December 2018
1,177,959 126,503 60,130 1,364,592
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17 Risk management (continued)

(a) Credit risk management (continued)

Loss allowance

The following table explain the changes in the loss allowance from 1 January 2018 to 31

December 2018:

Islamic financing products
measured at amortised cost

Loss allowance as at 1 January
2018

Transfers

Transfer from Stage 1 to Stage 2

Transfer from Stage 1 to Stage 3

Transfer from Stage 2 to Stage 3

Transfer from Stage 3 to Stage 2

New financial assets originated

Changes in PDs/LGDs/EADs

Write-offs

Loss allowance as at

31 December 2018

2018

Stage 1 Stage 2 Stage 3

12-month Lifetime Lifetime
ECL ECL ECL Total
AED’000 AED’000 AED’000 AED’000
15,480 9,220 19,788 44 488
(937) 937 - -
(428) - 428 -
- (844) 844 -
- 437 (437) -
111 109 - 220
(6,242) (3,143) 2,444 (6,941)
7,984 6,716 23,067 37,767

43



Mashreq Al-Islami Finance Company (P.J.S.C.)

Notes to the financial statements for the year ended 31 December 2018

(continued)
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(a) Credit risk management (continued)

Set out below is an analysis of the gross and net (of allowances for impairment) amounts of

impaired assets by risk grade.

Impaired
Substandard
Doubtful

Loss

Gross amount

Specific allowance for impairment
Profit suspended

Past due but not impaired
Past due beyond 30 days

Neither past due nor impaired
Gross amount

General Provision

Carrying amount

Islamic financing products measured
atamortised cost

2017

AED’000

4,146
20,463
24,608

49,217

(16,282)
(3,506)

29,429

82,037

1,653,049
(24,700)

1,740,715
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(a) Credit risk management (continued)
Write-off policy

The Company writes off financial assets, in whole or in part, when it has exhausted all
practical recovery efforts and has concluded that there is no reasonable expectation of
recovery. The Company may write-off financial assets that are still subject to enforcement
activity. The Company still seeks to recover amounts it is legally owned in full, but which
have been partially or fully written off due to no reasonable expectation of recovery.

However, as per Central Bank of the UAE guidelines, retail financing is written off at a
maximum of 180 days past their due date, based on the characteristics of the underlying
product. The write off amount includes the unpaid profit accrued to the facility till the date of
write off and the principal outstanding. Profit accrual on retail facility stops on the date of
write off. The only exception to this is high risk mortgage financings to individuals where the
financing amount is written off at 180 days or is fully provided for net of collateral. For all
other cases of mortgage defaults, the Company provides for the full amount of negative
equity at 180 days.

(b) Liquidity risk management

Liquidity Risk is the risk that the Company will be unable to meet a financial commitment to
a customer, creditor, or investor when due.

The Company’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 incurring unacceptable losses or risking damage to the
Company’s reputation.

While the Company is subject to a liquidity limit imposed by its local regulator, the
Company is responsible for managing its overall liquidity within the regulatory limit in co-
ordination with parent company’s Central Treasury, who monitors compliance with local
regulatory limits on a daily basis.

The following table summarizes the maturity profile of Company’s assets and liabilities
based on contractual repayment arrangements. The contractual maturities of assets and
liabilities have been determined on the basis of the remaining period at the reporting date to
the contractual maturity date:
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17  Risk management (continued)

(b) Liquidity risk management (continued)

The following table summarises the maturity profile of Company’s assets and liabilities based on contractual repayment arrangements. The contractual
maturities of assets and liabilities have been determined on the basis of the remaining period at the reporting date to the contractual maturity date.

Contractual undiscounted repayment obligations are not significantly different from those reported in the table below.

Maturity profile:

The maturity profile of assets, liabilities and equity as at 31 December 2018 were as follows:

Assets

Cash and cash equivalents

Islamic financing products measured at
amortised cost

Other assets

Property and equipment

Total assets

Liabilities and equity

Due to Parent Company
Other liabilities

Equity

Total liabilities and equity

Over Over Over

Within 3to6 6to 12 1to5 Over
3 months months months years 5 years Total
AED’000 AED’000 AED’000 AED’000 AED’000 AED’000
1,267 - - - - 1,267
84,317 39,855 68,735 301,987 831,931 1,326,825
. - 26 - - 26
- - - - 211,224 211,224
85,584 39,855 68,761 301,987 1,043,155 1,539,342
661,522 - - - - 661,522
3,781 - - - - 3,781
- - - - 874,039 874,039
665,303 - - - 874,039 1,539,342
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(b) Liquidity risk management (continued)

Maturity profile:

The maturity profile of assets, liabilities and equity as at 31 December 2017 were as follows:

Assets

Cash and cash equivalents

Islamic financing products measured at
amortised cost

Other assets

Property and equipment

Total assets

Liabilities and equity

Due to a Parent Company
Other liabilities

Equity

Total liabilities and equity

Over Over Over

Within 3to6 6to 12 1to5 Over
3 months months months years 5 years Total
AED’000 AED’000 AED’000 AED’000 AED’000 AED’000
1,258 - - - - 1,258
73,462 70,350 136,121 587,943 872,839 1,740,715
. - 31 - - 31
- - - - 211,224 211,224
74,720 70,350 136,152 587,943 1,084,063 1,953,228
1,115,771 - - - - 1,115,771
5,378 - - - - 5,378
- - - - 832,079 832,079
1,121,149 - - - 832,079 1,953,228
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(c) Market risk management

Market Risk is the risk that the Company’s position will be adversely affected by changes in
the levels or volatilities of market factors such as profit rates, currency rates and equity
prices. The Company is not exposed to significant market risk, as the Company does not
undertake any major trading and non-trading activities.

Currency risk

The majority of the Company’s assets and liabilities are denominated in Arab Emirates
Dirhams (AED) and accordingly the Company’s exposure to the currency risk is very
limited. Some current accounts held at banks are denominated in U.S. Dollars to which AED
is pegged and accordingly currency risk is limited on U.S. Dollar currency exposures.

Rate of return risk

Profit rate risk, comprising market and valuation risks, are managed on the basis of pre-
determined asset allocations across various asset categories, a continuous appraisal of market
conditions and trends and management’s estimate of long and short term changes in fair
value. Overall pricing or rate of return risk positions are managed by the Company’s assets
and liabilities committee.

The Company is not significantly exposed to risk in terms of the re-pricing of its assets and
liabilities since majority are at fixed profit rates.

Fair value of financial instruments

Fair value is the price that would be received to sell an asset or paid to transfer a liability in
an orderly transaction between market participants at the measurement date, regardless of
whether that price is directly observable or estimated using another valuation technique. In
estimating the fair value of an asset or a liability, the Company takes into account the
characteristics of the asset or liability if market participants would take those characteristics
into account when pricing the asset or liability at the measurement date.

In addition, for financial reporting purposes, fair value measurements are categorised into
Level 1, 2 or 3 based on the degree to which the inputs to the fair value measurements are
observable and the significance of the inputs to the fair value measurement in its entirety,
which are described as follows:

- Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or
liabilities that the entity can access at the measurement date;

- Level 2 inputs are inputs, other than quoted prices included within Level 1, that are
observable for the asset or liability, either directly or indirectly; and

- Level 3 inputs are unobservable inputs for the asset or liability.
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17  Risk management (continued)

(c) Market risk management (continued)

Fair value of financial instruments (continued)

During the year ended 31 December 2018 and 2017, the Company has no financial assets that
are measured at fair value.

(d) Operational risk management

Operational risk is the risk of loss resulting from inadequate or failed internal processes,
people, systems or external events.

Operational risk is inherent in the Company’s business and support activities. Operational
risk can manifest itself in various ways, including errors, fraudulent acts, business
interruptions, employee misdeeds, or non-compliance to contract by vendors. These events
could result in financial losses and other damage to the Company, including reputational
harm.

To monitor and control operational risk, the Parent Company maintains a system of
comprehensive policies, procedures and a control framework designed to provide a sound
and well-controlled operational environment. The goal is to keep operational risk at
appropriate levels, in relation to the Company’s financial strength, business characteristics,
competitive environment and regulatory environment of the market in which the Company
operates. Notwithstanding these control measures, the Company incurs operational losses.

The Parent Company has established an independent Operational Risk Function under the
Risk Management Group; this Function has designed and implemented a detailed level
Operational Risk Policy, which has since been approved by the Risk Management
Committee.

The Parent Company’s operational risk framework is supported by an operational risk
software tool customised to meet the specific framework requirements of its entities. This
helps integrate the individual components of the operational risk management framework
into a unified, web-based tool and enhances the capture, reporting and analysis of operational
risk data.

Operational risk monitoring

The Parent Company has a process for monitoring operational risk-event data, permitting
analysis of errors and losses as well as trends. Such analysis is performed at business level
and at each product and risk type level.
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18 Calculation of Zakat

The ultimate responsibility to pay Zakat rests with the shareholders of the Company.

19  Classification of financial assets and liabilities

The table below sets out the Company’s classification of each class of financial assets and
liabilities and their carrying amounts as at 31 December 2018:

Amortised Carrying
cost amount
AED’000 AED’000
Financial assets
Cash and cash equivalents 1,267 1,267
Islamic financing products measured at amortised
cost 1,326,825 1,326,825
1,328,092 1,328,092
Amortised Carrying
cost amount
AED’000 AED’000
Financial liabilities
Due to Parent Company 661,522 661,522
Other liabilities 2,866 2,866
664,388 664,388

The table below sets out the Company’s classification of each class of financial assets and
liabilities and their carrying amounts as at 31 December 2017:

Amortised Carrying
cost amount
AED’000 AED’000
Financial assets
Cash and cash equivalents 1,258 1,258
Islamic financing products measured at amortised
cost 1,740,715 1,740,715
1,741,973 1,741,973
Financial liabilities
Due to Parent Company 1,115,771 1,115,771
Other liabilities 3,209 3,209
1,118,980 1,118,980

The management considers that the carrying amounts of financial assets and financial
liabilities measured at amortised cost in the financial statements approximate their fair
values.
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20  Investment in equity instruments
During the year ended 31 December 2018 and 2017, the Company neither purchased nor

disposed any of the equity shares. Further, as at 31 December 2018, the Company does not
hold any equity shares.

21  Subsequent events

There have been no events subsequent to the statement of financial position date that would
significantly affect the amounts reported in the financial statements as at and for the year ended
31 December 2018.

22  Approval of financial statements

The financial statements for the year ended 31 December 2018 were approved by the Board
of Directors and authorized for issue on 31 March 2019.
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