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Independent auditor’s report to the shareholders of BMW Albatha 
Finance PSC 

Report on the audit of the financial statements 
Our opinion 

In our opinion, the financial statements present fairly, in all material respects, the financial position of 
BMW Albatha Finance PSC (the “Company”) as at 31 December 2020, 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: 

● the statement of financial position as at 31 December 2020;

● the statement of profit or loss and other comprehensive income for the year then ended;

● 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 significant accounting policies and other
explanatory information.

Basis for opinion 

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 Code of Ethics for Professional 
Accountants (including International Independence Standards) issued by the International Ethics 
Standards Board for Accountants (IESBA Code) and the ethical requirements that are relevant to our 
audit of the financial statements in United Arab Emirates. We have fulfilled our other ethical 
responsibilities in accordance with the IESBA Code. 

Other information 

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

Our opinion on the financial statements does not cover the other information and we do 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.
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Independent auditor’s report to the shareholders of BMW Albatha 
Finance PSC (continued) 
 

Responsibilities of management and those charged with governance for the financial 
statements 

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 
management determines 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, the 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 intends 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. 

Auditor’s responsibilities for the audit of the financial statements 

Our objectives are to obtain reasonable 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. 

As part of an audit in accordance with ISAs, 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.

• 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.

• Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

• Conclude on the appropriateness of management’s 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.
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Finance PSC (continued) 

Auditor's responsibilities for the audit of the financial statements (continued) 

• 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. 

Report on other legal and regulatory requirements 

As required by the UAE Federal Law No. (2) of 2015, we report that for the year ended 31 December 
2020: 

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

ii. 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;

iii. the Company has maintained proper books of account;

iv. the financial information included in the Director's report is consistent with the books of account

of the Company;

v. as disclosed in note 18 to the financial statements the Company has not purchased or invested

in any shares during the financial year ended 31 December 2020;

vi. note 13 to the financial statements discloses material related party transactions and the terms

under which they were conducted; and,

vii. 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 2020 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 2020.

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 considered necessary for the purpose of our audit. 

PricewaterhouseCoopers 

31 March 2021 

,�� 
Rami Sarhan 
Registered Auditor Number 1152 
Place: Dubai, United Arab Emirates 
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Statement of profit or loss and other comprehensive income 
For the year ended 31 December 2020 
    

 Note For the year 
ended 31 

December 
2020 

For the year 
ended 31 

December 2019 

  AED AED 
Income    

Income from Islamic financing assets  14,187,579 14,979,529 
Net change in deferred income 13 612,919 898,379 
Processing fee  1,019,292 1,439,581 
Other income  473,767 394,637 
Total income  16,293,557 17,712,126 
    

Expenses    

Sales commission  (505,329) (492,492) 
General and administrative expenses 16 (9,451,959) (10,025,039) 
Allowance for impairment loss 9 (160,503) 154,384 
Borrowing costs 14 (5,058,841) (6,360,291) 
Total expenses 
 

 15,176,632 (16,723,438) 

    

Profit for the year  1,116,925 988,688 
 
 

   

Other comprehensive income  - - 
    
Total comprehensive income for the year  1,116,925 988,688 

 
             
   
 
 
 
The accompanying notes on pages 9 - 41 form an integral part of the financial statements. 
 
The Independent auditors' report is set out on pages 2 - 4. 
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Statement of changes in equity 
For the year ended 31 December 2020 
 

 Share  
capital 

AED 

Accumulated 
losses 

AED 

Statutory  
reserve 

AED 

Credit risk 
reserve 

AED 

 
Total 
AED 

As at 1 January 
2019 

168,000,000 (16,290,498) 166,170 2,281,988 154,157,660 

      

Total comprehensive 
income for the year 
 

 
- 
 
 

 
988,688 

 
 

 
- 
 
 

 
- 

 
988,688 

 
 

 
Transfer to statutory 
reserve  
 

 
 

- 

 
 

(98,869) 
 

 
 

98,869 

 
 

- 

 
 

- 

Transfer to credit risk  
reserve (note 5) 
 

 
- 

 
(222,712) 

 
- 

 
222,712 

 
- 

As at 31 December 
2019 

 
168,000,000 

 
(15,623,391) 

 
265,039 

 
2,504,700 

 
155,146,348 

      
 
 
 

Share  
capital 

AED 

Accumulated 
losses 

AED 

Statutory  
reserve 

AED 

Credit risk 
reserve 

AED 

 
Total 
AED 

      

As at 1 January 
2020 

168,000,000 (15,623,391) 265,039 2,504,700 155,146,348 

      
 
Total comprehensive 
income for the year 
 
Transfer to statutory 
reserve 

 
 

- 
 

 
- 

 
 

1,116,925 
 
 

(111,693) 

 
 

- 
 
 

111,693 

 
 

- 
 
 

- 

 
 

1,116,925 
 
 

- 
 

      

Transfer to credit risk 
reserve (note 5) 

 
- 

 
- 

 
- 

 
14,529 

 
14,529 

      

As at 31 December 
2020 

 
168,000,000 

 
(14,618,159) 

 
376,732 

 
2,519,229 

 
156,277,802 

      

     
 
 
The accompanying notes on pages 9 – 41 form an integral part of the financial statements. 
 
The Independent auditors' report is set out on pages 2 - 4. 
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Statement of cash flows 
For the year ended 31 December 2020 
          

 Note For the year ended 31 December 
  2020  2019 
  AED  AED 
Cash flows from operating activities     
     
Profit for the year  1,116,925  988,688 
Adjustments for:     
Depreciation  -  3,956 
Provision for employees' end of service benefits 12 114,299  146,198 
Allowance for impairment loss 9 160,503  (154,384) 
Borrowing costs 14 5,058,841  6,360,291 
  6,450,568  7,344,749 
Changes in operating assets and liabilities     
Change in Islamic financing assets  42,913,880  (9,536,347) 
Change in prepayments   298,478  (272,823) 
Change in due to related parties  699,607  827,477 
Change in due from related parties  (19,484,444)  (783,117) 
Change in other liabilities and accruals  147,196  205,406 
Change in deferred income  (276,694)  (126,134) 
Net cash flow generated from /(used in) 
operating activities 

 30,748,591  (2,340,789) 

     
Cash flows from financing activities     
Proceeds from borrowings 14 52,000,000  74,917,100 
Borrowings repaid 14 (81,692,000)  (73,059,300) 
Borrowing costs paid  (7,668,205)  (3,726,043) 
Net cash flow used in financing activities  (37,360,205)  (1,868,243) 
     
Net change in cash and cash equivalents  (6,611,614)  (4,209,032) 
Cash and cash equivalents at the beginning of 
the year 

 20,671,904  24,880,936 

Cash and cash equivalents at the end of 
the year 

 14,060,290  20,671,904 

     
Cash and cash equivalents comprise of 8    
Cash in hand  5,160  5,002 
Current account with banks  14,055,130  20,666,902 
  14,060,290  20,671,904 

 
 
The accompanying notes on pages 9 – 41 form an integral part of the financial statements. 
 
The Independent auditors' report is set out on pages 2 - 4.
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1 Establishment and operations 
 

BMW Albatha Finance PSC (the “Company”) was registered on 17 June 2014 as a Private Joint Stock 
Company. The Company's registered office is AGMC Showroom, Sheikh Zayed Road, P.O. Box 482090, 
Dubai, United Arab Emirates (“UAE”). 
 

The Company is licensed by the Central Bank of the UAE to engage in financing activities in accordance 
with the principles of Islamic Sharia'a and the applicable laws, rules and regulations in force including but 
not limited to: 
− Providing financing designed to meet a variety of individual and consumer needs. 
− Providing commercial financing to businesses, opening letters of credit, issuing guarantees and 

letters of guarantee and entering into foreign exchange contracts in favour of corporate entities. 
− Subscribing to capital in undertakings that already exist or are under formation and/or subscribing 

for issues of shares, bonds and/or certificates of deposit up to maximum of 7% of its own capital in 
each instance. 

− Providing deposit facilities and opening all types of accounts for corporate entities and issuing legal 
deeds and other instruments granting financing and certificates of deposit to corporate entities. 

− Managing investment portfolios and other investment schemes as well as unit investment funds. 
− Any other Sharia'a compliant Islamic automotive financial products or services that might be 

developed or introduced at any point in the future. 
 
Federal Decree Law No. 26 of 2020 which amends certain provisions of Federal Law No. 2 of 2015 on 
Commercial Companies was issued on 27 September 2020 and the amendments came into effect on 2 
January 2021. The Company is in the process of reviewing the new provisions and will apply the 
requirements thereof no later than one year from the date on which the amendments came into effect. 
 
2 Basis of preparation 
 

(a) Statement of compliance 
 

The financial statements have been prepared in accordance with International Financial Reporting 
Standards (“IFRS”) as issued by the International Accounting Standards Board (“IASB”), interpretations 
issued by the IFRS Interpretations Committee (“IFRS IC”) and applicable requirements of the laws of UAE. 
 

(b) Basis of measurement 
 

The financial statements have been prepared under the historical cost convention except for derivatives 
which are measured at fair value. The Company's statement of financial position is not presented using a 
current/non-current classification. However, the following balances would generally be classified as current: 
cash and cash equivalents, due from related parties, prepayments, due to related parties and borrowings. 
Property and equipment would be classified as non-current. 
 
The following balances are of mixed nature (including both current and non-current portions): Islamic 
financing assets, deferred income and other liabilities and accruals. 
 
(c) Functional and presentation currency 
 

These financial statements are presented in United Arab Emirates Dirham (AED), which is also the functional 
currency of the Company. 
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2 Basis of preparation (continued) 
 

(d) Use of estimates and judgments 
 

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

The estimates and associated assumptions are reviewed on an ongoing basis and are based on historical 
experience and other factors that are considered to be relevant and reasonable under the circumstances, 
the result of which form the basis of making judgments about the carrying values of assets and liabilities 
that are not readily apparent from other sources. 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. Information about significant areas 
of estimation uncertainty and critical judgements that have the most significant effect on the amounts 
recognised in the financial statements are described in the respective accounting policy notes.  
 

(e) Changes in accounting policies  
 

The accounting policies set out below have been applied consistently to all the years presented in these 
financial statements, unless otherwise stated. 

 
3 Islamic Sharia'a definitions 
 

 The following terms are used in the financial statements with the meaning specified: 
 

Sharia'a 
Sharia'a is the Islamic law which is essentially derived from the Quran and Sunnah that governs beliefs and 
conducts of human beings. The Company incorporates the Sharia'a rules and principles in its activities. 
 

Murabaha 
 

An agreement whereby the Company sells to a customer a commodity which the Company has purchased 
based on a promise received from the customer to buy the item purchased according to specific terms and 
conditions. 
 
4 Significant accounting policies 
 

(a) Foreign currencies 
 

Transactions in foreign currencies are translated into the respective functional currency of the Company at 
the spot exchange rates at the date of the transactions. 
 

Monetary assets and liabilities denominated in foreign currencies at the reporting date are translated into 
the functional currency at the spot exchange rate at that date. The foreign currency gain or loss on monetary 
items is the difference between the amortised cost in the functional currency at the beginning of the period, 
adjusted for effective profit and payments during the period, and the amortised cost in the foreign currency 
translated at the spot exchange rate at the end of the period. Non-monetary assets and liabilities that are 
measured at fair value in a foreign currency are translated into the functional currency at the spot exchange 
rate at the date on which the fair value is determined. Non-monetary items that are measured based on 
historical cost in a foreign currency are translated using the spot exchange rate at the date of the transaction. 
Foreign currency differences arising on translation are generally recognised in the statement of profit or 
loss and other comprehensive income. 
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4 Significant accounting policies (continued) 
 

(b) Revenue recognition 
 

Income from Islamic financing and investing assets are recognised in the consolidated statement of profit 
or loss using the effective profit method. 
 
The calculation of the effective profit rate includes all fees received and discounts that are an integral part 
of the effective profit rate. Transaction costs are incremental costs that are directly attributable to the 
acquisition of a financial asset. 
 
Murabaha and deferred income 
 

Murabaha and deferred income are recognised on a time-proportion basis over the period of the contract 
based on the principal amounts outstanding using the effective profit rate method. 
 

Processing fees and other income 
 

Processing fees which form an integral part of products offered are recognised upfront on the processing 
of an Islamic financing asset which is recorded in the books.  
 

Other income consists of late payment fees and profit earned on short term Murabaha deposits. Late 
payment fees are recognized once customers default on their installments. Profit income on short term 
Murabaha deposits is recorded using the effective profit rate. 
 

(c) Property and equipment 
 

Recognition and measurement 
 

Property and equipment are stated at cost less accumulated depreciation and impairment losses, if any. 
Cost includes expenditures that are directly attributable to the acquisition of the asset. Subsequent 
expenditure is capitalised only when it is probable that future economic benefits of the expenditure will flow 
to the Company. All other repairs and maintenance are charged to the income statement during the financial 
period in which they are incurred. 
 

Depreciation 
 

Depreciation is calculated on a straight line basis to reduce the cost of items of property and equipment to 
their estimated residual values over their useful lives, and is generally recognised in the statement of profit 
or loss and other comprehensive income. Property and equipment is subject to an impairment review if 
there are events or changes in circumstances which indicate that the carrying amount may not be 
recoverable. Depreciation method and useful lives are reassessed at each reporting date and adjusted if 
appropriate. Gains and losses on disposals are determined by comparing proceeds with the carrying 
amount. These are included in the statement of profit or loss and other comprehensive income. The 
estimated useful lives of significant items of property and equipment are as follows: 

 Years 
Furniture and fixtures 5 
IT equipment 3 

 

The estimated useful lives, residual values and depreciation method are reviewed at each year end, with 
the effect of any changes in estimate accounted for on a prospective basis. An item of property and 
equipment is derecognised upon disposal or when no future economic benefits are expected to arise from 
the continued use of the asset. Any gain or loss arising on the disposal or retirement of an item of property 
and equipment is determined as the difference between the sales proceeds and the carrying amount of the 
asset and is recognised in the statement of profit or loss and other comprehensive income. 
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4 Significant accounting policies (continued) 
 

(d) Financial instruments 
 

Recognition and initial measurement 
 

Islamic financing assets are initially recognized when they are originated. All other financial assets and 
financial liabilities are initially recognized when the Company becomes a party to the contractual provisions 
of the instrument. 
 

A financial asset (unless it is an accounts receivable without a significant financing component) or a financial 
liability is initially measured at fair value plus, for an item not at Fair Value Through Profit or Loss (“FVTPL”), 
transaction costs that are directly attributable to its acquisition or issue. 
 

Classification and subsequent measurement 
 

On initial recognition, a financial asset is classified as measured at: amortised cost, Fair Value through Other 
Comprehensive Income (“FVOCI”) – debt investment, FVOCI – equity investment or FVTPL. 
 

Financial assets are not reclassified subsequent to their initial recognition unless the Company changes its 
business model for managing financial assets, in which case all affected financial assets are reclassified on 
the first day of the first reporting period following the change in the business model. 
 
A financial asset is measured at amortised cost if it meets both of the following conditions and is not 
designated as at FVTPL: 
 

-it is held within a business model whose objective is to hold the assets to collect contractual cash flows; 
and 
-its contractual terms give rise on specified dates to cash flows that are solely payments of principal and 
profit on the principal amount outstanding. 
 

Business model assessment: The Company makes an assessment of the objective of the business model 
in which a financial asset is held at a portfolio level because this best reflects the way the business is 
managed and information is provided to management. 
 

Business model assessment involves determining how financial assets are managed in order to generate 
cash flows. For the assessment of a business model, the Company takes into consideration the following 
factors: 
 

− How the performance of assets in a portfolio is evaluated and reported to company heads and other 
key decision makers within the Company’s business lines; and 

− The risks that affect the performance of assets held within a business model and how those risks 
are managed. 

 
Assessment of whether contractual cash flows are solely payments of principal and profit: The 
contractual cash flow characteristics assessment involves assessing the contractual features of an 
instrument to determine if they give rise to cash flows that are consistent with a basic lending arrangement. 
Contractual cash flows are consistent with a basic lending arrangement if they represent cash flows that 
are solely payments of principal and profit on the principal amount outstanding (SPPP). For the purposes of 
this assessment, ‘principal’ is defined as the fair value of the financial asset on initial recognition. ‘Profit’ is 
defined as consideration for the time value of money and for the credit risk associated with the principal 
amount outstanding during a particular period of time and for other basic lending risks and costs (e.g. 
liquidity risk and administrative costs), as well as a profit margin. In assessing whether the contractual cash 
flows are solely payments of principal and profit, the Company considers the contractual terms of the 
instrument. This includes assessing whether the financial asset contains a contractual term that could 
change the timing or amount of contractual cash flows such that it would not meet this condition. If the 
Company identifies any contractual features that could significantly modify the cash flows of the instrument 
such that they are no longer consistent with a basic lending arrangement, the related financial asset is 
classified and measured at FVTPL. 
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4 Significant accounting policies (continued) 
 

(d) Financial instruments (continued) 
 

Subsequent measurement and gains and losses 
 

A financial instrument is any contract that gives rise to both a financial asset of the Company and a financial 
liability or equity instrument for another party. The Company principally classifies its financial assets at initial 
recognition in the following categories: 
 

Financial assets at amortised cost: These assets are subsequently measured at amortised cost using the 
effective profit method. The amortised cost is reduced by impairment losses. Profit income, foreign 
exchange gains and losses and impairment are recognised in profit or loss. Any gain or loss on de-
recognition is recognised in profit or loss. 
 

Derivatives financial instruments 
 

The Company enters into derivatives such as cross currency swaps. Derivatives are initially recognised at 
fair value at the date the derivative contracts are entered into and are subsequently remeasured to their fair 
value at the end of each reporting period. The resulting gain or loss is recognised in the statement of profit 
or loss and comprehensive income. All derivatives are carried at their fair values as assets where the fair 
values are positive and as liabilities where the fair values are negative. 
 

De-recognition 
 

The Company derecognises a financial asset when the contractual rights to the cash flows from the financial 
asset expire, or it transfers the rights to receive the contractual cash flows in a transaction in which 
substantially all of the risks and rewards of ownership of the financial asset are transferred or in which the 
Company neither transfers nor retains substantially all of the risks and rewards of ownership and it does not 
retain control of the financial asset. 
 

On de-recognition of a financial asset, the difference between the carrying amount and the sum of (i) the 
consideration received (including any new asset obtained less any new liability assumed) and (ii) any 
cumulative gain or loss that had been recognised in other comprehensive income is recognised in the 
statement of profit or loss and other comprehensive income. 
 

Financial liabilities – Classification, subsequent measurement and gains and losses 
 

The Company classifies non-derivative financial liabilities into the other financial liabilities category. Such 
financial liabilities are recognised initially at fair value less any directly attributable transaction costs. 
Subsequent to initial recognition, these financial liabilities are measured at amortised cost using the 
effective profit method. 
 

Other financial liabilities comprise due to related parties, other liabilities and accruals and borrowings.  
 

The Company derecognises a financial liability when its contractual obligations are discharged or cancelled 
or expire. The Company also derecognises a financial liability when its terms are modified and the cash 
flows of the modified liability are substantially different, in which case a new financial liability based on the 
modified terms is recognised at fair value. On de-recognition of a financial liability, the difference between 
the carrying amount extinguished and the consideration paid (including any non-cash assets transferred or 
liabilities assumed) is recognised in profit or loss. 
 

Offsetting 
 

Financial assets and financial liabilities are offset and the net amount presented in the statement of financial 
position when there is a legally enforceable right to set off the amounts and it intends either to settle them 
on a net basis or to realise the asset and settle the liability simultaneously. 
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4 Significant accounting policies (continued) 
 

(d) Financial instruments (continued) 
 

Impairment 
 

The Company assesses on a forward-looking basis the Expected Credit Loss (“ECL”) associated with its 
financial assets carried at amortised cost. The Company recognises a loss allowance for such losses at 
each reporting date. The measurement of ECL reflects: 
 

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

− the time value of money; and 
− reasonable and supportable information that is available without undue cost or effort at the reporting 

date about past events, current conditions and forecasts of future economic conditions. 
 

The Company applies the three-stage approach to measure allowance for credit losses, using an expected 
credit loss approach as required under IFRS 9. These receivable balances migrate through three stages 
based on the change in credit risk since initial recognition. ECLs reflect the present value of all cash 
shortfalls related to default events either (i) over the following twelve months or (ii) over the expected life of 
a financial instrument depending on credit deterioration from inception. 
 

− Under Stage 1, where there has not been a significant increase in credit risk since initial recognition, 
an amount equal to 12 months ECL will be recorded. The expected credit loss is computed using 
a probability of default occurring over the next 12 months. 

− Under Stage 2, where there has been a significant increase in credit risk since initial recognition but 
the financial instruments are not considered credit impaired, an amount equal to the default 
probability weighted lifetime ECL will be recorded. 

− Under the Stage 3, where there is objective evidence of impairment at the reporting date these 
financial instruments will be classified as credit impaired and an amount equal to the lifetime ECL 
will be recorded for the financial assets. 

 

The ECL model is forward looking and requires the use of reasonable and supportable forecasts of future 
economic conditions in the determination of significant increases in credit risk and measurement of ECL. 
 

Measurement of ECL 
 

IFRS 9 considers the calculation of ECL by multiplying the Probability of default (“PD”), Loss Given Default 
(“LGD”) and Exposure at Default (“EAD”). Details of these statistical parameters/inputs are as follows: 
 

− PD – The probability of default is an estimate of the likelihood of default over a given time horizon. 
A default may only happen at a certain time over the remaining estimated life, if the facility has not 
been previously derecognised and is still in the portfolio. 
 

− EAD – The exposure at default is an estimate of the exposure at a future default date, taking into 
account expected changes in the exposure after the reporting date, including repayments of 
principal and profit, and accrued profit from missed payments. 
 

− LGD – The loss given default is an estimate of the loss arising in the case where a default occurs at 
a given time. It is based on the difference between the contractual cash flows due and those that 
the Company would expect to receive. It is usually expressed as a percentage of the EAD. 

 

The Company has developed methodologies and models taking into account a number of factors linked 
to the quality of the portfolio. These parameters are generally derived from internally developed statistical 
models and other historical data and are adjusted to reflect forward-looking information. 
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4 Significant accounting policies (continued) 
 

(d) Financial instruments (continued) 
 

Impairment (continued) 
 

Macroeconomic factors, forward looking information and multiple scenarios 
 

IFRS 9 requires an unbiased and probability weighted estimate of credit losses by evaluating a range of 
possible outcomes that incorporate forecasts of future economic conditions. 
 

When estimating the ECLs, the Company considers three scenarios (a base case, an upside and a 
downside). Each of these is associated with different PDs, EADs and LGDs. When relevant, the assessment 
of multiple scenarios also incorporates how defaulted financing is expected to be recovered, including the 
probability that the financing will cure and the value of collateral or the amount that might be received for 
selling the asset. 
 

Macroeconomic factors and forward-looking information are required to be incorporated into the 
measurement of ECL as well as the determination of whether there has been a significant increase in credit 
risk since origination. Measurement of ECLs at each reporting period should reflect reasonable and 
supportable information at the reporting date about past events, current conditions and forecasts of future 
economic conditions. The inputs and models used for calculating ECLs may not always capture all 
characteristics of the market at the date of the financial statements. To reflect this, qualitative adjustments 
or overlays are occasionally made as temporary adjustments when such differences are significantly 
material. 
 

Assessment of Significant Increase in Credit Risk (“SICR”) 
 

When determining whether the credit risk on a receivable has increased significantly since the initial 
recognition, the Company considers reasonable and supportable information that is relevant and available 
without undue cost or effort, including both quantitative and qualitative information and analysis based on 
the Company's historical experience, expert credit assessment and forward-looking information. This 
primarily identifies whether a significant increase in credit risk has occurred by comparing (i) the remaining 
lifetime PD as at the reporting date; with (ii) the remaining lifetime PD for this point in time that was estimated 
on initial recognition of the exposure. With regards to delinquency and monitoring, there is a rebuttable 
presumption that the credit risk of the financial instrument has increased significantly since initial recognition 
when contractual payments are more than 30 days overdue. 
 

At each reporting date, the assessment of a change in credit risk is individually assessed for those 
considered individually significant. This assessment is symmetrical in nature, allowing credit risk of financial 
assets to move back to Stage 1 if the increase in credit risk since origination has reduced and is no longer 
deemed to be significant. 
 

Expected life 
 

When measuring ECL, the Company considers the maximum contractual period over which the Company 
is exposed to credit risk. All contractual terms are considered when determining the expected life, including 
prepayment options and extensions. 
 

Modified financial assets 
 

If the terms of a financial asset are modified or an existing financial asset is replaced with a new one, an 
assessment is made to determine if the existing financial asset should be de-recognised. Where a 
modification does not result in de-recognition, the date of origination continues to be used to determine 
SICR. 
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4 Significant accounting policies (continued) 
 
(d) Financial instruments (continued) 
 

Impairment (continued) 
 

Modified financial assets (continued)  
 

Where a modification results in de-recognition, the new financial asset is recognised at its fair value on the 
modification date. The modification date is also the date of origination for this new asset. 
 

The Company may modify the contractual terms of facilities for credit reasons by considering, among 
others, the following factors: 
 

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

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

− Significant extension of the term when the borrower is not in financial difficulty. 
− Significant change in the profit rate. 
− Insertion of collateral, other security or credit enhancements that significantly affect the credit risk 

associated with the product. 
 

Facilities may also be modified for credit reasons where the contractual terms are modified to grant a 
concession to a borrower that may be experiencing financial difficulty. For all financial assets, modifications 
of the contractual terms may result in derecognition of the original asset when the changes to the terms are 
considered substantial. 
 

These terms include profit rate, authorised amount or term. The original facility is derecognised and the 
new facility is recognised at its fair value. The difference between the carrying value of the derecognised 
asset and the fair value of the new asset is recognised in the statement of profit or loss. 
 

For all facilities, performing and credit-impaired, where the modification of terms did not result in the 
derecognition of the loan, the carrying amount of the modified facility is recalculated based on the 
restructuring terms agreed, less any provision required as calculated by the IFRS 9 model. 
 

Definition of default 
 

The Company considers a financial instrument to be in default as a result of one or more loss events that 
occurred after the date of initial recognition of the instrument and the loss event has a negative impact on 
the estimated future cash flows of the instrument that can be reliably estimated. 
 

Restructured financial assets 
 

If the terms of a financial asset are renegotiated or modified or an existing financial asset is replaced with a 
new one due to financial difficulties of the borrower, then an assessment is made of whether the financial 
asset should be derecognised and ECL are measured as follows. 
 

− If the expected restructuring will not result in derecognition of the existing asset, then the expected 
cash flows arising from the modified financial asset are included in calculating the cash shortfalls 
from the existing asset. 

− If the expected restructuring will result in derecognition of the existing asset, then the expected fair 
value of the new asset is treated as the final cash flow from the existing financial asset at the time 
of its derecognition. This amount is included in calculating the cash shortfalls from the existing 
financial asset that are discounted from the expected date of derecognition to the reporting date 
using the original effective profit rate of the existing financial asset. 
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4 Significant accounting policies (continued) 
 

(d) Financial instruments (continued) 
 

Impairment (continued) 
 

Credit-impaired financial assets 
 

At each reporting date, the Company assesses whether financial assets carried at amortised cost are credit 
impaired. 
 

A financial asset is ‘credit‐impaired’ when one or more events that have a detrimental impact on the 
estimated future cash flows of the financial asset have occurred. Credit-impaired financial assets are 
referred to as Stage 3 assets. Evidence that a financial asset is credit-impaired includes the following 
observable data: 
 

− significant financial difficulty of the borrower or issuer; and 
− a breach of contract such as a default or past due event. 
 

A facility is considered credit-impaired when a concession is granted to the borrower due to a deterioration 
in the borrower’s financial condition, unless there is evidence that as a result of granting the concession the 
risk of not receiving the contractual cash flows has reduced significantly and there are no other indicators 
of impairment. 
 

For financial assets where concessions are contemplated but not granted, the asset is deemed credit 
impaired when there is observable evidence of credit-impairment including meeting the definition of default. 
The definition of default includes unlikeliness to pay indicators and a backstop if amounts are overdue for 
90 days or more. 
 

Improvement in credit risk profile 
 

If there is evidence that there is no longer a significant increase in credit risk relative to initial recognition, 
then the loss allowance on an instrument returns to being measured as 12-month ECL. 
The Company has defined the below criteria in accordance with regulatory guidelines to assess any 
improvement in the credit risk profile which will result in the upgrading of customers from Stage 3 to Stage 
2 and from Stage 2 to Stage 1: 
 

− Significant decrease in credit risk will be upgraded stage-wise (one stage at a time) from Stage 3 to 
Stage 2 and from Stage 2 to Stage 1.after meeting the curing period of at least 12 months. 

− Restructured cases will be upgraded if repayments of 3 instalments (for quarterly instalments) have 
been made or 12 months (for instalments longer than quarterly) curing period is met.  

 

Write-offs 
 

The Company writes-off financing asset balances when there is no reasonable expectation of recovery. The 
determination is reached after considering factors such as significant deterioration in the customer's 
financial position such that the customer can no longer pay the obligation, or all possible efforts of collecting 
the amounts have been exhausted. In subsequent periods, any recoveries of amounts previously written off 
are credited to the provision for credit losses in the statement of profit or loss. 
 

(e) Cash and cash equivalents 
 

Cash and cash equivalents comprise cash in hand and non-restricted current accounts. 
 

(f) Islamic financing assets 
 

Islamic financing assets consist of Murabaha receivables and they are measured at amortised cost less any 
amount written off and allowance for impairment losses. 
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4 Significant accounting policies (continued) 
 

(g) Fees and commission expense 
 

Fees and commission expense relates mainly to commission to dealers and external sales representatives 
which are amortised over the life of the Islamic financing asset. 
 

(h) 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.  
 

(i) Staff terminal benefits 
 

Provision is made for end-of-service benefits payable to expatriate employees in accordance with the U.A.E. 
labour laws, calculated on the basis of the individual's period of service at the reporting date and included 
under other liabilities. The management considers that the difference between the liability as calculated 
using an actuarial method would not be materially different from the provision carried in the financial 
statements. 
 

(j) Share capital 
 

Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of ordinary 
shares and share options are recognised as a deduction from equity, net of any tax effects. 
 

(k) Statutory reserve 
 

In accordance with Article 239 of the UAE Federal Law No. (2) of 2015, companies need to allocate a 
minimum of 10% of their annual net profits for the establishment of a statutory reserve until such reserve 
equals 50% of the paid-up share capital of the Company. 
 

(l) Borrowing costs  
 

All borrowing costs are recognised in profit or loss in the period in which they are incurred. Accrued 
borrowing costs are classified under other liabilities and accruals.  
 
(m) Leases 
 
Leases are recognised as a right-of-use asset and a corresponding liability at the date at which the leased 
asset is available for use by the Company. Each lease payment is allocated between the liability and finance 
cost. The finance cost is charged to the statement of comprehensive income over the lease period so as to 
produce a constant periodic rate of interest on the remaining balance of the liability for each period. The right-
of-use asset is depreciated over the shorter of the asset’s useful life or the lease term on a straight-line basis. 
 
Assets and liabilities arising from a lease are initially measured on a present value basis. Lease liabilities include 
the net present value of the following lease payments: 
− fixed payments (including in-substance fixed payments), less any lease incentives receivable; 
− amounts expected to be payable by the lessee under residual value guarantees; and 
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4  Significant accounting policies (continued) 
 
(m) Leases (continued) 
 
− payments of penalties for terminating the lease, if the lease term reflects the lessee exercising that 

option. 
 
The lessee’s incremental borrowing rate is used, being the rate that the lessee would have to pay to borrow 
the funds necessary to obtain an asset of similar value in a similar economic environment with similar terms 
and conditions, as the discount rate to calculate the present value of the lease payments. 
 
Right-of-use assets are measured at cost comprising the following: 
− the amount of the initial measurement of lease liability; 
− any lease payments made at or before the commencement date less any lease incentives received; 

and 
− restoration costs. 
 
Lease income from operating leases where the Company is a lessor is recognised in income on a straight-
line basis over the lease term. Initial direct costs incurred in obtaining an operating lease are added to the 
carrying amount of the underlying asset and recognised as an expense over the lease term on the same 
basis as the lease income.  
 

(n) New and revised IFRSs adopted in the financial statements 
 
The following new and revised IFRSs, which became effective for annual periods beginning on or after 1 
January 2020, have been adopted in these financial statements. The application of these revised IFRSs, 
except where stated, have not had any material impact on the amounts reported for the current and prior 
year. 
 

Title  Key requirements  Effective 
Date   

Definition of 
Material – 
Amendments 
to IAS 1 and 
IAS 8  

The IASB has made amendments to IAS 1 Presentation of Financial 
Statements and IAS 8 Accounting Policies, Changes in Accounting 
Estimates and Errors which use a consistent definition of materiality 
throughout International Financial Reporting Standards and the 
Conceptual Framework for Financial Reporting, clarify when information is 
material and incorporate some of the guidance in IAS 1 about immaterial 
information. In particular, the amendments clarify: 
− that the reference to obscuring information addresses situations in 

which the effect is similar to omitting or misstating that information, 
and that an entity assesses materiality in the context of the 
financial statements as a whole, and 

− the meaning of ‘primary users of general purpose financial 
statements’ to whom those financial statements are directed, by 
defining them as ‘existing and potential investors, lenders and 
other creditors’ that must rely on general purpose financial 
statements for much of the financial information they need. 

 

1 January 
2020  
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4 Significant accounting policies (continued) 
 

(n) New and revised IFRS adopted in the financial statements (continued) 
 

Title  Key requirements  Effective 
Date   

Definition of 
a Business 
– 
Amendmen
ts to IFRS 3  

The amended definition of a business requires an acquisition to include an 
input and a substantive process that together significantly contribute to the 
ability to create outputs. The definition of the term ‘outputs’ is amended to 
focus on goods and services provided to customers, generating investment 
income and other income, and it excludes returns in the form of lower costs 
and other economic benefits. The amendments will likely result in more 
acquisitions being accounted for as asset acquisitions.  
 

1 January 
2020  

Interest 
Rate 
Benchmark 
Reform – 
Amendmen
ts to IFRS 
7, IFRS 9 
and IAS 39  

The amendments made to IFRS 7 Financial Instruments: Disclosures, IFRS 
9 Financial Instruments and IAS 39 Financial Instruments: Recognition and 
Measurement provide certain reliefs in relation to interest rate benchmark 
reforms. The reliefs relate to hedge accounting and have the effect that the 
reforms should not generally cause hedge accounting to terminate. 
However, any hedge ineffectiveness should continue to be recorded in the 
income statement. Given the pervasive nature of hedges involving IBOR-
based contracts, the reliefs will affect companies in all industries. 
 

1 January 
2020  

Revised 
Conceptual 
Framework 
for 
Financial 
Reporting  

The IASB has issued a revised Conceptual Framework which will be used in 
standard-setting decisions with immediate effect. Key changes include:  
− increasing the prominence of stewardship in the objective of 

financial reporting,  
− reinstating prudence as a component of neutrality,  
− defining a reporting entity, which may be a legal entity, or a portion 

of an entity,  
− revising the definitions of an asset and a liability,  
− removing the probability threshold for recognition and adding 

guidance on derecognition,  
− adding guidance on different measurement basis, and  
− stating that profit or loss is the primary performance indicator and 

that, in principle, income and expenses in other comprehensive 
income should be recycled where this enhances the relevance or 
faithful representation of the financial statements.  

 
No changes will be made to any of the current accounting standards. 
However, entities that rely on the Framework in determining their accounting 
policies for transactions, events or conditions that are not otherwise dealt 
with under the accounting standards will need to apply the revised 
Framework from 1 January 2020. These entities will need to consider 
whether their accounting policies are still appropriate under the revised 
Framework.  

1 January 
2020  
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4 Significant accounting policies (continued) 
 
(o) New and revised IFRSs in issue but not yet effective and not early adopted 
 
New and 
revised 
IFRSs 

Key requirements  Effective Date  

Covid-19 
related Rent 
Concessions 
– 
Amendment
s to IFRS 16  

As a result of the COVID-19 pandemic, rent concessions have been granted 
to lessees. Such concessions might take a variety of forms, including payment 
holidays and deferral of lease payments. In May 2020, the IASB made an 
amendment to IFRS 16 Leases which provides lessees with an option to treat 
qualifying rent concessions in the same way as they would if they were not 
lease modifications. In many cases, this will result in accounting for the 
concessions as variable lease payments in the period in which they are 
granted. Entities applying the practical expedients must disclose this fact, 
whether the expedient has been applied to all qualifying rent concessions or, if 
not, information about the nature of the contracts to which it has been applied, 
as well as the amount recognised in profit or loss arising from the rent 
concessions.  
 

1 June 2020  

Classification 
of Liabilities 
as Current or 
Non-current 
– 
Amendment
s to IAS 1  

The narrow-scope amendments to IAS 1 Presentation of Financial Statements 
clarify that liabilities are classified as either current or non-current, depending 
on the rights that exist at the end of the reporting period. Classification is 
unaffected by the expectations of the entity or events after the reporting date 
(e.g. the receipt of a waiver or a breach of covenant). The amendments also 
clarify what IAS 1 means when it refers to the ‘settlement’ of a liability must be 
applied retrospectively in accordance with the normal requirements in IAS 8 
Accounting Policies, Changes in Accounting Estimates and Errors. The 
amendments could affect the classification of liabilities, particularly for entities 
that previously considered management’s intentions to determine 
classification and for some liabilities that can be converted into equity. 
 

1 January 2022  

Annual 
Improvemen
ts to IFRS 
Standards 
2018–2020  

The following improvements were finalised in May 2020:  
− IFRS 9 Financial Instruments – clarifies which fees should be included 

in the 10% test for derecognition of financial liabilities.  
− IFRS 16 Leases – amendment of illustrative example 13 to remove the 

illustration of payments from the lessor relating to leasehold 
improvements, to remove any confusion about the treatment of lease 
incentives.  

− IFRS 1 First-time Adoption of International Financial Reporting 
Standards – allows entities that have measured their assets and 
liabilities at carrying amounts recorded in their parent’s books to also 
measure any cumulative translation differences using the amounts 
reported by the parent. This amendment will also apply to associates 
and joint ventures that have taken the same IFRS 1 exemption.  

− IAS 41 Agriculture – removal of the requirement for entities to exclude 
cash flows for taxation when measuring fair value under IAS 41. This 
amendment is intended to align with the requirement in the standard 
to discount cash flows on a post-tax basis.  

 

1 January 2022  
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4 Significant accounting policies (continued) 
 
(o) New and revised IFRSs adopted in the financial statements (continued) 
 
New and 
revised 
IFRSs 

Key requirements  Effective Date   

 Phase 2 
amendment
s to IFRS 9, 
IAS 39, 
IFRS 7, 
IFRS 4 and 
IFRS 16 – 
interest rate 
benchmark 
(IBOR) 
reform 

 

The Phase 2 amendments that were issued on 27 August 2020 address 
issues that arise from the implementation of the reforms, including the 
replacement of one benchmark with an alternative one. For instruments to 
which the amortised cost measurement applies, the amendments require 
entities, as a practical expedient, to account for a change in the basis for 
determining the contractual cash flows as a result of IBOR reform by updating 
the effective interest rate using the guidance in paragraph B5.4.5 of IFRS 9. 
As a result, no immediate gain or loss is recognised. This practical expedient 
applies only to such a change and only to the extent it is necessary as a direct 
consequence of IBOR reform, and the new basis is economically equivalent to 
the previous basis. Insurers applying the temporary exemption from IFRS 9 are 
also required to apply the same practical expedient. IFRS 16 was also 
amended to require lessees to use a similar practical expedient when 
accounting for lease modifications that change the basis for determining future 
lease payments as a result of IBOR reform (for example, where lease payments 
are indexed to an IBOR rate). 
 
Libor transition impact 
 
In light of international developments around discontinuation of use of London 
Interbank Offer Rate (LIBOR) in the financial industry, the Group has 
commenced its efforts to transition away from LIBOR to Alternate Reference 
Rates (ARRs). The Financial Conduct Authority (FCA) in the UK, that oversees 
LIBOR, has advised that it will not compel panel banks to contribute interest 
rates for LIBOR calculation beyond 31 December 2021, thereby leading to 
cessation of LIBOR in its current form. LIBOR is the most commonly 
referenced interest rate in financial products such as loans and investments. 
 
The Company has put in place a plan to oversee the approach to LIBOR 
transition in coordination with international developments. The transition has 
implications for the Company's borrowing and its stakeholders ranging from 
legal, financial, technical and operational considerations. The Group expects to 
commence engaging relevant stakeholders at relevant points over the course 
of 2021. 
 

1 January 2021 

The Company is currently assessing the impact of these standards, interpretations and amendments on 
the future financial statements and intends to adopt these, if applicable, when they become effective. There 
are no other relevant applicable new standards and amendments to published standards or IFRS IC 
interpretations that have been issued but are not effective for the first time for the Company’s financial year 
beginning on 1 January 2020 that would be expected to have a material impact on the financial statements 
of the Company. 
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4 Significant accounting policies (continued) 
 

(p) Fair value measurement  
 

'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 in the principal or, in its absence, the 
most advantageous market to which the Company has access at that date. The fair value of a liability reflects 
its non-performance risk. 
 
When available, the Company measures the fair value of an instrument using the quoted price in an active 
market for that instrument. A market is regarded as active if transactions for the asset or liability take place 
with sufficient frequency and volume to provide pricing information on an ongoing basis. 
 
If there is no quoted price in an active market, then the Company uses valuation techniques that maximise 
the use of relevant observable inputs and minimise the use of unobservable inputs. The chosen valuation 
technique incorporates all of the factors that market participants would take into account in pricing a 
transaction. 
 
The best evidence of the fair value of a financial instrument at initial recognition is normally the transaction 
price; i.e. the fair value of the consideration given or received. If the Company determines that the fair value 
at initial recognition differs from the transaction price and the fair value is evidenced neither by a quoted 
price in an active market for an identical asset or liability nor based on a valuation technique that uses only 
data from observable markets, then the financial instrument is initially measured at fair value, adjusted to 
defer the difference between the fair value at initial recognition and the transaction price. Subsequently, 
that difference is recognised in the statement of profit or loss and other comprehensive income on an 
appropriate basis over the life of the instrument but no later than when the valuation is wholly supported by 
observable market data or the transaction is closed out. 
 
If an asset or a liability measured at fair value has a bid price and an ask price, then the Company measures 
assets and long positions at a bid price and liabilities and short positions at an ask price. 
 
Portfolios of financial assets and financial liabilities that are exposed to market risk and credit risk that are 
managed by the Company on the basis of the net exposure to either market or credit risk are measured on 
the basis of a price that would be received to sell a net long position (or paid to transfer a net short position) 
for a particular risk exposure. Those portfolio-level adjustments are allocated to the individual assets and 
liabilities on the basis of the relative risk adjustment of each of the individual instruments in the portfolio. 
 
5 Financial risk management 
 
All the Company’s activities involve analysis, evaluation, acceptance and management of some degree of 
risk or combination of risks. The Company’s significant exposure can be broadly categorised into the 
following risks: 
 
- Credit risk; 
- Liquidity risk; 
- Market risk; and  
- Operational risk. 
 
This note represents broad information about the Company's objectives, policies and processes for 
identifying, measuring, reporting and mitigating the above-mentioned risks.  
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5 Financial risk management (continued) 
 

Risk Management framework 
 
The Company’s board of directors has overall responsibility for the establishment and oversight of the risk 
management framework. The Company’s risk management policies are established to identify and analyse 
the risks faced by the Company, to set appropriate risk limits and controls, and to monitor risks and 
adherence to limits. The risk management policies and systems are reviewed regularly to reflect changes 
in market conditions and the Company’s activities. The Company, through its training and management 
standards and procedures, aims to develop a disciplined and constructive control environment in which all 
employees understand their roles and obligations. 
 

Credit risk 
 

Credit risk is the risk of financial loss to the Company if a customer or counterparty to a financial instrument 
fails to meet its contractual obligations and arises principally from the Company’s financing assets to 
customers, cash and cash equivalents and due from related parties. For risk management reporting 
purposes, the Company considers and consolidates all elements of credit risk exposure (such as individual 
obligor default risk, country and sector risk). 
 

Management of credit risk 
 

The Company formulates credit policies, independently reviews large credit exposures and performs 
portfolio management of risk concentrations. It also reviews the efficiency of the credit approval process, a 
key element of which is the Company’s rating and grading system. 
 

The Company’s local management is responsible for: 
 

− implementing credit policies, procedures and lending guidelines that conform to Company 
standards; 

− monitoring credit process which includes delegated approval authorities and credit procedures; 
− monitoring quality and performance of credit portfolio; 
− monitoring and controlling all credit risks; and 
− frequent and intensive review and reporting of problem exposures in order to accelerate remedial 

action. 
 

Exposure to credit risk 
 

The Company measures its exposure to credit risk by reference to the gross carrying amount of financial 
assets less amounts offset, and impairment losses, if any. 
 

Impaired financing assets 
 

Impaired financing assets are financial assets for which 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. These financing assets are classified as substandard, doubtful, legal and loss, as appropriate, 
which is in accordance with the guidelines issued by the Central Bank of the UAE. 
 

Past due but not impaired financing assets 
 

These are financing assets where contractual profit or principal payments are past due but the Company 
believes that impairment is inappropriate on the basis of a genuine repayment source, the level of 
security/collateral available and/or the possible scope of collection of amounts owed to the Company. 
 

Financing assets with renegotiated terms 
 

Financing assets with renegotiated terms are financing assets that have been restructured due to 
deterioration in the customer’s financial position and where the Company has made some concessions 
such as extension of initial maturity but there is no loss in terms of profit or principal. Once the financing 
asset is restructured it remains in this category for a minimum period of one year during which time 
repayment should be regular in order to transfer to standard portfolio. 
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5 Financial risk management (continued) 
 

Credit risk (continued) 
 

Write-off policy 
 

The Company writes off financing assets (and any related allowances for impairment losses) when it 
determines that there is no scope of recovery and the financing assets are uncollectible. This determination 
is reached after considering information such as the occurrence of significant changes in the customer’s 
financial position such that the customer can no longer pay the obligation, or that proceeds from collateral 
will not be sufficient to pay back the entire exposure and there is no scope to pursue any other avenues. 
 

The following table provides a detailed analysis of Islamic financing assets outstanding at the reporting date: 

 2020 2019 
 Gross 

amount 
ECL Gross 

amount 
ECL 

 AED AED AED AED 
Gross Islamic financing assets:     
    Neither past due nor impaired 274,622,322 438,954 317,447,737 516,443
    Past due but not impaired 3,078,041 459,283 3,085,967 298,402
Individually impaired 492,225 655,469 584,972 605,093
 278,192,588 1,553,706 321,118,676 1,419,938

 

Islamic financing assets which were past due but not impaired 
 

Islamic financing assets which were past due at reporting date but not impaired were as follows: 
 

 2020 2019
 AED AED
 

   Past due up to 29 days 1,925,036 2,638,528
   Past due 30-59 days 605,263 374,820
   Past due 60-89 days 547,742 72,619
 3,078,041 3,085,967
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5         Financial risk management (continued) 
 

Credit risk (continued) 
 
 

The table below classifies the gross balances and ECL of financing assets as at 1 January 2020 and  
31 December 2020 by IFRS 9 stages:  
 

 Stage 1 Stage 2 Stage 3 Total
 AED AED AED AED
  

Gross balance at 31 Dec 2020 276,547,358 1,153,005 492,225 278,192,588
  

 Gross balance at 31 Dec 2019 320,086,265 447,439 584,972 321,118,676
 

 Stage 1 Stage 2 Stage 3 Total
 AED AED AED AED

 
ECL allowance at 31 Dec 2020 556,663 341,573 655,470 1,553,706
 

   ECL allowance at 31 Dec 2019 695,499 119,345 605,094 1,419,938
 
The following table summarises the movement of the impairment reserve during the year due to changes 
in the provisions as per CB UAE guidelines and IFRS 9: 
 

 CB UAE 
Guidelines

IFRS 9 Credit risk 
reserve 

 AED AED AED
 

Specific provisions (Stage 3 under IFRS 9) 228,298 228,298 -
Collective provisions (Stage 1 and 2 under IFRS 9) 3,844,637 1,325,408 2,519,229
As at 31 December 2020 4,072,935 1,553,706 2,519,229

 
 CB UAE 

Guidelines
IFRS 9 Credit risk 

reserve 
 AED AED AED
 

Specific provisions (Stage 3 under IFRS 9) 321,602 321,602 -
Collective provisions (Stage 1 and 2 under IFRS 9) 3,603,036 1,098,336 2,504,700
As at 31 December 2019 3,924,638 1,419,938 2,504,700
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5 Financial risk management (continued) 
 

Credit risk (continued) 
 

The Company’s maximum credit risk exposure at the statement of financial position date is represented by 
the respective carrying amounts of the financial assets in the statement of financial position as follows:   
 

 2020 2019
 AED AED
  
Cash at bank – current accounts (refer note 8) 14,055,130 20,666,902 
Islamic financing assets (net) (refer note 9) 276,638,882 319,698,738 
Due from related parties (refer note 13) 20,341,904 857,460 

 311,035,916 341,223,100 
 
The above table represents a worst case scenario of credit risk exposure to the Company at  
31 December 2020 and 2019. The exposures to all counterparties are monitored on a regular basis. At 31 
December 2020, the Company has assessed the recoverability of its financial assets and considered 
provision for expected credit loss to be immaterial for cash and due from related parties.  
 
The table below presents an analysis of cash at bank by rating agency designation at 31 December 2020 
and 2019, based on external ratings or their equivalent: 
 

 2020 2019
Rating AED AED
  
A1 9,193,279 14,877,474 
A3 4,861,851 5,789,428 
 14,055,130 20,666,902 

 
Concentration risk 
 
Concentration of credit risk exists when a number of counterparties are engaged in similar activities or 
operate in the same geographical area or industry sector and have comparable economic characteristics, 
so that the ability to meet contractual obligation is uniformly affected by changes in economic, political or 
other conditions. The Company has all its Islamic financing asset exposures within the United Arab 
Emirates. 
 

 2020 2019
 AED AED
 
Corporate 2,283,911 2,735,915
Individuals 275,908,677 318,382,761
 278,192,588 321,118,676

 
Mortgage 
 
The Company holds first degree of mortgage over the financed assets. It is the Company's policy to ensure 
that financing is extended to customers within their capability to service profit and repay principal instead of 
relying on the first degree of mortgage. Nevertheless, the first degree of mortgage can be an important 
credit risk mitigant. The estimated fair value of collateral that the Company holds relating to loans individually 
determined to be impaired at 31 December 2020 amounts to AED 338,000 (31 December 2019: AED 
445,052). 
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5 Financial risk management (continued) 
 

Credit risk (continued) 
 
The following table explains the changes in the gross carrying amount of Islamic financing assets between 
the beginning and the end of the annual period due to these factors: 
 

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

 AED AED AED AED 
     
As at 1 January 2020 320,053,587 449,887 615,202 321,118,676 
     
Transfers:     
Transfer from Stage 1  (1,820,475) 1,422,409 398,066 - 
Transfer from Stage 3  233,095 - (233,095) - 
New assets originated 109,819,253 - - 109,819,253 
Repayments during the year (151,642,598) (786,386) (16,781) (152,445,765) 
Write-offs during the year - - (299,576) (299,576) 
As at 31 December 2020 276,642,862 1,085,910 463,816 278,192,588 
     
As at 1 January 2019 310,588,217 552,983 901,850 312,043,050 

     
Transfers:     
Transfer from Stage 1  (1,102,289) 656,325 445,964 - 
Transfer from Stage 2  344,997 (497,555) 152,558 - 
New assets originated 163,805,769 - - 163,805,769 
Repayments during the year (153,583,107) (261,866) (46,275) (153,891,248) 
Write-offs during the year - - (838,895) (838,895) 
As at 31 December 2019 320,053,587 449,887 615,202 321,118,676 
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5  Financial risk management (continued) 
 

Credit risk (continued) 
 
The following table explains the changes in the loss allowance amount between the beginning and the end 
of the annual period due to these factors: 
 

 Stage 1 Stage 2 Stage 3  
 12-month 

ECL 
Lifetime 

ECL 
Lifetime 

ECL 
Total 

 AED AED AED AED 
     
As at 1 January 2020 695,499 119,345 605,094 1,419,938 
Transfers:     
Transfer from Stage 1  (3,956) 377,333 391,526 764,903 
Transfer from Stage 3  507 - (229,265) (228,758) 
New assets originated 238,645 - - 238,645 
Repayments during the year (329,530) (208,610) (16,505) (554,645) 
Write-offs during the year - - (294,654) (294,654) 
Changes in PDs/LGDs/EADs (44,502) 53,505 199,274 208,277 
As at 31 December 2020 556,663 341,573 655,470 1,553,706 
     
As at 1 January 2019 1,208,580 5,747 820,716 2,035,043 
Transfers:     
Transfer from Stage 1  (4,289) 6,821 405,844 408,376 
Transfer from Stage 2  1,342 (5,171) 138,833 135,004 
New assets originated 637,411 - - 637,411 
Repayments during the year (597,632) (2,721) (42,112) (642,465) 
Write-offs during the year - - (763,425) (763,425) 
Changes in PDs/LGDs/EADs (549,913) 114,669 45,238 (390,006) 
As at 31 December 2019 695,499 119,345 605,094 1,419,938 
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5  Financial risk management (continued) 
 

Credit risk (continued) 
 

Impact of COVID-19 
 
The Company has reviewed the potential impact of COVID-19 outbreak on the inputs and assumptions for 
IFRS 9 ECL measurement in light of available information. All staging and grouping decisions are subject to 
regular review to ensure these reflect an accurate view of the company’s assessment of the customers’ 
creditworthiness, staging and grouping as of the reporting date. The Company has reassessed its portfolio 
of Stage 1, Stage 2 and Stage 3 customers as at 31 December 2020. 
 
The table below contains analysis of the deferral amount and outstanding balance of UAE customers 
benefiting from deferrals.  
 
 2020 

 AED 

  

Deferral amount   

Loans to customers  2,317,090 

No of customers 383 

  

Exposures  

Loan to customers 21,640,320 

Less: Expected Credit Loss (120,861) 

 21,519,459 

 
As per the requirements of the CB UAE, customers benefitting from payment deferrals can be divided into 
two groups as follows:  
 
Group 1: includes those customers that are not expected to face substantial changes in their credit 
worthiness, beyond liquidity issues and are temporarily and mildly impacted by the COVID-19 crisis. For 
these clients, the payment deferrals are believed to be effective and thus the economic value of the facilities 
is not expected to be materially affected. These customers will remain in their current IFRS 9 stage, at least 
for the duration of the crisis, or their distress, whichever is shorter.  
 
Group 2: includes those customers that are expected to face substantial changes in their creditworthiness, 
in addition to liquidity issues that will be addressed by payment deferrals. For these customers, there is 
sufficient deterioration in credit risk to trigger IFRS 9 stage migration. The Company has assessed all 
deferred payment application cases and concluded that they indicate a significant increase in credit risk of 
the borrower and trigger an IFRS 9 stage migration resulting in all such customers being classified under 
Group 2 as at 31 December 2020.  
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5 Financial risk management (continued) 
 

Liquidity risk  
 
Liquidity risk is the risk that the Company will encounter difficulty in meeting obligations associated with its 
financial liabilities that are settled by delivering cash or another financial asset. 
 
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 they are due, under both normal and stressed conditions, 
without incurring unacceptable losses or risking damage to the Company's reputation. 
 
The details of the Company’s net liquid assets are summarised below by the maturity profile of the 
Company’s assets and liabilities: 
 

 Up to 3 
months 

3 to 12 
months

1-5 years No fixed 
maturity

Total 

 AED AED AED AED AED 
Financial assets as at  
31 December 2020 

   

Cash and cash equivalents - - - 14,060,290 14,060,290 
Due from related parties 20,341,904 - - - 20,341,904 
Islamic financing assets 28,353,162 75,328,735 172,956,985 - 276,638,882 
   
Total 48,695,066 75,328,735 172,956,985 14,060,290 311,041,076 
    
Financial liabilities as at 
31 December 2020 

   

Due to related parties 58,680,498 - - - 58,680,498 
Borrowings 10,885,788   84,070,147 - - 94,955,935 
Other liabilities and accruals  240,727   469,813  760,742 - 1,471,282 
    
Total 69,807,013 84,539,960 760,742 - 155,107,715 
   
Financial assets as at  
31 December 2019 

   

Cash and cash equivalents - - - 20,671,904 20,671,904 
Due from a related party 857,460 - - - 857,460 
Islamic financing assets 31,529,535 86,947,333 201,221,870 - 319,698,738 
     
Total 32,386,995 86,947,333 201,221,870 20,671,904 341,228,102 
    
Financial liabilities as at 
31 December 2019 

   

Due to related parties 57,980,891 - - - 57,980,891 
Borrowings  34,721,789   15,572,099  76,849,114 - 127,143,002 
Other liabilities and accruals 178,638 499,004 646,444 - 1,324,086 
     
Total 92,881,318 16,071,103 77,495,558 - 186,447,979 
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5 Financial risk management (continued) 
 

Liquidity risk (continued) 
 

The following table summarises the maturity profile of Company’s liabilities based on contractual 
undiscounted repayment obligations as at 31 December 2020 and 2019. 
 

 Up to 3 
months 

3 to 12 
months

1-5 years No fixed 
maturity

Total 

 AED AED AED AED AED 
 

Financial liabilities as at 
31 December 2020 

  

Due to related parties 57,755,080 - - - 57,755,080 
Borrowings  11,894,516   85,390,520 - - 97,285,036 
Other liabilities and accruals  240,727   469,813 760,742 - 1,471,282 
    
Total 69,890,323 85,860,333 760,742 - 156,511,398 

 
Financial liabilities as at 
31 December 2019 

   

Due to related parties 56,313,689 - - - 56,313,689 
Borrowings  35,232,421   15,746,600  83,750,356 - 134,729,377 
Other liabilities and accruals  178,638   499,004  646,444 - 1,324,086 
     
Total 91,724,748 16,245,604 84,396,800 - 192,367,152 

 
Market risk 
 
Market risk is the risk that changes in market prices such as profit rates, equity prices and foreign exchange 
rates will affect the Company's profit or the value of its holdings of financial instruments. The objective of 
market risk management is to manage and control market risk exposures within acceptable parameters to 
ensure the Company's solvency while optimizing the return on risk. 
 
Foreign exchange risk 
 
The Company’s Islamic financing assets, cash and cash equivalents, due from/to related parties and other 
liabilities and accruals are denominated in AED and do not carry any currency risk. The Company’s bank 
borrowings are denominated in AED and United States Dollar (“USD”) and do not carry significant currency 
risk as the AED is pegged to the USD. 
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5 Financial risk management (continued) 
 

Market risk (continued) 
 
Profit rate risk 
 
The Company has profit rate risk in relation to its Islamic financing assets and borrowings.  
 
At the reporting date, the profit profile of the Company’s profit bearing financial instruments was as follows: 

  31 December 
2020 
AED 

31 December 
2019 
AED 

    
Fixed rate instruments     
Islamic financing assets  276,638,882 319,698,738 
Bank borrowings   94,955,935 127,143,002 
Short term borrowings from related parties   32,200,000 35,000,000 
    

 
The sensitivity of the statement of profit or loss and other comprehensive income to profit rate risk is the 
effect of the assumed changes in profit rates on the Company's profit for the year, based on the fixed rate 
financial assets and financial liabilities held at 31 December 2020. 
 
An increase in the profit rate by 1 percent would have increased income from Islamic financing assets for 
the year ended 31 December 2020 by AED 142 thousand and an equal change in the opposite direction 
would have decreased the income from Islamic financing assets by the same amount. (2019: an increase 
in profit rate by 1 percent would have increased income from Islamic financing assets by AED 149 thousand 
and an equal change in the opposite direction would have decreased the income from Islamic financing 
assets by the same amount). 
 
An increase in the profit rate by 1 percent would have increased the borrowing costs for the year ended 31 
December 2020 by AED 51 thousand and an equal change in the opposite direction would have decreased 
the borrowing costs by the same amount. (2019: an increase in profit rate by 1 percent would have 
increased the borrowing costs by AED 63 thousand and an equal change in the opposite direction would 
have decreased the borrowing costs by the same amount). 
 
Price risk 
 
The Company is not exposed to price risk as at 31 December 2020 and 2019 the Company does not hold 
any investments measured at fair value. 
 
Operational risk 
 
Operational risk is the risk of direct or indirect loss arising from a wide variety of causes associated with the 
Company's processes, personnel, technology and infrastructure, and from external factors other than credit, 
market and liquidity risks, such as those arising from legal and regulatory requirements and generally 
accepted standards of corporate behaviour. Operational risks arise from all of the Company's operations. 
 
The Company's objective is to manage operational risks so as to balance the avoidance of financial losses 
and damage to the Company's reputation with overall cost effectiveness and innovation. In all cases, 
Company policy requires compliance with all applicable legal and regulatory requirements. 
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5 Financial risk management (continued) 
 

Operational risk (continued) 
 

The Company has taken measures to put in place tools, firstly to identify all such operational risks. The 
Company has also taken measures to implement processes and policies to mitigate the risk to an 
acceptable level and to avoid or minimise financial losses and damage to Company's reputation. 
 

Capital management 
 

The Company's objectives when managing capital are as follows: 
 

− Safeguard the Company's ability to continue as a going concern and increase returns for 
shareholders; and 

− Comply with regulatory capital requirements set by the Central Bank of the UAE. 
 

The Company's policy is to maintain a strong capital base so as to maintain investor, creditor and market 
confidence and to sustain future development of the business. The Company has complied with all 
regulatory requirements issued by the Central Bank of the UAE during the year.  
 
6 Fair value of financial instruments 
 

The fair values of financial assets and financial liabilities that are traded in active markets are based on 
quoted market prices or dealer price quotations. For all other financial instruments, the Company 
determines fair values using other valuation techniques. 
 

For financial instruments that trade infrequently and have little price transparency, fair value more subjective, 
and requires varying degrees of judgment depending on liquidity, concentration, uncertainty of market 
factors, pricing assumptions and other risks affecting the specific instrument. 
 

The Company measures fair values using the following fair value hierarchy, which reflects the significance 
of the inputs used in making the measurements. 
 

Level 1: Quoted market price (unadjusted) in an active market for an identical instrument. 
 

Level 2: Inputs other than quoted prices included within Level 1 that are observable either directly (i.e. as 
prices) or indirectly (i.e. derived from prices). This category includes instruments valued using: quoted 
market prices in active markets for similar instruments; quoted prices for identical or similar instruments in 
markets that are considered less than active; or other valuation techniques in which all significant inputs are 
directly or indirectly observable from market data. 
 

Level 3: Inputs that are unobservable. This category includes all instruments for which the valuation 
technique includes inputs not based on observable data and the unobservable inputs have a significant 
effect on the instrument's valuation. This category includes instruments that are valued based on quoted 
prices for similar instruments for which significant unobservable adjustments or assumptions are required 
to reflect differences between the instruments. 
 

Valuation techniques include net present value and discounted cash flow models and comparison with 
similar instruments for which market observable prices exist. Assumptions and inputs used in valuation 
techniques include risk-free and benchmark profit rates, credit spreads and other premia used in estimating 
discount rates, bond and equity prices, foreign currency exchange rates, equity and equity index prices and 
expected price volatilities and correlations. 
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6 Fair value of financial instruments (continued) 
 
Fair value of financial instruments not carried at fair value 
 

The financial instruments not measured at fair value are short-term financial assets and financial liabilities 
whose carrying amounts approximate fair value. In respect of Islamic financing assets and borrowings 
measured at amortised cost, management estimates that carrying values are a reasonable representation 
of fair values. 
 

Fair value hierarchy 
 

The Company measures fair values using the following fair value hierarchy that reflects the significance of 
the inputs used in making the measurements: 
  

 Level 1 Level 2 Level 3 Total
 AED AED AED AED
Financial assets as at  
31 December 2020 
Cash and cash equivalents - - 14,060,290 14,060,290
Due from related parties - - 20,341,904 20,341,904
Islamic financing assets - - 278,192,588 278,192,588
Total - - 312,594,782 3312,594,782
 
Financial liabilities as at  
31 December 2020 
Due to related parties - - 58,680,498 58,680,498
Borrowings - - 94,955,935 94,955,935
Other liabilities and accruals - - 1,471,282 1,471,282
Total - - 155,107,715 155,107,715
 
Financial assets as at  
31 December 2019 
Cash and cash equivalents - - 20,671,904 20,671,904
Due from related parties - - 857,460 857,460
Islamic financing assets - - 321,118,676 321,118,676
Total - - 342,648,040 342,648,040
 
Financial liabilities as at  
31 December 2019 
Due to related parties - - 57,980,891 57,980,891
Borrowings - - 127,143,002 127,143,002
Other liabilities and accruals - - 1,324,086 1,324,086
Total - - 186,447,979 186,447,979

 
The Company has entered into a cross currency swap against some of its borrowings to convert its USD 
liability into AED liability. The notional amount of the derivative is AED 74,917,100. As AED is pegged to 
USD the fair value of the derivative as at 31 December 2020 is nil. The derivatives are classified as level 2 
in the fair value hierarchy. 
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7 Property and equipment 
 

 Computers and 
IT equipment 

AED 

Furniture 
and fixtures 

AED 

 
Total 
AED 

 

Cost 
   

As at 1 January 2020 17,001 39,889 56,890 
Additions during the year - - - 
As at 31 December 2020 17,001 39,889 56,890 
 

Accumulated depreciation 
   

As at 1 January 2020  17,001 39,889 56,890 
Charge for the year - - - 
As at 31 December 2020 17,001 39,889 56,890 
 

Carrying value 
   

As at 31 December 2020 - - - 
    

Cost 
As at 1 January 2019 

 
17,001 

 
39,889 

 
56,890 

Additions during the year - - - 
As at 31 December 2019 17,001 39,889 56,890 
    

Accumulated depreciation 
As at 1 January 2019 

 
17,001 

 
35,933 

 
52,934 

Charge for the year - 3,956 3,956 
As at 31 December 2019 17,001 39,889 56,890 
 

Carrying value 
   

As at 31 December 2019 - - - 
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8 Cash and cash equivalents 
  31 December 

2020 
AED 

31 December 
2019 
AED 

    

Cash in hand  5,160 5,002 
Cash at bank – current accounts  14,055,130 20,666,902 

  14,060,290 20,671,904 
 
Bank balances in current accounts are held with reputable local banks. At 31 December 2020 and 2019, 
the balances with bank in current accounts were interest free and repayable on demand. 
 
9 Islamic financing assets 

 31 December 
2020 
AED 

31 December 
2019 
AED 

   

Vehicle Murabaha 278,192,588 321,118,676 
Less: stage 3 provision for ECL (228,298) (321,602) 
Less: stage 1 and 2 provision for ECL (1,325,408) (1,098,336) 

 276,638,882 319,698,738 
 
The movement in the provision for ECL is as follows: 

 31 December 
2020 
AED 

31 December 
2019 
AED 

   

Opening balance 1,419,938 2,035,043 
Add: allowance for impairment loss – net 160,503 (154,384) 
Less: Write-offs (26,735) (460,721) 

 1,553,706 1,419,938 
 
10 Prepayments 

 31 December 
2020 
AED 

31 December 
2019 
AED 

  

Bank guarantee commission - 100,000 
Dealer commission 631,491 844,762 
Insurance 191,406 238,215 
Prepaid car registration 10,000 7,100 
Other prepayments 58,702 - 

 891,599 1,190,077 
 
11 Due to related parties 

 31 December  
2020 
AED 

31 
December 

2019 
AED 

   

BMW Finance (UAE) Limited (refer note 13) 19,540,816 21,396,964 
Arabian Gulf Mechanical Centre (refer note 13) 25,060,167 21,065,653 
Albatha Holding LLC (refer note 13) 14,079,515 15,518,274 

 58,680,498 57,980,891 



BMW Albatha Finance PSC 
 
Notes to the financial statements 
For the year ended 31 December 2020 
 

38 
 

12 Other liabilities and accruals 
 31 December  

2020 
AED 

31 December 
2019 
AED 

   

Customer advances 162,305 177,387 
Accruals 186,462 152,537 
Employees end of service benefits (refer note 12.1) 760,742 646,443 
Other liabilities 286,011 274,656 
Payable to debt collection agency 45,732 16,992 
Net VAT payable 30,030 56,071 

 1,471,282 1,324,086 
 
 12.1  The movement of employees end of service benefits is as follows: 
 

  31 December 
2020 
AED 

31 December 
 2019 
AED 

    

Opening balance   646,443 500,245 
Charge for the year  114,299 146,198 
Closing balance  760,742 646,443 

 
13 Related party transactions 
 

Parties are considered to be related if one party has the ability to control the other party or exercise 
significant influence over the other party in making financial or operational decisions. In the case of the 
Company, related parties, as defined in the International Accounting Standard No. 24, include major 
shareholders of the Company, directors and officers of the Company and companies of whom they are 
principal owners and key management personnel. The management decides on the terms and conditions 
of the transactions and services received/rendered from/to related parties.  
 

The balances and transactions other than those disclosed in the respective notes to these financial 
statements are as follows: 
 

a) Balances with related parties included in the statement of financial position are: 
 

 31 December 
2020 

31 December 
2019 

 AED AED 
Balance due to related parties: (Note 11)  
Payable to Arabian Gulf Mechanical Centre (“AGMC”) 25,060,167 21,065,653 
Albatha Holding LLC 14,079,515 15,518,274 
Payable to BMW Finance (UAE) Limited 19,540,816 21,396,964 
 58,680,498 57,980,891 
 
Deferred income from AGMC (refer note 13.2) 

 
547,158 

 
823,852 

   
Balance due from related parties     
Receivable from BMW Albatha Leasing LLC 20,341,904 8,348 
Receivable from AGMC - 849,112 
 20,341,904 857,460 
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13 Related party transactions (continued) 
 

b) Transactions with related parties included in the statement of profit or loss and other 
comprehensive income are: 
 

 31 
December 

2020 

31 December 
2019 

 AED AED 
   
Cost recharges from BMW Finance (UAE) Limited (note 13.1) (5,930,477)   (6,490,864) 
Net change in deferred income (note 13.2) (612,919) (898,379) 
Funding cost on short term borrowings from related parties 
(note 13.3) 

(925,418) (1,667,202) 

Arabian Gulf Mechanical Centre (note 13.3) (505,329) (492,492) 
   

13.1 BMW Finance (UAE) Limited recharges costs to the Company as per the terms of the service level 
agreement dated 24 June 2014 and the addendum to the agreement dated 02 January 2017. The 
invoices are raised on a quarterly basis and payment is made within 30 days. 

 

13.2 The Company entered into several agreements with AGMC to offer subsidised profit rates on cars 
sold by AGMC during certain promotional periods of current and prior years. Under the agreements, 
AGMC pays the Company an upfront amount which represents the profit that would be receivable 
on a similar contract disbursed on commercial terms. This subsidy is initially recorded as unearned 
income. Subsequently, the subsidy is recognised in the statement of profit or loss and other 
comprehensive income over the tenure of the financing asset using the effective profit rate. 

 
13.3  During the year, shareholders of the Company have renewed a Mudarabah term deposit for a 

tenure of 12 months. AED 20m was placed by BMW Finance (UAE) limited and AED 15m each by 
Arabian Gulf Mechanical Centre and Albatha Holding LLC which was reduced to AED 18.4m by 
BMW Finance (UAE) limited and AED 13.8m each by Arabian Gulf Mechanical Centre and Albatha 
Holding LLC during the year 2020. The rate for the deposit was 2.054% p.a (2019: 3.45% p.a.) . 

 
14 Borrowings 
 

The breakup of borrowing costs is shown in the table below:  
 

 31 December 
2020 

31 December
2019

 AED AED
   
Cost of funding on borrowings from banks  4,032,213 4,654,254 
Cost of funding on borrowings from related parties  1,026,628 1,706,037 
 5,058,841 6,360,291 

 
The Company has entered into agreements to avail up to 5-year Murabaha facilities from banks in Dubai to 
finance its portfolio. The Murabaha facilities, which are revolving in nature, have a total limit of AED 259 
million and can be utilised in several tranches. The profit charged by the bank on each tranche is fixed and 
is calculated as a certain mark up over the prevailing market rate. During the year, the principal outstanding 
balance of borrowings amounted to AED 89,917,100 (2019: AED 119,609,100). Total borrowing costs 
charged to the statement of profit or loss amounted to AED 4,032,213 (2019: AED 4,654,254). Gross 
drawdowns during the year amounted to AED 52,000,000 (2019: AED 74,917,100) and gross repayments 
during the year amounted to AED 81,692,000 (2019: AED 73,059,300).  
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15 Share capital 
 31 December

2020
31 December 

2019 
 AED AED 

 

Issued and paid up capital: 168 million   
shares of AED 1 each 168,000,000 168,000,000

 
 

 
16 General and administrative expenses 

  For the year
 ended 31
December 

2020
AED

For the year   
ended 31 

December 
2019 
AED 

 

Staff salaries and benefits 
  

2,384,790 
 

2,198,789 
Staff travel  - 1,398 
Telephone expense  61,416 32,653 
Depreciation  - 3,956 
Office & other expenses  517,351 565,930 
Office rent 
Financial expenses 
Insurance 
Legal charges 
Professional charges 
Service provider recharge (refer note 13) 

 100,991 
101,497 
274,334 

6,541 
74,562 

5,930,477 

99,744 
288,879 
243,336 

38,046 
61,444 

6,490,864 

  9,451,959 10,025,039 
 
17 Contingent liabilities and commitments 
 

Sharjah Islamic Bank PJSC issued a bank guarantee amounting to AED 50 million in favour of the Company 
to the Central Bank of the UAE to pay for any damages caused to any third party based on a court 
judgement. The Central Bank of the UAE released the requirement of such guarantee in April 2020. 
 

There were no known legal proceedings, other contingent liabilities or undrawn commitments against the 
Company as at 31 December 2020. 
 
18 Investment in equity instruments 
 

The Company has not purchased any shares during the year ended 31 December 2020 and 2019. 
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19  Restatement of prior year financial statements 
 

As at 31 December 2019 and 1 January 2019, accrued borrowing costs amounting to AED 9,201,104 and 
AED 5,854,621, respectively was included within other liabilities and accruals. In the current year, 
management of the Company has reclassified these balances from other liabilities and accruals to due to 
related parties and borrowings in order to more appropriately reflect the nature of this balance, as shown 
below. 
 

The restatement has no impact on the statement of profit or loss and comprehensive income and the 
statement of cash flows. 
 

Statement of financial position as at 1 January 2019 
 

   
As previously 

reported 

Reclassification 
increase/ 

(decrease) 

 
 

As restated 
 AED AED AED 
    
Due to related parties 56,052,249 1,101,165 57,153,414 
Borrowings 117,751,300 4,753,456 122,504,756 
Other liabilities and accruals 6,973,301 (5,854,621) 1,118,680 

 
Statement of financial position as at 31 December 2019 
 

   
As previously 

reported 

Reclassification 
increase/ 

(decrease) 

 
 

As restated 
 AED AED AED 
    
Due to related parties 56,313,689 1,667,202 57,980,891 
Borrowings 119,609,100 7,533,902 127,143,002 
Other liabilities and accruals 10,525,190 (9,201,104) 1,324,086 

 
20 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 31 December 2020 and for the year then 
ended. 
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