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HSBC 2»

DIRECTOR’'S REPORT

The Directors have pleasure in submitting their annual report and the audited financial statements for the vear
ended 31 December 2012.

2012 2011

AED *000 AED *000

Profit/ (loss) for the year after provisions 37,416 46,124
Add: retained earnings brought forward 46,828 (18,704)
Less: dividends paid during the year (46,000) (18,000)
Retained earnings carried forward 38,244 46,828

The Directors propose a dividend payout of AED 38 million for the vear ended 31" December 2012,
Directors

The Directors of the Company during the vear and to the date of this report were as follows:

1. | Abdulfartah Sharaf Chairman

2, | Nabeel A Rahim

3. | Robert R Crossman

4. | Marcus John Hurry

5. | Marwan Mohd Hadi Resigned during the year as Managing Director

6. | Abdullah Bin Habtoor Representative of Investment Corporation of Dubai

Hamed Amshan has been appointed as Managing Director with effect from 23" September 2012,
Auditors

The Auditors, M/s KPMG retire and have expressed their willingness for reappointment. A resolution will
be proposed at the Annual General Meeting 10 reappoint them as auditors and to fix their remuneration
from the conclusion of the meeting until the next Annual General Meeting.

By Order of the Board

/

Amshan

Ahﬂll‘a h Sharaf
Managing Director Chair
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Independent Auditors’ Report

The Sharcholders
HSBC Middle East Finance Company Limited

Report on the financial statements

We have audited the accompanying financial statements of HSBC Middle East Finance Company Limited (“the
Company™), which comprise the statement of financial position as at 31 December 2012, the statements of
comprehensive income (comprising a statement of comprehensive income and a separate income statement),
changes in equity and cash flows for the year then ended, and notes, comprising a summary of significant
accounting policies and other explanatory information.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with
International Financial Reporting Standards, 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.

Auditors " Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our audit
in accordance with International Standards on Auditing Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free from material misstatement,

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on our judgment, including the assessment of the risks of material
misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, we
consider internal control relevant to the Company's preparation and fair presentation of the financial statements 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 intemal control. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of accounting estimates made by management,
as well as evaluating the overall presentation of the financial statements.

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

Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position of the Company
as at 31 December 2012, and its financial performance and its cash flows for the year then ended in accordance with
Intemational Financial Reporting Standards.

Ji J/ ﬁj/ 27 MAR 2003

Vijendranath Malhotra
Registration No: 48 B
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HSBC Middle East Finance Company Limited

Statement of income
Jor the year ended 31 December 2012
Notes 2012 2011
AED '000 AED 000

Interest income £9,208 108,532
Interest expense (35,502) (47,339)
Net interest income 53,706 61,193
Fee and commission income 19,573 15,111
Fee and commission expense (8,113) (6,024)
Operating income 65,166 70,280
Administrative expenses 7 (29,938) (36.706)
Depreciation i (381) {382)
Operating profit before impairment losses 34,847 33,192
Allowance for impairment losses 8.1 (18,221) (1B.812)
Recoveries against bad debts written off previously 20,790 31,744
Profit for the year 37416 46,124

The accompanying notes on pages 8 to 38 form an integral part of these financial statements.

The independent auditors' report is set out on page 2.



HSBC Middle East Finance Company Limited

Statement of comprehensive income
for the year ended 31 December 2012

2012

AED '000

Net profit for the vear 17,416
Other comprehensive income -
Total comprehensive income for the year 37,416

2011
AED '000

46,124

46,12

The accompanying notes on pages 8 to 38 form an integral part of these financial statements.

The independent auditors' report is set out on page 2.



HSBC Middle East Finance Company Limited

Statement of financial position
as at 31 December 20)2

ASSETS

Cash and bank balances

Loans and advances to customers
Praperty and equipment
Prepayments and other assets

Total assets

LIABILITIES & SHAREHOLDERS' FUNDS
Loans from related parties

Other liabilities

Total liabilities

Shareholders' funds
Share capital
Retained earnings

Total shareholders' funds

Total liabilities and shareholders' funds

The accompanying notes on pages 8 to 38 form n integral part of these financial statements.

MNotes

I
i1

12
i3

14

2012
AED '000

19,748
1,359,508
437
10,647

1,390,340
1,282,500

34,596
1,317,096

35,000
38244

73244

1.390,340

2011
AED'00D

46,658
1,240,765
801
20,486

1.308.710

1.180.000
46,882

1,226,832

35,000
46,828

31.828

1.308.710

These financial statements were approved hy the Board of Directors on _3_[1 MAR 2013 and signed on

their behalf by:

~Hamed Amshan

Managing Director

The independent auditors' report is set out on page 2.

0

/
f

hbdulfénah haraf

Chairman



HSBC Middle East Finance Company Limited

Statement of cash flows
for the year ended 21 December 2012

Operating activities

Profit for the year

Adjustments for:

Depreciation

Allowance for impairment losses

Net cash generated befare changes in opevating assetslabilities

Change in loans and advances to customers
Change in prepayments and other assets
Change in other liabilities

Net cash generated fram operating activities

Investing activities

Proceeds from fixed deposit maturity
Purchase of property and equipment

Net cash generated from investing activifies

Financing activities

Change in term loans from related parties
Dividends paid

Net cash wsed in financing activities

Net decrease in cash and cash equivalents

Cash and cash equivalents at the beginning of the year

Cash and cash equivalents at the end of the vear

The accompanying notes on pages 8 to 38 form an integral part of these financial statements.

The independent auditors' report is set out on page 2.

6

Notes 2012 2011
AED 000 AED 000

37416 46,124

381 382

18,221 18,812

56,018 65.318

(136,964) 72,058

9.839 (4.887)

(12,286) 25,011

(83,393 157,500

- 35,000

{17 _(53}

(17) 34,942

102,500 (195,000}

(46,000) (18,000)

56,500 {213,0007)

(26,910) (20,55E)

46,658 67,216

2 l!i,ﬂE 46,658




HSBC Middle East Finance Company Limited

Statement of changes in equity
Jor the year ended 31 December 2012

Share Retained
capital earnings Total

AED '000 AED '000 AED 000

Balance at | January 2011 35,000 18,704 53,704
Total comprehensive income for the year

Profit for the vear - 46,124 446,124
Transactions with owners, recorded directly in equity

Dividends paid = (18,000) (15,000)
Balance at 31 December 2011 35,000 46,82 51,828
Balance at 1 January 2012 35.000 46,828 51,828
Total comprehensive income for the vear

Profit for the year - 37416 37416
Transactions with owners, recorded directly in equity

Dividends paid - (46,0040) (46,000
Balance at 31 December 2012 35,000 38,244 73,244

The accompanying notes on pages 8 to 38 form an integral part of these financial statements.

The independent auditors' report is sel out on page 2.



HSBC Middle East Finance Company Limited

Notes to the financial statements
Sfar the vear ended 31 December 2012

1.

(a)

Legal status and activities

HSBC Middle East Finance Company Limited (the "Company™) was incorporated as a private
limited liability company in 1969 under a decree issued by the Ruler of Dubai, United Arab
Emirates (the "UAE"). The Company is a subsidiary of HSBC Bank Middle East Limited (the
"Holding company™) which is incorporated in Jersey (Channel Islands) and its ultimate holding
company is HSBC Heldings plc which is registered in England.

The Company is principally engaged in providing hire purchase finance in the UAE for the
purchase of motor vehicles.

The registered address of the Company is Shop No. 4&5. Ground Floor & Mezzanine, Hilal
Salim Bin Tarraf (Lufthansa) Building, Al Wasl Area. Sheikh Zayed Road, Dubai - UAE.

Basis of preparation

Statement of compliance

These financial statements have been prepared in accordance with International Financial
Reporting Standards (“IFRS") and interpretations adopted by the standing interpretation
committee of the International Accounting Standards Board (“IASB™).

A number of new standards, amendments to standards and interpretations are issued but not
effective for accounting period starting | January 2012, and have not been early adopted in
preparing these financial statements:

IFRS 9 Financial Instruments (effective 1 January 2015)

IFR.5 10 Consolidated Financial Statements (effective 1 January 2013)

IFRS 11 Joint Arrangements (effective | January 2013)

IFR.S 12 Disclosure of Interests in Other Entities (effective 1 January 2013)

IFRS 13 Fair Value Measurement {(effective | January 2013)

IAS 19 Employee Benefits (amended 2011) (effective | January 2013)

IAS 27 Separate Financial Statements (201 1) {effective | January 2013)

IAS 2R Investments in Associates & Joint Ventures (201 1) (effective 1 January 2013)

Management has assessed the impact of the new standards, amendments to standards and
interpretations and amendments to published standards, and concluded that they are either not
relevant to the Company or their impact is not material or is limited to the disclosures and
presentation requirement in the financial statements.



HSBC Middle East Finance Company Limited

Notes to the financial statements (continued)
Sfor the year ended 31 December 2012

2.
(b}

(c)

(a)

Basis of preparation (continied)

Basis of measurement

These financial statements are prepared under the historical cost convention. The financial
slatements are presented in United Arab Emirates Dirham ("AED") which is the functional
currency of the Company, rounded to the nearest thousand,

Use of estimates and judgments

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

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to
accounting estimates are recognised in the period in which the estimate is revised if the revision
affects only that period or in the period of the revision and future periods if the revision affects
bath current and future periods.

In particular considerable management's judgment is required in respect of determining
impairment losses on loans and advances to customers.

Significant accounting policies

The accounting policies set out below have been applied consistently to all periods presented in
these financial statements.

Interest income and expense

Interest income and expense for all interest bearing financial instruments except for those
classified as held for trading or designated as fair value through profit or loss are recognised in
‘Interest income” and ‘Interest expense’ in the statement of income using the effective interest
rates of the financial assets or financial liabilittes to which they relate.

The effective interest rate is the rate that discounts estimated future cash receipts and payments
earned or paid on a financial asset or a liability through its expected life or, where appropriate, a
shorter period to the net carrying amount of the financial asset or financial liability, The effective
interest rate is established on initial recognition of the financial asset and liability and is not
revised subsequently.

When calculating effective interest rates, the Company estimates cash flows considering all
contractual terms of the financial instruments, but not future credit losses. The calculation
includes all amounts paid or received by the Company that are an integral part of the effective
interest rate. including transaction costs and all other premiums or discounts.

9



HSBC Middle East Finance Company Limited

Notes to the financial statements (confinued)
JSor the year ended 31 December 2012

3.

(b)

(€)

(d)

(e)

(f

Significant accounting policies (continied)

Fees and commissions

Fees and commissions which form an integral pant of the effective interest rate of a financial
instrument are recognised as an adjustment to the effective interest rate and recorded in net
interest income.

Fees and commission income including cheque clearing charges, cheque return charges and loan
default charges are recognised as the related services are rendered.

Fees and commission expense relates mainly to commission to dealers and external sales
representatives which are expensed as and when the services are received.

Loans and advances to customers

Loans and advances to customers include loans and advances originated by the Company which
are not intended to be sold in the short term and have not been classified either as held for trading
or designated at fair value.

Finance leases

Agreements which transfer 1o counterparties substantially all the risks and rewards incidental to
the ownership of assets, but not necessarily legal title, are classified as finance leases.

When assets are held subject to a finance lease, the present value of the future lease payments
(including residual values puaranteed by the lessee or any other party not related to the Company)
are recognised as a receivable under loans and advances to customers. Lease income is
recognised over the term of the lease so as to give a constant periodic rate of return on the net
investment in the leases. Impairment of finance lease receivables is recognised in line with
impairment of loans and advances to customers.

Operating leases

Payments made under operating leases are recognised in the statement of income on a straight-line
basis over the term of the lease.

Property and equipment

Property and equipment is measured at cost less accumulated depreciation and impairment losses,
Drepreciation is calculated on a straight-line basis to write off the assets over their accumulated
useful lives as follows:

10



HSBC Middle East Finance Company Limited

Notes to the financial statements (continued)
for the year ended 31 December 2012

3.

(0

()

(h)

(i)

i

Significant accounting policies fcontinved)
Property and equipment {continued)

Lease improvements over the unexpired term of the lease
Motaor vehicles, fumniture, fixtures & equipment 3 -5 years

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.

Intangible assets

Intangible assets that are acquired by the Company are stated at cost less accumulated
amaortisation and accumulated impairment losses, if any. Costs of the intangible assel represent the
costs incurred to acquire and bring to use the specific intangible asset. Amortisation is charged to
the statement of income on a straight line basis over the estimated useful lives of intangible assets
from the date that they are available for use. The Company's intangible assets normally comprise
of software costs which are amortised over a period of 3 years. There are no intangible assets held
as at 31 December 2012 (201 1:Nil).

Retirement benefits

The Company contributes to the UAE Nationals Pension and Social Security Scheme for UAE
Mationals as per the requirements of the Government of the United Arab Emirates. The Company
also makes contributions to the HSBC International Staff Retirement Benefit Scheme for all
international staff. For locally recruited employees (non UAE nationals), staff gratuity is
calculated in accordance with the UAE Labour Law and is held in the books of HSBC Bank
Middle East Limited, UAE Operations ("HBME UAE"), a related party, and recharged to the
Company by HBME UAE on a monthly basis.

Provisions

Provisicns are recognised when it is probable that an outflow of economic benefits will be
required to settle a current legal or constructive obligation as a result of past events, and a reliable
estimate can be made of the amount of the obligation.

Cash and cash equivalents

For the purposes of cash flow statement, cash and cash equivalents comprise cash in hand, bank
overdrafts and balances with banks maturing within three months of the reporting date.
11



HSBC Middle East Finance Company Limited

Notes to the financial statements (confinued)
for the year ended 31 December 2012

3.

(k)

Significant accounting policies (continued)
Financial instruments

A financial instrument is any contract that gives rise to both a financial assel for the Company
and a financial liability or equity instrument of another party.

All assets and liabilities in the statement of financial position are financial instruments, except
property and equipment, prepavments and shareholders' equity.

Classification
Financial imstruments are categorised as follows:

Financial assets at fair value through profit or loss ("FVPL"): This category has two sub-
categories: financial assets held for trading and those designated to be fair valued through profit
or loss at inception. A financial asset is classified in this category if acquired principally for the
purpose of selling in the short term or if so designated by management. Derivatives are also
categorised as held for trading unless they are designated as hedges.

Loans and advances are non-derivative financial assets with fixed and determinable payments
that are not quoted in an active market. They arise when the Company provides money directly to
the borrower with no intention of trading the receivable.

Held to maturity assefs are non-derivative financial assets with fixed or determinable payments
and fixed maturities that the Company has the positive intent and ability to hold to maturity.
Where the Company sells other than an insignificant amount of held to maturity assets, the entire
category would be reclassified as available for sale.

Available-for-sale assets are those non-derivative financial assets that are designated as available
for sale or not classified as (a) loans and advances, (b) held-to-maturity investments or (c)
financial assets at fair value through profit or loss.

Initial recognition

The Company recognises financial assets and liabilities on its statement of financial position on
the date it becomes a party to the contractual provisions of the instrument. From this date, any
gains and losses arising from changes in fair value of the assets or liabilities designated as fair
value through income statement or available for sale assets are recognised.

Loans and advances are recognised when the cash is advanced to the counterparty.
12



HSBC Middle East Finance Company Limited

Notes to the financial statements (continued)
far the year ended 31 December 2012

3.

(k)

Significant accounting policies (continued)
Financial instruments (continued)

Derecognition

A financial asset is derecognised when the Company loses control over the contractual rights that
comprise thal asset. This occurs when the rights are realised, expired or surrendered. A financial
liability is derecognised when it is extinguished,

Loans and advances are derecognised when borrowers repay their obligations, or the loans are
gither sold or written off,

Measurement

A financial asset or financial liability is initially measured at fair value plus (for an item not
subsequently measured at fair value through profit or loss) transaction costs that are directly
attributable to its acquisition or issue.

Subsequent to initial recognition all financial instruments to be fair valued through profit or loss
and available for sale assets are measured at fair value, excepl any instrument that does not have
a relisbly measurable fair value. Such instruments are measured as set out in fair value
measurement principles below.

All held to maturity financial instruments and loans and advances for which the fair value has not
been hedged are measured at amortised cost less impairment losses. Amaortised cost is calculated
using the effective imerest rate method. Premiums and discounts, including initial transaction
costs, are included in the carrying amount of the related instrument and amortised based on the

effective interest rate of the instrument.
Fair value measurement principles
The fair value of financial instruments is based on their quoted market price at the reporting date

without any deduction for transaction costs. If 2 quoted market price is not available, the fair
value of the instrument is estimated using pricing models or discounted cash flow techniques,

Where discounted cash flow techniques are used. estimated future cash flows are based on
management’s best estimates and the discount rate is a market-related rate at the reporting date
for an instrument with similar terms and conditions.

13



HSBC Middle East Finance Company Limited

Notes to the financial statements (continued)
Sor the year ended 31 December 2012

3.

(k)

{1

Significant accounting policies (continued)
Financial instruments (continued)
Fair value measurement principles {continued)

The fair value of derivatives that are not exchange traded is estimated at the amount that the
Company would receive or pay to terminate the contract at the reporting date taking into account
current market conditions and the current creditworthiness of the counterparty.

Impairment

Financial assets are reviewed at each reporting date to determine whether there is any indication
of impairment. If any such indication exists, the assets’ recoverable amount is estimated.
Impairment loss is the difference between the net carrving value of an assel and its recoverable
amount,

The impairment of loans and advances is further explained in note 4,

Offsetting

Financial assets and liabilities are offset and the net amount is reported in the statement of
financial position only when the Company has a legally enforceable right to set off the recognised
amounts and the transactions are intended to be settled on a net basis.

Income and expenses are presented on a net basis only when permitted by the accounting
standards, or for gains and losses arising from group of similar transactions such as in the
Company's trading activity.

Impairment of non-financial assets

The carrying amounts of the Company's non-financial assets are reviewed at each reporting date
to determine whether there is any indication of impairment. I any such indication exists then the
assels recoverable amount is estimated and any reduction in value is recognised in the statement
of income.



HSBC Middle East Finance Company Limited

Notes to the financial statements (continued)
for the year ended 31 December 2012

4.

(a)

(b)

Financial risk management
Introduction and overview

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

categorized into the following risks:

Credit risk
Market risk

- Liquidity risk

- 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.

Risk management framewark

The risk management framework is established by the HSBC Haoldings plc (the "Group") which
sets out the well established risk governance and ownership structure to ensure oversight of, and
accountability for, effective management of risk at regional, customer group and operating entity
levels. However, the primary responsibility for managing risk rest with the Board of Directors and
Managing Director of the Company. The Board of Directars has the responsibility to cascade the
Group’s risk management policies which are designed to support the formulation of risk appetite,
guide employees and establish procedures for monitoring and controlling risk with timely and
reliable reporting to the Board.

The Group regularly reviews and updates its risk management policies and systems to reflect
changes in markets, products and emerging best practice which are then cascaded to the
Company.

Credit risk

Credit risk is the risk of financial laoss to the Company if a customer or counterparty to the
financial instrument fails to meet an obligation under a contract. It arises principally from the
loans and advances to the costomers. The Company has in place HSBC Group standards, policies
and procedures dedicated to monitor and manage risk from such activities,

15



HSBC Middle East Finance Company Limited

Notes to the financial statements (continued)
for the year ended 31 December 2012

4.

(b}

Financial risk management (comtinued)

Credit risk (comtinued)

Management of credit risk

The Group formulates the high-level credit policies, the independent review of the Company's
large credit exposures and portfolic management of risk concentrations. It also reviews the
efficiency of the Company’s credit approval process, a key element of which is the Group's
universal facility grading system.

The Company’s local management is responsible for:

= implementing credit policies, procedures and lending guidelines that conform to Group 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;

= managing risk concentrations by market sector, geography and product;

= managing exposures by customer and retail product segments through local systems; and

= frequent and intensive review and reporting of problem exposures in order to accelerate remedial
action.

Periodic risk based audits of credit processes and portfolios are undertaken by Group Audit Middle
East. Audit includes consideration of the adequacy and clarity of credit policy/procedure manuals;
an in-depth analysis of a representative sample of accounts; an overview of homogeneous
portfolios of similar assets to assess the quality of the loan book and other exposures; the adequacy
of impairment calculations and checking that the Group and local standards and policies are
adhered to in the approval and management of credit facilities.



HSBC Middle East Finance Company Limited

Notes to the financial statements (confinued)
for the year ended 31 December 2012

4.

(b)

Financial risk management {continued)
Credit risk (conrinued)

Credit quality

The credit quality of the portfolio of loans and advances at 31 December 2012 can be assessed by
reference to the Company's standard credit grading system. The Company’s rating process for
credit facilities is designed to highlight exposures requiring greater management attention based on
a higher probability of default and potential loss. Management particularly focuses on facilities to
those borrowers and portfolio segments classified below satisfactory grades. Amendments 1o risk
grades, where necessary, are required to be undertaken promptly. Management also regularly
evaluates the adequacy of the established allowances for impaired loans by conducting a detailed
review of the loan portfolio, comparing performance and delinquency statistics with historical
trends and assessing the impact of current economic conditions.

The credit rating with reference to the standard credit rating system is assessed as follows:

Quality classification Whalesale lending Retail lending
and derivatives

Strong CRRI to CRR2 El to EL2

Goad CRR3 EL3

Medium CRR4 to CRRS EL4 to EL3

Sub-Standard CRRE6 to CRRS ELo6

Impaired CRR9 w0 CRR10 EL7 1o EL10

Strang:

These exposures demonstrate a strong capacity to meet financial commitments, with negligible or
low probability of default and / or low levels of expected loss. Retail accounts operate within
product parameters and only exceptionally show any periced of delinquency.

Gaood:

These exposures require closer monitoring and demonstrate a good capacity to meet financial
commitments, with low default risk. Retail accounts twvpically show only short periods of
delinquency, with any losses expected to be minimal following the adoption of recovery processes.

h:fm'im.‘

These exposures require closer monitoring, with low to moderate default risk. Retail accounts
typically show only short periods of delinquency, with any losses expected to be minimal
following the adoption of recovery processes.

17



HSBC Middle East Finance Company Limited

Notes to the financial statements (continued)
Jar the year ended 31 December 2012

4.

(b)

Financial risk management (continied)

Credit risk (continued)

Credit guality {continued)

Sub-standard:

These exposures require varying degrees of special attention and default risk of greater concern.
Retail porifolio segments show longer delinguency periods of generally up to 90 davs past due
and/or expected losses are higher due to a reduced ability to mitigate these through security
realisation or other recovery processes.

Impaired:
These exposures have been assessed, individually or collectively, as impaired.

The credit quality of loans and advances balances at year end is set out below:

Loans and advances to customers 2012 2011
AED "000 AED 000
Strong 1,352,365 1,222,391
Good 9,682 11,040
Medium 2,906 5,073
Sub-standard 1,406 2,076
Impaired 3,925 11,866
Loans and advances to customers - grass 1,370,284 1,252,446
Less:
- specific allowance for impairment - {5,308)
- collective allowance for impairment (8,870 (5,642)
- uncleared cheques (1,906) (731)
1,359,508 1,240,765
Callateral

It is the Company’s policy, when lending, to do so within the customer’s capacity to repay. rather
than rely excessively on security. Motor vehicles mortgaged by the customers forms the principal
collateral type held by the Company,

Repossessed motor vehicles amounting to AED 3.96 million as at 31 December 2012 (2011: AED
3.7 million) are made available for sale, with the proceeds used to reduce or repay the outstanding
indebtedness, These vehicles are accounted for in the statement of financial position at fair value
or outstanding loan amount, whichever is lower,

18



HSBC Middle East Finance Company Limited

Notes to the financial statements (continued)
for the year ended 31 December 2012

<.
(b)

Financial risk management (coniinued)
Credit risk (continued)

Credit quality fcontinued)

The following table provides a detailed analysis of loans and advances outstanding at the reporting

date:

Loans and Loans and
advances to advances {o
customers Ccustomers
2012 2011
AED '000 AED '"000

Gross loans and advances
- neither past due nor impaired 1,353,125 1,224 469
- past due but not impaired 13,234 18,111
- impaired 3,925 11,866
1,370,234 1,252,446

Loans and advances which were past due but not impaired

Loans and advances which were past due at reporting date but not impaired were as follows:

2012

AED 000

Past due up to 29 days 9,406
Past due 30-59 days 2,520
Past due 60-89 days 1,308
13,234

Past due 90-179 days -
Past due over 180 days but less than | year -
Past due more than | vear -
13,234

19

2011
AED '000

10,443
3.782



HSBC Middle East Finance Company Limited

Notes to the financial statements (continued)
for the year ended 31 December 2012

4.

(b}

Financial risk management rconiiniued)

Credit risk fcontinued)

Impairment assessment

Losses on impaired loans are recognised promptly when there is objective evidence that an
impairment of a loan or a portfolio of loans has occurred. The Company provides allowance for
impaired loans promptly when required and on a consistent basis in accordance with established
HSBC Group guidelines.

Impairment losses are calculated on individual and collectively assessed loans.

Individually assessed loans

Loans and advances are impaired if their carrying amount is greater than their recoverable amount.

The Company assesses on a case-by-case basis whether there is objective evidence that a loan is
impaired. This procedure is applied to all loans that are considered individually significant.

Impairment losses are calculated by discounting the expected future cash flows of a loan at its
original effective interest rate, and comparing the resultant present value with the loan’s current
carrying amount. The loss recognised in the statement of income is the difference between the
carrying amount and the recoverasble amount. The carrying amount of impaired loans on the
reporting date is reduced through the use of an allowance account.

Collectively assessed loans
The Company assesses the impairment on a collective basis in two different scenarios:

= for loans subject to individual assessment, to cover losses which have been incurred but have
not vet been identified; and

= for the homogeneous group of loans that are not considered individually significant.

Incurrved but not yet identified impairment

Individually assessed loans for which no evidence of loss has been identified are grouped together
according to their credit risk characteristics for the purpose of calculating an estimated collective
loss. This arises from impairment at the reporting date which will only be individually identified in
the future.
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4,

(b)

Financial risk management (continued)

Credit risk (continued)

Incurred but not ver identified impairment (continued)

The collective impairment allowance is determined after taking into account:

= historical loss experience in portfolios of similar credit risk characteristics (for example, by
industry sector, loan grade or product);

* the estimated period between impairment occurring and the loss being identified and evidenced
by the establishment of an appropriate allowance against the individual loan; and

= management's experienced judgment as to whether current economic and credit conditions are
such that the actual level of inherent losses is likely to be greater or less than that suggested by
historical experience.

The period between a loss oceurring and its identification is estimated by management for each
identified portfolio.

Homogeneous groups of loans

For homogeneous groups of loans that are not considered individually significant the Company
utilizes roll rate methodelogy to calculate allowances on a portfolio basis. This methodology
employvs a statistical analysis of historical trends of the probability of defaull and the amount of
consequential loss, assessed at each time period for which the customer’s contractual payments are
overdue,

Reversal of impairment lasses
If the amount of an impairment loss decreases in a subsequent period, and the decrease can be
related objectively to an event occurring after the impairment was recognised, the excess is written

back by reducing the loan impairment allowance account accordingly. The reversal is recognised
in the statement of income.

Loan write-offs
Loans and advances (and the related impairment allowance accounts) are normally written off,

either partially or in full, when there is no realistic prospect of recovery of these amounts and, for
collateralised loans. when the proceeds from realising the security have been received.

2]
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4.

(b)

Financial risk management rcontinued)
Credit risk (confinued)

Maximum exposire to credit

Cash and bank balances
Loans and advances to customers
Other assets

Oif-balance sheet:
Loan commitments

Concentration of exposure

Maximum Maximum
expasure exposure
2012 2011
AED 000 AED 000
19,748 46,658
1,359,508 1,240,765
10,647 20,486
1,389,903 1,307,909
14,658 44,335

Concentrations of credit risk exist when a number of counterparties are engaged in similar
activities or operate in the same peographical areas or industry sectors and have comparable
economic characteristics, so that their ability to meet contractual obligations is uniformiy affected
by changes in economic, political or other conditions. The Company monitors concentration of
credit risk relating to gross loans and advances primarily through economic and customer group

sector as follows:

Economic sector conceniration

Personal

Commercial and industrial
Commercial real estate
Others

Total

2012
AED '000

1,349,581
11,156
1,304
8,243

1,370,284

2011
AED '000

1,233,880
11,065
G83
6,518

1,252,446
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4.

(b)

(e}

Financial risk management (coniinued)
Credit risk (conninued)

Customer concentration

2012 2011

AED '000 AED'000

Personal 1,349,581 1,233,880
Corporate 20,703 18,566
Total 1,370,284 1,252,446

Market risk

Market risk is the risk that changes in market prices, such as interest rate, equity prices, foreign
exchange rates and credit spreads will affect the Company's income or the value of its holdings of
financial instruments. Market risk arises principally from mismatches between the future vield on
assets and their funding cost, as a result of interest rate changes,

Fuir value risk
The Company does not have significant currency risk and fair value risk as it does not deal in

foreign currencies during the normal course of business and all significant financial mstruments of
the Company are classified under loans and advances.

Interest rate risk

Interest rate risk is the risk that the value of financial instruments will fluctuate due to changes in
markel interest rates.
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4.
(<}

Financial risk management /contimied)

Market risk rfcontinued)
Interest rate risk (continued)

Interest rate sensifivity gap

Sensitivity to interest rates arises from mismatches in the period to re-pricing of assets and that
of the corresponding liability funding. Significant changes in gap positions can be made 1o
adjust the profile as market outlocks change. Additionally, whilst mismatches exist, liabilities
maturing are to a great extent historically rolled over rather than withdrawn.

The following table represents the Company’s interest rate sensitivity for its interest bearing
assets, liabilities and off-balance sheet instruments based on the maturity dates in the periods

shown below:

2012

Financial assets

Cash and bank
balances

Loans and advances
lo customers

Total

Financial liabilities

Loans from related
parties

Total

Interest sensitivity gap:

= net
- cumulative

Upto3 3tel2 OverltoS
maonths maonths years
AED ‘000  AED “000 AED ‘000
19,748 -
129,052 384,843 845613
148,800 384,843 B45,613
165,000 345,000 772,500
165,000 345,000 772,500
{16,200) 39,843 73.113
(16,200) 23,643 96,756

24

Over 5
Years
AED 000

Total

AED'000

19,748

1,359,508

1,379,256

1,282.500

1,282,500

96,756




HSBC Middle East Finance Company Limited

Notes to the financial statements (continued)

for the year ended 31 December 2012

4,
(¢)

(d)

Financial risk management {comtinued)

Market risk feominued)

Interest rate sensitivity gap {confinued)

2011

Financial assets

Cash and bank
halances

Loans and advances
o customers

Total

Financial liabilities
Loans from related
parties

Total

Interest sensitivity gap:

- net
- cumulative

Upto3d Jwl2 Overlto5s
maonths manths Years
AED ‘000  AED *000 AED ‘000
46,658 - -
g.134 31,057 1.201,574
54,792 31,057 1,201,574
184,000 330,000 664,000
186,000 330,000 664,000
(131,208)  (298,943) 337,574
(131,208) 107,423

(430,151)

Over 5
years
AED 000

Total

AED'0OD

46,658

1.240,765

1,287,423

1,180,000

1,120,000

107,423

Interest rate risk is also assessed by estimating the impact of a possible change in interest rate.
Assuming the fluctuation of 25 basis points in the interest rates the impact on the profit or loss
and equity will be AED 242 thousand (2011: AED 269 thousand) based on the net cumulative

interest bearing assets of AED 96.8 million (201 1: AED 107.4 million).

Liquidity and funding management

Liquidity risk is the risk that the Company will encounter difficulty in meeting obligations
associated with its financial liabilities that are settled by delivery of cash or another financial

asset.
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4.

(d)

Financial risk management (confinied)

Liguidity and funding management (continmed)

This risk arises from mismatches in the timing of cash flows. Funding risk (a form of liquidity
risk) arises when the necessary liquidity to fund illiquid asset positions cannot be obtained at the
expected terms and when required. The management of liquidity and funding is carried out by
the Company in accerdance with the Group's practices and limits. The Company’s liquidity and
funding management process includes;

* Monitoring maturity profile to ensure adequate liquidity is maintained at all times;
* Projecting cash flows;

* Monitoring balance sheet liquidity ratios againsl internal requirements;

* Managing contingent liquidity commitments exposures; and

+ Maintaining debt financing plans.

The primary source of funding of the Company is through financing arrangemenis with the
Group entities.

2012 Lpto3 3tal2 Overltes Over 5 No fixed Total
months  months YEears Years maturity
AED ‘000 AED ‘000 AED ‘000 AED “000 AED 000 AED0O00

Financial assets

Cash and bank

balances 19,748 = & - = 19,748
Loans and advances

1o cuslomers 129,052 384,843 B45,613 = - 1,359,508
Other receivahles 10,645 - - - - 10,645
Taotal 159,445 384,843 845,613 - - 1,389,201
Financial liabilities

Loans from related

partics 165,000 345000 772,500 3 - 1,282,500
Other liabilities - - - - 34,595 34,5%

Total 165,000 345,000 772,500 - 34,596 1.317,096
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4.
(d)

Financial risk management (continved)

Liguidity and funding management fcontinned)

2011 Upto3 3012 Overltos Over 5 Mo fixed Total
months months years vears maturity
AED ‘000 AED ‘000 AED ‘000 AED 000 AED “000 AED 000
Financial assets
Cash and bank
balances 46,658 - A = - 46,658
Loans and advances
to customers 8,134 3,057 1,201,574 - - 1,240,765
Other receivables 20,486 - - - - 20,486
Total 75,278 31,057 1,201,574 - - 1,307,909
Financial liabilities
Laans from related
parties 186,000 330,000 664,000 o v 1,180,000
Other liabilities - - - 46,882 46,832
Total 186,000 330,000 664,000 - 46,882 1,226,882
The following table provides the contractual cash flows for financial liabilities.
2012 Upta3 31012 Overltwo35  Nofixed Total Carrying
manths  months years maturity value
AED ‘000 AED ‘000 AED ‘000 AED 000 AED 000 AED “000
Loans from related
parties 168,614 397,640 796,958 - 1,363,222 1,282,500
Other liabilities - - - 34,596 34,5% 34,596
Undrawn loan
commitments 14,658 - - 14,658 14,658
183,272 397,640 796,968 34,596 1,412,476 1,331,754
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(d)

(e)

Financial risk management (continued)
Liquidity and funding management (confinued)
2011 Upto3 312 Overlto5  No fixed Total Carrying

months  months years maturity value
AED ‘000 AED ‘000 AED ‘00 AED ‘000 AED “000 AED *000

Loans from related

parties 195,608 352389 691,394 - 1,230.359] 1.180,000
Other liabilities - - - 46,882 416,882 46,882
Undrawn loan

commitments 44,335 - - = 44,135 44,335

239943 352380 691,394 46,882 1.330,608 1,271,217

Operational risk

Operational risk is the risk of loss arising from fraud. unauthorised activities, error, omission,
inefficiency, systems failure or external events. It is inherent to every business organisation and
covers a wide spectrum of issues.

Management of operational risk

The Group operational risk management process is codified by issuing a high level standard
supplemented by more detailed formal guidance issued. This explains how the Group manages
operational risk by identifving, assessing, monitoring, controlling and mitigating the risk,
rectifying operational risk events, and implementing any additional procedures required for
compliance with local regulatory requirements.

The Company is responsible for managing this risk through a control-based environment in
which processes are documented, authorisation is independent and transactions are reconciled
and monitored. This is supported by an independent program of periodic reviews undertaken by
Group Audit Middle East, and by monitoring external operational risk events, which ensure that
the Company stays in line with best practice and takes account of lessons learned from publicised

23
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4.
(e)

Financial risk management {comtinied)
Operational risk fconrinved)

Management of operational risk

The Company is responsible for implementing the following Group standards:

* Assigning responsibility for the operational risk at the Company;

+ Use of information systems to record the identification and assessment of operational risks and
to generate appropriate, regular operational risk reporting;

= Assessment of risks inherent in the processes, activities and products;

* Reporting of the operational risk loss data to the management and the Group if it exceeds the
materiality thresholds set by the Group; and

=« Consideration of risk mitigation, including insurance where it is cost-effective.

Capital management

The Company’s regulator, the Central Bank of the UAE, sels and monitors capilal requirements
for the Company. In implementing current capital requirements, the Central Bank of the UAE
normally requires the capital funds to be maintained at a minimum of 15% of the total available
funds. However, this minimum capital requirement for the Company has been waived by the
Central Bank of the UAE since the Company has provided a letter of comfort from its parent
company confirming capital support as and when required.

The Company’s capital management approach is driven by its strategy and organisational
requirements taking into account the commercial environment in which it operates. The
Company’s capital management takes into account assets growth and the optimal amount and
mix of capital required to support planned business growth.

The Company has complied with all externally imposed capital requirements throughout the year
and there have been no material changes in the Company's management of capital during the
year,
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6.

Classification and fair value of financial assets and liabilities

The table below sets out the Company’s classification of each class of financial assets and

liahilities and their fair values:

2012 Loans and
advances
AED ‘000

Cash and bank

balances =

Loans and advances

1o customers 1,359 508

Other receivables -

Total 1,359,508

Loans from related
parties =
Other liabilities -

Total -

Other amortised

cost
AED “000

30

19,743

10,645

30,393

1,282,500
34,596

1,317,096

Total carrying
amount
AED 000

19,748

1,359,508
10,645

1,389.901

1,282,500
34,596

1,317,096

Fair value

AED0D0

19,748

1.361,414
10,645

1,391,807

1,282,500
34,596

1,317,096
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6. Classification and fair value of financial assets and liabilities {continved)

201 Loans and Other amortised Total carryving Fair value
advances cost amount
AED ‘000 AED ‘000 AED ‘000 AED"000
Cash and bank
balances - 46.658 46,658 46,658
Loans and advances
to cuslomers 1,240,765 - 1,240,765 1.241.496
Other receivables - 20,486 20,486 20,486
Total 1,240,765 67,144 1,307,509 1,308,640

Loans from related

parties - 1,180,000 1,180,000 1,180,000
Other liabilities & 46,882 44 882 46,882
Total - 1,226,382 1,226,882 1,226,882

3]
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7.  Administrative expenses

2012 2011
AED "0{40 AED 000

Staff costs:

wages and salaries 13,966 14,266
pension costs 935 1,109
other costs 3,409 4.044
18,310 19419
Premises and equipment D3 54

IT charges and other support costs recharged by HSBC
Bank Middle East Limited - UAE Operations 5.168 13,594
Communication and other sundry expenses 2,367 3,639
Total 29,933 36,706

8. Cash and bank balances

2012 2011

AED '000 AED 000

Balances with HSBC Bank Middle East Limited -
UAE Operations, a related party
- Current account 19,748 46,658

Total 19,748 46,658

32



HSBC Middle East Finance Company Limited

Notes to the financial statements (continued)
for the year ended 31 December 2012

9.

9.1

Loans and advances to customers

Receivables
Less: Allowance for impairment losses (note 9.1)

Un-cleared cheques lodged with banks for collection

Tatal

The above advances are in local currency and are concentrated entirely in the UAE,

Allowance for impairment losses

At 1 January
Charge for the year

Amounts written off

33

2012
AED '000

1,370,284
{(8,870)

1,361,414
(1,906)

1,359,508

2012
AED '000

10,950
18,221

29,171
(20,301)

8,870

2011
AED 000

1,252,446
(10,950)

2011
AED 000

16,718
18,812

35,530
(24.580)

10,950



HSBC Middle East Finance Company Limited

Notes to the financial statements (continued)

for the year ended 31 December 2012

I0. Property and equipment

Cost

At | January 2011
Additions
Disposals

At 31 December 2011

At ] January 2012
Additions
Disposals

At 31 December 2012

Accumulated depreciation
ALl January 2011

Charge for the vear

On disposals

General Ledger Transfers

Al 31 December 201

AL 1 January 2012
Charge for the vear

Cn disposals

General Ledger Transfers

At 31 December 2012

Net book value
At 31 December 2012

At 31 December 2011

Mator vehicles,

equipment,
Leasehold furniture &
improvements fixtures
AED '000 AED '000
4,584 3,358
- 58
4,584 3.416
4.584 3,416
3 17
(832) (2,746)
3,752 687
1612 3,205
336 46
3,048 3,251
3,948 3,251
326 55
(832) (2,746)
(65) 63
3,377 623
375 62
636 163

34

Tatal
AED '000

7,942
58

8,000

8,000
17
(3,578}

4,439

7.199

7.199
38l
(3.578)
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12.

12.1

12.2

Prepayments and other assets

012 2011
AED 000 AED 000

Accrued interest receivable from

- Loans and advances to customers 10,538 10.692
Items in course of collection from HSBC Bank Middle

Limited - UAE Operations, a related party - 9.325
Others 109 469
Total 10,647 20,486

Loans from related parties

2012 2011

AED '000 AED 000

Loans (note 12.1) 1.282.500 1.180.000
Less: repayment due afier one year (772,500) (664,000)

Loans due for repayment within one year 510,000 516,000

The loans include AED 1250.5 million (2011: AED 989 million) from HSBC Bank Middle East
Limited — UAE Branch and AED 32 million (2011: AED 191 million) from HSBC Bank Middle
East Limited — Bahrain Offshore Banking Unit (OBU). These facilities are unsecured and carry
interest rates ranging from 1.2775% to 5.2370% (2011: 1.7433% 10 6.4770%). The loans due for
repayment within one year are repayable on various dates by 31 December 2013 whereas long-
term loans are repayable on various dates by 11 December 2017.

The Company has overdraft facility of AED 50 million from HSBC Bank Middle East Limited -
UAE Branch at the interest rate of 0.30% pa. (2011: 0.30% p.a.). However, there is no
overdrawn balance at the balance sheet date (2011 Nil).
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13.

14.

Other liabilities

HSBC Group entities
- Accrued interest
- Others

Accrued expenses

Pavable o dealers
Sundry creditors

Share capital

Authorised:
50.000 ordinary shares of AED 1,000 each

Issued and fully paid up:
35,000 ordinary shares of AED 1,000 each

2012
AED '000

4,224
4,336

6,740
18,538
758

34,596

2012
AED "0D0

50,000

35,000

2011
AED '000

5,221
5,316

5,383
27,558
3,404

46,882

2011
AED '000

50,000

35,000

As at 31 December 2012, 28,000 (2011: 28,000) ordinary shares of AED 1,000 each were held
by HSBC Bank Middle East Limited. Jersey ("the Holding Company").
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15.

L6.

(a)

(b}

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
Mo. 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. Banking
transactions are entered into with the related parties on agreed terms and conditions approved by
the management.

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

2012 2011

Transactions during the year AED '000 AED 000
HSBC Bank Middle East Limited

- Interest income 7 0313

- Interest expense 35,502 47,319

- Fee and commission expense 456 475

- Remuneration to key management personnel 061 950

Contingent liabilities and commitments

Contingencies

As at 31 December 2012 there were no known legal proceedings or other contingent liabilities
against the Company (201 1: Mil).

Commitments
2012 2011
AED '000 AED 000
Un-drawn loan commitments 14,658 44 335
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17.

18.

Proposed dividend

The Board of Directors of the Company in their meeting held on March 2013 has proposed a
dividend of AED 38,000,000 (2011: AED 46,000,000}, This dividend has not been accounted for
in these financial statements.

Comparative Tigures

Certain comparative figures have been rearranged and reclassified, where necessary, to conform
to the presentation adopted in these financial statements.
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