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Independent auditor’s report

To the Shareholders of Housing Development Finance Corporation Plc

Our opinion

In our opinion, the accompanying financial statements give a true and fair view of the financial
position of Housing Development Finance Corporation Plc (“the Company”) as at December 31,
2018, and of its financial performance and cash flows for the year then ended in accordance with
International Financial Reporting Standards (IFRS).

What we have audited

The financial statements of the Company, which comprise:

e the statement of financial position as at December 31, 2018;

e the statement of comprehensive income for the year then ended;
e the statement of changes in equity for the year then ended;

o the statement of cash flows for the year then ended; and

e thenotes to the financial statements, which include a summary of significant accounting policies.

Basts 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 Ethics Standards Board
for Accountants Code of Ethics for Professional Accountants (IESBA Code). We have fulfilled our
other ethical responsibilities in accordance with the IESBA Code.

Key audit matters

Key audit matters are those matters that, in our professional judgment, were of most significance in
our audit of the financial statements of the current period. These matters were addressed in the
context of our audit of the financial statements as a whole, and in forming our opinion thereon, and
we do not provide a separate opinion on these matters.

PricewaterhouseCoopers, H. Thandiraimage, 3" Floor, Roshanee Magu, Malé, Republic of Maldives
Tel: +960 3318342, 3336046, Fax: +960 3314601, www.pwc.com/lk
Partners D.T.S.H. Mudalige FCA, C.S. Manoharan FCA, Ms. S. Perera ACA, T.U. Jayasinghe FCA
Resident Partner Jatindra Bhattray FCA
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Key audit matter How our audit addressed the Key audit
matter

Impairment of loans and advances

Refer to Note 16 of the financial statements. Specific work that we performed on the loss
allowance on loans and advances recognised by
management included the following;

As at 31 December 2018, 92.3% of the total - Tested the completeness of the loans and advances

assets of the Company consisted of loans and considered in the loan loss calculation by checking

advances amounting to MVR 1.6 billion shown the mathematical accuracy of the listing obtained
net of loss allowance of MVR 26.2 million. and matched the outstanding balances with the

general ledger.

The loss allowance in respect of loans and
advances represent management’s best
estimate of the impairment loss incurred and
expected within the loan portfolio at the
reporting date.

- Assessed the reasonableness of management’s
estimated future recoveries of individual customer
loans and advances including the expected future
cash flows, discount rates and valuation of collateral
held by testing the key underlying assumptions and

evaluating the process by which those were drawn
The loss allowance had been calculated using up.

statistical methods and historical collection
trends adjusted for forward-looking
information. Significant estimates and
assumptions used by the management in such
calculations and the basis for impairment
allowance is disclosed in Note 29.1.

- Tested the accuracy and completeness of underlying
information in loans and advances used in the
expected loan loss allowance calculation, such as
disbursed and undisbursed loan amounts, deposits,
values of the collateral, aging and loan tenure periods
by agreeing details with the respective customer
statements and files on a sample basis.

- Tested the methodology applied in the loan loss
allowance calculation by checking compliance with
the requirements of IFRS 9, Financial instruments;
recognition and measurement, and also considered
reasonableness of macro-economic and other factors
used by the management by comparing them with
publicly available data and information sources.

The impact on transition to IFRS 9 on - Assessed the adequacy of the related financial
recognition of expected credit loss to the statement disclosures as set out on Notes 2.2, 16 and
Company’s financial statements has been 29.1 for compliance with required IFRS 9 disclosures.

quantified and presented separately in Note
2.2 of the financial statements.

We have identified expected credit loss
allowance for loans and advances as a key
audit matter as the calculation of loan loss
allowance is a complex area and requires
management to make significant assumptions
and judgements.
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Other information

Management is responsible for the other information. The other information comprises the annual
report for the year ended 31 December 2018 (but does not include the financial statements and our
auditor’s report thereon) which is expected to be made available to us after the date of this auditors’
report.

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.

When we read the annual report, if we conclude that there is a material misstatement therein, we
are required to communicate the matter to the Board.

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

Management is responsible for the preparation of financial statements that give a true and fair view
in accordance with International Financial Reporting Standards (IFRS) 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, management is 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 management 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:

e 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.
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¢ 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.

o 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.

o 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.

We also provide those charged with governance with a statement that we have complied with the
ethical requirements in accordance with IESBA Code of Ethics regarding independence, and to
communicate with them all relationships and other matters that may reasonably be thought to bear
on our independence, and where applicable, related safeguards.

From the matters communicated with those charged with governance, we determine those matters
that were of most significance in the audit of the financial statements of the current period and are
therefore the key audit matters. We describe these matters in our auditor’s report unless law or
regulation precludes public disclosure about the matter or when, in extremely rare circumstances,
we determine that a matter should not be communicated in our report because the adverse
consequences of doing so would reasonably be expected to outweigh the public interest benefits of
such communication.

The engagement partner on the audit resulting in this independent auditor’s report is Jatindra
Bhattray.

MALE"® For PRICEWATERHOUSECOOPERS
Registration No: Fooos

A Marek 2013
b

Jatindra Bhattray
Partner
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HOUSING DEVELOPMENT FINANCE CORPORATION PLC
31 December 2018

Statement of comprehensive income

(All amounts in Maldivian Rufiyaa)
Year ended 31 December

2018 2017
Notes

Interest income 5 141,409,648 131,234,043
Interest expense “ g1 S (46,301,913) (41,411,125)
Net interest income 95,107,735 89,822918
Net income on shari‘ah products 6 25,084,514 22,580,480
Fee income 7 5,013,744 3,695,355
Other income 8 1,100,843 3,409,175
Operating income 126,306,836 119,507,928
Credit impairment gains/ (losses) 10 8,226,277 (10,576,163)
Salaries and personnel expenses 9 (9.956,478) (8,906,470)
Other operating expenses I (8,314,111) (6,730,645)
Profit before business profit tax 116,262,524 93,294,650
Business profit tax expense 12 (17,267,299) (12,107,541)
Profit for the year 98,995,225 81,187,109
Eamnings per share - basic / diluted (MVR) 14 62.11 50.94

The notes on pages 9 to 64 are an integral pert of these financiol statements.
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HOUSING DEVELOPMENT FINANCE CORPORATION PLC

31 December 2018

Statement of financial position

(All amounts in Maldivian Rufiyaa)

ASSETS

Cash and cash equivalents
Financial assets at amortised cost
Loans and advances

Property, plant and equipment
Intangible assets

Deferred business profit tax assets
Other assets

Total assets

LIABILITIES

Deposits from customers
Debt securities in issue
Other borrowed funds
Other liabilities

Current tax liabilities
Total liabilities

SHAREHOLDERS' EQUITY
Share capital

General reserve

Staff education reserve
Retained carnings

Total sharcholders' equity
Total equity and liabilities

Notes

15
17
16
19
20
18
21

22
23
24
25

12

“~

As at 31 December

2018 2017
91,653,575 135,525,548
29,976,096 29,959,834

1,617,378,696 1,410,515,498
1,324,053 1,221,874
621,847 385,118
3,125,228 3,450,871
7.356,305 7,867,946
1,751,435,800 1,588,926,689
82,423,308 68,435,976
218,979,337 149,404,938
637,865,650 672,860,514
288,020,860 227,933,743
8.371.271 7,812,821
1,235.660.426 1,126,447,992
159,375,000 159,375,000
15,000,000 15,000,000

A 2,136,480

341,400,374 285,967,217
515,775,374 462,478,697

1,751,435,800

1,588,926,689

These financial statements were approved by the management on 1 7th March 2019 and signed on their
behalf by:

-------------------------------

Conrad D' Souza
Director

Raheema Saleem
Managing Director
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HOUSING DEVELOPMENT FINANCE CORPORATION PLC
31 December 2018

Statement of cash flows

(All amounts in Maldivian Rufiyaa)

Year ended 31 December

Note 2018 2017
Cash flows from operating activities
Profit before tax 116,262,524 93,294,650
Adjustments for:
Depreciation on property, plant and equipment 19 449,492 464,924
Credit impairment (gains) / losses 10 (8,226,277) 10,576,163
Amortization of intangible assets 20 174,147 71,793
Loss on disposal 72,624 52,047
Net interest income (120,192,249) (112,403,398)
Cash flows from operating activities before changes in
working capital (11,459.739) (7,943,821)
Changes in working capital:
[ncrease in loans and advances to customers (206,890,389) (114,295,634)
Decrease in other assets 511,641 685,083
Increase in other liabilities 55,305,806 23,793,503
[ncrease in deposits from customers 13,987,332 3,932,203
Increase in derivatives held for risk management - 374,231
Cash used in operating activities (148,545.349) (93,454,435)
Interest received 187,536,409 162,293,368
Interest paid (63,792,938) (52,618,445)
Business profit tax paid 12 (16,383,206) (15,596,902)
Net cash (used in) / generated from operating activities (41,185,084) 623,587
Cash flows from investing activities
Purchases of property, plant and equipment 19 (625,535) (464,930)
Purchases of intangible assets 20 (410,876) (454,296)
Proceeds on disposal of property, plant and equipment 1,240 -
Proceeds paid for investments (16,262) (76,995,218)
Net cash used in investing-activities (1,051,433) (77,914,444)
Cash flows from financing activities
Repayments of debt securities in issue (33,977,254) (21,549,248)
Repayments of other borrowed funds (186,036,509) (150,186,033)
Proceeds from debt securities in issues 101,390,000 114,036,000
Proceeds from other borrowed funds 152,051,004 206,773,073
Dividend paid (35,062,697) (31,875,214)
Net cash (used in) / generated from financing activities (1,635,456) 117,198,578
Net (decrease) / increase in cash and cash
equivalents (43,871,973) 39,907,721
Cash and cash cquivalents at beginning of the year 135,525,548 28,617,827
Cash and cash equivalents at end of the year 15 91,653,575 68,525,548

The notes on pages 9 to 64 are an integral part of these financial statements.
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HOUSING DEVELOPMENT FINANCE CORPORATION PLC
31 December 2018

Notes to the financial statements

(All amounts in Maldivian Rufiyaa)

1

2.1

2.2

General information

Housing Development Finance Corporation PLC (HDFC) is engaged in the business of granting
housing loans for residential and commercial purpose. The registered office is situated at 4th Floor,
H. Mialani, Sosun Magu, Male', Republic of Maldives.

HDFC is a limited liability company and is incorporated and domiciled in the Republic of Maldives.
Summary of significant accounting policies

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

Basis of preparation

This financial report for the year ended 31 December 2018 has been prepared in accordance with
International Financial Reporting Standards (IFRS). The financial statements have been prepared
under the historical cost convention whereby the transactions are recorded at the values prevailing on
the dates when the assets were acquired, the liabilities were incurred or the capital obtained.

The accounting policies adopted are consistent with those of the previous financial year except for
the adoption of new and amended standards as set out in Note 4.

In the process of applying HDFC's accounting policies, management has used its judgements and
made estimates in determining the amount recognised in the financial statements. The most
significant use of judgement and estimates are set out in Note 3.

Changes in accounting policies

HDFC has adopted IFRS 9 as issued by the IASB in July 2014 with a date of transition of 1 January
2018, which resulted in changes in accounting policies and adjustments to the amounts previously
recognised in the financial statements. HDFC did not early adopt any of IFRS in previous periods.

As permitted by the transitional provisions of IFRS 9, HDFC elected not to restate comparative
figures. Any adjustments to the carrying amounts of financial assets and liabilities at the date of
transition were recognised in the opening retained earnings of the current period. Consequently, for
notes disclosure, the consequential amendments to IFRS 7 disclosures have also only been applied to
the current period. The comparative period notes disclosures repeat those disclosures made in the
prior year.

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

Set out below are disclosures relating to the impact of the adoption of IFRS 9 of HDFC. Further
details of the specific IFRS 9 accounting policies applied in the current period ( as well as the
previous IAS 39 accounting policies applied in the comparative period) are described in more detail
in section 2.3 below.
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HOUSING DEVELOPMENT FINANCE CORPORATION PLC
31 December 2018

Notes to the financial statements (continued)
(All amounts in Maldivian Rufiyaa)

2.2 Changes in accounting policies (continued)

(a) classification and measurement of financial instruments

The measurement category and the carrying amount of financial assets and liabilities in accordance
with IAS 39 and IFRS 9 at 1 January 2018 are compared as follows:

IAS 39
Fi ial t i
inancial assets Measurement category Carrying
amount

Cash and cash Amortised cost (Loans and
equivalents receivables) 135,525,548
Financial assets ~ Amortised cost (Held to
held to maturity ~ maturity) 29,959,834
Loans and Amortised cost (Loans and
advances receivables) 1,410,515,498

IFRS 9
Measurement Carrying
category amount
Amortised cost 135,525,548
Amortised cost 29,959,834

Amortised cost 1,404,660,700

There were no changes to the classification and measurement of financial liabilities.

(b) Reconciliation of statement of financial position balances from IAS 39 to IFRS 9

HDFC performed a detailed analysis of its business models for managing financial assets and

analysis of their cash flow characteristics.

Please refer to the note 2.3.1 for more detailed information regarding the new classification

requirements of IFRS 9.

The following table reconciles the carrying amounts of financial assets, from their previous
measurement category in accordance with IAS 39 to their new measurement categories upon

transition to [FRS 9 on 1 January 2018:

IAS 39 carrying IFRS 9 carrying
amount 31 Remeasurements amount 1 January
December 2017 2018

Amortised cost

Cash and cash equivalents

Opening balance under IAS

39 and closing balance under 135,525,548 135,525,548

IFRS 9

Financial assets held to

maturity

Opening balance under IAS

39 and closing balance under 29,959,834 29,959,834

IFRS 9

10
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HOUSING DEVELOPMENT FINANCE CORPORATION PLC
31 December 2018

Notes to the financial statements (continued)

(All amounts in Maldivian Rufiyaa)

2.2

23

Changes in accounting policies (continued)

(b) Reconciliation of statement of financial position balances from IAS 39 to IFRS 9 (continued)

IAS 39 carrying IFRS 9 carrying
amount 31 Remeasurements  amount 1 January
December 2017 2018

Amortised cost

Loans and advances
Opening balance under IAS
39

Remeasurement : ECL
allowance

Closing balance under IFRS 9 1,404,660,700

1,410,515,498

(5,854,798)

The total remeasurement loss of MVR 5,854,798 was recognised in opening retained earnings at 1
January 2018.

(¢) Reconciliation of impairment allowance balance from IAS 39 to IFRS 9

The following table reconciles the prior period's closing impairment allowance measured in
accordance with IAS 39 incurred loss model to the new impairment allowance measured in
accordance with the IFRS 9 expected loss model at 1 January 2018:

Loan loss
Measurement allowance under Remeasurements Loan loss provision
category IAS 39/ Provision under IFRS 9
under IAS 37

Loans and receivables (IAS 39) / financial assets at amortised cost (IFRS 9)
Loans and advances 28,581,371 4,918,633 33,500,004
Loan commitments

Loans and advances - 936,165 936,165

Further information on the measurement of the impairment allowance under IFRS 9 can be found in
note 29.1.2.

Summary of significant accounting policies

This note sets out the significant accounting policies adopted in the preparation of these financial
statements.

2.3.1 Financial assets and liabilities
Measurement methods
Amortised cost and effective interest rate

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

11
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HOUSING DEVELOPMENT FINANCE CORPORATION PLC
31 December 2018

Notes to the financial statements (continued)

(All amounts in Maldivian Rufiyaa)

2.3 Summary of significant accounting policies
2.3.1 Financial assets and liabilities (continued)
Measurement methods (continued)
Amortised cost and effective interest rate (continued)

Effective interest rate is the rate that exactly discounts estimated future cash payments or receipts
through the expected life of the financial asset or financial liability to the gross carrying amount of a
financial asset ( i.e. its amortised cost before any impairment allowance ) or to the amortised cost of a
financial liability. The calculation does not consider expected credit losses and, the loan processing
fees since the amount is immaterial.

When HDFC revises the estimates of future cash flows, the carrying amount of the respective
financial assets or financial liability is adjusted to reflect the new estimate discounted using the
original effective interest rate. Any changes are recognised in profit or loss.

Interest income

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

Initial recognition and measurement

Financial assets and financial liabilities are recognised when HDFC becomes a party to the
contractual provisions of the instrument. Regular way purchases and sales of financial assets are
recognised on trade-date, the date on which HDFC commits purchase or sell the asset.

At initial recognition, HDFC measures a financial asset or financial liability at its fair value plus or
minus, in the case of a financial asset or financial liability not at fair value through profit or loss,
transaction costs that are incremental and directly attributable to the acquisition or issue of the
financial asset or financial liability, such as fees and commissions. Immediately after initial
recognition, an expected credit loss allowance (ECL) is recognised for financial assets measured at
amortised cost, as described in note 2.3.1.1, which results in an accounting loss being recognised in
profit or loss when an asset is newly originated.

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

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

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

12
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HOUSING DEVELOPMENT FINANCE CORPORATION PLC
31 December 2018

Notes to the financial statements (continued)
(All amounts in Maldivian Rufiyaa)
2.3 Summary of significant accounting policies (continued)
2.3.1.1 Financial assets
(i) Classification and subsequent measurement
From 1 January 2018, HDFC has applied IFRS 9 and classifies its financial assets at amortised cost.
The classification requirements for debt instruments are described below:

Debt instruments are those instruments that meet the definition of a financial liability from the
issuer's perspective, such as loans, government and corporate bonds.

Classification and subsequent measurement of debt instruments depend on:

(i) HDFC's business model for managing the asset; and
(i) the cash flow characteristics of the asset.

Amortised cost: Assets that are held for collection of contractual cash flows where those cash flows
represent solely payments of principal and interest ('SPPI'), and that are not designated at FVPL, are
measured at amortised cost. The carrying amount of these assets is adjusted by any expected credit
loss allowance recognised and measured as described in note 29.1.2. Interest income from these
financial assets is included in 'Interest and similar income' using the effective interest rate method.

Business model: the business model reflects how HDFC manages the assets in order to generate cash
flows. HDFC's objective is solely to collect the contractual cash flows from the assets. Factors
considered by HDFC in determining the business model for a group of assets include past experience
on how the cash flows for these assets were collected, how the asset's performance is evaluated and
reported to key management personnel, how risks are assessed and managed.

SPPI: Where the business model is to hold assets to collect contractual cash flows, HDFC assesses
whether the financial instruments' cash flows represent solely payments of principal and interest (the
*SPPI test'). In making this assessment, HDFC considers whether the contractual cash flows are
consistent with a basic lending arrangement i.e. interest includes only consideration for the time
value of money, credit risk, other basic lending risks and a profit margin that is consistent with a
basic lending arrangement. Where the contractual terms introduce exposure to risk or volatility that
are inconsistent with a basic lending arrangement, the related financial asset is classified and
measured at fair value through profit or loss.

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

(ii) Impairment

HDFC assesses on a forward-looking basis the expected credit losses ('ECL') associated with its debt
instrument assets carried at amortised cost with the exposure arising from loan commitments. HDFC
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;
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HOUSING DEVELOPMENT FINANCE CORPORATION PLC
31 December 2018

Notes to the financial statements (continued)

(All amounts in Maldivian Rufiyaa)

2.3

Summary of significant accounting policies (continued)

2.3.1.1 Financial assets (continued)
(ii) Impairment (continued)

(1) The time value for money; and
(ii) Reasonable and supportable information that is available without undue cost or effort at the
reporting date about past events, current conditions and forecasts of future economic conditions.

Note 29.1.2 provides more detail of how the expected credit loss allowance is measured.
(iii) Modification of loans

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

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

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

» Significant change in the interest rate.

« Insertation of collateral, other security or credit enhancements that significantly affect the credit risk
associated with the loan.

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

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

(iv) Derecognition other than on a modification

Financial assets, or a portion thereof, are derecognised when the contractual rights to receive the cash
flows from the assets have expired, or when they have been transferred and either (i) HDFC transfers
substantially all the risks and rewards of the ownership, or (ii) HDFC neither transfers nor retains
substantially all the risk and rewards of ownership and HDFC has not retained the control.
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2.3 Summary of significant accounting policies (continued)
2.3.1.2 Financial liabilities
(i) Classification and subsequent measurement

In both the current and prior period, financial liabilities are classified and subsequently measured at
amortised cost except for loan commitments (Note 2.3.2).

(ii) Derecognition

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

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

2.3.2 Loan commitments

Loan commitments provided by HDFC are measured as the amount of the loss allowance ( calculated
as described in note 29.1.3). HDFC has not provided any commitment to provide loans at a below
market interest rate, or that can be settled in cash or by delivering or issuing another financial
instrument.

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

2.4 Foreign currency translation
(a) Functional and presentation currency

Items included in the financial statemements are measured using the currency of the primary
economic environment in which the entity operates ('the functional currency'). These financial
statements are presented in Maldivian Rufiyaa, which is HDFC's functional and presentation
currency.
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2.4

2.5

2.6

2.7

Foreign currency translation (continued)
(b) Transactions and balances

Foreign currency transactions are translated into functional currency using the exchange rates
prevailing at the date of the transactions. Foreign exchange gains and losses resulting from the
settlement of such transactions and from the translation at year-end exchange rates of monetary assets
and liabilities denominated in foreign currencies are recognised in the income statement.

Cash and cash equivalents

Cash and cash equivalents are items which are readily convertible to known amounts of cash and
which are subject to an insignificant risk of changes in value. Cash and cash equivalents include all
bank placements with original maturities of less than three months. Funds restricted for a period of
more than three months on origination are excluded from cash and cash equivalents. Cash and cash
equivalents are carried at amortised cost.

Offsetting financial instruments

Financial assets and financial liabilities are offset and the net amount reported in the statements of
financial position if, and only if, there is currently enforceable legal right to offset the recognized
amounts and there is an intention to settle on a net basis, or to realize the asset and settle the liability
simultaneously. The legal enforceable right must not be contingent on the future events and must be
enforceable in the normal course of business and in the event of default, insolvency or bankruptcy of
HDEFC or the counter party.

Property, plant and equipment

All property, plant and equipment is stated at historical cost less depreciation. Historical cost includes
expenditure that is directly attributable to the acquisition of the items.

Subsequent costs are included in the asset's carrying amount or are recognised as a separate asset, as
appropriate, only when it is probable that future economic benefits associated with the item will flow
to the HDFC and the cost of the item can be measured reliably. All other repairs and maintenance are
charged to other operating expenses during the financial year in which they are incurred.

Depreciation is calculated using the straight-line method to allocate their cost to their residual values
over their estimated useful lives, as follows:

Leasehold improvements - 10 years
Furniture and fixture - Syears
Computer equipment - 5Syears
Motor vehicles - 4 years
Office equipment - 3-8 years

The charge for the depreciation commences from the date on which the assets are available for use.
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2.7

2.8

29

2.10

2.11

Property, plant and equipment (continued)

The assets' residual values and useful lives are reviewed, and adjusted if appropriate, at each
reporting date. Assets that are subject to amortisation are reviewed for impairment whenever events
or changes in circumstances indicate that the carrying amount may not be recoverable. An asset’s
carrying amount is written down immediately to its recoverable amount, if the asset’s carrying
amount is greater than its estimated recoverable amount. The recoverable amount is the higher of the
asset’s fair value less costs to sell and value in use.

Gains and losses on disposals are determined by comparing proceeds with carrying amount. These
are included in other operating income or other operating expenses, as the case may be, in the income
statement.

Intangible assets

Costs associated with software are capitalised and amortised using the straight-line method over
estimated useful life of four years. The carrying amount of intangible asset is reviewed annually and
adjusted for permanent impairment where it is considered necessary. All other costs associated with
computer software, e.g. its maintenance, are expensed when incurred.

Operating leases

Leases of assets under which all the risks and benefits of ownership are effectively retained by the
lessor are classified as operating leases. Payments made under operating leases are charged to the
operating expenses in the income statement on a straight-line basis over the period of the lease.

When an operating lease is terminated before the lease period has expired, any payment required to
be made to the lessor by way of penalty is recognised as an expense in the period in which
termination takes place.

Debt securities in issue

Debt securities in issue include bonds and sukuk issued by HDFC. Debt securities are stated at
amortised cost. If HDFC purchases its own debt securities in issue, they are removed from the
statement of financial position and the difference between the carrying amount of the liability and the
consideration paid is included in gains arising from early retirement of debt.

The obligation to make future payments of principal and interest to bondholders is carried at
amortised cost until extinguished on maturity of the bonds.

Other borrowed funds

Borrowings are recognised initially at fair value, net of transaction costs incurred. Borrowings are
subsequently carried at amortised cost; any difference between the proceeds (net of transaction costs)
and the redemption value is recognised in the income statement over the period of the borrowings
using the effective interest method.
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2.11

2.12

2.13

2.14

2.15

2.16

2.17

Other borrowed funds (continued)

Fees paid on the establishment of the loan facilities are recognised as transaction costs of the loan to
the extent that it is probable that some or all of the facility will be drawn down. In this case, the fee is
deferred until the draw-down occurs. To the extent there is no evidence that it is probable that some
or all of the facility will be drawn down, the fee is captalised as a pre-payment for liquidity services
and amortised over the period of the facility to which it relates.

Borrowings are removed from the statement of financial position when the obligation specified in the
contract is discharged, cancelled or expired. The difference between the carrying amount of a
financial liability that has been extinguished or transferred to another party and the consideration
paid, including any non-cash assets transferred or liabilities assumed, is recognised in the statement
of comprehensive income as other income or finance costs.

Borrowings are classified as current liabilities unless HDFC has an unconditional right to defer the
settlement of the liability for at least 12 months after the reporting period.

Customer accounts

Customer accounts are non-derivative liabilities to individuals, state or corporate customers and are
carried at amortised cost.

Derivative financial instruments
Derivative financial instruments, including currency swaps are carried at their fair value.

All derivative instruments are carried as assets when fair value is positive, and as liabilities when fair
value is negative. Changes in the fair value of derivative instruments are included in profit or loss for
the year (gains less losses on derivates).

Provisions for liabilities and charges

Provisions for liabilities and charges are non-financial liabilities of uncertain timing or amount. They
are accrued when HDFC has a present legal or constructive obligation as a result of past events, it is
probable that an outflow of resources embodying economic benefits will be required to settle the
obligation, and a reliable estimate of the amount of the obligation can be made.

Trade and other payables

Trade payables are accrued when the counterparty has performed its obligations under the contract
and are carried at amortised cost.

Share capital
Ordinary shares are classified as equity.

Dividends

Dividends on ordinary shares are recognised in equity in the period in which they are approved by the
HDFC's shareholders.
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2.18

2.19

2.20

Fiduciary activities

HDFC commonly acts as trustees and in other fiduciary capacities that result in the holding or placing
of assets on behalf of Ministry of Housing and Infrastructure (MHI). These assets and income arising
thereon are excluded from these financial statements, as they are not assets of the HDFC.

Current and deferred business profit tax

The tax expenses for the period comprises current and deferred tax. Tax is recognised in the income
statement, except to the extent that it relates to items recognised directly in equity.

The current business profit tax charge is calculated on the basis of the tax laws enacted or
substantively enacted at the balance sheet date. Management periodically evaluates positions taken in
tax computation with respect to situations in which applicable tax regulation is subject to
interpretation. It establishes provisions where appropriate on the basis of amounts expected to be paid
to the tax authorities.

The provisions for business profit tax is based on the elements of income and expenditure as reported
in the Financial Statements and computed in accordance with the provisions of the Business Profit
Tax Act.

HDFC is liable to business profit tax at rate of 15%, if the taxable profit of the year exceeds MVR
500,000.

Deferred business profit tax is recognised, using the liability method, on temporary differences
arising between the tax bases of assets and liabilities and their carrying amounts in the financial
statements. However deferred business profit tax is not accounted for if it arises from initial
recognition of an asset or liability in a transaction other than a business combination that at the time
of the transaction affects neither accounting nor taxable profit or loss. Deferred business profit tax is
determined using tax rates that have been enacted or substantially enacted by the balance sheet date
and are expected to apply when the related deferred business profit tax asset is realised or the
deferred business profit tax liability is settled.

Deferred business profit tax assets are recognised only to the extent that it is probable that future
taxable profit will be available against which the temporary difference can be utilised.

Deferred business profit tax assets and liabilities are offset when there is a legally enforceable right to
offset current tax assets against current tax liabilities and when the deferred business profit tax assets
and liabilities relate to business profit tax levied by the same taxation authority. Current tax assets
and tax liabilities are offset where HDFC has a legally enforceable right to offset and intend either to
settle on a net basis, or to reduce the asset and settle the liability simultaneously.

Fees, commissions and other income and expenses

Fees, commissions and other income and expenses items are generally recorded on an accrual basis
by reference to completion of the specific transaction assessed on the basis of the actual service
provided as a proportion of the total services to be provided.
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2.21

2.22

2.23

Staff costs and related contributions

Wages, salaries, contributions to the Maldives Government pension funds, paid annual leave and sick
leave, bonuses, and non-monetary benefits are accrued in the year in which the associated services
are rendered by the employees of HDFC. HDFC has no legal or constructive obligation to make
pension or similar benefit payments beyond the payments to the statutory defined contribution
scheme.

Segment reporting

Segments are reported in a manner consistent with the internal reporting provided to the board of
Directors of HDFC. Segments whose revenue results or assets are ten percent or more of all the
segments are reported separately.

Comparatives

Where necessary, comparative figures have been adjusted to conform with changes in presentation in
the current period.
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2.24 Presentation of statement of financial position in order of liquidity
HDFC does not have a clearly identifiable operating cycle and therefore does not present current and non-current assets and liabilities separately in
the statement of financial position. Instead, analysis of assets and liabilities by their expected maturities is presented in Note 29.2.2.
The following table provides information on amounts expected to be recovered or settled before and after twelve months of the reporting period.

31 December 2018 31 December 2017
Amounts expected to be recovered or Amounts expected to be recovered or

settled settled
Within 12 months After 12 months of Total Within 12 months After 12 months of Total
of the reporting the reporting period of the reporting the reporting period
period period

Assets

Cash and cash equivalents 91,653,575 - 91,653,575 135,525,548 - 135,525,548
Financial assets at amortised cost 29,976,096 - 29,976,096 29,959,834 - 29,959,834
Loans and advances 210,577,567 1,406,801,129 1,617,378,696 122,027,588 1,288,487,910 1,410,515,498
Property, plant and equipment - 1,324,053 1,324,053 - 1,221,874 1,221,874
Intangible assets - 621,847 621,847 - 385,118 385,118
Deferred business profit tax assets 3,125,228 - 3,125,228 3,450,871 - 3,450,871
Other assets 1,780,826 5,575,479 7,356,305 1,048,740 6,819,206 7,867,946
Total assets 337,113,292 1,414,322,508 1,751,435,800 292,012,581 1,296,914,108 1,588,926,689
Liabilities

Deposits from customers - 82,423,308 82,423,308 - 68,435,976 68,435,976
Debt securities in issue 8,865,375 210,113,962 218,979,337 37,802,938 111,602,000 149,404,938
Other borrowed funds 170,040,277 467,825,373 637,865,650 204,818,894 468,041,620 672,860,514
Other liabilities 59,412,596 228,608,264 288,020,860 55,570,179 172,363,564 227,933,743
Current tax liabilities 8,371,271 - 8,371,271 7,812,821 - 7,812,821
Total liabilities 246,689,519 988,970,907 1,235,660,426 306,004,832 820,443,160 1,126,447,992
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3

31

3.2

3.3

Critical Accounting Estimates, and Judgements in Applying Accounting Policies

HDFC makes estimates and assumptions that affect the amounts recognised in the financial
statements, and the carrying amounts of assets and liabilities within the next financial year.
Estimates and judgements are continually evaluated and are based on management’s experience
and other factors, including expectations of future events that are believed to be reasonable under
the circumstances. Management also makes certain judgements, apart from those involving
estimations, in the process of applying the accounting policies. Judgements that have the most
significant effect on the amounts recognised in the financial statements and estimates that can
cause a significant adjustment to the carrying amount of assets and liabilities within the next
financial year include:

Impairment losses on loans and advances

The measurement of the expected credit loss allowance for financial assets measured at
amortised cost is an area that requires the use of complex models and significant assumptions
about future economic conditions and credit behaviour. Explanation of the inputs, assumptions
and estimation techniques used in measuring ECL is further detailed in note 29.1.2, which also
sets out key sensitivities of the ECL to changes in these elements.

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

- determining the criteria for significant increase in credit risk; and

- Choosing appropriate models and assumptions for the measurement of ECL.

Detailed information about the judgements and estimates made by HDFC in the above areas is
set out in the note 29.1.2.

Deferred tax asset recognition

The recognised deferred tax asset represents business profit taxes recoverable through future
deductions from taxable profits, and is recorded in the statement of financial position. Deferred
tax assets are recorded to the extent that realisation of the related tax benefit is probable.

The future taxable profits and the amount of tax benefits that are probable in the future are based
on a medium term business plan prepared by management and extrapolated results thereafter.
The business plan is based on management expectations that are believed to be reasonable under
the circumstances.

Useful life time of property, plant and equipment and intangible assets

HDFC reviews the residual values, useful lives and methods of depreciation and amortisation of
property, plant and equipment and intangible assets at each reporting date. Judgment of the
management is exercised in the estimation of these values, rates, methods and hence they are
subject to uncertainty.
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4

Adoption of new or revised standards and interpretations
(a) New accounting standards, amendments and interpretations adopted in 2018

The following amendments to the International Accounting Standards that are relevant for the
preparation of the financial statements have been adopted by HDFC for the first time with effect
from financial year beginning on 1 January 2018.

- IFRS 9- Financial instruments
- IFRS 15- Revenue from contracts with customers

IFRS 15 is effective from 1 January 2018. This standard defines principles for recognising
revenue and are applicable to all contracts with customers. However, interest and fee income
integral to financial instruments and leases continue to fall outside the scope of IFRS 15 and are
regulated by the other applicable standards (e.g. IFRS 9 and IFRS 16).

IFRS 15 establishes a five-step model to account for revenue arising from contracts with
customers. Revenue under IFRS 15 requires to be recognised as goods and services are
transferred, to the extent that the transferor anticipates entitlement to goods and services. The
standard also specify a comprehensive set of disclosure requirements regarding the nature, extent
and timing as well as any uncertainty of revenue and corresponding cash flows from customers.

An evaluation of relevant existing contracts, which fall mainly under fee and commission based
income, had been performed by HDFC in relation to the adoption of IFRS 15. This assessment
did not reveal any significant change to HDFC’s revenue recognition pattern. However, HDFC
continues to evaluate and quantify the accounting impact and will modify its systems and
processes if necessary.

- Annual improvements 2014-2016 cycle
- Interpretation 22 - Foreign Currency Transactions and Advance Consideration
- Interpretation 23 - Uncertainity over income tax treatment.

HDFC had to change its accounting policies and make certain adjustments following the
adoption of IFRS 9. This is disclosed in Note 2. Most of the other amendments listed above did
not have any impact on the amounts recognized in prior periods and are not expected to
significantly affect the current or future periods.
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4

Adoption of new or revised standards and interpretations (continued)
(b) New standards, amendments and interpretations issued but not yet adopted

Certain new accounting standards and interpretations have been published that are not mandatory
for 31 December 2018 reporting periods and have not been early adopted by HDFC.

- IFRS 16 Leases

IFRS 16 was issued in January 2016. It will result in almost all leases being recognised on the
statement of financial position by lessees, as the distinction between operating and finance leases
is removed. Under the new standard, an asset (the right to use the leased item) and a financial
liability to pay rentals are recognised. The only exceptions are short-term and low-value leases.
HDFC will apply the standard from its mandatory adoption date of 1 January 2019. HDFC
intends to apply the simplified transition approach and will not restate comparative amounts for
the year prior to first adoption. Right-of-use assets for property leases will be measured on
transition at the amount of the lease liability on adoption (adjusted for any prepaid or accrued
lease expenses). HDFC has taken an office premise in Male which is on lease. HDFC is in the
process of evaluating the impact and it is not expected to have material impact.

There are no other standards that are not yet effective and that would be expected to have a
material impact on the entity in the current or future reporting periods and on foreseeable future
transactions.
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5 Net interest income

2018 2017
Interest income
Housing loans 140,344,524 130,696,265
Treasury bills / other deposits with banks 1,065,124 537,778
141,409,648 131,234,043
Interest expense
Other borrowed funds 40,626,443 38,450,982
Debt securities in issue 4,576,593 1,875,641
Deposits from customers 1,098,877 1,084,502
46,301,913 41,411,125
Net interest income 95,107,735 89,822,918
Net income on Shari'ah products
2018 2017
Revenue from housing facilities 40,133,888 33,050,608
Revenue from short term investments 1,069,364 58,266
Fee income 2,524,840 1,790,461
Amna investors' profit share (18,643,578) (12,318,855)
25,084,514 22,580,480
Fee income
2018 2017
Housing loan processing fees 1,786,147 1,933,175
Other fee income 978,427 1,214,850
Management fees 2,249,170 547,330
5,013,744 3,695,355

Other fee income includes SWAP commitment fees and other miscellaneous incomes such as

documentation fees and printing charges.

SWAP commitment fees are computed on a daily basis on the outstanding US$ balance committed to
be sold back by State Trading Organisation Plc. The fee percentage is stipulated in the respective

SWAP agreements.

In the second SWAP agreements signed in 2011, the commitment fees, as stipulated in the agreement,

was 3% per annum.
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8

10

11

12

Other income

Penalty interest and early interest settlement charges
Insurance commissions
Recovery of professional development expenses

Salaries and personnel expenses

Salaries and allowances

Ramadan allowances and bonus
Contribution to employees pension fund
Employee benefit expense amortisation
Staff medical insurance

Provision for loan impairment

Provision (reversed)/ made during the year (Note 16)
Other operating expenses

Other expenses

Professional fees

Premises, equipment and establishment expenses
Board remuneration and meeting expenses

Bank charges

Depreciation on property, plant and equipment (Note 19)
Communication expenses

Adpvertising and marketing expenses
Amortization on intangible assets (Note 20)
Printing and stationary expenses

Loss on disposal

Taxation

Current tax
Deferred tax (Note 18)
Business profit tax expense

2018 2017
724,865 2,207,101
375,978 350,348

- 851,726
1,100,843 3,400,175
2018 2017
8,348,445 7,668,667
821,870 727,889
364,056 332,815
278,204 97,941
143,903 79,158
9,956,473 8,906,470
2018 2017
(8,226,277) 10,576,163
2018 2017
2,298,462 2,183,078
1,611,411 963,923
1,387,945 1,128,470
1,080,224 791,165
534,677 309,828
449,492 464,924
300,906 310,069
231,261 274,798
174,147 71,793
172,962 180,550
72,624 52,047

8 314,111 6,730,645
2018 2017

16,941,656 15,506,981
325,643 (3,399,440)

17,267,299 12,107,541
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12

13

14

Taxation (continued)

Reconciliations between business profit tax expenses and the accounting profit :

2018 2017
Profit before tax 116,262,524 93,294,650
Add: Non-deductible expenses 67,462,908 65,945,158
Adjusted net profit for the year 183,725,432 159,239,808
Less: Deductible expenses (74,852,379) (55,359,937)
Taxable profit 108,873,053 103,879,871
Tax allowance (500,000) (500,000)
Taxable profit after tax allowance 108,373,053 103,379,871
Current tax (15%) 16,255,958 15,506,981
Prior year adjustments 685,698 -
Total current tax 16,941,656 15,506,981
Deferred tax 325,643 (3,399,440)
Business profit tax expense 17,267,299 12,107,541
Current tax liabilities

2018 2017
As at 1 January 7,812,821 7,902,742
Provisions during the year 16,255,958 15,506,981
Prior year adjustments 685,698 -
Payments made during the year (16,383,206) 15,596,902
As at 31 December 8,371,271 7,812,821
Dividends

Dividend of MVR 22 per share amounting to MVR 35,062,500 was declared for the year ended 31
December 2017 in the board meeting held on 5 November 2017. Dividend amounting MVR 25 per
share totalling to MVR 39,843,750 was declared for the year December 2018 in the board meeting
held on 29 November 2018.

Earnings per share

Basic earnings per share is calculated by dividing the net profit attributable to shareholders by the
weighted average number of ordinary shares in issue during the year.

Diluted Earnings Per Share is calculated by dividing the profit attributable to ordinary equity holders
of HDFC by the weighted average number of ordinary shares outstanding during the year plus the
weighted average number of ordinary shares that would be issued on the conversion of all the dilutive
potential ordinary shares into ordinary shares. As there were no potential ordinary equity outstanding
at year end, Diluted Earnings Per Share is equal to the Basic Earnings per Share for the year.
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14 Earnings per share (continued)

Net profit attributable to shareholders

Weighted average number of ordinary shares in issue
Earnings per share - basic / diluted (MVR)

2018
98,995,225
1,593,750
62.11

2017
81,187,109
1,593,750
50.94

There were no transactions involving ordinary shares or potential ordinary shares between the
reporting date and the date of the completion of these financial statements which would require the

restatement of earnings per share.

15 Cash and cash equivalents

Cash on hand
Balances with other banks
Short term investments with MIB

2018 2017

9,500 9,500
76,644,075 68,516,048
15,000,000 67,000,000
91,653,575 135,525,548

Cash and cash equivalents include the above for the purposes of the statement of cash flows. All the
bank balances are maintained at the banks / branches located in Maldives. The banks in Maldives have

not been rated.

Short term investments with MIB are for a period of 3 months and are entitled for a profit share which

has ranged between 1.5% to 3.5% per annnum.
16 Housing loans
Housing loans to customers

Housing loans to staff
Amna assets

Less: Provision for impairment

Net housing loans

Movements in provision for impairment are as follows:

Provision for impairment

Opening balance

Changes on initial application of IFRS 9

Provision (reversed)/ made during the year ( Note 10)

Closing balance

2018 2017
1,252,647,892 1,137,133,718
6,613,752 5,663,292
384,326,943 296,299,857
1,643,588,587 1,439,096,867
(26,209,891) (28,581,369)
1,617,378,696 1,410,515,498
2018 2017
28,581,371 18,005,208
5,854,798 ;
(8,226,277) 10,576,163
26,209,891 28,581,371
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17 Financial assets at amortised cost

Investments in Treasury bills

2018

29,976,096

2017

29,959,834

Treasury bills amounting MVR 19,988,528 and MVR 9,987,568 will mature on 7 and 14 January 2019

respectively and carry an interest rate of 3.5% per annum.

18 Deferred business profit tax assets

Deferred business profit tax is calculated on all difference under the liability method. The movement

in deferred business profit tax asset account is as follows:

Deferred tax assets
Deferred tax liabilities

Net deferred tax asset

Opening balance
(Debit) / credit to the income statement

Closing balance

The movement in deferred tax assets and liabilities of HDFC during the year ended are as follows:

Temporary difference on PPE
Temporary difference on provisions for loan impairment

Tax rate

Net deferred tax asset

The balance comprises the following temporary differences.

Property plant and equipment

Opening balance
Credit / (debit) to the income statement

Closing balance

Provision for loan impairment

Opening balance
(Debit) / credit to the income statement

Closing balance

Net deferred tax asset

2018 2017
3,125,228 3,461,266
- (10,395)
3,125,228 3,450,871
2018 2017
3,450,871 51,431
(325,643) 3,399,440
3,125,228 3,450,871
2018 2017
131,225 (69,297)
20,703,625 23,075,103
20,834,850 23,005,806
15% 15%
3,125,228 3,450,871
2018 2017
(10,395) 51,431
30,079 (61,826)
19,684 (10,395)
3,461,266 -
(355,722) 3,461,266
3,105,544 3,461,266
3,125,228 3,450,871
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19 Property, plant and equipment

Office Computer Furniture Motor Leasehold Total
equipment equipment and fixtures vehicles improvements
Year ended 31 December 2017
Opening net book amount 327,972 518,599 193,215 16,562 217,567 1,273,915
Additions 151,854 245222 67,854 - - 464,930
Depreciation charge (Note 11) (79,367) (198,873) (70,267) (16,562) (99,855) (464,924)
Disposals
- Cost (151,516) (377,015) (81,223) - (91,196) (700,950)
- Accumulated depreciation 130,028 377,015 81,223 - 60,637 648,903
Balance as at 31 December 2017 378,971 564,948 190,802 - 87,153 1,221,874
At 31 December 2017
Cost 901,412 2,438,291 774,864 66,250 914,948 5,095,765
Accumulated depreciation (522,441) (1,873,343) (584,062) (66,250) (827,795) (3,873,891)
Net book amount 378,971 564,948 190,802 - 87,153 1,221,874
Year ended 31 December 2018
Opening net book amount 378,971 564,948 190,802 - 87,153 1,221,874
Additions 39,519 437,336 148,680 - - 625,535
Depreciation charge (Note 11) (81,483) (239,442) (71,458) - (57,109) (449,492)
Disposals -
- Cost (100,528) (114,188) (101,998) - (82,846) (399,560)
- Accumulated depreciation 84,341 99,557 86,843 - 54,955 325,696
Balance as at 31 December 2018 320,820 748,211 252,869 - 2,153 1,324,053
At 31 December 2018
Cost 840,403 2,761,439 821,546 66,250 832,102 5,321,740
Accumulated depreciation (519,583) (2,013,228) (568,677) (66,250) (829,949) (3,997,687)
Net book amount 320,820 748,211 252,869 - 2,153 1,324,053

a) HDFC operates business from the premises owned by third parties for which MVR 998,575 (December 2017: MVR 600,000) were paid as rent during the year.

b) Property, plant and equipment aggregating to MVR 3,713,474 (December 2017: MVR 3,001,951) were fully depreciated as at the reporting date.
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20 Intangible assets

Software costs
Year ended 31 December 2017

Opening net book amount 2,615
Additions 454,296
Amortisation charge (Note 11) (71,793)
Closing net book amount 385,118
At 31 December 2017
Cost 1,198,510
Accumulated amortisation (813,392)
Net book amount 385,118
Year ended 31 December 2018
Opening net book amount 385,118
Additions 410,876
Amortisation charge (Note 11) (174,147)
Closing net book amount 621,847
At 31 December 2018
Cost 1,609,386
Accumulated amortisation (987,539)
Net book amount 621,847
21 Other assets
2018 2017

Accounts receivable 953,826 824,730
Pre-payments 5,354,084 5,908,649
Advance paid to staff 1,048,395 1,134,567

7,356,305 7,867,946

22 Deposits from customers
2018 2017

Equated monthly installment deposits 74,061,145 64,844,086
Borrowers deposits 8,362,163 3,591,890

82,423,308 68,435,976

Equated monthly installment deposits are held as contingency to settle the monthly installments in case
the borrowers fail to pay. Equated monthly installment deposits carry fixed interest rate at 2.5 % per
annum.
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23 Debt securities in issue

2018 2017
Listed and Corporate bonds 104,759,542 36,847,574
Listed Sukuk 114,219,795 112,557,364
218,979,337 149,404,938
Maturity analysis of debt securities in issue
Payable within one year 8,865,375 37,802,938
Payable after one year 210,113,962 111,602,000
218,979,337 149,404,938

New listed bonds for MVR 100,000,000 were issued in June 2018, out of which, MVR 81,390,000
was raised. These bonds carry an interest rate of 7% per annum for 10 years from the allotment date.
The bonds were allotted in July 2018. Interest payments are made every six months after the date of
allotment, until the bond is fully redeemed and the first payment was made on 31 December 2018.

During the months of March 2018 HDFC issued two corporate bonds for a value of MVR 10,000,000
each with two year maturity. In May 2018 corporate bond with a value of MVR 5,000,000 was rolled
over for one year upon maturity . These corporate bonds carry an interest rate of 6.5% per annum.

During the month of January 2014, HDFC has issued Mudarabah Sukuk amounting to MVR
22,566,000 at a price of MVR 500 per sukuk for ten (10) years from allotment date and profit is paid
every six months after the date of allotment, until maturity date. The funds are utilized in order to
fund shari'ah compliant mortgage housing finance operations under principles and rules of Shari'ah.
The profit is shared between Sukuk holder (Rabb al Mal) and HDFC (Mudarib) at a rate of 65% and
35% respectively.

On 24 October 2017 HDFC has issued Mudarabah Sukuk No. 2, amounting to MVR 89,036,000
(MVR 1,000 per sukuk for ten (10) years), profit is paid every six months after the date of allotment,
until maturity date. The funds are utilized in order to fund shari'ah compliant mortgage housing

finance operations under principles and rules of Shari'ah. The profit is shared between Sukuk holder
(Rabb al Mal) and HDFC (Mudarib) at a rate of 65% and 35% respectively.

32



2018

HOUSING DEVELOPMENT FINANCE CORPORATION PLC
31 December 2018

Notes to the financial statements continued
(all amounts are shown in Maldivian Rufiyaa unless otherwise stated)

24 Other borrowed funds

2018 2017

Netherlands Development Finance Company (FMO) 21,454,736 42,902,920
Deutsche Investitutions und Entwicklungs Gesellschaft 106,475,238 130,035,038
MBH (DEG)
Hongkong and Shanghai Banking Corporation Limited - 15,743,280
Bank of Ceylon 106,970,084 137,224,408
Bank of Maldives 74,250,000 89,250,000
Habib Bank Limited 46,200,000 61,600,000
Wakala facilities 140,217,356 144,028,896
Pension benefit scheme fund 3,041,482 2,075,827
State Bank of India 139,256,754 50,000,145

637,865,650 672,860,514
Maturity analysis of other borrowed funds
Payable within one year 170,040,277 204,818,851
Payable after one year 467,825,373 468,041,663

637,865,650 672,860,514

Netherlands Development Finance Company (FMO)

During the year 2010, HDFC obtained a term facility of MVR 154,200,000. The borrowings from
FMO carry an interest at LIBOR + 4.25%. The term loan from FMO is repayable in sixteen semi-
annual installments commencing from 15 April 2012 and ending on 15 October 2019. The FMO loan
is secured by all rights of HDFC under any security obtained by HDFC pursuant to the mortgage loans
given by HDFC from the funds disbursed under the FMO loan. The borrowing is denominated in
United States Dollars.

Deutsche Investitutions und Entwicklungs Gesellschaft MBH (DEG)

During the year 2014, HDFC has obtained a loan of MVR 200,460,000. The borrowings from DEG
carry an interest at LIBOR + 5%. The loan is repayable in seventeen semi-annual installments
commencing from 15 June 2015 and ending on 15 June 2023. The DEG loan is secured by a first
ranking mortgage on HDFC’s mortgage portfolio and charged over the account in the Maldives into
which proceeds of the loan were disbursed and from which housing loans were disbursed. The
borrowing is denominated in United States Dollars.
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24 Other borrowed funds (continued)

Term loan from HSBC

HDFC obtained a loan of MVR 150,000,000 per the agreement dated 6 February 2013 from HSBC
Maldives Branch for the purpose of financing mortgage housing loan programs as set out in the
agreement dated 28 June 2012 between HDFC and the Government of Maldives. The loan carried an
interest at MTBR + 1.5% per annum and was repaid in ten semi-annual installments commenced from
six months after the first utilisation date. This loan was fully settled in March 2018. The loan was
secured by a guarantee from the Government of Maldives. The borrowing was denominated in
Maldivian Rufiyaa.

Bank of Ceylon - Male' branch

HDFC has obtained a loan facility of MVR 150,000,000 per the agreement dated 15 March 2016 from
Bank of Ceylon for the purpose of providing mortgage housing loans. The loan carries an interest
payable monthly during the grace year at the rate of 1 month treasury bill rate + 2.3% per annum and
second year onwards 6 month treasury bill rate + 2.3% per annum (Floor rate - 5.5% and cap rate -
9.00%). This loan is repayable in semi-annual installments commencing after one year grace period
and ending in March 2022. HDFC shall ensure a minimum 150% security coverage. The borrowing is
denominated in Maldivian Rufiyaa.

Term loan from Bank of Maldives

HDFC has obtained a loan of MVR 150,000,000 per the agreement dated 3 April 2013 from Bank of
Maldives for the purpose of providing mortgage housing loans. The loan carries an interest at a rate of
8.5% per annum and repayable in monthly instalments commencing from the first utilization date
(November 2013) for 10 years ending on December 2023. The loan is secured by HDFC’s mortgage
portfolio created out of proceeds of this facility. The borrowing is denominated in Maldivian Rufiyaa.

Habib Bank limited (HBL)

HDFC has obtained a loan facility of MVR 77,000,000 per the agreement dated 16 March 2017 from
Habib Bank Limited for the purpose of providing mortgage housing loans. The loan carries an interest
rate of 8% or 1 year T-Bill rate (with NIL spread), which ever is higher. Interest rate is reset semi-
annually (January and July) by taking the 1 year T-Bill rate of the last day of the preceding month (if
the T-Bill rate is on the higher side). Loan is repaid in ten semi-annual installments starting from June
2017 and the interest is paid on monthly basis. HDFC shall ensure a security coverage ratio of at least
150% of the outstanding loan amount. The borrowing is denominated in Maldivian Rufiyaa.
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24 Other borrowed funds (continued)

Wakala facilities

During 2012, Maldives Islamic Bank has invested MVR 20,000,000 with HDFC under a Wakalah
arrangement with a profit target of 11.5% for a year at a profit sharing ratio of 35% : 65% between
HDFC and investor respectively. This has been rolled over for the seventh time during 2018 for one
more year. During May 2017, Maldives Islamic bank invested MVR 10,000,000 for one year and this
was rolled over for 2 more years upon Maturity in May 2018. This has a target yield of 7.5%.

During 2015 and 2016 Maldives Hajj Corporation Limited has invested MVR 60,000,000 with HDFC
with a target yield of 10% - 11% per annum with a profit sharing ratio of (30% -35%) : (70% - 65%)
for 5 years. However, the investment amounting MVR 50,000,000 can be withdrawn before five years
with three months prior notice.

During May 2016 and January 2016, Amana Takaful invested MVR 5,000,000 each with HDFC for
one year with option to renew at a profit sharing ratio of 35% : 65% between HDFC and investor. This
was rolled over for 2 years upon maturity in 2018. Further in October 2018 MVR 5,000,000 was
invested by Amana Takaful with a maturity of two years.

During the year 2017, Bank of Maldives PLC has invested MVR 17,188,262 out of an approved
investment amounting MVR 50,000,000 with profit target of 8% per annum. HDFC has undrawn
borrowing (Wakala) facilities to the extent of MVR 32,811,738 from Bank of Maldives PLC as at the
reporting date.This wakala facility from BML Islamic is for 2 years. The wakala facilities are
denominated in Maldivian Rufiyaa.

In December 2018, Ayady Takaful invested MVR 16,000,000 with HDFC for two years with a profit
sharing ratio of 70% - 30% respectively between the investor and HDFC.

Pension benefit scheme fund

HDFC has signed an MOU with Maldives Pension Administrative Office (MPAO) to establish a
general working arrangement between MPAO and HDFC to facilitate the collateralization of
accumulated Retirement Saving Account (RSA) for the purpose of paying the down payment in
obtaining home finance for the members of MRPS. Under this scheme, eligible applicants will be able
to collateralize the accumulated savings in RSA as down payment for home finance (end user). The
amount that can be collateralized (hereafter referred as “collateralized amount”) as down payment will
be determined by MPAO and disbursed to HDFC. The determination of the eligibility for home
finance and acceptability of collateralized amount will be made and decided by HDFC. Accrued
interest at 4.9% per annum is payable to MPAO semi-annually. Also, the amount received from
MPAO will be repaid over the tenure of the individual loans to the end user semi-annually.
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24

25

Other borrowed funds (continued)
State Bank of India (SBI)

HDFC has obtained a loan of MVR 150,000,000 per the agreement dated 5 October 2017 from SBI for
the purpose of providing mortgage housing loans. The loan carries an interest at a rate of 8% per
annum and repayable in 8 years on semi-annual basis. The SBI loan is secured by HDFC’s mortgage
portfolio created out of proceeds of this facility. As of 31 December 2018, HDFC has fully withdrawn
the loan amount. The borrowing is denominated in Maldivian Rufiyaa.

Other liabilities
2018 2017
Ministry of Housing and Infrastructure - GED fund 64,803,265 64,184,740
Ministry of Housing and Infrastructure - MHI Islamic 19,070,945 26,627,304
Ministry of Housing and Infrastructure - MHUD
Conventional fund 34 315,111 30,143,690
Ministry of Housing and Infrastructure - 704 Housing 59,011,843 -
Insurance premium payable 10,333,607 9,224,053
Amounts received from customers in advance 7,991,246 8,308,628
Accruals and other liabilities 1,189,971 2,927,339
Employees pension contribution 53,893 48,321
Advance for share capital 51,407,100 51,407,100
Dividends payable 39,843,879 35,062,568
288,020,860 227,933,743

Ministry of Housing and Infrastructure - GED fund

In accordance with the agreement dated 16 February 2014, HDFC manages and administers loan
schemes under which HDFC, as a custodian receives funds from the Ministry of Housing and
Infrastructure (MHI). The purpose of the fund is to construct houses in islands under HDFC Amna's
Islamic outreach program. The initial Islamic Housing Fund approved for this program was MVR
100,000,000 treated as a revolving grant for investment with a profit share of 65% to HDFC and 35%
to the Islamic Housing Finance Scheme Fund.

Ministry of Housing and Infrastructure - MHI Islamic fund

(i) HDFC was appointed as the sole representative to act on behalf of the Ministry of Housing and
Infrastructure in matters related to the scheme as a collecting agent. HDFC to use their best effort to
obtain monthly instalments due under the Islamic financing facility and all records of collections
should be maintained separately. The accumulated fund after deducting the agency fee shall be
released to the Ministry upon receiving written request from the Ministry.
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25

26

27

Other liabilities (continued)

(il)) HDFC has started managing new housing loans / facilities during December 2017. HDFC was
appointed as the sole representative to act on behalf MHI in matters related to the scheme as a
collecting agent. HDFC to use their best effort to obtain monthly instalments due and all records of
collections should be maintained separately. The accumulated fund after deducting the agency fee
shall be released to the Ministry upon receiving written request from the Ministry. This scheme is for
25 years period.

Ministry of Housing and Infrastructure - MHUD Conventional fund

Since 2008, HDFC manages and administers conventional loan scheme under which HDFC, as a
custodian received funds from the Ministry of Housing and Urban Development (MHUD). HDFC
receives a management fee of 1.75% per annum on the outstanding balance of the loan at the end of
every month.

Ministry of Housing and Infrastructure - 704- Housing fund

(1) HDFC was appointed as the sole representative to act on behalf of the Ministry of Housing and
Infrastructure in matters related to the scheme as a collecting agent. HDFC to use their best effort to
obtain monthly instalments due under the facility and all records of collections should be maintained
separately. The accumulated fund after deducting the agency fee shall be released to the Ministry upon
receiving written request from the Ministry.

Share capital

Number of shares Ordinary shares
At 31 December 2017 1,593,750 159,375,000
At 31 December 2018 1,593,750 159,375,000

The total authorized number of ordinary shares as at 31 December 2018 was 3,187,500 (2017:
3,187,500) with a par value of MVR 100 (2017: MVR 100) per share. As at 31 December 2018,
1,593,750 shares were issued, which were fully paid.

Reserves

2018 2017
General reserve 15,000,000 15,000,000
Staff education reserve - 2,136,480
Total reserves at end of the year 15,000,000 17,136,480

HDFC maintained a staff education reserve for the purpose of providing financial assistance for higher
education of HDFC staff members. During the year the reserve was transferred to retained earnings.
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28 Segment Analysis

Operating segments are components that engage in business activities that may earn revenues or
incur expenses, whose operating results are regularly reviewed by the Board of Directors, and
for which discrete financial information is available.

(a) Description of products and services from which each reportable segment

HDFC is organised on the basis of two main business segments:

+ Conventional financing service — representing conventional housing finance services;

+ Islamic services — representing Amna house related scheme and sukuk and other shari'ah
compliant services.

(b) Factors that management used to identify the reportable segments

HDFC’s segments are strategic business units that focus on different customers. They are
managed separately because each business unit requires different strategies and service level.

(c) Measurement of operating segment profit or loss, assets and liabilities

The Board of directors review financial information prepared based on the requirements of
internal reporting. Such financial information differs in certain aspects from International
Financial Reporting Standards:

(i) funds are generally not allocated between segments;
(i1) business profit taxes are not allocated to segments;

(iii) loan provisions are recognised based on management judgement and availability of
information, and based on the expected credit loss model prescribed in IFRS 9;

(iv) commission income relating to lending is recognised immediately rather than deferred using
the effective interest method; and

The board of directors evaluate the performance of each segment based on the net income
before administrative expenses and tax.

(d) Information about reportable segment profit or loss, assets and liabilities

Segment information for the reportable segments as at 31 December 2018 and for the year
ended 31 December 2018 is set out below:

In thousands of MVR Conventional Islamic ~ Unallocated Total

Loans and advances 1,246,980 370,399 - 1,617,379
Cash and cash equivalents 44,097 47,556 - 91,654
Non-current assets - - 1,946 1,946
Financial assets at amortised cost 29,976 - - 29,976
Other assets - - 10,482 10,482

Total assets 1,321,053 417,955 12,427 1,751,436
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28 Segment Analysis (continued)

(d) Information about reportable segment profit or loss, assets and liabilities (continued)

In thousands of MVR Conventional Islamic ~ Unallocated Total

Deposits from customers 62,512 19,911 - 82,423
Debt securities in issue 104,760 114,220 - 218,979
Other borrowed funds 497,648 140,217 - 637,866
Other liabilities 93,327 83,874 110,820 288,021
Current tax liabilities - - 8,371 8,371
Total liabilities 758,247 358,223 119,191 1,235,660
Capital expenditure - - 1,036 1,036

Capital expenditure represents additions to non-current assets other than financial instruments
and deferred tax assets.

In thousands of MVR Conventional Islamic ~ Unallocated Total
External revenues:

- Interest / profit share 141,410 41,203 - 182,613
- Fee and commission income 5,014 2,525 - 7,539
- Other operating income 1,101 - - 1,101
Total revenues 147,524 43,728 - 191,252
Interest expense / profit share (46,302) (18,644) - (64,945)
Reversal of loan impairment 6,692 1,534 - 8,226
Depreciation and amortisation - - (624) (624)
Administrative and other operating (16,456) (1,191) - (17,647)
expenses

Business profit tax - - (17,267) (17,267)
Result 91,458 25,427 (17,891) 98,995

Segment information for the reportable segments as at 31 December 2017 and for the year
ended 31 December 2017 is set out below:

In thousands of MVR Conventional Islamic ~ Unallocated Total

Loans and advances 1,142,796 296,300 (28,581) 1,410,515
Cash and cash equivalents 41,800 26,726 - 68,526
Non-current assets - - 1,607 1,607
Financial assets held-to-maturity 29,960 67,000 - 96,960
Other assets - - 11,319 11,319

Total assets 1,214,556 390,026 (15,655) 1,588,927
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(d) Information about reportable segment profit or loss, assets and liabilities (continued)

In thousands of MVR Conventional Islamic ~ Unallocated Total

Deposits from customers 55,581 12,855 - 68,436
Debt securities in issue 36,848 112,557 - 149,405
Other borrowed funds 528,832 144,029 - 672,861
Other liabilities 30,144 90,811 106,978 227,933
Current tax liabilities - - 7,813 7,813
Total liabilities 651,405 360,252 114,791 1,126,448
Capital expenditure - - 919 919

Capital expenditure represents additions to non-current assets other than financial instruments
and deferred tax assets.

29

In thousands of MVR Conventional Islamic ~ Unallocated Total
External revenues:

- Interest / profit share 131,235 33,109 - 164,344
- Fee and commission income 3,695 1,790 - 5,485
- Other operating income 3,409 - - 3,409
Total revenues 138,339 34,899 - 173,238
In thousands of MVR Conventional Islamic ~ Unallocated Total
Total revenues 138,339 34,899 - 173,238
Interest expense / profit share (41,411) (12,319) - (53,730)
Provision for loan impairment (8,461) (2,115) - (10,576)
Depreciation and amortisation - - (537) (537)
Administrative and other operating (13,343) (1,757) - (15,100)
expenses

Business profit tax - - (12,108) (12,108)
Result 75,124 18,708 (12,645) 81,187

Financial risk management

HDFC’s activities expose it to a variety of financial risks and those activities involve the
analysis, evaluation, acceptance and management of some degree of risk or combination of
risks. Taking risk is core to the financial business, and the operational risks are an inevitable
consequence of being in business. HDFC’s aim is therefore to achieve an appropriate balance
between risk and return and minimise potential adverse effects on HDFC’s financial
performance.
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29

29.1

Financial risk management (continued)

HDFC’s risk management policies are designed to identify and analyse these risks, to set
appropriate risk limits and controls, and to monitor the risks and adherence to limits by means of
reliable and up-to-date information systems. HDFC regularly reviews its risk management
policies and systems to reflect changes in markets, products and emerging best practice.

Risk management is carried out by HDFC under policies approved by the Board of Directors.
HDFC identifies and evaluates financial risks in close co-operation with the HDFC's operating
unit. The Board provides written principles for overall risk management, as well as written
policies covering specific areas, such as credit risk and liquidity risk. In addition, internal audit
is responsible for the independent review of risk management and the control environment. The
most important types of risk are credit risk, liquidity risk, market risk and other operational risk.
Market risk includes currency risk and interest rate risks.

Credit risk

HDFC takes on exposure to credit risk, which is the risk that a counterparty will cause a
financial loss for HDFC by failing to discharge an obligation. Credit risk is the most important
risk for HDFC’s business; management therefore carefully manages its exposure to credit risk.
Credit exposures arise principally in lending activities that lead to loans and advances. There is
also credit risk in off-balance sheet financial instruments, such as loan commitments.

Credit policies were formulated covering HDFC's credit activities and establishment of
individual limits of authority for initiating, reviewing and approving credit.

A credit Committee comprising the Managing Director, Operations Director, Head of Finance,
Senior Manager Credit, Senior Manager Islamic Finance and Senior Manager IT meets regularly
to discuss credit proposals in line with credit policies. The credit Committee also reviews non-
performing assets, documentation and other credit related issues.

29.1.1 Credit risk measurement
Loans and advances ( including loan commitments)

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

29.1.2 Expected credit loss measurement

IFRS 9 outlines a 'three-stage' model for impairment based on change in credit quality since
initial recognition as summarised below:
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29.1

Credit risk (continued)
29.1.2 Expected credit loss measurement (continued)

* A financial instrument that is not credit-impaired on initial recognition is classified in 'Stage 1'
and has its credit risk continuously monitored by HDFC.

» If a significant increase in credit risk ("SICR') since initial recognition is identified, the
financial instrument is moved to 'Stage 2' but is not yet deemed to be credit-impaired. Please
refer to note 29.1.2.1 for a description of how HDFC determines when a significant increase in
credit risk has occured.

« If the financial instrument is credit-impaired, the financial instrument is then moved to 'Stage
3'. Please refer to note 29.1.2.2 description of how HDFC defines credit-impaired and default.

* Financial instruments in stage 1 have their ECL measured at an amount equal to the proportion
of lifetime expected credit losses that result from default events possible within the next 12
months. Instruments in Stage 2 or 3 have their ECL measured based on expected credit losses on
a lifetime basis. Please refer to note 29.1.2.3 for a description of inputs, assumptions and
estimation techniques used in measuring the ECL.

* A pervasive concept in measuring ECL in accordance with IFRS 9 is that it should consider
forward-looking information. Note 29.1.2.4 includes an explanation of how HDFC has
incorporated this in its ECL models.

Further explanation is also provided of how HDFC determines appropriate grouping when ECL
is measured on a collective basis ( refer note 29.1.2.5).

The following diagram summarises the impairment requirements under IFRS 9:

Change in credit quality since initial recognition

Stage 1 Stage 2 Stage 3

(Initial recognition) |(Significant increase in credit risk (credit impaired assets)
since the initial recognition)
12 months expected Lifetime expected credit losses Lifetime expected credit losses

credit losses

The key judgements and assumptions adopted by HDFC in addressing the requirements of the
standard are discussed below:

29.1.2.1 Significant increase in credit risk

HDFC considers loans and receivables have experienced significant increase in credit risk when
the arrears are past due for more than 30 days.

29.1.2.2 Definition of default and credit-impaired assets

HDFC defines a financial instrument as in default, which is fully aligned with the definition of
credit-impaired when the borrower is more than 120 days past due states on its contractual
payments.
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29.1

Credit risk (continued)

29.1.2.2 Definition of default and credit-impaired assets (continued)

The default definition has been applied consistently to model the Probability of Default (PD),
Exposure at Default (EAD) and Loss Given Default (LGD) throughout HDFC’s expected loss
calculations.

90 days default presumption is rebutted considering historical behaviour. Over 120 days is taken
as default considering significant number of facilities that were over 120 days remained in over
120 days bucket. This rebuttal will be monitored and reviewed by credit department on an annual
basis to ensure it is appropriate.

29.1.2.3 Measuring the ECL - Explanation of inputs, assumptions and estimation
techniques

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

The PD represents the likelihood of a borrower defaulting on its financial obligation ( as per
"Definition of default and credit-impaired" above), either over the next 12 months (12 MN PD),
or over the remaining lifetime (Life time PD ) of the obligation. PIT PD ( Point-in-time
Probablity of Default) is calculated using duration or hazard rate approach (Makov chain
approach) and TTC PD (Through-the-Cycle Probablity of Default) is derived from average
empirical matrix from 2012 to 2017.

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

LGDs are determined based on the factors which impact the recoveries made post default.
Historical LGD is used for facilities outside Male'. Since there were no adequate history of
default in Male' facilities, LGD is computed based on the projected collateral values, historical
discounts to market/ book values to forced sales, time to repossession and recovery cost
observed. When arriving the present value of cash flows after default, HDFC applies 50% and
75% haircut to the market value of the collateral to estimate force sale values for the facilities
less than 12 months in arrears and 24 months in arrears respectively. Force sales values are then
deducted from EAD to arrive LGD.
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29.1

Credit risk (continued)

29.1.2.3 Measuring the ECL - Explanation of inputs, assumptions and estimation
techniques (continued)

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

The Lifetime PD is developed by applying a maturity profile to the current 12M PD. The
maturity profile looks at how defaults develop on a portfolio from the point of initial recognition
throughout the lifetime of the loans. The maturity profile is based on historical observed data and
is assumed to be the same across all assets. This is supported by historical analysis.

The 12-month and lifetime EADs are determined based on the expected payment profile, which
varies by the product type. For amortising loans, this is based on the contractual repayments
owed by the borrower over a 12 month or lifetime basis. For the loan commitments, the EAD is
predicted by taking current drawn balance and adding a " credit conversion factor" which allows
for the expected drawdown of the remaining limit by the time of default.

Forward-looking economic information is also included in determining the 12-month and
lifetime PD, EAD and LGD. Refer note 29.1.2.4 for an explanation of forward-looking
information and its inclusion in ECL calculations.

29.1.2.4 Forward looking information incorporated in ECL models

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

Forecasts of these economic variables (the “base economic scenario”) are obtained by HDFC
from IMF and trading economic.com. The impact of these economic variables on the PD has
been determined by performing statistical regression analysis to macro economic variable with
credit index. Estimated credit indexes are determined by plugging forcasted macro economic
variables in the factor model developed in the regression analysis. Forcasted PDs are computed
by shifting Through the Cycle (TTC) matrix using estimated credit index.

Sensitivity analysis

Set out below are the changes to the ECL as at 31 December 2018 that would result from
reasonably possible changes in the parameter from the actual assumption used in HDFC’s
economic variable assumption.
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29.1

Credit risk (continued)

29.1.2.4 Forward looking information incorporated in ECL models (continued)

Sensitivity analysis (continued)

GDP
-5% No change +5%
MVR MVR MVR
Loss allowance as at 31 December 2018 26,891,804 26,209.891 25,760,901

29.1.2.5 Grouping of instruments for losses measured on a collective basis

For expected credit losses provision modelled on a collective basis, a grouping of exposures is
performed on the basis of shared risk characteristics, such that risk exposures within the group
are homogeneous. Both conventional and Amna assets are pooled together as primarily the
products are same and considering the size of portfolio.

29.1.3 Loss allowance

The loss allowance recognised in the period is impacted by a variety of factors, as described
below:

-Transfers between Stage 1 and Stages 2 or 3 due to financial instruments experiencing
significant increases (or decreases) of credit risk or becoming credit-impaired in the period, and
the consequent “step up” (or “step down”) between 12-month and Lifetime ECL;

- Additional allowances for new financial instruments recognised during the period, as well as
releases for financial instruments de-recognised in the period;

-Impact on the measurement of ECL due to changes in PDs, EADs and LGDs in the period,
arising from regular refreshing of inputs to models;

-Impacts on the measurement of ECL due to changes made to models and assumptions;

-Discount unwind within ECL due to the passage of time, as ECL is measured on a present value
basis;

-Financial assets derecognised during the period and write-offs of allowances related to assets
that were written off during the period.

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

29.1.3 Loss allowance (continued)

Stage 1 Stage 2 Stage 3
Loans and advances 12-month ECL Life time ECL.  Life time ECL Total
Loss allowance as at 1
January 2018 5,628,528 15,134,481 13,673,160 34,436,169
Transfers:
Transfer from Stage 1 to
Stage 2 (131,658) 1,019,128 - 887,470
Transfer from Stage 1 to
Stage 3 (13,833) - 485,038 471,205
Transfer from Stage 2 to
Stage 1 432,292 (6,374,130) - (5,941,838)
Transfer from Stage 3 to
Stage 1 42,549 - (1,406,896) (1,364,347)
New financial assets
originated 266,562 22,957 - 289,519
Transfers:
Transfers from stage 2 to
stage 3 - (1,761,006) 4,422,969 2,661,963
Transfer from stage 3 to
stage 2 - 1,223,473 (3,665,565) (2,442,092)
Financial assets settled
during the year (11,695) (166,271) (7,259) (185,225)
Other movements (1,860,457) (982,783) 240,307 (2,602,933)
Loss allowance at 31
December 2018 4,352,288 8,115,849 13,741,754 26,209,891

The unwind of interest on Stage 3 financial assets is reported within 'Interest income' so that
interest income recognised on the amortised cost ( after deducting the ECL allowance).

Significant changes in gross carrying amount of financial assets that contributed to changes in
the loss allowance were as follows:

Although the high volume of new mortgages loans originated during the period increased the
gross carrying amount of the mortgage book by 14%, there were reductions in stage 2 and stage
3 assets by 33.3% with a corresponding decrease in loss allowance amounting to MVR

8,226,278.

The following table further explains changes in the gross carrying amount of the mortgage
portfolio to help explain their significance to the changes in the loss allowance for the same
portfolio as discussed above:
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29.1 Credit risk (continued)
29.1.3 Loss allowance (continued)
Stage 1 Stage 2 Stage 3
Loans and advances 12-month ECL Life time ECL.  Life time ECL Total
Gross carrying amount
as at 1 January 2018 1,177,459,575 203,641,030 57,996,262 1,439,096,867
Transfers:
Transfer fi Stage 1 t
ranster from Stage & fo (17,855,063) 17,244,457 - (610,606)
Stage 2
Transfer fi Stage 1 t
ranstet from stage 10 (1,066,662) - 1,121,699 55,037
Stage 3
T fer fi Stage 2 t
ranster from Stage < fo ; (18,055,179) 18,372,293 317,114
Stage 3
Transfer fi Stage 3 t
ransfer from Stage > 1o ; 20,779,728 (22,191,796) (1,412,068)
Stage 2
T fer fi Stage 2 t
ranstet from »fage 210 86,885,849 (90,843,561) - (3,957,712)
Stage 1
Transfer fi Stage 3 t
ranstet ot Stage 2 10 3,472,002 ; (3,836,120) (364,118)
Stage 1
Financial assets settled
during the year (23,005,747) (4,390,189) (1,551,986) (28,947,922)
New fi ial t
oW nAnCIat assens 237,933,703 173,117 - 238,106,820
originated
Other movements 5,317,486 (2,678,383) (1,333,928) 1,305,175
Gross carrying amount as
at 31 December 2018 1,469,141,143 125,871,020 48,576,424 1,643,588,587
29.1.4 Write-off policy
HDFC writes off financial assets, in whole or in part, when it has exhausted all practical
recovery efforts and has concluded there is no reasonable expectation of recovery. Indicators that
there is no reasonable expectation of recovery include (i) ceasing enforcement activity and (ii)
where the HDFC’s recovery method is foreclosing on collateral and the value of the collateral is
such that there is no reasonable expectation of recovering in full.
29.1.5 Modification of financial assets

HDFC sometimes modifies the terms of loans provided to customers due to commercial
renegotiations with a view to maximising recovery.
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29.1.5

29.1.6

Modification of financial assets (continued)

Such restructuring activities include extended payment term arrangements, payment holidays and
payment forgiveness. Restructuring policies and practices are based on indicators or criteria
which, in the judgement of management, indicate that payment will most likely continue. These
policies are kept under continuous review.

The risk of default of such assets after modification is assessed at the reporting date and
compared with the risk under the original terms at initial recognition, when the modification is
not substantial and so does not result in derecognition of the original asset. HDFC monitors the
subsequent performance of modified assets. HDFC may determine that the credit risk has
significantly improved after restructuring, so that the assets are moved from Stage 3 or Stage 2
(Lifetime ECL) to Stage 1 (12-month ECL). There was no modification during the year.

Risk limit control and mitigation policies

HDFC manages, limits and controls concentrations of credit risk wherever they are identified in
particular, to individual counterparties and groups, and to corporates. HDFC structures the levels
of credit risk it undertakes by placing limits on the amount of risk accepted in relation to one
borrower, or groups of borrowers, and to corporates. Such risks are monitored on a revolving
basis and subject to an annual or more frequent review, when considered necessary.

Some other specific control and mitigation measures are outlined below.

(a) Collateral

HDFC employs a range of policies and practices to mitigate credit risk. The most traditional of
these is the taking of security for the housing loans, which is a common practice. HDFC
implements guidelines on the acceptability of specific classes of collateral or credit risk
mitigation. The principal collateral types for housing loans are mortgage over housing unit that is
financed by HDFC.

HDFC’s policy is to sell the repossessed assets at the earliest possible opportunity and the
HDFC’s policies regarding obtaining collateral have not significantly changed during the
reporting period. There has been no significant change in the overall quality of the collateral
held by HDFC since the prior period.

HDFC closely monitors collateral held for financial assets considered to be credit-impaired, as it
becomes more likely that HDFC will take possession of collateral to mitigate potential credit
losses.
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29.1.6 Risk limit control and mitigation policies (continued)

Collateral information

As of 31 December 2018 Customer loans Staff loans Amna Assets Total
Loans collaterised by:

- house property 1,252,647,891 6,613,752 384,326,944 1,643,588,587
Total loans and

advances 1,252,647,891 6,613,752 384,326,944 1,643,588,587
As of 31 December 2017 Customer loans Staff loans Amna Assets Total
Loans collaterised by:

- house property 1,137,133,718 5,663,292 296,299,857 1,439,096,867
Total loans and

advances 1,137,133,718 5,663,292 296,299,857 1,439,096,867

The financial effect of collateral is presented by disclosing collateral values separately for (i)
those assets where collateral and other credit enhancements are equal to or exceed carrying value
of the asset (over-collateralised assets) and (ii) those assets where collateral and other credit
enhancements are less than the carrying value of the asset (“under-collateralised assets™). The
effect of collateral is as follows:

As of 31 December Over-collateralised assets Under-collateralised assets
2018 Carrying value of Fair value of Carrying value of Fair value of
the assets collateral the assets collateral
Customer loans 1,252,647,891 3,838,618,519 - -
Staff loans 6,613,752 17,486,292 - -
Amna assets 384,326,944 1,063,706,371
Total loans and
advances 1,643,588,587 4919,811,182 - -
As of 31 December 2017 Over-collateralised assets Under-collateralised assets
Carrying value of Fair value of Carrying value of Fair value of
the assets collateral the assets collateral
Customer loans 1,137,133,718 3,483,952,673 - -
Staff loans 5,663,292 15,111,892 - -
Amna Assets 296,299,857 704,644,372

Total loans and
advances 1,439,096,867 4,203,708,937 - -
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29.1.6

29.1.7

29.1.8

29.1.9

Risk limit control and mitigation policies (continued)
(b) Credit-related commitments

Commitments to extend credit represent unused portions of authorisations to extend credit in the
form of loans. With respect to credit risk on commitments to extend credit, HDFC is potentially
exposed to loss in an amount equal to the total unused commitments. However, the likely amount
of loss is negligible than the total unused commitments, as most commitments to extend credit
are contingent upon customers maintaining specific credit standards and since generally these
exposures are secured against adequate collateral. HDFC monitors the term to maturity of credit
commitments.

Impairment and provisioning policies

Impairment provisions are recognised for financial reporting purposes based on expected credit
losses calculated based on historical default rates and forward looking information.

Maximum exposure to credit risk before collateral held or other credit enhancements

Maximum exposure before collateral equals to the net carrying value of all the assets in the
Statement of financial position except cash and bank balances representing a worse case scenario
of credit risk exposure to HDFC at 31 December 2018 and 31 December 2017, without taking
account of any collateral held.

Management is confident in its ability to continue to control and sustain minimal exposure of
credit risk to the HDFC resulting from its loan portfolio and based on the following:

* All the housing loans are backed by collateral.

* 89.31 % of the loans and advances portfolio are considered to be neither past due nor impaired
(31 December 2017: 81.71 %);

Loans and advances

Loans and advances are summarised as follows:

Neither past due nor impaired (less than 30 days)
Past due but not impaired (30-60 days)

Past due but not impaired (60-90 days)

Past due but not impaired (90-120 days)
Impaired (more than 120 days)

Gross loans and advances

Less: allowance for impairment

Net loans and advances

2018

1,467,845,678
38,242,556
50,990,753
32,449,908
54,059,692

2017

1,175,930,073
109,413,873
68,397,115
27,299,855
58,055,950

1,643,588,587
(26,209,891)

1,439,096,367
(28,581,369)

1,617,378,696

1,410,515,498
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29.1.9 Loans and advances (continued)

Further information of the impairment allowance for loans and advances to customers is
provided in Note 16.

During the period 31 December 2018, HDFC'’s total value of loans and advances increased by
14.21% (2017: 8.94%) as a result of new disbursement of the housing loans. In order to
minimise the potential increase of credit risk exposure, the HDFC focused more on lending
house construction loans providing collateral and strong repayment capacity from employment,
other business and rental income.

(a) Loans neither past due nor impaired

Currently HDFC does maintain an internal credit rating system for loans neither past due or
impaired. Internal rating is calculated by taking total receipts for the period (A) and total late
penalty for the period (B), an arriving at a percentage by dividing B by A, (i.e. B/A). Percentages
are graded as follows;

As at 31 December 2018 As at 31 December 2017

Internal Basis for Loans to Percentage of  Loans to customers Percentage of total
Ratings  grading (B/A) customers total loans loans
MVR MVR
A+ 0.2% 1,467,845,678 100.00% 1,175,930,073 100.00%
A 0.2% to 0.5% - - - -
A- 0.5% to 1% - - - -
B+ 1% to 1.5% - - - -
B 1.5% to 2% - - - -
C above 2% - - - -
1,467,845,678 100% 1,175,930,073 100.00%

(b) Loans and advances past due but not impaired

Loans and advances less than 120 days past due are not considered impaired, unless other
information is available to indicate the contrary. Gross amount of loans and advances by areas to
customers that were past due but not impaired were as follows:

(Amount in MVR '000)
Housing loan

31 December 2018 Male' Hulhumale' Outer atoll Total
Past due 30-60 days 10,923 19,307 8,012 38,243
Past due 60-90 days 17,127 29,115 4,748 50,991
Past due 90-120 days 3,311 28,303 836 32,450
Total 31,361 76,726 13,597 121,683
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29.1.9

29.1.10

Loans and advances (continued)

(b) Loans and advances past due but not impaired (continued)

31 December 2017 Male' Hulhumale' Outer atoll Total
Past due 30-60 days 57,212 45,714 6,488 109,414
Past due 60-90 days 22,324 40,046 6,028 68,397
Past due 90-120 days 7,660 17,263 2,376 27,300
Total 87,196 103,023 14,892 205,111

Upon initial recognition of housing loan, the cost incurred to construct the house is taken as the
fair value of the mortgaged house.

(¢) Loans and advances impaired

The impaired loans and advances to customers is MVR 54,059,692 (as compared to on 31
December 2017 when impaired loans and advances to customers were MVR 58,055,950).

The breakdown of the gross amount of impaired loans and advances by areas are as follows:

(Amount in MVR '000)
Housing loan

31 December 2018 Male' Hulhumale' Outer atoll Total
Impaired loans 19,627 29,510 4,923 54,060
Total 19,627 29,510 4,923 54,060
31 December 2017 Male' Hulhumale' Outer atoll Total
Impaired loans 19,366 33,261 5,429 58,056
Total 19,366 33,261 5,429 58,056

Concentration of risks of financial assets with credit risk exposure
(a) Geographical sectors

HDFC’s lending activities are limited to Maldives.

(b) Sectors

The following table breaks down HDFC's main credit exposure at their carrying amounts, as
categorised by the sectors of our counterparties.

2018 2017
Residential - Conventional 1,256,098,708 1,139,243,180
Residential - Islamic 384,326,943 296,299,857
Commercial 3,162,936 3,553,830
Grand total 1,643,588,587 1,439,096,867
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29.2

29.2.1

Market risk

HDFC takes on exposure to market risk, which is the risk that the fair value or future cash flows
of a financial instrument will fluctuate because of changes in market prices. Market risks arise
from open positions in interest rate and currency, all of which are exposed to general and
specific market movements and changes in the level of volatility of market rates or prices such as
interest rates, credit spreads and foreign exchange rates.

Non-trading portfolios primarily arise from the interest rate management of HDFC's housing and
cost of funds. The market risks arising from non-trading activities are concentrated in HDFC’s
Assets and Liabilities Management Committee (ALCO).

Foreign exchange risk

All the transactions except transactions carried out in local currency, Maldivian Rufiyaa (MVR),
are carried out mainly in United States Dollars (US$) for which exchange rate was pegged.
However, with effect from 10 April 2011, the government declared a managed float of the
currency within a 20% band (1 US$ = MVR 10.28 to MVR 15.42). The Corporation takes on
exposure to the effects of fluctuations in the prevailing foreign currency exchange rates on its
financial position and cash flows. The management has set up a policy to manage their foreign
exchange risk against their functional currency, by entering into currency SWAP.

HDFC has borrowed from Netherlands Development Finance Company (FMO) and from
Deutsche Investitutions und Entwicklungs Gesellschaft MBH (DEG) in USS$. The proceeds from
these were sold to State Trading Organisation PLC (STO) for equivalent Rufiyaa at 1 US$ =
MVR 15.42. HDFC has entered into three SWAP agreements with STO by which STO will sell
equal amount of US$ to honour the US$ requirement of HDFC at the rate of 1 US$ = MVR
15.42.

By virtue of the SWAP agreements, HDFC will be able to service the US$ loans obtained from
FMO and DEG. As at the reporting date, the outstanding balance in these two borrowings
amounts to US$ 8,296,367 (2017: US$ 11,215,172), against which the amounts of US$ to be
purchased from STO PLC is USS$ 8,218,891 (2017: US$ 11,084,841).

The table below summarises HDFC's exposure to foreign currency exchange rate risk at the end
of the reporting period.

(Amount in USD)

2018 2017
Assets
Cash and balances with other banks 97,915 147,593
Total assets 97,915 147,593
Liabilities
Borrowings (8,296,367) (11,215,172)
Total liabilities (8,296,367) (11,215,172)
Net on-balance sheet financial position (8,198,451) (11,067,579)
Currency SWAP 8,218,891 11,084,841
Net 20,440 17,262
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29.2.1

29.2.2

Foreign exchange risk (continued)

The following table presents sensitivities of profit or loss and equity to reasonably possible changes in exchange rates applied at the end of the
reporting period relative to the functional currency of HDFC, with all other variables held constant.

As at 31 December 2018 As at 31 December 2017

Amounts in MVR Impact on Impact on Impact on Impact on
profit or loss equity profit or loss equity

US Dollar strengthening by 10% 2,044 - 1,726 -

US Dollar weakening by 10% (2,044) - (1,726) -

Interest rate risk

Cash flow interest rate risk is the risk that the future cash flows of a financial instrument will fluctuate because of changes in market interest
rates. Fair value interest rate risk is the risk that the value of a financial instrument will fluctuate because of changes in market interest rates.
HDFC takes on exposure to the effects of fluctuations in the prevailing levels of market interest rates on cash flow risks. Interest margins may
increase / decrease as a result of such changes but may reduce losses in the event that unexpected movements arise.

The extent of the interest rate risk depends on the value and period of the maturity mismatch between interest bearing assets and liabilities and
the ability and speed of HDFC in re-pricing them. ALCO regularly reviews these gaps to ensure that they are within acceptable norms. HDFC
regularly monitors the market behaviour and products are appropriately re-priced when necessary.

HDFC does not carry a trading portfolio or does not generally invest in stocks or shares other than Government treasury bills, for which
investments are generally less than 3 months and hold to collect. Therefore HDFC is not open to any price fluctuation risks.
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29.2.2 Interest rate risk (continued)

The table below summarises HDFC’s exposure to interest rate risks. It includes HDFC’s financial instruments at carrying amounts, categorised
by the earlier of contractual repricing or maturity dates.

8L0OC

As at 31 December 2018 Upto 1-3 months 3-12 months 1-5 years Over 5 years Non- interest Total
1 month bearing

(in MVR '000)

Assets

Cash and balances with banks 44,088 15,000 - - - 32,566 91,654

Financial assets at amortised cost - 29,976 - - - - 29,976

Loans and advances 13,455 30,359 166,764 398,410 1,008,390 - 1,617,378

Other assets - - - - - 7,356 7,356

Total financial assets 57,543 75,335 166,764 398,410 1,008,390 39,922 1,746,364

Liabilities

Deposits from customers - - - - 74,061 8,362 82,423

Debt securities in issue 2,618 1,248 5,000 20,000 190,114 - 218,979

Other borrowed funds 1,250 19,470 149,320 436,075 31,750 - 637,865

Other liabilities - - - - - 288,021 288,021

Current tax liabilities - - - - - 8,371 8,371.27

Total financial

liabilities 3,868 20,718 154,320 456,075 295,925 304,754 1,235,660

Total interest repricing gap 53,675 54,617 12,443 (57,665) 712,465 (264,832) 510,704
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29.2.2 Interest rate risk (continued)

As at 31 December 2017 Upto 1-3 months 3-12 months 1-Syears Over S years Non- interest Total
1 month bearing

(in MVR '000)

Assets

Cash and balances with banks 41,800 67,000 - - - 26,726 135,526

Financial assets at amortised cost 29,960 - - - - - 29,960

Loans and advances 10,008 27,101 84,919 329,255 959,232 - 1,410,515

Other assets - - - - - 7,868 7,868

Total financial assets 81,768 94,101 84,919 329,255 959,232 34,594 1,583,869

Liabilities

Deposits from customers - - - - 64,844 3,592 68,436

Debt securities in issue 8,955 18,848 10,000 111,602 - - 149,405

Other borrowed funds 16,444 45,597 142,777 392,001 76,042 - 672,861

Other liabilities - - - - - 227,933 227,933

Current tax liabilities - - - - - 7,813 7,813

Total financial liabilities 25,399 64,445 152,777 503,603 140,886 239,338 1,126,448

Total interest repricing gap 56,369 29,656 (67,858) (174,348) 818,346 (204,744) 457,421

Additionally, HDFC is confident that it has sufficient interest margins to absorb any adverse impacts due to interest fluctuations on any
unmatched positions. Further HDFC has the option of changing the interest offered to customers per the sanction letters issued to the
customers.
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29.2.2 Interest rate risk (continued)
Exposure to Interest rate risk - Loans and advances
Sensitivity Analysis of Net interest income

(in MVR '000) As at 31 December 2018 As at 31 December 2017
1% increase 1% decrease 1% increase 1% decrease

Average for the year 7,755 (7,755) 6,622 (6,622)

29.3 Liquidity risk

Liquidity risk is the risk that HDFC is unable to meet its payment obligations associated with its financial liabilities when they fall due and to
replace funds when they are withdrawn. The consequence may be the failure to meet obligations to repay depositors and fulfil commitments to
lend.

29.3.1 Liquidity risk management process
HDFC’s liquidity management process, as carried out within HDFC and monitored by the senior management in HDFC, includes:

* Day-to-day funding, managed by monitoring future cash flows to ensure that requirements can be met. This includes replenishment of funds
as they mature or are borrowed by customers;

* Maintaining a portfolio of deposits with bank and treasury bills that can easily be liquidated as protection against any unforeseen interruption
to cash flow;

* Monitoring balance sheet liquidity ratios against internal requirements; and

* Managing the concentration and profile of debt maturities.
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29.3.1 Liquidity risk management process (continued)

Monitoring and reporting take the form of cash flow measurement and projections for the next week and month respectively, as these are key
periods for liquidity management. The starting point for those projections is an analysis of the contractual maturity of the financial liabilities
and the expected collection date of the financial assets.

HDFC also monitors unmatched medium-term assets, the level and type of undrawn lending commitments and undrawn borrowings.
29.3.2 Funding approach

Sources of liquidity are regularly reviewed by the ALCO.

58

8L0OC



HOUSING DEVELOPMENT FINANCE CORPORATION PLC
31 December 2018

Notes to the financial statements
(All amounts in Maldivian Rufiyaa)

29.3.3 Non-derivative cash flows

The table below presents the cash flows payable by HDFC under non-derivative financial liabilities by remaining contractual maturities at the
reporting date. The amounts disclosed in the table are the contractual undiscounted cash flows, whereas HDFC manages the inherent liquidity
risk based on expected undiscounted cash inflows.

As at 31 December 2018 Upto 1 month 1-3 months 3-12 months 1-Syears  Over 5 years Total Carrying
amount
(in MVR '000)
Liabilities
Deposits - - 8,362 - 74,061 82,423 82,423
Debt securities in issue 2,756 1,475 14,307 78,696 256,727 353,961 218,979
Other borrowed funds 4,468 23,337 173,670 490,699 34,142 726,316 637,866
Other liabilities - - 59,413 - 228,608 288,021 288,021
Current tax liabilities - - 8,371 - - 8,371 8,371.27
Total liabilities 7,224 24,812 255,752 569,395 593,538 1,450,722 1,227,289
Assets
Cash and balances with banks 76,654 15,000 - - - 91,654 91,654
Financial assets at amortised cost - 29,976 - - - 29,976 29,976
Loans and advances 28,839 61,027 303,097 1,069,349 1,919,623 3,381,935 1,617,378
Other assets 80 147 1,553.83 5,575 - 7,356 7,356
Total assets 105,572 106,150 304,651 1,074,925 1,919,623 3,510,920 1,746,364

Net 98,348 81,338 48,899 505,530 1,326,085 2,060,199 519,075
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29.3.3 Non-derivative cash flows (continued)

As at 31 December 2017 Upto 1 month 1-3 months 3-12 months 1-5years  Over 5 years Total Carrying
amount

(in MVR '000)

Liabilities

Deposits - - 3,592 - 64,844 68,436 68,436
Debt securities in issue 9,036 19,182 10,208 111,602 - 150,028 149,405
Other borrowed funds 19,527 51,711 168,091 465,000 92,437 796,766 672,861
Other liabilities - - 55,570 - 172,364 227,934 227,934
Current tax liability - - 7,813 - - 7,813 7,813
Total liabilities 28,563 70,893 237,461 576,602 329,645 1,243,164 1,118,636
Assets

Cash and balances with banks 68,526 67,000 - - - 135,526 135,526
Financial assets at amortised cost 29,960 - - - - 29,960 29,960
Loans and advances 16,325 32,651 146,928 783,618 1,959,044 2,938,566 1,410,515
Other assets - 825 224 4,330 2,489 7,868 7,868
Total assets 114,811 100,476 147,152 787,948 1,961,533 3,111,920 1,583,869
Net 86,248 29,583 (90,309) 211,346 1,631,888 1,868,756 465,233

Assets available to meet all of the liabilities and to cover outstanding loan commitments include cash, deposits with banks, financial asset at
amortised cost and housing loan repayment from customers. HDFC would also be able to meet unexpected net cash outflows by discounting
treasury bills, other investments and utilizing the undrawn borrowing facilities.
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29.4

Capital management

HDFC’s objectives when managing capital, which is a broader concept than the ‘equity’ on the
face of Statement of financial position, are:

* To comply with the capital requirements set by the lenders;

*» To safeguard HDFC’s ability to continue as a going concern so that it can continue to provide
returns for shareholders and benefits for other stakeholders; and

» To maintain a strong capital base to support the development of its business.

Capital adequacy and the use of regulatory capital are monitored daily by HDFC’s management,
employing techniques based on the guidelines developed by the Basel I Committee, for
Supervisory purposes.

Netherlands Development Finance Company and Deutsche Investitutions und Entwicklungs
Gesellschaft MBH require HDFC to maintain a ratio of total capital to the risk-weighted asset
(the 'Basel ratio') at or above 12%.

HDFC'’s capital as managed by its management comprises of share capital, retained earnings and
reserves created by appropriations of retained earnings and current year earnings.

The risk-weighted assets are measured by means of a hierarchy of five risk weights classified
according to the nature of — and reflecting an estimate of credit, market and other risks associated
with each asset and counterparty, taking into account any eligible collateral or guarantees. A
similar treatment is adopted for off-balance sheet exposure, with some adjustments to reflect the
more contingent nature of the potential losses.

The table below summarises the composition of capital and the ratios of HDFC for the years
ended 31 December 2018 and 2017. HDFC complied with all of the externally imposed capital
requirements to which they are subjected.

Capital 2018 2017
Share capital 159,375,000 159,375,000
Retained earnings 341,400,374 285,967,217
Reserves 15,000,000 17,136,480
Total qualifying Capital 515,775,374 462,478,697
Total capital 515,775,374 462,478,697
Risk-weighted assets

On-balance sheet 849,425,314 728,435,996
Total risk-weighted 849,425,314 728,435,996
Basel ratio 61% 63%

The changes in the regulatory capital was mainly due to the profit earned during the year ended
31 December 2018. The increase in risk-weighted assets reflects the expansion of the loan

portfolio during year.
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30 Analysis of financial instruments by measurement basis

As at 31 December 2018
Financial assets

Cash and cash equivalents
Financial assets at amortised cost

Loans and advances
Total assets

Financial liabilities
Debt securities in issue
Other borrowed funds
Deposits from customers
Total liabilities

As at 31 December 2017

Financial assets

Cash and cash equivalents

Financial assets held to
maturity

Loans and advances
Total assets

Financial liabilities
Debt securities in issue
Other borrowed funds
Deposits from customers
Total liabilities

Amortised cost Total
91,653,575 91,653,575
29,976,096 29,976,096

1,617,378,696

1,617,378,696

1,739,008,367

1,739,008,367

Amortised cost Total

218,979,337 218,979,337

637,865,650 637,865,650

82,423,308 82,423,308

939,268,295 939,268,295

Held-to- Loan and Total
maturity receivables

- 135,525,548 135,525,548

29,959,834 - 29,959,834

- 1,410,515,498

1,410,515,498

29,959,834  1,546,041,046

1,576,000,880

Other liabilities Total
149,404,938 149,404,938
672,860,514 672,860,514

68,435,976 68,435,976
890,701,428 890,701,428
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31

Fair value of financial instruments

The fair value of financial assets and liabilities, together with the carrying amount shown in the statement of financial position, are as follows:

Assets carried at amortised cost
Cash and cash equivalents
Financial asset at amortised cost
Loans and advances to customers

Liabilities carried at amortised cost
Deposits from customers

Debt securities in issue

Other borrowed funds

As at 31 December 2018

Carrying amount

91,653,575

29,976,096
1,617,378,696

1,739,008,367

Fair value

91,653,575

29,976,096
1,617,378,696

82,423,308
218,979,337
637,865,650

1,739,008,367

As at 31 December 2017

Carrying amount

135,525,548
29,959,834
1,410,515,498

939,268,295

82,423,308
218,979,337
637,865,650

1,576,000,880

Fair value

135,525,548
29,959,834
1,410,515,498

939,268,295

68,435,976
149,404,938
672,860,514

1,576,000,880

890,701,428

68,435,976
149,404,938
672,860,514

890,701,428
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32 Contingencies
(a) Contingent liabilities
There were no material contingent liabilities recognized at the reporting date.
(b) Contingent assets

There were no material contingent assets recognized at the reporting date.

33 Commitments
(a) Capital commitments
There were no material capital commitments as at the reporting date.

(b) Loan commitments

2018 2017
Undisbursed loans and other facilities 265,061,285 231,385,456
(c) Operating lease commitments

2018 2017
Not later than one year 1,032,000 905,000
Later than one year and not later than five years 3,683,000 4,320,000
More than five years - 1,905,000

4,715,000 7,130,000
34 Related party transactions

Key management compensation

2018 2017
Executive management salaries 2,543,594 1,027,198

35 Events after the reporting period

No significant events have occurred since the reporting date, which would require adjustments to, or

disclosure in, the financial statements.

64



