Group Chief Executive Officer

Date: 06 February 2019

01 Jumada Al-Akhera 1440
Ref: 237111 47 /2019

To: CEO - Boursa Kuwait

Peace, Mercy and Blessings of Allah be upon you

Subject: CBK Approval On
KFH’s Consolidated Financial Statements
31 December 2018
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In reference to the above, and in line with Kuwait
Finance House ‘KFH’ orientation in adhering to Chapter
4 ‘Disclosure of Material Information’ of CMA Executive
Bylaws Book 10 (Disclosure and Transparency), KFH
would like to report the following:

Central Bank of Kuwait has issued their approval on the
KFH’s Consolidated Financial Statements for the year
ended as of 31 December 2018, including the Board of
Directors recommendations as follows:

® Cash Dividend: 20 % of Par value per share
( 20 Fils per share).

® Bonus shares 10% of the issued and paid capital
(10 Shares per 100 shares).

The Analyst Conference will be conducted at
2 p.m. on Monday 11 February 2019 through live
broadcasting on internet (Live Webcast). The
Interested Parties could communicate with the bank
via the Email (investor.relations@kfh.com) to obtain
the invitation and other details.
Attached is the ‘Annual Financial Statements Results’

Form as of 31 December 2018 that has been submitted
to Capital Markets Authority.

Best Regards,
Mazin S Al Nahedh
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INDEPENDENT AUDITORS’ REPORT TO THE SHAREHOLDERS OF
KUWAIT FINANCE HOUSE K.S.C.P.

Report on the Audit of Consolidated Financial Statements

Opinion

We have audited the consolidated financial statements of Kuwait Finance House K.S.C.P. (“the
Bank™) and its subsidiaries (collectively “the Group™), which comprise the consolidated
statement of financial position as at 31 December 2018, and the consolidated statement of
income, consolidated statement of comprehensive income, consolidated statement of changes in
equity and consolidated statement of cash flows for the year then ended, and notes to the
consolidated financial statements, including a summary of significant accounting policies.

In our opinion, the accompanying consolidated financial statements present fairly, in all material
respects, the consolidated financial position of the Group as at 31 December 2018, and its
consolidated financial performance and its consolidated cash flows for the year then ended in
accordance with International Financial Reporting Standards (IFRSs) as adopted for use by the
State of Kuwait.

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our
responsibilities under those standards are further described in the Auditors’ Responsibilities for the
Audit of the Consolidated Financial Statements section of our report. We are independent of the
Group in accordance with the International Ethics Standards Board for Accountants’ Code of
Ethics for Professional Accountants (IESBA Code), and we have fulfilled our other ethical
responsibilities in accordance with the IESBA Code. We believe that the audit evidence we have
obtained is sufficient and appropriate to provide a basis for our opinion.

Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most significance
in our audit of the consolidated financial statements of the current year. These matters were
addressed in the context of our audit of the consolidated financial statements as a whole, and in
forming our opinion thereon, and we do not provide a separate opinion on these matters. For each
matter below, our description of how our audit addressed the matter is provided in that context.
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INDEPENDENT AUDITORS’ REPORT TO THE SHAREHOLDERS OF
KUWAIT FINANCE HOUSE K.S.C.P. (continued)

Report on the Audit of Consolidated Financial Statements (continued)

Key Audit Matters (continued)

Credit losses on Islamic financing to customers

The recognition of credit losses on Islamic financing to customers (“financing facilities™) is the
higher of Expected Credit Loss (“ECL”) under International Financial Reporting Standard 9:
Financial Instruments (“IFRS 9”), determined in accordance with the Central Bank of Kuwait (the
“CBK”) guidelines, or the provision required by the CBK rules on classification of financing
facilities of their provision (the “CBK instructions™) as disclosed in the accounting policies in Note
2.6 and Note 10 to the consolidated financial statements.

Recognition of ECL under IFRS 9, according to CBK guidelines, is a new and complex accounting
policy, which requires considerable judgement in its implementation. ECL is dependent on
management’s judgement in assessing the level of credit risk on initial recognition and significant
increase in credit risk subsequently on the reporting date for classification of credit facilities into
various stages, determining when a default has occurred, development of models for assessing the
probability of default of customers and estimating cash flows from recovery procedures or
realization of collateral. Recognition of specific provision on impaired financing facility under the
CBK instructions is based on the rules prescribed by the CBK on the minimum provision to be
recognized together with any additional provision to be recognised based on management estimate
of expected cash flows related to that financing facility.

Due to the significance of financing facilities and the related estimation uncertainty and judgement
in the impairment calculation, this was considered as a key audit matter.

Our audit procedures included assessing the design and implementation of controls over, inputs
and assumptions used by the Group in developing the models, its governance and review controls
performed by the management in determining the adequacy of credit losses.

With respect to the ECL based on IFRS 9, according to CBK guidelines, we have selected a
samples of financing facilities outstanding as at the reporting date and checked the appropriateness
of the Group’s determination of significant increase in credit risk and the resultant basis for
classification of the financing facilities into various stages. For a sample of credit facilities, we
have checked the appropriateness of the Group’s staging criteria, Exposure at Default (“EAD”)
Probability of Default (“PD™) and Loss Given Default (“LGD”) including the eligibility and value
of collateral considered in the ECL models used by the Group to determine ECL. We have also
checked the consistency of various inputs and assumptions used by the Group’s management to
determine ECL.

Further, for CBK provision requirements, we have assessed the criteria for determining whether
there is a requirement to calculate any credit loss in accordance with the related regulations and, if
required, it has been computed accordingly. For the samples selected, we have verified whether all
impairment events have been identified by the Group’s management. For the selected samples
which also included impaired financing facilities, we have assessed the valuation of collateral and
checked the resultant provision calculations.

2
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INDEPENDENT AUDITORS’ REPORT TO THE SHAREHOLDERS OF
KUWAIT FINANCE HOUSE K.S.C.P. (continued)

Report on the Audit of Consolidated Financial Statements (continued)
Key Audit Matters (continued)

Impairment of associates and joint ventures

The investment in associates and joint ventures are accounted for under the equity method of
accounting and considered for impairment in case of indication of impairment. The investment in
associates and joint ventures is significant to our audit due to the Group’s share of results in the
associates and joint ventures and the carrying value of those associates and joint ventures. In
addition, the management to assess impairment of investment in associates and joint ventures uses
judgement and estimates. Accordingly, we considered this as a key audit matter.

We carried out procedures to understand management’s process for identifying impairment
triggers such as significant adverse changes in the technological, market, economic, or legal
environment in which the investee operates, structural changes in the industry in which the investee
operates, changes in the political or legal environment affecting the investee's business and changes
in the investee's financial condition. Our audit procedures included, amongst others, assessing the
appropriateness of the recoverable amounts determined by management and the valuation methods
used. For impairment assessment we evaluated the reasonableness of the key assumptions used by
management in determining the value-in-use computation

We also assessed the adequacy of the Group's disclosure in Note 13 and 14 of the consolidated
financial statements.

Impairment test of investment properties and trading properties

Management’s assessment of impairment of real estate properties was significant to our audit
because this process is complex and requires judgement. Furthermore, there is an increased risk of
impairment due to deteriorated market outlook in various geographical areas, in which the Group
operates. Accordingly, we considered this a key audit matter.

We selected samples and considered the methodology and the appropriateness of the valuation
models and inputs used to value the real estate properties. Further, we used our internal specialists
to assess the valuation of a sample of real estate properties located outside the State of Kuwait. As
part of these audit procedures, we assessed the accuracy of key inputs used in the valuation such
as the rents, gross multiplier yield, market comparable, and discount rates. We also evaluated the
Group's assessment whether objective evidence of impairment exists for international real estate.

The disclosure relating to the investment properties is given in note 15 to the consolidated financial
statements.
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INDEPENDENT AUDITORS’ REPORT TO THE SHAREHOLDERS OF
KUWAIT FINANCE HOUSE K.S.C.P. (continued)

Report on the Audit of Consolidated Financial Statements (continued)
Key Audit Matters (continued)

Valuation of currency swaps, profit rate swaps, forward foreign exchange and forward
commodity contracts (“Islamic derivative financial instruments™)

The Group has significant Islamic derivative financial instruments, the valuation of which is
determined through the application of valuation techniques, which often involve the exercise of
judgement and the use of assumptions and estimates. Due to the significance of Islamic derivative
financial instruments and the related estimation and uncertainty, this is considered as key audit
matter.

Our audit procedures included assessment of controls over the identification, measurement and
management of Islamic derivative financial instrument to confirm the operating effectiveness of
the key controls in place.

Our audit procedures also comprised of an assessment of the methodology and the appropriateness
of the valuation models used to value Islamic derivative financial instruments. Further, we used
our internal specialists to assess the valuation of a sample of each type of Islamic derivative
financial instruments. As part of these audit procedures, we assessed the accuracy of key inputs
used in the valuations such as contractual cash flows, risk free rates, profit rate volatility, swap
rates, profit spot rates, implied forward rates and quoted prices from market data providers, by
benchmarking them with external data. Finally, we considered completeness and accuracy of the
disclosures related to Islamic derivative financial instruments to assess compliance with the
disclosure requirements.

The disclosure relating to Islamic derivative financial instruments is given in note 28 to the
consolidated financial statements.

Other information included in the Group’s 2018 Annual Report

Management is responsible for the other information. Other information consists of the information
included in the Group’s Annual Report, other than the consolidated financial statements and our
auditors’ report thereon. We obtained the report of the Bank’s Board of Directors, prior to the date
of our auditors’ report, and we expect to obtain the remaining sections of the Annual Report after
the date of our auditors’ report.

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

In connection with our audit of the consolidated 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 consolidated financial statements or our knowledge obtained in the
audit, or otherwise appears to be materially misstated. If, based on the work we have performed on
the other information that we obtained prior to the date of this auditors’ report, we conclude that
there is a material misstatement of this other information, we are required to report that fact. We
have nothing to report in this regard.
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INDEPENDENT AUDITORS’ REPORT TO THE SHAREHOLDERS OF
KUWAIT FINANCE HOUSE K.S.C.P. (continued)

Report on the Audit of Consolidated Financial Statements (continued)

Responsibilities of Management and Those Charged with Governance for the Consolidated
Financial Statements

Management is responsible for the preparation and fair presentation of the consolidated financial
statements in accordance with IFRSs as adopted for use by the State of Kuwait and for such internal
control as management determines is necessary to enable the preparation of consolidated financial
statements that are free from material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing the
Group’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 Group or to cease operations, or has no realistic alternative but to do so.

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

Auditors’ Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial
statements as a whole are free from material misstatement, whether due to fraud or error, and to
issue an auditors’ 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 consolidated financial
statements.

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

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

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

¢ Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.
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INDEPENDENT AUDITORS’ REPORT TO THE SHAREHOLDERS OF
KUWAIT FINANCE HOUSE K.S.C.P. (continued)

Report on the Audit of Consolidated Financial Statements (continued)

Auditors’ Responsibilities for the Audit of Consolidated Financial statements (continued)

¢ 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 Group’s ability to continue as a going
concern. If we conclude that a material uncertainty exists, we are required to draw attention in
our auditors’ report to the related disclosures in the consolidated 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 auditors’ report. However, future events or conditions
may cause the Group to cease to continue as a going concern.

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

e Obtain sufficient appropriate audit evidence regarding the financial information of the entities
or business activities within the Group to express an opinion on the consolidated financial
statements. We are responsible for the direction, supervision and performance of the group
audit. We remain solely responsible for our audit opinion.

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
relevant ethical requirements 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 consolidated financial statements of the current
year and are therefore the key audit matters. We describe these matters in our auditors’ 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.
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INDEPENDENT AUDITORS’ REPORT TO THE SHAREHOLDERS OF
KUWAIT FINANCE HOUSE K.S.C.P. (continued)

Report on Other Legal and Regulatory Requirements

Furthermore, in our opinion proper books of account have been kept by the Bank and the
consolidated financial statements, together with the contents of the report of the Bank’s Board of
Directors relating to these consolidated financial statements, are in accordance therewith. We
further report that, we obtained all the information and explanations that we required for the
purpose of our audit and that the consolidated financial statements incorporate all information that
is required by the Capital Adequacy Regulations and Financial Leverage Ratio Regulations
issued by the Central Bank of Kuwait (“CBK”) as stipulated in CBK Circular Nos. 2/RB,
RBA/336/2014 dated 24 June 2014 and 2/1.B.S./343/2014 dated 21 October 2014 respectively,
the Companies Law No.1 of 2016, as amended and its executive regulations, as amended and by
the Bank's Memorandum of Incorporation and Articles of Association, as amended, that an
inventory was duly carried out and that, to the best of our knowledge and belief, no violations of
the Capital Adequacy Regulations and Financial Leverage Ratio Regulations issued by the CBK
as stipulated in CBK Circular Nos. 2/RB, RBA/336/2014 dated 24 June 2014 and 2/LB.S./
343/2014 dated 21 October 2014 respectively, the Companies Law No.1 of 2016, as amended
and its executive regulations, as amended or of the Bank’s Memorandum of Incorporation and
Articles of Association, as amended, have occurred during the year ended 31 December 2018 that
might have had a material effect on the business of the Bank or on its financial position.

We further report that, during the course of our audit, we have not become aware of any violations
of the provisions of Law No 32 of 1968, as amended, concerning currency, the Central Bank of
Kuwait and the organisation of banking business, and its related regulations, during the year ended
31 December 2018 that might have had a material effect on the business of the Bank or on its
financial position.
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LICENCE NO. 68 A LICENCE NO. 62A
EY DELOITTE & TOUCHE
AL-AIBAN, AL-OSAIMI & PARTNERS AL-WAZZAN & CO.
10 January 2019
Kuwait



Vet 5= ol ) : alyl
LACR 1. Y S— O, A
VWva/yeefY iy

UGS
e

PJ“"H B,k a_,_éu_,;. a~ foldl 'C%
@S Jugad) o 3y13) d# oy

(dryg dub 4L

dnagt] dpalihl YW SULY e B 4 31 YV A/V/NY sl (S ) 5L
S oosadl 1da 3 L Bl Sbldly ol-layl e likey (Yo VA ol (SGal
X a/v/E myle s ol

L) Ao Y 6B gl el U CUL auls 4l cgmt b e 2y b a6y o
st (Span pld Jo S S Bl Al (S LS coladl s 3 ol
ot S LL e ity ol oyl ogeld 2oVl 2l 0 Y+ Ay 205 L)
0N« sy Bmte gl myjen SUIS)

ia) Landl Sl po ) Slel Y1 3 (Sl Ss al il b e 3y
Sl ala)l dastl

e Sl ._..Jai &

G vl /T

Jobl Chwg Lot 3 %/

- JW Blyd 2ah 25 - VYA

- s sy B = VAN

govroff @cbk.gov.kw - www.chi.gov.kw oIl — 1T+ - 3lacall — 0¥ a o — (4710) YYEEYYAL : CaSla - (A10) YYETLAAY : ,Sla



